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Introduction

JlaHHBIE METOIMYECKHE YKa3aHWs MpeaHa3HAYEHbI JUisi OOy4YeHHs] CTYACHTOB
ClleHHAIBHOCTH  «/loMOBeeHHe» W APYrux YNPaBICHUYECKUX CIEHUATIBHOCTEH
YTEHUIO CIENUAJIbHON JUTEPATYPhl KAK CAMOCTOSATENIBHO, TAK U B &y AUTOPUH.

[lenp AaHHOTO METOAMYECKOIO YKA3aHUS — H3YYUThb TEMBI, SIBIISIIOLIUECS
OCHOBHBIMU B CIICLIMAJIbHOCTHU yIPABJICHUS, ITOINOJHUTh TEPMUHOJIOTUYECKUM 3ariac,
a TaKXKe pacUIMpUTh CIOBApHBIA 3amac, pa3BUTh YMEHUS U3BJIEKaTh HEOOXOIUMYIO
uH(bOpMAINIO, aHATU3UPOBATh U CHCTEMATH3UPOBATh €€.

Meronnueckue ykazaHus COCTOSIT M3 IIATM  Pa3/elioB, BKIKOYAOLIMX
CIICLIMAJIbHBIE TEKCThI, YIIPAXKHECHUSI HA OCBOCHUE U 3aKPEIUICHUE JICKCUKH, a TAKKE
IIPOEKTHBIE 3a1aHUS U 33IaHUS IPAKTUYECKOW HAITPABJIECHHOCTH.

B kaxaom paszaene npeaiaratorcsi TEKCThI AJIs1 CAMOCTOSITENIbHOM U ayJUTOPHOU
paboThl C HMCMHOJb30BAHUEM TEXHOJOTUMU DPA3BUTHUS KPUTUUYECKOTO MBIIIJICHUS, YTO
MO3BOJIAET C(POPMUPOBATh y CTYJICHTOB HAaBBIKM PabOThl C TEKCTOM, B Ipymme M
CaMOCTOSITEJIbHO, HE TOJIBKO MPU HU3YYEHWH HHOCTPAHHOTO $3bIKA, HO U APYTHUX
JTVCLUTLUINH.

TekcTsl B pazfenax CONPOBOXKIAKOTCA YHPAKHEHUSMH HAa Pa3BUTUE HABBIKOB
paboThI CO CIIOBapeM, paclIMPEeHUE CIIOBAPHOTO COCTaBa KaK OOLIEyNOTPEOUTENbHOM,
Tak U npodeccruoHanbHOM JeKcuku. Kaxxaplii pa3zen 3aBepiiaeTcs yHnpaKHEHUSIMH
IIPAKTUYECKON HAIPABJICHHOCTH JUIS 3aKPEIUICHUS POUJIEHHOI0 MaTepHaIa.



1 Unit 1. Family Business Opportunities
1.1 Class work. The family business: a unique institution

1.1.1 Exercise 1. Draw a family tree arranging the following words in a proper
order

Son, daughter, mother, father, sister, brother, grandparents, nephew, niece,
cousin, aunt, uncle, wife, husband, spouse.

1.1.2 Exercise 2. Before you read, make a chart and put down everything you
know about family business

1.1.3 Exercise 3. Divide the class into groups of four to read texts A, B, C, and D.
Then share the information read with the group mates

1.1.3.1 Text A. What Is a Family Business?
Vocabulary Notes:

entrepreneurship — npeanpuHUMaTEIbCTBO;

to strive for - mpuarate yCumaus, CTaparbCs, CTPEMUTHCS;

to pursue - 3aHUMAaThCH Y.-J1., UMETh Ipo(deccuto;

to distinguish - ornuuatk, BEIAETATH, CIYKUTh OTIIMUUTEIIBHBIM MPU3HAKOM;
to keep the books - BecTu OyxranTepckue KHUTH;

to some extent - B HEKOTOPOM CTEIICHM.

One of the routes to entrepreneurship is that of entering a family business. Many
sons and daughters of business owners have the option of joining the firm founded by
their parents or grandparents. Family leaders may, in fact, strive for continuation of a
family business over several generations, thereby creating opportunities for children or
other relatives to pursue entrepreneurship in that business. Young family members
must then decide, often during their college years, whether to prepare for a career in
the family business. This decision should be based on an understanding of the
dynamics of such a business. A number of features distinguish the family firm from
other types of small businesses. Its decision making, for example, involves a mixture of
family and business values.

Family business — a company in which
family members are directly involved in the
ownership and/or functioning

A family business is characterized by ownership or other involvement by two or
more members of the same family in its life and functioning. The nature and extent of
that involvement varies. In some firms, family members may work full-time or part-
time. In a small restaurant, for example, one spouse may serve as host and manager,
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the other may keep the books, and the children may work in the kitchen or as servers.
Most family businesses are small. However, family considerations may continue
to be important even when such businesses become large corporations. Companies
such as Wal-Mart Stores, Levi Strauss and Company, Ford Motor Company, and
Marriott Corporation are still recognized, to some extent, as family businesses.

1.1.3.2 Text B. Family and Business Overlap
Vocabulary Notes:

to overlap - yacTHYHO COBITaIaTh, IEPEKPHIBATH;

to nurture - BEIpAIIMBaTh, BOCIIUTHIBATh, 00y4aTh;

in the short run - B Gmmxaiimem Oyayinem, B Orxaiiliiee Bpems;
tension - HaNpsKEHUE, HANPSHKEHHOE COCTOSIHUE,

consistent - ITocjie10BaTSILHBINA, CTOMKHUI;

to be concerned with - IMETh OTHOIIICHUE, KACAThLCA.

Any family business is composed of both a family and a business. Although these
are separate institutions—each with its own members, goals, and values—they overlap in
the family firm.

Families and businesses exist for fundamentally different reasons. The family's
primary function relates to the care and nurture of family members, while the business
is concerned with the production or distribution of goods and/or services. The family's
goals are the fullest possible development of each member, regardless of limitations in
ability, and the provision of equal opportunities and rewards for each member. The
business's goals are profitability and survival. These goals may be either in harmony
or in conflict, but it is obvious that they are not identical. In the short run, what's best
for the family may or may not be what's best for the business.

In many cases, one decision may serve both sets of overlapping interests. However,
the differing interests can also create tension and sometimes lead to conflict.
Relationships among family members in a business are more sensitive than they are
among unrelated employees. For example, a manager may become angry at an em-
ployee who consistently arrives late, but disciplining the employee is much more
problematic if he or she is also a family member.

1.1.3.3 Text C. Decisions Affecting Both Business and Family
Vocabulary Notes:

concern - 3a00Ta, J1€J10, UHTEPEC;

to impact - ynapsaTh(cs), CTAIKUBAThCS;
to opt — BBIOMpATh;

to complicate — yCI0XKHATb;

to survive — BbIDKHUBATD;

unduly - HempaBUILHO, YPE3MEPHO.



The overlap of family concerns and business interests in the family firm compli-
cates the management process. Many decisions impact both business and family.
Consider, for example, a performance review session between a parent-boss and a
child-subordinate. Even with nonfamily employees, performance reviews can be
potential minefields. The existence of a family relationship adds emotional overtones
that vastly complicate the review process.

Which comes first, the family or the business? In theory, at least, most people opt
for the family. Few business owners would knowingly allow the business to destroy
their family. In practice, however, the resolution of such tensions becomes difficult. For
example, a parent, motivated by a sense of family responsibility, may become so
absorbed in the business that he or she spends insufficient time with the children.

If the business is to survive, its interests cannot be unduly compromised to satisfy
family wishes. To grow, family firms must recognize the need for professional
management and the fact that family concerns must sometimes be secondary.

The health and survival of a family business require a proper balancing of
business and family interests. Otherwise, results will be unsatisfactory to both.

1.1.3.4 Text D. Advantages of Family Involvement in the Business
Vocabulary Notes:

to derive - moay4aTh, U3BJICKATh;

through thick and thin - HecMoTps HU Ha KaKue MPENATCTBUS, TPYAHOCTH;
commitment - 00s13aTEILCTBO;

reluctant - gearoui 4.-JI. C HEOXOTOI;

to hinge on - 3aBuceTh OT;

to be at stake - ObITh MOCTaBICHHBIM Ha KapTy, HAXOAUTHCS MO yTPO3OH.

Problems associated with family businesses can easily blind young people to the
advantages that can be derived from participation of family members in the business.
The many positive values associated with family involvement should be recognized
and used in the family firm. A primary benefit comes from the strength of family
relationships. Members of the family are drawn to the business because of
family ties, and they tend to stick with the business through thick and thin. A
downturn in business fortunes might cause nonfamily managers to seek
greener pastures elsewhere. A son or daughter, however, is reluctant to leave.
The family name, the family welfare, and, possibly, the family fortune are at
stake. In addition, a person's reputation as a family member may hinge on
whether he or she can continue the business that Mom or Grandfather built.

Family members may also sacrifice income to keep a business going.
Rather than draw large salaries or high dividends, they permit such resources
to remain in the business for current needs. Many families have gone without
a new car or new furniture long enough to let the new business get started or
to get through a period of financial stress.

Some family businesses use the family theme in advertising to distinguish
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themselves from their competitors. Such advertising campaigns attempt to
convey the fact that family-owned firms have a strong commitment to the
business, high ethical standards, and a personal commitment to serving their
customers and the local community.

1.2 Class Work. The culture of a family business
1.2.1 Exercise 1. Look through the text and prove the following statements

1 The way the firm is doing business and its priorities is called organizational
culture.

2 In a family business the values of a founder can become the values of both
his family and business.

3 A number of cultural patterns can be applied in some aspects of family firms.

Vocabulary Notes:

priority - IPUOPUTET, MOPSTIOK CPOUYHOCTHU, OUEPETHOCTH;

particular - ”HAUBHUIyaIbHBIN, YACTHBIN, OT/ICTBHBIN, OCOOBIN;

to pick up - moaXBaTUTh, HAYUYUTHCS;

distinctive - OTIMYHUTENIBHBIN, XapaKTEPHBIN;

competitive advantage - KOHKYpEHTHOE MPEUMYIIIECTBO;

to cater (to, for) - MOTBOPCTBOBATH, yTOXK/ATh;

to discern - pa3nuuaTh, pacro3HaBaTh, OTIUYATH, IPOBOJAUTH PA3IINYHE;

to appreciate - BBICOKO IIEHUTh, OLICHUBATh IO JOCTOUHCTBY;

commitment — 00513aTeILCTBO;

legacy - HaciencTBO, HACIEIUE;

facet - acniekr, rpaHs.

Family firms, like other business organizations, develop certain ways of doing
things and certain priorities that are unique to each particular firm. These special
patterns of behaviors and beliefs are often described as organizational culture. As new
employees and family members enter the business, they tend to pick up these special
viewpoints and ways of operating.

Organizational culture — patterns of
behaviors and beliefs that characterize a
particular firm

The Founder's Imprint on the Culture

The distinctive values that motivate and guide an entrepreneur in the founding of
a firm may help to create a competitive advantage for the new firm. For example, the
founder may cater to customer needs in a special way and make customer service a
guiding principle for the firm. The new firm may go far beyond normal industry
practices in making sure customers are satisfied, even if it means working overtime or
making a delivery on Saturday. Those who work in the business quickly learn that
customers must always be handled with very special care.

In a family business, the founder's core values may become part of both the
business culture and the family code—"the things we believe as a family." John
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Robben, the second-generation CEO of RobToy, Inc., describes the legacy of his father,
who founded the firm:

But he left us much more than his confidence, and his willingness to take a
chance. My father never lied; nor did he ever cheat anyone or take a dollar he didn’t
honestly earn. He passed these values on, first to me and then, through me, to his
grandchildren. It's funny how that worked. He never talked about these things, he
just did them.

The last sentence above tells us something about the way cultural values are
transmitted. Family members and others in the firm learn what's important and absorb
the traditions of the firm simply by functioning as part of the organization.

Cultural Patterns in the Firm

The culture of a particular firm includes numerous distinctive beliefs and behav-
iors. By examining those beliefs and behaviors closely, we can discern various cultural
patterns that help us understand the way in which the firm functions.

W. Gibb Dyer, Jr., a professor at Brigham Young University, has identified a set of
cultural patterns that apply to three facets of family firms: the actual business, the
family, and the governance (board of directors) of the business.

An example of a business pattern is a firm's system of beliefs and behaviors con-
cerning the importance of quality. Members of an organization tend to adopt a
common viewpoint concerning the extent to which effort, or even sacrifice, should be
devoted to product and service quality. When leaders of a firm consistently
demonstrate a commitment to quality, they encourage others to appreciate the same
values. By decisions and practices that place a high priority on quality, therefore,
leaders in a family business can build a business pattern that exhibits a strong
commitment to producing high-quality goods and services.

1.3 Home Assignment. Family roles and relationships

1.3.1 Exercise 1. Read the text at home making notes the following way: in the
left-side column put down the main statements, definitions or terms, in the right-
side column your comments, thoughts, etc.

Vocabulary Notes:

simultaneous — 0JTHOBpPEMEHHBIN;

to exert - HanpsAraTh (CHIIbI), OKa3bIBaTh BIUSHHUE;
diligence - mpunexxanue, ycepaue cTapaHue;

to counsel - 1aBaTh COBET, PEKOMEH/I0BATb;

to perplex - cTaBUTH B TYNHK, 3aIIyThIBaTh, YCIOXKHSTH;
integral - HeOThEMIIEMBIH, CYyIIIECTBEHHBIN, 1IEITBIH;

to eclipse - 3aTMeBaTh, 3aCJIOHSTH;

to dissipate - pacTouath, pacTpauuBaTh (Bpemsi, CUJIbI);
zest - THTEpEC, DHEPTUs, JKUBOCTh;

strain — HaNpsHKEHUE;

collaboration - coTpygHHYECTBO, COBMECTHas paboTa;



to groom for - TOTOBUTH K ONPEEICHHON NS TEILHOCTH, Kaphepe;
aptitude - CKIIOHHOCTbH, MPUTOAHOCTH, CHIOCOOHOCTH;

bent - CKIOHHOCTh, HAKIIOHHOCTb;

aspiration - CTpeMJIEHHE, CUIILHOE JKeJlaHue (TOCTUYb 4. —J1.)
mould (AmE mold) - popma, nekano, madaoH; xapakrep;
self-esteem - 4yBCTBO COOCTBEHHOT'O IOCTOMHCTBA, CAMOYBaXKCHUE;
on one’s Own - CaMOCTOATENBHO, 0 COOCTBEHHOW WHUIIMATHBE.

Mom or Dad, the Founder

A common figure in family businesses is the man or woman who founded the
firm and plans to pass it on to a son or a daughter. In most cases, the business and the
family grow simultaneously. Some founders achieve a delicate balance between their
business and family responsibilities. Others must exert great diligence to squeeze
out time for weekends and vacations with the children.

Entrepreneurs who have children typically think in terms of passing the business
on to the next generation. Parental concerns involved in this process include the
following:

- Does my son or daughter possess the temperament and ability necessary for
business leadership?

- How can I, the founder, motivate my son or daughter to take an interest in the
business?

- What type of education and experience will be most helpful in preparing my
son or daughter for leadership?

- What timetable should I follow in employing and promoting my son or
daughter?

- How can I avoid favoritism in managing and developing my son or daughter?

- How can I prevent the business relationship from damaging or destroying the
parent-child relationship?

Of all the relationships in a family business, the parent-child relationship has
been the most troublesome. The problem has been recognized informally for gen-
erations. In more recent years, counseling has developed, seminars have been created,
and books have been written about such relationships. In spite of this extensive
attention, however, the parent-child relationship continues to perplex numerous
families involved in family businesses.

Couples in Business

Some family businesses are owned and managed by husband-wife teams. Their
roles may vary depending on their backgrounds and expertise. In some cases, the
husband serves as general manager and the wife runs the office. In other cases, the wife
functions as operations manager and the husband keeps the books. Whatever the
arrangement, both parties are an integral part of the business.

A potential advantage of the husband-wife team is the opportunity it affords a
couple to share more of their lives. For some couples, however, the potential benefits
become eclipsed by problems related to the business. Differences of opinion about
business matters may carry over into family life. And the energies of both parties may
be so dissipated by their work in a struggling company that little zest remains for a
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strong family life.

Adele Bihn and Murray P. Heinrich of San Jose, California have experienced
both the joys and strains of working together as business partners. After 12 years of
marriage and collaboration in their business, Data Marketing, Inc., they are
described as "still blissfully happy." Adele, mother of their four children, owns 50
percent of the company and serves as president. Murray owns the other 50 percent
and heads up product research. To maintain their happiness, they must deal with
strains imposed by the business. They have worked together to resolve these
pressures by using a variety of methods, including semiannual visits with a
marriage counselor, annual away-from-work business strategy sessions, Saturday
morning breakfast dates without the children, and annual separate vacations. Their
experience shows that entrepreneurial couples can maintain good marriages, but it
also shows that such couples must devote special effort to both business and
family concerns.

