
Video Exercises are 
 available for select  
chapter topics to help 
 engage students and 
hold them accountable 
for their learning.

Dynamic Study Modules help students  
study chapter topics on their own by  
continuously assessing their knowledge 
 application and performance in real time.

% of students who found 
learning aid helpful

88%

96%

100%

eText Study 
Plan

Dynamic Study  
Modules

For additional details visit: www.pearson.com/mylab/entrepreneurship

Pearson eText enhances student learning 
with engaging and interactive lecture and 
example videos that bring learning to life.

The Gradebook offers an easy way for you 
and your students to see their performance 
in your course.

of students would tell their  
instructor to keep using  
MyLab Entrepreneurship

89%

MyLab Entrepreneurship helped me get a higher grade in my course because quizzes  
and videos help to refresh the mind and made me feel confident that I retained the  
information that was given throughout course.”

— Marie DeJesus, Eastern Florida State College

A01_GLAC0529_05_SE_FM.indd   1 15/10/18   7:55 PM



A01_GLAC0529_05_SE_FM.indd   2 15/10/18   7:55 PM



ENTREPRENEURSHIP:
STARTING & OPERATING  
A SMALL BUSINESS

Fifth Edition

Steve Mariotti • Caroline Glackin

A01_GLAC0529_05_SE_FM.indd   3 15/10/18   7:55 PM



Vice President, Business, Economics, and UK Courseware: 
Donna Battista

Director of Portfolio Management: Stephanie Wall
Director, Courseware Portfolio Management: Ashley Dodge
Senior Sponsoring Editor: Neeraj Bhalla
Editorial Assistant: Linda Albelli
Vice President, Product Marketing: Roxanne McCarley
Product Marketing Assistant: Marianela Silvestri
Manager of Field Marketing, Business Publishing: Adam 

Goldstein
Field Marketing Manager: Nicole Price
Marketing Coordinator: Erin Rush
Vice President, Production and Digital Studio, Arts and 
Business: Etain O’Dea
Director, Production and Digital Studio, Business and 
Economics: Ashley Santora
Managing Producer, Business: Melissa Feimer

Content Producer: Yasmita Hota
Operations Specialist: Carol Melville
Design Lead: Kathryn Foot
Manager, Learning Tools: Brian Surette
Senior Learning Tools Strategist: Emily Biberger
Managing Producer, Digital Studio and GLP: James Bateman
Managing Producer, Digital Studio: Diane Lombardo
Digital Studio Producer: Regina Dasilva
Digital Studio Producer: Alana Coles
Full Service Project Management: Kim Fletcher, Integra 

 Software Services
Interior Design: Integra Software Services
Cover Design: Integra Software Services
Cover Art: wk1003mike/Shutterstock
Printer/Binder: LSC Communications, Inc./Kendallville Offset
Cover Printer: Phoenix Color/Hagerstown

Microsoft and/or its respective suppliers make no representations about the suitability of the information contained in the docu-
ments and related graphics published as part of the services for any purpose. All such documents and related graphics are provided 
“as is” without warranty of any kind. Microsoft and/or its respective suppliers hereby disclaim all warranties and conditions with 
regard to this information, including all warranties and conditions of merchantability, whether express, implied or statutory, fitness 
for a particular purpose, title and non-infringement. In no event shall Microsoft and/or its respective suppliers be liable for any spe-
cial, indirect or consequential damages or any damages whatsoever resulting from loss of use, data or profits, whether in an action 
of contract, negligence or other tortious action, arising out of or in connection with the use or performance of information available 
from the services.

The documents and related graphics contained herein could include technical inaccuracies or typographical errors. Changes are 
periodically added to the information herein. Microsoft and/or its respective suppliers may make improvements and/or changes in 
the product(s) and/or the program(s) described herein at any time. Partial screen shots may be viewed in full within the software 
version specified.

Microsoft® and Windows® are registered trademarks of the Microsoft Corporation in the U.S.A. and other countries. This book is 
not sponsored or endorsed by or affiliated with the Microsoft Corporation.

Copyright © 2020, 2016, 2013 by Pearson Education, Inc. or its affiliates. All Rights Reserved. Manufactured in the United 
States of America. This publication is protected by copyright, and permission should be obtained from the publisher prior to 
any  prohibited reproduction, storage in a retrieval system, or transmission in any form or by any means, electronic, mechanical, 
 photocopying, recording, or otherwise. For information regarding permissions, request forms, and the appropriate contacts within 
the Pearson Education Global Rights and Permissions department, please visit www.pearsoned.com/permissions/.

Acknowledgments of third-party content appear on the appropriate page within the text, which constitutes an extension of this 
copyright page.

PEARSON, ALWAYS LEARNING, and MYLAB are exclusive trademarks owned by Pearson Education, Inc. or its affiliates in the 
U.S. and/or other countries.

Unless otherwise indicated herein, any third-party trademarks, logos, or icons that may appear in this work are the property of 
their respective owners, and any references to third-party trademarks, logos, icons, or other trade dress are for demonstrative or 
descriptive purposes only. Such references are not intended to imply any sponsorship, endorsement, authorization, or promotion of 
Pearson’s products by the owners of such marks, or any relationship between the owner and Pearson Education, Inc., or its affili-
ates, authors, licensees, or distributors.

