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WHAT’S NEW IN THIS EDITION

We come into each edition of Entrepreneurial Small Business with a list of things we want to do.
For the seventh edition, the list consisted of four items that would have impacts across multiple
chapters:

1. Expand coverage of social entrepreneurship.

2. Expand coverage of family business.

3. Expand coverage of entrepreneurial theory and practice, adding new key ideas and websites
expanding what students can learn and do when exploring starting their own firms.

4. Expand instruction on key documents and Skill Modules through templates and
walkthroughs.

Social Entrepreneurship: In each edition of Entrepreneurial Small Business, we try to follow a
theme. The seventh edition’s theme was “social entrepreneurship.” Richard teaches in a state
university. I (Jerome) teach in a Catholic, Jesuit university. In both settings one of the biggest
changes over the past few years has been the massive growth in the number of students who want
to create businesses that meet social and business goals. Like so many movements, it started with
visionary entrepreneurs like Muhammad Yunus of Grameen Bank, Blake Mycoskie of TOMS
Shoes or teenager Malala Yousafzai whose movement to educate Pakistani girls led to the Malala
Fund. Students saw business as a way to address all sorts of social issues like sustainability, in-
equality, poverty, and the problems faced by individuals, groups, and communities. These efforts
moved from innovative individuals like those above to initiatives like the B-corps movement, to
new state regulations permitting benefit corporations or L3C’s (Low-profit LLCs) as legal forms
of organizing. It’s a type of entrepreneurship whose time is now.

Adding social impacts to financial impacts is something that applies across most aspects of
entrepreneurship, and the seventh edition reflects this. This includes adding new models to
evaluate business model canvases, feasibility analyses, industry analyses, business plans, finan-
cials, funding, choosing a legal form of organization and managing volunteers. The goal for this
book was to link students to the best of what’s out there to support for-profit firms and social
ventures. Curation plays a big role in making the seventh edition of ESB.

“It is important to show students the true ‘face’ of an entrepreneur, e.g. that it is made up
of everyone and not just one particular group or skill set.”
— Mary Beth Klinger, College of Southern Maryland

Family Business: We have always seen family business as central to small business and entrepre-
neurship and so we’ve taken pride in our coverage, but with the growth of research in family
business, there has been a lot more hard-won wisdom on ways to identify and manage the issues
family adds to business, and in this edition, we added more content showcasing those new find-
ings. This included ways to manage ownership in family firms (Chapter 2), succession processes
(Chapter 6), and best HR practices for family firms (Chapter 18).

Entrepreneurial Theory and Practice: Much of the work done by thought leaders in entrepreneur-
ship from ESB's prior editions (like Eric Ries, Alex Osterwalder, Steve Blank, Alex Bruton, Gini
Dietrich, and Brad Feld) have focused on developing applications of new theoretical models and
tools. In that analytics tradition we have added new leading-edge ideas like the Ingrid Burkett’s
business model canvas for social ventures, Dawn Bolton and Michelle Lane’s model for individ-
ual entrepreneurial orientation, Eric Flamholtz’s work on managing family ownership issues,
Mike Moyer’s “slicing the pie” model and the United Nations Sustainable Development Goals.

Templates and Walkthroughs: So much of entrepreneurship these days depends on preparing
persuasive pitches and the foundation for persuasion is increasingly data driven. For the seventh
edition, we have added detailed new templates available to instructors and students on the Con-
nect and Instructors websites as well as directly downloadable from the web. These detail for
students exactly how to do business model canvases, feasibility analyses and business plans for
for-profit firms and social ventures. Each template links sections to the relevant chapters and
skill modules, helping students to know how to build from individual activities into finished key
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documents. Along these lines, we’ve also posted online versions of finding basic industry infor-
mation (Skill Module 7-2) and industry analysis (Skill Module 7-5) specifically designed for so-
cial ventures. Within the text we have expanded the number of walkthroughs for using key
websites to get the data you need to evaluate your business or market such as Facebook’s Audi-
ence Insights, Zip-who.com and the Census’ County Business Patterns database (Chapter 9), as
well as Google Analytics (Chapter 10).

“Since many small business courses will have a Business Plan Project or something similar,
this content is an absolute necessity. Good coverage with helpful examples and
illustrations.”

—Mary Beth Klinger, College of Southern Maryland

Overall: As is true for every edition, there are updates throughout—updated numbers, counts,
and statistics; over 100 new URLs as well as updated URLSs for our more than 750 curated sites
brought forward from the sixth edition; updated and new examples; updates as needed for our 59
skill modules and 100 experiential exercises, and updates on people from prior editions through-
out this edition.

Chapter-by-Chapter Updates

As you will see in the acknowledgments, we get feedback from many professors, instructors, and
students. We work hard to use these insights to improve the coverage, flow, and usefulness of the
text for students and faculty alike. The list below gives a chapter-by-chapter recounting of all of
the additions and changes we made for the seventh edition.

“I am noticing a wider variety of teaching tools being offered now, such as discussion ques-
tions, mini cases, experiential exercises etc. I really like this as it will allow the instructor
to match with their style and with the needs of their students.”

—Mark Hoelscher, Illinois State University

Chapter 1:

® The self-efficacy scale from Chapter 2 is moved to Skill Module 1-1 to be more “just in time.”

® Added material on social entrepreneurship including new graphics on the ways to organize
firms.

® Updated explanation of our approach to the start-up process to help those familiar with
lean business practices get a feel for the ESB approach.

e Updated websites, people, and businesses profiled.

Chapter 2:

® Reorganized the personality of entrepreneurs with short questionnaires for each personal-
ity characteristic, so students can immediately get a sense of how they embody the
concepts.

® Expanded coverage of the entrepreneurial mindset, with a focus on the entrepreneurial
orientation approach.

® Expanded and updated coverage of minority entrepreneurship and women’s
entrepreneurship.

® Expanded coverage of family business including new ways to think about role conflict and
the rights of ownership in family firms.

e Updating of stories, URLSs, and statistics in the chapter.

Chapter 3:

® Updated statistics on small business.
® Updated the entrepreneurial environment model with elements important for social
ventures.
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Revamped “Achieving Sustainability” with new material on the triple bottom line and the
UN’s Sustainable Development Goals.
Updated websites, people, and businesses profiled.

“Skill module 3.1 sets the stage for how research/data is such a key part of the pro-
cess for entrepreneurship.”
—Jonathan Krabill, Columbus State Community College

Chapter 4:

Many updates related to social entrepreneurship.

Used Ingrid Burkett’s model for evaluating business model canvas for social ventures.
Added details on feasibility studies for what social ventures look like.

Connected students to the external feasibility study ESB templates for for-profit and social
ventures (which you can find on the Instructor’s Site, Connect, or at http://tiny.cc/ESB
-F'S-SV for the social venture and http://tiny.cc/ESB-ES for for-profit firms).

Expanded the design thinking discussion and linked it to material across the text.
Replaced SCAMPER examples with actions taken by McDonalds when it was a young
firm in San Bernardino, CA, many of which you can still see today.

Chapter 5:

Emphasized that part-time businesses not only remain an important path to ownership but
are also increasing as a portion of all new business entrants.

Tweaked the opening vignette (Carla Brauer and Dermestidarium Trophy Processing) to
emphasize how a long-time avocation can change into a profitable business.

Section 5-1 was extensively changed to include describing gig economy and how gig work-
ers may be owners of small businesses.

Section 5-2 was rewritten for clarity and better readability.

Learn More Online boxes were updated to current websites.

Significant changes to Section 5-3, including an extensive section on gig businesses.

The section covering home-based business has been rewritten to be in line with current
trends, with changes made concerning internet businesses and popup stores.

