Chapter 06 - Small Business Entry: Paths to Full-Time Entrepreneurship

CHAPTER 6: SMALL BUSINESS ENTRY: PATHS TO FULL-TIME ENTREPRENEURSHIP

LEARNING OBJECTIVES

After you have read and studied this chapter, you should be able to:

1. Describe five ways that people get into small business management.

2. Compare the rewards with the pitfalls of starting a new business.

3. Compare the opportunities with the pitfalls of purchasing an existing business.

4. Explain four methods for purchasing as existing business.

5. Compare the advantages with the disadvantages of buying a franchise.

6. Explain the issues of inheriting a family-owned business.

7. Describe how hired managers become owners of small businesses.

VOCABULARY REVIEW

Listed below are the important terms found in this chapter.  Choose the correct term for each definition and write it in the space provided.

	Asset
	Due diligence
	Product distribution franchising

	Book value
	Earnings multiple
	Replacement value

	Business format franchising
	ESOP
	Revolving credit

	Buy-in
	Founder
	Spin-off

	Buy-out
	Franchise
	Start-up

	Cash flows
	Heuristic
	Synergy

	Caveat emptor
	Intangibles
	Takeover

	Comparable sales
	Net realizable value
	Trade name franchising

	Discounted cash flow
	Point of indifference
	


1. When a firm allows someone to use its name and business procedures in exchange for a sum of money this is a (n) _________________.


2. One of the ways to get into business by starting from scratch is a (n) __________________.


3. Managers who purchase the firms for which they work are participating in 
a (n) ____________________.


4. A(n) ______________________ is something the business owns that is expected to have economic value in the future


5. Money goes in and money goes out; this is ___________________________.


6. The person who originates the business is the _________________________.

7. When several people working together are able to accomplish more than the same working apart, we can say that this group has ___________________.


8. Sometimes a larger firm will separate certain of its operations and allow them to form a new company.  This is a (n) _________________________.


9. A credit agreement that allows the borrower to pay all or part of the balance at any time is known as ____________________________________.


10. The type of franchising that is the complete package – trade name, operational procedures, marketing and products – is ___________________________.


11. ______________________ is the process of carefully checking the books and other information about a firm to assess its value.


12. “Let the buyer beware” or ______________________ means to do your homework before purchasing a business.


13. If you figure the value of a business based on its estimated future cash income and outflows you are using ____________________________________.


14. ________________________ refers to the original value of an asset less any depreciation.


15. If you take the firms value and divide it by its actual or expected annual earnings you have a financial ratio known as the _______________________.


16. _______________________ are rules of thumb used to value a business.


17. The highest price that a buyer thinks he or she will pay is considered his/her ______________________________________.


18. A(n) ____________ is when you purchase enough stock to have some control, but not all the stock, nor a controlling interest.


19. A(n) __________________ is when you purchase enough stock to have a controlling interest in a firm.


20. __________ stands for Employee Stock Option Plan, often used in an employee buyout situation.


21. ______________________ are items such as good will, the value of having an ongoing business and other hard-to-measure assets.

22. When a firm licenses another firm only to use its trade name this is ____________________________.


23. ___________________________ allows a certain firm (usually a retailer or wholesaler) the right to supply a certain area exclusively.


24. The amount for which an asset will sell less the costs of selling it is its _____________________________________.


25. When Bobby’s delivery van was totaled in a car accident, he found out that it would cost $15,000 to buy an identical van.  The $15,000 was the van’s ___________________________________________.