Library of Congress Cataloging-in-Publication Data
Names: Mariotti, Steve, author. | Glackin, Caroline, author.
Title: Entrepreneurship: starting & operating a small business / Steve
 Mariotti, Caroline Glackin.
Description: Fifth Edition. | New York: Pearson Education, [2020] |
Revised edition of the authors’ Entrepreneurship, 2016. | Includes index.
Identifiers: LCCN 2018028031 | ISBN 9780135210529 (softcover)
Subjects: LCSH: New business enterprises—Management. | Entrepreneurship.
Classification: LCC HD62.5 .M3567 2019 | DDC 658.1/1—dc23
LC record available at https://lccn.loc.gov/2018028031
1 18

ISBN 10:   0-13-5210526
ISBN 13: 978-0-13-5210529

A01_GLAC0529_05_SE_FM.indd   4 15/10/18   7:55 PM



Special thanks to Kathryn Davis, Shelby M. C. Davis,  
Kimberly La Manna, Abby Moffat, and Diana Davis Spencer.  

Also to my mother, Nancy Mason Mariotti,  
who taught me that a great teacher can affect eternity.

—Steve Mariotti

To my children, Elise and Spencer, whose support and love  
are essential parts of this book.  

To my parents, Howard and Maria Wiedenman,  
who truly understood the importance  
of education, my love and gratitude.

—Caroline Glackin

A01_GLAC0529_05_SE_FM.indd   5 15/10/18   7:55 PM



A01_GLAC0529_05_SE_FM.indd   6 15/10/18   7:55 PM



vii

Brief Contents

 UNIT 1 Entrepreneurial Pathways 1
Chapter 1 Entrepreneurs and 

 Entrepreneurship 2
Chapter 2 Pathways to Success: Processes 

and Instruments 36
Chapter 3 Creating Business 

from  Opportunity 98
 Unit 1 Entrepreneurial Pathways: 

SPANX—Idea to Entrepreneurial 
Opportunity 131

 UNIT 2 Integrated Marketing 135
Chapter 4 Exploring Your Market 136
Chapter 5 Developing the Marketing  

Mix and Plan 164
Chapter 6 Smart Selling and Effective 

 Customer Service 204
 Unit 2 Integrated Marketing:  

Kitchen Arts & Letters, Inc.—An 
Independent Bookstore Defies 
Industry Odds 229

 UNIT 3 Show Me the Money: Finding,  
Securing, and Managing It 233

Chapter 7 Understanding and Managing Start-
Up, Fixed, and Variable Costs 234

Chapter 8 Using Financial Statements to 
Guide a Business 260

Chapter 9 Cash Flow and Taxes 296

Chapter 10 Financing Strategy and Tactics 328
 Unit 3 Show Me the Money: Finding,  

Securing, and Managing It—Liu’s 
Sweet Treats 361

 UNIT 4 Operating a Small Business 
Effectively 365

Chapter 11 Addressing Legal Issues and 
 Managing Risk 366

Chapter 12 Operating for Success 398
Chapter 13 Management, Leadership, and 

 Ethical Practices 430
 Unit 4 Operating a Small Business 

 Effectively: ONLC Training 
 Centers—Virtual IT Training in 
a Classroom 467

 UNIT 5 Cashing in the Brand 471
Chapter 14 Franchising, Licensing,  

and Harvesting: Cashing in  
Your Brand 472

 Unit 5 Cashing in the Brand: Honest Tea—
From Start-Up to Harvest 491

Appendix 1 BizBuilder Business Plan 497
Appendix 2 Resources for Entrepreneurs 505
Appendix 3 Useful Formulas and Equations 511
 Glossary 513
 Index 519

A01_GLAC0529_05_SE_FM.indd   7 15/10/18   7:55 PM



A01_GLAC0529_05_SE_FM.indd   8 15/10/18   7:55 PM



ix

 UNIT 1 Entrepreneurial Pathways 1

Chapter 1 Entrepreneurs and 
Entrepreneurship 2
Understanding Entrepreneurs and 
Entrepreneurship 3

What Is an Entrepreneur? 3

The Free-Enterprise System 5
Voluntary Exchange 5

Benefits and Challenges of Free 
Enterprise 5

What Is a Small Business? 6
Definitions of Success—Monetary 
and Other 6

Taking the Long View 7

Benefits and Costs of Becoming 
an Entrepreneur 8

Potential Benefits of Entrepreneurship 8

Potential Costs of Entrepreneurship 10

Cost/Benefit Analysis 11

Opportunity Cost 11

Seeking Advice and Information to 
Succeed 12

Entrepreneurial Options 14
The Many Faces of Entrepreneurship 16

Unicorns 17

How Do Entrepreneurs Find Opportunities 
to  Start New Businesses? 17

Entrepreneurs Creatively Exploit Changes 
in Our World 18

Where Others See Problems, Entrepreneurs 
Recognize Opportunities 18

Train Your Mind to Recognize Business 
Opportunities 19

Entrepreneurs Use Their Imaginations 19

An Idea Is Not Necessarily an 
Opportunity 19

Opportunity Is Situational 20

The Five Roots of Opportunity in the 
Marketplace 21

Paths to Enterprise Ownership 22
Secure Franchise Rights 22

Buy an Existing Business 22

License Technology 23

Making the Business Work Personally and 
Professionally 23

A Business Must Make a Profit to Stay in 
Business 23

Profit Is the Sign That the Entrepreneur Is 
Adding Value 24

Profit Results from the Entrepreneur’s 
Choices 24

The Team Approach 24

Developing Skills for Your Career—
Entrepreneurship or Employment 25

Chapter 2 Pathways to Success: Processes 
and Instruments 36
Feasibility Analysis: Does My Idea 
Work? 38

