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Business Planning: 
What’s Your Legal Form and Strategy?

INSTRUCTOR MATERIALS

Entrepreneurial Profile—John Hawkins, Cloud 9 Shuttle

Think it Over:

1. What is the business model for Cloud 9? 
The business model is the way you develop your product/service and how you deliver it to customers. John Hawkins changed his share delivery transportation system to provide rides for residents instead of tourists. This change in target markets allowed him to charge more money per ride since residents live farther from the airport. Sometimes, you have to tweak your business model. 
2. How will Cloud 9’s business model incorporate the internet into its business model? 
John should use the internet to attract more customers at the wholesale and retail level. He could increase his sales by using the internet to reach larger business customers to use his transportation services on a regular basis. 



The Elevator Pitch
Our class determined that Josh Light made a great pitch of Cup Ad. He described the advantages of his paper cup advertising business at the Utah State University Pitch Contest. The class did wonder about the feasibility of his idea since most companies already put their logo on their cups. 

Answers to Review and Discussion Questions

l.   Why is the business plan a key element for all small businesses?
A well thought out plan helps you to step back and think objectively about the key elements of your business venture and informs your decision-making on a regular basis. The business plan answers three questions: Where am I now? Where am I going? How will I get there?

2. List three stakeholders that will affect and/or be affected by a computer recycling plant being built in your own neighborhood. 
The local community will want the plant to be environmentally safe, employees will have a job recycling parts to help save the environment and earn a paycheck, and our own customers will like to own the parts that we have recycled.

3. Which of the 5 Cs of Credit do you think bankers consider the most important when deciding to give a small business loan? 
The 5 Cs are Character, Capacity, Capital, Conditions, and Collateral. Capacity is often considered the most critical of the 5 Cs. What is the company's borrowing history and success in repaying past loan obligations? How much debt (loans) can a company add to its financial structure? Will a company be able to repay its debt? Do the borrowers have a secondary source of income in case the business is unable to pay off the loan?

4. If you were consulting with an entrepreneur, how would you describe to him or her the major sections of the business plan that he or she should write?
The major sections of the business plan are 
1.	The Executive Summary (written last, placed first)
2.	Introduction
3.	Strategy Formulation
4.	The Marketing Function
5.	Location and Layout
6.	The Production/Operation Function
7.	The Human Resources Function
8.	The Financing Function
9.	Controls
10.	Appendix

5. Why does the introduction section of the business plan have three parts?
The introduction section of the business plan includes three parts: background of the business, management and organization, and form of ownership. The three sections help to setup the following stages of the business plan.

6. What are the pros and cons of forming your new business as a sole proprietorship?

The pros of being a sole proprietor include the following:
· Ease of startup. It is not difficult to start your own business.
•	Free to take profits. As you are the sole owner of the firm, you are free to take all the profits and use them for whatever purpose you desire. 
•	Freedom to manage as you choose. Because you are the sole owner of the business, you have total authority to take any action you see fit. 
•	Few legal restrictions. You have the freedom to operate (subject to the appropriate licensing and regulations) anywhere in the country and to add or remove products or services as you desire. 
•	Easy to dissolve. The firm only exists as long as you want it to.
•	Taxes. Since you own and operate the firm, as the owner, you, rather than the business, are taxed.

The disadvantages of being a sole proprietor include the following:
•	Unlimited liability. Since you own and operate the business, there is no legal distinction between you and the business and therefore you are liable for all its debts. 
•	Difficulty in raising capital. Because only you can raise money, the amount of funds available is strictly dependent upon your assets. 
•	Maintaining the overall direction of your business. As the business expands, it becomes more complex and therefore quite difficult for one person to retain control in order to provide the necessary direction.
•	Demise of the firm. The death of an owner terminates the firm. Should someone else acquire the business, it will then be considered a new company.

7. What is a disadvantage of having a partner in your new business?
The disadvantages of a partnership include the following:
•	Unlimited liability of general partners. Limited partners only to the amount of investment. 
•	Each partner is liable for the debts of the organization. 
•	Since the partnership is nothing more than an agreement to be in business together, it can be difficult to raise capital.
•	While two or more people can usually raise more money than one person can, there are limits to the startup capital of partners.
•	As the business grows, it becomes more and more difficult for the original partners to manage. 
•	Most agreements do, and all agreements should, contain a provision with respect to the transfer of a partner's interest in the partnership.
•	As with a sole proprietorship, death, imprisonment, or insanity automatically terminate the firm unless the partnership agreement states otherwise and a contractual clause is negotiated.

