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1. List the four major categories of businesses.

2. \^rhat are the ti,r,o typlcal categories cf
manufactured products?

3. List two special types of businesses.

4. Vfhat is the purpose of a nonprofit organization?

- -i. Which type of business ownership is the
- simplest and least expensive?

Chopter I7 r Slorling Your Own Busin

Sashat parents ou-n and operate a small gas station. A larye
company opened a bigger station less than a mile awav
declined, and Sashat parents started wondering ifthey
would be able to earn enough profit to sta1. in busiress

Sasha suggested that her parents expand the busiaess

seryices in addition to selJing gas. She thought that if
invested in the facilities and equipment for proyiding
es such as oil changes and tire rotation, they urculd attract
more customers, w'ho would also buy gas.

Sashas parents were worried because they had no exper
offering services in addition to pumping gas, but after con-
sidering all their options, they decided to give it a try. They
applied for a loan at their bank, and made plans to expand
the business.

E Do you think Sasha had a good idea for increasing busi
ness at the gas station?

E What risk and challenges would her parents face?

E W'hat other ways can you think of to iacrease business

the gas station?

5. What is the difference between a general pa

narship and a limited partnership?

7. Vr'hat do you call the owners of a corporation?

8- Vr'hat is a cooperative?

9. ln what industries did franchising become
popular?
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Web Extra

Both the U.S, Census Bureau (census.govleos/wwvnaics/4 and the
Bureau of Labor Statistics (bls.govAlsz4\AtCS, htm) provide information
about NAICS. You can explore the links to locate industry codes and statis-

tics. Select one industry to research, and share one interesting fact about
it with your class.

10. List five basic sources of business opportuniti
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ources o{ Business Opportunities
aying aware of things going on around you can help you recognize potential
usiness opportunities and identify trends. Five basic sources of opportunity

ude problems that need to be solved, change, new discoveries, improvements Aq)
existing products or services, and the development of unique knowledge.

Problems are often the source of opportunity. You might have a problem you
want to solve, or you might see that others have a problem. Problem solving
has led to the invention of new products ranging from the light bulb to the cell

phone and to services ranging from pDza delivery to online check-in for air
travel.

Changes occur in every area of life. Laws and regulations change, social cus-
toms evolve, even the weather changes. Change often presents new opportuni-
ties. For example, a growing interest in protecting the environment has led to

opportunities for'green" businesses.

\

\

I New discoveries include the creation of a totally new product or service. The

discovery of new materials such as Teflon@ led to new products such as non-
stick cookware.

I Improvements to exjsting products and services lead to new opportunities as

well. Consider hybrid cars, Iow-energy light bulbs, and even potting soil that
includes fertilizer. These are all examples of how improving existing products
can lead to opportuniry

I Unique knowledge is when a person has an ability that no one else has, and

can turn it into an opportuniry
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lllotrh the frends!
You have an idea for starting a

business heiping senior citizens
prepare their homes for the
winter. How can paying atten-
tion to trends help or hurt the
success of your startup?

You ignore the impact of
technological developments
ir building materials that
provide year-round weatler
protecuon.

lbJr-
rle

fr
lhers

S You fail to notice the

" growing trend of seniors

moving to assisted-Iiving
communities.

ed

You do not take into
account that there are

other, similar businesses

already established in the
area.

You change your plan to
offer renovations using

energy-saving building
materials for year-round
protection.

You contact assisted-Living
communities to offer your

service.

You consider investing in
an existing company.

Can you tlink of other ways
you could adapt your idea based

on curent trends in business

opportunities?

Y

Y'

North American Industry Classification System (NAICS-pronounced

) assigns a numerical code to every industry in North America based

its pdmary business function. The system was developed cooperatively by
United States, Canada, and Mexico. NAICS codes are useful for classifying

nt r)?es ofbusiness and for analyzing trends such as which industries are

economically and which are shrinking. For example, the Bureau of
or Statistics uses the system to track employment, earnings, and growth.

