Management, 14e (Robbins/Coulter)

Chapter 10   Entrepreneurial Ventures

1) Arthur has an idea. After performing a SWOT, he has identified a market that is not being served so he is planning to start a new business and introduce a new product. Arthur is a(n) ________.

A) strategist

B) dreamer

C) entrepreneur

D) independent business developer

Answer:  C

Diff: 2

AACSB:  Application of knowledge

Learning Obj:  LO 10.1: Define entrepreneurship and explain why it is important

Classification:  Application

2) People who engage in ________ take advantage of opportunities to create new products or services, or change existing ones.

A) social responsibility

B) social engineering

C) venture capitalism

D) entrepreneurship

Answer:  D

Diff: 2

AACSB:  Reflective thinking

Learning Obj:  LO 10.1: Define entrepreneurship and explain why it is important

Classification:  Concept

3) Annabel operates a local hardware store that she inherited from her parents. When she took over, she updated the point-of-sale equipment and installed a customer database. Annabel is a(n) ________

A) entrepreneur

B) opportunist

C) venture capitalist

D) small business owner

Answer:  D

Diff: 2

AACSB:  Application of knowledge

Learning Obj:  LO 10.1: Define entrepreneurship and explain why it is important

Classification:  Application

4) Rob is a CPA who works out of an office in his home. His business is named "Friendly Accounting Services." Eventually Rob would like to grow his business to include partners and bookkeepers. We would classify Rob as ________.

A) self-employed

B) an entrepreneur

C) an employee

D) a franchisee

Answer:  A

Diff: 3

AACSB:  Application of knowledge

Learning Obj:  LO 10.1: Define entrepreneurship and explain why it is important

Classification:  Application

5) ________ is a process of changing, experimenting, transforming, and revolutionizing.

A) Developing

B) Research

C) Innovating

D) Inventing

Answer:  C

Diff: 2

AACSB:  Reflective thinking

Learning Obj:  LO 10.1: Define entrepreneurship and explain why it is important

Classification:  Concept

6) Brandon is examining the state of the economy, the regulatory situation, social trends, and the local labor supply. This would indicate Brandon is ________.

A) performing a SWOT analysis

B) exploring the entrepreneurial context

C) self-employed

D) a small business owner

Answer:  B

Diff: 3

AACSB:  Application of knowledge

Learning Obj:  LO 10.1: Define entrepreneurship and explain why it is important

Classification:  Application

7) The purpose of examining the state of the economy, the regulatory situation, social trends, and the local labor supply is to ________.

A) identify possible customers and employees

B) locate resources for use in the new business

C) determine who are the major players in the market

D) identify opportunities and possible competitive advantages

Answer:  D

Diff: 2

AACSB:  Reflective thinking

Learning Obj:  LO 10.1: Define entrepreneurship and explain why it is important

Classification:  Concept

8) Belinda has found a business opportunity she believes will be successful, but there are already a couple companies in that market. To be successful, Belinda will need to ________.

A) pinpoint a competitive advantage

B) patent her idea

C) pursue a joint venture with them

D) write her mission statement

Answer:  A

Diff: 2

AACSB:  Application of knowledge

Learning Obj:  LO 10.1: Define entrepreneurship and explain why it is important

Classification:  Application

9) To demonstrate social responsibility, entrepreneurs are encouraged to ________.

A) consider community goals in their business plans

B) use recycled materials in their production processes

C) participate in community organizations such as Kiwanis and Rotary

D) sponsor youth sports teams

Answer:  A

Diff: 2

AACSB:  Reflective thinking

Learning Obj:  LO 10.1: Define entrepreneurship and explain why it is important

Classification:  Concept

10) If Camden wants his new business to be a good corporate citizen, he should ________.

A) hire only union labor

B) minimize the risks his business takes

C) consider community goals in his business plan

D) observe all the local ordinances and employment laws

Answer:  C

Diff: 2

AACSB:  Application of knowledge

Learning Obj:  LO 10.1: Define entrepreneurship and explain why it is important

Classification:  Application

11) Small businesses are the same as entrepreneurial ventures.

Answer:  FALSE

Diff: 1

AACSB:  Reflective thinking

Learning Obj:  LO 10.1: Define entrepreneurship and explain why it is important

Classification:  Concept

12) The main difference between an entrepreneurial venture and a small business is size.

Answer:  FALSE

Diff: 1

AACSB:  Reflective thinking

Learning Obj:  LO 10.1: Define entrepreneurship and explain why it is important

Classification:  Concept

13) Entrepreneurship is important to every industry sector in the United States.

Answer:  TRUE

Diff: 1

AACSB:  Reflective thinking

Learning Obj:  LO 10.1: Define entrepreneurship and explain why it is important

Classification:  Concept

14) Entrepreneurship's importance can be shown mostly in three geographic areas in the United States: the Northeast, the South, and the Southwest.

Answer:  FALSE

Diff: 1

AACSB:  Reflective thinking

Learning Obj:  LO 10.1: Define entrepreneurship and explain why it is important

Classification:  Concept

15) Innovation is a key aspect of entrepreneurship.

Answer:  TRUE

Diff: 1

AACSB:  Reflective thinking

Learning Obj:  LO 10.1: Define entrepreneurship and explain why it is important

Classification:  Concept

16) Entrepreneurships are more likely than large businesses to generate patentable ideas.

Answer:  TRUE

Diff: 2

AACSB:  Reflective thinking

Learning Obj:  LO 10.1: Define entrepreneurship and explain why it is important

Classification:  Concept

17) Despite their overall importance to the economy, small businesses account for fewer new jobs than large corporations.

