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FOREWORD

by Peter Shea

 

 

 

 

When we first published our Start Your Own Business in 1998, we thought it would make a great reference for people who wanted to be their own boss. We offered advice on what steps to take, and what pitfalls to avoid. The book offers common sense approaches to a wide range of challenges facing the new entrepreneur, drawing solutions from the successes and failures of others.

Start Your Own Business has been a phenomenal success. With more than 400,000 copies in circulation through four editions, it’s the best-selling business startup book of all time. Business is affected by everything from advances in social marketing to the iPhone, from law changes governing entrepreneurs to the impact of Google on building a customer base. These are fascinating, and exciting, times for the independent business owner.

There’s no doubt that the recent recession has created the most challenging business environment in generations, affecting everyone from the self-employed to General Motors. While most people might see such a sour economy as a mountainous barrier to success, the true entrepreneur sees the opportunities, and navigates the passes through to the other side. Even in economic downturns those with vision, and drive, can thrive.

With that in mind, I welcome you to the fifth edition of Start Your Own Business, updated with insights on the latest trends—including an entirely new chapter on social media and how to make it work for your business. We’re also offering a somewhat longer view of what it takes to succeed. Earlier editions focused on the crucial startup phase. As an entrepreneur myself, I can tell you that starting a business is one thing, and nurturing it to robust health is something else. So we’ve also expanded portions of Start Your Own Business to include advice and guidance on surviving the crucial first three years.

Few people realize that some 600,000 new businesses are born each year, and the vast majority of them succeed. I’ll let you in on a little secret about the winners. They succeed primarily because they prepare. And if Start Your Own Business does nothing else, it will give you the tools to build your own future and success. You can’t just think about that great idea for a business. Once your idea is in place, you need to burrow down into the details of what you need to know and do in order to achieve the entrepreneur’s ultimate goal—financial security while working for yourself.

I’ve had my own successes and failures over the years, and some of the lessons from both types of experiences are in these pages. The staff at Entrepreneur, who also know a thing or two about what it takes to thrive, have added their considerable knowledge, too. Start Your Own Business contains the best of what we all have to offer, in clear and unvarnished language.

All the best in your success.

—Peter Shea, CEO and owner of 
Entrepreneur Media, Inc.






ON YOUR MARK ...

Why did you pick up this book? Perhaps you know you want to be an entrepreneur and take charge of your own life. You’ve already got a great idea for a business you’re sure will be a hit. Or perhaps you think, somewhere in the back of your mind, that maybe you might like to start your own business but you’re not sure what venture to start, what entrepreneurship is really like, and whether it’s for you.

Whichever of these categories you fall into, you’ve come to the right place. In Part 1, “Think,” we’ll show you what it means to be an entrepreneur. Use our personal goals and objectives worksheet to decide if entrepreneurship is right for you. Don’t have a business idea, or not sure if your idea will fly? You’ll learn the secrets to spotting trends before they happen and for coming up with dozens of surefire business ideas. We’ll also discuss various ways of going into business, including part- and full-time entrepreneurship. Finally, we’ll show you the different options for startup, such as starting from scratch, purchasing an existing business, or buying into a franchise or business opportunity system. 

Planning is key to every thriving business. In Part 2, “Plan,” you’ll learn just what you need to do to lay the groundwork for success. Find out how to pinpoint your target market, plus dozens of ways to do market research—from hiring experts to money-saving do-it-yourself tips. Since the name you choose can make or break your business, we share plenty of techniques for coming up with the perfect moniker—one that will attract customers to your company in droves. And don’t forget the nuts-and-bolts necessities like choosing a legal structure—corporation, partnership, sole proprietorship and more. You’ll discover all the information you need to guide you through these often confusing steps to startup.

A business plan is your road map to success, guiding the growth of your business at every stage along the way. We’ll show you how to craft a business plan that puts you on the fast track. Finally, find out why you need professional advisors to help you through your startup, and learn how to select an accountant and an attorney who can help you make money—without costing you a bundle.

Speaking of money, every entrepreneur knows that adequate startup capital is essential to success. But just where do you find that crucial cash? In Part 3, “Fund,” we give you the inside scoop on getting the money you need. Discover dozens of sources of capital. We show you secrets to financing your business yourself, how to tap into the most common source of startup financing (family and friends), plus places you may never have thought of to look for money.

Do you stand a chance of getting venture capital or attracting private investors? You’ll find out in this section. And if you’re looking for a loan, look no further for the secrets to finding the right bank. We explain what bankers look for when evaluating a loan application—and how to make sure yours makes the grade. Seeking money from Uncle Sam? You’ll learn all the details about dozens of loan programs from the government, including special assistance for women and minority entrepreneurs. Whatever your needs, you’re sure to find a financing source that’s right for you.

As they say, “there’s no time like the present,” so grab a cup of coffee, get comfortable, and let’s start creating your business!






part 1

THINK





chapter 1

INTRODUCTION

With the purchase of this book, you’ve taken your first step on the road to entrepreneurship. It’s not a step to be taken lightly, which is why buying this book may be the smartest thing you’ll ever do for your business.

Start Your Own Business can have a major impact on your life. We meet people all the time who tell us how this book or Entrepreneur magazine changed their lives—and few are sorry they took the leap into business ownership. Whether or not they have succeeded, almost no one regrets the journey.

Start Your Own Business is designed as a road map to help you plan a course for your own journey to business ownership. We’re here to show you the best routes to take, help you avoid the potholes and road closures, and navigate the curves and detours.

Some will tell you that the journey you’re about to take is a hazardous one—but not with us at your side! Start Your Own Business prepares you every step of the way. We’re here to instruct and encourage you, to show you new ways to doing things and remind you of the tried and true. You wouldn’t go on an adventure without the proper gear. Think of Start Your Own Business as part of your entrepreneurship gear kit. Refer to it every step of the way, starting with how to get an idea for a business to finally opening the doors to your new venture. Along the way, we provide lots of forms, worksheets and checklists you can actually use in your business to make sure you’re on the right track.

Since business ideas, trends and strategies constantly change, we strive to keep Start Your Own Business up-to-date. For the fifth edition, we’ve updated and revised (or expanded) every chapter and added a lot of new ones, too. In fact, Part 7, “Engage,” is all new. The chapters in this section introduce you to the exciting world of social media and online advertising and marketing.

We start by showing you how to get visitors to your website, keep them there, and make sure they return for more. Next, we move onto social media marketing and networking. If you haven’t jumped on the social media bandwagon yet, your business can’t afford to be left behind. We show you how to use social tools to network with potential customers, and connect and engage with your audience because in today’s marketing landscape, that’s how brands are built.

The business resources and tip boxes (see examples on the next page) are also all updated for the fifth edition. Plus, the “Buy” and “Engage” chapters have been written and updated by new business experts, who are regular writers for Entrepreneur magazine and have generously offered to share their insights and expertise with you.

Finally, there’s an appendix that’s chock full of resources with contact information. We list business associations, federal agencies, books,  magazines and other publications in areas ranging from advertising and marketing to accounting and taxes. We even provide internet resources and equipment manufacturers.

[image: 002]

AHA!

Here you will find helpful information or ideas you may not have thought of before.
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TIP

This box gives you ideas on how to do something better or more efficiently, or simply how to work smarter.



[image: 004]

WARNING

Heed the warnings in this box to avoid common mistakes and pitfalls.
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e-FYI

This box points you to the treasures of the internet for more information.
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SAVE

Look for this box to provide valuable tips on ways you can save money during startup.



Starting your own business isn’t as frightening or risky as some would have you believe. But it’s a journey that shouldn’t be taken  alone—and that’s why you bought Start Your Own Business. We’re glad you’ve chosen us to take this exciting journey with you—you’ll be a smarter traveler for it. Let the journey begin.






chapter 2

TAKING THE PLUNGE

Get Ready To Be an Entrepreneur

 

 

 

 

Before they get started, some people worry if they have what it takes to be an entrepreneur. If this is you, stop worrying. We firmly believe anyone with the desire and the initiative can be an entrepreneur. And since you purchased this book, it’s likely you have both the desire and the initiative.

But just because you can be an entrepreneur doesn’t mean that now is the right time to take the plunge. This chapter will help you determine if you’re ready for entrepreneurship right now or if you should hold off for a bit.




The Entrepreneurial Personality 

Every year, hundreds of thousands of people start their own businesses. But while most succeed (yes, that’s the truth!), many do fail. Why? One of the common causes of startup failure is lack of preparation.

People come to the entrepreneurial path from different directions. Increasingly, some start fresh out of college or after a stint at home raising their kids or simply because the idea of actually retiring is abhorrent to them. Most, though, come to entrepreneurship straight out of the work force. Quitting a full-time job to start a business isn’t something to be taken lightly. You should be sure now is the right time to get started. First, you need to ask yourself some questions: Do I have enough money? If you have a family, are they ready for this? Is there a need for a product or service like mine? Parts 1, 2 and 3 of this book will help you answer those questions.

[image: 007]

WARNING

If you have a family, make sure they understand the emotional and financial sacrifices business success requires. When your family doesn’t support your business—if they’re always saying, “Can’t you leave that alone and come to dinner?” —it’s going to be tough to make your business work. If your family isn’t ready for you to become an entrepreneur, this may not be the right time to do it.




Full Steam Ahead 

Many successful entrepreneurs say a sense of urgency that made starting their businesses not just a desire but a necessity was their driving force. One entrepreneur’s advice: “You’ll know the time is right when you can honestly say ‘I’ll put my house, jewelry and other personal collateral on the line to attain the startup money I need for the long-term rewards I deserve.’” We’re not recommending you put up your home (though more than a few entrepreneurs started that way). But that willingness to risk everything likely means you’re ready to start now.

What motivates potential entrepreneurs to stop daydreaming about business ownership and actually do something about it? While many people think one single incident—such as getting fired or being passed over for a promotion—is the impetus for becoming your own boss, most experts agree it’s usually a series of frustrations that leads to entrepreneurship.

A fundamental desire to control their own destinies ranks very high on most entrepreneurs’ lists of reasons for starting their own businesses. This need is so strong that entrepreneurs will risk family, future and careers to be their own boss. Unable to feel truly fulfilled working for someone else, these individuals cannot be happy following someone else’s plan or taking orders from a boss.

But opportunity comes in many guises. It might be when potential customers start calling you, or perhaps a business in your area is failing and you know you can make it work. Or maybe you feel as if you’re underemployed (working below your potential salary or your skill level) or not putting your skills and talents to their best use. Perhaps there’s a need for the product or service you want to provide. Or you’ve simply figured out a better or a new way to do something.


Reality Check 

Once you’ve made the decision to break away, there are several things you should do before taking the next step. Conducting thorough market research is a must. Make sure you have enough cash—not only for the business, but to sustain your life—and discuss the decision with your family. (You’ll find out more about all these steps in Parts 1, 2 and 3 of this book.)

Remember, the rewards of small-business ownership are not instantaneous. You must be determined, patient, persistent, and willing to make sacrifices to ensure those rewards eventually do come.

[image: 008]

e-FYI

Need inspiration? Check out Myprimetime.com, which offers ways individuals can empower themselves to live the lives they desire. While the site’s subject matter covers everything from fitness to raising kids, its target audience is anybody with an entrepreneurial spirit—and numerous quizzes and articles are geared toward entrepreneurs.



You’ll need to prepare for the responsibilities that come with business ownership. When things go wrong, the buck stops with you. You won’t have the luxury of going home at 5 o’clock while the boss  stays all night to fix a chaotic situation. Someone whose only desire is to get rich quick probably won’t last long owning his or her own business.

Through surveys and research, we know that successful entrepreneurs share some common personality traits, the most important of which is confidence. They possess confidence not only in themselves but also in their ability to sell their ideas, set up a business and trust their intuition along the way. Small business is fiercely competitive, and it’s the business owners with confidence who survive.




Your Strengths and Weaknesses 

It’s rare that one person possesses all the qualities needed to be successful in business. Everyone has strong suits and weak points. What’s important is to understand your strengths and weaknesses. To do this, you need to evaluate the major achievements in your personal and professional life and the skills you used to accomplish them. The following steps can help:

• Create a personal resume. Compose a resume that lists your professional and personal experiences as well as your expertise. For each job, describe the duties you were responsible for and the degree of your success. Include professional skills, educational background, hobbies and accomplishments that required expertise or special knowledge.When complete, this resume will give you a better idea of the kind of business that best suits your interests and experience.


• Analyze your personal attributes. Are you friendly and selfmotivated? Are you a hard worker? Do you have common sense? Are you well-organized? Evaluating your personal attributes reveals your likes and dislikes as well as strengths and weaknesses. If you don’t feel comfortable around other people, then a business that requires a lot of customer interaction might not be right for you. Or you may want to hire a “people person” to handle customer service, while you concentrate on the tasks you do best. FROM THE HORSE’S MOUTH

One of the best ways to determine if now is the best time to start a business is to meet with other entrepreneurs and see what they do and how they do it. Looking at their life and talking about entrepreneurship can help you figure out if you’re ready.

Often when you talk to someone who’s done it, they’ll tell you all the negative things about owning a business, like the time they had to work a 24-hour day or when the power went out right as they were trying to meet a huge deadline. But those are the things you need to hear about before you get started.

In addition to meeting with successful entrepreneurs, you might want to talk to a few who weren’t so successful. Find out what went wrong with their ventures so you can avoid these problems.

Did they fail to conduct market research before forging ahead? Were they unwilling to work long hours? Were they undercapitalized? Did they have misconceptions about what it really takes to be an entrepreneur?

Many potential business owners find it useful to attend entrepreneurial seminars or classes. You can often find such courses at community colleges, continuing education programs near you or online. Others seek assistance from consulting firms that specialize in helping small businesses get off the ground. There are associations and organizations, both private and public (like SCORE or the Small Business Development Centers) that are eager to assist you. Don’t hesitate to ask for assistance. These people want to help you succeed.




• Analyze your professional attributes. Small-business owners wear many different hats, but that doesn’t mean you have to be a jackof-all-trades. Just be aware of the areas where you’re competent  and the areas where you need help, such as sales, marketing, advertising and administration. Next to each function, record your competency level—excellent, good, fair or poor.




Go For the Goal 

In addition to evaluating your strengths and weaknesses, it’s important to define your business goals. For some people, the goal is the freedom to do what they want when they want, without anyone telling them otherwise. For others, the goal is financial security.

Setting goals is an integral part of choosing the business that’s right for you. After all, if your business doesn’t meet your personal goals, you probably won’t be happy waking up each morning and trying to make the business a success. Sooner or later, you’ll stop putting forth the effort needed to make the concept work. When setting goals, aim for the following qualities:

• Specificity. You have a better chance of achieving a goal if it is specific. “Raising capital” isn’t a specific goal; “raising $10,000 by July 1” is.
• Optimism. Be positive when you set your goals. “Being able to pay the bills” isn’t exactly an inspirational goal. “Achieving financial security” phrases your goal in a more positive manner, thus firing up your energy to attain it.[image: 009]

TIP

Once you understand your strengths and weaknesses, there are three ways to deal with them: You can either improve in the areas where you are weak (by taking a class in bookkeeping, for example), hire an employee to handle these aspects of the business (for instance, hiring a bookkeeper), or outsource the tasks (such as contracting an outside company to do your bookkeeping).




