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True/False Questions

Easy Questions

1. People who assume the risk of business ownership with a primary goal of growth and expansion are called entrepreneurs.

Answer: True

Level: Easy

Page 79

Reference: Learning Objective 2 / Entrepreneurship

2. Most successful entrepreneurs have a strong desire to be their own bosses.

Answer: True

Level: Easy

Page 79

Reference: Learning Objective 2 / Entrepreneurship

3. Business incubators are facilities that successful, established businesses purchase in an attempt to diversify their product offerings.

Answer: False

Level: Easy

Page 79

Reference: Learning Objective 3 / Financing the Small Business

4. In a franchise, the franchisee is the seller or parent company.

Answer: False

Level: Easy

Page 82

Reference: Learning Objective 3 / Starting the Small Business

5. A sole proprietorship is a business owned by one person.

Answer: True

Level: Easy

Page 90

Reference: Learning Objective 5 / Sole Proprietorships

6. The most common form of business organization is the corporation.

Answer: False

Level: Easy

Page 92

Reference: Learning Objective 5 / Sole Proprietorships

7. Startup costs and double taxation are disadvantages of the corporate form of ownership.

Answer: True

Level: Easy

Page 92

Reference: Learning Objective 6 / The Corporate Entity

8. A limited liability corporation is a hybrid of a publicly held corporation and a partnership in which owners are taxed as partners but enjoy the benefits of limited liability.

Answer: True

Level: Easy

Page 93

Reference: Learning Objective 6 / Types of Corporations

9. A merger occurs when a corporation sells one or more of its business units.

Answer: False

Level: Easy

Page 96

Reference: Learning Objective 7 / Special Issues in Corporate Ownership

True/False Questions

Moderate Questions

10. By definition, a small business cannot be part of a larger business.

Answer: True

Level: Moderate

Page 75

Reference: Learning Objective 1 / What Is a “Small” Business?

Rationale: According to the U.S. Department of Commerce, a business is “small” if it has fewer than 500 employees; the U.S. SBA regards some companies with as many as 1,500 employees as small as long as the company has relatively low annual revenues. Because strict numerical terms sometimes lead to contradictory classifications, the text considers a small business to be one that is independent (that is, not part of a larger business) and that has relatively little influence in its market.

11. Most U.S. workers are employed by a large business.

Answer: False

Level: Moderate

Page 75

Reference: Learning Objective 1 / The Importance of Small Business in the U.S. Economy

Rationale: Most U.S. businesses employ fewer than 100 people, and most U.S. workers are employed by small firms. The majority of all businesses employ 10 or fewer people.

12. History has shown that major innovations are more than likely to come from large corporations.

Answer: False

Level: Moderate

Page 76

Reference: Learning Objective 1 / The Importance of Small Business in the U.S. Economy

Rationale: Most major innovations come from small businesses.

13. Most of the products made by big manufacturers are sold to consumers by large corporations.

Answer: False

Level: Moderate

Page 76

Reference: Learning Objective 1 / The Importance of Small Business in the U.S. Economy

Rationale: Most car dealerships are small businesses. Most large online retailers actually outsource the creation of their web sites and the distribution of their products to other firms, mostly small firms. Small businesses also provide data storage services and even raw materials for large businesses. Small businesses provide big businesses with many of their services and raw materials.

14. Most small businesses are involved in manufacturing.

Answer: False

Level: Moderate

Page 76

Reference: Learning Objective 1 / Popular Areas of Small Business Enterprise

Rationale: More than any other industry, manufacturing lends itself to big business, but this does not mean that no small businesses do well in manufacturing; rather, about 4 percent of firms with fewer than 20 employees are involved in manufacturing.

15. Companies develop a cash budget to predict sales revenues.

Answer: False

Level: Moderate

Page 81

Reference: Learning Objective 3 / Crafting a Business Plan

Rationale: The cash budget shows how much money you need before you open for business and how much you need to keep the business going before it starts earning a profit.

16. The preparation and use of a business plan is a relatively new idea.

Answer: False

Level: Moderate

Page 81

Reference: Learning Objective 3 / Crafting a Business Plan

Rationale: The preparation and use of a business plan is not a new idea; however, the use of specialized plans is a new idea.

17. Most experts recommend starting a business from scratch rather than buying an existing business.

Answer: False

Level: Moderate

Page 81

Reference: Learning Objective 3 / Starting the Small Business

Rationale: Most experts recommend buying an existing business because the odds of success are better.

18. Franchises are less likely to fail than new businesses.

Answer: True

Level: Moderate

Page 82

Reference: Learning Objective 3 / Starting the Small Business

Rationale: The franchisee does not have to build a business step-by-step, and because each franchise outlet is probably a carbon copy of every other outlet, failure is less likely.

19. Franchisees may be obligated to contribute a percentage of sales to parent corporations.

Answer: True

Level: Moderate

Page 82

Reference: Learning Objective 3 / Starting the Small Business

Rationale: The obligation to contribute a percentage of sales is a disadvantage from the franchisee’s perspective; many firms—such as Starbucks—choose not to franchise in order to retain more control over quality and earn more profits themselves.

20. The startup costs of a franchise are usually very low.

Answer: False

Level: Moderate

Page 82

Reference: Learning Objective 3 / Starting the Small Business

Rationale: Startup costs of a franchise are usually high; for example, it can cost between $650,000 and $750,000 to start a McDonald’s.

21. Lending institutions are more likely to help finance the purchase of an existing business rather than the startup of a business from scratch.

Answer: True

Level: Moderate

Page 82

Reference: Learning Objective 3 / Financing the Small Business

Rationale: This is the case because the risks are typically better understood for an existing business.

22. Loans are the most important source of money for a new business.

Answer: False

Level: Moderate

Page 83

Reference: Learning Objective 3 / Financing the Small Business

Rationale: Personal resources are the most important source of money for a new business.

23. Venture capital firms provide capital to small business in return for partial ownership.

Answer: True

Level: Moderate

Page 83

Reference: Learning Objective 3 / Financing the Small Business

Rationale: Most venture capital companies do not lend money; they invest it in return for partial ownership or representation on boards of directors.

24. Small business investment companies (SBICs) invest in companies with the potential for rapid growth.

Answer: True

Level: Moderate

Page 83

Reference: Learning Objective 3 / Financing the Small Business

Rationale: Further, they are federally licensed to borrow money from the SBA and to invest it in or lend it to small businesses, and they are themselves investments for their shareholders.

25. One growing trend has been that new businesses are started by people who have left big corporations and who want to put their experience to work.

Answer: True

Level: Moderate

Page 85

Reference: Learning Objective 4 / Trends in Small Business Start-Ups

Rationale: More and more businesses have been started by people who have left big corporations.

26. One of the most significant recent trend in small business startups is the rapid emergence of electronic commerce.

Answer: True

Level: Moderate

Page 85

Reference: Learning Objective 4 / Trends in Small Business Start-Ups

Rationale: Because the Internet provides fundamentally new ways of doing business, savvy entrepreneurs have created and expanded new businesses faster and easier than ever before.

27. The number of small businesses being started by minorities and women is declining.

Answer: False

Level: Moderate

Page 86

Reference: Learning Objective 4 / Trends in Small Business Start-Ups

Rationale: Minority-owned businesses—including those owned by African-Americans, Asians, Hispanics, Pacific Islanders, and women—have increased dramatically in the past several years.

28. The failure rate among small businesses has been increasing in recent years.

Answer: False

Level: Moderate

Page 87

Reference: Learning Objective 4 / Trends in Small Business Start-Ups

Rationale: The failure rate for small businesses has been decreasing in recent years.

29. Neglect is a major factor that contributes to small business failure.

Answer: True

Level: Moderate

Page 87

Reference: Learning Objective 4 / Reasons for Failure

Rationale: Other factors include managerial incompetence, inexperience, weak control systems, and insufficient capital.

30. Although a sole proprietorship is usually small, it may be as large as a steel mill or a department store.

Answer: True

Level: Moderate

Page 90

Reference: Learning Objective 5 / Sole Proprietorships

Rationale: Sole proprietorships can vary widely in size; a sole proprietorship is merely defined as a business owned and operated by one person. 

31. Limited liability is a major advantage of sole proprietorships.

Answer: False

Level: Moderate

Page 90

Reference: Learning Objective 5 / Sole Proprietorships

Rationale: Unlimited liability is a major drawback of sole proprietorships.

