Chapter 2

New Venture Options: Do You Want to Start a New Business, Buy One, or Be a Franchisee, or a Corporate or Nonprofit Entrepreneur?

INSTRUCTOR MANUAL


Entrepreneurial Profile—Mingo Lee, Wahoo Fish Taco
  

Think it Over: 
1. What does it cost to open a typical Subway? 
While the initial franchise fee is $15,000, each location is different, and the initial investment varies depending on restaurant size, build out costs, location, etc. 
SUBWAY® Franchisees pay 12.5% every week (gross sales minus the sales tax); 8% goes toward the franchise royalties and 4.5% goes towards advertising.[endnoteRef:1] [1:  http://www.subway.com/subwayroot/own_a_franchise/FranchiseFAQs.aspx.] 


2. Would you rather be a franchisee owner of a Wahoo or Subway franchise? 
A Wahoo franchise today costs an initial fee of $35,000. Depending on location, the actual restaurant can cost between $425,000 to $700,000 to build. The franchisee pays 5% of monthly sales back to the Wahoo headquarters. Wahoo would like the new franchisee owners to have enough money to own up to three stores. 2% of sales should be used for producing advertisements. Although students and the professor can have their opinion, we are inclined to pick a Subway restaurant since they are very popular in New England. However, a Wahoo franchise would be one of a kind in our area, so it would be unique. A Wahoo restaurant would be more expensive.


The Elevator Pitch

The students in our class find the President Lorenz from ILove Photos is long winded and does a poor job of presenting his elevator pitch. We think his business concept has some feasibility considering the many online photo-sharing applications.

Answers to Review and Discussion Questions

1. Why would anyone want to start a new business? 
Answers can vary. However, some people want to be their own boss. Or, they want to pursue their own ideas. They can also be seeking financial rewards. They may want to contribute to society? The list of reasons should be in priority order. Based on the list, you can write out some objectives, like “to start a new venture while still in college.” “To help reduce pollution in (list your city).” “To be a millionaire by age 35.”
2. Do the advantages of owning your own business outweigh the disadvantages?
If you want to pursue your passion and do things your way, and you are a risk taker that doesn’t need much assistance in starting and running your new venture, the advantages of starting a new business will be greater than the disadvantages of a starting a business. Starting a new business is a big risk, but it can lead to the greatest rewards. 
3. Why does an entrepreneur often start a new business with a partner? 
New businesses are often started by partners with prior shared experience, such as a friend going to school or working together. Integrating their expertise and skills commonly benefit new venture performance. Partners also combine needed resources to start the new venture.[endnoteRef:2] [2:  P.J. Murphy, A 2 X 2 conceptual foundation for entrepreneurial discovery theory. Entrepreneurship Theory and Practice 35 (2 2011): 359-374.] 

4. Why are experienced professional advisors needed when developing a partnership?
Experienced professional advisors can help to determine the correct price to pay when buying a business or franchise. Advisors are also able to offer legal assistance in drawing up the contractual agreement. 
5. Is it an advantage or a disadvantage when you acquire a business that has experienced employees?
It is often very positive to inherit employees that are experienced. However, you might get unwanted or unnecessary employees as part of the deal.
6. Why are some of the disadvantages of starting a new business, and buying an existing business, overcome through buying a franchise?
Buying a franchise helps to reduce some of the problems associated with opening your own business. The franchisor offers training, marketing expertise, and a brand name that is well known by customers. You also get a proven product or service with an established target market. The franchisor also offers expertise in site selection.
7. Analyze the “Buy a Franchise” column in Exhibit 2-1 New Venture Options. 
Buying a franchise has become a popular method to start a business. One main advantage of a franchise is that it reduces the risk to the entrepreneur. Owning a franchise means the entrepreneur can receive help from the franchisor in regards to marketing, training, and many other issues. One negative is that as the franchisee, you will have to pay an ongoing cost for fees and royalties to the franchisor.