• Realism. If you set a goal to earn $100,000 a month when you’ve never earned that much in a year, that goal is unrealistic. Begin with small steps, such as increasing your monthly income by 25 percent. Once your first goal is met, you can reach for larger ones.
• Short and long term. Short-term goals are attainable in a period of weeks to a year. Long-term goals can be for five, 10 or even 20 years; they should be substantially greater than short-term goals but should still be realistic.

There are several factors to consider when setting goals:

• Income. Many entrepreneurs go into business to achieve financial security. Consider how much money you want to make during your first year of operation and each year thereafter, up to five years.
• Lifestyle. This includes areas such as travel, hours of work, investment of personal assets and geographic location. Are you willing to travel extensively or to move? How many hours are you willing to work? Which assets are you willing to risk?
• Type of work. When setting goals for type of work, you need to determine whether you like working outdoors, in an office, with computers, on the phone, with lots of people, with children and so on.
• Ego gratification. Face it: Many people go into business to satisfy their egos. Owning a business can be very egogratifying, especially if you’re in a business that’s considered glamorous or exciting. You need to decide how important ego gratification is to you and what business best fills that need.[image: 010]

e-FYI

The Online Women’s Business Center has a lot to offer women—and men, too—from answering questions about financing businesses or becoming an international company to finding a mentor. Check it out at sba.gov under “Local Resources.”





The most important rule of self-evaluation and goal-setting is honesty. Going into business with your eyes wide open about your strengths and weaknesses, your likes and dislikes and your ultimate goals lets you confront the decisions you’ll face with greater confidence and a greater chance of success.

Personal Goals and Objectives Worksheet

Setting goals not only gives you an ongoing road map for success, but it shows you the best alternatives should you need or desire a change along the way. You should review your goals on a regular basis. Many do this daily as it helps them assess their progress and gives them the ability to make faster and more informed decisions. Take a few minutes to fill out the following worksheet. You’ll find this very helpful in setting and resetting your goals.

1. The most important reason for being in business for myself is:[image: 011]


2. What I like best about being in business for myself is:[image: 012]


3. Within five years I would like my business to be:[image: 013]


4. When I look back over the past five years of my career I feel:[image: 014]


5. My financial condition as of today is:[image: 015]


6. I feel the next thing I must do about my business is:[image: 016]


7. The most important part of my business is (or will be):[image: 017]


8. The area of my business I really excel in is:[image: 018]







chapter 3

GOOD IDEA!

How To Get an Idea for Your Business

 

 

 

 

Many people believe starting a business is a mysterious process. They know they want to start a business, but they don’t know the first steps to take. In this chapter, you’re going to find out how to get an idea for a business—how you figure out exactly what it is you want to do and then how to take action on it.

But before we get started, let’s clear up one point: People always wonder if this is a good time to start their business idea. The fact is, there’s really never a bad time to launch a business. It’s obvious why it’s smart to launch in strong economic times. People have money and are looking for ways to spend it. But launching in tough or uncertain economic times can be just as smart. If you do your homework, presumably there’s a need for the business you’re starting. Because many people are reluctant to launch in tough times, your new business  has a better chance of getting noticed. And, depending on your idea, in a down economy there is often equipment (or even entire businesses!) for sale at bargain prices.

Estimates vary, but generally more than 600,000 businesses are started each year in the United States. Yet for every American who actually starts a business, there are likely millions more who begin each year saying “OK, this is the year I am going to start a business,” and then don’t.

“It’s not the business
 you’re in, but the way
 you do business, that
 makes the difference.
 Every business has a
 formula for making
 money. You need the
 determination to figure
 out the formula
 for your particular
 business.”

-GREG BROPHY, FOUNDER
 OF SHRED-IT AMERICA INC.



Everyone has his or her own roadblock, something that prevents them from taking that crucial first step. Most people are afraid to start; they may fear the unknown or failure, or even success. Others find starting something overwhelming in the mistaken belief they have to start from scratch. They think they have to come up with something that no one has ever done before—a new invention, a unique service. In other words, they think they have to reinvent the wheel.

But unless you’re a technological genius—another Bill Gates or Steve Jobs—trying to reinvent the wheel is a big waste of time. For most people starting a business, the issue should not be coming up with something so unique that no one has ever heard of it but instead answering the questions: “How can I improve on this?” or “Can I do this better or differently from the other guy doing it over there?” Or simply, “Is there market share not being served that makes room for another business in this category?”

 

Get the Juices Flowing

How do you start the idea process? First, take out a sheet of paper and across the top write “Things About Me.” List five to seven things  about yourself—things you like to do or that you’re really good at, personal things (we’ll get to your work life in a minute). Your list might include: “I’m really good with people, I love kids, I love to read, I love computers, I love numbers, I’m good at coming up with marketing concepts, I’m a problem solver.” Just write down whatever comes to your mind; it doesn’t need to make sense. Once you have your list, number the items down one side of the paper.

On the other side of the paper, list things that you don’t think you’re good at or you don’t like to do. Maybe you’re really good at marketing concepts, but you don’t like to meet people or you’re really not that fond of kids or you don’t like to do public speaking or you don’t want to travel. Don’t overthink it; just write down your thoughts. When you’re finished, ask yourself: “If there were three to five products or services that would make my personal life better, what would they be?” This is your personal life as a man, woman, father, husband, mother, wife, parent, grandparent—whatever your situation may be. Determine what products or services would make your life easier or happier, make you more productive or efficient, or simply give you more time.

[image: 019]

TIP

Don’t overlook publications in your search for business ideas. Books, newspapers and magazines all contain a wealth of ideas. Your reading list should include business, lifestyle, and niche publications like pets or antique tractors. Read your local newspaper, as well as major newspapers from the large trend-setting cities like Los Angeles, New York and San Francisco, many of which you can read online for free.



Next, ask yourself the same question about your business life. Examine what you like and dislike about your work life as well as what traits people like and dislike about you. Finally, ask yourself why you’re seeking to start a business in the first place. Then, when you’re done, look for a pattern to emerge (i.e., whether there’s a need for a business doing one of the things you like or are good at). To make the process a bit easier, we’ve provided a “Things About Me Worksheet” for you to complete, starting on page 22.

Things About Me Worksheet

Complete the following self-assessment worksheet as honestly as you can. Just write down whatever comes to mind; don’t overthink the exercise. Most likely, your first response will be your best. Once you’ve finished the exercise, look for patterns (i.e., is there a need for a business doing one of the things you like or are good at?).

1. List at least five things you like to do or are good at:[image: 020]


2. List five things you are not good at or you don’t like to do:[image: 021]


3. List three products or services that would make your personal life better:[image: 022]


4. List three products or services that would make your business life better:[image: 023]


5. When people ask what you do, what’s your answer? (List one occupation or whatever mainly occupies your week.)[image: 024]


6. List five things you enjoy about your work:[image: 025]


7. List five things you dislike about your work:[image: 026]


8. When people tell you what they like most about you, they say:[image: 027]


9. Some people dislike the fact that you:[image: 028]


10. Other than your main occupation, list any other skills you possess, whether you excel at them or not:[image: 029]


11. In addition to becoming more financially independent, you would also like to be more:[image: 030]


12. Write down three things you want to see changed or improved in your community:[image: 031]




They Delivered

Here’s a business startup story that’s a great example of seeing a need and filling it. Entrepreneur magazine is located in Irvine, California, a planned community. Many years ago, there weren’t many fast-food restaurants in the business area. Most were across town, where the neighborhoods were. Two young men in Irvine found this lunch situation very frustrating. There weren’t many affordable choices. Sure, there were some food courts located in strip centers, but the parking lots were really small and the wait was horrendous.

One day, as they were lamenting their lunch problem, one of them said, “Wouldn’t it be great if we could get some good food delivered?” The proverbial light bulb went on! Then they did what many people don’t do—they did something about their idea. Coincidentally, they purchased one of Entrepreneur’s business startup guides and started a restaurant delivery business.

To date, their business has served more than 15 million people! It’s neither a complicated business nor an original one. Their competition has gotten stiffer, and yet they’re doing phenomenally well. And it all began because they listened to their own frustrations and decided to do something about them. Little did they know that research cites the shrinking lunch hour as one of the biggest complaints by American workers. Some only get 30 minutes, making it nearly impossible to get out, get lunch and get back on time. So while these young entrepreneurs initially thought they were responding to a personal need in their local area, they actually struck a universal chord.
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AHA!

Your hobbies may lead you to business ideas. If gardening or antique toy collecting is what turns you on, take your passion and turn it into a real business. Sell your locally grown herbs or vegetables to restaurants or set up an online business selling your rare toy finds on eBay.



That is one way to get ideas—listening to your own (or your co-workers’, family’s or neighbors’) frustrations. The opportunities are all there; you just need to search them out. If your brain is always set in  idea mode, then many ideas may come from just looking around or reading. For instance, if you had read an article about the shrinking lunch hour, and if you were thinking entrepreneurially, you would say “Wow, maybe there’s an opportunity there for me to do something. I should start researching it.”

 

Inspiring Moments

Inspiration can be anywhere. Here’s another classic startup story: Ever get charged a fee for returning a video late? Bet you didn’t do anything about it. Well, when Reed Hastings got a whopping $40 late charge, instead of getting mad, he got inspired. Hastings wondered “How come movie rentals don’t work like a health club, where, whether you use it a lot or a little, you get charged the same?” From this thought, Netflix.com, an online DVD rental service, was born. From its start in 1999, Netflix has grown into a big business with revenues topping $1.3 billion.

“Drive thy business 
or it will drive thee.”

-BENJAMIN FRANKLIN



Getting an idea can be as simple as keeping your eyes peeled for the latest hot businesses; they crop up all the time. Many local entrepreneurs made tons of money bringing the Starbucks coffeehouse concept to their hometowns and then expanding from there. Take Minneapolis-based Caribou Coffee. The founders had what they describe as an “aha moment” in 1990, and two years later launched what is now the nation’s second-largest company-owned gourmet coffeehouse chain. Other coffee entrepreneurs have chosen to stay local.

And don’t overlook the tried and true. Hot businesses often go through cycles. Take gardening. For the last few years gardening products and supplies have been all the rage, but you wouldn’t consider gardening a 21st century business.

In other words, you can take any idea and customize it to the times and your community. Add your own creativity to any concept. In fact, customizing a concept isn’t a choice; it’s a necessity if you want your business to be successful. You can’t just take an idea, plop it down and  say “OK, this is it.” Outside of a McDonald’s, Subway or other major franchise concept, there are very few businesses that work with a onesize-fits-all approach.

THINKING IT THROUGH

Before you start a business, you have to examine the potential, what your product or service is, and whether the opportunity exists to make a good deal of money. It may be a “hit and run” product, where you’re going to get in, make a lot of money, and then get out. That’s not necessarily a bad thing; fads have made some entrepreneurs incredibly wealthy. But remember, once you’re in the fad business, it’s hard to know when it’s time to get out. And if you guess wrong or try to make a classic out of a fad, you’re going to lose all the money you have earned.



One of the best ways to determine whether your idea will succeed in your community is to talk to people you know. If it’s a business idea, talk to co-workers and colleagues. Run personal ideas by your family or neighbors. Don’t be afraid of people stealing your idea. It’s just not likely. Just discuss the general concept; you don’t need to spill all the details.

“Plan your hunches 
and use your head.”

-LILLIAN VERNON, FOUNDER
 OF LILLIAN VERNON CORP.






Just Do It! 

Hopefully by now, the process of determining what business is right for you has at least been somewhat demystified. Understand that business startup isn’t rocket science. No, it isn’t easy to begin a business, but it’s not as complicated or as scary as many people think, either. It’s a stepby-step, common-sense procedure. So take it a step at a time. First step: Figure out what you want to do. Once you have the idea, talk to people to find out what they think. Ask “Would you buy and/or use this, and how much would you pay?”

Understand that many people around you won’t encourage you (some will even discourage you) to pursue your entrepreneurial journey. Some will tell you they have your best interests at heart; they just want you to see the reality of the situation. Some will envy your courage; others will resent you for having the guts to actually do something. You can’t allow these naysayers to dissuade you, to stop your journey before it even begins.

In fact, once you get an idea for a business, what’s the most important trait you need as an entrepreneur? Perseverance. When you set out to launch your business, you’ll be told “no” more times than you’ve ever been told before. You can’t take it personally; you’ve got to get beyond the “no” and move on to the next person—because eventually, you’re going to get to a “yes.”

One of the most common warnings you’ll hear is about the risk. Everyone will tell you it’s risky to start your own business. Sure, starting a business is risky, but what in life isn’t? Plus, there’s a difference between foolish risks and calculated ones. If you carefully consider what you’re doing, get help when you need it, and never stop asking questions, you can mitigate your risk.

FIT TO A “T”

Every December in Entrepreneur, the hottest business trends for the coming year are profiled, representing a lot of research and a lot of homework. But that doesn’t mean these businesses will work for you. After all, you may not be good at these particular businesses. Or you could live in an area where the business is already saturated or not viable. Or they simply may not suit you, and you’d end up hating your business. And chances are if you hate what you’re doing, you’ll fail doing it.



You can’t allow the specter of risk to stop you from going forward. Ask yourself “What am I really risking?” And assess the risk. What are you giving up? What will you lose if things don’t work out? Don’t risk what you can’t afford. Don’t risk your home, your family or your health. Ask yourself “If this doesn’t work, will I be worse off than I am now?” If all you have to lose is some time, energy and money, then the risk is likely worth it.
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AHA!

Is there a household chore that drives you up the wall? (One shudders to think of life before vacuum cleaners.) Common sources of frustration or irritation are great idea generators.



Determining what you want to do is only the first step. You’ve still got a lot of homework to do, a lot of research in front of you. Buying this book is a smart first step. Most important: Do something. Don’t sit back year after year and say “This is the year I’m going to start my business.” Make this the year you really do it!





chapter 4

GOOD TIMING

Should You Pa Launch Your Business 
Part or Full Time?

 

 

 

 

Should you start your business part time or full time? Even if you ultimately plan to go full time, many entrepreneurs and experts say starting part time can be a good idea.

Starting part time offers several advantages. It reduces your risk because you can rely on income and benefits from your full-time job. Starting part time also allows your business to grow gradually.

“Starting part time is simply the best way,” contends Philip Holland, author of How to Start a Business Without Quitting Your Job. “You find out what running a business requires, while limiting your liability if it fails.”

Yet the part-time path is not without its own dangers and disadvantages. Starting part time leaves you with less time to market your business, strategize and build a clientele. Since you won’t be available to answer calls or solve customers’ problems for most of the day,  clients may become frustrated and feel you’re not offering adequate customer service or responding quickly enough to their needs.

