Analysis of Small Business

Abstract
Small businesses make significant contributions to the economy; they create new job, ideas, products, and trends. This paper will discuss the definition and background of small business. It will talk about the difference between small business and large business in different perspectives, such as education, age, race, origin, employee status, and industry. There is an analysis of how small business develops, sustains, and expands with different criteria. Financial planning and strategies are the critical step to develop a business, this paper talks about different scenarios in financial planning for existing enterprise and new business. Market research and market analysis are part of a business technique to sustain the business. The decision by the owner of growing a business consists of planning and action after the business has become stable. This paper also discusses the future of the small business in marketplace.

      To most small business owners, the owning of a small business is to accomplish what they have long dreamt of. Everyone has a dream in a lifetime; some want to earn a stable income, and enjoy life with the monthly income, some have a bigger dream in life to accomplish, or some want to be their own boss. Those who want to be their own boss with limited capital will start a small business. Small business is often created in moments of inspiration, perspiration, and desperation. Many people have a dream of owning a business and many believe that they do not want

to operate under the same guidelines as a larger business. People who want to start their own business usually have a unique way of running the business. “One characterization of the U.S. economy is that it begins with the formation of small business, some of which then grow into large businesses…certainly small firms are a dynamic force in the economy, bringing new ideas, processes and vigor to the marketplace” (Headd, 2000, p.13). Therefore, small business makes a significant contribution to the economy today and for the future, and should not be neglected nor looked down. The purpose of this paper is to define small business, examining its financial planning and strategies, marketing planning and growing plan that develop and sustain the business and a comparative analysis of a small business success and failure tactics, and the future trend of the small business.

Background
Most people have a concept of how small business, such as low employee volume, low revenue, home base office. The U.S. Small Business Administration (SBA) defines the size of small business:
      One that is organized for profit; has a place of business in the U.S.; operates primarily within the U.S. or makes a significant contribution to the U.S. economy through payment of taxes or use of American products, materials or labor; is independently owned and operated; and is not dominant in its field on a nation basis. The business may be a sole proprietorship, partnership, corporation, or any other legal form. (www.sba.gov)

There are several ways

to start a small business: proprietorship, partnership, buying an existing business, entrepreneurship, franchise, and corporation. Perhaps any types of small business will face various problems such as company size, working long hours, cash flow difficulties, running on a low budget, or lacking of authenticity. However, according to D. Freyer, small business owners receive the most satisfaction from making their own decision, taking their own risk and the freedom to operate independently (personal communication, October 1, 2009).
Small business in many ways differs from large business such as education, race, origin, age, employee status, and industry. “Small firms had higher percentages of employees who had less than a high school education and employees whose highest degree was a high school diploma, while large firms had higher percentages of employees who had had some college, employees who had attained a bachelor’s degree” (Headd, 2000, p. 15). Due to the education level of the employees, the average age in the small business will usually be younger. Whites and Hispanics tend to work for small firms, whereas women, Asians, and blacks are more likely to work for large firms. Small firms concentrate on making goods and services for customers. Management, administrative support, and sales are typically the small business owners’ responsibilities, while large firms are better positioned and financed to afford specialized positions. The goods and services provided by the small firm are generally in construction, services,

and agriculture, whereas large firm are likely to be in manufacturing, retail trade, transportation, communications, and public services. (Headd, 2000)
      The owner of a small business is the driving force of the company and responsible for defining the mission of the company. According to Tom Gegax’s statement, “mission statement deepens your sense of purpose…It is what you hope to give and get in life...it is the difference between living a life of choice and living a life of chance” (Gegax, 2004, p.294). Developing, sustaining, and expanding a business requires the owners to have the abilities to coach themselves, and their employees. The owners must examine their motives and take action on plans, know how to identify tasks and set priorities, and to set the mission statement into action.

