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Praise for The Small Business Bible

“A true encyclopedia of all things you need to know about your small business. Keep it close!”

—Michael Gerber, Author of New York Times bestseller,
The E-Myth and Chief Dreamer,
In The Dreaming Room LLC



“The Small Business Bible is packed with extensive, relevant information for today's entrepreneurs. Steve has provided a comprehensive look at every facet of small business, including up-to-date research on technology, e-commerce, and other growth strategies. Rule #1 for every successful entrepreneur is to put this book on the shelf!”

—Phil Town, Author of #1 New York Times
Best-seller, Rule #1



“Excellent! Nothing was left out of this definitive guide on how to start and build a successful small business. Whether you are brand new to small business or a seasoned entrepreneur, you can learn something from this book!”

—Hector Barreto, Former Administrator of the Small Business
Administration and Chairman of The Latino Coalition



“You might read this book once, but you will reference it for years to come! Steve has done a wonderful job laying out what might otherwise be dry information in an easy-to-understand, lively format. Whatever your business, there is no shortage of actionable, useful ideas in this great book.”

—Barbara Corcoran, Founder, The Corcoran Group,
and Today Show Contributor



“As the former president of three fast growth companies, I've learned what it takes to start and grow a small business. Steve Strauss' The Small Business Bible helps you understand what works and avoid what could be some ‘lessons learned the hard way.’ Whether you are starting or growing your business, The Small Business Bible is highly recommended!”

—Steve Little, The Business Growth Expert and
Author of The 7 Irrefutable Rules of Small Business Growth



“Strauss has revamped his classic book with cutting-edge content—from how to green your business to utilizing technology to your advantage. This is a timely, practical, and readable resource!”

—Ken Yancey, Author, CEO of SCORE

“The Small Business Bible is required reading for any business owner looking to do things quicker and better. The Small Business Bible provides straightforward advice and profitable information for both the startup entrepreneur or the seasoned manager!”

—Gene Marks, Editor of Amazon's #1 Small Business Bestseller, The Streetwise Small Business Book of Lists



“Whenever Steve has appeared on our show, he has proven himself to be a knowledgeable, entertaining, lively, smart guest! His book has served as a great resource and I highly recommend this great compendium for anyone in the business of small business!”

—J. J. Ramberg, Host of MSNBC's Small Business Show,
Your Business






The Small Business Bible





[image: Title Page]





The Small Business Bible





Copyright©2012 by Steven D. Strauss. All rights reserved.

Published by John Wiley & Sons, Inc., Hoboken, New Jersey.

Published simultaneously in Canada.

No part of this publication may be reproduced, stored in a retrieval system, or transmitted in any form or by any means, electronic, mechanical, photocopying, recording, scanning, or otherwise, except as permitted under Section 107 or 108 of the 1976 United States Copyright Act, without either the prior written permission of the Publisher, or authorization through payment of the appropriate per-copy fee to the Copyright Clearance Center, Inc., 222 Rosewood Drive, Danvers, MA 01923, (978) 750-8400, fax (978) 646-8600, or on the web at www.copyright.com. Requests to the Publisher for permission should be addressed to the Permissions Department, John Wiley & Sons, Inc., 111 River Street, Hoboken, NJ 07030, (201) 748-6011, fax (201) 748-6008, or online at http://www.wiley.com/go/permissions.

Limit of Liability/Disclaimer of Warranty: While the publisher and author have used their best efforts in preparing this book, they make no representations or warranties with respect to the accuracy or completeness of the contents of this book and specifically disclaim any implied warranties of merchantability or fitness for a particular purpose. No warranty may be created or extended by sales representatives or written sales materials. The advice and strategies contained herein may not be suitable for your situation. You should consult with a professional where appropriate. Neither the publisher nor author shall be liable for any loss of profit or any other commercial damages, including but not limited to special, incidental, consequential, or other damages.

For general information on our other products and services or for technical support, please contact our Customer Care Department within the United States at (800) 762-2974, outside the United States at (317) 572-3993 or fax (317) 572-4002.

Wiley publishes in a variety of print and electronic formats and by print-on-demand. Some material included with standard print versions of this book may not be included in e-books or in print-ondemand. If this book refers to media such as a CD or DVD that is not included in the version you purchased, you may download this material at http://booksupport.wiley.com. For more information about Wiley products, visit www.wiley.com.

Library of Congress Cataloging-in-Publication Data:

Strauss, Steven D., 1958—

The small business bible: everything you need to know to succeed in your

small business / Steven D. Strauss. –3rd ed.

p. cm.

ISBN 978-1-118-13594-5 (pbk.); ISBN 978-1-118-22525-7 (ebk); ISBN 978-1-118-23877-6 (ebk);

ISBN 978-1-118-26339-6 (ebk)

1. Small business–United States–Management. 2. Small business–United States–Finance.

3. New business enterprises–United States. I. Title.

HD62.7.S875 2012

658.02 '2–dc23

2011042848






The Small Business Bible





About the Author

Steven D. Strauss, often called “America's small business expert,” is an internationally recognized author, columnist, lawyer, and speaker. He is the senior business columnist for USATODAY and his column, Ask an Expert, is one of the most highly syndicated business columns in the world. Steve is a regular columnist for Yahoo!, SCORE, and many other sites, as well as being a blogger for the Huffington Post. He is also the author of 16 books.

A highly sought-after commentator and media guest, Steve has been on ABC, CNN, CNBC, Bloomberg Television, The O'Reilly Factor, and the BBC, among others. He is a regular guest on both MSNBC's business show Your Business and ABC News Now and is regularly seen in magazines and newspapers across the country and around the globe. Indeed, Steve often speaks to groups the world over, including a recent visit to the United Nations. He sits on the board of the World Entrepreneurship Forum and is also a speaker for the United States State Department, speaking in places such as the West Bank, South Korea, Bahrain, Japan, Mongolia, and Jordan. He is also often asked to be the small business spokesperson for companies that wish to reach the small business marketplace.

Finally, Steve too is an entrepreneur. He is president of the Strauss Group, Inc.: the Strauss Law Firm, Strauss Seminar Co., Strauss Syndication, MrAllBiz.com, and TheSelfEmployed.com. He graduated from UCLA, the Claremont Graduate School, and the McGeorge School of Law, and was a Coro Foundation Fellow in Public Affairs. If you would like to get in touch with him, have him speak to your group, or sign up for his free newsletter—Small Business Success Secrets!—please visit his website, www.MrAllBiz.com.






The Small Business Bible





Acknowledgments

I would first like to thank my excellent research assistant, Sydney. I would also like to thank my friends and editors at USA TODAY—Ray Goldbacher, Ed Brackett, and Matt Trott. As always, I am grateful to all of my pals at John Wiley & Sons for their support. Thank you also to my great brothers Larry and Bruddie. Finally, many, many thanks to my sweet wife, Maria, and my beloved girls, Jillian, Sydney, and Mara.






The Small Business Bible





Preface

Starting, owning, and running a successful small business is one of the great joys in life. No, there are no guarantees, and yes, there are obstacles. But, if you do it right, if you start the right small business—one suited to your strengths, one that you are passionate about, one that epitomizes your highest dreams and values, and certainly one that allows you to make a nice profit—then there is no telling how far it can take you.

This book will show you how to get there.

But be forewarned: If what you are looking for is a book that will give you the underpinnings of small business theory and expository prose about business assumptions, this is the wrong book for you. Put it down. What you will get instead in these pages are tried-and-true, real-world business tips, skills, examples, and strategies that have been proven to help small businesses grow and that can help your small business grow. Written in a friendly, easy-to-understand manner, chock-full of interesting, actual examples, The Small Business Bible, Third Edition, contains everything you need to know to have a successful, fulfilling, profitable, and enjoyable entrepreneurial journey.

This third edition greatly expands and updates what was already a very comprehensive book. As we are living through a time when both work and business are changing rapidly, this book can be your guide to what might be some uncharted territory. In this third edition, you can learn what you need to know about important topics such as:


	Social media marketing made easy

	Tapping the growing use of smartphone and app technology

	Facebook for business

	Green businesses

	E-commerce success

	Marketing and advertising today



Covering the simple to the complex, The Small Business Bible, Third Edition, allows you to easily and quickly get up to speed on any pertinent subject. Would you like to know how to create a memorable brand for your small business? It is in here. Unsure about small business accounting? Read on. Shoestring marketing? Yep, it is here, too. It is all here. The Small Business Bible covers everything you need to know, or might need to know, about starting or running a successful and enjoyable small business. It is not called The Small Business Bible for nothing.

As the longtime small business columnist for USA TODAY, I have the opportunity to interact with many small business owners. I hear their war stories and learn their secrets, and that is what I want to impart to you in this book: the best tips, hints, and ideas that I have come across. By helping you avoid mistakes, teaching you important and difference-making business strategies, and sharing what works, The Small Business Bible, Third Edition, is intended to be your one-stop shop for all things small business. If I have done my job right, yours just got easier because this book should become your indispensable business partner: a well-used, dog-eared friend that shows you the way. Thanks for taking it along with you on your entrepreneurial journey.