8. Select and explain what you think are the two most important reasons for forming your new business as a corporation.
First, a corporation is a legal entity owned by an unlimited number of shareholders that have limited liability under a common name that pays either single or double taxes. 

Secondly, the corporation, which carries on a business in its own name, exists as a separate entity in the eyes of the law. It can raise capital by either selling ownership (stock) or by borrowing (issuing bonds). Ownership of the corporation is established with the issuance of shares of stock; therefore individual owners, as stockholders, have no liability for corporate debt.

9. Why is strategy formulation important to an existing and new venture?
Entrepreneurial orientation and the entrepreneurial process result in a business model, and you exploit opportunities through implementing strategy. Thus, even an existing company has to review their mission to keep up with changes in the marketplace, prioritize objectives, and scan the internal strengths and weaknesses and external opportunities and threats.

10. What is a strategy? Why is it the starting point of the business plan?
Strategy is the process of optimizing the effectiveness of the business model configuration against the external environment, including the potential to change the configuration, alter the underlying opportunity, or seek out new opportunities. The business plan combines and explains the business model and strategy.

11. Define mission. Why is it important for the existing and new venture to develop a mission statement?
Mission is an organization’s purpose or reason for being. The written mission statement is important for all stakeholders to be able to know and understand the mission of the organization.

12. List the factors in the internal environment. Explain how they interrelate.
The organization's internal environment includes the management, mission and objectives, resources, the transformation process, and structure that affect the firm's performance from within its boundaries. The internal factors need to work together to produce the best quality possible and then sell the product to our customers. 

13. Describe the competitive advantage of a local small hardware store versus Home Depot. 
The competitive advantage (CA) of the local small hardware store can include their well-known local owner, customer service at the local hardware store can be more personable and helpful, and the local residents know and hopefully love the local small hardware store. 

14. What purpose do objectives provide to the existing and new venture?
You need objectives to make it clear what your new venture will accomplish. Setting objectives is part of problem solving and decision making.

15. Describe the transformation process. Do all businesses have a transformation process? Is it important?
The transformation process is the system for converting inputs into outputs. The transformation process has a direct effect on the productivity and substitutability of the firm. The transformation process has four components: Inputs, Outputs, Process, and Feedback. All profit, nonprofit, and service organizations have to convert inputs into outputs and then receive feedback on the success of the product or service. 

16. Identify any three of the external factors and state how each affects the performance of a business.
The external environment affects the firm’s performance from outside its boundaries. The two primary external factors are customers and competitors. A third external factor is the economy. We also like the fourth factor of the change in technology, which has been a big factor in the global economy for the past two decades.

17. Is it necessary to conduct the environmental analysis? Why or Why not?
Yes, it is important to conduct an environmental analysis to be able to know how you are doing within and outside of your company. This process results in a SWOT analysis.  

18. Give an example of a strength, weakness, opportunity, and threat for a new social media company.
A strength would be the company is most likely skilled at using graphic design software. A weakness might be they are a young company since the industry is fairly new. An opportunity would be to help older companies that want to learn how to use social media. A threat would be the media giants in television and newspapers are going into the social media industry. 

19. Why is the business model similar to a strategy?
A business model identifies the firm’s product and service value, customers, the way it makes a profit, and its operations. It is relatively short and commonly condensed down into an elevator pitch. The business plan gives the details of the business model in a formal written document. The business model focuses on opportunity, whereas strategy focuses on the competitive environment and how the new venture will compete. Strategy is the process of optimizing the effectiveness of the business model configuration against the external environment, including the potential to change the configuration, alter the underlying opportunity, or seek out new opportunities. The business plan combines and explains the business model and strategy.

20. In your own words, how would you describe the business model?
The business model is how the entrepreneur expects to make a product or service—and make a profit from doing it that way (his business model way).

Application Exercises
These exercises can be completed as individual or group projects. When doing these exercises, be sure to select a specific business where applicable. You can select a business where you worked or a business you would like to own someday.
1. Interview an entrepreneur and ask if he or she ever wrote a business plan for his or her business. Make sure to ask specific questions on how the entrepreneur did or did not write a business plan. If the entrepreneur did write a plan, how long did it take? Did he or she use a specific computer software, such as Business Plan Pro to write the business plan? Did the entrepreneur show the plan to the bank to help obtain a loan for the business? If not, was there a reason he or she didn’t write a plan? Does he or she write a business plan now? Does he or she regret not writing a business plan? Why? Write a one-page report of your findings. 
Answers will vary. The goal of this exercise is for students to reach out and find an entrepreneur that they can interview.
2. Use the Internet to find an example of a business plan online. Write a one page report on whether this business plan includes the ten sections of a business plan as outlined in this chapter. 
The following link http://www.entrepreneur.com/landing/216013 provides a list of sample plans for students to review. The sample plans will vary slightly with the business plan sections used in this book. However, the material for all ten business sections will be found within the sample plans.
3. Search for an article at Entrepreneur.com that discusses business plans. Describe the main points of the article. Summarize what you learned from the article in a one-page report. 
Answers will vary. However, this is an excellent exercise to make sure students use references to support learning from the textbook.

