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1.2 Getting Down to Business

Learning Objective
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1.3 What Is Economics?

Learning Objectives

�� !?@CH?economics;H>�C>?HNC@S�@;=NILM�I@�JLI>O=NCIH�

�� "RJF;CH�BIQ�?=IHIGCMNM�;HMQ?L�NB?�NBL??�E?S�?=IHIGC=M�KO?MNCIHM�

��  IGJ;L?�;H>�=IHNL;MN�?=IHIGC=�MSMN?GM�

1I ;JJL?=C;N?BIQ ; <OMCH?MM@OH=NCIHM
Q?H??>NIEHIQMIG?NBCHA;<IONNB??=IHIGC=?HPCLIHG?HNCHQBC=B
CNIJ?L;N?M�4 ? <?ACHQCNB; >?@CHCNCIHI@?=IHIGC=M;H>; >CM=OMMCIHI@NB?L?MIOL=?MOM?>NIJLI>O=?AII>M;H>
M?LPC=?M�

Resources: Inputs and OutputsResources: Inputs and Outputs

"=IHIGC=MCMNB?MNO>SI@NB?JLI>O=NCIH
>CMNLC<ONCIH
;H>=IHMOGJNCIHI@AII>M;H>M?LPC=?M�/?MIOL=?M;L?NB?
inputsOM?>�NI�JLI>O=?outputs��/?MIOL=?M�G;S�CH=FO>?�;HS�IL�;FF�I@�NB?�@IFFIQCHA�

X );H>�;H>�INB?L�H;NOL;F�L?MIOL=?M

X );<IL��JBSMC=;F�;H>�G?HN;F�

X  ;JCN;F
�CH=FO>CHA�<OCF>CHAM�;H>�?KOCJG?HN

X "HNL?JL?H?OLMBCJ

/?MIOL=?M;L? =IG<CH?>NI JLI>O=?AII>M ;H> M?LPC=?M�);H> ;H> H;NOL;FL?MIOL=?MJLIPC>?NB?H??>?>L;Q
G;N?LC;FM�);<IL NL;HM@ILGML;Q G;N?LC;FMCHNIAII>M;H>M?LPC=?M� ;JCN;F�?KOCJG?HN
<OCF>CHAM
P?BC=F?M
=;MB

;H> MI@ILNB�;L?H??>?>@ILNB?JLI>O=NCIHJLI=?MM�"HNL?JL?H?OLMBCJJLIPC>?MNB?MECFF;H> =L?;NCPCNSH??>?>NI
<LCHA�NB?�INB?L�L?MIOL=?M�NIA?NB?L�NI�JLI>O=?�;�AII>�IL�M?LPC=?�NI�<?�MIF>�NI�NB?�G;LE?NJF;=?�

�?=;OM?; <OMCH?MMOM?ML?MIOL=?MNI produceNBCHAM
Q? ;FMI=;FFNB?M?L?MIOL=?M@;=NILMI@JLI>O=NCIH� 1B?
@;=NILM�I@�JLI>O=NCIH�OM?>�NI�JLI>O=?�;�MBCLN�QIOF>�CH=FO>?�NB?�@IFFIQCHA�

X 1B?�F;H>�NB;N�NB?�MBCLN�@;=NILS�MCNM�IH
�NB?�?F?=NLC=CNS�OM?>�NI�LOH�NB?�JF;HN
�;H>�NB?�L;Q�=INNIH�@LIG�QBC=B

9



NB?�MBCLNM�;L?�G;>?

X 1B?�F;<IL?LM�QBI�G;E?�NB?�MBCLNM

X 1B?�@;=NILS�;H>�?KOCJG?HN�OM?>�CH�NB?�G;HO@;=NOLCHA�JLI=?MM
�;M�Q?FF�;M�NB?�GIH?S�H??>?>�NI�IJ?L;N?�NB?
@;=NILS

X 1B?�?HNL?JL?H?OLMBCJ�MECFF�OM?>�NI�=IIL>CH;N?�NB?�INB?L�L?MIOL=?M�NI�CHCNC;N?�NB?�JLI>O=NCIH�JLI=?MM�;H>�NB?
>CMNLC<ONCIH�I@�NB?�AII>M�IL�M?LPC=?M�NI�NB?�G;LE?NJF;=?

Input and Output MarketsInput and Output Markets

*;HS I@NB?@;=NILMI@JLI>O=NCIH�IL L?MIOL=?M�;L? JLIPC>?>NI <OMCH?MM?M<S BIOM?BIF>M�#IL ?R;GJF?

BIOM?BIF>MJLIPC>?<OMCH?MM?MQCNBF;<IL �;M QILE?LM�
F;H>;H> <OCF>CHAM�;M F;H>FIL>M�
;H> =;JCN;F�;M
CHP?MNILM��&HNOLH
<OMCH?MM?MJ;S BIOM?BIF>M@ILNB?M?L?MIOL=?M<SJLIPC>CHANB?GQCNBCH=IG?
MO=B;MQ;A?M

L?HN
;H> CHN?L?MN�1B? L?MIOL=?MI<N;CH?>@LIGBIOM?BIF>M;L? NB?HOM?><S<OMCH?MM?MNI JLI>O=?AII>M;H>
M?LPC=?M
QBC=B;L? MIF>NI NB?M;G?BIOM?BIF>MNB;NJLIPC>?<OMCH?MM?MQCNBL?P?HO?�1B? L?P?HO?I<N;CH?>
<S<OMCH?MM?MCMNB?HOM?>NI<OS;>>CNCIH;FL?MIOL=?M
;H> NB?=S=F?=IHNCHO?M�1BCM=CL=OF;L@FIQCM>?M=LC<?>
CH#CAOL?��� ^1B?  CL=OF;L#FIQ I@&HJONM;H> ,ONJONM_
 QBC=BCFFOMNL;N?MNB?>O;FLIF?MI@BIOM?BIF>M;H>
<OMCH?MM?M�

X %IOM?BIF>M�HIN�IHFS�JLIPC>?�@;=NILM�I@�JLI>O=NCIH��IL�L?MIOL=?M��<ON�;FMI�=IHMOG?�AII>M�;H>�M?LPC=?M�

X �OMCH?MM?M�HIN�IHFS�<OS�L?MIOL=?M�<ON�;FMI�JLI>O=?�;H>�M?FF�<INB�AII>M�;H>�M?LPC=?M�

#CAOL?����1B?� CL=OF;L�#FIQ�I@�&HJONM�;H>�,ONJONM

10 ¥ EXPLORINGBUSINESS



The Questions Economists AskThe Questions Economists Ask

"=IHIGCMNMMNO>SNB?CHN?L;=NCIHM<?NQ??HBIOM?BIF>M;H><OMCH?MM?M;H>FIIE ;NNB?Q;SMCHQBC=BNB?@;=NILMI@
JLI>O=NCIH;L?=IG<CH?>NIJLI>O=?NB?AII>M;H>M?LPC=?MNB;NJ?IJF?H??>��;MC=;FFS
 ?=IHIGCMNMNLSNI;HMQ?L
NBL??�M?NM�I@�KO?MNCIHM�

�� What goods and services should be produced to meet consumersÕ needs?&H�QB;N�KO;HNCNS��4B?H�MBIOF>
NB?S�<?�JLI>O=?>�

�� How should goods and services be produced?4BI�MBIOF>�JLI>O=?�NB?G
�;H>�QB;N�L?MIOL=?M
�CH=FO>CHA
N?=BHIFIAS
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Economic SystemsEconomic Systems
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Mixed Market EconomyMixed Market Economy
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1.4 Perfect Competition and Supply and Demand

Learning Objective
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 ;H> monopoly� 4 ?aFFCHNLI>O=?NB?@CLMNI@NB?M?]J?L@?=N
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Perfect CompetitionPerfect Competition
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Demand and the Demand CurveDemand and the Demand Curve
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1.5 Monopolistic Competition, Oligopoly, and Monopoly

Learning Objective
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1.6 Measuring the Health of the Economy

Learning Objective
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�@IL�;�QBCF?
�FC@?�B;>�<??H�NIOAB��FINM�I@�J?IJF?�Q?L?
DI<F?MM
�;H>�GIH?S�Q;M�NCABN���ON�NBCHAM�;L?�A?NNCHA�GO=B�<?NN?L��4 ILE?LM�;L?�<?CHA�=;FF?>�<;=E�NI
NB?CL�DI<M
�JLI>O=NCIH�CM�CGJLIPCHA
�;H>�J?IJF?�;L?�MJ?H>CHA�;A;CH�

X Country 4.1BCM�JF;=?�G;E?M�SIO�MI�>?JL?MM?>�NB;N�SIO�=;HaN�Q;CN�NI�A?N�<;=E�BIG?��-?IJF?�M??G
>?@?;N?>
�GIMNFS�<?=;OM?�G;HS�B;P?�<??H�QCNBION�DI<M�@IL�;�FIHA�NCG?��)INM�I@�<OMCH?MM?M�B;P?
=FIM?>�>IQH
�;H>�NBIM?�NB;N�B;P?�G;H;A?>�NI�MN;S�IJ?H�;L?�IJ?L;NCHA�;N�L?>O=?>�=;J;=CNS�

�� 4B;N ;L? NB?NBL??G;CH?=IHIGC=AI;FMI@GIMN?=IHIGC?M
CH=FO>CHANB??=IHIGS I@NB?2HCN?>
0N;N?M�4B;N ?=IHIGC=G?;MOL?M>I Q??R;GCH?NI>?N?LGCH?QB?NB?LIL BIQ Q?FFNB?M?AI;FM;L?<?CHA
G?N�
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1.7 GovernmentÕs Role in Managing the Economy

Learning Objective

�� !CM=OMM�NB?�AIP?LHG?HNaM�LIF?�CH�G;H;ACHA�NB?�?=IHIGS�

&H?P?LS=IOHNLS
 NB?AIP?LHG?HNN;E?MMN?JMNIB?FJNB??=IHIGS;=BC?P?NB?AI;FMI@ALIQNB
@OFF?GJFISG?HN

;H> JLC=?MN;<CFCNS� &HNB?2HCN?>0N;N?M
NB?AIP?LHG?HNCH@FO?H=?M?=IHIGC=;=NCPCNSNBLIOABNQI;JJLI;=B?M�
GIH?N;LSJIFC=S;H> @CM=;FJIFC=S� 1BLIOABGIH?N;LSJIFC=S
 NB?AIP?LHG?HN?R?LNMCNMJIQ?L NI L?AOF;N?NB?
GIH?S�MOJJFS�;H>�F?P?F�I@�CHN?L?MN�L;N?M��1BLIOAB@CM=;F�JIFC=S
�CN�OM?M�CNM�JIQ?L�NI�N;R�;H>�NI�MJ?H>�

Monetary PolicyMonetary Policy

*IH?N;LSJIFC=SCM?R?L=CM?><SNB?#?>?L;F/?M?LP?0SMN?G�^NB?#?>_�
QBC=BCM?GJIQ?L?>NIN;E?P;LCIOM
;=NCIHMNB;N>?=L?;M?IL CH=L?;M?NB?GIH?SMOJJFS;H> L;CM?IL FIQ?LMBILN�N?LGCHN?L?MNL;N?M
G;ECHACNB;L>?L
IL ?;MC?LNI<ILLIQ GIH?S� 4B?H NB?#?><?FC?P?MNB;NCH@F;NCIHCM; JLI<F?G
CNQCFFOM?contractionarypolicy
NI>?=L?;M?NB?GIH?SMOJJFS;H>L;CM?CHN?L?MNL;N?M�4B?H L;N?M;L?BCAB?L
 <ILLIQ?LMB;P?NIJ;S GIL? @ILNB?
GIH?SNB?S<ILLIQ
 ;H><;HEM;L?GIL? M?F?=NCP?CHG;ECHAFI;HM��?=;OM?GIH?SCM̂NCABN?L_]GIL??RJ?HMCP?
NI�<ILLIQ]>?G;H>�@IL�AII>M�;H>�M?LPC=?M�QCFF�AI�>IQH
�;H>�MI�QCFF�JLC=?M��&H�;HS�=;M?
�NB;NaM�NB?�NB?ILS�

#CAOL?�����
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1B?#?>QCFFNSJC=;FFSNCABN?HIL >?=L?;M?NB?GIH?SMOJJFS>OLCHACH@F;NCIH;LSJ?LCI>M
G;ECHACNB;L>?L

NI�<ILLIQ�GIH?S�

@L;HEC?F?IH�\NCABN�<O>A?N\�  ��6�����

1I =IOHN?L; L?=?MMCIH
NB?#?>OM?Mexpansionarypolicy NICH=L?;M?NB?GIH?SMOJJFS;H> L?>O=?CHN?L?MNL;N?M�
4 CNBFIQ?LCHN?L?MNL;N?M
CNaM=B?;J?LNI <ILLIQ GIH?S
 ;H> <;HEM;L? GIL? QCFFCHANI F?H>CN�4 ? NB?HM;S
NB;NGIH?SCM̂?;MS�_ �NNL;=NCP?CHN?L?MNL;N?M?H=IOL;A?<OMCH?MM?MNI<ILLIQ GIH?SNI?RJ;H>JLI>O=NCIH;H>
?H=IOL;A?=IHMOG?LMNI<OSGIL?AII>M;H>M?LPC=?M�&HNB?ILS
 <INBM?NMI@;=NCIHMQCFFB?FJNB??=IHIGS?M=;J?
IL�=IG?�ION�I@�;�L?=?MMCIH�

Fiscal PolicyFiscal Policy

#CM=;FJIFC=SL?FC?MIH NB?AIP?LHG?HNaMJIQ?LMI@MJ?H>CHA;H>N;R;NCIH��INB N;R;NCIH;H>AIP?LHG?HNMJ?H>CHA
=;H<?OM?>NIL?>O=?IL CH=L?;M?NB?NIN;FMOJJFSI@GIH?SCHNB??=IHIGS]NB?NIN;F;GIOHN
CHINB?LQIL>M
NB;N
<OMCH?MM?M;H>=IHMOG?LMB;P?NIMJ?H>�4B?H NB?=IOHNLSCMCH; L?=?MMCIH
NB?;JJLIJLC;N?JIFC=SCMNICH=L?;M?
MJ?H>CHA
L?>O=?N;R?M
IL <INB�0O=B?RJ;HMCIH;LS;=NCIHMQCFFJONGIL? GIH?SCHNB?B;H>MI@<OMCH?MM?M;H>
=IHMOG?LM
?H=IOL;ACHA<OMCH?MM?MNI?RJ;H>;H>=IHMOG?LMNI<OSGIL?AII>M;H>M?LPC=?M�4B?HNB??=IHIGS
CM?RJ?LC?H=CHACH@F;NCIH
NB?IJJIMCN?JIFC=SCM;>IJN?>�NB?AIP?LHG?HNQCFF>?=L?;M?MJ?H>CHAIL CH=L?;M?N;R?M

IL <INB��?=;OM?MO=B=IHNL;=NCIH;LSG?;MOL?ML?>O=?MJ?H>CHA<S<OMCH?MM?M;H>=IHMOG?LM
JLC=?M=IG? >IQH
;H>�CH@F;NCIH�?;M?M�

The National DebtThe National Debt

&@
CH;HSACP?HS?;L
 NB?AIP?LHG?HNN;E?MCHGIL? GIH?S�NBLIOABN;R?M�NB;HCNMJ?H>MIH AII>M;H> M?LPC=?M
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NL;HMJILN;NCIH
;H> MI=C;FM?LPC=?M�
NB?L?MOFNCM; <O>A?Nsurplus� &@
IH NB?INB?L
B;H>
NB?AIP?LHG?HNMJ?H>MGIL? NB;HCNN;E?MCH
Q?B;P?; <O>A?Ndeficit �QBC=BNB?AIP?LHG?HNJ;SMI@@<S
<ILLIQCHANBLIOABNB?CMMO;H=?I@1L?;MOLS<IH>M��%CMNILC=;FFS
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CM]AI�IH�NB?�4?<�NI�NB?�2�0��+;NCIH;F�!?<N� FI=E��BNNJ�QQQ�<LCFFCA�=IG>?<N:=FI=E��

#CAOL?�����1B?�2�0��+;NCIH;F�!?<N
�����\����

Macroeconomics and MicroeconomicsMacroeconomics and Microeconomics

&HNB?JL?=?>CHA>CM=OMMCIH
Q?aP?NIO=B?>IH NQIG;CH;L?;MCHNB?@C?F>I@?=IHIGC=M���� macroeconomics

IL NB?MNO>SI@NB??=IHIGS ;M; QBIF?
;H> ��� microeconomics
 IL NB?MNO>SI@NB??=IHIGC==BIC=?MG;>?
<SCH>CPC>O;F=IHMOG?LMIL <OMCH?MM?M�*;=LI?=IHIGC=M?R;GCH?MNB??=IHIGS�QC>??@@?=NI@CH@F;NCIH
QBCF?
GC=LI?=IHIGC=M=IHMC>?LMMO=B>?=CMCIHM;MNB?JLC=?SIOaL?QCFFCHANIJ;S NIAI NI=IFF?A?�*;=LI?=IHIGC=M
CHP?MNCA;N?MIP?L;FFNL?H>MCHCGJILNM;H> ?RJILNM
QBCF?GC=LI?=IHIGC=M?RJF;CHMNB?JLC=?NB;NN??H;A?LM;L?
QCFFCHANIJ;S @IL=IH=?LNNC=E?NM�1BIOABNB?S;L?I@N?HL?A;L>?>;MM?J;L;N?<L;H=B?MI@?=IHIGC=M
Q?=;HA;CH
; LC=B?LOH>?LMN;H>CHAI@NB??=IHIGS<SMNO>SCHACMMO?M@LIG<INBJ?LMJ?=NCP?M��M Q?aP?M??HCHNBCM=B;JN?L