Developing, Sustaining, and Expanding the Business
Financial Strategies
“Startup businesses, or business expansion, frequently involve a startup budget that is different in character from the operating budget of an ongoing business” (Kluwer, 2008, p.62). Budgets are the lifeline of any company, small or large. Without a budget plan, most companies will be in chaos whenever it comes to spending money. It is easy to spend money without knowing it, and then wondering why the company is not making profit at the end of the year. Budget planning forces a company to follow the pre-set mission plan that includes advertising the company, hiring process, company spending, and company goals. “You may be able to start on your own capital,

but you may not survive for long on internal financing alone. Growing companies need more money to acquire additional assets and to pay for increasing wages, supplies, merchandise, normal operating expenses, and credit extended to customers that company growth brings” (Lasser, 1993, p.7). Financing is a critical initial step in starting a new business. Without financial support, the owners may not be able to expand on the company assets such as buying equipment, hiring new employees, attending seminars for strategies and professional improvement, and paying for the employees’ health care and insurance. One of the most common ways to start a small business is to borrow money from the bank. Banks have varying criteria for lending depending on whether the company is an established enterprise or just a start up.
      It might be easier for an existing business to get a loan from the bank, because a bank can base its decision on the company’s credibility, such as the past year’s balance sheets, income statements, and cash flow budgets. These financial statements are the evidence that the bank will consider in forecasting future performance. “History will repeat itself and that your business’s future will be an extension of the trends that are shown in your historical statements” (Kluwer, 2008, p.63). Comparatively, a start up business owner will face a challenge because the company has no history of operations or any other evidence of profitable or successful operations. The new small business will have the added burden of convincing

the bank that company has an anticipated positive future since the bank will rely almost entirely on a financial proposal and the potential of the company.
      Banks generally prefer to limit their loans (especially in hard economic times)…They prefer to make loans to a problem-free business which needs funds to expand operations to a new city or to develop a new product…The bank does not want to pay off other creditors and be left as the only remaining risk taker. A bank wants its funds put to a constructive use. (Lasser, 1993, p.14)

      In order for the bank to finance such a business, the business owner must have a thorough financial plan, which forecasts the sales of the business. Any forecast will include some uncertainties such as change of economy, inflation, competitive influences, and false investments. Business financial planning affects how and on what terms the owners will be able to attract the funding required to establish, maintain, and expand the business. Financial planning determines if the necessary raw materials can be afforded, if the products can even be produced, and whether or not the business will be able to market their product efficiently. (Kluwer, 2008, p.68)
Financial Planning
      A financial plan consists of three sections: projected income statement, projected balance sheet, and projected cash flow budget. Income statement, also known as profit and loss statement, lists the income, expenses, and the net profit/loss of the year. The purpose of the income statement is to help managers,

investors, and creditors to determine the past performance of the business, predict future performance, and assess the capability of generating future cash flows. The net income of the reported year will appear again in the statement of owner’s equity, which will be part of the owner’s capital.
      The statement of owner’s equity reports the changes in the owner’s capital for a reported period. The report breaks down the changes affecting the accounts, such as profits or losses from operations, dividends paid, and any other items charged. The income statement may report in combination with a balance statement. This shows a picture of the business’ net worth at a specific time. It is a summary report of all the financial data regarding the company’s performance at that time, which consists of three categories: assets, liabilities, and equities. Assets are the resources owned by a business; liabilities are the debt owed to a creditor of the company; and owners’ rights are owner’s equity. Because the balance sheet “does not in itself reveal how the business arrived there or where it’s going next,” (Kluwer, 2008, p.78) the owner should provide at least three years of projected balance sheet information. The initial proposal may require detailed projections of the company’s potential such as month-to-month, quarter-to-quarter, or year-to- year.
      “Cash flow is the movement of money in and out of your business” (Kluwer, 2008, p.74). Indeed, projecting cash flow budget is a critical step for small businesses. It will