32. The most common type of partnership is the limited partnership.

Answer: False

Level: Moderate

Page 91

Reference: Learning Objective 5 / Partnerships

Rationale: The most common type of partnership is the general partnership, which is a sole proprietorship multiplied by the number of partner-owners.

33. The most striking advantage of general partnerships is their ability to grow with the addition of new talent and money.

Answer: True

Level: Moderate

Page 91

Reference: Learning Objective 5 / Partnerships

Rationale: Because banks prefer to make loans to enterprises that are not dependent on single individuals, partnerships find it easier to borrow than sole proprietorships.

34. Partnerships are legally required to file a copy of their partnership agreement with the court within one year of formation.

Answer: False

Level: Moderate

Page 91

Reference: Learning Objective 5 / Partnerships

Rationale: No laws require partners to file agreements with any government agency.

35. By law, each general partner is liable for all debts incurred in the name of the partnership.

Answer: True

Level: Moderate

Page 91

Reference: Learning Objective 5 / Partnerships

Rationale: Each general partner can be “seen” as a sole proprietor in terms of taxation and the repaying of debt.

36. Corporations account for roughly 90 percent of all businesses but only 20 percent of all sales revenues.

Answer: False

Level: Moderate

Page 92

Reference: Learning Objective 6 / Corporations

Rationale: Corporations account for 19 percent of all U.S. businesses but generate about 90 percent of all sales revenues.

37. The biggest advantage of the corporate form of business ownership is limited liability.

Answer: True

Level: Moderate

Page 93

Reference: Learning Objective 6 / The Corporate Entity

Rationale: Investor liability is limited to personal investment in the corporation.

38. The biggest advantage facing owners of corporations is unlimited liability.

Answer: False

Level: Moderate

Page 93

Reference: Learning Objective 6 / The Corporate Entity

Rationale: The biggest advantage of regular corporations is limited liability; investor liability is limited to personal investment in the firm.

39. A disadvantage of the corporate form of business ownership is lack of continuity.

Answer: False

Level: Moderate

Page 93

Reference: Learning Objective 6 / The Corporate Entity

Rationale: Unlike with the sole proprietorship and the partnership, the life of a corporation is endless.

40. An S-corporation has stock that is widely held and available for sale to the general public.

Answer: False

Level: Moderate

Page 94

Reference: Learning Objective 6 / Types of Corporations

Rationale: An S-corporation is a hybrid of a closely held corporation and a partnership. It is organized and operates like a corporation, but it is treated like a partnership for tax purposes.

41. The board of directors of a corporation report to the officers of the corporation.

Answer: False

Level: Moderate

Page 95

Reference: Learning Objective 7 / Managing a Corporation

Rationale: The officers of the corporation report to the board of directors; the board of directors is elected by stockholders.

True/False Questions

Difficult Questions

42. The SBA may consider a business with 1,500 employees to be small, as long as it has low annual revenues.

Answer: True

Level: Difficult

Page 74

Reference: Learning Objective 1 / What Is a “Small” Business?

Rationale: The U.S. Small Business Administration (SBA), a government agency that assists small businesses, regards some companies with as many as 1,500 employees as small, but only if the business has relatively low annual revenues. 

43. A cash budget shows how much money will be needed once the business starts to earn a profit.

Answer: False

Level: Difficult

Page 81

Reference: Learning Objective 3 / Crafting a Business Plan

Rationale: A cash budget shows how much money you need before you open for business and how much you need to keep the business going before it starts earning a profit.

44. A good rule of thumb for individuals starting a new business is to not rely on personal resources.

Answer: False

Level: Difficult

Page 83

Reference: Learning Objective 3 / Financing the Small Business

Rationale: The most common funding source for new business start-ups is personal resources. 

45. Most venture capital companies do not lend money.

Answer: True

Level: Difficult

Page 83

Reference: Learning Objective 3 / Financing the Small Business

Rationale: Venture capital companies invest money in exchange for partial ownership or representation on the board of directors.

46. Venture capital and loans are becoming easier to get.

Answer: True

Level: Difficult

Page 83

Reference: Learning Objective 3 / Financing the Small Business

Rationale: Spurred in large part by the boom in Internet businesses, both venture capital and loans are becoming easier to get. Most small businesses report that it has generally gotten easier to obtain loans in the last few years.

47. African-American businesses have grown at a faster rate than Hispanic-owned businesses.

Answer: False

Level: Difficult

Page 90

Reference: Learning Objective 4 / Trends in Small-Business Start-Ups

Rationale: African-American-owned businesses have grown at a rate of about 48 percent during the most recent five-year period for which data were available, whereas Hispanic-owned businesses have grown at the even faster rate of 75 percent.

48. Sole proprietors can treat sales revenues and operating expenses as part of their personal finances, paying taxes based on their personal tax rate.

Answer: True

Level: Difficult

Page 90

Reference: Learning Objective 5 / Sole Proprietorships

Rationale: Proprietors can cut taxes by deducting business losses from income earned from personal sources other than the business.

49. A general partnership is legally limited to 10 partner-owners.

Answer: False

Level: Difficult

Page 90

Reference: Learning Objective 5 / Partnerships

Rationale: There is no legal limit to the number of parties, but the average is slightly under 10.

50. The Internal Revenue Service taxes partners as individuals.

Answer: True

Level: Difficult

Page 90

Reference: Learning Objective 5 / Partnerships

Rationale: Because partnerships have no legal standing, the IRS taxes partners as individuals.

Multiple Choice Questions

Easy Questions

51. A _____ is independent and does not dominate its market.

a. corporation

b. sole proprietorship

c. small business

d. partnership

Answer: c

Level: Easy

Page 74

Reference: Learning Objective 1 / What Is a “Small” Business?

52. Entrepreneurs have more than one goal for starting a business and becoming self-employed. Which of the following reasons is NOT mentioned in the text?

a. to seek independence (be your own boss)

b. to earn a comfortable living for a period of time

c. to grow and expand a current business

d. to meet community or social obligations

Answer: d

Level: Easy

Page 79

Reference: Learning Objective 2 / Entrepreneurship

53. _____ are people who assume the risk of business ownership.

