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ending the venture
	Learning Objectives


1

To illustrate differences in alternative types of bankruptcy 
under the Bankruptcy Act of 1978 (amended in 1984.)
2
To illustrate rights of creditors and entrepreneurs in different cases of bankruptcy.
3

To provide the entrepreneur with an understanding 
of the typical warning signs of bankruptcy.
4

To illustrate how some entrepreneurs can turn bankruptcy into a successful business.
5

To examine the options in providing for an exit strategy focusing primarily 
on the succession of a business to family or nonfamily members, and sale 
of the business to employees (ESOP) or to an external source.
	CHAPTER OUTlINE AND TEACHING NOTES

	

OPENING PROFILE—Adelphia Communications Corporation—William Schleyer.

I.
BANKRUPTCY(AN OVERVIEW



A.
Failure is not uncommon in new ventures as seen in the dot-com collapse.




1.
According to the SBA about half of all new start-ups fail in their first years.




2.
The failures often could have been prevented by paying more attention to critical factors in the business operation.




3. 
The combination of business and non-business bankruptcy filings was the highest in 2002 compared with all other years.




a. 
About 97% of these filings are non-business or personal bankruptcies.




b. 
It is not clear how many of these resulted from failed proprietorships or home businesses.



4. 
Bankruptcy by Type.




a. 
The most common type is chapter 7, or liquidation (70%).




b. 
Chapter 13 bankruptcies allow creditors to be repaid in installments (29%).





c. 
About 1% are chapter 11 filings that result in reorganization.




5. 
Although the total number of bankruptcies is not a record, the size of the filings has increased.




6. 
In 2002 the State of New York surpassed Delaware in number of bankruptcies.


B.
Bankruptcy is not always the end of a business.



1.
It offers the entrepreneur an opportunity to reorganize under chapter 11 or merge with another company.



2. 
The text uses these contrasting examples.





a. 
Less than two years after emerging from chapter 11 bankruptcy, Strouds filed for chapter 7 liquidation bankruptcy.




b. 
The producer of Body Solutions, a weight loss formula, was forced to liquidate its assets after the company was sued by the FTC for false and misleading advertising.





c. 
The founders of Just Desserts bakery in San Francisco filed for chapter 11 bankruptcy after a failed attempt to grow from a small business into a large business.





d. 
Mark Wattles led Hollywood Entertainment from its 2000 brush with liquidation to its 2003 recovery.





e. 
Since its low point in 2002 Bankrate has made a complete turnaround primarily due to the leadership of Elizabeth DeMarse.


C.
Lessons learned from experiences of bankruptcy:




1.
Many entrepreneurs spend too much effort trying to diversify in markets where they lack knowledge.




2.
Bankruptcy protects entrepreneurs only from the creditors, not from competitors.




3.
It’s difficult to separate the entrepreneur from the business.




4.
Many entrepreneurs never think their business is going to fail until it is too late.




5.
Bankruptcy is emotionally painful.



D.
The Bankruptcy Act of 1978.



1.
This act (with amendments added in 1984) was designed to:





a.
Ensure fair distribution of assets to creditors.





b.
Protect debtors from unfair depletion of assets. 





c.
Protect debtors from unfair demands by creditors.




2.
It provides three alternative provisions:





a.
Reorganization, Chapter 11 bankruptcy.





b.
Extended time payment, or Chapter 13 bankruptcy.





c.
Liquidation, or Chapter 7 bankruptcy.



3. 
There have been recent attempts to overhaul the bankruptcy laws, but none have been successful.
	PowerPoint Slide 17-1

“Entrepreneurship Title” (See PowerPoint slide show beginning on page 421 of this manual.)
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“Chapter Title” (See PowerPoint slide show beginning on page 421 of this manual.)
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Text Figure 17.1 

Business and Non-Business U.S. Bankruptcy Filings, 1980-2002 (Text figure on page 537)

PowerPoint Slide 17-3 (Transparency Master 17-1)
“Bankruptcy” (See PowerPoint slide show beginning on page 421 of this manual. Also presented as a transparency master in Section 6 of this manual.)
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As Seen in Entrepreneurship Magazine: Advice to an Entrepreneur About Facing Business Failure.
When faced with financial disaster one company, Top Shelf Production, used a unique crisis technique—begging. (Box in text on page 539)

PowerPoint Slide 17-4 
“Bankruptcy’s Lessons” (See PowerPoint slide show beginning on page 421 of this manual.)
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Learning Objective 1.