	Risk to entrepreneur - Moderate

	Independence to do things your way – Low

	Location – May Find

	Brand reputation recognition – National

	Marketing support – High

	Training to run venture – Usually

	Established procedures – High

	Customers – Moderate

	Suppliers/vendors – High

	Access to low-cost inputs – High

	Financing – Assistance Probable

	Fees and royalties paid to others – Ongoing



8. Why are due diligence, a nondisclosure document, and a letter of intent important when looking to acquire a company?
When you are acquiring a company, you want to make sure you are paying a fair price and that the company is what it says it is in their documents. Due diligence is the process of evaluating a business for sale. At this stage, you contact the owner stating your interest in buying the business. Be prepared to sign a nondisclosure document stating that your evaluation will be held strictly confidential with each alternative potential business. Realize that the owner will also be conducting due diligence on you. After some initial due diligence, you may ask the seller to sign a letter of intent—a nonbinding agreement that you are entering negotiations to acquire the business in good faith. The seller is giving you the exclusive right for a set time to step up due diligence as the only potential buyer.
9. In regards to intellectual property, what is the difference between patents, trademarks, and copyrights?
Patents can include products, processes, and technology. Trademarks include company names and products. Copyright includes printed words (including online) and artistic work (software, music, pictures).
10. What ethical principles should a company follow when dealing with licensing partners?
As an entrepreneur, you need to be sure to follow intellectual property laws and to be ethical in dealing with licensing partners. Don’t sell counterfeit knockoffs as the real brands, don’t take content in print or online without permission and payment, and be sure to know the source of your suppliers to avoid the risk of receiving stolen property. These behaviors are not only unethical, they are illegal and can get you into trouble with the law. 
11. Why are corporate entrepreneurs called intrapreneurs?
Corporate entrepreneurs start new ventures for existing organizations. Corporate entrepreneurs are also called intrapreneurs because they create new ventures while working inside the existing organization.
12. What companies have a reputation fostering corporate entrepreneurship as they are constantly coming out with innovative new venture products, processes, and entering new markets?
IBM, 3M, and Apple are all discussed in the chapter.
13. What are the main differences between a for-profit and a not-for profit business?
There are some significant differences you should recognize.  By providing for the public good, by definition, nonprofits are serving a population that cannot afford to pay a market price for these goods. Some groups they are providing services to may not be able to pay anything. Therefore, by definition their revenues will not cover their costs of running the organization. They must develop other sources of revenues such as government, corporate, and individual grants and donations.
14. What is the difference between paying taxes between for-profit and nonprofit organizations?
Society allows the creation of nonprofit organizations that can use the funds they generate for the common good and do not have to pay taxes. There are several types of organizations falling under the heading of those designated under the U.S. laws and designated by the IRS code as 501(c) organizations. In general these organizations are exempt from some or all taxes (IRS Publication #557 and T.D. 8818). 

15. What is a NGO?
This is a nongovernmental organization (NGO) as defined by Resolution 288x of the ECOSCO on February 27th, 1950. ECOSOC is a council of the United Nations who is involved in the world’s economic, social, and environmental challenges. There are approximately 40,000 organizations in the world today. NGOs are not part of a government, though they may use funds raised by and given to them by the government. 501(c) organizations and NGOs eliminate the need for additional government departments or UN councils.
16. What economic data supports the fact that family businesses play a prominent role in entrepreneurship?
Within the U.S. economy, family businesses comprise an estimated 80 to 90 percent of the businesses, contribute more than 50 percent of the total Gross National Product, employ 50 percent of the work force, and about one-third of all Fortune 500 firms are family controlled. 
17. Why are non-family and friends on your advisory board and/or board of directors important for a family business?
Having non-family and friends on your advisory board and/or board of directors (and employees if you can) provide objective assistance to the business. 





Application Exercises

1. Through a partnership with the Small Business Association, the Franchise Registry http://www.franchiseregistry.com/index.php provides a list of approved franchises. The list allows you to search by name if you have a specific franchise in mind or by program/industry if you are doing research in related franchise opportunities.  Search the database using “restaurants” as the keyword. Use the registry to find two franchises that you did not previously knew existed.  
We found American Flatbread and Big Daddy’s Burger Bar.

2. Visit http://www.craigslist.org/about/sites/ to find two different businesses that are for sale in your state or region. You need to select your State and then select “Business” under the For Sale area. 
We found a Thrift Shop in Gardner, MA, and a Sandblasting business in Monson, MA, for sale.

3. Visit www.aafd.org, which is a nonprofit acting to ensure ethical practices, and which gives accreditation to franchisees that met its standards. It has information to help you buy a franchise (download a free fourteen-page PDF copy of AAFD Road Map to Selecting a Franchise). 
In reality, the entire AAFD site is useful if you don’t want to focus on the report. The mission of the AAFD is as follows:
The American Association of Franchisees and Dealers (AAFD) came into existence to provide a counter balance in the franchising industry. The AAFD acts to educate the public regarding fair franchise practices, quality franchise opportunities, and to expose the unethical practices that have too long existed in the franchising community. The AAFD believes balance can be achieved through a process of education combined with the encouragement and support for trademark specific franchisee associations seeking to achieve Total Quality Franchise Relationships.