CS classifies all economic activity in North America into twenty industry
rs: five are goods-producing sectors such as apparel manufacturing and

manufacturing, and fifteen are services-producing sectors, such as home

care seryices, financial services, and child daycare services

Why do you think it is important for different countries to work together to

develop systems such as NAICS? How can it help entrepreneurs?

GGeOhe0Oorth American
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What trends in li{estyle do you
think contributed to the
growth of fast-food franchise
businesses?

Analyzing Trends in Business Opportunities
In Chapter 3, you read about trends that

affect job outlooks and career opportu-
nities. Many of the same factors also

affect business opportunities. For
example, advances in technology open
the door for new types ofbusinesses,
such as cell phone applications or
social networking sites. They can also

close the door on certain businesses,

as video rental stores giving way to movies

on-demand and online.

Trends in Business Startups
Over the past fifty years, the business make-up of the United States has changed

significantly. In the I950s, the country's dominant industry, ir terms of national
income and number of employees, was manufacturing. Wholesale and retail busi-

nesses were also important, but service businesses played a relatively minor role in
the economy.

During the 1950s and 1960s, America experienced a boom in franchising. A fran-
chise is an arrangement in which an established company sells the right for others

I

I

to use the company's name and operating plan to sell products or services.

Franchising became popular in the service and retail industries, particularly
among fast-food restaurants.

After 1950, manufacturing began to be less important in the U.S. economy. By

1970, service, wholesale, and retail businesses accounted for the majority of
America's economic production. 1n the fust decade ofthe tlventy-first century,
most new businesses were in the service and trade businesses.

cefeef According to the U.S. Department of Commerce, the
service industry in the 1950s and 1960s genented
about 60 percent of U.S. output and employment.
Today, it accounts for more than 80 percent.

----------------

{
Chopler I 7 r Storting Your Own Eusine{
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An entrepreneur stands a better chance of success if he or she anallzes the trends
in business opportunities before starting a business. Looking at the trends can
help an entrepreneur make basic decisions such as where to locate, the t)?e of
busiless to set up, and even how to focus on a certain market.

r
-{E

rr
I i J. -)

I

E

r

t





g Your Own Business r Chopler 17

nglomerate
corporation that conducts business ir at least two different industries is called a

merate, or a multi-ildustrv corporation. Because revenue comes from differ-
t industries, the conglomerate may be better positioned to withstand problems

t might affect one industry, but not arother. One dsk ofthis tlpe oforganization
the temptation to take resources from one area of th€ business to subsidize

r, leaving the first area 'vr:lrterable. Another risk is that available resources

be spread thin across all areas, so that no area can succeed Examples ofa con-
te might include a company that operates a

ent store and a credit filancing business or a
acy, or a company that manufactwes mobile

nes and operates a retail lveb site
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Why might it make
sense for farmers to
form cooperatives?

EI

Tamara and William met in a digital photogra-
phy class. They discussed plans to srart a pan-
time business converting printed picrures into
digital format, so people can store and view
them on a computer, digital picture frame, or

handheld device. William already had a digital
scanner and computer set up at his house. They

each invested $100.00 to use for purchasing storage
devices, other supplies, and adverrising. They practiced,

and decided they could convert 40 pictures an hour. Ifthey
charged 75 cents per picture, they could make a profit.

Soon, they had a long list ofcusromers and a stack of pic-
tures waiting to be converted. They worked together six

hours a week, bur Tamara was on the school basketball
team, so Wiiliam worked alone an additional three to four
hours. The first rime the partners mer to divide the prof-

its, they each rook back their $'l00.00 investment, and there was still $550.00
left to share. Tamara assumed they would split it equally, but William thought
he should get more. After all, it was his scanner and computer, his home, and
he was puming in more hours.