Perhaps the biggest problem for part-time entrepreneurs is the risk of burnout. Holding down a full-time job while running a part-time business leaves you with little, if any, leisure time; as a result, your personal and family life may suffer.
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AHA!

If you’re a part-time entrepreneur seeking a full-time professional image, check out business incubators. For a small fee, business incubators provide office space, services such as answering phones, and access to equipment like copiers and fax machines. The biggest plus: Incubators also provide startup help, such as marketing and accounting assistance.



“Working by day and running a business by night creates a host of potential conflicts and can add a tremendous amount of stress,” cautions Arnold Sanow, co-author of You Can Start Your Own Business. Sanow says conflicts between a day job and a sideline business are common, as are family problems: “I’ve seen a lot of divorces as a result of working full time and having a business on the side.”

That’s not to say a part-time business can’t work. It can, Sanow says—if you have excellent time management skills, strong self-discipline, and support from family and friends. Also crucial, he says, is your commitment: “Don’t think that, since you already have a job, you don’t really have to work hard at your business. You must have a plan of attack.”




Market Matters 

As with any business, your plan of attack should start with a thorough assessment of your idea’s market potential. Often, this step alone will be enough to tell you whether you should start part time or full time.

You can’t become so caught up in your love for what you’re doing that you overlook the business realities. If you find there is a huge unmet need for your product or service, no major competition and a ready supply of eager customers, then by all means go ahead and start  full time. If, on the other hand, you find that the market won’t support a full-time business, but might someday with proper marketing and business development, then it is probably best to start part time at first.

Investigate factors such as the competition in your industry, the economy in your area, the demographic breakdown of your client base, and the availability of potential customers. If you are thinking of opening an upscale beauty salon, for example, evaluate the number of similar shops in operation, as well as the number of affluent women in the area and the fees they are willing to pay.

Once you have determined there is a need for your business, outline your goals and strategies in a comprehensive business plan. You should always conduct extensive research, make market projections for your business, and set goals for yourself based on these findings. It gives you a tremendous view of the long-range possibilities and keeps the business on the right track. Don’t neglect writing a business plan even if you’re starting part time: A well-written business plan will help you take your business full time later on.

Certain businesses lend themselves well to part-time operation: Holland cites e-commerce, food products, direct marketing and service businesses as examples. Doing your market research and business plan will give you a more realistic idea of whether your business can work part time. (For specifics on conducting market research and writing a business plan, see Chapters 6, 7 and 10).

[image: 035]

WARNING

Don’t bite the hand that feeds you. Starting a business that competes with your current employer may get you in legal hot water by violating noncompete clauses in your employment contract. If you start a business in the same industry, focus on a small niche your employer has overlooked.



If you’ve got your heart set on a business that traditionally requires a full-time commitment, think creatively: There may be ways to make it work on a part-time basis. For instance, instead of a restaurant, consider a catering business. You’ll still get to create menus and interact with customers, but your work can all be done during evenings and weekends.




Financial Plan 

One major factor in the decision to start part time or full time is your financial situation. Before launching a full-time business, most experts recommend putting aside enough to live on for at least six months to a year. (That amount may vary; completing your business plan will show you in detail how long you can expect to wait before your business begins earning a profit.)
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AHA!

If keeping a full-time job and a part-time business going at the same time sounds too difficult, and taking the full-time plunge sounds too scary, consider taking a part-time or temporary job while you start a full-time business. This can be a way to ensure you have some salary coming in, while giving you time to work on your business. Part-time jobs often offer evening or weekend hours—a big plus if you need to be accessible to clients during regular business hours.



Basic factors you should consider include the amount of your existing savings, whether you have assets that could be sold for cash, whether friends or family members might offer you financing or loans, and whether your spouse or other family members’ salaries could be enough to support your family while you launch a business full time.

If, like many people, you lack the financial resources to start full time, beginning part time is often a good alternative. However, even if you do start part time, you’ll want to keep some figures in mind: Specifically, how do you know when your business is making enough money that you can say goodbye to your day job?

A good rule of thumb, according to Sanow, is to wait until your part-time business is bringing in income equivalent to at least 30 percent of your current salary from your full-time job. “With 30 percent of their income, plus all the extra time during the day to promote their business, [entrepreneurs] should be able to make [the transition at that point],” he says. Another good idea: Start putting more money aside while you still have your day job. That way, when you take the full-time plunge, you’ll have a financial cushion to supplement the income from your business.




Family Affairs 

The emotional and psychological side of starting a business is less cutand-dried than financial and market aspects, but it’s just as important in your decision to start part time or full time.

Begin by discussing the situation with your spouse, significant other or family members. Do they support your decision to start a business? Do they understand the sacrifices both full-time and part-time businesses will require—from you, from them and from the whole family? Make sure your loved ones feel free to bring any objections or worries out in the open. The time to do this is now—not three months after you have committed to your business and it is too late to back out.

Then, work together to come up with practical solutions to the problems you foresee (could your spouse take over some of the household chores you currently handle, for example?). Lay some ground rules for the part-time business—for instance, no work on Sunday afternoons, or no discussing business at the dinner table.

To make your part-time business a success and keep your family happy, time management is key. Balance the hours you have available. Get up early, and don’t spend valuable time on frivolous phone calls and other time wasters.




Getting Personal 

[image: 037]

TIP

What do you do if you can’t afford to start your business full time but need to be available full time to answer client and customer calls? Consider teaming up with a partner whose available hours complement yours.



Besides the effect business ownership will have on your family, equally important to consider is the toll it might take on you. If the idea of taking the full-time business plunge and giving up your comfy salary and cushy benefits keeps you awake at night biting your nails, then perhaps a part-time business is best. On the other hand, if you need to work long hours at your current full-time job, you commute 60 miles round-trip  and you have 2-year-old triplets, piling a part-time business on top of all those commitments could be the straw that breaks the camel’s back.

TAKE IT EASY

Does all work and no play make entrepreneurship no fun? Some entrepreneurs who run part-time businesses based on hobbies, such as crafts or cooking, find that going full time takes all the fun out of the venture. “Going full time turns an adventure into a job,” as business expert Arnold Sanow puts it.

 

Some entrepreneurs have trouble grasping the fact that their businesses aren’t just pastimes anymore. They can’t work at their leisure any longer, and their ventures may require them to develop talents they didn’t know they had and perform tasks they’d rather leave to someone else.

 

Don’t get so caught up in the creative aspects of the venture that you lose sight of the business responsibilities you must assume to make your startup succeed. Take a realistic look at what going full time will require. Perhaps you can hire people to handle the business aspects you dislike, such as sales or operations.



Of course, a full-time business does require long, long hours, but a part-time business combined with a full-time job can be even more stressful. If this is the route you’re considering, carefully assess the effects on your life. You’ll be using evenings, weekends and lunch hours—and, most likely, your holidays, sick days and vacation time—to take care of business. You’ll probably have to give up leisure activities such as going to the movies, watching TV, reading or going to the gym. How will you feel the next time you drag yourself home, exhausted after a late night at the office ... then have to sit right down and spend four hours working on a project that a client needs the next morning? This is the kind of commitment you will need to make if you expect  your part-time business to succeed. Carefully consider whether you have the mental and physical stamina to give your best effort to both your job and your business.




Decisions, Decisions 

Whether to start part time or full time is a decision only you can make. Whichever route you take, the secret to success is an honest assessment of your resources, your commitment level and the support systems you have in place. With those factors firmly in mind, you will be able to make the right choice.

PART-TIME POINTERS

Balancing a full-time job with a part-time business isn’t easy—but it can be done. Arnold Sanow, co-author of You Can Start Your Own Business, suggests these tips to help make your part-time business a success:• Involve your family in the business whenever possible. Whether it’s answering the phone, stuffing envelopes or putting together orders, giving your family the chance to help out is a great way to get more accomplished in less time—while also making your family feel like they’re part of your business.
• Be ready to give up personal time. You won’t have much time for TV, reading or hobbies you used to enjoy. Be sure the sacrifice is worth it, or both your job and your business will suffer.
• Focus on the task in front of you. When you’re at work, focus on work; don’t let thoughts of your business distract you. 
• Make the most of every minute. Use lunch hours or early morning to make phone calls; use commuting time on the train to catch up on paperwork.
• Take advantage of time zone differences and technology. If you do business with people in other states or countries, make time differences work to your advantage by calling early in the morning or after work. Use faxes and e-mail to communicate with clients at any time of day or night.
• Don’t overstep your boundaries. Making business calls on company time or using your employer’s supplies or equipment for business purposes is a big no-no.
• Be honest. Only you can assess your situation, but in many cases it’s best to be upfront with your boss about your sideline business. As long as it doesn’t interfere with your job, many bosses won’t mind—and you’ll gain by being honest rather than making them feel you have something to hide.










chapter 5

BUILD IT OR BUY IT?

Starting a Business vs. Buying One

 

 

 

 

When most people think of starting a business, they think of beginning from scratch—developing your own idea and building the company from the ground up. But starting from scratch presents some distinct disadvantages, including the difficulty of building a customer base, marketing the new business, hiring employees and establishing cash flow ... all without a track record or reputation to go on.

Some people know they want to own their own businesses but aren’t sure exactly what type of business to choose. If you fall into this category, or if you are worried about the difficulties involved in starting a business from the ground up, the good news is that there are other options: buying an existing business, buying a franchise or buying a business opportunity. Depending on your personality, skills and resources,  these three methods of getting into business may offer significant advantages over starting from scratch.
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e-FYI

If you’re looking for a business to buy or a broker to help you in your purchase, stop by bizbuysell.com. In addition to searching 47,000 businesses for sale and broker listings, you can order business valuation reports or research franchises.






Buying an Existing Business 

In most cases, buying an existing business is less risky than starting from scratch. When you buy a business, you take over an operation that’s already generating cash flow and profits. You have an established customer base and reputation as well as employees who are familiar with all aspects of the business. And you do not have to reinvent the wheel—setting up new procedures, systems and policies—since a successful formula for running the business has already been put in place.

On the downside, buying a business is often more costly than starting from scratch. However, it’s often easier to get financing to buy an existing business than to start a new one. Bankers and investors generally feel more comfortable dealing with a business that already has a proven track record. In addition, buying a business may give you valuable legal rights, such as patents or copyrights, which can prove very profitable.

Of course, there’s no such thing as a sure thing—and buying an existing business is no exception. If you’re not careful, you could get stuck with obsolete inventory, uncooperative employees or outdated distribution methods. To make sure you get the best deal when buying an existing business, take the following steps.


The Right Choice 

Buying the perfect business starts with choosing the right type of business for you. The best place to start is by looking in an industry you are familiar with and understand. Think long and hard about the types of businesses you are interested in and which are the best matches with  your skills and experience. Also consider the size of business you are looking for, in terms of employees, number of locations and sales.

Next, pinpoint the geographical area where you want to own a business. Assess the labor pool and costs of doing business in that area, including wages and taxes, to make sure they’re acceptable to you. Once you’ve cho sen a region and an industry to focus on, investigate every business in the area that meets your requirements. Start by looking in the local newspaper’s classified ad section under “Business Opportunities” or “Businesses for Sale.”

“Play by the rules. But 
be ferocious.”

-PHILIP KNIGHT,
 CO-FOUNDER OF NIKE



You can also run your own “Wanted to Buy” ad describing what you are looking for.

TAXING MATTERS

You are investigating a business you like, and the seller hands you income tax returns that show a $50,000 profit. “Of course,” he says with a wink and a nudge, “I really made $150,000.” What do you do?

 

There may be perfectly legal reasons for the lower reported income. For instance, if the seller gave his nephew a nonessential job for $25,000 a year, you can just eliminate the job and keep the cash. Same goes for a fancy leased car. One-time costs of construction or equipment may have legitimately lowered net profits, too.

 

What to watch for: a situation where a seller claims he or she made money but just didn’t report it to the IRS. If this happens, either walk away from the deal ... or make an offer based on the proven income.



Remember, just because a business isn’t listed doesn’t mean it isn’t for sale. Talk to business owners in the industry; many of them might not have their businesses up for sale but would consider selling if you made them an offer. Put your networking abilities and business contacts to use, and you’re likely to hear of other businesses that might be good prospects.

Contacting a business broker is another way to find businesses for sale. Most brokers are hired by sellers to find buyers and help negotiate deals. If you hire a broker, he or she will charge you a commission—typically 5 to 10 percent of the purchase price. The assistance brokers can offer, especially for first-time buyers, is often worth the cost. However, if you are really trying to save money, consider hiring a broker only when you are near the final negotiating phase. Brokers can offer assistance in several ways:• Prescreening businesses for you. Good brokers turn down many of the businesses they are asked to sell, either because the seller won’t provide full financial disclosure or because the business is overpriced. Going through a broker helps you avoid these bad risks.
• Helping you pinpoint your interests. A good broker starts by finding out about your skills and interests, then helps you select the right business for you. With the help of a broker, you may discover that an industry you had never considered is the ideal one for you.
• Negotiating. During the negotiating process is when brokers really earn their keep. They help both parties stay focused on the ultimate goal and smooth over problems.“Pretend that every
 single person you meet
 has a sign around his
 or her neck that says
 ‘Make Me Feel
 Important.’ Not only
 will you succeed in
 business, but you will
 succeed in life.”

-MARY KAY ASH, FOUNDER
 OF MARY KAY COSMETICS




• Assisting with paperwork. Brokers know the latest laws and regulations affecting everything from licenses and permits to financing and  escrow. They also know the most efficient ways to cut through red tape, which can slash months off the purchase process. Working with a broker reduces the risk that you’ll neglect some crucial form, fee or step in the process.




A Closer Look 

Whether you use a broker or go it alone, you will definitely want to put together an “acquisition team”—your banker, accountant and attorney—to help you. (For more on choosing these advisors, see Chapter 11.) These advisors are essential to what is called “due diligence,” which means reviewing and verifying all the relevant information about the business you are considering. When due diligence is done, you will know just what you are buying and from whom.

The preliminary analysis starts with some basic questions. Why is this business for sale? What is the general perception of the industry and the particular business, and what is the outlook for the future? Does—or can—the business control enough market share to stay profitable? Are the raw materials needed in abundant supply? How have the company’s product or service lines changed over time?

You also need to assess the company’s reputation and the strength of its business relationships. Talk to existing customers, suppliers and vendors about their relationships with the business. Contact the Better Business Bureau, industry associations and licensing and credit-reporting agencies to make sure there are no complaints against the business. (For more questions to ask before purchasing an existing business, refer to the checklist starting on page 44.)

If the business still looks promising after your preliminary analysis, your acquisition team should start examining the business’s potential returns and its asking price. Whatever method you use to determine the fair market price of the business, your assessment of the business’s value should take into account such issues as the business’s financial health, earnings history, growth potential, and intangible assets (for example, brand name and market position).