Updated the graphs and tables on numbers and types of business establishments, as well
as several photos throughout the chapter.

Chapter 6:

A new opening vignette features sisters Deborah Gladney and Angela Muhwezi-Hall who
created the app QuickHire.

One Small Business Insight was rewritten and uses Barumba Play as an example of effec-
tual reasoning.

Another Small Business Insight, “Jasmine Adams,” was updated as an example for leverag-
ing contingencies.

In Section 6-3 “Starting a Business, a Small Business” Insight box was added, covering the
failure of Unicorn e-Scooters.

Updated discussion of succession of family business concerning the factors that lead to a
smooth transition between generations.

Added a discussion of the skills that the successor of a family business should have.

Two Learn More Online boxes were updated, and four new boxes added.

Improved organization and logical progression of the chapter.

Finally, the experiential exercises have been updated to meet the content of the URLSs to
which references are made.
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Chapter 7:

® Created parallel social venture version of Skill Module 7-2 “Finding Your Firm’s
Industry” which you can find on the Instructor’s Site, Connect or at http://tiny.cc
|[ESB-SM7-2-SV.

® Added material on entrepreneurial mindset / entrepreneurial orientation to the “Imitation
and Innovation” section.

® Also created a parallel social venture version of Skill Module 7-5 “Short and Sweet Indus-
try Analysis” which you can find on the Instructor’s Site, Connect, or at http://tiny.cc
[ESB-SM-7-5-SV.

® Social entrepreneurship additions included a new section “Goals for Social Ventures” and
added “social good” to supra-strategies.

® General updating of statistics, tax rates, stories, and websites mentioned.

Chapter 8:

® Social entrepreneurship changes included adding donors as a target market, volunteers as
a type of key personnel and accommodating impact outcomes alongside financial ones in
the business plan.

® Introduced two new templates for business plans, the for-profit one which you can find on
the Instructor’s Site, Connect, or at_http://tiny.cc/ESB-BP and the social venture one
which you can find on the Instructor’s Site, Connect, or at http://tiny.cc/ESB-BP-SV.

® Revised tables to better reflect the feasibility study model from Chapter 4 and social
ventures.

“I like the way the material ties in future concepts and future chapters. That might
just get curious students creative and inquisitive juices flowing.”
—Mark Hoelscher, Illinois State University

® General updating of statistics, stories, and websites mentioned.

Chapter 9:

® Revised to better connect other parts of the text to this chapter, for example using Red Jett
examples for TAM/SAM/SOM and connecting Greetabl’s customer profile here.

® Added material on crafting value propositions for social ventures.

® Updated Skill Module 9.5 to show how to use the latest version of Facebook Audience
Insights.

® Expanded coverage on prototyping.

® Updated the way to drill-down for business counts using County Business Patterns and
provided screen grabs of the process.

® General updating of statistics, stories, and websites mentioned.

Chapter 10:

® Adjustments for social ventures.
® General updating of statistics, stories, and websites mentioned.

Chapter 11:

® Increased coverage of government resources supporting international trade, including ex-
port financing options from the U.S. government.

® Bolstered coverage of resources for resolving international trade problems like credit card
sales and IP theft.

® General updating of statistics, stories, and websites mentioned.
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Chapter 12:

Social entrepreneurship changes to this chapter related to the addition of accounting for
nonprofit entities.

To help tie the text together better, all accounting illustrations and financial reports feature
Red Jett Sweets, the company first introduced in Chapter 8.

The industry links were updated to the current live sites.

The “Accounting Systems for Small Business” section was rewritten to reflect current
standards.

A Learn More Online box was added with links specifically for tutorial sites for
accounting purposes.

General updating of statistics, stories, and websites mentioned.

Chapter 13:

This chapter, which deals with the issues of managing cash flows and completes the bud-
get process, retains the cautionary tale of Creatacor, Inc.

Based on adopter feedback, the bank reconciliation has now been removed.

Data on cash inventory were updated to 2022 Federal Reserve Statistics.

The “Managing Cash Flows” section offers a new explanation as to why this topic is im-
portant and a new exhibit from the Federal Reserve is included.

We have also expanded the discussion of cash theft by employees and added a graph of the
most common places that cash theft occurs.

In the “Preventing Cash Flow Problems” section, we added a description of using your
bank as a lockbox for receipts from customers.

The Learn More Online box provides links to discussion of providing discounts for prompt
payment.

General updating of statistics, stories, and websites mentioned.

Chapter 14:

The new opening vignette of this chapter tells the story of Priska Diaz, who with her part-
ner invented, patented, and is now producing and distributing an air-free nursing device for
infants. Priska’s story is one of using all three sources of capital, (equity, debt, and gifts) to
fund a startup.

Added a graph of the sources of startup capital from a new Kauffman Foundation
survey.

Expanded the discussion of grants as a source of capital for small businesses, and espe-
cially for social enterprises by directly explaining grants not only of cash, but of
services.

Social entrepreneurship material was added in the section, “Financing with Gifts.”
General updating of statistics, stories, and websites mentioned.

Chapter 15:

Expanded discussion of managing inventory and added a section on inventory manage-
ment being done by your suppliers.

Added specific examples of users of JIT and included an explanation of RFID, barcode,
and QR code markers.

Added a Learn More Online box under “Managing Operations” with valuable links to vari-
ous outsourcing services and manufacturing.

General updating of statistics, stories, and websites mentioned.
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Chapter 16:

® Updated the introduction vignette to reflect the most recent FBI statistics on internet crime.

® Added crime as a common and frequent risk to small businesses.

® Small Business Insight box added, featuring the story of Las Américas Bakery Elizabeth
New Jersey in Hurricane Ida in 2021.

® Updated section on risk of computer malware and added a discussion of the anti-malware
features of Windows 11.

Chapter 17:

® Added to the material on legal forms of organization to cover non-profits and social
ventures.

® Also updated the discussion of Internet sites to accommodate the GDPR and California’s
Consumer Privacy Act, including a new Learn More Online box.

® Made suggestions of free electronic signatures sites.

e Updated our table of IP protections to include dealing with counterfeit goods.

® General updating of statistics, tax rates, stories, and websites mentioned.

Chapter 18:

® Significant revision of family business content with updates to the table “Best Practice and
Tools in Family Business” and the Small Business Insight on Frick’s Quality Meats.

® Social entrepreneurship materials related to volunteers, how recruiting for paid staff and
volunteers differ and leveraging mission-driven sites to recruit for social ventures.

® Added apps to help students write instructions.

® General updating of statistics, stories, and websites mentioned.

When we look at the detailed list just discussed, for this edition about one-third of the ideas
come from our own experience and discussions with our friends and colleagues at work. But it is
important to recognize that the other two-thirds of the ideas, improvements, corrections, and
revamps come from the suggestions of readers like you—faculty and students who are using En-
trepreneurial Small Business to help them pursue their dreams of business ownership.

“The text was well done with lots of graphics, charts, etc. to compliment the text.”
—Mary Beth Klinger, College of Southern Maryland

You are our target customer. Your satisfaction or dissatisfaction is central to our making this text
work. Do you have a better idea about how to talk about something? Did we get something
wrong? Is there something we’re missing that could help others in their entrepreneurial quests?
Tell us. Richard’s email is richard.green@tamusa.edu and Jerome’s is jerome.katz@slu.edu. We
try to respond to all emails, and as you can see, we do try to improve the book based on your
feedback.
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ENTREPRENEURIAL SMALL BUSINESS:

Entrepreneurial Small Business provides students with a clear vision of small
business as it really is today. It focuses on small businesses that students
might actually start versus high-growth firms dependent on venture capital.
It presents the realities small business owners face every day and strategies
for those starting or maintaining a small business.