@ILCHMN;H=?
SIO=;H <?NN?LOH>?LMN;H>NB?IP?L;FFF?P?FI@;=NCPCNSCH;H ?=IHIGS �; G;=LI CMMO?�NBLIOAB;H
OH>?LMN;H>CHA�I@�MOJJFS�;H>�>?G;H>��;�GC=LI�CMMO?��

Key Takeaways

X 1B?�2�0��AIP?LHG?HN�OM?M�NQI�NSJ?M�I@�JIFC=C?M]GIH?N;LS�JIFC=S�;H>�@CM=;F�JIFC=S]NI�CH@FO?H=?
?=IHIGC=�J?L@ILG;H=?���INB�B;P?�NB?�M;G?�JOLJIM?��NI�B?FJ�NB?�?=IHIGS�;=BC?P?�ALIQNB
�@OFF
?GJFISG?HN
�;H>�JLC=?�MN;<CFCNS�
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X Monetary policy CM�OM?>�NI�=IHNLIF�NB?�GIH?S�MOJJFS�;H>�CHN?L?MN�L;N?M�

X &NaM�?R?L=CM?>�NBLIOAB�;H�CH>?J?H>?HN�AIP?LHG?HN�;A?H=S�=;FF?>�NB?�#?>?L;F�/?M?LP?�0SMN?G��^NB?
#?>_�
�QBC=B�B;M�NB?�JIQ?L�NI�=IHNLIF�NB?�GIH?S�MOJJFS�;H>�CHN?L?MN�L;N?M�

X 4B?H�NB?�#?>�<?FC?P?M�NB;N�CH@F;NCIH�CM�;�JLI<F?G
�CN�QCFF�OM?contractionary policyNI�>?=L?;M?�NB?
GIH?S�MOJJFS�;H>�L;CM?�CHN?L?MN�L;N?M��1I�=IOHN?L�;�L?=?MMCIH
�CN�QCFF�OM?expansionary policyNI
CH=L?;M?�NB?�GIH?S�MOJJFS�;H>�L?>O=?�CHN?L?MN�L;N?M�

X Fiscal policyOM?M�NB?�AIP?LHG?HNaM�JIQ?L�NI�MJ?H>�;H>�N;R�

X 4B?H�NB?�=IOHNLS�CM�CH�;�L?=?MMCIH
�NB?�AIP?LHG?HN�QCFF�CH=L?;M?�MJ?H>CHA
�L?>O=?�N;R?M
�IL�>I�<INB
NI�?RJ;H>�NB?�?=IHIGS�

X 4B?H�Q?aL?�?RJ?LC?H=CHA�CH@F;NCIH
�NB?�AIP?LHG?HN�QCFF�>?=L?;M?�MJ?H>CHA�IL�CH=L?;M?�N;R?M
�IL
<INB�

X 4B?H�NB?�AIP?LHG?HN�N;E?M�CH�GIL?�GIH?S�CH�;�ACP?H�S?;L��NBLIOAB�N;R?M��NB;H�CN�MJ?H>M
�NB?�L?MOFN
CM�;surplus�

X 4B?H�NB?�IJJIMCN?�B;JJ?HM]AIP?LHG?HN�MJ?H>M�GIL?�GIH?S�NB;H�CN�N;E?M�CH]Q?�B;P?�;deficit�

X 1B?�=OGOF;NCP?�MOG�I@�>?@C=CNM�CM�NB?national debt]NB?�NIN;F�;GIOHN�I@�GIH?S�IQ?>�<S�NB?�@?>?L;F
AIP?LHG?HN�

Exercises

�� )?NaM�M;S�NB;N�SIOaL?�NB?�#?>�=B;CLJ?LMIH�;H>�NB;N�NB?�=IOHNLS�CM�CH�;�L?=?MMCIH��4B;N�;=NCIHM
MBIOF>�NB?�#?>�N;E?�NI�JOFF�NB?�=IOHNLS�ION�I@�NB?�L?=?MMCIH��4B;N�QIOF>�SIO�;>PCM?�AIP?LHG?HN
I@@C=C;FM�NI�>I�NI�CGJLIP?�NB?�?=IHIGS��'OMNC@S�SIOL�L?=IGG?H>;NCIHM�

�� �LIQMCHA�NBLIOAB�SIOL�=IFF?A?aM�=;N;FIA
�SIO�HINC=?�NB;N�;FF�<OMCH?MM�G;DILM�GOMN�N;E?�NQI
?=IHIGC=M�=IOLM?M��G;=LI?=IHIGC=M�;H>�GC=LI?=IHIGC=M��"RJF;CH�QB;NaM�=IP?L?>�CH�?;=B�I@�NB?M?
=IOLM?M��&H�QB;N�Q;SM�QCFF�NB?�NBCHAM�SIO�F?;LH�CH�?;=B�=IOLM?�B?FJ�SIO�CH�NB?�@ONOL?�
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1.8 Cases and Problems

Learning on the Web (AACSB)

1B? ^"=IHIGS_ M?=NCIHI@NB? ++*IH?S 4 ?< MCN?JLIPC>?M=OLL?HNCH@ILG;NCIHIH ; HOG<?LI@
?=IHIGC=CH>C=;NILM�$I NIBNNJ�GIH?S�=HH�=IG;H> =FC=EIH ^"=IHIGS_ ;H> NB?HIH ^'I<M
_;H> @CH>
;HMQ?LM�NI�NB?�@IFFIQCHA�KO?MNCIHM�

��
6IO L?;>CHNB?=B;JN?LNB;N;H CGJILN;HNAI;F I@;FF?=IHIGC?MCMNIG;E? DI<M;P;CF;<F?NI?P?LSIH?
QBI Q;HNMIH?� /?PC?QNB? ++*IH?S >CM=OMMCIHIH DI<ALIQNB;H> NB?H;HMQ?LNB?@IFFIQCHA
KO?MNCIHM�

;��&M�NB?�=OLL?HN�F?P?F�I@�OH?GJFISG?HN�LCMCHA�IL�@;FFCHA�
<��4B;N�>I�?=IHIGCMNM�?RJ?=N�QCFF�B;JJ?H�NI�OH?GJFISG?HN�L;N?M�CH�NB?�H?;L�@ONOL?�
=��&M�NB?�=OLL?HN�F?P?F�I@�OH?GJFISG?HN�;�<OL>?H�IL�;H�;MM?N�NI�NB?�?=IHIGS��&H�QB;N�Q;SM�

�� !I�SIO�L?G?G<?L�NB?�@CLMN�>IFF;L�SIO�?;LH?>��*;S<?�SIO�?;LH?>�CN�>?FCP?LCHA�H?QMJ;J?LM

MBIP?FCHA�MHIQ
�GIQCHA�F;QHM
�IL�<;<SMCNNCHA��%IQ�GO=B�>I�SIO�NBCHE�NB;N�>IFF;L�CM�QILNB�NI>;S�
$I�NI�NB?�4?MN"AA�MCN?�;NBNNJ�QQQ�Q?MN?AA�=IGCH@F;NCIH;H>�@CH>�NB?�;HMQ?L�NI�NBCM�KO?MNCIH�
�@N?L�>?N?LGCHCHA�NB?�=OLL?HN�P;FO?�I@�SIOL�@CLMN�>IFF;L
�?RJF;CH�BIQ�NB?�=;F=OF;NIL�Q;M�=L?;N?>�
�Hint���JJFS�QB;N�SIO�EHIQ�;<ION� -&��

Career Opportunities

Is a Career in Economics for You?

�L? SIOQIH>?LCHAQB;N; =;L??LCH?=IHIGC=MQIOF><?FCE?�$I NINB?2�0� !?J;LNG?HNI@);<IL 4 ?<
MCN?�BNNJ�QQQ�<FM�AIPI=I I=IM����BNG� ;H> L?PC?QNB?I==OJ;NCIH;FIONFIIE@IL?=IHIGCMNM�)IIE @IL
;HMQ?LM�NI�NB?�@IFFIQCHA�KO?MNCIHM�

�� 4B;N�CMMO?M�CHN?L?MN�?=IHIGCMNM�

�� 4B;N�ECH>M�I@�DI<M�>I�AIP?LHG?HN�?=IHIGCMNM�J?L@ILG��4B;N�;<ION�NBIM?�QBI�QILE�CH�JLCP;N?
CH>OMNLS��&H�?>O=;NCIH�
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�� 4B;N�?>O=;NCIH;F�<;=EALIOH>�;H>�NL;CHCHA�CM�H??>?>�@IL�NB?M?�DI<M�

�� 4B;N�CM�NB?�=OLL?HN�DI<�IONFIIE�@IL�?=IHIGCMNM�

�� 4B;N�CM�NB?�?HNLS�F?P?F�M;F;LS�@IL�;H�?=IHIGCMN�QCNB�;�<;=B?FILaM�>?AL??��4CNB�;�G;MN?LaM�>?AL??�

Ethics Angle (AACSB)

How Much Is That CD in the Window?

1B??;LFS����M Q?L?; AII> NCG?NI<OS !M
 G;CHFS<?=;OM?>CM=IOHN?LMMO=B;M4 ;F�*;LN ;H> �?MN
�OS Q?L?;==OGOF;NCHA=OMNIG?LM<S>LIJJCHAJLC=?M@LIG��� NI���� 1B?SQ?L?FIMCHAGIH?S
 <ONNB?S
@CAOL?>NB;NNB?JIFC=SMNCFFG;>? AII> <OMCH?MMM?HM?�4BS� 1B?SL?;MIH?>NB;NQBCF?=OMNIG?LMQ?L?CH
NB?�MNIL?�NI�MBIJ�@IL� !M
�NB?Sa>�@CH>�INB?L
�GIL?�JLI@CN;<F?�JLI>O=NM�

1B?JIFC=SQ;M; QCH>@;FF@IL ! <OS?LM
<ON; L?;FJLI<F?G@ILNL;>CNCIH;FGOMC=L?N;CF?LMMO=B;M1IQ?L
/?=IL>M�4 CNB>CM=IOHN?LMMF;MBCHAJLC=?M
 ! <OS?LMQ?L?HI FIHA?LQCFFCHANIJ;S NB?JLC=?M;ME?><S
NL;>CNCIH;F�GOMC=�L?N;CF?LM��0;F?M�JFOGG?N?>�;H>�=IGJ;HC?M�Q?HN�ION�I@�<OMCH?MM�

2FNCG;N?FS
 NB?>CM=IOHN?LMaMNL;N?ASQILE?>�MNIL?MMO=B;M4 ;F�*;LN ;H>�?MN�OS A;CH?>=OMNIG?LMQBI
IH=?�<IOABN� !M�;N�MNIL?M�FCE?�1IQ?L�/?=IL>M�

)?NaM�J;OM?�;N�NBCM�JICHN�NI�;HMQ?L�NB?�@IFFIQCHA�KO?MNCIHM�

�� !I?M�M?FFCHA�;�JLI>O=N�;N�<?FIQ�=IMN�G;E?�<OMCH?MM�M?HM?�

�� 4BIG�>I?M�CN�BOLN��4BIG�>I?M�CN�B?FJ�

�� &M�CN�?NBC=;F�

)?NaM�=IHNCHO?�;H>�@CH>�ION�BIQ�NL;>CNCIH;F�GOMC=�L?N;CF?LM�L?MJIH>?>�NI�NBCM�MCNO;NCIH�

1B?SQ?L?HaNB;JJS
 ;H>H?CNB?LQ?L?NB?L?=IL>=IGJ;HC?M��INB J;LNC?MQILLC?>NB;NNL;>CNCIH;FL?N;CF?LM
QIOF>JONJL?MMOL?IH NB?GNIL?>O=?NB?JLC=?NB;NNB?S=B;LA?>@IL !M MINB;NL?N;CF?LM=IOF>FIQ?LNB?CL
JLC=?M;H>=IGJ?N?QCNB>CM=IOHN?LM�1B?L?=IL>=IGJ;HC?M>C>HaNQ;HNNIFIQ?LJLC=?M�1B?SDOMNQ;HN?>
NBCHAM�NI�L?NOLH�NI�^HILG;F_]NI�NB?�QILF>�CH�QBC=B� !M�MIF>�@IL�����?;=B�

*IMN I@NB?<CAL?=IL>=IGJ;HC?M;H> M?P?L;FNL;>CNCIH;FGOMC=L?N;CF?LMAINNIA?NB?L;H> G;>? ; >?;F
;@@?=NCHA?P?LSMNIL?NB;NMIF> !M� 1B?L?=IL>=IGJ;HC?M;AL??>QCNBL?N;CF=B;CHM;H> INB?L ! IONF?NM
NI=B;LA?; GCHCGOG;>P?LNCM?>JLC=?@IL !M� �HS L?N;CF?LQBI <LIE?L;HEM<S;>P?LNCMCHA<?FIQ�JLC=?
 !M�QIOF>�CH=OL�MO<MN;HNC;F�@CH;H=C;F�J?H;FNC?M��+;NOL;FFS
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Team-Building Skills (AACSB)
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Chapter 2: Business Ethics and Social

Responsibility
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2.1 Misgoverning Corporations: An Overview
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2.2 The Individual Approach to Ethics

Learning Objective
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�� The company will condone my action and protect me��1BCM�DOMNC@C=;NCIH�L?MNM�IH�;�@;FF;=S���?NNS�3CHMIH
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2.4 The Organizational Approach to Ethics
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Building Diverse WorkforcesBuilding Diverse Workforces
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Exercises
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2.7 Stages of Corporate Responsibility
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2.8 Cases and Problems

Learning on the Web (AACSB)

Lessons in Community Living
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Career Opportunities
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87

http://www.timberland.com/corp/index.jsp?page=csroverview
http://www.timberland.com/corp/index.jsp?page=csroverview
http://www.nytco.com/social_responsibility/index.html
http://www.nytco.com/social_responsibility/index.html


�M SIO @IOH>IONCHNBCM=B;JN?L
 4 ILF> IGaMG;MMCP?;==IOHNCHAM=;H>;F=IMNCHP?MNILM<CFFCIHM;H>
NBL?QNB?=IGJ;HS CHNI<;HELOJN=S� *IL? NB;HIH? BOH>L?>?GJFIS??MQBI ?CNB?LJ;LNC=CJ;N?>CHNB?
@L;O>IL J;MMCP?FSFIIE?>NB?INB?LQ;S Q?L?CH>C=N?>IL @CL?>
CH=FO>CHA;==IOHN;HN�?NNS3CHMIH
 #,
0=INN0OFFCP;H
;H>  ", �?LH;L>"<<?LM�4 CNBNB?H;G? ^4 ILF> IG_ CH>?FC<FSN;LHCMB?>
NB?=IGJ;HS
L?=F;CG?>CNMJL?PCIOMH;G?
 ^* &�_ &NQ;MJONIH =IOLN�CGJIM?>JLI<;NCIH;H> IL>?L?>NI @IFFIQNB?
>CL?=NCP?MI@NB?=IOLN�,H? I@NBIM?>CL?=NCP?M=;FF?>@ILM?NNCHAOJ;H ?NBC=MI@@C=?�+;H=S %CAACHM
;
=ILJIL;N?;NNILH?S;H>IH?NCG?PC=?JL?MC>?HN@IL?NBC=M;N)I=EB??>*;LNCH
Q;M<LIOABNCHQCNBNB?NCNF?
I@�=BC?@�?NBC=M�I@@C=?L�

%CAACHMaMJLCG;LSL?MJIHMC<CFCNSCMNI?HMOL?NB;N* & FCP?MOJNIH?Q ", *C=B;?F ;J?FF;MaM;MM?LNCIH
NB;NNB?=IGJ;HS CM>?>C=;N?>NICHN?ALCNS;H> CNM?GJFIS??M;L?=IGGCNN?>NIBCAB?NBC=;FMN;H>;L>M�%?L
N;MEM;L?NB?M;G?;MNBIM?I@GIMNJ?IJF?QCNBNB?M;G?DI<NCNF?
<ONMB?aMOH>?LGIL? JL?MMOL?<?=;OM?
* & =;HaN;@@IL>;HSGIL??NBC=;FF;JM?M�0B?IP?LM??MNB?=IGJ;HSaM?NBC=MCHCNC;NCP?M
CH=FO>CHANL;CHCHA
JLIAL;GM;H> ;H ?NBC=MBINFCH?�0B?MJ?H>M; FINI@B?LNCG?QCNB?GJFIS??M
FCMN?HCHANINB?CL=IH=?LHM
;H>�JLIGINCHA�=IGJ;HS�P;FO?M�

%CAACHMCM; G?G<?LI@NB?M?HCIL?R?=ONCP?N?;G;H> L?JILNMNI NB? ", ;H> <I;L> I@>CL?=NILM�0B?
;NN?H>M;FF<I;L> G??NCHAM;H>JLIPC>?MG?G<?LMQCNBJ?LCI>C=OJ>;N?MIH NB?=IGJ;HSaMH?QFSCHMNCNON?>
?NBC=M�JLIAL;G��CH=FO>CHA�CH@ILG;NCIH�AF?;H?>�@LIG�NB?�H?Q�?NBC=M�BINFCH?��

�HMQ?L�NB?�@IFFIQCHA�KO?MNCIHM�

�� 4 IOF>�SIO�<?�=IG@ILN;<F?�CH�%CAACHMaM�DI<��!I?M�NB?�DI<�I@�?NBC=M�I@@C=?L�;JJ?;F�NI�SIO��4BS
�IL
QBS�HIN�

�� 4 IOF>�SIO�@CH>�CN�QILNBQBCF?�NI�QILE�CH�;H�?NBC=M�I@@C=?�@IL�;�@?Q�S?;LM�;N�MIG?�JICHN�CH�SIOL
=;L??L��4BS
�IL�QBS�HIN�

�� 4B;N�KO;FCNC?M�QIOF>�SIO�FIIE�@IL�C@�SIO�Q?L?�BCLCHA�;H�?NBC=M�I@@C=?L�

�� 4B;N�@;=NILM�QCFF�B?FJ��IL�BCH>?L��%CAACHMaM�;<CFCNS�NI�=;LLS�ION�B?L�G;H>;N?�NI�<IFMN?L�CHN?ALCNS
;H>�@IMN?L�?NBC=;F�MN;H>;L>M�

�� 4 IOF>�NB?�;==IOHNCHA�M=;H>;FM�B;P?�I==OLL?>�;N�4ILF> IG�C@�%CAACHM�B;>�<??H�IH�NB?�DI<�<;=E
QB?H�3CHMIH
�0OFFCP;H
�;H>�"<<?LM�Q?L?�MNCFF�NB?L?��"RJF;CH�SIOL�IJCHCIH�

Team-Building Skills (AACSB)

What Ar e the Stakes When You Play with Wal-Mart?

