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“OPENING PROFILE

BRIAN AND JENNIFER MAXWELL
~ " Brian Maxwiell, an intérnationally ranked marathon runner and coach at the University of.
" California, Berkeley, was leading a marathon race in England when at the 21-mile mark
he'-b‘egan o eXp’erience"di'zz'ihe’ss'ahd tunnelvision, which forced him to quit the race. His
o consumptlon of energy drmks on the. day of the race ‘had failed and motivated him to
find a solu’uon for.a better energy source. He teamed
up Wwith Jennifer Blddulph a student studymg nudrition
“and food science {now a PhD chemist), and they began
S - the quest for-an energy bar that would taste good, be
{ healthy and nutrlt:ous, and provide the appropr:ate ingredients to optimize perfor-

© . . manee With $50,000 gathered from savings, they were determined to find a solution.’

Dunng their three years-of research, experts mdsca’ced to them that it would be im-

p055|ble to: produce a healthy product because of the large amounts of saturated fats

" necessary for. lubricating machmery inthe food bar manufacturing process. However,

after many failures, they found the solution: They understood that their efforts re-

j quired:developing a food'bar manufacturing process that would not require adding

" fats for Eubrication of machinery and would produce a product that would meet the

: desnred attrlbutes The product needed to- prowde a balance of simple carbohydrates

: for quick. engryy, complex carbohydrates forlonger. Ias’cmg ehergy, and low fat for easy '
d;gestion Hundreds of rec1pes were tested with athletes until the most effectwe and
: best-tasting: product was Tound. Continued requests among these athietes o have

{; more of those ”pOWer bars” led tothe final brand name, and In 1986 they officially

formed the company, ‘PowerBar: Inc. :

Initially thé company was operated from Brian and Jennifer’s basement The first,
products, which wenton sale i in' 1987, were the Malt-Nut-and Chocolate flavors After
their marrlage in 1988, they moved to a new faCII[ty ancl began hiring employees to.

" meet the growing demand. . ‘
Their vision of f|ndrng a solu’clon to a serious runner's energy source wasn‘i the only'
factor in forming this new venture, Both Brian and Jennifer were determined to create
a work enwronment Where employees would feel important.and have a strong sense
“of. pr]de in the cofnpany. They wanted a company that did not have all the things that
* they hated about jobs they had held previously. Thus, they created awork en\nronment
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where employees are calied team members, the dress is casual, and the focus is on
~ sports. To Brian and Jennifer, it was important that their employees enjoyed the work-
place and develbped an important loyalty and commitment to the company’s mission.
in the early part of the 1990s, sales for the new venture increased by 50 to 60 per-
cent. In 1997 sales began to slow and increased by only 23 percent. In 1995 Brian and
“Jennifer turned down an opportunity to purchase Balance Bar; a producer of an energy
bar that targeted the more casual athlete and those who were looking for a nutritious
snack. They had believed that their company did not need to add any new products and
could continue to grow with the one product. In retrospect, they realized this was a mis-
take in strategy and that the venture could not survive on the one product, especiaily
when they saw sales begin to stall in 1995. At that time there were many néw competi-
tors who recognized the opportunities in a larger market by introducing energy bars
.for casual exercisers and snackers. 50 in 1997 Brian.and Jennifer began efforts to find
new products. 1n 1998 they launched PowerBar-Harvest, a crunchy, textured energy bar
available in a number of flavors that would target casual athletes and consumers look-
ing for a nutritious snack, In 1999 a new creamy bar called Essentials and a new line of
sports drinks were Jlaunched. _ :

Today PowerBar is still the leader in the serious athlete matket, and Harvest has just
passed clif bar to become the numbef_three prand in this category. Safes in 1999 reached
$135 million. The company also opened ‘2 state-of-the-art manufacturing facility in
idaho and two distribution centers in‘ldaho and North Carolina. It also established two
cubsidiaries in Canada and Germany-as opportunities for sales growth i international
markets occﬁrre_d. ' o .

“Brian still runs 40 to 50 miles per week. Jennifer was recently recognized in the first
-annual Working Women Entrepreneurial Excellence Awards competition by winning
- for Harvest in the Best Innovation category. in 2000, PowerBar was purchased by Nestié
CUSA, Whi_ch intenids to grow and expand-it globally. Brian Maxwell will continue to play

an integral role in the company. C

In this chapter, important management decision areas are reviewed and discussed.
Building a solid management team and a !oyal-em"ployee base, recognized by entre-
preneurs like Brian and Jennifer Maxwell as being very important during the early
yeérs, is discussed in detail, along with financial and marketing control decisions.

GROWTH STRATEGEES.: WHERE T0 LOOK -
FOR GROWTH OPPORTUNITIES -

Tn Chapter 3 we discussed new entry as an essential act of entrepreneurship. A successiul
new entry provides the opportunity for the entrepreneur to grow his or het business. For ex-
ample, introducing a new product into an existing market provides the opportimity to take
market share from competitors; entry into a new market provides the opportunity to service




Entreprerieurship, Eighth Edition

eneiration siraiegy

" A strategy to grow by

ficouraging existing

customets to buy more

.- of the firm's current
reducts

CHAPTER 13 STRATEGIES FOR GROWTH AND MANAGING THE IMPLICATIONS OF GROWTH 381

a new group of customers; and a new organization has a chance to make, and build upon,
its first sales. Although it is difficult to provide direct gnidance to entrepreneurs on a step-
by-step process for generating a highly attractive opportunity, in this chapter we provide a
model] that offers suggestions on where to look for growth opportunities in which the firm
may already have a basis for a sustainable competitive advantage, We then investigate the
implications of that growth for an economy, for the firm, and for the entrepreneur, as well
as the possible need to negotiate for resources from external sources to sustain firm growth.
We know from Chapter 3 that opportunities for new entry are generated by the knowl-
edge of the entrepreneur and from organizational knowledge. We use this as a basis for
deciding on the best place to look for opportunities to grow the business. From a simple
perspective, we can assume that the entrepreneur and the firm have knowledge about
 the product that they are currently producing and selling (the existing product) and have
knowledge about the group of customers to which they are currently selling that product
(the existing market).

Different combinations of different levels of these types of knowledge are represented
in Figure 13.1 and provide a model of different growth strategies.> Most of these growth
strategies can lead to a competitive advantage because they capitalize on some aspect of the
entreprencur’s, and the firm'’s, knowledge base, These growth strategios are: (1) penetration
strategies, (2) market development strategies, (3) product development strategies, and
(4) diversification strategies.

Pensiration Strategies

A penetration strategy focuses on the firm’s existing product in its existing market. The
entreprenenr attempts to penetrate this product or market further by encouraging existing
customers to buy more of the firm’s current products, Marketing can be effective in encour-
aging more frequent repeat purchases. For example, a pizza company engages in an exten-
sive marketing campaign to encourage jts existing customer base of university students to
eat its pizza three nights a week rather than only twice a week. This growth strategy does not
involve anything new for the firm and relies on taking market share from competitors
and/or expanding the size of the existing market. Therefore, this growth strategy attempts
to better exploit its original entry.

product N
. develogmant
. shrategles:

F'enetratio,n:' PR B
" strategies’ |

o Markat
+.development
‘strategies. - |-

- Diversification .
‘- sgirategies

Source: I, I, Ansoff, Corporate Strategy: An Analytical Approach to Business Policy for Growth and Expansion (New York;
MeGraw-Hill, 1965).
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Market Development Strategies'

Growth also can occur through market development strategies. Market development strate-
gies involve selling the firm’s existing products to new groups of customers. New groups
of customers can be categorized in terms of geographics or demographics and/or on the
basis of new product use.

New Geographical Market This simply refers to selling the exjsting product in new lo-
cations. For exatnple, a firm selling its products in Singapore could start selling its products
in Malaysia, Thailand, and Indonesia. This has the potential of increasing sales by offering
products to customers who have not previously had the chance to purchase themn. The ertre-
preneur must be aware of possible regional differences in customer preferences, language,
and legal requirements that may necessitate a slight change in the product (or packaging).

