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				Eric & Jim’s 20 Tips for  Small-Business Success

					1.	Not everyone is cut out to be a small-business owner. Take the time to explore whether you’re compatible with running your own business. Some people are happier (and better off financially) on the other end of a paycheck.

					2.	Get your personal finances in order. Before you jump into the entrepreneurial fray, get your own money matters squared away.

					3.	Pick your niche. Take stock of your skills, interests, and employment history to select the business best suited to you. Choosing a niche that you can be passionate about will also help improve your chances of succeeding. Remember: Many small-business owners succeed in businesses that are hardly unique or innovative.

					4.	Benefit from your business plan. The exercise of creating your business plan pays dividends. Answer the tough  questions now, before the meter is running.

					5.	Don’t think you need bankers and investors at the  outset. The vast majority of small-business start-ups are  bootstrapped (self-financed).

					6.	Know the hats you wear best. In the early months and years of your business, you’ll have to acquire many skills. Gain the background you need to oversee all facets of your business well, but determine what tasks you should outsource or hire employees to manage.

					7.	Remember that “nothing happens until a sale is made.” How many good products go nowhere because they don’t reach the shelves? Sales are what will drive your business. You need a crackerjack marketing plan that details how you intend to package, promote, distribute, price, and sell your product or service.

					8.	You have to see a customer to know one. No matter how busy you are, especially in the early years of your business, be sure to spend at least 25 percent of your time with  customers. You can’t make the right business decisions  without understanding the customer’s viewpoint.

					9.	Solve your customers’ problems. The best way to satisfy your customers is not by selling them products or services but  by providing solutions to their problems. Understand the  difference.

					10.	Keep in mind that quality takes only moments to lose and years to regain. Quality isn’t a destination but rather a  never-ending journey. After you’ve strayed from quality’s path, your journey may be sidetracked forever.

					11.	Put profitability first and rewards second. Beware of the small business that treats itself to hefty salaries, high-priced consultants, and waterfalls in the lobby. In small business, profitability must come first. In order to understand  profitability, you must first learn how to measure your cash flow and understand your key financial ratios.

					12.	Hire superstars. If you intend to create a growing business, your number-one duty is to assemble a team of superstar employees in your gamebreaker positions.

					13.	Don’t go it alone. Tap into resources such as small-business peers, mentors, and trade associations that can help take some of the energy-draining trial and error out of starting and running your business.

					14.	Remember that vendors are partners, too. A good vendor is as important to your business as a good customer. Treat your vendors like customers and watch the partnerships grow.

					15.	Make use of benefits. The most valuable long-term benefit you can offer yourself and your employees is a retirement savings plan. Also learn how to provide insurance and other benefits and cut your tax bill at the same time.

					16.	Ignore regulatory issues at your peril. Federal, state, and local government agencies require an array of licenses,  registrations, and permits. Obey them or face stiff penalties, including possible closure of your business.

					17.	Know the tax laws. Invest in understanding tax issues that affect your small business. You can avoid trouble and, at the same time, legally slice thousands of dollars off your tax bill if you know the right moves.

					18.	It’s the people, stupid! Whatever happens to a small business happens at the hands of the people who work it and work for it.

					19.	Fast, good, or cheap — pick any two. Serious trouble awaits those who attempt to be all things to the marketplace. Focus on what you do best.

					20.	Develop a passion for learning. As your business changes and grows, you need to change and grow along with it —  particularly as you transition to manager. One common denominator can be found in all successful business  owners — a passion for learning.
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				Introduction

				Small business is many things to those of us who have participated in it or have dreamed about participating in it. Without a doubt, the concept of “being your own boss” is an alluring one.

				But not everyone can be his or her own boss — at least not a good or  successful one. If you’re currently someone’s employee (not a boss),  fantasizing about owning a business of your own is perfectly natural on those days when you’re fed up with your current boss or job. Your fantasy is made even more attractive by the rags-to-riches stories you hear about entrepreneurs who’ve turned their visions into millions or even billions of dollars.

				Please know, however, that small-business ownership has some not-so-appealing aspects as well. Most often, you have to spend many years working hard and making tough choices before the risks you take turn into rewards. Furthermore, a significant percentage of small businesses don’t survive  to enjoy the long-term rewards. And perhaps most difficult of all, the  entrepreneurial career can be lonely at the top.

				Of course, the thrill of being the ultimate decision-maker may be exactly what attracts you to small business in the first place. But you need to realize that this attraction also has its downsides, the most prominent of which is that it breeds trial and error, and trial and error begets mistakes. Mistakes are the most expensive (and most dangerous) way for the small-business owner to learn.