To illustrate differences in alternative types of bankruptcy under the Bankruptcy Act of 1978 (amended in 1984.)

	
II.
CHAPTER 11(REORGANIZATION



A.
Chapter 11 bankruptcy is the least severe alternative in which the courts give the venture time to pay their debts.




1.
This usually results because the venture has cash flow problems.




2.
A major creditor or group of creditors will usually present the case to the court.




3.
A reorganization plan will be prepared, dividing the debt and ownership interests into those that are affected by the plan and those that are not.




4.
Once the plan is completed, it must be approved by the U.S. Bankruptcy Court.




5.
Approval of the plan also requires all creditors and owners agree to comply with the plan, which can include:




a.
Extension occurs when two or more of the largest creditors agree to postpone any claims.





b.
Substitution may occur if the future potential looks promising, exchanging stock or something else for existing debt.





c.
In a composition settlement the debt is pro rated to the creditors as a settlement.



B.
Chapter 11 bankruptcy gives an opportunity to find a cure for any business problem.




1.
Only 20 to 25% of firms that file for Chapter 11 bankruptcy make it through the process.




2.
One of the reasons why companies do not succeed is that they wait too long before filing for protection.




3.
Entrepreneurs have a tendency to ignore warning signs until there is an emergency.



4. 
The text discusses Yield House, a mail order retailer that filed for bankruptcy before its financial condition became too severe.


C.
Surviving Bankruptcy.




1.
Some suggestions for survival:





a.
Bankruptcy can be used as a bargaining chip with creditors.




b.
File before the venture runs out of cash or has no incoming revenue.





c.
Don’t file for Chapter 11 protection unless the venture has a chance for recovery.




d.
Be prepared to have creditors examine all financial transactions in the last 12 months.





e.
Maintain good records.





f.
Understand how the protection against creditors works and what is necessary in order to keep it in place.





g.
Any litigation in existence should be transferred to the bankruptcy court.





h.
Focus efforts on preparing a financial reorganization plan that is realistic.




2.
Preparation will prevent unfavorable conditions and increase the change of successfully coming out of bankruptcy.



D.
Prepackaged Bankruptcy.




1.
Prepackaged bankruptcy is a declaration that the entrepreneur will be declaring bankruptcy in the near future.




2.
It allows the entrepreneur to work with creditors before legal proceedings begin.





a.
The entrepreneur presents all stakeholders with a reorganization plan and a disclosure statement.





b.
Negotiations take place and differences are resolved before the plan reaches the courts.




c. 
It usually involves situations where there is high debt and the goal is to trade debt for equity.



3.
A prepackaged plan can allow a company to emerge from bankruptcy in a shorter period of time.




4.
Shortcomings to the prepackaged bankruptcy:




a.
It labels the entrepreneur and the business as a failure.





b.
It may make it difficult to sell to new customers.




5.
If there is no hope that the business can resolve its financial problems, the entrepreneur needs to consider other bankruptcy options.
	Learning Objective 2.
To illustrate rights of creditors and entrepreneurs in different cases of bankruptcy.
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Chapter 11 bankruptcy.

Provides the opportunity to reorganize and make the venture more solvent.

PowerPoint Slide 17-5 (Transparency Master 17-2)
“Chapter 11—Reorganization” (See PowerPoint slide show beginning on page 421 of this manual. Also presented as a transparency master in Section 6 of this manual.)
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PowerPoint Slide 17-6 
“Bankruptcy Survival” (See PowerPoint slide show beginning on page 421 of this manual.)
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Prepackaged bankruptcy plan.