Business Evaluation Checklist

If you find a business that you would like to buy, you will need to consider a number of points before you decide whether to purchase it. Take a good, close look at the business and answer the following questions. They will help you determine whether the business is a sound investment.

• Why does the current owner want to sell the business?
• Does the business have potential for future growth, or will its sales decline?
• If the business is in decline, can you save it and make it successful?
• Is the business in sound financial condition? Have you seen audited year-end financial statements for the business? Have you reviewed the most recent statements? Have you reviewed the tax returns for the past five years?
• Have you seen copies of all the business’s current contracts?
• Is the business now, or has it ever been, under investigation by any governmental agency? If so, what is the status of any current investigation? What were the results of any past investigation?
• Is the business currently involved in a lawsuit, or has it ever been involved in one? If so, what is the status or result?
• Does the business have any debts or liens against it? If so, what are they for and in what amounts?
• What percentage of the business’s accounts are past due? How much does the business write off each year for bad debts?
• How many customers does the business serve on a regular basis?
• Who makes up the market for this business? Where are your customers located? (Do they all come from your community or from across the state or are they spread across the globe?)
• Does the amount of business vary from season to season?
• Does any single customer account for a large portion of the sales volume? If so, would the business be able to survive without this customer? (The larger your customer base is, the more easily you will be able to survive the loss of any customers. If, on the other hand, you exist mainly to serve a single client, the loss of that client could finish your business.)
• How does the business market its products or services? Does its competition use the same methods? If not, what methods does the competition use? How successful are they?
• Does the business have exclusive rights to market any particular products or services? If so, how has it obtained this exclusivity? Do you have written proof that the current business owner can transfer this exclusivity to you?
• Does the business hold patents for any of its products? Which ones? What percentage of gross sales do they represent? Would the sale of the business include the sale of any patents?
• Are the business’ supplies, merchandise and other materials available from many suppliers, or are there only a handful who can meet your needs? If you lost the business’s current supplier, what impact would that loss have on your business? Would you be able to find substitute goods of the appropriate quality and price?
• Are any of the business’s products in danger of becoming obsolete or of going out of style? Is this a “fad” business?
• What is the business’s market share?
• What competition does the business face? How can the business compete successfully? Have the business’s competitors changed recently? Have any of them gone out of business, for instance?
• Does the business have all the equipment you think is necessary? Will you need to add or update any equipment?
• What is the business’s current inventory worth? Will you be able to use any of this inventory, or is it inconsistent with your intended product line?
• How many employees does the business have? What positions do they hold?
• Does the business pay its employees high wages, or are the wages average or low?
• Does the business experience high employee turnover? If so, why?
• What benefits does the business offer its employees?
• How long have the company’s top managers been with the company?
• Will the change of ownership cause any changes in personnel?
• Which employees are the most important to the company?
• Do any of the business’s employees belong to any unions?



To get an idea of the company’s anticipated returns and future financial needs, ask the business owner and/or accountant to show you projected financial statements. Balance sheets, income statements, cash flow statements, footnotes and tax returns for the past three years are all key indicators of a business’s health. These documents will help you do some financial analyses that will spotlight any underlying problems and also provide a closer look at a wide range of less tangible information.

Among other issues, you should focus on the following:• Excessive or insufficient inventory. If the business is based on a product rather than a service, take careful stock of its inventory. First-time business buyers are often seduced by inventory, but it can be a trap. Excessive inventory may be obsolete or may soon become so; it also costs money to store and insure. Excess inventory can mean there are a lot of dissatisfied customers who are experiencing lags between their orders and final delivery or are returning items they aren’t happy with. LET’S MAKE A DEAL

Sort on cash? Try these alternatives for financing your purchase of an existing business:• Use the seller’s assets. As soon as you buy the business, you’ll own the assets—so why not use them to get financing now? Make a list of all the assets you’re buying (along with any attached liabilities), and use it to approach banks, finance companies and factors (companies that buy your accounts receivable).
• Bank on purchase orders. Factors, finance companies and banks will lend money on receivables. Finance companies and banks will lend money on inventory. Equipment can also be sold, then leased back from equipment leasing companies.
• Ask the seller for financing. Motivated sellers will often provide more lenient terms and a less rigorous credit review than a bank. And unlike a conventional lender, they may take only the business’s assets as collateral. Seller financing is also flexible: The parties involved can structure the deal however they want, negotiating a payback schedule and other terms to meet their needs.
• Use an employee stock ownership plan (ESOP). ESOPs offer you a way to get capital immediately by selling stock in the business to employees. By offering to set up an ESOP plan, you may be able to lower the sales price.
• Lease with an option to buy. Some sellers will let you lease a business with an option to buy. You make a down payment, become a minority stockholder and operate the business as if it were your own.
• Assume liabilities or decline receivables. Reduce the sales price by either assuming the business’s liabilities or having the seller keep the receivables.





 
• The lowest level of inventory the business can carry. Determine this, then have the seller agree to reduce stock to that level by the date you take over the company. Also add a clause to the purchase agreement specifying that you are buying only the inventory that is current and saleable.[image: 039]

TIP

Study the financial records provided by the current business owner, but don’t rely on them exclusively. Insist on seeing the tax returns for at least the past three years. Also, where applicable, ask for sales records.




• Accounts receivable. Uncollected receivables stunt a business’s growth and could require unanticipated bank loans. Look carefully at indicators such as accounts receivable turnover, credit policies, cash collection schedules and the aging of receivables.
• Net income. Use a series of net income ratios to gain a better look at a business’s bottom line. For instance, the ratio of gross profit to net sales can be used to determine whether the company’s profit margin is in line with that of similar businesses. Likewise, the ratio of net income to net worth, when considered together with projected increases in interest costs, total purchase price and similar factors, can show whether you would earn a reasonable return. Finally, the ratio of net income to total assets is a strong indicator of whether the company is getting a favorable rate of return on assets. Your accountant can help you assess all these ratios. As he or she does so, be sure to determine whether the profit figures have been disclosed before or after taxes and the amount of returns the current owner is getting from the business. Also assess how much of the  expenses would stay the same, increase or decrease under your management.
• Working capital. Working capital is defined as current assets less current liabilities. Without sufficient working capital, a business can’t stay afloat—so one key computation is the ratio of net sales to net working capital. This measures how efficiently the working capital is being used to achieve business objectives.
• Sales activity. Sales figures may appear more rosy than they really are. When studying the rate of growth in sales and earnings, read between the lines to tell if the growth rate is due to increased sales volume or higher prices. Also examine the overall marketplace. If the market seems to be mature, sales may be static—and that might be why the seller is trying to unload the company.[image: 040]

WARNING

Who are the business’s employees? Beware, if it’s a family-run operation: Salaries may be unrealistically low, resulting in a bottom line that’s unrealistically high.




• Fixed assets. If your analysis suggests the business has invested too much money in fixed assets, such as the plant property and equipment, make sure you know why. Unused equipment could indicate that demand is declining or that the business owner miscalculated manufacturing requirements.
• Operating environment. Take the time to understand the business’s operating environment and corporate culture. If the business depends on overseas clients or suppliers, for example, examine the short- and long-term political environment of the countries involved. Look at the business in light of consumer or economic trends; for example, if you are considering a store that sells products based on a fad like yoga, will that client base still be intact five or ten years later? Or if the company relies on just a few major clients, can you be sure they will stay with you after the deal is closed?




Law and Order 

While you and your accountant review key financial ratios and performance figures, you and your attorney should investigate the business’s legal status. Look for liens against the property, pending lawsuits, guarantees, labor disputes, potential zoning changes, new or proposed industry regulations or restrictions, and new or pending patents; all these factors can seriously affect your business. Be sure to:• Conduct a uniform commercial code search to uncover any recorded liens (start with city hall and check with the department of public records).
• Ask the business’s attorneys for a legal history of the company, and read all old and new contracts.
• Review related pending state and federal legislation, local zoning regulations and patent histories.



Legal liabilities in business take many forms and may be hidden so deeply that even the seller honestly doesn’t know they exist. How do you protect yourself? First, have your lawyer add a “hold harmless and indemnify” clause to the contract. This assures you’re protected from the consequences of the seller’s previous actions as owner.
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WARNING

Make sure you’re in love with the profit, not the product. Many people get emotional about buying a business, which clouds their judgment. It’s important to be objective.



Second, make sure your deal allows you to take over the seller’s existing insurance policies on an interim basis. This gives you time to review your insurance needs at greater leisure while still making sure you have basic coverage from the minute you take over. The cost of having a lawyer evaluate a business depends on your relationship with the lawyer, the complexity of the business and the stage at which the lawyer gets involved. Generally, costs range from $3,000 to as much as $35,000 for a comprehensive appraisal.

If you’re considering buying a business that has valuable intellectual property, such as a patent, trade secret or brand name, you may  want an intellectual property attorney to evaluate it. Generally, this will cost from 0.5 percent to 3 percent of the business’s total selling cost.


The Art of the Deal 

If your financial and legal assessments show that the business is a good buy, don’t be the first person to bring up the subject of price. Let the seller name the figure first, and then proceed from there.

Deciding on a price, however, is just the first step in negotiating the sale. More important is how the deal is structured. David H. Troob, founder of D. H. Troob & Co., a New York brokerage and investment firm, suggests you should be ready to pay 20 to 50 percent of the price in cash and finance the remaining amount.

You can finance through a traditional lender, or sellers may agree to “hold a note,” which means they accept payments over a period of time, just as a lender would. Many sellers like this method because it assures them of future income. Other sellers may agree to different terms—for example, accepting benefits such as a company car for a period of time after the deal is completed. These methods can cut down the amount of upfront cash you need; however, you should always have an attorney review any arrangements for legality and liability issues. (For more ideas on financing your purchase, see “Let’s Make a Deal” on page 47.)

An individual purchasing a business has two options for structuring the deal (assuming the transaction is not a merger). The first is asset acquisition, in which you purchase only those assets you want. On the plus side, asset acquisition protects you from unwanted legal liabilities since instead of buying the corporation (and all its legal risks), you are buying only its assets.

On the downside, an asset acquisition can be very expensive. The asset-by-asset purchasing process is complicated and also opens the possibility that the seller may raise the price of desirable assets to offset losses from undesirable ones.

The other option is stock acquisition, in which you purchase stock. Among other things, this means you must be willing to purchase all the business’s assets—and assume all its liabilities.

The final purchase contract should be structured with the help of your acquisition team to reflect very precisely your understanding and intentions regarding the purchase from a financial, tax and legal stand-point. The contract must be all-inclusive and should allow you to rescind the deal if you find at any time that the owner intentionally misrepresented the company or failed to report essential information. It’s also a good idea to include a noncompete clause in the contract to ensure the seller doesn’t open a competing operation down the street.

“You don’t have to be a
 genius or a visionary or
 even a college graduate
 to be successful. You
 just need a framework
 and a dream.”

—MICHAEL DELL, FOUNDER
 OF DELL COMPUTER



Remember, you have the option to walk away from a negotiation at any point in the process if you don’t like the way things are going. If you don’t like the deal, don’t buy. Just because you spent a month looking at something doesn’t mean you have to buy it. You have no obligation.


Transition Time 

The transition to new ownership is a big change for employees of a small business. To ensure a smooth transition, start the process before the deal is done. Make sure the owner feels good about what is going to happen to the business after he or she leaves. Spend some time talking to the key employees, customers and suppliers before you take over; tell them about your plans and ideas for the business’s future. Getting these key players involved and on your side makes running the business a lot easier.

Most sellers will help you in a transition period during which they train you in operating the business. This period can range from a few weeks to six months or longer. After the one-on-one training period, many sellers will agree to be available for phone consultation for another period of time. Make sure you and the seller agree on how this training will be handled, and write it into your contract.

If you buy the business lock, stock and barrel, simply putting your name on the door and running it as before, your transition is likely to be fairly smooth. On the other hand, if you buy only part of the business’s assets, such as its client list or employees, and then make a lot of changes in how things are done, you’ll probably face a more difficult transition period.

Many new business owners have unrealistically high expectations that they can immediately make a business more profitable. Of course, you need a positive attitude to run a successful business, but if your attitude is “I’m better than you,” you’ll soon face resentment from the employees you’ve acquired.

Instead, look at the employees as valuable assets. Initially, they’ll know far more about the business than you will; use that knowledge to get yourself up to speed, and treat them with respect and appreciation. Employees inevitably feel worried about job security when a new owner takes over. That uncertainty is multiplied if you don’t tell them what your plans are. Many new bosses are so eager to start running the show, they slash staff, change prices or make other radical changes without giving employees any warning. Involve the staff in your planning, and keep communication open so they know what is happening at all times. Taking on an existing business isn’t easy, but with a little patience, honesty and hard work, you’ll soon be running things like a pro.
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TIP

For more information when investigating a franchise or business opportunity, check out this helpful resource: The FTC provides a free package of information about the FTC Franchise and Business Opportunity Rule. Write to: Federal Trade Commission, 600 Pennsylvania Ave., Washington, DC 20580, or visit ftc.gov.






Buying a Franchise 

If buying an existing business doesn’t sound right for you but starting from scratch sounds a bit intimidating, you could be suited for franchise  ownership. What is a franchise—and how do you know if you’re right for one? Essentially, a franchisee pays an initial fee and ongoing royalties to a franchisor. In return, the franchisee gains the use of a trademark, ongoing support from the franchisor, and the right to use the franchisor’s system of doing business and sell its products or services.

McDonald’s, perhaps the most well-known franchise company in the world, illustrates the benefits of franchising: Customers know they will get the same type of food, prepared the same way, whether they visit a McDonald’s in Moscow or Minneapolis. Customers feel confident in McDonald’s, and as a result, a new McDonald’s location has a head start on success compared to an independent hamburger stand.
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WARNING

Is a franchise or business opportunity seller doing the hustle? Watch out for a salesperson who says things like “Territories are going fast,” “Act now or you’ll be shut out,” or “I’m leaving town on Monday, so make your decision now.” Legitimate sellers will not pressure you to rush into such a big decision. If someone gives you the hustle, give that opportunity the thumbs-down.



In addition to a well-known brand name, buying a franchise offers many other advantages that are not available to the entrepreneur starting a business from scratch. Perhaps the most significant is that you get a proven system of operation and training in how to use it. New franchisees can avoid a lot of the mistakes startup entrepreneurs typically make because the franchisor has already perfected daily routine operations through trial and error.

Reputable franchisors conduct market research before selling a new outlet, so you can feel greater confidence that there is a demand for the product or service. Failing to do adequate market research is one of the biggest mistakes independent entrepreneurs make; as a franchisee, it’s done for you. The franchisor also provides you with a clear picture of the competition and how to differentiate yourself from them.

Finally, franchisees enjoy the benefit of strength in numbers. You gain from economies of scale in buying materials, supplies and services,  such as advertising, as well as in negotiating for locations and lease terms. By comparison, independent operators have to negotiate on their own, usually getting less favorable terms. Some suppliers won’t deal with new businesses or will reject your business because your account isn’t big enough.


Is Franchising Right for You? 