There are several chapters that emphasize the distinct focus of this book.

T Chapter 5: Small Business Entry: Paths to Part-Time

Small Business Entrepreneurshi
5 Entry: Paths trepreneurship

to Part-Time ) ) ; )
Entrepreneurship Part-time businesses are tremendously important as they are a major

portion of all current entrepreneurship, and it’s the way most people enter
into self-employment. This chapter discusses the benefits—and challenges—
of part-time entrepreneurship.

SMALL BUSINESS REALITY: Seventy-five percent of those starting

a business already work full-time for someone else and are pursuing their
new business part time.

B  Chapter 10: Small Business Promotion:
10 Small Business Capturing the Eyes of Your Market

Promotion: e
Capturing the Eyes

of Your Market The key to building a successful business is to

discover and meet customer needs. With this in
hand, promoting your offering and its value to
prospective customers is essential to making sales.
This chapter shows how to build customer profiles,
conduct unbiased interviews, translate these
findings into value statements, and promote your
s firm, products, and services using social and
13 Cash: Lifeblood conventional media.

of the Business SMALL BUSINESS REALITY: Today nearly all new
start-ups rely on a social media strategy as an
essential base on which to build their advertising,
press relations, and public relations strategy.

Chapter 13: Cash: Lifeblood of the Business

All small businesses must understand how to manage the business’s cash
flow. This chapter focuses on the basics of cash, budgets, shortages, and
strategies to deal with cash flow problems.

SMALL BUSINESS REALITY: About 55 percent of small businesses that fail do
so because of cash flow problems.
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Finally . . . a book about the kinds of businesses
your students are most likely to start!

Business Plans

Business model canvases and business plans are a part of every small
business course. Even when a business plan may not be necessary to start
your business, it remains critical to plan and understand your business in
any circumstance.

Chapter 8 includes practical information helpful to any small business
owner, such as:

The elevator pitch—how to quickly get people interested in your
business.

How to translate business model canvases (from Chapter 4) into
business plan sections.

How to write your executive summary—a key component of the busi-
ness plan.

Seven types of business plans and what components they should
include.

Tips on presenting your plan, such as the 13 slides of a business plan
presentation.

Chapter appendixes contain samples of important business plan
components:

IDEO Fast Screener (in Chapter 4)
Feasibility Plan (after Chapter 4)
Industry Analysis (after Chapter 7)

Cover Letter and Résumé (after Chapter 8)

Full Business Plan (after Chapter 8)

Additional business plan supports include online templates for business
model canvases, feasibility studies and business plans in the Connect
Library. The templates cover for-profit firms and social ventures helping
students pull together resources from across ESB to create action-oriented
reports.

CHAPTER

8 Business Plans:
Seeing Audiences
and Your Business
Clearly

APPENDIX B

Red Jett Sweets Business Plan
May 2011

T

LSS

xiii
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ESB Features

Practical Advice and Experiential LearningTo help students learn more about the benefits of small business
ownership, as well as the challenges many small business owners face, ESB is full of practical advice and ex-
amples from true small businesses in a variety of industries. Its focus is to give students the tools and knowl-
edge they need to go out and start their small business.

Along with over 100 end-of-chapter experiential exercises, 59 skill modules throughout the text give stu-
dents the hands-on experience they need to start and manage a small business. Together, these materials pro-
vide one of the largest collections of experiential learning techniques available from any text or online text

alternative.

64

Each chapter opens with a vignette that highlights an
entrepreneur and an aspect of a small business that
relates to the chapter concepts. Discussion questions are
included for students to consider as they read the chapter.

Skill Modules
Going beyond telling students what-to-do, £SB’s skill
modules give detailed how-to information on performing
the key actions of successful entrepreneurs. These are
resources that students can use in the course and that
they can continue to use as they plan or grow their small
business.

Examples include:

e Entrepreneurial Orientation Scale

e Checking Ideas on the Web

e Short and Sweet Industry Analysis
Using Facebook Audience Insights
e Finding an Outsourcing Partner

LEARNING OBJECTIVES

Focus on Small Business:
Robin Rath, Pixel Press*
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e Small Business
Insight Boxes

SMALL BUSINESS INSIGHT

Success: GT DAVE AND KoMBUCHASS

These boxes include “under
the radar” advice from real
small business owners and
helpful statistics from small
businesses around the © i e e
country.

ind Degree Glass.

LEARN MORE ONLINE

Learn More Online Boxes
Curating the best of the Internet,
these boxes in every chapter
provide links to more than 150 free
online programs, sources of
information, apps, and services that
have been classroom-tested and
found to be a help for student
entrepreneurs and their businesses.

The Many Types of Entrepreneurial
Small Businesses

End-of-Chapter Materials

MINI-CASE

End-of-chapter materials include the
following.

CHAPTER SUMMARY

An end-of-chapter summary is included,
bulleted by chapter objectives, to help
students review the chapter material and
study for tests.

KEY TERMS s

Important technical and professional terms . . PRI e
are highlighted in the text and repeated here e

(and in the end-of-text Glossary) to help ) " b e

students identify and learn. . BT ¢ I

DISCUSSION QUESTIONS

Discussion questions are included in each

chapter that can be given as assignments or that

can be used for in-class discussion. Suggested answers are included in the Instructor’s Manual.

EXPERIENTIAL EXERCISES
The experiential exercises include brief activities students can complete to get more information on the chapter topic, to
look for additional resources, and to help build their competencies in a certain aspect of small business ownership.

MINI-CASE
A mini-case for each chapter is included as an additional opportunity for the student to apply the lessons of the chapter.
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PREFACE

This book got its start with a simple question from my mother, “What is the difference between
what you teach and what your father did for a living?”

We were sitting shiva (which is the ancient Jewish tradition of mourning), in this case after
the death of my father, a Polish immigrant to the United States who had been a small business
owner for almost 50 years at the time of his death in 2003. When sitting skiva the immediate
family mostly sits and reflects and prays for a week, so my mother, sister, and I had plenty of
time to talk. And talking as we did, the question came up.

I gathered my thoughts for a minute. First off, I realized that throughout his life my father had
picked up on my comments about the very rare high-growth, high-tech businesses that came
through my class. Somehow he thought that was who I had as my run-of-the-mill student. That
was funny to me, because in teaching entrepreneurship for nearly 20 years, fewer than a dozen of
the several hundred business plans I worked on involved high-growth, high-tech firms.

But thinking about what my father heard, I realized that I talk about two sets of rules, one for
when I have a potentially high-growth business and another for the more conventional businesses
that most of my students start and that my own father had mastered three times in his life. The
answer to my mother came out this way:

Conventional Small Businesses High-Growth Ventures

Imitation Novelty

Autonomy Involve key others

Control as goal Growth as goal

Financial independence Wealth

Fund with your own money Fund with other people’s money
Cash flow as key Profits as key

Cash crunch? Tighten belt Cash crunch? Sell more

The list goes on, and you will have a chance to see it in Chapter 1. You will discover that the
list exemplifies the prevention versus promotion focus discussed in Chapter 2, but this list gives
you an idea of the difference. I told my mother that when I am teaching to students who have
really big dreams, I try to get them to create businesses that would be innovative, using new tech-
nologies or markets. These would be businesses that could grow to be big businesses, creating
major wealth for their founders. The founders are in it for the wealth. They expect to go after
others’ investment in the business and they expect to give away some of their autonomy along
with their stock. My father’s businesses were imitative, businesses like those already existing. He
did the businesses to have a comfortable income and wanted to limit his growth to what he could
comfortably control personally. No investors, no one second-guessing him. When times got
tough, my father would cut his expenses; in a high-growth business that’s when it needs to sell
more. My father’s business was built on his personal reputation, while high-growth firms try to
maximize the reputation of the firm or its products.