Provides opportunity to settle debts prior to bankruptcy court legal proceedings.



	
III.
CHAPTER 13(EXTENDED TIME PAYMENT PLANS



A.
If the entrepreneur has a regular income, it is possible to file for extended time payments, Chapter 13 bankruptcy.



1.
Requirements are that the unsecured debts are less that $100,000 and secured debts less than $350,000.




2.
This is only available for individual proprietorships.




3.
The entrepreneur files a plan for the installment payment of outstanding debts.



B.
The entrepreneur must file a plan that budgets future income with respect to outstanding debts.




1.
It must provide for payments of all claims having priority under the Bankruptcy Act.




2.
The plan will outline how much is to be paid until all payments have been completed.



3. 
It allows the entrepreneur to own and operate the business while Chapter 13 is pending.


C.
The claims are to be paid in the following order of priority:




1.
Secured creditors.




2.
Administrative expenses.




3.
Claims arising from operation of the business.




4.
Wage claims up to $2,000 per person.




5.
Contributions to employee benefit plans.




6.
Claims by consumer creditors.




7.
Taxes.




8.
General creditors.
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Chapter 13 bankruptcy.

Voluntarily allows individuals with regular income the opportunity to make extended time payments.

PowerPoint Slide 17-7 (Transparency Master 17-3)
“Chapter 7—Liquidation” (See PowerPoint slide show beginning on page 421 of this manual. Also presented as a transparency master in Section 6 of this manual.)
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ETHICS.
Who should be made aware when a venture is in trouble? There is evidence that involving employees, bankers, and business associates can actually improve matters. (Box in text on page 542)
PowerPoint Slide 17-8 
“Chapter 13—Priorities” (See PowerPoint slide show beginning on page 421 of this manual.)
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IV.
CHAPTER 7(LIQUIDATION



A.
The most extreme case, Chapter 7 bankruptcy, requires the entrepreneur to liquidate all nonexempt assets.



B.
If the entrepreneur files a voluntary bankruptcy petition, it constitutes a determination that his or her venture is bankrupt.



C.
An involuntary bankruptcy can be complicated and take a long time to resolve.
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Chapter 7 bankruptcy.

Requires the venture to liquidate, either voluntarily or involuntarily.
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Voluntary bankruptcy.

Entrepreneur’s decision to file for bankruptcy.
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Involuntary bankruptcy.

Petition of bankruptcy filed by creditors without consent of entrepreneur.
PowerPoint Slide 17-9 (Transparency Master 17-4)
“Chapter 7—Liquidation “(See PowerPoint slide show beginning on page 421 of this manual. Also presented as a transparency master in Section 6 of this manual.)
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Text Table 17.1 

Liquidation Under Chapter 7 Involuntary Bankruptcy 

(Text Table on page 543)

	
V.
STRATEGY DURING REORGANIZATION



A.
Reorganization under Chapter 11 or Chapter 13 takes a significant amount of time.



B.
The entrepreneur can speed up the process by:




1.
Taking the initiative in preparing the plan.




2.
Selling the plan to secured creditors.




3.
Communicating with creditors.




4.
Avoiding writing checks that are not covered.



C.
Improving credibility with creditors will help the venture emerge without the stigma of failure.



D.
Bankruptcy should be a last resort for the entrepreneur.
	PowerPoint Slide 17-10 
“Bankruptcy Trustee” (See PowerPoint slide show beginning on page 421 of this manual.)
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PowerPoint Slide 17-11 
“Strategy During Reorganization” (See PowerPoint slide show beginning on page 421 of this manual.)
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VI.
KEEPING THE VENTURE GOING



A.
The entrepreneur should be sensitive to key factors that can reduce the risk of business failure:




1.
Entrepreneurs must be aware that market conditions change, and they must be prepared to modify their business strategies.





a.
The text uses the examples of Balaji Krishnamurthy of Planar Systems and Frank Weise of Cott Corporation.




b.
Both entrepreneurs recognized important changes and trends in the environment, refocused their company’s products and services, and modified critical business activities.