Sons and Daughters

Should sons and daughters be groomed for the family business, or should they
pursue careers of their own choosing? In the entrepreneurial family, a natural ten-
dency is to think in terms of a family business career and to push a child, either
openly or subtly, in that direction. Little thought, indeed, may be given to the basic
issues involved, which include the child's talent, aptitude, and temperament. The
child may be a chip off the old block but may also be an individual with different
bents and aspirations. He or she may prefer music or medicine to the world of
business and may fit the business mold very poorly. It is also possible that the abilities
of the son or daughter may simply be insufficient for a leadership role. (Of course, a
child's talents may be underestimated by parents simply because there has been little
opportunity for development.)

Another issue is personal freedom. We live in a society that values the right of the
individual to choose his or her own career and way of life. If this value is embraced by
a son or daughter, that child must be granted the freedom to select a career of his or
her own choosing.

A son or daughter may feel a need to go outside the family business, for a time at
least, to prove that "I can make it on my own." To build self-esteem, he or she may
wish to operate independently of the family. Entering the family business immediately
after graduation may seem stifling—"continuing to feel like a little kid with Dad
telling me what to do."

If the family business is profitable, it does provide opportunities. A son or
daughter may be well advised to give serious consideration to accepting such a chal-
lenge. If the business relationship is to be satisfactory, however, family pressure must
be minimized. Both parties must recognize the choice as a business decision as well as
a family decision—and as a decision that may conceivably be reversed.
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1.3.2 Exercise 2. Translate the following text in written form
Special features of family firm management

The complexity of relationships in family firms creates a demand for enlightened
management. To a considerable extent, this just means good professional management.
However, certain special techniques are useful in dealing effectively with the
complications inherent in the family firm.

The Need for Good Management

Good management is necessary for the success of any business, and the family firm
is no exception. Significant deviations for family reasons from what we might call
good management practices, therefore, only serve to weaken the firm. Such a
course of action runs counter to the interests of both the firm and the family.
For the benefit of both, we suggest three management concepts that are
particularly relevant to the family firm:

1 A family firm must be able to rely on the competence of its professional and
managerial personnel. It cannot afford to accept and support family members who
are incompetent or who lack the potential for development.

2 Favoritism in personnel decisions must be avoided. 1f possible, the evaluation
of family members should involve the judgment of non-family members—those
in supervisory positions, outside members of the board of directors, or managers
of other companies in which family members have worked.

3 Plans for succession, steps in professional development, and intentions
regarding changes in ownership should be developed and discussed openly. Founders
who recognize the need for managing the process of succession can work out
plans carefully rather than drift toward it haphazardly. Lack of knowledge
regarding the plans and intentions of key participants creates uncertainty and
possible suspicion. The planning process can begin as the founder or the
presiding family member shares his or her dream for the firm and family
participation in it.

The family firm is a business—a competitive business. The observance of
these and other fundamental precepts of management will help the business
thrive and permit the family to function as a family. Disregard of such
considerations will pose a threat to the business and impose strains on family
relationships.

1.3.3 Exercise 3. Read the text and render the main idea of it
Vocabulary notes:

consideration - paccMoTpeHue, 00CyK/IeHUe, BHUMAaHKE, COOOpaKEHUE;
inside track - BbIrOIHOE MOJIOKEHUE, MPEUMYIIECTBO;

advancement - ycrnex, mporpecc, mpoABI>KEHUE;

frustration - paccTpoiicTBO (IJ1aHOB), KpyLIEHUE (HAAEK), pa304apOBAHUE;
to negotiate - BeCTU EPEroBOPHI, 10TrOBAPUBATHCS;
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to buy out — BeIKynaTh;

to aspire - CTpeMUThCS;

feud - nuTenpHas Bpaxkaa, MEXI0ycOOUIIa;

to perceive - BOCIpUHUMATh, IOHUMATh, OCO3HABATh, IOCTUTaTh, OLIYIIATh,
hazard - puck, onacHOCTb;

to plague - mocaxxziatb, HaJ0€1aTh, OECIIOKOUTb.

Nonfamily Employees in a Family Firm

Even those employees who are not family members are affected by family
considerations. In some cases, their opportunities for promotion are lessened
by the presence of family members who seem to have the inside track. What
parent is going to promote an outsider over a competent daughter or son who
is being groomed for future leadership? The potential for advancement of
non family members, therefore, may be limited, and they may experience a
sense of unfairness and frustration.

One young business executive, for example, worked for a family business
that operated a chain of restaurants. When hired, he had negotiated a
contract that gave him a specified percentage of the business based on
performance. Under this arrangement, he was doing extremely well
financially—that is, until the owner called on him to say, "I am here to buy you
out." When the young man asked why, the owner replied, "Son, you are doing
too well, and your last name is not the same as mine!"

The extent of limitations on non-family employees will depend on the
number of family members active in the business and the number of managerial
or professional positions in the business to which non-family employees might
aspire. It will also depend on the extent to which the owner demands
competence in management and maintains an atmosphere of fairness in
supervision. To avoid future problems, the owner should make clear, when
hiring nonfamily employees, the extent of opportunities available and identify
the positions, if any, that are reserved for family members.

Those outside the family may also be caught in the crossfire between
family members who are competing with each other. Family feuds make it
difficult for outsiders to maintain strict neutrality. If a non-family employee is
perceived as siding with one of those involved in the feud, he or she will lose
the support of other family members. Hard-working employees often feel that they
deserve hazard pay for working in a firm plagued by an unusual amount of family
conflict.

1.4 Homereading. Transfer of Ownership
1.4.1 Exercise 1. Remember the following terms:

succession - HaclIeJOBaHHUE, MPABOTIPEEMCTBO;
inheritance - Hacie0BaHUE, HACIIEICTBO;
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estate - IMyIIECTBO, COCTOSHHUE;

share - mons1, 9acTh, mai; Opum. axkIus;

holdings — BkabI;

to bequeath - 3aBeniaTe UMyIIECTBO;

tax — HaJyor;

warehouse - ckJaj, XpaHUJIUIIE, ONITOBBIA MarasuH;
distributor - areHT mo nMpojgake, ONTOBBIN TOPTOBEIT;
assets - akTUBBI, CPEACTBA, KarmuTall, (POHIbI, UMYIIECTBO;
business property - COOCTBEHHOCTb (PUPMBI;

monetary values - TeHe)KHbIC IIEHHOCTH.

A final and often complex step in the succession process in the family firm is the
transfer of ownership. Questions of inheritance affect not only the leadership successor
but also other family members having no involvement in the business. In distributing
their estate, parents-owners typically wish to treat all their children fairly, both those
involved in the business and those on the outside.

One of the most difficult decisions is determining the future ownership of the
business. If there are several children, for example, should they all receive equal
shares? On the surface, this seems to be the fairest approach. However, such an
arrangement may play havoc with the future functioning of the business. Suppose that
each of five children receives a 20 percent ownership share even though only one of
them is active in the business. The child active in the business—the leadership
successor—becomes a minority stockholder completely at the mercy of relatives on
the outside.

Ideally, the founder has been able to arrange his or her personal holdings to
create wealth outside the business as well as within it. In this way, he or she may
bequeath comparable shares to all heirs while allowing business control to remain
with the child or children active in the business.

Tax considerations are relevant, of course, and they tend to favor gradual
transfer of ownership to all heirs. As noted above, however, transfer of equal
ownership shares to all heirs may be inconsistent with future efficient operation of
the business. Tax laws should not be allowed to blind one to possible adverse effects
on management.

One creative ownership transfer plan was worked out by a warehouse distributor
in the tire industry. The distributor's son and probable successor was active in the
business. The distributor's daughter was married to a college professor at a small
southern university. Believing the business to be their most valuable asset, the
owner and his wife were concerned that both the daughter and the son receive a fair
share. Initially, the parents decided to give the business real estate to their daughter
and the business itself to their son, who would then pay rent to his sister. After dis-
cussing the matter with both children, however, they developed a better plan whereby
both the business property and the business would go to the son.

The daughter would receive all nonbusiness assets plus an instrument of debt from
her brother, intended to balance the monetary values. This plan was not only fair but
also workable in terms of the operation and management of the firm.
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Planning and discussing the transfer of ownership is not easy, but such action is
recommended. Over a period of time, the owner must reflect seriously on family
talents and interests as they relate to the future of the firm. The plan for transfer of
ownership can then be firmed up and modified as necessary when it is discussed with
the children or other potential heirs.

1.4.2 Exercise 2. Remember the following phraseological units

in the short run # in the long run | B 6imkaiiiiee BpeMs #B KOHEYHOM CU€Te, B KOHIIC
KOHIIOB

through thick and thin P BCEX 00CTOSATENHCTBAX, HECMOTPS HU HA KaKUe
TPYJIHOCTH, TIPETISITCTBUS

to be at stake HAXOJMUTHCSA MO/ YIPO30id, OBITh MOCTABIEHHBIM Ha
KapTy

between two fires MEXJy JIByX OTHEH, B 0€3BBIXOTHOM MOJIOKEHUHU

on the surface Ha MEPBBIN B3IJIsI]I, TOBEPXHOCTHO, BHEIITHE

to cry/make/play havoc HAHECTHU TSKENbIA yaap, pa3pyliaTh, IPOU3BOIAUTD
OecropsiIoK

at the mercy of sb, sth BO BJIACTH K.-JI., WJIH Y.-JL.

greener/new/fresh pastures HOBasi W Jpyras CHUTyalusi, OCOOEHHO Jydlnas
pabota

to be a chip off the old block ObITh OYEHb IOXOXKMM Ha CBOMX PpOAMTENEH,
0coOEHHO Ha OTIa

1.4.3 Exercise 3. Arrange the following words into 2 columns: synonyms and
antonyms

Intensive, full-time, secondary, day-time, include, primary, evening, exclude,
part-time, extensive

1.4.4 Exercise 4. Complete the following chart:

verb noun adjective person
manage management managerial Manager or managing
---------- entreprencur
own

foundation @~ = | -memmmeemmeeee-

competitive

employment

produce
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1.4.5 Exercise 5. Remember the difference in the meaning of the following

words:
word definition example

purpose | The result that you intend to achieve when you do | The purpose of the Prince’s
something or plan something tour is to attend a conference

aim What you are hoping to achieve by plan, action, or | The council’s aim was to
activity, which is what makes you do it improve services and cut costs.

object The intended result of a plan, action, or activity, | The object of the research is to
especially when this may be difficult to achieve find a cure for this illness.

objective | A word used especially in business or politics | One of the objectives behind
meaning the result that someone is working | our current advertising
towards campaign is to increase sales

overseas

goal What a person, organization, or country hopes to | The company’s goal is to
achieve in the future, even though this might take | become world leaders in the
quite a long time home computer market

target The exact result that a person or organization | The government is struggling

intends to achieve by doing something, often the
amount of money they want to get

to reach its original farget of
$23 billion in spending cuts.

1.4.6 Exercise 6. Remember the following terms:

Distribution, production, profitability, customer,
salary, dividend, consumer, subordinate, employee.

delivery, income, benefit,

1.4.7 Exercise 7. Add prefixes in-, un-, mis-, il-, ir-, dis- to the following words

Sufficient, possible, responsible, satisfactory, advantage, formally, dependent,
certainty, competent, consistent.

1.4.8 Exercise 8. Remember the difference in the meaning

word definition example

allowance | An amount of money that someone receives | Some students have an allowance
regularly, which they don’t earn by working | from their parents

pension An amount of money that old people receive | He gets a pretty good pension from
regularly from the government, their former | his old firm where he worked for
employer, or insurance company after paying | 30 years
in money over many years

income All the money that someone receives | Average incomes have risen by 4-
regularly, for example from their job, from | 5% over the past year.
their savings or from the government

welfare An American word meaning the money that is | The amount of money that the
paid by the government to people without | government spends on welfare has
jobs halved in the past decade

benefit Money that people receive from the | There are several benefits you can

government if they have no job, do not earn a
lot, or are sick

claim if are unemployed
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1.4.9 Exercise 9. Discuss the factors that make the family business unique

- Family members have a special involvement in a family business.

- Business interests (production and profitability) overlap family interests (care and
nurturing) in a family business.

- The advantages of a family business include a strong commitment of family
members and focus on people, quality, and long-term goals.

1.4.10 Exercise 10. Explain the cultural context of the family business

- Special patterns of belief and behavior constitute the family business culture.
- The founder often leaves a deep imprint on the culture of a family firm.

1.4.11 Exercise 11. Outline the complex roles and relationships involved in a
family business

- A primary relationship is that between founder and son or daughter.

- Some couples in business together find their relationship with each other
strengthened, while others find it weakened.

- Sons, daughters, in-laws, and other relatives may experience collaboration or
conflict with other relatives.

1.4.12 Exercise 12. Identify management practices that enable a family business
to function effectively

- Good management practices are very important in a family business.

- Family members should be treated fairly and consistently in accordance
with their ability and performance.

-  Motivation of nonfamily employees can be enhanced by open
communication and fairness.

- Family retreats bring all family members together to discuss business and
family matters.

- Family councils provide a formal framework for the family's ongoing
discussion of family and business issues.

1.5 Experiential exercises

1 Interview a college student who has grown up in a family business about
the way he or she may have been trained or educated, both formally and
informally, for entry into the business. Prepare a brief report, relating your
findings.

2 Interview another college student who has grown up in a family business
about parental attitudes toward his or her possible entry into the business.
Submit a one-page report describing the extent of pressure on the student to
enter the family business and the direct or indirect ways in which expectations have
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been communicated.

3 Identify a family business and prepare a brief report on its history, including
its founding, family involvement, and any leadership changes that have
occurred.

4 Read and report on a biography or history book pertaining to a family in
business or a family business.

1.6 Exploring the Web

With the keyboard search capability of the Internet, browse information ap-
pearing under the caption "family business." Prepare a one-page report identifying
the kinds of data available, and include references to at least two academic
programs having home pages on the Web.

2 Unit 2. Customer Satisfaction - the Key Ingredient
2.1 Classwork
2.1.1 Exercise 1. Remember terms that you’ll come across in the text

competitive edge - KOHKYpPEHTHOE MPEUMYIIECTRO;
competitive advantage - KOHKYpEHTHOE MPEUMYILECTBO;
notch - He3HAYNTENBPHOE U3MEHEHUE KypCa BATIOT WJIH 1ICHBI;
customer - OKyIaTeb, 3aKa349HK, KIIHCHT;

consumer — MOTPeOUTEb;

dealer - Toproset, Auiep, TOPrOBBIN areHT;

chief executive - pyKoBoauTEIb BHICOKOTO PaHTa;
competitor — KOHKYPEHT;

checkbook - yekoBast KHMKKaA;

overdraft - KpenuT MO TEKyIIEMy CUETY;

charge - 1ieHa, Tiara; pacxoibl, H3JACPKKH;

to refund - Bo3BpamaTh, BO3MEMATh (IEHBIH, YOBITKH)

Vocabulary Notes:

to split - genuth, TpoOUTh, pa3OdUBATH HA YACTH;
top-notch - (pasr.) npeBoCX0aHbBIN, TEPBOKIACCHBIN;
survey - 0030p;

to reveal - OTKpBIBaTh, MOKA3HIBAThH, OOHAPYKUBATH;

to summarize - HOJABOJNUTH UTOT;

to dismiss - OTeNbIBaTLCS OT 4.-J1.;

complaint — sxano0a;

to vest authority - 06JekaTh MOJIHOMOYHSMH, BIIACTHIO;
at the expense of - 3a u.-11. cuer;

18



to prosper — NpoLBETATh,
to implement - oOecriedrBaTh BHITIOJHEHUE, OCYIIECCTBIISATS;

disgruntled - B my10XoM HaCTpOEHUH, PACCEP>KEHHBIN, pa3Ipa’keHHBbII;
to drop off - moBecTu 10, MOAOPOCUTH HA MAIIIUHE.

customer satisfaction strategy —

2.1.2 Exercise 2. Read the text a marketing plan that emphasizes
customer service

Customer service can provide a competitive edge for small firms regardless of
the nature of the business. A customer satisfaction strategy is a marketing plan that
has customer satisfaction as its goal. Such a strategy applies to consumer products and
services as well as industrial products. Customer service should be the rule rather
than the exception.

The use of outstanding customer service to earn a competitive advantage is cer-
tainly not new. Longtime retailer Stanley Marcus, of Dallas-based Neiman-Marcus, is
famous for his commitment to customer service. What is relatively new to small firms
is the recognition that top-notch customer service is smart business.