—Steve Strauss
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Chapter 1

In the Beginning

If one advances confidently in the direction of his dreams. . .he will meet with a success unexpected in common hours.

—Henry David Thoreau

It is a huge step. Deciding to go into business for yourself is one of the most important decisions you will make in your life. Ranking right up there with picking a partner and buying a home, becoming an entrepreneur is one of those life-altering events that will have repercussions for years to come. No, there are no guarantees, and yes, there will be obstacles. But do you know what? If you do it right, if you start the right small business—one that is suited to your strengths, one that you are passionate about, one that allows you to make a nice profit—then there is no telling how far you can go. John Nordstrom, founder of the eponymous department store, said of his roots, “I was not certain what I wanted to do. I started looking around for some small business to get into. Mr. Wallin the shoemaker suggested that we join a partnership and open a shoe store.”

Assessing Your Strengths

Not everyone is cut out to be an entrepreneur. Although there is a common perception that entrepreneurship is exciting, and indeed it is, many other words equally describe the life of the self-made small business person: nerve-wracking, liberating, difficult, challenging, time-consuming, overwhelming, fun, joyous, productive, uncertain—and that's just for starters. Any small business person could expand at length on any one of these adjectives, for all come into play to some degree or another in almost every small business, and often in the same day.

The question is not whether entrepreneurship is right for you, but rather, are you right for entrepreneurship? Can you handle the stress, the freedom, the lack of structure, the uncertainty, and the opportunity that await if you decide to start your own business? This really can't be stressed enough. There is no doubt that being in business for yourself can be great, but if you are not cut out for it temperamentally, it will be a tough road. There is no shame in this. Some people are artists and others are lawyers, some are athletes and others are homebodies, some are entrepreneurs and some are not.


Entrepreneur Defined

Various definitions of an entrepreneur:


	Dictionary.com: “A person who organizes and manages any enterprise, esp. a business, usually with considerable initiative and risk.”

	The World Entrepreneurship Forum: “Creators of wealth and social justice.”

	One successful entrepreneur (and my favorite definition): “A person willing to take a risk with money to make money.”





Which type of entrepreneur are you? To help you decide, take the following quiz. It will help you evaluate your qualifications. As you take the quiz, though, it is important to be perfectly honest. There is no point in answering the questions “right” if the answers are not true for you.

Test Your Entrepreneurship IQ


1. Are you a self-starter?


a. Yes, I like to think up ideas and implement them. (5 points)

b. If someone helps me get started, I will definitely follow through. (3 points)

c. Frankly, I would rather follow than lead. (1 point)



2. How do you feel about taking risks?


a. I really like the feeling of being on the edge a bit. (5 points)

b. Calculated risks are acceptable at times. (3 points)

c. I like the tried and true. (1 point)



3. Are you a leader?


a. Yes. (5 points)

b. Yes, when necessary. (3 points)

c. No, not really. (1 point)



4. Can you and your family live without a regular paycheck?


a. Yes, if that is what it takes. (5 points)

b. I would rather not, but I understand that may be part of the process. (3 points)

c. I do not like that idea at all. (1 point)



5. Could you fire someone who really needed the job your business provided?


a. Yes, I may not like it, but that's the way it goes sometimes. (5 points)

b. I hope so. (3 points)

c. I really can't see myself doing that. (1 point)



6. Are you willing to work 60 hours a week or more?


a. Yes, if that is what it takes. (5 points)

b. Maybe in the beginning. (3 points)

c. I think many other things are more important than work. (1 point)



7. Are you self-confident?


a. You bet! (5 points)

b. Most of the time. (3 points)

c. Unfortunately, that is not one of my strong suits. (1 point)



8. Can you live with uncertainty?


a. Yes. (5 points)

b. If I have to, but I don't like it. (3 points)

c. No, I like knowing what to expect. (1 point)



9. Once you put your mind to something, can you stick with it?


a. I do not let anything get in my way. (5 points)

b. Most of the time, if I like what I am doing. (3 points)

c. Not always. (1 point)



10. Are you creative?


a. Yes, I have a lot of good ideas. (5 points)

b. I can be. (3 points)

c. No, not really. (1 point)



11. Are you competitive?


a. To a fault. (5 points)

b. Sure, mostly. (3 points)

c. Not really, my nature is more laid back. (1 point)



12. Do you have a lot of willpower and self-discipline?


a. Yes. (5 points)

b. I am disciplined when I need to be. (3 points)

c. Not really. (1 point)



13. Are you individualistic, or would you rather go along with the crowd?


a. I like to think things through myself and do things my way. (5 points)

b. I am sometimes an original. (3 points)

c. I think strongly individualistic people are a bit strange. (1 point)



14. Can you live without structure?


a. Yes. (5 points)

b. Actually, the idea of living without a regular job makes me nervous. (3 points)

c. No, I like routine and structure in my life. (1 point)



15. Do you have many business skills?


a. Yes, I do, and those I don't have, I'll learn. (5 points)

b. I have some. (3 points)

c. No, not really. (1 point)



16. Are you flexible and willing to change course when things are not going your way?


a. Yes. (5 points)

b. I like to think so, but others may disagree. (3 points)

c. No, I have a fairly rigid personality. (1 point)



17. Do you have experience in the business you are thinking of starting?


a. Yes. (5 points)

b. Some. (3 points)

c. No. (1 point)



18. Could you competently perform multiple business tasks: accounting, sales, marketing, and so on?


a. I sure would like to try! (5 points)

b. I hope so. (3 points)

c. That sounds intimidating. (1 point)



19. Can you juggle multiple tasks?


a. Yes. (5 points)

b. I think so. (3 points)

c. I don't think so. (1 point)



20. Are you willing to hustle for clients and customers?


a. Sure. (5 points)

b. If I have to. (3 points)

c. I would rather not. (1 point)



21. How well do you handle pressure?


a. Quite well. (5 points)

b. It's not my strongest trait, but I can do it. (3 points)

c. Not well at all. (1 point)





Scoring


80–100: You have both the temperament and the skills to become an entrepreneur.

60–79: You are not a natural entrepreneur but may become one over time.

Below 60: You would be wise to think of another career besides self-employment.



So there you have it. Not only should this quiz help you understand your Entrepreneurship IQ, but also it should give you some insight into the traits and characteristics of a successful, self-employed businessperson: driven, hardworking, creative, energetic, resourceful, confident, and flexible.


Steve Jobs on Entrepreneurs

“I'm convinced that about half of what separates the successful entrepreneurs from the nonsuccessful ones is pure perseverance.”



If this describes you (or a close approximation of you), then the next question is, where do you go from here?

Risk Tolerance

The quiz that you just took was intended to help you gauge your Entrepreneurship IQ, as well as to show you the traits required to start your own small business. Yes, you will need some business savvy and self-confidence—that's a given. Being creative and hardworking are equally important. But of all the necessary traits, the one that you must have in abundance is a tolerance for risk, because starting your own small business is a risk.

Borrowing money, setting up shop, trying out new ideas—these are all tasks that, although fun and exciting, are also inherently risky. There are no guarantees that your idea or plan will fly. Certainly the goal of this book is to make sure it does, but no matter how much you study and learn, there will always be an element of risk in being an entrepreneur. Would you have it any other way? If your answer is “no,” then you definitely have the right stuff. If it is not, if the idea of taking a big risk scares you more than it excites you, then you need to consider carefully whether starting your own business is the best choice for you.

Throughout this book, I will be sharing with you the traits of exceptional small businesses so that you can see what the best of the best do. Here is the first one, and it is good news: great small businesses work to reduce their risk as much as possible. They work at covering every angle so that the risks they take are prudent, calculated risks. Here are a few ways to minimize risk:


	Know your numbers. I can't tell you how many entrepreneurs I meet who are in over their heads because they had some idea or whim and dropped a bundle of money on an idea that was not fully vetted. A few years ago, I was involved in an enterprise in which one of the guys decided unilaterally, and impulsively, that the best thing the business could do was to commit to an ad campaign in a major magazine. The campaign was a bust, and the business was stuck with almost $50,000 in advertising debt. Look before you leap.

	Do your homework. Do your research. Test the waters. Think it through. Consider worst-case scenarios. Thoroughly analyzing an opportunity or idea before implementing it lessens the chance of investing too much time or money in a bad idea.

	Incorporate. If things go south, the corporate shield that protects your personal assets from corporate debts will make a huge difference. If you do not run your business as a corporation or an LLC (limited liability company), you put your personal assets at risk.

	Have enough insurance. Just as incorporating reduces your personal risk, so, too, does having adequate insurance.

	Bring in help. As entrepreneurs, we like to think we know it all, but we don't. Whether it's hiring someone to free up time for you to do what you do best, bringing in a strategic partner with contacts you don't have, or hiring consultants to figure out how you can improve, getting expert help reduces your risk and makes your life easier.