2.
Preparing an effective marketing plan for a twelve month period is essential.




3.
Good cash projections are needed, as cash flow is one of the major causes of bankruptcy.




4.
Information about market potential and changes is essential.



B.
The entrepreneur should be aware of stress points.




1.
Stress points are those points at which the venture is changing in size, requiring new strategies to survive.




2.
Stress points can be identified based on level of sales.




3.
Entrepreneurs should know the burden of sales level on capital investment and operational expenses.
	Text Table 17.2 

Requirements for Keeping a New Venture Afloat 

(Text Table on page 543)

PowerPoint Slide 17-12 
“Reducing Risk of Failure” (See PowerPoint slide show beginning on page 421 of this manual.)
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VII.
WARNING SIGNS OF BANKRUPTCY



A.
Early warning signs of bankruptcy are interrelated, and one can often lead to the other.




1.
Management of finances becomes lax.




2.
Directors cannot document large transactions.




3.
Customers are given large discounts to enhance payments because of poor cash flow.




4.
Contracts are accepted below standard amounts to generate cash.




5.
Bank requests subordination of its loans.




6.
Key personnel leave the company.




7.
Lack of materials to meet orders.




8.
Payroll taxes are not paid.




9.
Suppliers demand payment in cash.




10.
Increase in customers’ complaints regarding service and product quality.



B.
When an entrepreneur sees any of the warning signs, he or she should seek the advice of a CPA or attorney immediately.
	Learning Objective 3.
To provide the entrepreneur with an understanding of the typical warning signs of bankruptcy.

Text Table 17.3 

Warning Signs of Bankruptcy 

(Text Table on page 545)
PowerPoint Slide 17-13 (Transparency Master 17-5)
“Bankruptcy Warning Signs” (See PowerPoint slide show beginning on page 421 of this manual. Also presented as a transparency master in Section 6 of this manual.)
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	VIII.
STARTING OVER



A.
History is full of examples of entrepreneurs who have failed many times before succeeding.



B.
Entrepreneurs are likely to continue starting new ventures even after failing, learning from their mistakes.



C.
After failures, entrepreneurs generally tend to have a better understanding for the need for market research, more capitalization, and stronger business skills.



D.
Business failure does not have to be a stigma when seeking venture capital.
	Learning Objective 4.
To illustrate how some entrepreneurs can turn bankruptcy into a successful business.



	
IX.
THE REALITY OF FAILURE.



A.
Many entrepreneurs are able to successfully turn failure into success.



B.
Some factors to consider:




1.
The entrepreneur should consult with his or her family.




2.
The entrepreneur should seek outside assistance from professionals, friends, and business associates.




3.
It is important to not try to hang on to a venture that will continually drain resources if the end is inevitable.
	PowerPoint Slide 17-14 
“Failure Reality” (See PowerPoint slide show beginning on page 421 of this manual.)
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X.
BUSINESS TURNAROUNDS



A.
Companies such as Adelphia Communications, Bankrate, and Cott Corporation survived financial reverses and turned around.


B.
The business may face adversity due to:



1. 
External factors, such as the economy, competition, changes in consumer needs, technology, or unpredictable acts such as war, terrorism, or weather.




2. 
Self-inflicted (poor management).


C.
There are some principles that can help during the process of turnaround.



1. 
It is important for the entrepreneur to recognize the warning signs of bankruptcy and consult with appropriate experts.




2. 
Aggressive hands on management is also key.





a. 
Leaders of successful turnaround efforts focused their initial efforts on meeting and communicating with all employees.





b. 
The entrepreneur needs to be honest and upfront with then employees regarding the situation in order to get them involve in the solution.