What challenges are Facing William and Tamara? How can they solve their con-
flict? Use 2'l st Century Skills such as problem solving, decision making, critical
thinking, and effective communication to help them resolve their conflict. Write
an ending to the story and share it with your class.
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ICooperative
IrA cooperative is a business owned, controlled, and
roperated for the mutual benefit ofits members. The

members may be people lvho use the companv's serv-

ices, buy its goods, or work for it. For example, farm-
ers form cooperatives to sell crops and buy farming
equipment. Cooperatives often share their earnings

with the membership as dividends.
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Different T11pes

of CotVorahons

Not all cotporations are the same.

Theq differ in the warl therl are

taxed and in the amount of liabilrtr4

Protection.

y' C corporatiors are the most

common tqPe of corporation.

C corporatiors are taxed as an

entit\, which means as one

unit. lt b called a C corpora-

tion because its profits are

taxed separateLl from its owners

under subchapter C of the

lnternal kvenue Code.

y' Subchapter 5 corPorations are

not taxed. as an entitq. Their

income or loss is aPPlied to

each shareholder. and appears

on each shareholder s tax

return, under subchapter S of
the lnternal l\evenue Code.

y' A limited liabilitq compantl

(LLC) has simpler tox Procb-
dures and greater liablial pro-

tection than a C corporation.

It combines the liabilitLl benefits

of a corporation with the tax

benefits of a sole proprietorship

or partnership .

y' Nonprofit cot'porations oPerate

not to provide profrt for share-

holders but to serve the good of
societLl. Owners have limited

liabrlitrl and the corporation

receives special tax benefrts from
the government.

#ry"

Uoderstooding Uobility
A business usually carries debts such as loans that must be repaid and bilLs
for equipment or services. When a small business incurs debts, the type of
business ownership determines the tiabitity, or who is responsibie for paying
the debt. One of the most important factors an entrepreneur must consider
when starting a business is liability. Liability is the legal obtigation of an
owner to use personal money and possessions to pay business debt.

a Unlimited liabilify means that a business owner can be lega\ forced to
use personal money and possessions to pay the debts of the business.

t Limited liabilif means that a business owner cannot be legally forced to
use personal money and possessions to pay business debt.

Which tlpe of liability do you think has more risk for the business omer?

Corporation
In a corporation, the business is considered a tlpe ofperson or enfity under the

Most states require a corporation to have a board of directors-one or more per-
sons responsible for making decisions about how the business should be run.

Shareholders have limited liability, which means they cannot be legally forced to

use personal money and possessions to pay business debt. They risk only the
money they used to buy shares of stock. They can end their ownership by selling
their shares to someone else.

The primary disadvantage ofa corporation is that it is more difficult and expen-

sive to set up and maintain than other qpes ofbusinesses. Corporations are

lated by state laws, so they must follow very specific procedures for record-keep-
ing and tax-paying.

Iaw The business owners have limited liabil.iry There may be one or more owners]

called shareholders or stockholders. A share of stock is a unit ofownership in a '

corporation. Corporations sell shares to raise money to operate the business.

Every person who owns at least one share is an owner Some corporations pay a

dividend to shareholders, which is a portion of the corporationi profit.

nloney hriadne$$
You ovm 1,260 shares in Corporation X. Each share
worth $40.00. Your cousin owns 700 shares in
Corporation Y. Each of her shares is worth $55.00.
She offers to trade you her 700 shares in Corpora
Y for your 1,260 shares of Corporation X, and she

will pay you an additional $10,000.00 in cash.
Should you make the trade? Eint: Use multiplica

to calculate the total value of shares in each company. Add $10,000.00 to
value of the shares of Corporation Y, and then compare the amounts to
decide if the trade is a qood deal or not.
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Cateer Tips
AII businesses should be set up legally by a lawyer in
order to make sure that the rights of owners, partners,
investors, and customers are protected.
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It takes a lot
of money to stad a business

f]lurh r Most new
businesses are started with less

than $10,000.00. Most entrepre-
neurs are able to raise the
money from investors-incLud-
ing family and fiiends-and
from loans. They may even be
able to obtain govemment
grants.
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ole Proprietorship
sole proprietorship is a business that is owned by a single individual. The

er collects all profit from the business and has unlimited liabfity for its debt.

st small businesses operate as sole proprietorships

sole proprietorship is the simplest and least expensive option for business own-
ip. Business income and costs are reported on the owner's personal income

)n-
EI

return, which means Iess paperwork and easier tax accounting. The sole pro-
prietor is also the sole decision maker, with complete control over the manage-

ment of the business.