A recent survey by Communication Briefings revealed that, in general, customers
do not feel they get what they deserve. Responses to the question "How would you
rate the quality of customer service you receive from most organizations you do
business with?" are summarized as follows:

Excellent:6 percent
Good: 45 percent
Fair: 43 percent
Poor: 5 percent

Here are some other findings of the study:

I Over one-third of the respondents said the biggest customer service
mistake was failing to make customers feel important.

2 Almost one-fourth of the respondents indicated that clerks are rude to
the customers and management dismisses customer complaints.

3 Nearly one-half of the respondents said that in the past year they had
ceased doing business with three or more businesses because of poor customer
service.

What is the special significance of these statistics for small businesses?
The answer is that small firms are potentially in a much better position to
achieve customer satisfaction than are big businesses. Why? Ask yourself if the
problems identified by the survey are more solvable within firms having fewer
employees. For example, with fewer employees, a small firm can vest authority
for dealing with complaints in each employee. On the other hand, a large
business will usually charge a single individual or department with that
responsibility.

Consider the following two firms' success with customer service tactics.
Sewell Village Cadillac, a car dealer in Dallas, Texas, is famous for its customer
service. Its owner, Carl Sewell, began the service journey in 1967 when Sewell
Village was in third place among the three Dallas Cadillac dealers. Sewell
"realized that most people didn't like doing business with car dealers. . . . They
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looked forward to seeing us about as much as they did going to the dentist," he
says. Therefore, he simply began asking customers what they didn't like about
car dealers. Three points of major dissatisfaction were identified—service
hours, being without a car during service, and repair done incorrectly. By
responding to these concerns, Sewell Village Cadillac increased its customer
satisfaction rating.

Another firm reaping the benefits of providing superior customer
satisfaction is the Phelps Country Bank, headquartered in Rolla, Missouri. This
little bank has prospered at the expense of its big competitors because of its
chief executive Emma Lou Brent, who has developed a different kind of
banking environment. The following are among the customer service
strategies implemented by the bank's 55 employees:

- The lobby opens five minutes before 9:00 A.M. and closes five minutes after
3:00 p.M.—there are no disgruntled customers peering in and looking angrily
at their watches.

- [A customer] is upset because he lost track of his checkbook balance and now
doesn't want to pay the overdraft charge? A rep . . . might refund the amount if she
thinks it was an honest mistake. Or she might propose splitting it with him.

- Employees do not keep customers waiting while they finish paperwork.

- The bank's newspaper ads carry lending officers’ home phone numbers, as do the
officers ' business cards. Customers are encouraged to call nights or weekends on urgent
matters.

High levels of customer service do not come cheaply. There are definite
costs associated with offering superior service before, during, and after a sale.
However, many customers are willing to pay for good service. These costs can
be reflected in a product's or service's price, or they can sometimes be scheduled
separately, based on the amount of service requested. For example, David and
Linda West, owners of San Luis Sourdough Co. in San Luis Obispo, California,
price according to how much service their clients (supermarkets and specialty
food stores) require. "If a supermarket is happy to have the bread dropped off
at the back door, the wholesale price is $0.97. If the store wants to be able to
return day-old bread for full credit, the cost is $1.02 a loaf." The Wests figure
the price covers the cost of the service.

Because there is a great deal of current interest in applying the principles
of total quality management to controlling customer service and creating a
competitive advantage, we will briefly examine this topic in the next section.

2.1.3 Exercise 3. Remember how to say and write numbers in English. Pay
attention to the difference in the use of numbers in British and American
English. In using decimals, to say “nought point five” for 0.5 is a more precise
usage than “point five”. In mathematics, science and technical contexts: BrE:
Say nought or zero; AmE: Say zero
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Written | Spoken
Fractions 1/2 one-half

1/3 one-third

1/4 one-fourth/a quarter

1/5 one-fifth

1/8 one-eighth

2/3 two-thirds

3/4 three-fourths/three quarters
Decimals 1.0 one point oh

75 nought point seven five (Br E); zero point seven five

(AmE)

.6 nought point six

2.5 two point five

0.25 nought point two five

A nought point one
Percentages | 100 % one hundred percent

75% seventy-five percent

66.6% sixty-sixX point six percent

50% fifty percent

33.3% thirty-three point three percent

25% twenty-five percent

10% ten percent

2.1.4 Exercise 4. Complete the following chart:

verb noun adjective person
to consume
respondent
complaint | --meemmeeeee-
successful
toconsider | | | e
---------------- dealer
prosperity

2.2 Home Assignment

Vocabulary Notes:

to encompass - 3akytouath (B cede);

to tabulate - cBOAUTE B TaOJIHIIBI;
undercover - TalHBIA, CEKPETHBIN;

to implement - OCyII€CTBISATH, BHITIOTHSTD.
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. Total quality management — (TQM) an
2.2.1 Exercise 1. Read the text all-encompassing management approach

to providing high-quality products and
services

Customer Service and Total Quality Management

Total quality management (TQM) is an umbrella term encompassing
intensive quality control programs that have become popular in U.S. businesses in
the past several years. TQM is rooted in the superior quality of Japanese products in
the 1970s. Large U.S. manufacturers responded to the Japanese challenge with
similar quality control programs.

Increasingly, small manufacturing firms are feeling the need to implement
TQM, partly as a result of pressure from the big companies they supply. Other small
firms are interested in TQM because they recognize the potential for creating a
better competitive advantage. TQM principles, therefore, extend beyond manufac-
turing to firms offering final consumer products and services. We will briefly examine
the elements of a TQM program as they relate to offering final consumer products
and services.

Quality improvement starts with the culture of the organization. Consider the
remarks of Jim Zawacki, owner and president of Grand Rapids Spring & Wire Products
in Grand Rapids, Michigan—a small firm with 160 employees. Zawacki believes that
"getting people to understand why we're in business" and building "trust, relationships,
integrity, and communication" are the keys to developing the appropriate
organizational culture for TQM. His firm is seeing results.

Entrepreneurs should place top priority on creating and controlling quality
customer service. One recent study indicates that small firms are keenly aware of
the importance of customer service when they compete with big business.
Approximately 70 percent of the small firms surveyed mentioned "customer service" as
a successful competitive tactic. Also note that "quality of employees" was mentioned
quite frequently. Obviously, employees are critical ingredients in a quality customer
service program.

Making customer satisfaction the number one priority is not necessarily as natural
as it might seem. Business has used the phrase "The customer is always right" for
decades, but have U.S. businesses achieved a high level of customer satisfaction? Here
are some results of a survey for which one-half of the respondents were companies with
500 or fewer employees:

1 Only 57 percent of the businesses rate "meeting customer needs" as their
number one priority.

2 In 62 percent of the companies, not everyone is aware of what customers do
with the company's product or service.

3 Fewer than half of new products and services are developed or improved based
on customer suggestions and complaints, despite an MIT study showing that the best
mnovations come from customers.

4 Only 59 percent of the firms contact lost customers; 7 percent do nothing
when they lose a customer.

5 In some companies (17 percent), not even salespeople talk to customers. It
gets worse for senior management (22 percent don't
talk to them), marketing (29 percent), and R&D (67 percent).
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6 Only 60 percent report that they base their competitive strategy primarily
on "attention to customer needs." (And they say that only 29 percent of their
competitors emphasize this.)

7 Thirty-three percent say that their marketing strategy aims to produce
business from new, as opposed to repeat, customers.

It seems fair to say that there is room to improve customer satisfaction.

2.2.2 Exercise 2. Read the text
Total Quality Management

Tom Dryden, of Dryden Vacuum Cleaners, believes in quality: “The
specifications or specs of a product are exact instructions about its design, including
its dimensions (size), how it is to be made, the materials to be used, etc. The objective
of quality control is conformity to specifications, the idea that the product should be
made exactly as it was intended, with zero effects: no faults at all. Things should be
done right first time so we don’t have to correct mistakes later in a process of
reworking. We do spot checks every few minutes during production to ensure
everything is going well.

We have a system of total quality management (TQM), including quality
circles: groups of employees who meet regularly to suggest improvements.”

1

Across:

3 See 6 down.

4,5 down Right ......... .......... .(54)

8 Could be length, height or width. (9)

11 Total quality ................ (10)

12, 10 Making sure things are alright. (4, 6)
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Down

1 What the designer decides. (13)

2 Doing it again when you shouldn’t have to. (9)

5 See 4 across.

6, 3 across No mistakes at all. (4, 7)

7 A quality ........... meets to suggest improvements. (6)
9 Short form of 1 down in plural. (5)

2.2.3 Exercise 3. Match the synonyms (there may be more than two synonyms)

To encompass, to produce, to evaluate, frequently, to assess, to be aware, often,
to estimate, to realize, to manufacture.

2.2.4 Exercise 4. Remember the following words that are translated differently,
though they seem to be familiar. They are called false friends

accurate - TOYHbIH, a HE aKKYpPaTHbIN;

actual - 7eiiCTBUTEIBHBIN, a HE aKTyaIbHBIH;

data - nanusbie, a He JaTa;

decade - necaruiieTue, a He JE€KaIa;

familiar - u3BeCTHBIN, 3HAKOMBIH, a HE (aMUTBIPHBIN WK (HaMUIINS,
fraction - mpo6b (MaTeM.), a He Ppakims;

production - MpOU3BOICTBO, a HE IPOAYKIIHS;

receipt - KBUTaHIMS, YeK (M3 Mara3uHa), mojay4deHue, a He PerenT;
critical - oueHb BaXKHBIH, a HE TOJIBKO «KPUTHUYECKHI;

interest - mporeHT (B 0aHKe), a HEe TOJIBKO WHTEPEC;

to realize - moHUMAaTh, IPEJICTABIATH ce0e (pexke — peaTn30BbIBATS).

2.2.5 Exercise 5. Translate the text in written form

Evaluating Customer Service

The most common way that problems with customer service are recognized is
through customer complaints. Every firm strives to eliminate customer complaints.
When they occur, however, they should be analyzed carefully to discover possible
weaknesses in customer service.

A customer complaint form can be an effective tool for handling customer
complaints. For example, Electronic Controls Co., based in Boise, Idaho, had its
customer service team develop a way to tabulate complaints and deal with them
systematically. A secretary enters each complaint into a database, which is used to
generate a monthly report that summarizes the complaints. "Once we know what
the most common complaints are, we can identify what's causing them," says Ed
Zimmer, who is in charge of sales and marketing,

Managers can also learn about customer service problems through personal
observations and undercover techniques. A manager can evaluate service by
talking directly to customers or by playing that role anonymously—for example,
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by a telephone call to one's own business. Some restaurants and motels invite
feedback on customer service by providing comment cards to customers.
Whatever method is used, evaluating customer service is essential to a business.

2.2.6 Exercise 6. Discuss the importance of customer service to the successful
operation of a small business

1 It is important that small firms use outstanding service to gain a competitive
advantage.

2 Small firms are potentially in a much better position than are large firms to
implement a customer satisfaction strategy.

3 Total Quality Management is a term describing programs devoted to creating
and controlling quality products and customer service.

4 A customer complaint form is an effective tool for handling customer
complaints.

2.3 Discussion Questions

1 Think of one experience as a buyer of a product or service in which you
were extremely displeased. What was the primary reason for your dissatisfaction?

2 What are the two basic strategy options for creating a competitive
advantage, as discussed in the chapter?

3 What advantages, if any, does a small firm have in creating a competitive
advantage?

4 Discuss the role of quality customer service in the creation of a
competitive advantage.

5 Think of a recent customer service policy you encountered as a
consumer. What made the service you received a special event?

6 What is meant by the term total quality management?

2.4 Experiential exercises

1 Visit a local small retailer and ask the manager to describe the firm's
customer service policies.

2 Interview several friends regarding their satisfaction or dissatisfaction
with a shopping experience in a small retail firm. Summarize their stories and
report to the class.
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3 Unit 3. Selecting the Management Team and Form of
Organization

3.1 Homereading
Vocabulary Notes:

to envision - MPEJCTABIATH ceOe, pUCOBAaTh B CBOEM BOOOPAKEHUH;
devastating - OIyCTOIUTENbHBIN, pa3pPYIIUTEIbHBIN, OTPOMHBIN;
complementary - TOITOTHUTEILHBINA, J0OABOUHBIH;

compatibility — coBMecTUMOCT®;

to rescue - cracartb, H30aBIsATh, OCBOOOXK/IATh;

jumble - GecopsIIOK, Ty TaHUTIA.

New terms:

compensation arrangements - COTJIallICHUsS O KOMIICHCALIWH;
warrant scrutiny - mpoBepKa rapaHTHu;

venture - KOMMEPYECKOE MPEAIIPUITHE;

startup - BHOBb CO37JaHHAs1 KOMIIaHHUSI; TyCK B JICCTBUE;
Investor — BKJIaI4UHK;

sole entrepreneur - MOHOTIOIBHBIHN MPEATPUHUMATEITD.

3.1.1 Exercise 1. Read the following text. Summarize what you’ve read by filling in
two columns: the left-side with facts, statements, figures; the right-side one with your
comments

The Management Team

Unless a firm is extremely small, the founder will not be the only individual in a
leadership role. The concept of a management team, therefore, is relevant. In general,
the management team, as we envision it here, includes both managers and other
professionals or key persons who help give a new company its general direction

Management team — managers and other key
persons who give a company its general direction

Value of a Strong Management Team

The quality of the management team is generally recognized as vital to a firm's
effective operation. Poor management is a significant contributor to business failure.
Strong management can make the best of any business idea and provide the
resources to make it work. Of course, even a highly competent management team
cannot rescue a firm that is based on a weak business concept or that lacks adequate
resources.

A management team brings greater strength to many ventures than does an in-
dividual entrepreneur. For one thing, a team can provide a diversity of talent to
meet various staffing needs. This is particularly true for high-tech startups, but it
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maybe true for any venture. Also, a team can provide greater assurance of continuity
since the departure of one member of a team would be less devastating than the
departure of a sole entrepreneur.

The importance of strong management to startups is evident in the attitudes of
prospective investors. From an investor's perspective, the single most important
factor in the decision to invest or not is the quality of a new venture's management.

Building a Complementary Management Team

The management team includes individuals with supervisory responsibilities—
for example, a financial manager who supervises a small office staff—and all others
who play key roles in the business even though they are not supervisors. A new
firm, for example, might begin with only one individual conducting its marketing
effort. Because of the importance of the marketing function, that person would be a
key member of the management team.

The type of competence needed in a management team depends on the type
of business and the nature of its operations. For example, a software development
firm and a restaurant call for different types of business experience. Whatever the
business, a small firm needs managers with an appropriate combination of
educational background and experience. In evaluating the qualifications of those who
will fill key positions, the entrepreneur needs to know whether an applicant is ex-
perienced in a related type of business, whether the experience has included any
managerial responsibilities, and whether the individual has ever functioned as an
entrepreneur.

Not all members of a management team need competence in all areas. The key is
balance. Is one member competent in finance? Does another have an adequate
marketing background? Is there someone who can supervise employees effectively?

Even when entrepreneurs recognize the need for team members with varying
expertise, they frequently seek to duplicate their own personalities and management
styles. While personal compatibility and cooperation of team members are necessary
for effective collaboration, a healthy situation exists when each team member is
unique. Dr. Stephen R. Covey, a management consultant, puts it this way: “In my
opinion, the No. I mistake that most entrepreneurs make is that they never know how
to develop a complementary team. They 're always kind of cloning themselves, that is,
trying to turn their employees into duplicates of themselves. ... You have to empower
other people and build on their strengths to make your own weaknesses irrelevant.”

Planning the company's leadership, then, should produce a team that is able to
give competent direction to the new firm. The management team should be balanced
in terms of covering the various functional areas and offering the right combination of
education and experience. It may comprise both insiders and outside specialists.

In addition to selecting members of the management team, the entrepreneur
must design an organizational structure. Relationships among the various positions need
to be understood. Although such relationships need not be worked out in great detail,
planning should be sufficient to permit an orderly functioning of the enterprise and to
avoid a jumble of responsibilities that invites conflict.

The management plan should be drafted in a way that provides for business
growth. Unfilled positions should be specified, and job descriptions should spell out
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the duties and qualifications for such positions. Methods for selecting key employees
should also be explained. For a partnership, the partners need to look ahead to the
possible breakup of the partnership. The ownership share, if any, needs to be thought
out carefully. Similarly, compensation arrangements, including bonus systems or other
incentive plans for key organization members, warrant scrutiny and planning.

