SMALL BUSINESS
MANAGEMENT

Mary Ann Hughes Butts
College of Southern Nevada

Librelexts"




" 153 3 I'!:H: __-..'.:jr
e -

Small Business Management



This text is disseminated via the Open Education Resource (OER) LibreTexts Project (https:/LibreTexts.org) and like the
thousands of other texts available within this powerful platform, it is freely available for reading, printing, and "consuming.”

The LibreTexts mission is to bring together students, faculty, and scholars in a collaborative effort to provide an accessible,
and comprehensive platform that empowers our community to develop, curate, adapt, and adopt openly licensed resources and
technologies; through these efforts we can reduce the financial burden born from traditional educational resource costs, ensuring
education is more accessible for students and communities worldwide.

Most, but not all, pages in the library have licenses that may allow individuals to make changes, save, and print this book. Carefully
consult the applicable license(s) before pursuing such effects. Instructors can adopt existing LibreTexts texts or Remix them to
quickly build course-specific resources to meet the needs of their students. Unlike traditional textbooks, LibreTexts’ web based
origins allow powerful integration of advanced features and new technologies to support learning.

s ]Librelexts

LibreTexts is the adaptable, user-friendly non-profit open education resource platform that educators trust for creating,
customizing, and sharing accessible, interactive textbooks, adaptive homework, and ancillary materials. We collaborate with
individuals and organizations to champion open education initiatives, support institutional publishing programs, drive curriculum
development projects, and more.

The LibreTexts libraries are Powered by NICE CXone Expert and was supported by the Department of Education Open Textbook
Pilot Project, the California Education Learning Lab, the UC Davis Office of the Provost, the UC Davis Library, the California
State University Affordable Learning Solutions Program, and Merlot. This material is based upon work supported by the National
Science Foundation under Grant No. 1246120, 1525057, and 1413739.

Any opinions, findings, and conclusions or recommendations expressed in this material are those of the author(s) and do not
necessarily reflect the views of the National Science Foundation nor the US Department of Education.

Have questions or comments? For information about adoptions or adaptions contact info@LibreTexts.org or visit our main website
at https://LibreTexts.org.

The LibreTexts name, logo, and book covers are trademarked by LibreTexts, Inc. (a 501(c)(3) not-for-profit organization) and
protected against unauthorized use.

This text was compiled on 88/26/2026


https://libretexts.org/
https://www.nice.com/resources/cxone-expert-knowledge-management
mailto:info@LibreTexts.org
https://libretexts.org/

LibreTextS“

TABLE OF CONTENTS

Licensing

Licensing

Acknowledgements

1: Small Business- What It Is and Why It Matters
2: Creativity, Innovation, and Design Thinking

3: Business Structures and the Business Plan

4: Ethics, Al, and the Small Business Owner

5: Resource Planning and Legal Issues in Small Business
6: Marketing Basics

7: Marketing Strategy

8: Human Resources in Small Business

9: Financing and Accounting Basics

10: Understanding Risk in Small Business

11: Growth Strategies for Small Businesses

12: Opportunity Analysis

13: Icebergs and Escapes

Index

Glossary

Detailed Licensing

Detailed Licensing

This page titled Small Business Management is shared under a CC BY-NC-SA 4.0 license and was authored, remixed, and/or curated by Mary
Ann Hughes Butts.

@O0 i


https://biz.libretexts.org/Courses/College_of_Southern_Nevada/Small_Business_Management
https://creativecommons.org/licenses/by-nc-sa/4.0/

LibreTexts"

Licensing

A detailed breakdown of this resource's licensing can be found in Back Matter/Detailed Licensing.

This page titled Licensing is shared under a license and was authored, remixed, and/or curated by LibreTexts.

iv


https://biz.libretexts.org/Courses/College_of_Southern_Nevada/Small_Business_Management/00%3A_Front_Matter/04%3A_Licensing

LibreTexts"

Licensing

A detailed breakdown of this resource's licensing can be found in Back Matter/Detailed Licensing.

This page titled Licensing is shared under a CC BY-NC-SA 4.0 license and was authored, remixed, and/or curated by Mary Ann Hughes Bultts.

@O0 v


https://biz.libretexts.org/Courses/College_of_Southern_Nevada/Small_Business_Management/00%3A_Front_Matter/05%3A_Licensing
https://creativecommons.org/licenses/by-nc-sa/4.0/
https://www.csn.edu/directory/mary-ann-hughes-butts

LibreTexts"

Acknowledgements

Acknowledgements

This book would not exist without the generosity, encouragement, and expertise of several people who deserve to be named here.

Paula Michniewicz, Instructional Designer in eLearning at the College of Southern Nevada (CSN), is the reason any of this
happened. Paula introduced me to OER, helped me see that it was manageable, and spent a year working alongside me to develop
my first OER course. When a change in our campus bookstore vendor left my students overcharged and frustrated, I told Paula I
was taking every course I teach OER, all at once. She did not flinch. She reminded me that we already had a blueprint that worked,
and then she said something that changed everything: in OER, you can pick and choose what exists, update what needs updating,
and make it your own. That is when I realized I could build something new in a space that genuinely needed it.

Gracie McDonough, Instruction & Reference Librarian at CSN, was an essential guide through the world of Creative Commons
licensing and OER sourcing, and handled the technical assembly of this text on the LibreTexts platform with patience and skill.

Sheri L. Torelli, Administrative Assistant III in the Department of Business Administration at CSN, gave this entire book a
thorough proofread and caught what the rest of us missed.

This text draws on the work of several openly licensed sources whose authors made this project possible: Woodhull-Smith
(Introduction to Entrepreneurship, NC State Pressbooks), Cadden & Lueder (Small Business Management in the 21st Century,
LibreTexts/Saylor Foundation), the SBA Office of Advocacy (Frequently Asked Questions About Small Business 2026), and the
FDIC (Money Smart for Small Business). Their commitment to open access is the foundation this book stands on.

To my students: this is for you. You are the reason I do this work, and making education more accessible, and removing every
barrier I can, is what drives every decision I make in the classroom and beyond. I hope this book serves your journey well.

I also want to acknowledge Claude (Anthropic), the Al tool that served as a key collaborator throughout the development of this
textbook. The drafting, editing, and formatting support it provided was invaluable throughout.

To my family: thank you for your patience and encouragement through the late nights and weekends I spent getting just one more
chapter finished. Your support made this possible.

This page titled Acknowledgements is shared under a license and was authored, remixed, and/or curated by Mary Ann Hughes Butts.

vi


https://biz.libretexts.org/Courses/College_of_Southern_Nevada/Small_Business_Management/00%3A_Front_Matter/06%3A_Acknowledgements
https://www.csn.edu/directory/mary-ann-hughes-butts

LibreTextS'“

1: Small Business- What It Is and Why It Matters

Retrieved from pickpik.com/store-shop-storefront-business-retail-shopping-40412

Learning Objectives

After completing this chapter, you will be able to:
o Define small business and explain how the SBA distinguishes it from other business structures.

e Describe the economic role small businesses play in the United States, including their contributions to jobs, innovation,
and GDP.

o Identify the major motivations for starting a small business and the most common barriers that keep people from doing
so.

e Explain the key advantages and disadvantages of small business ownership.

e Outline the seven steps involved in moving from an idea to a launched business.

Think about the businesses you rely on every week: the coffee shop near campus, the mechanic you trust with your car, the nail
salon, the food truck, the dry cleaner. Chances are, most of these are small businesses: independently owned, locally operated,
and deeply woven into the fabric of the communities they serve.

Small businesses are the foundation of the American economy. They create jobs, drive innovation, and provide pathways to
financial independence for millions of people across a wide range of backgrounds. Understanding what small businesses are, why
people start them, and what it takes to run one successfully is the starting point for everything this textbook covers.

This chapter introduces the core concepts of small business ownership. You will explore what makes a business “small,” why

people choose ownership, the economic contributions small businesses make, and the honest trade-offs that come with running
your own operation. You will also be introduced to a seven-step framework for thinking about the path from idea to open business.
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1.1 What Is a Small Business?

The term “small business” is used broadly in everyday conversation, but it has a specific meaning in the context of U.S. policy and
economic research. According to the Small Business Administration (SBA), a small business is one that is independently owned
and operated, exerts little influence in its industry, and has fewer than 5080 employees (SBA Office of Advocacy, 2026).

That definition encompasses an enormous range of businesses, from a sole proprietor running a photography studio out of her
home to a regional construction firm with 300 employees. Size standards vary by industry for purposes of government programs
and contracting, but for most research and general reference, the 500-employee threshold is the standard.

According to 2026 SBA data, there are more than 36.2 million small businesses operating in this country. Of those, 82.3% (nearly
29.8 million) have no paid employees at all. These are solo operators: freelancers, independent contractors, and one-person
shops. The remaining 17.7%, approximately 6.4 million businesses, have at least one paid employee (SBA Office of Advocacy,

2026).
WHAT’S NEW WITH SMALL BUSINESS?
FEBRUARY 2026

WHAT IS A SMALL BUSINESS? NET NEW JOBS

n <R 0]
¥ S010/0) 61%
A small business is generally defined Small businesses accounted
as an independent business with fewer for 60% of net new jobs.

than 500 employees. BED [Jan. 1995- Dec. 2024]

SMALL BUSINESS COMPRISE
SUSB, NES, ITA

S exporTing  KNOWN PRIVATE
s EXPORT SECTOR

VALUE  EMPLOVEES
99.9% 99.7% 97.2% 33.0%  45.9%
36.2M SMALL BUSINESSES IN THE U.S.

Source: SBA Office of Advocacy (2026). What's New With Small Business? February 2026. U.S. government publication, public
domain.

Small Business Ownership and Entrepreneurship: An Important Distinction

An entrepreneur is someone who identifies and acts on a new idea or opportunity, typically with the goal of creating something
that did not previously exist. Entrepreneurs are often associated with innovation: new products, new technologies, new markets,
or new ways of delivering value.

A small business owner is someone who owns and operates a business, which may or may not involve innovation in the
entrepreneurial sense. A small business owner may purchase an existing business, open a franchise, or start a business in an
established industry using a proven model, such as opening a restaurant, a cleaning service, or a retail shop.

Many small business owners are entrepreneurs. Many are not, and that is not a criticism. The person who opens a well-run
neighborhood bookstore is making a meaningful economic and community contribution whether or not they are launching a novel
concept. What all small business owners share is the responsibility of managing a business: its finances, its people, its customers,
its risks, and its future.

The focus of this text is primarily on small business management. Where entrepreneurship concepts are useful, we will draw on
them. Where the focus is on managing the operation, which is most of the time, that is where the text stays.
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Key Takeaways

e A small business is independently owned and operated with fewer than 500 employees, though most have no paid
employees at all.

e There are more than 36.2 million small businesses in the United States, making up 99.9% of all U.S. firms.

e Entrepreneurs focus on creating something new, while small business owners may operate existing models. Many people
are both, but the terms are not interchangeable.

e Managing a small business is the primary focus.

1.2 Why People Start Small Businesses

People start businesses for many different reasons. Some are responding to a frustration or gap they see in the market. Others
are pursuing a long-held passion or lifestyle goal. Some are pushed by circumstances: a layoff, a career pivot, or a life change that
creates both the need and the opportunity to work for themselves.

Research consistently identifies a few motivations that come up most often:
e To be their own boss
e To accommodate a desired lifestyle
e To achieve financial independence
e To enjoy creative freedom
e To put their skills and knowledge to use

Notice what is not at the top of the list: getting rich. For most small business owners, the primary drivers are control, flexibility,
and purpose, not the pursuit of rapid wealth. This matters for how you think about business decisions. A business built around
lifestyle goals will make different choices than one built around maximizing revenue.

Lifestyle Ventures

Within small business, a lifestyle venture is a business in which the owner's primary goal is the life it enables (the freedom,
flexibility, and personal satisfaction of working for oneself) rather than building toward a sale or rapid financial growth. The
business is designed to support a particular way of living, not to become a high-growth enterprise.

Lifestyle ventures are often solo operations or small-team businesses. They are more likely to be funded through personal savings,
family and friends, or traditional small business loans than through outside investors. They are far more common than most people
realize.

One well-known example of a lifestyle venture that grew beyond its original scope is Burt's Bees. Roxanne Quimby started making
candles in the woods of Maine as a way to earn enough income to support her family and her passion for living off the grid. The
business began as a way to fund a lifestyle, not to build a corporation. Over time, her candle-making expanded into what became
the highly successful Burt's Bees line of personal care products. Quimby eventually sold the company to Clorox Co., an outcome
that was never her original intention. After the sale, she returned to her core motivation: she donated land and money to create a
wildlife sanctuary in northern Maine, where she continued to pursue her passion for the region's natural environment.

@IOIC]E) 3(1.3)
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The Burt’s Bees product line grew from an idea for a lifestyle venture into a major company.
“Burt’s Bees” by Carol Bleistine/Flickr, CC BY 4.0
Quimby's story illustrates something important: a business that starts as a lifestyle venture is not limited to staying that way. But

it also doesn't have to grow. The point is that the owner gets to decide, which is the whole reason many people started in the first
place.

Key Takeaways

e People start small businesses for a wide range of reasons, with control, flexibility, and personal fulfillment ranking
consistently ahead of financial gain.

o A lifestyle venture is a business designed primarily to support the owner's desired way of living. It is one of the most
common forms of small business.

e The motivations behind a business influence every major decision the owner makes, from how much debt to take on to
how aggressively to pursue growth.

1.3 Why Some Small Businesses Never Get Started

For every person who follows through on a business idea, there are many more who don't. Understanding what stops people is
useful, both as self-awareness and as a lens for evaluating real barriers versus perceived ones.

Four reservations come up most frequently:

¢ Money. Starting a business requires capital, and many people don't have enough, or don't know where to get it. The financial
barrier is real, though it is often smaller than people assume, particularly for service-based businesses with low startup costs.

o Security. Leaving a steady paycheck is uncomfortable for most people. The uncertainty of not knowing how much you'll earn
next month, or whether the business will generate income at all in the early stages, stops many would-be owners before they
start.

¢ Competition. Some people struggle to identify how their business would be meaningfully different from others already in the
market. If you can't articulate your competitive advantage, you may hesitate to launch.

@O0 4(1.4)



LibreTextS"'

e Lack of a clear idea. Some people want to own a business but don't yet know what kind. Without a specific concept to
pursue, there's nothing to start.

These hesitations are not irrational. Starting a business involves real risk. But they are also not automatically disqualifying. Many
people who work through each of these concerns (finding funding sources, stress-testing a concept, identifying a niche) find that
the barriers are more manageable than they initially appeared.

Think About It

Consider someone who has always wanted to open a small catering business in Las Vegas. She has culinary skills, a strong
professional network, and years of experience in food service, but she has not launched. When you ask her why, she gives
three reasons: she doesn't have enough saved, she's not sure the market isn't already saturated, and she's worried about
giving up her current income. Each of those is a legitimate concern. But are they barriers or starting points? What would she
need to know, or do, to begin addressing each one?

Key Takeaways

e The four most common barriers to starting a small business are money, security concerns, fear of competition, and lack of
a clear idea.

e These barriers are real, but they are often more manageable than they initially appear.

e Identifying which barrier is actually stopping you is the first step toward addressing it.

1.4 What's Driving Growth in Small Business Ownership

Despite the barriers, more people are choosing to start businesses than ever before. Several converging trends are driving that
growth.

Job market uncertainty. Research suggests that roughly 47% of U.S. employment faces risk from automation and artificial
intelligence, even as those same technologies create new types of jobs. When employment feels uncertain, owning a business
becomes a more appealing alternative to depending on someone else's decisions. Artificial intelligence is not only a risk to jobs; it
is also a tool that small businesses are beginning to adopt. Between September 2024 and August 2025, 7.6% of U.S. businesses
reported using Al in their operations (SBA Office of Advocacy, 2026).

The appeal of building something. For many people, the excitement of creating something new (developing a product, building
a customer base, watching an idea materialize into a functioning business) is its own motivation. This applies to owners pursuing
genuinely new concepts and to those entering established industries where they see an opportunity to do things better.

Longer careers and active retirement. Life expectancy has increased, and many people reach traditional retirement age with
energy, experience, and a strong desire to keep working on their own terms. Starting a business in one's fifties or sixties has
become common, and it allows older adults to combine financial need with the pursuit of meaningful work.

Cultural and institutional support. The stigma that once attached to business failure has diminished. Communities increasingly
recognize small business ownership as a viable career path and provide support through small business development centers,
mentorship programs, and access to SBA resources. The ecosystem for small business ownership is stronger than it has ever
been.
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Key Takeaways

e Four major forces are driving growth in small business ownership: job market uncertainty, the appeal of building
something, longer working lives, and expanded cultural and institutional support.

e Artificial intelligence is both a disruptive force in the job market and an emerging tool for small businesses.

e The environment for small business ownership has never been more supportive, making understanding that environment
more important than ever.

1.5 The Economic Importance of Small Business

Small businesses are not just common; they are essential. Their contributions to the U.S. economy extend across job creation,
innovation, and economic opportunity.

Job Creation

Small businesses are the largest source of net new jobs in the United States. From January 1995 through December 2024,
small businesses created 20.7 million net new jobs, while large businesses created 13.2 million. In total, small businesses have
accounted for 61% of net new job creation since 1995 (SBA Office of Advocacy, 2026).

An important nuance: small businesses also shed jobs at a higher rate than large firms. They start more often and close more
often. The net figure (what's created minus what's lost) is what matters for the economy, and that figure consistently favors small
business.

Innovation

It might seem counterintuitive that small firms, with their limited budgets and staff, would outperform large companies on
innovation. But the data consistently supports it. Small companies develop more patents per employee than large companies do.
According to the SBA, the environments of small firms are roughly 13 times more innovative per employee than those of large
companies.

Why? Small businesses tend to be faster and more flexible. Decisions are made quickly, bureaucracy is minimal, and the people

doing the work are often the same people who came up with the idea. That combination produces environments where creative
problem-solving and experimentation happen more naturally.

Opportunities for Women, Minorities, and Veterans

Small business ownership has long served as a pathway into the economic mainstream for people who face greater barriers in
traditional employment. The current data reflects both the progress made and the gaps that remain.

Women own approximately 14 million businesses in the United States, representing 40.4% of all classifiable businesses. Among
firms with no paid employees, women own 43.8%, nearly reaching parity with men in that category (SBA Office of Advocacy,
2026).

Minority-owned businesses total approximately 13 million, and minority-owned businesses with paid employees account for
23.5% of all employer firms. Hispanic-owned businesses number 5.1 million; Asian-owned businesses, 2.8 million; Black-owned
businesses, 4.4 million (SBA Office of Advocacy, 2026).

Veterans own approximately 1.7 million businesses, roughly 4.8% of all U.S. businesses, consistent with veterans' share of the
overall population (SBA Office of Advocacy, 2026).

These numbers matter not just as demographics but as evidence that small business ownership remains one of the most
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accessible routes to financial self-determination for people across a wide range of backgrounds.

Key Takeaways

¢ Small businesses have accounted for 61% of net new jobs in the United States since 1995, more than any other source.

e Small firms generate significantly more patents per employee than large companies, making them a critical engine of
innovation.

¢ Business ownership has historically served as a pathway to economic opportunity for women, minorities, veterans, and
others who face barriers in traditional employment.

e The economic contributions of small businesses are broad, consistent, and foundational to how the U.S. economy
functions.

1.6 Advantages and Disadvantages of Small Business Ownership

The decision to own a small business involves real trade-offs. Both sides of the ledger deserve honest consideration.

Advantages of Small Business Ownership

¢ Independence. You are your own boss. You make the decisions: about strategy, schedule, customers, and culture. That
authority is meaningful, and it is one of the most frequently cited reasons people choose ownership.

« Lifestyle flexibility. Because you set the terms, you have more control over when and where you work. For people with family
obligations, health considerations, or simply a strong preference for autonomy, this flexibility has real value.

¢ Financial upside. Running a business is financially risky, but it also offers the opportunity to earn more than you could
working for someone else, especially if the business grows. You benefit directly from the effort you put in.

e Learning across the whole business. Small business owners are involved in every function: sales, finance, operations,
customer service, and management. That breadth creates a kind of learning that a specialized corporate job rarely provides.

« Personal satisfaction. Working in a field you care about, serving customers directly, and watching a business you built
succeed. These experiences carry genuine personal meaning that is difficult to replicate in other kinds of work.

Disadvantages of Small Business Ownership

¢ Financial risk. Starting and sustaining a business requires capital, and there is no guarantee of income, especially in the
early years. Business failure can result in substantial personal financial loss.

e Stress. Owners carry the business with them. Competition, payroll, equipment, cash flow, customer complaints: all of it lands
on the owner. That weight can be considerable.

¢ Time demands. People sometimes start businesses expecting more time freedom than they had as employees. In practice,
many find they have less. A forty-hour workweek is a luxury most small business owners don't experience, particularly in the
first few years.

¢ Unpleasant tasks. When you own the business, you handle everything, including the things no one enjoys. Managing difficult
employees, dealing with unhappy customers, collecting late payments, and navigating compliance requirements all come
with the territory.

Despite these challenges, research consistently shows that small business owners report higher satisfaction with their work than
most corporate employees. The trade-offs are real, but for many people, the ownership experience is worth them.

@O0 7 (1.7)
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Key Takeaways

e The major advantages of small business ownership are independence, lifestyle flexibility, financial upside, broad learning,
and personal satisfaction.

e The major disadvantages are financial risk, stress, significant time demands, and the reality of managing unpleasant
tasks.

¢ Most small business owners, even those who face serious challenges, report greater satisfaction with their work than
typical employees.

e Knowing the trade-offs honestly before you commit is one of the most useful things you can do.

1.7 The Path to Business Ownership: Seven Steps

Planning a hike at Red Rock Canyon requires the same kind of preparation as planning a business.
Retrieved from [www.flickr.com]

Moving from a business idea to an open business is not a single decision; it is a process. That process has structure, even though
every owner's experience is different. Thinking about it in steps helps you see what comes next and prepare for it.

One useful way to visualize the path is to think about planning a hiking trip, something Nevadans know well. Before you set
foot on a trail like those at Red Rock Canyon, you do not simply show up and start walking. You decide where you're going,
gather information, assess your own fitness and experience, find the gear you need, map your route, and plan for what you'll do if
conditions change. Opening a business works the same way. The steps below describe that path.

Step 1: Inspiration. Every business starts with a spark: an idea, a frustration, a problem you see going unsolved, a skill you want
to put to work. Inspiration is the starting point, but it is not a plan. The question at this stage is: What is drawing you toward
business ownership, and is it specific enough to pursue?

Step 2: Preparation. This is where research begins. You gather information about the industry, the market, the competition, and

the customer. You look honestly at your own background, skills, and resources. Preparation also means making room in your life,
emotionally and logistically, for the demands of starting something new.
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Step 3: Assessment. With research in hand, you return to the core question: Is this idea still viable, and am I still interested in
pursuing it? Assessment is the moment when optimism gets tested by reality. Some ideas survive it stronger. Others don't, and
that is valuable information to have before you invest time and money.

Step 4: Exploring Resources. No business starts without resources. At this step, you identify what you need: capital, space,
equipment, partners, and skills, and how you will get it. Funding options for small businesses include personal savings, family and
friends, bank loans, SBA loan programs, microloans, and grants, among others.

Step 5: The Business Plan. The business plan is your map. It documents your concept, your market, your financial projections,
your operating model, and your strategy. Writing a business plan forces you to think through problems you haven't yet
encountered. It also gives you a reference point once you're open: a way to check whether reality is tracking with your original
expectations.

Step 6: Navigation. No plan survives contact with reality completely intact. At this stage, you adapt. You respond to what's actually
happening in the market, what's working and what isn't, and what new information has emerged. Good owners treat the business
plan as a living document, not a fixed blueprint.

Step 7: Launch. This is the opening, the moment when the business becomes real for customers. But launch is also just another
step in an ongoing process. Even on day one, new decisions are required. The business is open, and the work of managing it
begins.

Think About It

Think about a business idea of your own, even a rough one. It does not have to be fully formed. Using the seven-step
framework as a guide, which steps do you feel most prepared for? Which feel most uncertain or challenging? What would you
need to know or do before you could move through those steps confidently?

Key Takeaways

¢ Moving from a business idea to an open business is a structured process, even though every owner's experience is
unique.

e The seven steps (inspiration, preparation, assessment, exploring resources, business planning, navigation, and launch)
provide a framework for thinking about what comes next.

e Writing a business plan is a critical step. It is both a planning tool and a reality check.

e Launching the business is the beginning of management, not the end of planning.
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Watch and Reflect

» Watch: What We Wish We Knew Before Starting a Business

» Watch: What We Wish We Knew Before Starting a Business | Real Talk with Small Businesses

Source: VistaPrint

YouTube Clickable Link(opens in new window) Length: 4:37

In this video, five small business owners — Ashley of amarieacreates, Alexandra and Michael of WildFlora, Sabith and Fabiola
of tlaliepani, Karen of Kanda Chocolates, and Allan and David of FRUITLOOTS — share candid advice about what they wish
they had known before launching their businesses.

After watching, consider the following reflection questions:

1

Several owners in the video say you do not need everything in place before you start. Compare that idea to the seven-step
framework covered in this chapter. Does the framework require you to complete every step perfectly before moving forward,
or does it leave room for a "grow as you go" approach? Where do you see flexibility, and where do you see steps that cannot
be skipped?

The founders of tlaliepani describe being self-funded and bootstrapped, noting that capital is still not enough even at this
stage of their business. How does their experience connect to what this chapter says about planning and resources before
launch? What would you want to have figured out about funding before opening your doors?

Of all the advice shared in this video, which one piece is most relevant to the business you are developing in this course, and
why?

Check Your Understanding

Use the following questions to test your comprehension of this chapter.

1.

The SBA defines a small business as one with fewer than 500 employees, yet 82% of small businesses in the U.S. have no
paid employees at all. What does that tell you about the reality of small business in America? Does the definition match what
you think of when you hear the phrase “small business”?

This chapter identifies four common barriers that prevent people from starting a business: money, security, competition, and
lack of a clear idea. Think about a business you have considered starting, even briefly. Which of those barriers feels most real
to you, and what would it take to work through it?

The advantages and disadvantages of small business ownership look different depending on a person's situation. Think about
someone at a specific life stage: a recent college graduate, a parent returning to work, or someone approaching retirement.
Which advantages would matter most to that person? Which disadvantages would be hardest to manage? Would ownership
make sense for them?

Small businesses account for 61% of net new jobs but less than 46% of total employment. How is that possible? What does
it tell you about the nature of small businesses, specifically how they grow, change, and sometimes close?

Think about the seven steps of the business ownership path. If you were starting a business tomorrow, which step do you
think you would be entering right now? Which step feels most uncertain or challenging from where you are today?

Key Terms

Entrepreneur — Someone who identifies and acts on a new idea or opportunity, typically with the goal of creating something that
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did not previously exist. Often associated with innovation in products, technologies, markets, or business models.

Lifestyle venture — A business in which the owner's primary goal is the life it enables (the freedom, flexibility, and personal
satisfaction of self-employment) rather than financial growth or a future sale.

Small business — A business that is independently owned and operated, exerts little influence in its industry, and has fewer than
500 employees (SBA definition). The majority of small businesses in the United States have no paid employees at all.

Small business owner — Someone who owns and operates a business, which may or may not involve entrepreneurial innovation.
The business may follow an established model in an existing industry.
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2: Creativity, Innovation, and Design Thinking
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Learning Objectives

After completing this chapter, you will be able to:
« Differentiate between creativity, innovation, and invention, and explain how each applies to small business.
e Describe the five stages of the creative process and how they can help develop business ideas.
o Identify the three types of problem solvers and recognize your own problem-solving style.

e Explain the five stages of design thinking and how they help small business owners develop customer-centered solutions.

Small business owners are constantly navigating uncertainty: what product to offer, how to stand out from competitors, what
problems their customers actually need solved. The ability to think creatively, recognize opportunities, and approach challenges
with a structured process is not a talent reserved for artists or tech innovators. It is a practical skill that every small business
owner can develop and use.

This chapter introduces three interconnected concepts (creativity, innovation, and invention) and the processes that connect them
to real business decisions. You will also explore design thinking, a structured approach to problem solving that puts the customer
at the center of every decision.

2.1 Creativity, Innovation, and Invention

One of the key requirements for success in small business is the ability to develop and offer something of value to the
marketplace. Over time, business ownership has become closely associated with creativity, the ability to develop something
original, particularly an idea or a representation of an idea. Innovation requires creativity, but it is more specifically the
application of creativity, the manifestation of a creative idea into a usable product or service. Invention goes further still: all
inventions contain innovations, but not every innovation rises to the level of a unique invention. An invention is a truly novel
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product, service, or process, not an addition to or a variant of something existing, but something genuinely new.

Concept Description Example

Creativity | The ability to develop something original, particularly an idea or a | The idea that human voice could travel over
representation of an idea. electrical wire.

Innovation | A change that adds value to an existing product or service. Caller ID — adding a new feature that made
the existing telephone more useful.

Invention | A truly novel product, service, or process that represents a The telephone itself — something that had
meaningful leap, something genuinely new and different. never existed before.

Creativity, innovation, and inventiveness can be tightly linked, and it is possible for one person to demonstrate all three to some
degree. These are also skills that can be developed. In the sections that follow, each concept is examined in more depth.

Creativity

Creativity in small business is not so different from creativity in art. Inspiration comes from books, conversations, observations
of existing products and services, time in nature, and deliberate exercises like brainstorming. Ideation is the purposeful process
of opening your mind to new trains of thought that branch out from a stated purpose or problem. Brainstorming (the generation
of ideas in an environment free of judgment or criticism, with the goal of creating solutions) is one of dozens of methods for
generating new ideas.

Setting aside dedicated time for ideation matters. Letting your mind explore a problem from multiple angles, free from routine
thought patterns, is a necessary part of the process. If you consciously build time for creative thinking into your work, you will
broaden your perspective and open yourself to solutions you might not have otherwise considered.

Small business owners work with two types of thinking. Linear thinking, sometimes called vertical thinking, involves a logical,
step-by-step process. Lateral thinking, by contrast, is free and open thinking in which established patterns of logic are
deliberately set aside. Linear thinking is essential for turning an idea into an operating business. Lateral thinking opens up the
creative space needed to solve unexpected problems and see opportunities others have missed.

Linear Thinking Lateral Thinking
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Figure 2.1 Linear thinking follows a direct, step-by-step path. Lateral thinking opens up new directions. Source: OpenStax
Entrepreneurship (CC BY 4.0).

It is entirely possible to run a successful small business that is built on linear thinking. Many viable businesses flow logically
from existing products and services. However, increased global competition, rapid technological change, and shifting consumer
behavior have made creativity and lateral thinking increasingly important. Small business owners who can see beyond incremental
improvements and identify genuinely new solutions are better positioned to stand out in crowded markets.

Innovation

Innovation is a change that adds value to an existing product or service. According to management thinker Peter Drucker, the key
point about innovation is that it responds to changes both within markets and from outside them. Innovation can be planned and
systematic. Not all innovation is purely creative or spontaneous. A small business that sets out to improve a customer experience,
streamline a process, or solve a recurring complaint is innovating deliberately.

One example of systematic innovation is the self-serve kiosk in fast-food restaurants. McDonald's was among the first to deploy
these widely, responding to changes in customer demographics and a desire for faster service. The kiosks were not invented from
nothing, they applied existing technology to a familiar problem. That is the essence of most innovation: applying what exists in a
new way to solve a real problem better.

Disruptive innovation is an innovation that fundamentally alters how a market operates, often displacing established products,
services, or business models. Harvard professor Clayton Christensen, who coined the term in the 1990s, originally used it
to describe innovations that entered markets from the bottom up: simpler, cheaper, and initially overlooked by established
competitors (Christensen, 1997). The concept has since expanded in common usage to include innovations that redefine
marketplace expectations more broadly. Artificial intelligence is a current example: rather than starting cheaper or simpler, it has
transformed workflows, decision-making, and competition across industries simultaneously.

One practical tool for finding innovation opportunities is looking for pain points: problems people have with existing products or
services that a modified or new solution could address more effectively. Once a pain point is identified in your own business, in a
competitor's offering, or in the market generally, creativity can be applied to test and develop solutions. This kind of incremental
innovation, modifying something that exists to make it work better, is the most common form of innovation in small business.

Invention

Invention is a leap beyond innovation. Some inventions combine multiple innovations into something genuinely new. Invention
requires creativity, but it goes beyond generating new ideas or building on existing ones; inventors create something that did
not exist before. For small business owners, a true invention can be strategically valuable because it may create a new market
category rather than competing within an existing one. Intellectual property protections such as patents can also help protect an
invented product or process from being copied.

Consider the difference between the telephone and caller ID. The telephone was an invention. It created an entirely new way for
people to communicate that had never existed before. Caller ID, introduced decades later, was an innovation: it added value to an
existing product without fundamentally changing what it was. Both required creativity, but only one created something genuinely
new.

Beyond market advantage, significant inventions carry social and cultural weight. The invention of desktop computing, for
example, transformed entire industries and reshaped what was expected of the average office worker. The ripple effects spread
from corporate workplaces into educational systems. For most small business owners, invention at this scale is not the goal but
understanding the concept helps clarify the spectrum from creative thinking to innovation to something more transformational.
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Key Takeaways

e Creativity is the ability to develop something original. Innovation is the application of creativity to create value. Invention
is a genuinely novel creation that goes beyond existing products or services.

e Ideation — including brainstorming — is a skill that can be deliberately practiced and improved.
e Linear thinking is essential for executing a business. Lateral thinking opens up creative problem-solving.

o Disruptive innovation fundamentally alters how a market operates, often displacing established products, services, or
business models. Incremental innovation improves existing ones.

e Pain points in existing products are one of the most productive places to look for innovation opportunities.

2.2 The Creative Process

Raw creativity may feel spontaneous, but creative people who produce consistently whether in art, science, or business have
typically developed a process. They practice, refine, and integrate creative thinking with other skills. The good news is that anyone
can improve their creative output with deliberate effort. The five-stage creative process described here offers a practical model
for applying creativity in a small business context.
The five stages of the creative process are:

e Preparation

e Incubation

e Insight

e Evaluation

e Elaboration

Mm

Figure 2.2 The Five Stages of Creativity. Source: Based on Graham Wallas, The Art of Thought. Adapted from OpenStax
Entrepreneurship (CC BY 4.0)

Preparation

Preparation involves investigating a chosen area of interest, opening your mind, and immersing yourself in relevant materials,
practices, and examples. If you have ever tried to produce something creative without first absorbing information about the field,
you understand how difficult it is. A base of knowledge and experience helps you generate ideas faster and recognize which ones
have potential.

Preparation includes observing what others in your field are doing, not to copy them but to understand the landscape. For
example, someone developing a new fitness concept might try multiple gym formats, fitness apps, and class styles before
developing their own idea. Preparation is also a time for setting goals: what are you trying to create, and what does success look
like? During this stage, benchmarks begin to emerge, standards against which you can later measure your own creative work.
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Incubation

Incubation is giving your subconscious mind time to process what you absorbed during preparation. It involves stepping away
from active work on the problem. From the outside it may look like rest, but the mind continues working beneath the surface.
A change of environment is a key part of incubation: a walk, a different workspace, or a physical hobby can create the mental
distance needed for ideas to develop.

Incubation takes language out of the thought process to some degree. When you are not actively applying words to a problem,
your mind can make associations that go deeper than conscious analysis allows. Many creative and innovative people develop
habits of physical activity, running, hiking, cooking, precisely because these activities keep the hands busy while the mind
incubates. Patiently allowing incubation to work is one of the harder disciplines of the creative process.

Insight

Insight, sometimes called illumination, is the “aha” moment, when a solution or idea suddenly becomes accessible to your
conscious mind. Insights may arrive all at once or in increments. They are difficult to force or predict, but they are more likely
to come to a prepared mind that has also allowed time for incubation. For a small business owner, an insight might be a new

product idea, a better way to serve a recurring customer need, or the realization of why a current approach isn't working and what
to do instead.

Evaluation

Evaluation is the purposeful examination of your ideas. This is where you compare your insights against the goals you set during
preparation, the standards of your field or industry, and the needs of your target customer. Evaluation often involves inviting
outside perspectives: a trusted colleague, a potential customer, or a mentor. The primary objective is to understand whether
your idea genuinely addresses a real need and holds up against existing alternatives. Good evaluation is honest, even when the
feedback is uncomfortable.

Elaboration

Elaboration is the production stage where the idea becomes real. In a small business context, elaboration might mean building
a minimum viable product (MVP): a version of your product or service that is functional enough to bring to customers while still
being refined. An MVP allows you to begin gathering real feedback before investing heavily in a finished version. Elaboration may

also mean a prototype, a pilot program, or a soft launch to a limited audience. The goal is to make something available so that
customers can respond to it and so you can learn from that response.

Key Takeaways

e The five stages of the creative process are preparation, incubation, insight, evaluation, and elaboration.
e Preparation requires immersion in a field — observing what exists, setting goals, and building a base of knowledge.

e Incubation is active mental processing that happens beneath the surface. Stepping away from a problem often
accelerates it.

e Insight is most likely to come to a well-prepared mind that has also allowed time for incubation.

e Elaboration means producing something real — often a minimum viable product (MVP) — so that customers can respond
and you can learn.

2.3 Creative Problem Solving

Small business owners are, by necessity, problem solvers. A customer complaint, a supplier failure, a scheduling gap, a shift in the
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market are problems that can arrive constantly, and the ability to address them quickly and effectively is one of the most valuable
skills an owner can have.

The business writer Larry Myler, writing in Forbes, observed that problem solving is inherently reactive, you have to wait for a
problem to occur before you can solve it. The most effective small business owners go further: they anticipate problems and
work to prevent them. They build systems for continuous improvement, which sometimes means deliberately changing things that
seem to be working fine in order to stay ahead of market shifts. This proactive stance, solving problems before they arrive, is what
separates reactive management from strategic ownership.

There is no single right way to solve a problem. The approach that works best depends on the situation, the stakes, the time
available, and the owner's own natural tendencies. Three broad problem-solving styles are most commonly observed among small
business owners.

Self-Regulating Problem Solvers

Self-regulating problem solvers work autonomously. They identify a problem, visualize a solution, and act quickly often without
seeking outside input. Their greatest competitive advantage is speed. When a server goes down, an order is wrong, or a process
breaks, the self-regulating owner diagnoses and fixes the issue immediately. This style is effective in fast-paced environments
where time is of the essence and the owner has the expertise to act confidently.

[ ¢ [:2

Identifies a problem Thinks of a solution Implements a solution

Figure 2.3 Self-Regulating Problem Solver. Source: OpenStax Entrepreneurship (CC BY 4.0)

Theorist Problem Solvers

Theorist problem solvers are process-oriented and systematic. Rather than jumping to a solution, they build a path from what
is known toward what is possible, experimenting and learning from each attempt. They document what fails as carefully as what
succeeds, using that information to refine their approach. This style takes longer than self-regulation but tends to produce more
durable solutions, especially for complex or novel problems where the right answer isn't obvious at the outset.

Marie Curie, working toward the isolation of radium, is one historical example of theorist problem solving: each failed approach

eliminated a possibility and pointed toward the next experiment. For a small business owner, this style is well-suited to developing
a new product, entering an unfamiliar market, or rebuilding a system that isn't working.
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Identifies a problem Implements a theory Arrives at a solution

Figure 2.4 Theorist Problem Solver. Source: OpenStax Entrepreneurship (CC BY 4.0)

Petitioner Problem Solvers

Petitioner problem solvers seek input from others before acting. They consult mentors, team members, and people with relevant
experience, preferring a consensus-driven path. This approach takes the most time, but it draws on a wider range of perspectives
and tends to produce solutions that others have bought into which matters when implementation depends on a team. In small
business contexts, the petitioner style works well when the stakes are high, the situation is unfamiliar, or the decision will affect
multiple people whose support is needed.

NN

Identifies a problem Discusses the problem Finds a solution
with others agreeable to others

Figure 2.5 Petitioner Problem Solver. Source: OpenStax Entrepreneurship (CC BY 4.0)

No problem-solving style is inherently better than the others. Each has strengths and limitations, and the best approach depends
on the problem at hand. Effective small business owners learn to recognize their natural style and to adapt it when the situation
calls for something different. A self-regulator who slows down to consult others when navigating an unfamiliar legal issue is
making a smart adjustment. A petitioner who acts decisively when a customer complaint needs an immediate response is doing
the same.
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Key Takeaways

o Effective small business owners are not just reactive problem solvers — they anticipate problems and build systems to
prevent them.

e Self-regulating problem solvers act quickly and autonomously. Theorist problem solvers build systematic, experimental
paths to solutions. Petitioner problem solvers seek consensus and broad input.

¢ No problem-solving style is universally superior. The best approach depends on the situation, the stakes, and the time
available.

e Recognizing your own problem-solving style is a form of self-awareness that helps you manage both when to trust your
instincts and when to seek outside input.

2.4 Design Thinking

David Kelley, founder of Stanford University's Design School and co-founder of the design firm IDEO, is credited with bringing
design thinking into mainstream business practice. IDEO, which grew from a merger of two innovative design firms, began by
designing physical products including Apple's first mouse and one of the first laptop computers. Over time, the firm shifted
from designing products to designing customer experiences. Kelley began using the word “thinking” to describe this experience-
focused design process, and the term design thinking was born.

Design thinking is a method that focuses the design and development of a product or service on the needs of the customer,
typically involving an empathy-driven process to define complex problems and create solutions that address those problems.
It has expanded well beyond product design into digital experiences, services, business strategy, and social policy. For small
business owners, it offers a structured way to make sure the business is solving the right problem, the one customers actually
have, not just the one the owner assumes they have.

Human-Centered Design Thinking

One widely taught approach to design thinking is human-centered design (HCD), developed and taught at Stanford's Design
School and organizations like the LUMA Institute. As the name suggests, HCD places real people at the center of the process.
Ideas come from exploring actual customers, their lives, their needs, their frustrations, rather than from assumptions. HCD moves
through five interconnected stages:

« Empathizing — Understanding the people you are designing for. This means observing, listening, and asking questions,
setting aside your own assumptions to genuinely understand the customer's experience.

¢ Defining — Synthesizing what you learned in the empathy stage into a clear problem statement. The goal is to articulate the
core problem you are trying to solve, often framed as a “How might we...?” question.

o Ideating — Generating a wide range of possible solutions to the defined problem. This is the brainstorming stage, where
quantity of ideas matters more than immediate quality.

¢ Prototyping — Building inexpensive, scaled-down versions of potential solutions to test and explore. Prototypes are meant
to be rough. The goal is to learn, not to produce a finished product.

o Testing — Putting the best prototypes in front of real users to gather feedback. Testing often sends the process back to
earlier stages, as new information refines the understanding of the problem.
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Empathizing Defining Ideating Prototyping Testing
Observe and listen to Synthesize what you Generate a wide range | Build rough, inexpensive Put prototypes in
real customers. Set learned into a clear of possible solutions. versions of potential front of real users.
aside assumptions to problem statement, Quantity matters more | solutions. The goal is to Feedback often
understand their actual | often framed as a "How | than immediate quality | learn, not to produce a sends the process
needs and frustrations. | might we...?" question. at this stage. finished product. back to earlier
stages.