Analyzing Product and/or Service 
Feasibility 38

Analyzing Market and Industry 
Feasibility 39

Analyzing Financial Feasibility 41

Using the Lean Startup Methodology 42
Creating a Business Model Canvas 43
What Is a Business Plan? 46
Do You Need a Business Plan? 47

Your Business Plan Is the Key to Raising 
Capital 48

The Business Plan Is an Operations/
Execution Guide 48

Business Plan Components 49
Cover Page and Table of Contents 49

Executive Summary: A Snapshot of Your 
Business 50

Mission, Vision, and Culture: Your Dreams for 
the Organization 50

Company Description: Background and Track 
Record 50

Opportunity Analysis and Research: Testing 
Ideas 51

Marketing Strategy and Plan: Reaching 
Customers 52

Management and Operations: Making the 
Plan Happen 53

Financial Analysis and Projections: 
Translating Action into Money 54

Contents

A01_GLAC0529_05_SE_FM.indd   9 15/10/18   7:55 PM



x CONTENTS

Funding Request and Exit Strategy: The Ask 
and the Return 58

Appendices: Making the Case in Greater 
Detail 59

Business Plan Suggestions 59
Presenting Your Business Plan 60

Business Plan, Venture, Business Model, and 
Pitch Competitions 61

 Honest Tea Business Plan 69

Chapter 3 Creating Business 
from Opportunity 98
What Defines a Business? 99
Use Effectual Reasoning to Your 
Advantage 100
What Sort of Organization Do You 
Want? 101

Your Company’s Core Values 101

Your Company’s Mission Is to Satisfy 
Customers 102

Your Company’s Vision Is the Broader 
Perspective 102

Your Company’s Culture Defines the Work 
Environment 102

The Business Opportunity Decision 
Process 103
Your Competitive Advantage 105

Find Your Competitive Advantage by 
Determining What Consumers Need and 
Want 105

You Have Unique Knowledge of Your 
Market 106

Factors of Competitive Advantage 106

Is Your Competitive Advantage Strong 
Enough? 107

Checking Out the Competition 108

Example: The Most Chocolate Cake 
Company 108

Competitive Strategy: Business Definition 
and Competitive Advantage 111

Feasibility Revisited: The Economics of One 
Unit as a Litmus Test 112

Defining the Unit of Sale 113

Cost of Goods Sold and Gross Profit 113

Your Business and the Economics of One 
Unit 114

The Cost of Direct Labor in the EOU—An 
Example 115

Hiring Others to Make the Unit of Sale 116

Going for Volume 117

Determining the Value of a Business 118
Asset Valuation Method 118

Earnings Valuation Method 119

Cash Flow Valuation Method 119

 Unit 1 Entrepreneurial Pathways: 
SPANX—Idea to Entrepreneurial 
Opportunity 131

 UNIT 2 Integrated Marketing 135

Chapter 4 Exploring Your Market 136
Markets and Marketing Defined 137
Research Prepares You for Success 138

Research Your Market Before You Open Your 
Business 138

Types and Methods of Research 139

Getting Information Directly from the Source: 
Primary Research 139

Getting Information Indirectly: Secondary 
Research 141

Segment and Industry Research Help 
You Make Decisions 143

Customer Research 144

Industry Research: The 50,000-Foot 
Perspective 145

Make Research an Integral Part of Your 
Business 146

Owning a Perception in the Customer’s 
Mind 148

Features Create Benefits 148

Home Depot: Teaching Customers So They 
Will Return 148

Which Segment of the Market Will 
You Target? 149

Successful Segmenting: The Body Shop 149

Applying Market Segmentation 
Methods 150

The Product Life Cycle 152

Is Your Market Saturated? 154

Market Positioning: Drive Home Your 
Competitive Advantage 154

Chapter 5 Developing the Marketing Mix and 
Plan 164
The Marketing Mix 165
Product: What Are You Selling? 167

Focus Your Brand 167

Ford’s Costly Failure: The Edsel 168

Ford’s Focus on Success: The Mustang 168

How to Build Your Brand 169

A01_GLAC0529_05_SE_FM.indd   10 15/10/18   7:55 PM



xi CONTENTS

Price: What It Says about Your Product 170
Strategies and Tactics for Effective 
Pricing 170

Place: Location, Location, Location! 172
Key Factors in Deciding on a Location 173

Promotion: Advertising and Publicity 173
Use Integrated Marketing Communications 
for Success 173

Promotional Planning and Budgeting 174

Delving into the Advertising Advantage and 
Sales Promotion 177

Types of Advertising 178

Media Planning and Buying: Focus on Your 
Customer 178

Marketing Materials Should Reinforce Your 
Competitive Advantage 178

Sales Promotion Solutions 179

Additional Marketing Options 181

Electronic and Social Media Marketing 183

Publicity Potential 186
Telling the Story 187

Sample Press Release 188

Follow Up a Press Release 188

Public Relations 188

The Additional P: Philanthropy 190
Cause-Related Marketing 190

Gaining Goodwill 190

Not-for-Profit Organizations 191

What Entrepreneurs Have Built 191

You Have Something to Contribute 192

Developing a Marketing Plan 192
Marketing Analysis 192

Marketing as a Fixed Cost 193

Calculate Your Breakeven Point 193

Chapter 6 Smart Selling and Effective 
Customer Service 204
Selling Skills Are Essential to Business 
Success 205