An oft-quoted saying about franchising is that it puts you in business “for yourself, but not by yourself.” While that support can be helpful, for some entrepreneurs, it can be too restricting. Most franchisors impose strict rules on franchisees, specifying everything from how you should greet customers to how to prepare the product or service.

That’s not to say you will be a mindless drone—many franchisors welcome franchisees’ ideas and suggestions on how to improve the way business is done—but, for the most part, you will need to adhere to the basic systems and rules set by the franchisor. If you are fiercely independent, hate interference and want to design every aspect of your new business, you may be better off starting your own company or buying a business opportunity (see the “Buying a Business Opportunity” section starting on page 65 for more details).
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TIP

Call the appropriate agencies to see how franchising is regulated in your state. Then keep the addresses and phone numbers for key state officials on file so you can contact them later if you have specific questions.



More and more former executives are buying franchises these days. For many of them, a franchise is an excellent way to make the transition to business ownership. As an executive, you were probably used to delegating tasks like ordering supplies, answering phones and handling word processing tasks. The transition to being an entrepreneur and doing everything for yourself can be jarring. Buying a franchise could offer the support you need in making the switch to entrepreneurship.


Do Your Homework 

Once you’ve decided a franchise is the right route for you, how do you choose the right one? With so many franchise systems to choose from, the options can be dizzying. Start by investigating various industries that interest you to find those with growth potential. Narrow the choices down to a few industries you are most interested in; then analyze your geographic area to see if there is a market for that type of business. If so, contact all the franchise companies in those fields and ask them for information. Any reputable company will be happy to send you information at no cost.

Of course, don’t rely solely on these promotional materials to make your decision. You also need to do your own detective work. Start by going online to look up all the magazine and newspaper articles you can find about the companies you are considering as well as checking out Entrepreneur magazine’s FranchiseZone (entrepreneur .com/franchise). Is the company depicted favorably? Does it seem to be well-managed and growing?

Check with the consumer or franchise regulators in your state to see if there are any serious problems with the company you are considering. If the company or its principals have been involved in lawsuits or bankruptcies, try to determine the nature of the lawsuits: Did they involve fraud or violations of FTC regulatory laws? To find out, call the court that handled the case and request a copy of the petition or judgment.

If you live in one of the 15 states that regulate the sale of franchises (California, Hawaii, Illinois, Indiana, Maryland, Michigan, Minnesota, New York, North Dakota, Oregon, Rhode Island, South Dakota, Virginia, Washington and Wisconsin), contact the state franchise authority, which can tell you if the company has complied with state registration requirements. If the company is registered with D&B, request a D&B Report, which will give you details on the company’s financial standing, payment promptness and other information. And, of course, it never hurts to check with your local office of the Better Business Bureau for complaints against the company.

Does the company still sound good? That means your investigation is just beginning. If you have not already received one, contact the franchisor again and ask for a copy of its Franchise Disclosure Document, or FDD (previously known as a Uniform Franchise Offering Circular, or UFOC). This disclosure document must, by law, be given to all prospective franchisees 10 business days before any agreement is signed. If changes are made to the FDD, an additional five days are added to the 10-day “cooling off” period. If a company says it is a franchise but will not give you an FDD, then contact the FTC—and take your business elsewhere.

The FDD is a treasure trove of information for those who are serious about franchising. It contains an extensive written description of the company, the investment amount and fees required, any litigation and/or bankruptcy history of the franchisor and its officers, the trademark you will be licensed to use, the products you are required to purchase, the advertising program, and the contractual obligations of both franchisor and franchisee. It specifies how much working capital is required, equipment needs and ongoing royalties. It also contains a sample copy of the franchise agreement you will be asked to sign should you buy into the system, as well as three years’ worth of the franchisor’s audited financial statements.

The FDD has been revamped to make it less “legalistic” and more readable, so there is no excuse for failing to read yours very carefully. Before you make any decisions about purchasing the franchise, your attorney and accountant should read it as well.
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WARNING

Exaggerated profit claims are common in franchise and business opportunity sales. Is a company promising you will make $10,000 a month in your spare time? If it is a franchise, any statement about earnings (regarding others in the system or your potential earnings) must appear in the Franchise Disclosure Document (FDD). Read the FDD and talk to five franchise owners who have attained the earnings claimed.



Franchise Evaluation Worksheet

This will help you determine the attractiveness of each franchise you’re considering. Assign each franchise a column letter. Answer each question along the left-hand side by assigning a rating of 1 to 3, with 3 being the strongest. Total each column after you’ve finished. The franchise with the highest score is the most attractive.
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IT’S SHOW TIME

Franchise and business opportunity trade shows can be a great opportunity to explore business investment packages. Attending one is exciting—and overwhelming—so you need to prepare carefully.

 

Before the show: • Consider what you are seeking from a business investment. Part time or full time? What type of business do you think you would enjoy? Consider your hobbies and passions.
• Figure out your financial resources. What is liquid, what can you borrow from family and friends, and how much do you need to live on while initially running the business? What are your financial goals for the business?
• Get serious. Dress conservatively, carry a briefcase, leave the kids at home, and take business cards if you have them. Show the representatives you meet that you are a serious prospect.



At the show: • Take a moment to study the floor plan of the exhibitors listed. Circle the businesses you recognize or that look interesting. Make sure you stop by these booths during your visit.
• Don’t waste time. Pass by the sellers who are out of your price range or do not meet your personal goals. Have a short list of questions ready to ask the others:1. What is the total investment?
2. Tell me about a franchisee’s typical day.
3. What arrangements are made for product supply?
4. Is financing available from the franchisor?
5. Ask for a copy of the company’s FDD. Not all franchisors will give you one at the show. This is acceptable, but if you are serious about an opportunity, insist on a copy as soon as possible.

• Collect handout information and business cards from the companies that interest you.



After the show: • Organize the materials you collected into file folders. Then read through the information more closely.
• Follow up. Call the representatives you met to show them you are interested.








Calling All Franchisees 

One of the most important parts of the FDD is a listing of existing franchisees as well as franchisees who’ve been terminated or have chosen not to renew. Both lists will include addresses and phone numbers. If the list of terminated franchisees seems unusually long, it could be an indication that there’s some trouble with the franchisor. Call the former franchisees, and ask them why the agreement was terminated, whether the franchisee wasn’t making the grade, or whether he or she had some type of grievance with the franchisor.

Next, choose a random sample of current franchisees to interview in person. This is perhaps the most important step in your research. Don’t rely on a few carefully selected names the franchisor gives you; pick your own candidates to talk to.

Visit current franchisees at their locations. Talking to existing franchisees is often the best way to find out how much money individual stores actually make. You’ll also find out what their typical day is like, whether they enjoy what they do and whether the business is challenging enough. Most will be open about revealing their earnings and their satisfaction with the franchisor; however, the key to getting all the information you need before buying is asking the right questions. Here are some ideas to help get you started:• Was the training the franchisor offered helpful in getting the business off the ground?
• Is the franchisor responsive to your needs?
• Tell me about a typical day for you.
• Have there been problems you did not anticipate?
• Has your experience proved that the investment and cost information in the FDD were realistic?
• Is the business seasonal? If so, what do you do to make ends meet in the off-season?
• Have sales and profits met your expectations? Tell me about the numbers in the business.
• Are there expansion opportunities for additional franchise ownership in this system?
• If you knew what you know now, would you make this investment again?



Since running a franchise involves an ongoing relationship with the franchisor, be sure to get the details on the purchasing process—everything that happened from the day the franchisee signed the agreement to the end of the first year in business. Did the parent company follow through on its promises?

“Starting a company is
 the best stage of a
 startup. There’s the
 creative aspect. You also
 have to articulate your
 idea. There are a million
 things going on.”

-KATRINA GARNETT,
 FOUNDER OF CROSSROADS
 SOFTWARE



Talk to as many franchisees as you can—a broader perspective will give you a more accurate picture of the company. Take careful notes of the conversations so you can refer to them later. Don’t hesitate to ask about sensitive topics. One of the most important questions a prospective franchisee should ask, but rarely does, is “What conflicts do you have with the franchisor?” Even established, successful companies have conflicts. What you need to find out is how widespread and common those conflicts are.

Talking to franchisees can also give you something you won’t get anywhere else: a feeling for what it’s like to run this business day to day. Thinking solely in economic terms is a mistake if you end up with a franchise that doesn’t suit your lifestyle or self-image. When you envision running a restaurant franchise, for instance, you may be thinking of all the money you’re going to make. Talking to franchisees can bring you back to reality—which is a lot more likely to involve manning a fry station, disciplining employees and working late than cruising around in your Ferrari. Talking to franchisees in a variety of industries can help you make a choice that fits your lifestyle.
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WARNING

If your visits with current franchisees result in each one telling you they are unhappy or would not make the investment in this franchise again, think long and hard about your own decision. If they feel the franchisor has let them down or has a flawed program, you should look more carefully before taking the plunge.



Many franchisees and franchising experts say there’s no better way to cap off your research than by spending time in a franchisee location to see what your life will be like. Buyers should spend at least one week working in a unit. This is the best way for the franchisor and franchisee to evaluate each other. Offer to work for free. If the franchisor doesn’t want you to, you should be skeptical about the investment.

When all your research is completed, the choice between two equally sound franchises often comes down to your gut instinct. That’s why talking to franchisees and visiting locations is so important in the selection process.


Proven Purchase 

Buying a franchise can be a good way to lessen the risk of business ownership. Some entrepreneurs cut that risk still further by purchasing an existing franchise—one that is already up and running. Not only does an existing franchise have a customer base, but it also has a management system already in place and ongoing revenues. In short, it already has a foundation—something that is very attractive to a lot of entrepreneurs.

Finding existing franchisees who are willing to sell is simply a matter of asking the parent company what’s available. You can also check local classified ads, or visit Franchising.com, which lists thousands of businesses for sale.

Once you have found some likely candidates, the investigation process combines the same steps used in buying an existing business with those used in buying a franchise. (For a list of questions to ask before purchasing an existing business, refer to the checklist on page 44.) The good news, however, is that you’ll get far more detailed financial information than you would when assessing a franchise company. Where other potential franchisees just get vague suggestions of potential earnings, you’ll get hard facts.

Of course, there is a price to pay for all the advantages of buying an existing franchise: It is generally much more costly. In fact, the purchase price of an existing location can be two to four times more than what you would pay for a new franchise from the same company. Because you are investing more money, it is even more important to make sure you have audited financial statements and to review them with your CPA.

Once in a while, you’ll find a franchise that isn’t doing well. Perhaps the current owner isn’t good at marketing, isn’t putting forth enough effort or isn’t following the system correctly. In this case, you may be able to get the existing franchise for what it would cost to buy a new franchise—or even less. It’s crucial, however, to make sure the problem is something you can correct and that you’ll be able to get the location up to speed fast. After all, you’re going to have immediate  overhead expenses—for employees, royalties and operating costs—so you need some immediate income as well.

Also be aware that even if a particular franchise location is thriving, it does not necessarily mean the parent company is equally successful. In fact, sometimes franchisees who know the parent company is in trouble will try to unload their franchises before the franchisor goes under. Carefully assess the franchisor’s strength, accessibility and the level of assistance they provide. Do not settle for anything less than you would when buying a new franchise.




Buying a Business Opportunity 

If a franchise sounds too restrictive for you but the idea of coming up with your own business idea, systems and procedures sounds intimidating, there is a middle ground: business opportunities.
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TIP

Put yourself in the franchisor’s shoes. You want to deliver a FDD only to qualified candidates who appear serious about the investment because each copy costs several dollars to reproduce. Show you are serious about their program and are genuinely interested in the information in the FDD, and you increase your chance of receiving one early in the process.



A business opportunity, in the simplest terms, is a packaged business investment that allows the buyer to begin a business. (Technically, all franchises are business opportunities, but not all business opportunities are franchises.)

Unlike a franchise, however, the business opportunity seller typically exercises no control over the buyer’s business operations. In fact, in most business opportunity programs, there is no continuing relationship between the seller and the buyer after the sale is made.

Although business opportunities offer less support than franchises, this could be an advantage for you if you thrive on freedom. Typically, you will not be obligated to follow the strict specifications and detailed program that franchisees must follow. With most business opportunities, you would simply buy a set of equipment or materials, and then you can operate the business any way and under any name you want.  There are no ongoing royalties in most cases, and no trademark rights are sold.

However, this same lack of long-term commitment is also a business opportunity’s chief disadvantage. Because there is no continuing relationship, the world of business opportunities does have its share of con artists who promise buyers instant success, then take their money and run. While increased regulation of business opportunities has dramatically lessened the likelihood of rip-offs, it is still important to investigate an opportunity thoroughly before you invest any money.


Legal Matters 

In general, a business opportunity refers to one of a number of ways to get into business. These include the following:• Dealers/distributors are individuals or businesses that purchase the right to sell ABC Corp.’s products but not the right to use ABC’s trade name. For example, an authorized dealer of Minolta products might have a Minolta sign in his window, but he can’t call his business Minolta. Often, the words “dealers” and “distributors” are used interchangeably, but there is a difference: A distributor may sell to several dealers, while a dealer usually sells direct to retailers or consumers.
• Licensees have the right to use the seller’s trade name and certain methods, equipment, technology or product lines. If Business Opportunity XYZ has a special technique for reglazing porcelain, for instance, it will teach you the method and sell you the supplies and machinery needed to open your own business. You can call your business XYZ, but you are an independent licensee.
• Vending machines are provided by the seller, who may also help you find locations for them. You restock your own machines and collect the money.
• Cooperatives allow an existing business to affiliate with a network of similar businesses, usually for advertising and promotional purposes. ON THE LEVEL

Direct sales is a type of business opportunity that is very popular with people looking for part-time, flexible businesses. Some of the bestknown companies in America, including Avon, Mary Kay Cosmetics and Tupperware, fall under the direct-selling umbrella.

 

Direct-selling programs feature a low upfront investment—usually only a few hundred dollars for the purchase of a product sample kit—and the opportunity to sell a product line directly to friends, family and other personal contacts. Most direct-selling programs also ask participants to recruit other sales representatives. These recruits constitute a rep’s “downline,” and their sales generate income for those above them in the program.

 

Things get sticky when a direct sales network compensates participants primarily for recruiting others rather than for selling the company’s products or services. A direct-selling system in which most of the revenues come from recruitment may be considered an illegal pyramid scheme.

 

Since direct-selling programs are usually exempt from business opportunity regulation and are not defined as franchises under state and federal franchise laws, you will need to do your own investigation before investing any money. For more information, check out the Direct Selling Association’s website at dsa.org.




• Direct sales (see “On the Level” above).