Figure 2.6 The Five Stages of Human-Centered Design Thinking.
Design thinking is not a linear checklist. In practice, small business owners move back and forth between stages as they learn
more. A testing session might reveal that the problem statement needs to be revised. A prototype might spark a new ideation
session. The process is iterative by design.
For small business owners, design thinking offers a practical discipline: before investing in a product, service, or system, make

sure you understand the person you are building it for. The most common cause of small business failure is not poor execution.
It is solving the wrong problem, or solving the right problem for the wrong customer.

Key Takeaways

e Design thinking is a structured, empathy-driven approach to problem solving that centers on the needs of the customer.
e The five stages of human-centered design thinking are: empathizing, defining, ideating, prototyping, and testing.
e Design thinking is iterative, not linear. New information at any stage may send the process back to an earlier one.

e For small business owners, the most important discipline design thinking offers is this: understand the customer's actual
problem before building a solution.
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Watch and Reflect

» Watch: Brainstorming and Other Ideation Techniques

» Watch: Brainstorming and Other Ideation Techniques

Source: Stanford Biodesign

YouTube Clickable Link (opens in a new window) Length: 2:46

David and Tom Kelley, founders of IDEO, one of the world's leading design and innovation firms, discuss how brainstorming

and other ideation techniques work in practice. They make the case for diverse perspectives in the creative process, explain
what productive brainstorming actually looks like, and walk through the empathy map, a tool for observing and understanding

what customers are really thinking and feeling.

After watching, consider the following reflection questions:

1

The Kelleys say the essential thing about brainstorming is not the format but the ability to build on each other's ideas when
you have a diverse group. How does that idea connect to what this chapter says about where good business ideas come
from? What does diversity of perspective have to do with identifying a real customer problem?

2. The empathy map involves observing people, tracking what they say and do, and then trying to infer what they are thinking
and feeling. How does that process connect to the design thinking stages covered in this chapter? Where does the empathy
map fit in the process, and what kind of opportunity might it help a small business owner identify?

3. Think about the business you are developing in this course. Who is your customer? What would you want to observe about

them, and what question would you most want to answer about what they are thinking or feeling?

Check Your Understanding

Use the following questions to test your comprehension of this chapter.

1. The chapter distinguishes between creativity, innovation, and invention. Think about a small business you know or have
visited recently. Which of the three best describes what makes that business stand out? Explain your reasoning.

2. The five-stage creative process includes a stage called incubation, deliberately stepping away from a problem to let your
mind work on it. Does this match your own experience with problem solving? Can you think of a time when stepping away
from a challenge led to a breakthrough?

3. Of the three problem-solving types: self-regulating, theorist, and petitioner which best describes how you typically approach
challenges? How might your preferred style affect how you manage a small business?

4. Design thinking places empathy at the center of problem solving. Think about a Las Vegas small business that you believe
does a good job of understanding its customers’ needs. What evidence do you see of that customer-centered approach?
What might they do better?

5. The elaboration stage of the creative process often involves launching a minimum viable product (MVP). What are the
advantages and risks of bringing a product to market before it is fully finished?

Key Terms

Brainstorming — The generation of ideas in an environment free of judgment or criticism, with the goal of producing solutions
to a defined problem.
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Creativity — The ability to develop something original, particularly an idea or a representation of an idea.

Design thinking — A method that focuses the design and development of a product or service on the needs of the customer,
using an empathy-driven process to define complex problems and create solutions.

Disruptive innovation — An innovation that fundamentally alters how a market operates, often displacing established products,
services, or business models. Originally coined by Clayton Christensen (1997) to describe innovations that entered markets from
the bottom up, the concept has since expanded to include innovations that redefine marketplace expectations more broadly.

Elaboration — The fifth stage of the creative process, in which ideas become real through production, prototyping, or the release
of a minimum viable product (MVP).

Human-centered design (HCD) — A design thinking approach that draws inspiration from real people — their needs, behaviors,
and problems — as the primary source of ideas and solutions.

Ideation — The purposeful process of opening the mind to new trains of thought branching out from a stated purpose or problem.
Brainstorming is one ideation technique.

Incubation — The second stage of the creative process, in which the subconscious mind continues processing a problem while
the conscious mind is occupied elsewhere.

Innovation — A change that adds value to an existing product or service.

Insight — The third stage of the creative process; the “aha” moment when a solution or idea becomes accessible to conscious
thought.

Invention — A truly novel product, service, or process that represents a meaningful leap beyond existing products rather than a
variation on them.

Lateral thinking — Free, open thinking in which established patterns of logic are deliberately set aside in order to explore new
possibilities.

Linear thinking — A logical, step-by-step thought process; also called vertical thinking. Essential for execution and
implementation.

Minimum viable product (MVP) — A version of a product or service that is functional enough to bring to market for testing and
feedback, while still being refined and developed.

Pain point — A problem that people have with an existing product or service that could be addressed by a new or modified
solution.
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3: Business Structures and the Business Plan

Image retrieved from: Pexels(opens in new window)

Learning Objectives

After completing this chapter, you will be able to:
¢ Identify and compare the major business structures available to small business owners in the United States.

e Explain the key advantages and disadvantages of each structure, including liability, taxation, and administrative
requirements.

e Describe the essential components of a business plan and explain how it functions as both a planning tool and a
management reference.

e Identify the five key advisors every small business owner should engage and explain the role each plays.

Two of the most consequential early decisions a small business owner makes are choosing a legal structure and writing a business
plan. These are not bureaucratic formalities. The business structure chosen directly affects how much of your personal assets are
at risk, how the business is taxed, who has decision-making authority, and how potential lenders and investors evaluate you. The
business plan documents your strategy and serves as a reference point for every major decision that follows.

This chapter covers the major business structures available to small business owners in the United States, the key components
of a business plan, and the professional advisors who can help you navigate both.

3.1 Choosing a Business Structure

One of the most important initial decisions a small business owner makes, from a legal perspective, is the legal organization
of the business, called the business structure or entity selection. The available choices include traditional structures such as
corporations, partnerships, and sole proprietorships, and hybrid entities such as limited liability companies (LLCs), limited liability
partnerships (LLPs), and joint ventures. Each carries different requirements to establish, different tax and regulatory obligations,
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and varying levels of personal risk and legal protection.

Business structure options should be evaluated not just for where the business is today, but for where it might go. The structure
chosen at the outset will shape how the business grows, how authority is organized, and how capital can be raised. Because
business needs evolve, the structure can and often should change as the venture grows. Legal and tax advice from a qualified
professional is strongly recommended before making this decision.

Corporations

A corporation is a complex business structure created by filing formal documents, typically called articles of incorporation,
with the appropriate state agency. A corporation operates as a separate legal entity apart from its owners, who are called
shareholders. Like an individual, a corporation can sue and be sued, own property, enter into contracts, and borrow money. One
of the primary advantages of incorporating is limited liability: the corporation shields its owners from personal responsibility for
most of the company’s legal and financial obligations.

Corporations require more administrative formality than other structures. They must maintain bylaws, hold annual shareholder and
director meetings, keep minutes of major decisions, and maintain separate bank accounts and financial records. Corporations
are the only business entity permitted by law to sell shares of stock, making them well-suited to businesses that plan to raise
capital from outside investors.

C Corporations, S Corporations, and B Corporations

The distinction between C corporations and S corporations is primarily a tax distinction. An S corporation is a “pass-through”
entity: shareholders report the business’s profits as their own income and pay personal income taxes on it, avoiding double
taxation. A C corporation is taxed at the corporate level, and then again at the individual level if corporate income is distributed
to shareholders as dividends.

A B corporation (Benefit corporation) is a distinction based on purpose rather than taxes. A certified B corporation meets
high standards of social and environmental performance, transparency, and accountability, balancing profit with a broader social
mission. B corporations can be organized as either C corporations or S corporations.

C Corporation S Corporation B Corporation

Tax Taxed at the corporate | Pass-through taxation. Profits and losses are reported on Organized as either a

Treatment | level. Shareholders shareholders’ personal tax returns. No corporate-level tax. C corp or S corp. Tax
also pay personal tax treatment follows the
on dividends received underlying structure
— known as double chosen.
taxation.

Ownership | Unlimited Unlimited shareholders. Can issue multiple classes of stock. Open | No specific ownership
shareholders. Can to foreign investors. restrictions beyond
issue multiple classes those of the
of stock. Open to underlying C or S corp
foreign investors. structure.

Best For Businesses seeking Small to mid-sized, privately held businesses that want liability Businesses that want
outside investment, protection and tax efficiency without double taxation. to balance profit with
planning to go public, a formal commitment
or operating at large to social or
scale. environmental goals.
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C Corporation S Corporation B Corporation
Real- Apple Inc. — publicly | Clear Capital — a real estate valuation technology company Patagonia — certified
World traded on NASDAQ, headquartered in Reno, Nevada. In a 2020 interview, CEO B corporation
Example pays corporate taxes, Duane Andrews confirmed the company's structure, noting that committed to
distributes dividends | as an S corporation headquartered outside California, it environmental
to millions of benefited from favorable tax treatment (Andrews, as cited in sustainability, donates
shareholders Reno Gazette Journal, June 2020)." profits to
worldwide. environmental causes.

Figure 3.2 Comparison of C, S, and B Corporations.

Partnerships and Joint Ventures

A partnership is a business entity formed by two or more individuals or entities, each of whom contributes something of value
(capital, equipment, or skills) and shares in the profits and losses. In a general partnership, each partner bears personal liability
for the obligations of the partnership as a whole. A limited partnership (LP) includes at least one general partner, who bears full
personal liability, and one or more limited partners, whose liability is generally capped at their investment.

A joint venture is essentially a temporary partnership between two businesses formed to pursue a shared goal or project. The
parties share costs, risks, and any resulting revenue.

Sole Proprietorships

A sole proprietorship is a business owned and managed by one individual, with very little formal structure and no required state
filing. It is the simplest and least expensive business structure to create, and the most common form of small business in the
United States. The owner, called a sole proprietor, and the business are legally the same entity, meaning the owner is personally
liable for all debts and legal obligations. All business profits and losses are reported on the owner’s personal tax return using a
Schedule C form.

A sole proprietor may also operate under a doing business as (DBA) name, an assumed business name filed with the relevant
government office. A DBA does not provide any of the liability protections associated with a corporation or LLC, even if the
assumed name includes words like “Inc.” or “LLC.”

Limited Liability Companies (LLCs)

A limited liability company (LLC) is a hybrid structure that combines the liability protection of a corporation with the flexibility
and simpler administration of a partnership. The owners of an LLC are called members, and the LLC’s key advantage is that
members are generally protected from personal liability for the business’s debts and legal obligations, as long as they keep
business and personal finances separate.

Compared to corporations, LLCs are easier to form and maintain. They require filing articles of formation with the state and
creating an operating agreement, but far fewer ongoing regulatory formalities. Nevada is particularly well-regarded for its LLC
laws, offering strong liability protections and privacy provisions. Small business owners in Nevada can begin the formation process
through the Nevada Secretary of State’s office at nvsos.gov/sos/businesses/start-a-business.

Think about it

A friend wants to start a mobile pet grooming service in Las Vegas. She plans to work alone, at least initially, and wants to
keep startup costs low. She is trying to decide between operating as a sole proprietorship or forming an LLC. What are the key
trade-offs she should consider? What additional information would you want to know before making a recommendation?
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Key Takeaways

e Entity selection, the choice of business structure, has direct consequences for personal liability, taxation, management
structure, and the ability to raise capital.

e Corporations provide the strongest liability protection and the ability to sell stock, but require the most administrative
formality.

e Partnerships share authority, risk, and profit. General partners bear personal liability; limited partners do not, as long as
they stay out of management.

e Sole proprietorships are the simplest and most common structure, but offer no liability protection.

e LLCs combine liability protection with simpler administration, a popular choice for small businesses. Nevada offers strong
LLC protections.

e Legal and tax advice is strongly recommended before selecting a business structure.

3.2 The Business Plan

A business plan is a formal document used for the long-range planning of a company’s operation. It typically includes
background information, a market analysis, financial projections, and a summary of the business strategy. Investors nearly always
request a formal business plan, and banks and other lenders require one to assess loan applications. Business plans usually
project financial data over a three-year period and can range from a few pages to twenty-five or more, depending on the purpose
and audience.

Most business plans include the following key components:

o Executive summary — An overview of the entire business plan, written after the other sections are complete. It highlights
the most significant points and should be compelling enough to motivate the reader to keep reading.

¢ Vision and mission statement — A concise description of the business’s intended direction and underlying philosophy.
Company values are often included here.

o Company overview — The type of business (manufacturing, retail, service), background information if the business already
exists, and the proposed legal structure. Includes company name, location, objectives, and current status.

« Product and/or service plan — A description of what the business offers, its unique features, why customers will buy it, and
any available legal protections such as patents or trademarks.

o Marketing plan — An analysis of the target market and customer profile, the competitive landscape, the marketing and sales
strategy, pricing, and the projected marketing budget.

« Management plan — Identification of the key people involved, active investors, the management team, board members, and
advisors, along with their relevant experience and qualifications.

e Operating plan — A description of how the business will function day to day, including facilities, equipment, staffing, quality
control, inventory management, and supply chain.

« Financial plan — A detailed projection of revenues, costs, and profits, typically over three to five years. Includes pro forma
financial statements, a breakeven analysis, and the planned sources of financing.

¢ Appendix of supporting documents — Additional materials that support the plan, such as management biographies,
detailed competitive analysis, customer research, or testimonials.

Business plans should be treated as living documents, reviewed and updated regularly as the business grows and the market
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changes. Comparing actual results against the plan’s projections tells you whether you are on track and where adjustments are
needed. It is both a road map and a measuring stick.

Key Takeaways

e A business plan is a formal, comprehensive document used for long-range planning and required by most investors and
lenders.

e The nine key components of a business plan cover strategy, market analysis, operations, management, and financials.
e A business plan is a living document, reviewed and updated regularly as the business and its environment change.

¢ Comparing actual results to the plan’s projections is one of the most practical ways to track performance and identify
where to adjust.

3.3 Key Advisors for Your Business

No small business owner succeeds entirely on their own. The most effective owners build a team of trusted advisors who bring
expertise the owner doesn’t have or can't afford to maintain in-house. Choosing the right advisors early, before problems arise, is
one of the most valuable investments a small business owner can make.

Think of it this way: a quarterback depends as much on the offensive line as on the receivers. A surgeon needs nurses and

anesthesiologists. The business owner who recognizes the limits of their own expertise and builds relationships with the right
professionals is better equipped to make sound decisions under pressure.

Financial Insurance

Industry
Institution Agent

Expert

Figure 3.1 Key advisors for small business owners. Adapted from OpenStax Entrepreneurship (CC BY 4.0).

Accountant

One of the most important early decisions a small business owner makes is hiring a skilled accountant. Before approaching any
investor, lender, or vendor, a new owner’s personal financial history is the only financial picture those parties can evaluate. Having
professionally prepared tax returns in hand establishes credibility and signals sound financial management. A skilled accountant
helps create pro forma financial documents, set up bookkeeping procedures, manage payroll, file taxes, and provide ongoing
financial guidance.
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Attorney

Getting legal advice early, even in the idea development stage, is far less expensive than addressing legal problems after they
arise. An attorney can help with entity selection, contract review, intellectual property protection, employment law compliance,
and a wide range of other issues that affect small businesses.

Attorneys range from generalists who handle many areas of law to specialists with deep expertise in a specific field. For most new
small business owners, a generalist with experience working with small businesses is a practical starting point. When specialized
expertise is needed, for a complex real estate transaction, an employment dispute, or intellectual property filing, a referral to a
specialist is appropriate.

Before engaging an attorney, ask how they bill for their services. Some charge flat rates for specific tasks; others bill by the hour
and add expenses separately. Understanding the fee structure upfront avoids surprises later.

Banker or Financial Institution

Not all banks are the same, and the right banking relationship depends on the size and geographic scope of your business.
Local community banks are often well-suited to small, locally focused businesses. Some credit unions also offer business banking
services, though availability varies by institution and membership eligibility requirements differ. Officers at a local institution
may know the business owner personally, understand the local market, and be more willing to make lending decisions based on
reputation and relationship rather than purely on data.

As a business grows, banking needs change. A business that starts in one part of Las Vegas and expands into Henderson,
Summerlin, or the northwest valley may outgrow the capabilities of a smaller institution. Reviewing banking arrangements as the
business grows is a practical step many owners overlook until a need arises. Establishing a relationship before you need a loan,
opening accounts, demonstrating financial discipline, and communicating regularly with a business banker, puts you in a stronger
position when it is time to seek financing.

Insurance Agent

Insurance is important for almost every small business, and a knowledgeable insurance agent brings access to data and expertise
that most business owners don’t have on their own. Agents can assess the risks specific to your industry, identify the types of
coverage that apply to your business, and help you find appropriate coverage at a reasonable cost.

One practical tool insurance professionals use is the North American Industry Classification System (NAICS), a federal coding
system that categorizes businesses by type. Insurance premiums are often tied to the risk level associated with a business’s
NAICS classification. An agent familiar with your industry can help you understand your classification and ensure you are
appropriately covered.

Industry Expert

Industry expertise and practical knowledge are among the most important factors in successfully launching and operating a small
business. Research suggests that roughly 15 to 20 percent of successful small business owners had no prior industry experience
before starting, but even those owners typically sought out mentors, advisors, or consultants with the relevant knowledge they
lacked.

SCORE (formerly the Service Corps of Retired Executives) is a national nonprofit that provides free mentoring and business
advice to small business owners through a network of volunteer business professionals. SCORE mentors can be matched by
industry expertise, making them a particularly valuable resource for new owners seeking practical guidance from someone who
has worked in their field. Connecting with an industry expert early, whether through a professional association, a small business
development center, a SCORE mentor, or personal networking, provides insight into the skills, standards, and pitfalls specific to
your field.
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Think About It

A first-time restaurant owner in Las Vegas is preparing to open a small neighborhood café. She has culinary experience but
has never run a business. Of the five advisors discussed in this section: accountant, attorney, banker, insurance agent, and
industry expert, which would you recommend she engage first, and why? Which could wait, and under what circumstances?

Key Resources for Small Business Owners

Resource

Nevada Secretary of
State

SCORE

Small Business
Development Centers
(SBDCs)

NAICS Database

SBA — Small Business
Administration

@O0

What It Offers

Business formation, LLC filing, registered agent requirements, and
business name search for Nevada businesses.

Free mentoring from experienced business professionals, matched by
industry. Workshops, templates, and online resources also available.

Free and low-cost consulting, business planning assistance, and training.

Nevada SBDC serves businesses statewide.

Federal business classification system used by insurance professionals,
lenders, and government agencies to categorize businesses by type.

Federal resources for starting, managing, and growing a small business,
including loan programs, contracting opportunities, and guides.
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Web Address

nvsos.gov/sos/
businesses/start-a-
business

score.org

nsbdc.org

census.gov/naics

sba.gov


https://www.nvsos.gov/sos/businesses/start-a-business
https://www.nvsos.gov/sos/businesses/start-a-business
https://www.nvsos.gov/sos/businesses/start-a-business
https://www.score.org/
https://nevadasbdc.org/
https://www.census.gov/naics/
https://www.sba.gov/
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Table 3.1 Key resources for small business owners in Nevada and nationally.

Key Takeaways

¢ No small business owner succeeds entirely alone. Building a team of trusted advisors is one of the most valuable
investments a new owner can make.

e The five key advisors for small business owners are: accountant, attorney, banker or financial institution, insurance agent,
and industry expert.

e Engaging advisors early, before problems arise, is less expensive and more effective than seeking help after the fact.

e The right banking relationship depends on the size and geographic scope of the business. As the business grows,
banking needs should be reassessed.

e SCORE, small business development centers (SBDCs), and professional associations are low-cost or free sources of
expert guidance for new small business owners.

Watch and Reflect

P Watch:LLC vs. Sole Proprietorship vs. S Corp: What's the Difference?

» Watch: LLC vs. Sole Proprietorship vs. S Corp: What's the Difference?
Source: ADP
YouTube Clickable Link (opens in new window) Length: 3:24

Note: This video is produced by ADP, a payroll and HR services company. The final 25 seconds include a product pitch. The
content itself is solid and worth your attention.

Victoria Jordan, founder and Executive Creative Director of Pureworks, LLC, walks through the practical differences between
three common business structures: sole proprietorship, LLC, and S corporation. She covers personal liability, tax treatment,
and the paperwork requirements for each, framing the decision the way a real business owner thinks about it.

After watching, consider the following reflection questions:
1. Victoria opens the video by admitting she was not entirely sure why she chose an LLC when she set up her business. After
watching, could you explain to a friend why someone might choose an LLC over a sole proprietorshi p? What is the single

most important difference between the two?

2. The video describes the S corp as a tax election rather than a business structure. In your own words, what does that mean,
and what would a business owner need to consider before pursuing S corp status?

3. Think about the business you are developing in this course. Based on what you learned in this video and this chapter, which
structure makes the most sense for your business right now, and why?

Check Your Understanding

Use the following questions to test your comprehension of this chapter.

1. A friend wants to start a mobile food service in Las Vegas and is trying to decide between a sole proprietorship and an LLC.
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What questions would you ask before making a recommendation? What are the key trade-offs between the two structures for
this type of business?

2. The business plan is described as a “road map” that should be reviewed and updated regularly. Given that markets change
rapidly, why do you think lenders and investors still require a formal business plan? What does it signal to them beyond just
the financial projections?

3. Of the five key advisors, accountant, attorney, banker, insurance agent, and industry expert, which do you think is most
important for a small business owner to engage before opening? Defend your choice.

4. B corporations are required to balance profit with social and environmental performance. Do you think this model is
sustainable for small businesses, or is it better suited to larger companies? Can you think of a Las Vegas area business that
seems to operate with a similar values-driven mission?

5. The chapter notes that business plans should be treated as living documents. If you were running a small business and your
actual results were consistently below projections, what would you do? Would you revise the plan, or push harder to meet the
original targets? What factors would influence your decision?

Key Terms
Articles of incorporation — The formal documents filed with a state agency to create a corporation.

B corporation (Benefit corporation) — A business that meets high standards of social and environmental performance,
transparency, and accountability, balancing profit with a broader social mission.

Business plan — A formal document describing a business’s strategy, market, operations, management, and financial projections,
typically covering a three-to-five-year period.

C corporation — A standard corporation taxed at the corporate level, with distributions to shareholders taxed again at the
individual level.

Corporation — A business structure that operates as a separate legal entity from its owners, providing limited liability and the
ability to sell stock.

DBA (doing business as) — An assumed business name used by a sole proprietor or other entity. Does not provide liability
protection.

Entity selection — The choice of legal business structure, affecting liability, taxation, management authority, and the ability to
raise capital.

General partnership — A business formed by two or more parties who share management, profits, and losses, with each partner
bearing personal liability.

Joint venture — A temporary partnership between two businesses formed to pursue a shared goal, sharing costs, risks, and
potential rewards.

Limited liability company (LLC) — A hybrid business structure combining the liability protection of a corporation with the
simpler administration of a partnership.

Limited partnership (LP) — A partnership with at least one general partner bearing full personal liability and one or more limited
partners whose liability is capped at their investment.

S corporation — A pass-through tax entity in which business profits are reported on shareholders’ personal tax returns, avoiding
double taxation.

SCORE — A national nonprofit organization that provides free mentoring and business advice to small business owners through
a network of volunteer business professionals.

Shareholder — An owner of a corporation who holds shares of stock representing a proportional ownership interest.
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Sole proprietor — The owner of a sole proprietorship; legally the same entity as the business, bearing full personal liability.

Sole proprietorship — The simplest business structure, owned and managed by one individual, with no required state filing and
no separation between owner and business.
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4: Ethics, Al, and the Small Business Owner

Image retrieved from FreeRangeStock

Learning Objectives

After completing this chapter, you will be able to:

e Explain the difference between ethical and legal obligations for small business owners.
o Identify the range of stakeholders a small business owner is responsible to.
e Describe the characteristics of an ethical small business and the role of a moral compass in business decision-making.

e Explain how small businesses are currently using artificial intelligence and identify the ethical considerations that come
with it.

e Recognize the risks of low-quality AI-generated content and apply the human-in-the-loop principle to AI use in small
business.

What does it mean to run an ethical small business? The question sounds simple, but the answer involves far more than following
the law. It means understanding who your business affects, making decisions with integrity even when no one is watching, and
building the kind of reputation that keeps customers coming back and employees proud to show up. It also increasingly means
thinking carefully about how you use new technologies, including artificial intelligence, in ways that reflect your values and protect
your reputation.

This chapter covers the ethical foundations of small business ownership, the stakeholders every owner is responsible to, and how
to develop the moral compass that guides good decisions over the long run. It also addresses one of the most pressing practical
questions facing small business owners today: how to use artificial intelligence as a genuine tool without letting it undermine the
authenticity that makes a small business worth choosing.
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4.1 Ethics and the Small Business Owner

Whenever you think about the standards of behavior you expect of yourself, in business and in life, you are engaging in
ethical reasoning. Ethics refers to the principles that guide conduct and distinguish right from wrong. Business ethics guides
how entrepreneurs and small business owners conduct themselves in relation to the law and in relation to the rights of their
stakeholders: customers, employees, suppliers, and the surrounding community.

Ethics and the law are related but not the same thing. Compliance refers to the extent to which a business conducts its operations
in accordance with applicable laws and regulations. Compliance is mandatory, a baseline, not a standard of excellence. Ethical
behavior builds on that baseline. An action may be entirely legal and still be widely considered wrong. When a pharmaceutical
executive raised the price of a life-saving HIV drug from $13.50 to $750 per pill overnight, the decision was within legal limits.
The backlash was swift and severe, and the reputational damage was lasting. Legal does not mean ethical, and in a small business
where your personal reputation and your business reputation are the same thing, that distinction matters enormously.

Across ethical frameworks, a few core principles consistently emerge: treat others with honesty, fairness, and respect. In business,
these principles translate into specific behaviors: not defrauding customers, paying employees fairly, honoring contracts,
representing your products accurately. Integrity, consistency between what you say and what you do, is the trait customers and
employees most consistently cite when describing businesses they trust and return to.

The Ethisphere Institute, which annually recognizes companies demonstrating exceptional ethical leadership through its World's
Most Ethical Companies program, reports that honorees have consistently outperformed comparable market indexes. In its
most recent five-year analysis, recognized companies outperformed a comparable global index by 8.2 percentage points, what
Ethisphere calls the “Ethics Premium” (Ethisphere Institute, 2026). The mechanisms are not mysterious: ethical businesses earn
trust, and trust drives loyalty, retention, and word-of-mouth, all of which are disproportionately valuable to small businesses
operating without large marketing budgets.

Ethics vs. Legal Compliance

Compliance is where ethical business behavior starts, not where it ends. Regulations set a floor, a minimum standard required for
a business to legally operate. Ethical reasoning sets a ceiling that many businesses never reach and most customers never stop
noticing.

A few distinctions are worth keeping in mind. The law tends to lag behind ethical reasoning; it is built on precedent and requires
compelling reasons to change. Ethical thinking is more responsive to shifts in social values and public expectation. This means
that what is acceptable by law today may be widely viewed as wrong in five years, and businesses that operate only at the legal

minimum often find themselves caught on the wrong side of that shift. Entrepreneurs who treat ethical standards as a moving
floor, asking not just “is this legal?” but “is this right?”, tend to be better positioned for the long run.

Key Takeaways

e Ethics refers to the principles that guide conduct and distinguish right from wrong. Business ethics applies those
principles to relationships with customers, employees, and the community.

e Legal compliance is the minimum required. Ethical behavior goes further, doing what is right, not just what is permitted.
o Integrity, consistency between what you say and what you do, is the foundation of business trust.

e Research consistently shows a positive relationship between ethical conduct and long-term financial performance.

4.2 Stakeholders and the Ethical Business

A comprehensive view of business ethics requires understanding who a business is responsible to. Two terms are commonly used
but often confused: shareholders and stakeholders.
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For decades, a dominant view in American business held that the only obligation of a company was to maximize shareholder
returns. Stakeholder theory, developed by philosopher and business ethicist R. Edward Freeman in the 1980s, offered a direct
challenge to that view: companies are responsible not just to shareholders, but to everyone affected by their decisions, employees,
customers, suppliers, and the surrounding community. For many years this remained primarily an academic argument. In 2019,
the Business Roundtable, a group of CEOs from the largest companies in the United States, formally updated its statement of
corporate purpose to align with stakeholder thinking, signaling that the idea had moved from the classroom into the boardroom
(Business Roundtable, 2019).

Stakeholders are anyone who has a meaningful interest in how the business operates, employees, customers, suppliers,
neighbors, the local community, and the environment. For small business owners, this is not an abstract philosophical debate. A
small business is embedded in a community in ways that large corporations rarely are. Your employees are often your neighbors.
Your customers know who you are. Your suppliers may have worked with you for years. The decisions you make about pricing,
hiring, sourcing, and communication affect real people in your immediate orbit. That proximity is one of the great advantages of
small business, and one of its most significant ethical responsibilities.

Small business decisions affect a wide range of stakeholders, from employees and customers to the broader community. Image
retrieved from SarasotaSEOServices

Being an Ethical Small Business Owner

Ethical conduct in business is not only the right thing to do: it also strengthens your reputation as a business leader of integrity.
That reputation is one of the most durable competitive advantages a small business owner can build.

Being ethical means more than avoiding fraud or following regulations. It means treating employees with dignity, representing
your products and services honestly, honoring commitments even when it is inconvenient, and considering the impact of your
decisions on people beyond your immediate bottom line. It may mean sharing profit with employees, contributing time to your
community, or choosing suppliers whose practices align with your values. Success in small business, at its best, means more than
making money, it means making a business that people are glad exists.

A code of ethics, whether personal, organizational, or professional, can serve as a practical guide for navigating difficult
decisions. Many industries have established codes: accountants, attorneys, financial advisors, and healthcare professionals all

operate under professional ethical standards. While no universal code governs all small businesses, the principles most codes
share, honesty, transparency, fairness, and accountability, provide a sound foundation.

Developing a Moral Compass

A moral compass is the internalized capacity to distinguish right from wrong in challenging situations, acting ethically not
because you have to think it through each time, but because ethical behavior has become habitual. People who have developed
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a genuine moral compass are typically described as trustworthy, fair, and consistent. These qualities are not only personally
valuable, they are foundational to leadership.

Developing a moral compass takes practice. It requires regularly exercising the ethical “muscles” of trust, honesty, responsibility,
and fairness, in small decisions as well as large ones. For a small business owner, the organizational environment you create
matters enormously. If your team sees you cutting corners, they will cut corners. If they see you honoring commitments even at a
cost, they will do the same. The culture of an organization is set at the top, and in a small business, the top is you.

Think About It

A Las Vegas catering company is offered a large contract from a client who is known in the industry for delaying payments,
sometimes by months. The contract would represent 40% of the company’s annual revenue. The owner knows that accepting
it creates a serious cash flow risk, but declining it means turning down significant income. What ethical and business
considerations should guide this decision? Who are the stakeholders, and how are each of them affected by the choice?

Key Takeaways

e Shareholders are the owners of a business, the individuals or entities who hold stock or equity. Stakeholder theory holds
that businesses are responsible to a much broader group.

e A stakeholder-oriented approach to business ethics holds that owners are responsible to employees, customers,
suppliers, the community, and more.

« A moral compass is the internalized capacity to act ethically by habit, not just by deliberate calculation.

e The ethical culture of a small business is set by the owner. What you model, your team will mirror.

4.3 Artificial Intelligence and the Small Business Owner

Artificial intelligence has moved from the technology pages into the everyday operations of businesses of all sizes. Small business
owners who once could not afford the tools available to large corporations now have access to Al-powered software for customer
service, marketing, scheduling, financial tracking, and more. Understanding how to use these tools effectively, and where the
ethical lines are, has become a practical business skill, not a technical one.

How Small Businesses Are Using Al

The practical applications of Al in small business fall into a few broad categories. Customer service is among the most common:
chatbots and automated response tools can handle routine inquiries, appointment scheduling, and frequently asked questions
around the clock, freeing staff to focus on more complex interactions. For a small restaurant, retail shop, or service provider, this
kind of responsiveness was once impossible without significant staffing investment.

Al tools are also widely used for marketing. Platforms can now draft email campaigns, suggest social media post language,
generate ad copy variations, and analyze which content performs best with which audiences. Inventory and demand forecasting
tools help small retailers and food service operators avoid over-ordering or running short on high-demand items. Bookkeeping
and financial tracking software increasingly uses Al to categorize transactions, flag anomalies, and generate reports that
previously required an accountant’s time.

These applications share a common thread: they reduce the cost and complexity of tasks that used to require specialists, putting
capabilities within reach of small operators who are running lean.
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The Human-in-the-Loop Principle

Al tools are powerful, but they are not judgment. They generate output based on patterns in data, and that output requires human
review before it reaches customers, employees, or the public. The human-in-the-loop principle holds that AI-generated content
should always be reviewed, edited, and approved by a person before it goes anywhere. This is not a suggestion, it is the standard
that separates useful AI from harmful Al

What does human-in-the-loop look like in practice? It means reading the email campaign before it sends, not just approving it.
It means editing the social media post so it sounds like your business, not a generic template. It means verifying the financial
summary before sharing it with your accountant. The speed advantage of Al is real, but that advantage disappears quickly when
errors reach customers or decisions are made on bad data.

The Risks of AI Slop

Al slop is output generated by artificial intelligence that appears adequate on the surface but lacks substance, accuracy, or
genuine voice. It is grammatically correct and properly formatted, but generic, shallow, and often wrong in ways that matter.
Merriam-Webster named “slop” its word of the year in 2024, specifically citing the explosion of low-quality AI-generated content
flooding digital spaces.

The business costs are real and measurable. Researchers from Stanford Social Media Lab and BetterUp Labs found that nearly
40% of full-time workers reported receiving low-quality AI-generated content, what they called “workslop,” from colleagues in
the previous month, and estimated that more than 15% of the content they receive at work qualifies as workslop (Stanford Social
Media Lab & BetterUp Labs, 2025). A separate Workday and Hanover Research study of more than 3,200 employees found that
roughly 40% of Al's productivity value is lost to rework and cleanup of low-quality outputs, meaning that for every dollar of
efficiency Al is supposed to generate, nearly half is spent fixing what it got wrong (Workday & Hanover Research, 2025).

For a small business, the reputational stakes are even higher than for a large corporation. A customer who receives a generic,
obviously Al-generated response to a complaint does not just feel ignored, they feel deceived. The authenticity that draws people
to small businesses is exactly what Al slop destroys. The standard is not whether you used AI; it is whether the result reflects
genuine thought, accurate information, and a human voice.

Ethical Considerations in Al Use
Using Al in your business raises ethical questions that go beyond quality control. Four deserve particular attention.

Data Privacy. Many Al tools require access to customer data, transaction records, or employee information to function. Before
connecting any Al platform to your business data, understand what data the tool collects, how it is stored, whether it is used to
train the AI model, and who has access to it. Customers have a reasonable expectation that their information will not be shared
in ways they did not consent to. Data privacy is not only an ethical obligation, it is increasingly a legal one.

Transparency and Disclosure. Honest representation of Al use is owed to all stakeholders, not just customers. Employees
notice when Al-generated content is directed at them, and they resent it. The workslop research found that more than half of
respondents felt annoyed and 22% felt offended when they received low-quality AI-generated content from colleagues (Stanford
Social Media Lab & BetterUp Labs, 2025). When a customer interacts with an AI chatbot believing they are speaking with a
person, that misrepresentation erodes trust when discovered. When marketing copy is Al-generated without meaningful human
review, that raises questions about whether the business is honestly representing itself. Small business owners should develop a
clear internal standard for when Al use is disclosed and when human review is non-negotiable.

Transparency also applies to the tools you choose. A growing number of vendors market their products as “Al-powered” when
the underlying technology is basic automation or rule-based algorithms that have existed for decades. This practice, sometimes
called AI washing, is worth scrutinizing as a buyer. Ask vendors specifically what their AI does, what data it uses, and how it
makes decisions. The same honesty you owe your customers, your vendors owe you. And the flip side applies equally: do not
overclaim your own use of Al to customers, employees, or partners. Calling a simple automated email sequence “Al-powered
personalization” is the same misrepresentation from the other direction.

Workforce and Community Impact. Al tools can reduce the need for certain kinds of labor, and small business owners face
a genuine ethical tension here. Using Al to handle tasks that previously required staff may lower costs and increase efficiency,
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but it may also displace employees or reduce hours. This does not mean avoiding Al, but it does mean making those decisions
deliberately and transparently rather than letting cost savings quietly drive staffing changes without acknowledgment. If Al is
changing how your team works, that conversation belongs in the open, not hidden behind efficiency metrics.

Environmental Cost. Al tools are not free in an environmental sense. The data centers that power Al consume significant energy.
According to the International Energy Agency, data centers currently account for about 1.5% of global electricity consumption,
and that figure is projected to nearly double by 2030 as Al adoption accelerates (International Energy Agency, 2025). For most
small businesses, individual Al tool usage represents a small share of that total. But for businesses that have built their brand
around environmental values, the energy cost of Al is not an abstract concern. Customers who chose your business because of
its environmental stance may view heavy Al reliance as inconsistent with your stated mission. Choosing Al tools from providers
with credible commitments to renewable energy is one way to align operational decisions with stated values.

Key Takeaways

e Small businesses are using Al tools for customer service, marketing, inventory management, and financial tracking,
expanding capability without expanding headcount.

« The human-in-the-loop principle holds that AI output should always be reviewed, edited, and approved by a person
before reaching customers or the public.

o AI slop, low-quality, generic, obviously machine-generated content, damages brand trust and customer confidence.
Research shows it is widespread and costly.

¢ Key ethical considerations in AI use include data privacy, transparency and disclosure to all stakeholders, workforce and
community impact, and environmental cost.

e Watch for AI washing from vendors, and apply the same standard of honest representation to your own AI use.

e The standard is not whether you used Al it is whether the result reflects genuine thought, accurate information, and a
human voice.
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Watch and Reflect

» Watch: The 90-Day AI Playbook Every Small Business Needs

P Watch: The 90-Day AI Playbook Every Small Business Needs

Source: Forbes

YouTube Clickable Link (Opens in a new window) Length: 5:24

Forbes contributor TerDawn DeBoe walks small business owners through a six-step framework for adopting Al in a disciplined,
low-risk way. She covers how to identify a single operational problem to start with, how to use Al tools you already own, how to
measure results, how to protect customer and company data, how to train your team rather than just the technology, and how
to decide whether to scale or pivot after 90 days.

After watching, consider the following reflection questions:

1

Step five in the video says that human oversight transforms AI from a risky experiment into a reliable tool. How does that
connect to the human-in-the-loop principle covered in this chapter? What does human oversight actually look like in a small
business context, and why does it matter?

Step four advises small business owners to draft a one-page document identifying which types of data are acceptable to
upload, which Al tools are approved, and who reviews outputs before they are published. Using what you learned in this
chapter about data privacy and transparency, why is that document important? Who are the stakeholders that benefit from it?

Think about the business you are developing in this course. Using the six-step framework from the video, what is the single
operational problem you would tackle first in a 90-day AI pilot, and how would you measure whether it worked?

Check Your Understanding

Use the following questions to test your comprehension of this chapter.

1.

The chapter draws a clear distinction between legal compliance and ethical behavior. Think of a real example, from
business news or your own experience, where something was legal but widely considered unethical. What were the business
consequences? What does this tell you about the relationship between reputation and legal compliance?

The chapter identifies shareholders and stakeholders as two distinct groups a business is responsible to. For a small Las
Vegas restaurant, who are the stakeholders? How might a decision about pricing, staffing, or sourcing affect each of those
groups differently?

The chapter describes a moral compass as the internalized capacity to act ethically by habit. Can a moral compass be
taught, or is it something a person either has or doesn’t? What can a small business owner do to encourage ethical behavior
throughout their team?

Small businesses increasingly use AI tools for tasks like drafting marketing copy, responding to customer inquiries, and
managing social media. At what point does using Al in your business communications become an ethical issue? What
responsibility do small business owners have to their stakeholders when AI generates the content they are reading?

The chapter describes the human-in-the-loop principle as essential to ethical AI use in small business. What does this look
like in practice for a small Las Vegas business using Al to draft social media posts? What specifically should the human be
reviewing, and why does it matter?
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Key Terms

Al slop — Output generated by artificial intelligence that appears adequate on the surface but lacks substance, accuracy, or
genuine voice. Often grammatically correct but generic, shallow, or factually unreliable.

AI washing — The practice of marketing a product or service as “Al-powered” when the underlying technology is basic
automation or rule-based algorithms that do not involve meaningful artificial intelligence.

Business ethics — The principles that guide how entrepreneurs and small business owners conduct themselves in relation to the
law and to the rights of their stakeholders.

Code of ethics — A written or understood set of principles that guide the conduct of an individual or organization, derived from
personal values, professional standards, or organizational culture.

Compliance — The extent to which a business conducts its operations in accordance with applicable laws and regulations.
Compliance is the legal minimum, not the ethical standard.

Ethics — The principles that guide conduct and distinguish right from wrong. In business, ethics shapes decisions about how to
treat customers, employees, suppliers, and the broader community.

Human-in-the-loop — The principle that Al-generated content should always be reviewed, edited, and approved by a person
before it reaches customers, employees, or the public.

Integrity — Consistency between what you say and what you do. In business, integrity is the foundation of trust with customers,
employees, and partners.

Moral compass — The internalized capacity to distinguish right from wrong in challenging situations and to act ethically by habit
rather than deliberate calculation.

Shareholders — The owners of a business, the individuals or entities who hold stock or equity.

Stakeholder theory — The view, developed by R. Edward Freeman in the 1980s, that businesses are responsible not only to
shareholders but to all parties affected by their decisions, including employees, customers, suppliers, and the community.

Stakeholders — Everyone who has a meaningful interest in how a business operates, including employees, customers, suppliers,
neighbors, the local community, and the environment.
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5: Resource Planning and Legal Issues in Small Business
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Image retrieved from WatchHerThrive

Learning Objectives

After completing this chapter, you will be able to:
o Distinguish between tangible and intangible resources and identify examples of each.
o Identify the key resource needs of a small business and explain strategies for acquiring them cost-effectively.
o Distinguish between patents, trademarks, copyrights, and trade secrets and explain how each protects a small business.

o Identify the major categories of legal issues small business owners commonly encounter.

Before a small business opens its doors, a significant amount of planning needs to happen behind the scenes. What equipment
will you need? Where will you operate? What technology will support your daily work? What licenses are required? Once the
business is running, what legal protections exist for the things you create: your brand, your products, your processes?

These questions fall under the broad category of resource planning: identifying what your business needs to operate, how to
acquire it efficiently, and how to protect the assets you build. This chapter walks through the three major categories of business
resources, tangible, intangible, and human, and the legal issues that most commonly arise for small business owners.