The upshot of all of this is that great entrepreneurs know their strengths and weaknesses, think ahead, and plan accordingly. That is what you will need to do, too, if you start your own small business—take a prudent, calculated, intelligent risk with a high likelihood of payoff. Just know that risk, even when it is reduced, will still be present because it is the nature of the game.


Risks

“The policy of being too cautious is the greatest risk of all.

”—Jawaharlal Nehru



The Next Step

Sometimes the idea of starting your own business can be overwhelming. What kind of business should you start? Where will you get the money? How will you find customers? These are all legitimate concerns, and they will be addressed in detail in this book. At this point, however, understand that as you drive down the street, almost every business you see is a small business that is run by someone who, at some point, had never run a business before. But those business owners learned how, found the money, found some customers, and are still around. If they did it, so can you. To join their ranks, you must be willing to do your homework.

Education

The next step is to educate yourself. Most people go into business because they love something and want to do it every day: the baker wants to own her own bakery, the chiropractor wants to start his own practice, and so on. The problem the baker and the chiropractor have is that, although they may know a lot about baking and backs, if they are like most entrepreneurs, they know little about businesses and boardrooms. They may know their specialties, but they do not know everything else that it takes to start and run a successful business. And, problematically, that “everything else” will take up a lot of their time. Marketing and advertising, sales and income taxes, hiring and firing, and so on, have nothing whatsoever to do with baking and backs.

The next step, then, is to learn about business in general. Certainly this book will be enormously helpful, and down the road, you will see that nothing beats the trial and error of actually running your own venture. But before you can get to that point, you need to have a general idea of how businesses operate.


Small Business Sites

These sites can teach you a lot about small business:


	www.usatoday.com/money/smallbusiness/front.htm

	Small Business Online Community

	Huffington Post Small Business

	www.TheSelfEmployed.com

	Business Insider

	www.SBA.gov

	www.SCORE.org

	Business on Main

	www.MrAllBiz.com





Even if you passed the Entrepreneur IQ quiz with flying colors, it is probably safe to assume that, although you may have an entrepreneurial bent, you do not know everything you need to know to become successful—which is true for most self-employed people. Therefore, you should begin to brush up on both the subjects that seem interesting to you and the ones that scare you. If finances are not your strong suit, then dig in. As a small business owner, you will inevitably wear many hats. It is not uncommon, especially at the beginning, for the founder of a company to be the president, accountant, marketing wizard, and sales force, all rolled into one. For that reason, it helps to have a broad understanding of what it takes to run a business.

It would also be smart to start reading some business magazines every month. Periodicals such as Home Business magazine, Entrepreneur, and Inc. are chock-full of easy-to-understand articles that will help make you a success.


Free Help!

I would like to really encourage you to check out my website—MrAllBiz.com. There we have all sorts of tools dedicated to helping you succeed in your entrepreneurial journey—everything from courses and CDs to webinars and free e-newsletters.



Experience

Finally, no education would be complete without some practical, hands-on experience. This can take two forms. First, say you want to open an antiques store. You would be wise to start by working at someone else's. If you already have that sort of hands-on experience in your chosen industry, then skip the rest of this paragraph. But if you have never actually worked in a business like the one you want to start, you are strongly advised to do just that. Your entrepreneurial dream can wait six months while you gain the sort of experience that will make or break your new business. Working in a business like the one you want to create will teach you things that no book could impart. It is a critical step.

Second, you need to talk to some business owners in your desired field. But remember, if you seek out entrepreneurs in your potential industry in your own town, the going may be tough—they will likely view you as a potential competitor (rightly so) and thus be reluctant to share their insights with you. Therefore, it would be much smarter to go to a nearby town, find a few businesses similar to the one you want to start, take the owners out to lunch, and pick their brains. People love to talk about themselves. Find out everything you can about their businesses:


	What do they like most about their business?

	What do they like least?

	What was the start-up cost?

	How much can you expect to make?

	Where do they advertise?

	If they were starting over, what would they do differently?



No one knows this business (whatever it is) like the owners do. You would be hard-pressed to find better, more pertinent information than the insights you can get from these small business owners, who are already doing what it is you dream of doing.

This informal “MBA” can reap tremendous benefits. By the time you are ready to start your business, you will have a thorough understanding of the risks and rewards of the area you are getting into. Doing this initial research will take time, for sure, but if you follow this plan, you can be assured that when you finally open your doors, you will have reduced your risk as much as possible, and thus your chances of success will be much greater.
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Chapter 2

Choosing the Right Business

The road to happiness lies in two simple principles: Find what it is that interests you and that you can do well, and when you find it, put your whole soul into it—every bit of energy and ambition and natural ability you have.

—John D. Rockefeller III

When it comes to choosing a small business, there are two types of entrepreneurs. The first is the person who is in love with the idea of starting a very specific business. This person may be a gardener who envisions opening a nursery or a chef who has long dreamed of owning a restaurant. The other potential small business person is someone who is also in love, not with a specific business but with the idea of being his or her own boss. As there are risks and rewards associated with each path, both warrant further discussion.

If You Do What You Love, Will the Money Really Follow?

There is a saying that goes, “Do what you love; the money will follow.” Although this is noble and possibly true, there is more to small business success than simply doing what you love. Don't get me wrong. Doing what you love is indeed the first prerequisite when choosing the right business, but it is just that—a first step.

Live with Passion

What is it that you love? In life, we tend to succeed and perform well when we are engaged in something that we really enjoy. Your business should be no different. Richard Branson did not start Virgin Music because he thought that music would be profitable but because he loved it.

What about you? By now, you know what excites you, what it is that you love most. You know what you like to do, what your passions are, what is fun for you, and how you like to spend your time. Barbara Winter, in her great book Making a Living without a Job, says that passion leads to purpose: once you get in touch with those things you are most passionate about, you can begin to create a business of purpose around those things.

That is your first assignment: deciding which of your passions you love enough to start a business around. Remember, your business will become your baby, and like any baby, it will require a lot of love, time, money, and attention if it is to grow strong and healthy. Of those resources, right now, you should be most concerned with time. Your new business will take a lot of time, so pick something that you love doing because you will be spending a lot of time doing it.

Once you know what you love enough to spend all day, every day doing it, you need to figure out what business you could start that relates to that love. Say, for example, that you love plants and gardening, and you have decided that you want to spend every day doing something related to those things. What are your choices? You could, for instance:


	Start a nursery.

	Open a flower shop.

	Start a lawn care business.

	Grow organic vegetables.

	Buy a farm.

	Start a winery.

Getting Inspired

Stuck for a business idea that relates to your passion? Google the keywords of the type of business you are interested in. You might be surprised to see how many different types of businesses other people have created around the same thing.






This is the time for one of those “anything goes” brainstorming sessions. Go for it. Write down any kooky idea that you have. No limits! There are few times in life when the stars align themselves just so and we have a chance, not only for a fresh start, but for a fresh start that is completely of our own choosing. Usually, money is tight, the opportunity passes, or something else conspires to interfere with a brand-new beginning. But if you are at a place where you are reading this and you are ready to start your own business, and you have the wherewithal to do so, and you can choose any business you want, then savor this moment, for it is rare indeed.

Although it is good and wise to let your mind roam, it is equally shrewd, afterward, to come back down to Earth. What if, instead of gardening, what you love most is nineteenth-century Flemish architecture, and you have decided to become a Flemish architecture consultant? However interesting that may be to you, and although it certainly would scratch your Flemish architecture itch, if you cannot find people who are willing to pay you for your expertise, people who are willing to buy the product you want to sell, you do not have a business, you have a bust. Be realistic—there must be a market for the product or service that you plan to offer.

Assuming, then, that you have decided to pick a business that is a passionate practicality, the last question to be answered is whether you will be able to make sufficient profit from it. There is no sense in starting a business, however much you might love the idea, if you will not be able to make a good living. One reason we go into business for ourselves is the chance to make more money.

Whatever business you want to start, then, whatever product or service you decide to sell, you have to be able to sell it at a price that is high enough to make a profit but low enough that people will buy it. It is not always an easy balance. Why do so many stores in expensive malls go out of business? Because even with a great concept, if their overhead is too high, making a profit is mathematically impossible. Before jumping into a business, you have to crunch some numbers. Do your research. How much does a small business of the type you want to start make? How quickly do they make it? (See Chapter 4, for more information on how to do this.)


Caution!

Too many new entrepreneurs fall in love with their idea and become convinced that it is the greatest thing since sliced bread. Do not make this mistake. You must strive to be as objective as possible. Do other people like your idea as much as you do? Ask around. Get feedback. Crunch some numbers. Be a businessperson. Although hunches and intuition are great, you need some objective criteria before making the leap into the land of entrepreneurship.



A Word of Warning

The bad news about starting a business is that good ideas are not very hard to come by. Again, every business you see when you drive down the street was once someone's beloved inspiration. But what did it take to turn that great idea into a successful business? How much time, effort, and money were involved? You can bet the entrepreneur who started that thriving business on the corner probably had no idea how difficult it would be to turn his vision into reality.