Application Situations
1. Al Benjamin—Legal Forms Answers
1. What are the legal forms of ownership are available to Al and Sam?
They may choose the following forms of ownership: sole proprietorship; partnership, either general or limited; 3 forms of corporate structure (C, S, or LLC); or nonprofit organization.
2. What are the pros and cons of the various forms of ownership available to them?
A sole proprietorship indicates a single owner. All it takes, assuming all the licenses or permits are in order, is to open up for business. All Revenues minus expenses accrue to the proprietor. All liabilities of the business also accrue to the proprietor. At death of the proprietor, the life of the firm ends. General or limited partnerships would allow for shared ownership; there would be unlimited liability for the general partners, but the liability would be limited for the limited partners, up to their investment. While the general partnership doesn’t require any legalities, generally it would be prudent to draw up a partnership agreement specifying percent of ownership and other items of interest, preferably by a lawyer. Decision making and control would be shared by the general partners with limited partners having no control or decision-making authority. The partnership ceases on the death or withdrawal of either partner. While the corporate forms of ownership differ in various details, they share in limited liability perpetual life, and they legally limit control. Raising capital is easier because the corporate entity can stand on its own performance. Nonprofit organizations generally perform some social or societal good and exist as separate entities but with no tax liabilities. However, the surplus (fund balance) cannot be distributed.
3. Which should they choose? Why?
In as much as neither Al nor Sam want unlimited liability, but do want to have control and decision-making ability and for the organization to continue in perpetuity, the corporate form of organization would be best for them. A nonprofit does not apply to them. Given the realities of the present economy and their desire to limit liability, they should form a LLC as it gives the maximum protection and most flexibility.

2. Vincent Dimato—External Environment Answers
1. Should Vincent immediately start his home building company? Why or why not?
Dimato should not immediately start his construction business since there is still some uncertainty about whether or not the market is rebounding. Before starting he should decide for himself whether he should further look into the factors that might affect his decision.
2. In order to confirm his decision, what external factors might he consider?
The external factors that might affect his decision include, but are not limited to, the economy and its growth rate; interest rates and inflation; the actions of the Federal Reserve; federal, state, and local laws, rules, and regulations; and bank reserves.
3. Explain how each of the external factors might impact his decision.
Housing depends in large measure on interest rates charged to consumers for mortgages. Generally, the lower the interest rate the easier it is to finance and buy houses, which ties into the down payments required. The lower the down payment, the more people can afford homes. Also a determinant of home buying is the length of time to repay a mortgage: the longer time granted for repayment, the lower each payment can be. Inflation will increase the value of the home. Finally, the government—federal, state, and local—makes rules and regulations that make it easier or more difficult to build and get permits. For example: houses built after a certain date must certify that there is no lead paint, and toilets must be of the low-flush type. Prohibitions against building in wetlands exist. The government controls how we live in many other ways that may influence housing. Vincent should take the time to determine the state of these external environmental factors. The government releases interest rates, bank finance rates, numbers of housing starts, GDP figures, and many other indicators. Banks will be happy to show Vincent interest rates and typical mortgage packages.
In the present economy, while interest rates are the lowest they have been in years and the banks have money to invest, most banks are not lending, except for the least risky borrowers, and they are requiring hefty down payments; thus the number of people who can qualify is restricted. Inflation is low, therefore housing will not see the big price increase that has been in the past. Housing is no longer the investment it was. As government finds itself, on all levels needing more money, property tax rates are increasing and it costs more to maintain a house (larger percent of value). Additionally GDP has shown modest increase so that fewer people can afford houses.
4. Would his analysis confirm or deny his decision (see question 1)?
Taken as a whole he should probably wait because the economy looks shaky at best, with limited opportunities to buy homes. Those that are sold will not appreciate as much as they did previously. And finally, governmental policies make it more difficult to comply with building regulations.