New Demographic Market Demographics are nsed to characterize (potential) customers
based upon their income; where they live; their education, age, and sex; and so on. For an
entrepreneur who is currently selling the firm’s existing product to a specific demographic
group, the business could grow by offering the same product to a different demographic
group. For example, a studio currently produces and sells computer games (specializing
in games on baseball and soccer) to males between the ages of 13 and 17. However, there is
an oppottunity for this company to expand its sales by also targeting males between the ages
of 24 and 32 who are university educated, have high disposable incomes, and would likely
enjoy the escapism of these computer game products.

New Product Use  An entrepreneurial firm might find out that people use its product in
a way that was not intended or cxpecte;d. This new knowledge of product use provides in-
sight into how the product may be valtable to new groups of buyers, For example, when [
moved from Australia to Chicago, Tbought & baseball bat.  did not use the bat to play base-
ball; rather, I kept it beside my bed for security against anyone who might break into my
apartment. Fortunately, I never had to use it, but I did sleep better knowing it was there.
Recoguition of this new product use could open up a whole new market ‘for the manufac-
turers of baseball bats. Anotber example is four-wheel-drive vehicles. The original produe-
ers of this product thought that it would be used primarily for off-road recreational driving
but found that the vehicle was also popular among housewives because it was big enough
to take the children to school and carry all their bags and sporting equiptent. Knowledge
of this new use allowed the producers to modify their product slightly to better satisfy cus-

" tomers who use the product in this way. An advantage from using a market development

strategy is that it capitalizes on existing knowledge and expertise in a particular technology
and production process.

Product Development Strategies

Product development strategies for growth involve developing and selling new products to
people who are already purchasing the firm’s existing products. Experience with 2 particu--
lar customer group is a source of knowledge on the problems custorners have with existing
technology and ways in which customers can be better served. This knowledge is an impor-
tant resource in coming up with a new product. For example, Disney Corporation built on
its existing customer base of Disney movie viewers and developed metchandising products
specifically aimed at this audience. A further advantage of using a product development
strategy is the chance to capitalize on existing distribution systems and on the corporate
reputation the firm has with these customers.
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Diversification Strategiss

Diversification strategies involve selling a new product to a new market, Even though both
knowledge bases appear to be new, some diversification strategies are related to the entre-
preneur’s (and the firm’s) knowledge. In fact there are three types of related diversification
that aro best explained through a discussion of the value-added chain, _

As illustrated in Figure 13.2, a value-added chain captures the steps it takes to develop
raw materials info a product and get it into the hands of the customers. Value is added at
every stage of the chain. For the value added, each firm makes some profit. If we focus on
the manufacturer, oppartunities for growth arise from backward integration, forward inte-
gration, and horizontal integration. Backward integration refers to taking a step back (up)
on the value-added chain toward the raw materials, which in this case meaus that the man-
ufacturer also becomes a raw materials wholesaler, In essence the firm becomes its own
supplier. Forward integration is taking a step forward (down) on the value-added chain to-
ward the customers, which in this case means that the firm also becomes a finished goods
wholesaler. In essence the firm becomes its own buyer,

Backward or forward integration provides an entrepreneur with a potentially attractive
oppormunity to grow his or her business. First, these growth opportunities are related to the
firm’s existing knowledge base, and the entrepreneur could therefore have some advantage
over others with no such experience or knowledge. Second, being one’s own supplier
and/or buyer provides synergistic opportunities to conduct these transactions more offi-
ciently than they are conducted with independent firms folfilling these roles. Third, operat-
ing as a supplier and/or a buyer of the original business provides learning opportunities that
could lead to new processes and/or new product improvements that would not have been

available if this integration had not taken place.

Finished goods wholesaler |

“. . Retailer -
$. S 2
" Customer. "+

" Customer .
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AS SEEN IN ENTREPRENEUR M AGAZINE
' PROVIDE ADVICE TO AN ENTREPRENEUR ABOUT GROWING INTO NEW

'MARKETS USING THE INTERNET *

Dot-com mania may have ended, but selling products
and services online has scarcely Begun. In fact, esti-
.mates from a variety of sources have total online retail
salés.Increasing approximately 30 percent in 2002. And
“after years of similarly rapid growth, the absolute num-
bers aren't tiny either: Projections based on the U.5.
Departtent of Commerce’s conservative data reports
indicate that online sales of goods and services topped
$42 bilion In 2002, And thie Department of Commerce

doesn't incluide online travel sales, which typically ac-

count for 40 percent or more of online revenue. .

"One thing driving online sales growth is the still-

increasing ‘number of people going online. Market "

trackers at Jupiter Media Metrix forecast the num-’

ber of otline Americans will double in five years to -

132 mifiion. Because about half of Internet users buy
~ something online during ‘any particular year, that
translates to solid growth for online commerce.

‘The online market ‘isn‘t just growing; it’s also

changing. To begin with, the shoppers themselves
are transforming. Once mostly men, they're now
mostly women. Though the Net is seen as a youthful
medium, seniors are the fastest-growing age group.
And though ethnic groups have lagged behind the
mainstream in embracing online, they are catching up
fast. “While the general market is tending to flatten
out a little bit, the ethnic market continues to have
rapid growth,” says Derene Allen, vice president of
The Santiago Solitions Group, a San Francisco multi-
cultural marketing consutting firm.

These groups alt have their own reasons for shop-
ping online, their own styles, and their own favored
purchases. They're buying a broader range of prod-
ucts and services as well. Once, goods were divided
into those suitable for sale on the Internet and those
not suitable. Supposedly, items such as furniture were
not online-ready, for instance. But increasingly, nearly
everything is being sold online. Furniture makes up

Torizontel integrotion

most of the volume at PoshTots, a 16-person Glen
Allen; Virginia, online seller of high-end children’s
products. “Our customers are buying cribs and beds,”
says ‘Karen Booth Adams, 33-year-old co-founder,

. "and wie sell-a lot of playhouses.”

Continuihg ‘growth of the online market calls for

' ‘e\iolving"bus“iness strategies as well. The frenzy to

achieve the first-mover advantage that characterized
the earrly years of online retail has subsided. Today, sell-
ing oniine is less about having the latest technology

'7.’and'moré‘ap'out having the b‘ést insight into customers.
"¢ back to ‘tried-and-true- principles of marketing,”

says Kelth Tudor, professor of marketing at Kennesaw

State University in Kennesaw, Georgia.”“Look at your

tustomers’ wants, needs, ‘and motivations.”

ADVICE TO AN ENTREPRENEUR
An entrepreneur who runs a “bricks and mortar” re-
taft business comes to you for advice: -

1. With all the fallures associated with dot-com busi-
nesses, do you think it is safe now for me to start
advertising and selling my products oniine?

2. If | can’t enter this market and rely on first-mover
advantages or on a technological advantage,
then how can | develop a competitive advantage
in the proposed online division of my retail busi-
ness? Do | need to enter just to keep up with my
competitors and maintain market share?

3. If it reverts back to the basic principles of market-
ing, then how do you target your product at a
particular audience when everyone is using the
Internet? -

Source: Reprinted with permission of Entrepreneur Media, Inc.,
“Net Meeting. Lei Us Tntroduce You to the Most Important People
on the Internet, If You Think You Know E-Commerce Consumers,
This Might Surprise You,” by Mark Henricks, February 2003,
Entrepreneur magazine; www.entrepreneur.com.

A third type of related diversification. is horizontal integration. The growth opportunity
occurs at the same level of the value-added chain but simply involves a different, but com-
plementary, value-added chain. For example, a firm that manufactures washing machines
may go into the manufacture of detergent. These products are complementary in that they
need each other to work. Again the relatedness of the new product to the firm’s existing
product means that the firm will likely have some competencies in this new product and

Oceuss at the same level
of the value-added chain
but simply involves a
different, but
complementary, value-
added chain

384
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may provide learning opportunities. Further, horizontal integration provides the opportu-
nity to increase sales of the existing product. For example, the existing product and the new
product may be bundled and sold together, which may provide increased value to cus-
tomers and increase sales. Examples of bundled products include computer hardware and
software, televisions and video recordets, and telephones and answering machines,

What about introducing a new product into a new market that is not related to the ex-
isting business (i.e., not forward, backward, or horizontal integration)? The short answer
is, “Don’t do it,” If it is not related to the current business, then what possible advantage
can this firm have over competitors? Bgo and the mistaken belief in the benefits of a
firm’s diversifying its risk lead some entrepreneurs to pursue unrelated diversification to
their own peril.