Selling Is a Great Source of Market 
Research 206

The Essence of Selling Is Teaching 206

The Principles of Selling 206

The Sales Call 208
Email, Blogs, and Social Networks 208

Prequalify Your Sales Calls 209

Focus on the Customer 209

The Eight-Part Sales Call 210

Three Call Behaviors of Successful 
Salespeople 211

Analyze Your Sales Calls to Become a Star 
Salesperson 212

Turning Objections into Advantages 212

Use Technology to Sell 213

Creating a Sales Force 213
Company Sales Team—Selling Directly 213

Independent Sales Representative 
Firms 214

Outsourced Customer Service 
Representatives 214

Successful Businesses Need Customers 
Who Return 214

Customer Service Is Keeping Customers 
Happy 215

The Costs of Losing a Customer 215

Customer Complaints Are Valuable 216

Customer Relationship Management 
Systems 217

Why Does CRM Matter? 218

Components of CRM for the Small 
Business 219

How Technology Supports CRM 220

 Unit 2 Integrated Marketing: Kitchen  
Arts & Letters, Inc.— An Independent  
Bookstore Defies Industry  
Odds 229

 UNIT 3 Show Me the Money: Finding, 
Securing, and Managing It 233

Chapter 7 Understanding and Managing 
Start-Up, Fixed, and Variable 
Costs 234
Start-Up Investment 236

Brainstorm to Avoid Start-Up Surprises 236

Keep a Reserve Equal to One-Half the 
Start-Up Investment 237

Predict the Payback Period 239

Estimate Value 239

Fixed and Variable Costs: Essential Building 
Blocks 240

Calculating Critical Costs 240

Fixed Operating Costs Do Change over 
Time 244

Allocate Fixed Operating Costs Where 
Possible 244

The Dangers of Fixed Costs 246

A01_GLAC0529_05_SE_FM.indd   11 15/10/18   7:55 PM



xii CONTENTS

Using Accounting Records to Track Fixed 
and Variable Costs 246

Three Reasons to Keep Good Records Every 
Day 247

Cash versus Accrual Accounting 
Methods 249

Recognizing Categories of Costs 249

Chapter 8 Using Financial Statements to Guide 
a Business 260
Scorecards for the Entrepreneur: What Do 
Financial Statements Show? 261
Income Statements: Showing Profit and 
Loss Over Time 262

Parts of an Income Statement 262

A Basic Income Statement 263

The Double Bottom Line 264

An Income Statement for a More Complex 
Business 264

The Balance Sheet: A Snapshot of 
Assets, Liabilities, and Equity at a Point in 
Time 266

Short- and Long-Term Assets and 
Liabilities 267

The Balance Sheet Equation 268

The Balance Sheet Shows Assets and 
Liabilities Obtained through Financing 268

The Balance Sheet Shows How a Business Is 
Financed 269

Analyzing a Balance Sheet 270

Depreciation 272

Financial Ratio Analysis: What Is It, and 
What Does It Mean to You? 272

Income Statement Ratios 273

Balance Sheet Analysis 275

Chapter 9 Cash Flow and Taxes 296
Cash Flow: The Lifeblood of a 
Business 297

The Income Statement Does Not Show 
Available Cash 298

Rules to Keep Cash Flowing 299

Noncash Expenses Can Distort the Financial 
Picture 299

The Working Capital Cycle 299
The Cyclical and Seasonal Nature of Cash 
Flow 300

Using a Cash Flow Statement 302
The Cash Flow Equation 302

Forecasting Cash Flow: The Cash 
Budget 304

Creating a Healthy Cash Flow 305

Managing Inventory to Manage  
Cash 306

Managing Receivables to Manage 
Cash 307

The Cash Effects of Accounts 
Receivable 308

The Life Cycle of Accounts Receivable 308

The Financing of Accounts Receivable 309

Managing Accounts Payable to Manage 
Cash 309

Negotiating Payment 309

Timing Payables 310

Capital Budgeting and Cash Flow 310
The Burn Rate 311

The Value of Money Changes over 
Time 312

The Future Value of Money 312

The Present Value of Money 313

Taxes 314
Cash Flow and Taxes 314

Filing Tax Returns 315

Collecting Sales Tax 315

Tax Issues for Different Legal 
Structures 315

Make Tax Time Easier by Keeping Good 
Records 316

Chapter 10 Financing Strategy and 
Tactics 328
Going It Alone Versus Securing 
Financing 329

How Often Do Small Businesses Really 
Fail? 330

What Is the Best Type of Financing for You 
and Your Business? 331
Gifts and Grants 331
Debt Financing 332

Debt Financing: Pros and Cons 334

Debt Advantages 334

Debt Disadvantages 335

Equity Financing 335
Equity Financing: Pros and Cons 335

Where and How to Find Capital That Works 
for You 336

Having an Excellent Business Plan Goes a 
Long Way 336

Family and Friends 339

Peer-to-Peer Lending 339

A01_GLAC0529_05_SE_FM.indd   12 15/10/18   7:55 PM



xiii CONTENTS

Financial Institutions and Dimensions of 
Credit 339

Community Development Financial 
Institutions 341

Venture Capitalists 342

Angel Investors 343

Insurance Companies 344

Vendor Financing 344

Federally Supported Investment 
Companies 345

Financing for Rural/Agricultural 
Businesses 345

Self-Funding: Bootstrap Financing 345

Accessing Sources Through Online 
Networking 346

Investors Want Their Money to Grow: Can 
You Make It Happen? 346

How Stocks Work 347

How Bonds Work 348

 Unit 3 Show Me the Money: Finding, 
 Securing, and Managing It—Liu’s 
Sweet Treats 361

