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Introduction

Small businesses play important role in the country’s economy and the majority of American people entered the business world through small businesses. Many of successful large companies and corporations like Apple Computer, Wal-Mart, eBay, and Microsoft were developed from businesses that were independently owned and operated, had a little influence in its industry, and employed less than five hundred people (Collins, 123). There are 600,000 new businesses open every year in United States and only half of them are successful. Becoming a small business owner is not for everyone. It is takes courage, knowledge and hard work to run a business (Johnson, Mills). Therefore, it is vital to learn all the available options, to research existing resources and help, and to know what to expect when operating a business. For these reasons, Chapter 5 “The Challenges of Starting a Business” of the book “Exploring Business” written by Karen Collins is essential and very important in the business studies. It offers imperative material about small businesses and presents vital information about what does it takes to own a business.
Chapter Summary

The chapter identifies small business and entrepreneurship, explains importance of the small businesses in the economy of our country, categorizes small business industries and gives us ownership options; besides, discusses the importance of business plan, summarizes

advantages and disadvantages of starting, and owing a business and reviews the key points of success and failure. 

According to Small Business Administration (SBA), a business defined small when it is independently owned and operated, has little influence on its industry and employs fewer than five hundred people. The author also notes that there are three characteristics of entrepreneurship: innovation, operating a business, and risk taking; however, not all the small business owners are entrepreneurs.

The fact that small businesses produce 50 percent of USA gross domestic product and “complement economic activity of large organizations by providing them with services and distribution of their products” makes them very important in the country’s economy. Moreover, small businesses “create jobs”, “spark innovation”, and offer opportunities for women and minorities (Collins, 122). 

The author divides businesses into two types of industries: the “goods-producing sector” which involves businesses that create tangible goods and “service-producing sector” which consists of businesses that provide only services. The largest areas of “goods-producing sector” are construction and manufacturing. On the over hand, most of the businesses in the “service-producing sector” are service providers and retailers (Collins, 127).

There are three possible ways to become a small business owner. The most risky is to start from scratch; in this case, it is up to the owner to find customers and to build reputation of

business. Yet, the owner has an option of choosing to develop new business in any way he or she desires. The option of buying an existing business is easier and less risky than staring a business from scratch. Existing business could have proven product, customers, location, and trained employees; yet, the business could be way overpriced, and the possibility of “inheriting” bad location, disappointed customers, and lazy employees high. Getting a franchise (a business ownership where a seller (franchiser) grants a buyer the right to use brand name and to sell its products or services) became very popular in USA.   This option of the proprietorship will provide ready-to-go successful business and support from the franchiser; however, the cost of the business can be very high, buyer must follow the rules, and franchiser may not be able to fulfill its promises.   

A business plan must be prepared before anybody starts a business. The author discusses the importance and key points of this “essential document” (Collins, 136). Business plan should contain a business idea, give summary of the industry in which the business will operate, define the business product (goods or services), classify prospective customers, have a marketing plan, present future management team, and estimate impending income and finance. Although, the business plan formats may vary, an executive summary is the most important section of the document and must conclude important information from each section of the business plan.

The author 

identifies questions that individuals should ask themselves before starting a business: 
  1. Should I start a business?
  2. Do I have a good business idea? 
  3. What industry is right for me?
  4. What type of ownership should I choose?
  5. Where would I find help?
The Small Business Administration’s “most common reasons for starting a business” are: to be independent, to provide anticipated lifestyle, to attain financial freedom, and to apply skills and knowledge. However, there are plenty disadvantages of business ownership such as: financial risks, pressure, time commitment, and unpleasant responsibilities.

In order to be a successful business proprietor the author suggests that an owner must know the industry, possess knowledge of business management, retain positive attitude no matter what, have the right financing, be able to manage the money and time well, commit to fulfilling customer needs, and be able to compete. Still, only 55 percent of businesses are capable to stay open four or more years. Here are the reasons why businesses fail: bad business idea, not enough money, limited supervisory abilities, absence of attention to customer needs, and incapability to handle the progress. In conclusion, the author clarifies the importance of the Small Business Administration in assisting current and prospective businesses.

The most important sector of the chapter 

The sector of Chapter 5 where the author talks about success and failure of small businesses is crucial. Study the reasons 

what makes a small business unsuccessful, learn on mistakes of others, take precautions in the beginning, and know where to look for help are critical to the new business owners. “Seven out of 10 new employer firms survive at least 2 years, half at least 5 years, a third at least 10 years, and a quarter stay in business 15 years or more.”(“Annual”) Even if the owner has a perfect business idea, knows industry, familiar with principals of management, and possesses all technical skills, an absence of financial support can destroy a new business.   One of the major reasons of business failure is underfunding. A 2004 U.S. Bank research showed that “starting out with too little money” is one of the reasons for 79 percent new businesses breakdowns (Lorette). It is important to explore the safety measures that small business owners must take in order to protect themselves from the impending money problems.
Knowing what to expect and be prepared 

First five years are tough, besides exhaustion and discouragement, many business owners are, often, experience money shortages. Underfunding occurs due to the different reasons: cash flow problems, not enough consumers; or, fortunately, because the need for expansion.   Therefore, finding the right bank from the beginning is vital for the small business owners.
In order to find a good bank that can help business to prosper or to save business from closing, National Federation of independent Business suggests that the owner, when choosing a bank, should consider following:

  1. Selected bank must participate in the SBA. The website www.SBA.org provides the list of its members according to the postal index. For example, in Reno, NV, one of the biggest banks in the area - Bank of America is not a member of SBA.
  2. “It is essential for the prospective bank to know your business industry well. A banker’s expertise within your industry can contribute to your success. Familiarity with your industry can make a difference in loan approval. According to Richard Parlontieri, a former bank executive, small business owners turned down because banks do not understand their business” (Parks, Stefan).
  3. It is important to learn what kind of services bank offers. A good bank will be able to offer payroll and cash management services and help small business owners sort out their financial dilemmas. Moreover, good bank will help you establish credibility, extend your business reach, and wave balance requirements on checking accounts.
  4. Fees: bank should provide a list of their fees. Doing a comparison between banks and checking bank’s financial stability via www.Bankrate.com’s Safe and sound rating feature may save small business from the future financial calamity.
Choosing the right bank for the business as important as finding devoted and qualified employees. Banking with the wrong institute that does not have a membership from SBA, support your business industry, offer necessary services, have stability and adequate fees may ruin new business. Nevertheless, having a strong financial

support from the start could significantly ease a rocky road of the small business ownership.
Conclusion 

Nearly all of us, at least once during our lifetime, thought about starting a business. Although, many have pursued the idea, only some succeeded. It is not easy to start and operate the business. It will take enthusiasm, energy, time, and funding to develop a successful business. Therefore, it is important to know what does it takes to be a small business owner, to learn about the prospective industry as much as possible, to choose the right ownership, to know the challenges and problems that may occur during the start-up and development of the business. Moreover, it is vital to be prepared for the unexpected, to have all the resources, and know where to search for help in order to avoid common pitfalls (Lorette).
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