a. Sole proprietors

b. General partners

c. Directors

d. Entrepreneurs

Answer: d

Level: Easy

Page 79

Reference: Learning Objective 2 / Entrepreneurship

54. When starting a small business, the entrepreneur must _____.

a. commit to make the business successful

b. choose an industry and market with potential

c. match business trends and conditions with his/her abilities and interest

d. all of the above

Answer: d

Level: Easy

Page 80

Reference: Learning Objective 2 / Entrepreneurship

55. In a franchise agreement, the franchisee is _____.

a. the parent company

b. the local owner

c. the supplier

d. any of a number of customers

Answer: b

Level: Easy

Page 82

Reference: Learning Objective 3 / Starting the Small Business

56. In a franchise agreement, the franchiser is ______.

a. the parent company

b. the local owner

c. the supplier

d. any of a number of customers

Answer: a

Level: Easy

Page 82

Reference: Learning Objective 3 / Starting the Small Business

57. Franchising is _____.

a. on the increase in the United States

b. declining in the United States

c. being replaced by contract manufacturing in the United States

d. not a significant part of the retail sector

Answer: a

Level: Easy

Page 82

Reference: Learning Objective 3 / Starting the Small Business

58. Which of the following was started from scratch?

a. Dell Computer

b. Wal-Mart

c. Microsoft

d. all of the above

Answer: d

Level: Easy

Page 83

Reference: Learning Objective 3 / Starting the Small Business

59. What is the most important source of money for new-business start-ups?

a. banks

b. the SBA

c. personal resources

d. grants

Answer: c

Level: Easy

Page 83

Reference: Learning Objective 3 / Financing the Small Business

60. In most cases, venture capitalists _____.

a. provide money to start new businesses

b. lend money to profitable businesses at a set rate

c. supply capital in return for partial ownership

d. don’t provide funds to fuel expansion 

Answer: c

Level: Easy

Page 83

Reference: Learning Objective 3 / Financing the Small Business

61. SCORE members are _____.

a. retired executives

b. venture capitalists

c. paid by the SBA

d. commercial lenders

Answer: a

Level: Easy

Page 84

Reference: Learning Objective 3 / Financing the Small Business

62. Which of the following represents the fastest-growing segment of business ownership?

a. African-Americans

b. Asians

c. Hispanics

d. Pacific Islanders

Answer: c

Level: Easy

Page 86

Reference: Learning Objective 4 / Trends in Small-Business Start-Ups

63. Which of the following represents the most businesses in the United States?

a. sole proprietorships

b. partnerships

c. cooperatives

d. corporations

Answer: a

Level: Easy

Page 90

Reference: Learning Objective 5 / Sole Proprietorships

64. A master partner retains at least _____ ownership and runs the business.

a. 10 percent

b. 25 percent

c. 50 percent

d. 90 percent

Answer: c

Level: Easy

Page 90

Reference: Learning Objective 5 / Partnerships

65. A(n) _____ invests money in a partnership but is liable only to the extent of his/her investment.

a. agent

b. general partner

c. limited partner

d. officer

Answer: c

Level: Easy

Page 90

Reference: Learning Objective 5 / Partnerships

66. In what business sector are cooperatives still important?

a. manufacturing

b. automotive

c. public utilities

d. agriculture

Answer: d

Level: Easy

Page 90

Reference: Learning Objective 5 / Cooperatives

67. Which form of ownership generates the most sales in the United States?

a. sole proprietorship

b. partnership

c. cooperative

d. corporation

Answer: d

Level: Easy

Page 91

Reference: Learning Objective 6 / Corporations

68. What is the most common form of U.S. corporation?

a. public corporation

b. private corporation

c. S corporation

d. multinational corporation

Answer: b

Level: Easy

Page 92

Reference: Learning Objective 6 / Types of Corporations

69. Corporate officers are _____.

a. top managers

b. members of the board

c. non-voting stockholders

d. none of the above

Answer: a

Level: Easy

Page 95

Reference: Learning Objective 7 / Managing a Corporation

70. The owners of a corporation are the _____.

a. board of directors

b. officers

c. stockholders

d. top managers

Answer: c

Level: Easy

Page 95

Reference: Learning Objective 7 / Managing a Corporation

71. Corporations sell shares in the business called _____.

a. bonds

b. treasury securities

c. stock

d. dividends

Answer: c

Level: Easy

Page 95

Reference: Learning Objective 7 / Managing a Corporation

72. Company A purchased Company B. This is a _____.

a. merger

b. spin-off

c. divestiture

d. acquisition

Answer: d

Level: Easy

Page 96

Reference: Learning Objective 7 / Special Issues in Corporate Ownership

73. Company A sold its pet food division to Ralston-Purina so that it could focus on its core businesses. This must be a _____.

a. spin-off

b. divestiture

c. strategic alliance

d. merger

Answer: b

Level: Easy

Page 96

Reference: Learning Objective 7 / Special Issues in Corporate Ownership

Multiple Choice Questions

Moderate Questions

74. A locally owned and operated restaurant is typically a(n) _____.

a. monopoly

b. oligopoly

c. small business

d. corporation

Answer: c

Level: Moderate

Page 74

Reference: Learning Objective 1 / What Is a “Small” Business?

Rationale: For example, locally owned restaurants, dry cleaners, and hair salons are obviously small businesses, whereas corporations such as Dell, Starbucks, and Best Buy are big businesses.

75. The U.S. Department of Commerce considers a business “small” if it has fewer than how many employees?

a. 10

b. 50

c. 100

d. 500

Answer: d

Level: Moderate

Page 74

Reference: Learning Objective 1 / What Is a “Small” Business?

Rationale: On the other hand, the SBA regards some companies with as many as 1,500 employees as small, but only if the business has relatively low annual revenues.

76. The SBA bases its definition of small business on _____.

a. number of suppliers

b. total annual sales 

c. number of employees

d. B and C

Answer: d

Level: Moderate

Page 74

Reference: Learning Objective 1 / What Is a “Small” Business?

Rationale: For instance, the SBA still considers a business with 1,500 employees to be small as long as the business has low annual revenues.

77. Most of the products made by big manufacturers are sold to consumers by _____.

a. large retailers

b. large wholesalers

c. small businesses

d. middlemen

Answer: c

Level: Moderate

Page 76

Reference: Learning Objective 1 / The Important of Small Business in the U.S. Economy

Rationale: This illustrates the importance of small business to the success of big business in the United States.

78. According to the text, which of the following is NOT identified as a major small business industry group?

a. services

b. retailing

c. wholesaling

d. electronics

Answer: d

Level: Moderate

Page 77

Reference: Learning Objective 1 / Popular Areas of Small Business Enterprise

Rationale: Popular areas of small business include services, retailing, construction, wholesaling, finance and insurance, manufacturing, and transportation.

79. Which of the following industry groups is the fastest growing segment of small business enterprise?

a. manufacturing

b. wholesaling

c. services

d. retailing

Answer: c

Level: Moderate

Page 77

Reference: Learning Objective 1 / Popular Areas of Small Business Enterprise

Rationale: Services is the fastest growing segment probably because services require few resources.

80. Which of the following type of store is favored by small-business retailers? 

a. superstore

b. catalog showroom

c. specialty shop

d. department store

Answer: c

Level: Moderate

Page 77

Reference: Learning Objective 1 / Popular Areas of Small Business Enterprise

Rationale: Usually, people who start small retail businesses favor specialty shops that let them focus limited resources on narrow market segments.
81. Which of the following forms of businesses buy products from manufacturers or other producers and then sell them to retailers?

a. retailers

b. wholesalers

c. agriculture stores

d. service firms

Answer: b

Level: Moderate

Page 77

Reference: Learning Objective 1 / Popular Areas of Small Business Enterprise

Rationale: In addition, wholesalers often purchase goods in bulk and store them in quantities at locations convenient for retailers.

82. More than any other industry group, _____ lends itself to big business.

a. retailing

b. wholesaling

c. agriculture

d. manufacturing

Answer: d

Level: Moderate

Page 77

Reference: Learning Objective 1 / Popular Areas of Small Business Enterprise

Rationale: However, this does not mean that no small business do well in manufacturing; rather, about 4 percent of firms with fewer than 20 employees are involved in manufacturing. Indeed, small manufacturers sometimes outperform big ones in such innovation-driven industries as electronics, toys, and computer software.

83. In a(n) _____, an entrepreneur summarizes business strategy for a new venture and shows how it will be implemented.

a. venture capital plan

b. business plan

c. franchise agreement

d. master limited partnership

Answer: b

Level: Moderate

Page 80

Reference: Learning Objective 3 / Crafting a Business Plan

Rationale: A benefit of a business plan is the fact that in the act of preparing it, the would-be entrepreneur must develop the business idea on paper and firm up his or her thinking about how to launch it before investing time and money in it.

84. Which of the following is NOT a typical part of a business plan?

a. general description of the business concept

b. a sales forecast

c. a financial plan

d. terms for credit purchases

Answer: d

Level: Moderate

Page 81

Reference: Learning Objective 3 / Crafting a Business Plan

Rationale: Terms for credit purchases are established by lending institutions. 

85. New businesses need a(n) _____ to estimate the required size of a plant, store, or office, to decide how much inventory to carry, and to determine how many employees to hire.

a. sales forecast

b. financial plan

c. objective

d. cash budget

Answer: a

Level: Moderate

Page 81

Reference: Learning Objective 3 / Crafting a Business Plan

Rationale: In addition, a sales forecast helps the entrepreneur demonstrate an understanding of the current market, the strengths and weaknesses of existing firms, and the means by which the new venture will compete.

86. As a small-business ownership option, small business consultants often recommend _____ because the odds of success are better.

a. external financing

b. starting the business from scratch

c. buying an existing business

d. investing overseas

Answer: c

Level: Moderate

Page 81

Reference: Learning Objective 3 / Starting the Small Business

Rationale: If the business is successful, an existing business has already proven its ability to attract customers and generate profit.

87. According to the text, which of the following are reasons for buying an existing business rather than starting a new one from scratch?

a. better odds of success

b. proven ability to draw customers

c. established track record

d. all of the above

Answer: d

Level: Moderate

Page 81

Reference: Learning Objective 3 / Starting the Small Business

Rationale: Also note that buying an existing business has disadvantages, such as a negative connotation that potential customers in the immediate area may carry with them as a result of a bad previous experience at that business.

88. McDonald’s, Blockbuster, and Subway are examples of _____.

a. government entities

b. university sponsored businesses

c. franchises

d. networking businesses

Answer: c

Level: Moderate

Page 81

Reference: Learning Objective 3 / Starting the Small Business

Rationale: All of these businesses represent an agreement between a franchisee and a franchiser.

89. An arrangement that permits the buyer to sell the product of the seller, or parent company, is called a(n) _____.

a. wholesaling business

b. franchise

c. government entity

d. none of the above

Answer: b

Level: Moderate

Page 82

Reference: Learning Objective 3 / Starting the Small Business 

Rationale: A franchise is an agreement between a franchisee (local owner) and the franchiser (parent company).