3. 
Management must have a plan, based on three key questions.





a. 
Where are we now? (the situation analysis)





b. 
Where are we going? (developing goals and objectives to get the company turned around)





c. 
How do we get there? (take aggressive corrective action)
	As Seen in Entrepreneurship Magazine: Elevator Pitch for Doughmakers. 
Bette LaPlante and Diane Cuvelier created Doughmakers, a manufacturer of solid aluminum bakeware. (Box in text on page 547)

	
XI. 
EXIT STRATEGY


A. 
Every entrepreneur that starts a new venture should think about an exit strategy.



B. 
Exit strategies include:



1. 
An initial public offering (IPO).



2. 
Private sale of stock.



3. 
Succession by a family member or non-family member.



4. 
Merger with another company.



5. 
Liquidation of the company.



6. 
Sale of the company to employees (an ESOP) or to an external source.


C. 
Each of the exit strategies has its advantages and disadvantages.
	

	
XII.
SUCCESSION OF BUSINESS



A.
Transfer to Family Members.




1.
Experts estimate that half of businesses fail to make the transition from first to second generation ownership.



2. 
One survey found that the leading causes of failure were insufficient estate planning, failure to plan for the transition, and the lack of funds to pay any estate taxes.



3.
To minimize the emotional and financial turmoil during a transfer, a good succession plan should consider critical factors:





a.
The role of the owner in the transition stage.





b.
The family dynamics.





c.
Income for working family members and shareholders.





d.
The current business environment during the transition.





e.
Treatment of loyal employees.





f.
Tax consequences.




4.
Passing the business to a family member can create internal problems.





a.
A young family member can be more successful if he or she assumes operational responsibilities early on.





b.
It is beneficial for the family member to rotate to different areas of the business to gain perspective.



5.
It is helpful if the entrepreneur stays around for a while to act as an advisor.




6.
Long-time employees may resent the younger family member assuming control.



B.
Transfer to Nonfamily Members.




1.
When a family member is not interested in assuming responsibility for the business, there are three choices:





a.
Train a key employee and retain some equity.





b.
Retain control and hire a manager.





c.
Sell the business outright.




2.
Passing the business to an employee ensures that the new owner is familiar with the business.





a.
This minimizes transitional problems.





b.
The key issue is ownership if the entrepreneur plans to retain some equity.





c.
The financial capability and managerial ability of the employee are important decision factors in how much ownership is transferred.





d.
It is important to begin the process long before there is a need to sell the ownership of the business.





e.
About 70 percent of successful ventures never make it to the second generation of ownership.




3.
If succession to a family member may be likely in the future, the owner may hire a manager.





a.
Finding someone to manage the business with the same expertise may be difficult.





b.
Other problems are compatibility with the owners and willingness to manage without promise of equity.


C. 
In non-family business situations, succession planning involves a different approach.




1. 
Replacements of key managers may come from either external or internal sources.




2. 
For a partnership the process may be clearly outlined in the partnership agreement.




3. 
In a partnership or an S Corporation or LLC where there may be only a small number of shareholders, the succession plan should consider the following:





a. 
Senior management of the company must be committed to any succession plan.





b. 
It is important to have a well defined job descriptions and a clear designation of skills necessary to fulfill any and all positions.





c. 
The process needs to be an open one.


D.
The last option, harvesting, is to sell the business outright to an employee or an outsider.
	Learning Objective 5.
To examine the options in providing for an exit strategy focusing primarily on the succession of a business to family or nonfamily members, and sale of the business to employees (ESOP) or to an external source.
PowerPoint Slide 17-15 
“Succession Planning Issues” (See PowerPoint slide show beginning on page 421 of this manual.)
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PowerPoint Slide 17-16 (Transparency Master 17-6)
“Succession Planning” (See PowerPoint slide show beginning on page 421 of this manual. Also presented as a transparency master in Section 6 of this manual.)
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PowerPoint Slide 17-17 (Transparency Master 17-7)
“Harvesting” (See PowerPoint slide show beginning on page 421 of this manual. Also presented as a transparency master in Section 6 of this manual.)
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Harvesting.

Selling the business outright to either an employee or an outsider.


	
XIII.
HARVESTING STRATEGY



A.
Direct Sale.



1.
This is the most common method of harvesting and doesn’t always occur as a last resort.





a.
Many entrepreneurs sell so they can move on to new endeavors.





b.
Putting a business up for sale requires time and planning.





c.
Successful small businesses are in demand by larger firms that wish to grow by acquisition.