Answer:  FALSE

Diff: 2

AACSB:  Reflective thinking

Learning Obj:  LO 10.1: Define entrepreneurship and explain why it is important

Classification:  Concept

18) Nearly half of all workers in the U.S. are employed by small businesses.

Answer:  TRUE

Diff: 2

AACSB:  Reflective thinking

Learning Obj:  LO 10.1: Define entrepreneurship and explain why it is important

Classification:  Concept

19) Entrepreneurship is important to a nation's economic development.

Answer:  TRUE

Diff: 1

AACSB:  Reflective thinking

Learning Obj:  LO 10.1: Define entrepreneurship and explain why it is important

Classification:  Concept

20) Exploring the entrepreneurial context includes scanning the economic, political/legal, social, and work environment.

Answer:  TRUE

Diff: 3

AACSB:  Application of knowledge

Learning Obj:  LO 10.1: Define entrepreneurship and explain why it is important

Classification:  Application

21) Among the more important pre-launch activities the entrepreneur must perform is the creation of a business plan.

Answer:  TRUE

Diff: 1

AACSB:  Reflective thinking

Learning Obj:  LO 10.1: Define entrepreneurship and explain why it is important

Classification:  Concept

22) Organizing an entrepreneurial venture involves, among other activities, choosing a legal form of business organization.

Answer:  TRUE

Diff: 1

AACSB:  Reflective thinking

Learning Obj:  LO 10.1: Define entrepreneurship and explain why it is important

Classification:  Concept

23) After the venture is launched, the entrepreneur continues with the same activities as before the launch.

Answer:  FALSE

Diff: 1

AACSB:  Reflective thinking

Learning Obj:  LO 10.1: Define entrepreneurship and explain why it is important

Classification:  Concept

24) Explain the differences between an entrepreneurial venture and a small business.

Answer:  An entrepreneurial venture is an organization that pursues opportunities, is characterized by innovative practices, and has growth and profitability as its main goal. A small business is independently owned, operated, and financed; has fewer than 100 employees; doesn't necessarily engage in any new or innovative practices, and has relatively little impact on its industry.

Diff: 3

AACSB:  Reflective thinking; Written and oral communication

Learning Obj:  LO 10.1: Define entrepreneurship and explain why it is important

Classification:  Concept

25) Compare and contrast self-employment and entrepreneurship.

Answer:  Self-employment refers to individuals who work for profit or fees in their own business, profession, trade, or farm. This arrangement focuses on established professions. Both entrepreneurs and self-employed individuals understand market needs but each approaches that need in a different way. A self-employed individual is more likely to use traditional means and established practices whereas an entrepreneur will use innovation to develop new products or services or radically change the way the product and/or service is delivered to the customer. Entrepreneurs may be self-employed but they may also be employees of the company they started. Self-employed people always work for themselves; they are not paid employees of another company and rely on their own initiative to ensure income generation. Also, self-employed individuals make all the business decisions about how the work gets done. However, self-employment does not preclude having one or more employees. Tax requirements and certain laws require that both entrepreneurs and self-employed individuals create a legally recognized organization.

Diff: 3

AACSB:  Reflective thinking; Written and oral communication

Learning Obj:  LO 10.1: Define entrepreneurship and explain why it is important

Classification:  Concept

26) Arthur Fry thought his glue was a failure because it didn't stick permanently, but when applied to small squares of paper, it became the popular Post-It ® note. Arthur Fry took advantage of ________.

A) a process need

B) the unexpected

C) a market structure

D) changes in perception

Answer:  B

Diff: 3

AACSB:  Application of knowledge

Learning Obj:  LO 10.2: Explain what entrepreneurs do in the planning process for new ventures

Classification:  Application

27) "Put a motor on a bicycle? You must be crazy!" Yet that is exactly what William Harley and Walter Davidson did. These two founders of the best-known American motorcycle company saw opportunity in ________.

A) the incongruous

B) the unexpected

C) demographics

D) changes in perception

Answer:  A

Diff: 2

AACSB:  Application of knowledge

Learning Obj:  LO 10.2: Explain what entrepreneurs do in the planning process for new ventures

Classification:  Application

28) In the days before sterile adhesives, bandages were tied onto the patient. Next came adhesive tape with small squares of gauze attached, but making these in the doctors' office was tedious and time consuming. Finally Earle Dickson invented the Band-Aid for his wife, who needed a bandage she could apply to herself for small kitchen burns. Dickson saw ________.

A) the unexpected

B) a new industry

C) new knowledge

D) a process need

Answer:  D

Diff: 2

AACSB:  Application of knowledge

Learning Obj:  LO 10.2: Explain what entrepreneurs do in the planning process for new ventures

Classification:  Application

29) Before Henry Ford and Frederick W. Taylor collaborated, automobiles were built by craftsmen, one at a time. After the establishment of the assembly line, Ford was able to produce automobiles faster than his competitors. but with equivalent quality. and sell them for a fraction of the cost. Ford saw opportunity in ________.

A) industry structure

B) the unexpected

C) changing perceptions

D) demographic shifts

Answer:  A

Diff: 3

AACSB:  Application of knowledge

Learning Obj:  LO 10.2: Explain what entrepreneurs do in the planning process for new ventures

Classification:  Application

30) Recognizing the increase in birth rates since 1946, and disliking the task of changing his grandchildren's diapers, Victor Mills began developing a disposable diaper. Pampers were introduced to consumers in 1961. Mills saw opportunity in ________.