90. Which of the following is the most significant disadvantage of franchising?

a. high startup costs

b. increased chance of failure

c. difficulty in obtaining financing

d. lengthy contracts

Answer: a

Level: Moderate

Page 82

Reference: Learning Objective 3 / Starting the Small Business

Rationale: Franchise prices vary widely; the fee for a Fantastic Sam’s hair salon is $30,000 yet the startup fee for a McDonald’s costs between $650,000 to $750,000.

91. Which of the following sources of funds is more likely to be used to help with the purchase of an existing business?

a. venture capitalists 

b. capital markets

c. money markets

d. lending institutions

Answer: d

Level: Moderate

Page 83

Reference: Learning Objective 3 / Financing the Small Business

Rationale: However, the most common source of funds is personal resources, including resources of family and friends. 

92. Which of the following sources of funding is most commonly used to start a new business? 

a. bond markets

b. stock markets

c. capital markets

d. personal resources

Answer: d

Level: Moderate

Page 83

Reference: Learning Objective 3 / Financing the Small Business

Rationale: Individuals starting up new businesses usually rely on personal resources more than on any other resource.

93. Which of the following are groups of small investors seeking to make profits on companies with rapid growth potential?

a. banks

b. venture capital companies

c. equity managers

d. government securities dealers

Answer: b

Level: Moderate

Page 83

Reference: Learning Objective 3 / Financing the Small Business

Rationale: Most venture capital companies do not lend money; instead, they supply capital in return for partial ownership or representation on boards of directors.

94. Which of the following are federally licensed to borrow money from the SBA to invest in or lend to small businesses?

a. SEC

b. SBICs

c. USDA

d. UNESCO

Answer: b

Level: Moderate

Page 83

Reference: Learning Objective 3 / Financing the Small Business

Rationale: In addition, SBICs are themselves investments for their shareholders. 

95. Which of the following specializes in financing businesses that are owned and operated by minorities?

a. MESBICs

b. UNESCO

c. UNSCOMs

d. SEC

Answer: a

Level: Moderate

Page 83

Reference: Learning Objective 3 / Financing the Small Business

Rationale: MESBICs are minority enterprise small-business investment companies that target minority-owned businesses.

96. An SBA-sponsored program in which a small business can borrow from a commercial lender is known as a(n) _____. .

a. SNDC program

b. guaranteed loan program

c. local development company program

d. advisory programs

Answer: b

Level: Moderate

Page 84

Reference: Learning Objective 3 / Financing the Small Business

Rationale: Further, the SBA guarantees to repay 75 to 85 percent of the loan up to $750,000.

97. Under the _____, the SBA and the bank each put up a share of the money to finance the small business.

a. guaranteed loans program

b. local development companies program

c. immediate participation loans program

d. long-term progressive loan program

Answer: c

Level: Moderate

Page 84

Reference: Learning Objective 3 / Financing the Small Business

Rationale: Eligible firms must be unable to get private financing at reasonable terms.

98. Which of the following is the most significant recent trend in new-business startups? 

a. entrepreneurs who cross over from big business

b. increased opportunities for minorities

c. increased opportunities for women 

d. emergence of e-commerce

Answer: d

Level: Moderate

Page 85

Reference: Learning Objective 4 / Trends in Small-Business Start-Ups

Rationale: Because the Internet provides fundamentally new ways of doing business, entrepreneurs have created and expanded new businesses faster than ever before.

99. Which of the following are recent trends in small business startups?

a. entrepreneurs who cross over from big business

b. increased opportunities for minorities

c. increased opportunities for women

d. all of the above

Answer: d

Level: Moderate

Page 85

Reference: Learning Objective 4 / Trends in Small-Business Start-Ups

Rationale: In addition, two more trends include new opportunities in global enterprise and the emergence of e-commerce.

100. According to SBA estimates, roughly _____ of all new businesses can expect to survive for six years.

a. 10 percent

b. 20 percent

c. 40 percent

d. 60 percent

Answer: c

Level: Moderate

Page 87

Reference: Learning Objective 4 / Trends in Small-Business Start-Ups

Rationale: During the 1960s and 1970s, less than half of all new start-ups survived more than 18 months. In the 1980s, over 77 percent of start-ups remained in operation at least three years. Now, businesses have a better chance than before.

101. About what percent of all new businesses will not last six years?

a. 10 percent

b. 30 percent

c. 60 percent

d. 75 percent

Answer: c

Level: Moderate

Page 87

Reference: Learning Objective 4 / Trends in Small-Business Start-Ups

Rationale: According to SBA estimates, 40 percent of all new businesses can expect to survive at least six years.

102. Which of the following factors contribute to small business failure?

a. managerial incompetence or inexperience

b. neglect

c. weak control systems

d. any of the above

Answer: d

Level: Moderate

Page 87

Reference: Learning Objective 4 / Reasons for Failure

Rationale: In addition, insufficient capital is another marked reason for failure.

103. Which of the following is not a common cause of business failure?

a. managerial incompetence and inexperience

b. neglect

c. employee theft or sabotage

d. insufficient capital

Answer: c

Level: Moderate

Page 87

Reference: Learning Objective 4 / Reasons for Failure

Rationale: Although no set pattern has been established, four general factors contribute to failure: managerial incompetence or inexperience, neglect, weak control systems, and insufficient capital.

104. According to authors of your textbook, a new business should have enough capital to operate at least how many months without earning a profit?

a. 1

b. 2

c. 4

d. 6

Answer: d

Level: Moderate

Page 87

Reference: Learning Objective 4 / Reasons for Failure

Rationale: In addition, some experts recommend having enough capital to last one year.

105. Which of the following factors is NOT typically cited as a reason for small business success?

a. hard work, drive, and dedication

b. market demand for products or services provided

c. managerial competence

d. appropriate control systems

Answer: d

Level: Moderate

Page 88

Reference: Learning Objective 4 / Reasons for Success

Rationale: Luck is also cited as a reason for success; however, control systems are not cited as a reason for success.

106. Which of the following legal forms of business is owned and usually operated by one person who is responsible for its debts?

a. corporation

b. general partnership

c. sole proprietorship

d. cartel

Answer: c

Level: Moderate

Page 90

Reference: Learning Objective 5 / Sole Proprietorships

Rationale: About 73 percent of all businesses are sole proprietorships; however, they account for only about 5 percent of total business revenues.

107. The most important benefit of sole proprietorships is _____.

a. failure

b. freedom

c. lack of privacy

d. no liability

Answer: b

Level: Moderate

Page 90

Reference: Learning Objective 5 / Sole Proprietorships

Rationale: Because they own their businesses, sole proprietors answer to no one but themselves.

108. A major drawback of sole proprietorships is _____.

a. limited liability

b. flexibility

c. low startup costs

d. unlimited liability

Answer: d

Level: Moderate

Page 90

Reference: Learning Objective 5 / Sole Proprietorships

Rationale: In other words, a sole proprietor is responsible for all debts incurred by the business.

109. A sole proprietor legally dissolves when _____.

a. sales exceed $1 million

b. the partners reorganize the firm’s structure

c. earnings are less than $500,000

d. the owner dies

Answer: d

Level: Moderate

Page 90

Reference: Learning Objective 5 / Sole Proprietorship

Rationale: Although the business can be reorganized by a successor, executors or heirs must otherwise sell its assets.

110. A sole proprietorship depends primarily on the resources of _____.

a. the corporation

b. foreign investors

c. capital markets

d. a single individual

Answer: d

Level: Moderate

Page 90

Reference: Learning Objective 5 / Sole Proprietorships

Rationale: Therefore, sole proprietors often find it hard to borrow money to start up or expand; many bankers fear that they will not be able to recover loans if owners become disabled or insolvent.

111. A _____ is a business with two or more owners who share in the operation of the firm and are financially responsible for its debts.

a. corporation

b. general partnership

c. cooperative

d. limited partnership

Answer: b

Level: Moderate

Page 90

Reference: Learning Objective 5 / Partnerships

Rationale: There is no legal limit to the number of parties, but the average is slightly under 10; partners may invest equal or unequal sums of money and may earn profits that bear no relation to their investments.

112. The most common type of partnership is a _____.

a. limited partnership

b. corporate partnership

c. general partnership

d. sole partnership

Answer: c

Level: Moderate

Page 90

Reference: Learning Objective 5 / Partnerships

Rationale: A general partnership is a sole proprietorship multiplied by the number of partner-owners; there is no legal limit to the number of parties, but the average is slightly under 10.