2.
Often buyers will purchase a business using notes based on future profits, but there are future pitfalls.




3.
Preparing for a sale requires financial considerations such as tightening spending, avoiding large personal salaries, and reinvesting profit.




4.
Business brokers may be helpful as they may have an established network of contacts.




5.
The best way to communicate the business to potential buyers is through the business plan.




6.
Once the business is sold or passed on, the entrepreneur’s role depends on the sale agreement.





a.
Many buyers want the seller to stay on for a short time to provide a smooth transition.




b.
If not, the new owner may request the entrepreneur sign an agreement not to engage in the same business for a period of time. 




7.
An entrepreneur may also plan to only retain a business for a specified period of time, with the intent to sell it to the employees.



B.
Employee Stock Option Plan.



1.
Under an employee stock option plan (ESOP), the business is sold to employees over a period of time.





a.
The employee stock option plan (ESOP) is often considered an alternative to a pension plan.





b.
Its purpose is to reward employees and to clarify the succession decision.





c.
The ESOP is highly regulated, where the founder creates a trust fund and contributes stock or cash for buying the owner’s interest in the venture.




d. 
There are now about 11,500 ESOP companies.



2.
The ESOP has a number of advantages.





a.
It offers a unique incentive to employees.





b.
It provides a mechanism to pay back those employees who have been loyal to the venture.





c.
It allows the transfer of the business under a carefully planned written agreement.





d.
The company can deduct the contributions to the ESOP or any dividends paid on the stock.



3. 
Due to a law passed in 1996, ESOPs are now possible for S Corporations, but the tax implications are complicated.



4.
The biggest disadvantage of an ESOP is that it usually is quite complex to establish.





a.
It requires a complete valuation of the venture to establish the amount of the ESOP package.




b.
The entrepreneur will need the advice of experts.


C.
Management Buyout.



1.
A direct buyout by key employees is simpler.




2.
Management buyouts usually involve a direct sale for some predetermined price.




3.
Sale of a venture to key employees can either be for cash or could be financed in other ways.





a.
A cash sale would be unlikely if the value of the business is substantial.





b.
Financing can either be accomplished through a bank or the entrepreneur could agree to carry the note.





c.
Another method would be to use stock as the method of transfer.




d. 
The stock is attractive because the business is continuing with the same management team.


D.
Other methods of transferring a business are through a public offering or merger with another business.



E.
Before determining the appropriate harvesting strategy, the entrepreneur should seek the advice of outsiders.
	PowerPoint Slide 17-18 (Transparency Master 17-8)
“Direct Sale” (See PowerPoint slide show beginning on page 421 of this manual. Also presented as a transparency master in Section 6 of this manual.)
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Employee stock option plan (ESOP.)

Two- to three-year plan to sell business to employees.


	
IX.
IN REVIEW: SUMMARY.


See “Learning Objectives Revisited” below.
	


	learning objectives revisited


Learning Objective 1.
To illustrate differences in alternative types of bankruptcy under the Bankruptcy Act of 1978 (amended in 1984.)

· The Bankruptcy Act of 1978 (with amendments added in 1984) was designed to:

· Ensure fair distribution of assets to creditors.

· Protect debtors from unfair depletion of assets.

· Protect debtors from unfair demands by creditors.

· The Act provides three alternative provisions:

· Reorganization, or Chapter 11 bankruptcy.

· Extended time payment, or Chapter 13 bankruptcy.

· Liquidation, or Chapter 7 bankruptcy.

Learning Objective 2.
To illustrate rights of creditors and entrepreneurs in different cases of bankruptcy.

· Chapter 11 bankruptcy is the least severe alternative in which the courts give the venture time to pay their debts.

· A reorganization plan will be prepared, dividing the debt and ownership interests into those that are affected by the plan and those that are not.

· Once the plan is completed, it must be approved by the U.S. Bankruptcy Court.

· Approval of the plan also requires all creditors and owners agree to comply with the plan.