 UNIT 4 Operating a Small Business 
Effectively 365

Chapter 11 Addressing Legal Issues and 
Managing Risk 366
Business Legal Structures 367

Sole Proprietorship 367

Partnership 368

Corporation 369

Tips for Entrepreneurs Who Want to Start a 
Nonprofit Organization 372

Contracts: The Building Blocks of 
Business 374

Working with an Attorney 374

Drafting a Contract 375

Letter of Agreement 376

Breach of Contract 376

Small Claims Court 376

Arbitration 376

A Contract Is No Substitute for Trust 376

Commercial Law and the Entrepreneur 377
The Uniform Commercial Code (UCC) 377

The Law of Agency 378

Bankruptcy 378

Protecting Intangible Assets: Intellectual 
Property 380

Trademarks and Service Marks 380

Copyright 381

Electronic Rights 382

Patents 384

Protecting Tangible Assets: Risk 
Management 384

Insurance Protects Your Business from 
Disaster 384

Basic Coverage for Small Business 385

How Insurance Companies Make Money 386

Protect Your Computer and Data 387

Disaster Recovery Plans 387

Licenses, Permits, and Certificates 388

Chapter 12 Operating for Success 398
Operations Permit Businesses to Deliver on 
Their Promises 400
The Production-Distribution Chain 400
Supply Chain Management 401

Finding Suppliers 402

Managing Inventory 402

Enterprise Resource Planning 404

Facilities, Location, and Design 405
The Location Decision 406

Facilities Design and Layout 410

Special Considerations for Home-Based 
Businesses 413

Special Considerations for Web-Based 
Businesses 414

Defining Quality: It Is a Matter of Market 
Positioning 415

Profits Follow Quality 415

Organization-Wide Quality Initiatives 416

Chapter 13 Management, Leadership, and 
Ethical Practices 430
The Entrepreneur as Leader 431

Leadership Styles That Work 431

How Entrepreneurs Compensate 
Themselves 432

Manage Your Time Wisely 433

Business Management: Building a 
Team 435

What Do Managers Do? 435

Adding Employees to Your Business 436

Growing Your Team 441

Creating and Managing Organizational 
Culture and Structure 442

Determining Organizational Structure 443

Getting the Best Out of Your Employees 443

A01_GLAC0529_05_SE_FM.indd   13 15/10/18   7:55 PM



xiv CONTENTS

Human Resources Fundamentals 445
Performance Management 447

Firing and Laying Off Employees 447

Ethical Leadership and Ethical 
Organizations 449

An Ethical Perspective 449

Establishing Ethical Standards 450

Corporate Ethical Scandals 451

Doing the Right Thing in Addition to Doing 
Things Right 452

Balancing the Needs of Owners, Customers, 
and Employees 452

Social Responsibility and Ethics 453
Leading with Integrity and by Example 453

Encourage Your Employees to Be Socially 
Responsible 454

 Unit 4 Operating a Small Business 
 Effectively: ONLC Training 
 Centers—Virtual IT Training in 
a Classroom 467

 UNIT 5 Cashing in the Brand 471

Chapter 14 Franchising, Licensing, and 
Harvesting: Cashing in Your 
Brand 472
What Do You Want from Your 
Business? 473

Continuing the Business for the Family 474

Growth Through Diversification 474

Growth Through Licensing and 
Franchising 475

Focus Your Brand 475

When Licensing Can Be Effective 475

Franchising Revisited from the Franchisor 
Perspective 476

How a McDonald’s Franchise Works 476

Do Your Research Before You Franchise 477

Harvesting and Exiting Options 477
When to Harvest Your Business 477

How to Value a Business 478

The Science of Valuation 479

Creating Wealth by Selling a Profitable 
Business 480

Harvesting Options 480

Which Exit Strategy Is Best for You? 482

Investors Will Care About Your Exit 
Strategy 483

 Unit 5 Cashing in the Brand: Honest Tea—
From Start-Up to Harvest 491

Appendix 1 BizBuilder Business Plan 497
Appendix 2 Resources for Entrepreneurs 505
Appendix 3 Useful Formulas and Equations 511
 Glossary 513
 Index 519

A01_GLAC0529_05_SE_FM.indd   14 15/10/18   7:55 PM



Preface

New To This Edition
Entrepreneurship: Starting and Operating a Small Business, Fifth Edition, 
contains substantial new content and changes, including the following:

■■ Chapter Learning Objectives. The objectives have been revised to 
conform more fully to the categories of knowledge acquisition, 
comprehension, application, analysis, synthesis, and evaluation 
commonly assessed in higher education. Each learning objective is 
associated with a primary chapter topic.

■■ Three new short End-of-Chapter Case Studies: Frankie Patterson, 
MekaMon Robots, eSight Eyewear. Numerous updated cases with 
the Bakery Companies most revised.

■■ Four new longer End-of-Chapter Case Studies: Traci Lynn Jewelry, 
Hammer & Nails, Green and Clean, and Scentsy. Numerous updated 
cases with Foursquare Swarm the most revised

■■ Step into the Shoes, Entrepreneurial Wisdom, BizFacts, and Global 
Impact Features have been updated and expanded with 10 new fea-
tured items, including eight Step into the Shoes, one Global Impact, 
and one BizFacts.