113. The most striking advantage of general partnerships is _____.

a. the unlimited liability of the partnership

b. their ability to grow with the addition of new talent and money

c. the lack of continuity

d. their lack of legal standing

Answer: b

Level: Moderate

Page 90

Reference: Learning Objective 5 / Partnerships

Rationale: Because banks prefer to make loans to enterprises that are not dependent on single individuals, partnerships find it easier to borrow than sole proprietorships. 

114. Both sole proprietorship and partnerships lack _____.

a. trust

b. clarification

c. continuity

d. profits

Answer: c

Level: Moderate

Page 90

Reference: Learning Objective 5 / Partnerships

Rationale: When one partner dies or leaves, the original partnership dissolves, even if one or more of the other partners want it to continue.

115. Corporations account for about _____ of all businesses in the United States.

a. 5 percent

b. 20 percent

c. 50 percent

d. 85 percent

Answer: b

Level: Moderate

Page 92

Reference: Learning Objective 6 / Corporations

Rationale: There are about 4.93 million corporations in the United States; this accounts for about 19 percent of all U.S. businesses.

116. The organizational form defined as “an artificial being, invisible, intangible, and existing only in contemplation of the law” is a(n) _____.

a. sole proprietorship

b. general partnership

c. corporation 

d. limited partnership

Answer: c

Level: Moderate

Page 92

Reference: Learning Objective 6 / The Corporate Entity

Rationale: This definition was supplied by the United States Supreme Court in 1819.

117. The biggest advantage of regular corporations is _____.

a. private ownership

b. limited liability

c. ease of limiting ownership

d. lack of continuity

Answer: b

Level: Moderate

Page 93

Reference: Learning Objective 6 / The Corporate Entity

Rationale: Investor liability is limited to personal investment in the corporation.

118. Because of _____, the courts may seize and sell a corporation’s assets but cannot touch the personal property of investors.

a. limited liability

b. unlimited liability

c. tender offer

d. limit rules

Answer: a

Level: Moderate

Page 93

Reference: Learning Objective 6 / The Corporate Entity

Rationale: With limited liability, investor liability is limited to personal investment in the corporation.

119. In theory, the legal life of a corporation is _____.

a. ten years

b. fifty years

c. one hundred years

d. unlimited

Answer: d

Level: Moderate

Page 93

Reference: Learning Objective 6 / The Corporate Entity

Rationale: Continuity is a big advantage of incorporation; a corporation can—at least in theory— continue forever.

120. Which of the following is NOT an advantage of the corporate form of organization?

a. continuity

b. professional management

c. limited liability

d. low startup costs

Answer: d

Level: Moderate

Page 93

Reference: Learning Objective 6 / The Corporate Entity

Rationale: Corporate startup costs tend to be high.

121. An offer to buy shares made by a prospective buyer directly to the target corporation’s shareholders, who then make individual decisions about whether to sell, is called a(n) _____.

a. merger

b. acquisition

c. partnership

d. tender offer

Answer: d

Level: Moderate

Page 93

Reference: Learning Objective 6 / The Corporate Entity

Rationale: Using a legal process called a tender offer, a corporation can be taken over against the will of its managers.

122. The biggest potential drawback to the corporate form of ownership is _____.

a. a tender offer

b. startup costs

c. double taxation

d. limited liability

Answer: c

Level: Moderate

Page 93

Reference: Learning Objective 6 / The Corporate Entity

Rationale: First, a corporation pays income taxes on company profits; in addition, stockholders pay taxes on income returned by their investments in the corporation.

123. Stock in UPS is not available for sale to the general public. UPS is an example of a _____.

a. partnership

b. private corporation

c. public corporation

d. general partnership

Answer: b

Level: Moderate

Page 93

Reference: Learning Objective 6 / Types of Corporations

Rationale: The most common form of U.S. corporation is the private corporation; stock is held by only a few people and is not available for sale to the public.

124. A _____ has stock that is widely held and available for sale to the general public.

a. private corporation

b. public corporation

c. S-corporation

d. limited liability corporation

Answer: b

Level: Moderate

Page 93

Reference: Learning Objective 6 / Types of Corporations

Rationale: When shares are publicly issued, the firm becomes a publicly held (or public) corporation; stock is widely held and available for sale to the public.

125. A(n) _____ is organized to operate like a corporation but is taxed like a partnership.

a. private corporation

b. public corporation

c. S-corporation

d. professional corporation

Answer: c

Level: Moderate

Page 94

Reference: Learning Objective 6 / Types of Corporations

Rationale: An S-corporation is a hybrid of a closely held corporation and a partnership; it is organized and operates like a corporation but it is treated like a partnership for tax purposes.

126. In a _____, owners are taxed like partners but have limited liability.

a. private corporation

b. public corporation

c. S-corporation

d. limited liability corporation

Answer: d

Level: Moderate

Page 94

Reference: Learning Objective 6 / Types of Corporations

Rationale: LLCs have grown in popularity in recent years, partially because of IRS rulings that allow corporations, partnerships, and foreign investors to be partial owners.

127. In a(n) _____, owners have limited business liability but unlimited professional liability.

a. private corporation

b. public corporation

c. S-corporation

d. professional corporation

Answer: d

Level: Moderate

Page 94

Reference: Learning Objective 6 / Types of Corporations

Rationale: Professional corporations are most likely comprised of doctors, lawyers, accountants, or other professionals.

128. _____ corporations are most likely comprised of doctors, lawyers, accountants, or other professionals. 

a. Private 

b. Public 

c. S- 

d. Professional 

Answer: d

Level: Moderate

Page 94

Reference: Learning Objective 6 / Types of Corporations

Rationale: While the corporate structure protects from unlimited financial liability, members are not immune from unlimited liability.

129. The roles of shareholders, directors, and other managers in corporate decision-making are called _____.

a. articles of incorporation

b. corporate governance

c. bylaws

d. partnership agreements 

Answer: b

Level: Moderate

Page 95

Reference: Learning Objective 7 / Managing a Corporation

Rationale: Once the corporate entity comes into existence, it must be managed by people who understand corporate governance.

130. Top managers hired by the board of directors to run the corporation on a day-to-day basis are called _____.

a. corporate officers

b. first-line supervisors

c. staff members

d. stockholders

Answer: a

Level: Moderate

Page 95

Reference: Learning Objective 7 / Managing a Corporation

Rationale: The board of directors is a group elected by stockholders to oversee corporate management; this board of directors hires the officers.

131. The governing body of a corporation is its ____.

a. stockholders

b. stakeholders

c. board of directors

d. top managers

Answer: c

Level: Moderate

Page 95

Reference: Learning Objective 7 / Managing a Corporation

Rationale: The board of directors is elected by the corporation’s stockholders.

132. The person responsible for the firm’s overall performance is the _____.

a. stockholder

b. agent

c. CEO

d. board of directors

Answer: c

Level: Moderate

Page 95

Reference: Learning Objective 7 / Managing a Corporation

Rationale: The CEO is one of the officers hired by the board of directors.

133. In a _____, two or more organizations collaborate on a project for mutual gain, and each partner owns a share of the new enterprise.

a. professional corporation

b. vertical merger

c. joint venture

d. strategic alliance

Answer: c

Level: Moderate

Page 96

Reference: Learning Objective 7 / Special Issues in Corporate Ownership

Rationale: Joint ventures abound in numerous industries. Unlike in a strategic alliance, each partner in a joint venture owns a share of the new enterprise.

134. A _____ allows employees to own a significant share of the corporation through trusts established on their behalf.

a. strategic alliance

b. ESOP

c. EEOC

d. Takeover

Answer: b

Level: Moderate

Page 96

Reference: Learning Objective 7 / Special Issues in Corporate Ownership

Rationale: ESOPs are employee stock ownership plans.

135. Which of the following occurs when two firms combine to create a new company?

a. acquisition

b. takeover

c. merger

d. venture

Answer: c

Level: Moderate

Page 96

Reference: Learning Objective 7 / Special Issues in Corporate Ownership

Rationale: A merger occurs when Company A, for example, merges with Company B to create Company C.

136. A strategy in which a firm decides to take a part of its existing business operations and either sell it to another corporation or set it up as a new independent corporation is called a(n) _____.

a. merger

b. takeover

c. acquisition

d. divestiture

Answer: d

Level: Moderate

Page 96

Reference: Learning Objective 7 / Special Issues in Corporate Ownership

Rationale: A divestiture may occur, for example, if a firm decides that it should focus more specifically on its core business.