Legal definitions of business opportunities vary, since not all states regulate business opportunities. (The 26 that do are Alaska, California, Connecticut, Florida, Georgia, Illinois, Indiana, Iowa, Kentucky, Louisiana, Maine, Maryland, Michigan, Minnesota, Nebraska, New Hampshire, North Carolina, Ohio, Oklahoma, South Carolina, South Dakota, Texas, Utah, Virginia, Washington and  Wisconsin.) Even among these, different states have different definitions of what constitutes a business opportunity. According to franchise law counsel Joel R. Buckberg, an attorney in Nashville, Tennessee, most definitions contain the following:

• The investor enters into an oral or written agreement for the vendor—or someone recommended by the vendor—to sell goods or services to the investor that allow him or her to begin a business.[image: 050]

TIP

Don’t forget to ask about the franchise or business opportunity’s training program. Find out how long it is, where it takes place and the general subjects covered. Look for a well-organized plan that combines classroom time with field orientation.




• The purchase involves a certain amount of money. In 15 states and under FTC regulations, the minimum investment is $500; in the other 11 states, that figure drops to as little as $100.
• The seller makes any one of the following statements to the investor during the course of the sale:1. The seller or someone the seller recommends will assist in securing locations for display racks, vending devices, outlets or accounts;
2. The seller will return the money and repurchase what is sold to or made by the investor if the investor is dissatisfied with the investment;
3. The seller will buy any or all of the products assembled or produced by the buyer;
4. The seller guarantees (or, in some states, implies) that the buyer will be able to generate revenues in excess of the amount of the investment paid to the seller; or
5. The seller will provide a marketing plan or a sales plan for the buyer.


If a seller meets the definition of a business opportunity in states that regulate them, it generally means he or she must register the offering  with the state authorities and deliver a disclosure document to prospective buyers at least ten business days before the sale is made. (For more information on states’ regulations, check with consumer protection agencies—often a part of the attorney general’s office—in your state.)


Checking It Out 

Researching a business is a more challenging task than investigating a franchise. And if the business opportunity you are considering does not provide buyers with a disclosure document, you get a lot less information, so you have to do a lot more legwork on your own.

Whenever possible, follow the same steps you would for investigating a franchise. Check out Entrepreneur magazine’s BizOpp Zone (entrepreneur.com/bizopp). Contact the Better Business Bureau to see if there have been complaints against the company, and if the company is registered with D&B, a financial report will give you details on its financial standing and other information.

Also check with the regulatory agency—either the Commission of Securities or the Commission of Financial Institutions—in the state where the business opportunity has its headquarters. This will tell you if the company is complying with all state regulations. If you discover the company or its principals have been involved in lawsuits or bankruptcies, try to find out more details. Did the suits involve fraud or violations of regulatory laws? A copy of the petition or judgment, which you can get from the court that handled the case, will give you the answers to these questions.

[image: 051]

WARNING

Watch out for promises from third-party location hunters. The sales rep may say, “We’ll place those pistachio dispensers in prime locations in your town,” but more likely, you’ll find out that all the best locations are taken, and the next thing you know, your garage is filled with pistachio dispensers. The solution: Get in your car, and check for available locations.



Finally, see if the business opportunity seller will provide you with a list of people who have purchased the opportunity in the past. Don’t let the seller give you a few  handpicked names; ask for a full list of buyers in your state. Try to track them down, and talk to as many as you can. Were they satisfied with the opportunity? Would they recommend it to friends?

The path to buying a business opportunity is not as clearly defined as the road leading to franchise ownership. The good news, however, is that you have more freedom to make your business opportunity work. More so than with a franchise, the success or failure of your business opportunity depends on you, your commitment to the venture and the level of effort you put into it. Put that same effort into finding the right business opportunity program, and your chances of success increase exponentially.






part 2

PLAN





chapter 6

CHOOSE YOUR TARGET

Defining Your Market

 

 

 

 

You’ve come up with a great idea for a business ... but you’re not ready to roll yet. Before you go any further, the next step is figuring out who your market is.

There are two basic markets you can sell to: consumer and business. These divisions are fairly obvious. For example, if you are selling women’s clothing from a retail store, your target market is consumers; if you are selling office supplies, your target market is businesses (this is referred to as “B2B” sales). In some cases—for example, if you run a printing business—you may be marketing to both businesses and individual consumers.

No business—particularly a small one—can be all things to all people. The more narrowly you can define your target market, the better. This process is known as creating a niche and is key to success for even the biggest companies. Walmart and Tiffany are both retailers, but they have very different niches: Walmart  caters to bargain-minded shoppers, while Tiffany appeals to upscale jewelry consumers.

[image: 052]

WARNING

Even though many baby boomers are now over 50, don’t make the mistake of marketing to them the same way you would to seniors. Boomers don’t think of themselves as “old” or “seniors.” The moral? The same marketing approaches that appealed to boomers when they were 30 will appeal to them when they’re 50, 60 and 70.



“Many people talk about ‘finding’ a niche as if it were something under a rock or at the end of the rainbow, ready-made. That is nonsense,” says Lynda Falkenstein, author of Nichecraft: Using Your Specialness to Focus Your Business, Corner Your Market & Make Customers Seek You Out. Good niches do not just fall into your lap; they must be very carefully crafted.

Rather than creating a niche, many entrepreneurs make the mistake of falling into the “all over the map” trap, claiming they can do many things and be good at all of them. These people quickly learn a tough lesson, Falkenstein warns: “Smaller is bigger in business, and smaller is not all over the map; it’s highly focused.”




Practicing Nichecraft 

Creating a good niche, advises Falkenstein, involves following a sevenstep process:1. Make a wish list. With whom do you want to do business? Be as specific as you can: Identify the geographic range and the types of businesses or customers you want your business to target. If you don’t know whom you want to do business with, you can’t make contact. “You must recognize that you can’t do business with everybody,” cautions Falkenstein. Otherwise, you risk exhausting yourself and confusing your customers.These days, the trend is toward smaller niches (see “Direct Hit” on page 75). Targeting teenagers isn’t specific enough; targeting male, African American teenagers with family incomes of $40,000 and up is. Aiming at companies that sell software is too broad; aiming at Northern California-based companies that provide internet software sales and training and have sales of $15 million or more is a better goal.

DIRECT HIT

Once upon a time, business owners thought it was enough to market their products or services to “18-to-49-year-olds.” Those days are things of the past. According to trend experts, the consumer marketplace has become so differentiated, it’s a misconception to talk about the marketplace in any kind of general, grand way. You can market to socioeconomic status or to gender or to region or to lifestyle or to technological sophistication. There’s no end to the number of different ways you can slice the pie.

 

Further complicating matters, age no longer means what it used to. Fiftyfive-year-old baby boomers prefer rock ’n’ roll to Geritol; 30-year-olds may still be living with their parents. People now repeat stages and recycle their lives. You can have two men who are 64 years old, and one is retired and driving around in a Winnebago, and the other is just remarried with a toddler in his house.

 

Generational marketing, which defines consumers not just by age, but also by social, economic, demographic and psychological factors, has been used since the early ’80s to give a more accurate picture of the target consumer.

 

A more recent twist is cohort marketing, which studies groups of people who underwent the same experiences during their formative years. This leads them to form a bond and behave differently from people in different cohorts, even when they are similar in age. For instance, people who were young adults in the Depression era behave differently from people who came of age during World War II, even though they are close in age.

 

To get an even narrower reading, some entrepreneurs combine cohort or generational marketing with life stages, or what people are doing at a  certain time in life (getting married, having children, retiring), and physiographics, or physical conditions related to age (nearsightedness, arthritis, menopause).

Today’s consumers are more marketing-savvy than ever before and don’t like to be “lumped” with others—so be sure you understand your niche. While pinpointing your market so narrowly takes a little extra effort, entrepreneurs who aim at a smaller target are far more likely to make a direct hit.




2. Focus. Clarify what you want to sell, remembering: a) You can’t be all things to all people and b) “smaller is bigger.” Your niche is not the same as the field in which you work. For example, a retail clothing business is not a niche but a field. A more specific niche may be “maternity clothes for executive women.”To begin this focusing process, Falkenstein suggests using these techniques to help you:• Make a list of things you do best and the skills implicit in each of them.
• List your achievements.
• Identify the most important lessons you have learned in life.
• Look for patterns that reveal your style or approach to resolving problems.



Your niche should arise naturally from your interests and experience. For example, if you spent ten years working in a consulting  firm, but also spent ten years working for a small, family-owned business, you may decide to start a consulting business that specializes in small, family-owned companies.

[image: 053]

WARNING

Marketing to ethnic consumers? Don’t make these mistakes: Sticking ethnic faces in the background of your marketing materials, “lumping” (for example, treating Japanese, Chinese and Korean Americans as one big mass of “Asians”), or relying on stereotypes such as slang or overtly ethnic approaches. Subtlety and sensitivity are keys to success when approaching these markets.




3. Describe the customer’s worldview. A successful business uses what Falkenstein calls the Platinum Rule: “Do unto others as they would do unto themselves.” When you look at the world from your prospective customers’ perspective, you can identify their needs or wants. The best way to do this is to talk to prospective customers and identify their main concerns. (Chapter 7 will give you more ideas on ways to get inside customers’ heads.)
4. Synthesize. At this stage, your niche should begin to take shape as your ideas and the client’s needs and wants coalesce to create something new. A good niche has five qualities:• It takes you where you want to go—in other words, it conforms to your long-term vision.
• Somebody else wants it—namely, customers.
• It’s carefully planned.
• It’s one-of-a-kind, the “only game in town.”
• It evolves, allowing you to develop different profit centers and still retain the core business, thus ensuring long-term success.


5. Evaluate. Now it’s time to evaluate your proposed product or service against the five criteria in Step 4. Perhaps you’ll find that the niche you had in mind requires more business travel than you’re ready for. That means it doesn’t fulfill one of the above criteria—it won’t take you where you want to go. So scrap it, and move on to the next idea. Target Market Worksheet

Use the following exercise to identify where and who your target market is. Once you’re done, you’ll have an audience to aim for and hone in on rather than using a shotgun approach, which is a time- and money-waster.

1. Describe the idea:[image: 054]


2. What will the concept be used for?[image: 055]


3. Where are similar concepts used and sold?[image: 056]


4. What places do my prospects go to for recreation?[image: 057]


5. Where do my prospects go for education?[image: 058]


6. Where do my prospects do their shopping?[image: 059]


7. What types of newspapers, magazines and newsletters do my prospects read?[image: 060]


8. What TV and radio stations do my prospects watch and listen to?[image: 061]





6. Test. Once you have a match between niche and product, testmarket it. “Give people an opportunity to buy your product or service—not just theoretically but actually putting it out there,”  suggests Falkenstein. This can be done by offering samples, such as a free miniseminar or a sample copy of your newsletter. The test shouldn’t cost you a lot of money: “If you spend huge amounts of money on the initial market test, you are probably doing it wrong,” she says.
7. Go for it! It’s time to implement your idea. For many entrepreneurs, this is the most difficult stage. But fear not: If you did your homework, entering the market will be a calculated risk, not just a gamble.“If you work just for
 the money, you’ll never
 make it, but if you love
 what you’re doing and
 you always put the customer
 first, success will
 be yours.”

—RAY KROC, FOUNDER OF
 MCDONALD’S CORP.







Keep It Fresh 

Once your niche is established and well-received by your market, you may be tempted to rest on your laurels. Not a good idea, says Falkenstein. “[You must] keep growing by reniching. This doesn’t mean totally changing your focus, but rather further adapting it to the environment around you.”

Ask yourself the following questions when you think you have found your niche—and ask them again every six months or so to make sure your niche is still on target:• Who are your target clients?
• Who aren’t your target clients?
• Do you refuse certain kinds of business if it falls outside your niche?
• What do clients think you stand for?
• Is your niche in a constant state of evolution?
• Does your niche offer what prospective customers want?
• Do you have a plan and delivery system that effectively conveys the need for your niche to the right market?
• Can you confidently predict the life cycle of your niche?
• How can your niche be expanded into a variety of products or services that act as profit centers?
• Do you have a sense of passion and focused energy with respect to your niche?
• Does your niche feel comfortable and natural?
• How will pursuing your niche contribute to achieving the goals you have set for your business?



According to Falkenstein, “Creating a niche is the difference between being in business and not being in business. It’s the difference between surviving and thriving, between simply liking what you do and the joy of success.”




On a Mission 

Once you have designed a niche for your business, you’re ready to create a mission statement. A key tool that can be as important as your business plan, a mission statement captures, in a few succinct sentences, the essence of your business’s goals and the philosophies underlying them. Equally important, the mission statement signals what your business is all about to your customers, employees, suppliers and the community.

The mission statement reflects every facet of your business: the range and nature of the products you offer, pricing, quality, service, marketplace position, growth potential, use of technology, and your relationships with your customers, employees, suppliers, competitors and the community.

“Mission statements help clarify what business you are in, your goals and your objectives,” says Rhonda Abrams, author of The Successful Business Plan: Secrets and Strategies.

Your mission statement should reflect your business’ special niche. However, studying other companies’ statements can fuel your creativity. One sample mission statement Abrams developed:AAA Inc. is a spunky, imaginative food products and service company aimed at offering high-quality, moderately priced, occasionally unusual foods using only natural ingredients. We view ourselves as partners with our customers, our employees, our community and our environment. We aim to become a regionally recognized brand name, capitalizing on the sustained interest in Southwestern and Mexican food. Our goal is moderate growth, annual profitability and maintaining our sense of humor.





PROFITING FROM PROCUREMENT

Looking for a niche? One market many entrepreneurs ignore is the lucrative procurement pie. Although the federal government is by far the biggest customer in this arena, local governments, colleges and universities, school districts, nonprofit organizations, public utilities and corporations also have plenty of procurement opportunities available. The federal government’s civilian agencies alone buy products in more than 4,000 categories, ranging from air brakes to zippers.

 

Contrary to what you might imagine, small businesses often have an edge in competing for procurement dollars. Government rules and regulations are designed to promote fair competition and a level playing field. And government agencies and large contractors are often required by law to give a certain amount of business to small, disadvantaged, womenowned or minority-owned businesses.

 

How to get started?

• Check out the SBA’s subcontracting opportunities at web.sba.gov/subnet.
• Agencies like the U.S. Postal Service, Department of Interior and the Army, as well as many others, send out solicitations to businesses that are on their mailing lists. To find out how to get on the lists, contact the agency you’re interested in.
• Regularly check “Federal Business Opportunities” online for daily updates (fedbizopps.gov); printed versions can also be found at many local libraries.

If you are a woman or a member of a minority group, you will need to be certified as a woman- or minority-owned business to work with government agencies and many large contractors. This can be done in several ways. Many cities have their own certification programs or can direct you to the certification programs that they accept. A good general place to start is with the SBA; you can reach them at 409 Third St. SW, Washington, DC 20416, or call (800) U-ASK-SBA.



Or consider the statement one entrepreneur developed for her consulting business: “ABC Enterprises is a company devoted to developing human potential. Our mission is to help people create innovative solutions and make informed choices to improve their lives. We motivate and encourage others to achieve personal and professional fulfillment. Our motto is: Together, we believe that the best in each of us enriches all of us.”