26. A form of franchising that allows independent businesses to combine resources is ________________________________.

ASSESSMENT CHECK

Learning Objective 1

1. What are the five ways to get in small business management?


a. ________________________________


b. ________________________________


c. ________________________________


d. ________________________________


e. ________________________________


Learning Objective 2


2. What are four advantages of starting a new business?


a. ___________________________________________________________


b. ___________________________________________________________


c. ___________________________________________________________


d. ___________________________________________________________


3. What are five disadvantages of starting a new business? 


a. ___________________________________________________________


b. ___________________________________________________________


c. ___________________________________________________________


d. ___________________________________________________________


e. ___________________________________________________________


4. Name the 14 methods for increasing start-up success. 


a. ___________________________________________________________


b. ___________________________________________________________


c. ___________________________________________________________


d. ___________________________________________________________


e. ___________________________________________________________


f. ___________________________________________________________


g. ___________________________________________________________


h. ___________________________________________________________


i. ___________________________________________________________


j. ___________________________________________________________


k. ___________________________________________________________


l. ___________________________________________________________


m. ___________________________________________________________


Learning Objective 3


5. List three advantages to purchasing a business. 


a. ___________________________________________________________


b. ___________________________________________________________


c. ___________________________________________________________


6. List six disadvantages of purchasing a business. 


a. ___________________________________________________________


b. ___________________________________________________________


c. ___________________________________________________________


d. ___________________________________________________________


e. ___________________________________________________________


f. ___________________________________________________________


7. Name four good sources for businesses for sale.


a. __________________________________


b. __________________________________


c. __________________________________


d. __________________________________


8. Briefly explain due diligence

______________________________________________________________

______________________________________________________________


9. Name five methods used for valuing an existing business. 


a. __________________________________


b. __________________________________


c. __________________________________


d. __________________________________


e. __________________________________


10. Name the five financial ratios often used to determine the value of a business.


a. __________________________________


b. __________________________________


c. __________________________________


d. __________________________________


e. __________________________________


Learning Objective 4


11. Name four methods of purchasing an existing business. 


a. __________________________________


b. __________________________________


c. __________________________________


d. __________________________________


Learning Objective 5 


12. What are the four forms of franchising? 


a. __________________________________


b. __________________________________


c. __________________________________


d. __________________________________


13. Name three advantages of franchising. 


a. __________________________________


b. __________________________________


c. __________________________________


14. Name two disadvantages of franchising. 


a. __________________________________


b. __________________________________


Learning Objective 6


15. What is the biggest cause of failure for family business?

_______________________________________________________________


Learning Objective 7


16. There are three ways that hired managers become owners.  Name them. 


a. __________________________________


b. __________________________________


c. __________________________________


CRITICAL THINKING EXERCISES

Learning Objective 1

1. Match the small business manager to the entry path he/she has used.

a. Elva just opened a Subway Sandwich Shop.

b. Tahir was hired to run Alligator Music.

c. Doug took over Klingman Painting when his father finally retired.

d. Betty is proud of the barbershop she founded.

e. Victor doesn’t want to think of how he scraped up the money, but he is now the new owner of a locksmith service.


Learning Objective 2


2. Duane wanted to start a limo service and already had a name picked out, Amore Limos.  While many limos offered bar service, he decided to also provide appropriate snacks – pate, caviar and other high-class nibbles.  He figured he’d be good at this as he had been the manager of a limo services in another state and had once even owned an auto repair shop.  He took a class at the local university and worked with the mentors in the university’s SCORE office, where they were able to help him write his business plan, his budget and helped him secure the money he needed to get going.  He had looked at the demographics in the area and found a large and growing number of teenagers with an above average income.  “Perfect for proms, weddings and the like!” he thought. He was able to get a verbal commitment for two area wedding planners to be the limo service they’d provide their brides-to-be.  Said Evonne, one of the planners, “Duane really had his act together and proved to me that I could trust him to never let my brides down.”

Duane has used which of the tools recommended to make a small business more successful?


Learning Objective 3


3. Denise received a modest inheritance from a great aunt and wants to use it to buy a small business.  Her problem is that she just doesn’t have the first idea how to go about finding a business to buy.  Advise her.


4. Denise settled on a nail salon in her town.  She is ready to perform due diligence.  The current owners have provided her with a set of their financial statements and the tax reports for the last several years.  It’s been a while since Denise took accounting, can you tell her whether she would be likely to answer the questions below in the balance sheet, the income statement, the statement of cash flows or the tax returns?


a. What are the tax rates for this business?

b. How much money does the shop bring in?

c. Does the company have a positive cash flow? 

d. How much is the equipment in the salon worth?

e. Will I be taking on much long-term debt?

f. How much is depreciation?

g. How much has been spent in advertising?