5.1 Tangible Resources

Tangible resources are physical assets that can be seen, touched, and felt. They are essential to the operation of the business
and differ significantly between product-based and service-based businesses. A product-based business uses tangible resources
in the production of goods: raw materials, land, facilities, buildings, machinery, computers, supplies, and vehicles. A service-based
business relies on different physical assets: the space where services are delivered, the equipment used to provide them, and the
furnishings and technology that support daily operations.
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Figure 5.1 Facilities, machinery, and equipment are necessary tangible resources for a product-based company.Credit: “forklift
warehouse machine worker” by pashminu/Pixabay, CCO®

Place of Operation

Your facility needs depend on what product or service you offer and can range from a home office to a retail storefront, from
a food truck to a manufacturing facility. Experts recommend allocating only a set percentage of projected sales to lease or
purchase costs, and industry averages for your specific type of business can serve as a useful benchmark. Factors to assess
include location, visibility, foot traffic, building condition, anticipated maintenance costs, length of commitment, and applicable
taxes and insurance.

One useful data source: local commercial real estate agents, city or county offices, and local business associations often have
sales-per-square-foot data for specific industries and neighborhoods. This can help you assess whether a location is financially
realistic before signing a lease.

Machinery and Equipment

Machinery and equipment are critical to launching a business, and for service businesses such as restaurants, dry cleaners, and
print shops, the costs can be substantial. Purchasing major equipment outright requires significant capital but avoids ongoing
lease payments. Leasing equipment preserves cash in the early stages but creates a long-term financial obligation. Buying used
equipment is another option that can significantly reduce startup costs, provided the equipment is in reliable working condition.

One alternative worth knowing about for food-based businesses is shared commercial kitchen space. Rather than investing in a
full commercial kitchen, food entrepreneurs can rent time in a licensed shared facility that provides the equipment, inspections,
and certifications required by health departments. In the Las Vegas area, Vida Kitchens (vidakitchens.com) and 4D Commissary
in Henderson (4dcommissary.com) are examples of this model, offering licensed commercial kitchen access by the hour or month
without the capital investment of building your own.

Vehicles

Businesses that require transportation, such as delivery services, mobile vendors, contractors, or field service providers, must
budget for vehicles as a core resource. Options include purchasing outright, financing, or leasing. If leasing rather than
purchasing, read the agreement carefully. Most vehicle leases impose mileage limits and condition standards that can result in
significant charges at the end of the term. A business that relies heavily on vehicle use (deliveries, client visits, or field service)
may find that a lease’s mileage cap is reached well before the term ends, making purchase or a commercial lease with higher
mileage allowances the better option.

BIOIRIE) 43 (5.2)



LibreTextS“'

Technology

Technology is a core operational resource for virtually every small business regardless of industry. Common technology needs
include:

o Computers and mobile devices — The specific type depends on the business. Most businesses need at least one desktop
or laptop computer; mobile businesses may rely primarily on tablets or smartphones.

« Point-of-sale (POS) system — Any business that accepts payments from customers needs a reliable POS system. Modern
cloud-based systems (Square, Toast, Clover) offer affordable entry points with monthly subscription pricing.

o Internet service — Reliable, business-grade internet connectivity is non-negotiable. Multiple providers typically offer
business packages designed for the bandwidth demands of commercial operations.

¢ Router and network — A wireless router connects multiple devices within a workspace. Wired connections offer greater
stability for operations where signal reliability is critical.

¢ Printer and scanning equipment — Most businesses require printing capability for documents, marketing materials, and
forms.

e Server or cloud storage — Cloud services from providers like Amazon, Microsoft, and Google offer cost-effective
alternatives to on-premise servers for most small businesses, with strong data security and accessibility from anywhere.

¢ Software — Software needs vary significantly by industry. Common needs across most small businesses include accounting
tools, customer relationship management, word processing and spreadsheets, email marketing, and project management.
Many industries rely on specialized software: restaurants use point-of-sale and reservation systems, healthcare providers use
practice management and billing software, contractors use estimating and job management tools, and retailers use inventory
management platforms. Research what software is standard in your specific industry before committing to tools, and look for
platforms that integrate with each other to reduce manual data entry. Many tools offer free plans or monthly subscriptions
that scale with the business.

Technology, from cloud storage to software platforms, is a core operational resource for virtually every small business.

Image retrieved from RapidITComputers(opens in new window)

Supplies

Beyond major equipment, businesses need basic operational supplies: paper, toner, files, cleaning products, office furniture, and
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similar items that are easy to overlook in startup planning but must be budgeted as ongoing expenses. The physical environment
also contributes to company culture. Decisions about workspace design, common area amenities, and meeting space setup all
send signals to employees and customers about what kind of business this is.

Licenses and Permits

Operating a business legally requires navigating a range of licenses and permits that vary by industry, location, and business type.
Common requirements include:

e A basic business license or permit from local or state government, confirming the business is registered as a legal entity and
its activities are known to taxing authorities.

e A sales tax license if the business sells taxable products or services, whether physical or digital.

e Professional certifications required by specific industries. Accounting, financial advising, cosmetology, healthcare,
construction, real estate, insurance, and many others require licensure before operations can begin.

e Health department permits for any business receiving customers at a location where food is prepared or served.
e Signage permits, which may be required for exterior business signage depending on local regulations.

¢ Building-related permits for occupancy, fire safety, electrical, HVAC, or plumbing work, particularly for businesses renovating
or building out new space.

In Nevada, small business owners can begin by contacting the Nevada Secretary of State’s office (nvsos.gov) and their local city
or county business licensing office. Clark County and the City of Las Vegas each maintain business licensing resources, and
the Nevada Small Business Development Center (nsbdc.org) can help navigate the process. Licenses typically carry a cost and
renewal requirements that should be included in the startup budget and ongoing operational expenses.

Key Takeaways

e Tangible resources are physical assets essential to business operations. They differ significantly between product-based
and service-based businesses.

e Facility needs, equipment, vehicles, technology, and supplies all require advance planning and realistic budgeting.

e Shared commercial kitchen spaces like Vida Kitchens in Las Vegas offer cost-effective alternatives for food businesses
that cannot justify dedicated kitchen investment.

e Technology is a core operational resource for virtually every small business regardless of industry. Software needs vary
significantly by industry.

e Licenses and permits vary by industry, location, and business type. Failure to obtain required licenses can result in fines,
forced closure, and legal liability.

5.2 Intangible Resources and Intellectual Property

Intangible resources are assets that cannot be seen or touched but that can be among the most valuable things a business
owns. Intellectual property, the creative work of the business, including formulas, designs, brands, processes, and inventions,
is the most significant category of intangible resource for most small businesses. Protecting intellectual property gives a
business the legal right to benefit from what it has created and prevents competitors from copying or misappropriating it.

In a technology-driven economy, the value of intangible assets has grown substantially. A strong brand, a proprietary process, or

a distinctive product design can be worth far more than any piece of equipment. Four primary mechanisms protect intellectual
property: patents, trademarks, copyrights, and trade secrets.
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Patents

A patent grants the owner the exclusive right to prevent others from making, using, selling, or importing a patented product
or process in the United States for a set period, typically twenty years from the date of the first application filed with the U.S.
Patent and Trademark Office (USPTO). This protection allows the inventor to recoup the costs of research and development before
competitors can legally replicate the work.

Types of patents include utility patents (the most common, covering new and useful machines, processes, or compositions of
matter), design patents (covering original ornamental designs), business process patents, and plant patents. The application
and approval process typically takes several years and can cost between a few thousand and $15,8000 or more depending on
complexity. Patent attorneys, who typically charge $200 to $800 per hour, are not required but significantly improve the likelihood
of a successful application.

Get ready ile you Application Receive Maintain legal

: i protection of
to apply ~appli ; prosecution /your patent your patent

Figure 5.3 The patent application process. Source: U.S. Patent and Trademark Office (USPTO), public domain.

For a complete step-by-step guide to the patent application process, visit the USPTO at uspto.gov/patents/basics/patent-
process-overview.

Trademarks

A trademark gives the owner the exclusive right to use a name, symbol, slogan, logo, or character in connection with a specific
good or service. A service mark functions the same way but applies to services rather than goods. Together, these protections
prevent others from using the same or confusingly similar identifiers to sell competing products or services.

Trademarks can be among the most valuable assets a small business owns. A recognizable brand that customers trust, and
associate with a specific quality of experience, creates loyalty that is difficult for competitors to replicate. Once a business begins
using its name, logo, and related assets, those marks are informally protected under common law and may be designated with
the ™ symbol. For extended protection, businesses should file for formal trademark registration.

Trademarks can be registered at the state or federal level. State registration protects within the state; federal registration through
the USPTO protects across the United States and allows use of the ® symbol. Getting a trademark is less complex than getting
a patent, but legal assistance can help ensure the application is complete and the mark is truly available for use. Trademark
registration is an investment in the long-term identity and competitive position of the business.

Copyrights

A copyright protects original creative works, written content, images, music, software code, architectural designs, and similar
works, from the moment of creation. Copyright registration is not required for the rights to exist, but filing with the U.S. Copyright
Office (part of the Library of Congress) provides formal legal documentation that strengthens your ability to enforce those rights.
Basic registration fees are under $100 for most works. The Copyright Office’s website (copyright.gov) provides guidance on what
types of works are and are not eligible for copyright protection.

Trade Secrets
Trade secrets are valuable business information, formulas, processes, methods, or strategies, that derive their legal protection
from being kept confidential rather than from government registration. Unlike patents and copyrights, trade secrets are not

disclosed publicly. The formula for Coca-Cola and the Google search algorithm are two of the most famous examples.

An inventor must choose between patenting an invention (which requires public disclosure but grants a defined period of
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exclusivity) and keeping it as a trade secret (which can last indefinitely but requires active confidentiality maintenance). Trade
secrets can be more difficult to enforce than patents because there is no government-granted exclusivity. If the secret is
independently discovered or reverse-engineered by a competitor through legitimate means, legal protection is limited.

Club Tattoo's name, logo, and distinctive brand identity are valuable intellectual property assets that distinguish it from
competitors.

Image retrieved from ClubTattoo(opens in new window)

Think About It

Club Tattoo, founded in Tempe, Arizona in 1995, has grown into a multi-location tattoo and piercing franchise with locations
across the United States, including Las Vegas. Its brand: the name, logo, distinctive shop aesthetic, and reputation for quality,
is a core business asset that sets it apart from independent competitors. What types of intellectual property protections would
be most important for a business like Club Tattoo? If you were opening a tattoo studio in Las Vegas, what would you prioritize
protecting first, and why?

Key Takeaways

e Intangible resources are non-physical assets, often among the most valuable things a business owns.

e A patent grants exclusive rights to a product or process for approximately twenty years. Getting legal help significantly
improves the odds of a successful application.

e A trademark protects brand identifiers, names, logos, slogans, from use by competitors. Federal registration provides
nationwide protection and the right to use the ® symbol.

e Copyright protects original creative works from the moment of creation. Registration with the Copyright Office
strengthens enforcement.

e Trade secrets protect confidential business information indefinitely, but require active confidentiality maintenance to
remain protected.
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5.3 Human Resources

People are a resource that requires as much advance planning as equipment or technology. Hiring decisions made too early can
strain cash flow before revenue is stable. Hiring too late can limit your capacity to serve customers and damage your reputation
before the business has a chance to build it.

The core planning questions are straightforward, even if the answers are not:

¢ What roles do you need at launch? Be specific. Not “someone to help,” but what tasks need to be done, how many hours
per week, and what skills are required.

o What roles can wait? Many startup owners take on multiple functions themselves in the early stages. Identify which
responsibilities you can handle initially and which will require dedicated help as volume grows.

¢ When can you afford to bring someone on? Run the numbers. What does a hire cost in total, including wages, taxes, and
any benefits? At what revenue level does that cost become sustainable?

¢ When can you NOT afford to wait? Understaffing has costs too: missed orders, slow service, owner burnout, and quality
problems. There is a point at which not hiring costs more than hiring.

People can be brought on as full-time employees, part-time employees, or independent contractors depending on the nature of

the work and the stage of the business. Each arrangement carries different cost structures and legal obligations. Understanding
those differences before you hire, not after, is part of resource planning.

Key Takeaways

e Human resource planning starts with identifying what roles you need, when you need them, and whether you can afford
them.

e Hiring too early strains cash flow. Hiring too late limits capacity and damages quality. Planning the timing carefully is one
of the most consequential early decisions.

e People can be engaged as full-time employees, part-time employees, or independent contractors. Each option carries
different costs and legal obligations.

5.4 Legal Issues in Small Business

Small business owners operate without the legal departments and compliance teams available to large corporations. That means
individual owners must maintain at least a working familiarity with the legal issues most likely to affect their businesses. Ignorance
of the law is not a defense. In many cases legal problems are far more expensive to resolve after the fact than to prevent through
awareness and preparation.

The most common categories of legal issues facing small business owners are illustrated in the figure below.
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Figure 5.5 Legal issues in small business. Adapted from OpenStax Entrepreneurship (CC BY 4.0).

Intellectual Property

Intellectual property rights under federal law protect small businesses from having their inventions, brands, and creative works
copied by competitors. Without IP protection, a competitor can legally reproduce a unique product, attach their own name to it,
and sell it as if it were their own. IP law also helps establish brand awareness and secure additional revenue streams through
licensing. The specific protections available (patents, trademarks, copyrights, and trade secrets) are covered in detail in section
5.2.

Contracts

Every small business enters into contracts on a regular basis, with suppliers, landlords, customers, contractors, and partners. A
contract is a legally binding agreement between two or more parties. Contracts can be formal or informal, written or oral. Oral
agreements are enforceable in most circumstances, but proving their terms in a dispute is difficult. Written contracts, even simple
ones, provide far clearer documentation of what was agreed to and by whom.

When time or budget is tight, at minimum follow up every significant oral agreement with an email summarizing the key terms.
If a dispute arises, that email may be the only record of what was actually agreed. For high-value or high-stakes transactions,
commercial leases, partnership agreements, significant vendor contracts, attorney review is a worthwhile investment.

Antitrust

Antitrust laws were developed to ensure that no single competitor can use its market power to exclude or limit competition.
Federal antitrust legislation includes the Sherman Act, the Clayton Act, and the Federal Trade Commission Act, among others.
These laws make it illegal to enter into agreements that restrain trade or to use dominant market position to drive out
competitors.

For small business owners, antitrust is most relevant in two ways: as a protection that ensures they can compete with
larger, more established players, and as a set of limits on their own conduct as they grow. Price-fixing agreements, market

allocation arrangements, and certain exclusivity clauses can all raise antitrust concerns, even for businesses far smaller than the
corporations these laws were originally designed to regulate.

Fraud and Full Disclosure

Fraud involves deliberate misrepresentation with the intent to deceive. For small business owners, fraud risk most commonly

BIOIRIE) 49 (5.8)



LibreTextS“'

appears in the obligation to fully disclose the truth about products and services. A business that misrepresents the capabilities
of its offering, conceals material defects, or makes false claims about credentials or affiliations exposes itself to both civil and
criminal liability.

Truthfulness, being factual, accurate, and transparent in all representations, is not only an ethical obligation but a legal one in
many contexts. Full disclosure means sharing the facts and details a customer would need to make an informed decision. Any
deliberate attempt to hide, distort, or conceal material information is both unethical and legally actionable.

Conflict of Interest

A conflict of interest arises when a person’s obligations in one role conflict with their interests in another. For small business
owners, conflicts of interest most commonly arise in professional services contexts: recommending a product or vendor in
which you have a financial stake, using company resources for personal benefit, or dividing your professional attention between
obligations that pull in different directions.

The appropriate response to a conflict of interest is disclosure, making the conflict known to all relevant parties, and in many
cases, recusal from the decision. Professional service providers, including accountants, financial advisors, and consultants, often
have formal obligations around conflict disclosure under their professional codes of ethics.

Torts

Tort law protects the rights of people not to be harmed physically, financially, or otherwise by the actions of others. For small
business owners, the most significant tort risk is often employer liability for the actions of employees. Employers can be held
responsible for harm caused by employees who are acting within the scope of their job duties, even when the harm occurs off
company premises or involves the employee’s personal vehicle.

For example, if an employee causes an accident while running a business errand in their own car, the employer may be liable
for damages. This is not a remote scenario. It happens regularly and can carry serious financial consequences for businesses

without adequate insurance coverage. Understanding your exposure and ensuring appropriate insurance is in place is one of the
most practical risk management steps a small business owner can take.

Key Takeaways

e Small business owners must maintain working familiarity with the legal issues most likely to affect their operations. Legal
problems are far more expensive to resolve than to prevent.

e Contracts should be in writing whenever possible. Even a follow-up email summarizing key terms provides meaningful
legal protection.

e Antitrust laws protect small businesses from anticompetitive behavior by larger players and also limit certain behaviors
as small businesses grow.

e Fraud and full disclosure obligations mean businesses must represent their products and services honestly and
completely.

e Conflicts of interest should be disclosed promptly to all relevant parties.

e Employers can be liable for harms caused by employees acting within the scope of their duties. Adequate insurance
coverage is essential.
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Watch and Reflect

» Watch: Understanding Intellectual Property (IP)

» Watch: Understanding Intellectual Property (IP)

Source: FederalLabs

YouTube Clickable Link (opens in new window) Length: 2:13

Note: This video is produced by the Federal Laboratory Consortium, a network of U.S. federal research laboratories. The final
25 seconds cover technology transfer between government and private sector, which is outside the scope of this chapter.
Focus on the first portion of the video, which covers the four core IP protections relevant to small business owners.

This short video introduces the four main types of intellectual property protection: patents, trademarks, copyrights, and trade
secrets. It explains what each one covers and why protecting your intellectual property matters in a digital world where ideas
and designs are easy to copy.

After watching, consider the following reflection questions:

1

The video explains that IP belongs to the person who created it and gives them control over how it is used and who profits
from it. Using what you learned in this chapter, which of the four types of IP protection is most relevant to a small business
owner just starting out, and why?

Trade secrets protect valuable business information by keeping it confidential rather than registering it publicly. What are the
advantages of that approach compared to a patent? What risks does it carry?

Think about the business you are developing in this course. Does it have any intellectual property worth protecting? If so,
which type of protection applies, and what would you need to do to secure it?

Check Your Understanding

Use the following questions to test your comprehension of this chapter.

1.

A friend is launching a mobile catering business in Las Vegas. Walk her through the key tangible resources she will need to
get started. What are the highest-cost items? What options does she have for acquiring them more affordably?

Think about a small Las Vegas business you are familiar with, a restaurant, a salon, a shop, or a service provider. What do you
think its most valuable intangible assets are? Are those assets currently protected? What would happen to the business if a
competitor started using the same name, logo, or signature offering?

The chapter explains that trade secrets can last indefinitely, while patents expire after approximately twenty years. If you
invented a new product, what factors would you weigh in deciding whether to patent it or protect it as a trade secret? What
information would you need to make that decision?

The chapter notes that employers can be held liable for harm caused by employees acting within the scope of their job duties,
even when using a personal vehicle. What steps could a small business owner take to reduce this type of legal and financial
exposure?

Contracts are a routine part of running any business. The chapter recommends written agreements whenever possible, but
also acknowledges that time and budget constraints sometimes make formal contracts impractical. What is your practical
standard for when a written contract is essential versus when an email summary of key terms might be sufficient?
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Key Terms

Antitrust laws — Laws designed to ensure that no single competitor can use its market power to exclude or limit competition.
Violations can result in civil and criminal penalties.

Contract — A legally binding agreement between two or more parties. Contracts can be written or oral, though written contracts
are significantly easier to enforce.

Conflict of interest — A situation in which a person’s obligations in one role conflict with their interests in another, potentially
compromising their judgment or integrity.

Copyright — Legal protection for original creative works, including written content, images, music, software, and architectural
designs, that exists from the moment of creation.

Employer liability — The legal responsibility of an employer for harm caused by employees acting within the scope of their job
duties.

Full disclosure — The obligation to share all facts and details that a customer or partner would need to make an informed
decision, without concealment or distortion.

Intangible resources — Business assets that cannot be seen or touched, including intellectual property, brand reputation, trade
secrets, and proprietary processes.

Patent — A government grant of the exclusive right to make, use, sell, or import a novel invention for approximately twenty years
from the date of the initial application.

Service mark — A mark that identifies and distinguishes the source of a service rather than a product. Functions the same way
as a trademark.

Tangible resources — Physical assets that can be seen and touched, such as facilities, equipment, vehicles, technology, and
supplies.

Tort law — A body of law that protects people from being harmed physically, financially, or otherwise by the actions of others,
and provides remedies when harm occurs.

Trade secret — Valuable business information (formulas, processes, methods, or strategies) that is protected by keeping it
confidential rather than through government registration.

Trademark — The exclusive right to use a name, symbol, slogan, logo, or character in connection with a specific good or service.
Federal registration provides nationwide protection.

Truthfulness — The legal and ethical obligation to be factual, accurate, and transparent in all business representations.
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6: Marketing Basics

Image retrieved from SproutMedialab

Learning Objectives

After completing this chapter, you will be able to:

Define marketing and explain why it is essential to small business success.

Describe the marketing concept, the societal marketing concept, and the holistic marketing concept.
Define customer value and explain the types of value customers seek.

Explain market segmentation, target markets, niche markets, and the marketing mix.

Identify the factors that influence consumer behavior and describe the consumer buying process.
Distinguish between B2C and B2B customer markets and buying behavior.

Explain the role of customer experience and loyalty in small business success.

Identify key digital marketing tools and explain how small businesses can use them effectively.

Whether it is a restaurant deciding how to reach new customers, a contractor trying to stand out from competitors, or a boutique
working to build a following, each of them is making marketing decisions every day, whether they think of it that way or not.
Understanding what marketing is, how it works, and how to practice it deliberately is one of the highest-leverage skills a small
business owner can develop.

This chapter covers the fundamental concepts of marketing as they apply to small business: what marketing is and why it matters,
how to identify and reach the right customers, how to understand buying behavior, how to create experiences that build loyalty,
and how to use digital tools to compete effectively in an increasingly competitive marketplace.
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6.1 What Is Marketing?

The American Marketing Association defines marketing as “the activity, set of institutions, and processes for creating,
communicating, and exchanging offerings that have value for customers, clients, partners, and society at large.” Setting formality
aside, marketing is about delivering value: creating products and services that meet the needs and wants of customers at a price
they are willing to pay and in places where they are willing to buy. It is also about promotion: making sure that the people who
would benefit from your product or service actually know it exists.

As the management thinker Peter Drucker observed, marketing is the distinguishing, unique function of the business. Successful
marketing generates revenue that pays for every other company operation. Without it, no business lasts very long. This is as true
for a one-person food truck operation as it is for a national retailer.

Marketing is applicable to goods, services, events, experiences, people, places, organizations, ideas, and information. At its core,
marketing is about one thing: understanding what your customers need and want, and making sure your business is positioned to
deliver it better than anyone else.

The Marketing Concept

The marketing concept has guided business practice since the mid-1950s. It holds that the focus of all business operations
should be meeting the customer’s needs and wants in ways that distinguish the company from its competition, while doing so in a
coordinated way that achieves profitability. Research consistently shows that businesses that genuinely orient themselves around
the customer outperform those that do not.

Sam Walton, founder of Walmart, put it plainly: “There is only one boss: the customer. And he can fire everybody in the company,
from the chairman on down, simply by spending his money somewhere else.” Small businesses are particularly well-suited to
the marketing concept because they are closer to the customer and more nimble than large corporations. A small business can
respond to shifts in customer wants and needs faster than a large company burdened with bureaucratic layers.

The Societal Marketing Concept

The societal marketing concept adds a layer to the traditional marketing concept. It holds that businesses should balance
customer satisfaction, company profitability, and the long-term well-being of society. It makes explicit what the traditional
marketing concept leaves implicit: that businesses have ethical and social responsibilities, not just commercial ones.

Small businesses are naturally well-positioned for the societal marketing concept. Though they may not have the resources to
support large philanthropic causes, they have a long track record of community engagement: sponsoring youth sports teams,
donating to local fundraisers, supporting neighborhood events, and practicing environmentally responsible business operations.
These contributions, though modest in isolation, add up to a powerful signal of community investment that customers notice and
reward.

Example: A Las Vegas restaurant that donates a percentage of weekly sales to Three Square Food Bank is practicing the societal
marketing concept. The customer gets a good meal. The business earns revenue. The community benefits from reduced food
insecurity in the valley. The giving is not incidental; it is a deliberate choice to align the business with the well-being of the
neighborhood it depends on.

The Holistic Marketing Concept

The holistic marketing concept takes the broadest view, recognizing that a business markets itself through everything it does,
not just its advertising and promotions, but its culture, its values, its products, its customer service, and its reputation in the
community. A company’s sales and revenue are inextricably tied to the quality of its products, the consistency of its service, and
how it is perceived by everyone it touches. Everything communicates. Small businesses are natural fits for the holistic marketing
concept because the absence of organizational layers makes integrated operations not just possible, but necessary.

Example: Consider a small Las Vegas coffee shop where the interior reflects the owner’s personality, staff are trained to greet
regulars by name, the Instagram feed shows the roasting process and the team behind the counter, the owner responds personally
to every Google review, and even the cups carry a consistent visual identity. No single element sells the coffee. The product, the
space, the people, the online presence, and the community reputation all work together to communicate what the business is.
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That is the holistic marketing concept in action, and it is why a customer drives past three closer options to go to that particular
shop.

Key Takeaways

e Marketing is about delivering value: creating offerings that meet customer needs at a price they will pay, in places they
will buy, while making sure they know about it.

e The marketing concept holds that all business operations should be focused on meeting customer needs in ways that
differentiate the company and achieve profitability.

e The societal marketing concept adds the responsibility to consider long-term social and environmental well-being
alongside customer satisfaction and profit.

e The holistic marketing concept recognizes that a business markets itself through everything it does, not just its
promotional activities.

e Small businesses are particularly well-suited to all three marketing concepts because of their proximity to customers and
their operational flexibility.

6.2 Segmentation, Target Markets, and the Marketing Mix

Once a small business understands what marketing is meant to accomplish, the next question is who to market to and how. Not
every customer wants the same thing, and a business that tries to appeal to everyone often ends up appealing to no one. This
section looks at how small businesses identify the value customers are actually seeking, divide the market into meaningful groups,
choose which groups to target, and build a marketing mix that reaches those customers effectively.

Customer Value

Customer value is the difference between the perceived benefits a customer receives from a product or service and the
perceived costs of obtaining it. It sounds simple, but creating genuine value is one of the most challenging and important things
a small business does, because customers define value in different ways.

Customers may be seeking functional value: a product or service that does a job well. They may be seeking social value: a sense
of connection or identity associated with a brand. They may be after emotional value: a product that makes them feel something.
They may want epistemic value: novelty, learning, or fun. Or they may be responding to conditional value: something that fits a
specific moment, occasion, or cultural context. Often, customers are seeking some combination of all five.

Marketing plays the central role in creating and delivering customer value. Understanding which types of value your specific
customers are seeking is the foundation on which every other marketing decision is built. This does not mean every business
needs to deliver all five types of value. A hospice organization is not expected to deliver epistemic value, and a discount hardware
store is not trying to deliver social value. What matters is fit: knowing which value types your customers actually seek, and making
sure your business delivers on those specifically. A business that understands its value fit can market with precision. One that
does not often ends up trying to be everything to everyone and connecting with no one.

Market Segmentation

The purpose of market segmentation is to focus the marketing and sales efforts of a business on the prospects most likely to
buy. It rests on two principles: first, that the total market can be divided into relatively similar subgroups, and second, that those
subgroups behave differently from each other. Market segmentation is especially important for small businesses, which do not
have the resources to serve broad, undifferentiated markets or maintain wide product lines for varied audiences.

Consider a small Las Vegas catering company that serves both individual clients booking events like weddings and milestone
celebrations, and corporate clients managing recurring employee lunches and client dinners. Even though the food and kitchen

@IOIC]E) 56 (6.3)



LibreTexts"

are the same, the marketing approach for each group looks completely different. Individual clients are often making an emotional,
once-in-a-lifetime decision and respond to visual storytelling, reviews, and personal consultations. Corporate clients are making
a practical, repeatable purchase and respond to reliability, invoicing flexibility, and account management. Each segment has
different priorities, timelines, and decision-making processes, and the marketing approach that works for one will not work for the
other.

The marketplace can be segmented along many dimensions. The table below presents common segmentation approaches for

both consumer (B2C) and business (B2B) markets.

Table 6.2.1: Market Segmentation Dimensions

Segmentation Type | B2C Examples
Geographic Segmentation

Where customers are
located e Region (e.g., Southwest or Mountain West)

e City or metro size (small, medium, or large)
e Density (urban, suburban, or rural)

e Climate (desert, temperate, coastal)

Demographic Segmentation

Who customers are
e Age, gender, income, occupation, education

e Family size and life-cycle stage (e.g., single, married
with children, empty nester)

¢ Generation, race/ethnicity, social class

Psychographic / Behavioral Segmentation

How customers think
and behave e Personality, lifestyle, values

e Benefits sought (e.g., convenience, quality, price)
e User status (new, regular, or lapsed)

e Brand loyalty level

Situational Segmentation

Context of the
purchase e Occasion (routine purchase vs. special event)

e Time pressure and shopping environment

e Mood at point of purchase
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B2B Examples

Industries or regions to be served

Number of company locations (single
site vs. multi-location)

Geographic concentration of client
base

Company size by revenue or number
of employees

Type of organization (corporation,
nonprofit, government)

Industry classification

Purchasing approach (centralized vs.
decentralized)

Decision-maker type (engineering-
driven, finance-driven)

Preference for service contracts or
outright purchase

Urgency of need (standard reorder vs.
rush)

Order size (large vs. small)

Specific application of the product or
service
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Table 6.2.1 Market Segmentation Dimensions. Source: Adapted from Cadden & Lueder, Small Business Management in the 21st
Century (CC BY-NC-SA 3.0)

Target Market

Market segmentation should always precede the selection of a target market, meaning one or more segments chosen as the
focus for business operations. Choosing a target market enables a small business to be precise and cost-effective with its
marketing efforts, increasing the chances of reaching the right people with the right message.

The goal is to identify the segment that is the best match for the company’s products and services. A radio station that discovers
its music resonates most strongly with 35-to-54-year-old women earning over $50,8000 per year should concentrate its marketing
on that group, not because other listeners do not matter, but because concentrating resources on the best-fit segment maximizes
marketing efficiency.

Niche Markets

Target markets can be further narrowed into niche markets, which are small, specifically defined segments that are not being well
served by mainstream competitors. Niche markets often present special opportunities for small businesses precisely because
they represent needs that large companies consider too small to pursue. A business that serves a well-defined niche can develop
deep expertise, strong customer relationships, and loyal followings that are difficult for larger competitors to replicate.

Las Vegas offers rich niche opportunities. The city’s year-round event calendar, diverse residential population, large hospitality
workforce, and concentration of specialty entertainment create demand for highly specific products and services that generic
mass-market approaches cannot serve well.

The Marketing Mix

Marketing mix, commonly known as the “four Ps,” refers to the combination of product, price, promotion, and place that a
business uses to reach its target market. Each element is controllable by the business, but all four are interdependent. Changing
one element almost always requires adjustments to the others. No matter the size or type of business, there will always be a
marketing mix.

Marketing

Promotion ’
Mix

Figure 6.2.1 The Marketing Mix. Source: Cadden & Lueder, Small Business Management in the 21st Century (CC BY-NC-SA 3.0)
Product refers to tangible goods as well as intangible services. Product decisions include design, quality, variety, packaging,

warranties, brand name and image, and in the case of services, the design and delivery of the service experience itself. A
business’s website is also part of its product.
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Price is what a customer pays to obtain the product, and this extends beyond money to include time and convenience. Pricing
decisions include pricing strategy (e.g., charging different prices by channel or customer segment), credit terms, discounts,
and payment options. Channel pricing occurs when different prices are charged depending on where a customer purchases:
a wholesaler may receive different pricing than a retail customer for the same product. Customer segment pricing charges
different rates to different groups: a museum offering student and senior discounts is a familiar example. Time and convenience
factor into price as well. A customer who needs same-day alterations before a Las Vegas event will pay more than one who plans
ahead and books a week out. The convenience of ordering online, parking easily, or skipping a waiting room all contribute to what
customers are willing to pay, even when the core product is identical.

Promotion is how a business gets the word out. Promotional activities include advertising, sales promotions (coupons,
sweepstakes, limited-time offers), personal selling, public relations, event sponsorship, social media, and the business’s website.
Word-of-mouth communication, customers telling others about their experiences, remains the most powerful promotional tool
of all, precisely because it comes from people with no commercial interest in the outcome.

Place (distribution) is concerned with making the product or service available where and when customers want it. Place
decisions include channel selection (retail, wholesale, direct-to-consumer, online), inventory management, transportation, and
order fulfillment. A business’s website and any e-commerce capability are part of the place dimension.

The Marketing Environment

The marketing environment includes all the forces that affect a small business’s ability to operate and market effectively. The
internal marketing environment, meaning the company’s own strategies, culture, capabilities, and resources, is controllable by
management. The external marketing environment is not.

The external environment consists of social and cultural factors, demographic shifts, economic conditions, political and legal
changes, technological developments, competitive forces, and ethical expectations. Small businesses are particularly vulnerable
to external environment changes because they typically lack the product diversity and financial reserves that help large
companies absorb shocks. However, their size is also an advantage: small businesses can adapt and reposition faster than large
corporations weighed down by institutional inertia.

External
Environment

e Y
7 Internal R
Environment

Figure 6.2.2 The Marketing Environment. Source: Cadden & Lueder, Small Business Management in the 21st Century (CC BY-
NC-SA 3.0)

Marketing Strategy vs. Marketing Management
Marketing strategy involves selecting target markets, deciding how to differentiate and position the product or service,

and creating a marketing mix designed to succeed with those targets, all within the context of broader business objectives.
Differentiation is a company’s effort to set its product or service apart from the competition. Positioning places the brand in

@IOIC]E) 59 (6.6)



LibreTextS"

the customer’s mind in relation to competing alternatives, based on attributes and benefits that matter to the customer.
Marketing management, by contrast, involves the day-to-day tactical decisions, resource allocations, and implementation tasks
that execute the marketing strategy. Strategy determines the direction; management drives the execution. Both are essential, and

in a small business, the same person often does both, which makes it even more important to be clear about which mode you are
in at any given moment.

Key Takeaways

e Customer value is the difference between perceived benefits and perceived costs. Customers seek functional, social,
emotional, epistemic, and conditional value, often in combination.

o Market segmentation divides a total market into relatively similar subgroups that behave differently from each other. It is
especially important for small businesses with limited resources.

e A target market is the segment or segments a business chooses as its primary focus. Niche markets are smaller, more
narrowly defined segments that larger competitors often overlook.

e The marketing mix (product, price, promotion, and place) is the combination of tools a business uses to reach its target
market. All four elements are interdependent.

o Marketing strategy sets direction; marketing management executes it. In small business, the same person often does
both.

6.3 Understanding Your Customer

Product Promotion

Customer

Figure 6.3.1 The customer is at the center of every marketing mix decision. Source: Cadden & Lueder, Small Business
Management in the 21st Century (CC BY-NC-SA 3.0)

In marketing, the customer and the consumer are not always the same person. The customer is the one who makes the purchase;
the consumer is the one who actually uses the product. A company that orders catering for a staff lunch is the customer; the
employees who eat it are the consumers. A parent who buys a toy is the customer; the child who plays with it is the consumer.
Understanding this distinction matters because it affects how and to whom you market.
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Two Types of Customer Markets

There are two major types of customer markets. Business-to-consumer (B2C) markets consist of individuals buying for
themselves, their households, or personal purposes. Business-to-business (B2B) markets consist of organizations, including
corporations, small businesses, government agencies, nonprofits, wholesalers, and retailers, purchasing goods and services for
their own operations. In terms of total dollar volume, B2B dwarfs B2C. Both markets offer significant opportunities for small
businesses.

Consumer Behavior

Consumer behavior describes how individuals select, buy, use, and dispose of goods and services to satisfy their needs and
wants. It is the result of a complex interplay of factors that no small business can fully control, but all should understand. These
factors fall into four categories:

e Personal factors: Age, gender, race, ethnicity, occupation, income, and life-cycle stage (where a person is in their life journey,
such as single, married with children, or retired). A 22-year-old who rents an apartment and lives alone and a 45-year-old who
owns a home and has teenagers in the house have fundamentally different purchasing patterns, even for the same product
category.

e Social factors: Culture, subculture, social class, family, and reference groups (people and groups whose attitudes and behavior
influence an individual's choices). Family has one of the strongest influences on buying behavior; brand loyalties formed in
childhood often persist into adulthood.

e Psychological factors: Motivation, perception (how a person interprets sensory information), learning, attitudes, personality,
and self-concept (how we see ourselves and how we want others to see us). These factors explain why two people with
identical incomes and demographics may respond very differently to the same product.

e Situational factors: The reason for the purchase, time available, mood, and the physical shopping environment (music,
lighting, layout, cleanliness, staff demeanor). A shopper buying a gift behaves differently than the same shopper buying for
themselves.

These factors work together to drive a five-stage buying-decision process that applies to most consumer purchases, though the
depth and time spent at each stage varies with the nature of the purchase.

Table 6.3.1: The Five Stages of the Consumer Buying Process

Stage | Name Description

1 Problem Buyer recognizes a problem or need.
recognition

2 Information | Buyer searches for information depending on the requirements of the situation. Sources may be
search personal (family or friends), commercial (advertising or websites), public (reviews or media), or
experiential (handling the product).

3 Evaluation | Buyer compares different brands, services, and retailers based on available information and personal
of priorities.
alternatives

4 Purchase Buyer makes a choice based on the evaluation.
decision
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Stage | Name Description

5 Post- How the buyer feels about the purchase afterward, and what actions they take, including reviews,
purchase referrals, repeat purchases, or complaints.
behavior

Table 6.3.1 The Five Stages of the Consumer Buying Process. Source: Adapted from Cadden & Lueder, Small Business
Management in the 21st Century (CC BY-NC-SA 3.0)

Understanding this process helps small businesses design marketing that reaches customers at the right stage. A business
can appear in an information search (strong website, good reviews), influence evaluation of alternatives (clear differentiators,

competitive pricing), and encourage positive post-purchase behavior (follow-up, loyalty programs, easy returns), all by
understanding the journey the customer takes.

Business Buying Behavior

B2B purchasing is more complex than individual consumer buying. Decisions typically involve larger dollar amounts, longer
timelines, and more than one person. In most B2B organizations, purchasing decisions involve multiple people, each playing a
different role in the process. Even in a small business, you may encounter:

e Initiator: The person who identifies the need and requests that something be purchased.

o Gatekeeper: Controls the flow of information to the decision-makers, often the administrative staff member who screens
vendor calls.

e User: The person who will use the product or service.

e Purchaser/Buyer: The person who makes the actual transaction.

e Decider: The person who determines which product or supplier to use.
e Approver: The person who authorizes the final decision.

e Influencer: Someone who shapes the decision without necessarily using the product, such as a technical advisor or a
department head with relevant expertise.

One person may play multiple roles, particularly in smaller organizations. Understanding who is involved in your B2B customers’
purchasing decisions, and what each person cares about, is essential for effective B2B marketing and sales.
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Key Takeaways

e The customer (buyer) and the consumer (user) are not always the same person. Marketing strategies should reflect who
actually makes the purchase decision.

e B2C and B2B are the two major customer markets. B2B is larger in total dollar volume and involves more complex
purchasing decisions.

e Consumer behavior is shaped by personal, social, psychological, and situational factors, none of which a business
controls, but all of which it should understand.

e The five-stage consumer buying process (problem recognition, information search, evaluation, purchase, and post-
purchase behavior) provides a framework for designing effective marketing at each stage.

e B2B purchasing typically involves multiple people, each playing a different role. Understanding who fills each role in a
customer’s organization is key to effective B2B marketing and sales.

6.4 Customer Experience and Loyalty

Customer experience refers to a customer’s entire interaction with a business: from the first time they encounter its name online,
to the moment they walk through the door, to the follow-up after the sale. Experience is not a single event. It is the accumulated
impression created by every touch point: the website, the phone call, the store environment, the product, the staff, the packaging,
and what happens if something goes wrong.

For small businesses, customer experience is one of the most powerful competitive advantages available. Large competitors may
have bigger budgets and broader reach, but they rarely match the depth of personal connection that a well-run small business
can create.

Touch Points and the Customer Journey

Touch points are all the moments of contact between a customer and a business throughout the relationship: a Google review,
an Instagram post, a phone inquiry, a storefront visit, a transaction, a follow-up email, a problem resolution. Each touch point
contributes to the customer’s overall impression.

In a retail context, touch points include store design and layout, merchandise presentation, lighting, music, cleanliness, signage,
staff responsiveness, and checkout experience. In a service context, they include the first phone interaction, the appearance of the
office or workspace, the clarity of the estimate or proposal, the quality of the work, and the ease of payment. In an online context,
they include website design and speed, ease of navigation, product photography, checkout flow, and delivery confirmation.

Meaningful, memorable, and occasionally surprising experiences influence how customers feel about a business in general and
whether they come back, spend more, and tell others. The details that seem minor in isolation (a handwritten thank-you note, a
staff member who remembers a customer’s name, a problem resolved quickly and graciously) add up to something of far more
value than any single transaction.

The Role of Emotion

According to a PwC survey on customer experience, 32 percent of customers will stop doing business with a brand they love
after just one bad experience. The product did not fail. The experience did. Customers will pay more for an experience that is not
only functional but emotionally rewarding, and they will walk away from one that is not. Businesses that understand this invest in
designing experiences that are useful, usable, and enjoyable, not just adequate.

Small businesses have a natural emotional advantage. Because of their size, it is easier to have genuine relationships with

customers, create a personal environment, and respond to individual needs in ways that feel human rather than transactional.
This emotional connection is what generates the most durable loyalty.
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Customer Experience in B2B Markets

Customer experience is relevant in B2B environments too, though it operates differently. B2B purchasing is typically structured,
and the relationship unfolds over multiple touch points after the sale: the inquiry process, the proposal, delivery, invoicing,
ongoing service, and support, all shaping how a business customer feels about a supplier and whether they continue the
relationship.

B2B businesses often serve a smaller number of customers than in B2C, which makes it both possible and worth the investment

to know each customer personally. Smart B2B businesses tailor their service to the specific preferences and processes of their
individual accounts.

Customer Loyalty
Customer loyalty involves an emotional commitment to a brand or business, a positive attitude toward it, and a behavioral
pattern of continued purchasing. All three elements matter. Repeat purchases alone do not always indicate genuine loyalty; a
customer who keeps buying from you only because you are the most convenient option may leave as soon as a better alternative
appears. Loyalty built on emotional commitment and genuine preference is far more durable.
The benefits of loyal customers to a small business are substantial:

e Loyal customers buy more frequently and are often willing to pay more, creating steadier cash flow.

e They refer other customers, reducing the marketing cost of acquiring new ones.

e They are more forgiving when mistakes happen, especially when the business responds quickly and well.

e Their endorsements, in person and online, often outperform paid advertising in credibility and impact.

e Keeping an existing customer costs significantly less than acquiring a new one, and loyal customers tend to spend more over
time, making customer retention one of the highest-return investments a small business can make.

Loyalty begins with the customer experience and is built over time through repeated positive interactions. It cannot be

manufactured through loyalty card programs alone. It is earned through consistent quality, genuine responsiveness, and the
sense, real or created, that the business actually cares about the people it serves.