137. When a firm sells part of itself in order to raise capital, it a(n) _____.

a. ESOP

b. divestiture

c. spin-off

d. merger

Answer: c

Level: Moderate

Page 96

Reference: Learning Objective 7 / Special Issues in Corporate Ownership

Rationale: A spin-off may also mean that a firm deems a business unit more valuable as a separate company.

Multiple Choice Questions

Difficult Questions

138. Approximately _____ of all U.S. businesses employ 20 or fewer people.

a. 90 percent

b. 60 percent

c. 40 percent

d. 10 percent

Answer: a

Level: Difficult

Page 75

Reference: Learning Objective 1 / The Importance of Small Business in the U.S. Economy

Rationale: To be exact, 89.02 percent of all businesses employ 20 or fewer people; this illustrates how important small business is to the U.S. economy.

139. According to the SBA, small businesses supply _____ of all “innovations” introduced into the American marketplace.

a. 10 percent

b. 25 percent

c. 55 percent

d. 80 percent

Answer: c

Level: Difficult

Page 76

Reference: Learning Objective 1 / The Importance of Small Business in the U.S. Economy

Rationale: Small businesses are major contributors of innovations in the marketplace. Innovations might be new products, but they can also be new ideas.

140. Of the new businesses started in the past decade, what percent were started from scratch?

a. 15 percent

b. 25 percent

c. 55 percent

d. 64 percent

Answer: d

Level: Difficult

Page 83

Reference: Learning Objective 3 / Starting the Small Business

Rationale: There are practical reasons to start a business from scratch: A new business does not suffer the ill effects of a prior owner’s errors, and the startup owner is free to choose lenders, equipment, inventories, locations, supplies, and workers.

141. Under the _____, the SBA works with a local corporation devoted to boosting the local economy.

a. guaranteed loans program

b. immediate participation loans program

c. venture capital subsidy program

d. local development companies program

Answer: d

Level: Difficult

Page 83

Reference: Learning Objective 3 / Financing the Small Business

Rationale: For instance, some companies support what are called business incubators—facilities that fledgling businesses share at low costs until they become sufficiently solvent to go out on their own.

142. Over the last ten years, _____ new businesses have failed per year.

a. 5,000 to 10,000

b. 10,000 to 25,000

c. 50,000 to 100,000

d. more than 200,000

Answer: c

Level: Difficult

Page 84

Reference: Learning Objective 4 / Trends, Successes, and Failures in New Ventures

Rationale: Yet, on a positive note, between 150,000 and 190,000 new businesses were launched in the United States in the last ten years. 

143. The number of African American-owned businesses has increased by almost _____ over the past five-year period.

a. 10 percent

b. 25 percent

c. 50 percent

d. 75 percent

Answer: c

Level: Difficult

Page 86

Reference: Learning Objective 4 / Trends in Small-Business Start-Ups

Rationale: This equals roughly 635,000 new businesses.

144. In the 1990s, Hispanic-owned businesses grew by _____. 

a. 162 percent

b. 172 percent

c. 75 percent

d. 20 percent

Answer: c

Level: Difficult

Page 86

Reference: Learning Objective 4 / Trends in Small-Business Start-Ups

Rationale: This totals about 860,000 new businesses; the number of Hispanic-owned businesses has grown faster than the number of African-American businesses.

145. Today, about _____ of all businesses in the United States are sole proprietors.

a. 94 percent

b. 73 percent

c. 28 percent

d. 10 percent

Answer: b

Level: Difficult

Page 90

Reference: Learning Objective 5 / Sole Proprietorships

Rationale: However, sole proprietors account for only 5 percent of total revenues.

146. Shirley Rathke is opening a flower shop and has decided to operate as a sole proprietorship. Which of the following is NOT one of the advantages of operating the business as a sole proprietorship?

a. freedom

b. simple to form

c. limited liability

d. low start-up costs

Answer: c

Level: Difficult

Page 90

Reference: Learning Objective 5 / Sole Proprietorships

Rationale: A major drawback for sole proprietors is unlimited liability, whereby a sole proprietor is personally liable for all debts incurred by the business.

147. Lucy Zimmerman has organized her craft shop as a sole proprietorship. Her sister has warned her about _____, the legal principal holding Lucy responsible for paying off all of the debts of the business.

a. unlimited liability

b. limited liability

c. privity

d. unrestricted debt

Answer: a

Level: Difficult

Page 90

Reference: Learning Objective 5 / Sole Proprietorships

Rationale: Sole proprietors face unlimited liability, meaning that they are liable for paying all debts incurred by the business.

148. Kent Kauffman and Patrick McCormick have decided to start a landscaping business. One of the first things that they do is sign the _____, which describes the investments and responsibilities of the partners and makes provisions for the allocations of profits and dissolution of the business.

a. articles of incorporation

b. partnership charter

c. partnership agreement

d. corporate charter

Answer: c

Level: Difficult

Page 91

Reference: Learning Objective 5 / Partnerships

Rationale: The partnership agreement is strictly a private document; no laws require partners to file agreements with any government agency.

149. American Business Machines is organized as a corporation. Its income will be taxed first at the corporate level and also on shareholder returns as dividends. This situation is known as _____.

a. dual costs

b. double taxation

c. regulatory costs

d. double ownership

Answer: b

Level: Difficult

Page 93

Reference: Learning Objective 6 / The Corporate Entity

Rationale: The biggest disadvantage of incorporation is double taxation. First, a corporation pays income taxes on company profits; in addition, stockholders then pay taxes on income returned by their investments in the corporation.

150. A summary of the company’s financial health communicated with stockholders and potential investors is contained in the _____.

a. proxy

b. newspaper

c. company magazine

d. annual report

Answer: d

Level: Difficult

Page 95

Reference: Learning Objective 7 / Managing a Corporation

Rationale: The annual report is distributed by the board of directors; in addition, the board also sets policies on dividends, major spending and executive compensation.

Short Answer Questions

151. How has the Internet affected small-business start-ups in recent years?

Possible Answer: Because the Internet provides fundamentally new ways of doing business, entrepreneurs have created and expanded new businesses faster and easier than ever before. 

Level: Easy
Page 85

Reference: Learning Objective 4 / Trends in Small-Business Start-Ups

152. Describe a cooperative.

Possible Answer: In a cooperative, groups of proprietorships or partnerships agree to work together for their common benefit; cooperatives work well in agriculture. 

Level: Easy
Page 91

Reference: Learning Objective 5 / Cooperatives

153. Explain limited liability in a corporation.

Possible Answer: The biggest advantage of corporations is limited liability: Investor liability is limited to personal investment (through stock ownership) in the corporation. In the event of failure, the courts may seize and sell a corporation’s assets but cannot touch the investors’ personal possessions.

Level: Easy
Page 93

Reference: Learning Objective 6 / The Corporate Entity

154. Explain a tender offer. 

A tender offer is an offer to buy shares made by a prospective buyer directly to a corporation’s shareholders. A corporation can be taken over against the will of its managers through a tender offer.

Level: Easy
Page 93

Reference: Learning Objective 6 / The Corporate Entity

155. What is a private corporation?

Possible Answer: A private corporation is one in which stock is held by only a few people and is not available for sale to the public. 

Level: Easy
Page 93

Reference: Learning Objective 6 / Types of Corporations

156. What is a multinational corporation?

Possible Answer: A multinational corporation spans national boundaries; stock may be traded on the exchanges of several countries. 

Level: Easy
Page 94

Reference: Learning Objective 6 / Types of Corporations

157. Describe a merger.

Possible Answer: A merger occurs when Company A joins Company B to create a new company, Company C. 

Level: Easy
Page 96

Reference: Learning Objective 7 / Special Issues in Corporate Ownership

158. Describe a spin-off.

Possible Answer: When a firm sells part of itself to raise capital, the strategy is known as a spin-off. A spin-off may also mean that a firm deems a business unit more valuable as a separate company. 

Level: Easy
Page 96

Reference: Learning Objective 7 / Special Issues in Corporate Ownership

159. What is a divestiture?

Possible Answer: With a divestiture, a corporation decides to sell part of its existing business operations to another corporation, for example to focus more specifically on its core business.

Level: Easy
Page 96

Reference: Learning Objective 7 / Special Issues in Corporate Ownership

160. Why might an entrepreneur wish to purchase an existing business rather than starting one from scratch?

Possible Answer: An entrepreneur may wish to purchase an existing business because of an increased chance for success. An existing business will have established working relationships with lenders, suppliers, and the community. The track record of an existing business gives potential buyers a much clearer picture of what to expect than any estimate of a new business’s prospects. 