be ideal to have cash inflow every time a business is experiencing a cash outflow, but the reality is that it will not always happen in the real world. Preparing a cash flow budget for an existing company can be based on historical information; however, a startup business will need to estimate the future fund allocation and use of revenues and expenses listed on the projected income statement. Therefore, projected cash flow budgets will usually accompany the income statement. Figure 1 illustrates a sample of how the income statement, balance sheet, and statement of cash flow interlink with one another.
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Figure 1. Income statement, statement of owner’s equity, balance sheet, and statement of cash flow (Warren, Reeve, & Duchac, 2007, p.18)
Market Planning
“Organizational success largely depends on having leaders who can articulate a vision, collaborate and communicate effectively, and draw out the full potential of those they lead” (Weller, 2004, p.20). A statistical data from Coaching and Performance: Substantiating the Link reports that 45% of an organization’s performance is linked to the quality of its executive leadership. Successful executive leaders know about the industry, the market, and the competitors. Usually small business provides some types of goods and services. The owners need to understand what they are providing to their customers. Customers will lose confidence if the owner is not able to respond to the questions they have. Market is the arena in which buyers and sellers exchange goods and services.

A successful leader knows the difficulties about the market and the current and future trends. An effective forecast will allow the business to grow larger and stronger. Competitors are those who provide the same goods and services within the marketplace. If the business owner does not have the ability to compete with others, then the business will eventually fail and disappear from the marketplace.
Targeting the market is an important analysis after the business has been established. Business owners need to know what their business can offer, at what level the product will attract customers, and at what price the company will make the maximum profit. Thus, the owner needs to know who their customers are, or will be. In a fair market, “business and customer are involved in the voluntary exchange of a product or service, and both will benefit from the exchange” (Gerson, 1994, p.236). In order for small businesses to secure their share of the market, customers must be satisfied, so that the customer will become loyal to the business. However, it is important not to overestimate the market. Properly conducting a market analysis will often lead to a successful business, and poor analysis may lead to failure.
”Market research is the systematic process of gathering, analyzing, interpreting and utilizing relevant information for the purpose of making accurate marketing decisions regarding   your small business” (Gerson, 1994, p.242). The purpose of market research is to understand customer behavior and perceptions so that the

business owner can provide a more specific service and reduce the risk of offering products that are less attractive to the customer. A well-developed business will have hired a professional quantitative data analyst for a reliable statistical analysis. Advantages of this service are to save time and minimize duplicated results. The disadvantage is that this service is very costly, which may burden the small business owner. It might be worthwhile for small business owners to hire a professional market researcher for a proper analysis, but they can also conduct their own analysis by creating their own survey plan.
The small business owner is competing with everyone in the market who shares the same values, services, and oftentimes even the same customers. No matter how professional the business is for the customers, the business will not succeed without knowing their competitors and their abilities. Maybe not all the competitors will directly compete with one another, but some may be geographically located nearby, which will create threats.
      It’s to your advantage to know as much as you reasonably can about the identity of your competitors, and the details of your competitors’ business. Study their ads, brochures, and promotional materials. Drive past their location. Talk to their customers and examine their pricing. What are they doing well that you can copy, and what are they doing poorly that you can capitalize on? (Kluwer, 2008, p.37)

      Along with the current competitor’s information, this will also help the

owner to have an evaluation of what will occur in the near future. Other than learning about their competitors, business should know their own strengths and weakness in order to be successful. One method of strategic planning is the Strengths, Weakness, Opportunities, and Threats (SWOT) of the business. Strengths and weakness are used internally to analyze the company’s ability to compete within the industry, where opportunities and threats are external factors that will affect the company’s ability to compete. The small business should use the SWOT analysis as a self-evaluation to expand the business.

Growth Plan
      Usually, “big is considered automatically better” (McKenna & Oritt, 1980, p.47). However, bigger sometimes cannot be categorized as better, in that bigger requires more funding to grow, a new product line, and more employees. Not all these will necessarily increase the revenues and profits of the business or effectiveness of the company. “The key to small business success has been linked to many things, such as opportunity, superior commitment motivations, technical expertise, and capitalization. We propose that the success of a small business is also related to the growth decision of the owner” (McKenna & Oritt, 1980, p.48). For most part, the foundation of small business is the owner, since the owner is the business and the business is the owner. Liabilities come along with expansion. It might be better for the owners to improve its business in the management or sales area, rather than expanding bigger.