I kept talking, but as I listened to myself, I realized that I had never seen a book that talked
about small business the way I described it. I have students who have started such businesses—in
fact, the vast majority of my students have started businesses in their own ways much like my
father’s three firms. I continue to help out those alums with advice, just as I did my father and
his business. But in the end, what was important was that they were a different kind of business,
and I felt that no book really addressed it that way anymore.

That was why I decided to write #4is book, and get Richard to join me in the effort. Why Rich-
ard? Because I knew a person with a story like his would make a great co-author for a book like
this. His story goes like this:

When Jerry first asked me if [ would be interested in co-authoring a new small business
management text, [ was a bit reluctant. Where would I create time for such a daunting
task? I asked myself. But when he described his vision—a text about starting and
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managing the type of small businesses that we patronize every day—restaurants, beauty
salons, plumbing companies, lawn care firms—I became enthusiastic. Yes, I definitely
wanted to be part of a project that would deal with the 98 percent of businesses that
start small and stay that way, not the 2 percent that become CNNs, Oracles, and Dells.

In many ways, I exemplify the type of entrepreneur for whom we wrote this book:
people who start and operate the many ordinary enterprises with which you do
business every day.

Unlike Jerry, I come from a family of employees. Neither of my grandfathers and
none of my many uncles and aunts were ever business owners. My father began
working as an employee while he was still in high school, and he continued as an
employee until his retirement. I, on the other hand, started my first entrepreneurial
enterprise the summer I was 12. I began my first “real” business the summer I was
18. In the years since, I have started several businesses and purchased three. In
between businesses I have been, as my father and his father, an employee.

Not a single business that I have owned has ever been high tech, high growth, or
even high innovation. I started every one either because I needed a source of income
right then or because I expected to lose my current job very soon and didn’t want to
live on unemployment. I have been an owner-manager in the electrical sign business,
structural steel erection, light manufacturing, consumer electronics retailing, real
estate brokerage, construction, farming, and lodging.

Why so many businesses, you may ask. My mother probably would say that I have
a short attention span. However, the real answer is that each time I started a business
I took the first opportunity available, not necessarily the best opportunity. And what
was the result? Some, such as the Grandview Sign Service Co., went broke (but not
before it paid for flying lessons). Signgraphics, Inc. was sold. Paul’s Sound Shop was
a victim of recession. The real estate brokerage was financially very successful, but I
hated the business. When my top-producing salesman finally passed his broker’s
exam, I eagerly made a deal for him to buy the company. I am still actively engaged
in construction and in the lodging industry.

My interest in entrepreneurship as a field of study stems from this varied experience.
I asked myself many questions, including, Why did I just make a living in the sign
business, while Ted Turner made himself a billionaire from the same beginnings? Why
is it that Paul’s Sound Shop didn’t become a retail behemoth as Best Buy did, although
both started about the same time? And am I a success because I made money in several
different businesses, or a failure because none became big businesses? This book is
largely the result of my search for answers to these questions.

Together, Richard and I crafted our approach for Entrepreneurial Small Business, and as we
will point up in the business planning chapter, all plans start with a vision.

The ESB Vision

In Entrepreneurial Small Business (ESB), you will not find a lot on venture capital, and very little
on strategic concepts like “first to market.” What you wi// find is a lot of coverage of the kinds of
businesses most people (and especially most undergraduate and lifelong learning students) really
do start—small businesses in traditional industries and markets. These businesses are vitally im-
portant—we will tell you why we think so in a moment—and helping them survive has long been
an art. Today like never before that art is supplemented by science, and that is where your class—
and this book—can help. In ESB we try to build a book that can combine the art of small busi-
ness survival and the science of small business success. If you can get the benefit of both before
you get into your business, you are likely to do better than those who have to get by with the ad-
vice they can catch on the fly as they get started.




ESB takes its information from the nearly 180 journals in entrepreneurship (https://sites
.google.com/a/slu.edu/eweb/core-publications-in-entrepreneurship-and-related-fields); generating
new understanding of what it takes to be successful from national studies like the Panel Study of
Entrepreneurial Dynamics (PSED) at www.icpsr.umich.edu/icpsrweb/ICPSR/studies/37203,
where we have the benefit of the experience and wisdom of Kelly Shaver (College of Charleston)
to help generate many of the statistics we use in this volume. We also use the Kauffman Firm
Study (www.kauffman.org/what-we-do/research/kauffman-firm-survey-series), their Indicators of
Entrepreneurship (https://indicators.kauffman.org/), the surveys of the National Federation of
Independent Business (www.nfib.com/foundations/research-center/monthly-reports/;
www.411sbfacts.com/); global studies like the Global Entrepreneurship Monitor (GEM) at www
.gemconsortium.org; the surveys conducted by the U.S. government (conveniently gathered to-
gether at www.nfib.com/foundations/research-center/additional-resources/data-sources/); and the
best of modern wisdom from experts in entrepreneurship from government, media, business,
and the Internet. The point of ESB is to get that knowledge and make it available to you, the
small business owner of today or tomorrow. You and your business deserve every break you can
get, and our economy and society need you to survive and succeed.

Why is that so important? It turns out that small business is essential for big business; it is
essential for high-technology, high-growth business; and it is essential to our communities. In a
world of relentless cost cutting and global competition, big businesses outsource everything but
their most critical tasks. Often the best expertise, the best service, or sometimes even the best
price exists in small businesses. Whether it is janitorial services or new product development, big
businesses increasingly depend on small businesses to get their jobs done.

Small business is essential to our communities in much the same way. If you come from a
small town or a neighborhood that gets bypassed by the big chains, you know how important
small businesses can be. Without small businesses there might be 7o places to buy products or
needed services. Big business and small communities depend on small business to get the job
done.

For high-tech businesses, the same argument can be made, but there is also another issue—
that small business defines the community in important ways. If you work in IT, biotech, nano-
tech, medicine, media, or the like, when you finish your day in the lab or cubicle, where do you
want to be? In a soulless, interchangeable town full of franchised outlets or a vibrant and diverse
locale? These members of the “creative class,” as Richard Florida! calls them, are demanding
customers. They make their livings from their minds, and those minds crave stimulation, whether
at work or at play. A big part of stimulation comes from being diverse, different, special, and that
is where small businesses come into play. You can go to a dozen different small coffeebars and
each is distinctive. Go to a dozen Starbucks and they are all pretty much the same. There are
times when we all crave the expected, but the creative class also often craves the unexpected, and
that is much more likely in small businesses than chains and large firms. No high-tech center can
survive as a place to live without the excitement and variety a population of small businesses can
provide.

The fact is that every small business is important for two reasons: first, because we can never
be sure which ones are unimportant (if you can believe there could be such a thing), and second,
it takes a lot of small businesses to support and enable one billion-dollar business.

For us, one of the lessons of the PSED was that while high tech might be the ship folks hope
will come in, for it to work that ship needs to be supported by an ocean of small businesses. Bil-
lion-dollar high-tech companies are rare. Less than 1 in 100,000 start-ups achieves that billion-
dollar level. The irony is that nobody knows which of the next 100,000 start-ups is going to be
that next billion-dollar business. All we can do is try and start as many as possible, knowing the
more that get started, the greater the chance of that one breakthrough success.

IR. L. Florida, The Rise of the Creative Class: And How It’s Transforming Work, Leisure, Community and Everyday Life (New York: Basic
Books, 2002).