Finding a good idea is just the beginning—in fact, it is the easy part. The trick is being able to successfully implement that idea. That is much more difficult. As Thomas Edison said, genius is “1 percent inspiration and 99 percent perspiration.” That is as true in business as it is in science. Not only must you come up with a good idea, it must be a good idea that you can move on. That is what you are looking for.

Look around. Are there any businesses similar to the one you want to create? If not, that might tell you something. Maybe your idea is so cutting-edge that no one else has thought of it. Innovative businesses have the chance to become market leaders: Amazon.com was first, Yahoo! was first, Post-it and Pampers were first. Being first gives you something called the first mover's advantage. Simply put, by being first, you have the chance to shape the marketplace. The potential profit from such a business is enormous. The problem, as you may have surmised, is that it usually takes a lot of money to successfully create such a business. If you do not have the drive to do so, or the risk tolerance, or the capital, then you would be best advised to follow and not to lead. Later on, once you have more experience and money, you can innovate all you want, but the beginning of your small business journey may not be the best place to boldly go where no entrepreneur has gone before. Now is probably the time to learn, not to lead.

Consider choosing an idea that others have also successfully implemented. Consider the previous example: books have been written on how to start a florist shop or a nursery; books have not been written on how to tap the Flemish architecture market.

Another advantage of being a follower instead of a leader is that you should be able to find plenty of information that can be of great help to you. In our gardening example, besides books, you could go to SCORE and find some retired florists to help you. You could join a nursery association. You could read trade magazines. None of these resources would be available to you if you chose to invest your efforts in an obscure, albeit possibly fascinating, business or in some cutting-edge business in which you will need to teach consumers about your goods or services.

It is most important, therefore, that you choose a business that you are passionate about but that you can also implement successfully.

In Love with Entrepreneurship

Now we come to the second sort of entrepreneur—the individual who is more concerned with being his or her own boss than with starting a particular business. Jeff Bezos did not start Amazon.com because he was in love with books. He started it because he discovered that Internet use in the early 1990s was growing at a whopping 2,300 percent per year. Armed with that valuable insight, he analyzed the marketplace and the opportunity and concluded that the best way to tap the commercial power of the Internet was through book sales. Because it was not about the books but rather the opportunity, Bezos is the prototypical second category of entrepreneur.

There is no shortage of people who start their own business because, simply put, they want to be their own boss; that is as great a reason as any. The ability to make your own decisions, the chance to rise or fall by your own ingenuity and hard work, the opportunity to make more money, and the freedom that comes with being a small business person are some of the great joys in life. It is no wonder that many people long to start their own business. When done right, it is special.


Tony Little

If you have ever watched TV, you have probably seen infomercials starring the pony-tailed Tony Little—you know, the ones in which he sells fitness equipment. What you don't know is how Tony became the most unlikely of entrepreneurs. In 1983, when he was a Junior National Bodybuilding Champion training for the Mr. America competition, Tony was blindsided by a bus and almost killed. He suffered numerous lacerations, two herniated discs, a cracked vertebra, and a dislocated knee. His bodybuilding dreams were over.

“I went into a three-year depression,” Tony told me. But after seeing a Jane Fonda exercise video, he decided that he could do that, too. So he went to a local television station and pitched a personal training television show, even though he had never done anything like that before. The show was a hit, and a few years later, Tony met the president and founder of the Home Shopping Network. They struck a deal—if Tony could sell 400 videos within four shows, they would work together on more projects. Tony sold all 400 videos. . .in 4 minutes! He went on to sell millions of products and make millions of dollars through his network appearances and infomercials.

When I asked Tony about the keys to business success, he mentioned two things:


1. “Enthusiasm sells!” If you have ever watched one of his shows, you know that is true.

2. “There is always a way to the next level.” Tony's life and career are a testament to that.





The question is, what is the best sort of business for you to start? If you want to create a great business, a successful business, then here is a critical tip: find a business that fulfills a market need. This sentence should become your mantra. The best businesses find a need—a niche—and fill it. Do that, and almost everything else will fall into place. If you are looking for a business to start, the number one thing to discover is whether that business can sell something that people need. Figure what pain or need the customer has that you can solve.

Here are six steps to take to come to the correct decision and find that great business idea.


1.Research, research, research, and then do some more research. Your first step is to analyze both the marketplace and the opportunities that are available. Look around, find some businesses that are doing something that looks good to you, and learn about those businesses. How hard are they to create? How much money do they make? How much money would you need to start the business? The options are many, and there is no shortage of associations and websites that are ready to help you find the right business to start. Among the places you should look are these sites:


	SBA.gov—“Starting and Managing a Business”

	Startupjournal.com

	StartupNation.com

	FranchiseHandbook.com

	Money.cnn.com/magazines/business2/startups/index.html



Look for a business that catches your eye, that seems to have great potential for growth, and that is interesting to you.

2.Product or service? When it comes down to it, your business will provide people with a product or a service. Service businesses tend to be less expensive to start, as there is no inventory to buy or products to stock. Whereas product businesses mark up prices on scores of products and profit from the difference, service businesses, such as lawyers, doctors, and consultants, sell time and expertise. An initial decision, then, is which of these businesses best suits your temperament, skills, and goals.


Business Selection Dos and Don'ts


	Do be patient. A good selection process takes time and requires knowledge about the industry, marketplace, and competition.

	Do look for opportunity. As hockey great Wayne Gretzky once said, “Go to where the puck is going, not where it is.”

	Don't pick a business that is too challenging. You will be challenged enough.

	Don't pick a business that cannot compete. Find a business, a niche, in which you have some advantage—some “secret sauce”—over the competition.





3.Analyze your skills and experience. Suppose you have spent your career doing marketing for major corporations. That is an invaluable skill, and it should be tapped when deciding what business is right for you. Even if it is not a marketing business, you would be foolhardy not to choose a business that does not somehow tap into your well of knowledge and skill. Now, it may be that you are tired of doing whatever it is you have been doing, and that, in fact, is why you want to start your own business. Understandable, for sure. Just be open to the option of finding a business that gives you a leg up on the competition because of your background.

4.Consider your options. You could create a business from scratch. You could buy an existing business. You could start a franchise. You could create a home-based business. The possibilities are many. It is important to realize that there are, in fact, a variety of options when choosing a business and learning about the pros and cons of each (read those chapters in this book, research the industry, and speak with people in those sorts of businesses).

5.Narrow your choices. Once you have analyzed the market, the opportunities available, your skills and experience, and your goals, you should be able to narrow your choice down to a few types of businesses. The next step may be the most important one. You must—repeat, must—go out and find people who own and run these sorts of businesses. Theories and books are great, but nothing beats speaking with someone who lives that business every day.

6.Start your engines. Whether you want to start a business because you want to start a business or because you want to spend your time pursuing your passion, it is important to do your homework and to find a niche that fills a market need. Do that, and you are on your way.
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Chapter 3

Buying an Existing Business

Some regard private enterprise as if it were a predatory tiger to be shot. Others look upon it as a cow that they can milk. Only a handful see it for what it really is—the strong horse that pulls the whole cart.

—Winston Churchill

Starting a business from scratch is a daunting task. You must do everything right, from picking the right business, to giving it the right name, to finding the right location and lease, to getting a business license and insurance—and that is just for starters. It is no wonder that many budding business owners opt to buy an existing business.

Buying someone else's business has several advantages. First, you will not be starting from scratch; the business already exists. Second, you will not have to create “goodwill”—a favorable reputation in the community. That important aspect has already been handled by the current owner. Third, it is quicker—everything should already be in place to hit the ground running. But the main benefit of buying an existing business is that it reduces your risk. A wise man once said that an entrepreneur is “a person who is willing to take a risk with money to make money.” As I've mentioned, there is no guarantee that you will make money. A business risk, a calculated business risk, is one thing that makes being in business so fun and exciting.

But notice that I said a calculated business risk. Remember, great entrepreneurs are not gamblers—rather, they seek to reduce risk as much as possible. Another way to do that is to buy an established business. Such businesses have a track record: you can look at the books, see how much money it made during the past few years, and have a pretty good idea of how much it will make next year. You simply do not have that sort of information (or comfort) when you create a business from scratch.

First Steps

Ideally, you will look for a business in an industry in which you have some expertise or one in which your skills are transferable. You also need to consider whether you want a business that is retail or wholesale, product or service, large or small, and so forth. As I discussed in the previous chapter, it is most important to find a business that combines your interests with the ability to make a good living. Can you see yourself working in this business every day, having (for the most part) a good time? That is a key consideration.

Where to Find Businesses for Sale

There are four main sources for finding businesses that are being sold.


1.Online. If you type “businesses for sale” into your favorite search engine, you will get a list of sites that broker business sales. Also check Craigslist, under the “For Sale” category you will find a listing called “Businesses.” There are many there.