A strategy of no growth or the process of wait and see can be viewed as equally successful, especially if an increase in demand of its service is aligning with the growth of the business. Sometimes, owners might be forced to deal with something they have never had to deal with before. Examples are employee conflicts, increased marketplace competition, and federal government regulations. Therefore, a plan for growth is a necessity for small business.
      Oftentimes growing or not growing the business has been one of the toughest decisions for the owner. While the business owner may spend many hours evaluating new mission plans, new products, and implementing new strategies, “the decision to grow may never be formally addressed, but such a decision is implicit in the actions of the owner.” (McKenna & Oritt, 1980, p.46) Expansion requires changes within the company, such as company upsizing, increasing new sales, introducing new products, or sometimes changing organizational behavior. When a company is still small, the business owner might be handling a group of 10 or under, expansion will eventually introduce new employees and managers. As the company grows, work groups will divide into subgroups. Each subgroup will create its own culture and behaviors and it will be difficult for the owner to maintain a consistent organizational behavior.
      The business owner faces numerous personal and environmental factors. Staying competitive determines the business’ current abilities to sustain and future abilities to expand. Managing

organizational knowledge and growth plans are essential for the company’s future. “This planning process assumes that the small business owner, at some point in time, has established the critical goals of the business and the commitment he or she is willing to make toward the accomplishment of these goals” (McKenna & Oritt, 1980, p.50). Each planning process should be viewed as temporary, and planning actions must take place again and again as the business grows. Management knowledge is the support of the decision-making process. Managers develop effective knowledge and strategies, and lead the employees with their available knowledge to support the decision-making process. (Alhashmi, Siddiqi & Akhgar, 2006) Business expansion is an endless process; expansion requires the owner to possess long-term, flexible, and durable strengths.

Successful Tactics
      “For many small-firm owner-managers, success can be measured in their capacity to sustain a lifestyle business that has been established to provide a measure of independence with an acceptable income at a comfort-level of activity” (Beaver, 2003, p.115). Most small business owners start their business either in a garage or at home. They invest their savings as the initial capital to start a business, oftentimes it may take awhile to meet the breakeven point. Once the business has reached the breakeven point, where the company is able to make profits and at the same time, the owner can earn a monthly income from the profit. The sustainable activity levels have been

achieved. At that point, business’ management and operation will become more routine.
      “The successful small business owners had a very different orientation toward their business than did the unsuccessful ones” (Beam & Carey, 1989, p.66). Small business success can be internal and external. There are five internal successful criteria for a small business to be successful. The business owners must like their products, have a willingness to be personally involved, have a willingness to stick with the goal, pay attention to details, and develop managerial expertise. (Beam & Carey, 1989) Business owners must be professional about the goods and services they are providing. Oftentimes a successful business started as a hobby, or a service that had previously worked. Not all owners can turn their hobby into a career; if they are not passionate of their business, they will have to learn to like what they do. The owners must have the willingness to be personally involved; “absentee ownership simply doesn’t work in small business” (Beam & Carey, 1989, p. 67). The owners need to be physically present to set an example for the employees, because they have their own ways to run the business and must establish their desired culture and atmosphere of operations. Business owners will need to stick with the mission plan to make the business successful. The owner sometimes may have to work harder than their employees do, and even harder to make the business succeed. There will be discouragements, disappointments, and may be even failures

during their tenure as the owner of the business, but they will need to stick with it because giving up means loss of business. Paying attention to customers’ needs and wants will ensure a loyal customer. “What we are talking about here is attention to detail, or basic competence in what you are doing. Without it, you will lose customers, and without customers, you can’t stay in business” (Beam & Carey, 1989, p. 68). Management is one important factor for successful business. Managers not only handle employees and money, but they also deal with policies of the company. A good manager will be able to reduce conflicts and motivate employees.
      External factors also make a tremendous effect on a successful business. There are four criteria to lead a small business to success. Those are market analysis, attractive product line, effective sales effort, and financial stability. (Apostolidis, 1977) Market trend can change in a moment without any warming. The owners must have “the ability to detect and react quickly and appropriately to market shifts and changes in buying habits” (Apostolidis, 1977, p.48). The ability to adopt and accept the change will keep the business going and satisfy the customers’ need. To sustain a business, a successful product line will attract customers and therefore have repeat business. The successful product line will include great quality, reasonable prices, durable products, and will meeting market trends. And most importantly, it will attract large groups of customers. There are multiple factors