■■ Global Impact Features. Among the featured people and organiza-
tions are: Pixlee, Lit Motors, Pan Zhang Xin Marita, Gary Vayner-
chuk, Burrow, Outcome Health, Chrysler Motors, SafeWander, 
Tom’s, IQVIA, and Doublemint. These features connect chapter 
content to business facts and examples to reinforce learning.

■■ Business Model Canvas. The Osterwalder and Pigneur Business 
Model Canvas is introduced in Chapter 2. Students are encouraged 
to develop Business Model Canvases and to explore the Lean Start-
up process.

■■ Canvas Connections. This feature has been added to facilitate the 
use of the customer discovery process and for students to create and 
evolve their Business Model Canvases as their knowledge and under-
standing increases.

■■ BizBuilder Business Plan Questions. These have been modified to 
clarify the work and connect the content to student work using the 
business plan templates.

New sections/topics
Each chapter has been substantially revised to include current content and 
address emerging topics in entrepreneurship and small business manage-
ment. Some specific changes include:

•■ Discussion of necessity-based versus opportunity-based 
 entrepreneurship

•■ Inclusion of an updated Readiness Assessment
•■ Addition of unicorns and an improved explanation of corporate 

 entrepreneurship

xv

A01_GLAC0529_05_SE_FM.indd   15 15/10/18   7:55 PM



xvi PREFACE

•■ New section on skills and careers
•■ New section and illustration for the lean start-up methodology
•■ Revision of the business plan overview
•■ Update of the list of business plan competitions with the addition of 

pitch and business model competitions
•■ New section on effectual reasoning
•■ Addition of materials regarding the extended marketing mix and 

social media marketing with illustrations
•■ New section on creating a sales force
•■ Substantial revisions to the accounting and financial chapters for 

increased clarity and simplicity
•■ Address Enterprise Resource Planning (ERP)
•■ Inclusion of direct selling as a go-to-market strategy

Solving Teaching and Learning Challenges
Entrepreneurship: Starting and Operating a Small Business (ESOSB), Fifth 
Edition is the newest edition in a line of entrepreneurship textbooks writ-
ten by Steve Mariotti, founder of the Network for Teaching Entrepreneur-
ship (NFTE). Once again, it is written with professor and entrepreneur 
Caroline Glackin, and it promotes entrepreneurship as a career option for 
college students.

This textbook is organized to follow the life cycle of an entrepreneurial 
venture from concept through implementation into harvesting or replica-
tion. It is a comprehensive text written in light of the reality that college 
students often take only one course in entrepreneurship, and the topic is 
covered in a multitude of ways. For instructors who will teach the course 
as a “business plan,” ESOSB 5e offers step-by-step content to build a plan 
over a semester or a quarter, as well as cueing questions for students work-
ing through the Lean Start-up process.

Business students, as well as those from other disciplines, can benefit 
from ESOSB. For business students, it recasts their prior learning from a typi-
cal corporate context and focuses it on small and entrepreneurial enterprises. 
For students in such fields as hospitality, the arts, engineering, and fashion 
merchandising, the text introduces key business concepts and provides exam-
ples from a broad range of careers. Most importantly, ESOSB 5e is a balanced 
mix of the academic and applied components of entrepreneurship education. 
Students are introduced to the theories, methods, and knowledge and skills 
required of entrepreneurs and are immediately given practical examples and 
discussion opportunities. For those who focus on the management of small 
and entrepreneurial ventures, there is an abundance of high-quality material 
on the critical topics of management, human resources, marketing, and op-
erations for such ventures. For those charged with teaching a comprehensive 
introductory course, all of the components are provided.

To improve student results, we recommend pairing the text content 
with MyLab Entrepreneurship, which is the teaching and learning plat-
form that empowers you to reach every student. By combining trusted au-
thor content with digital tools and a flexible platform, MyLab personalizes 
the learning experience and will help your students learn and retain key 
course concepts while developing skills that future employers are seeking 
in their candidates. From Mini Sims to Dynamic Study Modules, MyLab 
Entrepreneurship helps you teach your course, your way. Learn more at 
http://www.pearson.com/mylab/entrepreneurship.
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The Study Plan gives students 
personalized recommenda-
tions, practice  opportunities, 
and learning aids to help them 
stay on track.

This allows students to focus 
their study time by pinpointing 
the  precise areas they need to 
review, and  allowing them to 
use customized practice and 
learning aids—such as  videos, 
eTexts, tutorials, and more—to 
help students stay on track.

Mini Sims put students in professional roles and give them the opportu-
nity to apply course concepts and develop decision-making skills through 
real-world business challenges.

The simulations use each student’s decisions to create various sce-
nario paths that help them understand the impact their decisions can have 
on an organization.
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Dynamic Study Modules use the latest developments in cognitive science 
and help students study chapter topics by adapting to their performance 
in real time.

Video Exercises are available for select chapter topics to help engage stu-
dents and hold them accountable for their learning.

Chapter Learning System
One of the challenges faced by the instructors is to create an authentic 
experience for the students. This text provides the below tools that help 
students to learn to think as an entrepreneur.