Think about it

Think about a small business in Las Vegas that you visit regularly: a restaurant, a salon, a coffee shop, a gym, or any other
local business. What keeps you coming back? Is it convenience, habit, price, or something more? What specific things does
the business do that make you feel valued as a customer? What would it take for you to switch to a competitor?
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Key Takeaways

e Customer experience encompasses every interaction a customer has with a business, from first contact to post-purchase
follow-up.

e Touch points are the individual moments of contact between a customer and a business. Each one shapes the overall
impression.

e Customer experience is not purely functional. When the experience feels wrong, customers walk away, even from brands
they love.

e Customer loyalty involves emotional commitment, positive attitude, and repeat purchase behavior. All three elements
matter.

¢ Increasing customer retention is one of the highest-return investments a small business can make.

6.5 Digital Marketing for Small Business

Digital marketing has fundamentally changed what is possible for small businesses. Tools and channels that once required large
budgets and specialist agencies are now accessible to a single-person operation with a smartphone and a few hours a week. At
the same time, the digital environment is more competitive and more crowded than ever, which means that presence alone is
not enough. Small businesses that use digital marketing effectively combine the right tools with a clear strategy and consistent
execution.

Digital marketing also has a direct impact on cash flow. A product or service that does not reach the right audience will not sell,
regardless of its quality. Marketing decisions, including which channels to invest in, how to price for digital markets, and how to
structure promotions, are among the most consequential financial decisions a small business makes.

Your Google Business Profile

For most local small businesses, a Google Business Profile (formerly Google My Business) is the single highest-return digital
marketing tool available. It is free, and it directly influences what potential customers see when they search for your business
or businesses like yours on Google and Google Maps. A complete, accurate, and actively managed profile, with current hours,
photos, a description of services, and responses to customer reviews, makes a measurable difference in how often a business
appears in local search results and how favorably it is perceived.

Reviews on your Google Business Profile are particularly important. Positive reviews build credibility with prospective customers
and signal to Google’s algorithm that your business is legitimate and active. Responding to reviews, both positive and negative,
professionally and promptly, demonstrates that you are engaged with your customers and take feedback seriously.

Social Media

Social media platforms give small businesses direct access to current and potential customers at low cost. The key is choosing
the right platforms for your specific audience and business type rather than trying to be everywhere at once.

Instagram and TikTok favor visually driven content and work well for food, retail, beauty, fitness, and other businesses where
the product or experience is inherently visual. Facebook remains valuable for reaching local audiences, particularly through
community groups, event promotion, and paid advertising targeted by geography and demographics. LinkedIn is the primary
platform for B2B businesses seeking to connect with professional decision-makers. Pinterest drives traffic for businesses in
design, food, fashion, and home-related categories.

Effective social media marketing for small businesses is consistent, authentic, and community-oriented. Posting regularly, even

two or three times per week, is more effective than sporadic bursts of activity. Content that shows the people, process, and
personality behind the business tends to perform better than purely promotional posts. Engaging with comments and messages
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builds the sense of relationship that drives loyalty.

Email Marketing

Email marketing remains one of the highest-return digital channels for small businesses, particularly for maintaining relationships
with existing customers. An email list is an owned asset, unlike a social media following, it is not subject to algorithm changes or
platform decisions. Platforms like Mailchimp and Constant Contact allow even very small businesses to create professional email
campaigns, automate follow-up sequences, and track open and click rates.

Effective email marketing for small businesses focuses on value for the reader: useful information, genuine offers, advance notice
of events or promotions, and the occasional personal note from the owner. High-frequency promotional emails with no other
content tend to generate unsubscribes. Emails that feel like a message from someone who knows the customer tend to generate
loyalty.

Online Reviews and Reputation Management

Online reviews on Google, Yelp, TripAdvisor, and industry-specific platforms have become a primary input in consumer purchasing
decisions. For Las Vegas businesses, where tourists make up a significant portion of the customer base and rely heavily on
reviews before trying an unfamiliar restaurant, attraction, or service, this is especially true.

Managing your online reputation means actively encouraging satisfied customers to leave reviews, responding professionally to
negative ones, and monitoring what is being said about your business across platforms. A pattern of genuine positive reviews
signals trust. A well-handled negative review, one where the owner acknowledges the issue and describes how it was resolved,
can actually strengthen credibility with prospective customers who see that the business takes feedback seriously.

Websites and SEO

A business’s website is its digital storefront, often the first place a potential customer goes to verify that the business is
legitimate, understand what it offers, find contact information, and decide whether to make a purchase or inquiry. A website that
is slow to load, difficult to navigate on a mobile device, or visually outdated sends a signal about the business before a customer
has experienced anything else.

Search engine optimization (SEO) is the practice of structuring a website so that it appears higher in search engine results
for relevant queries. For local small businesses, the most important SEO factors are keeping the Google Business Profile current,
ensuring the website loads quickly on mobile devices, using clear and specific language about what the business offers and where
it operates, and building visibility through mentions and links from other local businesses, community organizations, and industry
websites, which signal to search engines that the business is established and trustworthy. SEO is a long-term investment. Results
build over time, but for businesses in competitive markets, it is often the difference between being found and being invisible.

Paid Digital Advertising

Paid digital advertising, including Google Ads and Meta (Facebook and Instagram) ads, allows small businesses to reach
specific audiences quickly. Unlike traditional advertising, digital ads can be targeted by geography, demographics, interests, and
behaviors, and the results are measurable. A small Las Vegas restaurant can run an Instagram ad targeted specifically at users
within five miles who have shown interest in dining out, and track exactly how many people clicked through to make a reservation.

The tradeoff is cost: paid advertising requires ongoing investment to sustain results, and the return depends heavily on how
compelling the actual ad is (the image, headline, and wording), how precisely it reaches the right audience, and whether the page
a customer lands on after clicking makes it easy to take the next step. Small businesses should approach paid advertising with
clear goals, realistic budgets, and a willingness to test and adjust rather than expecting immediate returns.
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e Digital marketing has democratized access to tools and channels that were once available only to large businesses with
substantial budgets.

e A Google Business Profile is the highest-return free digital marketing tool for most local small businesses. Keeping it
current and managing reviews actively is essential.

e Social media works best when matched to the right platform for the business type and audience, posted consistently, and
oriented around authenticity and community rather than pure promotion.

e Email marketing reaches existing customers directly and is not subject to social media algorithm changes. An email list
is an owned asset.

e Online reviews are a primary factor in consumer decision-making. Managing reputation proactively, including
encouraging reviews and responding to them professionally, is a core marketing activity.

¢ SEO and a well-designed mobile website are foundational. Paid advertising can accelerate reach but requires clear goals
and ongoing investment.

Watch and reflect

» Watch: How Google Business Profile Helped Henna Arts Grow

» Watch: How Google Business Profile Helped Henna Arts Grow
Source: Google for Small Business, YouTube
YouTube Clickable Link(opens in new window) Length: (2:24)

Nisha came to the United States in 2001 with her daughter and her husband and no professional plans. She started doing
henna for friends, who encouraged her to turn it into a business. Twenty years later, Henna Arts is a thriving operation built on
craft, community, and customer trust. In this short video, Nisha describes how a Google Business Profile helped her reach
new clients, build credibility through photos and reviews, and streamline her booking process. The video is produced by
Google, which offers Google Business Profile as a free tool for small businesses.

After watching, consider the following:

e Nisha built her initial customer base entirely through word of mouth and personal relationships before using any digital
tools. At what point, if ever, do you think a small service business should prioritize digital marketing over relationship-
based marketing? What would you look for as a signal that it is time to shift?

¢ Nisha says that posting photos of her work and keeping her profile current made clients “trust me more.” But
transparency cuts both ways: a public profile also exposes negative reviews. How should a small business owner think
about that tradeoff, and what would a well-handled negative review actually look like in practice?

e Nisha's business creates an experience that is intimate, cultural, and personal. The chapter argues that emotional
connection drives loyalty more reliably than convenience or price. Do you think every small business has the potential to
create that kind of connection, or is Nisha's situation unique? What would a small business owner in a less personal
industry have to do differently to build the same kind of loyalty?
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Check Your Understanding

Use the following questions to test your comprehension of this chapter.

1. The chapter opens with the observation that every small business is a marketing organization, whether it thinks of it that way
or not. Do you agree? Think of a small Las Vegas business that seems to do very little intentional marketing. How would you
describe the marketing mix it uses, even unconsciously?

2. The marketing concept holds that all business operations should be focused on meeting customer needs. The societal
marketing concept adds long-term social and environmental responsibility. Do you think these two ideas are compatible, or
does caring about society inevitably come at a cost to the business? Can you think of a Las Vegas business that does both
well?

3. Think about a recent purchase you made that required meaningful consideration, not an impulse buy, but something you
thought about. Walk through the five-stage consumer buying process for that purchase. Which stage took the most time?
What information sources influenced your decision most?

4. A small Henderson catering company has been operating for three years primarily through word-of-mouth referrals. Business
has been steady but not growing. The owner is considering investing in digital marketing for the first time. Which two or three
digital channels from this chapter would you recommend she start with, and why? What would you tell her to avoid?

5. The chapter distinguishes between customer loyalty built on convenience and loyalty built on emotional commitment. What

does the difference look like in practice? How can a small business owner actively build emotional loyalty rather than just
convenience loyalty?

Key Terms

B2B (business-to-business) — A market in which businesses sell products or services to other businesses, organizations, or
government agencies rather than to individual consumers.

B2C (business-to-consumer) — A market in which businesses sell products or services directly to individual consumers for
personal or household use.

Channel pricing — Charging different prices for the same product depending on where or through whom the customer purchases
it.

Consumer — The person who actually uses a product or service. The consumer and the customer are not always the same; a
parent who buys a toy is the customer, while the child who plays with it is the consumer.

Consumer behavior — How individuals, groups, and organizations select, buy, use, and dispose of goods, services, ideas, or
experiences to satisfy their needs and wants.

Customer — The person or business that actually purchases a product or service.
Customer experience — A customer’s entire interaction with a business, from first contact through post-purchase follow-up.

Customer loyalty — An emotional commitment to a brand or business combined with a positive attitude and a pattern of
continued purchase behavior.

Customer segment pricing — Charging different prices to different groups of customers for the same product or service.

Customer value — The difference between the perceived benefits a customer receives from a product or service and the
perceived costs of obtaining it.

Differentiation — A company’s efforts to set its product or service apart from the competition in ways that matter to customers.

Holistic marketing concept — The view that a business markets itself through everything it does, including products, culture,
values, customer service, and community reputation, not just through promotional activities.
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Market segmentation — The process of dividing a total market into relatively similar subgroups that behave differently from
each other, to focus marketing efforts more effectively.

Marketing — The activity, institutions, and processes for creating, communicating, and exchanging offerings that have value for
customers, clients, partners, and society.

Marketing concept — The principle that all business operations should be focused on meeting customer needs and wants in
ways that differentiate the company and achieve profitability.

Marketing environment — All forces that affect a business’s ability to operate and market effectively, including internal factors
(controllable) and external factors (not controllable).

Marketing management — The day-to-day tactical decisions, resource allocations, and implementation tasks that execute the
marketing strategy.

Marketing mix — The combination of product, price, promotion, and place (distribution) that a business uses to reach its target
market. Also known as the four Ps.

Marketing strategy — The selection of target markets, differentiation and positioning decisions, and marketing mix choices
designed to achieve marketing objectives.

Niche market — A small, narrowly defined market segment that is not being well served by mainstream competitors.

Positioning — Placing a brand in the customer’s mind in relation to competing alternatives, based on attributes and benefits that
matter to the customer.

SEO (search engine optimization) — The practice of structuring a website and online presence to appear higher in search
engine results for relevant queries.

Societal marketing concept — An extension of the marketing concept that requires businesses to balance customer
satisfaction, company profitability, and the long-term well-being of society.

Target market — One or more market segments selected as the primary focus for a business’s marketing and sales efforts.

Touch points — All the communication, human, and physical interactions a customer experiences during their relationship with
a business.

Word-of-mouth communication — Customers talking to each other about their experiences with a business, product, or service.
Considered the most powerful form of promotion because it comes from people with no commercial interest.
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7: Marketing Strategy

Image retrieved from augmun

Learning Objectives

After completing this chapter, you will be able to:

Explain how small business marketing differs from large business marketing and why strategy is essential.
Describe the six criteria for effective market segmentation and apply them to a small business context.
Explain how to select a target market and identify the considerations that guide that decision.

Define differentiation and positioning and explain how small businesses use them to compete.

Describe the three layers of a product and explain their implications for marketing.

Explain the product life cycle and identify the marketing strategy implications of each stage.

Knowing what marketing is and how it works is the foundation. But knowing what to do with that knowledge requires strategy.
Marketing strategy is where a small business owner decides not just what marketing tools to use, but which customers to pursue,
how to stand out from the competition, and how to deploy limited resources for maximum return. For a small business, the stakes
of getting this right are high. There is little margin for wasted effort, and competition can move quickly.

This chapter focuses on the strategic decisions that turn general marketing knowledge into a specific, executable plan. It covers
the special challenge of marketing strategy for small businesses, how to refine segmentation and target market choices, how to
differentiate and position a product or service, and how to think strategically about the product itself, including how its life cycle
shapes the decisions a business needs to make.
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7.1 Why Marketing Strategy Matters for Small Business

Small business marketing and large business marketing are not the same thing. The fundamental principles are shared:
understanding customers, creating value, and communicating effectively. But the operating conditions are very different. Large
companies can sustain campaigns across multiple products and markets, absorb strategic failures with reserves, and rely on
brand equity built over decades. Small businesses have none of those buffers.

The scope of a small business’s marketing is typically narrower: fewer products, fewer markets, and a much smaller budget. This
narrowness is also a vulnerability. A large company that loses traction on one product line has others to fall back on. A small
business with one core offering and one primary market has no such cushion. Failed strategies can lead to serious financial
damage. This is why small business marketing strategies must be more targeted, cost-effective, and deliberately planned than
their large-company counterparts.

Competition as the Primary Risk

For most small businesses, competition is the single most significant risk they face. A well-established brand takes years to
unseat, but a small business without strong differentiation can lose its customer base quickly when a competitor enters the market
or an established player decides to pursue the same niche. This reality makes competitive awareness not just a good practice but
a survival skill.

Small business owners should know who their direct competitors are, what those competitors are doing well, where their gaps
are, and what would happen to their own business if a new competitor entered tomorrow. That kind of competitive intelligence
does not require a research budget; it requires consistent attention and honest assessment.

The Opportunity in Being Small

The vulnerabilities of small business marketing have a counterpart: genuine advantages that large companies cannot easily
replicate. Small businesses can pursue niche markets that are too small to attract large competitors. They can respond to
local needs and wants with specificity and speed. They can build real personal relationships with customers in ways that no
mass-market brand ever will. As marketing strategist John Jantsch has put it, “Marketing without strategy is the noise before
failure” (Jantsch, 2010). Small businesses have genuine advantages: niche focus, local knowledge, and personal relationships. A
deliberate strategy can turn those into a competitive position.

A marketing strategy involves selecting one or more target markets, deciding how to differentiate and position the product or
service, and creating a marketing mix designed to succeed with those targets, all in service of specific marketing objectives.
Marketing objectives define what the business wants its marketing efforts to accomplish: new customer acquisition, increased

repeat purchase, entry into a new market, or a shift in how the brand is perceived. Strategy explains how the business will get
there. Without it, marketing activity may be energetic but unfocused.

Key Takeaways

e Small business marketing differs from large business marketing in scope, budget, risk tolerance, and areas of
opportunity.

e Competition is the primary risk factor for small businesses. Competitive awareness is a core management skill, not just a
marketing function.

e Small businesses have genuine advantages: niche focus, local knowledge, and personal relationships. A deliberate
strategy can turn those into a competitive position.

e A marketing strategy defines how a business will reach its marketing objectives, not just what those objectives are.
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7.2 Segmentation Criteria and Target Market Selection

Chapter 6 introduced market segmentation as the process of dividing a total market into relatively similar subgroups that behave
differently from each other. This chapter takes that concept further by examining how a small business evaluates potential
segments and selects the one or ones most likely to support a profitable and sustainable operation.

Whether segment and target market decisions are based on intuition, marketing research, or a combination of both, they are the
foundation on which an effective marketing mix is built. A good intuitive sense of the market is valuable, and many experienced
small business owners develop an accurate feel for their customer base over time, but intuition alone may not be precise or
current enough to support strategic planning. Marketing research, even at a modest scale, can sharpen segmentation decisions
significantly.

Six Criteria for Effective Segmentation
Not every identifiable group in the marketplace represents a viable target. Effective segmentation requires that a potential
segment meet six criteria (Lascu & Clow, 2007). Evaluating segments against these criteria before committing resources

increases the likelihood that the chosen target market will support a profitable marketing strategy.

Table 7.2.1: Criteria for Effective Market Segmentation

Criterion What to Ask Why It Matters for Small Business

Measurability
Is the segment easy to identify and estimate A segment that cannot be clearly defined or estimated in
in size? A business that moves forward size makes it impossible to plan realistically. Small
without a clear definition of its segments is businesses need to know approximately how many potential
working blind. customers exist before committing limited resources.

Substantiality
Is the segment large and profitable enough to | Small businesses do not need a massive customer base,
justify the investment? The business does not | but they do need one large enough to generate sustainable
need a huge customer base, but it needs revenue. A segment that is too small will not support the
enough to be viable. business even if everything else goes right.

Stability
Are customer preferences in this segment A segment whose preferences shift rapidly makes it difficult
stable over time? Segments shift, but to build a consistent marketing approach. Small businesses
excessive volatility makes it difficult to build a | benefit most from segments where customer needs are
sustainable marketing approach. predictable enough to plan around.

Accessibility
Can the business reach and communicate with | Even a perfect segment is useless if the business cannot
this segment effectively? Some audiences are | reach it. Small businesses must be able to connect with
easier to access than others through available | their target customers through channels that are available
channels. and affordable.

Actionability
Is the business capable of designing and The business must have the capacity to actually serve the

executing an effective marketing program for | segment well. A segment that requires resources, expertise,
this segment? Resources, expertise, and reach | or scale the business does not have is not a viable target,
all matter. regardless of its size or appeal.
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Criterion What to Ask Why It Matters for Small Business
Differential
response Does this segment respond differently from If two segments respond identically to the same marketing,

other segments to the business’s marketing? | treating them as separate targets wastes effort. Small
If multiple segments respond identically, they | businesses need segments that are distinct enough to
may not need to be treated as distinct. justify a tailored approach.

Source: Adapted from Lascu & Clow, Essentials of Marketing (2007); Cadden & Lueder, Small Business Management in the 21st
Century (CC BY-NC-SA 3.0)

Consider a small business in Las Vegas offering mobile notary services. Is the segment of real estate professionals measurable?
Yes: the number of active Nevada real estate licensees is publicly tracked by the Nevada Real Estate Division. Is it substantial?
Real estate transactions in Clark County number in the tens of thousands annually. Is it stable? Demand for notarization in
real estate is tied to transaction volume, which fluctuates but does not disappear. Is it accessible? Real estate professionals
have professional associations, LinkedIn groups, and brokerage networks through which they can be reached. Is it actionable? A
mobile notary with flexible scheduling and digital document capability can design a service specifically for this segment. Does it
respond differently from other segments? Real estate professionals have specific timing needs, document types, and professional
expectations that differ markedly from, say, individual consumers with a single personal document need. The segment qualifies
on all six criteria.

Selecting the Target Market

Once potential segments have been identified and evaluated, the business selects one or more as its target market, the focus
of its marketing and sales efforts. The goal is to identify the segment or segments that represent the best match between what
the business offers and what customers in that segment need, want, and are willing to pay for. Resources are always limited for a
small business, which makes precise targeting not just efficient but necessary.

Several practical considerations should guide target market selection:

Table 7.2.2: Target Market Selection Considerations

Consideration What It Means in Practice

Financial condition of
the firm Limited resources often make it more practical to concentrate on one target market initially rather
than trying to serve several simultaneously.

Gaps in the
competitive If competitors are ignoring smaller or more specific segments, those underserved groups may
landscape represent a ready-made opportunity.

Familiarity with the
market When a business is new to a particular market, concentrating resources on one well-understood
segment reduces risk while the business builds experience.

Specific need or want
Does the proposed target market have a genuine need for what the business offers? General appeal
is not enough; the fit must be specific.

Ability to buy
Does the segment have the financial resources to purchase the product or service at the price
required for the business to be profitable?
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Consideration What It Means in Practice

Willingness to buy
Financial ability alone is not sufficient. Is the segment actively looking for a solution, or will
significant persuasion be required?

Profitability
Is there enough demand in the segment, at a sustainable price, to generate profit? Volume and
margin both matter.

Source: Adapted from Cadden & Lueder, Small Business Management in the 21st Century (CC BY-NC-SA 3.0)

Niche Markets

A niche market is a small, narrowly defined target market that is not being well served by mainstream competitors. The defining
advantage of a niche market is that a small business is often the only competitor there. Large businesses tend to avoid niches
because the volume is too small to justify their operational scale. For a small business, that same volume can represent a
comfortable and loyal customer base.

Las Vegas offers rich niche opportunities for small businesses willing to look for them. The city’s unique combination of year-
round entertainment, a large hospitality and gaming workforce, significant tourist traffic, and a diverse permanent residential
population creates demand for highly specific products and services. A small business that precisely identifies and serves one
of those niches, and does it better than anyone else, is far more defensible than one that tries to compete broadly against well-
resourced competitors.

Think About It

A friend is planning to open a small catering business in the Las Vegas Valley. She has identified two potential target markets:
(1) corporate clients needing regular office lunch delivery, and (2) families hosting private celebrations such as quinceanieras,
graduations, and milestone birthdays. Evaluate each segment against the six segmentation criteria. Which segment do you
think is a better fit for a new business with limited staff and startup capital? What additional information would help you make
that recommendation with more confidence?

Key Takeaways

o Effective market segments must be measurable, substantial, stable, accessible, actionable, and capable of differential
response.

e Marketing research, even at a small scale, can sharpen segmentation decisions and reduce the risk of choosing the
wrong target.

e Target market selection should be guided by the business'’s financial condition, the competitive landscape, the segment’s
specific need, its ability and willingness to buy, and its profit potential.

e Niche markets offer small businesses the opportunity to be the dominant or only competitor in a well-defined space,
rather than a minor player in a crowded one.

7.3 Differentiation and Positioning

Choosing a target market tells a business who to pursue. Differentiation and positioning answer the next question: why would that
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customer choose this business over every other option available to them?

For small businesses, differentiation and positioning are not marketing luxuries; they are strategic necessities. A small business
that has not clearly defined what makes it different from its competitors is asking customers to make that determination on their
own, which usually means defaulting to price. Competing on price is a race a small business rarely wins against larger, better-
capitalized competitors. Competing on something more specific is where small businesses have their best opportunities: quality,
expertise, experience, service, community connection, or specialization.

Differentiation

Differentiation is the process of setting a product or service apart from the competition in ways that matter to the target
customer. The operative phrase is “that matter to the customer”: differentiation that the business values but the customer does
not notice or care about is not a competitive advantage.

Differentiation can be achieved across many dimensions. A restaurant differentiates on cuisine, atmosphere, service speed,
or price point. A cleaning service differentiates on eco-friendly products, staff consistency, or responsiveness. A retail shop
differentiates on product curation, staff expertise, or the shopping environment. A professional service differentiates on
specialized credentials, turnaround time, or depth of client relationship.

For a small business in Las Vegas, the local market itself can be a source of differentiation. Deep knowledge of the city (its
neighborhoods, its seasonal rhythms, its workforce composition, and its event calendar) is something a national chain cannot
replicate. A small business that builds its identity around being genuinely of and for Las Vegas has a differentiation story that is
authentic and defensible.

Positioning

Positioning is the process of placing a brand, product, or service in the customer’s mind in relation to competing alternatives,
based on attributes and benefits that matter to that customer (Kotler & Keller, 2009). Positioning is not about the product itself.
It is about the place the business occupies in the customer’s mind compared to every other option available.

A useful way to think about positioning is to complete this sentence from the customer’s perspective: “For [target customer], [this
business] is the [category] that [key benefit] because [reason to believel.” For example: “For Henderson small business owners,
Silver State Bookkeeping is the accounting service that keeps your books clean and your tax burden low because every client gets
a dedicated CPA who knows Nevada tax law.” That positioning statement tells you who the customer is, what the business is, what
it does for the customer, and why the customer should believe it.

Positioning works best when it is consistent across every customer touch point: the website, the signage, the way staff answer
the phone, the packaging, and the social media voice. Inconsistency between stated positioning and actual customer experience
erodes trust quickly, and in a market like Las Vegas where word travels fast, that erosion is hard to reverse.

Differentiation and Positioning in Practice

A useful planning tool is the positioning map, a simple grid that plots competitors across two dimensions that matter to the
target customer (for example, price vs. quality, or formality vs. accessibility). Placing your business and your key competitors
on that grid reveals gaps in the market, positions that are not currently occupied, and helps identify where the business could
credibly establish itself.

The discipline of differentiation and positioning also informs every other marketing strategy decision. The target market
determines who you are trying to reach. Differentiation determines what you offer that others do not. Positioning determines how
you frame that difference in the customer’s mind. The marketing mix (the product, price, promotion, and place decisions) must
also be designed to deliver and reinforce that position consistently.
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Figure 7.3.1 Sample Positioning Map: Price vs. Quality. Original figure created for MGT 103, College of Southern Nevada.
The discipline of differentiation and positioning also informs every other marketing strategy decision. The target market
determines who you are trying to reach. Differentiation determines what you offer that others do not. Positioning determines how

you frame that difference in the customer’s mind. The marketing mix (the product, price, promotion, and place decisions) must
also be designed to deliver and reinforce that position consistently.

Key Takeaways

o Differentiation sets a product or service apart from competitors in ways that matter to the target customer.
Differentiation that the customer does not notice or value is not a competitive advantage.

e For small businesses, competing on differentiation rather than price is almost always a more sustainable strategy.

e Positioning places the brand in the customer’s mind relative to competitors, based on the attributes and benefits most
relevant to the target market.

e Local knowledge, community connection, and genuine specialization are powerful sources of differentiation for small
businesses that national competitors cannot replicate.

e Positioning must be consistent across every customer touch point to be effective.

7.4 Product Strategy and the Product Lifecycle
The product (the good or service a business offers) is the foundation of the marketing mix. Without it, decisions about price,

promotion, and place are meaningless. Product strategy encompasses the decisions a business makes about what it offers, how
that offering creates value, and how to adapt the marketing approach as the product moves through its life in the marketplace.

The Three Layers of a Product

Every product or service can be understood as having three layers, each of which presents opportunities for differentiation and
value creation (Lascu & Clow, 2007). Understanding these layers helps a small business owner see the full scope of what they are
actually selling, and where they may be leaving value on the table.
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Core
Augmented

Symbolic

Figure 7.4.1 The Three Layers of a Product. Source: Cadden & Lueder, Small Business Management in the 21st Century (CC BY-
NC-SA 3.0)

The core layer is the fundamental benefit the customer is purchasing: the basic problem the product solves or the basic need it
meets. Someone hiring a wedding photographer is buying documentation of a once-in-a-lifetime event. Someone buying a gym
membership is buying the ability to exercise. The core layer is also where quality decisions begin: the materials, the processes,
the ingredients, the reliability of the service delivery.

The augmented layer is where additional value is added beyond the core. This includes packaging, branding, warranties,
financing options, promptness, additional services, and anything else that enhances the core offering. A wedding photographer
whose augmented layer includes a client portal, a curated album design process, and quick turnaround time is offering more than
a photographer who simply delivers digital files. The augmented layer is where many small businesses miss opportunities, either
by not developing it at all or by not communicating its value to prospective customers.

The symbolic layer captures what the product means to the customer: its emotional and psychological dimensions. A wedding
photographer is not just delivering images; for the couple and their families, those photographs may represent one of the most
meaningful days of their lives, the start of a new chapter, and a connection to people and moments that cannot be recreated.
These symbolic meanings are powerful drivers of loyalty, and they are why customers will sometimes pay more, travel farther, or
forgive the occasional mistake for a business they feel emotionally connected to. The symbolic layer is where marketing mistakes
tend to be most serious, because ignoring or misreading what a product means to the customer can undermine even a technically
excellent offering.

Small business owners should regularly examine their products and services through all three layers. The core layer asks: are
we actually delivering what the customer needs? The augmented layer asks: are we adding value in ways the customer notices
and appreciates? The symbolic layer asks: what does doing business with us mean to our customers, and are we reinforcing that
meaning or inadvertently undermining it?

The Product Life Cycle

Every product and service has a life span. Some are brief: products that find no market, or that are disrupted by something better
almost immediately. Others endure for decades, evolving through multiple iterations while maintaining market relevance. The
product life cycle (PLC) describes a product’s performance in terms of sales and profit over time, from development through
eventual decline (Lascu & Clow, 2007).

Understanding the PLC matters for small business owners because each stage has distinct marketing strategy implications. The
approach that builds a market during introduction will not sustain growth during maturity, and the approach that defends market
share during maturity will not arrest decline. Matching the marketing strategy to the current stage of the lifecycle, and anticipating
what the next stage will require, is one of the most practical applications of marketing thinking for a small business.
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Figure 7.4.2 The Product Life Cycle. Adapted from Cadden & Lueder, Small Business Management in the 21st Century (CC BY-
NC-SA 3.0)

Table 7.4.1: Product Life Cycle Stages and Marketing Strategy

Stage What Is Happening

Development | No sales yet; costs being incurred. Product or
service is being built, tested, or refined.

Sales low but growing. Marketing costs high.
Profit low or negative.

Introduction

Growth Sales growing rapidly. Competitors enter.
Profits improving.

Maturity Sales growth slows. Market is saturated. Price
competition intensifies.

Decline Sales fall. Profit erodes. Market has moved on

or been disrupted.

Marketing Strategy Focus

Build awareness in advance; refine the offer based on early

feedback.

Create awareness and demand. Focus on explaining what the
product is and why it matters.

Differentiate from new competitors. Build brand preference
and loyalty.

Defend market share through promotions, incentives, and
service quality. Look for ways to extend the lifecycle.

Reinforce brand image. Decide whether to reinvest,
reposition, or retire the product.

Source: Adapted from Kotler & Keller, Marketing Management (2009); Lascu & Clow, Essentials of Marketing (2007); Cadden &
Lueder, Small Business Management in the 21st Century (CC BY-NC-SA 3.0)

Some small business owners may not see the PLC as applicable to their operation: accounting is accounting, a neighborhood
restaurant is a neighborhood restaurant, and hardware is hardware. This is a mistake. Accounting practices evolve with tax law
and technology. Restaurant concepts respond to changing demographics and dining habits. Hardware solutions shift with building
trends and material availability. What succeeds today may not succeed in five years, and the PLC is a useful lens for watching how
a product or service is progressing in the market so that strategic adjustments can be made before the business is forced into
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them.

Think about it

Think about a small Las Vegas business you are familiar with: a restaurant, a salon, a service company, or a retailer. Where do
you think its primary product or service sits in the product life cycle right now? What evidence supports your assessment?
What marketing strategy actions would you recommend based on that stage?

Key Takeaways

e Every product and service has three layers: core (the fundamental benefit), augmented (additional value-adding features),
and symbolic (emotional and psychological meaning to the customer).

e The augmented layer is where small businesses most commonly miss opportunities. The symbolic layer is where the most
serious marketing mistakes tend to occur.

e The product life cycle describes a product’s trajectory from development through introduction, growth, maturity, and
eventual decline.

e Each stage of the PLC has distinct marketing strategy implications. The right strategy at introduction (building
awareness) is different from the right strategy at maturity (defending market share).

e The PLC applies to service businesses as well as product businesses. Any offering can become obsolete as customer
needs, technology, and competition evolve.

@IOIC]E) 79 (7.10)



LibreTextS“'

Watch and Reflect

» Watch and reflect: Two Options

Choose one of the following videos to watch, then respond to the reflection questions for the option you selected.

» Option 1: Marketing Series Video #1: Target Market

Source: Wisconsin SBDC Network | YouTube

YouTube Clickable Link(opens in new window) Length: 3:49

This video is part of the SBDC Entrepreneurial How-To Video Series, produced by the Small Business Development Center, a
national network of business advising centers funded in part through the U.S. Small Business Administration. Brian Lee walks
through the core concepts of target market development, including demographics, psychographics, customer personas, and
competitive analysis, and explains how knowing your target market well leads to more efficient and effective marketing.

After watching, consider the following reflection questions:

1. Brian Lee distinguishes between demographics and psychographics as two ways of understanding a target market. In your
own words, what is the difference between the two? Which do you think is harder to research, and why?

2. Brian Lee suggests sketching out three to five detailed customer personas based on your research. Choose one persona
that could represent a potential customer for the business you are developing in this course. Describe that persona: their
demographics, their psychographics, and the specific problem or need your business would address for them.

3. Brian Lee connects target market research to competitive analysis, arguing that understanding your customers helps you
identify gaps in the market. Think about the business you are developing. Who are your competitors, and is there a segment of
customers they are not serving well? How would you reach that segment?

» Option 2: Small Business Spotlight: Hello Pride

Source: VistaPrint | YouTube

YouTube Clickable Link(opens in new window)
Length: 3:56

Megan and Megan, co-founders of Hello Pride, built their business around a gap they experienced firsthand: there were almost
no products representing LGBTQ+ families, particularly for new parents. This video follows their journey from selling online to
participating in their first in-person market, and shows how identifying an underserved customer segment became the
foundation of an entire business.

After watching, consider the following reflection questions:

1. The founders of Hello Pride noticed that a specific group of customers, LGBTQ+ families, had needs that no one in the
market was meeting. Using the opportunity criteria from this course, how would you evaluate their idea? Was this a genuine
market opportunity or just a good idea?

2. Effective target marketing lets a business concentrate its resources on the customers most likely to buy. Hello Pride did not
try to appeal to everyone. What are the advantages of that narrow focus for a small business just starting out? What are the
risks?

3. Think about the business you are developing in this course. Is there a specific segment of customers whose needs are not

being fully met by existing businesses? How would you describe that segment, and what would you offer them that no one else
does?
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Check Your Understanding

Use the following questions to test your comprehension of this chapter.

e For most small businesses, competing on differentiation rather than price is a more sustainable long-term strategy. Do you
agree? Can you think of a type of small business where competing primarily on price is actually a viable long-term strategy?
What conditions would make that possible?

e Apply the six segmentation criteria to the following scenario: a small business owner in Henderson, Nevada wants to open a
mobile massage therapy service. Identify a potential target segment and evaluate it against each of the six criteria. Does the
segment qualify? What additional information would you want before confirming it as the target market?

e The chapter introduces the concept of a positioning statement as a way to articulate a business’s competitive position
clearly. Write a positioning statement for a real or hypothetical Las Vegas small business of your choice. Then explain: what
would need to be true about the business’s operations for that positioning to be credible?

e Think about a product or service you use regularly that appears to be in the maturity stage of the product life cycle. What
evidence supports that assessment? What is the business doing, or what could it do, to extend the product’s lifecycle rather
than letting it decline?

e John Jantsch wrote, “Marketing without strategy is the noise before failure” (Jantsch, 2010). Based on what you have learned

in this chapter, what specifically does a marketing strategy do that unfocused marketing activity cannot? Use at least two
concepts from this chapter to support your answer.

Key Terms

Actionability — One of the six segmentation criteria. The degree to which a business is capable of designing and executing an
effective marketing program for a given market segment.

Accessibility — One of the six segmentation criteria. The degree to which a business can effectively reach and communicate
with a given market segment through available channels.

Augmented layer — The second of three product layers. The additional features, services, packaging, warranties, and
enhancements that add value beyond the core product or service.

Core layer — The first of three product layers. The fundamental benefit or problem solution that the customer is actually
purchasing.

Differential response — One of the six segmentation criteria. The degree to which market segments are distinguishable from
each other and respond differently to marketing strategies.

Differentiation — The process of setting a product or service apart from the competition in ways that matter to the target
customer.

Marketing objectives — What a business wants to accomplish with its marketing strategy, such as customer acquisition,
increased retention, market entry, or brand repositioning.

Marketing strategy — A plan that involves selecting target markets, deciding how to differentiate and position the product or
service, and creating a marketing mix to achieve marketing objectives.

Measurability — One of the six segmentation criteria. The degree to which a market segment can be identified, defined, and
estimated in size.

Niche market — A small, narrowly defined target market that is not being well served by mainstream competitors. Often an ideal
focus for small businesses.

Positioning — The process of placing a brand in the customer’s mind relative to competing alternatives, based on attributes and
benefits most relevant to the target customer.
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Positioning map — A visual tool that plots a business and its competitors on a grid defined by two dimensions that matter to
the target customer, revealing gaps and opportunities in the competitive landscape.

Product life cycle (PLC) — The progression of a product or service through five stages — development, introduction, growth,
maturity, and decline — each with distinct sales, profit, and marketing strategy characteristics.
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8: Human Resources in Small Business

Image retrieved from FloridaAllRisk

Learning Objectives

After completing this chapter, you will be able to:

e Explain why human resource planning is essential to small business growth.

e Describe the key steps in the hiring process and explain how to assess staffing needs before hiring.
e Identify the major employee benefits a small business owner should understand.

e Describe the types of employee training and explain why training is a competitive advantage.

e Explain what drives employee retention and why it matters for small business success.

Every small business eventually reaches the same moment: there is more work than one person can handle. How a business owner
responds to that moment shapes the trajectory of the business as much as any product or marketing decision. Will they hire
thoughtfully or reactively? Invest in people or treat them as interchangeable? Build a culture or ignore it?

Human resources refers to the people needed to support the current and future growth of a business, helping it generate revenue,
deliver services, produce products, and handle the administrative work that keeps operations running. Managing people well is not
a luxury reserved for large companies with HR departments. For a small business, it is one of the most consequential management
skills the owner can develop.

This chapter covers the essentials of the human resourcing process: how to assess staffing needs, how to hire effectively, what
benefits to consider, how to train and develop employees, and how to build the kind of workplace that keeps good people.
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8.1 Human Resource Planning

Human resource planning begins well before a job posting goes live. It starts with an honest assessment of what the business
needs and whether the financials support bringing someone on to meet that need.

The fundamental question is whether the value added by a new employee exceeds the cost of employing them. If hiring a part-
time office assistant at $20,000 per year frees the owner to generate $60,000 in additional revenue, the hire makes financial
sense. If hiring a salesperson at $45,000 per year including benefits produces $100,000 in new sales, the hire is profitable. If
neither of those conditions holds, the timing may not be right.

Many small business owners begin by using resources outside their payroll. Independent contractors are people who provide
work without being employees of the business. They set their own schedules, use their own tools, and work for multiple clients. The
business does not withhold taxes or provide benefits for contractors, which reduces cost and increases flexibility. Common early-
stage contractor roles include virtual assistants, bookkeepers, graphic designers, web developers, and social media managers.
Platforms like Upwork make it possible to find qualified contractors for specific projects at a range of price points.

The distinction between employee and independent contractor matters legally and financially. Misclassifying an employee as a
contractor can result in significant tax liability and penalties. If the business controls how, when, and where the work is done,
not just what is delivered, that worker is likely an employee under IRS guidelines. Consulting a tax or legal professional before
engaging contractors is strongly recommended.

Once needs have been assessed and the financial case is established, human resource planning includes defining the role clearly:

what tasks and responsibilities it involves, what outcomes it is expected to produce, what skills and experience are required, and
what the working conditions are. This clarity is the foundation of an effective hiring process.

Key Takeaways

e Human resource planning starts with assessing whether the value added by a new hire exceeds the cost of employing
them.

e Independent contractors can provide flexible, cost-effective support in the early stages of a business without the full cost
of employment.

e The legal distinction between employee and independent contractor has significant tax and liability implications.
Misclassification carries serious penalties.

o Defining the role clearly, covering tasks, outcomes, required skills, and working conditions, is the foundation of effective
hiring.

8.2 The Hiring Process

Hiring well is one of the highest-leverage things a small business owner can do. A strong hire accelerates growth. A poor hire
costs time, money, and in some cases, customers. Taking the hiring process seriously, even for a part-time or entry-level role, is
worth the investment.
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Figure 8.1 Hiring the right employees starts with a clear process and careful evaluation. Image retrieved from Pexels

Creating the Job Description

A job description is a written document that describes the tasks and responsibilities of a position, the processes involved, the
expected outcomes, the working environment, the hours required, and the skills and experience necessary to succeed. A clear
job description serves two purposes: it helps attract the right candidates by setting accurate expectations, and it becomes the
benchmark against which candidates are evaluated.

One area that trips up many small business owners hiring for the first time is determining what to pay. Setting pay too low
means losing strong candidates to competitors; setting it too high strains the budget. The starting point is market research.
The U.S. Bureau of Labor Statistics Occupational Employment and Wage Statistics tool (bls.gov/oes) provides median and
percentile wages by job title, industry, and metro area, including data specific to the Las Vegas-Henderson-Paradise area.
Nevada’s Department of Employment, Training and Rehabilitation (detr.nv.gov) publishes similar state-level wage data. Job
posting platforms such as Indeed and LinkedIn now display salary ranges on many listings, making it easy to see what local
employers are advertising for similar roles. Networking with other business owners through the chamber of commerce or industry
associations is another reliable way to gauge local pay norms.

Once market data is in hand, the owner should set a pay range before posting the position, not during negotiations. The minimum
should reflect what the market expects for someone meeting baseline qualifications; the maximum should reflect what the role is
genuinely worth to the business. Nevada’s minimum wage is $12.00 per hour as of July 2024, but in most markets, competitive
pay is considerably higher. The total compensation picture, including any benefits the business offers, should inform where the
posted range falls.

Sourcing Candidates

Once the job description is complete, the search begins. Job posting platforms such as Indeed, ZipRecruiter, and LinkedIn reach
broad audiences quickly. Industry-specific job boards reach more targeted pools. Local resources are particularly valuable for
small businesses: the Nevada Small Business Development Center (nsbdc.org), local chambers of commerce, the University of
Nevada Las Vegas (UNLV) and College of Southern Nevada (CSN) alumni networks, and community college career services offices
can all connect small business owners with qualified local candidates. Trade schools and certification programs are excellent
sources for roles requiring specific technical credentials.

Professional networking often produces strong candidates. A business owner’s existing network may also yield strong candidates.
Suppliers, customers, fellow business owners, and professional association contacts may know someone who would be a good fit.
Employee referrals from trusted current staff tend to produce candidates who already understand the culture and are more likely
to stay.
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Interviewing and Selecting

The interview process should be designed to gather consistent, comparable information from all candidates. Structured
interviews, where each candidate is asked the same core questions, reduce the influence of bias and make it easier to compare
responses. Behavioral interview questions (asking candidates to describe how they handled specific past situations) tend to be
more predictive of future performance than hypothetical questions.

Before extending any offer, conducting a background check is standard practice. This may include criminal history, employment
verification, and professional reference checks depending on the role. A formal offer should not be made until background check
results have been reviewed. Withdrawing an offer after it has been accepted creates legal and reputational complications that are
best avoided.

Think about it

You own a small catering business in Las Vegas and are ready to hire your first full-time employee, an event coordinator who
will handle client communications, scheduling, and day-of logistics. Write a brief job description for this role. What are the
three most important qualities you would look for in a candidate, and how would you assess those qualities during an
interview?

Key Takeaways

e A clear job description helps attract the right candidates and sets the standard for evaluation.

e Sourcing candidates through multiple channels produces a stronger and more diverse applicant pool: job boards, local
institutions, professional networks, and referrals.

e Structured, behavioral interview questions are more predictive of job performance than unstructured conversations.

e Background checks should be completed and reviewed before any formal offer is extended.