5. Denise is now ready to begin valuing the nail salon.  This year the business did $70,000, which is about the same as it did the previous four years.  The owner has switched hours of operations and services offered a few months back and the impact is yet undetermined.  Denise plans to make significant changes in the business and will be open nearly 25% more than before, so she’s optimistic that her income is likely to be higher.  Also, a beauty salon in the same strip mall has just decided to no longer do nails at all. 

The equipment in the salon, although not fully depreciated, is obsolete and needs to be replaced.  The salon carries the name of the current owner and Denise intends to keep that anyway so as not to confuse the large number of customers the current owner currently has.  A local news segment filmed the shop for a segment on successful small businesses that should appear on the nightly news sometime later this year.  

While researching the industry, she found another nail salon that sold for $50,000.  It had made $500,000 over the past five years.  Her research further showed that the industry was so new that reliable estimates of value were not yet developed.

Consider the four typical valuation tools mentioned in the text.  Which ones should she probably not use and why?  Which one should she use?  What would be the valuation of this salon?


Learning Objective 4


6. Buy-out, buy-in, key resource acquisition, take-over:  which of the following examples is which?

a. Dean is buying Hess Construction, a sole proprietorship.

b. Sheri has purchased all the stock belonging to Nomi the current owner.

c. Bernell has acquired 75% ownership of Alcatraz Mini-Storage

d. Rudy is a raider and has purchased a controlling interest in Alltech Research and Development without the permission of the management.


Learning Objective 5


7. Patsy wants to go into business for herself and is thinking of buying a McDonalds franchise.  Before retiring, Ginger owned a Dairy Queen franchise and Patsy has come to her for advice.  What advice about owning a franchise is Ginger likely to tell her?


Learning Objective 6


8. In Chapter 3, Wilma of Wilma’s Wonderful Winterwear was coping with role conflict and succession issues.  Two of her sons were not much interested in the business, while her oldest, John and her daughter, Kay both seemed like potential candidates and both seemed to really want it.  When she held the latest family council though, she was shocked to find out that Kay was getting engaged  - to a man who lived halfway across the country.  John dropped another bombshell.  It seems that he had decided some years ago to go to college, but kept it quiet.  One more class and he’ll finish his degree in cinematography and plans to head to California to try his luck.  Jay and Warren, the other two sons, started looking nervously at each other.  Would they be expected to take over?

What should Wilma do now?  Can you give her some suggestions for what she should be looking?


Learning Objective 7


9. Wilma, of Wilma’s Wonderful Winterwear, decided to hire two managers and divide John and Kay’s work between them.  Reuel was designated to takeover when Wilma finally retired and handled most of the strategic decisions of the operation. Maxine was to be second-in-charge and handle most of the day-to-day routine.  The first two years were great.  Maxine in particular was terrific.  She had had some experience running other small businesses and had a strong drive and great people skills.  Wilma happily retired and moved to California to keep house for John (and to have walk-on parts in several of his films).  

Well, as terrific as Maxine was, you can imagine that she didn’t want to be second for long.  Two years after Wilma retired, she decided that she wanted to be the boss.  What are Maxine’s likely options?

PRACTICE TEST

Multiple-choice

1. Another word for beginning a business “from scratch” is ________________

a. Start-up

b. Buy-in

c. Buy-out

d. Franchise


2. Which is the most risky path into business?

a. Inheriting

b. Starting up

c. Franchising

d. Buying


3. To increase survival of a start-up _________________________

a. Begin in a business incubator

b. Have experience in managing small firms

c. Get help from the Small Business Association or similar

d. All of the above improve success rates.


4. Which of the following is NOT an advantage of a start-up?

a. You begin with a clean slate

b. You have experienced workers

c. You have the most up-to-date technologies

d. You can deliberate keep it small.


5. Disadvantages of a start-up include ___________________________

a. Facilities and equipment might be obsolete

b. You have less control than other entry methods

c. It’s harder to get financing

d. There may be a bad reputation that’s tough to live down.