3.2 Class work
3.2.1 Exercise 1. Remember the following terms:

proprietor - COOCTBEHHUK, BJIa ICTICII,

liability - oTBeTCTBEHHOCTD, 00S3aHHOCTB;

assets - aKTUBBI, CPEJICTBA, KAIUTAJl, UMYIIIECTBO;

profit - mosnp3a, BEIT0Aa, MPUOBLIb, TI0XOI;

to assume losses - mpeamonarars, MPUHUMATH Ha ceOs TIOTEPH;
to bear risks - HecTH puck;

to pay debts - BeITIIAYMBATH JOJT;

tax-free advantage - HaJIOTOBBIE JILIOTHI;

fringe benefit - oNOMHUTENEHBIC BHIITIATHI, JTBIOTHI;
insurance — cTpaxoBaHUE;

to run the business - pyKoBOUTh MPEANIPUITHEM;

to take over - KyniTh KOMITAHUIO, BHIKYTTMB OOJIBIITYIO YaCTh aKITHIA;
withdrawal — u3bsarue;

net assets - yMcTasi CyMMa aKTHUBOB,

accounting records - OyXTraJaTepcKue cuera;

to endorse - nenaTh neperaTOYHy 0 HAAIMMCh, HHIOCCUPOBATH;
beneficiary - noxy4aresb IEHEr [0 aKKPEIUTHUBY.

Vocabulary Notes:

to terminate - MOJIO’KUTh KOHEII, 3aBEPIIIaTh;

contingency - ciry4ai(HOCTh), HETIPEIBUICHHOE 00CTOSITEIHCTBO;
CONSCIOUS - CO3HAIOIIUH, OIITYIIIAOIITHIA;

€XpOosure - OJABEPraHrue PUCKY, ONACHOCTH;

hazardous - pucCKOBaHHBIH, OTTACHBI.

3.2.2 Exercise 2. Read the text

Legal forms of organization

Human resources—the people involved in the business—require a formal organiza-
tional structure in which to operate. We now turn our attention to the various legal
forms of organization available to small businesses. Several options are appropriate only
for very specialized applications. A new form, the limited liability company, is now
recognized in some states. However, the forms currently in wide use by small business
are the sole proprietorship, the partnership, and the corporation. Two basic types of

28



partnership exist—the general partnership and the limited partnership. The two types of
corporation are the regular, or C, corporation and the Subchapter S corporation.

The sole proprietorship is the most popular form of organization among small
businesses. This popularity is evident across all industries. Nevertheless, many small
businesses operate as partnerships or as corporations, which suggests that there are
circumstances that favor those forms. About 70 percent of the firms in the United States
are sole proprietorships, 20 percent are corporations, and 10 percent are partnerships.

Sole
Proprietor
General
Partnership
Common Forms Partnership
of Legal
Organization Limited
Partnership
Corporation
Regular C
Corporation
Subchapter S
Corporation

The Sole Proprietorship Option

A sole proprietorship is a business owned and operated by one person. An
individual proprietor has title to all business assets, subject to the claims of creditors.
He or she receives all of the business's profits but must also assume all losses, bear all
risks, and pay all debts. A sole proprietorship is the simplest and cheapest way to start
operation and is frequently the most appropriate form for a new business.

Sole proprietorship — a business owned and operated by one person

In a sole proprietorship, an owner is free from interference by partners, share-
holders, directors, and officers. However, it lacks some of the advantages of other legal
forms. For example there are no limits on the owner's personal liability; that is, the
owner of the business has unlimited liability. This means that the owner's personal
assets can be taken by creditors if the business fails. In addition, sole proprietors are not
employees and cannot receive the tax-free advantage of the fringe benefits customarily
provided by corporations, such as insurance and hospitalization plans.

Unlimited liability — owner’s liability that extends beyond the assets of the business

The death of the owner terminates the legal existence of a business that is or-
ganized as a sole proprietorship. The possibility of the owner's death may cloud
relationships between a business and its creditors and employees. It is important that
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the owner have a will because the assets of the business minus its liabilities belong to the
heirs. In a will, an owner can give an executor the power to run the business for the
heirs until they can take it over or it can be sold.

Another contingency that must be provided for is the possible incapacity of the
sole proprietor. If she or he were badly hurt in an accident and unconscious for an
extended period, the business could be ruined. The sole proprietor can guard against
this by giving a competent person a legal power of attorney to carry on in such
circumstances.

In some cases, the sole proprietorship option is virtually ruled out by the
circumstances. For example, if the nature of a business involves a high exposure to
legal risks, as in the case of a manufacturer of a potentially hazardous, chemical-based
product, a legal form that provides greater protection against personal liability will be
required.

3.3 Home assignment

3.3.1 Exercise 1. Read the following text, fill in the table with facts, statements and your
comments

Partnership — a voluntary association of two or more persons to carry on, as co-owners, a business for profit

Vocabulary Notes:

dissolution - TUKBUAAIMS, 3aKPBITHE, POCITYCK, pPachOpMUPOBAHUE;

in regard to — OTHOCUTEIILHO, B OTHOIIICHUH, YTO KacacTCs;

fraught — upeBaTbIif;

pros & cons - apryMeHTHI «3a» U «IIPOTHUBY;

dilution - ymeHbIIIeHHE AOJIEBOTO y4acTHsI aKIMOHEPOB B PACTIPEICICHUH YUCTOTO
J0X0/1a;

equity - aKLIMOHEPHBINA KanuTal, OObIKHOBEHHAS aKIHsl, COOCTBEHHbIE CPE/ICTBA;

deterioration - mopya, NOBpPEKJICHHUE, U3HOC;

inherent - MPUCYIIHIA, HEOTHEMJICMBIH;

widget - (pa3r.) MaJIeHbKHI TIPeIMET Wi 000pyI0BaHKE, HA3BAaHUE KOTOPOT'O BBl HE
3HaeTe;

to hunker down - cuzeTh Ha KOpTOUKax;

to churn out - MPOU3BOUTH B OOJIBIINX KOJIMYECTBAX OBICTPO M HEOPEKHO;
irreconcilable - HEeMPUMHUPUMBIi, TPOTUBOPEUUBBINA, HECOBMECTUMBIN;
deterrent - OTIyTMBarOIMiA, yCTPAIAIOIINH, ISP KUBAOIITHIA.

The Partnership Option

A partnership is a voluntary association of two or more persons to carry on, as co-
owners, a business for profit. Because of its voluntary nature, a partnership can be set
up quickly without many of the legal procedures involved in creating a corporation. A
partnership pools the managerial talents and capital of those joining together as

30



business partners. However, partners do share unlimited liability.

Qualifications of Partners. Any person capable of contracting may legally become a
business partner. Individuals may become partners without contributing capital or
sharing in the assets at the time of dissolution. Such persons are partners only in regard
to management and profits. The formation of a partnership, however, requires serious
consideration of aspects other than legal issues. A strong partnership requires partners
who are honest, healthy, capable, and compatible.

Operating a business as a partnership has its benefits, but it is also fraught with
problems. When /nc. magazine surveyed individuals about their opinions regarding the
partnership form of ownership, almost 60 percent of the respondents considered a
partnership to be a "bad way to run a business." The respondents were also asked to
identify what they believed to be good and bad qualities associated with the partnership
form. Interestingly, few of the perceived pros or cons are directly associated with
financial matters. For instance, only 6 percent of the respondents thought that the
dilution of equity was a good reason not to have a partner. Instead, those disliking
partnerships focused more on the deterioration of relationships. Many spoke of a
partner's dishonesty at worst and differing priorities at best. However, some of the
respondents who considered a partnership a bad way to run a business did note some
redeeming qualities. Similarly, the advocates of a partnership noted some inherently bad
qualities. Thus, the issue is not black and white. The important point of these findings
is that a partnership should be formed only if it is clearly the best option when al//
matters are considered.

The following questions should be asked before choosing a business partner. The
objective of these questions is to clarify expectations before a partnership agreement is
finalized.

- What's our business concept? This is a big, broad topic, and sometimes it helps to
ask a third party to listen in, just to see if the partners are on each other's wave
length. First, the partners need to decide who will make the widgets and who
will sell them. Then they need to talk about growth. Are they building the company to
sell it, or are they after long-term growth? It's also important to discuss
exactly how the business will be run. Do they want participative management,
or will employees simply hunker down at machines and churn out parts? "If
one guy is a fist pounder with a 'do-it-as-I-say' mentality, and the other believes
that people ought to feel good about their jobs, that probably represents an
irreconcilable difference," says Sam Lane, a consultant who works with partners.

- How are we going to structure ownership? It sounds great for two people to scratch
out 50-50 on a cocktail napkin and leave it at that. But, in practice, splitting the
company down the middle can paralyze the business. If neither is willing to set
tle for 49 percent, then the partners should build some arbitration into the
partnership agreement.

- Why do we need each other? "1 thought it would be much less scary with two of
us," says Arthur Eisenberg, explaining his rationale for teaming up with his
partner. That may be so, but bringing on a partner means sharing responsibility
and authority. "If you are taking on a partner because you are afraid of going
it alone, find some other way to handle the anxiety," advises Mardy Grothe, a

n
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psychologist.

- How do our life-styles differ? The fact that one partner is single and the other has
a family, for example, can affect more than just the time each puts in. It may
mean that one partner needs to pull more money out of the business. Or it
may affect a partner's willingness to take risks with the company. "All of this
stuff needs to get talked out," says Peter Wylie, a psychologist. "The implications are
profound."

As already suggested, the failure to clarify expectations is a frequent deterrent to
building an effective working relationship.

Articles of partnership — a document that states explicitly the rights and duties of partners

Partners' rights and duties should be stated explicitly and in writing in articles of
partnership. These articles should be drawn up before the firm is operating and, at
the very least, should cover the following items:

1 Date of formation of the partnership;

Names and addresses of all partners;
Statement of fact of partnership;
Statement of business purpose (s);
Duration of the business;

Name and location of the business;
Amount invested by each partner;
Sharing ratio for profits and losses;

9 Partners' rights, if any, regarding withdrawal of funds for personal use;

10 Provision for accounting records and their accessibility to partners;

11 Specific duties of each partner;

12 Provision for dissolution and sharing of the net assets;

13 Restraint on partners' assumption of special obligations, such as
endorsing a note of another;

14 Provision for protection of surviving partners, decedent's estate, and so
forth in the event of a partner's death.

Unless specified otherwise in the articles, a partner is generally recognized
as having certain implicit rights. For example, partners share profits or losses
equally if they have not agreed on a different ratio.

In a partnership, each partner has agency power, which means that a
partner can bind all members of the firm. Good faith, together with reasonable
care in the exercise of managerial duties, is required of all partners in a
business. Since the partnership relationship is fiduciary in character, a partner
cannot compete in business and remain a partner. Nor can a partner use
business information solely for personal gain.

e BEN I NNV, IR SRS I O

Agency power — the ability of any partner to legally bind in good faith the other partners

Termination of a Partnership. Death, incapacity, or withdrawal of any one of the
partners ends a partnership and necessitates liquidation or reorganization of the
business. While liquidation often results in substantial losses to all partners, it
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may be legally necessary, because a partnership is a close personal relationship
of the parties that cannot be maintained against the desire of any one of them.
This disadvantage may be partially overcome at the time a partnership
1s formed by stipulating in the articles that surviving partners can continue the
business after buying the decedent's interest. This can be facilitated by having
each partner carry life insurance that names the other partners as beneficiaries.

Limited liability — a partnership with at least one general partner and one or more limited partners

General partner — the partner with unlimited personal liability in a limited partnership

Limited partner — a partner who is not active in the management of a limited partnership and who has
limited personal liability

The Limited Partnership. A small business sometimes finds it desirable to use a
special form of partnership called the limited partnership. This form consists of
at least one general partner and one or more limited partners. The general
partner remains personally liable for the debts of the business. Limited
partners have limited personal liability as long as they do not take an active role
in the management of the partnership. In other words, limited partners risk only
the capital they invest in the business. An individual with substantial personal
assets can, therefore, invest money in a limited partnership without exposing his
or her total estate to liability claims that might arise through activities of the
business. If a limited partner becomes active in management, the limited
liability is lost.

To form a limited partnership, partners must file a certificate of limited
partnership with the proper state office. State law governs this form of
organization.

3.4 Class Work

3.4.1 Exercise 1. Read the text and outline the main features of the corporation
option

The Corporation Option

Corporation — a business organization that exists as a legal entity

Legal entity — a business organization that is recognized by the law as having a separate legal existence

Vocabulary Notes:

artificial - HICKyCCTBEHHBII, IPUTBOPHBIN;

invisible - HEBUAUMBII, HE3PUMBIM, HEPAZIUYUMBIN, HE3aMETHBIN;
intangible - Heocs3aeMblii, HEYJTOBUMBIN, HETTOCTUKUMBIIL;
contemplation - mpeAIooKeHne, pa3MbIIILICHUE, U3YUYCHUE;
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to stipulate - 00yc10BIUBaTH, CTABUTH YCIOBUEM;

perpetual - BeuHbIl, 0ECKOHEYHBIN, TTOKU3HCHHBIN;

par - HOMHHAJIbHAS [IeHa, HOMUHAT;

bylaw - ycTtaBHBIE HOpMBI (OpraHu3aIum);

to confer - mapoBath, MPUCBaUBATh, PUCYKAATh;

collaboration - coTpyanHHU4YEeCTBO, COBMECTHas paboTa;

to reconcile - MPUMUPSATEH, yIIAKUBATh, COTJIACOBBIBATH (MHEHHUS );
to wreak - 1aBaTh BBIXO/I, BOJIIO (4yBCTBY);

vulnerable - ys3BUMBIN, paHUMBI;

to oust - BRITOHATH, 3aHUMATh (UbE-JI.) MECTO, BHITECHSITD.

New Terms:

entity - 9JKOHOMUYECKasl €IUHUIIA, FOPUINUECKOE JIUIIO;

to sue - NpeabsABIIATH UCK;

property - COOCTBEHHOCTb, UMYIIIECTBO;

charter — ycras;

to charter — ¢ppaxToBaTh;

to contract debts - 6paTh B q0JT, JIeJaTh JIOJTH;

incorporation fee - miara 3a perucTpamyio B Ka4eCTBE IOPUINISCKOTO JIUIIA;
stockholder/shareholder — akumonep;

to preempt- MOKyIaTh IPEKAC APYTHUX;

share - noJis1, YacTh, aKIU;

to pay off debts - Bo3amemniaTe 10TH;

promissory - 3aKJIFOYarOIIUNi B ce0e 0013aTeIbCTBO, JOJITOBOM.

In 1819, Chief Justice John Marshall of the United States Supreme Court
defined a corporation as "an artificial being, invisible, intangible, and existing
only in contemplation of the law." With these words, the Supreme Court
recognized the corporation as a legal entity, meaning that a corporation can sue
and be sued, hold and sell property, and engage in business operations that are
stipulated in the corporate charter. For tax purposes, there are two types of
corporations — C corporation and Subchapter S corporation — which are
discussed in more detail later in this chapter.

The corporation is chartered under state laws. The length of its life is
independent of its owners' (stockholders') lives. The corporation, and not its
owners, is liable for debts contracted by the business. The directors and officers
serve as agents to bind the corporation.

A corporate charter — the document that establishes a corporation existence

The Corporate Carter. To form a corporation, one or more persons must apply
to the secretary of state for permission to incorporate. After preliminary steps,
including payment of an incorporation fee, have been completed, the written
application (which should be prepared by an attorney) is approved by the
secretary of state and becomes the corporation's charter. In some states,
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documents showing that the corporation exists are called articles of incorporation
or certificates of incorporation. A corporate charter typically provides the
following information:

1 Name of the company;

2 Formal statement of the company's formation;

3 Purposes and powers—that is, type of business;

4 Location of principal office in the state of incorporation;

5 Duration (perpetual existence, 50-year life and renewable charter, or
other);

6 Classes and preferences of classes of stock;

7 Number and par (or stated) value of shares of each class of stock
authorized,;

8 Voting privileges for each class of stock;

9 Names and addresses of incorporators and first year's directors;

10 Names and addresses of and amounts subscribed by each subscriber
to capital stock;

11 Statement of limited liability of stockholders (if required specifically by
state law);

12 Statement of alterations of directors' powers, if any, from the general
corporation law of the state.

A corporation's charter should be brief, in accord with state law, and broad
in the statement of the firm's powers. Details should be left to the bylaws.

Stock certificate — a document specifying the number of shares owned by a stock holder

Pre-emptive right — the right of a stockholder to buy new shares of stock before they are offered to the public

Rights and Status of Stockholders. Ownership in a corporation is evidenced by stock
certificates, each of which stipulates the number of shares owned by a stockholder.
An ownership interest does not confer a legal right to act for the firm or to share in
its management. It does provide the stockholder with the right to receive dividends
in proportion to stockholdings-but only when the dividends are properly declared by
the firm. Ownership of stock typically carries a pre-emptive right, or the right to
buy new shares, in proportion to the number of shares already owned, before new
stock is offered for public sale.