8.3 Employee Benefits

Before reviewing specific benefits, it helps to distinguish between what is legally required and what is optional. All employers,
regardless of size, must pay their share of FICA (Social Security and Medicare taxes), fund unemployment insurance through
FUTA and SUTA contributions, and carry workers’ compensation insurance as required by Nevada law. These are not optional and
are not benefits in the traditional sense; they are payroll obligations.

Beyond those requirements, small businesses with fewer than 50 employees are not required to offer health insurance under
the Affordable Care Act. That said, many do. According to the 2024 KFF Employer Health Benefits Survey, 93% of firms with 50
or more workers offer health benefits. As a small business grows toward that threshold, health coverage becomes increasingly
expected by job candidates.

The most realistic and commonly used benefits for small businesses include:

¢ Paid time off (PTO): Nevada requires paid sick leave only for employers with 50 or more employees, but offering even a
modest amount of paid leave is table stakes for recruiting. Many small businesses start with a simple combined PTO policy
that covers vacation, sick days, and personal time.

¢ Health insurance: Small businesses with fewer than 25 employees and average wages under $56,000 may qualify for
the Small Business Health Care Tax Credit, worth up to 50% of premiums paid. Plans are available through the SHOP
marketplace (healthcare.gov/small-businesses). Health Reimbursement Arrangements (HRAs) are an increasingly popular
alternative that allow employers to reimburse employees for individual health plans rather than purchasing group coverage
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directly.

¢ Retirement savings: A SIMPLE IRA is the most accessible retirement plan option for small businesses; it has lower
administrative costs and simpler compliance requirements than a 401(k). The SECURE 2.0 Act provides a tax credit of up
to $5,000 per year for three years for small businesses that establish a new retirement plan, significantly reducing startup
costs.

+ Dental and vision: Both are relatively low-cost for employers (roughly $20 to $50 per month per employee for dental; $5 to
$15 for vision) and are among the most visible and appreciated benefits because employees use them regularly.

¢ Flexible scheduling: For roles where it is operationally feasible, flexibility in hours, start times, or remote work options is a
high-impact, low-cost differentiator. More than half of employees in national surveys cite flexibility as an important factor in
job satisfaction.

Not every small business can offer all of these from day one, and that is normal. The more useful approach is to identify which
benefits matter most to the people likely to fill the roles the business needs, start with those, and expand the package as
the business grows. Professional guidance from a benefits broker or HR consultant is worthwhile when designing a package,
particularly for health insurance, where plan selection and compliance requirements are complex.

Key Takeaways

e All employers are required to pay FICA taxes, fund unemployment insurance, and carry workers' compensation insurance.
These are payroll obligations, not optional benefits.

¢ Small businesses with fewer than 50 employees are not required to offer health insurance under the ACA, but 93% of
firms with 50 or more workers do. As a business grows, health coverage becomes increasingly expected by job
candidates.

e Paid time off, even a modest amount, is among the most valued and most commonly offered benefits for small
businesses and signals respect for employees’ well-being.

o Affordable options exist for small businesses that want to offer health and retirement benefits, including Health
Reimbursement Arrangements (HRAs) and SIMPLE IRAs. Federal tax credits may offset startup costs for both.

e Flexible scheduling is a low-cost, high-impact benefit for roles where it is operationally feasible.

8.4 Training and Developing Employees

Hiring the right person is the beginning, not the end, of building a capable team. Training and development, the ongoing
investment in employees’ skills and knowledge, is one of the most impactful things a small business owner can do to improve
performance, reduce errors, and build the kind of culture that keeps people engaged.

New-Employee Orientation

The first days and weeks of employment set the tone for the entire employment relationship. A new employee who feels welcomed,
informed, and supported is far more likely to become a productive, loyal team member than one who is left to figure things out
alone. A well-designed orientation introduces the new employee to the business’s culture, values, and expectations; explains how
their role fits into the overall operation; covers essential policies and procedures; and ensures they have the tools, access, and
relationships they need to do their job.

Common orientation failures include: failing to have a workspace ready on day one, overwhelming the new employee with too
much information at once, neglecting to introduce them to their colleagues, and providing no supervision or check-ins during the
first weeks. Small business owners who are attentive and deliberate during onboarding retain new hires at significantly higher
rates than those who treat it as an afterthought.
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Employee Training

Training is the investment of time and resources in developing employees’ skills and knowledge for specific job functions. It
has specific goals: improving capability, productivity, and performance. Well-trained employees make fewer errors, work more
efficiently, require less supervision, and are better equipped to handle unfamiliar situations.

Employee training is an investment that pays dividends in performance, retention, and customer satisfaction. Image retrieved
from TBMPayroll

Training takes two primary forms:

¢ On-the-job training takes place in the actual work environment, using the real tools, equipment, and processes of the job. It
is practical and immediately applicable, and it is the most common approach for technical and operational roles.

o Off-the-job training takes place away from the work environment, through workshops, seminars, online courses, or
classroom instruction. It takes the employee away from productive work temporarily, but it allows for deeper focus and the
acquisition of concepts that may be harder to learn in the midst of daily operations.

The benefits of training extend beyond the tasks themselves. Well-trained employees report higher job satisfaction, greater
motivation, and stronger commitment to the organization. Training also signals respect: the business is investing in the
employee’s growth, not just their output. The result is lower turnover, better customer experiences, and a more resilient operation.

Professional Development

Beyond initial training, professional development refers to ongoing learning that allows employees to maintain, upgrade, and
expand their skills throughout their careers. Many professions require annual professional development to maintain licensure
or certification: accountants, nurses, real estate agents, contractors, and many others have mandatory continuing education
requirements. Even where it is not required, encouraging and supporting professional development builds a stronger, more
capable team and signals that the business values growth.

Professional development options range from formal courses and certification programs to mentoring, coaching, industry
conferences, and communities of practice. Online platforms have made professional development more accessible and affordable
than ever. Because businesses can purchase access for individual employees as needed, even small businesses can provide
meaningful development opportunities at manageable cost.
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Key Takeaways

¢ A well-designed new-employee orientation sets the tone for the employment relationship and significantly affects early
retention.

e Training improves capability, reduces errors, and increases employee satisfaction and loyalty. It is an investment, not an
expense.

e On-the-job training is practical and immediate; off-the-job training allows deeper learning of new concepts.

e Professional development keeps employees current, supports licensure requirements, and builds a culture of growth.

8.5 Retaining Employees

Hiring and training good employees is expensive. Losing them is more expensive. Employee turnover costs a business in
recruiting time, lost productivity during vacancy, onboarding investment for the replacement, and the institutional knowledge that
walks out the door. For a small business with a lean team, the departure of even one key person can be significantly disruptive.

The Great Place to Work Institute has analyzed workplace satisfaction data for more than two decades and consistently finds that
the defining characteristic of a workplace employees want to stay in is trust: specifically, trust between employees and the people
they work for. Employees who stay and perform well are those who are challenged, respected, treated fairly, and appreciated. They
take pride in their work, feel that they make a difference, and see paths for advancement and growth.

For small business owners, this has a practical implication: building a great workplace is not primarily about perks or
compensation. It is about creating an environment of fairness, recognition, and genuine respect. Employees who feel seen and
valued, who believe the business is invested in their success, not just their output, are far more likely to stay and perform at a high
level.

Specific practices that support retention include:

e Providing regular, honest feedback: not just annual reviews, but ongoing recognition of good work and clear, constructive
correction when improvement is needed.

e Creating visible paths for advancement, even in a small business. Employees who see no future in their current role will begin
looking for one elsewhere.

e Involving employees in decisions that affect their work, when appropriate. People who have a voice in how things are done
are more committed to making those approaches succeed.

e Addressing problems quickly and fairly. Unresolved conflicts, perceived favoritism, or ignored safety concerns erode trust
faster than almost anything else.

e Recognizing and celebrating good work. Recognition does not have to be expensive. A specific, sincere acknowledgment of
a job well done carries real weight.

The investment a small business makes in its people, in fair treatment, in growth opportunities, in genuine recognition, is one of

the most durable competitive advantages available. Large employers can match or exceed salary and benefits. They rarely match
the quality of relationship and the sense of personal contribution that a well-run small business can offer.
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Key Takeaways

Employee turnover is expensive in recruiting, training, lost productivity, and lost institutional knowledge. Retention is a
financial priority, not just a management nice-to-have.

The foundation of employee retention is trust: employees who feel respected, valued, and fairly treated stay longer and
perform better.

Retention practices include consistent feedback, visible growth paths, employee involvement in decisions, quick
resolution of problems, and genuine recognition.

Small businesses cannot always compete with large employers on compensation, but they can compete, and often win, on
culture, relationships, and the quality of the work experience.

Watch and Reflect

» Watch: HR Series Video 2: Hiring Your First Employee

» Watch: HR Series Video 2: Hiring Your First Employee

Source: Wisconsin SBDC Network | YouTube

YouTube Clickable Link(opens in new window)

Length: 6:02

This video is part of the SBDC Entrepreneurial How-To Video Series, produced by the Small Business Development Center, a

national network of business advising centers funded in part through the U.S. Small Business Administration. Britney Hansen
walks small business owners through the decision of when to hire, what legal obligations come with that decision, and how to
structure the hiring process from job description through onboarding.

After watching, consider the following reflection questions:

1

Britney Hansen outlines four considerations for deciding when to hire: financial health, long-term vision, your own strengths
and weaknesses, and company culture. Of these four, which do you think is the hardest for a first-time small business owner
to assess honestly, and why?

Rushing into hiring can lead to costly mismatches and disruptions. Using what you learned in this chapter, what is the real
cost of a bad hire for a small business? Consider not just financial cost but also the impact on operations, culture, and the
owner’s time.

Think about the business you are developing in this course. If you were ready to hire your first employee today, what role
would you fill first? Write a brief job description for that role using the guidelines from the video.

Check Your Understanding

Use the following questions to test your comprehension of this chapter.

4.

A small Henderson landscaping company has been operating with the owner and two independent contractors for three years.
Business is growing and the owner is considering bringing on a full-time employee for the first time. What financial analysis
should she do before making this decision? What non-financial factors should she consider?

The legal distinction between employee and independent contractor is significant. In your own words, explain the key

@IOIC]E) 90 (8.8)


https://www.youtube.com/watch?v=226ImYm1nYI

LibreTexts"

difference between the two classifications. Why does misclassification matter to the IRS and to the business owner?

6. Designing an effective new-employee orientation is described as one of the most impactful things a small business owner
can do for retention. Design a basic one-week orientation schedule for a new front-of-house employee at a small Las Vegas
restaurant. What would you cover on each day, and why?

7. A small business can compete with larger employers on culture and relationships even when it cannot match compensation.
Do you agree? What specific things could a small Las Vegas business owner do to create a workplace culture that makes
employees want to stay?

8. Think about a job you have held, or one you know well. What training did you receive when you started? Was it effective?
What would you have done differently if you were the business owner responsible for that training?

Key Terms

Human resources — The people needed to support the current and future growth of a business, helping it generate revenue,
deliver services, produce products, and handle administrative operations.

Independent contractor — A person who provides services to a business without being an employee. Contractors set their own
schedules, use their own tools, and work for multiple clients. The business does not withhold taxes or provide benefits.

Job description — A written document describing the tasks, responsibilities, outcomes, working conditions, and required skills
and experience for a specific position.

New-employee orientation — A structured introduction provided to employees during their first days or weeks on the job,
covering the business’s culture, values, expectations, policies, and procedures. A well-designed orientation improves early
retention and helps new hires become productive members of the team more quickly.

On-the-job training — Training that takes place in the actual work environment using real tools, equipment, and processes. Most
common for technical and operational roles.

Off-the-job training — Training that takes place away from the normal work environment, through workshops, courses, seminars,
or classroom instruction. Allows deeper focus on new concepts.

Professional development — Ongoing learning that allows employees to maintain, upgrade, and expand their skills throughout
their careers. May be required for certain licensed or certified professions.

Training — The investment of time and resources in developing employees’ skills and knowledge for specific job functions, with
the goals of improving capability, productivity, and performance.
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9: Financing and Accounting Basics

Image retrieved from https://rahmancpa.com/small-business-bookkeeping/

Learning Objectives

After completing this chapter, you will be able to:

e Explain the difference between debt and equity financing and identify the advantages and disadvantages of each.
e Describe no-loan financing strategies available to small business owners.
e Read and interpret an income statement, balance sheet, and statement of cash flows.

e Calculate a break-even point and explain what it tells a business owner.

Starting and sustaining a small business requires money. Before a product is sold or a service is delivered, the business needs
equipment, supplies, space, technology, and people. Understanding where that money comes from, and how to track what happens
to it once it arrives, is foundational to running any business well.

Financing is the process of raising money for an intended purpose. Accounting is the system for recording, summarizing, and
communicating what happens to that money once the business has it. Together, these two disciplines give a business owner the
financial visibility needed to make informed decisions, attract investors or lenders, and assess whether the business is on track.

This chapter covers the main types of financing available to small businesses, alternative strategies for funding that do not require

taking on debt or giving up ownership, and the three primary financial statements every small business owner should be able to
read.
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9.1 Types of Financing

Most business financing falls into one of two categories: debt financing or equity financing. Each has distinct characteristics,
advantages, and trade-offs.

Debt Financing

Debt financing is the process of borrowing funds from another party, with the obligation to repay that amount, typically with
interest, over an agreed period. Sources of debt financing for small businesses include banks, credit unions, the SBA loan
programs, credit cards, microloans, and family and friends. The terms of debt financing vary significantly: the interest rate, the
repayment schedule, the maturity date (when the loan must be fully repaid), and any collateral requirements all differ depending
on the source and the borrower’s creditworthiness.

The primary advantage of debt financing is that the lender has no ownership stake in the business. Once the loan is repaid,
the creditor’s claim ends entirely. The business owner retains full control. Consistently repaying debt also builds the business’s
credit history, which can make future financing easier to obtain and on better terms. The primary disadvantage is that repayment
typically begins immediately or after a short grace period, creating a cash flow obligation even before the business may be
generating consistent revenue. Defaulting on debt can result in loss of collateral, damage to credit, and in some cases personal
liability.

Equity Financing

Equity financing provides funding in exchange for a partial ownership stake in the business, typically expressed as a percentage
of ownership. Sources of equity financing include friends and family, angel investors, and venture capitalists. Unlike a loan, equity
investment does not need to be repaid on a set schedule.

The primary advantage of equity financing is that there is no immediate cash outflow requirement. If the business does not
generate revenue in the early months, equity investors do not demand repayment the way lenders do. The primary disadvantage
is dilution of ownership: the investor receives a percentage of profits for as long as they hold their stake, and they may have a say
in business decisions. Buying back an equity stake, if that is even possible, typically requires paying a much higher valuation than
the original investment.

Angel Investors and Venture Capitalists

Two common equity investor types are worth understanding. Angel investors are high-net-worth individuals who invest personal
funds in early-stage companies in exchange for equity. They are typically former business owners or executives seeking higher
returns than traditional investments offer, along with the opportunity to mentor and support growing businesses. Angel investor
groups exist throughout Nevada; the Nevada Business Opportunity Fund and StartUpNV’s AngelNV program connect Nevada small
business owners with angel investors.

Venture capitalists (VCs) are professional investors, typically organized into firms, that specialize in funding early-to-growth-
stage companies with high growth potential. VC firms invest larger amounts than most angel investors, often specialize in
specific industries, and bring professional networks and operational expertise alongside capital. In exchange, they typically
require significant equity stakes and board representation. For most small businesses, particularly those not pursuing high-
growth, scalable models, venture capital is not a realistic or appropriate funding source.

@IOIC]E) 94 (9.2)



LibreTextS"
Key Takeaways

e Debt financing involves borrowing money that must be repaid with interest. The lender has no ownership stake once the
debt is repaid.

e Equity financing provides funds in exchange for a percentage of ownership. No repayment schedule, but the investor
shares in future profits and may influence business decisions.

e Angel investors are high-net-worth individuals investing personal funds in early-stage companies. Venture capitalists are
professional investment firms, typically for high-growth scalable businesses.

e For most small businesses, debt financing through banks, credit unions, or SBA programs is the most common and
appropriate path.

9.2 No-Loan Financing Strategies

Taking on debt or giving up equity are not the only paths to funding a business. A range of creative financing strategies can help
small businesses launch or grow without incurring traditional loan obligations or diluting ownership. The diagram below illustrates
five of the most commonly used approaches.

Bartering

No loan
finance
strategies

Pre-Orders Competitions

Figure 9.1 No-Loan Finance Strategies. Source: Woodhull-Smith, Introduction to Entrepreneurship (CC BY-NC-SA 4.0)

Bootstrapping

Bootstrapping is the process of self-funding a business using personal savings, operating revenue, and resourceful cost
management. It is named after the old expression about pulling oneself up by one’s bootstraps, making progress through one’s
own effort and resources rather than outside help. Bootstrapping requires scrutinizing every expense, delaying non-essential
purchases, and finding creative ways to minimize cash outflows. It is often the only option available to new business owners
who lack access to investors or cannot qualify for loans. The advantage is that the business owner retains full ownership and is
accountable only to themselves.
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Bartering

Bartering is the exchange of goods or services for other goods or services without money changing hands. A web designer who
needs legal services and an attorney who needs a new website might exchange services, each receiving value at zero cash cost.
For businesses in the early stages, when time is often more available than cash, bartering can enable access to needed services
that would otherwise be unaffordable. The key is finding trading partners whose needs align with what you offer.

Competitions and Grants

A variety of organizations host business competitions that provide cash awards to winning businesses, which can serve as seed
money without the strings of debt or equity. Nevada has a growing ecosystem of such opportunities. The table below lists several
resources available to Nevada small business owners.

Organization Link

StartUpNV / AngelNV pitch competition startupnv.org

UNLV President’s Innovation Challenge unlv.edu/president/initiatives/presidents-innovation-challenge
UNLV InnovateNV (SBIR support) unlv.edu/econdev/researchers-faculty/innovatenv

Nevada Grow nvgrow.org

For businesses with a technology or research focus, the federal Small Business Innovation Research (SBIR) program offers non-
dilutive grants to qualifying businesses; UNLV’s InnovateNV program helps Nevada companies navigate the SBIR application
process.

Pre-Orders

Pre-orders are advance purchases that customers make before a product is available. The cash collected through pre-orders
can fund production, reducing or eliminating the need for external financing. This approach works well for businesses launching
a specific product where there is already some market interest: a food truck operator raising funds to build out the truck, a
manufacturer seeking to fund an initial production run, or a retailer ordering inventory for a seasonal launch.

Crowdfunding

Crowdfunding involves collecting small amounts of money from a large number of people, typically through online platforms.
Backers contribute in exchange for rewards, such as early access, branded merchandise, or discounts, rather than equity.
Kickstarter, one of the most widely used crowdfunding platforms, typically charges fees of 5% of funds raised.

Successful crowdfunding campaigns typically include an introductory video explaining the project and its value proposition, a
written summary with a detailed breakdown of how funds will be used, and a tiered reward structure that gives backers at different
contribution levels meaningful and appealing incentives. The funding goal must be realistic: Kickstarter uses an “all or nothing”
model in which the business receives nothing if the goal is not met. Selecting a goal that is achievable while still covering the
essential startup costs is a critical strategic decision.
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e Bootstrapping, bartering, competitions, pre-orders, and crowdfunding are all viable paths to funding a business without
traditional loans or equity investment.

e Nevada has a growing small business funding ecosystem, including StartUpNV’s AngelNV pitch competition, UNLV'’s
President’s Innovation Challenge, and UNLV’s InnovateNV program for businesses with a research or technology focus.

e Crowdfunding requires a compelling story, a realistic funding goal, and a well-designed reward structure to succeed.

¢ No-loan strategies work best when combined with careful cost management. Resourcefulness and discipline are as
important as the funding source itself.

9.3 Financial Statements and Break-Even Analysis

Once a business is operating, tracking its financial performance is not optional: it is a core management responsibility. The three
primary financial statements provide a structured, standardized view of what the business owns, what it owes, how much it is
earning, and where its cash is going: the income statement, the balance sheet, and the statement of cash flows. Monitoring these
statements regularly is how a business owner knows whether the operation is on track or heading toward a problem.

The fundamental accounting equation underlies all three statements:

Assets = Liabilities + Owners’ Equity
Assets are items the business owns that create future benefit: cash, inventory, equipment, vehicles, and real property. Liabilities
are debts and obligations the business owes to others: loans, accounts payable, accrued expenses. Owners’ equity is what

remains after liabilities are subtracted from assets, the owners’ stake in the business.

The examples that follow use Hometown Pizzeria, a hypothetical small restaurant, to illustrate each financial statement.

The Income Statement

The income statement, also called the profit and loss statement or P&L, describes how much money the business earned and
what it cost to earn it over a specific period. Revenue minus expenses equals net income, or profit if positive and a loss if
negative. For a business that sells physical products, the income statement distinguishes between the cost of goods sold (COGS),
the direct costs of producing what was sold, and operating expenses such as rent, wages, and utilities.

The difference between revenue and cost of goods sold is gross profit. Gross profit tells the owner how much money the business
makes on each sale before accounting for overhead. The selling price of a single pizza ($12) minus its ingredient cost ($4)
produces a contribution margin of $8 per pizza. That $8 contributes toward paying all other fixed expenses of the business.

Hometown Pizzeria

Income Statement

Year Ended December 31, 2023

Revenue
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Hometown Pizzeria

Income Statement

Year Ended December 31, 2023

Food and Beverage Sales $400,000
Expenses

Cost of Goods Sold $75,000

Paper Products $8,000

Rent $36,000

Salaries and wages $100,000

Utilities $1,000
Total Expenses $220,000
Net Income $180,000

Figure 9.2 Hometown Pizzeria Income Statement. Source: Woodhull-Smith, Introduction to Entrepreneurship (CC BY-NC-SA
4.0)

The difference between revenue and cost of goods sold is gross profit. Gross profit tells the owner how much money the
business makes on each sale before accounting for overhead. The selling price of a single pizza ($12) minus its ingredient cost
($4) produces a contribution margin of $8 per pizza. That $8 contributes toward paying all other fixed expenses of the
business.

Hometown Pizzeria

1 Pizza
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Hometown Pizzeria

$12
Sale Price
Cost of Goods Sold ($4)
Gross Profit or Contribution Margin $8

Figure 9.3 Contribution Margin Calculation. Source: Woodhull-Smith, Introduction to Entrepreneurship (CC BY-NC-SA 4.0)

Hometown Pizzeria

1,000 Pizzas
Sales ($12/pizza) $12,000
Cost of Goods Sold ($4/pizza) ($4,000)
Gross Profit $8,000

Figure 9.4 Gross Profit from 1,000 Pizzas. Source: Woodhull-Smith, Introduction to Entrepreneurship (CC BY-NC-SA 4.0)

Break-Even Analysis

The break-even point is the level of sales at which total revenue exactly covers total costs, producing neither profit nor loss.
Understanding the break-even point is one of the most practical tools in financial planning, because it answers a fundamental
question: how much do we need to sell just to cover our costs?

To calculate break-even, a business must distinguish between two types of costs:

¢ Variable costs change with the level of sales. For Hometown Pizzeria, ingredients are a variable cost: the more pizzas sold,
the more ingredients are needed. Variable costs are captured in the cost of goods sold.

¢ Fixed costs remain the same regardless of sales volume. Rent is a fixed cost: the pizzeria pays the same monthly rent
whether it sells 100 pizzas or 1,000.

Not all costs behave the same way. Correctly identifying which costs are fixed and which are variable is essential for accurate
break-even analysis. Utilities occupy a gray area: a base monthly bill behaves like a fixed cost, while usage-based portions
fluctuate with activity. For break-even purposes, small business owners typically use a reasonable monthly estimate and treat it
as fixed.
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Fixed costs Variable costs

Rent or mortgage payment Ingredients and raw materials
Insurance premiums Packaging and supplies

Base salaries and staff wages Sales commissions

Loan or equipment payments Credit card processing fees
Permits and licenses Direct labor tied to output
Estimated utilities Delivery or shipping costs

The break-even formula is:
Break-Even Point = Total Fixed Costs + Contribution Margin per Unit
For Hometown Pizzeria, with fixed costs (rent) of $3,000 per month and a contribution margin of $8 per pizza, the break-even

point is 375 pizzas per month ($3,000 + $8 = 375). Every pizza sold beyond 375 adds $8 to profit. Every pizza short of 375
represents $8 of rent that is not covered.

Hometown Pizzeria

Break-even Analysis

Total Fixed Costs (Rent) $3,000
Contribution Margin +$8
Break-even Point 375 pizzas

Figure 9.5 Hometown Pizzeria Break-Even Analysis. Source: Woodhull-Smith, Introduction to Entrepreneurship (CC BY-NC-SA
4.0)

Break-even analysis helps a business owner understand whether a business model is viable before committing resources. If the
break-even point requires selling more units than the target market can realistically support, that is critical information to have
before opening. It can also reveal when prices are too low, when costs are too high, or how many units need to be sold before the
business becomes profitable.
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The Balance Sheet

The balance sheet provides a snapshot of the business’s financial position at a specific point in time. It organizes the accounting
equation into three components: assets, liabilities, and owners’ equity, and shows how they balance against each other. A potential
investor or lender uses the balance sheet to understand what the business owns, what it owes, and how much equity remains after
debts are settled.

Owners’ equity is built from two things: what the owner put in, and what the business has earned and kept. That's it.
Owner investment is the money or property the owner contributed to start or fund the business. Retained earnings are the

cumulative profits the business has made over time that were kept in the business rather than taken out. Add those two together
and you have owners’ equity.

Owner investment Cumulative retained earnings Owners equity
Year 1: Business loses $3,000 $20,000 -$3,000 $17,000
Year 2: Business earns $8,000 $20,000 +$5,000 $25,000
Year 3: Business earns $12,000 $20,000 +$17,000 $37,000
Year 4: Business loses $45,000 $20,000 -$28,000 -$8,000
Year 5: Business earns $15,000 $20,000 -$13,000 $7.000

The retained earnings column is cumulative, carrying the running total forward each year. In Year 4, a large loss wipes out all prior
retained earnings and pushes owners’ equity negative, meaning the business owes more than the owner’s stake can cover. Year 5
shows a partial recovery: the business is profitable again and equity is climbing back toward positive.

Hometown Pizzeria

Balance Sheet

Year Ended December 31, 2023

Assets
Cash $50,000
Ingredient supplies $30,000
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Hometown Pizzeria

Balance Sheet

Year Ended December 31, 2023

Furniture and fixtures $50,000

Restaurant equipment $80,000
Total Assets $210,000
Liabilities

Accounts payable $20,000

Accrued Payroll $10,000
Total Liabilities $30,000
Owners' Equity $180.000

Figure 9.6 Hometown Pizzeria Balance Sheet. Source: Woodhull-Smith, Introduction to Entrepreneurship (CC BY-NC-SA 4.0)

The Statement of Cash Flows

The statement of cash flows explains where the business’s cash came from and where it went during a specific period. It differs
from the income statement in an important way: the income statement records revenue when it is earned, not necessarily when
cash is received. A business can be profitable on paper and still run out of cash if customers are slow to pay or expenses come
due before revenue arrives. The statement of cash flows addresses this gap.
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Hometown Pizzeria

Statement of Cash Flows

Year Ended December 31, 2023

Cash from Operating Activities

Cash received from customers $110,000
Cash for ingredients and supplies ($50,000)
Cash paid to employees ($10,000)

Cash From Investing Activities

Purchase of equipment and furniture ($70,000)

Cash From Financing Activities

Proceeds from long term debt $70,000

Net Increase (Decrease) in Cash $50,000

Figure 9.7 Hometown Pizzeria Statement of Cash Flows. Source: Woodhull-Smith, Introduction to Entrepreneurship (CC BY-NC-
SA 4.0)

The statement of cash flows is organized into three sections:
e Operating activities reflect the cash generated or used by the core business, including customer receipts, payments
to suppliers, payroll, and similar day-to-day transactions. Positive operating cash flow indicates the business model is

generating real cash.

o Investing activities reflect major purchases of equipment or facilities, significant outlays that the business expects to
benefit from over multiple years.

¢ Financing activities show new infusions of cash from loans, investor contributions, or owner capital, as well as repayments
of debt.

Monitoring all three financial statements, monthly at minimum and quarterly and annually for planning purposes, gives a business
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owner an accurate, real-time view of financial health. Surprises in business finances are almost always the result of not looking
frequently enough.

Think about it

You are considering opening a small food truck in Las Vegas. Your menu’s average item sells for $10, and the average
ingredient cost per item is $3.50, giving you a contribution margin of $6.50. Your estimated fixed monthly costs are:
commissary kitchen rental ($600), truck payment and insurance ($800), permits and licenses ($150), and estimated utilities
($250). Total fixed costs: $1,800 per month. How many items do you need to sell each month to break even? If you can
realistically sell 400 items per month, are you profitable? What would you need to change to improve profitability?

Key Takeaways

e The income statement shows revenue, expenses, and net income over a period. It tells the owner how much the business
earned and what it cost to earn it.

e The contribution margin is the selling price minus the variable cost per unit. It represents how much each sale
contributes toward covering fixed costs and generating profit.

e The break-even point is total fixed costs divided by contribution margin per unit. It tells the owner the minimum sales
volume needed to cover all costs.

e The balance sheet shows assets, liabilities, and equity at a point in time. It tells the owner what the business owns, owes,
and is worth.

e The statement of cash flows shows where cash came from and where it went. It captures the actual movement of cash,
which may differ from the profit shown on the income statement.

e Monitoring financial statements regularly is a core management responsibility, not an accounting task to delegate and
forget.
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Watch and reflect

» Watch: Accounting Series Video #3: Cash Flow Management

» Watch: Accounting Series Video #3: Cash Flow Management
Source: Wisconsin SBDC Network | YouTube |
YouTube Clickable Link(opens in new window) Length: 3:10

This video is part of the SBDC Entrepreneurial How-To Video Series, produced by the Small Business Development Center, a
national network of business advising centers funded in part through the U.S. Small Business Administration. Kayta
Gruneberg, CPA and Masters of Accountancy graduate of the University of Wisconsin-Madison, walks through the basics of
cash flow management, explaining the difference between cash inflows and outflows, how to read a cash flow statement, and
why a business can be profitable on paper while still struggling with cash.

After watching, consider the following reflection questions:

1. Kayta Gruneberg explains that a business can show a profit while still experiencing negative cash flow. Using the tree service
example from the video, explain in your own words how that is possible. Why does timing matter so much in cash flow
management?

2. The video connects the cash flow statement to the profit and loss statement and the balance sheet, noting that all three are
needed to fully understand a business’s financial picture. Based on what you learned in this chapter, what does each of those
three statements tell you that the others do not?

3. Think about a business you are planning to start. Identify one situation where that business might experience a cash flow
gap, a period where money is going out before it comes in. What would you do to prepare for that gap?

Check Your Understanding

Use the following questions to test your comprehension of this chapter.

1. A friend is starting a small cleaning service in Henderson and is trying to decide between taking out a small business loan
and seeking an equity investment from a family member. What are the key trade-offs of each approach? What questions
would help her determine which is the right choice for her situation?

2. The chapter describes bootstrapping as a funding strategy that requires scrutinizing every expense and finding creative
ways to minimize cash outflows. What does this look like in practice for a new food service business in Las Vegas? Give
three specific examples of decisions a bootstrapping food business owner might make differently than one with well-funded
investors.

3. A Las Vegas boutique clothing store shows a net income of $12,000 on its income statement for the month, but the owner
is struggling to pay her suppliers on time. The chapter explains that a business can show a profit and still run out of cash. In
your own words, explain how that is possible and identify which financial statement would give the owner the clearest picture
of what is happening.

4. Calculate the break-even point for the following scenario: A Las Vegas dog grooming salon charges an average of $65
per appointment. The variable cost per appointment (shampoo, supplies, disposables) is $12. Monthly fixed costs are rent

($2,200), utilities ($300), insurance ($150), and the owner’s base salary ($3,500). How many appointments per month does
the salon need to break even? Is this realistic for a one-person operation?

Key Terms

Angel investor — A high-net-worth individual who invests personal funds in early-stage companies in exchange for equity,

@IOIC]E) 105 (9.13)


https://www.youtube.com/watch?v=BiNl6o_6V-U

LibreTexts"

typically in addition to providing mentorship and access to networks.

Accounting — The system of recording, classifying, and summarizing financial transactions related to a business, and
communicating those results in financial statements.

Assets — Items a business owns or controls that provide future economic benefit, such as cash, inventory, equipment, and real
property.

Bartering — The exchange of goods or services for other goods or services without the use of money.

Balance sheet — A financial statement that summarizes a business’s assets, liabilities, and owners’ equity at a specific point in
time.

Bootstrapping — Self-funding a business using personal savings and resourceful cost management, without relying on outside
investors or loans.

Break-even point — The level of sales at which total revenue exactly covers total costs, producing neither profit nor loss.
Calculated as total fixed costs divided by contribution margin per unit.

Contribution margin — The selling price of a unit minus its variable cost. Represents how much each unit sold contributes toward
covering fixed costs and generating profit.

Cost of goods sold (COGS) — The direct costs of producing the goods or services sold by a business, including materials and
direct labor.

Crowdfunding — Collecting small amounts of money from a large number of people, typically through online platforms, in
exchange for rewards rather than equity.

Debt financing — Borrowing money from a lender with the obligation to repay the principal plus interest on an agreed schedule.

Equity — The owner’s claim on the assets of the business after all liabilities are deducted. Represents the net worth of the
business attributable to its owners.

Equity financing — Providing funding to a business in exchange for a partial ownership stake. No repayment schedule, but the
investor shares in future profits and may influence business decisions.

Financing — The process of raising money for a specific purpose, such as launching or growing a business.

Fixed costs — Costs that remain constant regardless of the level of sales or production, such as rent, insurance, and base
salaries.

Gross profit — Revenue minus cost of goods sold. Indicates how much money the business makes on sales before accounting
for operating overhead.

Income statement — A financial statement that summarizes a business’s revenue, expenses, and net income over a specific
period. Also called the profit and loss statement.

Liabilities — Debts and financial obligations owed by the business to other parties, such as loans, accounts payable, and accrued
expenses.

Net income — The amount remaining after all expenses are subtracted from revenue. A positive figure indicates profit; a negative
figure indicates a loss.

Pre-orders — Advance purchases made by customers before a product is available, providing cash to fund production or startup
costs.

Statement of cash flows — A financial statement that explains the sources and uses of a business'’s cash over a specific period,
organized into operating, investing, and financing activities.

Variable costs — Costs that change in direct proportion to the level of sales or production, such as raw materials and direct
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labor tied to output.

Venture capitalist — A professional investor or investment firm that specializes in funding early-to-growth-stage companies with
high growth potential, typically in exchange for significant equity and board representation.
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10: Understanding Risk in Small Business

Image retrieved from: Pexels

Learning Objectives

After completing this chapter, you will be able to:

1. Define risk and explain why it is a natural part of small business ownership.

2. Identify and describe the major categories of risk that small businesses face.

3. Use a risk assessment matrix to evaluate and prioritize business risks.

4. Describe the four core risk management strategies available to small business owners.

5. Explain the role of insurance and business continuity planning in managing risk.

Starting a business is one of the most exciting decisions a person can make. It is also one of the most uncertain. No matter how
strong your idea, how thorough your business plan, or how passionate your commitment, you will face risks. Equipment breaks
down. Customers do not always show up. Suppliers miss deadlines. Economic conditions shift. A storm damages your storefront.
A key employee resigns the week before your busiest season.

None of this means you should not start a business. It means you should start a business prepared. Risk is not the enemy of small
business ownership. Unmanaged risk is. The small business owners who thrive over the long term are not the ones who avoid risk.
They are the ones who understand it, plan for it, and make thoughtful decisions about how to respond to it.

This chapter introduces the concept of risk as it applies to small business ownership. You will learn what risk is, how to categorize

it, how to assess which risks deserve your greatest attention, and what strategies you can use to protect your business. By the
time you finish, risk will feel less like an abstract threat and more like a manageable part of running a business well.
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10.1 What Is Risk?

In everyday conversation, the word “risk” often carries a negative connotation, as something to fear or avoid. In business, the
concept is more nuanced. Risk is defined as the possibility that an event or decision will result in an outcome different from what
was expected, which can mean something worse, but also something better than planned.

The U.S. Small Business Administration (SBA) recognizes that risks do not come only from threats like natural disasters or
economic downturns. Risks can also arise from opportunities. Deciding to expand your business, launch a new product, or enter
a new market. These are exciting growth moves, and each one carries real risk if not handled carefully (SBA, 2024b).

Understanding this distinction matters for small business owners. If you define risk only as “bad things that might happen,”
you will focus all your attention on avoiding loss while potentially missing important opportunities. If you understand risk as
“uncertainty in outcomes,” you can make smarter decisions both about what to protect and what to pursue.

Risk Tolerance

Every business owner brings a different level of risk tolerance, which is the degree of uncertainty or potential loss that a person
is willing to accept in pursuit of a goal. Risk tolerance is shaped by financial circumstances, personality, experience, industry,
and life stage. A single business owner in their twenties with low overhead may be willing to tolerate more risk than someone
supporting a family with a mortgage and employees who depend on them.

There is no “correct” risk tolerance. What matters is that you know your own. Business decisions that exceed your risk tolerance

will keep you up at night. Decisions that fall well below it may cause you to be overly cautious and miss real opportunities. Self-
awareness about your comfort with uncertainty is one of the most useful assets a business owner can have.

Risk Is Not Optional

One thing is certain: you cannot eliminate risk from business. The FDIC's Money Smart for Small Business program puts it plainly:
risk is present in every business decision, from pricing to hiring to the lease you sign. The goal of risk management is not to
eliminate all risk; that is impossible. The goal is to identify the risks that matter most, decide how to respond to them proactively,
and reduce your exposure to the ones that could threaten the survival of your business (FDIC & SBA, 2022).

Key Takeaways

¢ Risk is the possibility that an event or decision leads to an outcome different from what was expected. Outcomes can be
negative or positive.

e Risk tolerance refers to the level of uncertainty a business owner is willing to accept. It varies by person and situation.
e Risk cannot be eliminated, but it can be identified, assessed, and managed.

¢ Opportunities as well as threats carry risk. Smart owners plan for both.

10.2 Types of Risk

Not all risks are the same, and they do not come from the same places. Some threats originate inside your business, from your
people, your processes, or your finances. Others come from the external environment, where you have little or no control. Learning
to categorize risk helps you think systematically about your vulnerabilities rather than trying to keep a vague mental list of “things
that could go wrong.”

The SBA identifies two broad categories, internal and external risks, and most risk frameworks for small businesses further

organize these into several specific types (SBA, 2024a; FDIC & SBA, 2022). The following are the categories most relevant to
small business owners.
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Strategic Risk

Strategic risk arises from decisions about the direction of the business: your market, your competition, your product or service
offering, and your long-term goals. Poor strategic decisions can put the entire business at risk even when day-to-day operations
are running smoothly.

Example: When the City of Las Vegas raised street parking rates in the Las Vegas Arts District from $2 to $4 per hour in October
2025, small business owners reported an immediate drop in customer traffic. Becky Miller, owner of Main Street Mercantile,
stated that her business was already seeing a downturn in its bottom line. Jeff Hwang, owner of Taverna Costera, pointed to
several nearby businesses that had closed or changed hands. The Arts District Neighborhood Association called the impact
“disproportionate and negative” on the small businesses that anchor the neighborhood (Las Vegas Weekly, 2026).

Financial Risk

Financial risk involves the possibility of monetary loss due to cash flow problems, credit issues, debt, or poor financial
management. Financial risk can be existential for small businesses, which often operate with thin margins and limited reserves.

Common sources of financial risk include slow-paying customers, unexpected expenses, over-reliance on a single client or
revenue stream, and taking on too much debt. Cash flow problems are one of the leading causes of small business failure; not
because the business was not profitable on paper, but because money was not available when bills came due.

Example: The Sphere at Venetian opened in 2023 as one of the most technologically advanced entertainment venues ever built,
at a cost of $2.3 billion. Despite its popularity and cultural impact, Sphere Entertainment reported an operating loss of $480
million in its first fiscal year and was carrying $1.5 billion in debt as of early 2025. The venture illustrates a fundamental financial
risk: even a high-profile, innovative business can face serious financial strain when construction costs, debt obligations, and
operating expenses outpace revenue, regardless of how impressive the product is (KTNV Las Vegas, 2024).

Operational Risk

Operational risk refers to disruptions to the day-to-day processes of the business. These can stem from equipment failures,
supply chain disruptions, employee errors, or the sudden loss of a key person. Operational risks are often unpredictable in timing
but highly predictable in type. Almost every small business will experience them.

Example: In February 2026, Chet Buchanan departed 98.5 KLUC after 27 years as the station’s morning host. Buchanan was
the face of the station’s annual toy drive, which had raised $60 million over 25 years, and was deeply woven into KLUC's identity
and community presence. The station acknowledged his departure with gratitude but had no immediate succession plan in place.
Whether a key employee retires, resigns, or simply moves on, the operational risk is the same: when a business depends heavily
on one person and has no plan for their departure, that person’s exit creates a significant gap that can be difficult and slow to fill
(FOX5 Las Vegas, 2026).

Compliance and Legal Risk

Compliance risk is the risk of penalties, lawsuits, or reputational damage that result from failing to follow laws, regulations, or
contractual obligations. For small businesses, compliance obligations may include tax requirements, employment law, licensing,
health and safety regulations, environmental standards, and industry-specific rules.

“Federal, state, and local laws are constantly changing, but you must stay up to date so you can remain compliant,” notes the
SBA (2024a). Non-compliance can result in fines, forced shutdowns, and lawsuits that drain resources and damage the business’s
reputation.

Example: In January 2026, Aloha Specialties, a nearly 48-year-old Hawaiian restaurant in downtown Las Vegas’s California Hotel,
was immediately shut down by the Southern Nevada Health District following a routine inspection that found 31 health code
violations, including pest control failures, improper handwashing practices, and unsanitary food contact surfaces. The restaurant
was forced to close for a week before passing reinspection. Even a long-established business with decades of community loyalty
is not exempt from compliance risk; a single failed inspection can shut the doors without warning (Las Vegas Review-Journal,
2026).
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Reputational Risk

Reputational risk is the threat of damage to how your business is perceived by customers, partners, and the community. In the
age of online reviews and social media, reputational damage can spread quickly and be difficult to reverse.

Reputational risk can arise from a product defect, a customer service failure, an employee’s public behavior, or even being
associated with a supplier that behaves badly. The best defense is building a strong culture of quality and service from the start,
so that when something goes wrong (and something will), you have a solid foundation to recover from.

Example: In early 2025, FOX5 Las Vegas reported that multiple Las Vegas Valley restaurants received threatening emails from
international scammers, warning that 100 fake one-star reviews would be posted on Google, Yelp, and Facebook unless the
businesses paid ransoms ranging from $75 to thousands of dollars. Three local restaurants confirmed receiving the threats and
an influx of AI-generated negative reviews from newly created accounts. While Yelp flagged and removed many posts, the incident
highlighted how quickly and easily a small business’s online reputation can come under attack through no fault of its own (FOX5
Las Vegas, 2025).