6. A(n) __________________________ is an organization that provides financial, technical and managerial assistance to small businesses

a. Small Business Association

b. SCORE

c. Business incubator

d. The United States government


7. Which is more likely to increase a start-up firm’s success rate?

a. A “me-too” product with a proven demand

b. Something innovative that’s never been done before

c. Neither are likely to increase the firm’s success rate

d. Both are equally likely to increase the firm's success rate


8. Which type of experience increases the likelihood of a successful start-up?

a. Experience managing small firms

b. Experience in the industry

c. Experience starting up new businesses

d. All three will increase the likelihood of success


9. Why is building trust so important to start-up businesses?

a. It encourages suppliers to do business with you

b. It encourages employees to work for you

c. It encourages customers to do business with you

d. All of the above


10. The advantages of buying a business include all the following EXCEPT:

a. Established customers

b. Up-to-date technology

c. Business procedures in place

d. Less cash outlay than a start-up


11. Which is NOT generally a good way to find a business for sale?

a. Through a broker

b. Through networking

c. Through banks

d. Through your employer


12. What’s the first thing you must do when you find what seems to be a suitable business to buy?

a. Write a business plan

b. Perform due diligence

c. Hire a professional manager

d. Contact a banker or other source for financing


13. In the process of due diligence, _________________________.

a. A detailed business plan is written

b. Capital is obtained for financing the purchase

c. Extensive investigation is undertaken to investigate every aspect of the business.

d. All three are part of due diligence.


14. In the United States, who is responsible for determining the value of the business?

a. The buyer

b. The seller

c. The buyer and seller jointly

d. It depends on the situation


15. Which of the following financial statements is generally not required in performing due diligence?

a. The depreciation schedule

b. The balance sheet

c. The income statement

d. The statement of cash flows


16. Which of the following questions do you attempt to answer in examining the balance sheet?

a. Is income overstated?

b. Are taxes paid on time?

c. Are sales overstated?

d. Are liabilities understated?


17. An evaluation of the worth of a small business based on future cash inflows and outflows is ______________________ method.

a. Discounted cash flow

b. Asset valuation

c. Comparable sales

d. Industry heuristic


18. An evaluation of the worth of a small business based on book value less depreciation of building, equipment, etc. is ______________________ method.

a. Discounted cash flow

b. Asset valuation

c. Comparable sales

d. Industry heuristic


19. An evaluation of the worth of a small business based comparing earnings multiples is ______________________ method.

a. Discounted cash flow

b. Asset valuation

c. Comparable sales

d. Industry heuristic


20. Earnings before tax divided by asset value is _____________________.

a. Pre-tax return on assets

b. Net income to equity

c. Net inform to (equity + debt)

d. Income capitalization


21. The ratio that specifically looks at long term obligations of the owners is_____________________.

a. Pre-tax return on assets

b. Net income to equity

c. Net inform to (equity + debt)

d. Income capitalization


22. Industry heuristic method of valuation:

a. Is used when all other methods are unavailable

b. Is remarkably accurate

c. Is a “down and dirty” way of estimating preliminary values

d. Is only available for certain industries.


23. Your point of indifference when buying a business is when:

a. You really don’t care if you make a deal or not

b. You really don’t know if you want to be a small business owner

c. You really don’t care which of two (or more) businesses you buy

d. You really don’t care how you finance the business.