· Chapter 11 gives the firm an opportunity to find a solution for its business problem.

· If the entrepreneur has a regular income, it is possible to file for extended time payments, Chapter 13 bankruptcy.
· This option is only available for individual proprietorships.

· The entrepreneur files a plan for the installment payment of outstanding debts.

· The claims are to be paid in a specific order of priority.

· The most extreme case of bankruptcy, Chapter 7, requires the entrepreneur to liquidate all nonexempt assets.

Learning Objective 3.
To provide the entrepreneur with an understanding of the typical warning signs of bankruptcy.

· Management of finances becomes lax.

· Directors cannot document large transactions.

· Customers are given large discounts to enhance payments because of poor cash flow.

· Contracts are accepted below standard amounts to generate cash.

· Bank requests subordination of its loans.

· Key personnel leave the company.

· Lack of materials to meet orders.

· Payroll taxes are not paid.

· Suppliers demand payment in cash.

· Increase in customers’ complaints regarding service and product quality.

Learning Objective 4.
To illustrate how some entrepreneurs can turn bankruptcy into a successful business.

· Entrepreneurs are likely to continue starting new ventures even after failing, learning from their mistakes.

· After failures, entrepreneurs generally tend to have a better understanding for the need for market research, more capitalization, and stronger business skills.

· Business failure does not have to be a stigma when seeking venture capital
Learning Objective 5.
To examine the options in providing for an exit strategy focusing primarily on the succession of a business to family or nonfamily members, and sale of the business to employees (ESOP) or to an external source
· Experts estimate that half of businesses fail to make the transition from first to second generation ownership.

· A good succession plan can help minimize the emotional and financial turmoil during a transfer.

· The successor should assume operational responsibilities early on.

· It is beneficial for the family member to rotate to different areas of the business to gain perspective.

· When a family member is not interested in assuming responsibility for the business, there are three choices:

· Passing the business to an employee ensures that the new owner is familiar with the business.

· If succession to a family member may be likely in the future, the owner may hire a manager.

· The last option, harvesting, is to sell the business outright to an employee or an outsider.

· Harvesting options:

· A direct sale is the most common method of harvesting and doesn’t always occur as a last resort.

· Under an employee stock option plan, the business is sold to employees over a period of time.

· A direct management buyout usually involves a direct sale for some predetermined price.

· Other methods of transferring a business are through a public offering or merger with another business.
	key terms


Chapter 7 bankruptcy. Requires the venture to liquidate, either voluntarily or involuntarily.

Chapter 11 bankruptcy. Provides the opportunity to reorganize and make the venture more solvent. 

Chapter 13 bankruptcy. Voluntarily allows individuals with regular income the opportunity to make extended time payments.

Employee stock option plan (ESOP.) Two- to three-year plan to sell business to employees.

Harvesting. Selling the business outright to either an employee or an outsider.

Involuntary bankruptcy. Petition of bankruptcy filed by creditors without consent of entrepreneurs.

Prepackaged bankruptcy plan. Provides opportunity to settle debts prior to bankruptcy court legal proceedings.

Voluntary bankruptcy. Entrepreneur’s decision to file for bankruptcy.

	research tasks and class discussions



The text includes several topics for student research and class discussions. These questions are open-ended, and the answers will be different for each student. There are no “correct” answers.

Research tasks:

1. Find three accounts by entrepreneurs describing their experiences with poorly performing firms and the process of going through bankruptcy. In what ways were their experiences similar? In what ways were they different? Did emotions play a role? Did the entrepreneurs learn from the experience?
2. Interview a member of a family business and gain a deeper understanding of the issues surrounding the management of such a business, especially those related to succession.
3. Write an account of the emotions that you felt when someone or something close to you was lost forever (you will not be required to present this to the class.) How did these emotions impact your ability to perform other tasks? How did you overcome these negative emotions? To what extent do you believe that entrepreneurs go through a similar process when their businesses fail? 
 