Cybersecurity Risk

Cybersecurity risk has become one of the most pressing concerns for businesses of all sizes. Small businesses are frequent
targets of cyberattacks because they often lack the security infrastructure of larger companies. Ransomware attacks, phishing
scams, and data breaches can compromise customer data, disrupt operations, and result in significant financial losses.

The SBA recommends checking computer security regularly and staying vigilant against digital threats that can “damage your
data and cost you a lot of money to repair” (SBA, 2024a). Practical steps include using strong passwords, regularly updating
software, backing up data, and training employees to recognize phishing attempts.

Example: In September 2023, hackers targeted MGM Resorts International using a social engineering attack, specifically a
phone call impersonating an employee, to gain access to MGM's systems across multiple Las Vegas properties. Slot machines,
digital room keys, reservation systems, and hotel websites were taken offline for nearly ten days. MGM reported losses of
approximately $100 million in the third quarter of 20823. While MGM is a large corporation, UNLV cybersecurity professor Gregory
Moody noted that the attack should serve as a warning for all Las Vegas businesses: “It's not a matter of if you're going to get hit,
but when” (Las Vegas Weekly, 2023).

External and Environmental Risk

External risks originate outside the business and are largely beyond your control. They include natural disasters, economic
downturns, changes in interest rates, supply chain disruptions, shifts in consumer behavior, and new competitors entering the
market. While you cannot prevent these events, you can prepare for them.

Example: In 2025, Las Vegas small businesses reported a significant drop in foot traffic as tourism declined. A Las Vegas pizza
shop owner told reporters his business was struggling as fewer visitors meant less spending in neighborhood establishments. The
Nevada Retail Association reported a notable increase in customers using buy-now-pay-later programs even for basic purchases,
signaling broader financial strain among consumers. For small businesses in a tourism-dependent economy like Las Vegas,
external forces such as shifting visitor patterns or broader economic conditions can directly affect revenue with little warning and
no local remedy (FOX5 Las Vegas, 2025).

Figure 10.1. Types of Risk Facing Small Businesses

Risk Type What It Means Small Business Example

Strategic
Risks from decisions about direction, market, or | Investing in a technology that becomes obsolete
competition

Financial
Cash flow problems, debt, credit issues, or Customers delay payment, causing inability to meet
revenue loss payroll
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Risk Type What It Means Small Business Example

Operational
Disruptions to daily business processes Key employee resigns during your busiest season

Compliance / Legal
Penalties for failing to follow laws or regulations | Fine for unlicensed contractor work on a renovation

project
Reputational
Damage to public perception of your business Negative reviews spread rapidly after a product
defect
Cybersecurity
Digital threats to data, systems, or operations Ransomware attack locks access to customer
records
External /
Environmental Events outside your control that affect business | Flood damages storefront inventory and forces

temporary closure

Sources: SBA (2024a); FDIC & SBA (2022).

Key Takeaways

e Risk can be internal (within your control) or external (largely outside your control).

e The major categories of business risk are: strategic, financial, operational, compliance/legal, reputational, cybersecurity,
and external/environmental.

¢ Most small businesses will encounter multiple types of risk simultaneously. Identifying them by category helps you plan
targeted responses.

e Cybersecurity and reputational risk have become especially significant in today’s digital business environment.

Think about it

You just read about seven types of risk that small businesses face: strategic, financial, operational, compliance/legal,
reputational, cybersecurity, and external/environmental.

Think about the business you are developing in this course. Choose three of the seven categories and describe one specific
risk your business could face in each. Which of the three concerns you most, and why?

10.3 Assessing Your Business Risks

Knowing the categories of risk is a start. But in practice, small business owners face a long list of potential risks and limited
time and resources to address all of them. This is where risk assessment becomes essential. Risk assessment is the process of
identifying your specific risks, evaluating their potential impact and likelihood, and prioritizing which ones to address first.
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The FDIC's Money Smart for Small Business curriculum describes this process clearly: begin by listing events or resources that
could impact your continued operations and cash flow, then measure each risk by how it would affect those operations if it
occurred (FDIC & SBA, 2022). The goal is to move from a vague sense of worry to a specific, prioritized list you can act on.

Step 1: Identify Your Risks

Start by brainstorming all the risks your specific business might face. Use the categories from the previous section as a guide. Be
honest. This is not the time for optimism. Think about what could go wrong with your suppliers, your equipment, your staff, your
finances, your customers, your technology, and your physical location.

The SBA recommends reviewing your business plan as part of this process and looking carefully at “anything that could halt, slow,
or affect the profit of your business” (SBA, 2024a). A practical way to get started is to ask yourself a few pointed questions about
your own business:

e What would happen if my top supplier could not deliver?

e What if a key employee left tomorrow?

e What if my revenue dropped by 30% for three months?

e What physical, digital, or legal vulnerabilities does my business have?

e What external events, such as weather, economic shifts, or new competitors, could disrupt my operations?

Step 2: Evaluate Likelihood and Impact
Once you have a list of risks, evaluate each one along two dimensions:

¢ Likelihood: How probable is it that this risk will actually occur? Consider whether it has happened before in your industry,
what conditions might trigger it, and whether warning signs exist.

o Impact: If this risk occurs, how severely would it affect your business? Consider financial loss, operational disruption,
damage to customer relationships, and time needed to recover.

Both dimensions matter. A risk that is highly likely but low impact may be less urgent than a risk that is less likely but could be
catastrophic. Thinking through both factors keeps you from wasting energy on minor inconveniences while leaving major threats
unaddressed.

Step 3: Use a Risk Matrix to Prioritize

A risk matrix is a simple visual tool that plots your risks on a grid based on likelihood and impact. It helps you see at a glance
which risks deserve immediate attention (high likelihood + high impact), which can be monitored (lower on one dimension), and
which are minor enough to accept without active intervention.

The matrix below uses a 3x3 format, an ideal size for small businesses. Each cell is color-coded: red cells represent high-priority

risks that require immediate action; yellow cells represent moderate risks that should be monitored and addressed; green cells
represent lower-priority risks that can be accepted or managed with minimal intervention.
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Figure 10.2. Risk Assessment Matrix

Low Impact Moderate Impact High Impact
High MODERATE RISK HIGH RISK CRITICAL RISK
Likelihood Monitor and manage actively. Immediate action Top priority. Develop immediate mitigation
required. plan.

Prioritize resources here.

Medium MODERATE RISK HIGH RISK
Likelihood Plan a mitigation Develop contingency plan and
response.
monitor closely.
Low LOW TO MODERATE MODERATE RISK
RISK
Likelihood Prepare a response plan even if unlikely.

Note and revisit
periodically.

How to use this matrix: For each identified risk, rate its likelihood (Low / Medium / High) and its potential impact (Low /
Moderate / High). The intersection tells you its priority level. Start your risk management efforts with Critical and High risks.

Figure developed for Small Business Management, College of Southern Nevada.

Think about it

Imagine you own a small catering company. You have identified four risks:
1. A key employee quits without notice. (Likelihood: High | Impact: High) - CRITICAL RISK
2. Your refrigerated delivery van breaks down. (Likelihood: Medium | Impact: High) - HIGH RISK
3. A supplier raises prices. (Likelihood: High | Impact: Moderate) -~ MODERATE RISK
4. Your website goes down for a few hours. (Likelihood: Low | Impact: Low) - LOW RISK

This exercise tells you where to spend your time and money. Cross-training employees and building relationships with backup
staffing agencies addresses Risk #1. A vehicle maintenance schedule and roadside coverage addresses Risk #2. These rise to
the top because they could threaten the business’s ability to fulfill contracts.
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Key Takeaways

e Risk assessment is the process of identifying, evaluating, and prioritizing risks based on their likelihood and potential
impact.

e A risk matrix is a simple but powerful tool that helps small business owners visualize which risks need immediate
attention versus which can be monitored over time.

¢ Not all risks are equally urgent. Focus first on risks that are both highly likely and highly impactful.

e Asking pointed “what if” questions about your own business is a practical first step toward identifying risks you might not
otherwise consider.

10.4 Risk Management Strategies

Once you have identified and prioritized your risks, the next step is deciding what to do about them. Risk management is the
ongoing process of making decisions about how to handle identified risks. There is no single strategy that works for every risk;
effective risk management means matching the right strategy to each specific situation.

Four core strategies form the foundation of small business risk management: avoidance, reduction, transfer, and acceptance. In
practice, most businesses use a combination of all four.

Strategy 1: Risk Avoidance

Risk avoidance means choosing not to engage in an activity or decision that would expose the business to a particular risk. This
is the most straightforward strategy, but it is also the most limiting. If you avoid every risk, you will never take the steps required
to grow.

Avoidance is most appropriate when the potential downside far outweighs any possible benefit, or when you lack the resources to
manage a risk responsibly.

Example: A Las Vegas wedding photographer with a strong reputation for portrait and ceremony work is approached to provide
full audiovisual production services for a 480-person corporate event at the Las Vegas Convention Center. The contract is
lucrative, but it would require equipment she does not own, vendors she has never worked with, and deliverables she has no
experience producing. She declines. The Las Vegas events industry creates constant opportunities to take on work beyond your
current capacity, but the reputational and financial risk of failing to deliver in a market built on referrals and reviews is too high.
Choosing not to pursue this contract is risk avoidance: the potential downside significantly outweighs the benefit given her current
resources and expertise.

Strategy 2: Risk Reduction

Risk reduction (also called risk mitigation) involves taking steps to decrease either the likelihood of a risk occurring or the
severity of its impact if it does occur. This is the most active and proactive of the four strategies.

The SBA recommends a range of best practices for risk reduction, including hiring carefully, training employees well, maintaining
safe and well-functioning facilities, keeping software and security systems updated, and staying current with regulatory
requirements (SBA, 2024a). Each of these actions directly reduces either the probability or the potential impact of a specific risk.

Other reduction strategies include: diversifying your customer base so no single client represents more than between 20 and 25
percent of revenue, maintaining an emergency fund, cross-training employees so the business can function if someone is absent,
and developing a business continuity plan, a written plan describing how your business will continue to operate during and after
a disruptive event.

Example: A small restaurant near the Las Vegas Strip knows from experience that the annual Formula 1 Grand Prix weekend will
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significantly reduce foot traffic and customer access for several weeks. Rather than being caught off guard, the owner proactively
reduces inventory orders ahead of race week, schedules fewer staff shifts, and arranges vacation time for employees during
the slowest days. Each step reduces the financial impact of a risk the owner cannot eliminate but can prepare for. This is risk
reduction: taking deliberate action to lower the severity of a known, recurring risk.

Strategy 3: Risk Transfer

Risk transfer means shifting some or all of the financial consequences of a risk to another party. The most common mechanism
for risk transfer is insurance. By paying a premium, the business owner transfers the risk of a large financial loss to an insurance
company. Other forms of risk transfer include contracts that shift liability to suppliers, outsourcing functions that carry risk, and
forming business entities (like an LLC or corporation) that separate personal assets from business liabilities.

Insurance: A Closer Look

Insurance is one of the most important risk transfer tools available to small business owners. The SBA identifies several types
of coverage that small businesses should understand (SBA, 2024a):

¢ Business Owner’s Policy (BOP): A bundled policy that provides property protection and liability coverage. It may also
cover employee theft and certain other events. Often the best value for small businesses.

¢ Professional Liability Coverage: Protects service providers (accountants, consultants, designers, contractors) from
client claims of mistakes, negligence, or incomplete work. Also known as errors and omissions (E&O) insurance.

¢ Business Interruption Policy: Provides funds to cover fixed costs and potentially lost profits when an event, such as a
fire or natural disaster, forces you to temporarily shut down operations.

e Workers’ Compensation Insurance: Covers medical costs and lost wages when an employee suffers a work-related
injury or illness. Required by law in most states.

e Employer Practices Liability Insurance (EPLI): Covers claims by current and former employees alleging
discrimination, wrongful termination, harassment, or similar workplace violations.

Choosing the right insurance requires understanding your specific industry, location, and operations. Consulting with a licensed
insurance professional who works with small businesses is strongly recommended. The right coverage can mean the difference
between recovering from a setback and being forced to close permanently.

Example: A Henderson boutique owner carries a Business Owner's Policy that includes commercial property and business
interruption coverage. When a summer flash flood damages her storefront and forces a two-week closure, the insurance policy
covers both the cost of repairs and the revenue lost during the closure. Without that coverage, both losses would have come
directly out of her own pocket. This is risk transfer: by paying a regular premium, she shifted the financial consequences of an
unpredictable event to the insurance company rather than absorbing them personally.
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A small business owner reviews insurance options with a licensed professional. Working with an agent who specializes in small
business coverage helps ensure the right protections are in place before a loss occurs. Photo retrieved from: SchoolForStartUps

Strategy 4: Risk Acceptance

Risk acceptance means acknowledging a risk and deciding to proceed without additional mitigation, typically because the cost
of addressing it outweighs the potential downside, or because the risk is low enough that it does not justify significant resources.

Acceptance is a legitimate strategy, but it must be conscious. There is a significant difference between accepting a risk after
careful analysis and simply ignoring it. The FDIC notes that business owners must be honest in reviewing their business for risk
and should know the warning signs (FDIC & SBA, 2022). Risk acceptance paired with ongoing monitoring is responsible. Risk
acceptance through obliviousness is not.

Example: A food truck owner operating in the Las Vegas valley knows that extreme summer heat will slow business significantly
for six to eight weeks each year. After reviewing her finances, she determines the revenue dip is predictable and manageable.
Rather than spending money on mitigation strategies that would cost more than the losses themselves, she builds the slow season
into her annual cash flow plan and sets aside reserves during busier months to cover fixed costs. She monitors the dip each
summer but takes no additional action. This is risk acceptance: a conscious, informed decision to absorb a known risk because
the cost of addressing it exceeds its impact.

Figure 10.3. The Four Core Risk Management Strategies

Strategy What It Means Best Used When Example

Avoidance
Choose not to engage in the risky Downside far outweighs any Decline a contract outside your
activity benefit expertise

Reduction
Take steps to lower likelihood or Risk is worth taking but can Cross-train employees; maintain
impact be made safer equipment

Transfer
Shift the financial impact to another Cost of insurance is less than | Purchase a Business Owner's Policy
party potential loss (BOP)
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Strategy What It Means Best Used When Example

Acceptance
Acknowledge the risk and proceed Risk is low priority and cost to | Accept minor website downtime risk
without additional action address is high without backup server

Figure developed for Small Business Management, College of Southern Nevada.

Business Continuity Planning

A business continuity plan (BCP) is a documented plan that describes how your business will continue operating during and
after a disruptive event, whether that is a natural disaster, a cyberattack, the sudden loss of a key employee, or any other serious
disruption. The FDIC emphasizes that “a business continuity plan should be part of your overall business plan” (FDIC & SBA,
2022).
A basic continuity plan addresses several key questions:

e What are our most critical business functions, those that if interrupted would most harm the business?

e What is our plan to maintain or quickly restore those functions if disrupted?

¢ Who is responsible for executing the plan, and does everyone know their role?

e Where are our key records, and how will we access them if our primary location is unavailable?

¢ How will we communicate with employees, customers, and suppliers during a disruption?

You do not need a lengthy document to have a useful continuity plan. A clear one-to-two page summary that addresses these
questions, reviewed and updated annually, can make the difference between a recoverable setback and a business-ending crisis.

Key Takeaways

e The four core risk management strategies are avoidance, reduction, transfer, and acceptance.

e Insurance is a primary risk transfer mechanism. Key coverage types include Business Owner’s Policy, professional liability,
business interruption, and workers’ compensation.

e Risk reduction strategies include maintaining an emergency fund, diversifying revenue, cross-training employees, and
building strong vendor relationships.

e Risk acceptance is legitimate, but it must be deliberate, not accidental.

e A business continuity plan describes how your business will survive and recover from a serious disruption. Every business
should have one.
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Watch and Reflect

» Watch: Risk Management Explained in 5 Minutes (MBA Essentials)

» Watch: Risk Management Explained in 5 Minutes (MBA Essentials)
Source: The Learning Studio | YouTube |
YouTube Clickable Link(opens in new window) Length: Under 3 minutes

This short video uses concrete, relatable examples, including a bicycle rider, an ice cream shop owner whose summer is
ruined by rain, and a school picnic planner, to explain what risk management is and why it matters. It also walks through five
steps for managing risk in any situation. As you watch, connect what you see to the concepts covered in this chapter.

After watching, consider the following reflection questions:

1. The video uses a bicycle rider and an ice cream shop owner to explain risk management. Choose one of those examples and
explain, in your own words, how it illustrates the definition of risk management from this chapter. What specific risks does
the example identify, and what responses does it suggest?

2. The video outlines five steps of risk management: identify, analyze, evaluate, treat, and monitor. Look back at Section 10.3 of
this chapter, which covers risk assessment. How do the video'’s five steps connect to what you read? Are there any steps the
video covers that the chapter addresses differently or in more depth?

3. The video ends with Benjamin Franklin’s quote: “By failing to prepare, you are preparing to fail.” Apply that idea to the
business you are developing in this course. Using the five steps from the video, walk through at least one risk your business
faces: what it is, how serious it is, and what you would do about it.

Check Your Understanding

Use the following questions to test your comprehension of this chapter.

1. In your own words, explain the difference between risk tolerance and risk management. Why does it matter that a business
owner understands both?

2. Review the seven types of business risk described in this chapter. For the business idea you are developing, identify at least
one specific risk that falls into each type. Which risk concerns you most, and why?

3. Plot three of your identified risks on the risk matrix (Figure 10.2). Based on their placement, which risk management strategy
(avoidance, reduction, transfer, or acceptance) would be most appropriate for each? Explain your reasoning.

4. Risk acceptance must be conscious rather than accidental, a deliberate decision to absorb a risk, not simply ignoring it. What
does this distinction mean in practice? Can you think of an example where a small business owner might be unknowingly
accepting a serious risk?

5. What is a business continuity plan, and why does the FDIC suggest it should be part of a business plan from the start? Think
about a real business in your community. What disruption event would threaten that business most, and what would a basic
continuity plan for that event look like?

Key Terms

Business continuity plan — A documented plan describing how a business will continue operating during and after a disruptive
event, such as a natural disaster, cyberattack, or the sudden loss of a key employee.
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Compliance risk — The risk of penalties, lawsuits, or reputational damage resulting from failing to follow laws, regulations, or
contractual obligations.

Cybersecurity risk — The threat of digital attacks such as ransomware, phishing scams, and data breaches that can compromise
customer data, disrupt operations, and result in significant financial losses.

External risks — Risks that originate outside the business and are largely beyond the owner’s control, including natural disasters,
economic downturns, supply chain disruptions, and shifts in consumer behavior.

Financial risk — The possibility of monetary loss due to cash flow problems, credit issues, debt, or poor financial management.

Impact — The severity of harm a risk would cause to the business if it occurred, considering financial loss, operational disruption,
damage to customer relationships, and recovery time.

Insurance — A risk transfer mechanism through which a business owner pays a premium to shift the financial consequences of
a potential loss to an insurance company.

Likelihood — The probability that a specific risk will actually occur, based on factors such as industry history, triggering
conditions, and warning signs.

Operational risk — The risk of disruptions to the day-to-day processes of a business, stemming from equipment failures, supply
chain disruptions, employee errors, or the sudden loss of a key person.

Reputational risk — The threat of damage to how a business is perceived by customers, partners, and the community, which can
spread quickly and be difficult to reverse.

Risk — The possibility that an event or decision will result in an outcome different from what was expected, which can mean
something worse or something better than planned.

Risk acceptance — A risk management strategy in which a business owner acknowledges a risk and decides to proceed without
additional mitigation, typically because the cost of addressing it outweighs the potential downside.

Risk assessment — The process of identifying specific business risks, evaluating their potential impact and likelihood, and
prioritizing which ones to address first.

Risk avoidance — A risk management strategy in which a business owner chooses not to engage in an activity or decision that
would expose the business to a particular risk.

Risk management — The ongoing process of making decisions about how to handle identified risks by matching the appropriate
strategy to each specific situation.

Risk matrix — A visual tool that plots identified risks on a grid based on likelihood and impact, helping business owners prioritize
which risks require immediate attention.

Risk reduction — A risk management strategy that involves taking steps to decrease either the likelihood of a risk occurring or
the severity of its impact if it does occur. Also called risk mitigation.

Risk tolerance — The degree of uncertainty or potential loss that a person is willing to accept in pursuit of a goal, shaped by
financial circumstances, personality, experience, industry, and life stage.

Strategic risk — Risk that arises from decisions about the direction of a business, including choices about markets, competition,
products or services, and long-term goals.

References

Federal Deposit Insurance Corporation (FDIC) & U.S. Small Business Administration (SBA). (2022). Risk management for a small
business: Participant guide. Money Smart for Small Business.

FOX5 Las Vegas. (2025, April 5). Las Vegas restaurants targeted by international scammers, threatening one-star reviews.

BIOIRIE) 120 (10.13)


https://biz.libretexts.org/https%3A%2F%2Fcatalog.fdic.gov
https://www.fox5vegas.com/2025/04/05...-star-reviews/%C2%A0

LibreTextS'“

FOX5 Las Vegas. (2025, October 13). Las Vegas small businesses struggle as tourism decline hurts foot traffic.

FOX5 Las Vegas. (2026, February 13). Radio host Chet Buchanan confirms departure from 98.5 KLUC.

KTNV Las Vegas. (2024, November 13). Sphere posts operating losses of more than $508 million in first fiscal year.

Las Vegas Review-Journal. (2026, January 21). Aloha Specialties in downtown Las Vegas reopens after health closure.
Las Vegas Weekly. (2023, October 12). After cyberattacks crippled casino companies, how vulnerable is Las Vegas?

Las Vegas Weekly. (2026, January 15). Feeding the meter: Business owners push back on paid parking in the Arts District.
U.S. Small Business Administration (SBA). (2024a). 5 best risk management strategies.

U.S. Small Business Administration (SBA). (2024b). Grow your business.

This chapter was written for Small Business Management, College of Southern Nevada by Dr. Mary Ann Hughes Butts. Content
development assisted by Claude (Anthropic).

This page titled 10: Understanding Risk in Small Business is shared under a CC BY-NC-SA 4.0 license and was authored, remixed, and/or
curated by Mary Ann Hughes Butts.

@IOIC]E) 121 (10.14)


https://www.fox5vegas.com/2025/10/13...-foot-traffic/%C2%A0
https://www.fox5vegas.com/2026/02/13...luc-las-vegas/%C2%A0
https://www.ktnv.com/news/sphere-pos...st-fiscal-year%C2%A0
https://neon.reviewjournal.com/dinin...tment-3328122/%C2%A0
https://lasvegasweekly.com/news/2023...-is-las-vegas/
https://lasvegasweekly.com/news/2026...parking-arts-/%C2%A0
https://biz.libretexts.org/https%3A%2F%2Fwww.sba.gov/blog/5-best-risk...ent-strategies
https://biz.libretexts.org/https%3A%2F%2Fwww.sba.gov/business-guide/grow-your-business
https://biz.libretexts.org/Courses/College_of_Southern_Nevada/Small_Business_Management/10%3A_Understanding_Risk_in_Small_Business
https://creativecommons.org/licenses/by-nc-sa/4.0/
https://www.csn.edu/directory/mary-ann-hughes-butts

LibreTextS"

11: Growth Strategies for Small Businesses

Image retrieved from: Pexels

Learning Objectives

After completing this chapter, you will be able to:

1. Explain why growth is a strategic choice that requires deliberate planning.

2. Identify and describe the four growth strategies in the Ansoff Matrix.

3. Analyze the financial, operational, human, and risk-related implications of business growth.
4. Describe the key resources available to small business owners pursuing growth.

5. Evaluate which growth strategy is most appropriate for a given business situation.

Ask ten small business owners whether they want to grow their business, and most will say yes. Growth means more revenue,
more customers, more impact. It can mean greater financial security, the ability to hire employees, and a legacy worth building.
For many small business owners, growth is the whole point.

But here is what experienced business owners understand that new ones often do not: growth is not something that just happens
to successful businesses. It is a decision. And like every important business decision, it comes with trade-offs, costs, and risks
that need to be understood before you commit.

This chapter explores growth as a strategic choice. You will examine the four fundamental ways a small business can grow, the

real implications that growth places on your finances, operations, and people, and the resources available to help you grow wisely.
By the end, you will have a framework for thinking about growth not just as a goal, but as a plan.
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11.1 Why Growth Is a Decision, Not Just an Outcome

In the early stages of a business, growth can feel automatic. You open your doors, word spreads, customers return, and revenue
climbs. It is tempting to interpret this as the business simply “taking off.” But organic early growth is not the same as strategic
growth. At some point, every business owner faces a deliberate question: Should we grow? And if so, how?

Not All Businesses Need to Maximize Growth

One of the most liberating things a small business owner can learn is that growth is not inherently the right goal for every business
at every stage. The SBA is explicit about this: expansion makes sense when times are good and when the business is financially
prepared, not simply because opportunity presents itself (SBA, 2024a). A business that expands faster than it can manage its
operations, finances, or people can destroy the very thing that made it successful in the first place.

Some business owners build deliberately small, profitable operations, sometimes called lifestyle businesses, businesses
designed to provide income and flexibility rather than scale. This is a legitimate and often wise choice. Others build with the

explicit intent to grow, hire, and eventually sell or franchise. Both paths are valid. What matters is that the choice is intentional
rather than reactive.

Signs a Business May Be Ready to Grow
Before pursuing growth, a business owner should be able to answer yes to most of the following questions:
e Is the core business consistently profitable, not just busy?
e Are your existing operations running smoothly and efficiently?
e Do you have, or can you access, the capital needed to fund the growth?
e Is there genuine, sustained market demand that your current capacity cannot meet?
¢ Do you have the management capacity to lead a larger, more complex operation?
e Have you updated your marketing plan and confirmed compliance requirements for the new direction?

The SBA recommends confirming all of the above before committing to expansion, and notes that growing businesses should
“update the marketing plan and confirm that your business is financially prepared” before moving forward (SBA, 2024a).

Think about it

A local bakery has a six-month waitlist for custom wedding cakes. The owner is tempted to hire three additional decorators,
lease a second kitchen, and triple production. But before doing so, she asks herself: Is this demand permanent, or seasonal?
Can I manage a larger team? Do I have the cash to cover three months of higher payroll before the revenue catches up? Can
I maintain the quality that built my reputation?

These are not pessimistic questions. They are the questions that separate sustainable growth from overextension. Her
business may well be ready to grow, but the decision deserves this level of scrutiny.
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Key Takeaways

e Growth is a strategic decision, not an automatic outcome of success.
e Not every business needs to maximize growth. Deliberate, financially prepared growth outperforms reactive expansion.

e Before pursuing growth, a business should confirm consistent profitability, operational stability, available capital, and
genuine market demand.

11.2 Growth Strategies: The Ansoff Matrix

Once a business owner decides to pursue growth, the next question is: how? In 1957, mathematician and business strategist
Igor Ansoff published a framework in the Harvard Business Review that remains one of the most widely used tools in strategic
planning today. The Ansoff Matrix, also called the Product/Market Expansion Grid, organizes all possible growth strategies into
four quadrants based on two variables: whether the product or service is existing or new, and whether the market is existing or
new.

The framework is powerful precisely because it makes risk visible. Each quadrant carries a different level of risk, and
understanding those differences allows a business owner to choose growth strategies that match their capacity, resources, and
risk tolerance.

Figure 11.1. The Ansoff Matrix: Four Growth Strategies

Existing Product New Product

Existing PRODUCT DEVELOPMENT

Market Create new products or services for the customers
you already know.
Moderate Risk
New MARKET DEVELOPMENT DIVERSIFICATION
Market Take your existing product or service to new customers or Launch entirely new products into entirely new
new geographic areas. markets.
Moderate Risk Highest Risk

Adapted from Ansoff, H. I. (1957). Strategies for diversification. Harvard Business Review, 35(5), 113-124.
The matrix is built on a simple principle: the further you move from what you already know, your existing products and existing

customers, the higher the risk. This does not mean higher-risk strategies are wrong. It means they require more preparation, more
resources, and more careful planning.

Market Penetration
Market penetration is the strategy of selling more of your existing product or service to your existing market. Because you are
not changing what you sell or who you sell it to, this is the lowest-risk growth strategy available. The focus is on capturing a larger

share of a market you already understand.

Common market penetration tactics for small businesses include:
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e Increasing marketing and advertising to reach more of the same target customer

Loyalty programs, referral incentives, or promotions to increase purchase frequency

e Improving customer service to reduce churn and increase lifetime customer value

o Competitive pricing adjustments to attract customers from competitors

e Extending operating hours or adding online ordering to increase convenience
Example: A family-owned taqueria in a Henderson neighborhood has built a steady lunch crowd but loses business to a nearby
competitor on evenings and weekends. The owner launches a punch card loyalty program, starts posting daily specials on social
media, and extends hours on Friday and Saturday nights. No new product, no new market, just more reasons for existing customers

to come back more often. Within a month, weekend revenue climbs noticeably without any increase in menu complexity or
overhead.

Market Development

Market development means taking your existing product or service and introducing it to new customers, new geographic areas,
or new customer segments. You are not changing what you offer; you are changing who you offer it to.

This strategy carries moderate risk. You know your product works, but you are less certain about how a new market will
respond. New markets may have different preferences, competitive landscapes, regulations, or distribution channels. Research
and preparation are essential.

Market development approaches for small businesses include:

e Geographic expansion: opening a second location, launching delivery to a new area, or selling in a neighboring city

e Selling through new channels: adding e-commerce if you have been brick-and-mortar only, or reaching wholesale buyers if
you have only sold retail

e Targeting a new customer segment: a B2B company that begins serving individual consumers, or a children’s service provider
that expands to adult programming

The SBA notes that when growing into a new location or territory, business owners must “make sure to comply with all laws,
rules, and regulations in the new business locations”, a reminder that market development carries not just sales risk but also
compliance obligations (SBA, 2024a).

Example: A Las Vegas alterations and tailoring shop has spent a decade building a loyal clientele in Summerlin. When a property
manager reaches out about handling uniform alterations for a nearby casino resort, the owner takes the contract. The work is

identical to what she already does; the only difference is the customer. She has brought her existing service to an entirely new
market segment, without changing a single stitch of what she offers.

Product Development

Product development involves creating new products or services to offer to your existing customer base. You are building on
the trust and relationships you have already established, but you are introducing something new, which means new development
costs, new production or delivery requirements, and new uncertainty about customer response.
This strategy works best when you have a deep understanding of your customers’ needs and can identify unmet demands that
complement what you already offer. Your existing customers become both the target audience and a built-in testing ground for
new ideas.

e A personal trainer adds an online nutrition coaching program for existing clients

e A coffee shop introduces a line of packaged beans for customers to take home

e A landscaping company adds seasonal holiday lighting installation as a service
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Example: A Downtown Las Vegas yoga studio has a dedicated core of students who attend three or four classes a week.
When the owner surveys them, she finds that many want guidance on nutrition and recovery outside of class. She brings in a
certified nutritionist to offer monthly workshops exclusively for current members. The studio has not changed who it serves; it has
deepened what it offers to people who already trust it.

Diversification

Diversification is the most ambitious and highest-risk growth strategy: entering a new market with a new product or service.

Because both dimensions are unfamiliar, the business has no existing customer base to rely on, no proven track record in the new

offering, and limited ability to predict market response.

There are two forms of diversification:

¢ Related diversification: The new venture shares some connection to existing operations, skills, or supply chains. A

commercial kitchen that supplies local restaurants begins offering hands-on cooking classes to the general public. The
kitchen, equipment, and culinary expertise transfer directly, but paying students are an entirely new market from the

restaurants it has always served.

¢ Unrelated diversification: The new venture has little connection to existing operations. A plumbing company that opens a
food truck is an example of unrelated diversification. The potential rewards can be significant, but so is the learning curve.

For most small businesses, unrelated diversification is a high-risk path that should only be pursued with strong capital reserves,
experienced management, and a very clear business case. Related diversification, on the other hand, can be a smart way to use
existing strengths to open new revenue streams.

Example: A Las Vegas event rental company has spent years supplying tables, chairs, and linens to wedding planners and
corporate event coordinators. Noticing the growth of immersive pop-up experiences across the city, the owners launch a separate

escape room concept. The new venture shares nothing with their rental clients or their existing product line; it is a new product
for a new market entirely, making it the highest-risk move the business has ever attempted.

Choosing the Right Strategy
The Ansoff Matrix does not tell you which strategy to choose; it helps you understand the trade-offs so you can choose wisely.
In practice, most successful small businesses pursue multiple strategies over time, often starting with market penetration to
strengthen their core before moving to market development or product development as they build capacity and confidence.
When evaluating which strategy fits your situation, consider:

o Capital available: Higher-risk strategies require more financial runway.

« Management capacity: Do you have the time and skills to manage a more complex operation?

o Market knowledge: How well do you understand the new customer, product, or territory?

¢ Competitive environment: Is the growth opportunity genuinely open, or is it already crowded?

o Your risk tolerance: Which level of uncertainty can you realistically manage and recover from if things go wrong?
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Small business owners who pursue growth deliberately assess their readiness before committing. Conversations with partners,
mentors, or advisors are a practical part of that process. Image retrieved from: MFBonline

Vesta Coffee Roasters, an Arts District staple since 2016, illustrates what applying these criteria looks like in practice. Owner
Jerad Howard learned early that growth without preparation has real consequences: he took on a wholesale account before his
operations were ready, which forced him to roast coffee around the clock to keep up. Rather than continuing to push, he pulled
back and strengthened the core business first. When he eventually opened a second location in Summerlin, adding a drive-thru
format new to the brand, he did so because demand was clear, capital was available, and he understood the market. His next move,
adding locations at Durango Casino and Resort, came only after hiring a dedicated pastry chef to build out a bakery program
that the new locations would require. Each step reflected an honest assessment of management capacity, market knowledge,
and financial readiness before committing. The Ansoff Matrix does not make these decisions for a business owner, but working
through its criteria systematically is what made Vesta’s growth deliberate rather than reactive (KTNV, 2022; Las Vegas Weekly,
2023).

Key Takeaways

e The Ansoff Matrix organizes growth strategies into four quadrants: Market Penetration, Market Development, Product
Development, and Diversification.

e Risk increases as you move away from existing products and existing markets. Market penetration carries the lowest risk;
diversification carries the highest.

e Most small businesses build long-term growth by starting with market penetration before pursuing more complex
strategies.

e Choosing the right strategy requires honest assessment of your capital, management capacity, market knowledge, and
risk tolerance.

11.3 The Implications of Growth

Growth sounds simple from the outside: more customers, more revenue, more success. In practice, growth is one of the most
complex and challenging phases a small business can navigate. Many businesses that fail do not fail because they could not
attract customers. They fail because they grew faster than their operations, finances, or people could handle.

Understanding the implications of growth before you pursue it is one of the most important things a business owner can do. What
follows is an honest look at what growth actually demands.
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For restaurant and food service businesses, growth means more than adding locations. It means scaling the quality, systems,
and staffing that earned the business its reputation in the first place. Image retrieved from: NeedPix

Financial Implications
Growth almost always costs money before it makes money. Whether you are opening a second location, launching a new product
line, or scaling production, you will typically face a period where expenses rise before new revenue catches up. This gap can be
fatal if you have not planned for it.

Key financial implications of growth include:

¢ Increased working capital needs: More inventory, more staff, larger facilities, and more equipment all require capital, often
before the associated revenue arrives.

¢ Cash flow strain: Even profitable businesses can face cash flow problems during rapid growth. Revenue projections may be
accurate, but timing matters. Bills due today cannot wait for revenue arriving next month.

¢ Debt and financing: Many businesses fund growth through loans or lines of credit. This is not inherently problematic, but
debt adds fixed obligations and reduces the margin for error. The SBA recommends preparing a strong business case,
including financial history, growth projections, and a business valuation, before seeking additional funding (SBA, 2024b).

¢ Declining margins: The efficiencies of scale take time to materialize. In the short term, growth often compresses margins
as you pay for new capacity before it is fully utilized.

Financial Reality Check

Before committing to growth, a business owner should be able to answer these questions:
o How much will this growth initiative cost in total, including startup and ramp-up costs?
¢ How many months until the new revenue covers those costs?

e What is our cash position if the timeline takes twice as long as projected?

e Do we have access to backup financing if needed?
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Operational Implications

Growth stretches your systems. Processes that worked when you had ten customers a day may break down at fifty. The informal
coordination that worked with three employees may become chaotic with fifteen. Operational implications of growth include:

¢ Process complexity: As volume increases, informal systems must be replaced by documented procedures, clear roles, and
reliable workflows. Business owners who resist this shift often find themselves becoming bottlenecks.

o Supply chain pressure: Growth places new demands on suppliers. Lead times may lengthen, quality may become harder to
control, and relationships that worked at small scale may not be adequate at larger scale.

¢ Quality control: Maintaining the quality that built your reputation is harder as volume increases. Many growing businesses
invest heavily in quality assurance processes specifically to protect the brand that made growth possible.

¢ Technology and infrastructure: Point-of-sale systems, scheduling tools, inventory management, and accounting software
that were sufficient at small scale may need to be upgraded or replaced to support a larger operation.

Human Resource Implications

People are the most complex and most important resource in any growing business. Growth almost always requires more of them,
and managing people well is a skill that differs significantly from managing a small, close-knit team.

¢ Hiring: Growth creates a need for new employees, often quickly. The SBA emphasizes the importance of hiring well, finding
the right person for each role rather than filling seats under pressure (SBA, 2024a). A bad hire during a growth phase can
compound other challenges.

¢ Training and culture: New employees need to be trained not just in tasks but in the standards, values, and customer service
expectations that define the business. The culture that exists with five employees does not automatically transfer to fifteen.

« Delegation: Many small business owners are deeply involved in day-to-day operations. Growth requires learning to delegate,
trusting others to make decisions and execute tasks the owner previously handled personally. This is one of the most difficult
transitions in small business ownership.

o Compensation and compliance: More employees means more payroll complexity, benefits administration, and employment
law obligations. Workers’ compensation, overtime requirements, and anti-discrimination laws all apply, and the cost of non-
compliance can be significant.

Risk Implications

Growth does not reduce risk. It introduces new risk. A larger, more complex business has more exposure across more dimensions.
As the SBA observes, expansion and growth are exciting opportunities, but they can also pose additional risk if mishandled (SBA,
2024a). Some of the most common risk implications of growth include:

¢ Overextension: Expanding beyond your capacity to deliver consistently is one of the most damaging things a growing
business can do. It damages reputation, strains relationships, and can trigger financial losses across multiple fronts
simultaneously.

¢ Increased financial exposure: More assets, more employees, more contracts, and more locations all mean more things that
can go wrong financially. Insurance coverage, liability structures, and financial reserves that were adequate at small scale
may be insufficient at larger scale.

o Key person dependency: As a business grows, it often becomes more dependent on specific individuals. The sudden loss
of a key person becomes a more significant risk as operations become more complex.

« Reputational vulnerability: A quality failure, a customer service breakdown, or an employee incident is more visible and

more consequential for a larger business. What a small operation might recover from quietly can become a significant
reputational event for a growing one.
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The appropriate response to growth’s risk implications is not to avoid growth; it is to plan for these risks proactively. Review your
risk assessment. Update your insurance coverage to reflect your larger operation. Revisit your business continuity plan. Growth is
a legitimate reason to revisit every risk management decision you have previously made.

Key Takeaways

e Growth has four major categories of implication: financial, operational, human, and risk-related.

e Growth typically costs money before it makes money. Cash flow planning is critical during expansion phases.
e Operational systems and processes that worked at small scale often need to be redesigned for larger scale.
e Delegation, hiring, and culture management become significantly more complex as a business grows.

e Growth introduces new risk. Small business owners should revisit their risk assessment and management plans whenever
they pursue a significant growth initiative.

11.4 Resources to Support Growth

The strongest growth plans are rarely built alone. Free advisory resources like SCORE and SBDCs exist specifically to help small
business owners think through decisions before committing to them. Image retrieved from: ProCare

One of the most important things a small business owner can do when preparing to grow is recognize that they do not have to do
it alone. A strong ecosystem of free and low-cost resources exists specifically to help small businesses plan, fund, and execute
growth. Knowing these resources and using them proactively is itself a mark of strong business judgment.

Funding Growth

Growth almost always requires capital. The options for funding that growth, and the preparation required to access each one, vary
significantly.

¢ SBA-Guaranteed Loans: When a traditional bank considers a business too risky to lend to directly, the SBA may guarantee
the loan, reducing the bank’s risk and increasing the business’'s access to capital. SBA 7(a) loans are among the most
common and flexible small business financing tools available (SBA, 2024b).
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« Traditional Bank Loans and Lines of Credit: If your business has a strong financial track record, traditional lending may be
the most straightforward option. Lenders will want to see financial statements, tax returns, a business plan, and a business

valuation.

¢ Crowdfunding: Platforms like Kickstarter and Indiegogo allow businesses to raise capital directly from customers and
supporters, often in exchange for early access to products or other rewards. This can be a powerful option for product

development strategies in particular.

¢ Angel Investors and Venture Capital: For businesses with high-growth potential, equity investment from individual
investors (angels) or venture capital firms may be available. These investors provide capital in exchange for an ownership
stake. While this can provide significant funding, it also means sharing control and accountability.

Regardless of funding source, the SBA recommends that business owners prepare a compelling business case before
approaching any lender or investor. This means providing financial history, demonstrating positive growth trends, documenting
management team experience, and presenting clear projections for how the capital will be deployed and what return it will

generate (SBA, 2024b).

Free Advisory and Technical Assistance

Capital is not the only resource a growing business needs. Strategic guidance, market research, financial analysis, and operational
expertise can be just as valuable, and much of it is available at no cost through federally supported resource partners.

Figure 11.2. Key Small Business Growth Resources

Resource What It Offers

SCORE (score.org) Free mentoring from experienced business
professionals; workshops and templates

Small Business Development Free one-on-one consulting, market research,
Centers (americassbdc.org) business plan development, financial analysis
SBA.gov (sba.gov) Loan programs, growth guides, compliance tools,

funding resources, local assistance locator

Women'’s Business Centers Business training, counseling, and financing
(sba.gov/local-assistance) guidance for women business owners

Veterans Business Outreach Business counseling, training, and mentoring for
Centers (sba.gov/local- veteran business owners

assistance)

Best For

Strategy, planning, financial review,
growth decisions of all kinds

Detailed growth planning, loan
preparation, export/market
development

Finding financing, understanding
regulations, connecting to local
resources

Women-owned businesses at any stage,
including growth planning

Veteran-owned businesses; transition
from military to business ownership

Source: SBA.gov (2024). All listed resources are free or low-cost to small business owners.

Using These Resources Effectively

The most successful small business owners treat advisors and resource partners as strategic assets, not just sources of paperwork
help. A SCORE mentor who has built and sold businesses brings lived experience that no textbook can fully replicate. An SBDC
consultant can run financial models, identify market data, and catch planning gaps that a solo owner might miss.
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The key is to engage these resources before you need them, not in crisis mode after a decision has already been made. Proactive
use of advisory resources is a hallmark of the business owners who grow successfully and sustain that growth over time.

Key Takeaways

e Growth typically requires capital. SBA-guaranteed loans, traditional lending, crowdfunding, and investor equity are the
primary options for small businesses.

e Lenders and investors expect a strong business case: financial history, a growth plan, management credentials, and clear
projections.

e Free advisory resources, including SCORE mentors, SBDCs, and the SBA’s online tools, can provide strategic guidance
and planning support at no cost.

e The best time to engage advisory resources is before making a major growth decision, not after.