Exarmnple of Growth Strategies

To illustrate the use of the preceding model to explore possibilities for firm growth, we con-
sider the early days of the Head Ski Company, which, at that time, only produced and sold
high-tech skis in the U.S. market. A penetration strategy for Head could be achieved
through an increase in its marketing budget focused on encouraging existing customers to
“upgrade” their skis more often. This could involve some sort of performance imperative .
that encourages customers to desire the most up-to-date skis with the newest technological
featvres.

A market development strategy could involve Head’s selling its skis in Europe,
Argentina, and New Zealand. The advantage of moving into Argentina and New Zealand is
that these markets are in the Southern Hemisphere and therefore sales are counterseasonal
to those in the United States (and other Northern Hemisphere markets). Head could also
start selling its skis to the mass market—those less affluent skiers who want a good-
performance gki at a “reasonable” price,

To putsue a product development strategy, Head could develop and sell new products,
such as hats, gloves, boots, and other ski accessories, to people who buy its skis. Head
could also manufacture tennis racquets or mountain bikes—equipment that is used by its
existing customer group when not skiing. These new products would build on its customer
reputation for high-tech, high-quality products and could capitalize on existing distribution
systems. For example, ski shops could sell Head tennis racquets and mountain bikes dur-
ing the summer months, which would also smooth out seasonal variability in sales.

Diversification strategies also offer opportunities for growth. For example, backward
integration could involve the design and manufacture of equipment used to make skis, for-
ward integration could involve control of & chain of retail ski shops, and horizontal integra-
tion could involve ownership of ski mountains (lifts, lodges, etc.).

As this example demonstrates, the model offers a tool for entrepreneurs, to force them
to think and look in different directions for growth opportunities where the firm may al-
ready have a basis for a sustainable competitive advantage. The pursuit and achievement of
growth have an impact on the econony, the firm, and the entrepreneur,

ECONOMIC IMPLICATIONS OF GROWTH

In 1996 Inc. magazine conducted a study of its 500 Tastest-growing ventures in 1984 to as-
certain what happens to those ventures that are entering a growth phase.? In 1984 these 500
fastest-growing ventures had aggregate sales of $7.4 billion and 64,000 full-time employ-
ees and were all experiencing the beginning of the rapid growth described earlier. By 1995,
among the otiginzl 500 ventures, there had been 953 failures or shutdowns and 135 had been
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Source; Marfha B, Mangelsdorf, “The Startfing Truth sbout Growth Companies,” fnc. (May 21, 1998), p. 85. Copyright © 1996 by Mansueto Venfures LLC.
Repraduced with permission of Mansueto Vertures 11.C via Copyright Clearance Center,

sold to new owners, The 233 compantes that were willing to report earnings, however,
more than made up for the failures in jobs created and revenue generated. These 233 com-
panies had reached sales of $29 billion and employed 127,000 people full iime, Thus, these
233 firms represented revenue and total numbers of employees that were sigpificantly
larger than the original list of 500 ventures.

Figure 13,3 compares the 1984 results with the reporied 1994 revenue and numbet of
full-time employees, You can see how significant the growth has been when you compare
the 1994 sales and numbers of employees of the 233 companies that participated with the
1984 sales and numbers of employees of the same 233 companies.
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In addition to the sales and employees, it was reporied that 48 percent were still pri-
vately held under the same ownership and only 6 percent had actually gone public. The fact
that there were so few ventures that had gone public probably defies conventional thinking
in entrepreneurship that becoming a big business requires you to go public to finance the
growth. A comparison of the ventures that did go public, however, revealed that they had
achieved much larger growth than those that did not go public. These 32 companies from
the 1984 list grew by $18.9 billion in revenue, which was an average growth rate of 32 per-
cent. As a group these 32 firms included some of the top enfreprenenrial performers in the
United States, such as Microsoft, Merisel, and Tech Data. Many of these companies had
also retained the original founder of the company as CEQ,

The sample of Inc. magazine ventures does not capture those businesses that ETOW 1uore
modestly, especially small businesses. However, modest Jevels of growth by small businesses
can still have a dramatic impact on an economy. For example, the majority of new jobs in rmost
industrialized economies are created by small business. This does not necessarily mean that
most small firms do grow; rather, the population of small firms is so large that even when a
small percentage of them do grow, the impact on an economy is still significant and important.’

The sample of Inc. magazine ventures does capture some businesses that were at one
stage growing rapidly but later failed. We should not consider buginess failure a negative
outcome for an economy. On the contrary, entrepreneurs who pursue growth opportunities,
even if such pursuit increases the potential for failure, generate knowledge that stimulztes
improvements in technologies and increases econormic resilience.

For example, an entepreneur who “goes for it” and develops a new technology could hit
the jackpot, which obviously provides benefits to the econonty in terms of tax revenue, em-
ployment, reduction of the trade deficit, and so on. But what if the new techiology does not
work as expected and the business is bankrupted? How does this Improve the economy? A
failed attempt provides information for that entrepreneur and other entrepreneurs. Although

the new technology itself did not work, another entrepreneur may have learned from the at-
tempt, which may have provided an important piece of the puzzle and, ultimately, success
{and the associated economic benefits).

An economy made up of entreprenenrs that do not fail is likely a poorly performing
economy. Such an economy does not have entreprencurs willing to pursue high-risk—high-

. potential-growth opportunities and therefore does not benefit from the rewards of technolo-
gies that “hit” and does not learn from those that are pursued but fail. Next we address the
implications of firm growth for the firm and then for the entrepreneur.

IMPLICATIONS OF GROWTH FOR THE FIRM

Because growth makes a firm bigger, the firm begins to benefit from the advantages of size.
- For example, higher volume increases production efficiency, makes the firm more attractive
to suppliers, and therefore increases its bargaining power. Size also enhances the legitimacy
of the firm, becanse firms that are farger are often perceived by customers, financiers, and
other stakeholders as being more stable and prestigious. Therefore, the growing of a busi-
ness can provide the enfreprenenr more power to influence firm performance, But as the firm
grows, it changes. Thesge changes infroduce a number of managerial challenges. These chal-
lenges atise from the following pressures.

Pressures on Existing Financial Resources’

Growth has a large appetite for cash, Investing i growth means that the firm’s resources
can become siretched quite thin. With financial resources highly stretched, the firm is more




Entrepreneurship

388 PART 5 FROM FUNDING THE VENTURE TO LAUNCHING, GROWING, AND ENDING THE NEW VENTURE

vulnerable to unexpected expenses that could push the firm over the edge and into bank-
ruptey. Resource slack (resources in reserve) is required fo ensure against most environ-
mental shocks and to foster further innovation.

Pressures on Humnan Resources

Growth is also fueled by the work of employees. If employees are spread too thin by the
puicsuit of growth, then the firm will face problems of employee morale, employee burnout,
and an increase in employee turnover. These employee issues could also have a negative
impact on the firm’s corporate culture. For example, an influx of a large number of new
employees (necessitated by an increase in the number of tasks and to replace those that
leave) will likely dilute the corporate culture, which is a concern, especially if the firm
relies on its corporate culture as a source of competitive advantage.

Pressures on the Management of Employees

Many entreprenenrs find that as the venture grows, they need to change their management
style, that is, change the way they deal with emyployees, Management decision making that
is the exclusive domain of the entreprenenr can be dangerous to the success of a growing
ventire. This is sometimes difficult for the entrepreneur to realize since he or she has been
so involved in all important decisions since the business was created. However, to survive,
the entrepreneur will need to consider some managerial changes.

~

Pressures on the Entrépreneur’s Time

One of the biggest problems in growing a firm is encapsulated in the phrase “If I only had
_ meore time.” While this is a common problem for all managers, it is particularly applicable
to entrepreneurs who are growing their businesses. Time is the entreprenewr’s most pre- |
cious yet limited resource. It is a unique quantity: The entrepreneur cannot store it, rent it,
hire it, or buy it. It is also totally perishable and irreplaceable. No matter what an entrepre-
neur does, today’s ration is 24 hours, and yesterday’s titne is already history, Growth is de-
manding of the entrepreneur’s time, but as the entreprenenr atlocates time to growth, it must
be diverted from other activities, and this can cause problems.
There ate actions the entreprensur can take to beiter manage these issues and more
effectively grow his or her business. We will now discnss some of these actions.