A) changes in demographics

B) changes in perceptions

C) new knowledge

D) the incongruous

Answer:  A

Diff: 2

AACSB:  Application of knowledge

Learning Obj:  LO 10.2: Explain what entrepreneurs do in the planning process for new ventures

Classification:  Application

31) Decades ago only former military personnel and hoodlums sported tattoos. Today tattoos are considered an art form, giving rise to a plethora of tattoo shops. These body artists have taken advantage of changes in ________.

A) demographics

B) market structure

C) perception

D) processes

Answer:  C

Diff: 2

AACSB:  Application of knowledge

Learning Obj:  LO 10.2: Explain what entrepreneurs do in the planning process for new ventures

Classification:  Application

32) In 1938 Dr. Roy Plunkett discovered that a certain material became very slippery when frozen, and PTFE was invented. Under the brand Teflon, PTFE coatings were applied to a wide variety of items from spacecraft to frying pans. DuPont was able to capitalize on ________.

A) the incongruous

B) the unexpected

C) new knowledge

D) process needs

Answer:  C

Diff: 2

AACSB:  Application of knowledge

Learning Obj:  LO 10.2: Explain what entrepreneurs do in the planning process for new ventures

Classification:  Application

33) Which one of the following would most likely be a source for ideas for the would-be entrepreneur?

A) manufacturing exhibitions

B) trade publications

C) personal interests and hobbies

D) pure research

Answer:  C

Diff: 3

AACSB:  Reflective thinking

Learning Obj:  LO 10.2: Explain what entrepreneurs do in the planning process for new ventures

Classification:  Concept

34) Dharma is examining her financial position, the market for her proposed new product, the types of ownership available to her, and the tax laws for her area to determine whether she should go forward with her new business. Dharma is conducting a ________

A) market analysis

B) technical study

C) practicality study

D) feasibility study

Answer:  D

Diff: 2

AACSB:  Application of knowledge

Learning Obj:  LO 10.2: Explain what entrepreneurs do in the planning process for new ventures

Classification:  Application

35) Before launching his new venture, Doyle is studying the potential competitors for his new product. He will want to find an answer to which one of the following questions?

A) How do they finance their operations?

B) What competitive advantage do they have?

C) Where are they located?

D) How many employees do they have?

Answer:  B

Diff: 3

AACSB:  Application of knowledge

Learning Obj:  LO 10.2: Explain what entrepreneurs do in the planning process for new ventures

Classification:  Application

36) The marketing plan becomes a part of the ________ section of the business plan.

A) description of the business

B) executive summary

C) analysis of the context

D) supporting documentation

Answer:  A

Diff: 2

AACSB:  Reflective thinking

Learning Obj:  LO 10.2: Explain what entrepreneurs do in the planning process for new ventures

Classification:  Concept

37) Which one of the following items is found in the financial data section of the business plan?

A) pricing

B) economic analysis

C) sales tactics

D) pro forma cash flow analysis

Answer:  D

Diff: 2

AACSB:  Reflective thinking

Learning Obj:  LO 10.2: Explain what entrepreneurs do in the planning process for new ventures

Classification:  Concept

38) Emily is calculating her annual revenues, balance sheets, and breakeven points so she can write the ________ section of her business plan.

A) description of the business 

B) executive summary

C) financial data and projections

D) analysis of the context

Answer:  C

Diff: 2

AACSB:  Application of knowledge

Learning Obj:  LO 10.2: Explain what entrepreneurs do in the planning process for new ventures

Classification:  Application

39) Farrah has created a computer-generated mockup of her new product for inclusion in the ________ section of her business plan.

A) supporting documentation

B) executive summary

C) analysis of the context

D) description of the business

Answer:  A

Diff: 2

AACSB:  Application of knowledge

Learning Obj:  LO 10.2: Explain what entrepreneurs do in the planning process for new ventures

Classification:  Application

40) An important difference between entrepreneurs and the rest of us is that entrepreneurs can see opportunities the rest of us miss.

Answer:  TRUE

Diff: 1

AACSB:  Reflective thinking

Learning Obj:  LO 10.2: Explain what entrepreneurs do in the planning process for new ventures

Classification:  Concept

41) Competitive advantage is a necessary ingredient for an entrepreneurial venture's long-term success and survival.

Answer:  TRUE

Diff: 1

AACSB:  Reflective thinking

Learning Obj:  LO 10.2: Explain what entrepreneurs do in the planning process for new ventures

Classification:  Concept

42) The purpose of a business plan is to secure financing for the start-up.

Answer:  FALSE

Diff: 1

AACSB:  Reflective thinking

Learning Obj:  LO 10.2: Explain what entrepreneurs do in the planning process for new ventures

Classification:  Concept

43) The executive summary of a business plan is constructed to remind the executive of his plan for the new business

Answer:  FALSE

Diff: 1

AACSB:  Reflective thinking

Learning Obj:  LO 10.2: Explain what entrepreneurs do in the planning process for new ventures

Classification:  Concept

44) In a business plan, the analysis of the context is most closely related to the environmental scan.

Answer:  TRUE

Diff: 2

AACSB:  Reflective thinking

Learning Obj:  LO 10.2: Explain what entrepreneurs do in the planning process for new ventures

Classification:  Concept

45) The financial data section of the business plan should contain projections for the first five years and a breakeven analysis.

Answer:  FALSE

Diff: 2

AACSB:  Reflective thinking

Learning Obj:  LO 10.2: Explain what entrepreneurs do in the planning process for new ventures

Classification:  Concept

46) Discuss three of the seven potential sources of opportunity for entrepreneurial ventures.

