Entrepreneurship, New Ventures, and Business Ownership

personalities have led to a solid give-and-take relationship that
helps them overcome business problems while maintaining a
happy interpersonal relationship.

The division of work is a natural match and successful
combination because of the partners’ different but complemen-
tary interests. Mark is a natural salesman and has most of the
face-to-face contact with customers; he also handles personnel
matters (hiring and training employees). Connie manages the
inventory, buys shipping supplies, keeps the books, and over-
sees the finances. Both partners share in decisions about adver-
tising and promotions.

The Dilemma

Things began changing two years ago when Connie became
less interested in the business and got more involved in other
activities. Whereas Mark’s enthusiasm remained high, Connie’s
time was increasingly consumed by travel, recreation, and
community service activities. At first, she reduced her work
commitment from four to three days a week. Although not
physically present as many hours, she was attentive to e-mails
and often worked from home ordering inventory and paying

Cases

It All Started with a Late Fee
Continued from page 74

At the beginning of this chapter, you read about how the idea
for Netflix came about and how the company chose their busi-
ness model. Using the information presented in this chapter,
you should now be able to answer the following questions:

QUESTIONS FOR DISCUSSION

3-22. What are some of the primary reasons Netflix has been
successful?

3-23. Netflix is a corporation. Why do you think the firm uses
this form of ownership?

3-24. What threats might derail Netflix's success? What steps
might the firm take today to thwart those threats?

3-25. Suppose Reed Hastings asked you for advice on how to
make Netflix better. What would you tell him?

Ice Cream Headache

If you have ever visited a Cold Stone Creamery, you are familiar
with the seemingly endless list of ice creams and toppings, as
well as prepared cakes and other confections. You may not be
aware, however, that Cold Stone is a franchise sold by Kahala
Brands, whose other franchisee opportunities include Blimpie’s
sandwich shops and Samurai Sam’s Teriyaki Grills.* Cold Stone
has approximately 1,400 locations in 20 countries. In case you
are considering opening your own Cold Stone, you might be in-
terested in the conditions of ownership. Those who wish to pur-
chase a Cold Stone franchise must show that they are financially
sound, with at least $125,000 of cash available and a $250,000
net worth. The up-front franchise fee is $27,000 and the franchise
is good for a ten-year term. Cold Stone provides plenty of as-

sistance in selecting a location and opening a store, but start-up ~

costs are estimated to be over $250,000. The company estimates
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bills. Then she indicated that she wanted to cut back further,
to just two days. At first, the store continued to operate pretty
well, but problems began to arise. With Connie spending less
time managing the inventory, Mark found that they often had
empty spaces on the showroom floor. Furthermore, Connie had
less time to focus on their financial situation and suppliers start-
ing complaining about late payments on invoices. While Connie
feels that her contributions are still substantial, Mark feels that
their 50/50 is no longer fair. Connie, on the other hand, believes
that she’s keeping up her end of the bargain and doesn’t want
to make any changes to the partnership agreement.

QUESTIONS TO ADDRESS

3-19. What are the reasons the business has been successful?
How did each partner contribute to the success?

3-20. Looking ahead, what are the biggest risks to their
venture?

3-21. Is it fair for Connie to work fewer hours than Mark?
What changes could they make to create equity and fair-
ness in their agreement?

that the average time to open a location is four to twelve months,
which presents a real challenge for a new franchise owner. Once
in operation, franchisees will pay a royalty fee of 6 percent of
gross sales and an advertising fee of 3 percent of gross sales.®

Cold Stone’s parent organization provides support in site
selection, lease terms, and equipment selection. They provide
11 days of training at the company’s headquarters and three ad-
ditional days of training at the franchisee’s location. Once the
business is up and running, they provide continued support
through newsletters and annual meetings, cooperative advertis-
ing arrangements, and a toll-free hotline. In 2015, Entreprenuer.
com ranked Cold Stone Creamery #54 in its list of Top 500 fran-
chise opportunities.’!

Revenues for Cold Stone franchises have declined in re-
cent years. In 2005, the typical location earned approximately
$400,000 in revenues, but this number dipped to $352,000 in
2011. Tough economic times cut into discretionary spending,
hurting the ice cream business. In 2012, a group of Cold Stone
Creamery franchise owners threatened to file suit against the
company, alleging that the company was not delivering on
promised marketing campaigns. In addition, there was an on-
going dispute over revenue and interest from unused gift cards.
Tensions between franchisors and franchisees are becoming in-
creasingly common. Eric Stites, managing director of Franchise
Business Review, reflects, “When franchises aren’t making
money, that’s when you see them form associations and sue the
franchiser.” Franchises in the food industry seem to have been
hurt especially hard. Although the initial investment is often
close to $450,000, annual profits average only $88,382. Although
a bowl of ice cream will brighten almost anyone’s day, a Cold
Stone Franchise may not be a sure thing.*

QUESTIONS FOR DISCUSSION

3-26. What would be the advantages of buying a Cold Stone
Creamery franchise as opposed to starting a business
from scratch?
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3-27. What are the disadvantages of buying a Cold Stone
Creamery franchise?

3-28. While franchise owners must have at least $125,000
of cash available, average start-up costs are more than
double this amount. What are the most likely sources of
funding for a franchise?
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3-29. How would you research a franchise purchase before
making the decision to invest?

3-30. Do you think that you would be interested in owning a
Cold Stone Creamery franchise? Why or why not?

Go to the Assignments section of your MyLab to complete these writing exercises.

3-31. Research suggests that certain characteristics are common for most entrepreneurs. Pick
three and explain why they are important for an entrepreneurial mind-set. Compare
and contrast how some might be more important than others given different situations.
Are there situations where these characteristics might hinder successful entrepreneur-
ship? Explain your answers.

3-32. What are the three primary forms of business ownership? Provide a description of
each as well as the most significant advantages and disadvantages. When is each
form most appropriate or desirable?
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