effecting sales such as market size, location, client, and business image.
      Determining the proper market size and capabilities will lead to effective sales and profitability. Proper estimation of market size will prevent a business not to over or underestimate production, resulting in efficient use of capital. Overestimating will be costly since the extra product will require storage, and storage space will require rental fees and utility fees. Underestimating will lose customers because their needs will not be satisfied. Businesses need cash flow to maintain and expand development.
      The misuse or inefficient use of capital is all too often fatal to the small firm. One wise rule for the small but growing enterprise is to reinvest a large proportion of its profits. Another is to avoid irresponsible or ill-timed withdrawals, particularly during periods of lean profits. (Apostolidis, 1977, p.49)

Failure Tactics
“Most new business ventures fail within five years, and that the two most common causes of failure are lack of financing and poor management…lack of money is usually a symptom of poor performance in other critical aspects of the business, not the cause” (Beam & Carey, 1989, p. 65). Some unnecessary tendencies that kill the successful business are owners taking profits immediately as salary, paying low wages, hiring out management, not sharing information with employees, and neglecting service. (Beam & Carey, 1989)
      Profits allow a business to expand. If business owners take profits out for salary

and personal use, it will endanger the business for which the capital is needed to survive. Good employees are the assets of the company. It is always difficult to find, hire, and retain good employees. Employees work for a living and oftentimes for their families’ survival. It is foolish to think they will be willing to work for anything that is less than the market rates. Outsourcing management will lead to failure because the owner is not personally involved in the business. Every leader has a personal way to lead a group. If the owner is not involved in the management, employees are not able to follow the direction of the company. There are companies structured such that the owners makes the decisions and do not share the information to themselves, “failure to share what you know with your employees inevitable leads to reduced morale, marginal performance and smaller profits” (Beam & Carey, 1989, p. 69). It is hard for employees to learn and adopt the organizational behavior if the owners do not share the information; employees will not know how to react to events, which creates insecurity. Repeat business is what brings the small business to success. Failure to provide good service will not gain the repeat business. It is hard for the company to look for and convince new customers and it takes time and money to advertise the good services. (Beam & Carey, 1989)
Business management sometimes can lead a business to either success or failure. Management in all businesses is human oriented; it is a process of gathering, training,

and directing people to accomplish the company’s goals and objectives. “Small business failure rates vary according to the characteristics of the business and of those who own and manage it…and are invariably caused through a lack of sensitive managerial strategic attention” (Jennings & Beaver, 1995, p.194 - 196). The symptoms of bad management are inadequate accounting systems, lack of capital, lack of experience and formal planning, insufficient marketing talents, and inability to cope with growth. (Jennings & Beaver, 1995) All of these poor management symptoms clearly define the potential for business failure, whether it is visible or invisible, formal or informal. Management is the “fundamental principles of needing to achieve organizational fit with the operating context to ensure long term survival, growth, and prosperity” (Jennings & Beaver, 1995, p.197).
      Business ethics can be examined from various perspectives, including the perceptions of employees, the public, or the commercial enterprise. Company’s actions are viewed by the public, and the public’s perception will affect business’ success or failure. Business ethics is a form of applying ethical principles and morals to the business operations as a whole. Business can often attain short-term gains by unethical action such as hiring to obtain technological secrets, paying a fee to receive a contract, hazardous waste pollution, and offensive advertising campaigns. (Vitell, Dickerson, & Festervand, 2000)
      Business owners may be temped to take the

shortcut of hiring a competitor’s employee(s) to obtain the information they need by trying to legitimize their effort to steal information from the competitors. Some businesses consider paying “a large consulting fee to obtain an important contract abroad” (Vitell et al., 2000, p.20). Some may want to save money by not handling their waste properly, and polluting the environment. Some business owners want to promote their business by attacking the competitor through advertisements that only bring out the positives about their business and the negatives of the competitor. Ethical and unethical actions are subjective to different people’s perspectives. It may be acceptable to some people because by law or custom the business owner is following the local policy. In fact, all of the unethical actions taken by the owners may be reviewed by the public and the public perception will determine the business’ image. Unethical practices may have short-term positive results but the business risks long-term loss of customers. (Vitell et al., 2000)