24. Which of the following is not usually a way of buying a small business?

a. Buy-in

b. Buy-out

c. Take-over

d. Auction


25. ESOPs are sometimes used for employee ________________ 

a. Buy-ins

b. Buy-outs

c. Take-overs

d. Auctions


26. In a key resource acquisition, which of the following are usually purchased?

a. Tangible assets

b. Intangible assets

c. Both tangible and intangible assets

d. Both tangible and intangible assets less cash, receivables and short time liabilities


27. When is a take-over possible?

a. When the business has freely transferable stock

b. When the employees have an ESOP

c. When a company is in bankruptcy

d. When a small business owner dies without a succession plan


28. One of the main advantages of franchising is _______________________

a. A proven successful business model

b. Freedom and flexibility

c. Guaranteed sales

d. Trained and experienced employees


29. Which of the following is NOT a form of franchising?

a. Trade name franchising

b. Product distribution franchising

c. Convection franchising

d. Business form franchising


30. Besides succession plans, a family business owner may also have to consider:

a. The ethical implications of passing down a business

b. The possibility of hiring professional management to handle tasks family members cannot or do not want to do.

c. Whether it is better for all parties concerned to close his business

d. The legal issues involved should he sell the business rather than leave it to a family member.

True/False

1.
_______
Start-ups are always well planned, deliberate paths to small business ownership.


2.
_______
A start-up has a good opportunity to have state-of-the-art technology.


3.
_______
Disadvantages of start-ups include no initial name recognition, difficulty in obtaining financing and lack of experienced workers.


4.
_______
The vast majority of start-ups are “me-too” businesses.


5.
_______
LEAN Methods are ways to help you buy a business.


6.
_______ 
Having more than one founder in a business can create synergy.


7.
_______
Being a business spun-off from your employer means you’ll have trouble finding clients other than your employer.

8.
_______
When an employee decides to work for a start-up firm, he takes a risk that wages may be late or even missed.


9.
_______
Home-based businesses are a new idea to save entrepreneurs money.


10.
_______
Advantages to buying an already existing business include established customers, obsolete faculties and existing business practices.


11.
_______
Good ways to find businesses for sale include talking to brokers, networking, checking ads and talking to your employer.


12.
_______
Sellers of business are legally required to point out impairments or deficiencies in the United States.


13.
_______
During due diligence, owners, customers, and suppliers should be interviewed.


14.
_______
During due diligence you are trying to find out any wrongdoing in which the current owners may be involved and opportunities where you can make improvements.


15.
_______
There are several very accurate, easy to use methods of determining the value of a business.


16.
_______
Modified book value takes in all assets less depreciation plus a value for intangibles such as good will, patents and the like.


17.
_______
Industry heuristics are rules of thumb common to all business and used to estimate value.

18.
_______
Industry heuristics are generally not too accurate and should be used only to tell if you are in the ballpark.


19.
_______
Your opening offer should be at your point of indifference.

20.
_______
One potential problem with a buy-in is that key employees will leave the firm.

21.
_______
Takeovers are hostile and against the will of the management and owners.

22.
_______
In a franchise, a franchiser pays a fee to the franchisee in return for a proven business model.


23.
_______
An advantage of franchises is that the legal agreements have over time progressed to the point that the franchisee is never at a disadvantage to the franchiser.

24.
_______
Professional managers may be hired from the outside to assist in succession issues for family businesses.

25.
_______
Regardless of how successful a small business becomes, there comes a point when it is so large that the business starts to decline or you are forced to hire a professional manager.

ANSWERS:

VOCABULARY

	1
	Franchise
	14
	Book value

	2
	Start-up
	15
	Earnings multiple

	3
	Buyout
	16
	Heuristics

	4
	Asset
	17
	Point of indifference

	5
	Cash flows
	18
	Buy-in

	6
	Founder
	19
	Take-over

	7
	Synergy
	20
	ESOP

	8
	Spin-off
	21
	Intangibles

	9
	Revolving credit
	22
	Trade name franchising

	10
	Business format franchising
	23
	Product distribution franchising

	11
	Due diligence
	24
	Net realizable value

	12
	Caveat emptor
	25
	Replacement value

	13
	Discounted cash flows
	26
	Conversion franchising


ASSESSMENT CHECK

1.
a.
You may start a new business

a. You may buy an existing business

b. You may franchise a business

b. You may inherit a business

c. You may be hired to be the professional manager of a business (pg 156-157)


2.
a.
The business starts with a clean slate

b. It has the opportunity to use the most up to date technologies

c. It has the opportunity to have unique products and services

d. It can be deliberately kept small (pg.157-164)