PREFACE




PREFACE

The fact is that nearly every big business got its start as a small business. Hewlett-Packard re-
ally did start in a garage, and Walmart started small in rural Arkansas. They are giants today, but
some part of their culture was defined in those early days when they were small businesses.
When they started, none of their founders knew they were going to become billionaires, and
neither did their investors, bankers, lawyers, or friends. You start your business, you take your
chances, and the rest of us hope you make it.

In the meantime, however, those hundreds of thousands of start-ups literally help support big
business and high-tech businesses. They do this by providing jobs and wages to half the country so
people can buy things. They do this by providing products and services to big and high-tech busi-
nesses, and they do this by training and preparing the next generation of workers and owners. Small
businesses for the past 25 years have been the major source of new jobs created in the United States.
While Fortune 500 businesses have cut their payrolls by millions, the slack created has been filled by
small businesses and especially those that grow to multiple sites or multiple shifts.

If you look closely at the materials from others we mention and include in the text, you may
notice that while we use many of those ideas and techniques, we don’t always follow their ap-
proach very closely. In the end, it comes from being true to our own philosophy. We started the
preface by comparing traditional small businesses to high-growth firms. A lot of today’s models
think first of firms in the Silicon Valley, the world’s greatest concentration of founders and inves-
tors pursuing high-growth entrepreneurship. But there are so many people creating and investing
that no one has time for a business plan—to write them or to read them. People in Silicon Valley
proclaim “the business plan is dead!” To match their pace you create a pitch deck, a business
model canvas, and a set of financials. Internet-driven businesses are the bread-and-butter of Sili-
con Valley’s industry.

But 99 percent of us starting businesses are not in Silicon Valley, and the vast majority of us
are not starting Internet-driven or app businesses. We get funding from friends, family, and bank-
ers, not venture capitalists roaming the coffeeshops. When regular people (and even most an-
gels) in the rest of the country consider investing, they want to see a business plan. And for
businesses that will take years to become successful—-most manufacturing, most professions,
most services, and even most retailing and wholesaling—you need to think through how you will
operate and fund yourself for the years it will take until your business matures into its best self.
An app can go from zero to operational in a weekend (that’s what startupweekend.org and hack-
athons are all about) and live through 10 iterations within the first week. An accounting firm, or
a restaurant, or a new backpack will take longer to get going and be made successful.

In Silicon Valley, entrepreneurs are thick on the ground. There is expertise everywhere, so you
ask for it, or trade for it, or buy it. In Silicon Valley you are known by the team you’ve assembled.
The team is the best indicator of your business’s capabilities. But in the rest of the country, the
majority of businesses consist of only the entrepreneur, or the entrepreneur and one other person,
and often while there are other entrepreneurs and help around, it takes a lot more effort to find
them and get what you need. So an approach where you, the entrepreneur, have to be more self-
reliant, more do-it-yourself, is essential to getting done the crucial jobs of starting a business every-
where but Silicon Valley. ESB talks about accounting, marketing, human resources, and a host of
other topics in more depth than lean business practices or business model canvas approaches
typically do. In the end, lean business practices are often all about the high-growth (aka “scal-
able”) businesses, while ESB is focused on the traditional “main street” businesses that make up
the bulk of our economy and our lives. Where lean approaches can help main street businesses,
we use them. But we stay true to our focus on the businesses you are most likely to start.

The ESB Package

Professors reading this are probably wondering how all this translates into helping them teach
their courses. One way we hope to help is by providing “imitation with a twist,” which you will
learn more about in Chapter 7. There are many other small business texts out there, and from an



author’s perspective they can be intimidating because so many of them are so good. So how can
ESB expect to get your attention? As you will find as you look through the book, all the major
topics you expect to see are present—that’s the imitation that is basic to all mature industries
(such as small business education).

What adds value are those aspects of the book that are distinctive—our “twists.” We give the
specifics on how to sell, how to negotiate, how to ask for help, and how to handle a crisis, build-
ing from the best of research and professional practice. You will see it in small touches in the
chapters, like in our discussion of issues such as when you get or use gifts as a way to fund start-
ups, or why an LLC should be your default legal form of organization. We tried hard to give
students the easiest introduction possible to the potentially frightening issues of accounting and
financial reports.

ESB is also the first book we know of that has devoted a chapter to the special needs and
problems of part-time businesses. For this edition, we have tried to cover the broadest possible
range of writing projects used in small businesses—not just business plans, but feasibility analyses
and industry analyses, and we’ve added business model canvases and IDEO screenings for rapid
assessment of possibilities. We include real-life, high-quality student-written examples of the re-
ports we expect students to work up as they start their business. And all the while we tried to
keep the ESB vision in the forefront—asking ourselves what the absolutely critical things are for
our students to know in order to start their small businesses and succeed in them despite a lot of
competition. We have tried whenever possible to focus on providing only what is needed, and
what would be relevant for the traditional small businesses our students most often start.

The ESB Role/Goal/Celebration

This book started with a wife and mother’s simple question about the difference between the
traditional small businesses her husband started and the high-growth ventures she heard about in
her son’s stories. Today there is a groundswell of converging ideas in business, economic devel-
opment, job creation, and government showing us that the revitalization of those traditional
small businesses is a key component of reviving our economies and communities.

That revival is more important than ever. Economists have shown us that over the past 50
years the percentage of self-employed people has generally gone down. With the baby boomer
generation reaching retirement, even more small businesses will be closing in the next five years.
At a time when entrepreneurship has never been more popular in the media and public thought,
the number of people starting businesses seems to be steadily declining, although the COVID-19
pandemic has resulted in an unprecedented reversal, but it is not yet clear whether it is a blip or
the beginning of a new golden age for entrepreneurship.

Some believe that it is too difficult to start the everyday sorts of small businesses. Some be-
lieve potential entrepreneurs are turned off by the riskiness of going into business. We continue
to work on this book because we believe, and say repeatedly in the text, that “help helps.” Re-
search shows that entrepreneurs who get help do better and survive longer. They beat the odds
and decrease the riskiness. The help can come from paid professionals, from free sources like the
SBA, SBDCs, or SCORE, or from schools and training programs, or even books like this one.
ESB is here to give you a start and point you to the other resources that can make your entrepre-
neurial dreams work out and be successful.

In many ways, it has never been easier to start businesses. You can have a professional-looking
online business operating in a couple of hours. With the baby boomer retirements at hand, liter-
ally millions of businesses would be available for purchase, with training thrown in by the founder
and convenient terms to pay back the purchase from cash flow (doing it that way is preferable to
shutting down a firm and letting employees and customers go). The same studies that show de-
clines in everyday self-employment also say that high-growth businesses are growing in number.
So the entrepreneurial world is full of opportunities, and books like this are intended as a gate-
way and support to those efforts of yours.

PREFACE
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For students, we want Entrepreneurial Small Business to be your handbook, lightning rod, and
motivator. When you read this book in your hands or online, mark it up! If something is impor-
tant to the way you plan to run your business, dog-ear the page or print a copy from the online
version to keep it with you. Write how something applies to your proposed or existing business.
If you have not started a journal for business ideas, start using the margins or end pages of this
book to hold them. If you are serious about becoming an entrepreneur and we did our job right,
then success is measured in the material you keep and use from our book. If you are serious and
the book did not do the job for you, let us know what we need to do better. We got this far on the
wisdom of a network of a lot of students and faculty, and as you go through this semester, you
become part of the network, too.

For faculty, our job as educators is not just to know about the fortunes of small business, and
not just to help make this work, but to celebrate this. Academics have the power to legitimize
through their acceptance and support, and they have the power to propagate through their con-
tacts with hundreds of students and businesses a year. But most of all, we have the power to ex-
cite and to energize, most often through our own energy and support and occasionally even by
the new opportunities and vistas we open for our students. You and all of us collectively have an
important contribution to make to the revitalization of small business as a key component of the
economy, just doing what you do every day.