				But wait! Before you plod back to your day job, we have some good news for you: The mistakes that you’re likely to make have already been made by those who have gone before you — including us. If you can somehow avoid the trial and error that leads to mistakes (which is what we’re here to help you do), your chances for success multiply many times over.

				Despite the previously mentioned downsides, it’s impossible to describe the sense of accomplishment you’ll get from starting and running your own  successful business. Like so many before you, you’ll know the thrill of  creation, you’ll feel the pride of watching that creation grow, and you’ll  realize that your work and your vision have filled an identifiable void for your customers, for your employees, and, of course, for you and your family. And for those of you who rise to the top of the small-business pyramid, you’ll enjoy the greatest upside of them all — unlimited upside. Ask Bill Gates about how this reward feels.

				Although you can find plenty of small-business books out there, most of them aren’t worthy of your time or dollars. Forbes magazine once said of the  marketplace for small-business books, “Warning: Most how-to books on entrepreneurship aren’t worth a dime.” The marketplace apparently agrees —  the vast majority of small-business books don’t sell after their first year or two. We’re proud to say that this updated and revised fourth edition launches the 14th year of this book’s history! We’re grateful for reviewers’ kind words, such as the praise from Hattie Bryant, creator of the PBS series Small Business School, who said of our book, “No one should try to start a business without this book.”

				Michael Gerber, author of The E-Myth series of business books (HarperCollins), makes the point that “the one common denominator in every successful entrepreneur is an insatiable appetite to learn.” If Michael is right, and we believe that he is, you’ve passed the first test of the successful entrepreneur: By purchasing this book, you’ve displayed a desire to learn. Keep it up — you’re on the right track.

				Small business isn’t rocket science. You don’t need to be a genius to start and run a successful small business. What you do need is help, which is exactly why we wrote this book. We’re pleased that you chose us as your guides into the stimulating world of small business.

				About This Book

				The following backgrounds and philosophies serve as a guide to the advice we provide — advice from the field that makes our small-business book stand out from the rest:

				[image: check.png] We’re small-business experienced, and we share the benefits of that experience with you. Between us, we have six decades of experience in starting and running seven successful small businesses. In addition, we’ve worked with thousands of small-business owners. Jim has led numerous small-business peer-networking groups and has provided  volunteer counseling services to small-business owners. Eric has  conducted financial counseling for small-business owners, taught  financial-management courses, and worked as a management consultant.

						Throughout this book, we share the experience we’ve gained, in the hopes that you’ll use our advice to purge the trial and error from your inventory of management tools. We also share an ample collection of straight-from-the-horse’s-mouth anecdotes, each one based on a true story.

				[image: check.png] We take an objective view of small-business ownership. Although we firmly believe in the creative power of small business, we’re not here to be its pitchmen.

						Sadly, too many small-business books are written by folks with an agenda: a franchise to sell, a multilevel marketing scheme to promote, or a high-priced seminar to foist on the reader. Free of conflicts of interest, we’re here to pass on the truth and let you decide. If you’re the type of person who wants to get into this competitive career field, we’d like you to enter the race informed as well as inspired.

				[image: check.png] We take a holistic approach. Because small business can at times be both demanding and intoxicating, running your own shop can threaten to consume your life. Although everyone knows that life is more than just business, striking a balance and staying in control can represent a colossal challenge. With that in mind, we take particular care to present the realities of running a small business within the larger (and more important) framework of maintaining a happy personal and financial life.

				We’re committed to updating this book so that you have the best and latest information and advice at your fingertips. Tax laws change, benefits change, technology changes, and so do many other facets of the small-business world. That’s why we’ve remained on top of these changes and revised this book.

				Conventions Used in This Book

				Every book has its own conventions, and this one is no different. To make the most of the information we provide, keep your eye out for these conventions:

				[image: check.png] Italics highlight new terms that we define.

				[image: check.png] Boldfaced text indicates the keywords in explanatory bulleted lists and action steps in how-to numbered lists.

				[image: check.png] Monofont sets web addresses apart.

				What You’re Not to Read

				Of course, we’d love for you to read every word of this book, but we’re  realistic. We know you have important things to do. So if you’re in a hurry (or if you’re just not into reading the extra, nonessential information), you can safely skip text highlighted with the Technical Stuff icon or formatted in  gray-shaded sidebars. This text provides plenty of helpful information, but the information isn’t crucial to your understanding of the topic at hand.

				Foolish Assumptions

				Many small-business books assume that their readers are ready to make the leap into small business and are cognizant of the risks and pitfalls. We don’t make that assumption here, and neither should you. That’s why we include sections designed to help you decide whether small business is really for you. We spell out the terms of starting your own business, break down the tasks, and point out the dangers. We don’t think that you’re incapable of making the decision yourself; we just know that time is your most precious resource, and we think we can help you save it. You’ll lose too many years of your career if you make the wrong choice.