3a
at

However, he or she is also responsible for raising the money for setting up, operat-
and expanding the business. Also, with unlimited liability for any business

ts, the owner's personal money and possessions are at dsk if there is not
ugh money in the business to pay debts.

artnership
a partnership, at least fwo individuals share the

agement, profit, and liability for the business

re are two basic tfpes.

) In a general partnership, all partners have

unlimited liabiliry

I It a limited partnership, o\e general partner
has limited liability. The other partners are

investors only and have no say in how to run
the company on a day-to-day basis.

A general partnership is much like a sole propri-
etorship. The primary advantage is that a general

Partnership has at least two people contributing to
its success, rather than just one. Of course, the

s,

hiP

As

,On-

tum- unlimited Liability is shared by all owners, as well,
so all are at risk oflosing personal money and possessions to pay business debts.

Other disadvantages include the possibility ofconflict between the orvners about
how the business should be run, the fact that profits are shared among all owners,
and that each partner is equally responsible for the business-related actions of all
the others.

What are some benefits and
drawbacks of organizing a

business as a partnersh ip?
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a Tech Eonnect
Increasingly, people and businesses buy and sell goods

ontine. This is called e-commerce. An e-commerce Web
site can be a stand-alone business or the Web-based
counterpart of a traditional storefront business. Starting
and mnning an e-commerce Web site may be less expen-

sive than starting a traditional bricks-and-mortar business. There is no rent
to pay for store space and the business can be run using fewer employees.
0ften, the business owner does not even have to store the goods, because
they can be shipped directly from a warehouse or manufacturer to the cus-
tomer.

An e-commerce business must rent space on the Web ftom a Web host-a
business that stores the Web site information on its server computers. It
also needs a commerce server, which is a computer that runs commelce-
based applications, such as credit card processing and inventory manage-
ment, and security programs to protect its customers' financial and person-

al information. 0ther expenses include marketing ard promotions in order
to attract customers to the site.

Identify a business that has a tnditionat storefront and a Web site. Make a

List of at Least five criteria you can use to rate the shopping experience at
each, such as ease-of-use, conveni.ence, number of products, sales assis-
tance, return poLiry and visual appeal. Use a table in a word processing
program or a spreadsheet to compare the features of the two.

ldentifying Types of Business Ownership
Not only are there different tl?es ofbusinesses, but

there are different q?es ofbusiness ownerships as well
Most ofthe differences are based on liabiliry taxes,

who controls the business, and v'ho shares its prof'
its. There are also legal restrictions and require-

ments associated with some t,?es of ownership,
particularly the corporation.

Each qpe ofbusiness ownershiP

has benefits and draw,back. As

an entrepreneuL you are resPon-

sible for selecting the qpe of
business omership that gives

t

your business the best oppo

?
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cial Types of Businesses
businesses dont really fall into aly of the four basic qpes. The two most

n are farming arrd mining

Farrning is a special tl?e of business. Sometimes it is similar to manufacturing.
For example, the farm might produce agricultural products that are used to

create new products, as when grain is used to make bread, Sometimes it is a

combination ofmanufacturing and retailing. For example, the farm might
grow produce-fruits and vegetables-and sell it directly to the consumer at a

farm stand.