2.The classifieds. The Sunday classified ad section of your local paper will have a section called “business opportunities.” That section lists small businesses for sale and the price, location, and so on.

3.Magazines. At the back of most trade magazines, there is usually a section for business owners selling their businesses. As almost every industry has its own trade magazine, it would behoove you to pick up one and scour the classifieds. If, for example, you wanted to buy a pizza restaurant, Pizza Today magazine would be a good place to look.


Sites to Check Out


	Bizbuysell.com

	Businessesforsale.com

	Bizquest.com

	Mergernetwork.com

	Businessbroker.net

	Businessmart.com

	Bizhwy.com





4.Business brokers. Although they are not cheap, business brokers can be an excellent resource when searching for a business to buy. A good broker will have access to businesses that you did not know were for sale and can be an important sounding board—giving you feedback and background on the pros and cons of the different businesses you are considering.




Business Brokers

It is not surprising that sellers use brokers. A good business broker can bring in more qualified prospects, weed out the phonies, and garner a better price for the business.



If you are considering hiring a business broker, be sure to find out the following:


	The broker's experience. The average age of a business broker is 55, and it is not hard to understand why. Good brokers need to understand finances and financing, business valuation, sales, and so forth. You need someone with experience.

	Whether the broker is certified. Look for a broker who is accredited by the International Business Brokers Association as a Certified Business Intermediary.

	The services provided. Will the broker value the business for you? Does he or she only negotiate the deal? A good broker should be a financial advisor for your end of the bargain.




Finding a Business Broker

Need a business broker? First, look in the Yellow Pages under “business brokers.” Plenty of listings can also be found online. Type “business broker” and the name of your city into your search engine, and see what you get.



How Much Can You Expect to Make?

You know that you can take your money and make about 10 percent each year by investing in a mutual fund. If you can earn 10 percent from a passive investment such as a mutual fund, then what should you expect to earn from an active investment such as an established business? Although it is difficult to put a percentage figure on it, it is not unreasonable to assume that you should expect to make enough to cover the following:


	The business's operating expenses

	Your salary

	Your loan payments on any credit needed for the purchase

	An annual return on your capital



After that, for any business that you are serious about, you need to discover the following:


	The reasons the business is being sold. It may be that the owner is ready to retire and wants to cash out. That is a good reason to buy. It may be that the place is a dog and the owner wants to sell his or her problems. That is not a good reason to buy. Although you can expect the owner to paint the rosiest picture possible, he or she cannot legally lie, as that is fraudulent and reason to void a contract. So do your homework. Get some referrals from the owner and call them. Get some trade references and call them. Speak with neighboring businesses. Find out all you can about the business.

	The competition. Who are the competitors? How does the current owner deal with them? What competitive advantages would you have if you bought the place?

	Whether there are nontransferable intangibles. Some businesses succeed because of the owner—he or she has fantastic contacts, special skills, an “in” somewhere, that sort of thing. You must be sure that you can run the business as successfully when you become the boss.

	Whether there are any pending changes. Is the neighborhood stable? Does the government or your potential competitors have any plans for the area?

	What needs to be changed. Are the facilities in good condition? Is the decor dated? How is the plumbing and electricity? You certainly do not want to buy the place and then be stuck with major expenses. For this reason (as with a home purchase), any offer you make should be contingent on a successful inspection of the premises.

	Profitability. The reason you are looking at an established business is that you want to be able to project your profit and return with some accuracy. The only way to do that is to dig into the books with your accountant. Ideally, you want to see an audited set of books going back at least two years.




Business on a Shoestring

Do you want to buy a business but lack the funds to do so? Then be sure to read Chapter 18 and check out my site, MrAllBiz.com.



Of course, the $64,000 question is the price. How do you know what is a fair price for the business?

Business Valuation 101

When it comes to valuing a business, you should consider three basic questions:


1.What does the business own?. Clearly, a business that has invested a lot of money in assets over the years is more valuable than a business that has not. Assets can take many forms: trucks, equipment, contracts, intellectual property rights, “goodwill,” and plenty more. Sellers tend to overvalue goodwill, and buyers tend to undervalue it. It is important, then, to realistically analyze the value of the business in the community.

2.How much does the business earn?. Again, the same principle applies—a business that makes a profit of $100,000 a year is much more valuable than one that nets $35,000.

3.Are there any intangibles to consider?. What makes the business unique and profitable? Does it have a great location, a favorable lease, fantastic employees? These are the last things to consider.



These factors should be taken into account and used to determine the value of a business. There are three ways to go about calculating business value. The first is called price building. The second method is called return on investment. The third is the multiplier.

Price building is a valuation method that simply looks at the hard facts—assets, goodwill, leases, real estate, and so on. Essentially, what you do here is list every asset and give it a dollar value. For example, it might look like this:


Bill's Machinery Rentals

Real estate: $125,000

Equipment: $40,000

Inventory: $25,000

Goodwill: $10,000

Total: $200,000



A price of $200,000 may or may not be right for this business. Although it is hard to say, the price builder method indicates that it is (assuming the foregoing numbers, of course).


Business Valuation

Want some help valuing a business? Try visiting Bizcomps.com and Bvmarketdata.com. FastBusinessValuations.com offers a cool, free business valuation tool.



Return on investment (ROI) looks at the business profit per year to help the buyer see the percentage return on his investment. For example, say that Bill's Machinery Rentals is asking $200,000 for the business. Is that fair? Using the ROI method, we would see:


Net profit: $100,000

Business sale price: $200,000

ROI ($100,000/$200,000): 50 percent



Using this method and these numbers the buyer would be getting a 50 percent return on his investment in a year. There are few investments out there that would allow a 50 percent ROI. Thus, a higher price for the business is probably in order.

The last method is the multiplier. Using this method, you would again look at the earnings, but you would then multiply those earnings by some factor—it varies depending on the industry—to get a final price. A factor of 3 would result in a $300,000 asking price. Of course, the battle is what that factor should be.

Yes, all of this is complicated, and that is why hiring a business broker makes a lot of sense. Although you will pay a decent commission, it may be worth it to ensure that you get a good business at a fair price.

Getting Ready to Close

Aside from pouring over the books, your due diligence will take you on one or more tours of the actual premises. Peek into the nooks and crannies. By this time, you should be aware of both the positives and the negatives of the business, and you should get your questions about the problems answered. Remember that no business is perfect—your job is to decide whether the benefits outweigh the burdens and whether the obstacles can be overcome.

Once you have found a business that you really like, your vetting process must include a final analysis with your lawyer and accountant, even if you have hired a broker. Leases and financial statements are best left to the experts. Speak with customers and suppliers whenever possible. Once your team has concluded that the business is viable, it is time to negotiate a final price and get set for closing.

As you negotiate the final deal, consider adding these provisions to the contract:


	Link the sales price to customer retention. Much of what you are buying is the existing customer base. But the clients, especially in a service business, may be more committed to the seller than to the business. Therefore, see whether you can link the purchase price to the number of customers who stay.

	Have the present owner stay for a while. This can help with the transition, as well as customer retention. You will pay him or her a consulting fee, but it is usually worth it.
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Chapter 4

Understanding Your Potential Market

We don't want to push our ideas on to customers, we simply want to make what they want.

—Laura Ashley

This may be the most important chapter in the whole book. Why? Because everything else, from selecting the right business and marketing it to growing and even eventually selling it, hinges on having an accurate understanding of your market. Get this piece of the foundation wrong, and a lot more will go wrong—but get it right, and the world can be your oyster.

The Need for Market Research

You may be anxious to get started, but you cannot start, not just yet. What you need to do instead is sit back, do your research, and think. It may be that your idea is a winner, but then again, maybe it is not. The key is to analyze your idea and the market for it, and then make sure that you are not the only one who thinks you have a great business idea. A hunch simply will not do. You need hard facts.

Sure, there are businesses that start without going through this step, and yes, some may succeed—but if they do, it has more to do with luck than skill. One purpose of this book is to take luck out of the small business success equation as much as possible. Remember, great entrepreneurs endeavor to reduce their risk as much as possible. Is quitting your job and starting a business fun and exciting? You bet. But you simply cannot do that without having a fairly accurate idea about what your small business is going to be, who your customers will be, why they will buy from you and not someone else, and how much money you can reasonably expect to make. Learn that, and quitting your job becomes much less risky.

The bottom line, then, is that market research is critical. Before you quit your job, before you put your hard-earned money and precious time into an untried business concept, before you risk your and your family's future, it is imperative that you do the work to make sure that your idea is feasible, and if it is not, you must learn what you need to change to make it so.

Find a Need and Solve It

It seems deceptively simple: if people are willing to pay for the product or service you want to sell, your business has a very good chance of success. But this begs the question—are they? Are there people who want or need what you have to sell? What will they pay for it? Why would they choose you? Will your idea fly? If there is no one around who wants your proposed product or service, your business will fail. So before you decide on a business, before you choose a name or get a business license, before you tap your 401(k) or credit cards, you must do your research.