QVERCOMING PRESSURES ON EXISTING ) |
FINANCIAL RESOURCES

To overcome pressures on existing financial resources, the entrepreneur could acquire new

resources. The acquisition of new resources is expensive, whether in terms of the equity |

sold or the interest payments from debt. The need or the magnitude of the new resources re- i
" quired can be reduced through better management of existing resources. Such importamt

management activities include applying effective financial confrol, managing inventory, :

and maintaining good records.

FINANCIAL CONTROL

The financial plan, as an inherent part of the business plan, was discussed in Chapter 10. Just
as we outlined how to prepare pro forma income and cash flow statements for the first three
years, the entreprenenr will need some knowledge of how to provide appropriate controls to
ensure that projections and goals are met. Some financial skills are thus necessary for the
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ETHICS
‘SSONS FROM ENRON

EN THE SMALLEST BUSINESS CAN i
ARN WHAT NOT TO DO FROM THIS
GIANT COMPANY

ces of Enron?

So you wanted to own a multibilion- do]Ear corpo~
ation and fly around the world in the latest Lear jet.
en along comes Enron, the seventh largest company
the United States, a firm most folks probably never

our 401(k), too. The excesses that caused this: disinte-
on will be thoroughly examined by !awmakers
d regulators. When their work is completed even
he:innocent-will find new government~mandated
ules and regulations to make doing business more

essons can be learned. :

And don't think for a minute the Enron problem is
nething that only giant corporations face. Although
agnitude of its collapse won't be matched by the
ocal print shop or pizza parlor, the collapse of even
he smallest of businesses impacts many people. The
ailure of your business will greatly and negatively im-
¢t you, your partners, your employees, customers,
nd vendors as well as the families of each of those
ups. As business owners, we have a duty to operate
prudent, lawful, and ethical manner.

what can we do? Every good business has a solid
usiness plan and a realistic design for implermenting
t plan. While Enron is fresh In eur minds, we think
e first thing to do is to examine our business plan
'om the perspective of its fidelity to the prudence,
‘gallty, and ethics mentioned above, and then com-
the business plan to the reality. Have business
nacessities” caused us to step over the line? How will
deviations from the plan come back to bite us and
ose who depend on us? Try to recall your first day in
siness—it wasn't about bending the rules, it wasn't
bout living high on the hog (or as they say today,

“growing” pains.

hat can a busmess owner learn from the mis-

heard of, and it ruins your dreams. And .perhaps.

icult. Well, don't despair—"mistakes were made,”

enfreprenett to manage the venture during these early years, Cash flows, the income state-
ment, and the balance sheet are the key financial ateas that will need careful managesnent
and control. Since Chapter 10 explains how to prepare these pro forma statements, the focus
in this section will be controls and the management of thess elements to alleviate financial

-E.ivihg [argé)‘ and it had ﬁothiﬁg tb do with cheéting :

. others—that first day was all about Iaunchmg adream -
and bringmg others along. it's time to relight the flame. -

" As we said, on a [ocal scale, the collapse ofa small’
busmess will match the collapse of an Enron for those
involved. Hwe get caught playing the business game
dirty, we won't see ourselves on national TV, but our -

. next—door neighbor will know that side of our charac-

ter we've tried to hide. So will our families and close
friends. .

Let's think about the things we may be doing now,
things that were never in our plan and were never a
part of our. dreams. And let’s purge them from .our
buéiness practices. A few of the common legal and

-, -ethical missteps some busmeSS owners take which -

must be ended today, are:

. Paymg personal expenses out of busiﬁess funds -
and wr[tmg them oif

+ Not reportmg all cash recmp‘cs

¢ Cheating customers on price, quality, delivery, or
warranty

+ Using misleading advertising

* Failing to pay our business hills on time

* Lying to employees, customers, and vendors

Some may think these lapses pale in comparison to
the allegations against Enron. They don't. If you act
llegalty or unethically in your business, given the
opportunity, you'd do so if your canvas were larger.
Take a good look at the list above and ask yourself,
“What is the penalty if | get caught?” Then ask your-
self a more important question: *Is this who | really
am?” Finally, fix it.

We may yet get to fly in that Lear jet, but we'll
only deserve to if we're honest, hard-working busi-
ness owners.

Source: Reprinted with permission of Entreprencur Media, Inc.,
“Even the Smallest Business Can Leamn What Nor to Do from This
Giant Company,” by Rod Walsh and Dan Cartison, February 2002,
Entrepreneyr magazine: www.enirepreneur.com.
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Managing Cash Flow

Since cash outflow may exceed cash inflow when growing 2 business, the entrepreneur
should try to have an up-to-date assessment of his or her cash position. This can be accom-
plished by preparing monthly cash flow statements, such as that found in Table 13.1, and
comparing the budgeted or pro forma statements with the actual results. The July budgeted
amounts are taken from the pro forma cash flow statement of MPP Plastics. The entrepre-
neur can indicate the actual amounnts next to the budgeted amounts. This will be useful for
adjusting the pro forma for the remaining months, as well as for providing some indication
as to where cash flow problems may exist.

Table 13.1 shows a few potential problem areas. First, sales receipts were less than
anticipated. Management needs to assess whether this was due to nonpayment by some
custormers of o an increase in credit sales. If the lower amount is due to nonpayment by
custorners, the entrepreneur may need o try enforcing faster payment by sending re-
minder letters or making telephone calls to delinquent customers. Bounced checks from
customers -can also affect cash flow since the entrepreneur bas likely credited the
amount to the account and assumed that the cash is readily available, If the lower re-
ceipts are resulting from higher credit sales, the entreprencur may need to eitber con-
sidet short-term financing from a bank or try to extend the terms of payment to his or
her suppliers.” ‘ ‘

Cash disbursements for some items were greater than budgeted and may indicate a
need for tighter cost controls, For example, cost of goods was $22,500, which was $1,700

$ 220
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more than budgeted. The-entrepreneur may find that suppliers increased their prices,
which may require 2 search for alternative sources or even raising the prices of the
products/services offered by the new venture. If the higher cost of goods resulted from
the purchase of more supplies, then the entrepreneur should assess the inventory costs
from the income statement. It is possible that the increased cost of goods resulted from the
purchase of more supplies because sales were higher than expected. However, if these
additional sales resulted in more credit sales, the entrepreneur may need to plan to borrow
money to meet shori-term cash needs. Conclusions can be made once the credit sales and
inventory costs are evaluated. :

The higher selling expenses also may need to be assessed. If the additional selling ex-
penses were incutred to support increased sales (even if they were credit sales), then there
1s no immediate concern. However, if no additional sales were generated, the enirepreneur
may need to review all these expenses and perhaps institute tighter controls.

Projecting cash flow in the early stages can also benefit by conducting sensitivity
analysis. For each monthly expected cash flow, the entrepreneur can use 1 plus and minns 5
for an optimisiic and pessimistic cash estimate, respectively. Thus, our MPP Plastics ex-
ample (Table 13.1) might have projected in the prior month sales receipts of $24,000 and,
using the 1 plus and minus 5 percent, would have a column indicating a pessimistic
amount of $22,800 and an optimistic amount of $25,200, This sensitivity analysis would
then be cotputed for all disbursements as well. Tn this manner the entrepreneur would be
able to ascertain the maximum cash needs given a pessimistic outcome and could piepare
for any cash needs.

For the very new venture it may be necessary to prepare a daily cash sheet. This
might be particularly beneficial to a retail store, restaurant, or service business. Table 13.2

" provides an jllustration of the cash availablo at the beginning of the day with additions
and deletions of cash recorded as indicated. This would provide an effective indication

Note: If the final number is negative or positive, then an error hag oceutred in coflections ar payments.
. .
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of any daily shortfall and give a clear sense of where problems exist or where errors
have occurred. .

Comparison of budgeted or expected cash flows with actual cash flows can provide the
entrepreneur with an important assessment of potential immediate cash needs and indicate
possible problems in the management of assets or control of costs. These items are discussed
further in the next sections.