Application Situations

1. Gregory Smithson Answers
1. Assess his qualifications and characteristics for starting his own new business venture.
Having Ivy League degrees, probably from well-known Eastern business schools, and being the son of a successful business executive qualified him to get a job and work his way up the corporate ladder to a VP position of Finance. This also means that he had to be “company man.” That is, he worked within the confines of known structure, with rules, regulations, and approved ways of doing various tasks. Further, working in the finance area increased his area of specialization and took him away from being a generalist and being able to see the whole picture of the organization. Thus, starting his own business would represent changing his entire life and way of doing things and looking at the world. It can be done, but it is not easy.
2. If he becomes an entrepreneur, what type would you recommend (innovative or replicative)? 
If he becomes an entrepreneur, he should be a “replicative” entrepreneur. Being a replicative entrepreneur would enable him to follow along a set and determined pathway to success. He could operate as he always has with guidelines pre-drawn and predetermined by others.
3. Would you recommend he starts his own new venture, or to buy an existing small business or franchise?
He could and should be more comfortable in a franchise operation where everything has been pre-designed and thought out for him. All he has to do is follow the franchisor’s policies and practices in order to be successful.  
4. If Greg asked you to lend him money for a new venture, would you? Why or why not? 
In general, don’t lend any money to anyone who doesn’t have sufficient assets to pay you back. Remember that you expect to receive a competitive interest on your money. Further, study his business plan and financials. If you don’t understand them, don’t give him a loan. Above all, have a written contract spelling out the details of the transaction. Preferably have this drawn up by a lawyer to safeguard against misunderstandings that inevitably WILL arise. This includes loans made to family members. If demanding a legally drawn document is too much to ask, making you uncomfortable, don’t do it.

2. Leila Santos Answers

1.	Explain and define a nonprofit corporation. 
While the profit motive drives most entrepreneurial activities, you may feel strongly that you want to provide a service that will provide a benefit for the public good. You may want to help those in need, people who lack skills necessary to survive today’s world, or even something as obvious as providing access to clean drinking water in an undeveloped country. The needs are numerous. Creating this type of organization requires the same entrepreneurial skills, creativity, and problem-solving abilities necessary in the profit-making world.
2. What is the main advantage that the nonprofit structure allows?
You can start a nonprofit business for a social cause that you believe in supporting. Your organization doesn’t have to make profit, and it can provide tax exempt status as a nonprofit. 
3. What are the steps necessary to start a nonprofit corporation? 
Step 1. What do you want to accomplish? Step 2. Create a management team. Step 3. Incorporate. Step 4. Startup.  
Answers to Case Questions
Popchips CEO Keith Belling

1. Did Keith start a new business? 
Along with starting Popchips, he was one of the founders of the successful restaurant group Paragon Restaurants. He was also the founding CEO and President of the small business portal (Allbusiness.com). Allbusiness.com was sold to NBC, right before the dot.com bust in 2000. Allbusiness.com was sold for a $250 million dollar profit for Keith and his investors to share. 

2. Did Keith buy an existing business?
After taking some time off after selling Allbusiness.com, Keith was brought in to raise money and turn around Restorative Hardware.
3. Did Keith buy a franchise?
Some of his past ventures include one of the first coffee bar chains in San Francisco (Oh-la-la!), which he sold to another coffee company. 
4. Did Keith buy licensee rights?
It doesn’t appear that he licensed his products. 
5. Did Keith start a corporate venture?
Keith has a history of starting new businesses instead of working in a corporate environment that would have potentially stifled his creativity.
6. Did Keith start a nonprofit venture?
No. But, if you go to the PopChip website you will find that Popchips was voted the #1 snack by Women’s Health.

Answers to Global Case Questions
Libra Group, Greece

Think It Over: 
1. What did George consider some of the positives of managing a family business? 
George felt that running their family business was in the family blood. He trusted his family members could manage their own business even if they didn’t have experience in that particular industry.
2. What was a negative result of having family members run the different businesses that they owned? 
At times, family members without experience in an industry would not be successful because of their lack of experience. 
3. Why are other Greek family businesses negative about the business environment in Greece? 
The country of Greece has experienced a terrible economic period. It would seem to be unlikely to start a new business in such an economic downturn.
4. Do you believe that family members are better off running a family business, or should you hire people that are specifically trained to manage the business? 
Answers will vary based upon personal preferences. We tend to believe that specialists are needed once a business grows beyond the startup stage. Family members should still play an active role in the area of the business where they have their expertise. 