Watch and Reflect

» Ansoff Matrix Explained: 4 Powerful Growth Strategies for Businesses

» Ansoff Matrix Explained: 4 Powerful Growth Strategies for Businesses
Source: School of Learning | YouTube
YouTube Clickable Link(opens in new window)

This video walks through all four Ansoff Matrix quadrants using real company examples, Coca-Cola, Starbucks, Apple, and
Amazon, to illustrate how each growth strategy works in practice.

After watching, consider the following reflection questions:

1. The video uses Coca-Cola as an example of market penetration and Amazon as an example of diversification. Choose one of
those examples and explain, in your own words, why it belongs in that quadrant. What specific evidence from the video
supports your placement?

2. The video describes diversification as the riskiest strategy because it involves both a new product and a new market. Using
what you learned in this chapter, what conditions would a business need to meet before attempting diversification? What
would you want to know about a business before advising it to diversify?

3. Think about the business you are developing in this course. Using the Ansoff Matrix, identify which quadrant best describes
your growth strategy for the first year of operation. Then identify which quadrant might make sense in year three or four, and
explain what would need to be true about your business before that move would be appropriate.

Check Your Understanding

Use the following questions to test your comprehension of this chapter.

1. A friend tells you: “My business is doing great, so I'm going to open two new locations next year.” Using what you learned in
this chapter, what questions would you ask before endorsing that plan? What would you need to know to feel confident the
growth is well-timed?
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2. Map each of the following scenarios to the correct Ansoff Matrix quadrant, and explain why:

e A food truck owner begins catering corporate events in addition to street service.

e A hair salon adds a line of branded hair care products for sale to existing clients.

e A local gym franchise opens a second location in a neighboring suburb.

e A landscaping company launches a home cleaning division.

3. The chapter identifies four major categories of implications when a business grows: financial, operational, human, and risk.
For the business you are developing in this course, identify the single most significant implication in each category. What

would you do to prepare for each one?

4. The chapter argues that the best time to engage advisory resources like SCORE or an SBDC is before making a major growth
decision. Why do you think many small business owners wait until they are in trouble before seeking help? What barriers
might exist, and how could an owner overcome them?

5. Revisit the list of “signs a business may be ready to grow” from Section 11.1. For your own business idea, honestly assess
each item on that list. Based on your assessment, is your business ready to grow right now, or would it benefit from a period
of consolidation first? What would need to change before growth would be appropriate?

Key Terms

Angel investors — Individuals who provide capital to businesses with high-growth potential in exchange for an ownership stake
in the company.

Ansoff Matrix — A strategic planning tool that organizes business growth strategies into four quadrants based on whether
products and markets are existing or new, helping business owners understand the risk associated with each growth direction.

Cash flow strain — A situation in which a business struggles to meet its financial obligations on time, even when it is profitable,
because money is not available when bills come due.

Crowdfunding — A method of raising capital by collecting small contributions from a large number of people, typically through
online platforms, often in exchange for early access to products or other rewards.

Declining margins — A temporary compression of profit per unit that occurs when a growing business pays for new capacity
before it is fully utilized.

Delegation — The practice of assigning decision-making authority and tasks to employees, which becomes essential as a
business grows beyond what a single owner can manage personally.

Diversification — A growth strategy that involves entering an entirely new market with an entirely new product or service, making
it the highest-risk quadrant of the Ansoff Matrix.

Financial exposure — The degree to which a business is vulnerable to monetary loss, which increases as the business grows and
takes on more assets, employees, contracts, and locations.

Key person dependency — A risk that arises when a business relies heavily on one or a few individuals, such that the sudden
loss of that person would significantly disrupt operations.

Lifestyle businesses — Small businesses built deliberately to provide the owner with income and flexibility rather than to scale,
franchise, or sell.

Market development — A growth strategy that involves taking an existing product or service to new customers, new geographic
areas, or new customer segments without changing what is being sold.

Market penetration — A growth strategy that focuses on selling more of an existing product or service to an existing market,
making it the lowest-risk quadrant of the Ansoff Matrix.

EEO®O0 133 (11.12)



LibreTexts"

Overextension — A condition in which a business expands beyond its capacity to deliver consistently, damaging its reputation,
straining relationships, and triggering financial losses.

Process complexity — The increased difficulty of coordinating business operations as volume grows, requiring informal systems
to be replaced by documented procedures and clearly defined roles.

Product development — A growth strategy that involves creating new products or services to offer to an existing customer base,
building on established trust and relationships.

Quality control — The set of processes a business uses to ensure its products or services consistently meet the standards that
built its reputation, which becomes harder to maintain as volume increases.

Related diversification — A form of diversification in which the new venture shares some connection to existing operations,
skills, or supply chains, making it less risky than entering a completely unrelated field.

Reputational vulnerability — The heightened exposure a growing business faces to public perception damage, where a quality
failure or service breakdown becomes more visible and harder to recover from as the business scales.

SBA-guaranteed loans — Loans in which the U.S. Small Business Administration guarantees repayment to the lender, reducing
the lender’s risk and increasing access to capital for small businesses that might not otherwise qualify.

Supply chain pressure — The strain placed on supplier relationships and logistics when business growth increases demand
beyond what existing supply arrangements can reliably support.

Unrelated diversification — A form of diversification in which the new venture has little or no connection to existing operations,
products, or customers, representing the highest level of risk within the diversification quadrant.

Venture capital — Funding provided by professional investment firms to businesses with high-growth potential in exchange for
an ownership stake, typically involving significant capital and a degree of shared control.

Working capital — The funds a business needs to cover day-to-day operating expenses, which increases as the business grows
and must often be secured before new revenue arrives.
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12: Opportunity Analysis

Image retrieved from Pexels

Learning Objectives

After completing this chapter, you will be able to:

e Explain due diligence and describe why it matters when evaluating a business opportunity.
o Identify the three criteria that distinguish a genuine business opportunity from a mere idea.
e Conduct a SWOT analysis for a small business and use it to evaluate opportunity and risk.

e Describe the nine building blocks of the Business Model Canvas and explain how the tool helps small business owners
plan and test their business model.

Every business begins with an idea. Most ideas never become businesses. The gap between the two is not passion or enthusiasm,
and there is rarely a shortage of either. The gap is analysis. The small business owners most likely to succeed are those who
examine their ideas rigorously before committing resources, asking hard questions, seeking accurate information, and honestly
evaluating what they find.

This chapter introduces the tools and frameworks that help small business owners move from idea to informed decision. It covers
the concept of due diligence, the criteria that distinguish a viable business opportunity from an interesting idea, the SWOT
analysis framework for evaluating strengths, weaknesses, opportunities, and threats, and the Business Model Canvas, a practical
evaluation tool that maps the key components of how a business creates, delivers, and captures value.
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12.1 From Idea to Opportunity

Not every idea is worth pursuing, and telling the two apart is one of the first tests a small business owner faces. This section walks
through the process of due diligence and the criteria that separate a genuine business opportunity from an idea that sounds
promising but will not hold up once real money and time are on the line.

Due Diligence

Due diligence is the process of taking reasonable steps to verify that decisions are based on well-researched and accurate
information. In a business context, it means thoroughly investigating a potential opportunity, asking detailed questions, verifying
claims, and researching the market, the competition, the financial requirements, and the regulatory environment before
committing time or money.

Due diligence matters because enthusiasm is not a substitute for information. Many small businesses fail not because the owner
lacked passion or effort, but because the business was launched on assumptions that turned out to be wrong: about market size,
about what customers would pay, about what it would cost to operate, or about how hard it would be to compete. Rigorous due
diligence surfaces those assumptions before they become expensive mistakes.

For a small business owner, due diligence typically includes:

e Researching the target market: Who are the potential customers? How many of them are there? What do they currently use
or buy to solve the problem your business would address?

e Assessing the competitive landscape: Who else is doing this, and how well? What would make a customer choose your
business over an established alternative?

e Evaluating the financial requirements: How much does it cost to start? What does it cost to operate? At what sales volume
does the business become profitable?

e Understanding the regulatory environment: What licenses, permits, certifications, or health and safety requirements apply?
What are the compliance costs and timelines?

e Honestly assessing your own readiness: Do you have the skills, experience, networks, and temperament this business
requires? What gaps exist, and how would you address them?

When an Idea Becomes an Opportunity

Not every idea that feels exciting is a genuine business opportunity. An idea becomes a recognized opportunity when three
conditions are present simultaneously.
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Figure 12.1 An idea becomes a recognized opportunity when all three criteria are met. Adapted from OpenStax Entrepreneurship
(CC BY 4.0).

Significant market demand means the idea delivers real value to a specific group of people who are willing to pay for it. That
value might come from a new product that solves an unmet problem, an improved version of something that already exists, a
lower price, greater convenience, or better service. It may also come from identifying and serving people who are currently not
being served at all, what is sometimes called “nonconsumption.” When Disney realized in the 1980s that its theme parks were
empty from 9 p.m. to 9 a.m,, it created after-hours school events to capture demand that was being left on the table. Market
demand must be verified, not assumed. The fact that you would buy something does not necessarily mean enough other people
would.

Significant market structure and size means the industry or market has enough room for the new business to find and grow its
customer base. It requires that barriers to entry are manageable, meaning starting the business is not prohibitively difficult given
your resources, and that if competitors already exist, there is space to compete effectively by offering something meaningfully
better or different.

Significant margins and resources means the business has the potential to generate profit at a level that justifies the effort,
risk, and investment involved. This requires that the gap between revenue and costs is wide enough to sustain the business and
compensate the owner for their time. It also means the capital requirements, meaning the amount of money needed to start and
run the business, are achievable given the owner’s resources and financing options.

All three criteria must be present. Strong demand in a market that does not have room for a new competitor is not a genuine
opportunity. A business with good margins that no one wants to buy is not either. A business with real demand and a real market
but capital requirements the owner cannot meet is not yet viable, even if it could be someday. Opportunity analysis is the process
of honestly evaluating whether all three conditions exist.

Think about it

A Las Vegas resident has noticed that many of the food trucks at First Friday in the Arts District sell similar items: burgers,
tacos, loaded fries. She is a trained pastry chef and is considering launching a dessert-focused food truck specializing in
Filipino sweets: halo-halo, ube desserts, leche flan. Evaluate this idea against the three opportunity criteria. What evidence
would you want to see before concluding it is a genuine opportunity rather than just an interesting idea?
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Key Takeaways

e Due diligence is the process of verifying that business decisions are based on accurate, well-researched information
rather than assumptions or enthusiasm.

e An idea becomes a recognized opportunity when three conditions are simultaneously present: significant market
demand, significant market structure and size, and significant margins and resources.

e All three criteria must be present. Strength in one or two does not compensate for a serious gap in the third.

e Due diligence requires honest self-assessment as well as market research; the owner's own readiness is part of the
opportunity equation.

12.2 SWOT Analysis for Small Business

A SWOT analysis is a structured framework for evaluating a business idea or existing operation across four dimensions:
Strengths, Weaknesses, Opportunities, and Threats. The framework is widely used across business disciplines, but when applied
to a small business or new venture, it has a specific and important characteristic: strengths and weaknesses are internal; they
reside within the business and the owner. Opportunities and threats are external; they exist in the environment and are largely
outside the owner’s control.

m

« Owner skills and expertise « Limited capital or cash flow
» Loyal customer base * Thin profit margins
= Unique product or service * Small or overworked staff

« Strong location or reputation * Limited brand recognition

o Opportuntties

+ Growing market demand * New or stronger competitors
« Competitor closing or weakening « Rising costs or supply disruptions
* New technalogy or tools * Changing regulations

+ Favorable economic trends + Shifts in customer preferences

Figure 12.2 A SWOT analysis evaluates internal strengths and weaknesses alongside external opportunities and threats.

Internal Factors: Strengths and Weaknesses

Strengths are the capabilities and advantages the owner and the business bring to the table. For a new small business, this often
means the owner’s own skills, experience, credentials, professional networks, and personal characteristics. A former hotel food
and beverage director opening a catering company brings operational expertise, supplier relationships, and industry credibility
that a first-time caterer does not have. That experience is a strength.

Weaknesses are the internal gaps and disadvantages the business or owner must contend with. These might include limited
capital, lack of experience in a specific functional area (marketing, financial management, sales), a thin professional network, or
a business model that requires resources the owner does not yet have. Weaknesses are not reasons to abandon an idea, but they
must be honestly identified because they shape what the business can and cannot do in the early stages, and what needs to be
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addressed to be competitive.

External Factors: Opportunities and Threats

Opportunities are positive external conditions the business can position itself to take advantage of. These might include growing
consumer trends, underserved market segments, new technologies that lower the cost of entry or delivery, favorable regulatory
changes, or the departure of a competitor from the market. Opportunities exist in the environment; the business does not create
them, but it can recognize them and act on them.

Threats are external conditions that could harm the business or make it harder to succeed. Common threats include strong
or entrenched competition, rising costs for supplies or labor, economic downturns that reduce consumer spending, unfavorable
regulatory changes, or shifts in consumer preferences away from what the business offers. Like opportunities, threats cannot be
controlled, but they can be anticipated and planned for.

A SWOT Analysis in Practice

The value of a SWOT analysis is not the framework itself; it is the honest, specific thinking it requires. A useful SWOT is
not a list of vague generalities. Each entry should be concrete and specific enough to actually inform a decision. “Owner has
industry experience” is less useful than “Owner has five years of front-of-house management at three Las Vegas restaurants and
relationships with six local event venues.”

The example below illustrates a SWOT analysis for a hypothetical Las Vegas catering business.

Figure 12.3: SWOT Analysis — Las Vegas Filipino Catering Company (Example)

Strengths (Internal) Weaknesses (Internal)
e Five years of catering experience in Las Vegas e No commercial kitchen; currently renting by the hour
e Established relationships with Henderson event venues e Limited capital for marketing and equipment
purchases

e Strong word-of-mouth reputation in the Filipino community

e Owner is sole operator; capacity is capped
e Owner is a trained chef with ServSafe certification

¢ No established social media presence

Opportunities (External) Threats (External)
e Growing demand for culturally specific cuisine at Las Vegas e Competitive catering market with established players
events e Rising food and supply costs affecting margins
e Health department compliance requirements and
e Clark County small business grant programs available inspections
e Shared commissary kitchen options reduce overhead e Economic slowdowns reduce event spending quickly

e Strong corporate event market in the Henderson/Summerlin
corridor

Note: This is a hypothetical example created for instructional purposes.

Once the SWOT is complete, the most important analytical step is connecting the quadrants. The most powerful strategic
positions emerge from pairing strengths with opportunities: How can this owner’s established relationships with Henderson
venues (strength) help capture the growing corporate events market (opportunity)? The most serious risks emerge from the
intersection of weaknesses and threats: How vulnerable is a solo operator with no backup capacity (weakness) to losing a major
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booking at the last minute during peak event season (threat)? A SWOT analysis is only as useful as the strategic thinking that
follows it.

Key Takeaways

e A SWOT analysis evaluates Strengths, Weaknesses, Opportunities, and Threats. Strengths and weaknesses are internal,
opportunities and threats are external.

e For a new small business, the owner’s own skills, experience, networks, and gaps are central to the internal analysis.
o A useful SWOT is specific and honest, not a list of flattering generalities.

e The most valuable strategic insights come from connecting the quadrants: pairing strengths with opportunities and
identifying where weaknesses intersect with threats.

12.3 The Business Model Canvas

Once an opportunity has been identified and validated through due diligence and SWOT analysis, the next step is designing the
business: figuring out exactly how it will create value, deliver that value to customers, and generate revenue in the process. This
is the work of building a business model.

A business model describes how a venture will be funded; how it creates value for customers and other stakeholders; how its
offerings are produced and delivered; and how revenue will be generated. A business model is distinct from a business plan: the
business plan is an operational and financial planning document, while the business model describes the fundamental logic of
how the business works. The Business Model Canvas is particularly useful as an evaluation tool, helping a small business owner
test whether the pieces of a business model actually fit together before fully committing.

The Business Model Canvas

The Business Model Canvas, developed by Alexander Osterwalder and Yves Pigneur, is a one-page visual tool for mapping
and planning the nine essential components of a business model. It is particularly useful for small businesses and new ventures
because it makes the business’s core logic visible at a glance, reveals where components are underdeveloped or inconsistent,
and can be updated quickly as the business learns and adjusts.

THE BUSINESS MODEL CANVAS

S Customer
EEnactiitc: Relationships
Value Customer
KEYE aniners Propositions Segments
Key Resources Channels
Cost Structure Revenue Streams

Figure 12.4 The Business Model Canvas maps nine essential components of any business model. Source: OpenStax
Entrepreneurship (CC BY 4.0); adapted from Osterwalder & Pigneur (2010)

The nine components of the Business Model Canvas are organized here into three groups that reflect how the canvas is typically
read and applied.
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Customer-Facing Components

e Customer Segments — Who is the business creating value for? Who are the most important customers? A business may
serve one broad market, a specific niche, multiple distinct segments, or act as a platform connecting two or more groups.

¢ Value Propositions — What value does the business deliver to each customer segment? What specific problem does it
solve, or what need does it fulfill? Value can take many forms: novelty, performance, customization, convenience, price, risk
reduction, or design and brand identity.

e Channels — How does the business reach its customers to deliver the value proposition? Channels include physical
locations, e-commerce, direct sales, social media, third-party retailers, and any other means of getting the product or service
to the customer.

e Customer Relationships — What type of relationship does the business establish with each segment? Options range from
highly personal one-on-one relationships to self-service, automated systems, or community-based interactions. The nature
of the relationship affects cost and customer retention.

¢ Revenue Streams — How does the business generate income from each customer segment? Revenue models include one-
time asset sales, subscription fees, usage-based pricing, licensing, commissions, and advertising. Pricing can be fixed or
dynamic.

Infrastructure Components

o Key Resources — What assets are essential for the business to function? Resources may be physical (equipment, facilities),
intellectual (brand, patents, data, proprietary processes), human (skilled staff or the owner’s own expertise), or financial (cash,
credit lines).

¢ Key Activities — What does the business actually do to deliver its value proposition, operate its channels, and maintain
its customer relationships? Key activities vary by business type: a manufacturer produces; a consultant problem-solves; a
platform manages the network.

o Key Partners — Who does the business rely on that is outside the organization? Key partners include suppliers, distributors,
outsourced service providers, and strategic allies. Partnerships often reduce risk, lower costs, or provide access to resources
or capabilities the business does not have internally.

Economics

e Cost Structure — What are the most significant costs of operating the business model? Some businesses are cost-driven:
focused on minimizing expenses and maximizing efficiency. Others are value-driven: focused on premium value creation with
less concern for cost minimization. Fixed costs (rent, salaries) and variable costs (materials, commissions) both belong here.

The power of the Business Model Canvas is not just in filling out the nine boxes, but in examining how they fit together. A
value proposition that promises fast, personalized service must be supported by key activities, resources, and channels that can
actually deliver it. A revenue model built on subscription fees requires customer relationships strong enough to sustain ongoing
commitment. If the pieces do not align, the canvas reveals the gap before it becomes an operational problem.

A Business Model Canvas Example

The example below maps the nine components for the same hypothetical Las Vegas catering business introduced in the SWOT
analysis in Section 12.2. Following one business through both tools illustrates how they complement each other: the SWOT
surfaces internal and external factors, while the canvas shows how the business would actually operate. The canvas also raises
strategic questions worth examining: Is the cost structure sustainable at current pricing? Are the channels reaching the right
customer segments? What key resources are still missing?

The power of the Business Model Canvas is not just in filling out the nine boxes, but in examining how they fit together. A

value proposition that promises fast, personalized service must be supported by key activities, resources, and channels that can
actually deliver it. A revenue model built on subscription fees requires customer relationships strong enough to sustain ongoing
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commitment. If the pieces do not align, the canvas reveals the gap before it becomes an operational problem.

Figure 12.5: Business Model Canvas — Las Vegas Filipino Catering Company (Example)

Customer-Facing Components

Infrastructure Components

Economics

Customer Segments: Corporate
event clients in the Henderson and
Summerlin corridor; Filipino
community clients hosting weddings,
baptisms, and cultural celebrations;
private event hosts seeking chef-
prepared catering with menu
customization

Value Propositions: Authentic
Filipino cuisine prepared by a
ServSafe-certified chef; personalized
menu consultation and customization
for each event; professional food
handling and presentation without the
cost of a large catering firm

Channels: Word-of-mouth referrals
from satisfied clients; Henderson
event venue partnerships; Instagram
and Facebook for portfolio and
booking inquiries; direct outreach to
Filipino community organizations and
churches

Customer Relationships: Personal,
event-specific consultation with each
client; follow-up after each event to
solicit feedback and referrals; repeat-
client recognition and loyalty pricing

Key Resources: Owner’s culinary training,
ServSafe certification, and five years of
Las Vegas catering experience;
established relationships with Henderson
event venues; Vida Kitchens commissary
access; catering equipment; client list and
event portfolio

Key Activities: Menu planning, ingredient
sourcing, and food preparation; client
consultations and event coordination;
kitchen scheduling at Vida Kitchens; social
media portfolio maintenance; post-event
follow-up

Key Partners: Vida Kitchens (licensed
commissary kitchen, reducing the need for
owned kitchen space); local Filipino and
Asian grocery suppliers; Henderson event
venues (referral and booking
relationships); event staffing agency for
day-of service support on large bookings

Revenue Streams: Per-event catering
contracts priced by headcount and menu
complexity; menu tasting session fees
(credited toward booked events);
optional staffing add-ons for day-of
service; prepaid multi-event packages at
a slight discount for repeat clients

Cost Structure: Vida Kitchens rental
fees (variable by event); food and
ingredient costs (variable);
transportation and fuel; catering
equipment maintenance and
replacement; owner’'s compensation;
business licensing and food handler
permits; liability insurance

Note: This is a hypothetical example created for instructional purposes.

The Business Model Canvas is designed to be a working document, not a one-time exercise. As a small business owner learns
more about what customers actually want, what channels work, what costs are higher than expected, or what partnerships are
available, the canvas should be updated. This iterative approach, building, testing, learning, and adjusting, is one of the key
advantages a small business has over a large corporation’s slower, more bureaucratic planning processes.

Think about it

Return to the Filipino dessert food truck idea from Section 12.1. Using the nine components of the Business Model Canvas as
a framework, sketch out the initial business model. Who are the customer segments? What is the value proposition? What are
the key resources and activities required? Where are the gaps or uncertainties that would need to be resolved through
additional research or testing?
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Key Takeaways

e A business model describes how a venture creates, delivers, and captures value. It is distinct from a business plan, which
is an operational and financial document.

e The Business Model Canvas maps nine components: Customer Segments, Value Propositions, Channels, Customer
Relationships, Revenue Streams, Key Resources, Key Activities, Key Partners, and Cost Structure.

e The nine components must align with each other. A canvas that reveals internal inconsistencies is doing exactly what it is
designed to do: surfacing problems before they become costly.

e The Business Model Canvas is a living document that should be updated as the business tests its assumptions and learns
from experience.

Watch and Reflect

» Watch: SWOT Analysis

» Watch: SWOT Analysis
Source: NNgroup | YouTube
YouTube Clickable Link(opens in new window) Length: 5:20

This video is produced by Nielsen Norman Group, a leading research and consulting firm known for rigorous, evidence-based
analysis of how people interact with products and organizations. Therese Fessenden walks through the SWOT framework,
explaining what each quadrant measures, how strengths differ from opportunities, and how weaknesses can leave a business
vulnerable to external threats. The video also addresses a critical limitation of SWOT analysis: that these tools are only as
valuable as the honest, objective thinking behind them.

After watching, consider the following reflection questions:

1. Fessenden warns that SWOT analyses are prone to groupthink and the HiPPO effect, where the highest paid person’s opinion
shapes the results. How does that warning connect to what this chapter says about due diligence? What does honest
opportunity analysis actually require of the person doing it?

2. In this chapter, weaknesses and opportunities are treated as two distinct categories for an important reason. Using what you
learned in the video, explain the difference between the two in your own words. Why does that distinction matter when
evaluating a business opportunity?

3. Enthusiasm is not a substitute for information when evaluating a business opportunity. After watching this video, what is one
assumption about your business idea that you have not yet verified with real research? What would you need to find out?

Check Your Understanding

Use the following questions to test your comprehension of this chapter.

4. Due diligence is defined as verifying that business decisions are based on well-researched, accurate information. Think about
a business idea you have had, or one you have heard someone else describe. What specific due diligence steps would be
most important before pursuing it? What assumptions would you most need to test?
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5. The three-criteria framework (significant market demand, significant market structure and size, and significant margins and
resources) requires that all three conditions exist simultaneously. Can you think of a business idea that is strong on two
criteria but weak on the third? Which gap would be hardest to close, and why?

6. Conduct a basic SWOT analysis for a small business you are familiar with. Be as specific as possible. After completing the
four quadrants, identify the single most important strategic implication: the pairing of a strength with an opportunity, or a
weakness with a threat, that should most shape the owner’s priorities.

7. The Business Model Canvas places Value Propositions at the center of the nine-component framework. Why do you think this
component occupies the central position? How does a weak or unclear value proposition affect the other eight components?

8. One of the key advantages of the Business Model Canvas is that it reveals misalignments between components before they

become operational problems. Look at the Las Vegas Filipino Catering Company example in this chapter. Can you identify
any potential misalignments or gaps? What questions would you want answered before launching this business?

Key Terms

Business model — A description of how a venture creates value for its stakeholders, delivers that value to customers, and
generates revenue through the process.

Business Model Canvas — A one-page visual planning tool, developed by Osterwalder and Pigneur, that maps the nine essential
components of a business model: Customer Segments, Value Propositions, Channels, Customer Relationships, Revenue Streams,
Key Resources, Key Activities, Key Partners, and Cost Structure.

Channels — The means by which a business reaches its customer segments to deliver its value proposition, including physical
locations, digital platforms, direct sales, and third-party distribution.

Cost structure — The most significant costs involved in operating a business model, including fixed costs (such as rent and
salaries) and variable costs (such as materials and commissions).

Customer relationships — The type of relationship a business establishes and maintains with each customer segment, ranging
from highly personal one-on-one service to automated self-service.

Customer segments — The distinct groups of people or organizations a business aims to reach and serve.

Due diligence — The process of taking reasonable steps to verify that decisions are based on well-researched and accurate
information before committing resources.

Key activities — The most important things a business must do to make its business model work, including production, problem-
solving, or platform management.

Key partners — The external suppliers, distributors, and allies on whom the business relies to operate its model, reduce risk, or
access resources it does not have internally.

Key resources — The critical physical, intellectual, human, or financial assets required for the business to function and deliver
its value proposition.

Opportunities (SWOT) — External conditions in the environment that the business can position itself to take advantage of, such
as market trends, underserved segments, or competitive gaps.

Revenue streams — The ways in which a business generates income from its customer segments, including one-time sales,
subscriptions, usage fees, licensing, and commissions.

Significant margins and resources — One of the three criteria for a recognized business opportunity. The business must have
the potential for profit margins that justify the investment, and the capital and other resources required must be achievable.

Significant market demand — One of the three criteria for a recognized business opportunity. The idea must deliver real value
that a specific group of customers is willing to pay for.
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Significant market structure and size — One of the three criteria for a recognized business opportunity. The market must be
large enough to support the business and have manageable barriers to entry.

Strengths (SWOT) — Internal capabilities and advantages of the business or owner, such as skills, experience, credentials, and
professional networks.

SWOT analysis — A structured framework for evaluating a business or opportunity across four dimensions: Strengths,
Weaknesses, Opportunities, and Threats. Internal factors are Strengths and Weaknesses; external factors are Opportunities and
Threats.

Threats (SWOT) — External conditions that could harm the business or make success more difficult, such as competition,
economic downturns, or unfavorable regulatory changes.

Value propositions — The bundle of products, services, and benefits a business offers to each customer segment that creates
value and addresses specific customer needs or problems.

Weaknesses (SWOT) — Internal gaps or disadvantages of the business or owner, such as limited capital, lack of experience in a
key area, or insufficient professional networks.
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13: Icebergs and Escapes

Image retrieved from StockSnap

Learning Objectives

After completing this chapter, you will be able to:

e Explain why small businesses are especially vulnerable to disasters and describe the key elements of a disaster plan.
o Identify the sources of disaster assistance available to small businesses, including SBA loan programs.
o Identify the voluntary and forced circumstances that may lead a small business owner to exit the business.

e Describe the major exit strategies available to small business owners and explain the trade-offs of each.

Most resources on small business management focus, quite correctly, on the challenges and rewards of starting and growing
a business. But experienced owners know that running a business well also means anticipating what can go wrong, the
icebergs lurking below the surface that can sink an otherwise healthy operation. Disasters happen. Markets shift. Health fails.
Circumstances change. Sometimes things go so well that the owner is simply ready for the next chapter.

This chapter addresses both sides of that reality. The first half covers disaster preparedness: how to plan before a crisis strikes,

and where to turn for help if it does. The second half covers the exit: the circumstances that lead owners to leave their businesses,
and the strategies available for doing so on their own terms. Neither topic is comfortable to think about. Both are essential.
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13.1 When Icebergs Sink Small Businesses

A natural or man-made disaster is the visible tip of the iceberg. The full complexity of what lies below: the operational disruptions,
the financial exposure, the human cost, the decisions that must be made under pressure, is what requires planning well in
advance. Small and medium-sized businesses are particularly vulnerable when disaster strikes. They typically have less financial
cushion, fewer redundancies in staffing and operations, and less capacity to sustain losses while rebuilding.

The statistics are sobering. According to data cited by the Congressional Research Service, 40% of businesses never reopen
following a disaster, and another 25% of those that do reopen close within one year. The SBA estimates that 90% of businesses
fail within two years of being struck by a disaster (Lawhorn & Lindsay, 2023).

Disasters fall into two broad categories. Natural disasters include severe storms, flooding, wildfires, hurricanes, tornadoes,
earthquakes, and public health emergencies such as the COVID-19 pandemic, which was declared a federal disaster in all 50
states and caused widespread small business closures. Every region of the United States faces some exposure: not all businesses
face the same risks, but fires, severe weather, and flooding can affect almost any location. Man-made disasters are events
caused by deliberate or negligent human actions, including arson, structural failure, cybersecurity breaches, civil disorder, and
industrial incidents. According to survey data cited by Cadden and Lueder (2812), man-made disasters affect approximately 18%
of small businesses, while natural disasters have affected more than 30%.

The lesson from these numbers is not that disaster is inevitable: it is that the probability is high enough, and the consequences
severe enough, that planning is not optional. A business that has planned for disaster can resume operations in days. A business
that has not may never reopen.

Key Takeaways

¢ Small and medium-sized businesses are the most vulnerable in the event of a disaster. The SBA estimates that 90% of
businesses fail within two years of being struck by a disaster (Lawhorn & Lindsay, 2023).

e Natural disasters affect more than 30% of small businesses; man-made disasters affect approximately 10%. Every
business faces some exposure.

e The gap between businesses that recover and those that do not is often the presence, or absence, of a disaster plan
made before the disaster occurred.

13.2 Disaster Planning

Anticipating what can go wrong is not pessimism: it is one of the most productive things a small business owner can do. When
NASA engineers spent years running simulations of everything that could go wrong during the Apollo missions, the astronauts
sometimes complained that the scenarios were unrealistic and unlikely. But when a genuine near-catastrophe struck Apollo 13,
the training and planning those simulations had produced made an improvised solution possible. The best time to think through
disaster response is before a disaster occurs.

The Federal Emergency Management Agency (FEMA) and the Department of Homeland Security have developed a business
disaster preparedness framework through Ready.gov, endorsed by the National Fire Protection Association’s Emergency
Preparedness Business Continuity Standard (NFPA 1600). This framework organizes disaster planning into three areas, illustrated
in the figure below.
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Figure 13.1 The three areas of small business disaster planning. Source: Cadden & Lueder, Small Business Management in the
21st Century (CC BY-NC-SA 3.0); adapted from Ready.gov

Plan to Stay in Business

The foundation of disaster planning is an honest risk assessment: what types of disasters are most likely given the business’s
location and industry, and what is the business’s specific vulnerability to each? Fires are the most common disaster affecting
businesses in the United States. Flooding, severe storms, and cyber incidents are close behind for many regions and industries.
Once risks are identified, planning can be targeted.

A business continuity plan is the documented strategy for keeping the business operational, or restoring operations quickly, in
the event of a disruption. It is sometimes described as the least expensive insurance a small business can have, because it costs
virtually nothing to produce but can mean the difference between recovery and closure. Key elements include:

e Identifying the personnel without whom the business cannot function, and designating backups for each critical role.

e Documenting external contacts: suppliers, shippers, utilities, the business’s bank, legal counsel, and IT support, so they can
be reached quickly in a crisis.

¢ Identifying which employees can work remotely and ensuring they have the access and tools to do so.
e Planning for payroll continuity, so employees can be paid even if normal operations are disrupted.

e Creating a complete inventory of critical equipment and ensuring it is documented with enough detail to support insurance
claims and replacement decisions.

e Backing up all critical data and documents to a secure offsite location. The SBA recommends storing vital records at least 50
miles from the primary business site. Cloud-based storage services make this straightforward and affordable for businesses
of any size.

¢ Identifying a contingency operating location: a place where the business could function if the primary site is unavailable.
Many hotels offer business facilities; having a backup plan for the backup plan is also worthwhile.

e Keeping the plan current. Circumstances change: staff turns over, suppliers change, technology evolves. The plan should be
reviewed and updated regularly.

@IOIC]E) 148 (13.3)



LibreTextS“'

Talk to Your People

A disaster plan that lives in the owner’s head or in a drawer is not a plan: it is a document. The people who will need to execute it
in a crisis must know it exists, understand their role in it, and be able to reach the right contacts under pressure.

This means involving employees at all levels in creating and maintaining the plan, not just distributing it after the fact. It means
establishing clear procedures for communicating with staff before, during, and after a disaster, including accommodations for
employees with disabilities, hearing impairments, or language barriers. It means assigning specific employees responsibility for
notifying specific contacts (suppliers, customers, creditors, public officials) so that communication happens systematically rather
than haphazardly.

A written crisis communication plan should specify who is responsible for communicating with each stakeholder group, what
information will be shared, and through what channels. Keeping customers informed about whether and when they can expect
products or services is especially important: uncertainty drives customers to competitors faster than almost anything else.

Disasters also carry psychological weight. Owners and key employees may experience fear, stress, anxiety, and difficulty making
decisions in the aftermath of a serious event. The plan should acknowledge this reality: allowing time for family needs, establishing
an open-door policy for employees seeking support, working to reestablish routines as quickly as possible, and ensuring that the
owner’s own health and wellbeing are not neglected. Leaders under extreme stress make poor decisions, and poor decisions in
the aftermath of a disaster can compound the damage significantly.

Protect Your Investment
The third area of disaster planning focuses on protecting the physical and digital assets of the business before disaster strikes.

Insurance is the most direct form of financial protection. Standard property insurance typically does not cover flooding: a
business in a flood-prone area needs separate flood coverage. Business interruption insurance is particularly important for
small businesses: it covers ongoing expenses (rent, utilities, loan payments, payroll) and lost income during the period when
the business cannot operate normally. Premiums are typically based on the company’s revenue, and the coverage can be the
difference between surviving a closure and not surviving it. Meeting with an insurance agent who understands the specific needs
of the business, and reviewing that coverage at least annually, is a basic management responsibility, not an afterthought.

Physical security measures appropriate to the business include smoke detectors and fire extinguishers, emergency route maps
posted in multiple locations, alarm systems, and procedures for identifying and handling suspicious packages or mail. The
specific measures that make sense depend on the industry, location, and nature of the operation.

Cybersecurity deserves its own attention. Small businesses are disproportionately targeted in cyberattacks precisely because
they tend to have weaker security than large corporations while still holding valuable customer data, financial records, and
operational information. The SBA’s cybersecurity resources (available at sba.gov/business-guide/manage-your-business/stay-
safe-cybersecurity-threats) provide practical, no-cost guidance tailored to small businesses. At a minimum, every small business
should use current antivirus software, enforce strong password policies, back up data regularly to a secure location, and train
employees to recognize phishing emails and suspicious links. Cybersecurity insurance is increasingly available and affordable,
covering costs related to data breaches, notification requirements, and business interruption from cyber incidents.

Think about it

You own a small Las Vegas event catering company with six full-time employees. You store client contracts, payment records,
and event schedules on a shared drive on one computer in your office. Your insurance covers the building and equipment but
you have never reviewed the policy in detail. A fire overnight destroys your office and everything in it. Walk through what the
next 72 hours look like for your business. What could you have done in advance to change that picture? Which element of
disaster planning: continuity plan, communication plan, or protecting the investment, would have the most immediate impact?
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Key Takeaways

e A business continuity plan is the least expensive insurance a small business can have. It costs little to produce and can
determine whether the business survives a disaster.

e Critical elements include identifying key personnel and backups, documenting contacts, planning for remote work and
payroll continuity, backing up data offsite, and identifying a contingency location.

e Employees at all levels should be involved in creating and maintaining the plan. A crisis communication plan assigns
specific responsibility for reaching each stakeholder group.

e Standard property insurance does not cover floods. Business interruption insurance covers ongoing expenses and lost
income during closure. Both require regular review.

e Small businesses are primary targets of cyberattacks. Basic cybersecurity practices: updated software, strong passwords,
regular backups, employee training, are not optional.

13.3 Disaster Assistance

Even the best-prepared business may face losses that exceed its insurance coverage or its own financial reserves. Several federal
and state programs exist to help small businesses recover. Knowing what is available, and what is not guaranteed, is part of
responsible planning.

SBA Disaster Loans

The Small Business Administration (SBA) offers low-interest disaster loans to small businesses that have sustained losses in a
federally declared disaster area. There are two primary types.

Physical Disaster Loans are available to businesses that have sustained physical damage to real estate, equipment, inventory,
or other business assets. As of 2025, eligible businesses may borrow up to $2 million to repair or replace disaster-damaged
property. The loan amount may be increased by up to 20% of verified losses to protect against future disasters of the same type.
Losses not covered by insurance are eligible.

Economic Injury Disaster Loans are available to businesses that were not physically damaged but have suffered significant
economic losses because of a disaster: expenses and financial obligations the business would have met if the disaster had not
occurred. These loans are also available up to $2 million (SBA.gov, 2025).

For both loan types, the interest rate for businesses without credit available elsewhere is capped at 4%. For businesses that
have access to credit from other sources, the rate is capped at 8%. Repayment terms extend up to 30 years depending on the
borrower’s ability to repay, and interest does not begin to accrue until 12 months after the first disbursement. The SBA determines
eligibility and sets loan amounts based on each applicant’s financial condition (SBA.gov, 2025).

Disaster loan funding is subject to congressional appropriations. In October 2024, the SBA’s disaster loan program exhausted
its funding for the first time in program history following unprecedented demand from Hurricanes Helene and Milton. Congress
restored funding in December 2024. This experience underscores why insurance coverage should be the first line of defense:
government programs are a safety net, but they are not guaranteed to be immediately available.

Local, county, regional, and state governments may also offer small business disaster relief loans. Checking with Nevada’'s

Department of Business and Industry (business.nv.gov) and Clark County’s Office of Community and Economic Development is a
useful first step for Las Vegas-area businesses seeking local assistance.

IRS Disaster Relief

When the federal government declares a major disaster area, the IRS may offer tax relief to affected businesses, including
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extensions on filing deadlines and payment due dates. IRS disaster relief provisions vary by event and declaration. Checking the
IRS website (irs.gov) for the specific declaration affecting your area is the most reliable way to identify what relief is available.
Documenting all losses carefully, with photographs, receipts, and records, before cleanup begins will support both insurance
claims and any IRS casualty loss deductions.

SCORE and Other Counseling Resources

SCORE (Service Corps of Retired Executives) is a nonprofit organization that provides free, confidential business counseling
through a network of experienced volunteers nationwide. SCORE counselors can help business owners navigate disaster recovery
decisions: whether to rebuild, how to approach lenders and insurers, and how to think through what comes next. SCORE services
are available at score.org and through local chapters in every major city.

DisasterAssistance.gov is a federal one-stop portal providing information on assistance programs from more than a dozen
government agencies. Owners can apply for SBA loans through the portal, check application status, and find referrals to programs
that do not have online applications. It is the most direct starting point for federal disaster recovery resources.

Key Takeaways

e SBA Physical and Economic Injury Disaster Loans provide up to $2 million to eligible businesses in federally declared
disaster areas, at interest rates capped at 4% for businesses without credit available elsewhere and 8% for those with
credit available elsewhere, with terms up to 30 years (SBA.gov, 2025).

e Interest does not accrue for the first 12 months from disbursement, providing meaningful early relief.

e SBA disaster loan funding is subject to congressional appropriations and is not guaranteed to be immediately available.
Insurance is the essential first line of defense.

e IRS disaster relief provisions may include filing extensions and tax deductions for casualty losses. Detailed
documentation of losses is essential.

e SCORE provides free, confidential counseling to help owners navigate recovery decisions. DisasterAssistance.gov is the
primary portal for federal disaster assistance programs.

13.4 Knowing When to Get Out

Running a small business is demanding, and there are many circumstances, both chosen and forced, in which the wisest decision
is to leave. Recognizing those circumstances, and having thought through them in advance, is part of running a business well.

When the Choice Is the Owner’s

There are many reasons an owner might choose to exit a business. The most straightforward is timing: the owner has built
something of value and wants to realize that value before retirement or while the business is at its peak. Someone has approached
them with a compelling offer. Investors are pressing for a return. No family member wants to take over. Or the work that was once
energizing has become a grind: the entrepreneurial spirit is gone, the passion has shifted, and the owner is no longer having fun.

These are legitimate and common reasons to exit, and they are not signs of failure. John Bello and Tom Schwalm, founders of
SoBe Beverages, built their company from zero to $308 million in revenue and sold it to PepsiCo in 2000 for $370 million, in
part because the business was growing into something they no longer wanted it to be, and the market conditions were favorable
for a sale. Recognizing that moment, and acting on it deliberately rather than reactively, is the mark of a skilled operator, not a
quitter.

Other signals that an exit may be worth considering include spending increasing time managing small problems rather than

driving the business forward; taking a consistently negative view of the team’s decisions and future prospects; or realizing that
continuing the business is threatening the owner’s health, marriage, or family relationships in ways no longer worth the reward.
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When the Choice Is Not the Owner’s

Not all exits are voluntary. Several circumstances can force an owner out of a business regardless of their preferences.

The founder’s dilemma refers to the fundamental tension between controlling a business and maximizing its financial value.
Owners who want to make substantial money from a business typically must give up equity to attract investors, and giving up
equity means relinquishing control. Owners who insist on retaining control must rely on their own capital, which limits growth. In
foundational research on new ventures, Wasserman (2008) found that within three years, 580% of founders are no longer the CEO
of their own company, and fewer than 25% led their company’s initial public offering. While the startup landscape has evolved
since this research, the underlying tension between control and growth capital remains a defining challenge for founders. The
message is clear: for founders who prioritize wealth maximization, relinquishing some control is almost always part of the path.