Managing Inventory

During the growth of a new venture, the management of inventory is an important task. Too
much inventory can be a drain on cash flow since manufacturing, transportation, and stor-
age costs must be borne by the venture. On the other hand, too little inventory to meet cus-
tomer demands can also cost the venture in lost sales, or it can create unhappy customers
who may choose another firm if their needs are not met in a timely manner. ‘

Growing ventures typically tie up more cash in their inventory than in any other part
of the business. Skolnik Industries, a $10 million manufacturer of steel containers
for storage and disposal of hazardous materials, developed an inventory control
system that allowed it to ship products to its customers within 24 to 48 hours. This was
accomplished with a very lean inventory, thanks to the installation of a computerized
inventory-control system that allows the firm to maintain records of inventory on a
produci-by-product basis. In addition to this capability, the system allows the com-
pany to monitor gross margin return on investment, inventory furnover, percentage
of orders shipped on time, length of time to fill back orders, and percentage of cus-
tomer complaints to shipped orders. Software to accomplish these goals is readily avail-
able and in many cases can even be modified to meet the exact needs of the business.
The reports from this system are generated every two to four weeks in normal sales pe-
riods and weekly in heavy sales periods. This system not only provides Skolnik with an
eatly warning system but also frees up cash normally invested in inventory and im-
proves the overall profitability of the firm.? Perpetual inventory systems can be struc-
tured using computers or a manual system. As items are sold, inventory should be re-
duced. To check the inventory balance, it may be necessary to physicaily count
inventory periodically.

Efficient electronic data interchanges (EDIs) among producers, wholesalers, and retailers
can enable these firms to communicate with one another. Linking the needs of a retailer with
the wholesaler and producer allows for a fast order entry and response. These systems also al-
low the firm to track shipments internationally.® The linking of firms in a compnterized sys-
tem has also been developed by the grocery and pharmaceutical industries using a software
system called efficient consumer response (ECR). Supply chain members work together in
this system to manage demand, distribution, and marketing such that minimum inventory lev-
els are necessary to meet consumer demands. Computerized checkout machines are usually
part of these systems so that linked members are able to anticipate inventory needs before
stock-outs occur.'”

Transport mode selection can also be important in inventory management. Some !
transportation modes, such as air transport, are very expensive. Rail and truck are 1
the most often used methods of transportation when a next-day delivery for a customer !
is not necessary. Careful management of inventory through a computerized system
and by working with customers and other channel members can minimizo transporta-
tion costs. Anticipating customer needs can avoid stock-outs and the unexpected cost of
having to meet a customer’s immediate need by shipping a product by next-day air.




Entreprenaurship, Eighth Edition }
—— wﬁw - siee.

CHAPTER 13- STRATEGIES FOR GROWTH AND MANAGING THE IMPLICATIONS OF GROWTH 393

These mistakes can be costly and are likely to significantly reduce the margins on any
transaction.

Managing Fixed Assets

Fixed assets generally involve long-term commitments and large investments for the new
venture. These fixed assefs, such as the equipment appearing in Table 13.3, will have
certain costs related to them, Equipment will require servicing and insurance and will af-
fect utility costs. The equipment also will be depreciated over time, which will be reflected
in the value of the asset over time.

If the entrepreneur cannot afford to buy equipment or fixed assets, leasing could
be considered as an alternative. Leasing may be a good alternative to buying, depending
on the terms of the lcase, the type of asset to be leased, and the usage demand on the
asset. For example, feases for automobiles may centain a large down payment and pos-
sible usage or mileage fees that can make the lease much more expensive than a pur-
chase, On the other hand, lease bayments represent an expense to the venture and can
be used as a tax deduction. Leases are also valuable for equipment that becomes obso-
lete quickly. The entreprenenr can take a lease for short periods, reducing the long-term
obligation to any specific asset. As with any other make or buy decision, the entrepre-

neur should consider all costs associated with the decision as well as its impact on
cash flows,
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Managing Costs and Profits

Althoagh the cash flow analysis discussed earlior ini the chapter can assist the entreprenenr
in assessing and contrelling costs, it is also useful to compute the net income for interim
periods during the year, The most effective use of the interim income statement is to estab-
lish cost standards and compare the actual with the budgeted amount for that time period.
Costs are budgeted based on percentages of net sales. These percentages can then be com-
pared with actual percentages and cani be assessed over time to ascertain where tighter cost
controls may be necessary.

Table 13.3 compares actual and expected (standard) percentages on MPP Plastic’s in-
come statement for its first quarter of operation. This analysis gives the entrepreneur the
opportunity to manage and control costs before it is 100 late. Table 13.4 shows that cost of
goods sold is higher than standard. Part of this may result from the initial small purchases

$ 52,300

$230,100
282,400

$ 21,600

223,200 :
244,800 :

$ 27,600
$282,400
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of inventory, which did not provide any quantity disconnts, If this is not the case, the entre-
preneur should consider finding other sources or raising prices.

Most of the expenses appear to be reasonably close to standard or expected petcentages.
The entrepreneur should assess each item to determine whether these costs can be reduced
or whether it will be necessary to raise prices to ensure future positive profits (although the
effectiveness of raising prices is determined by the market and could substantially lower the
number of items sold and reduce market share). As the venture begins o evolve into the
second and third years of operation, the entreprenenr should also compare current actual
costs with prior incurred costs. For example, in the second year of operation, the entrepre-
neur may find it useful to look back at the selling expenses incurred in the first year of
operation. Such comparisons can be done on a month-to-month basis (Le., T anuary, year 1, to
Januvary, year 2} or even guarterly or yearly, depending on the volatility of the costs in the
particular business. :

Where expenses or costs have been much higher than budgeted, it may be necessary for
the entrepreneur to carefully analyze the account to determine what is the exact cause of
the overrun, For example, utilities represent a single expense account yet may inctude a
number of specific payments for such things as heat, electricity, gas, and hot water. Thus,
the entrepreneur should retain a ranning balance of all these payments to ascertain the
cause of an unmsvally large utility expense. In Table 13.1 we see that the utility expense
was $500, which was $200 over the budgeted amount, or a 67 percent increase, What
caused the increase? Was any particnlar utility responsible for the overrun, or was it 4 re-
sult of higher oil costs, which affected all the utility expenses? These questions need o be
resolved before the entrepreneur accepts fthe results and makes any needed adjustments for
the next period.

Comparisons of the actual and budgeted expenses in the income statement can be mis-
leading for those new ventures where there are multiple products or services. For financial
reporting purposes to shareholders, bankers, or other investors, the income statement would
sumumarize expenses across all products and services. This information, although helpful to
provide an overview of the sticcess of the ventare, does not indicate the marketing cost for
each product, the performance of particular managers in controlling costs, or the most prof-
itable product(s). For example, sclling expenses for MPP Plastics Inc. (Table 13.3) were
$11,700. These selling expenses may apply to more than one product, in which case the en-
treprensur would need to ascertain the amount of selling expense for each product. He or
she may be tempted to prorate the expense across each product, which would not provide a
realistic picture of the relative success of each product. Thus, if MPP Plastics Inc. produced
three different products, the selling expense for each might be assumed to be $3,900 per
product, when the actval selling expenses could be much more or less.

Some products may require mote advertising, insurance, administrative time, transporta-
tion, storage, and so on, which could be misleading if the entreprenenr chooses to allocate
these expenses equally across all products. In response to this problem, it is recommended
that the entrepreneur allocate expenses as offectively as possible, by product. Not only is it

“important to evaluate these cosfs across each product, but also it is important to evaluate
them by region, customer, distribution channel, department, and so on, Arbitrary allocafion
of costs should be-avoided to get a real profit perspective of every product marketed by the
new venfure.

Taxes

Don’t forget the tax agent! The entreprencur will be required to withhold federal and
state taxes for his or her employees. Each month or quarter (depending on the size of the
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payroll), deposits or payments will need to be made to the appropriate agency for funds
withheld from wages. Generally, federal taxes, state taxes, Social Security, and Medicare
are withheld from employees’ salaries and are deposited later. The entrepreneur should be
careful not to use these funds since, if payments are late, there will be high interesi and
penalties assessed. Tn addition to withholding taxes, the new venture may be tequired to
pay a pumber of taxes, such as state and federal unemployment taxes, a matching FICA and
Medicare fax, and othet husiness taxes, These taxes will need to be part of any budget since
they will affect cash flow and profits. To determine the exact amount, dates due, and pro-
cedures, the unemployinent agency for the federal government and the appropriate state or
the tax department can be contacted.