3.
a.
It has no name recognition

b. It will require significant time to become established

c. It can be difficult to finance

d. It cannot easily gain credit

e. It may not have experienced workers and managers (pg.157-164)

4.
a.
Start in a business incubator

b. Take part in a mentoring program 

c. Have a detailed start-up budget

d. Produce a product/service for which there is a proven demand

b. Secure outside investment

c. Start with more than one founder

d. Have experience in managing small firms.

e. Have industry experience

f. Have previous experience in creating a start-up business

g. Chose a business that produces high margins

h. Start the business with established customers

i. Go into competition with your employer

j. Build trust in your “story.” (pg. 157-164)

5.
a.
Immediate sale and cash flows

b. Business processes are already in place

c. Often requires less cash outlay (pg. 164-172)


6.
a.
Hard to find

b. Difficult to value

c. Existing employees may resist change

d. Current business reputation may be an hindrance

e. Business may be in decline due to older technology

f. Facilities may be obsolete or in need of repair (pg. 164-172)

7.
a.
Business brokers 

b. Networking

c. Advertisements for business for sale

d. Your current employer (pg. 164-172)


8.
Due diligence is the process of carefully checking a potential business for sale so as to determine its value. (pg. 164-172)


9.
a.
Discounted cash flow

b. Asset valuation

c. Comparable sales

d. Financial ratios

e. Industry heuristic (pg. 164-172)



11.

a.
Earnings multiple




b.
Pre-tax return on assets




c.
Net income to equity




d.
Net income to (equity + debt)




e.
Income capitalization (pg.164-172) 


10.
a.
Buy-out

b. Buy-in

c. Acquire key resources

d. Take-over (pg. 164-172)


11.
a.
Trade-name 

b. Product distribution

c. Business format franchising

d. Conversion franchising (pg. 172-176)

12.
a.
Proven successful business model

b. Training and management support

c. Less risk (pg. 172-176)


13.
a.
Little control

b
Success partially dependent on the franchiser. (pg. 172-176)


14.
Succession issues (pg. 176-179)


15.
a.
Leaving employment to start a new business

b. Buying out or buying in

c. Contracting a franchise arrangement (pg. 179)


CRITICAL THINKING EXERCISES

1.
a.
Franchise

b. Hired professional manager

c. Inherited

d. Start-up

e. Buy


2.
a.
Take part in a mentoring program   (SCORE)

b. Have a detailed start-up budget

c. Produce a product/service for which there is a proven demand (based on the demographic research Duane did)

d. Secure outside investment.

e. Have experience in managing small firms. (Managed a limo service and auto repair shop)

f. Have industry experience (managed a limo service and auto repair shop)

g. Have previous experience in creating a start-up business (possibly; implied in his auto shop experience)

h. Start the business with established customers (one way of interpreting his contact with the wedding planners)

i. Subcontract service to an existing business (another way of interpreting his contact with the wedding planners)

j. Build trust in your “story.” (Based on Evonne’s comments)

3. First Denise must decide what kind of business she wants to own.  What industry is it in?  How big?  Where should it be located?
Then she should look in the Yellow Pages to find a broker as well as start scanning the classified ads in local newspapers and The Wall Street Journal.
As she finds likely prospects, she should arrange to meet the owners.
Visit the business and ask enough questions to see if it seems a viable option.
Once she has narrowed down her prospects to one or two, she should begin due diligence and contact a lending agency should she need additional funding.


4. a.
Tax returns

b. Income statement

c. Statement of cash flows

d. Balance sheet

e. Balance sheet

f. Balance sheet

g. Income statement


5. Discounted cash flow may not work as it is difficult to determine how much future income new services and hours of operation have just been instituted, a competitor has just quit and the impact of the television news segment is undetermined.  (The fact that Denise plans further changes does not impact the current value of the business.)
Asset valuation method may not be accurate as the equipment is likely valued higher in the financial statements than its actual worth and its worth to Denise.  What about the value of the current customers?  How do you value them?
Industry heuristic method isn’t possible as there are not yet measures for this new industry.  Possibly she could use a close industry – perhaps a beauty salon, but the accuracy would be questionable.
Denise doesn’t have enough data to run any or the financial ratios discussed in the textbook.
Denise could certainly use the comparable sales method as she has that data.  The other shop sold for $50,000 and had made $ 500,000 over the past 5 years (or $100,000 per year).  The earnings multiple this gives is 2 (100,000/50,000).  If this salon is making about $70,000 a year over the past five years its value should be $140,000.  (Even though Denise is optimistic that she’ll bring in more income with her changes, what we are trying to assess is current value.)