The legal status of stockholders is fundamental, of course, but it may be
overemphasized. In many small corporations, the owners typically serve both as di-
rectors and as managing officers. The person who owns most or all of the stock can
control a business as effectively as if it were a sole proprietorship. Thus, the corporate
form works well for individual- and family-owned businesses, where maintaining
control of the firm is important.

Major stockholders must be concerned about their working relationships, as
well as their legal relationships, with other owners who are active in the business.
Cooperation among all owners and managers of a new corporation is necessary for its
success. Specifying legal technicalities is important, but it is an inadequate basis for
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successful collaboration. Owners and the members of their management team need
to clarify their expectations of each others' roles as best they can. Failure to have
clear expectations about working relationships can result in one or more persons
feeling that others serving as managers or co-owners are not honoring their word.
In reality, the problem may result from not taking the time and effort to clarify and
reconcile everyone's expectations. In short, unrealistic or unfulfilled expectations can
wreak havoc within a business, in spite of the best intentions—and in spite of the
best legal contracts.

Limited liability of Stockholders. To owners, their limited liability is one of the advantages of
the corporate form of organization. Their financial liability is limited to the amount of
money they have invested in the business. Creditors cannot require them to sell
personal assets to pay off the corporation's debts. However, small corporations are
often in somewhat shaky financial condition during their early years of operation.
As a result, a bank that makes a loan to a small company may insist that the
stockholders assume personal liability for the company's debts by signing the
promissory notes not only as representatives of the firm but personally as well.
Then, if the corporation is unable to repay the loan, the banker can look to the
owners' personal assets to recover the amount of the loan. In this way, the corporate
advantage of limited liability is lost.

Why would owners agree to personally guarantee a company's debt? Simply
put, they may have no choice if they want the money. Most bankers are not willing to
loan money to an entrepreneur who is not prepared to put his or her own personal
assets at risk. If the entrepreneur is not confident enough about the business to risk
his or her own funds, the banker will not put the bank's funds at risk.

The courts may also override the concept of limited liability for shareholders
and hold them personally liable in certain unusual cases—for example, if personal
and corporate funds have been mixed together or if the corporation was formed to try
to evade an existing obligation.

Death or Withdrawal of Stockholders. Unlike ownership in a partnership, ownership in a
corporation is readily transferable. Exchange of shares of stock is all that is required to
convey an ownership interest to a different individual.

Stock of large corporations is exchanged constantly without noticeable effect
on the operations of the business. For a small firm, however, a change of owners,
though legally just as straightforward, can involve numerous complications. For
example, finding a buyer for the stock of a small firm may prove difficult. Also, a
minority stockholder in a small firm is vulnerable. If two of three equal shareholders
in a small business sold their stock to an outsider, the remaining shareholder would
then be at the mercy of that outsider. The minority stockholder might be removed
from any managerial post he or she happened to hold or be legally ousted from the
board of directors and no longer have any voice in the management of the
business.

The death of a majority stockholder can also have unfortunate repercussions in a
small firm. An heir, the executor, or a purchaser of the stock might well insist on
direct control, with possible adverse effects for the other stockholders. To prevent
problems of this nature from arising, legal arrangements should be made at the
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time of incorporation to provide for management continuity by surviving stock-
holders, as well as for fair treatment of a stockholder's heirs. As in the case of the
partnership, mutual insurance may be carried to ensure ability to buy out a deceased
stockholder's interest. This arrangement would require an option for the corporation
or surviving stockholders to (1) purchase the decedent's stock before it is offered to
outsiders, and (2) specify the method for determining the stock's price per share. A
similar arrangement might be made to protect remaining stockholders in case one of
the owners wished to retire from the business at any time.

Subchapter S corporation — a type of corporation that is taxed by the fede4ral government as a partnership

C corporation — a type of corporation that is taxed by the federal government as a separate legal entity

3.4.2 Exercise 2. Translate the following text in written form
The Subchapter S Corporation

The name Subchapter S corporation is derived from Subchapter S of the Internal
Revenue Code, which permits a corporation to retain the limited-liability feature of a
regular corporation, or C corporation, while being taxed as a partnership. To obtain S
corporation status, a corporation must meet certain eligibility requirements:

— No more than 35 stockholders are allowed. Husband and wife count as one
stockholder.

— All stockholders must be individuals or certain qualifying estates and trusts.

— Only one class of stock can be outstanding.

— The corporation must be a domestic one.

— No nonresident alien stockholders are permitted.

— The S corporation cannot own more than 79 percent of the stock of another
corporation.

Once a corporation attains S status, it stops paying corporate income taxes and
instead passes taxable income or loss on to the stockholders. This allows stockholders
to receive dividends from the corporation’s profit (once a corporate tax and again as
personal tax).

A competent tax attorney should be consulted before making the S status
election, as recent tax law changes have had considerable effect on the S corporation
arrangement. A sample of the limitations of S corporation status under the reformed
tax regulations are as follows:

— Except for certain exceptions, an S corporation must use the calendar year for
tax reporting.

— Only stockholder employees owning less than 5 percent of the S corporation
can borrow from the corporation’s pension and profit-sharing plans.

— Medical-plan premiums paid by the S corporation and other fringe benefits
received by stockholder employees are taxable income.

— An S corporation may be required to pay corporate tax if its passive income —
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income other than from operating business — exceeds 25 percent of gross receipts.

3.4.3 Exercise 3. Describe the characteristics and value of a strong management
team

— A strong management team nurtures a business idea and helps provide the
necessary resources to make it succeed.

— The skills of management team members should complement each other to form
an optimal combination of education and experience.

— The management team should outline the organizational structure to be used.

— A small firm can improve its management by drawing on the expertise of
outside professional groups.

3.4.4 Exercise 4. Identify the common legal forms of organization used by small
businesses and describe the characteristics of each

— The most common legal forms of organization used by small businesses
are the sole proprietorship, the partnership, and the corporation.

— In a sole proprietorship, the owner receives all profits and bears all losses.
The principal disadvantage of this form is the owner's unlimited liability.

— A partnership should be established on the basis of a written partnership
agreement. Partners can individually commit the partnership to binding
contracts. In a limited partnership, general partners are personally liable
for the debts of the business, while limited partners have limited personal
liability as long as they do not take an active role in managing the business.

— Corporations are particularly attractive because of their limited-liability
feature. The fact that ownership is easily transferable makes them well
suited for combining the capital of numerous owners.

3.4.5 Exercise 5. Identify factors to consider in making a choice among the
different legal forms of organization

— The key factors that affect the choice among different legal forms of
organization are organizational costs, limited versus unlimited liability, continuity,
transferability of ownership, management control, capability of raising new equity
capital, and income taxes.

3.4.6 Exercise 6. Discussion questions

1 Why would investors tend to favor a new business that has a management
team rather than a lone entrepreneur as its head? Is this preference justified?

2 Discuss the relative merits of the three major legal forms of organization.

3 Does the concept of limited liability apply to a sole proprietorship? Why or
why not?
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4 Suppose a partnership is set up and operated without formal articles of
partnership. What problems might arise? Explain.

5 Explain why the agency power of partners is of great importance.

6 What is a Subchapter S corporation, and what is its advantage?

7 Evaluate the three major forms of organization in terms of management
control by the owner and sharing of the firm's profits.

3.4.7 Exercise 7. Experiential exercises

1 Prepare a one-page resume of your own qualifications to launch a term-paper
typing business at your college or university. Add a critique that
might be prepared by an  investor evaluating your  strengths
and weaknesses as shown on the resume.

2 Interview an attorney whose practice includes small businesses as clients.
Inquire about the legal considerations involved in choosing the form of
organization for a new business. Report your findings to the class.

3 Interview the partners of a local business. Inquire about their partnership
agreement. Report your findings to the class.

4 Discuss with a corporate director, attorney, banker, or business owner the
contributions of directors to small firms. Prepare a brief report of your findings.
If you discover a particularly well-informed individual, suggest that person to your
instructor as a possible speaker.

4 Unit 4. Consumer Behaviour and Product Strategy
4.1 Class work

4.1.1 Exercise 1. Divide the class into groups of four. Each is to read a
different text A, B, C, or D and then to share the info with the group mates

Consumer Decision Making

One theory about consumer information processing holds that consumers are
problem solvers. According to this theory, consumer decision making has four
stages

1 Problem recognition

2 Information search and evaluation

3 Purchase decision

4 Post-purchase evaluation

We use this widely accepted framework to examine consumer decision
making among small business customers.
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4.1.2 Exercise 2. Read the Text A
Vocabulary Notes:

recognition - y3HaBaHUE, OTIO3HAHUE, IPU3HAHUE;

depletion - ucromeHue, MCYEpPIILIBAHKUE (3aI1aCOB, CHJ);

to evolve - pa3BUBATKCsI, pa3BEPTHIBATHCS;

upscale market - ppIHOK TIOTpeOUTENICH ¢ YPOBHEM JOXOJIOB i OOPa30BaHMS BBIIIIE
CpE/HETO0;

keepsake - mogapok, CyBeHup Ha MamsITh;

passe - ycrapelibli, yCTapeBIIINiA;

camcorder — BuIeOKamepa.

Problem Recognition. A generally accepted definition of problem recognition is
that it is the mental state of a consumer in which a significant difference is
recognized between the consumer's current state of affairs and some ideal state.
Some problems are simply routine conditions of depletion, such as the desire for
food when lunchtime arrives. Other problems occur much less frequently and
may evolve slowly over time. The decision to replace the family dining table, for
example, may take many years to develop.

A consumer must always recognize his or her problem before purchase
behavior can begin. This stage cannot be avoided. However, many small firms
develop marketing strategy as if consumers are functioning at later stages of the
decision-making process. In reality, consumers may have not yet recognized a
problem!

Many factors influence the recognition of a problem by consumers either by
changing the actual state of affairs or by affecting the desired state. Here are a few
examples:

— Changing financial status (a job promotion with a salary increase);

— Household characteristics (the birth of a baby);

— Normal depletion (using up the last tube of toothpaste);

— Product or service performance (breakdown of the VCR);

— Past decisions (poor repair service on car);

— Availability of products (introduction of a new product).

Once a market's situation with regard to problem recognition is understood,
an entrepreneur can decide on the appropriate marketing strategy to use. In some
situations, a small firm manager may need to influence problem recognition. For ex-
ample, the Bron-Shoe Company is a family-owned firm that has been bronzing
baby shoes for over 60 years. But today's "upscale parents now view such keepsakes
as passe. Instead, they buy camcorders to preserve the memories of a video
generation." Bron-Shoe attempted to influence consumers' desired state by
contracting with independent sales representatives to go door-to-door to increase
visibility of its product.
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4.1.3 Exercise 3. Read the Text B
Vocabulary Notes:

appropriate - HOAXOASIINN, COOTBETCTBYIOIIHIA;

to evoke - BbI3bIBATH (BOCIIOMUHAHUS, BOCXUILICHUE);
awareness - 0CO3HaHH€, OCBEJIOMJICHHOCTb;

to break into the market - mpoHuKaTh Ha PHIHOK;
stronghold - kpenocTh, TBEPABIHS, OILJIOT;

exposure - MECTOIOJIOKEHHE, BU/;

to start up - NOSBIATHCS, HAUUHATH C Y.-J1.

Information Search and Evaluation. The second stage in consumer decision making
involves consumers' collection and evaluation of appropriate information from both
internal and external sources. The principal goal of search activity is to establish
evaluative criteria—the features or characteristics of products or services that are
used to compare brands. The small firm manager should understand which
evaluative criteria customers use to formulate their evoked set.

evaluative criteria — features of products An evoked set is the group of brands that a
that are used to compare brends consumer is both aware of and willing to consider as a
solution to a purchase problem

An evoked set is the group of brands that a consumer is both aware of and
willing to consider as a solution to a purchase problem. Thus, the initial challenge
for a new firm is to gain market awareness for its product or service. Only then will
the brand have the opportunity to become part of consumers' evoked sets.

Developing market awareness was a huge challenge for entrepreneur Sheryl
Leach, creator of Barney the Dinosaur. She attempted to break into a market
stronghold of world-famous names such as Big Bird and Winnie-the-Pooh. In 1988,
her small firm produced three children's videos featuring the Barney character, which
were distributed to Toys "R" Us stores. Sitting on the shelf next to Disney and
Sesame Street videos, "the [Barney] tapes mostly gathered dust. What we didn't
realize is that exposure is so important," Leach said. When she later made a free
distribution of videos to area preschools and day-care centers, sales started up
immediately. The Barney character became a household companion of millions of
youngsters.

The decision to buy a new product will naturally take longer than a
decision that involves a known product. For example, an industrial-equipment
dealer with a new product may find it necessary to call on a prospective customer
for a period of months before making the first sale.
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4.1.4 Exercise 4. Read the Text C
Vocabulary Notes:

substantial - cyliecTBeHHBIN, BaXKHbBIN, 3HAUUTEIBHBIH;
setting - OKpy>KeHHe, OKpy>Karoliasi 00CTaHOBKa;
outlet - ToproBas TOUKa, pIHOK COBITA;

challenging - TpyHBIIi, HO HHTEPECHBIN;

to devise - 3aIyMbIBaTh, IPUIYMBIBATh, H300pETaTh;
point-of-purchase - MecTo MOKymKH.

Purchase Decision. Once consumers have evaluated brands in their evoked set
and made their choice, they must still decide on how and where to make the pur-
chase. A substantial volume of retail sales now come from nonstore settings such as
mail-order catalogs and cable TV shopping channels. These outlets have created a
complex and challenging environment in which to develop marketing strategy—
particularly with regard to distribution decisions. Consumers attribute many different
advantages and disadvantages to various shopping outlets, making it difficult for
the small firm to devise a single correct strategy. Sometimes, however, simple
recognition of these factors can be helpful.

Of course, not every purchase decision is planned prior to entering a store or
looking at a mail-order catalog. Studies have shown that over 50 percent of most
types of purchases from traditional retail outlets are not intended prior to entering
the store. This fact places tremendous importance on store layout, sales personnel,
point-of-purchase displays, and so forth.

4.1.5 Exercise 5. Read the Text D
Vocabulary Notes:

to terminate - OJIO’KUTh KOHEIl, KOHYaTh(Cs1), 3aBepIiaTh(cs);

to occur - CITy4aThCs, IPOUCXONTH;

dissonance - HECOOTBETCTBHE, HECXO/ICTBO, HEOIaro3By4re, TUCCOHAHC;
complaint - ’anio6a, HeIOBOJLCTBO;

cognitive — TO3HaBaTEILHBIN;

tension - HATSIHYTOCTb, HEJIOBKOCTh, HAIIPSHKEHHOE COCTOSHHE;

anxiety - OECIIOKONCTBO, TPEBOTa, ONaceHue, 3a00Ta;

to offend - oOmxaTh, OCKOPOIAT.

Post-Purchase Evaluation. The consumer decision-making process does not
terminate with a purchase. Small firms that desire repeat purchases from
customers—and they all should—need to understand post-purchase behavior. We
briefly comment on two of these activities—post-purchase dissonance and consumer
complaints.

Cognitive dissonance — the anxiety that occurs when a customer has second thoughts immediately
following a purchase
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Post-purchase dissonance is one type of cognitive dissonance, a tension that oc-
curs immediately following a purchase decision when consumers have second
thoughts as to the wisdom of their purchase. This anxiety is obviously uncomfort-
able to consumers and can negatively influence product evaluation and customer
satisfaction. Small firms need to manage cognitive dissonance among their cus-
tomers in whatever ways are most effective. For example, Clarke Otten, president of
Professional Swedish Car Repair in Atlanta, Georgia allocates an hour or more each
day to telephone recent customers to find out if they are happy with the car-repair
services they received.

U.S. consumers frequently experience dissatisfaction about their relationships
with businesses. What do these consumers do when they are displeased? Consumers
have several options for dealing with their dissatisfaction. Six of the seven options
threaten repeat sales. Only one—a private complaint to the offending business—is
desirable to the business. These odds are not encouraging. Once again, they indicate
the importance of quality customer service—both before and after a sale. Studies have
shown that over 50 percent of dissatisfied customers will not deal again with the
offending business and that almost all will tell other people about their bad
experience.

4.2 Home Assignment. Read the text making notes and comments on key
statements

4.2.1 Exercises 1. Remember the following words

intangible - Heocs3aeMBIiA, HEMaTEPUATLHBIN;

perception - BOCOPUSITUE, OLLYIIEHUE, OCOZHAHUE, TOHUMAHUE;
encompass - OKpy>ath (3a00Tol), 3aKit04aTh (B ceode);
stimulus (pl. stimuli) - ctumyn, noOyaUTENb, BIUSHUE;

to confront - TPOTUBOCTOATH, CTOIKHYThHCS,

to penetrate - IpOHUKATh BHYTPb, BXOJAUTh, IPOXOJAUTh,
inference - BBIBOJI, 3aKJIIOUCHHUE, ITPEIOJIOKEHHUE;
subconscious — MoJICO3HATEIIbHBIN;

obstacle - npensTcTBue, momMexa;

catalyst — karanmuzarop.