The federal and state governments will also tequire the entrepreneir to file end-of-
year returns of the business. If the venture i incorporated, there may be state corpora-
tion taxes to be paid regardiess of whether the venture earned a profit. The filing peri-
ods and tax rcsponsibﬂities will vary for other types of organizations. Chapter 10
provides some insights into the tax responsibilities of proptietorships, partnerships, and
corporations. As stated earlier, use of a tax accouptant should also be considered to
avoid any errors and provide advice in handling these expenses. The accountant can also
assist the entrepreneut in planning of budgeting appropriate funds to meet any of these
expenses. '

Record Keeping

To support this effort toward financial control, it is helpful to consider using a software
package to enhance the flow of this type of information. With a growing venture it may also
_be necessary to enlist the support and services of an accountant or a consultant to support
record keeping and financial control. These external service firms can also help train em-
ployees using the fatest and most appropriate technology to meet the needs of the veniure.
A system for stozing and using customer information becomes vitally important for a
growing firm. Growth typically involves marketing to new CUSLOMETs, and a Iarge infiux of
new costomers can overwhelm more primitive systems. For example, previously customer
information may have been stored in the memory of the different salespeople, Howevet, as
the sheer number of customners increases, the memory capacity of a salesperson may be ex-
ceeded and important information (and new and existing sales) could be Jost.

Not only will a database increase the capacity to hold and process information, it begins
to accumulate bits of knowledge contained within different individuals into an organiza-
tional knowledge that is accessible to everyone withia the firm. By building organizational
knowledge the entreprenens is less dependent upon any one individual, For example, if the
top salesperson were to die or otherwise leave the organization, then a considerable amount
of important information could be lost to the firm. Specifically, customer information
should be retained in a database that includes information on a contact person (including
telephone nuniber and address), as well as impogtant data on the number of units and dol-
lars of business transacted by each account, New accounts should also be designated for
follow-up, such as welcoming custormers and providing. them with important information
about the company and its products and services.

OVERCOMING PRESSURES ON EXISTING HUMAN RESCURCED

2L

Genetally, the new venture does not have the luxury of & human resource depattment that
can interview, hire, and evaluate employees. Most of these decisions will be the responsi-
bility of the enfreprenenr and perhaps one or two other key employees. The process of
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human resource management should not be any different from what was previously dis-
cussed in Chapter 9, where we outline some of the important procedures for preparing job
descriptions and specifications for new employees.

Some entrepreneurs are using professional employer organizations (PEOs). One such

- company is TriNet Employer Group Inc., which came to the rescue of Robert Teal,
cofounder of a Silicon Valley start-up, Quinta Corporation. Robert had found it time con-
suming and costly to hire and retain employees. His banker suggested he consider TriNet,
After an assessrent of TriNet’s setvices, he hired the firm to assume most of the human
resource tasks of the new venture. This involved such things as recruiting, hiring, setting
up benefit programs, payroll, and even firing decisions, This has given Robert more time to
devote to other aspects of his growing venture. !4

In growing the workforce, entreprenetrs face the decision of what proportion of the
workforce should be permanent and what proportion should be part time, and this decision
involves a mumber of trade-offs. On the one hand, a greater percentage of part-time work-
ers represents a lower fixed cost, witich provides the firm greater flexibility in dealing with
changes in the external environment. On the other hand, personnel nstability is more likely
with part-time workers because turnover is typically higher'2 and part-time workers are less
committed to the firm because they have less of a personal stake in its performance, There-
fore, building a functional organizational culture is more difficult when the workforce has
a greater proportion of part-time workers.

Regardless of the composition of the firm’s workforce, mistakes will be made in
the selection and hiring of some people. This leads to one of the most difficult decisions
for an entrepreneur to make—the firing of incompetent employees. Having a fair em-
ployee evaluation process is essential in justifying the firing of an employee. Employ-
ees should be given feedback on a regular basts, and any problems should be identified
with a proposed solution agreeable to the employee and the entrepreneur. In this man-
ner, continued problems with the employee that necessitate a firing decision will be well
documented.

As integral part of the firm’s buman resource strategy for effectively growing the
business must take into consideration how to maintain the corporate culture despite
the influx of new employees. New employees can be inculcated throngh early training
sessions that perpetuate the stories and rituals that form the basis of the culture. But
the majority of this responsibility falls on the shoulders of the entrepreneur, The entre-
prencur must be the walking, talking emabodiment of the culture, although in cases of
rapid growth the work of the entrepreneur can be complemented by the work of 2 cul-
toral ambassador. For example, as IKEA expanded internationally, Ingvar Kamprad
took a number of steps to ensure that the corporate culture would still have an impact
in foreign stores. For example, he documented the “IKEA way” and nsed cultural
ambassaders and training sessions to inculcate new employees of new stores in foreign
locations.

OVERCOMING PRES§URES CN THE MANAGEMENT
OF EMPLOYEES -

As the venture grows, it changes. Managing change is often a complex task, one that is
beiter undertaken with a participative style of management, A participative style of
management is one in which the entrepreneur involves others in the decision-making
process. There are a number of advantages to using a participative management style
when a firm is growing. First, the compiexity of growing a business and managing
change increases the information-processing demands on the entrepreneur. Involving
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othezs in the decision-making process is a way of reducing these demands. Second,

highly qualified managers and employees are an important resource for coming up with
new ways to tackle current problems. Third, if employees are involved in the decision-
making process, they are more prepated and more motivated to implement the decided
coutse of action. Finally, in most cultures employees enjoy the added responsibility of
making decisions and taking initiative, In such a case, a participative management style
will enhance job satisfaction. The following captures some of the activities the entrepre-
neur can do to institute a more participative style of management and successfully grow

the business.

Establish a Tearn Spirit A team spirit involves the belief by everyone in the organiza-
tion that they are “in this thing together” and by working together great things can be
achieved. Small but important actions by the entrepreneur can create this team spirit. For
example, the entrepreneur should establish a “we” spirit-—not a “me” spirit—in meelings
and memoranda to employees as well as to other stakeholders.

Communicate with Employees  Open and frequent comimunication with employees
builds trust and diminishes foar. Often the fear of change associated with firm growth is
worse than the reality of change, and communication will alleviate some of that anxiety.
Open and frequent communication is a two-way street, The entrepreneur must listen to
what is on the minds of his or her employees. The entreprepeur should solicit suggestions
on how a department or the firm as a whole can more effectively manage growth and

improve its performance.




Entrepreneurship, Eighth-Edition

me management The
rocess of, ireproving an
dividual’s productivity
thzough more efficient
use of time

CHAPTER 13 STRATEGIES FOR GROWTH AND MANAGING THE IMPLICATIONS OF GROWTH 399

Provide Feedback  The entrepreneur should frequently provide feedback to employees.
Feedback needs to be constructive such that it enables the employee to improve the quality

‘of a particular task but does not attack the person and create a fear of failure. The entrepre-

newur should also seek feedback from others. For this feedback to be valuable it must be
honest, which requires a culture that values open and honest communication. An entrepre-
neur confident in his or her own abilities, and with a desire to effectively grow the business,
should be open to, and should encourage, this type of feedback.

Delegate Some Responsibility to Others  With an increasing number of tasks for the
entrepreneut, he or she cannot be available to make every management decision, Key em-
ployees must be given the flexibility to take the initiative and make decisions without the
fear of failure. This requires the entrepreneur to create a culture that values and rewards
employees for taking initiative and sees failure as a positive attempt rather than a nega-
tive outcome.

Provide Continucus Training for Employees By training employess, the entrepre-
neur increases employees’ ability and capacity to improve their own performance at a
particular task and, as a result, improves the chance of successfully growing the firm.
Training should reflect the new management style by involving employees in deciding
upon training session topics.

OVERCOMING PRESSURES ON ENTREPRENEURS' TIME

Entrepreneurs can always make better use of their time, and the more they strive to do so,
the more it will enrich their venture as well as their personal lives, How does one more ef-
fectively manage time? Time managerment is the process of improving an individual’s pro-
ductivity through more efficient use of time. The entrepreneur reaps numerous benefits
from effectively managing his or her time, some of which follow.

Increased Productivily Time management helps the entreprencur determine the tasks of
greatest importance and focuses his or her attention on successfully completing those tasks.
This means that there will always be sufficient time to accomplish the most important
things.