‘We want to be a part of that effort with you—providing the examples to celebrate, the realities
that help prepare our students for what they will face, and most of all the skills, knowledge, and
resources that will prove to them that most critical of concepts in life and small business suc-
cess—“help helps.”

We are the authors behind Entrepreneurial Small Business. We want to help. Let us know how
we could do so better in the future. Welcome!

Jerome A. Katz
Saint Louis University
jerome.katz@slu.edu

Richard P. Green I
Texas A&M University—San Antonio
richard.green@tamusa.edu
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@ Robin Rath of Pixel Press with
kids drawing games to go into
Pixel Press. How did he use his
passion for video gaming to help
him find his business idea?
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After you complete this chapter, you will be able to:

LO 11 Understand the scope of small business in the United States.
LO1-2 Differentiate between small businesses and high-growth ventures.
LO1-3  Dispel key myths about small businesses.

LO 1-4 Identify actions key to becoming a small business owner.

LO1-5 Recognize how small businesses are important to our economy and your
community.

LO1-6  Recognize the seven key strategies of the entrepreneurial way.

Focus on Small Business:
Robin Rath, Pixel Press!

When Robin Rath was a kid, he was an avid player of video games like Metroid and Super Mario
Brothers, and when he wasn’t playing he was designing new levels of his favorite games in his
head and on paper. But he realized that video gaming was part art and part programming, and that
helped him set his course. Following an undergraduate degree from Saint Louis University (SLU)
bridging communications technology with fine and studio arts, he was positioned to realize his
dream.

But game producers were thin on the ground in St. Louis, so Robin’s strategy was to find jobs to
hone his programming skills during the day and create his own firm, Roundthird, to develop games
as his side gig on nights and weekends. His main work included stints at increasingly responsible
and demanding positions at six different companies in the programming and marketing industries in
St. Louis. Meanwhile, he and his Roundthird partner, Jon Gettys, released Radial 50 for 10S, a circular
takeoff on the classic Breakout brick-breaking video game. Robin’s day and side gigs helped him
develop the in-depth knowledge of programming, project planning, marketing, and networking
which convinced him that given the right idea, he would be ready to go full time as an
entrepreneur.

The idea that led to full-time entrepreneurship was Pixel Press, a piece of software for iPhones
and iPads that would let regular people with no programming skills create playable games reminis-
cent of Super Mario on their Apple devices. While the idea was ambitious, it was possible, and as he
got word out, Pixel Press got favorable press from NBC News, CNET, Fast Company, and others.
Building on this, Robin created a Kickstarter campaign to crowdfund his dream. You can see the
campaign and watch the original pitch at www.kickstarter.com/projects/robinrath/pixel-press
-draw-your-own-video-game. The campaign was successful, topping $100,000. With that money
and with what he had saved, Pixel Press made it to market. Within two years, Pixel Press announced
a partnership with Cartoon Network (CN) resulting in the Adventure Time Game Wizard, which would
let players create games with CN characters. From the success of that partnership, Pixel Press went
on to release its next product that represented its first foray into toys and gaming, forming partner-
ships with Mattel and Disney to bring products to store shelves in the United States and
internationally.

LEARNING OBJECTIVES
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** 11 Understand the
scope of small business in
the United States.

small business
Involves 1-50 people and has its
owner managing the business on
a day-to-day basis.

self-efficacy
A person’s belief in his or her abil-
ity to achieve a goal.

entrepreneur
A person who owns or starts an
organization, such as a business.

In speaking with Robin, he credits a constant presence of an entrepreneurial spirit around him
from a young age and throughout his education: “Both of my parents were entrepreneurs and encour-
aged me early on in things like ‘baseball card shops’ not just in our basement but online as well, when
making a website was still very hard. At SLU, | spent all four years as an intern in the Entrepreneurial
Studies department and helped coordinate one of the country’s first entrepreneurial awards hosted by
SLU—the Global Student Entrepreneur Awards (GSEA). Seeing college students win $10,000 to help
their business start was inspiring.” Robin adds, “This also has motivated me to stay active with the
Entrepreneurship Club at SLU, including all the work they do over the summer with high school students.
Ultimately we are learning every day, and staying engaged at all levels helps me stay fresh and
grounded.”

DISCUSSION QUESTIONS

1. Do you think Robin was originally thinking about starting a business when he was working in pro-
gramming and marketing positions in other people’s companies?

2. What drove Robin to start a business of his own?
How important were contacts and connections to the growth of Robin’s business?

Do you think Robin would credit his step-by-step approach with the success of his business? What
is your opinion?

Starting an Entrepreneurial Small
Business: Four Key Ideas

Robin’s story makes a simple point—you can start a small business, and there are ways to help
you be a success at it. Consider the four key things that Robin did right:

1. Believe that you can do this: Robin’s belief in himself and what needed to be done to make
Pixel Press’s app powered his efforts. That belief in yourself is called self-efficacy, and
learning how to start a business in this class and from this book will help you build it for
yourself.2 Those who believe in themselves and in the passion of their beliefs are more likely
to keep at it until they succeed See Skill Module 1.1.

2. Planning + Action = Success: A plan without action is futile. Actions without plans are usu-
ally wasted. Success comes from having the right sort of plan to get you to the right actions
as quickly as possible. Like Robin, those who plan and act are the ones who most often
succeed.*

3. Help helps: Successful entrepreneurs learn—from other entrepreneurs, from experts in their
chosen field, from potential customers, or even from their professors!® Skill Module 1.2 will
help you find some of the best sources of help on the web. Remember, those who get help
succeed bigger and more often.

4. Do well. Do good: In the long run, you will depend on partners, investors, employees, cus-
tomers, and neighbors. If you always remember, as Robin has, to do good for others as you
try to do well in your business, you'll feel better about your business and life, and those
around you will too.

Entrepreneurial Small Business believes in the power of those four ideas, and we’ll help you
understand each of them and how to use them to make your entrepreneurial dreams come
true. There are literally millions of those entrepreneurial dreams out there because there
are so many ways to become an entrepreneur. In 2020, over 804,000 new firms with
employees are created, there can be anywhere from 10 to 15 times that many new owner-
only firms; so, in 2020 there were almost 9 million new owner-only firms, and yours can be
one of them.’



SMALL BUSINESS: VARIETIES AND IMPACTS CHAPTER 1 5

Entrepreneurial Self-Efficacy Scale? SKILL MODULE

11
You can get a very general sense of your level of self-efficacy by answering and scoring the questions
below.
In the following questions, determine how strongly you agree with the statement from 1 (Strongly Dis-
agree) to 5 (Strongly Agree). If you are not sure, make your best guess. A higher score means a higher
self-efficacy.

Strongly Strongly
Disagree Agree

| am better than my peers at being able to solve problems. 1 2 3 4 5

| am better than my peers at making money. 1 2 3 4 5

| am better than my peers at being creative. 1 2 3 4 5

| am better than my peers at getting people to agree with me. 1 2 3 4 5

The Small Business Online Scavenger Hunt SKILL MODULE

1.2
It can be mind-boggling to discover how much material is on the web ready to help aspiring entrepre-
neurs. To help you get a feel for what is out there, we have put together a web scavenger hunt focusing on
key information. In a few cases you may have to register, but all registrations for websites listed here are
free. Along the way you will get to peruse some of the “best of the best” entrepreneurship information on
the web.

1. If you wanted to find stories about business in Albuquerque (or run the name of a business from
there to see what it has done), which site would give you the biggest selection of local stories?
www.bizjournals.com, www.usatoday.com/money/business, www.wsj.com.