Psychological Factors

The next major component of the consumer behavior model-psychological factors-
may be labeled as intangible because they cannot be seen or touched. Such factors
have been identified by the process of inference. The four psychological factors that
have the greatest relevance to small businesses are needs, perceptions, motivations, and
attitudes.

Needs — the starting point for all behavior
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Needs. Needs are often defined as the basic seeds of (and the starting point for)
all behavior. Without needs, there would be no behavior. Although there are
innumerable consumer needs, we identify those needs as falling into four categories-
physiological, social, psychological, and spiritual.

Needs are never completely satisfied, thereby ensuring the continued existence
of business. A complicating characteristic of needs is the way in which they function
together in generating behavior. In other words, various "seeds" (remember the
definition) can blossom together, making it more difficult to understand which need
is being satisfied by a specific product or service. Nevertheless, a careful assessment
of the needs-behavior connection can be very helpful in developing marketing
strategy. Different people buy the same product to satisfy different needs.

For example, consumers purchase numerous food products in supermarkets to
satisfy physiological needs. But food is also purchased in status restaurants to satisfy
consumers' social and/or psychological needs. Some specific foods are also in de-
mand by special market segments to satisfy certain consumers' religious (spiritual)
needs. A needs-based strategy, would result in a different marketing approach in
each of these situations.

Perception — the individual process that give
meaning to the stimuli that confront consumers

PERCEPTIONS The second psychological factor, perception, encompasses those
individual processes that ultimately give meaning to the stimuli that confront
consumers. This meaning may be severely distorted or entirely blocked, however.
Customer perception can cloud a small firm's marketing effort and make it

ineffective. perceptual categorization — the perceptual
process of grouping similar things to manage
huge quantities of incoming stimuli

Perception is a two-sided coin. It depends on the characteristics of both the
stimulus and the perceiver. For example, it is known that consumers attempt to
manage huge quantities of incoming stimuli through perceptual categorization, a
process by which things that are similar are perceived as belonging together.
Therefore, if a small business wishes to position its product alongside an existing
brand and have it accepted as comparable, the marketing mix should reflect an
awareness of perceptual categorization: A similar price can be used to communicate
similar quality; a package design with a similar color scheme to that of the existing
brand may be used to convey meaning. These techniques will help the customer fit
the new product into the desired product category.

Small firms that use an existing brand name for a new product are relying on
perceptual categorization to pre-sell the new product. On the other hand, if the
new product is generically different or of a different quality, a unique brand name
should be selected to avoid perceptual categorization.

If a consumer has strong brand loyalty to a product, it becomes difficult for
other brands to penetrate that individual's perceptual barriers. Those competing
brands are likely to have distorted images for that individual because of the pre-
existing attitude. Perceptual mood thus presents a unique communication
challenge.
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Motivations — forces that give direction and organization to the tension of unsatisfied needs

MOTIVATIONS Unsatisfied needs create tension within an individual. When this
tension reaches a certain level, the individual becomes uncomfortable and is
motivated to reduce the tension.

We are all familiar with hunger pains, which are manifestations of tension cre-
ated by an unsatisfied physiological need. What directs a person to obtain food so
that the hunger pains can be relieved? The answer is motivation. Motivations are
goal-directed forces within humans that organize and give direction to tension
caused by unsatisfied needs. Marketers cannot create needs, but they can create and
offer unique motivations to consumers. If an acceptable reason for purchasing a
product or service is provided, it will probably be internalized as a motivating force.
The key for the marketer is to determine which motivation the consumer will perceive
as acceptable in a given situation. The answer is found through an analysis of other
consumer behavior variables.

Each of the other three classes of needs—social, psychological, and spiritual -
is similarly connected to behavior via motivations. For example, when a person's
social needs create tension due to incomplete satisfaction, a firm may show how its
product can fulfill those needs by providing acceptable social motivations to that
person. A campus clothing store might promote the styles that communicate that a
college student has obtained group membership.

Understanding motivations is not easy. Several motives may be present in any
situation, and motivations are often subconscious. However, they must be
investigated if the marketing effort is to have an improved chance for success.

Attitude — an enduring opinion based on knowledge, feeling, and behavioral tendency

ATTITUDES Like the other psychological variables, attitudes cannot be
observed, but everyone has them. Do attitudes imply knowledge? Do they imply
feelings of good or bad, favorable or unfavorable? Does an attitude have a direct
impact on behavior? If you answered yes to these questions, you were correct each
time. An attitude is an enduring opinion that is based on a combination of
knowledge, feeling, and behavioral tendency.

An attitude can be an obstacle or a catalyst in bringing a customer to a product.
For example, consumers with the attitude that a local family-run grocery store has
higher merchandise prices than a national chain may avoid the local store. Armed
with an understanding of the structure of an attitude, a marketer can approach the
consumer more intelligently.

4.3 Class Work

4.3.1 Read the text, draw a chart of main sociological factors and their
characteristics

Vocabulary Notes:

reference - cchblIKa Ha KOTO-JI. HJTH 4TO-JI., pCKOMCHAAUsA, OT3bIB,
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aggregation - CKOIUIEHUE, Macca, COOupaHue;

to exert - OKa3bIBaTh JABJICHUE, BIIUSATH;

heritage - HacieACTBO, HacCIeAME;

to embed - BCTaBIsATh, BHEAPSITH;

to attest - CBHIAECTEIBCTBOBATD, YIOCTOBEPSTh, IIOATBEPIKIATh;
prescriptive - TpeAnIChIBAIOIIHIH;

implication - BoBJIe4YeHUE, TPUIACTHOCTD, TOJATEKCT, CMBICI;

caste - KacTa, IpUBUJIETUPOBAHHBIN K1acc;

furnishings - o6cTanoBka, MeOJIMPOBKA, JOMAIITHUE TPUHAIC)KHOCTH;
possessions - COOCTBEHHOCTh, UMYIIIECTBO, TTOKHUTKH,

challenge - cmoxxHast 3agada, npooiiema;

COErcive - MPUHYAUTEIbHBIIH;

referent - TO, C Y€M COOTHOCHUTCS MBIC]Th, CHMBOJI, 3HAK;

legitimate - 3aKOHHBIHN, MPABUIBHBIN, Pa3yMHBIH;

to enhance - yBeIn4nBaTh, yCUIUBATh, TOBBIMIATH (IIEHY, KAYECTBO).

Sociological Factors

The last component of the consumer behavior model is sociological factors.
Among these social influences are culture, social class, reference groups, and opinion
leaders. Note that each of these sociological factors represents a different degree of
group aggregation: Culture involves large masses of people; social classes and
reference groups represent smaller groups; and, finally, an opinion leader is a single
individual who exerts influence.

Culture — group’s social heritage,
including behavior patterns and values

CULTURE A group's social heritage is called its culture. This social heritage has
a tremendous impact on the purchase and use of products. Marketing managers of-
ten overlook the cultural variable because its influences are so neatly embedded
within the society. Culture is somewhat like air. You really do not think about its func-
tion until you are in water over your head! International marketers who have experi-
enced more than one culture can readily attest to the reality of cultural influence.

The prescriptive nature of culture should most concern the marketing man-
ager. Cultural norms create a range of product-related, acceptable behaviors that
influence consumers in what they buy. Because culture does change, however, by
adapting slowly to new situations, what works well as a marketing strategy today may
not work a few years from now.

An investigation of culture within a narrower definitional boundary—by age,
religious preference, ethnic orientation, or geographical location—is called
subcultural analysis. Here, too, the unique patterns of behavior and social
relationships concern the marketing manager. For example, the needs and
motivations of the youth subculture are far different from those of the senior citizen
subculture. Certain food preferences are unique to particular ethnic cultures. If
small business managers familiarize themselves with cultures and subcultures, they
can create better marketing mixes.
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Social classes are divisions in a society
with different levels of social prestige

SOCIAL CLASS Another sociological factor affecting consumer behavior is
social class. Social classes are divisions in a society with different levels of social
prestige. Important implications for marketing exist in a social class system. Different
lifestyles correlate with different levels of social prestige, and certain products often
become symbols of each type of life-style.

For some products, such as consumer packaged goods, social class analysis will
probably not be very useful. For others, such as home furnishings, it may help explain
variations in shopping and communication patterns.

Unlike a caste system, a social class system provides for upward mobility. For
example, the status of parents does not permanently fix the social class of their child.
Occupation is probably the single most important determinant of social class.
Other determinants that are used in social class research include possessions,
source of income, and education.

Reference groups - groups that
influence individual behavior

REFERENCE GROUPS Social class could, by definition, be considered a
reference group. However, not every group is a reference group. Marketers are more
generally concerned with small groups such as the family, the work group, a
neighborhood group, or a recreational group. Reference groups are those groups
that an individual allows to influence his or her behavior.

The existence of group influence is well established. The challenge to the mar-
keter is to understand why this influence occurs and how it can be used to promote
the sale of a product. Individuals tend to accept group influence because of benefits
they perceive as resulting from it. These perceived benefits allow the influencers
various kinds of power. Five widely recognized forms of power are reward, coercive,
referent, expert, and legitimate. Each of these power forms is available to the
marketer.

Reward power and coercive power relate to a group's ability to give and to with-
hold rewards. Rewards can be material or psychological. Recognition and praise are
typical psychological rewards. A Tupperware party is a good example of a marketing
technique that takes advantage of reward power and coercive power. The ever-
present possibility of pleasing or displeasing the hostess-friend tends to encourage
the guest to buy.

Referent power and expert power involve neither rewards nor punishments.
They exist because an individual attaches great importance to being like the group or
perceives the group as being knowledgeable. Referent power causes consumers to
conform to the group's behavior and to choose products selected by the group's
members. Children will often be affected by referent power. Marketers can create a
desire for products by using cleverly designed advertisements or packages. Consider
the strategy of BertSherm Products, Inc., which markets Fun 'n Fresh deodorant
sticks targeted to seven- to twelve-year-olds. Entrepreneur Philip B. Davis has been
selling the deodorant with the campaign slogan "Be Cool in School." Children admit
they purchase the deodorant not because of body odor but rather because using the
deodorant makes them feel like an adult.
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OPINION LEADERS According to a certain communication theory,
consumers receive a significant amount of information through individuals called
opinion leaders, who are group members playing a key communications role.

Opinion leader — a group leader who
plays a key communications role

Generally speaking, opinion leaders are knowledgeable, visible, and
exposed to the mass media. A small business firm can enhance its own product
and image by identifying with such leaders. For example, a farm-supply dealer
may promote its products in an agricultural community by holding
demonstrations of these products on the farms of outstanding local farmers, who
are the community's opinion leaders. Also, department stores may use attractive
students as models when showing campus fashions.

4.4. Class Work
4.4.1 Exercise 1. Read the following text and render it
Product Management. Product Versus Service Marketing

Traditionally, marketers have used the word product as a generic term to
describe both goods and services. However, whether goods marketing and services
marketing strategies are the same is questionable. Certain characteristics—
tangibility, production and consumption time separation, standardization, and
perishability—define a number of differences between the two strategies. Based on
these characteristics, for example, a pencil fits the pure goods end of the scale and
a haircut fits the pure services end. The major implication of this distinction is that
services present unique challenges to strategy development.

Product — a bundle of satisfaction — a service, a
good, or both — offered to customers in an exchange
transaction

Although we recognize the benefit of examining the marketing of services
as a unique form of marketing, space limitations require that services be subsumed
under the umbrella category of product marketing. Therefore, from this point on,
a product is considered to include the total bundle of satisfaction that is offered
to customers in an exchange transaction—whether it be a service, a good, or a
combination of the two. Also, a product includes not only the main element of the
bundle, which is the physical product or core service, but also complementary
components such as packaging or a warranty. Of course, the physical product or core
service is usually the most important component. But, sometimes, that main element is
perceived by customers to be similar for all products. Then, complementary
components become the most important features of the product. For example, a
particular cake-mix brand may be preferred by consumers, not because it is a better mix,
but because of the unique toll-free telephone number on the package that can be called
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for baking hints. Or, a certain dry cleaner may be chosen over others because it treats
customers with respect, not just because it cleans clothes exceptionally well.

Product strategy describes the manner in which the product component of the
marketing mix is used to achieve the objectives of a firm. A product item is the lowest
common denominator in a product mix. It is the individual item, such as one brand of
bar soap. A product line is the sum of the individual product items that are related. The
relationship is usually defined generically. Two brands of bar soap are two product items
in one product line. A product mix is the collection of product lines within a firm's
ownership and control. A firm's product mix might consist of a line of bar soaps and a
line of shoe polishes. Product mix consistency refers to the closeness, or similarity, of
the product lines. The more items in a product line, the more depth it has. The more
product lines in a product mix, the greater the breadth of the product mix.

Product strategy — the way a product is marketed to achieve a firm’s objectives

Product item — the lowest common denominator in the product mix — the
individual item

Product line — all the individual product items that are related

Product mix — a firm’s total product lines

Product mix consistency — the similarity of product lines in a product mix

Once a marketing manager has gained a basic understanding of target market
customers, he or she is better prepared to develop product strategy. Two concepts are
extremely useful to the small business manager in developing and controlling the firm's
product strategy—the product life cycle and product development.

4.4.2 Exercise 2. Remember the following combinations with the word “product”

catalogue (BrE)

catalog (AmE) a company’s products, as a group

mix

portfolio

product line a company’s products of a particular type
range
< lifecycle the stages in the life of a product, and the

number of people who buy it at each stage

positioning how a company would like a product to be
seen in relation to its other products, or to
competing products

placement when a company pays for its products to be
seen in films and TV programs
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Match the sentence beginnings (1-7) with the correct endings (a-g). The sentences

all contain the above expressions

1. Banks are adding new types of accounts

a. product life cycles are so short that
product launches are very frequent.

2. Apple is going to simplify its product
line

b. its product positioning in relation to
Psion’s existing hardware products.

3. Consumers have mixed feelings about
supermarkets

c. it changed its product range towards
more expensive cars.

4. When BMW bought Rover,

d. of cigarettes in movies.

5. The new law will ban product

e. extending their product portfolio into

placement financial services.

6. Following the launch of the series 5 | f. and deliver fewer but more competitive
laptop, consumers were slow to | models.

understand

With this type of equipment in the US,

g. to their product mix.

4.4.3 Exercise 3. Pay attention to the related words and fill in the table

A product can be:

e something natural

e something made to be sold
® aservice

Produce refers to agricultural products such as crops or fruit, e.g. You can buy
fresh produce at a farmers’ market. Something that is made is produced or
manufactured. A country or company that produces something is a producer of it. A
company that manufactures something is a maker or manufacturer of manufactured

goods.
Complete this table with the words in bold type
Verb Noun Adjective person
produce
manufactured
maker

4.4.4 Exercise 4. Learn the following ‘false friends’

to realize - SCHO TOHUMATh, YACHSTH, PEJACTABIATEH CeOE;

complex - CI0XKHBINA, COCTaBHOM; 3y TaHHBIN, TPYAHBIN JJI1 HOHUMAaHUS;
intelligent - MbICIISIININA, TOHUMAIONTUH, YMHBIN;

concern - TO, YTO KAacaeTCsl WJIM UHTEPECYET K.-JI.; J1eJ10, OTHOLIECHHUE.
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4.4.5 Exercise 5. Add the necessary prefixes to make the words opposite in
the meaning: in-, un-, dis-

Significant, advantage, comfortable, satisfaction, to please, tangible,
effective, favorable, complete, familiar, numerable.

4.5 Explain aspects of consumer behavior

1 It is helpful to view consumers as problem solvers who are going through
several steps, from problem recognition to post-purchase behavior.

2 Psychological factors affecting consumer behavior include needs, perceptions,
motivations, and attitudes.

3 Sociological factors affecting consumer behavior encompass culture, social
class, reference groups, and opinion leaders.

4.6 Discussion questions

1 Briefly describe the four stages of the consumer decision-making process.
Why is the first stage so vital to consumer behavior?

2 List the four psychological factors discussed in this chapter. What is
their relevance to consumer behavior?

3 List the four sociological factors discussed in this chapter. What is
their relevance to consumer behavior?

4.7 Experiential exercises

1 For several days, make notes on your own shopping experiences.
Summarize what you consider to be the best customer service you received.

2 Consider your most recent, meaningful purchase. Relate the decision-
making process you used to the four stages of decision making presented in this
chapter. Report your conclusions.