Answer:  
a. The unexpected. Ideas can be found in the unexpected. When situations and events are unanticipated, opportunities can be found.

b. The incongruous. When something is inconsistent and incompatible with the way it appears–when things are not the way they ought to be–opportunities are present.

c. The process need. Small pockets of opportunity appear along the way as researchers and technicians continue to work for the monumental breakthrough.

d. Industry and market structures. When changes in technology change the structure of an industry and market, existing firms can become obsolete if they are not attuned to the changes or are unwilling to change. Even changes in social values and consumer tastes can shift the structures of industries and markets. These markets and industries become open targets for nimble and smart entrepreneurs.

e. Demographics. Changes in demographics influence industries and markets by altering the types and quantities of products and services desired and customers' buying power.

f. Changes in perception. When changes in perception take place, the facts do not vary but their meanings do. Changes in perception lead to changes in what people value, what they believe in, and what they care about. Changes in these attitudes and values create potential market opportunities for alert entrepreneurs.

g. New knowledge. New knowledge is a significant source of entrepreneurial opportunity. Entrepreneurs must be able to do something with that knowledge and to protect important proprietary information from competitors.

Diff: 3

AACSB:  Reflective thinking; Written and oral communication

Learning Obj:  LO 10.2: Explain what entrepreneurs do in the planning process for new ventures

Classification:  Concept

47) Identify at least three sources or areas where entrepreneurs can find ideas. What should entrepreneurs look for as they explore these idea sources?

Answer:  Some entrepreneurs find ideas within their own industry; others find them in personal interests or hobbies, looking at familiar and unfamiliar products and services, and opportunities in external environmental. About a third of entrepreneurs said their ideas came from a sudden insight or chance.

 Entrepreneurs should look for limitations of what is currently available; new and different approaches, advances and breakthroughs, unfilled niches, or trends and changes.

Diff: 3

AACSB:  Reflective thinking; Written and oral communication

Learning Obj:  LO 10.2: Explain what entrepreneurs do in the planning process for new ventures

Classification:  Concept

48) What kind of questions should entrepreneurs ask before embarking on a new venture?

Answer:  Questions about personal considerations would include all of the following: Do you have the capabilities to do what you've selected? Are you ready to be an entrepreneur? Are you prepared emotionally to deal with the stresses and challenges of being an entrepreneur? Are you prepared to deal with rejection and failure? Are you ready to work hard? Have you educated yourself about financing issues? Are you willing and prepared to do continual financial and other types of analyses?

 Questions about marketplace considerations include the following: Who are the potential customers for your idea: who, where, how many? What similar or unique product features does your proposed idea have compared to what's currently on the market? How and where will potential customers purchase your product? Have you considered pricing issues and whether the price you'll be able to charge will allow your venture to survive and prosper? Have you considered how you will need to promote and advertise your proposed entrepreneurial venture?

Diff: 3

AACSB:  Reflective thinking

Learning Obj:  LO 10.2: Explain what entrepreneurs do in the planning process for new ventures

Classification:  Concept

49) Identify and describe the six sections of the business plan, including the type of information that should appear in each section

Answer:  
a. The executive summary summarizes key points about the venture, including a brief mission statement; primary goals; a brief history of the venture; key people involved; the nature of the business; concise product or service descriptions; brief explanations of the market niche, competitors, and competitive advantage; proposed strategies, and selected key financial information. In essence, it is a pared-down version of the entire plan.

b. The analysis of the opportunity section includes the demographics of the target market, industry trends, and identification and evaluation of competitors.

c. The analysis of the context describes broad external changes and trends taking place in the economic, political-legal, technological, and global environments.

d. The description of the business describes how the venture will be organized, launched, and managed. It includes a thorough description of the mission statement; a description of the desired organizational culture; marketing plans including overall marketing strategy, pricing, sales tactics, service-warranty policies, and advertising and promotion tactics; product development plans; operational plans; human resources plans; composition of the board of directors; and an overall schedule and timetable of events.

e. The financial data and projection section includes financial plans for the first three years, projected income statements, pro forma cash flow analysis, pro forma balance sheets, breakeven analysis, and cost controls. It also describes expected costs for major equipment of capital purchases and available collateral. Notes should explain any apparent contradictions.

f. The final section contains such supporting documentation as charts, graphs, tables, photos, or other visual tools to illustrate details in other sections.

Diff: 3

AACSB:  Reflective thinking; Written and oral communication

Learning Obj:  LO 10.2: Explain what entrepreneurs do in the planning process for new ventures

Classification:  Concept

50) The first organizing decision that an entrepreneur must make is the ________.

A) type of organizational culture

B) form of legal ownership

C) organization structure

D) assignment of duties and responsibilities

Answer:  B

Diff: 2

AACSB:  Reflective thinking

Learning Obj:  LO 10.3: Describe the six legal forms of organization and the choice of appropriate organizational structure

Classification:  Concept

51) Fallon wants total control over the decisions related to his business but is concerned that should the business fail, his personal assets are at risk. Fallon has chosen the ________ form of ownership.

A) sole proprietorship

B) C corporation

C) general partnership

D) S corporation

Answer:  A

Diff: 2

AACSB:  Application of knowledge

Learning Obj:  LO 10.3: Describe the six legal forms of organization and the choice of appropriate organizational structure

Classification:  Application

52) In a sole proprietorship, profits are ________.

A) distributed to all partners equally

B) taxed at the prevailing business rate

C) taxed as the owner's personal income

D) distributed to the partners according to their level of participation

Answer:  C

Diff: 2

AACSB:  Reflective thinking

Learning Obj:  LO 10.3: Describe the six legal forms of organization and the choice of appropriate organizational structure

Classification:  Concept

53) Gaston knows he cannot be physically present at his new restaurant every hour it is open, so he has decided to share management responsibility and profits equally with two others. Gaston has formed a ________.