Increased Job Satisfaction Increased productivity means that more of the important
tasks are successfully completed, which in turn enhances the entrepreneur’s job satisfac-
tion. The entrepreneur is less likely to feel “swamped” and overwhelmed by the increasing
number of tasks generated from firm growth. Getting more important things done and be-
ing more successful in growing and developing the venture will give the entreprenevr more
job satisfaction.

trnproved Interpersonal Relationships  Although the total time an entrepreneur sPends
with other individuals in the company may in fact decrease through better time manage-
ment, the time spent will be of a higher quality (quality time), allowing him or her to im-
prove relationships with others inside and outside the firm (including family). Furthermore,
as others in the company experience less time pressure, better results, and greater job sat-
isfaction, relationships within the firm become more harmonious and the firm can build an
esprit de corps.
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Reduced Time Ardety and Tension  Worry, guilt, and other emotions tend to reduce
the entrepreneur’s information-processing capacity, which can lead io less effective as-
sessments and decisions. Effective time management reduces concerns and anxieties,
which “frees up” information processing and improves the quality of the entrepreneut’s
decisions.

Betler Health By reducing anxiety and tension and improving productivity, job satisfac-
tion, and relationships with others, there is less psychological and physiological sirain on
the mind and body, resulting in improved health. Time management can also inchude sched-
uling time to eat well and exercise. Good health, and the energy that it brings, is vital for an
entrepreneut growing his o her business.

Basic Principles of Time Management

Time management provides a process by which the entreprencur ¢an become a time saver,
not a time server, This efficient use of time enables the entrepreneur to expand and grow the
venture properly, increase personal and firm productivity, and lessen the encroachroent of
the business into his or her private life. An entrepreneir develops good time management
by adhering to six basic principles, as follows.

Principle of Desire  The principle of desire requires that the entrepreneur recognize that
he or she is a time waster, that time is an important fesource, and that there is a need to
change personal attitudes and habits regarding the allocation of time. Therefore, effective
time management depends on the entrepreneur’s willpower, self-discipline, and motivation
to optimize his or her time. ' ‘

Principle of Effectiveness The principle of effectiveness requites the entrepreneur to
focus on the most important issues, even when under pressure. Whenever possible, an
entrepreneut should try to complete each task in 2 single session, which requires that
enough time be set aside to accomplish that task. This eliminates time wasted in catch-

" ing up to where one left off. Although quality is of course important, perfectionism is

not and often leads only to procrastination. The entrepreneur must not spend excessive
time on trying to make a small improvement in one area when time would be better
spent in another area. '

Principle of Analysis The principle of analysis provides information to the entrepreneur
about how time is currently being allocated, which will also highlight inefficient or inap-
propriate investments of time. The entrepreneur should track his or het time over a two-
week period, using a time sheet with 15-minute intervals, and then analyze how time has
been spent, where time has been wasted, and how these “time traps” can be avoided in the
future (using the other principles). For example, the entrepreneur should not “reinvent the
wheel” in solving similar problems; rather, standardized forms and procedures should
be developed for all recutring events and operations.

Principle of Teamwork Analysis of time will likely reveal to the entrepreneur that
only a small amount of time is actually under his or her control—most of his ot her time
is taken up by others. The principle of teamwork acknowledges the increasing impot-
tance of delegation for an enirepreneur of & growing firm; that is, the enirepreneur must
require others to take responsibility for the completion of tasks previously undertaken by
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the entrepreneur. The entrepreneur must also help members of the management team be-
come more sensitive to the time management concept when dealing with others in the
company, especially in dealing with the entrepreneur. Note that managing one’s time
does not mean that the entrepreneur must make himself or herself inaccessible to others;
rather, accessibility is increased because the time that is spent with others can now be
fully focused on them, :

Principle of Prioritized Planning  The principle of prioritized Dlanning requires the en-
trepreneur to categorize his or her tasks by their degree of importance and then to allocate
timo to tasks based on this categorization. For example, cach day, an entreprencut should
List all tasks to be accomplished and indicate their degree of importance using a scale from
1to 3, with 1 being most important, 2 somewhat important, and 3 moderately important. The
entreprenevr can then focus on those tasks of most importance (those with a number 1.
Furthermore, the entreprencur can prioritize his or her time, For example, some entrepre-
neurs are most efficient in the morning, some during the afternoon, and some at night. The
most efficient period of the day should be used to address the most important issues.

Principle of Reanalysis  The principle of reanalysis requites the entropreneur to period-
ically review his or her time management process. In this reanalysis, entrepreneurs ¢an of-
ten improve their time management by investigating more systemic (systemwide) issues
and revisiting potential opportunities for delegation. For example, the clerical staff and
close assistants should be well trained and encouraged to take the initiative, including sort-
ing correspondence and returning phone calls based on importance, dealing with issues of
low importance fo the entrepreneur, and instituting routines such as standard letters for the
entrepreneur to sign, a daily diary, reminder lists, operations board, and an efficient “pend-
ing” file. All meetings should be analyzed to ensure that they are being run effectively.
It not, the person who runs the meeting should be trained to do so. The purpose of all
committees should also be reanalyzed to ensure that they still provide value.

IMPLICATIONS OF FIRM GROWTH FOR THE ENTREPRENEUR

Firm growth introduces a number of managerial challenges for the entrepreneur; challenges
with which they may be unfamiliar and ill equipped to deal. In the preceding, we have offered
a number of tools that entrepreneurs can develop to mote effectively cope with, and man-
age, the growth process. Some entrepreneurs lack the ability to make the transition to this
more professional management approach. Another group of entrepreneuts may be able but
unwilling to focus their attention on achieving those tasks necessary to successfully achieve
firm growth. .

For example, Pearce Jones, founder and president of Design Edge, controlled growth by
puiting a halt on all growth for one full year. The company realized that if it did not get control
over growth, serious problerms were likely. At this decision point, the company had quadrupled
its namber of employees and had invested in a new building, Even though each new employee
was contributing an increase of $150,000 in sales, the marging were small, The additional debt
from the new facility and the additional costs for employees led to this abrupt decision to ceasé
hiring, deactivate marketing and sales, refuse any new business, and basically focus only on ex-
isting custorers. Although Pearce admits this decision was emotionally painful, it led to dra-
matic changes as profits actuaily doubled and no employee turnover was expetienced,

Another example of a reluctance to grow is illustrated by this quote from the founder
and CEO of Southwest Airlines (at the time), Herb Kelleher: “Southwest has had mote op-
portunities for growth than it has airplanes. Yet, unlike other aitlines, it has avoided the trap
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of growing beyond its means. . .. Employees just don’t seem to be enamored of the idea
that bigger is better.”** Growth may not be pursued because there is a belief that in doing
so firm profitability and/or the firm’s chances of survival will be sacrificed.

Even if thete is a belief that the pursuit of growth will improve firm performance and en-
hance personat wealth, some entreprencurs will still avoid growing their business. These
entreprenenrs are not necessatily motivated by financial gain. Consider an individual who
chooses to statt a business because she or he is tired of being controlled by others—this
person wants the independence that comes from being one’s own boss. Growth may not be
an attractive option for this entrepreneut, because acquiring the necessary resources for
growth will mean selling equity (for example, to a venture capitalist) or raising debt capi-
tal (for example, from a bank). Both sources of resources place limits on the enfrepreneur’s
ability to make strategic decisions for the firm. Tn this case the entrepreneur may prefer to
have full ownership, be debt free, and remain small.

" Eyan Douglas is a professor of entrepreneurship and dean of the University of the
Sunshine Coast in Australia. His dream is o create and manage a business that rents a small
number of yachts to tourists, The office (prefetably a shack) would be on the beach some-
where on the Great Barrier Reef, When he achieves this dream, the last thing that he wants
to do is to grow the business such that his task moves to one of professional manager and
away from the task of “beach bum.” His dream business is an example of a lifestyle busi-

ness. Growth can be perceived by such lifestyle entrepreneurs as threatening the very rea-
son for becoming an entrepreneur in the first place.

A Categorization of Entrepreneurs and Their Firms’ Growth

Based on the preceding arguments, Figure 13.4 categorizes entrepreneurs in terms of two
dimensions: The first dimension represents an entreprenent’s abilities to successfully make
the transition to more professional management practices, and the second ditnension repre-
sents an enfrepreneur’s growth aspirations. Depending on the entreprenetr’s position along
these two dimensions, four types of firm growth outcomes afe identified,

Actual Growth of the Firrn  Enirepreneurs in the upper-right quadrant possess both the
necessary abilities to make the transition to a more professional management approach and

*Based on ability to make a transition to professional management and aspiration.
Source: Adapted frora J, Wiklund and B. A. Shepherd, “Aspiring for and Achieving Growth: The Moderating Role of Resources
and Opportanities,” Journal of Management Studies {2003), vol. 40, no. &, pp. 191942,
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the aspiration to grow their businesses, These are the entreprenenrs who are the most likely
to achieve firm growth.