Answers to Case Questions
Dream Studios
1. Use Twitter and Facebook to help research more about Dream Studios. After conducting your online research, analyze Dream Studios’ mission statement.
2. Assess Ben’s internal environment for strengths and weaknesses.
Ben’s strength is his dedication and personality in reaching out to local youth that need a positive role model. His internal weakness is that he tries to do everything himself. 
3. Assess the external environment for opportunities and threats and how they affect the future of Dream Studios Inc. 
Dream Studios has a great opportunity to send their talented theatre students to the new casino that is going to be built in Springfield. Dream Studios’ external threat is the economy. A poor economy means the urban youth that like to use Dream Studios may not be able to pay their membership fees.
4. What type of ownership structure does Dream Studios appear to have selected? 
Ben is the owner of the nonprofit agency. He has a board of directors, which will help him to monitor the financial and ethical decisions that he will have to make.



Answers to Global Case Questions
Formulating a Global Business Plan, Google China
1. How does an international business plan differ compared with a one-country plan?
A company would like to sell the same exact product in every country since it would be cheaper to not have to change the product or packaging. However, as Google found out, each country can have a different culture, different values and beliefs, and different laws. China had different privacy laws, which forced Google to change their approach to doing business in China.
2. If a country, such as China, has a very large population, then why is identifying feasible target markets so important?
A company cannot expect to sell their products to everybody. Even in a very large country, a company has to focus on the group of people that will most likely buy their product.
3. Select a country that you have visited (or studied), and write a short response on the different financial, marketing, and management-related issues for the country you selected.
Answers will vary. The goal is for students to select a country they find is most interesting to study. For example, if you are doing business in Israel, you should know the Sabbath is on Saturday. Thus, most businesses will be closed on Saturday. In certain cities (like Jerusalem) there is a greater number of businesses that will be closed.





Additional Business Plan Material (Appendix B)
Since this is Chapter 5, the students should be strongly encouraged to start writing their business plan, if they haven’t already started. The business plan starts to make more sense since the sections on writing the business plan are clearly shown in the chapter. These steps are as follows.: (1) The Executive Summary (written last, placed first), (2) Introduction, (3) Strategy Formulation, (4) The Marketing Function, (5) Location and Layout, (6) The Production/Operation Function, (7) The Human Resources Function, (8) The Financing Function, (9) Controls, (10) Appendix. 

Students should complete the Introduction section of the business plan. The introduction section of the business plan includes three parts: background of the business, management and organization, and form of ownership.


Paper Clip Entrepreneurship Challenge 
The students might not understand that the paper clip entrepreneurship challenge includes more learning opportunities than it might appear on the surface of the challenge. At this point, students will need to develop a strategy on how they want to exchange their paper clips for something more valuable. They might find a strategy of reaching out to friends and family to make an exchange. Or, they might decide to ask fellow coworkers if they would like to participate in the exchange process. Overall, a student will have to make a DECISION to actually engage (i.e., make a sales call) another person to exchange a paper clip (or more than one clip) for an item of equal or greater value. In business, we collect money in exchange for providing a good or service. 

College Entrepreneurial Spirit Award Winners
Students should start to review the candidates they have for the College Entrepreneurial Spirit Award. Based on Chapter 5, they should ask each candidate if they wrote a business plan for their business. A candidate that wrote a business plan should be rewarded for documenting their plans. It is likely that the college student nominees did not write a strategic plan. They are often eager to get started running their business.

Community Entrepreneurial Spirit Award
Students should start to review the candidates they have for the Community Entrepreneurial Spirit Award. Based on Chapter 5, they should ask each candidate if they wrote a business plan for their business. A candidate that wrote a business plan should be rewarded for documenting their plans. It is more likely that the community managers wrote their business plan than the college students in the College Entrepreneurial Spirit Award winner. However, the students will be conducting primary research on the topic of whether or not small businesses write a business plan.




ANSWERS AND EXTRA MATERIAL THAT STUDENTS HAVE IN THEIR SUPPORT MATERIAL 

Practice Quiz

Multiple Choice Questions

1. The business plan generally projects _____years ahead and outlines the route a company intends to take to reach its yearly milestones, including revenue projections. 
a. 1–2 years.
b. *** 3–5 years.
c. 5–6 years.
d. 7–10 years.
2. Which one of the following is not one of the 5 Cs of credit checked by sources?
a. Character 
b. *** Choice 
c. Capital
d. Conditions 
e. Collateral
3. Which of the following is not typically a section of the business plan
a. The Executive Summary
b. Introduction
c. ***Gender and Diversity Issues
d. The Marketing Function
4. The internal environmental factors include all of the following except: 
a. mission and objectives
b. resources
c. the transformation process
d. *** customers & competitors. (Customers and competitors are part of the external environment.)