[image: 062]

TIP

Doing business with the government can seem intimidating because of all the paperwork. To make it easier, many government agencies are reaching out to teach small firms how to bid—and win. Every state provides some kind of training, usually sponsored through community colleges for a small fee. Check with your local community college or SBA district office for details.




The Write Words 

To come up with a statement that encompasses all the major elements of your business, start with the right questions. Business plan consultants say the most important question is, What business are you in? Since  you have already gone through the steps of creating your niche, answering this question should be easy for you.

Answering the following ten questions will help you to create a verbal picture of your business’s mission:1. Why are you in business? What do you want for yourself, your family and your customers?Think about the spark that ignited your decision to start a business. What will keep it burning?


2. Who are your customers? What can you do for them that will enrich their lives and contribute to their success—now and in the future?
3. What image of your business do you want to convey? Customers, suppliers, employees and the public will all have perceptions of your company. How will you create the desired picture?
4. What is the nature of your products and services? What factors determine pricing and quality? Consider how these relate to the reasons for your business’s existence. How will all this change over time?
5. What level of service do you provide? Most companies believe they offer “the best service available,” but do your customers agree? Don’t be vague; define what makes your service so extraordinary.
6. What roles do you and your employees play? Wise captains develop a leadership style that organizes, challenges and recognizes employees.
7. What kind of relationships will you maintain with suppliers? Every business is in partnership with its suppliers. When you succeed, so do they.
8. How do you differ from competitors? Many entrepreneurs forget they are pursuing the same dollars as their competitors. What do you do better, cheaper or faster than competitors? How can you use competitors’ weaknesses to your advantage?
9. How will you use technology, capital, processes, products and services to reach your goals? A description of your strategy will keep your energies focused on your goals.
10. What underlying philosophies or values guided your responses to the previous questions? Some businesses choose to list these separately. Writing them down clarifies the “why” behind your mission.



Putting It All Together 

Crafting a mission statement requires time, thought and planning. However, the effort is well worth it. In fact, most startup entrepreneurs discover that the process of crafting the mission statement is as beneficial as the final statement itself. Going through the process will help you solidify the reasons for what you are doing and clarify the motivations behind your business.
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TIP

When it comes to mission statements, employees are number one. It’s more important to communicate your mission statement to employees than to your customers. The most effective mission statements are developed strictly for internal communication and discussion. In other words, your mission statement doesn’t have to be clever or catchy—just accurate.



Here are some tips to make your mission statement the best it can be:• Involve those connected to your business. Even if you are a sole proprietor, it helps to get at least one other person’s ideas for your mission statement. Other people can help you see strengths, weaknesses and voids you might miss. If you have no partners or investors to include, consider knowledgeable family members and close friends, employees or accountants. Be sure, however, to pick only positive, supportive people who truly want you to succeed.
• Set aside several hours—a full day, if possible—to work on your statement. Mission statements are short—typically more than one sentence but rarely exceeding a page. Still, writing one is not a short process. It takes time to come up with language that simultaneously describes an organization’s heart and soul and serves as an inspirational beacon to everyone involved in the  business. Large corporations often spend an entire weekend crafting a statement.
• Plan a date. Set aside time to meet with the people who’ll be helping you. Write a list of topics to discuss or think about. Find a quiet, comfortable place away from phones and interruptions.
• Be prepared. If you have several people involved, be equipped with refreshments, extra lists of topics, paper and pencils. Because not everyone understands what a mission statement is about, explain its meaning and purpose before you begin.
• Brainstorm. Consider every idea, no matter how silly it sounds. Stimulate ideas by looking at sample mission statements and thinking about or discussing the 10 questions starting on page 84. If you’re working with a group, use a flip chart to record responses so everyone can see them. Once you’ve finished brainstorming, ask everyone to write individual mission statements for your business. Read the statements, select the best bits and pieces, and fit them together.
• Use “radiant words.” Once you have the basic idea in writing, polish the language of your mission statement. “Every word counts,” says Abrams. The statement should create dynamic, visual images and inspire action. Use offbeat, colorful verbs and adjectives to spice up your statement. Don’t hesitate to drop in words like “kaleidoscope,” “sizzle,” “cheer,” “outrageous” and “marvel” to add zest. If you want customers to “boast” about your goods and services, say so—along with the reasons why. Some businesses include a glossary that defines the terms used in the statement.[image: 064]

TIP

Once you’ve drafted your mission statement, you should periodically review and possibly revise it to make sure it accurately reflects your goals as your company and the business and economic climates evolve. To do this, simply ask yourself if the statement still correctly describes what you’re doing.







Once your mission statement is complete, start spreading the word! You need to convey your mission statement to others inside and outside the business to tell everyone you know where you are going and why. Post it in your office, where you, employees and visitors can see it every day. Print it on company materials, such as your brochures and your business plan or even on the back of your business cards.

When you’re launching a new business, you can’t afford to lose sight of your objectives. By always keeping your mission statement in front of you, you’ll keep your goals in mind—and ensure smooth sailing.





End of sample
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Days = (Inventory x 365) + Cost of Goods Sold

Accounts Payable Days = (Accounts Payable x 365) + Purchases
Purchases = Cost of Goods Sold + Ending Inventory - Beginning Inventory
$ Per Day Accounts Receivable = 1 + 365 x Sales.

§ Per Day Inventory = 1 + 365 x Cost of Goods Sold

$ Per Day Accounts Payable = 1 + 365 x Purchases
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Year 1 Year 2

Advertising $5,000 $15,000
Auto Expenses 3,000 7,500
Bank Charges 750 1,200
Depreciation 30,000 30,000
Dues & Subscriptions 500 750
Employee Benefits 5,000 10,000
Insurance 6,000 10,000
Interest 17,800 15,000
Office Expenses 2,500 4,000
Officers’ Salaries 40,000 60,000
Payroll Taxes 6,000 9,000
Professional Fees 4,000 7,500
Rent 24,000 24,000
Repairs & Maintenance 2,000 2,500
Salaries & Wages 40,000 60,000
Security. 2,250 2,250
Supplies 2,000 3,000
Taxes & Licenses 1,000 1,500
Telephone 4,800 6,000
Uilities 2,400 2,400
Other 1,000 3,400

Total Operating Expenses $200,000 | $275,000
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Accounts Receivable Days = (Accounts Receivable x 365) + Sales Inventory.
Days = (Inventory x 365) + Cost of Goods Sold

Accounts Payable Days = (Accounts Payable x 365) + Purchases
Purchases = Cost of Goods Sold + Ending Inventory - Beginning Inventory
$ Per Day Accounts Receivable = 1 + 365 x Sales

$ Per Day Inventory = 1+ 365 x Cost of Goods Sold

§ Per Day Accounts Payable = 1 + 365 x Purchases
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Sales
Cost of Goods Sold
Gross Profic
Operating Expenses
Operating Profic
Other Income and Expenses
Net Profic Before Taxes
Income Taxes

Net Profit After Taxes

Year 1
$1,000,000
-750,000
250,000
-200,000
50,000
3,000
53,000
-15,900

$37,100

Year 2.
$1,500,000
1,050,000
450,000
-275,000
175,000
5,000
180,000
-54,000

$126,000
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Labor
Supervision

Total Labor Cost

Fabric

Sewing Thread

Buttons.

Total Materials Cost

Total Labor & Materials Costs|
Desired Markup

Price Quote to Customer

Hours/.
Dozen

1.00

005

Cost/
Hour

$7.00

52000

Cost/ | No.of | Total

Dozen

$35.00
$2.50
$2.50

$4000

Dozens

100

100

100

100

100

100

Cost
$700.00
$100.00
$500.00

5350000
$250.00
525000

5400000

s180000

029

$6859.20
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CALLFORA

Speciatist n Diesel &
625 Enaine Repairs

w2t sevco.
e

(813) 521-4237
(813) 321-1004

This headiine makes
an atractive offer
from 3 memorably
named mochanic.

The relevant cartoon
makes your message
intoresting and
more palatable
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S e e
edness (B-A-D).

Toual Liabiltes.
Total Assets
Degree of Indebtedness
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($1.5 million - $1.05 million) + $1.05 million = 42.9%
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Startup Expenses
Advertising

Description

Promotion for opening the business

Amount

Starting inventory.

Building construction

Amount of inventory required to open

Amount per contractor bid and
other costs

Cash Amount needed for the cash register
Decorating Estimate based on bid, if appropriate
Deposits Check with utiity companies.

Fixtures and equipment.

Use actual bids

Insurance

Bid from insurance agent

Lease payments

Fees to be paid before openin

Licenses and permits.

Check with ity or state offices

Miscellaneous

Al other costs

Professional fees.

Include CPA, atorney, etc.

Remodeln Use contractor bids
Rent Fee to be paid before opening
Services Cleaning, accounting, etc.

Signs Use contractor bids

Supples Office, cleaning, etc.

Unanticipated expenses | Include an amount for the unexpected
Other

Other

Total Startup Costs
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Expense Price 1
Desk, chair, fling cabinet

Deskiop computer
Laptop/Netbook/Tablet

iPhone, BlackBerry or smartphone
Laser princer

Scanner

Copier

Fax machine

Multifunction printer/scanner/copier
Uninterruptible power supply.

Office productivity sute (software)
Security software

Accounting software

Deskiop or web publishing software
Muliline telephone, plus two landlines
Voice mail service (answering service/machine)
Cell phone service

High-speed internet access

Website hosting

Paper, cables, miscellaneous supplies

Total Startup Expenses $

Price 2
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Liquidity Ratios:

Current Ratio 157 232
Quick Ratio 054 0.98
Working Capital Ratio 010 015
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WHY STAND IN LINE AT
THE POST OFFICE?

When we can box and ship anything, anywhere,
and we won’t make you wait.

Pacific Packaging & Shipping

555 Piedmont Dr., Bakersfield, CA 91054, (805) 555-1215
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10,

.

12

13,

14,

15,

16,

7.

18,

. How much would you expect to pay for an eight-ounce solid chocolae

Evis Presley? (Here you show the product to your group.)

Would you buy an eight-ounce solid chocolate Elvs Presley?

How many times in the past year have you purchased something by mail
order?

Were you pleased wich your purchase?
IFs0, why?
1 not, why not?.

Would you feel comfortable about the freshness of chocolates you
received through the mail?

What would you expect to pay for shipping and handling?

Please comment on the name Chocoholic Central (love, ke,
hate, and why),

Please comment on the name For Chocolate Lovers Only (love, ke, dis-
like or hate, and why)
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Liabiliies & Equity:
Current Liabilties:
Notes Payable—Short Term
Current Maturites of Long-Term Debt
Accounts Payable
Accrued Expenses
Taxes Payable
Stockholder Loans
Total Current Liabilities
Long-Term Liabilities
Total Liabiliies
Owner's Equity:
Common Stack
Paid-in-capital
Retained Earnings
Total Owner's Equity
Total Li

& Equity

Year 1

60,000
30,000
82,000

7,900

o

o
179,900
120,000
$299,900

75,000
o

37,100
112,100
$412,000

Year 2

42,400
30,000
86,000
13,500

0

0
171,900
90,000
$261,900

75,000
0
163,100
238,100
$500,000
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Year 1 Year 2
Accounts Receivable Days 30 35
Inventory Days 90 8
Operating Cycle 120 15
Accounts Payable Days -32 -29
Days To Be Financed 88 86
Purchases $935,000 | $1,095,000
§ Per Day Accounts Receivable $2,740 $4,110
§ Per Day Inventory $2,055 $2,877
§ Per Day Accounts Payable $2,562 $3,000






OEBPS/the_9781613080108_oeb_053_r1.jpg





OEBPS/the_9781613080108_oeb_110_r1.jpg





OEBPS/the_9781613080108_oeb_206_r1.jpg





OEBPS/the_9781613080108_oeb_322_r1.jpg





OEBPS/the_9781613080108_oeb_180_r1.gif
Dare: Prepared By:
Tide: Department:
Job Tile:

Reporting To:

Major Responsibilices:

Minor Responsibi

Education/Experience Required:

‘Goals/Objectives of Position:
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Liabilities Totals
Current Monthly Bills

Credit Card) Charge Account Bill

Morgage

Auto Loans

Finance Company Loans

Personal Debts

Other

Total Linbiltes B

Net Worth (A-B=C)
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Year 1

Year 2

Accounts Receivable Days

Invencory Days

Operating Cycle

Accounts Payable Days
Days to Be Financed

Purchases.

§ Per Day Accounts Recevable

§ Per Day Inventory

§ Per Day Accounts Payable
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1. How many times a year do you purchase fine chacolates for yourself?

2. How many times a year do you purchase fine chocolates as gifts:
for your spouse or significant other?
for your children?
for other relatives? What are their relationships?
for clients or co-workers?

3. Do you prefer dark chocolate or milk chocolate?

4. Do you prefer to choose your own selection (nuts, chews, creams, ecc.),
orwould you rather purchase a pre-boxed assortment?

5. How much do you usually spend for a one-pound box of chocolates?

6. Would you pay more for a box specially wrapped for a gift occasion?

7. Forwhich special occasions do you purchase chocolates?

8. How much would you expect to pay for this half-pound box of gold foil-
wrapped chocolate stars? (Here you show the product to your group.)
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($1 million - $750,000) + $750,000 = 33.3%
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Assets:
Current Assets:
Cash
Accounts Receivable
Inventory
Prepaid Expenses
Total Current Assets
Fixed Assets:
Land
Buildings
Equipment
Accumulated Depreciation
Total Fixed Assets
Intangible Assets
Other Assets

Total Assets

Year 1

$10,000
82,000
185,000
5,000
282,000

4
o
150,000
30,000
120,000
0

10,000
$532,000

Year 2

$20,000
144,000
230,000

5,000
399,000

4
0
120,000
-30,000
90,000

0

11,000
$590,000
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(:25 x $750,000) - $30,000 = $157,500
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say, but, technially,
paperwork i part of

“your business.”

Aflr s a format
that can leave the
impression you
ars small-time
and impermanant.

[ 4

v B = i

YOUR ALTERNATIVE TO PERMANI

Good use of quick-
reading benefits.

s the reader being.
sighty insulted
or patronized by
ehis line?
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Leverage Ratios:
Debt to Equity 2.68 110
Debt Ratio 073 0.52

Debt Coverage Ratio 224 5.20
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($170,000 + $30,000) + $750,000 = 26.7%
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1. Purchasing a delivery truck
Cash (Assel)
ixed Assel (Assel)

2. Purchasing yarn on account to
make the socks

Accounts Payable (Liability)
Inventory (Asset)

3. Selling a sock order to a customer
on account

Accounts Receivable (Assel)
Sales (Income)

4. Collecting the account receivable
from the same customer

Accounts Receivable (Assel)
Cash (Asset)

5. Funding payroll at the end of
the month

Payroll Expense (Expense)

Cash (Assel)

Debit

520000

25,000

510,000

510000

520000

Credit
520,000

525,000

510,000

510,000

520,000
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(Selling Price - Cost to Produce) + Cost to Produce
- Markup Percentage
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1. What is your favorite decorating style (country, contemporary, tradi-
tional, etc.)?