A) joint proprietorship

B) limited liability corporation

C) limited liability partnership

D) general partnership

Answer:  D

Diff: 3

AACSB:  Application of knowledge

Learning Obj:  LO 10.3: Describe the six legal forms of organization and the choice of appropriate organizational structure

Classification:  Application

54) Geneva needs additional capital to launch her business but does not want to share management responsibility with partners. Neither does she want to pay the high taxes often assessed on businesses. Her best option may be a(n) ________.

A) sole proprietorship

B) limited liability partnership

C) C corporation

D) S corporation

Answer:  B

Diff: 2

AACSB:  Application of knowledge

Learning Obj:  LO 10.3: Describe the six legal forms of organization and the choice of appropriate organizational structure

Classification:  Application

55) Hortense and a few of her family members want to launch a new venture but don't want to place their personal assets at risk. For this privilege they are willing to incur the higher taxes associated with the ________ form of organization.

A) limited liability partnership

B) limited liability company

C) S corporation

D) C corporation

Answer:  D

Diff: 3

AACSB:  Application of knowledge

Learning Obj:  LO 10.3: Describe the six legal forms of organization and the choice of appropriate organizational structure

Classification:  Application

56) Hobart is at the point in his new venture that he needs to hire more people. He comes to you for advice on the type of candidate he should seek. You tell him, "________."

A) Find someone who can be groomed to take over the business when you are ready to retire

B) Offer each candidate a stake in the business and hire the one who accepts the offer

C) The important thing is to get people on board whose strengths complement your weaknesses

D) Look for people who are exceptionally capable and fit well with the entrepreneurial culture

Answer:  D

Diff: 3

AACSB:  Application of knowledge

Learning Obj:  LO 10.3: Describe the six legal forms of organization and the choice of appropriate organizational structure

Classification:  Application

57) Ignacio knows he cannot pay what the "big boys" pay, so he decides instead to emphasize the ________ his company offers.

A) health insurance benefits

B) retirement savings plan

C) learning opportunities and recognition

D) performance incentives

Answer:  C

Diff: 2

AACSB:  Application of knowledge

Learning Obj:  LO 10.3: Describe the six legal forms of organization and the choice of appropriate organizational structure

Classification:  Application

58) As her business grew and competitors entered the market, Inez knew she had to step up her game. What had worked well when the company was brand new no longer enabled her company to meet its goals. Inez realizes she must become a(n) ________ if her company is to continue to grow and prosper.

A) change agent

B) better manager

C) visionary

D) charismatic leader

Answer:  A

Diff: 2

AACSB:  Application of knowledge

Learning Obj:  LO 10.3: Describe the six legal forms of organization and the choice of appropriate organizational structure

Classification:  Application

59) In a sole proprietorship, the founder keeps all the profits but must share management responsibility with investors.

Answer:  FALSE

Diff: 1

AACSB:  Reflective thinking

Learning Obj:  LO 10.3: Describe the six legal forms of organization and the choice of appropriate organizational structure

Classification:  Concept

60) A sole proprietor's personal assets are protected from any liability associated with the business.

Answer:  FALSE

Diff: 1

AACSB:  Reflective thinking

Learning Obj:  LO 10.3: Describe the six legal forms of organization and the choice of appropriate organizational structure

Classification:  Concept

61) The minimum number of partners in a general partnership is three: two general partners and at least one limited partner.

Answer:  FALSE

Diff: 1

AACSB:  Reflective thinking

Learning Obj:  LO 10.3: Describe the six legal forms of organization and the choice of appropriate organizational structure

Classification:  Concept

62) In a general partnership, all partners assume full responsibility for all debts of the business.

Answer:  TRUE

Diff: 1

AACSB:  Reflective thinking

Learning Obj:  LO 10.3: Describe the six legal forms of organization and the choice of appropriate organizational structure

Classification:  Concept

63) Limited liability partners have the right to inspect the business and make copies of company records.

Answer:  TRUE

Diff: 1

AACSB:  Reflective thinking

Learning Obj:  LO 10.3: Describe the six legal forms of organization and the choice of appropriate organizational structure

Classification:  Concept

64) A C corporation can have no more than 50 owners who agree not to sell their stock.

Answer:  FALSE

Diff: 2

AACSB:  Reflective thinking

Learning Obj:  LO 10.3: Describe the six legal forms of organization and the choice of appropriate organizational structure

Classification:  Concept

65) One advantage of the C corporation is that the owners have complete protection from liability related to business activity.

Answer:  TRUE

Diff: 1

AACSB:  Reflective thinking

Learning Obj:  LO 10.3: Describe the six legal forms of organization and the choice of appropriate organizational structure

Classification:  Concept

66) The profits of an S corporation are taxed as a partnership.

Answer:  TRUE

Diff: 1

AACSB:  Reflective thinking

Learning Obj:  LO 10.3: Describe the six legal forms of organization and the choice of appropriate organizational structure

Classification:  Concept

67) The limited liability company has advantages for the new venture that neither the C or S corporation do.

Answer:  TRUE

Diff: 2

AACSB:  Reflective thinking

Learning Obj:  LO 10.3: Describe the six legal forms of organization and the choice of appropriate organizational structure

Classification:  Concept

68) In a limited liability company, profits are taxed as a partnership.

Answer:  TRUE

Diff: 1

AACSB:  Reflective thinking

Learning Obj:  LO 10.3: Describe the six legal forms of organization and the choice of appropriate organizational structure

Classification:  Concept

69) As a company grows, an informal, loose, and flexible atmosphere may not work well.