Additional Business Plan Material (Appendix B)

1. Would 21st Century Technology Training Centers be wise to sell franchises of its training centers? 
Since 21st is a true startup, we do not think it would be wise to sell a franchise until we prove our business model is successful.
2. Should the owners of 21st consider selling franchises globally?
Once again, we just don’t think 21st is ready to sell a franchise globally. However, when the centers are successful, the four owners should at least consider expanding by selling franchisees globally. Every country needs technology training!
3. What would it mean if 21st Century didn’t use due diligence?
It would mean that 21st Century made an agreement with another company without doing their homework to make sure the other company was a good solid partner. For instance, if they did license their training center concept, they should make sure the franchisee that wants to build a new training center is in good financial shape and has a large enough target market to fill up the classrooms with students in a traditional classroom or an online course.

We don’t want students to remain “stuck” in the early stage of developing their business plan. Students need to push forward and not remain in the idea stage for too many weeks at the start of the semester. Since this is Chapter 2, the first step is to format the business plan. Your goal is to brainstorm three different types of businesses for which you would like to consider writing a business plan. You can look for product ideas using the Internet! You need to review three different business plans ideas, but you only have to select one for which to write a business plan for this course. You should write a brief paragraph on the three potential businesses with the goal of developing a business plan for the one in which you are most interested. Chapter 3 will help you to find new business opportunities and to refine your three selections.

Paper Clip Entrepreneurship Challenge
The goal is for students to realize that the Paper Clip Challenge has the potential to be a real business based on bartering. But, what type of business will you choose? Most students will likely pick starting a new business venture, which is alright. At that point they at least know they own a business.
For Chapter 2, which of the following six options for becoming an entrepreneurship relate to the Paper Clip Entrepreneurship Challenge? (1) starting a new business venture, (2) buying an existing business, (3) buying a franchise, (4) acquiring a license, (5) starting a new venture as a corporate entrepreneur, (6) or being a nonprofit entrepreneur.
What would be the advantages and disadvantages of conducting your paper clip challenge as a family business?

College Entrepreneurial Spirit Award Winners
For Chapter 2, your assignment is to develop a list of the characteristics that you expect the college entrepreneurs on your campus to demonstrate. Answers will vary. However, our experience is that you can spend a class meeting designing an Excel spreadsheet with the characteristics from Chapter 1 and 2 in the left hand column, the company name as the column header, and then fill in X’s when a Spirit Award Winner has one of the characteristics.  

Community Entrepreneurial Spirit Award
For Chapter 2, your assignment is to develop a list of the characteristics that you expect the local entrepreneurs to demonstrate for them to qualify as a local college entrepreneurial spirit award winner. Answers will vary. However, our experience is that you can spend a class meeting designing an Excel spreadsheet with the characteristics from Chapter 1 and 2 in the left hand column, the company name as the column header, and then fill in X’s when a Spirit Award Winner has one of the characteristics. See below for a chart that can be used for the College and Community Spirit Award Winners.
	Criteria
	Joe’s Pizza
	Santos’ Engine Group

	Dedicated to their mission.
	X
	X

	Willing to create new products.
	
	X

	Active in community service projects.
	X
	

	Add your own criteria. 
	
	





ANSWERS AND MATERIAL IN THE STUDENT SUPPORT MATERIALS

Practice Quiz

Multiple Choice Questions

1. How much is the initial franchise fee for owning a Mingo Lee Wahoo Fish Taco restaurant? 
a. $15,000
b. ***$35,000
c. $50,000
d. $100,000
e. $250,000

2. The franchisee pays ____ of monthly sales back to the Wahoo headquarters.  
a. 1%
b. 2%
c. 3%
d. 4%
e. **5%

3. What percentage of sales should be used for producing advertisements?
a. 1%
b. ***2%
c. 3%
d. 4%
e. 5%

4. Corporate entrepreneurs are often called: 
a. ** intrapreneurs
b. extrapreneurs
c. expats
d. entrepreneurs

5. All of the following are reasons to start a non-profit business except:
a. You can be your own boss.
b. You can pursue your own ideas.
c. You can earn a pay check.
d. You can contribute to society.
e. ***You can keep profits yourself.
 