Level: Moderate
Page 81

Reference: Learning Objective 3 / Starting the Small Business

161. In a franchise, what are advantages and disadvantages for the franchisee? 

Possible Answer: The advantages of franchising include access to managerial and financial help, the benefits of the selling corporation’s expertise and experience, and reduced chances of failure. The disadvantages of franchising include significant startup costs and continued obligations to contribute a percentage of sales to parent corporations. 

Level: Moderate
Page 82

Reference: Learning Objective 3 / Starting the Small Business

162. What is a venture capital company?

Possible Answer: A venture capital company is a group of small investors seeking to make profits on companies with rapid growth potential. 

Level: Moderate
Page 83

Reference: Learning Objective 3 / Financing the Small Business

163. What is a business incubator?

Possible Answer: Business incubators are facilities that fledgling businesses buy and operate together until they can manage to operate on their own.

Level: Moderate

Page 84

Reference: Learning Objective 3 / Financing the Small Business 

164. What are four reasons for small business failure cited in the text?

Possible Answer: Small businesses fail because of managerial incompetence or inexperience, neglect, weak control systems, and insufficient capital. 

Level: Moderate
Page 87

Reference: Learning Objective 4 / Reasons for Failure

165. What are four reasons for small business success cited in the text?

Possible Answer: Small businesses succeed because of hard work, drive, and dedication; market demand for products or services being provided; managerial competence; and luck. 

Level: Moderate
Page 88

Reference: Learning Objective 4 / Reasons for Success

166. Describe three advantages of operating a business as a sole proprietorship.

Possible Answer: The advantages of sole proprietorships include freedom, ease of formation, and tax benefits. A sole proprietor is free to operate his or her business as he or she desires. There are few legal requirements for startup, and low startup costs. Losses from a sole proprietorship can offset income from personal sources, providing tax benefits. 

Level: Moderate
Page 90

Reference: Learning Objective 5 / Sole Proprietorships

167. Describe three disadvantages of operating a business as a sole proprietorship.

Possible Answer: The disadvantages of sole proprietorships include unlimited liability, lack of continuity, and limited financing options. A sole proprietor is totally responsible for all of the debts of the business and may have to give up personal assets to repay those debts. A sole proprietorship lacks continuity because the business dissolves with the death of the owner. Finally, sole proprietors have a limited ability to secure financing, relying mostly on their personal resources. 

Level: Moderate
Page 90

Reference: Learning Objective 5 / Sole Proprietorships

168. Discuss the advantages and disadvantages of partnerships.

Possible Answer: Advantages of partnerships include their ability to grow with the addition of new talent and money, ease of organization, and independent legal status. Disadvantages are unlimited liability, potential lack of continuity, difficulty of transferring ownership, and little or no guidance for resolving internal conflicts. 

Level: Moderate
Page 90

Reference: Learning Objective 5 / Partnerships

169. How is the U.S. economy affected by small businesses? 

Possible Answer: Small businesses affect the U.S. economy through job creation, innovation, and by making products for and selling products made by big businesses. Small businesses are an important source of new jobs in the United States. Innovations are as likely to come from small businesses as big businesses. Finally, most of the products made by big businesses are sold to consumer by small businesses. Big businesses often depend on small businesses as suppliers as well. 
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Reference: Learning Objective 1 / The Importance of Small Business in the U.S. Economy

170. Discuss four sources of financing for starting up a small business.

Possible Answer: Financing for starting up a new business may come from personal resources, bank loans, venture capital firms, or SBICs. The most important source of financing for a small business is the owner’s personal resources. Bank loans are a second source of financing. Venture capital firms invest money in a business in return for stock. These firms are groups of small investors seeking to make profits on companies with rapid growth potential. Small Business Investment Companies (SBICs) take a more balanced approach in their choices than do venture capital firms. SBICs are federally licensed to borrow money from the SBA to invest in or lend to small businesses. 
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Reference: Learning Objective 3 / Financing the Small Business

171. What services does SCORE provide?

Possible Answer: SCORE is the Service Corp of Retired Executives, made up of volunteer members who are retired executives; these volunteers provide assistance to entrepreneurs planning to start a new business. 
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Reference: Learning Objective 3 / Financing the Small Business

172. Describe a general partnership.

Possible Answer: The most common type of partnership is the general partnership, which is a sole proprietorship multiplied by the number of partner-owners. There is no legal limit to the number of parties who may form a general partnership. Partners may invest equal or unequal sums of money and may earn profits that bear no relation to their investments. 
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Reference: Learning Objective 5 / Partnerships

173. Discuss the advantages and disadvantages of corporations.

Possible Answer: The advantages include limited liability, continuity, and the ability to raise money. Among the disadvantages are transferring ownership such as through a tender offer, higher startup costs, and double taxation. 
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Reference: Learning Objective 6 / The Corporate Entity

174. Explain the concept of double taxation as it relates to a corporation.

Possible Answer: Double taxation begins when a corporation pays taxes on company profits. Profits returned to stockholders in the form of dividends are taxed as personal income. 
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Reference: Learning Objective 6 / The Corporate Entity

175. Describe the three distinct bodies of corporate governance that are specified in its bylaws.

Possible Answer: Stockholders are the owners of a corporation who buy shares of ownership. The board of directors is a group of people elected by stockholders to oversee the management of the corporation. Corporate officers are top managers hired by the board to run the corporation on a day-to-day basis. 
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Reference: Learning Objective 7 / Managing a Corporation

Essay Questions

176. Explain entrepreneurship. Describe key entrepreneurial characteristics. 

Possible Answer: Entrepreneurs are people who assume the risk of business ownership. Entrepreneurship is the process of seeking businesses opportunities under conditions of risk. Some entrepreneurs have a goal of independence and financial security, whereas others want to launch a new venture that can be grown into a large business. Most successful entrepreneurs are resourceful and concerned for customer relations. They have a strong desire to be their own bosses and can handle ambiguity and surprises. Today’s entrepreneur is often an open-minded leader who relies on networks, business plans, and consensus and is jus as likely to be female as male. Finally, although successful entrepreneurs understand the role of risk, they do not necessarily regard what they do as being risky. 
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Reference: Learning Objective 2 / Entrepreneurship

177. Describe the business plan and the start-up decisions made by small businesses. Identify sources of financial aid available to small businesses. 

Possible Answer: The starting point for virtually every new business is a business plan, in which the entrepreneur summarizes business strategy for the new venture and shows how it will be implemented. Business plans are increasingly important because creditors and investors demand them as tools for deciding whether to finance or invest. Entrepreneurs must also decide whether to buy an existing business, operate a franchise, or start from scratch. Further, common funding source include personal funds, family and friends, savings, lenders, investors, and government agencies. Venture capital companies are groups of small investors seeking to make a profit on companies with rapid growth potential. Most of these firms do not lend money but rather invest it, supplying capital in return for partial ownership. Lending institutions are more likely to finance an existing business than a new business because the risks are better understood. 
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Reference: Learning Objective 3 / Starting and Operating a New Business

178. Explain sole proprietorships and partnerships. Discuss the advantages and disadvantages of each.

Possible Answer: The sole proprietor is owned and usually operated by one person. There are tax benefits for new businesses that are likely to suffer losses in early stages. One drawback is unlimited liability. Another disadvantage is lack of continuity. Finally, a sole proprietorship depends on the resources of a single individual. The general partnership is a sole proprietorship multiplied by the number of partner-owners. The biggest advantage is its ability to grow by adding new talent and money. A partnership is not a legal entity. It is just two or more people working together. Partners are taxed as individuals, and unlimited liability is a drawback. Partnerships may lack continuity, and transferring ownership may be hard. No partner may sell out without the consent of the others. 

Level: Moderate
Page 90

Reference: Learning Objective 5 / Noncorporate Business Ownership

179. Describe corporations. List their pros and cons. 

Possible Answer: Corporations share commonalities: status as separate entities, property rights and obligations, and indefinite life spans. They may sue and be sued; buy, hold, and sell property; make and sell products; and be tried and punished for crimes. An advantage of incorporation is limited liability: Investor liability is limited to personal investments in the firm. Another advantage is continuity. Corporations also have advantages in raising money. By selling stock, they expand the number of investors and available funds. One disadvantage is that a corporation can be taken over against the managers’ will. Also, start-up costs are high. Corporations are regulated and must meet legal requirements in the states in which they are chartered. A drawback to incorporation is double taxation. Different kinds of corporations help businesses take advantage of incorporation without assuming all of the disadvantages. 
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Reference: Learning Objective 6 / Corporations
180. Explain the basic issues involved in managing a corporation. Explain special issues in corporate ownership.