5 Unit 5. Managing Human Resources
5.1 Class Work
Vocabulary Notes:

to elicit - u3BNEKaTh, BHISBISTH, IEJIaTh BHIBOJ, yCTAHABINBATD;
failure - Heycnex, Heyna4ya, mpoBa;

ambitious - 4eCTOTIOOUBBIN, CTPEMSIITUIACS, KK YN,

to identify - y3HaBaTh, pacrio3HaBaTh, OIIO3HABATH;

distinctive - OTIMYNTENHHBIN, XapaKTEPHBIA, 0COOBI;

to toil - ycuneHHO TpyauThes, paboTaTh 0€3 TIepebIIIKY;

51



obscure - HENOHATHBIN, HESICHBINA, HEOTYETIINBBIMH;
to lure - 3aBnekarh, COOJIA3HATE;
incentive - moOy>XJIeHUE, CTUMYJIL.

Terms:

to recruit - HabupaTh HA paboOTy, B OPraHU3AIIHIO;

applicant - 3assBUTEIb;

eXpense - pacxoibl, U3ACPKKU, TPATHI,

personnel - TMYHBIN COCTaB, IITAT, KaJIPhI

profitability - peHTaGeIBHOCTD, MPUOBLIEHOCTD, IOXOAHOCTS;
revenue - J0XOJI;

return - 10X01, MPUOBLIH, BEIPYYKA, TOCTYTUICHUE.

Recruiting personnel

When recruiting employees, a small firm competes with both large and small
businesses. It cannot afford to let competitors take the cream of the crop.
Aggressive recruitment requires the small firm to take the initiative in locating
applicants and to search until enough applicants are available to permit wise
choices.

Importance of People

Hiring the right people and eliciting their enthusiastic performance are
essential factors in reaching the potential of any business. As Ellyn Spragins
suggested, "With every person you hire, you determine how great your potential
successes may be — or how awful your failures."

Employees affect profitability in many ways. In most small firms, the attitudes
of salespeople and their ability to serve customer needs directly affect safes
revenue. Also, payroll is one of the largest expense categories for most businesses,
having a direct impact on the bottom line. By recruiting outstanding personnel,
therefore, a firm can improve its return on each payroll dollar.

Recruitment and selection of employees establish a foundation for a
firm's ongoing human relationships. In a sense, the quality of employees
determines the human potential of an organization. If talented, ambitious
recruits can be attracted, the business, through good management, should be able
to build a strong human organization.

Attracting Applicants to Small Firms

Competition in recruiting well-qualified business talent requires small firms
to identify their distinctive advantages when making an appeal to outstanding
prospects, especially to those seeking managerial and professional positions. Fortu-
nately, small firm recruiters can advance some good arguments in favor of small
business careers.

The opportunity for general management experience at a decision-making
level is attractive to many prospects. Rather than toiling in obscure, low-level, spe-
cialized positions during their early years, capable newcomers can quickly move into
positions of responsibility in well-managed small businesses. In such positions, they
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can see that their work makes a difference in the success of the company.

Small firms can structure the work environment to offer professional, managerial,
and technical personnel greater freedom than they would normally have in big
businesses.

In this type of environment, individual contributions can be recognized rather than
hidden under the numerous layers of a bureaucratic organization. In addition,
compensation arrangements can be designed to create a powerful incentive.
Flexibility in work scheduling and job-sharing arrangements are other possible lures.
The value of any incentive as a recruiting advantage depends to some degree on the
circumstances of the particular firm. From the standpoint of an applicant, ideally the
firm should be growing and profitable. It should also have a degree of professionalism
in its management that can be readily recognized by prospective employees.

5.1.1 Exercise 1. Arrange the following words in two groups: synonyms and
antonyms

Expenses, to hire, aid, profit, to employ, expenditure, help, earnings, return, to
fire, to dismiss, return, spending.

5.1.2 Exercise 2. Fill in the following chart:

verb noun adjective person
to pay
competition
to employ
recruit
application
profitable

5.1.3 Exercise 3. Match the words with appropriate meanings

1) payback a) MaTexHasi BEAOMOCTb

2) paycheck 0) 10X0]1 10 IIEHHBIM OyMaram, B3siTKa, Harpajia; amep. BeIIIaTa

3) paydown B) pa3HUIla B CTOUMOCTH MEXKIy MpOJaKel MakeTa IeHHbIX Oymar
M MIOKYIIKOH IPYToro maketa mo 0oyiee BEICOKOH IICHE

4) paymaster I) BBIIIaTa

5) payoff 1) OKya€MOCTh

6) payroll €) Kaccup

7) payup ) 3apIuiaTa, BbljaBaeMasi YeKoM

8) payout 3) YaCTUYHOE MOTAIICHHE KPEANTA WM OOJUTAIIMOHHOTO 3aiiMa
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5.2 Homework Assignment
Terms:

to affiliate - cTaHOBUTHCS TECHO CBSI3aHHBIMHU;

fee - roHopap, Bo3HarpaxkieHue, miaTa 3a yCiayrH, B3HOC;
highly-qualified - BbiIcOKOKBaTU(DUITUPOBAHHBII;

unskilled - HekBaTUUIIMPOBAHHBI;

production worker - mpou3BOICTBEHHBIN pabOUmii;

accountant - Oyxrairep;

headhunter - yenoBek, nepeMaHUBAIOIINI KBaTU(OUIIMPOBAHHBIE KaPbI;
executive - pyKOBOJUTEIb, aAMUHUCTPATOD;

CEO (chief executive officer) - pykoBoAUTEb BHICOKOTO PaHTa;
manufacturer - IpOU3BOINTEb;

advertisement - 0ObsBIEHUE, pEKTIaMa

clerk - cimy>xaruii.

Read the text and describe the main sources of employees

Sources of Employees

To recruit effectively, the small business manager must know where and how to find
qualified applicants. Sources are numerous, and it is impossible to generalize about the
best source in view of variations in personnel requirements and quality of sources
from one locality to another

Walk-ins A firm may receive unsolicited applications from individuals who walk
into the place of business to seek employment. This is an inexpensive source for
clerical and production jobs, but the quality of applicants may be mixed. If qualified
applicants cannot be hired immediately, their applications should be kept on file for
future reference. In the interest of good public relations, all applicants should be
treated courteously, whether or not they are offered jobs.

Schools Secondary schools, trade schools, colleges, and universities are desirable
sources for certain classes of employees, particularly those who need no specific work
experience. Some secondary schools and colleges have internship programs
involving periods of work in business firms. These programs enable students to gain
a measure of practical experience. Secondary and trade schools provide applicants
with a limited but useful educational background. Colleges and universities can supply
candidates for positions in management and in various technical and scientific fields.
In addition, many colleges are excellent sources of part-time employees.

Public employment offices State employment offices that are affiliated with the
United States Employment Service offer at no cost to small businesses a supply
of applicants who are actively seeking employment. These offices, located in all
major cities, are for the most part a source of clerical workers, unskilled
laborers, production workers, and technicians.

Private employment agencies Numerous private agencies offer their services as
employment offices. In some cases, employers receive their services without
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cost because the applicants pay a fee to the agency. However, most firms pay
the agency fee if the applicant is highly qualified. Such agencies tend to
specialize in people with specific skills, such as accountants, computer
operators, or managers.

Headhunter — a search firm that locates
qualified candidates for executive
positions

When filling key positions, small firms sometimes turn to executive
search firms, called headhunters, to locate qualified candidates. Plasticolors,
Inc., a small Ohio manufacturer of colorants for fiberglass plastics,
successfully used an executive recruiter to fill the position of CEO, replacing
the company's founder. The recruiter spent about 45 hours interviewing
directors and key employees before beginning the executive search, thereby
developing a relationship with the company and an acquaintance with its
managerial needs. Headhunters, who are paid by the company they
represent, can make a wide-ranging search for individuals who possess the
right combination of talents.

Employee referrals If current employees are good employees, their recommen-
dations of suitable candidates may provide excellent prospects. Ordinarily,
employees will hesitate to recommend applicants unless they believe in their
ability to do the job. Many small business owners say that this source provides
more of their employees than any other. A few employers go so far as to offer
financial rewards for employee referrals.

Help-wanted advertising The "Help Wanted" sign in the window is one
form of recruiting used by small firms. A similar but more aggressive form of
recruiting consists of advertisements in the classified pages of local
newspapers. Although the effectiveness of these forms has been questioned
by some, many well-managed organizations recruit in this way.

Temporary help agencies The temporary help industry, which is growing
rapidly, supplies temporary employees (or temps) such as word processors,
clerks, accountants, engineers, nurses, and sales clerks for short periods of
time. By using agencies such as Kelly Services or Manpower, small firms can
deal with seasonal fluctuations and absences caused by vacation or illness. As
an example, a temporary replacement might be obtained to fill the position of
an employee who is taking leave following the birth of a child—a type of
family leave now mandated by law for some employees. In addition, use of
temporary employees provides an introduction to individuals whose
performance may justify an offer of permanent employment. Staffing with
temporary employees is less practical when extensive training is required or
continuity is important.

5.3 Class Work
Vocabulary Notes:

rigid - )KeCTKUH, CTPOTU, CYpPOBBIi;
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summary - KpaTKoe M3JI0KEeHHE, Pe3IOMe, KOHCIIEKT;
sophisticated - OTIBITHBIN;

to jot down - kpaTko 3anucarh, 6€rio Habpocath;
versatility - MHOrOCTOPOHHOCTb;

occasionally - uzpenka, Bpemsi OT BpEMEHH, MOPOii;

pinch - BHe3ammHOe MOBHIIICHNE KyPCOB WIIH 1IeH Ha Oupike;
incumbent - 3aHUMAaIONTUI OTIPEIeTICHHBIHN TTOCT.

Describing Jobs to Be Filled

A small business manager should analyze the activities or work to be
performed and determine the number and kinds of jobs to be filled. Knowing
the job requirements permits a more intelligent selection of applicants for
specific jobs, based on their individual capacities and characteristics.

Certainly the owner-manager should not select personnel simply to fit a
rigid specification of education, experience, or personal background. Rather,
she or he must concentrate on the ability of an individual to fill a particular
position in the business. Making this determination requires an outline or
summary of the work to be performed. A written summary of this type is called

a job description. job description — a written summary of duties
required by a specific job

Preparing job descriptions need not be a highly sophisticated process.
The owner of White Glove Service Systems, in Phoenix, Arizona, simply asked
employees to jot down what they did over a period of a few days. The
managers then looked for duplication of duties and for tasks that might have
fallen through the cracks. In this relatively informal manner, they created job
descriptions that spelled out duties recognized by the employees as well as the
employer.

Duties listed in job descriptions should not be defined too narrowly. Job
descriptions should minimize unnecessary overlap but avoid creating a "that's-
not-my-job" mentality. Technical competence is as necessary in small firms as it
1s in a large business, but versatility and flexibility may be even more
important. Engineers may occasionally need to make sales calls, and marketing
people may need to pinch-hit in production.

Title: Stock Clerk

Primary Function: To stock shelves with food products and other items

Supervision Received: Works under direct supervision of store manager

Supervision Exercised: None

Duties:

1 Receive and store products in storage area.

2 Take products from storage, open outer wrapping, and place contents on store
shelves.

3 Provide information and/or direction to customers seeking particular
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products or having other questions.

4 Monitor quantity of products on shelves and add products when supplies are
low.

5 Perform housekeeping duties when special need arises—for example, when
container is broken or products fall on the floor.

6 Assist cashiers in bagging products as needed during rush periods.

7 Assist in other areas or perform special assignments as directed by the
store manager.

In the process of studying a job, an analyst should list the knowledge, skills,
abilities, or other characteristics that an individual must have to perform the job. This
statement of requirements is called a job specification. A job specification for the
position of stock clerk might state that the incumbent must be able to lift 50 pounds
and must have completed 10 to 12 years of school.

job specification — a list of skills and abilities
needed by a job applicant to perform a specific job

Job descriptions are mainly an aid in personnel recruitment, but they also have
other uses. For example, they can give employees a focus in their work, provide
direction in training, and supply a framework for performance review.

5.3.1 Exercise 1. Word combinations with ‘work’

If you work or have work, you have a job. But you don’t say that someone has
a—weork- Work is also the place where you do your job. Here are some phrases with
‘work’:

- Hi, I'm Frank. I work in a bank in New York City. I leave for work at 7.30
every morning.

- I go to work by train or subway.

- I get to/arrive at work at about nine.

- I’'m usually at work till six.

- Luckily, I don’t get ill very much so I’'m not often off work.

- The economy is growing fast and more people are in work that ever before. The
percentage of people out of work has fallen to its lowest level for 30 years.

5.3.2 Exercise 2. Complete the text with one of the prepositions: out of, at, to, in,

off

Rebecca lives in London and works in public relations. She leaves home for work
at 7.30. She drives (1) ....... work. The traffic is often bad and she worries about
getting (2) .... work late, but she usually arrives (3) ......... work at around nine. She
finishes work quite late, at about eight. “Luckily, I'm never ill,” she says, “I could
never take time (4) ............ work.” She loves what she does and is glad to be (5)
....... Work. Some of her friends are not so lucky: they are (6) ......... work.

57



5.4 Remember the following collocations of words connected with work

Examples:

What do you do for living?

It’s difficult to make a living as a freelance writer (earn enough money to live
comfortably)

I’d love to do that kind of work.

5.4.1 Exercise 1. Remember the following expressions connected with work

to work shift-work nights one week, days next
to be on flexi-time flexible working hours Hours of work
to work nine-to-five | regular day work
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to go/be on strike
to get the sack
to be fired

to be dismissed

to be made redundant
to be laid off

to give up work

to be on/take
maternity leave

to be on/take sick
leave

to take early
retirement

to be a workaholic
to be promoted

to apply for a job

Note:

industrial dispute A
thrown out of your job

more formal than ‘get sack’; often used as a
direct address: “You’re fired!”

more formal than ‘be fired’

thrown out, no longer needed

more informal than ‘made redundant’

e.g. in order to study

expecting baby

illness

retire at 55

love work too much
get higher position
fill in forms, etc.

’

Reasons
for not
working

Other
useful
verbs

If you do something wrong, you are ....

If you’ve done nothing wrong, you are ....

e dismissed o laid off
o fired e made redundant
e sacked o offered early retirement
e terminated
5.5 Home Reading
Vocabulary Notes:

to size up - ONpeneNATh pa3Mep, BETHUUHY;

infallible - 6e301IMO0YHBIN, HETIOTPEITUMBIIA; HAJCKHBIN, BEPHBIIA,
litigious - criopHBbIH, TOAIEKAIINN CYyIeOHOMY pa3OHupaTeIbCTRY;
mannerism - MaHepa, 0COOEHHOCTb (TIpUCYIIas K.-I1.);

attire - HapsiJ, IJIaThe, KpaIlICHUE;

to burglarize - amep. coBepiaTh Kpaxky co B3JIOMOM;

infringement - Hapy1IeHue (3aKOHA), MOCATATEILCTBO (Ha MpaBa, CBOOOTY);
eligibility - mpaBo Ha n30paHue, MPUEMIIEMOCTb;

pertinent - yMEeCTHBIH, TOAXOSIIANA, OTHOCSIIMIACS K JICTY;
to uphold - mogepxuBaTh, 3aMTUIIATE, TOOIIPSITH;

validity - TefiCTBUTETBHOCTD, 3aKOHHOCTH, 000CHOBAaHHOCTD.
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Evaluating prospects and selecting employees

An employer's recruitment activities merely locate prospects for employment.
Subsequent steps are needed to evaluate these candidates and to select some as
employees. An employer can minimize the danger of taking a blind, uninformed
gamble on applicants of unknown quality by following the steps described in the next
sections.

Step 1: Using Application Forms

The value of having prospective employees complete an application form lies
in the form's systematic collection of background data that might otherwise be
overlooked. The information recorded on an application form is useful in sizing up an
applicant and serves as a guide in making a more detailed investigation of the
applicant's experience and character.

An application form need not be elaborate or lengthy. However, care must be
taken to avoid questions that may conflict with laws concerning unfair job discrimi-
nation. State and federal laws, which have been changing frequently, limit the use of
many questions formerly found on application forms. Questions about race, color,
national origin, religion, age, marital status, disabilities, or arrests are either prohibited or
considered unwise unless the employer can prove their job-relatedness.

Step 2: Interviewing the Applicant

An interview permits the employer to get some idea of the applicant's
appearance, job knowledge, intelligence, and personality. Any of these factors may be
significant for the job to be filled. Although the interview is an important step in the
selection process, it should not be the only step. Some managers have the mistaken
idea that they are infallible judges of human nature and can choose good employees
on the basis of interviews alone. Care must be taken in the interview process, as in
designing application forms, to avoid questions that conflict with the law. If possible,
applicants should be interviewed by two or more individuals in order to minimize
errors in judgment.