True and False
5. The executive summary of the business plan has to be written first because it can’t be summarized until after the plan is written.  
 False. The executive summary has to be written last because it can’t be summarized until after the plan is written.

6. The Introduction section includes the background of the business; a short review of the management credentials and organization structure; the form of ownership as a sole proprietorship, partnership, or corporation; and how any profits will be distributed. 
True.

7. The partnership is a business owned by one person who has unlimited liability and pays personal income taxes on profits.  
False. This is the definition of a sole proprietorship.

8. A sole proprietorship is an association of two or more people who carry on as co-owners of a business. 
False. This is the definition of a partnership.

9. The internal environment affects the firm’s performance from outside its boundaries. 
False. This is the definition of the external environment. 

10. The entrepreneur can control the internal environment, but has little or no control over the external environment. 
True.

Weblinks

Creating Your Own Business Plan from the Small Business Administration
http://www.sba.gov/category/navigation-structure/starting-managing-business/starting-business/how-write-business-plan

The Long-Term Benefits Short-Term Thinking.
http://www.fastcompany.com/3003670/long-term-benefits-short-term-thinking




Additional Entrepreneurial Profiles

S.C.R.U.B.S. and Smartscrubs
Sue Callaway, Founder of S.C.R.U.B.S
http://www.smallbusinessschool.org/video.cfm?clip=2108

Think about It:
What do you use or do on a daily basis that might cause you some frustration? Are you the person to solve the problems that are causing the frustration for you and perhaps thousands or millions of others?

Sue Callaway was sick and tired of wearing the same old thing to work every day. As an RN, she wore hospital-issued scrubs for years. Everything changed for Sue in 1988, when she arrived at work wearing a scrub she had sewed for herself out of a pastel print. S.C.R.U.B.S. stands for Simply Comfortable Really Unique Basic Scrubs. They're made of 100 percent cotton and come in unusual colors and prints. At one time, institutional scrubs came only in white, green, or pale blue and contained polyester. With some imagination, Sue has changed the look and feeling of clothing for millions of health care workers.

Located in the Southern California town of Santee, in just five years, S.C.R.U.B.S. has grown to 150 employees who handle sales, customer service, and some manufacturing functions, with the sewing outsourced to another small company just a few miles away.


Key Question: How do I get started in business?
Sohrab Vossoughi, founder, Ziba Design, Portland, Oregon
http://smallbusinessschool.org/page1032.html

Key Question: How can I grow this business faster?

One of the most successful industrial design firms in the world, everyone at Ziba constantly strives for a higher perfection. Their hearts, minds, and pocketbooks are vested in the business. Ziba employees strive for simplicity, innovation, human-centered interaction, visual interest, and efficiency. 

[bookmark: _GoBack]Additional Elevator Pitches

1. Life Light. http://www.youtube.com/watch?v=_pBdbqwHYWA. 
Light Life has a product that can save lives during a fire. However, it appears the CEO, Dwight Finney, should do a better job of telling the benefits of his product and how he expects to market the product.
2. Charoltteville Day Children School. http://www.nbcnews.com/video/your-business/29330212/#29330212. 
Dave and Stacy Burns are looking for funding to start a nonprofit school. However, will investors want to invest in a nonprofit school?


Your 90-Second New Venture Pitch 
Students should be practicing their pitch in class to prepare for the real elevator pitch competition. Although the student only has 90 seconds, he or she should provide details that would be found in the executive summary. Practice makes perfect. Time permitted, students should make 2–3 pitches (at least) to improve their voice projection and overcome their nervousness.

Additional Application Exercises and Situations

1. SWOT Template—Use the following free Word Template SWOT_analysis_template to create a SWOT for one of the businesses being developed in your course by another student.
http://www.businessballs.com/swotanalysisfreetemplate.htm. 

A SWOT is the most fundamental tool in strategic planning. Students need as much experience completing a SWOT as possible. 

2. Business Plan Template—Use the following link to compare the business plan process at the site with the business plan process used in the textbook. Are they similar or different?

http://www.businessballs.com/freebusinessplansandmarketingtemplates.htm#free business plan marketing plan sample template

The business plan template is similar. But, one of the learning points is for students to learn that each business plan is unique. Everyone will have a slightly different outline on what should be in a business plan. However, each outline will have the same type of material that is found in the business plan in the textbook.
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