Possible Answer: Corporations sell shares, called stock, to investors who then become stockholders and the real owners. Profits are distributed among stockholders in the form of dividends, and managers serve at their discretion. The governing body of a corporation is its board of directors. Most board members do not participate in day-to-day management but rather hire a team of managers. This team, called officers, is usually headed by a chief executive officer, or CEO, who is responsible for overall performance. Several issues have grown in importance in the area of corporate ownership. In a strategic alliance, two or more organizations collaborate on a project for mutual gain. When partners share ownership of a new enterprise, the arrangement is called a joint venture. The employee stock ownership plan (ESOP) allows employees to own a significant share of the corporation through trusts established on their behalf. More stock is now being purchased by institutional investors. A merger occurs when two firms combine to create a new company. In an acquisition, one firm buys another outright. A divestiture occurs when a corporation sells a part of its existing business operations or sets it up as a new and independent corporation. When a firm sells part of itself to raise capital, the strategy is known as a spin-off. 

Level: Difficult
Page 94

Reference: Learning Objective 7 / Managing a Corporation

BOXED FEATURES

Say What You Mean: The Wide World of Risk

181. In some Asian countries, the entrepreneurial spirit is often tempered by the need for consensus. The entrepreneurial spirit in the United States is much different. Describe it.

Possible Answer: The entrepreneurial spirit in the United States is built on a foundation of risk-seeking and risk-taking. Americans possess a lively entrepreneurial spirit. Americans tend to pick themselves up and move on to something else if they fail. In comparison with Asian countries, the entrepreneurial spirit in the U.S. is individual-based. 
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Reference: Learning Objective 2 / Say What You Mean: The Wide World of Risk

182. Describe a multinational corporation.

Possible Answer: A multinational corporation spans national boundaries. Stock may be traded on the exchanges of several countries, and managers are likely to be of different nationalities. 
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Reference: Learning Objective 6 / Say What You Mean: The Wide World of Risk

183. How might an American company looking to set up operations in Japan utilize a venture capital company?

Possible Answer: A venture capital company is a group of small investors seeking to make profits on companies with rapid growth potential. Most of these firms do not lend money; instead, they invest it with hopes of receiving partial ownership or even board membership in return. 
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Reference: Learning Objective 3 / Say What You Mean: The Wide World of Risk

184. How might the emergence of electronic commerce benefit international business?

Possible Answer: Electronic commerce provides fundamentally new ways of doing business. People around the world are connected. Many small businesses can be in constant contact with customers and suppliers in the remotest corners of the world. 
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Reference: Learning Objective 4 / Say What You Mean: The Wide World of Risk

BOXED FEATURES

Entrepreneurship and New Ventures: Food for Thought

185. How have some consumers viewed FreshDirect’s use of electronic commerce negatively?

Possible Answer: Some consumers have complained that they cannot actually see the food and “squeeze the bread” when buying from FreshDirect. This is a disadvantage of relying on electronic commerce. 
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Reference: Learning Objective 4 / Entrepreneurship and New Ventures: Food for Thought

186. Might FreshDirect be defined as a small business? Explain.

Possible Answer: Yes, FreshDirect is a small business. The business is independently owned and managed and maintains an employee-base of less than 500. Further, FreshDirect is not a major player in its industry. 

Level: Moderate
Page 89

Reference: Learning Objective 1 / Entrepreneurship and New Ventures: Food for Thought

187. What are likely to be some of the reasons for FreshDirect’s success?

Possible Answer: Hard work, drive, and dedication among FreshDirect’s managers has likely been a key to the company’s success. Further, market demand for the convenience of the company’s products is high and supports the business structure. Managerial competence and a little luck may have had something to do with it also. 
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Reference: Learning Objective 4 / Entrepreneurship and New Ventures: Food for Thought

188. QuickFoods, a competitor of FreshDirect, is interested in acquiring FreshDirect. In what way is this a different arrangement than with a merger?

Possible Answer: If QuickFoods acquired FreshDirect, QuickFoods would become a larger company after “swallowing” some of their competition. In the event of a merger, QuickFoods and FreshDirect would become a new company altogether. 
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Reference: Learning Objective 7 / Special Issues in Corporate Ownership

Short Case Scenario

The Miller brothers (Jack, Bill, and Evan) are about to fulfill a life-long dream. They are buying a thousand-acre farm and plan to grow cotton. Seeking independence, they are not interested in bringing in any outside owners. They have obtained financing from the Farm Credit Bureau that will allow them to finance the purchase of the farm and some equipment. The brothers are realistic and expect to work very long hours. However, they have a few critical decisions left to make.

189. Should the Miller brothers’ farm be considered a small business?

Possible Answer: The Miller brothers’ farm should be considered a small business. A small business is independently owned and managed. It cannot be a part of another business and must have little influence in its market. A family farm would definitely meet these standards. As there are hundreds, if not thousands, of farms growing cotton in the United States, the Miller brothers’ farm will have little to no influence in the market for cotton. 
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Reference: Learning Objective 1 / What Is a “Small” Business?

190. In what way might the Miller brothers use a cash budget?

Possible Answer: A cash budget shows how much money you need before you open for business and how much you need to keep the business going before it starts earning a profit. 
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Reference: Learning Objective 3 / Crafting a Business Plan

191. Assuming the farm is a general partnership, what are the advantages?

Possible Answer: The advantages of a general partnership include the ability to grow by adding new talent and money, easy formation with few legal requirements, and tax benefits since a partnership is taxed at the individual level. 
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Reference: Learning Objective 5 / Partnerships

192. Assuming the farm is a general partnership, what are the disadvantages?

Possible Answer: The disadvantages of a general partnership include unlimited liability in that the partners are personally liable for all debts incurred by the business, and a lack of continuity in that the business legally dissolves when a partner leaves or dies. 
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Reference: Learning Objective 5 / Partnerships

193. Assuming the farm is a private corporation, what are the advantages?

Possible Answer: The advantages of a private corporation include limited liability in that owner liability is limited to personal investments in the business, and continuity that allows that the legal life of the business is independent of owners. 
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Reference: Learning Objective 6 / The Corporate Entity

194. Assuming the farm is a private corporation, what are the disadvantages?

Possible Answer: The disadvantages of a private corporation include significant start-up costs and double taxation, in which profits are taxed at corporate and individual levels. 

Level: Moderate
Page 93

Reference: Learning Objective 6 / The Corporate Entity

195. Assuming the farm is an S-corporation, what are the advantages?

Possible Answer: The advantages of an S-corporation include limited liability in that the owner liability is limited to personal investment in the business, and continuity. 
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Reference: Learning Objective 6 / The Corporate Entity

196. Assuming the farm is an S-corporation, what are the disadvantages?

Possible Answer: The disadvantages of an S-corporation include significant start-up costs and stringent legal requirements. 
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Reference: Learning Objective 6 / The Corporate Entity

197. Assuming the farm is a limited liability corporation, what are the advantages?

Possible Answer: The advantages of a limited liability corporation include: limited liability in that owner liability is limited to personal investment in the business, and continuity. 
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Reference: Learning Objective 6 / The Corporate Entity

198. Assuming the farm is a limited liability corporation, what are the disadvantages?

Possible Answer: The disadvantages of a limited liability corporation include: significant start-up costs and additional regulation. 
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Reference: Learning Objective 6 / The Corporate Entity

199. The Miller brothers are not sure how to organize their business. What are their options in terms of legal form?

Possible Answer: The three general forms of business ownership are sole proprietorship, partnership, and corporation. Obviously, the business is unlikely to be organized as a sole proprietorship, as there can be only one owner. Since the brothers have indicated that they do not wish to bring in outside owners, they may wish to consider organizing as a general partnership. Finally, the brothers may wish to investigate forms of corporate ownership, including the private corporation, S-corporation, or limited liability corporation. The public corporation form is not appropriate as it would allow others to buy an interest in the farm. 
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Reference: Learning Objective 5 / Noncorporate Business Ownership

200. Which form of business ownership would you recommend for the Miller brothers? Why?

Possible Answer: Answers will vary and should be based on the advantages and disadvantages identified in previous answers. 
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Reference: Learning Objective 5 / Noncorporate Business Ownership
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