Unused Potential for Growth Entreprenens in the upper-left quadrant possess the nec-
essary abilities for transition b do not aspire to do so, These are the enfrepreneuss of firms
that have umused potential, A relatively large proporiion of all lifestyle firms are repre-
sented by this classification.

Constrained Growth Hatrepreneurs in the lower-right quadrant aspire to grow their
businesses &ut do not possess sufficient abilities to successfully satisfy this aspiration.
These entrepreneurs are most likely to be frustrated by the firm’s lack of growth and are
in the most danger of failure becanse the firm may be pushed toward the pursuit of growth
opportunities and beyond the entreprenenr’s ability to cope. However, the enirepreneur
might replace himself or herself as the CEO with a professional manager. This will allow
the aspiration to be folfilied (move to the upper-right quadrant). This does not necessarily
mean that the entrepreneur will leave the business; rather, the entrepreneur might manage
R&D, new products, and/or new markets where his ot her strengths are highly valued and
enhance rather than constrain the growth of the firm.

Little Potential for Firin Growth  Eatrepreneurs in the lower-left quadrant possess nei-
ther the necessary abilities to make the transition {o a more professional management ap-
proach aor the aspirations to grow their businesses. These businesses have little potential
for growth, and due to the limited abilities of the entreprenenr to manage growth, these
firms may actually perform better if they remain at 2 smaller scale.

Although the abilities of the entrepreneur and the existing resources of the firm can
limit the effective pursuit of growth opportunities, the tesources necessary for growth
can be acquired externally—we refer to these soutces as extemnal growth mechanisms.
These external mechanisms for growth, which include joint ventures, acquisitions,
mergers, and so on, each offer a number of different advantages and disadvantages in
providing the resources for effective growth, but all require the entrepreneur to negoti-
ate a new relationship. For example, negotiation is & critical element to forming a joint
venture.

Chapter 14 introduces the basic concepts and skills required for an entrepreneur to ne-
gotiate the best agreement with these potential growth parthers—an agreement that maxi-
mizes the entrepreneur’s interests, It then describes each external growth mechanism and
its advantages and disadvantages,

i

- This chapter provides a model that suggests where.an entrepreneur can look for (or
créate) opportunities to grow his or her business—opportunities that can provide a
* -basis for a sustainable competitive ‘advantage. The relevant. growth strategies are: .
" (1) penetration sttategies——_enéquraging‘e_xisting customers to buy more of the firm’s
-products, (2) market development strategies—selling the firm’s existing products to
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new groups of customers, (3) product development strategies—developing and sefling
new products to people who are already purchasing the firm’s existing products, and
(4) diversification strategies—selling a new product to a new market. Most of these
growth strategies can lead to a competitive advantage because they capitalize on
some aspect of the entrepreneur’s, and the firm’s, knowledge base.

‘Business growth has important implications for the economy, the firm, and the en-
trepreneur. High-growth businesses can stimulate an economy, improve its interna-
tional competitiveness, and reduce unemployment. Even modest levels of growth by
small businessés can have a dramatic impact on an economy because the populatlon
of small firms is so large. It is also important to acknowledge that growth strategzes
offen involve the entrepreneur’s taking some risk, which means that sometimés-they

- will not succeed. A failed attempt provides information for that entreprenetr and
. other entrepreneurs, and learnlng from fa|lure has an important positive impact on

an economy. .
. Because growth makes a firm blgger the flrm begms to beneflt from the advan-
tages of size but also introduces a number of managerial challenges. It puts pressure

--on existing finaricial resources, human resources, the management of employees, and

the entrepreneur’s time. There are actions the entrepreneur can take to better manage
these pressures and more effectively grow his or her husiness.
“To overcome. pressures on existing financial resources, the entrepreneur should

- apply rhore effective financial control, record keeping; and inventory management

techniques. To evercome pressures on:existing human resources, the entrepreneur
must address the question of what proportion of the workforce should be permanent
and what propertion should be part time, shouid be prepared to fire incompetent
employees, and, at the same time, should build and maintain a functional organiza-
tional culture. It is important that the entrepreneur interact with employees, so as to
establish a team spirit; effect open and frequent communication to build trust and
provide constructive feedback; provide key employees with the flexibility to take the
initiative and make decisions without the fear of faslure, and provide contmuous
training for employees. :

Entrepreneurs-can always make better use of the[r time, and the more they strive to
do so, the more it will enrich their venture as well as their personal lives. Better use of
time can lead to incréased productivity, increased job satisfaction, improved interper-
sonal relationships with. people inside and outside the business, reduced anxiety and
tension, and possibly even better health. Efficient use of time enables the entrepre-
neur to expand and grow the venture properly, increase personal and firm productiv-
ity, and lessen the encroachment of the business into his or her private life. Effective
time management requires adherence to six basic principles: destre, effectiveness,
analysis, teamwaork, prioritized planning, and reanalysis.

Some entrepreneurs lack the ability to make the transition to this more profes-
sional management approach, while others may be unwilling to do so. Entrepreneurs
who possess both the necessary abilities and the aspiration are most likely to achieve
firm growth. Entrepreneurs who possess the necessary abilities but do not aspire to
do so will manage firms that have unused poten‘tual and/or lifestyle firms. Entrepre-
neurs who aspire to grow their business but do not possess sufficient abilities are
most likely to be frustrated by the firm’s lack of growth and are in the most danger
of business failure unless the entrepreneur replaces himself or herself. Finally, entre-
preneurs who possess neither the necessary abilities nor the aspirations to grow their
businesses may. run businesses that prowde a sufficient income if the businesses

- remain at a smaller scale.
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RESEARCH TASKS

1. ‘What different software packages are avallab!e to help entrepreneurs with their
different record-keeping and control activities? How effective do you believe
* software.can be for each of these tasks?
2. Which are the three fastest—growmg companies in the country? What
" “opportunities have they pursued to achieve this level of growth? What
© growth mechanism have they used (lnternal jomt venture, acquisitions,
franchismg, etc,)? - :
3. Use research to come up W|th three examples of founding entrepreneurs who-
stepped aside once their firms had grown to a cetrtaln size and brought in
’ "professional-managers.” In each case, what relatlonshlp did the entrépreneur
‘continue to have with the firm after the transition? Provide an example of a
foundmg entrepreneur be:ng forced out.of the posmon of CEQ to be replaced by
@ professional manager.
4. Keep a record of howyou use your tlme by documenting what you are doing
every 15 minutes over a two-day period. Then ahalyze these records to determine
" where you waste time and what you could do to ellmlnate (or minimize) these
time wasters. : :

ASS DISCUSSION

1. To what extent does the use of software help and hinder the entrepreneur’s
‘ abillty to perform the Important tasks of record keepmg and financial
control?

2. The firm needs to:make saies. What is the bes’t way to motivate salespeople
.to make more sales and improve the performance of the firm? How would
_ you éffectively monitor their performance under the proposed motivation
system? What are ‘che pros and cons of your motrvatlon and monitoring
system?-. : : -
3. Categor:ze those people in the class who you bei;eve would be well suited for
' starting a business and managing initial growth’ but would be less effective at
_conducting the professaonal management tasks when ‘the firm became larger.
‘What can they do to improve their ability to successfuIEy malke the transition with
the firm? Categorlze those peop!e in your class who you believe would be well
suited'to the role of professmnally managing a larger (more established) firm but
' Iess effective at star‘hng a firm and managing early growth. What can they do to
nmprove their ability to manage a firm earlier in its development? Is there anybody
in the class (except maybe yoursel) who you beheve would be equally effective at
. both tasks? =
4. Think of a company that produces one product and seEis it to one group of
'customers {or make one up). Advise the entrepreneur of the many opportunltles
‘there are for growth—opportunltles for penetration strategies, market
development strategles, product development. strategies, and diversification
strategies. .
5. Are you a time waster ora trme server" What time management techniques do
you use? How can you better manage your time?
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