&HL?MIFPCHA;H ?NBC=;F>CF?GG;
SIOB;P?NI=BIIM?<?NQ??HNQIIL GIL? IJJIMCHA;FN?LH;NCP?M
<INBI@
QBC=B
QBCF?;==?JN;<F?
;L?CGJILN;HNNI>C@@?L?HNALIOJM��INB ;FN?LH;NCP?MG;S <??NBC=;FFSF?ACNCG;N?

<ON�SIO�=;H�;=N�CH�NB?�CHN?L?MN�I@�IHFS�IH?�ALIOJ�

1BCMJLID?=NCM>?MCAH?>NI B?FJSIO F?;LHBIQ NI ;H;FST?;H> L?MIFP??NBC=;F>CF?GG;MCH; <OMCH?MM
=IHN?RN�6IOaFFQILECHN?;GMNI;>>L?MMNBL???NBC=;F>CF?GG;MCHPIFPCHA4 ;F�*;LN
 NB?QILF>aMF;LA?MN
=IGJ;HS� �?@IL?G??NCHA;M ; ALIOJ
?P?LSN?;GG?G<?LMBIOF>AI NI NB?BusinessWeek 4 ?< MCN?
�BNNJ�QQQ�<OMCH?MMQ??E�=IGG;A;TCH?=IHN?HN��:�� <�������:GT����BNG � ;H> L?;> ^&M4 ;F�*;LN
1II -IQ?L@OF�_1B?;LNC=F?>CM=OMM?M4 ;F�*;LNaMCH>OMNLS>IGCH;H=?;H>;>P;H=?M;LAOG?HNM@ILQBSNB?
=IGJ;HS�CM�<INB�;>GCL?>�;H>�=LCNC=CT?>�

6IOLN?;GMBIOF>NB?HA?NNIA?NB?LNI;H;FST?NB?NBL??>CF?GG;MNB;N@IFFIQ� 0N;LN<SL?;>CHANB?IP?LPC?Q

88 ¥ EXPLORINGBUSINESS

http://www.businessweek.com/magazine/content/03_40/b3852001_mz001.htm


I@NB?>CF?GG;;H> ;HS;MMCAH?>G;N?LC;F�1B?H>?<;N?NB?CMMO?M
QILECHANIL?;=B; L?MIFONCIHNBLIOAB
NB?�@CP?�MN?J�JLI=?MM�MOGG;LCT?>�CH#CAOL?�����^%IQ�NI�#;=?�;H�"NBC=;F�!CF?GG;_�

�� !?@CH?�NB?�JLI<F?G�;H>�=IFF?=N�NB?�L?F?P;HN�@;=NM�

�� &>?HNC@S�@?;MC<F?�IJNCIHM�

�� �MM?MM�NB?�?@@?=N�I@�?;=B�IJNCIH�IH�MN;E?BIF>?LM�

�� "MN;<FCMB�=LCN?LC;�@IL�>?N?LGCHCHA�NB?�GIMN�;JJLIJLC;N?�;=NCIH�

�� 0?F?=N�NB?�<?MN�IJNCIH�<;M?>�IH�NB?�?MN;<FCMB?>�=LCN?LC;�

#CH;FFS
 JL?J;L?; L?JILNIH SIOL>?FC<?L;NCIHMIP?L?;=B>CF?GG;
G;ECHAMOL?NB;N?;=BL?JILN=IHN;CHM
;FF�NB?�@IFFIQCHA�CN?GM�

X 1B?�N?;GaM�L?=IGG?H>;NCIH�@IL�L?MIFPCHA�NB?�>CF?GG;

X �H�?RJF;H;NCIH�I@�NB?�N?;GaM�L?=IGG?H>;NCIH

X ��MOGG;LS�I@�NB?�CH@ILG;NCIH�=IFF?=N?>�@IL
�;H>�NB?�>?=CMCIHM�G;>?�;N
�?;=B�MN?J�I@�NB?�>CF?GG;�
L?MIFONCIH�JLI=?MM

Three Ethical Dilemmas

Ethical Dilemma 1: Should Wal-Mart Close a Store because It Unionizes?

Scenario:

&H#?<LO;LS����
 4 ;F�*;LN =FIM?>; MNIL?CH.O?<?=
 ;H;>;
 ;@N?LCNMQILE?LMPIN?>NI@ILG; OHCIH�1B?
>?=CMCIHB;ML;GC@C=;NCIHM@ILP;LCIOMMN;E?BIF>?LM
CH=FO>CHA?GJFIS??M
=OMNIG?LM
;H>MNI=EBIF>?LM�&H
;H;FSTCHA;H>;LLCPCHA;N; L?MIFONCIHNINBCM>CF?GG;
;MMOG?NB;NSIOaL?NB? ", I@4 ;F�*;LN
<ONignore
thedecisionalreadymadeby thereal CEO� �LLCP?;NSIOLIQH L?=IGG?H>;NCIH
QBC=BG;S IL G;S HIN
<?�NB?�M;G?�;M�NB;N�L?;=B?>�<S�SIOL�L?;F�FC@?�=IOHN?LJ;LN�

�?@IL?;H;FSTCHANBCM>CF?GG;
AI NINB?WashingtonPost4 ?<MCN?�BNNJ�QQQ�Q;MBCHANIHJIMN�=IGQJ�
>SH;LNC=F?M�����������#?<���BNGF � ;H> L?;>NB?;LNC=F?^4 ;F�*;LN  BC?@!?@?H>M FIMCHA2HCIHCT?>
0NIL?�_

Ethical Dilemma 2: Should Levi Strauss Go into Business with Wal-Mart?

Scenario:

#IL S?;LM
NB?QIL>Mjeans;H> LeviÕs Q?L?MSHIHSGIOM�)?PC0NL;OMM
NB?@IOH>?LI@NB?=IGJ;HS NB;N
=;LLC?MBCMH;G?
 CHP?HN?><FO?D?;HMCH���� @ILM;F?NI JLIMJ?=NILMCHNB?AIF>@C?F>MI@ ;FC@ILHC;�
 IGJ;HS M;F?MJ?;E?>;N�� <CFFCIHCH���� <ONNB?HJFOGG?N?>NI �� <CFFCIH<S ����� *;H;A?G?HN
B;M;>GCNN?>NB;NNB?=IGJ;HS GOMNL?P?LM?NBCM>IQHQ;L>NL?H>C@CNBIJ?MNIL?N;CHNB?MOJJILNI@CNM
NQ?FP?NBIOM;H>?GJFIS??M
IJ?L;N?CNML?G;CHCHA2�0� @;=NILC?M
;H> =IHNCHO?CNMNL;>CNCIHI@=ILJIL;N?�
L?MJIHMC<CFCNSCHCNC;NCP?M��N NBCMJICHN
4 ;F�*;LN G;>? ;H ;NNL;=NCP?I@@?L�)?PC0NL;OMM=IOF>>?P?FIJ
; FIQ�=IMN<L;H>I@D?;HM@ILM;F?;N4 ;F�*;LN� 1B?>?=CMCIH
BIQ?P?L
 CMHaN;MMCGJF?;MCNG;S M??G�
4 ;F�*;LNaML?F?HNF?MMJL?MMOL?NII@@?L̂?P?LS>;SFIQJLC=?M_=;HB;P?QC>?�L;HACHAL;GC@C=;NCIHM@ILCNM
MOJJFC?LMaMN;E?BIF>?LM]CHNBCM=;M?
)?PC0NL;OMMaMMB;L?BIF>?LM
?GJFIS??M
;H> =OMNIG?LM
;MQ?FF;M
NB?<?H?@C=C;LC?MI@CNMP;LCIOMMI=C;F�L?MJIHMC<CFCNSJLIAL;GM��MMOG?NB;N
;MNB? ", I@)?PC0NL;OMM


2.8 CASESAND PROBLEMS¥ 89

http://open.lib.umn.edu/exploringbusiness/chapter/2-2-the-individual-approach-to-ethics/#frank-ch02_s02_s01_f01#frank-ch02_s02_s01_f01
http://www.washingtonpost.com/wp-dyn/articles/A15832-2005Feb10.html
http://www.washingtonpost.com/wp-dyn/articles/A15832-2005Feb10.html


SIOB;P?NI>?=C>?QB?NB?LNI;==?JN4 ;F�*;LNaMI@@?L� �A;CH
CAHIL?;HS>?=CMCIH;FL?;>SG;>? <SSIOL
L?;F�FC@?�=IOHN?LJ;LN
�;H>�CHMN?;>�QILE�NIQ;L>�;H�CH>?J?H>?HN�L?=IGG?H>;NCIH�

�?@IL?SIO ;H;FST?NBCM>CF?GG;
AI NI NB?Fast Company4 ?< MCN?�BNNJ�QQQ�@;MN=IGJ;HS�=IG
G;A;TCH?��Q;FG;LN�BNGF��;H>�L?;>�NB?�;LNC=F?�^1B?�4;F�*;LN�6IO�!IHa N�(HIQ�_

Ethical Dilemma 3: Should You Welcome Wal-Mart into Y our Neighborhood?
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Chapter 3: Business in a Global Environment
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3.1 The Globalization of Business
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3.3 The Global Business Environment

Learning Objective
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High- and Low-Context CulturesHigh- and Low-Context Cultures
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Rank Country CPI Score*
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*A score of 10 means that a country is squeaky clean. Anything under 3 means that corruption is rampant.
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(AACSB) Communication
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(AACSB) Ethics
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3.4 Trade Controls

Learning Objective
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3.5 Reducing International Trade Barriers
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3.6 Preparing for a Career in International Business

Learning Objective
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Plan Your Undergraduate EducationPlan Your Undergraduate Education
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Get Some Direct ExperienceGet Some Direct Experience

1;E? ;>P;HN;A?I@MNO>S�;<LI;>IJJILNOHCNC?M
QB?NB?LI@@?L?>IH SIOL=;GJOMIL <S;HINB?L=IFF?A?�1B?L?;L?
FCN?L;FFSBOH>L?>MI@MO=BIJJILNOHCNC?M
;H> SIOLCHN?L?MNCHCHN?LH;NCIH;F<OMCH?MMQCFF<?L?=?CP?>GO=BGIL?
M?LCIOMFSC@SIOaP?MJ?HNMIG?NCG?;<LI;>� ��M ; <IHOM
SIOaFFJLI<;<FS@CH>CN;H ?HDIS;<F?
BILCTIH�?RJ;H>CHA
?RJ?LC?H=?
�;M�Q?FF��
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�SIOaFF�;PIC>�?G<;LL;MMCHA�GCMN;E?M�F;N?L�;H>�?P?H�?;LH�NB?�;JJLIP;F�I@�;=KO;CHN;H=?M�@LIG�;<LI;>�

4B?NB?LSIOaL?=IGGCNN?>NI ; =;L??LCHAFI<;F<OMCH?MM
=OLCIOM;<IONNB?CHN?LH;NCIH;FM=?H?
IL MCGJFS
; =IHMOG?LI@QILF>QC>?JLI>O=NM;H> M?LPC=?M
SIO =;HaN;PIC> NB??@@?=NMI@AFI<;FCT;NCIH�$L;HN?>
NB?
?RJ?LC?H=?=;H<?@LOMNL;NCHA
G;S<??P?HNLIO<FCHA;NNCG?M�*IL? I@N?H
BIQ?P?L
 CNaMFCE?FSNI<?MNCGOF;NCHA
;H>�@OFF�I@�IJJILNOHCNC?M�

Key Takeaway

X 1I JL?J;L?@IL; AFI<;F=;L??L
 SIO GCABNQ;HNNI =IHMC>?L>ICHAMIG?I@NB?@IFFIQCHAQBCF?;
MNO>?HN�

�� *;DIL�CH�CHN?LH;NCIH;F�<OMCH?MM�

�� !?P?FIJ�SIOL�EHIQF?>A?�I@�CHN?LH;NCIH;F�JIFCNC=M
�?=IHIGC=M
�;H>�=OFNOL?�

�� 0NO>S�;�@IL?CAH�F;HAO;A?�

�� 1;E?�;>P;HN;A?�I@�MNO>S�;<LI;>�IJJILNOHCNC?M�

�� &HN?L;=N�QCNB�@?FFIQ�MNO>?HNM�@LIG�INB?L�=OFNOL?M�

Exercise

��� 0����H;FSMCM

&@SIOB;> ;H IJJILNOHCNSNIMJ?H>; MOGG?LQILECHA;M;H CHN?LHCH; @IL?CAH=IOHNLS
 QBC=B=IOHNLS
QIOF>SIOM?F?=N�4BS� &HQB;NQ;SMQIOF>NB?CHN?LHMBCJ<?P;FO;<F?NISIOL@ONOL?=;L??LCH<OMCH?MM�
%IQ�QIOF>�SIO�JL?J;L?�@IL�NB?�CHN?LHMBCJ�
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3.7 Cases and Problems

Learning on the Web (AACSB)

Keeping Current About Curr ency

,H ; >;S�NI�>;S <;MCM
SIO JLI<;<FS>IHaNNBCHE;<IONQB;NNB?2�0� >IFF;L�20�� CMQILNBL?F;NCP?NI
INB?L=OLL?H=C?M��ONNB?L?QCFFFCE?FS<?NCG?MQB?HOJM;H>>IQHMCH?R=B;HA?L;N?MQCFFM??G?RNL?G?FS
CGJILN;HNNI SIO CHSIOL<OMCH?MM=;L??L� 1B? @IFFIQCHA;L? MIG?BSJINB?NC=;FM=?H;LCIMNB;NCFFOMNL;N?
QB;NNB?M?NCG?MG;S <?��Note� 1I L?MJIH>NINB?KO?MNCIHML;CM?>CH?;=BM=?H;LCI
M?;L=B$IIAF? @IL;
=OLL?H=S�=IHP?LN?L��

Scenario 1:6IOL�0QCMM�3;=;NCIH

6IOL@;GCFS=;G? @LIG0QCNT?LF;H>
;H> SIO;H> SIOLJ;L?HNMPCMCN?>L?F;NCP?MNB?L?<;=ECH����� +IQ
NB;NSIOaL?CH=IFF?A?
SIOQ;HNNIG;E?NB?NLCJIH SIOLIQH >OLCHAMJLCHA<L?;E�4BCF?SIOaL?NB?L?
SIO
;FMIJF;HNINL;P?F;LIOH>;H> M??; FCNNF?GIL? I@NB?=IOHNLS� 6IO L?G?G<?LNB;NCH����
 20�� <IOABN
���� 0QCMM@L;H=M�#LM��6IO ?MNCG;N?NB;N
;NNBCML;N?
SIO=;H@CH;H=?SIOLNLCJ�?R=FO>CHA;CL@;L?�QCNB
NB?��
��� NB;NSIO?;LH?>NBCMMOGG?L� 6IOaP?B?;L>
BIQ?P?L
 NB;NNB??R=B;HA?L;N?B;M=B;HA?>�$CP?H
NB?=OLL?HN?R=B;HA?L;N?
;<IONBIQ GO=B>I SIONBCHESIOLNLCJQIOF>=IMNSIO� �M ; 2�0� NL;P?F?LAICHA
;<LI;>
�BIQ�;L?�SIO�B?FJ?>�<S�;�MBC@N�CH�?R=B;HA?�L;N?M��%IQ�;L?�SIO�BOLN�

Scenario 2:6IOL��LCNCMB�#LC?H>M

� @?QS?;LM;AI
 SIOG?NMIG?�LCNCMBMNO>?HNMQBI Q?L?PCMCNCHANB?2HCN?>0N;N?M�1BCMS?;L
 SIOaL?
?H=IOL;ACHANB?GNIPCMCN;A;CHMINB;NSIO=;HMBIQNB?G;LIOH>+?Q 6ILE  CNS� 4B?H SIO;H> SIOL
@LC?H>M@CLMNN;FE?>;<IONNB?=IMNI@NB?NLCJ<;=ECH����
 NB?�LCNCMBJIOH>�W�=IOF><?=IHP?LN?>CHNI
20������ 6IO ?MNCG;N?>NB;N?;=BI@SIOL�LCNCMB@LC?H>MQIOF>H??>NIM;P?OJ;<IONW��� NIG;E? NB?
NLCJ�;A;CH
?R=FO>CHAJF;H?@;L?��$CP?HNI>;SaM?R=B;HA?L;N?
BIQ GO=BQCFF?;=BJ?LMIHH??>NIG;E?
NB?NLCJ�%;P?SIOLJF;HM<??HB?FJ?>IL BCH>?L?><SNB?=B;HA?CH?R=B;HA?L;N?M�4 ;MNB?MBC@N; JFOM
@IL�NB?�2�0��NL;P?F�CH>OMNLS��4B;N�MILN�I@�?R=B;HA?�L;N?�MBC@N�BOLNM�NB?�CH>OMNLS�

Scenario 3:6IOL�$?LG;H�0I==?L��IINM

6IOL@;NB?LL;L?FSNBLIQM;HSNBCHA;Q;S
 ;H>QBCF?=F?;HCHAIONNB?;NNC=; @?QS?;LM;AI
 B?=;G? ;=LIMM;
J;CLI@PCHN;A?�>C>;MMI==?L<IINMG;>? CH����� /?;FCTCHANB;NNB?Sa><??RNL?G?FSP;FO;<F?NI=IFF?=NILM
CH�>C>;MaMBIG? =IOHNLSI@$?LG;HS
 B?BIJ?> NI M?FFNB?G@IL20 ��
��� ;H>
 NI ;==IOHN@ILNB?
?R=B;HA?L;N?;NNB?NCG?
JF;HH?>NIJLC=?NB?G;N��
��� CH?OLIM�0IG?BIQ
 B?H?P?LAIN;LIOH>NI
M?FFCHANB?<IINM;H>B;M;ME?>C@SIO=IOF>M?FFNB?G@ILBCGIH ?�;S � &@B?MNCFFQ;HNMNI?H>OJQCNB20
��
���
 QB;NJLC=?CH?OLIMQCFFSIOHIQ B;P?NIM?N�4 IOF>;H �G?LC=;H=IGJ;HSNB;N?RJILNMAII>MNI
NB?�"OLIJ?;H�2HCIH�PC?Q�NB?�=OLL?HN�L;N?�GIL?�@;PIL;<FS�IL�F?MM�@;PIL;<FS�NB;H�CN�>C>�<;=E�CH������

135



Career Opportunities (AACSB)

Broadening Your Business Horizons

�N MIG?JICHNCHSIOLFC@?
SIOaFFJLI<;<FSG??N;H>QILEQCNBJ?IJF?@LIGP;LCIOM=IOHNLC?M;H>=OFNOL?M�
-;LNC=CJ;NCHACH; =IFF?A?MNO>S�;<LI;>JLIAL;G =;H B?FJSIO JL?J;L?NI QILE CHNB?AFI<;F<OMCH?MM
?HPCLIHG?HN
;H> HIQ CM;MAII> ; NCG?;M;HSNIMN;LN?RJFILCHANBCMIJNCIH�%?L?aMIH? Q;S NIAI ;<ION
CN�

X 0?F?=N; MNO>S�;<LI;>JLIAL;GNB;NCHN?L?MNMSIO�1I >I NBCM
SIOH??>NI>?=C>?QB;N=IOHNLSSIO
Q;HNNIMNO>SCH;H>SIOL;=;>?GC=@C?F>I@CHN?L?MN�2HF?MMSIOMJ?;ENB?F;HAO;A?I@SIOLJL?@?LL?>
=IOHNLS
�SIO�MBIOF>�JC=E�;�JLIAL;G�I@@?L?>�CH�"HAFCMB�

e &@�SIOL�M=BIIF�I@@?LM�MNO>S�;<LI;>�JLIAL;GM
�=BIIM?�IH?�NB;N�B;M�<??H�;JJLIP?>�<S�SIOL
CHMNCNONCIH�

e &@�SIOL�M=BIIF�>I?MHaN�I@@?L�MNO>S�;<LI;>�JLIAL;GM
�FI=;N?�IH?�NBLIOAB�;�4?<�M?;L=B�

X !?M=LC<?�NB?�JLIAL;G
�NB?�M=BIIF�NB;NaM�I@@?LCHA�CN
�;H>�NB?�=IOHNLS�NI�QBC=B�CN�QCFF�N;E?�SIO�

X &H>C=;N?�QBS�SIOaP?�M?F?=N?>�NBCM�J;LNC=OF;L�JLIAL;G
�;H>�?RJF;CH�BIQ�CN�QCFF�B?FJ�SIO�JL?J;L?�@IL
SIOL�@ONOL?�<OMCH?MM�=;L??L�

Ethics Angle (AACSB)

The Right, Wrong, and Wisdom of Dumping and Subsidizing

4B?H=IGJ;HC?MM?FF?RJILN?>AII>M<?FIQNB?JLC=?NB?Sa>=B;LA?CHNB?CLBIG? G;LE?NM�;H> I@N?H<?FIQ
NB?=IMNI@JLI>O=CHANB?AII>M�
 NB?SaL??HA;ACHACHdumping� 4B?H AIP?LHG?HNMAO;L;HN??@;LG?LM
=?LN;CHJLC=?M@IL=LIJML?A;L>F?MMI@G;LE?NJLC=?M
NB?<?H?@C=C;LC?M;L? <?CHAsubsidized� 4B;N >I SIO
NBCHE;<IONNB?M?JL;=NC=?M�&M>OGJCHA;H OH@;CL<OMCH?MMJL;=NC=?�4BS
 IL QBSHIN�!I?M MO<MC>CTCHA
@;LG?LMG;E? ?=IHIGC=M?HM?@ILNB?2HCN?>0N;N?M�4B;N ;L?NB??@@?=NMI@@;LGMO<MC>C?MIH NB?QILF>
?=IHIGS���L?�NB?�?NBC=;F�CMMO?M�L;CM?>�<S�NB?�NQI�JL;=NC=?M�=IGJ;L;<F?��4BS
�IL�QBS�HIN�

Team-Building Skills (AACSB)

Thr ee Little Words: The China Price

�==IL>CHANI<OMCH?MMDIOLH;FCMNM-?N?"HA;L>CI;H> !?RN?L/I<?LNM
NB?M=;LC?MNNBL??QIL>MNB;N; 2�0�
G;HO@;=NOL?L=;H B?;LNB?M?>;SM;L? the China price� 1I OH>?LMN;H>QBS
 AI NI NB?BusinessWeek
4 ?<MCN?�BNNJ�QQQ�<OMCH?MMQ??E�=IGG;A;TCH?=IHN?HN��:�� <��� �����BNG � ;H>L?;>CNM;LNC=F?^1B?
 BCH;-LC=?
_QBC=B>CM=OMM?MNB?<?H?@CNM;H> =IMNMI@ BCH;aM<OMCH?MM?RJ;HMCIH@IL2�0� =IGJ;HC?M

QILE?LM
;H>=IHMOG?LM�,H=? SIOaP?L?;>NB?;LNC=F?
?;=BG?G<?LI@NB?N?;GMBIOF><?;<F?NI?RJF;CH
NB?J;L;>IRC=;F?@@?=NI@2�0�\ BCH?M?<OMCH?MML?F;NCIHMBCJM]H;G?FS
 NB;NNB?S=;H BOLN�G?LC=;H
=IGJ;HC?M�;H>�QILE?LM�QBCF?�B?FJCHA��G?LC=;H�=IGJ;HC?M�;H>�=IHMOG?LM�
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+?RN
SIOLN?;GMBIOF>A?NNIA?NB?L;H> >L;QOJNQIFCMNM�; FCMNI@NB?NIJ@CP?JIMCNCP?ION=IG?M;H> ;
FCMNI@NB?NIJ@CP?H?A;NCP?ION=IG?MI@L?=?HN BCH?M?<OMCH?MM?RJ;HMCIH@IL2�0� <OMCH?MM?M
QILE?LM

;H>=IHMOG?LM�1B?H
NB?N?;GMBIOF>>?<;N?NB?JLIM;H>=IHMI@ BCH;aM?G?LA?H=?;M; AFI<;F<OMCH?MM
=IGJ?NCNIL�;H>
�@CH;FFS
�QLCN?�;�ALIOJ�L?JILN�NB;N�;HMQ?LM�NB?�@IFFIQCHA�KO?MNCIHM�

��  IHMC>?L?>�IH�<;F;H=?
�B;M� BCH;aM�<OMCH?MM�?RJ;HMCIH�B?FJ?>�IL�B;LG?>�2�0��=IGJ;HC?M

QILE?LM
�;H>�=IHMOG?LM��'OMNC@S�SIOL�;HMQ?LM�

�� 4B;N�QCFF�B;JJ?H�NI�2�0��=IGJ;HC?M
�QILE?LM
�;H>�=IHMOG?LM�CH�NB?�@ONOL?�C@� BCH;�=IHNCHO?M�NI
ALIQ�;M�;�AFI<;F�<OMCH?MM�=IGJ?NCNIL�

�� %IQ�MBIOF>�2�0��=IGJ;HC?M�L?MJIH>�NI�NB?�NBL?;NM�JIM?>�<S� BCH?M?�=IGJ?NCNILM�CH�NB?CL
G;LE?NM�

�� 4B;N�=;H�SIO�>I�;M�;�MNO>?HN�NI�JL?J;L?�SIOLM?F@�NI�=IGJ?N?�CH�;H�?P?L�=B;HACHA�AFI<;F�<OMCH?MM
?HPCLIHG?HN�

4B?H�SIO�B;H>�CH�SIOL�L?JILN
�<?�MOL?�NI�;NN;=B�;FF�NB?�@IFFIQCHA�CN?GM�

X *?G<?LMa�CH>CPC>O;FFS�JL?J;L?>�FCMNM�I@�Q;SM�CH�QBC=B�<OMCH?MM�L?F;NCIHMBCJM�QCNB� BCH;�<INB�BOLN
;H>�B?FJ�2�0��<OMCH?MM?M
�QILE?LM
�;H>�=IHMOG?LM

X 6IOL�ALIOJ�JL?J;L?>�FCMN�I@�NB?�NIJ�@CP?�JIMCNCP?�;H>�H?A;NCP?�?@@?=NM�I@� BCH?M?�<OMCH?MM�?RJ;HMCIH
IH�2�0��<OMCH?MM?M
�QILE?LM
�;H>�=IHMOG?LM

The Global View (AACSB)

Go East, Young Job Seeker

%IQ <L;P?;L?SIOQB?HCN=IG?MNI?GJFISG?HN��L? SIO<IF>?HIOABNIAI B;F@Q;S;LIOH>NB?QILF>
NI@CH>QILE� &HMN?;>I@=IGJF;CHCHA;<ION2�0� DI<MAICHAIP?LM?;M
SIO=IOF>N;E?NB?<OFF<SNB?BILHM
;H> AL;<IH? DI<<;=E�&NaMHINNB;NNIOABNI>I
 ;H> CN=IOF><?; FC@?�=B;HACHA?RJ?LC?H=?�2�0� =IFF?A?
AL;>O;N?MQCNB<OMCH?MMIL N?=BHC=;F<;=EALIOH>M;L? BCABFSMIOABN;@N?L<S=IGJ;HC?MNB;NIJ?L;N?CH
&H>C;�&@SIOKO;FC@S�;H> C@SIOaL?QCFFCHANIL?FI=;N?�
SIO=IOF>@CH>SIOLM?F@QILECHACH�;HA;FIL? IL
+?Q !?FBC@ILMIG?GOFNCH;NCIH;F=IGJ;HS FCE?&HN?F
 CNC<;HE
IL $F;RI0GCNB(FCH?�; JB;LG;=?ONC=;F
=IGJ;HS�� &H;>>CNCIH
F?;LHCHABIQ NI FCP?;H> QILE CH; @IL?CAH=IOHNLS=;H <OCF>M?F@�=IH@C>?H=?
;H> G;E? SIO GIL? ;NNL;=NCP?NI @ONOL??GJFIS?LM�1I A?N; AFCGJM?I@QB;NCNQIOF><? FCE?NI FCP?
;H> QILECH&H>C;
AI NINB?4 ?< MCN?MI@AmericanWay G;A;TCH?�BNNJ�QQQ�;G?LC=;HQ;SG;A�=IG
D?@@L?S�P;H>?LQ?L@�BCAB�N?=B�IONMIOL=CHA�<IIG�<;HA;FIL?�F??F;�J;F;=?� ;H>  ++ ;H> *IH?S
�BNNJ�GIH?S�=HH�=IG���� �� �� J@QILE?LM:NI:CH>C;�
 ;H> =B?=EIONNB?JIMN?>;LNC=F?M�^-;MM;A?NI
&H>C;
_;H> ^+??>M'I<
 *IP?M NI &H>C;�_1B?H
 AI NI NB?*IHMN?L4 ILE �<LI;> 4 ?< MCN?
�BNNJ�DI<M?;L=B�GIHMN?LCH>C;�=IGL?NOLH�ILCACHCH>?R�BNGF� ;H> @CH>; DI<CH&H>C;NB;NSIOa>FCE?NI
B;P?
?CNB?LLCABN;@N?LAL;>O;NCIHIL ;<ION@CP?S?;LMCHNISIOL=;L??L� �4B?H M?F?=NCHANB?DI<
CAHIL?CNM
;=NO;FFI=;NCIH;H> JLI=??>;MC@CNaMCH�;HA;FIL?�� �@N?LSIOaP?JIH>?L?>NB?JIMMC<CFCNSI@FCPCHA;H>
QILECHA�CH�&H>C;
�;HMQ?L�NB?�@IFFIQCHA�KO?MNCIHM�

�� 4B;N�QIOF>�SIOL�DI<�?HN;CF�

�� 4B;N�QIOF>�FCPCHA�;H>�QILECHA�CH��;HA;FIL?�<?�FCE?��4B;N�;MJ?=NM�QIOF>�SIO�?HDIS��4BC=B
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QIOF>�SIO�>CMFCE?�

�� 4B;N�=B;FF?HA?M�QIOF>�SIO�@;=?�;M�;H�?RJ;NLC;N?��;�J?LMIH�QBI�FCP?M�IONMC>?�BCM�IL�B?L�H;NCP?
=IOHNLS���4B;N�IJJILNOHCNC?M�QIOF>�SIO�B;P?�

�� %IQ�QIOF>�NB?�?RJ?LC?H=?�I@�QILECHA�CH�&H>C;�B?FJ�SIOL�@ONOL?�=;L??L�

�� 4 IOF>�SIO�<?�QCFFCHA�NI�N;E?�;�DI<�CH�&H>C;�@IL�;�S?;L�IL�NQI��4BS
�IL�QBS�HIN�
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Chapter 4: Selecting a Form of Business

Ownership

����#;=NILM�NI� IHMC>?L
����0IF?�-LIJLC?NILMBCJ
����-;LNH?LMBCJ
���� ILJIL;NCIH
����,NB?L�1SJ?M�I@��OMCH?MM�,QH?LMBCJ
����*?L A?LM�;H>��=KOCMCNCIHM
���� ;M?M�;H>�-LI<F?GM
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4.1 Factors to Consider

Learning Objective

�� &>?HNC@S�NB?�KO?MNCIHM�NI�;ME�CH�=BIIMCHA�NB?�;JJLIJLC;N?�@ILG�I@�IQH?LMBCJ�@IL�;�<OMCH?MM�

&@SIOaL?MN;LNCHA; H?Q<OMCH?MM
SIOB;P?NI>?=C>?QBC=BF?A;F@ILGI@IQH?LMBCJCM<?MN@ILSIO;H> SIOL
<OMCH?MM�!I SIOQ;HNNIIQH NB?<OMCH?MMSIOLM?F@;H>IJ?L;N?;M; MIF?JLIJLC?NILMBCJ�,L 
 >I SIOQ;HNNIMB;L?
IQH?LMBCJ
IJ?L;NCHA;M; J;LNH?LMBCJIL ; =ILJIL;NCIH��?@IL?Q?>CM=OMMNB?JLIM;H> =IHMI@NB?M?NBL??NSJ?M
I@IQH?LMBCJ]MIF?JLIJLC?NILMBCJ
J;LNH?LMBCJ
;H> =ILJIL;NCIH]F?NaM;>>L?MMMIG?I@NB?KO?MNCIHMNB;NSIOa>
JLI<;<FS�;ME�SIOLM?F@�CH�=BIIMCHA�NB?�;JJLIJLC;N?�F?A;F�@ILG�@IL�SIOL�<OMCH?MM�

�� 4B;N�;L?�SIO�QCFFCHA�NI�>I�NI�M?N�OJ�;H>�IJ?L;N?�SIOL�<OMCH?MM��!I�SIO�Q;HN�NI�GCHCGCT?�NB?�=IMNM�I@
A?NNCHA�MN;LN?>��!I�SIO�BIJ?�NI�;PIC>�=IGJF?R�AIP?LHG?HN�L?AOF;NCIHM�;H>�L?JILNCHA�L?KOCL?G?HNM�

�� %IQ�GO=B�=IHNLIF�QIOF>�SIO�FCE?��!I�SIO�Q;HN�NI�IQH�NB?�=IGJ;HS�SIOLM?F@
�IL�>I�SIO�Q;HN�NI�MB;L?
IQH?LMBCJ�QCNB�INB?L�J?IJF?���L?�SIO�QCFFCHA�NI�MB;L?�L?MJIHMC<CFCNS�@IL�LOHHCHA�NB?�<OMCH?MM�

�� !I�SIO�Q;HN�NI�<?�NB?�MIF?�<?H?@;=NIL�I@�SIOL�?@@ILNM�IL�;L?�SIO�QCFFCHA�NI�MB;L?�JLI@CNM�QCNB�INB?L
J?IJF?��!I�SIO�Q;HN�NI�<?�CH�=B;LA?�I@�>?=C>CHA�BIQ�GO=B�I@�NB?�=IGJ;HSaM�JLI@CNM�QCFF�<?�L?N;CH?>�CH�NB?
<OMCH?MM�

�� !I�SIO�Q;HN�NI�;PIC>�MJ?=C;F�N;R?M��!I�SIO�Q;HN�NI�;PIC>�J;SCHA�^<OMCH?MM_�CH=IG?�N;R?M�IH�SIOL
<OMCH?MM�;H>�NB?H�J;SCHA�^J?LMIH;F_�CH=IG?�N;R?M�IH�JLI@CNM�?;LH?>�<S�NB?�<OMCH?MM�

�� !I�SIO�B;P?�;FF�NB?�MECFFM�H??>?>�NI�LOH�NB?�<OMCH?MM��!I�SIO�JIMM?MM�NB?�N;F?HN�;H>�MECFFM�NI�LOH�NB?
<OMCH?MM�SIOLM?F@
�IL�QIOF>�NB?�<OMCH?MM�<?H?@CN�@LIG�;�>CP?LM?�ALIOJ�I@�IQH?LM���L?�SIO�FCE?FS�NI�A?N
;FIHA�QCNB�=I�IQH?LM�IP?L�;H�?RN?H>?>�J?LCI>�I@�NCG?�
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Q;HN�NI�G;E?�CN�?;MS�@IL�IQH?LMBCJ�NI�=B;HA?�B;H>M�

�� 4B;N�;L?�SIOL�@CH;H=CHA�H??>M��%IQ�>I�SIO�JF;H�NI�@CH;H=?�SIOL�=IGJ;HS��4CFF�SIO�H??>�;�FIN�I@
GIH?S�NI�MN;LN
�IJ?L;N?
�;H>�ALIQ�SIOL�<OMCH?MM�� ;H�SIO�@OLHCMB�NB?�GIH?S�SIOLM?F@
�IL�QCFF�SIO�H??>
MIG?�CHP?MNG?HN�@LIG�INB?L�J?IJF?��4CFF�SIO�H??>�<;HE�FI;HM��&@�MI
�QCFF�SIO�B;P?�>C@@C=OFNS�A?NNCHA�NB?G
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�� %IQ�GO=B�FC;<CFCNS�?RJIMOL?�;L?�SIO�QCFFCHA�NI�;==?JN���L?�SIO�QCFFCHA�NI�LCME�SIOL�J?LMIH;F
;MM?NM]SIOL�<;HE�;==IOHN
�SIOL�=;L
�G;S<?�?P?H�SIOL�BIG?]@IL�SIOL�<OMCH?MM���L?�SIO�JL?J;L?>�NI�J;S
<OMCH?MM�>?<NM�ION�I@�SIOL�J?LMIH;F�@OH>M��!I�SIO�@??F�OH?;MS�;<ION�;==?JNCHA�J?LMIH;F�FC;<CFCNS�@IL�NB?
;=NCIHM�I@�@?FFIQ�IQH?LM�

+I MCHAF?@ILGI@IQH?LMBCJQCFFACP?SIO?P?LSNBCHASIO>?MCL?�6IOaFFB;P?NIG;E? MIG?NL;>?�I@@M��?=;OM?
?;=BIJNCIHB;M<INB;>P;HN;A?M;H> >CM;>P;HN;A?M
SIOLDI<CMNI>?=C>?QBC=BIH? I@@?LMNB?@?;NOL?MNB;N;L?
GIMNCGJILN;HNNISIO�&HNB?@IFFIQCHAM?=NCIHMQ?aFF=IGJ;L? NB?NBL??IQH?LMBCJIJNCIHM�MIF?JLIJLC?NILMBCJ

J;LNH?LMBCJ
=ILJIL;NCIH�IH NB??CABN>CG?HMCIHMNB;NQ? C>?HNC@C?>JL?PCIOMFS�M?NOJ=IMNM;H> AIP?LHG?HN
L?AOF;NCIHM=IHNLIF
JLI@CNMB;LCHA
CH=IG?N;R?M
MECFFM
=IHNCHOCNS;H>NL;HM@?L;<CFCNS
 ;<CFCNSNII<N;CH@CH;H=CHA

;H>�FC;<CFCNS�?RJIMOL?�

Key Takeaways

X 0IG? I@NB?KO?MNCIHMNB;NSIOa>JLI<;<FS;MESIOLM?F@CH=BIIMCHANB?;JJLIJLC;N?F?A;F@ILG@IL
SIOL�<OMCH?MM�CH=FO>?�NB?�@IFFIQCHA�

�� What are you willing to do to set up and operate your business�

�� How much control do you want�

�� Do you want to share profits with others�

�� Do you want to avoid special taxes on your business�

�� Do you have all the skills needed to run the business�

�� Should it be possible for the business to continue without you�

�� What are your financing needs�

�� How much liability exposure are you willing to accept�

X +I�MCHAF?�@ILG�I@�IQH?LMBCJ]MIF?�JLIJLC?NILMBCJ
�J;LNH?LMBCJ
�IL�=ILJIL;NCIH]QCFF�ACP?�SIO
?P?LSNBCHA�SIO�Q;HN��";=B�B;M�;>P;HN;A?M�;H>�>CM;>P;HN;A?M�

Exercise

��� 0����H;FSMCM

/?PC?QNB??CABNKO?MNCIHMC>?HNC@C?>CHNBCMM?=NCIHNB;NSIOa>JLI<;<FS;MESIOLM?F@CH=BIIMCHANB?
;JJLIJLC;N?F?A;F@ILG�/;N? ?;=BI@NB?KO?MNCIHMOMCHANBCMM=;F?�8�9HIN;N;FFCGJILN;HN�8�9HINP?LS
CGJILN;HN�8�9MIG?QB;NCGJILN;HN�8�9P?LSCGJILN;HN�8�9?RNL?G?FSCGJILN;HN�0?F?=NNB?NQIKO?MNCIHM
NB;N;L? GIMNCGJILN;HNNI SIO ;H> NB?NQIKO?MNCIHMNB;N;L? F?;MNCGJILN;HNNI SIO
 ;H> ?RJF;CHSIOL
L?MJIHM?M�NI�NB?M?�@IOL�KO?MNCIHM�

4.1 FACTORSTO CONSIDER¥ 141



4.2 Sole Proprietorship

Learning Objective

�� !?M=LC<?�NB?�MIF?�JLIJLC?NILMBCJ�@ILG�I@�ILA;HCT;NCIH
�;H>�MJ?=C@S�CNM�;>P;HN;A?M�;H>
>CM;>P;HN;A?M�

� MIF?JLIJLC?NILMBCJCM; <OMCH?MMIQH?><SIHFSIH? J?LMIH�1B?GIMN=IGGIH @ILGI@IQH?LMBCJ
CN;==IOHNM
@IL;<ION�� J?L=?HNI@;FF2�0� <OMCH?MM?M�1B? +;NCIH;F!;N; �IIE
 ��� ��� &NaMNB??;MC?MN;H> =B?;J?MNNSJ?
I@<OMCH?MMNI@ILG�C@SIOaL?OMCHASIOLIQH H;G?;MNB?H;G?I@SIOL<OMCH?MM
SIODOMNH??>; FC=?HM?NIA?N
MN;LN?>
�;H>�IH=?�SIOaL?�CH�<OMCH?MM
�SIOaL?�MO<D?=N�NI�@?Q�AIP?LHG?HN�L?AOF;NCIHM�

Advantages and Disadvantages of Sole ProprietorshipsAdvantages and Disadvantages of Sole Proprietorships

�M MIF?IQH?L
 SIO B;P?=IGJF?N?=IHNLIFIP?LSIOL<OMCH?MM�6IO G;E? ;FFCGJILN;HN>?=CMCIHM
;H> SIOaL?
A?H?L;FFSL?MJIHMC<F?@IL;FF>;S�NI�>;S;=NCPCNC?M�&H?R=B;HA?@IL;MMOGCHA;FFNBCML?MJIHMC<CFCNS
 SIOA?N;FFNB?
CH=IG??;LH?><SNB?<OMCH?MM�-LI@CNM?;LH?>;L?N;R?>;MJ?LMIH;FCH=IG?
MISIO>IHaNB;P?NIJ;S ;HSMJ?=C;F
@?>?L;F�;H>�MN;N?�CH=IG?�N;R?M�
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#IL G;HSJ?IJF?
BIQ?P?L
 NB?MIF?JLIJLC?NILMBCJCMHINMOCN;<F?�1B?@FCJMC>?I@?HDISCHA=IGJF?N?=IHNLIF
@IL
?R;GJF?
CMB;PCHANIMOJJFS;FFNB?>C@@?L?HNN;F?HNMNB;NG;S <?H?=?MM;LSNIG;E? NB?<OMCH?MM; MO==?MM��H>
C@SIO>C?
NB?<OMCH?MM>CMMIFP?M�6IO ;FMIB;P?NIL?FSIH SIOLIQH L?MIOL=?M@IL@CH;H=CHA�CH?@@?=N
SIOare
NB?<OMCH?MM
;H>;HSGIH?S<ILLIQ?><SNB?<OMCH?MMCMFI;H?>NIyoupersonally� "P?HGIL?CGJILN;HN
NB?MIF?
JLIJLC?NIL<?;LMOHFCGCN?>FC;<CFCNS@IL;HSFIMM?MCH=OLL?><SNB?<OMCH?MM��M SIO=;HM??@LIG#CAOL?��� ^0IF?
-LIJLC?NILMBCJ;H> 2HFCGCN?>)C;<CFCNS_
 NB?JLCH=CJF?I@OHFCGCN?>J?LMIH;FFC;<CFCNSG?;HMNB;NC@NB?company
CH=OLM; >?<NIL MO@@?LM; =;N;MNLIJB?�M;S
 A?NNCHAMO?>@IL=;OMCHA;H CHDOLSNIMIG?IH?�
NB?ownerCMJ?LMIH;FFS

4.2 SOLEPROPRIETORSHIP¥ 143

http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/12/4.2.0.jpg
http://open.lib.umn.edu/exploringbusiness/wp-content/uploads/sites/15/2015/12/4.2.0.jpg
https://www.flickr.com/photos/yooperann/8847791727/


FC;<F?��M ; MIF?JLIJLC?NIL
 SIOJONSIOLJ?LMIH;F;MM?NM�SIOL<;HE;==IOHN
SIOL=;L
 G;S<??P?HSIOLBIG?� ;N
LCME@ILNB?M;E?I@SIOL<OMCH?MM�6IO =;HF?MM?HSIOLLCMEQCNBCHMOL;H=?
S?NSIOLFC;<CFCNS?RJIMOL?=;HMNCFF<?
MO<MN;HNC;F�$CP?HNB;N�?H ;H>'?LLS>?=C>?>NIMN;LNNB?CLC=?=L?;G<OMCH?MMNIA?NB?L�;H> NB?L?@IL?NB?<OMCH?MM
Q;M�HIN�IQH?>�<S�IHFS�IH?�J?LMIH�
�NB?S�=IOF>�HIN�M?N�NB?CL�=IGJ;HS�OJ�;M�;�MIF?�JLIJLC?NILMBCJ�

#CAOL?����0IF?�-LIJLC?NILMBCJ�;H>�2HFCGCN?>�)C;<CFCNS

Key Takeaways

X � sole proprietorship CM�;�<OMCH?MM�IQH?>�<S�IHFS�IH?�J?LMIH�

X &NaM�NB?�GIMN�=IGGIH�@ILG�I@�IQH?LMBCJ�;H>�;==IOHNM�@IL�;<ION����J?L=?HN�I@�;FF�2�0��<OMCH?MM?M�

X �>P;HN;A?M�I@�;�MIF?�JLIJLC?NILMBCJ�CH=FO>?�NB?�@IFFIQCHA�

�� ";MS�;H>�CH?RJ?HMCP?�NI�@ILG��@?Q�AIP?LHG?HN�L?AOF;NCIHM

��  IGJF?N?�=IHNLIF�IP?L�SIOL�<OMCH?MM

�� $?N�;FF�NB?�JLI@CNM�?;LH?>�<S�NB?�<OMCH?MM

�� !IHa N�B;P?�NI�J;S�;HS�MJ?=C;F�CH=IG?�N;R?M

X !CM;>P;HN;A?M�I@�;�MIF?�JLIJLC?NILMBCJ�CH=FO>?�NB?�@IFFIQCHA�

�� %;P?�NI�MOJJFS�;FF�NB?�>C@@?L?HN�N;F?HNM�H??>?>�NI�G;E?�NB?�<OMCH?MM�;�MO==?MM

�� &@�SIO�>C?
�NB?�<OMCH?MM�>CMMIFP?M

�� %;P?�NI�L?FS�IH�SIOL�IQH�L?MIOL=?M�@IL�@CH;H=CHA
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�� &@�NB?�=IGJ;HS�CH=OLM�;�>?<N�IL�MO@@?LM�;�=;N;MNLIJB?
�SIO�;L?�J?LMIH;FFS�FC;<F?��SIO�B;P?
OHFCGCN?>�FC;<CFCNS�

Exercise

��� 0��� IGGOHC=;NCIH

1;FEQCNB; MIF?JLIJLC?NIL;<IONBCMIL B?LM?F?=N?>@ILGI@<OMCH?MMIQH?LMBCJ��MEBCGIL B?LQBC=BI@
NB?@IFFIQCHA>CG?HMCIHM�>CM=OMM?>CHNBCMM?=NCIH�Q?L?CGJILN;HNCH>?=C>CHANIIJ?L;N?;M; JLIJLC?NIL�
M?NOJ=IMNM;H> AIP?LHG?HNL?AOF;NCIHM
=IHNLIF
JLI@CNMB;LCHA
CH=IG?N;R?M
MECFFM
=IHNCHOCNS;H>
NL;HM@?L;<CFCNS
 ;<CFCNSNII<N;CH@CH;H=CHA
;H>FC;<CFCNS?RJIMOL?�4 LCN?; L?JILN>?N;CFCHAQB;NSIOF?;LH?>
@LIG�NB?�<OMCH?MM�IQH?L�

ReferencesReferences
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4.3 Partnership

Learning Objectives

�� &>?HNC@S�NB?�>C@@?L?HN�NSJ?M�I@�J;LNH?LMBCJM
�;H>�?RJF;CH�NB?�CGJILN;H=?�I@�;�J;LNH?LMBCJ�;AL??G?HN�

�� !?M=LC<?�NB?�;>P;HN;A?M�;H>�>CM;>P;HN;A?M�I@�NB?�J;LNH?LMBCJ�@ILG�I@�ILA;HCT;NCIH�

� J;LNH?LMBCJ�IL A?H?L;FJ;LNH?LMBCJ�CM; <OMCH?MMIQH?>DICHNFS<SNQIIL GIL? J?IJF?��<ION �� J?L=?HNI@
2�0� <OMCH?MM?M;L?J;LNH?LMBCJM�1B? +;NCIH;F!;N; �IIE
 ��� ��
 ;H> NBIOABNB?P;MNG;DILCNS;L?MG;FF
MIG?
;L? KOCN?F;LA?�#IL ?R;GJF?
NB?<CA@IOLJO<FC=;==IOHNCHA@CLGM;L? J;LNH?LMBCJM�0?NNCHAOJ; J;LNH?LMBCJCM
GIL? =IGJF?RNB;HM?NNCHAOJ; MIF?JLIJLC?NILMBCJ
<ONCNaMMNCFFL?F;NCP?FS?;MS;H> CH?RJ?HMCP?�1B?=IMNP;LC?M
;==IL>CHANIMCT?;H> =IGJF?RCNS� &NaMJIMMC<F?NI@ILG; MCGJF?J;LNH?LMBCJQCNBIONNB?B?FJI@; F;QS?LIL ;H
;==IOHN;HN
NBIOABCNaMOMO;FFS; AII> C>?;NIA?NJLI@?MMCIH;F;>PC=?�-LI@?MMCIH;FM=;H B?FJSIOC>?HNC@S;H>
L?MIFP?�CMMO?M�NB;N�G;S�F;N?L�=L?;N?�>CMJON?M�;GIHA�J;LNH?LM�

The Partnership AgreementThe Partnership Agreement

1B?CGJ;=NI@>CMJON?M=;H<?F?MM?H?>C@NB?J;LNH?LMB;P??R?=ON?>; Q?FF�JF;HH?>partnershipagreementNB;N
MJ?=C@C?M�?P?LSIH?aM�LCABNM�;H>�L?MJIHMC<CFCNC?M��1B?�;AL??G?HN�GCABN�JLIPC>?�MO=B�>?N;CFM�;M�NB?�@IFFIQCHA�

X �GIOHN�I@�=;MB�;H>�INB?L�=IHNLC<ONCIHM�NI�<?�G;>?�<S�?;=B�J;LNH?L

X !CPCMCIH�I@�J;LNH?LMBCJ�CH=IG?��IL�FIMM�

X -;LNH?L�L?MJIHMC<CFCNC?M]QBI�>I?M�QB;N

X  IH>CNCIHM�OH>?L�QBC=B�;�J;LNH?L�=;H�M?FF�;H�CHN?L?MN�CH�NB?�=IGJ;HS

X  IH>CNCIHM�@IL�>CMMIFPCHA�NB?�J;LNH?LMBCJ

X  IH>CNCIHM�@IL�M?NNFCHA�>CMJON?M

Unlimited Liability and the PartnershipUnlimited Liability and the Partnership

#CAOL?��� ^$?H?L;F-;LNH?LMBCJ;H> 2HFCGCN?>)C;<CFCNS_MBIQMNB;N; G;DILJLI<F?GQCNBJ;LNH?LMBCJM
;MQCNB
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Limited PartnershipsLimited Partnerships

*;HS J?IJF?;L? OH>?LMN;H>;<FSL?FO=N;HNNI?HN?LCHNIJ;LNH?LMBCJM<?=;OM?I@OHFCGCN?>FC;<CFCNS� &H>CPC>O;FM
QCNBMO<MN;HNC;F;MM?NM
@IL?R;GJF?
B;P?; FINNIFIM?C@NB?SA?NMO?>@IL; J;LNH?LMBCJI<FCA;NCIH�;H> QB?H
J?IJF?MO?
NB?SN?H>NIMN;LNQCNBNB?LC=B?MNJ;LNH?L��1I IP?L=IG?NBCM>?@?=NI@J;LNH?LMBCJM
NB?F;QJ?LGCNM
; FCGCN?>J;LNH?LMBCJ
 QBC=BB;MNQINSJ?MI@J;LNH?LM�; MCHAF?generalpartner QBI LOHMNB?<OMCH?MM;H> CM
L?MJIHMC<F?@ILCNMFC;<CFCNC?M
;H> ;HSHOG<?LI@limited partnersQBI B;P?FCGCN?>CHPIFP?G?HNCHNB?<OMCH?MM
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Advantages and Disadvantages of PartnershipsAdvantages and Disadvantages of Partnerships
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CHP?MN?>�CH�NB?�=IGJ;HS�

e &H=ILJIL;NCIH�;FMI�G;E?M�CN�?;MC?L�NI�;==?MM�@CH;H=CHA�

e �?=;OM?�NB?�=ILJIL;NCIH�CM�;�M?J;L;N?�F?A;F�?HNCNS
�CN�?RCMNM�<?SIH>�NB?�FCP?M�I@�CNM�IQH?LM�

e  ILJIL;NCIHM�;L?�A?H?L;FFS�;<F?�NI�;NNL;=N�MECFF?>�;H>�N;F?HN?>�?GJFIS??M�

X ��=ILJIL;NCIH�B;M�M?P?L;F�>CM;>P;HN;A?M�IP?L�;�MIF?�JLIJLC?NILMBCJ�;H>�J;LNH?LMBCJ�

e 1B?�AI;FM�I@�=ILJIL;N?�G;H;A?LM
�QBI�>IHaN�H?=?MM;LCFS�IQH�MNI=E
�;H>�MB;L?BIF>?LM
�QBI
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>IHaN�H?=?MM;LCFS�QILE�@IL�NB?�=IGJ;HS
�=;H�>C@@?L�

e &NaM�=IMNFS�NI�M?N�OJ�;H>�MO<D?=N�NI�<OL>?HMIG?�L?AOF;NCIHM�;H>�AIP?LHG?HN�IP?LMCABN�

e &NaM�MO<D?=N�NI�^>IO<F?�N;R;NCIH�_� ILJIL;NCIHM�;L?�N;R?>�IH�NB?CL�?;LHCHAM��4B?H�NB?M?�?;LHCHAM
;L?�>CMNLC<ON?>�;M�>CPC>?H>M
�NB?�MB;L?BIF>?LM�J;S�N;R?M�IH�NB?M?�>CPC>?H>M�

Exercise

��� 0����H;FSMCM

0IF;L�CE? IGJ;HS Q;M@ILG?>;M; J;LNH?LMBCJN?HS?;LM;AI <SNBL??MCMN?LM�CH�F;Q�-?A *=);OABFCH

1?LLS*=);OABFCH
;H> 'I;HC? *=);OABFCH��FF NBL??QILE?>>CFCA?HNFSNI >?MCAH;H> JLI>O=?NB?
0IF;L�CE?�;H ?F?=NLC=<C=S=F?JLIJ?FF?><SNB?MOHaML;SM�1B?AII> H?QMCMNB;NNB?<CE?CM; <CABCNQCNB
?HPCLIHG?HN;FCMNM;H> F;MNS?;LaMM;F?ML?;=B?>�� GCFFCIH�1B?<;> H?QMCMNB;NNIE??JOJQCNBALIQCHA
>?G;H>@ILNB?<CE?
NB?=IGJ;HS GOMN?RJ;H>CNM=;J;=CNS;N; =IMNI@�� GCFFCIH�"P?H NBIOABNB?
=IGJ;HS CM>ICHAQ?FF
CNaMOHFCE?FSNB;NNB?J;LNH?LMBCJ=IOF>A?NNB?H??>?>�� GCFFCIHCH@OH>M@LIG;
<;HE�

1B? =IGJ;HSaMJL?>C=;G?HNQ;M>CM=OMM?>;N ; L?=?HNJ;LNH?LMBCJG??NCHA�+IN IHFSQ?L?NB?NBL??
J;LNH?LMOHQCFFCHANIF?H>NB?=IGJ;HS ;HSGIL? GIH?S
 <ON;FMINB?SPIC=?>=IH=?LH;<ION<?CHAB?F>
L?MJIHMC<F?@ILNB?CLIQH ;=NCIHM;MQ?FF;M@IL;FFNB?J;LNH?LMa;=NCIHM�-?A ;ME?>NB?ALIOJNI=IHMC>?L
CH=ILJIL;NCHA;H>L;CMCHA@OH>MNBLIOABNB?M;F?I@MNI=E�'I;HC?MOJJILN?>NBCMC>?;
<ON1?LLSQ;M;A;CHMN
CN�

1B?NBL??J;LNH?LMBCL?>SIO;M; =IHMOFN;HNNI;>PCM?NB?GIH QB?NB?LNIL?G;CH;M; J;LNH?LMBCJIL NI
@ILG; JLCP;N?=ILJIL;NCIH�&H;>>CNCIHNISIOLL?=IGG?H>;NCIH
SIOMBIOF>>CM=OMMNB?;>P;HN;A?M;H>
>CM;>P;HN;A?MI@<INB@ILGMI@ILA;HCT;NCIH;H>?RJF;CHBIQ NB?S;JJFSNI0IF;L�CE? IGJ;HSaMMCNO;NCIH�
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4.5 Other Types of Business Ownership

Learning Objective

�� "R;GCH?�MJ?=C;F�NSJ?M�I@�<OMCH?MM�IQH?LMBCJ
�CH=FO>CHA�0�=ILJIL;NCIHM
�FCGCN?>�FC;<CFCNS
=IGJ;HC?M
�=IIJ?L;NCP?M
�;H>�HIN�@IL�JLI@CN�=ILJIL;NCIHM�

&H;>>CNCIHNINB?NBL??=IGGIHFS;>IJN?>@ILGMI@<OMCH?MMILA;HCT;NCIH]MIF?JLIJLC?NILMBCJ
J;LNH?LMBCJ
;H>
L?AOF;L=ILJIL;NCIHM]MIG?<OMCH?MMIQH?LMM?F?=NINB?L@ILGMI@ILA;HCT;NCIHNI G??NNB?CLJ;LNC=OF;LH??>M�
4 ?aFF�FIIE�;N�M?P?L;F�I@�NB?M?�IJNCIHM�

X 0�=ILJIL;NCIHM

X )CGCN?>�FC;<CFCNS�=IGJ;HC?M

X  IIJ?L;NCP?M

X +IN�@IL�JLI@CN�=ILJIL;NCIHM

Hybrids: S-Corporations and Limited-Liability CompaniesHybrids: S-Corporations and Limited-Liability Companies

1I OH>?LMN;H>NB?P;FO?I@0�=ILJIL;NCIHM;H> FCGCN?>�FC;<CFCNS=IGJ;HC?M
Q?aFF<?ACH<SL?PC?QCHANB?G;DIL
;>P;HN;A?M;H>>CM;>P;HN;A?MI@NB?NBL??NSJ?MI@<OMCH?MMIQH?LMBCJQ?aP??RJFIL?>MI@;L�MIF?JLIJLC?NILMBCJ

J;LNH?LMBCJ
;H> =ILJIL;NCIH�&>?HNC@SCHANB?;NNL;=NCP?;H> OH;NNL;=NCP?@?;NOL?MI@NB?M?NBL??NSJ?MI@<OMCH?MM
IQH?LMBCJ�QCFF�B?FJ�OM�;JJL?=C;N?�QBS�0�=ILJIL;NCIHM�;H>�FCGCN?>�FC;<CFCNS�=IGJ;HC?M�Q?L?�=L?;N?>�

Attractive and Unattractive Features of CorporationsAttractive and Unattractive Features of Corporations

4B;N @?;NOL?I@=ILJIL;NCIHM>I <OMCH?MMIQH?LM@CH>most attractive� 1B? GIMN;NNL;=NCP?@?;NOL?I@;
=ILJIL;NCIHCMFCGCN?>FC;<CFCNS
 QBC=BG?;HMNB;NNB?MB;L?BIF>?LM�IQH?LM�=;HHIN<?B?F>J?LMIH;FFSFC;<F?@IL
NB?>?<NM;H>I<FCA;NCIHMI@NB?=ILJIL;NCIH�#IL ?R;GJF?
C@; =ILJIL;NCIH=;HHINJ;S CNM>?<NM;H>AI?M<;HELOJN

NB?MB;L?BIF>?LMQCFFHIN<? L?KOCL?>NIJ;S NB?=L?>CNILMQCNBNB?CLIQH GIH?S� 0B;L?BIF>?LM=;HHINFIM?;HS
GIL?�NB;H�NB?�;GIOHN�NB?S�B;P?�CHP?MN?>�CH�NB?�=IGJ;HS�
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4B;N @?;NOL?I@=ILJIL;NCIHM>I <OMCH?MMIQH?LM@CH>leastattractive� *IMNQIOF>;AL??NB;NNB?F?;MN;NNL;=NCP?
@?;NOL?I@; =ILJIL;NCIHCM̂>IO<F?N;R;NCIH�_!IO<F?N;R;NCIHI==OLMQB?HNB?M;G??;LHCHAM;L?N;R?>NQC=?<S
NB?AIP?LHG?HN�)?NaMOM?; MCGJF??R;GJF?NIMBIQBIQ NBCMB;JJ?HM�6IOaL?NB?IHFSMB;L?BIF>?LCH; P?LSMG;FF
=ILJIL;NCIH�1BCMJ;MNS?;LCN?;LH?>���
���� &NB;> NIJ;S NB?AIP?LHG?HN��
��� =ILJIL;N?N;RIH NB?���
���
?;LH?>�1B?L?G;CHCHA��
��� Q;MJ;C>NISIO<SNB?=ILJIL;NCIHCHNB?@ILGI@; >CPC>?H>�4B?H SIO@CF?>SIOL
J?LMIH;FCH=IG?N;R@ILG
SIOB;> NIJ;S J?LMIH;FN;R?MIH NB?��
��� >CPC>?H>�0I NB?��
��� Q;MN;R?>NQC=?�
NB?�=ILJIL;NCIH�J;C>�NB?�N;R?M�NB?�@CLMN�NCG?�;H>�SIO��NB?�MB;L?BIF>?L��J;C>�NB?�N;R?M�NB?�M?=IH>�NCG?�

Attractive and Unattractive Features of Sole Proprietorships and PartnershipsAttractive and Unattractive Features of Sole Proprietorships and Partnerships

+IQ F?NaMNOLHNINB?INB?LNQINSJ?MI@<OMCH?MMIQH?LMBCJ�MIF?JLIJLC?NILMBCJ;H> J;LNH?LMBCJ�4B;N @?;NOL?
I@NB?M?@ILGMI@<OMCH?MMILA;HCT;NCIH>I IQH?LM@CH>most attractive� 1B?GIMN;NNL;=NCP?@?;NOL?CMNB;NNB?L?
CMno ^>IO<F?N;R;NCIH_QCNBJLIJLC?NILMBCJM;H> J;LNH?LMBCJM�-LIJLC?NILMBCJM;H> J;LNH?LMBCJM>I HINJ;S N;R?M
IH JLI@CNM;NNB?<OMCH?MMF?P?F�1B?IHFSN;R?MJ;C>;L? ;NNB?J?LMIH;FF?P?F]NBCMI==OLMQB?HJLIJLC?NILM;H>
J;LNH?LMJ;S N;R?MIH NB?CLMB;L?I@NB?CL=IGJ;HSaMCH=IG?�%?L?;L?NQI?R;GJF?M�IH? @IL; MIF?JLIJLC?NILMBCJ
;H>IH? @IL; J;LNH?LMBCJ��#CLMN
F?NaMM;SSIOaL?; MIF?JLIJLC?NIL;H>SIOL<OMCH?MM?;LHM���
��� NBCMS?;L� 1B?
MIF?JLIJLC?NILMBCJJ;SMHI N;R?M;NNB?̂<OMCH?MM_F?P?F�6IO J;S N;R?MIH NB?���
��� ?;LHCHAMIH SIOLJ?LMIH;F
N;RL?NOLH�0?=IH>
F?NaMM;SSIOaL?; J;LNH?LCH; NBL??�J;LNH?L@CLG�CHQBC=B?;=BJ;LNH?LL?=?CP?MIH?�NBCL>I@
NB?J;LNH?LMBCJCH=IG?��1B?@CLG?;LHM���
��� NBCMS?;L� &NJ;SMHI N;R?M;NNB?J;LNH?LMBCJF?P?F�";=B J;LNH?L

CH=FO>CHASIO
J;SMN;R?MIH IH?�NBCL>I@NB??;LHCHAM
IL ���
��� ?;=B�+INC=?NB;NCH<INB=;M?M
NB?L?CMHI
^>IO<F?N;R;NCIH�_1;R?MQ?L?J;C>IH NB?=IGJ;HS ?;LHCHAMIHFSIH=?];N NB?J?LMIH;FF?P?F�0I NB?NIN;FN;R
<OL>?H�CM�F?MM�QCNB�MIF?�JLIJLC?NILMBCJM�;H>�J;LNH?LMBCJM�NB;H�CN�CM�QCNB�=ILJIL;NCIHM�

4B;N @?;NOL?I@MIF?JLIJLC?NILMBCJM;H> J;LNH?LMBCJM>I <OMCH?MMIQH?LM@CH>leastattractive� �H> NB?;HMQ?L
CM[OHFCGCN?>FC;<CFCNS� 1BCM@?;NOL?BIF>M; <OMCH?MMIQH?LJ?LMIH;FFSFC;<F?@IL;FF>?<NMI@BCMIL B?L=IGJ;HS�
&@SIOaL?; MIF?JLIJLC?NILMBCJ;H> NB?>?<NMI@SIOL<OMCH?MM?R=??>CNM;MM?NM
=L?>CNILM=;HM?CT?SIOLJ?LMIH;F
;MM?NMNI=IP?LNB?JLIJLC?NILMBCJaMIONMN;H>CHA<OMCH?MM>?<N�#IL ?R;GJF?
C@SIOL<OMCH?MMCMMO?>@IL����
���
;H> CN>I?MHINB;P??HIOABGIH?SNI=IP?LCNMF?A;FI<FCA;NCIH
NB?CHDOL?>J;LNS=;HM?CT?SIOLJ?LMIH;F;MM?NM
�=;MB
JLIJ?LNS
 ?N=��NI=IP?LNB?IONMN;H>CHA>?<N�2HFCGCN?>FC;<CFCNSCM?P?HLCMEC?LCHNB?=;M?I@; J;LNH?LMBCJ�
";=B J;LNH?LCMJ?LMIH;FFSFC;<F?HINIHFS@ILBCMIL B?LIQH ;=NCIHM<ON;FMI@ILNB?;=NCIHMI@;FFNB?J;LNH?LM�&@

NBLIOABGCMG;H;A?G?HN<SIH? I@SIOLJ;LNH?LM
NB?J;LNH?LMBCJCM@IL=?>CHNI<;HELOJN=S
 NB?=L?>CNILM=;HAI
;@N?L�SIO�@IL�;FF�IONMN;H>CHA�>?<NM�I@�NB?�J;LNH?LMBCJ�

The HybridsThe Hybrids

%IQ QIOF>SIO FCE?; F?A;F@ILGI@ILA;HCT;NCIHNB;NJLIPC>?MNB?;NNL;=NCP?@?;NOL?MI@NB?NBL??=IGGIH
@ILGMI@ILA;HCT;NCIH�=ILJIL;NCIH
MIF?JLIJLC?NILMBCJ;H> J;LNH?LMBCJ�;H> ;PIC>MNB?OH;NNL;=NCP?@?;NOL?MI@
NB?M?NBL??ILA;HCT;NCIH@ILGM�&NMIOH>MP?LS;JJ?;FCHA�1BCMCMQB;NQ;M;==IGJFCMB?>QCNBNB?=L?;NCIHI@
NQIBS<LC>@ILGMI@ILA;HCT;NCIH�0�=ILJIL;NCIH;H>FCGCN?>�FC;<CFCNS=IGJ;HS� 1B?M?BS<LC>ILA;HCT;NCIH@ILGM
JLIPC>?<OMCH?MMIQH?LMQCNBFCGCN?>FC;<CFCNS�NB?;NNL;=NCP?@?;NOL?I@=ILJIL;NCIHM�;H>HI ^>IO<F?N;R;NCIH_�NB?
;NNL;=NCP?@?;NOL?I@MIF?JLIJLC?NILMBCJM;H>J;LNH?LMBCJM��1B?S;PIC>>IO<F?N;R;NCIH�NB?OH;NNL;=NCP?@?;NOL?I@
=ILJIL;NCIHM�;H>OHFCGCN?>FC;<CFCNS�NB?OH;NNL;=NCP?@?;NOL?I@MIF?JLIJLC?NILMBCJM;H>J;LNH?LMBCJM��4 ?aFFHIQ
FIIE�;N�NB?M?�NQI�BS<LC>M�CH�GIL?�>?N;CF�
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S-CorporationS-Corporation

&H����
 (;L?H ;H>*CE?1I==C
;PC>AI�E;LNL;=CHA@;HM
<IOABN; J;L=?FI@F;H>CH+?Q %;GJMBCL?MINB?CLMIH

/I<
 ;H>BCMMIHaM@LC?H>M=IOF>>L;AL;=?CH; M;@??HPCLIHG?HN�1B?1I==CaM=IHNCHO?>CHN?L?MNCHL;=CHAL?MOFN?>
CHNB?CLMN;LNCHA; @;GCFS�LOH<OMCH?MM=;FF?>0B;HHIH!L;AQ;S� ,P?L NCG?
NB?<OMCH?MM?RJ;H>?>NI CH=FO>?
; MJ??>Q;SNL;=E;H> ; AI�E;LNNL;=E;H> Q;ML?H;G?>+?Q %;GJMBCL?*INILMJILNM IGJF?R� &HM?F?=NCHA
NB?CLILA;HCT;NCIH@ILG
NB?1I==CaMQ;HN?>NI;==IGJFCMBNQIG;CHAI;FM���� FCGCNNB?CLJ?LMIH;FFC;<CFCNS�;H>
��� ;PIC>B;PCHANB?CL?;LHCHAMN;R?>NQC=?
@CLMN;NNB?=ILJIL;N?F?P?F;H> ;A;CH;NNB?J?LMIH;FF?P?F��H 0�
=ILJIL;NCIH@ILGI@<OMCH?MM;=BC?P?>NB?M?AI;FM�1B?S@IOH>NB?SQ?L?;<F?NIG??NNB?@IFFIQCHA0�=ILJIL;NCIH
?FCAC<CFCNS�=LCN?LC;�

X 1B?�=IGJ;HS�B;M�HI�GIL?�NB;H�����MB;L?BIF>?LM

X �FF�MB;L?BIF>?LM�;L?�CH>CPC>O;FM
�?MN;N?M
�IL�=?LN;CH�HIHJLI@CNM�IL�NLOMNM

X �FF�MB;L?BIF>?LM�;L?�2�0��=CNCT?HM�;H>�J?LG;H?HN�L?MC>?HNM�I@�NB?�2�0�

X 1B?�<OMCH?MM�CM�HIN�;�<;HE�IL�CHMOL;H=?�=IGJ;HS

X �FF�MB;L?BIF>?LM�=IH=OL�QCNB�NB?�>?=CMCIH�NI�@ILG�;H�0�=ILJIL;NCIH

!?=C>CHANIIJ?L;N?;M;H 0�=ILJIL;NCIHJL?M?HN?>NB?1I==CaMQCNBMIG?>CM;>P;HN;A?M�1B?SB;> HI @F?RC<CFCNSCH
NB?Q;S JLI@CNMQ?L?>CPC>?>;GIHA NB?IQH?LM�&H;H 0�=ILJIL;NCIH
JLI@CNMGOMN<?;FFI=;N?><;M?>IH J?L=?HN;A?
IQH?LMBCJ�0I C@;H IQH?LMB;L?BIF>?LBIF>M�� J?L=?HNI@NB?MNI=ECHNB?0�=ILJIL;NCIH
�� J?L=?HNI@NB?
=IGJ;HS JLI@CNM;L? ;FFI=;N?>NINBCMMB;L?BIF>?LL?A;L>F?MMI@NB?;GIOHNI@?@@ILNB?IL MB??R?LNMCHLOHHCHA
NB?<OMCH?MM��>>CNCIH;FFS
 NB?IQH?LMB;> NI@IFFIQ; HOG<?LI@@ILG;FJLI=?>OL?M
MO=B;M?F?=NCHA; <I;L> I@
>CL?=NILM;H>BIF>CHA;HHO;FG??NCHAM�#CH;FFS
 NB?SQ?L?MO<D?=N?>NIB?;PSL?=IL>E??JCHAL?KOCL?G?HNM�!?MJCN?
NB?M?>CM;>P;HN;A?M
NB?1I==CaM=IH=FO>?>NB;NIH <;F;H=?NB?0�=ILJIL;NCIHQ;MNB?<?MN@ILGI@ILA;HCT;NCIH
@IL�NB?CL�<OMCH?MM�

Limited-Liability CompanyLimited-Liability Company

&H����
 4 SIGCHAQ;MNB?@CLMNMN;N?NI;FFIQ<OMCH?MM?MNIIJ?L;N?;MFCGCN?>�FC;<CFCNS=IGJ;HC?M�1Q?HNSS?;LM
F;N?L
 CH����
 %;Q;CCQ;MNB?F;MNMN;N?NIACP?CNM;JJLIP;FNINB?H?QILA;HCT;NCIH@ILG�0CH=?NB?H
NB?FCGCN?>�
FC;<CFCNS=IGJ;HS B;MCH=L?;M?>CHJIJOF;LCNS� &NML;JC>ALIQNBQ;M@O?F?>CHJ;LN<S=B;HA?MCHMN;N?MN;NON?M
NB;NJ?LGCN; FCGCN?>�FC;<CFCNS=IGJ;HSNIB;P?DOMNIH? G?G<?L� 1B?NL?H>NI)) M =;H<?QCNH?MM?><SL?;>CHA
=IGJ;HS H;G?MIH NB?MC>?I@NLO=EMIL IH MNIL?@LIHNMCHSIOL=CNS� &NCM=IGGIH NI M??H;G?MMO=B;M'CG
"P;HM1L?? ;L?
 )) 
 ;H>#IL� ;NM�,HFS3?N?LCH;LS FCHC=
)) � �ON)) M ;L?HINFCGCN?>NIMG;FF<OMCH?MM?M�
 IGJ;HC?MMO=B;M L;SIF;
 !IGCHIaM-CTT;
/CNT� ;LFNIH%IN?F IGJ;HS 
 ;H>C0IF>&N�QBC=BB?FJMJ?IJF?M?FF
NB?CL�OHQ;HN?>�<?FIHACHAM�IH�?�;S��;L?�IJ?L;NCHA�OH>?L�NB?�FCGCN?>�FC;<CFCNS�@ILG�I@�ILA;HCT;NCIH�

&HG;HSQ;SM
; FCGCN?>�FC;<CFCNS=IGJ;HS FIIEM; FINFCE?;H 0�=ILJIL;NCIH�&NMIQH?LM�=;FF?>G?G<?LML;NB?L
NB;HMB;L?BIF>?LM�;L?HINJ?LMIH;FFSFC;<F?@IL>?<NMI@NB?=IGJ;HS
 ;H>CNM?;LHCHAM;L?N;R?>IHFSIH=?
;NNB?
J?LMIH;FF?P?F�NB?L?<S?FCGCH;NCHA>IO<F?N;R;NCIH���ONNB?L?;L?CGJILN;HN>C@@?L?H=?M<?NQ??HNB?NQI@ILGM
I@�ILA;HCT;NCIHM��#IL�?R;GJF?
�;H�)) �

�� %;M�@?Q?L�IQH?LMBCJ�L?MNLC=NCIHM��&N�=;H�B;P?�;M�G;HS�G?G<?LM�;M�CN�Q;HNM]CN�CM�HIN�L?MNLC=N?>�NI�;
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G;RCGOG�I@�����MB;L?BIF>?LM�

�� &NM�G?G<?LM�>IHaN�B;P?�NI�<?�2�0��L?MC>?HNM�IL�=CNCT?HM�
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Key Takeaways
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4.6 Mergers and Acquisitions

Learning Objective
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Mergers and AcquisitionsMergers and Acquisitions
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Motives behind Mergers and AcquisitionsMotives behind Mergers and Acquisitions

 IGJ;HC?M�;L?�GINCP;N?>�NI�G?LA?�IL�;=KOCL?�INB?L�=IGJ;HC?M�@IL�;�HOG<?L�I@�L?;MIHM
�CH=FO>CHA�NB?�@IFFIQCHA�

Gain Complementary ProductsGain Complementary Products
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Attain New Markets or Distribution ChannelsAttain New Markets or Distribution Channels
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Realize More Efficient Economies of ScaleRealize More Efficient Economies of Scale
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4.7 Cases and Problems

Learning on the Web (AACSB)
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Career Opportunities

Where Do You Find Happiness?
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Ethics Angle (AACSB)

Bermuda Is Beautiful, but Should You Incorporate There?
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Team-Building Skills (AACSB)

Legally Speaking
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Client 1: Rainforest Adventures
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5.1 What Is an Entrepreneur?

Learning Objectives
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5.2 The Importance of Small Business to the U.S.

Economy
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5.3 What Industries Are Small Businesses In?
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Key Takeaways
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Exercises
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5.7 How to Succeed in Managing a Business

Learning Objectives

�� !CM=OMM�Q;SM�NI�MO==??>�CH�G;H;ACHA�;�<OMCH?MM
�;H>�?RJF;CH�QBS�MIG?�<OMCH?MM?M�@;CF�

�� &>?HNC@S�MIOL=?M�I@�MG;FF�<OMCH?MM�;MMCMN;H=?�@LIG�NB?�0G;FF��OMCH?MM��>GCHCMNL;NCIH�

Why Do Businesses Succeed?Why Do Businesses Succeed?

�?CHAMO==?MM@OF;M; <OMCH?MMIQH?LL?KOCL?MGIL? NB;H=IGCHAOJQCNB; <LCFFC;HNC>?;;H> QILECHAB;L>�6IO
H??>NIF?;LHBIQ NIG;H;A?;H> ALIQSIOL<OMCH?MM�&HNB?JLI=?MM
SIOaFF@;=?HOG?LIOM=B;FF?HA?M
;H> SIOL
;<CFCNSNIG??NNB?GQCFF<?; G;DIL@;=NILCHSIOLMO==?MM�IL @;CFOL?��!��
 ������ 1I ACP?SIOLM?F@; @CABNCHA
=B;H=?�CH�G;ECHA�;�MO==?MM�I@�SIOL�<OMCH?MM
�SIO�MBIOF>�>I�NB?�@IFFIQCHA�

X Know your business��&N�M??GM�I<PCIOM
�<ON�CNaM�QILNB�G?HNCIHCHA��MO==?MM@OF�<OMCH?MMJ?IJF?�EHIQ�QB;N
NB?SaL?�>ICHA��1B?SaL?�EHIQF?>A?;<F?�;<ION�NB?�CH>OMNLS�CH�QBC=B�NB?S�IJ?L;N?��<INB�;M�CN�MN;H>M�NI>;S�;H>
QB?L?�CNaM�B?;>?>�
�;H>�NB?S�EHIQ�QBI�NB?CL�=IGJ?NCNILM�;L?��1B?S�EHIQ�BIQ�NI�;NNL;=N�=OMNIG?LM�;H>�QBI
NB?�<?MN�MOJJFC?LM�;H>�>CMNLC<ONILM�;L?
�;H>�NB?S�OH>?LMN;H>�NB?�CGJ;=N�I@�N?=BHIFIAS�IH�NB?CL�<OMCH?MM�

X Know the basics of business management��6IO�GCABN�<?�;<F?�NIstart ;�<OMCH?MM�IH�NB?�<;MCM�I@�;�AL?;N�C>?;

<ON�NImanageCN�SIO�H??>�NI�OH>?LMN;H>�NB?�@OH=NCIH;F�;L?;M�I@�<OMCH?MM];==IOHNCHA
�@CH;H=?

G;H;A?G?HN
�G;LE?NCHA
�;H>�JLI>O=NCIH��6IO�H??>�NI�<?�;�M;F?MJ?LMIH
�;M�Q?FF�;M�;�>?=CMCIH�G;E?L�;H>�;
JF;HH?L�

X Have the proper attitude��4B?H�SIO�IQH�;�<OMCH?MM
�SIOareNB?�<OMCH?MM��&@�SIOaL?�AICHA�NI�>?PIN?�NB?
NCG?�;H>�?H?LAS�H??>?>�NI�NL;HM@ILG�;H�C>?;�CHNI�;�MO==?MM@OF�P?HNOL?
�SIO�H??>�NI�B;P?�;�J;MMCIH�@IL�SIOL
QILE��6IO�MBIOF>�<?FC?P?�CH�QB;N�SIOaL?�>ICHA�;H>�G;E?�;�MNLIHA�J?LMIH;F�=IGGCNG?HN�NI�SIOL�<OMCH?MM�

X Get adequate funding��&N�N;E?M�;�FIN�I@�GIH?S�NI�MN;LN�;�<OMCH?MM�;H>�AOC>?�CN�NBLIOAB�NB?�MN;LN�OJ�JB;M?
�QBC=B�=;H�F;MN�@IL�IP?L�;�S?;L���6IO�=;H�B;P?�NB?�GIMN�<LCFFC;HN�C>?;�CH�NB?�QILF>
�NB?�<?MN�G;LE?NCHA
;JJLI;=B
�;H>�;�N;F?HN?>�G;H;A?G?HN�N?;G
�S?N�C@�SIO�LOH�ION�I@�=;MB
�SIOL�=;L??L�;M�;�<OMCH?MM�IQH?L
=IOF>�<?�<LC?@��-F;H�@IL�NB?�FIHA�N?LG�;H>�QILE�QCNB�F?H>?LM�;H>�CHP?MNILM�NI�?HMOL?�NB;N�SIOaFF�B;P?
MO@@C=C?HN�@OH>M�NI�A?N�IJ?H
�MN;S�IJ?H�>OLCHA�NB?�MN;LN�OJ�JB;M?
�;H>
�OFNCG;N?FS
�?RJ;H>�
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X Manage your money effectively��6IOaFF�<?�OH>?L�=IHMN;HN�JL?MMOL?�NI�=IG?�OJ�QCNB�NB?�GIH?S�NI�G??N
J;SLIFF�;H>�J;S�SIOL�INB?L�<CFFM��1B;NaM�QBS�SIO�H??>�NI�E??J�;H�?S?�IHcash flow]GIH?S�=IGCHA�CH�;H>
GIH?S�AICHA�ION��6IO�H??>�NI�=IHNLIF�=IMNM�;H>�=IFF?=N�GIH?S�NB;NaM�IQ?>�SIO
�;H>
�A?H?L;FFS
�SIO�H??>�NI
EHIQ�BIQ�NI�A;NB?L�NB?�@CH;H=C;F�CH@ILG;NCIH�NB;N�SIO�L?KOCL?�NI�LOH�SIOL�<OMCH?MM�

X Manage your time efficiently����H?Q�<OMCH?MM�IQH?L�=;H�?RJ?=N�NI�QILE�MCRNS�BIOLM�;�Q??E��&@�SIO�Q;HN�NI
ALIQ�;�<OMCH?MM�;H>�B;P?�MIG?�NSJ?�I@�HIHQILE�FC@?�;N�NB?�M;G?�NCG?
�SIOaFF�B;P?�NI�ACP?�OJ�MIG?
=IHNLIF]NI�F?N�INB?LM�N;E?�IP?L�MIG?�I@�NB?�QILE��1BOM
�SIO�GOMN�>?P?FIJ�NCG?�G;H;A?G?HN�MECFFM�;H>
F?;LH�BIQ�NI�>?F?A;N?�L?MJIHMC<CFCNS�

X Know how to manage people��%CLCHA
�E??JCHA
�;H>�G;H;ACHA�AII>�J?IJF?�;L?�=LO=C;F�NI�<OMCH?MM�MO==?MM�
�M�SIOL�<OMCH?MM�ALIQM
�SIOaFF�>?J?H>�GIL?�IH�SIOL�?GJFIS??M��6IO�H??>�NI�>?P?FIJ�;�JIMCNCP?�QILECHA
L?F;NCIHMBCJ�QCNB�NB?G
�NL;CH�NB?G�JLIJ?LFS
�;H>�GINCP;N?�NB?G�NI�JLIPC>?�KO;FCNS�AII>M�IL�M?LPC=?M�

X Satisfy your customers��6IO�GCABN�;NNL;=N�=OMNIG?LM�NBLIOAB�CGJL?MMCP?�;>P?LNCMCHA�=;GJ;CAHM
�<ON�SIOaFF
E??J�NB?G�IHFS�<S�JLIPC>CHA�KO;FCNS�AII>M�IL�M?LPC=?M�� IGGCN�SIOLM?F@�NI�M;NCM@SCHA]IL�?P?H
?R=??>CHA]=OMNIG?L�H??>M�

X Know how to compete��#CH>�SIOL�HC=B?�CH�NB?�G;LE?NJF;=?
�E??J�;H�?S?�IH�SIOL�=IGJ?NCNILM
�;H>�<?
JL?J;L?>�NI�L?;=N�NI�=B;HA?M�CH�NB?�G;LE?NJF;=?��1B?�BCMNILS�I@�<OMCH?MM��;H>�GO=B�I@�FC@?��=;H�<?�MOGG?>
OJ�CH�NBL??�QIL>M��^�>;JN�IL�J?LCMB�_

Why Do Businesses Fail?Why Do Businesses Fail?

&@SIOaP?J;C>;NN?HNCIHNI NB?I==OJ;H=SI@MBIJJCHAG;FFMIP?L ; @?QS?;LM
SIOaP?HINC=?>NB;NL?N;CF?LM
=IG? ;H> AI QCNBMOLJLCMCHA@L?KO?H=S� 1B? M;G?NBCHAB;JJ?HMQCNBL?MN;OL;HNM]CH>??>
QCNB;FFECH>MI@
<OMCH?MM?M��S >?@CHCNCIH
MN;LNCHA; <OMCH?MM]MG;FFIL F;LA?]CMLCMES
 ;H> NBIOABG;HS<OMCH?MM?MMO==??>
;
F;LA?JLIJILNCIHI@NB?G>IHaN�,H?�NBCL>I@MG;FF<OMCH?MM?MNB;NB;P??GJFIS??MAI IONI@<OMCH?MMQCNBCHNB?
@CLMNNQIS?;LM�*IL? NB;HB;F@I@MG;FF<OMCH?MM?MB;P?=FIM?><SNB??H>I@NB?CL@IOLNBS?;L
 ;H> �� J?L=?HN>I
HIN�G;E?�CN�J;MN�NB?CL�M?P?HNB�S?;L��(H;OJ���-C;TT;
�������(H;OJ���-C;TT;
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Number of Years after Start-up Rate of Survival

� �����

� �����

� �����

� �����

� �����

� �����

� �����

Note: Percentages based on a total of 212,182 businesses

that started up in the second quarter of 1998.
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0IOL=?�^ B;L;=N?LCMNC=MI@0OLPCP;F�)IHA?PCNSI@�OMCH?MM"MN;<FCMBG?HNMCHNB?�OMCH?MM"GJFISG?HN
!SH;GC=M�!;N;�Extension�_BNNJ�QQQ�<FM�AIPIMGLJ>@MN�������J>@�

�M <;> ;MNB?M?MN;NCMNC=MIH <OMCH?MMMOLPCP;F;L?
MIG?CH>OMNLC?M;L?QILM?NB;HINB?LM�&@SIOQ;HNNIMN;SCH
<OMCH?MM@IL; FIHANCG?
SIOGCABNQ;HNNI;PIC>MIG?I@NB?M?LCMESCH>OMNLC?M�"P?HNBIOABSIOL@LC?H>MNBCHE
SIOG;E? NB?<?MNG;=;LIHC;H> =B??M?JCTT;CHNB?QILF>
NBCM>I?MHaNG?;HSIO=;HMO==??>;M; JCTT;J;LFIL
IQH?L� ,J?HCHA; L?MN;OL;HNIL ; <;LCMIH?I@NB?LCMEC?MNP?HNOL?M�;H>
 NB?L?@IL?
MN;LN�OJ@OH>CHACMB;L>NIA?N��
6IO GCABN;FMIQ;HNNI;PIC>NB?NL;HMJILN;NCIHCH>OMNLS� ,QHCHA; N;RCGCABN;JJ?;L FO=L;NCP?OHNCFSIO@CH>ION
QB;N; N;RCFC=?HM?=IMNM�&NI<PCIOMFSP;LC?M<S=CNS
 <ONCH+?Q 6ILE CNSNB?JLC=?N;ACMOJQ;L>I@����
����
�H> M?NNCHAOJ; MBIJNIM?FF=FINBCHA=;H<?=B;FF?HACHA�6IOLPC?QI@̂ QB;NaMCH_G;S <?I@@
;H>IH?<;> M?;MIH
=;HECFFSIOL<OMCH?MM�1B?M;G?CMNLO?@ILMNIL?MM?FFCHA=IGGOHC=;NCIH>?PC=?M�?P?LSG;FFB;MIH?IL GIL?=?FF
JBIH?�MNIL?M�MI�NB?�=IGJ?NCNCIH�CM�MN??J
�;H>�<OMCH?MM�=;H�<?�P?LS�MFIQ��#;LL?FF
�������

�OMCH?MM?M@;CF@IL;HSHOG<?LI@L?;MIHM
<ONG;HS?RJ?LNM;AL??NB;NNB?P;MNG;DILCNSI@@;CFOL?ML?MOFN@LIG
MIG?�=IG<CH;NCIH�I@�NB?�@IFFIQCHA�JLI<F?GM�

X Bad business idea��)CE?�;HS�C>?;
�;�<OMCH?MM�C>?;�=;H�<?�@F;Q?>
�?CNB?L�CH�NB?�=IH=?JNCIH�IL�CH�NB?
?R?=ONCIH��&@�SIO�NLC?>�M?FFCHA�MHIQ<FIQ?LM�CH�%;Q;CC
�SIO�=IOF>�=IOHN�IH�FCNNF?�=IGJ?NCNCIH
�<ON�SIOa>�MNCFF
<?�>IIG?>�NI�@;CFOL?�

X Cash problems��1II�G;HS�H?Q�<OMCH?MM?M�;L?�OH>?L@OH>?>��1B?�IQH?L�<ILLIQM�?HIOAB�GIH?S�NI�M?N�OJ�NB?
<OMCH?MM�<ON�>I?MHaN�B;P?�?HIOAB�?RNL;�=;MB�NI�IJ?L;N?�>OLCHA�NB?�MN;LN�OJ�JB;M?
�QB?H�P?LS�FCNNF?�GIH?S�CM
=IGCHA�CH�<ON�;�FIN�CM�AICHA�ION�

X Managerial inexperience or incompetence��*;HS�H?Q�<OMCH?MM�IQH?LM�B;P?�HI�?RJ?LC?H=?�CH�LOHHCHA�;
<OMCH?MM��G;HS�B;P?�FCGCN?>�G;H;A?G?HN�MECFFM��*;S<?�;H�IQH?L�EHIQM�BIQ�NI�G;E?�IL�G;LE?N�;�JLI>O=N
<ON�>I?MHaN�EHIQ�BIQ�NI�G;H;A?�J?IJF?��*;S<?�;H�IQH?L�=;HaN�;NNL;=N�;H>�E??J�N;F?HN?>�?GJFIS??M�
*;S<?�;H�IQH?L�B;M�JIIL�F?;>?LMBCJ�MECFFM�;H>�CMHaN�QCFFCHA�NI�JF;H�;B?;>�

X Lack of customer focus����G;DIL�;>P;HN;A?�I@�;�MG;FF�<OMCH?MM�CM�NB?�;<CFCNS�NI�JLIPC>?�MJ?=C;F�;NN?HNCIH�NI
=OMNIG?LM���ON�MIG?�MG;FF�<OMCH?MM?M�@;CF�NI�M?CT?�NBCM�;>P;HN;A?��-?LB;JM�NB?�IQH?L�>I?MHaN�;HNC=CJ;N?
=OMNIG?LMa�H??>M�IL�E??J�OJ�QCNB�=B;HACHA�G;LE?NM�IL�NB?�=OMNIG?L�@I=OM?>�JL;=NC=?M�I@�=IGJ?NCNILM�

X Inability to handle growth��6IOa>�NBCHE�NB;N�;�M;F?M�CH=L?;M?�QIOF>�<?�;�AII>�NBCHA��,@N?H�CN�CM
�I@�=IOLM?

<ON�MIG?NCG?M�CN�=;H�<?�;�G;DIL�JLI<F?G��4B?H�;�=IGJ;HS�ALIQM
�NB?�IQH?LaM�LIF?�=B;HA?M��%?�IL�MB?
H??>M�NI�>?F?A;N?�QILE�NI�INB?LM�;H>�<OCF>�;�<OMCH?MM�MNLO=NOL?�NB;N�=;H�B;H>F?�NB?�CH=L?;M?�CH�PIFOG?�
0IG?�IQH?LM�>IHaN�G;E?�NB?�NL;HMCNCIH�;H>�@CH>�NB?GM?FP?M�IP?LQB?FG?>��1BCHAM�>IHaN�A?N�>IH?

=OMNIG?LM�<?=IG?�OHB;JJS
�;H>�?RJ;HMCIH�;=NO;FFS�>;G;A?M�NB?�=IGJ;HS�

Help from the SBAHelp from the SBA
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@ILMG;FF
L?F;NCP?FSCH?RJ?HMCP?NL?;NM�4B;N?P?LNB?L?;MIH
SIOaL?@;M=CH;N?>QCNBNB?C>?;I@MN;LNCHA; =OJ=;E?
MBIJ�6IO B;P?; J?L@?=NFI=;NCIH
B;P?>?=C>?>QB;N?KOCJG?HNSIOH??>
;H>B;P?N?MN?>>IT?HMI@L?=CJ?M�;H>
?;N?HFINMI@=OJ=;E?M��6IO ;L?M?NNIAI QCNBIH? AC;HN?R=?JNCIH�SIO>IHaNB;P??HIOABM;PCHAMNI=IP?LSIOL
MN;LN�OJ=IMNM�6IO B;P?G;>? NB?LIOH>I@GIMNFI=;F<;HEM
<ONNB?S;L?;FFOHQCFFCHANIACP?SIO; FI;H�0I QB;N
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>I SIO>I� #ILNOH;N?FS
 NB?L?CMB?FJ;P;CF;<F?�&NCMNBLIOABSIOLFI=;F0G;FF�OMCH?MM�>GCHCMNL;NCIH�0���

QBC=BI@@?LM;H ;LL;SI@JLIAL;GMNIB?FJ=OLL?HN;H>JLIMJ?=NCP?MG;FF<OMCH?MMIQH?LM�1B?0�� QIHaN;=NO;FFS
FI;HSIONB?GIH?S
 <ONCNQCFFCH=L?;M?NB?FCEFCBII>NB;NSIOQCFFA?N@OH>CHA@LIG; FI=;F<;HE<SAO;L;HN??CHA
NB?FI;H�%?L?aMBIQ NB?0�� aMFI;HAO;L;HNSJLIAL;GQILEM�6IO ;JJFSNI; <;HE@IL@CH;H=CHA�� FI;HI@@C=?L
>?=C>?MC@NB?<;HEQCFFFI;H SIONB?GIH?SQCNBION;H 0�� AO;L;HN??�&@NB?;HMQ?LCMHI �<?=;OM?I@MIG?
Q?;EH?MMCHSIOL;JJFC=;NCIH�
NB?<;HENB?H>?=C>?MC@CNQCFFFI;HSIONB?GIH?SC@NB?0�� AO;L;HN??MNB?FI;H�
&@NB?<;HE>?=C>?MNI>I NBCM
SIOA?NNB?GIH?S;H>G;E? J;SG?HNMIH NB?FI;H�&@SIO>?@;OFNIH NB?FI;H
NB?
AIP?LHG?HN�L?CG<OLM?M�NB?�<;HE�@IL�CNM�FIMM
�OJ�NI�NB?�;GIOHN�I@�NB?�0���AO;L;HN??�

&HNB?JLI=?MMI@N;FECHAQCNBMIG?IH?;NNB?0��
 SIOQCFF>CM=IP?LINB?LJLIAL;GMCNI@@?LMNB;NQCFFB?FJSIO
MN;LNSIOL<OMCH?MM;H>G;H;A?SIOLILA;HCT;NCIH�#IL ?R;GJF?
NI;JJFS@IL@OH>CHASIOQCFFH??>; Q?FF�QLCNN?H
<OMCH?MMJF;H�,H=? SIOA?NNB?FI;H ;H> GIP? NINB?<OMCH?MMMN;LN�OJJB;M?
SIOQCFFB;P?FINMI@KO?MNCIHM
NB;NH??>NI<?;HMQ?L?>�CH=FO>CHAM?NNCHAOJ; =IGJON?LMSMN?G@ILSIOL=IGJ;HS�� �H> SIO;L?MOL?SIOQCFF
H??>B?FJCH; HOG<?LI@;L?;M;MSIOIJ?L;N?SIOL=OJ=;E?MBIJ�#ILNOH;N?FS
 NB?0�� =;HB?FJQCNB;FFI@NB?M?
G;H;A?G?HN�;H>�N?=BHC=;F�M?LPC=?�N;MEM�

1BCM;MMCMN;H=?CM;P;CF;<F?NBLIOAB; HOG<?LI@=B;HH?FM
CH=FO>CHANB?0�� aM?RN?HMCP?4 ?<MCN?
IHFCH?=IOLM?M

;H>NL;CHCHAJLIAL;GM�� @OFF;LL;SI@CH>CPC>O;FCT?>M?LPC=?MCM;FMI;P;CF;<F?�1B?0G;FF�OMCH?MM!?P?FIJG?HN
 ?HN?L�0�! � ;MMCMNM=OLL?HN;H> JLIMJ?=NCP?MG;FF<OMCH?MMIQH?LMQCNB<OMCH?MMJLI<F?GM;H> JLIPC>?M@L??
NL;CHCHA;H> N?=BHC=;FCH@ILG;NCIHIH ;FF;MJ?=NMI@MG;FF<OMCH?MMG;H;A?G?HN�1B?M?M?LPC=?M;L? ;P;CF;<F?;N
;JJLIRCG;N?FSIH? NBIOM;H>FI=;NCIHM;LIOH>NB?=IOHNLS
 G;HSBIOM?>;N=IFF?A?M;H> OHCP?LMCNC?M�2�0� 0G;FF
�OMCH?MM��>GCHCMNL;NCIH
�������

&@SIO H??>CH>CPC>O;FCT?>;>PC=?@LIG?RJ?LC?H=?>?R?=ONCP?M
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; GCFFCIHMG;FF<OMCH?MMJ?LMIHM?P?LSS?;L�2�0� 0G;FF�OMCH?MM�>GCHCMNL;NCIH
��� �� 0�! "=IHIGC=&GJ;=N

��� ���

Key Takeaways

X �OMCH?MMIQH?LM@;=?HOG?LIOM=B;FF?HA?M
;H>NB?;<CFCNSNIG??NNB?GCM; G;DIL@;=NILCHMO==?MM
�IL�@;CFOL?����M�;�<OMCH?MM�IQH?L
�SIO�MBIOF>�>I�NB?�@IFFIQCHA�

�� Know your business��0O==?MM@OF�<OMCH?MMJ?IJF?�;L?�EHIQF?>A?;<F?�;<ION�NB?�CH>OMNLS�CH
QBC=B�NB?S�IJ?L;N?
�;H>�NB?S�EHIQ�QBI�NB?CL�=IGJ?NCNILM�;L?�

�� Know the basics of business management��1I manage;�<OMCH?MM
�SIO�H??>�NI�OH>?LMN;H>�NB?
@OH=NCIH;F�;L?;M�I@�<OMCH?MM];==IOHNCHA
�@CH;H=?
�G;H;A?G?HN
�G;LE?NCHA
�;H>�JLI>O=NCIH�

�� Have the proper attitude��6IO�MBIOF>�<?FC?P?�CH�QB;N�SIOaL?�>ICHA�;H>�G;E?�;�MNLIHA
J?LMIH;F�=IGGCNG?HN�NI�CN�

�� Get adequate funding��-F;H�@IL�NB?�FIHA�N?LG�;H>�QILE�QCNB�F?H>?LM�;H>�CHP?MNILM�NI�?HMOL?
NB;N�SIOaFF�B;P?�MO@@C=C?HN�@OH>M�NI�A?N�IJ?H
�MN;S�IJ?H�>OLCHA�NB?�MN;LN�OJ�JB;M?
�;H>

OFNCG;N?FS
�?RJ;H>�
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�� Manage your money effectively��6IO�H??>�NI�J;S�;NN?HNCIHto cash flow]GIH?S�=IGCHA�CH
;H>�GIH?S�AICHA�ION];H>�SIO�H??>�NI�EHIQ�BIQ�NI�A;NB?L�NB?�@CH;H=C;F�CH@ILG;NCIH�NB;N�SIO
L?KOCL?�NI�LOH�SIOL�<OMCH?MM�

�� Manage your time efficiently��6IO�GOMN�>?P?FIJ�NCG?�G;H;A?G?HN�MECFFM�;H>�F?;LH�BIQ�NI
>?F?A;N?�L?MJIHMC<CFCNS�

�� Know how to manage people��6IO�H??>�NI�>?P?FIJ�;�JIMCNCP?�QILECHA�L?F;NCIHMBCJ�QCNB�SIOL
?GJFIS??M
�NL;CH�NB?G�JLIJ?LFS
�;H>�GINCP;N?�NB?G�NI�JLIPC>?�KO;FCNS�AII>M�IL�M?LPC=?M�

�� Satisfy your customers�� IGGCN�SIOLM?F@�NI�M;NCM@SCHA]IL�?P?H�?R=??>CHA]=OMNIG?L�H??>M�

�� Know how to compete��#CH>�SIOL�HC=B?�CH�NB?�G;LE?NJF;=?
�E??J�;H�?S?�IH�SIOL�=IGJ?NCNILM

;H>�<?�JL?J;L?>�NI�L?;=N�NI�=B;HA?M�CH�SIOL�<OMCH?MM�?HPCLIHG?HN�

X �OMCH?MM?M@;CF@IL;HSHOG<?LI@L?;MIHM
<ONG;HS?RJ?LNM;AL??NB;NNB?P;MNG;DILCNSI@@;CFOL?M
L?MOFN�@LIG�MIG?�=IG<CH;NCIH�I@�NB?�@IFFIQCHA�JLI<F?GM�

�� Bad business idea��)CE?�;HS�C>?;
�;�<OMCH?MM�C>?;�=;H�<?�@F;Q?>
�?CNB?L�CH�NB?�=IH=?JNCIH�IL
CH�NB?�?R?=ONCIH�

�� Cash problems��1II�G;HS�H?Q�<OMCH?MM?M�;L?�OH>?L@OH>?>�

�� Managerial inexperience or incompetence��*;HS�H?Q�<OMCH?MM�IQH?LM�B;P?�HI�?RJ?LC?H=?
CH�LOHHCHA�;�<OMCH?MM
�;H>�G;HS�B;P?�FCGCN?>�G;H;A?G?HN�MECFFM�

�� Lack of customer focus��0IG?�IQH?LM�@;CF�NI�G;E?�NB?�GIMN�I@�;�MG;FF�<OMCH?MMaM�;>P;HN;A?
CH�JLIPC>CHA�MJ?=C;F�;NN?HNCIH�NI�=OMNIG?LM�

�� Inability to handle growth��4B?H�;�=IGJ;HS�ALIQM
�MIG?�IQH?LM�@;CF�NI�>?F?A;N?�QILE�IL�NI
<OCF>�;H�ILA;HCT;NCIH;F�MNLO=NOL?�NB;N�=;H�B;H>F?�CH=L?;M?M�CH�PIFOG?�

X 0?LPC=?M�;P;CF;<F?�NI�=OLL?HN�;H>�JLIMJ?=NCP?�MG;FF�<OMCH?MM�IQH?LM�@LIG�NB?�0���CH=FO>?�;MMCMN;H=?
CH�>?P?FIJCHA�;�<OMCH?MM�JF;H
�MN;LNCHA�;�<OMCH?MM
�I<N;CHCHA�@CH;H=CHA
�;H>�G;H;ACHA�;H
ILA;HCT;NCIH�

X 1B?SBDC (Small Business Development Centers)G;N=B?M�<OMCH?MMJ?IJF?�H??>CHA�;>PC=?�QCNB
N?;GM�I@�L?NCL?>�?R?=ONCP?M�QBI�QILE�;M�PIFOHN??LM�NBLIOAB�NB?�0 ,/"�JLIAL;G�

Exercise

��� 0����H;FSMCM

�� &NaM�NB?�M;G?�IF>�MNILS��SIO�Q;HN�NI�MN;LN�;�MG;FF�<OMCH?MM�<ON�>IHaN�B;P?�GO=B�GIH?S��$I�NI
BNNJ�?HNL?JL?H?OLM�;<ION�=IG=M<OMCH?MMC>?;M;��MN;LNOJC>?;M�BNG;H>�L?;>�NB?�;LNC=F?�NCNF?>
^�OMCH?MM�&>?;M�IH�;��O>A?N�_�&>?HNC@S�;�@?Q�<OMCH?MM?M�NB;N�SIO�=;H�MN;LN�@IL�����IL�F?MM��NB;NaM
LCABN]����IL�F?MM���0?F?=N�IH?�I@�NB?M?�<OMCH?MM�IJJILNOHCNC?M�NB;N�CHN?L?MNM�SIO��4BS�>C>�SIO�M?F?=N
NBCM�<OMCH?MM��4BS�>I?M�NB?�C>?;�CHN?L?MN�SIO��4B;N�QIOF>�SIO�>I�NI�?HMOL?�NB;N�NB?�<OMCH?MM�Q;M�;
MO==?MM��&@�SIO�H??>?>�;MMCMN;H=?�MN;LNCHA�OJ�IL�IJ?L;NCHA�SIOL�<OMCH?MM
�QB?L?�=IOF>�SIO�@CH>�B?FJ

;H>�QB;N�NSJ?�I@�;MMCMN;H=?�QIOF>�<?�;P;CF;<F?�
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