True/False Questions

6. Having no established suppliers, vendors, or access to low-cost inputs is an advantage for a new small business. 

False. It is a disadvantage not to have an established supply chain.

7.  Partners combine needed resources to start the new venture.   

True.

8.  A list of potential acquisitions includes businesses that are not for sale.  

True.

9.  Due diligence is the process of finding the hidden market. 

False. Due diligence is the process of evaluating a business for sale.

10. Over the past four decades, franchising has not grown very fast. 

False. Franchising has become more popular.


[bookmark: _GoBack]Weblinks

Since this is Chapter 2, it is important for students to learn about some articles that discuss the different methods for starting your own business.

Starting your own business - http://www.sba.gov/category/navigation-structure/starting-managing-business/starting-business

Starting your own family business in China
http://www.scmp.com/business/china-business/article/1324732/how-chinas-family-businesses-can-bridge-generation-gap

Top 100 Fastest Growing Franchises
http://www.entrepreneur.com/franchises/rankings/fastestgrowing-115162/2013,-1.html


Additional Entrepreneur Profiles 	
	
Buy a Business 
http://smallbusinessschool.org/video.cfm?clip=963
Think it Over: Can my business be my legacy? Meet the Souto brothers of Cuba, now Miami. They are the global leader in espresso coffee roasting. They believe in acquiring the competition. They like to say keep dreaming and you can build a business for your family that you can hand down for generations.

Start a Business
http://smallbusinessschool.org/video.cfm?clip=1031
Think it Over: How do you build a good team? David Milly started his Theatrical Lighting Systems business when he was in college. David is proof that you can grow your business by growing your industry. The key is to hire the right people and put a good team together.



Additional Elevator Pitches

Jim Song, Inventor Germ Terminator
http://www.nbcnews.com/video/your-business/31875791#31028165. Answers will vary. Do consumers know they need a new toothbrush? We would have to create a market where people want to keep their toothbrush germ free. 

Scott Farrell, Creator of the HappeSeat
http://www.nbcnews.com/video/your-business/31875791#30417437
Do consumers have a need to cover their car seat? 


Making Your Own 90-Second New Venture Pitch
In Chapter 2, your goal is to brainstorm a profit or a nonprofit company that you might want to pitch to the class and venture capitalist later in the semester. For example, you could develop a pitch for a new nonprofit organization such as a summer camp for family members who have lost a loved one to suicide. 
An example of a for-profit pitch is the development of a computer screen that would replace your eye glasses or contact lens. Thus, you wouldn’t have to wear glasses or contact lens while working on a computer. 
Hopefully, students can also develop some nonprofit ideas that can lead to helping people in your local community. One student started a business to support the people in Africa by raising funds to install water pumps.


Additional Applications and Exercises
1. International Franchising Association
a. What is the IFA? (www.Franchising.org).  
For more than fifty years the International Franchise Association has worked to educate franchisors and franchisees on beneficial methods and business practices to improve franchising.
b. Under the Franchising Opportunities link, what franchisees are available for Fitness & Gyms?
Fit Body Boot Camp, Max Muscle Sports Nutrition
c. Under the News and Information link, what are the topics covered in two of the news items? 
U.S. Trade Mission makes its last stops to Lagos, Nigeria 10/21/2013
Franchisees Sit Down with Adam Shapiro, from Fox Business, to Discuss Workplace Conflicts among Employees 10/15/2013
Franchisee Leads Breakout Session on Disaster Response at U.S. Chamber of Commerce Foundations, 2013 Corporate Responsibility Conference 10/11/2013

2. Franchise Direct (www.franchisedirect.com).
a. What is the mission of Franchise Direct? 
Franchise Direct’s goal is to provide a reliable, authoritative platform where entrepreneurs can connect with franchisors seeking investors. In support of this objective, our mission is to be the leading online resource for franchise opportunities and the knowledge center of choice for anyone seeking information on the franchise industry.
b. In what countries does Franchise Direct help franchisers find franchisees?
Ireland, Canada, UK, France, Germany, Europe, Spain, Mexico, and South Africa.
c. Select a country (such as France or Ireland), and select the Sports Franchises link. What sport franchises are listed in the country you selected? 
Ireland: Colourfence, Snak Appeal
d. What is the minimum investment for two or three of the companies listed in the country that you selected? 
24,000 Euros for Colourfence and 8,848 Euros for Snak Appeal.
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