Future Trend
Retirement of owners and employees and the increasing retirement-age population will effect small business. “By 2010, the number of 55-64 years olds will grow by more than 11 million, an increase of 46% over their number in 2000” (Phillips, 2004, p.21). More workers will have to work past their retirement age due to the increase of health care, living expense, and government budget cuts. The need of income for the retirees will become an issue unless they are willing to lower

their living standards or continue working toward their retirement. Small business will hire the retirees as part-time workers to save money on health care. Small business can also benefit from hiring post- or pre-retirees from using their experience, professionalism, and expertise.

Conclusion
In general, people start their small business because they want to make profit from their skills and do not want to operate under the same guideline as a large business. In order for a small business to be successful, the owner must be able to develop a thorough mission statement, which will guide the business to the goals. Developing and sustaining a business requires a detailed financial and market plan and using the right strategies. The owner will also need to use the right tactics during the progress, such as being personally involved in the development and management of the company. Sometimes the owner might unintentionally use the wrong tactics, but it should be avoided as much as possible.
      Starting a small business is not as easy as I thought. Anyone can start a small business with a license from the government; but developing, sustaining and growing the business require a long-term effort. Applying the right tools and techniques will lead the business to success, where the wrong methods will lead to failure. Small business successful tactics in many ways are what we can learn and apply to our life. Financing and marketing strategies are tools I can apply to my daily life. Budget planning is one of the tools; parents

need to have a budget plan for their family and their children’s education. It is unfortunate that I did not learn this in my early career. I spend money whenever there is cash inflow without much thoughts or consideration for the future, but it is not too late to start picking up some new techniques for my daily use.

Summary
Small business today in the marketplace is a dynamic force in the economy; small business brings new ideas, new products, and new trends to the public. The owner of a small business defines the mission statement for the development planning and this statement must be carefully examined and applied daily. To start a small business, owners must have a thorough financial plan and apply it with appropriate strategies. Budget planning will be the initial step to develop a business. Businesses need cash to perform the functions such as hiring employees, advertising, and buying equipment. Growing a business also requires capital, such as increasing wages, buying additional supplies and assets, any daily operation expense. Therefore, a business will need a budget plan so that it will not run the risk of misuse of cash. One way to start a small business is financing through a bank. It would be easier for an existing enterprise to borrow money from the bank because banks can base their decision on the historical record of the business financial statement and determine their potential growth. It would be difficult for a new business to be approved by a bank since the company does not have any history. Therefore,

having a complete proposal will help them through this process. This proposal will need to include a projection of income statement, balance sheet, and cash flow budget.
A successful leader will bring a business to a new and bright future. A leader must know about the industry, the market, and their competitors. Market researching and targeting the market is an important tool for the owner to sustain a business. Market research is a process of gathering, analyzing, and implementing the relevant information for making the correct decisions. Targeting the market will allow the owner to make the maximum profit from the customers. Oftentimes, owners make their decisions to grow or not to grow are based on the current condition of the company. A strategy of no growth or the process of wait and see can be viewed as equally successful, because growing requires additional liabilities. If owners decide to expand their business, staying competitive and having good management are essential to success.
Some of the successful tactics a business owner will need are defined in two factors: internal and external. Internal factors are that the owners must like their products, have a willingness to be personally involved, have a willingness to stick with the goal, pay attention to details, and develop managerial expertise. External factors are market analysis, attractive product line, effective sales effort, and financially stability. There are businesses that have failed after they have achieved their initial goals because owners start

to take profit immediately as salary, paying low wages, hiring out management, not sharing information with employees, and neglecting the service. Poor business management and business ethic can also lead a business to failure. The future trend of small business may also change as baby boomers start considering retirement and as the pool of this retirement age grows. Small businesses may hire more baby boomers as retirement is delayed due to government budget cuts.
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