2. Which of the following sites offers you a free business website maker? www.wix.com, www.sba
.gov, www.entrepreneur.com.

3. Which site can connect you to free local help for starting and growing your business? www.nfib.com,
www.sha.gov, www.inc.com.

4. You can search for patents for free at patents.google.com or www.uspto.gov. Which will also let
you search for trademarks?

5. If you want to find out what the profit margins are for businesses in the restaurant industry, which site
would give you the answer? www.sba.gov, www.entrepreneur.com, www.bizstats.com.

By the time you have checked out these sites, you will be up to speed on some of the largest and most cred-
ible sets of free, high-quality small business information available today.

The vast majority of new firms go through similar start-up processes. The firms most likely to
be successful follow a four-step process, shown in Figure 1.1.

® Feel: This is where the entrepreneur has a feeling—about maybe starting a business or
maybe creating a particular product or service. This is what starts the founding process.
We'll talk about entrepreneurs and the feelings leading to their business in Chapter 2.

The Entrepreneurial
Process
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occupation
The type of activity a person does
regularly for pay.

goods or services

The tangible things (goods) or in-
tangible commodities (services)
created for sale.

firm
An organization that sells to or
trades with others.

novelty
Characterized by being different
Or New.

imitative
Characterized by being like or copy-
ing something that already exists.

ENTREPRENEURS AND IDEAS: THE BASIS OF SMALL BUSINESS

® Check: Smart entrepreneurs check the likelihood for the success of their idea through fea-
sibility analyses (see Chapter 4) or customer development processes (see Chapter 9), re-
peating these until they have a winning and saleable idea.

® Plan: Getting from the idea to the business can be done by small-scale, part-time start-ups
(see Chapter 5), lean business practices approaches (see Chapter 9), pilot testing (see
Chapter 4), business modeling, or business plan creation (see Chapter 8).

® Do: Regardless of the type of planning approach you choose to implement your business
activity, you will find that you need to refine your approach until you have a successful
firm, including additional rounds of refinement and revising.

Entrepreneurs Are Everywhere

In addition to Robin Rath of Pixel Press, the United States had 16.2 million other full-time entre-
preneurs working in 2020, according to the U.S. Census Bureau.? If we include people pursuing
their entrepreneurial dreams on a part-time basis, we need to add another 59 million people.’
What were they doing? Just about everything! Entrepreneurs could be found in almost every type
of work there is, literally in hundreds of occupations. In fact, there are occupations composed
mostly of entrepreneurs. Table 1.1 shows the 10 occupations with the largest numbers of entre-
preneurs as well as the 10 occupations with the highest percentages of entrepreneurs. Note that
“owner-managers” are an occupation in their own right, but can appear in any other industry.

Notice that while there are entrepreneur-rich occupations that require college and even
graduate school, there are also occupations popular with entrepreneurs with very basic entry
requirements. What is most important here is finding something you want to do. When you de-
cide on what your business is going to be, you are choosing your occupation. As the entrepre-
neur, you may be the owner of the business, but your occupation will depend on what type of
goods or services you and your firm are producing. So the owner of an online store is a retailer,
while the owner of a construction firm will be a construction manager. Robin Rath is an app
maker because Pixel Press makes apps that he sells online. Whatever you want to do, there is
probably a way to do it as an entrepreneur.

Truly entrepreneurial businesses are characterized by novelty in their products, services, or
business models. Small businesses, on the other hand, are imitative in nature, with most small
firms doing what other firms do, with only slight variations. But when we think about the people
who start firms, the situations they face are situations of novelty. So whether he or she starts the
successor to Amazon.com or the pizzeria on the corner, the person who starts a business is living

m The Top 10 Occupations for Entrepreneurs'®

Top Non medical Occupations with the
Highest Percentage of Entrepreneurs

Top Occupations with the
Highest Number of Entrepreneurs

Owner-managers 3,168,741 Farmers and Ranchers 83.0%
Construction 1,112,536 Fishing & Hunting Workers 78.9
B2B Sales 785,580 Disk Jockeys (non radio) 79.9
Retailers 729,147 Artists 62.4
Farmers 623,433 Landscapers 58.4
Real Estate Agents 533,430 Tailors & Dressmakers 58.0
Property Managers 322,803 Musicians & Singers 55.7
Business Analysts 288,455 Music Directors & Composers 5583
Lawyers 278,466 Photographers 545
Artists 202,195 Interior Designers 50.6

Source: U.S. Census Bureau, Current Population Survey, March 2021, custom computation by Jerome Katz.
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® Entrepreneurs can be found in nearly every line of
work there is. Into what occupation would your business
put you?

(Top left) ColorBlind Images/Blend Images LLC
(Bottom left) Hero Images/Getty Images

(Top right) Hero Images/Getty Images

(Bottom right) Andersen Ross/Blend Images LLC

the life of the entrepreneur. We recognize this distinction and address the challenges facing en-
trepreneurs, while focusing on the small businesses they plan to create or enter.

In Entrepreneurial Small Business we use the popular broad definition of entrepreneur''—anyone
who owns a business is an entrepreneur. This, of course, means anyone who is a small business
owner is an entrepreneur.'? It also means that the self-employed, anyone who works for himself or
herself instead of for others, is also an entrepreneur. As noted above, according to the Census Bu-
reau, there were about 16.2 million full-time and 59 million part-time self-employed people in 2020.
Within the population of entrepreneurs, it is sometimes useful to split out certain groups. One of
these is founders, the people who start a business, whether it is one of their own devising or a
franchise, which is a prepackaged business you buy or lease from a franchisor. Other groups con-
sist of buyers, those who purchase an existing business, or of heirs, those who inherit or are given
a stake in the family business. These roles deal with the entry stage of the business from the per-
spective of the entrepreneur. After entry, another role emerges, that of the owner-manager, the role
in which most entrepreneurs spend their working lives. Throughout this text the terms small busi-
ness owner, entrepreneur, and self-employed are used interchangeably. When founders or buyers or
post-entry owner-managers are discussed, we specify which one is the focus.

CSI: Entrepreneurship

Notice that our definition of entrepreneur doesn’t specify if the business is for-profit or nonprofit.
The fact is that starting either type of organization involves the entrepreneurial process of found-
ing. Self-employed founders of for-profit firms are involved in what we call independent entre-
preneurship. On the other hand founders of organizations or for-profit social ventures are
called social entrepreneurs and are pursuing social entrepreneurship.

self-employed
Working for yourself.

founders
People who create or start new
businesses.

franchise

A prepackaged business bought,
rented, or leased from a company
called a franchisor.

buyers
People who purchase an existing
business.

heir

A person who becomes an owner
through inheriting or being given
a stake in a family business.

independent
entrepreneurship

The form of entrepreneurship in
which a person or group owns a
for-profit business.

social ventures

Businesses that are organized as
for-profit entities but are also
solving or supporting solutions to
social problems.

social entrepreneur

The name of the type of entrepre-
neur pursuing social
entrepreneurship.

social entrepreneurship
The form of entrepreneurship
involving the creation of self-
sustaining charitable and civic
organizations, for-profit organiza-
tions that invest significant profits
in charitable activities, or the cre-
ators of nonprofit charitable or
service organizations.
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Social entrepreneurship — mission focus

ENTREPRENEURS AND IDEAS: THE BASIS OF SMALL BUSINESS

Independent entrepreneurship - profit focus

Traditional Nonprofit with Social venture | State chartered Publicly Social Profit-maximizing
nonprofit income social venture certified social responsibility corporation
generating venture practicing
activities corporation
] ’ B-corp+legal C-corp, S-corp, | C-corp, S-corp,
Nonprofit, 501c3 | Nonprofit, 501c3 | Any structure PBC, L3C form of org. LLC LLC

Stakeholder accountability «  Owner (shareholder) accountability

Income reinvested in social programs or operational costs - Profit redistributed to owners (shareholders)

The Independent-Social
Entrepreneurship
Dimension

Adapted from Kim Alter, Social
Enterprise Typology, 2007.