Bankruptcy may force an exit when debts substantially exceed assets and the business cannot be made viable. Inadequate
management experience, a deteriorating market, employee theft, fraud, or an uninsured liability judgment can all contribute.
Serious illness creates uncertainty about the business’s future that can affect employees, customers, and suppliers, and if no
successor is ready, the disruption can be fatal to the operation. Industry collapse: the death of demand for a product or service
due to technological disruption, market shifts, or economic dislocation, can force even well-run businesses into closure.

Owners can also be the source of the problem. Micromanaging that suppresses employee initiative, spending on the wrong
priorities, chasing every potential customer instead of serving the right ones, inattention to financial management, or a leadership
style that drives away good people are all patterns that can slowly sink a business from the inside.

Making the Decision

Whether an exit is voluntary or forced, the decision should not be made in isolation. Consulting with a partner, spouse, accountant,
attorney, and a SCORE counselor provides different perspectives and different expertise. The financial, legal, tax, and emotional
dimensions of an exit are all distinct, and all require attention. The decision itself, ultimately, belongs to the owner. What should
not happen is making it without preparation or without an exit strategy.

Key Takeaways

e Voluntary exits may occur when an owner wants to sell before retirement, receives a compelling offer, loses passion for
the work, or determines the business has grown beyond what they want it to be.

e Forced exits may result from the founder's dilemma, bankruptcy, serious illness, industry collapse, or owner behavior that
damages the business.

e The decision to exit should involve a range of advisors before a final determination is made: financial, legal, and
personal.

e Whether the exit is voluntary or forced, having an exit strategy in advance makes the process significantly less difficult
and more likely to produce a good outcome.

13.5 Exit Strategies

An exit strategy is a plan for how an owner will eventually leave the business, and under what terms. It is, as Cadden and Lueder
(2012) describe it, likely the most emotional topic a small business owner will face and the hardest decision to make. That is
precisely why it should be thought through before the moment arrives, not during it.

An exit strategy should be developed early, reviewed periodically, and updated as circumstances change. It shapes how the
business is built: the ownership structure, the financial records kept, the relationships cultivated with potential buyers or
successors, and the decisions made along the way that determine what the business is worth when it is time to leave. The exit
strategy also affects what the owner walks away with, whether that is money, management continuity, preservation of the brand,
or a clean break.
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Figure 13.2 Possible exit strategies for small business owners. Source: Cadden & Lueder, Small Business Management in the
21st Century (CC BY-NC-SA 3.0)

Liquidation or Walkaway

The simplest exit is closing the business: selling off assets, paying creditors, and walking away. If all debts are settled, this is
called a walkaway. If assets are insufficient to cover debts, liquidation proceeds under a legal framework. Liquidation is common
for businesses that have limited value as going concerns: a sole proprietorship built around the owner’s specific skills, a business
in a declining industry, or a business that simply did not build the kind of customer base or brand equity that would attract a
buyer.

A clean walkaway: bills paid, leases terminated, employees placed, taxes settled, contracts concluded, is the most orderly version
of this exit. It is also rarely how it actually unfolds, which is why planning matters. Goodwill, the intangible value built through
brand reputation, customer relationships, intellectual property, and market position, is destroyed when a business simply closes
rather than being sold. Owners who liquidate without exploring a sale first often leave significant value on the table.

Family Succession

assing the business to a family member is a goal many small business owners hold, and for good reasons: it preserves the owner’s
legacy, keeps the business in the family, and allows the owner to remain involved if desired. But family succession is also the most
complex and emotionally fraught exit strategy, and it has a poor track record. Research suggests that very few family businesses
survive beyond the first generation, and fewer still into the third (Cadden & Lueder, 2012).

Family succession requires careful planning well in advance of the transition. The plan should identify the successor clearly,
provide for their development and preparation, and establish a timeline and process for the transfer of responsibility and authority.
A sudden handover is almost always a mistake. The successor’s qualifications, commitment, and relationships with employees
and customers all affect whether the business survives the transition.

Succession Planning

Succession planning is a formal, documented plan for transferring leadership or ownership of a business to a chosen successor.
While family succession is one form of planned transition, succession planning applies more broadly to any situation in which an
owner deliberately prepares someone to take over the business. That successor might be a key employee, a trusted member of
the management team, a longtime business partner, or an outside candidate brought in specifically for the role.

The essential elements are the same regardless of who the successor is: identify the successor clearly, provide for their
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development and preparation, and establish a timeline and process for the transfer of responsibility and authority. A well-executed
succession plan protects the business, its employees, and its customers through a leadership transition that might otherwise be
disruptive. A sudden handover, whether to a family member or to anyone else, is almost always a mistake.

Succession planning is distinct from selling the business in that ownership and leadership may transfer without a traditional
market transaction. The owner may transfer equity gradually over time, sell at a negotiated price to a trusted successor, or transfer
ownership through an estate plan. The financial and legal dimensions require the same professional guidance as any exit strategy.

Selling the Business

Selling the business is the most common substantive exit for small businesses and, done well, often the most financially
rewarding. It is also the most complex. An owner can sell a business only once, so the timing, the pricing, the process, and the
choice of buyer all matter enormously. Advisors familiar with business valuation and small business sales: a business broker, an
accountant, and an attorney at minimum, are not optional; they are essential.

Before pursuing a sale, an owner should honestly assess whether the business is actually sellable: Does it have a history of
profitability? A loyal customer base? A strong reputation? A competitive advantage that will survive the ownership change? A
skilled and stable team? A business that lacks most of these qualities will generate limited buyer interest, and the seller’s asking
price will reflect that reality.

There are several ways to structure a sale:

¢ Acquisition: another business buys the operation, as PepsiCo acquired SoBe. Acquisitions are common when the business
has strategic value to a larger player: a complementary product line, a geographic footprint, an established brand, or an
existing customer relationship the acquirer wants. In an acquisition, the negotiated price is not constrained by public market
valuations, so a business with genuine strategic value may command a premium well above its book value.

¢ Friendly buyout: ownership transfers to family members, employees, managers, customers, or friends. The buyer typically
knows the business well, reducing due diligence friction, and is more likely to preserve what the seller values about the
business. The risk is that personal relationships can cloud the seller’'s judgment in negotiations, leading to below-market
pricing or overlooked liabilities.

e Open market sale: listing the business for sale through a business broker or online business marketplace is the most
common approach. Platforms such as BizBuySell.com reach broad audiences of qualified buyers. The challenge is that an
estimated 75% of businesses listed for sale do not sell, often because the asking price is unrealistic, the financial records
are inadequate, or the business lacks the attributes that make it attractive to buyers (Cadden & Lueder, 2012). Preparing for
an open market sale typically takes three to four years of deliberate effort.

Bankruptcy

Bankruptcy is a legal process for closing or reorganizing a business when debts substantially exceed assets and the business
cannot meet its financial obligations. It is an exit of last resort, not a planning strategy. Chapter 7 bankruptcy involves liquidating
the business: a trustee sells assets, uses proceeds to satisfy debts, and discharges what cannot be paid. Chapter 11 bankruptcy
allows a business to continue operating under court supervision while reorganizing its finances, though the owner loses
management control and the outcome is rarely favorable.

Before concluding that bankruptcy is unavoidable, owners should explore alternatives: negotiating directly with creditors to
restructure payment terms, identifying and eliminating unprofitable operations to improve cash flow, or pursuing a turnaround,
combining debt renegotiation and operational improvements simultaneously. An attorney experienced in small business financial
distress should be consulted before any bankruptcy filing.

Taking a Company Public

An initial public offering (IPO), transferring private equity into publicly traded shares, is a legitimate exit strategy in a narrow set
of circumstances. For the vast majority of small businesses, it is not realistic. IPOs are rare: even in active years, fewer than 200
U.S. companies complete one. The process is costly, requiring specialized legal, accounting, and investment banking expertise
that can run into hundreds of thousands of dollars in preparation costs alone. Once public, the company is subject to continuous
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regulatory reporting requirements and the scrutiny of public market analysts. For a small business that has built significant value
and has the growth profile to attract public investors, an IPO may be worth exploring. For most, the time and resources required
are better directed elsewhere.

Think about it

A Henderson couple has owned and operated a successful nail salon for twelve years. They have a loyal clientele, three
experienced employees, a well-known local reputation, and a prime retail location. The couple is planning to retire in the next
five years. They have never thought formally about an exit strategy. Using the framework from this chapter, which exit strategy
or strategies would you recommend they explore? What steps should they take now, five years before their intended exit, to
maximize the value of what they have built?

Key Takeaways

e An exit strategy should be developed early and updated as circumstances change. The exit affects what the owner walks
away with and how the business performs after the transition.

e Liquidation destroys goodwill. Owners who close without exploring a sale first often leave significant value unrealized.
e Family succession requires careful planning well before the intended transition. Sudden handovers rarely succeed.

e Succession planning applies to any planned transfer of leadership or ownership, not only to family members. The
successor may be a key employee, a management team member, or another trusted individual.

¢ Selling the business, through acquisition, friendly buyout, or open market listing, is the most financially rewarding exit for
most owners, but requires preparation, professional advisors, and realistic pricing.

e Bankruptcy is a last resort with serious consequences. Alternatives including debt renegotiation and operational
turnaround should be explored first.

e IPOs are rare, costly, and appropriate only for a narrow set of businesses. Most small businesses should treat them as
one option among many, not as an aspiration.
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» Watch: 2024 Phoenix Award for Outstanding Small Business Disaster Recovery: Jacqueline Bernetta Tate Smith

» Watch: 2024 Phoenix Award for Outstanding Small Business Disaster Recovery: Jacqueline Bernetta Tate Smith
Source: U.S. Small Business Administration | YouTube
YouTube Clickable Link(opens in new window Length: 5:08

This video is produced by the U.S. Small Business Administration. Jacqueline Bernetta Tate Smith, owner of The Coffee
Shoppe in historic downtown Selma, Alabama, describes what happened when a tornado struck her city in January 2023,
devastating the community and cutting off the customer base her business depended on. She explains how an SBA Disaster
Loan helped her survive the aftermath and keep her employees working. The Coffee Shoppe is more than a business in Selma.
It is a community anchor, and Jackie’s story is a reminder of what is at stake when a small business faces a disaster it did not
see coming.

After watching, consider the following reflection questions:

1. The people around Jackie, her employees, her community, and the SBA, all played a role in her recovery. The chapter
emphasizes that disaster planning includes people, not just documents and insurance. Based on Jackie’s story, what does it
mean to build a business that can survive a disaster through its relationships and community ties?

2. Jackie's story illustrates why disaster planning matters before a disaster strikes, not after. Looking at the three areas of
disaster planning covered in this chapter, which one would have had the most immediate impact on The Coffee Shoppe in
the days following the tornado? Explain your reasoning.

3. Jackie describes The Coffee Shoppe as a community hub where neighbors become family and tourists become friends. How
does the role a small business plays in its community change the stakes of disaster recovery? What does that mean for how
seriously a small business owner should take continuity planning?

Check Your Understanding

Use the following questions to test your comprehension of this chapter.

4. Research cited in this chapter indicates that 40% of businesses never reopen after a disaster, and the SBA estimates that
90% fail within two years of being struck by one. Given everything you know about Las Vegas and Southern Nevada'’s climate
and risk profile, what types of disasters are most relevant for small businesses in this region? What elements of a disaster
plan would be highest priority for a small restaurant in downtown Las Vegas?

5. Business interruption insurance is described as particularly important for small businesses. A local Henderson salon owner
says she can't afford the premium. How would you help her think through that decision? What is the real cost of not having
it?

6. SBA disaster loans are capped at interest rates of 4% for businesses without credit available elsewhere and up to 8% for
those with credit elsewhere, with terms up to 30 years. What are the advantages of these terms compared to commercial
borrowing? What are the limitations of relying on SBA disaster loans as your primary recovery strategy?

7. The founder’s dilemma describes the tension between controlling a business and maximizing its financial value. Research
suggests that 50% of founders are no longer CEO within three years. Is this a failure or a success? How should a founder
think about this trade-off when making decisions about investors and equity?

8. Rank the exit strategies described in Section 13.5 from most to least desirable for the typical small Las Vegas business
owner. Explain your ranking. Under what specific circumstances would your ranking change?
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Key Terms

Acquisition — The purchase of one business by another. A common exit strategy when a small business has strategic value to a
larger company.

Bankruptcy — A legal process for closing or reorganizing a business when debts substantially exceed assets. Chapter 7 involves
liquidation; Chapter 11 allows continued operation under court supervision.

Business continuity plan — A documented strategy for maintaining or restoring business operations following a disruptive event,
including identification of key personnel, critical assets, data backup, and contingency locations.

Business interruption insurance — Insurance that covers ongoing expenses and lost income during a period when a business
cannot operate normally due to a covered disaster or other disruption.

Employee Stock Ownership Plan (ESOP) — A structure that allows employees to purchase an ownership stake in the business,
sometimes used as a mechanism for selling to employees.

Exit strategy — A plan for how an owner will leave a business, under what terms, and with what outcome. Should be developed
early and updated as circumstances change.

Founder's dilemma — The fundamental tension between controlling a business and maximizing its financial value. Retaining
control typically limits growth capital; attracting investors typically requires relinquishing control.

Friendly buyout — A transfer of business ownership to family members, employees, managers, customers, or friends. Still a sale,
but typically structured differently than an open market transaction.

Goodwill — The intangible value of a business built through brand reputation, customer relationships, intellectual property, and
market position. Destroyed when a business closes rather than being sold.

Initial public offering (IPO) — The transfer of private equity in a company into publicly traded shares on a stock exchange.
Rare, expensive, and appropriate only for a narrow set of businesses.

Liquidation — The sale of all business assets, typically to pay creditors. If all debts are paid, the process may also be called a
walkaway.

Man-made disasters — Disastrous events caused directly and principally by deliberate or negligent human actions, including
arson, structural failure, cybersecurity breaches, and civil disorder.

Succession planning — A formal, documented plan for transferring business leadership or ownership to a chosen successor,
whether a family member, key employee, or other individual. Ideally developed years before the intended transition.

Walkaway — The clean closure of a business in which all debts are paid, contracts are concluded, and employees are placed
before the business ceases operations.
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GLOSSARY

Key terms from Small Business Management, compiled from the end-of-chapter Key Terms sections. Chapter numbers in
parentheses indicate where each term was introduced.

A

Accessibility — One of the six segmentation criteria. The degree to which a business can effectively reach and communicate
with a given market segment through available channels. (Ch. 7)

Accounting — The system of recording, classifying, and summarizing financial transactions related to a business, and
communicating those results in financial statements. (Ch. 9)

Acquisition — The purchase of one business by another. A common exit strategy when a small business has strategic value to a
larger company. (Ch. 13)

Actionability — One of the six segmentation criteria. The degree to which a business is capable of designing and executing an
effective marketing program for a given market segment. (Ch. 7)

Al slop — Output generated by artificial intelligence that appears adequate on the surface but lacks substance, accuracy, or
genuine voice. Often grammatically correct but generic, shallow, or factually unreliable. (Ch. 4)

Al washing — The practice of marketing a product or service as “Al-powered” when the underlying technology is basic
automation or rule-based algorithms that do not involve meaningful artificial intelligence. (Ch. 4)

Angel investor — A high-net-worth individual who invests personal funds in early-stage companies in exchange for equity,
typically in addition to providing mentorship and access to networks. (Chs. 9, 11)

Ansoff Matrix — A strategic planning tool that organizes business growth strategies into four quadrants based on whether
products and markets are existing or new, helping business owners understand the risk associated with each growth
direction. (Ch. 11)

Antitrust laws — Laws designed to ensure that no single competitor can use its market power to exclude or limit competition.
Violations can result in civil and criminal penalties. (Ch. 5)

Articles of incorporation — The formal documents filed with a state agency to create a corporation. (Ch. 3)

Assets — Items a business owns or controls that provide future economic benefit, such as cash, inventory, equipment, and real
property. (Ch. 9)

Augmented layer — The second of three product layers. The additional features, services, packaging, warranties, and
enhancements that add value beyond the core product or service. (Ch. 7)

B corporation (Benefit corporation) — A business that meets high standards of social and environmental performance,
transparency, and accountability, balancing profit with a broader social mission. (Ch. 3)

B2B (business-to-business) — A market in which businesses sell products or services to other businesses, organizations, or
government agencies rather than to individual consumers. (Ch. 6)

B2C (business-to-consumer) — A market in which businesses sell products or services directly to individual consumers for
personal or household use. (Ch. 6)

Balance sheet — A financial statement that summarizes a business’s assets, liabilities, and owners’ equity at a specific point in
time. (Ch. 9)

Bankruptcy — A legal process for closing or reorganizing a business when debts substantially exceed assets. Chapter 7 involves
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liquidation; Chapter 11 allows continued operation under court supervision. (Ch. 13)
Bartering — The exchange of goods or services for other goods or services without the use of money. (Ch. 9)

Bootstrapping — Self-funding a business using personal savings and resourceful cost management, without relying on outside
investors or loans. (Ch. 9)

Brainstorming — The generation of ideas in an environment free of judgment or criticism, with the goal of producing solutions
to a defined problem. (Ch. 2)

Break-even point — The level of sales at which total revenue exactly covers total costs, producing neither profit nor
loss. Calculated as total fixed costs divided by contribution margin per unit. (Ch. 9)

Business continuity plan — A documented strategy for maintaining or restoring business operations following a disruptive
event, including identification of key personnel, critical assets, data backup, and contingency locations. (Chs. 10, 13)

Business ethics — The principles that guide how entrepreneurs and small business owners conduct themselves in relation to the
law and to the rights of their stakeholders. (Ch. 4)

Business interruption insurance — Insurance that covers ongoing expenses and lost income during a period when a business
cannot operate normally due to a covered disaster or other disruption. (Ch. 13)

Business model — A description of how a venture creates value for its stakeholders, delivers that value to customers, and
generates revenue through the process. (Ch. 12)

Business Model Canvas — A one-page visual planning tool, developed by Osterwalder and Pigneur, that maps the nine essential
components of a business model: Customer Segments, Value Propositions, Channels, Customer Relationships, Revenue Streams,
Key Resources, Key Activities, Key Partners, and Cost Structure. (Ch. 12)

Business plan — A formal document describing a business’s strategy, market, operations, management, and financial
projections, typically covering a three-to-five-year period. (Ch. 3)

ot

C corporation — A standard corporation taxed at the corporate level, with distributions to shareholders taxed again at the
individual level. (Ch. 3)

Cash flow strain — A situation in which a business struggles to meet its financial obligations on time, even when it is profitable,
because money is not available when bills come due. (Ch. 11)

Channel pricing — Charging different prices for the same product depending on where or through whom the
customer purchases it. (Ch. 6)

Channels — The means by which a business reaches its customer segments to deliver its value proposition, including physical
locations, digital platforms, direct sales, and third-party distribution. (Ch. 12)

Code of ethics — A written or understood set of principles that guide the conduct of an individual or organization, derived from
personal values, professional standards, or organizational culture. (Ch. 4)

Compliance — The extent to which a business conducts its operations in accordance with applicable laws and regulations.
Compliance is the legal minimum, not the ethical standard. (Ch. 4)

Compliance risk — The risk of penalties, lawsuits, or reputational damage that result from failing to follow laws, regulations, or
contractual obligations. (Ch. 10)

Conflict of interest — A situation in which a person’s obligations in one role conflict with their interests in another, potentially
compromising their judgment or integrity. (Ch. 5)

Consumer — The person who actually uses a product or service. The consumer and the customer are not always the same; a
parent who buys a toy is the customer, while the child who plays with it is the consumer. (Ch. 6)
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Consumer behavior — How individuals, groups, and organizations select, buy, use, and dispose of goods, services, ideas, or
experiences to satisfy their needs and wants. (Ch. 6)

Contract — A legally binding agreement between two or more parties. Contracts can be written or oral, though written contracts
are significantly easier to enforce. (Ch. 5)

Contribution margin — The selling price of a unit minus its variable cost. Represents how much each unit sold contributes
toward covering fixed costs and generating profit. (Ch. 9)

Copyright — Legal protection for original creative works, including written content, images, music, software, and architectural
designs, that exists from the moment of creation. (Ch. 5)

Core layer — The first of three product layers. The fundamental benefit or problem solution that the customer is actually
purchasing. (Ch. 7)

Corporation — A business structure that operates as a separate legal entity from its owners, providing limited liability and the
ability to sell stock. (Ch. 3)

Cost of goods sold (COGS) — The direct costs of producing the goods or services sold by a business, including materials and
direct labor. (Ch. 9)

Cost structure — The most significant costs involved in operating a business model, including fixed costs (such as rent and
salaries) and variable costs (such as materials and commissions). (Ch. 12)

Creativity — The ability to develop something original, particularly an idea or a representation of an idea. (Ch. 2)
Customer — The person or business that actually purchases a product or service. (Ch. 6)

Customer experience — A customer’s entire interaction with a business, from first contact through post-purchase follow-up. (Ch.
6)

Customer loyalty — An emotional commitment to a brand or business combined with a positive attitude and a pattern of
continued purchase behavior. (Ch. 6)

Customer relationships — The type of relationship a business establishes and maintains with each customer segment, ranging
from highly personal one-on-one service to automated self-service. (Ch. 12)

Customer segment pricing — Charging different prices to different groups of customers for the same product or service. (Ch.
6)

Customer segments — The distinct groups of people or organizations a business aims to reach and serve. (Ch. 12)

Customer value — The difference between the perceived benefits a customer receives from a product or service and the
perceived costs of obtaining it. (Ch. 6)

Cybersecurity risk — The threat of digital attacks such as ransomware, phishing scams, and data breaches that can compromise
customer data, disrupt operations, and result in significant financial losses. (Ch. 10)

D

DBA (doing business as) — An assumed business name used by a sole proprietor or other entity. Does not provide liability
protection. (Ch. 3)

Debt financing — Borrowing money from a lender with the obligation to repay the principal plus interest on an agreed
schedule. (Ch. 9)

Declining margins — A temporary compression of profit per unit that occurs when a growing business pays for new capacity
before it is fully utilized. (Ch. 11)

Delegation — The practice of assigning decision-making authority and tasks to employees, which becomes essential as a
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business grows beyond what a single owner can manage personally. (Ch. 17)

Design thinking — A method that focuses the design and development of a product or service on the needs of the customer,
using an empathy-driven process to define complex problems and create solutions. (Ch. 2)

Differential response — One of the six segmentation criteria. The degree to which market segments are distinguishable from
each other and respond differently to marketing strategies. (Ch. 7)

Differentiation — A company’s efforts to set its product or service apart from the competition in ways that matter to
customers. (Chs. 6, 7)

Disruptive innovation — An innovation that fundamentally alters how a market operates, often displacing established products,
services, or business models. Originally coined by Clayton Christensen (1997) to describe innovations that entered markets from
the bottom up, the concept has since expanded to include innovations that redefine marketplace expectations more broadly. (Ch.
2)

Diversification — A growth strategy that involves entering an entirely new market with an entirely new product or service, making
it the highest-risk quadrant of the Ansoff Matrix. (Ch. 11)

Due diligence — The process of taking reasonable steps to verify that decisions are based on well-researched
and accurate information before committing resources. (Ch. 12)

E

Elaboration — The fifth stage of the creative process, in which ideas become real through production, prototyping, or the release
of a minimum viable product (MVP). (Ch. 2)

Employee Stock Ownership Plan (ESOP) — A structure that allows employees to purchase an ownership stake in the business,
sometimes used as a mechanism for selling to employees. (Ch. 13)

Employer liability — The legal responsibility of an employer for harm caused by employees acting within the scope of their job
duties. (Ch. 5)

Entity selection — The choice of legal business structure, affecting liability, taxation, management authority, and the ability to
raise capital. (Ch. 3)

Entrepreneur — Someone who identifies and acts on a new idea or opportunity, typically with the goal of creating something that
did not previously exist. Often associated with innovation in products, technologies, markets, or business models. (Ch. 1)

Equity — The owner’s claim on the assets of the business after all liabilities are deducted. Represents the net worth of the
business attributable to its owners. (Ch. 9)

Equity financing — Providing funding to a business in exchange for a partial ownership stake. No repayment schedule, but the
investor shares in future profits and may influence business decisions. (Ch. 9)

Ethics — The principles that guide conduct and distinguish right from wrong. In business, ethics shapes decisions about how to
treat customers, employees, suppliers, and the broader community. (Ch. 4)

Exit strategy — A plan for how an owner will leave a business, under what terms, and with what outcome. Should be developed
early and updated as circumstances change. (Ch. 13)

External risks — Risks that originate outside the business and are largely beyond the owner’s control, including natural disasters,
economic downturns, supply chain disruptions, and shifts in consumer behavior. (Ch. 10)

F

Financial exposure — The degree to which a business is vulnerable to monetary loss, which increases as the business grows and
takes on more assets, employees, contracts, and locations. (Ch. 11)

Financial risk — The possibility of monetary loss due to cash flow problems, credit issues, debt, or poor financial
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management. (Ch. 10)
Financing — The process of raising money for a specific purpose, such as launching or growing a business. (Ch. 9)

Fixed costs — Costs that remain constant regardless of the level of sales or production, such as rent, insurance, and base
salaries. (Ch. 9)

Founder's dilemma — The fundamental tension between controlling a business and maximizing its financial value. Retaining
control typically limits growth capital; attracting investors typically requires relinquishing control. (Ch. 13)

Friendly buyout — A transfer of business ownership to family members, employees, managers, customers, or friends. Still a sale,
but typically structured differently than an open market transaction. (Ch. 13)

Full disclosure — The obligation to share all facts and details that a customer or partner would need to make an informed
decision, without concealment or distortion. (Ch. 5)

G

General partnership — A business formed by two or more parties who share management, profits, and losses, with each partner
bearing personal liability. (Ch. 3)

Goodwill — The intangible value of a business built through brand reputation, customer relationships, intellectual property, and
market position. Destroyed when a business closes rather than being sold. (Ch. 13)

Gross profit — Revenue minus cost of goods sold. Indicates how much money the business makes on sales before accounting
for operating overhead. (Ch. 9)

H

Holistic marketing concept — The view that a business markets itself through everything it does, including products, culture,
values, customer service, and community reputation, not just through promotional activities. (Ch. 6)

Human resources — The people needed to support the current and future growth of a business, helping it generate revenue,
deliver services, produce products, and handle administrative operations. (Ch. 8)

Human-centered design (HCD) — A design thinking approach that draws inspiration from real people — their needs, behaviors,
and problems — as the primary source of ideas and solutions. (Ch. 2)

Human-in-the-loop — The principle that Al-generated content should always be reviewed, edited, and approved by a person
before it reaches customers, employees, or the public. (Ch. 4)

I

Ideation — The purposeful process of opening the mind to new trains of thought branching out from a stated purpose or problem.
Brainstorming is one ideation technique. (Ch. 2)

Impact — The severity of harm a risk would cause to the business if it occurred, considering financial loss, operational disruption,
damage to customer relationships, and recovery time. (Ch. 10)

Income statement — A financial statement that summarizes a business’s revenue, expenses, and net income over a specific
period. Also called the profit and loss statement. (Ch. 9)

Incubation — The second stage of the creative process, in which the subconscious mind continues processing a problem while
the conscious mind is occupied elsewhere. (Ch. 2)

Independent contractor — A person who provides services to a business without being an employee. Contractors set their own
schedules, use their own tools, and work for multiple clients. The business does not withhold taxes or provide benefits. (Ch. 8)

Initial public offering (IPO) — The transfer of private equity in a company into publicly traded shares on a stock exchange.
Rare, expensive, and appropriate only for a narrow set of businesses. (Ch. 13)

@O0 164



LibreTexts"

Innovation — A change that adds value to an existing product or service. (Ch. 2)

Insight — The third stage of the creative process; the “aha” moment when a solution or idea becomes accessible to conscious
thought. (Ch. 2)

Insurance — A risk transfer mechanism through which a business owner pays a premium to shift the financial consequences of
a potential loss to an insurance company. (Ch. 10)

Intangible resources — Business assets that cannot be seen or touched, including intellectual property, brand reputation, trade
secrets, and proprietary processes. (Ch. 5)

Integrity — Consistency between what you say and what you do. In business, integrity is the foundation of trust with customers,
employees, and partners. (Ch. 4)

Invention — A truly novel product, service, or process that represents a meaningful leap beyond existing products rather than a
variation on them. (Ch. 2)

J

Job description — A written document describing the tasks, responsibilities, outcomes, working conditions, and required skills
and experience for a specific position. (Ch. 8)

Joint venture — A temporary partnership between two businesses formed to pursue a shared goal, sharing costs, risks, and
potential rewards. (Ch. 3)

K

Key activities — The most important things a business must do to make its business model work, including production, problem-
solving, or platform management. (Ch. 12)

Key partners — The external suppliers, distributors, and allies on whom the business relies to operate its model, reduce risk, or
access resources it does not have internally. (Ch. 12)

Key person dependency — A risk that arises when a business relies heavily on one or a few individuals, such that the sudden
loss of that person would significantly disrupt operations. (Ch. 11)

Key resources — The critical physical, intellectual, human, or financial assets required for the business to function and deliver
its value proposition. (Ch. 12)

L

Lateral thinking — Free, open thinking in which established patterns of logic are deliberately set aside in order to explore new
possibilities. (Ch. 2)

Liabilities — Debts and financial obligations owed by the business to other parties, such as loans, accounts payable, and accrued
expenses. (Ch. 9)

Lifestyle businesses — Small businesses built deliberately to provide the owner with income and flexibility rather than to scale,
franchise, or sell. (Ch. 71)

Lifestyle venture — A business in which the owner's primary goal is the life it enables (the freedom, flexibility, and personal
satisfaction of self-employment) rather than financial growth or a future sale. (Ch. 1)

Likelihood — The probability that a specific risk will actually occur, based on factors such as industry history, triggering
conditions, and warning signs. (Ch. 10)

Limited liability company (LLC) — A hybrid business structure combining the liability protection of a corporation with the
simpler administration of a partnership. (Ch. 3)

Limited partnership (LP) — A partnership with at least one general partner bearing full personal liability and one or more limited
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partners whose liability is capped at their investment. (Ch. 3)

Linear thinking — A logical, step-by-step thought process; also called vertical thinking. Essential for execution and
implementation. (Ch. 2)

Liquidation — The sale of all business assets, typically to pay creditors. If all debts are paid, the process may also be called a
walkaway. (Ch. 13)

Man-made disasters — Disastrous events caused directly and principally by deliberate or negligent human actions, including
arson, structural failure, cybersecurity breaches, and civil disorder. (Ch. 13)

Market development — A growth strategy that involves taking an existing product or service to new customers, new geographic
areas, or new customer segments without changing what is being sold. (Ch. 71)

Market penetration — A growth strategy that focuses on selling more of an existing product or service to an existing market,
making it the lowest-risk quadrant of the Ansoff Matrix. (Ch. 11)

Market segmentation — The process of dividing a total market into relatively similar subgroups that behave differently from
each other, to focus marketing efforts more effectively. (Ch. 6)

Marketing — The activity, institutions, and processes for creating, communicating, and exchanging offerings that have value for
customers, clients, partners, and society. (Ch. 6)

Marketing concept — The principle that all business operations should be focused on meeting customer needs and wants in
ways that differentiate the company and achieve profitability. (Ch. 6)

Marketing environment — All forces that affect a business'’s ability to operate and market effectively, including internal factors
(controllable) and external factors (not controllable). (Ch. 6)

Marketing management — The day-to-day tactical decisions, resource allocations, and implementation tasks that execute the
marketing strategy. (Ch. 6)

Marketing mix — The combination of product, price, promotion, and place (distribution) that a business uses to reach its target
market. Also known as the four Ps. (Ch. 6)

Marketing objectives — What a business wants to accomplish with its marketing strategy, such as customer acquisition,
increased retention, market entry, or brand repositioning. (Ch. 7)

Marketing strategy — The selection of target markets, differentiation and positioning decisions, and marketing mix choices
designed to achieve marketing objectives. (Chs. 6, 7)

Measurability — One of the six segmentation criteria. The degree to which a market segment can be identified, defined, and
estimated in size. (Ch. 7)

Minimum viable product (MVP) — A version of a product or service that is functional enough to bring to market for testing and
feedback, while still being refined and developed. (Ch. 2)

Moral compass — The internalized capacity to distinguish right from wrong in challenging situations and to act ethically by habit
rather than deliberate calculation. (Ch. 4)

N

Net income — The amount remaining after all expenses are subtracted from revenue. A positive figure indicates profit; a negative
figure indicates a loss. (Ch. 9)

New-employee orientation — A structured introduction provided to employees during their first days or weeks on the job,

covering the business’s culture, values, expectations, policies, and procedures. A well-designed orientation improves early
retention and helps new hires become productive members of the team more quickly. (Ch. 8)
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Niche market — A small, narrowly defined target market that is not being well served by mainstream competitors. Often an ideal
focus for small businesses. (Chs. 6, 7)

o

Off-the-job training — Training that takes place away from the normal work environment, through workshops, courses, seminars,
or classroom instruction. Allows deeper focus on new concepts. (Ch. 8)

On-the-job training — Training that takes place in the actual work environment using real tools, equipment, and processes. Most
common for technical and operational roles. (Ch. 8)

Operational risk — The risk of disruptions to the day-to-day processes of a business, stemming from equipment failures, supply
chain disruptions, employee errors, or the sudden loss of a key person. (Ch. 10)

Opportunities (SWOT) — External conditions in the environment that the business can position itself to take advantage of, such
as market trends, underserved segments, or competitive gaps. (Ch. 12)

Overextension — A condition in which a business expands beyond its capacity to deliver consistently, damaging its reputation,
straining relationships, and triggering financial losses. (Ch. 11)

P

Pain point — A problem that people have with an existing product or service that could be addressed by a new or modified
solution. (Ch. 2)

Patent — A government grant of the exclusive right to make, use, sell, or import a novel invention for approximately twenty years
from the date of the initial application. (Ch. 5)

Positioning — Placing a brand in the customer’s mind in relation to competing alternatives, based on attributes and benefits that
matter to the customer. (Chs. 6, 7)

Positioning map — A visual tool that plots a business and its competitors on a grid defined by two dimensions that matter to
the target customer, revealing gaps and opportunities in the competitive landscape. (Ch. 7)

Pre-orders — Advance purchases made by customers before a product is available, providing cash to fund production or startup
costs. (Ch. 9)

Process complexity — The increased difficulty of coordinating business operations as volume grows, requiring informal systems
to be replaced by documented procedures and clearly defined roles. (Ch. 71)

Product development — A growth strategy that involves creating new products or services to offer to an existing customer base,
building on established trust and relationships. (Ch. 11)

Product life cycle (PLC) — The progression of a product or service through five stages — development, introduction, growth,
maturity, and decline — each with distinct sales, profit, and marketing strategy characteristics. (Ch. 7)

Professional development — Ongoing learning that allows employees to maintain, upgrade, and expand their skills throughout
their careers. May be required for certain licensed or certified professions. (Ch. 8)

Q

Quality control — The set of processes a business uses to ensure its products or services consistently meet the standards that
built its reputation, which becomes harder to maintain as volume increases. (Ch. 71)

Related diversification — A form of diversification in which the new venture shares some connection to existing operations,
skills, or supply chains, making it less risky than entering a completely unrelated field. (Ch. 71)

Reputational risk — The threat of damage to how a business is perceived by customers, partners, and the community, which can
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spread quickly and be difficult to reverse. (Ch. 10)

Reputational vulnerability — The heightened exposure a growing business faces to public perception damage, where a quality
failure or service breakdown becomes more visible and harder to recover from as the business scales. (Ch. 11)

Revenue streams — The ways in which a business generates income from its customer segments, including one-time sales,
subscriptions, usage fees, licensing, and commissions. (Ch. 12)

Risk — The possibility that an event or decision will result in an outcome different from what was expected, which can mean
something worse or something better than planned. (Ch. 10)

Risk acceptance — A risk management strategy in which a business owner acknowledges a risk and decides to proceed without
additional mitigation, typically because the cost of addressing it outweighs the potential downside. (Ch. 10)

Risk assessment — The process of identifying specific business risks, evaluating their potential impact and likelihood, and
prioritizing which ones to address first. (Ch. 10)

Risk avoidance — A risk management strategy in which a business owner chooses not to engage in an activity or decision that
would expose the business to a particular risk. (Ch. 10)

Risk management — The ongoing process of making decisions about how to handle identified risks by matching the appropriate
strategy to each specific situation. (Ch. 10)

Risk matrix — A visual tool that plots identified risks on a grid based on likelihood and impact, helping business owners prioritize
which risks require immediate attention. (Ch. 10)

Risk reduction — A risk management strategy that involves taking steps to decrease either the likelihood of a risk occurring or
the severity of its impact if it does occur. Also called risk mitigation. (Ch. 10)

Risk tolerance — The degree of uncertainty or potential loss that a person is willing to accept in pursuit of a goal, shaped by
financial circumstances, personality, experience, industry, and life stage. (Ch. 10)

S

S corporation — A pass-through tax entity in which business profits are reported on shareholders’ personal tax returns, avoiding
double taxation. (Ch. 3)

SBA-guaranteed loans — Loans in which the U.S. Small Business Administration guarantees repayment to the lender, reducing
the lender’s risk and increasing access to capital for small businesses that might not otherwise qualify. (Ch. 77)

SCORE — A national nonprofit organization that provides free mentoring and business advice to small business owners through
a network of volunteer business professionals. (Ch. 3)

SEO (search engine optimization) — The practice of structuring a website and online presence to appear higher in search
engine results for relevant queries. (Ch. 6)

Service mark — A mark that identifies and distinguishes the source of a service rather than a product. Functions the same way
as a trademark. (Ch. 5)

Shareholder(s) — An owner of a corporation who holds shares of stock representing a proportional ownership interest. (Chs. 3,
4)

Significant margins and resources — One of the three criteria for a recognized business opportunity. The business must have
the potential for profit margins that justify the investment, and the capital and other resources required must be achievable. (Ch.
12)

Significant market demand — One of the three criteria for a recognized business opportunity. The idea must deliver real value
that a specific group of customers is willing to pay for. (Ch. 12)

Significant market structure and size — One of the three criteria for a recognized business opportunity. The market must be
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large enough to support the business and have manageable barriers to entry. (Ch. 12)

Small business — A business that is independently owned and operated, exerts little influence in its industry, and has fewer than
500 employees (SBA definition). The majority of small businesses in the United States have no paid employees at all. (Ch. 1)

Small business owner — Someone who owns and operates a business, which may or may not involve entrepreneurial innovation.
The business may follow an established model in an existing industry. (Ch. 1)

Societal marketing concept — An extension of the marketing concept that requires businesses to balance customer
satisfaction, company profitability, and the long-term well-being of society. (Ch. 6)

Sole proprietor — The owner of a sole proprietorship; legally the same entity as the business, bearing full personal liability. (Ch.
3)

Sole proprietorship — The simplest business structure, owned and managed by one individual, with no required state filing and
no separation between owner and business. (Ch. 3)

Stability — One of the six segmentation criteria. The degree to which consumer preferences in a market segment are consistent
over time rather than highly volatile. (Ch. 7)

Stakeholder theory — The view, developed by R. Edward Freeman in the 19880s, that businesses are responsible not only to
shareholders but to all parties affected by their decisions, including employees, customers, suppliers, and the community. (Ch. 4)

Stakeholders — Everyone who has a meaningful interest in how a business operates, including employees, customers, suppliers,
neighbors, the local community, and the environment. (Ch. 4)

Statement of cash flows — A financial statement that explains the sources and uses of a business'’s cash over a specific period,
organized into operating, investing, and financing activities. (Ch. 9)

Strategic risk — Risk that arises from decisions about the direction of a business, including choices about markets, competition,
products or services, and long-term goals. (Ch. 10)

Strengths (SWOT) — Internal capabilities and advantages of the business or owner, such as skills, experience, credentials, and
professional networks. (Ch. 12)

Substantiality — One of the six segmentation criteria. The degree to which a market segment is large and profitable enough to
justify the investment required to serve it. (Ch. 7)

Succession planning — A formal, documented plan for transferring business leadership or ownership to a chosen successor,
whether a family member, key employee, or other individual. Ideally developed years before the intended transition. (Ch. 13)

Supply chain pressure — The strain placed on supplier relationships and logistics when business growth increases demand
beyond what existing supply arrangements can reliably support. (Ch. 11)

SWOT analysis — A structured framework for evaluating a business or opportunity across four dimensions: Strengths,
Weaknesses, Opportunities, and Threats. Internal factors are Strengths and Weaknesses; external factors are Opportunities and
Threats. (Ch. 12)

Symbolic layer — The third of three product layers. The emotional and psychological meaning a product or service holds for the
customer. (Ch. 7)

T

Tangible resources — Physical assets that can be seen and touched, such as facilities, equipment, vehicles, technology, and
supplies. (Ch. 5)

Target market — One or more market segments selected as the primary focus for a business’s marketing and sales efforts. (Chs.
6,7)

Threats (SWOT) — External conditions that could harm the business or make success more difficult, such as competition,
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economic downturns, or unfavorable regulatory changes. (Ch. 12)

Tort law — A body of law that protects people from being harmed physically, financially, or otherwise by the actions of others,
and provides remedies when harm occurs. (Ch. 5)

Touch points — All the communication, human, and physical interactions a customer experiences during their relationship with
a business. (Ch. 6)

Trade secret — Valuable business information (formulas, processes, methods, or strategies) that is protected by keeping it
confidential rather than through government registration. (Ch. 5)

Trademark — The exclusive right to use a name, symbol, slogan, logo, or character in connection with a specific good or service.
Federal registration provides nationwide protection. (Ch. 5)

Training — The investment of time and resources in developing employees’ skills and knowledge for specific job functions, with
the goals of improving capability, productivity, and performance. (Ch. 8)

Truthfulness — The legal and ethical obligation to be factual, accurate, and transparent in all business representations. (Ch. 5)
V)

Unrelated diversification — A form of diversification in which the new venture has little or no connection to existing operations,
products, or customers, representing the highest level of risk within the diversification quadrant. (Ch. 771)

Vv

Value propositions — The bundle of products, services, and benefits a business offers to each customer segment that creates
value and addresses specific customer needs or problems. (Ch. 12)

Variable costs — Costs that change in direct proportion to the level of sales or production, such as raw materials and direct
labor tied to output. (Ch. 9)

Venture capital — Funding provided by professional investment firms to businesses with high-growth potential in exchange for
an ownership stake, typically involving significant capital and a degree of shared control. (Ch. 11)

Venture capitalist — A professional investor or investment firm that specializes in funding early-to-growth-stage companies with
high growth potential, typically in exchange for significant equity and board representation. (Ch. 9)

w

Walkaway — The clean closure of a business in which all debts are paid, contracts are concluded, and employees are placed
before the business ceases operations. (Ch. 13)

Weaknesses (SWOT) — Internal gaps or disadvantages of the business or owner, such as limited capital, lack of experience in a
key area, or insufficient professional networks. (Ch. 12)

Word-of-mouth communication — Customers talking to each other about their experiences with a business, product, or service.
Considered the most powerful form of promotion because it comes from people with no commercial interest. (Ch. 6)

Working capital — The funds a business needs to cover day-to-day operating expenses, which increases as the business grows
and must often be secured before new revenue arrives. (Ch. 71)

This page titled Glossary is shared under a CC BY-NC-SA 4.0 license and was authored, remixed, and/or curated by Mary Ann Hughes Bultts.
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