Success Secret

Want to know the secret of successful capitalism? It is amazingly simple. People will pay you to fulfill their needs or solve their problems. If you can solve a problem better than anyone else, you will make a lot of money. The catch is figuring out what your customers’ needs are.



Is there a market for a coffeehouse in your neighborhood? Why will people choose you over Starbucks? What can you offer that it does not? Market research will tell you. Analyzing the market and industry is a way to gather facts about potential customers and to determine the demand for your product or service. The more information you gather, the greater your chances of capturing a segment of the market. That is why you need to know your potential market before investing your time and money in any business venture—so you don't waste that time or money on an ultimately bad idea.

Is Your Idea Feasible?

The problem for many entrepreneurs is that they fall so much in love with their idea, they become so convinced that it can't miss, that they skip the feasibility analysis stage. Rather than thinking, they start executing. More often than not, such endeavors end with a pile of bills and a hill of broken hearts.

The Three Cs

To avoid that unenviable fate, you need to conduct a thorough analysis of what I call the “three Cs” of your new business: your company, your customers, and your competitors.


	What is your company going to do? What products or services will it provide? How big or small will it be? Retail or wholesale? Where will it be located? How can you best position yourself?

	Who will your customers be? Will you be selling to other businesses or to individuals? Are your customers going to be young or old? Poor or affluent? Men or women? Blue or white collar? How big is the market? What do your potential customers need? Why would they buy it from you? What do they want and will they pay for it? How can you get them to change vendors? How can you reach them? What do they read and watch? The more you crystallize your thinking, the more specific you are about who you are trying to reach, and the more you know about that market, the greater the chance that you will be able to find and entice them to patronize your business.

	Who will be your competitors? What are they doing right and wrong? What are their strengths and weaknesses? How can you capitalize on their weaknesses? Why would their customers leave and come to you? Can you undersell them? Do you want to?




Evaluating a Business

Princeton Creative Research has developed a great checklist for evaluating business ideas. Answer the following questions to evaluate your potential business or product:


	Have you considered all the advantages or benefits of the idea? Is there a real need for it?

	Have you pinpointed the exact problems or difficulties your idea is expected to solve?

	Is your idea an original, new concept, or is it a new combination or adaptation?

	What immediate or short-range gains or results can be anticipated? Are the projected returns adequate? Are the risk factors acceptable?

	What long-range benefits can be anticipated?

	Have you checked the idea for faults or limitations?

	Are there any problems the idea might create? What are the changes involved?

	How simple or complex will the idea's execution or implementation be?

	Could you work out several variations of the idea? Could you offer alternative ideas?

	Does your idea have a natural sales appeal? Is the market ready for it? Can customers afford it? Will they buy it? Is there a timing factor?

	What, if anything, is your competition doing in this area? Can your company be competitive?

	Have you considered the possibility of user resistance or difficulties?

	Does your idea fill a real need, or does the need have to be created through promotional and advertising efforts?

	How soon could the idea be put into operation?
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There are two possible outcomes of this research. Either you will discover that there is a need for your service, or you will find there is not. All is not lost if it is bad news. It may be that your idea simply needs to be tweaked.

This is what happened to Dave. A computer programmer, Dave decided that he would rather be a small business owner. He looked around, thought about his likes and dislikes, and decided that he wanted to buy a café. He found one that he liked and began to research the area, the competition, the clientele—everything. His research led him to the conclusion that this particular café might be a loser because the lease was not long enough and the drive-by traffic not abundant enough. Undeterred, he started over, found a better café with features that he liked, bought it, and ended up in a business that was not only enjoyable but also provided him with a good living.

Take Two

Before you abandon your idea altogether, see whether you can make it work. Those moments of clarity in which great ideas materialize are not to be dismissed lightly. Insights are valuable, and often you need only track down the right research to figure out how the puzzle pieces may fit together.

The key, once again, is to divorce yourself as much as possible from your love of this idea and to view it as objectively as possible. Put on your skeptical hat and put away those rose-colored glasses. What you need now is 20/20 vision.

Where to Find the Information You Need to Know

There are many resources available that can help you track demographic data, learn about your intended industry, uncover vital information about your potential competition, see whether there is a market for your proposed business, and generally plot your course. Here are your best bets.

Trade Associations

Every industry has a trade association connected to it, and these groups offer a wealth of information. Find groups associated with your idea and contact them. Explain what you are doing and ask about survey data and research reports that are available. Get copies of their publications. Ask whether they have a start-up resource kit available—many do.

Trade Shows

Consider attending the leading association trade show. These shows will put you in touch with hundreds of like-minded individuals—people who are already successfully doing what you want to do. Meeting them and picking their brain can:


	Save you a lot of time

	Tell you exactly who your customers will be

	Provide experienced feedback about your plans

	Let you know how much it should cost to start your business

	Give you a fairly accurate idea about how much you can expect to make

	Warn you of potential pitfalls

	Save your from overly optimistic plans



Trade Magazines

Each industry usually has one or more trade magazines that may or may not be published by the leading trade association. Find the magazine for your industry and get several back copies. You should be able to notice industry trends, mistakes to avoid, potential costs, and much more.

Websites

Aside from the websites mentioned previously, here are a few more that may be helpful at this stage of your entrepreneurial journey:


	www.census.gov: The U.S. Census Bureau offers a lot of free demographic data.

	www.uschamber.com: The U.S. Chamber of Commerce, as well as your own local chamber of commerce, has plenty of resources for new start-ups.

	www.tsnn.com: This is a searchable database of trade shows worldwide.

	www.sba.gov/sbdc: Small Business Development Centers (SBDCs), run with the Small Business Administration (SBA), offer low-cost help to entrepreneurs. You may also find www.SCORE.org a valuable research resource.

	www.inside.com: The home of American Demographics, a monthly magazine that offers information on consumer trends, and analysis. This is a pay service.

	www.hoovers.com: Hoover's offers business and industry data, as well as sales, marketing, business development, and other information on public and private companies. This is a fee-for-content site.

	www.marketresearch.com: This site offers over 300,000 market research articles from more than 700 publishers, categorized by industry.



Social Media

Social media is a fantastic tool for conducting free market research. For example, on LinkedIn or Facebook you could join groups related to your prospective business, meet people already doing that business and people already succeeding in that industry, and learn what you need to learn. By searching on Twitter you can also find people in any industry. Connecting with these folks can be invaluable and costs you nothing but time.

Interviews and Experiential Research

Reading is great, but nothing beats actually talking with people who are associated with your potential business. There are two groups of people you need to meet and interview:


1.Potential customers. Finding customers for your potential business is not the easiest task in the world, but it must be done. You need to find and meet people who would be willing to pay for the product or service you want to provide. Find out what they like and dislike about their present provider, why they might change, and what would cause them to change—lower prices, a better location, more personal service, or something else.

2.The competition. No one knows your potential business better than people who are already running similar businesses. Become their customer, shop at their store, or use their service. Analyze their strengths, weaknesses, and profit potential.




Stealth Market Research

Looking to find and interview potential customers? Consider going to a competitor's place of business and parking outside unobtrusively. Do not interfere with the business. Simply have a short questionnaire ready and ask people for five minutes of their time. Find out what they think of the business, what they like and dislike, and what they think could be improved.



Hire Some Experts

Find a good MBA program in your area and learn whether it participates in the Small Business Institute program. This program, run by 250 business schools nationwide, assigns graduate students to intern projects, such as market research. For a nominal fee, or no cost, you may get a great team to do some quality research for you. For more information, contact the Small Business Advancement National Center at (501) 450-5300 or SBAER.uca.edu.


Libraries

Of course, librarians are still the keepers of the research key and they can show you where to find plenty of free information. But here is something extra: The Internet-Plus Directory of Express Library Services: Research and Document Delivery for Hire, by editors Steve Coffman, Cindy Kehoe, and Pat Wiedensohler, lists 500 libraries nationwide that provide low-cost research services that you can tap into.



Create an Online Focus Group

How do Fortune 500 companies and presidential candidates know which commercials to run, products to pitch, or ideas to share? They use focus groups. A focus group is a group of people who are shown a product or given an idea and asked to comment on it. Find an online discussion group or forum for your industry and ask your questions there.

And again, as indicated, you can do the same thing using social media. All you have to do is ask your networks. Another option would be to post a poll to various groups and tally the results.

Telemarketing and Phone Research

Telephone research is a fairly inexpensive method, costing about one-third less than personal interviews. Using this method, you would hire a telemarketing firm to conduct a survey of a random sample of respondents. The costs associated with this method include the fee for the telemarketer, phone charges, preparation of the questionnaire, and analysis of the results.

Here are some tips when using this technique:


	Tell the interviewee up front how important his or her response is to you and that it will be a short interview (between 5 and 10 minutes).

	Avoid pauses as the respondent's interest drops.

	Keep the questions short and interesting.

	Make the survey answer options consistent.

	If you get more than 250 interviews, you are nearing a good sample.