Answer:  TRUE

Diff: 1

AACSB:  Reflective thinking

Learning Obj:  LO 10.3: Describe the six legal forms of organization and the choice of appropriate organizational structure

Classification:  Concept

70) By the time the new company has grown to the point that the founder can no longer make all the decisions, s/he is typically glad to hand off some of that responsibility.

Answer:  FALSE

Diff: 1

AACSB:  Reflective thinking

Learning Obj:  LO 10.3: Describe the six legal forms of organization and the choice of appropriate organizational structure

Classification:  Concept

71) The ability of small firms to successfully recruit appropriate employees is one of the most important factors influencing organizational success.

Answer:  TRUE

Diff: 2

AACSB:  Reflective thinking

Learning Obj:  LO 10.3: Describe the six legal forms of organization and the choice of appropriate organizational structure

Classification:  Concept

72) Corporations look for candidates who match job requirements; entrepreneurs look for candidates to fill skills gaps.

Answer:  TRUE

Diff: 2

AACSB:  Reflective thinking

Learning Obj:  LO 10.3: Describe the six legal forms of organization and the choice of appropriate organizational structure

Classification:  Concept

73) Because small businesses cannot usually compete with the salaries offered by large corporations, they tend to focus on psychological rewards for their employees.

Answer:  TRUE

Diff: 2

AACSB:  Reflective thinking

Learning Obj:  LO 10.3: Describe the six legal forms of organization and the choice of appropriate organizational structure

Classification:  Concept

74) Organizations that support innovation tend to be smaller with fewer rules and resources.

Answer:  TRUE

Diff: 1

AACSB:  Reflective thinking

Learning Obj:  LO 10.3: Describe the six legal forms of organization and the choice of appropriate organizational structure

Classification:  Concept

75) Identify each of the six legal forms of organizations. Discuss the responsibilities of owners, their liability, and the tax treatment of profits of each form.

Answer:  
a. In a sole proprietorship, the single owner has complete control of all management decisions but is also personally and completely liable for all business debts. This means the owner's personal assets are at risk. Profits are taxed as the owner's personal income.

b. A general partnership involves at least two people who jointly assume management duties and financial liability for the business debts. Personal assets are at risk. Profits are shared according to the written agreement between the partners. Profits are taxed as personal income to the partners.

c. A limited liability partnership must have at least one general partner who manages the business and assumes unlimited liability for the business's debts. The limited partners are passive in that they do not participate in the decision-making or management of the business but they retain the right to inspect the business and make copies of business records. Limited partners are entitled to a share of the business's profits as agreed in the partnership agreement even though their risk is limited to the amount of their investment. Profits are taxed as personal income to the partners.

d. The C corporation is the most complex form of ownership. The C corporation is a legal entity separate from the owners, giving it the right to make contracts, engage in business activities, own property, sue and be sued, and pay taxes at the corporate tax rate. Owners' liability is limited to the amount of their investment.

e. The S corporation has the regular characteristics of a C corporation but profits are taxed as a partnership. Several restrictions are imposed on this type of organization; violation of any one of them will cause the corporation to lose its S status.

f. The limited liability company is a hybrid between a partnership and a corporation. It offers the liability protection of a corporation, the tax benefits of a partnership, and fewer restrictions than an S corporation. As with either of the other corporate forms of ownership, legal counsel is advised to guide the owners in the creation of the operating agreement, making the LLC expensive to set up.

Diff: 3

AACSB:  Reflective thinking; Written and oral communication

Learning Obj:  LO 10.3: Describe the six legal forms of organization and the choice of appropriate organizational structure

Classification:  Concept

76) Explain why it is difficult for a young business to recruit and retain employees.

Answer:  Entrepreneurs are looking for high-potential people who can perform multiple roles during the various stages of venture growth. They look for individuals who "buy into" the venture's entrepreneurial culture–individuals who have a passion for the business. Unlike their corporate counterparts who often focus on filling a job by matching a person to the job requirements, entrepreneurs look to fill in critical skills gaps. They're looking for people who are exceptionally capable and self-motivated, flexible, multi-skilled, and who can help grow the entrepreneurial venture. While corporate managers tend to focus on using traditional HRM practices and techniques, entrepreneurs are more concerned with matching characteristics of the person to the values and culture of the organization; that is, they focus on matching the person to the organization.

 A unique and important employee retention issue entrepreneurs must deal with is compensation. Whereas traditional organizations are more likely to view compensation from the perspective of monetary rewards (base pay, benefits, and incentives), smaller entrepreneurial firms are more likely to view compensation from a total rewards perspective. For these firms, compensation encompasses psychological rewards, learning opportunities, and recognition in addition to monetary rewards.

Diff: 3

AACSB:  Reflective thinking; Written and oral communication

Learning Obj:  LO 10.3: Describe the six legal forms of organization and the choice of appropriate organizational structure

Classification:  Concept

77) Which one of the many personality traits of entrepreneurs appeared on two separate lists?

A) abundance of self-confidence

B) high energy level

C) persistent problem solver

D) moderate risk taker

Answer:  B

Diff: 2

AACSB:  Reflective thinking

Learning Obj:  LO 10.4: Describe the personality of entrepreneurs and how they lead organizations

Classification:  Concept

78) "There is absolutely no reason why I, the founder of this enterprise, should be making the choice of floor cleaner. The housekeepers know what works and what doesn't. Let them choose." So said Juan, owner of Miller's Office Cleaning. Juan's comment indicates he believes in ________.

A) employee empowerment

B) self-direction

C) autonomy

D) problem solving

Answer:  A

Diff: 2

AACSB:  Application of knowledge

Learning Obj:  LO 10.4: Describe the personality of entrepreneurs and how they lead organizations

Classification:  Application

79) Juanita gathers her employees to solicit their opinions regarding big issues facing the young business. After considering their input, Juanita makes the final decision. Juanita is engaging in ________.