Time spent in interviewing, as well as in other phases of the selection process,
can save time and money later on. In today's litigious society, firing an employee has
become quite difficult. A dismissed employee can bring suit even when an employer
had justifiable reasons for dismissal.

The value of the interview depends on the interviewer's skill and methods. Any
interviewer can improve his or her interviewing by following these generally
accepted principles:

- Determine the job-related questions you want to ask the applicant before
beginning the interview.

- Conduct the interview in a quiet atmosphere.

- Give your entire attention to the applicant.

- Put the applicant at ease.

- Never argue.

- Keep the conversation at a level suited to the applicant.

- Listen attentively.

- Observe closely the applicant's speech, mannerisms, and attire if these
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characteristics are important to the job.

- Try to avoid being unduly influenced by the applicant's trivial mannerisms or
superficial resemblance to other people you know.

Employment interviews should be seen as a two-way process. The applicant is
evaluating the employer while the employer is evaluating the applicant. In order for
the applicant to make an informed decision, he or she needs a clear idea of what
the job entails and an opportunity to ask questions.

Step 3: Checking References and Other Background Information

Careful checking with former employers, school authorities, and other
references can help avoid hiring mistakes, which can have serious consequences
later. Suppose, for example, that you hired an appliance technician who later
burglarized a customer's home. Checking the applicant's background for a criminal
record might have prevented this unfortunate occurrence.

It is becoming increasingly difficult to obtain more than the basic facts
concerning a person's background because of the potential for lawsuits brought
against employers by disappointed applicants. However, reference checks on a prior
employment record do not constitute infringements on privacy. A written letter of
inquiry to these references is probably the weakest form of checking because most
people will not put damaging statements in writing. Often, former employers or
supervisors will speak more frankly when approached by telephone or in person.

For a fee, an applicant's history (financial, criminal, employment, and so on)
may be supplied by private investigation agencies or credit bureaus. If an employer
needs a credit report to establish an applicant's eligibility for employment, the Fair
Credit Reporting Act requires that the applicant be notified in writing that such a
report is being requested.

Step 4: Testing the Applicant

Many kinds of jobs lend themselves to performance testing. For example, an
applicant may be given a data-entry test to verify speed and accuracy of keyboarding
skills. With a little ingenuity, employers can improvise practical tests that are pertinent
to many positions.

Psychological examinations may also be used by small businesses, but the results
can be misleading because of difficulty in interpreting the tests or in adapting them to
a particular business. In addition, the U.S. Supreme Court has upheld the Equal
Employment Opportunity Commission's requirement that any test used in making
employment decisions must be job-related.

Validity — the extent to which a test assesses
true job performance ability

Useful tests of any kind must meet the criteria of validity and reliability. If a test
is valid, its results should correspond well with job performance; that is, the appli-
cants with the best test scores should generally be the best employees. If a test is re-
liable, it should provide consistent results when used at different times or by
various individuals. Reliability — the consistency of a test in

measuring job performance ability

Step 5: Physical Examinations
A primary purpose of physical examinations is to evaluate the ability of
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applicants to meet the physical demands of specific jobs. Care must be taken,
however, to avoid discriminating against those who are physically disabled. The
Americans with Disabilities Act of 1990 requires employers to make "reasonable"
adaptations to facilitate the employment of such individuals.

The law permits drug screening of applicants, and this can be included as part of
the physical examination process. Since few small firms have staff physicians, most
of them must make arrangements with a local doctor or clinic to perform physical
examinations.

5.6 Class Work

Divide class into groups of four, read texts A, B, C, and D, share what you’ve read
in the group.

5.6.1 Text A. Purposes of Training and Development
Vocabulary Notes:

obvious - 0OYEeBUIHBIH;

by trial and error - myTem npo6 u omuooK;

frequently - gacro;

procedure - oOpa3 AeHCTBUSA, TEXHOIOTUYECKUMA MPOIIECC;

to have a stake in - ObITh )KU3HEHHO 3aMHTEPECOBAHHBIM B 4.-J1.;
inducement - moOy>kneHue, MOOYX AT MOTHB, CTUMY/IL.

Training and development

Once an employee has been recruited and added to the payroll, the process
of training and development must begin. For this process, a new recruit is raw
material, while the well-trained technician, salesperson, manager, or other
employee represents a finished product.

One obvious purpose of training is to prepare a new recruit to perform the
duties for which he or she has been hired. There are very few positions for which no
training is required. If an employer fails to provide training, the new employee must
learn by trial and error, which frequently wastes time, materials, and money.

Training to improve skills and knowledge is not limited to newcomers. The
performance of current employees can often be improved through additional
training. In view of the constant change in products, technology, policies, and pro-
cedures in the world of business, continual training is necessary to update knowledge
and skills—even in a small firm. Only with such training can employees meet the
changing demands placed on them.

Both employers and employees have a stake in the advancement of qualified
personnel to higher-level positions. Preparation for advancement usually involves
developmental efforts—possibly of a different type than those needed to sharpen
skills for current duties. Because personal development and advancement are prime
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concerns of able employees, a small business can profit from careful attention to this
phase of the personnel program. The opportunity to grow and move up in an
organization not only improves the morale of current employees but also offers an
inducement for potential applicants.

5.6.2 Text B. Orientation for New Personnel
Vocabulary Notes:

to confront - MPOTUBOCTOATH, CTOJIKHYTHCS,

layout - pacmonoxeHue, INIaHUPOBKA, TIJIaH;

previous - NPeabLTYIINAN, TPEIIICCTBYOIIHIMA;

to foster - moowpsATh, O1arONPUATCTBOBATD;

commitment - 00s13aTEJILCTBO;

outcome - pe3yabTaT, HOCIEICTBUE, UCXO;

setting - okpy»karomias 00CTaHOBKa;

to facilitate - oGneruarsb, CoIeiCTBOBATh, CIIOCOOCTBOBATH, MPOJIBUTATh.

The developmental process begins with an employee's first two or three days on
the job. It is at this point that a new person tends to feel lost and confused, confronted
with a new physical layout, different job title, unknown fellow employees, different
type of supervision, changed hours or work schedule, and/or a unique set of
personnel policies and procedures. Any events that conflict with the newcomer's
expectations are interpreted in light of his or her previous work experience, and
these interpretations can foster a strong commitment to the new employer or lead to
feelings of alienation.

Recognizing the new employee's sensitivity at this point, the employer can
contribute to a positive outcome by proper orientation. Steps can be taken to help the
newcomer adjust and to minimize feelings of uneasiness in the new setting.

In addition to explaining specific job duties, supervisors can outline the firm's
policies and procedures in as much detail as possible. A clear explanation of
performance criteria and the way in which an employee's work will be evaluated
should be included in the discussion. The new employee should be encouraged to ask
questions, and time should be taken to provide careful answers. The firm may
facilitate the orientation process by providing the recruit with a written list of company
practices and procedures in the form of an employee handbook. The handbook may
include information about work hours, paydays, breaks, lunch hours, absences,
holidays, names of supervisors, employee benefits, and so on. Since new employees
are faced with information overload at first, it is good to schedule a follow-up
orientation after a week or two.

Compensation and incentives for small business employees
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5.6.3 Text C. Wage or Salary Levels
Vocabulary Notes:

roughly - npubnuzurensHo, rpy0oo;

increment - Bo3pacTanue, yBelIrMueHue, MpudaBka, MpupocT, NpuObLIb;
appropriate - HOJXOSAIUH, COOTBETCTBYIOIINNA;

incentive - moOyXaeHUE, CTUMYJT;

to devise - 3alyMbIBaTh, IPUIyMBIBaTh; H300pETATh;

entire - MOJIHBIN, COBEPIIICHHBIH, I1CITBIH;

assignment - 3a/laHre, HA3HAYCHUE;

to appreciate - BBICOKO IIEHUTh, OLICHUBATh 1O JJOCTOMHCTBY, TOHUMATh.

Compensation and financial incentives are important to all employees, and the
small firm must acknowledge the central role of the paycheck and other monetary
rewards in attracting and motivating personnel. In addition, small firms can offer
several nonfinancial incentives that appeal to both managerial and nonmanagerial
employees.

In general, small firms find that they must be roughly competitive in wage or
salary levels in order to attract well-qualified personnel. Wages or salaries paid to
employees either are based on increments of time—such as an hour, a day, a month—
or vary directly with their output. A compensation system based on increments of time
is commonly referred to as day-work. Day-work is most appropriate for types of jobs
in which performance is not easily measurable. It is the most common compensation
system and is easy to understand and administer.

Financial Incentives

Incentive systems have been devised to motivate employees, particularly non-
managerial employees, to increase their productivity. Incentive wages may constitute an
employee's entire earnings or may supplement his or her regular wages or salary. The
commission system often used to compensate salespeople is one type of incentive plan.
In manufacturing, employees are sometimes paid according to the number of units they
produce. While many incentive programs apply to employees as individuals, these
programs may also involve the use of group incentives and team awards.

General bonus or profit-sharing plans are especially important for managerial or
other key personnel, although such plans sometimes include lower-level personnel.
These plans provide employees with a piece of the action, which may or may not
involve assignment of shares of stock. A profit-sharing plan may simply entail a
distribution of a specified share of the profits or a share of profits that exceed a target
amount. Profit sharing provides a more direct work incentive in small companies than
in large companies, because the connection between individual performance and
company success can be more easily appreciated.

Performance-based compensation systems must be designed carefully if they are
to work successfully. Such plans should be devised with the aid of a consultant and/or
public accounting firm.
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5.6.4 Text D. Fringe Benefits
Vocabulary Notes:

fringe benefits - JOMOMHUTENbHBIC BBHIILIATHI, TOMOIHUTEIBHBIC JIbIOTHI;
survey - 0030p;

generous - MeApbIi;

substantial - 3HAUNUTEIBHBIN;

reimbursement - BO3MEIIICHHE, OIJIaTa, KOMIICHCAIIUSI, TOKPBITHE; BO3BPAT.

Fringe benefits, which include payments for such items as Social Security, vaca-
tions, holidays, health insurance, arid workers' compensation insurance, are expensive.
According to a survey of 1993 compensation costs, the cost of fringe benefits
amounted to 41.3 percent of payroll costs. This means that for every dollar paid in
wages, employers paid 41.3 cents for fringe benefits. (If the cost of fringe benefits
were expressed as a percentage of total compensation costs—that is, payroll plus
fringe benefits—the figure would be lower than 41.3 percent.) Small firms are
somewhat less generous than large firms in providing fringe benefits for their em-
ployees. The same survey of compensation costs cited above reported that firms
having fewer than 100 employees spent an amount equal to 35.7 percent of their
payroll for such benefits. However it is calculated, the cost of fringe benefits is a
substantial part of total labor costs for most small firms.

Even though fringes are expensive, a small firm cannot ignore them if it is to
compete effectively for good employees. A small but growing number of small firms
now use flexible benefits programs (or cafeteria plans) that allow employees to choose
the type of fringe benefits they wish to receive. All employees may receive a core
level of coverage, such as basic health insurance, and then be allowed to choose how
some amount specified by the employer is to be divided among additional options—
for example, child care reimbursement, dental care, pension fund contributions, and
additional health insurance.

Outside help in administering cafeteria plans is available to small firms that wish to
avoid the detailed paperwork associated with them. Many small companies—
including some with fewer than 25 employees—turn over the administration of their
flexible benefits plans to outside consulting, payroll accounting, or insurance
companies that provide such services for a monthly fee. In view of the increasing
popularity of these plans and the wide availability of administrative services, it seems
only a matter of time until many small firms will be offering flexible benefits.

5.6.6 Exercise 1. Remember the word combinations and expressions related to
one’s qualification

A skill is the ability to do something well, especially because you have learned
how to do it and practiced it. Jobs, and the people who do them, can be described as:

Highly-skilled (e.g. car designer) skilled (e.g. car production manager) semi-
skilled (e.g. taxi driver) unskilled (e.g. car cleaner)
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You can say that someone is:

Skilled at + noun (customer care, electronics, computer software)
Skilled in + -ing (communicating, using PC, working with large groups)
You can also say that someone is:

Good with ... computers, figures, people

5.6.7 Exercise 2. Are these jobs generally considered to be highly skilled, skilled,

semi-skilled, or unskilled? Each expression is used twice

1 teacher

2 brain surgeon

3 car worker on a production line

4 airline pilot

5 office cleaner

6 labourer (someone doing basic work on a building site)
7 bus driver

8 office manager

5.6.8 Exercise 3. Match the following job titles with the descriptions:

a. supervisor 1. The person who represents the workers’ interests in
disputes with the management in a factory

b. personnel officer 2. A person who has a high (but not the highest) position
in a company and whose job it is to make important
decisions.

c. union official 3. The person in an office who works for someone else and

does jobs such as arranging meetings, making phone calls,
and preparing letters

d. director 4. An important person in a company who sits on the
Board.

e. public relations officer | 5. A worker whose job requires no special training

f. unskilled worker 6. A person generally in charge of the day-to-day
administration in a company.

g. labourer 7. A person whose job it is to keep an eye on the day-to-
day work of other workers.

h. administrator 8. A person who does hard physical work.

1. executive manager 9. The person who handles applications for vacant posts

J. secretary 10. The person who gives out information to the press fopr
a company.
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5.6.9 Exercise 4. Learn the following false friends

prospect - IEPCIEKTUBA, a HE TPOCIIEKT;
intelligent - oOnamaronUMii  BBICOKUMU  CIIOCOOHOCTSIMU;  MBICIISIIIUH,




IMOHHUMAIOIIHH;
trivial - He3HAYNTENbHBIN, HEBAXKHBIN, HECEPHE3HBIN;
authority - Bj1acTsb, (pexe — aBTOPUTET);
record - 3amuCh, OTYET, MJIACTUHKA, & HE TOJIBKO «PEKOPI;
credit - Bepa, IoBepue, Xopouias permyTrauus, 100poe ums;
data - manHbIe, a HE J1aTa;
accuracy - TOYHOCTbh, PABUIILHOCTD, & HE aKKYPaTHOCTH;
candidate - npeTeH IeHT;
to collect - B3uMath, a HE TOJIBKO «COOMPATHY WIIH «KOJIJIEKITMOHUPOBATHY.

1 Explain the importance of employee recruitment, and list some sources
that can be useful for finding suitable applicants.

- Recruitment of good employees contributes to customer service and to
profitability.

- Small firms can attract applicants by stressing unique work features and
opportunities.

- Recruitment sources include walk-ins, schools, public and private employment
agencies, employee referrals, advertising, and temporary help
agencies.

- Job descriptions outline the duties of the job; job specifications identify
the skills needed by applicants.

2 Identify the steps in evaluating job applicants.

- Application forms help obtain background information from applicants.

- Additional evaluation steps are interviewing, checking references, and
administering tests.

- The final evaluation step is often a physical examination.

3 Describe the role of training for both managerial and nonmanagerial
employees in the small firm.

- Training enables employees to perform their jobs and also prepares them
for advancement.

- An orientation program helps introduce new employees to the firm and
work environment.

- Training is one component of a firm's quality management program.

- Training and development programs are applicable to both managerial
and nonmanagerial employees.

4 Explain the various kinds of compensation plans and the differences
between day-work and incentives.

- Small firms must be competitive in salary and wage levels.

- Day-work systems base compensation on increments of time.

- Incentive systems relate compensation to various measures of
performance.

- Fringe benefit costs average 41.3 percent of payroll cost for all employers
and 35.7 percent for employers having fewer than 100 employees.

- Employee stock ownership plans enable employees to own a share of
the business.
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5.7 Discussion questions

1 As a customer of small businesses, you can appreciate the importance of
employees to their success. Describe an experience you've had in which an employee's
contribution to his or her employer's success was positive and one in which it was
negative.

2 What factor or factors would make you cautious about going to work for a
small business? Could these reasons for hesitation be overcome by a really good small
firm? How?

3 Under what conditions might walk-ins be a good source of employees?

4 Based on your own experience as an interviewee, what do you think is the most
serious weakness in the interviewing process? How could this be remedied?

5.8 Experiential exercises

1 Examine and evaluate the help-wanted section of a local newspaper. Summa-
rize your conclusions and formulate some generalizations about small business
advertising for personnel.

2 With another student, form an interviewer-interviewee team. Take turns
interviewing each other as job applicants for a selected type of job vacancy. Critique
each other's performance by using the interviewing principles outline in this chapter.

3 With another student, take turns role-playing trainer and trainee using the Job
Instruction Training method outlined in this chapter. Each student-trainer
should select a simple task and teach it to the student-trainee. Jointly critique
the teaching performance after each episode
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