Mirirg is another special tlpe ofbusiness. Often referred to as at extraction

business, niDing lakes resources from the environment and converts them into
a form that can be sold to manufacturers, Examples of extraction businesses

are copper mining, oil drilling, and converting sea salt to table salt.

or-Profit or Nonprofit?
t companies are in business to make a profit. A profit is earnings greater than

businesss expenses, or the money Ieft over after all the bills are paid. For a for-
fit company, the main goal is to make a profit. Many entrepreneurs start busi-

that are not initially profitable but work hard to ensure profitability. An
trepreneur whose company makes a profit decides how to use the money. He or

can spend it to improve or grow the business, save it, inyest it, donate it to
y causes, or any combination of these options

companies, called nonprofit organizations, are not in business to make a

They operate solely to serve the good ofsociery For example, the American
r Society is a nonprofit organization that is in business to raise money for

cer research and education

nprofits earn money through donations, government grants, or the sale of
ds and services. AJthough they operate much like for-profit businesses, by Iaw

earnings must be used to support the organizations social mission. Earnings
ot be used for the financial gain of the people running the nonprofit

reneurs who start nonprofit or8anizations do so for reasons other than the
ce to build personal wealth and financial independence.
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What factors influence the
job outlook for an industrial
produdion manager?

Career Profile:
Industr ial Pro duction Manager

Job Summary

An industrial production manager is responsibie for managing and coordinat-
ing all of the people and equipment involved in the manufacturing process.

That means he or she plans and directs all the steps required to produce man-
ufuctured goods. An industrial production manager must meet output and
quaLity goais, manage a budget, maintain or improve efficiency, and supervise'

employees

IndustriaL production managers work in the fac-

tory where they oversee the production process,

and in offices where they tend to their admini
trative responsibilities. Most have a college
degree in business adrninistration, management,
industrial technolo gy, or industrial engineerirg.
Some benefit from graduate degrees in ind
management or business administration.

Use the Intemet, a library, or career center to
research the responsibilities, education and
training requirements, and salary range of an
industrial production manage!. Investigate
entrepreneurial opportunities that might be

available to someone interested in industrial
production. Write a paragraph explaining why

becoming an entrepreneur might be a positive career choice for someone

irterested in manufacturing.
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etailing Businesses

retailing busirress, or retailer, buys goods, often
wholesalers, and sells them directly to con-

ers. Retailing businesses are stores, shops, and

tiques. They sell groceries, clothing, shoes,

Id goods, computers, DVDS, sporting
s, cosmetics, jewelry, and thousands ofother
umer items

ing businesses include traditional stores that
le visit in person and online stores that sell
the Internet. Some retailers also sell through
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talogs. In most states, retailers must haye a spe-

I
permit, called a reseller's permit, to purchase

ods tax-free from wholesalers and collect sales

from the end buyers.

caf A business that is either a wholesale or retaii business
is commonty refered to as a trad,e business.

Service Businesses
A service business proyides services to customers for a fee. Service businesses
provide a wide variety of professional, technical, and everyday seryices that people
need and want. Examples include engineering, legal, medical, accounting, garbage

pick-up, package delivery, dry cleaning, auto repair, ba\sitting, pet sitting, music
lessons, tutoring, house cleaning, and landscaping.

Most states and some local governments have licensing requirements for people
who provide particular services. This appLies to professionals such as doctors,
dentists, engineers, and lawyers, as well as to other tlpes of service providers, such

as hairstylists, dog walkers, automobile mechanics, athletic trainers, and daycare

Providers. In addition, some states require sewice businesses selling taxable serv-
ices to have a permit to collect sales tax from their customers.
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lf you were going to open a

retail business, what goods
would you want to sell?

A mon-hour is o meosuremenl unil
equol to the omount of work one
employee performs in one hour,

Businesses use mon-hours to
estimote when o project will be

finished, bosed on lhe number of
employees working. The formulo is

simple: Divide lhe number of mon-
hours by the number of employees,
then colculote the tjme to comple-
tion. For exomple, if you know il
tokes 120 mon-hours lo reploce o

roof on o house, ond you hove four
people working for '10 hours o doy,

you con estimote the proiect's

completion os follows:

120-4=30
30+10=3

It will loke four people working l0
hours o doy three doys to reploce

the roof.

How long will il loke if you hove six
people working for '10 hours o doy?

ocal Frcsb Organic

ade Cakes
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