Honest Tea Business Plan
This is the plan developed by founders Seth Goldman and Barry Nalebuff 
during Honest Tea’s first year of operations. It appears following Chapter 
2 and includes a comprehensive market analysis and detailed historical 
financials. The business raised over $1 million at a time when sales were 
less than $250,000 and the company had operating losses. The Honest Tea 
plan is an excellent example for students and one that many of them will 
understand, to some extent, as customers of bottled tea.
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Chapter Openers Set the Stage
Each chapter starts with an inspirational quote, an introduction, and 
learning objectives that provide a “road map” so readers know where they 
are headed. Readers connect with a story of a real business in the opening 
vignette that sets the stage for upcoming material.

“Step into the Shoes” of the Experts
Step into the Shoes features appear in each chapter and offer insight into the 
business practices of entrepreneurs and an opportunity to discuss the brief 
example. This feature brings the content to life with real-world application.

Step into the Shoes . . .

Matching Employers and Employees—Indeed
With over 200 million unique visitors per month, In-
deed, a subsidiary of Recruit Holdings Co., Ltd., claims 
the top spot among job sites on the Internet.3 Founded 
in 2004 by Rony Kahan and Paul Forster, Indeed has 
o�ces in six U.S. cities and nine global cities. The ser-
vice covers some 60 nations and 28 languages.

Indeed is a pay-for-performance recruitment 
advertising network that provides free access to jobs 
from company websites and job boards. It consolidates 
available openings into a single meta-search for job 

seekers. Employers pay for the service 
when job seekers click on job openings.

Prior to founding Indeed, Kahan 
and Forster were successful cofound-
ers of jobsinthemoney.com, a site for 
financial professionals. They sold it to 
Financial News in 2003 and founded 
Indeed a year later.

Creatas/Thinkstock/

3Indeed.com, accessed March 30, 2018, http://
www.indeed.com/intl/en/ourcompany.html.
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1. Explosive growth in Ready-to-Drink (RTD) tea and bottled water  markets 
 market, in the 

past ten years Ready-To-Drink teas and bottled water have emerged as alterna-

The tea is brewed at a brewing and bottling facility located within driving range 
of the target market. The site was selected based on numerous criteria includ-
ing capacity, reputation, quality control, production efficiency and willingness 
to invest in a long-term partnership with Honest Tea. All partners involved in 
the production process meet United States Department of Agriculture Hazard 
Analysis Critical Control Plant (HACCP) standards. We are in the process of 
obtaining Kosher certification from the Orthodox Union (“Circle U”).

In early 1999 we will be making a change in our manufacturing process that 
will not affect the quality of the product but will have important ramifica -
tions for our profitability. Instead of a two-step packaging process, we will 
consolidate the brewing and labeling under one roof. This consolidation will 
save Honest Tea more than two dollars a case.

Our tea leaves are provided by internationally known companies that specialize 
in tea buying, blending and importation. Our primary source is Hälssen & Lyon 
of Germany, the largest specialty tea company in the world. Another, Assam Tea 
Traders, has direct ties to tea estates in the Assam District of Northern India. 
The other ingredients are commodities which are in plentiful supply.

As the Company grows in size, we anticipate dealing more directly with the tea 
growers. We intend to visit the tea estates so that we can verify that the labor condi-
tions of the tea workers meet international standards and International Labor Or-
ganization conventions. We also aspire to ensure that the tea is grown organically.

Market Opportunity

Beyond Snapple–The Emerging Market for Quality Bottled Tea
We have identified four market trends that are fueling demand for Honest Tea 
within the $72 billion non-alcoholic liquid refreshment beverage market.

Demand for a healthier,
genuine bottled tea 

Rise of Cultural
Creatives 

Emergence of tea cultureExplosive growth in RTD
tea & water markets 

Boom in Natural Foods

Honest Tea, Inc.
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BizFacts
Many salespeople work on commission, a percentage earned from each sale they make. A 
salesperson making a 10 percent commission selling cars, for example, would earn $1,000 
after selling a $10,000 car.

0.10 * $10,000 = $1,000

Entrepreneurs can use commissions to motivate sales sta�. When you are starting out and 
cannot a�ord to pay sales representatives full-time salaries, you can o�er commissions 
instead, because they get paid as you get paid and earn more as they sell more.

Entrepreneurial Wisdom
Entrepreneurial Wisdom contains insights or advice that will help students 
in the preparation of a business plan or management of an enterprise.

10 percent of the work, you 
can show 10 percent of the 
income on your statement. 
In Germany, by contrast, you 
cannot include any of the in-
come on your statement until 
the contract has been 100 per-
cent completed.

Businesses in di�erent countries prepare and present the in-
come statement di�erently and even have di�erent names for 
it. In the United Kingdom, for example, the income statement 
is called a “group profit and loss account.” Topics where 
global practices can di�er widely include inventory measure-
ment methods and ways in which property and equipment are 
valued. Countries also have varying laws regarding when a 
sale can be recognized as income and included on an income 
statement. The predominant standards are the International 
Financial Reporting Standards.

In the United States, United Kingdom, Denmark, Norway, 
Belgium, Brazil, and Japan, for instance, income from a long-
term contract can only be included on the income statement as 
each percentage of the contract is completed. If you have done 

Entrepreneurial  Wisdom .. .

Accounting rules di�er  
among countries.  
(Michaela Dusíková/Alamy)

Accounting Di�erences between Countries

Global Impact
Global Impact, featured in each chapter, provides examples of entrepre-
neurial ventures around the world or information that can be applied in 
global trade.

Global Impact .  .  .