2. How often do you redecorate?
O Every year
O Every two years

O Every time you can stretch your budget
3. When was the last time you redecorated?

4. Which room or rooms did you do and why?

5. About how much did you spend on this project?

6. What are your biggest decorating problems or concerns? (Go ahead—
tell us everything!)

7. How many people make up your household?
8. I you have kids at home, what are their ages?
9. What is the approximate square footage of your home?

10. Is it a house, a condo or an apartment?
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Year 1 Year 2
Net Cash Flow From Investing Activities:

Additions to property, plant and
equipment (150,000) 0

Increase/decrease in other assets (10,000 (1,000)

Other investing activities 0 0

Net cash provided (used) by investing,
activities ($160,000) | ($1,000)

Net Cash Flow From Financing Activities:
Sales of common stock 75,000 4

Increase (decrease) in short-term loans
(includes current maturities of

long-term debr) 90,000 | (17,600)
Additions to long-term loans 120,000 0
Reductions of long-term loans o | (30,000
Dividends paid 0 0

Net cash provided (used) by
financing activities $285,000 | ($47,600)

Net Increase (Decrease) In Cash $10,000 | $10,000
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Startup Expenses. Description Amount
Adverdsing,
Bank service fees.
Credit card charges

Delivery fees
Dues and subscripions

Insurance Exclude amount on preceding page
Interest

Inventory See ** below

Lease payments Exclude amount on preceding page
Loan payments Principal and inerest payments

Office expenses
Payroll other than owner

Payrol taxes

Professional fees

Rent Exclude amount on preceding page
Repairs and maintenance

Sales rax

Supplies

Telephone

Uilies

Your salary Onlyif applicable during
the first three months.

Other
Total Ongoing Costs s
Total Startup Costs | Amount from preceding page s
Total Cash Needed s

lncudeth it thrs months”cash eeds unlesaherwie roted.
lude amount required or imentory xpansion. IFmentry i o b rplaced fom cozh sl do ot
incudehee. Assume sl il enerat enough cashfr replacements.
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Account Type Debit Credit

Asset Increases Decreases
Liability Decreases Increases
Stockholder’s Equity Decreases. Increases
Income Decreases, Increases
Expense Increases Decreases
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==
OnCall Designer
ES Sl
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Activity Ratios:

Accounts Receivable Days 30 35
Inventory Days. 90 8
Accounts Payable Days 32 29
Sales to Assets 243 3.00
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Abrochure adds
lot to your.
image, without
costing much.
more than a fer

A brochure allows
you to manage
the information
in 8 way that.
gives each
clement special
importance.
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($245,000 + $30,000) + .30 = $916,667
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Protocol

Range

3G Cellular | >30 miles

4G Cellular | >30 miles

802.11g

202110

Bluetooth

300 feet

300 feet

300 feet

Bandwidth
Up to 2.4Mbps

Up to 100Mbps

Up to 54Mbps

Up to 300Mbps

700Kbps

Common Uses.

High-speed voice and data
transmission via cell phones,
smartphones, wireless PDAS
and wireless modems (used
with laptop computers);
replaced slower 2G technology,
which is pretty much outdated|
at this point

Even higher speed voice and
data transmission via cell
phones, smartphones, wireless
PDAS and wireless modems

(used with laptop computers)

Wireless LANS (including
WiFi hotspots and home
wireless networks)

Wireless LANS (including
WiFi hotspots and home
wireless networks)

Short-range audio and data
transmission for cell phones,
computers, digital cameras,
etc; used for connecting a cell
phone to a wireless headset,
ora computer to a printer
without cables
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Knowledge/Skills Required:

Physical Requirements:

Special Problems/Hazards:

Number of People Supervised:

Reporting To:
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(8170,000 + $30,000) + .25 = $800,000
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Year1 | Year2

Gross Profic Margin 0% | 300% |
Operating Expenses (less depreciation) |$170,000 /5245,000 |

Annual Current Maturities of
Long-Term Debe* $30,000 | $30,000

“This represents theprincipal portion of anual debt sanice; th interes portion of

annual debe servic s already included in operating expenses.
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Is the facility large enough for your business?

Does it meet your layout requirements well?

Does the building need any repairs?
Will you have to make any leasehold improvements?

Do the existing utilties meet your needs, or will you have.
to do any rewiring or plumbing work? Is ventilation
adequate?

Is the facility casily accessible to your potential clients or
customers?

Can you find a number of qualified employees in the area in
which the facilty is located?

I the facility consistent with the image you would like to
maincain?

I the facility located in a safe neighborhood with a low
crime rate?

Are neighboring businesses likely to attract customers who
willalso patronize your business?

(Are there any competitors located close to the facility? If so,
can you compete with them successfully?

Can suppliers make deliveries conveniently at this location?





OEBPS/the_9781613080108_oeb_286_r1.jpg





OEBPS/the_9781613080108_oeb_125_r1.jpg





OEBPS/the_9781613080108_oeb_043_r1.jpg





OEBPS/the_9781613080108_oeb_230_r1.jpg





OEBPS/the_9781613080108_oeb_213_r1.jpg





OEBPS/the_9781613080108_oeb_035_r1.jpg





OEBPS/the_9781613080108_oeb_299_r1.jpg





OEBPS/the_9781613080108_oeb_253_r1.jpg





OEBPS/the_9781613080108_oeb_115_r1.jpg





OEBPS/the_9781613080108_oeb_138_r1.jpg





OEBPS/the_9781613080108_oeb_276_r1.jpg





OEBPS/the_9781613080108_oeb_012_r1.gif





OEBPS/the_9781613080108_oeb_150_r1.jpg





OEBPS/the_9781613080108_oeb_224_r1.jpg





OEBPS/the_9781613080108_oeb_201_r1.jpg





OEBPS/the_9781613080108_oeb_058_r1.gif





OEBPS/the_9781613080108_oeb_093_r1.gif
Control
See entry for
corporations.

S Corporation

Liability
See entry for
corporations.

Tax
Shareholders
report shares of
corporate profic
or loss on their
individual tax
returns.

Continuity.
See entry for
corporations.
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16. How is the service?

17. What promotions and sales techniques do you notice?

18. What feedback

You receive from the bartender/wait staff?

19. What information did you get from the customers?

20. List three ways you would improve the bar.

1
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Ultra Wideband

30 feet

480Mbps

Replaces the need for
cables when connecting
computers to equipment,
such as printers, speakers
and other devices
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(Operating Expenses + Annual Debt Service) +
Gross Profit Margin = Break-Even Sales
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Purchase records, including purchase orders and
payment vouchers

Travel and entertainment records, including account
books, diaries and expense statements and receipts

Documents substantiating fixed-asset additions,
depreciation policies and salvage values assigned
o assets

Personnel and payroll records, such as payments and
reports to taxing authorities, including federal income
tax withholding, FICA contributions, unemployment
taxes and workers’ compensation insurance

Corporate documents, including certficates of
incorporation, corporate charcer, constitution and
bylaws, deeds and easements, stock, stock transfer
records, minutes of board of directors meetings,
retirement and pension records, labor contracts, and
license, patent, trademark and registration applications

6 years

6 years

Indefinitely

6 years

Indefiniely
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10

"

12

13

14

1s.

Is the bar clean?

Is the layout of the bar and tables efficient?

Does the bar serve food?

IF s0, what types of food does it have on the menu?

Does the menu offer enough variety?

How would you rate the quality of the drinks?

How would you rate the quality of the food?

Does the cost match the quality/quantity of the food and drinks served?

How do you feel about the bar's atmosphere?
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If your business expands in the future, will the facility be
able to accommodate this growth?

Are the lease terms and rent favorable?

Is the facility located in an area zoned for your type
of business?
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Control
General partners.
control the

business.

Control
Ouner or.
partners have

authoriy.

Control
Shareholders
appoint the

board of directors,
which appoints
officers, who hold
the highest
authority.

Limited Partnership
Liabilicy Tax

General partners  Partnership files
are personally  annual taxes.
responsible for  Limited and
partnership general partners

liabiltes. Limited  report cheir
partners are lible  share of part-

for the amount  nership income.
of their investment. o loss on their

individual rerurns

Limited Liability Partnership

Liabilicy Tax

Partners arenot  The partners.

liable for business  report income

debs and income tax
on theirindiidual

Corporation
Liabilicy Tax
Sharcholders  Corporation pays
generally are its own taxes

responsible for  Shareholders
the amoun pay taxon
of their investment _their dividends.

in corporate stock.

Continuity
Death ofa limited
partner does not
dissolve business,
buc death of general
parmer might, unless
the agreement makes
other provsions.

Continuity
Different states
have differenc
laws regarding
the continuity of
ucs

Continuity.
The corporation

is its own legal
entity and can
survive the deaths
of owners, partners

and shareholders.
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Rate the sales potential of the territory you are
considering.

How successful are franchises in close proximity to
this area?

The Contract

Are the fees and royalties associated with the
franchise reasonable?

How ateractive are the renewal, termination and
transfer conditions?

Franchisor Support

If the franchisor requires you to purchase proprietary
inventory, how useful is it?

If the franchisor requires you to meet annual sales
quotas, are they reasonable?

Does the franchisor help with sice selection, lease
negoriations and store layout?

Does the franchisor provide ongoing training?

Does the franchisor provide financing to qualified
individuals?

Are manuals, sales kits, accounting systems and
purchasing guides supplied?

How strong are the franchisor's advertising and
promotion programs?

Does the franchisor have favorable national supplier
contracts?

Totals.
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Net Cash Flow From Opers

ing Activities:
Cash received from customers

Incerest received

Cash paid to suppliers for inventory
Cash paid to employees

Cash paid for other operating expenses
Incerest paid

Taxes paid

Net cash provided (used) by
operating activities

Year 1

$918,000
3,000
(853,000)
(80,000)
(69,300)
(17,800)
(15,900)

($115,000)

Year 2

$1,438,000
5,000
(1,091,000
(120,000)
(104,400)
(15,000)
(54,000)

$58,600





OEBPS/the_9781613080108_oeb_163_r1.jpg





OEBPS/the_9781613080108_oeb_243_r1.jpg





OEBPS/the_9781613080108_oeb_314_r1.jpg





OEBPS/the_9781613080108_oeb_337_r1.gif
Hours/ | Cost/ | Cost/ | No.of Total
Unit | Hour | Unit | Units | Cost

Labor #1 $
Supenision $
Total Labor Cost!
Materials Icem #1
Materials ltem #2

Materials lcem #3

Total Materials Cost?

Other Variable
Production Costs s s

Total Labor, Materials & Other
Variable Production Costs’ s

Desired Markup* %

Price Quote to Customer s
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7.
s.
9.

10.

1,
12
13
14

16,
17,
18,

19.

20.

21

Rent/mortgage
Health insurance

Car payment

Other transportation

Carinsurance

Recreation activities

(includes gym/club dues/restaurants)
Food

Utilities

Misc. fiving expenses

Credit card payments

Child care

Entertainment

Other expenses

. Total Annual Expenses
15

Portion of personal savings allocated to
startup costs

Salary or other ongoing income

Sum of fines 15 and 16

Subtract ine 17 from line 14 for

Bare Minimum Annual Salary

Divide line 18 by 12 for

Bare Minimum Monthly Salary

Total from line 14: Minimum Annual Salary

Divide line 20 by 12: Minimum Monthly Salary

Annual Expenses
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Prepared By:

Date:
Title: Department:
Job Title: Reporting To:
Job Statement:

Major Duties

1
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Record Type How Long?

Income tax reports, protests, court briefs, appeals Indefinitely
Annual financial statements Indefinicely
Monthly financial statements 3 years
Books of account, suich as the general ledger Indefinitely
Subledgers 3 years
Canceled payroll and dividend checks 6 years
Income tax payment checks Indefiniely

Bank reconciliations, voided checks, check stubs
and register tapes 6 years
Sales records such as invoices, monthly statements,

remittance advisories, shipping papers, bills of lading and
customers’ purchase orders 6 years
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Required
Types of Insurance (Yes/No)

1. Workers’ compensation insurance
2. General liability insurance

3. Automotive liability insurance

4. Property/casualty insurance

5. Product liability insurance

6. Errors and omissions liabilty insurance
7. Malpracrice liability insurance

8. Web-based business insurance

9. Fire and theft insurance

0. Business interruption insurance

11. Overhead expense insurance

12. Personal disability

13. Key person insurance

14. Shareholders’ or partners’ insurance

15. Credit extension insurance

16. Term life insurance

17. Health insurance

18. Directors’ and officers’ liability insurance
19. Survivor-income ife insurance

20. Care, custody and control insurance

21. Consequential losses insurance

Annual
Cost
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Control
Owner maintains.
complete control
over the business

Control
Each partner has
the authority to
and make other
business decisions,
unless the.
partnership
agreement
stipulates otherwise.

Sole Proprietorship
Liability Tax

Owner is solely  Owner reports all

liable. His or her  income and

personal assets  expenses on
are open to personal tax
attackin any return.

legal case.

General Partnership

Liability Tax

Each partneris  Each partner
liable for all reports partner-
business debts.  ship income on

their individual
taxretums. The
business does
not pay any taxes

as s own entity.

Continuity.
Business terminates
upon the owner’s
death or withdrawal.
Owner can sell the.
business but will no
longer remain the

proprietor

Continuity.
Unless the parc-
nership agreement
makes other
provisions, a
partnership
dissolves upon the
death or withdrawal

ofa partner
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Minor Duties

7.

Relationships
Number of People Supervised:

Person Giving Work Assignments:
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1

12,

13

14

15,

16,

17.

18

How many bedrooms?
How many baths?

Do you have a separate family room, office or den? (Please circle allthat
apply.)

Do you have a patio or a deck?

Would you be interested in tips, tricks and products for outdoor enter-
caining?

What is your annual household income?
Do you have a computer with internet access?

Do you own and use a digital camera?
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The Franchise Organization
Does the franchisor have a good track record?

Do the principals of the franchise have expertise in
the indusry?

Rate the franchisor’s financial condition

How thoroughly does the franchisor check out its
prospective franchisees?

Rate the profitability of the franchisor and its
franchisees

The Product or Service

Is there demand for the product or ser
Can the product or sevice be sold year-round?
Are industry sales strong?

Rate the product or service in comparison with the
competition.

Is the product or service comperitively priced?
What is the potential for industry growth?
The Market Area

Are exclusive territories offered?
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planned inventory
plus planned sales
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less actual inventory
less stock on order

equals open-to-buy

$25,000
+525,000
$50,000

527,000
-$13,000
$10,000
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5TH EDITION
Entrepreneur

STAR'I'
YOUR
OWN

BUSINESS

[3

Entrepreneur
Press
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What type of bar is ic?

What is the concept/theme?

Does the bar offer a full bar, beer and wine, or just beer?

Did you have to wait to be seated? How long?

How long did it cake to get served?

. What kind of décor does the bar have?