A) employee empowerment

B) democratic management

C) participative management

D) autocratic management

Answer:  C

Diff: 2

AACSB:  Application of knowledge

Learning Obj:  LO 10.4: Describe the personality of entrepreneurs and how they lead organizations

Classification:  Application

80) Karl and his top managers set goals for the organization, then each department sets supporting goals with their employees, who then set their personal performance goals. These non-managerial employees are allowed to pursue their goals, within certain guidelines, using their best judgement, knowledge, and skills. These employees are ________.

A) called delegates

B) fully empowered

C) being taken advantage of

D) knowledge workers

Answer:  B

Diff: 2

AACSB:  Application of knowledge

Learning Obj:  LO 10.4: Describe the personality of entrepreneurs and how they lead organizations

Classification:  Application

81) Sam Walton knew exactly how he wanted his business to operate. He saw WalMart as the cost leader in the discount department store industry. He took every opportunity to emphasize his corporate goals to his employees and became literally a cheerleader at store meetings. We would consider Sam Walton to be a(n) ________ leader.

A) autocratic

B) charismatic

C) transactional

D) visionary

Answer:  D

Diff: 2

AACSB:  Application of knowledge

Learning Obj:  LO 10.4: Describe the personality of entrepreneurs and how they lead organizations

Classification:  Application

82) Karlee, a production worker, is working on a project with employees from accounting, purchasing, engineering, and customer service. Karlee is part of a ________ team.

A) product launch

B) self-directed

C) cross-functional team

D) process improvement

Answer:  C

Diff: 2

AACSB:  Application of knowledge

Learning Obj:  LO 10.4: Describe the personality of entrepreneurs and how they lead organizations

Classification:  Application

83) The risk propensity is higher for entrepreneurs concerned with providing a family income than for those whose primary goal is growth of the business.

Answer:  FALSE

Diff: 2

AACSB:  Reflective thinking

Learning Obj:  LO 10.4: Describe the personality of entrepreneurs and how they lead organizations

Classification:  Concept

84) Employee empowerment is an important motivational tool for entrepreneurs to use.

Answer:  TRUE

Diff: 1

AACSB:  Reflective thinking

Learning Obj:  LO 10.4: Describe the personality of entrepreneurs and how they lead organizations

Classification:  Concept

85) A first step into employee empowerment is to allow employees to vote on issues that pertain to them.

Answer:  FALSE

Diff: 2

AACSB:  Reflective thinking

Learning Obj:  LO 10.4: Describe the personality of entrepreneurs and how they lead organizations

Classification:  Concept

86) Fully empowering employees means releasing budgetary control to them.

Answer:  FALSE

Diff: 2

AACSB:  Reflective thinking

Learning Obj:  LO 10.4: Describe the personality of entrepreneurs and how they lead organizations

Classification:  Concept

87) When fully empowered, employees enjoy a greater variety of work that is more interesting and challenging.

Answer:  TRUE

Diff: 1

AACSB:  Reflective thinking

Learning Obj:  LO 10.4: Describe the personality of entrepreneurs and how they lead organizations

Classification:  Concept

88) According to Max DePree, leadership combines the unpredictability of the future with the gifts of the individuals.

Answer:  TRUE

Diff: 2

AACSB:  Reflective thinking

Learning Obj:  LO 10.4: Describe the personality of entrepreneurs and how they lead organizations

Classification:  Concept

89) Having a visionary leader early in its history is good for a company.

Answer:  TRUE

Diff: 2

AACSB:  Reflective thinking

Learning Obj:  LO 10.4: Describe the personality of entrepreneurs and how they lead organizations

Classification:  Concept

90) Using employees in teams might provide some benefits to the organization but it is time-consuming and costly; the costs outweigh the benefits.

Answer:  FALSE

Diff: 2

AACSB:  Reflective thinking

Learning Obj:  LO 10.4: Describe the personality of entrepreneurs and how they lead organizations

Classification:  Concept

91) In what ways does empowering employees benefit the entrepreneurial venture? How can employees be empowered?

Answer:  When employees are motivated, they feel energized and willing to work hard. Empowerment can create that motivation. Empowered employees are less likely to leave the organization and more willing to contribute ideas. The quality of their work improves.

Although giving up control is often difficult for entrepreneurs, they can begin by allowing employees to participate in decisions then move on to delegation of specific tasks and decisions and finally to full empowerment. Allowing employees to work on whole projects rather than small pieces of it increases their feelings of autonomy which increases their job satisfaction. Giving employees discretion over the way they do their work improves their effectiveness and efficiency through the use of creativity, imagination, knowledge, and skills.

Diff: 3

AACSB:  Reflective thinking; Written and oral communication

Learning Obj:  LO 10.4: Describe the personality of entrepreneurs and how they lead organizations

Classification:  Concept

92) ________ is what distinguishes an entrepreneurial venture.

A) Innovation

B) Determination

C) Competitive advantage

D) Growth

Answer:  D

Diff: 2

AACSB:  Reflective thinking

Learning Obj:  LO 10.5: Explain how managers control organizations for growth, downturns, and exiting the venture

Classification:  Concept

93) Lucien has just received an offer from a major retailer wanting to carry his products. But Lucien doesn't have enough production capacity to keep up with their demand. A question common to entrepreneurs in his situation is "________"

A) Will my board of directors be supportive of this opportunity?

B) Will my existing customers be hurt if I accept this offer?

C) What are my competitors doing?

D) Where can I get the money I need for expansion?