6. a.
Key resource acquisition

b. Buy-out

c. Buy-in

d. Take-over

7. Ginger’s advice might be something like this:  First of all, you know you have something that works and you’ll get all the management training and support you could want – almost too much sometimes as you don’t have a lot of freedom to make changes.  The business is less risky, but sometimes you don’t really feel you are doing 
it yourself.  For instance, the franchiser will probably tell you what to buy and where to buy it, even if you could get it cheaper somewhere else.  Any redecorating or other changes you want to make must get approval.  And you are sort of dependent on the reputation of the franchise.  When they found that finger in a bowl of Wendy’s chili, all the Wendy’s stores suffered, not just the one.

It’s got its pros and cons – just like any other business.  Just be sure to really, really read all the paperwork, especially the Uniform Franchise Offering Circular and the franchise agreement and make sure you really understand what you can and can’t do.


8. Wilma could certainly close the business, but since it appears to be quite successful and two of her sons are still employed by it, hiring a professional manager to gradually take her place seems like the best option.

Wilma will need to find someone that can manage the areas her family members cannot handle.  She will need to look for someone who is willing to learn Wilma’s way of doing business and the things that make Wilma’s Wonderful Winterwear successful.  The manager must be someone who fits in, someone with whom the family, the employees, the customer and the suppliers all feel comfortable.  The manager should be able to balance between keeping Wilma and the family happy and making changes that are necessary to keep the business going.


9. Maxine really has a number of options, but three that are most likely would be the following:

a. She could leave and start her own firm, probably competing against Wilma’s Wonderful Winterwear.

b. She might be able to buy-in or buy-out Wilma’s Wonderful Winterwear.  (John could probably use those funds to assist in his movie making and Kay now has a baby on the way.)

c. She might arrange some sort of franchising operation.  Perhaps she could run a chain of Wilma’s company stores or branch out into Wilma’s Wonderful Winterwear of Europe?

PRACTICE TEST (page number where answer can be found in parentheses)


Multiple-choice

	1
	A (156-157)
	9
	D (157-164)
	17
	A (164-172)
	25
	B (164-172)

	2
	B (157-164)
	10
	B (164-172)
	18
	B (164-172)
	26
	D (164-172)

	3
	D (157-164)
	11
	C (164-172)
	19
	C (164-172)
	27
	A (164-172)

	4
	B (157-164)
	12
	B (164-172)
	20
	A (164-172)
	28
	A (172-176)

	5
	C (157-164)
	13
	C (164-172)
	21
	C (164-172)
	29
	C (172-176)

	6
	C (157-164)
	14
	A (164-172)
	22
	B (164-172)
	30
	B (176-179)

	7
	A (157-164)
	15
	A (164-172)
	23
	A (164-172)
	
	

	8
	D (157-164)
	16
	D (164-172)
	24
	D (164-172)
	
	


True/False

1.
F (157-164)
11.
T (164-172)
21.
T (164-172)

2.
T (157-164)
12.
F (164-172)
22.
F (172-176)

3.
T (157-164)
13.
T (164-172)
23.
F (172-176)

4.
T (157-164)
14.
T (164-172)
24.
T (179)

5.
F (157-164)
15.
F (164-172)
25.
T (179)

6.
T (157-164)
16.
T (164-172))

7.
F (157-164)
17.
F (164-172)

8.
T (157-164)
18.
F (164-172)

9.
F (157-164)
19.
F (164-172)

10.
F (164-172)

20.
T (164-172)
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