Direct Mail

Direct mail questionnaires are also inexpensive when using bulk mail, but the response rates are usually less than five percent. The main costs of this method relate to printing of the cover letter and questionnaire, envelopes, and postage.

To increase your response rate, try these ideas:


	Include a congenial letter that explains what you are looking for and why.

	Keep your questions short.

	Limit the length of the questionnaire to two pages.

	Address the letter to a person, not to “occupant.”

	Address the letters by hand (tiring, yes, but also effective).

	Include a self-addressed stamped envelope.



Putting It All Together

After conducting all of this research, sit down, sift through it, and analyze the data. You need to get a clear idea of the strengths and weaknesses of your plan. Either you will conclude that there indeed is a market for your proposed business, or you will find there is not. If not, then it is time to go back to the drawing board. Either way, when you start your business, you will have a much better idea about what it will take to succeed, who you are going to be selling to, and what it is they want.
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Chapter 5

Calculating Your Start-up Costs

Nothing splendid has ever been achieved except by those who dared believe that something inside them was superior to circumstance.

—Bruce Barton

Now we get down to the nitty-gritty. Having come up with an idea that works for you—financially, emotionally, intellectually, marketwise, or however else you define it—the next step is to figure out what it will actually cost to start that business and what level of sales you will need to achieve to sustain it.

Assumptions

Figuring out your start-up costs and potential sales is a matter of making educated assumptions. In the last chapter, I suggested that you do a lot of research, much of which will come in handy here. What will it cost to start a business like the one you envision? The numbers you input here will help you figure out how much money you will need and can make, and they will apply equally to the business plan that you will write (explained in the next chapter). You will incur many expenses when starting a business from scratch. Some of these will not be encountered again—the cost of incorporation, security deposits, that sort of thing. Others are ongoing expenses—marketing materials, rent, and so on.

Calculating these costs is a four-step process. The first three steps help you understand how much money you will need for initial start-up costs, the purchase of assets, and monthly expenses. The fourth step helps you understand your potential sales and how much money you will need to break even and earn a profit.

As you calculate these expenses, a word of caution is in order: be conservative, both in your analysis and when it comes time to actually purchase these things. Cash is the lifeblood of any business, but especially a new business. And, as a new business, you won't have the sales or experience to create a steady cash flow to replace what you will be spending. Don't blow it. Don't spend too much. Buy used. Buy from eBay. Horde your precious, precious capital.


“A business has to be involving, it has to be fun, and it has to exercise your creative instincts.”

—Richard Branson, founder, The Virgin Group



Step 1: Calculating Start-up Expenses

Put a realistic dollar figure next to each category:


Creating your legal structure (sole proprietorship, partnership, LLC, or corporation): $

Accountant: $

Building out the space, decorating, and remodeling: $

Licenses and permits from city or county: $

Stationery and logos: $

Marketing and sales materials: $

First month's rent and security deposit: $

Insurance: $

Telephone and utility deposits: $

Signs: $

Internet and website: $

Other: $

Total: $



Step 2: Purchasing Assets

What kinds of assets will you need in order to open your doors?


Real estate: $

Furniture and fixtures: $

Equipment and machinery: $

Trucks and autos: $

Inventory: $

Supplies: $

Other: $

Total: $



Step 3: Ongoing Monthly Expenses

Keep adding—and yes, these numbers can be daunting. But the fact is, starting a business is a fairly expensive proposition. That is why it is so important to be smart and frugal. In this section, you will calculate what it is going to cost to run your business in a typical month.


Rent: $

Utilities: $

Payroll: $

Owner's draw: $

Supplies: $

Insurance: $

Transportation: $

Shipping: $

Legal and accounting: $

Advertising and marketing: $

Inventory: $

Taxes: $

Debt repayment: $

Working capital: $

Other: $

Total: $



Now what do you do? Multiply the last total by 6. That will tell you how much money you need to run the business for six months. Then, add it to the totals calculated in Steps 1 and 2. This will tell you how much money you need to open your doors and to stay in business for six months. It is ideal to have a minimum of six months’ working capital in the bank before you start.

Here's an example:

Perry's Pizza Parlor


Step 1. Total start-up expenses: $22,000

Step 2. Assets to be purchased: $15,000

Step 3. Ongoing monthly expenses: $10,000



Start, then, by multiplying the ongoing monthly expenses total (Step 3) by 6—even that is optimistic, as it will likely be more than six months before your revenues will be consistent. The total is $60,000. Adding $22,000 and $15,000 (Steps 1 and 2) to that number, we see that Perry's Pizza Parlor should ideally have $97,000 to get up and running.

Note that I said ideally. Not all businesses will have six months’ worth of working capital in the bank before they open their doors. Oh well. Although six months’ worth is ideal, life and business are not always ideal, and if you will have less than that, it is still possible to make a go of it—it will just be more difficult. Starting a new business is challenging enough, but having a cash crunch from the get-go makes it that much harder. The six-month figure is intended to give you enough of a cushion to get started, open your doors, create some sales, and move forward.

Now the question is, how much pizza will Perrys need to sell to make a profit?

Step 4: Calculating Monthly Sales

Your previous research will tell you how much you can expect to make in this business. The numbers calculated in the preceding steps (especially ongoing monthly expenses) will give you a break-even threshold of sales that you need to achieve. Perry's Pizza, for example, must gross at least $10,000 a month to break even. That means it must earn $333.33 a day. If an average pizza dinner is, say, $30 a table, then Perry's must serve at least 11 tables a day to break even. Anything above that figure is profit that can be earmarked initially to pay off the start-up costs.

Although 11 tables a day may seem doable, it will likely take a while for the restaurant to achieve that level of sales. Building a name and reputation takes time. It is far more difficult and expensive to create a new customer than it is to keep an existing one; the problem for new businesses is, of course, that they have no existing customers, so all customers take effort. Having enough money in the bank before you start means that you will have the time necessary to build and grow your start-up.

Thus, it is reasonable to assume that it will take at least six months before Perry's, or any business, begins to make a consistent profit.


“Reduce your plan to writing. The moment you complete this, you will have definitely given concrete form to the intangible desire.”—Napoleon Hill, Think and Grow Rich



Finding the Money

In our example, Perry's Pizza should have almost $100,000 in the bank before the doors open. Where will Perry's owner find that kind of money—where will you find that kind of money? The next chapter will explain how to write a business plan that can get you the funding you need, and Chapter 8 will show you where to shop that plan.

I would also strongly suggest you check out one of my recent books, Get Your Business Funded: Creative Methods for Getting the Money You Need, in which I discuss this issue at length. I share 25 different and creative ways to get the money necessary to start a business. The money is there; you just need to know where to look.
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Chapter 6

Writing a Winning Business Plan

Setting a goal is not the main thing. It is deciding how you will go about achieving it and staying with that plan.

—Tom Landry

Having decided on a business that seems both emotionally and fiscally right, the next step is significant: you need to draft a business plan. All of the research that you have done up to this point will now be needed. Maybe you think that you do not want to write a business plan. That is understandable. Writing a business plan is a lot of work. In it, you analyze what you are going to do and how you plan to do it. You crunch the numbers and dissect the competition. You scrutinize risk and ponder reward. It takes a lot of thought and research. So yes, business plans are work, and you may, in fact, be the only person who ever reads yours. But if you are going to create a great small business, one that exemplifies your values and earns a fine profit, then writing a business plan is vital.

The Road Map

Pilots would never fly from Seattle to Miami without a detailed, well-researched flight plan. The flight plan helps them figure out how they will get from one place to another. It tells them how much fuel they will need, what important landmarks to look for, and how long it will take to get there. It is their blueprint for a successful trip.

Your business plan is your version of a flight plan. It is your blueprint for a successful trip. Creating a business plan forces you to carefully think through your proposed business. It will detail how much money you need to get started and stay aloft, and it will help you understand how to deal with the competition. Writing a business plan will sharpen your marketing ideas, help you understand projected costs and sales, and much more. By analyzing your business thoroughly—both the things you know well and those you do not—you will be forced to really figure out what you are getting into and what it will take to succeed. It is your road map for a prosperous, rewarding journey.

Creating and using a business plan also:


	Helps you avoid pie-in-the-sky projections

	Allows investors and lenders to analyze whether your proposed business is worth their investment dollars

	Helps you identify your market and competition

	Allows you to understand your business better




Business Plans and Established Businesses

Because a business plan projects where the company expects to go over the next few years and how it plans to get there, it can also be an important tool for established businesses. It lets them know whether they are on or off course. Smart businesses create, use, and revise business plans as necessary.



There are two major downsides to not having a business plan. First, without one, your enterprise will be a gamble. It may succeed; it may fail. Who knows? Certainly not you, that's for sure. A well-researched business plan reduces the risk of failure. Second, without a plan, you will never attract an investor. If you require outside funding to get your business started, any investor will want to see your business plan. Whether you plan to approach a bank, an angel investor, or a venture capital firm, a business plan is a prerequisite for obtaining funding.