Answer:  D

Diff: 3

AACSB:  Application of knowledge

Learning Obj:  LO 10.5: Explain how managers control organizations for growth, downturns, and exiting the venture

Classification:  Application

94) Lucille's venture is finally taking off. To make sure the business grows as she would like, Lucille should consider ________.

A) hiring a consultant to help with major decisions

B) enticing management candidates away from her competitors

C) investing in extensive training for her employees

D) stepping down as CEO in favor of someone with more experience

Answer:  C

Diff: 3

AACSB:  Application of knowledge

Learning Obj:  LO 10.5: Explain how managers control organizations for growth, downturns, and exiting the venture

Classification:  Application

95) When Michele had only three employees, she performed most of the records-keeping tasks herself and kept a general idea of finances in her head. Now that her business has expanded, she is having money problems. What should Michele do?

A) Reach out to the local business development organization for assistance.

B) Create and follow a set of financial controls.

C) Take a course in financial accounting at the local college.

D) Relinquish some of her other duties so she can focus on the money end of the business.

Answer:  B

Diff: 2

AACSB:  Application of knowledge

Learning Obj:  LO 10.5: Explain how managers control organizations for growth, downturns, and exiting the venture

Classification:  Application

96) Michael has a sense that his business isn't doing as well as it should but he isn't sure what to look for to confirm his suspicions. Which one of the following could be a signal that the business is in trouble?

A) difficulty finding skilled candidates

B) tolerance of work incompetence

C) more work than the business can handle

D) long lead times for new orders

Answer:  B

Diff: 3

AACSB:  Application of knowledge

Learning Obj:  LO 10.5: Explain how managers control organizations for growth, downturns, and exiting the venture

Classification:  Application

97) Ned has built his entrepreneurial venture into a successful business. Part of his original plan was to build the business then sell it to another company that could take it to the next level of success. In other words, Ned intends to ________ his business.

A) harvest

B) reap

C) relinquish

D) co-opt

Answer:  A

Diff: 2

AACSB:  Application of knowledge

Learning Obj:  LO 10.5: Explain how managers control organizations for growth, downturns, and exiting the venture

Classification:  Application

98) Nadine is ready to retire after many years building her business. Another entrepreneur has indicated an interest in buying it so Nadine must set a selling price. Which one of the methods below should she use?

A) the selling price of a similarly situated business

B) the sum of all taxable incomes for all the years she was in business

C) the sum of all assets currently on the balance sheet less all liabilities (outstanding debt)

D) the amount of retirement savings Nadine needs

Answer:  C

Diff: 3

AACSB:  Application of knowledge

Learning Obj:  LO 10.5: Explain how managers control organizations for growth, downturns, and exiting the venture

Classification:  Application

99) Finding people to support growth is an important issue for entrepreneurs.

Answer:  TRUE

Diff: 1

AACSB:  Reflective thinking

Learning Obj:  LO 10.5: Explain how managers control organizations for growth, downturns, and exiting the venture

Classification:  Concept

100) Although important at every stage of the business life cycle, controls are especially important during periods of growth.

Answer:  TRUE

Diff: 1

AACSB:  Reflective thinking

Learning Obj:  LO 10.5: Explain how managers control organizations for growth, downturns, and exiting the venture

Classification:  Concept

101) When the entrepreneur is ready to exit the business, s/he should personally determine the business value.

Answer:  FALSE

Diff: 2

AACSB:  Reflective thinking

Learning Obj:  LO 10.5: Explain how managers control organizations for growth, downturns, and exiting the venture

Classification:  Concept

102) Why is it advisable for entrepreneurs to plan for growth? How can they do this?

Answer:  Growth is a natural and desirable outcome for entrepreneurial ventures. Growth is what distinguishes entrepreneurial ventures; they pursue growth. Growing successfully doesn't occur randomly or by luck. Growth is a strategy; strategies require careful planning for successful execution. Rapid growth without planning can be disastrous. Growth plans should be flexible enough to exploit unexpected opportunities. To overcome the challenges of finding capital, and people, the entrepreneur should have a plan in place from the beginning so when the time comes, the resources can be made available. It is also important to maintain a positive, growth-oriented culture that enhances the opportunities to achieve success both organizationally and individually.

 It is also important to have proper controls in place before the growth escalates. It's all too easy to let things "get away" or to put them off when there's an unrelenting urgency to get things done. Procedures, protocols, and processes should already be in place and in use before rapid growth.

Diff: 3

AACSB:  Reflective thinking; Written and oral communication

Learning Obj:  LO 10.5: Explain how managers control organizations for growth, downturns, and exiting the venture

Classification:  Concept

103) How can downturns be managed successfully?

Answer:  The first step is to recognize that the business is in or heading for trouble. An entrepreneur should be alert to the warning signs of a business in trouble. These signals include inadequate or negative cash flow, excess number of employees, unnecessary and cumbersome administrative procedures, fear of conflict and taking risks, tolerance of work incompetence, lack of a clear mission or goals, and ineffective or poor communication within the organization. While entrepreneurs may be able to recognize crises, they may be less able to recognize a slowly deteriorating situation.

 Next, the entrepreneur should have a plan in place to deal with a business in trouble–before it happens, much like mapping exits from a burning home before the fire starts. The plan should focus on providing specific details for controlling the most fundamental and critical aspects of running the venture–cash flow, accounts receivable, costs, and debt. Other actions would involve identifying specific strategies for cutting costs and restructuring the venture.

Diff: 3

AACSB:  Reflective thinking; Written and oral communication

Learning Obj:  LO 10.5: Explain how managers control organizations for growth, downturns, and exiting the venture

Classification:  Concept
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