College Degrees for the Military
Active-duty members of the U.S. military and their families tend 
to relocate frequently, often internationally. This job-related 
relocation makes completing a college degree at a single tradi-
tional brick-and-mortar, four-year college di�cult at best.

American Military University is a wholly online, private, for-
profit, degree-granting program with students across the United 
States and in more than 100 other countries. Established by a 
retired Marine Corps o�cer, James P. Etter, the university has a 
well-defined target market: military members and their families.

Course delivery, subjects, and content are designed with 
the military in mind. If they have Internet access, military stu-
dents can enroll and take courses. Also, military personnel 
earn education benefits from the government and can use 
them at American Military University.

American Military University has served its global target 
market profitably for over 20 years.

Source: American Military University website, accessed February 24, 2018, http://
www.apus.edu.

End-of-Chapter Learning Portfolio
End-of-chapter materials help students demonstrate a working under-
standing of key concepts and develop critical-thinking skills.

All chapters include the following:

■■ Key Terms list.
■■ Critical Thinking Exercises that require students to consider 

 important issues and support thoughtful responses.

BizFacts
BizFacts impart useful information regarding entrepreneurship statistics, 
company practices, or business applications.
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■■ Key Concept Questions that review core topics.
■■ Application Exercises that give students a structured opportunity 

to reinforce chapter topics through experience.
■■ Exploring Your Community and Exploring Online assignments 

that invite students to go into their business communities or search 
online for information.

■■ Canvas Connections, which provide guidance for students as they 
evolve their Business Model Canvases during the course of the 
text.

■■ BizBuilder Business Plan Questions, which guide students 
through the development of business plan components as they learn 
new information throughout the book.

■■ Cases for Analysis, including one short case and one longer case 
with analytical questions. Cases cover a variety of issues and draw 
on real business scenarios. Examples of businesses that may be 
familiar to students include Foursquare Swarm, Urban Decay, and 
Amazon.com. Other organizations that may be less familiar include 
Happy Belly Curbside Kitchen, Gelato Fiasco, Anago Cleaning Sys-
tems, and AYZH. These cases reflect a diverse set of entrepreneurs, 
industries, and geographic locations.

BizBuilder Business Plan  Worksheets and Templates
Students can build their business plans using the BizBuilder worksheets 
available at www.pearsonhighered.com under Instructor resources.

■■ BizBuilder Business Plan Worksheets provide step-by-step 
 instructions on building a business plan.

■■ BizBuilder Business Plan Template provides a professional-
looking format for a business plan that ties in with assignments in 
the text.

■■ BizBuilder Business Plan Presentation Template guides the 
 student through the process of creating a PowerPoint presentation 
for a business plan.

The BizBuilder business plan worksheets and templates are accompanied 
by a financial worksheet template to enable students to calculate respec-
tive results by plotting relevant data in different worksheets like startup, 
sales income statement, cash flow, balance sheet, alt. cashflow, and key 
ratios. 

Appendix 2 provides students with instructions on how to use the 
worksheets that mirror the planning process in the book and contains 
more questions in some areas than are found in commercially available 
planning software.
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Employability Skills Table

Skills Sections in the text covering these skills

Written and oral 
communication

End-of-chapter  questions—
critical thinking exercises

Creating and 
Presenting a business 
plan—Chapter 2

EOC Writing Assignment—
MyLab Entrepreneurship

Writing Assignment 
—MyLab 
Entrepreneurship

Critical thinking  
and problem 
solving

Critical thinking exercises Process of developing 
a business plan—
Chapter 2

Video Exercises—MyLab 
Entrepreneurship

New! Mini 
Sims—MyLab 
Entrepreneurship

Teamwork and 
collaboration

Process of developing a 
business plan—Chapter 2

Lean start-up   
process—Chapter 4 
and Chapter 7

Chapter 13, “Management, 
Leadership, and Ethical 
Practices,” addresses this 
topic in greater depth.

Leadership Chapter 13, “Management, Leadership, and Ethical Practices”

Creativity Chapter 1, “Entrepreneurs 
and Entrepreneurship”

Chapter 2, “Pathways 
to Success: Processes 
and Instruments”

Chapter 3, “Creating 
Business from Opportunity,” 
 introduces creativity and the 
 entrepreneurial mindset.

EOC Writing 
Assignment—  
MyLab 
Entrepreneurship

Ethics Chapter 13, “Management, 
Leader-ship, and Ethical 
Practices”

End of Chapter—Case 
Studies

Information 
 technology skills

End-of-chapter assignments—exploring online

Instructor Teaching Resources
This program comes with the following teaching resources.

Supplements available to instructors 
at www.pearsonhighered.com

Features of the Supplement

Instructor’s Manual  
authored by Caroline Glackin

• Chapter-by-chapter overview, objectives, and outline
• New to the fifth edition
• Teaching notes
• Lecture enhancers
• Key terms
• Examples and activities not in the main book
• Solutions to all questions and problems in the book

Developing Employability Skills
The purpose behind writing this text was to enable students to take an idea 
and turn it into an entrepreneurial venture. While working on this their em-
phasis should be on imagination, design, creation and execution. Creating 
a business plan requires the student to develop competencies, knowledge, 
abilities, attitudes, and important skills. The text along with the MyLab 
helps in developing important skills. In this course, and specifically in this 
text, students will have the opportunity to develop and practice seven im-
portant skills based on various learning features that are summarized in 
the  following table.
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