Class Discussions
4. If your family had a highly successful business, would succession to the next generation (you and/or your siblings) likely to be smooth, or would there be the potential for conflict and hurt feelings? What would be a “fair” way to set up succession?
5. Do you believe the laws should be changed to make it easier for entrepreneurs to go into, and recover from, bankruptcy? What are the implications of your answer for the entrepreneur, creditors, and the national economy? 

6. What are the issues facing an entrepreneur in deciding whether or not the business needs to be put into bankruptcy today or not?
7. The following role plays require you to think and act as if you were the person being described in the situation being described.
a.
Role play 1. One student prepares and presents a speech as if she or he is an entrepreneur informing employees that her or his business has failed and will not be operating from tomorrow on. The rest of the class can respond and ask questions as if they are devoted employees upset about their jobs.

b.
Role play 2. In small groups, role-play the interchange between an entrepreneur of a failed business expressing his or her negative emotions and a friend providing advice on how to best cope with the situation.

	Visual Resources


The PowerPoint presentation for this chapter, shown on the following pages, includes the following slides.


Slide 17-1
Entrepreneurship Title

Slide 17-2
Chapter Title

Slide 17-3
Bankruptcy *

Slide 17-4
Bankruptcy’s Lessons

Slide 17-5
Chapter 11—Reorganization *

Slide 17-6
Bankruptcy Survival

Slide 17-7
Chapter 14—Extended Payment *

Slide 17-8
Chapter 13—Priorities 

Slide 17-9
Chapter 7—Liquidation *

Slide 17-10
Bankruptcy Trustee

Slide 17-11
Strategy During Reorganization

Slide 17-12
Reducing Risk of Failure

Slide 17-13
Bankruptcy Warning Signs *

Slide 17-14
Failure Reality

Slide 17-15
Succession Planning Issues

Slide 17-16
Succession Planning *

Slide 17-17
Harvesting

Slide 17-18
Direct Sale *

* Also included as a Transparency Master.

The following are included as transparency masters in Section 6 of this manual.


Transparency Master 17-1
Bankruptcy

Transparency Master 17-2
Chapter 11—Reorganization 

Transparency Master 17-3
Chapter 13—Extended Payment

Transparency Master 17-4
Chapter 7—Liquidation 

Transparency Master 17-5
Bankruptcy Warning Signs

Transparency Master 17-6
Succession Planning

Transparency Master 17-7
Harvesting

Transparency Master 17-8
Direct Sale

Transparency Master 17-9

	powerpoint slide show
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Entrepreneurship Title
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	Slide 17-3
Bankruptcy (Also presented as Transparency Master 17-1 in Section 6 of this manual.)
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Bankruptcy’s Lessons 
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Chapter 11—Reorganization (Also presented as Transparency Master 17-2 in Section 6 of this manual.)
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Bankruptcy Survival
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Chapter 13—Extended Payment (Also presented as Transparency Master 17-3 in Section 6 of this manual.)
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Chapter 13—Priorities 
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Chapter 7—Liquidation (Also presented as Transparency Master 17-4 in Section 6 of this manual.)
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Bankruptcy Trustee
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Strategy During Reorganization
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Reducing Risk of Failure
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Bankruptcy Warning Signs (Also presented as Transparency Master 17-5 in Section 6 of this manual.)
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Failure Reality
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Succession Planning Issues
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Succession Planning (Also presented as Transparency Master 17-6 in Section 6 of this manual.)
[image: image42.jpg]Succession Plannin

e rzigsiar To Pelpihail=i gy
ERGIENREwRer=Eull-Time/Bant=iime/Retie
ENEEISIALI e oV ork TIogEthE®

er
2 lpeonz
:w;ant

al Emp(f)“

es, N
RIS Uen i -
o] fzlfifey Tu.%ﬁ: il

Scurg.aeﬁg'jmf 1l Sz Selllny

2 Loy






	Slide 17-17

Harvesting (Also presented as Transparency Master 17-7 in Section 6 of this manual.)
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Direct Sale (Also presented as Transparency Master 17-8 in Section 6 of this manual.)
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