Business Plan Elements

What exactly goes into a business plan? Appendix B directs you to a model of a complete business plan. Generally speaking, a typical business plan will contain certain standard elements, although not necessarily in this exact order.

Title Page

The title page should include the name of the business, a logo if you have one, the owner's name, the business address and phone number, e-mail addresses, and the business website if you have one.

Executive Summary

The executive summary is the single most important part of your business plan. It is the “greatest hits” of the plan, and it is vital because it is the part that investors will focus on. If they like the executive summary, they will read more, but if they do not, all your hard work will be for naught. If you do not capture the reader's attention immediately with a dynamic executive summary, you've blown it.

The executive summary describes the main points of the plan. Even though your business will be described in detail later in the plan, a crisp three- or four-page introduction captures the attention of potential investors or lenders. It should explain what your business is, who your market is, what is different about your business, why this is a good time to undertake this venture, and why this is a unique opportunity. In addition, the amount of money being sought should be addressed.


Write the Executive Summary Last

Because the executive summary is so important, consider writing it last, after you have thought through the entire plan.



Table of Contents

Next comes a table of contents that lists the section titles and page numbers.

Business Description

In this section, describe exactly what your business is going to be and how you see it growing. Include a description of the products or services you will be selling, your market niche, and so on. Explain how the product or service you will be offering is different from other options on the market.

You also need to show that the market you are planning to tap is large and, ideally, growing. If yours is a local small business, say, that pizza restaurant, then you will need to explain why there is a demand for this type of restaurant in, for example, a 10-square-mile radius. If yours is a national business or an Internet business, then you will need to identify national needs for your services.

You must accurately define the target market for your business. In the case of our pizza restaurant, there may be 20,000 people in the area who would be willing to patronize this type of restaurant. This is called the feasible market. You must determine what your share of that feasible market will be. This is called your market share.

You must also explain what legal form your business will take: sole proprietorship, partnership, LLC, or corporation.


Make It Yours

Make the business plan yours. Write it in your voice, expressing your passion. Experts can smell a prepackaged, ghostwritten business plan a mile away.



Management

It is impossible to overestimate just how important your management team is to potential investors. Banks and other lenders take seriously the background and experience of the team you have assembled. Obviously, if yours is going to be a solo small business, then you need to document your own skills and abilities. But if you need others to help you run the business, you'd better have a good team in place—and if you have not yet put a team together, now would be the time to do so.

What sort of team, you ask? You may need a director of marketing, an attorney, an accountant, a director of operations, or a director of sales. It all depends on the sort of business you have in mind and what is needed to carry out your vision. Whatever it is, it is important to create a team of qualified people who can impress the top brass. In this section, then, you will list your team members and outline their backgrounds and responsibilities in the business.

Industry Description

This section is where all of your background research—analysis of your ideas and so forth—should be summarized. The information you learned from trade associations and magazines, websites and books, and interviews and meetings can be covered here. Discuss macroeconomic trends and other relevant economic indicators.


Business Planning Software

You do not have to draft a business plan from scratch, and it may not even be a good idea to do so. The model business plan found through Appendix B, for instance, is provided courtesy of Palo Alto Software, using Biz Plan Pro, a very good and easy program to use (and what many consider to be the best business planning software out there, myself included). But even if you do employ a software program, be sure to use your own language and make the plan yours as you write it.



Competition

Include all pertinent information about your competitors, including the length of time they have been in business, their locations, and their average annual sales. How will you beat the competition? Will you offer a better location, greater convenience, better prices, later hours, better quality, better service, or some other advantage? Analyze the following:


	What they do right and wrong

	How customers’ needs are and are not being met by your competitors

	How you will lure their customers away



Marketing Strategy

How will you position your goods or services in the market? Are you going to cater to an upscale clientele, other businesses, or another set of customers? What will your pricing strategy be? How will you promote your business? What sort of advertising and marketing do you propose? These are the sorts of questions you must answer. If you already have contacts or contracts with clients, they should be mentioned here as well.

Sales Forecast

When making a business plan, it is important to avoid numbers pulled from out of the blue. Make no mistake about it—you will be tempted to throw in some unrealistic numbers. Why? Because one reason for creating a business plan is to get funding, and one way to get funding is to show your potential for explosive growth, so you may be tempted to create numbers to back that up.

But it is a mistake to do so, for two reasons. First, sophisticated investors and lenders can see through phony numbers, exposing you as a novice, and novices with bad numbers do not get funded. Second, even if your business plan is for your eyes only, inflated numbers can only lead to unrealistic expectations, which, in turn, can lead to business failure when you run out of money before you thought you would.

So you have been warned. It is much wiser to deal in reality, especially when making assumptions about your sales. You need to figure out how much you can expect to sell in the next few years. Yes, of course, you do not know right now, and you will be making some assumptions. All I am saying is that when doing so, err on the side of caution. Be conservative. If you sell more, great. If not, at least your plan served its purpose and warned you. Your honest sales forecast should contain the following figures:


	Monthly forecast for the coming year, both in dollars and units sold

	Annual forecast for the following two to four years, both in dollars and units sold

	The assumptions on which you have based your forecast



Where do you get this information? Time for more research! Analyze potential competitors. Consider their sales, traffic patterns, hours of operation, busy periods, prices, quality of their goods and services, and so forth. If possible, talk to customers and sales staff. Estimate as specifically as possible what your competitors make in a given month. Your sales forecast can be based on the average monthly sales of a similar-sized business operating in a similar market. Second, tap your trade associations and magazines to get an idea of what a typical business in your industry can expect to make.

Estimate your sales, but estimate conservatively. Yours is not an established business but a new start-up. It is highly unlikely that your sales will be as robust as an established competitor for at least a few years.

Finally, include in this section your sales strategy (sales objectives, target customers, sales tools, sales support), distribution plan (direct to public, wholesale, retail), and pricing structure (markups, margins, break-even point).

Financial Analysis

Here you will use your previous analyses to explain how much it will cost to get your business up and running and how much it will cost to keep it going. You will also explain how much money you are asking for and how it will be spent. This section will be based on several financial spreadsheets: balance sheets, profit and loss statements, and cash flow projections. Here again, you will be making financial assumptions, and these assumptions can make or break your business. If you do not understand financial planning, you need to learn it or hire a professional to help you. It is that important.

This financial analysis is often the most difficult part of a business plan for small business people. It is easy to wax poetic about your great idea and how it will make the gang rich. But putting real numbers to those projections is hard work. Even so, you have to do it. You have to crunch some realistic numbers to go along with your realistic plan.


Accounting Software

Computer programs can be of great assistance when it comes time to analyze your business's finances.



Start with an income and expense statement. It is what it sounds like—a projection of income and expenses. It should include an opening balance sheet, detailed income projections, operating expenses, and a financial forecast for the next year of operation and for the following two years. It should also include a cash flow forecast of inflows and outflows on a monthly basis for the next year.

Where do you get this information? The usual suspects: competitors, suppliers, trade associations, chambers of commerce, websites, and trade publications.

Next you will need to include a profit and loss statement. This is a summary of your projected business transactions over a period of time. It explains the difference between your income and expenses.

Café Coffee

Projected Profit and Loss Statement




	Projected Income, Fiscal Year 1
	$187,900



	Projected expenses
	



	Cost of goods sold
	$76,300



	Labor
	$33,700



	Bank fees
	$250



	Equipment
	$4,900



	Insurance
	$2,800



	Marketing
	$6,200



	Postage and shipping
	$1,200



	Phone
	$2,400



	Printing
	$1,900



	Supplies
	$7,200



	Taxes
	$6,800



	Projected total expenses
	$143,650



	Projected net profit
	$44,250






Tip: A profit and loss statement is also known as a P&L statement or an income statement.



The balance sheet of the business is a snapshot of the venture at a particular point in time. It should include a projection of assets and liabilities.

The cash flow statement shows how much cash your business will need, when, and where it will come from. For example, how much inventory will be required, and what will it cost every month? The cash flow statement is important because it forces you to look realistically at the bottom line and determine whether you are going to make enough money to handle your debts.

The financial analysis section of your business plan should also analyze the use of any loan proceeds you are seeking, including the amount of the loan and the term. Finally, you need to disclose your financial situation and how much you will be personally contributing to the venture.

Exit Strategy

Your business plan should conclude with a proposed exit strategy. Your strategy may be a sale of the business or retirement.

Appendix

The appendix should contain the following elements:


	Substantiation documentation and articles of interest

	Names and contact information for your references

	Name of your present bank

	Names of your lawyer and accountant

	Personal net worth statement

	Letters of intent (possible orders, letters of support)

	Insurance coverage (policies, type, and amount of coverage)



The Bottom Line

Writing is rewriting. Your business plan is no different. You will need to write it and rewrite it. But it is a healthy process that will give you a much better understanding of your business, what it will take to succeed, and what risks to expect. It will be a lot of work, but it will be worth it. Either you will get funded, or, at a minimum, you will have learned a great deal about how to make your business fly. Either way, you win.
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