B-corp

B-corp is a publicly visible certifi-
cation from B Lab Global that is
given to firms that have docu-
mented and been audited to
show they are meeting B Lab
Global’s standards for social and
environmental performance, fair
and transparent corporate gover-
nance, and caring for workers,
communities and customers.
See more at https://www
.bcorporation.net/en-us.

PBC (Public Benefit
Corporation)

PBCs are a legal form of organiza-
tion in 35 states which permits
the organization to balance own-
ers’ (also called shareholders) fi-
nancial goals with social
outcomes, even if this means
lower levels of profits. Other legal
forms of organization, like C-cor-
porations, place a focus only on
maximizing profits for owners.

There is a range of ways to pursue your startup depending on how you want to mix profit-
making (colored green in Figure 1.2) and mission-driven (colored blue in Figure 1.2) goals.
Kim Alter suggested a range of approaches shown in Figure 1.2. The profit-making extreme
can focus on making the maximum profit possible, even when this hurts the society (imagine
a company that illegally dumps harmful wastes to avoid the cost of treating it). As we will see
in Chapter 2, most entrepreneurs have stronger ethical bases. It can be seen in startups that
practice corporate social responsibility, trying to be a good neighbor and member of the com-
munity. Today there are even ways to publicly or legally organize your business to be socially
responsible, such as a B-corp, PBC, or L3C. You’ll learn more about these legal forms of or-
ganization in Chapter 17. Alter suggested a range of combinations of profit and mission (or
social) goals and that is where most social and independent entrepreneurs find a workable
approach for their desires.

These social venture efforts involve creating new charitable and civic organizations that
are financially self-sufficient like Bangladesh’s Grameen Bank (which won the 2006 Nobel
Peace Prize for making banking services designed to help the poor manage their money bet-
ter), or for-profit companies that use much of their profit to give back to society and the
environment such as the publicly certified (in this case a B-Corp) social venture Tom’s
Shoes with its “One for One” philosophy where for every pair of shoes you buy Tom’s do-
nates a pair to children in need, one-third of their profits going to grass-roots social mission
organizations, and protecting the environment through greener packaging and using sustain-
able cotton.

When the social entrepreneur’s focus is more specifically on the planet and ecological issues,
we call it sustainable entrepreneurship or green entrepreneurship. This approach was evi-
dent in the 1980’s when an environmentalist salesman named Max Appel used natural oil from
Valencia oranges to develop a nontoxic, highly effective cleaner and polish called Orange Glo.
Today, we see people like Robert and Corina Guillory who replaced disposable coffee filters with
their premium Coffeesock filter. Their family business gets certified organic materials, and even
adopted a Texas beach to show their environmental concern.

Economists talk about yet another type of entrepreneur, innovative individuals who are em-
ployed by others in existing companies. Such people are pursuing corporate entrepreneurship
and estimates put the number of corporate entrepreneurs at about 80 percent that of self-em-
ployed entrepreneurs, or nearly 13 million Americans. In corporate entrepreneurship, the focus
is typically on bringing new products or services to market, or opening up new markets for your
firm. Famous examples of corporate entrepreneurship include the creation of new brands like
Apple’s iPhone or GM’s green energy services. Companies rapidly expanding geographically,
like Panera Bread or Planet Fitness, would also be a visible example depending on corporate
entrepreneurs to open up new areas to their offerings.

Together, corporate, social, and independent entrepreneurship represent what might be called
CSl entrepreneurship or the three forms of entrepreneurship'* and people move among the
three forms more often than you might think. Consider Jim McKelvey, cofounder of Square.'
You've probably paid for something with your credit card and had it swiped through a Square
device. But founding Square was just another step along a winding, entrepreneurial path. After
McKelvey graduated college (degrees in economics and computer science), he launched Mira, a
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software company. But Mira didn’t make any money for its first five years, so McKelvey was
forced to support himself by working as a glass artist. “Ironically, the only business I ever pur-
sued primarily for the money was glassblowing.” McKelvey recalls, “I became a glass artist sim-
ply to pay the bills. All the other organizations were created to solve a problem. I have always
found problems to be the best motivators.”

After Mira began to succeed, McKelvey was able to stop working in the studio just for the
money, but continued to practice glassblowing as an artistic hobby. But glassblowing studios are
rare and Jim was frustrated at the lack of access to both the tools and techniques. He resigned as
CEO of Mira and cofounded Third Degree Glass Factory so he and others would have a place to
create glass art in St. Louis.

Third Degree pioneered the model which combined education, production, and entertain-
ment. In 2006, Third Degree achieved international recognition after housing the Glass Art So-
ciety’s annual conference, but by this time McKelvey’s focus was on the problems of running a
business and not making art. In 2008, Jim reconnected with one of Mira’s early employees, Jack
Dorsey, who had recently left the company he created, Twitter. Jim and Jack decided to pursue
Jim’s idea of a fair payment system for small merchants, and called the new company Square.
Square (renamed Block in 2022) created a series of products focused on economic empowerment
and by its 10th birthday was a public company valued at over $30 billion.

With Square up and running, McKelvey again turned his attention to another serious prob-
lem: the perpetual shortage of programmers. His idea to combine guaranteed job placement with
free education led him to found a nonprofit called LaunchCode. LaunchCode has trained and
employed thousands of people and is opening centers around the nation.

As LaunchCode began to fulfill its mission, McKelvey again handed over the management to
others and turned his focus to other social problems. He is now a director of the St. Louis Fed-
eral Reserve, where Jim shares his entrepreneurial skills with the people running our economy.
He is also involved in several projects to help rebuild St. Louis as a vibrant, welcoming city. “I
have never really had a career,” McKelvey says, “just a series of problems that I care about in
different areas of my life. Sometimes the solution is a for-profit company, sometimes a nonprofit
charity, and sometimes it’s government. But in each case the tools of entrepreneurship create
new solutions.”
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L3C

L3C is a Low-Profit Limited Liabil-
ity Company, a legal form of orga-
nization available in nine states
which permits the organization to
pursue charitable or educational
goals through revenue generating
activities, even if this means low
levels of profits for owners (also
called shareholders). Other legal
forms of organization, like C-cor-
porations, place a focus only on
maximizing profits for owners.

sustainable
entrepreneurship

An approach to operating a firm
or a line of business that identi-
fies, creates, and exploits oppor-
tunities to make a profit in a way
that can minimize the depletion of
natural resources, maximize the
use of a recycled material, or im-
prove the environment.

green entrepreneurship
Another term for sustainable en-
trepreneurship taken from the
popular belief that green is the
color of a healthy environment, as
in forests or fields.

® Jim McKelvey has demonstrated
CSl entrepreneurship as a
cofounder of Third Degree Glass
Factory, a makerspace for artists.
He was cofounder of Square, and
the person who created the iconic
Square credit card reader. After
Square’s IPO, he served as a
corporate entrepreneur. He also
started LaunchCode, a nonprofit
that teaches coding for free and
helps graduates get jobs. His role
there was as a social entrepreneur.
You can see a video of McKelvey
discussing this at www.youtube
.com/watch?v=wZFBvwm_CrY.

(Left) Carl Juste/Miami Herald/TNS/Newscom
(Top right) Jim McKelvey

(Bottom right) Dawn Majors/St. Louis Post-
Dispatch/MCT/Newscom