				Much of this book is targeted to running and managing your existing small business intelligently. Even if you have a great idea, operating a small  business is much harder than it appears, so we show you the best ways to manage and grow your enterprise.

				How This Book Is Organized

				We’ve organized this book to satisfy different reading and personal styles. Some of you may read it from cover to cover, while others may refer to it to answer a specific question or address an immediate concern. For this reason, each chapter of the book is designed to stand on its own. We’re flexible — read it as an all-in-one project or use it as a reference guide.

				Much like every small-business owner, this book must wear a number of hats. We’ve organized those hats into five parts. Here’s what each part covers.

				Part I: Becoming an Entrepreneur

				Your first small-business decision may be to admit that you’re not ready for this career — at least not yet. If you’re straddling the fence, Chapter 1 is here to help you dismount onto one side or the other. We help you make the right choice by presenting you with an aptitude test that helps you determine whether this career works for you.

				If you decide that small-business ownership is right for you, you’re ready for the rest of this part. Make no mistake about it; no matter how creatively you and your lawyer attempt to structure the incorporation of your start-up, the business of small business involves risk. Therefore, before exposing yourself to such risk, we suggest that you get your personal finances in order. Enter Chapter 2, which covers personal money management.

				As you move past your personal finances to the business you hope to start, take heart: The road in the early stages of a small business has so many detours and forks that you’re bound to lose sight of the road itself.  Chapters 3, 4, and 5 provide you with the map you need to reach your  destination. In these chapters, we overturn all the stones of a typical  small-business start-up, from choosing the right niche for you to writing a gangbuster business plan to creating the right legal framework to locating  the financing that suits your needs.

				Part II: Buying an Existing Business

				So you say you’re considering buying an existing business as opposed to starting one from scratch? That’s all well and good, but you need to ask some finely tuned questions prior to making that decision. “What are the advantages of buying an existing business over starting a new one? What kind of business should I buy? How should I determine the price I can pay? What are the tax implications? What are the first things I should do after the sale is completed?” You find the answers to these questions (and many more) in Chapters 6 through 9.

				Part III: Running a Successful  Small Business

				You’ll soon discover that small-business ownership is really one never-ending exercise in problem solving. Lucky for you, we’ve designed Chapters 10 through 15 to help you solve small business’s most compelling problems. Here’s a partial list of those problems:

				[image: check.png] Sales creation: No sales, no income, no business survival. Period.

				[image: check.png] Marketing: Although such small-business functions as sales, accounting, and operations are primarily black-and-white issues, that isn’t the case with marketing. Marketing is gray, fuzzy, and hard to define (go ahead, try defining the word marketing right now in one easy sentence). To make matters worse, it’s one of those aspects of doing business that doesn’t come naturally to most people.

				[image: check.png] Operational issues: Operational issues are everything on that long list of day-to-day responsibilities, beginning with how you spend your day from the time you walk in the office or store in the morning until the time you go home at night. These issues include everything from  collecting accounts receivable to understanding financial statements  to taking good care of your customers. And don’t forget the foremost operational issue: managing the lifeblood of your business — cash.

				[image: check.png] Long-range planning: Small-business owners recognize that long-range planning is important, but unfortunately, they’re often too busy dealing with day-to-day business minutiae to get around to it. They say they’ll focus on planning tomorrow, but alas, tomorrow never comes.

				[image: check.png] Accounting and bookkeeping issues: Double-entry accounting systems? Cash flow projections? Current ratios and inventory turns? You’re  probably saying, “Give me a break. What does all this have to do with my chocolate-chip cookie business?” You’ll see!

				[image: check.png] Technology issues: Today, new telecommunications and information-gathering tools are appearing faster than politicians promising to cut taxes and improve government services. Keeping up is sometimes  challenging, but you must do it.

				[image: check.png] Financing issues: Capital is the food that feeds every small business. If you lack money, you may not be able to get your business headed in the desired direction. No capital equals no fuel to make your business go.

				[image: check.png] Everything else: This category includes but isn’t limited to such issues as product development, pricing, budgeting, customer service, ownership issues, and lifestyle issues.

				Part IV: Keeping Your  Business in Business

				After your company is underway, your focus shifts from getting started to staying in (and growing your) business. Here are just some of the issues we address in this part to help you delve deeper into the world of small-business ownership:

				[image: check.png] Employees: Deciding when and whom to hire is a vital but difficult  decision. Then, even when you’ve hired the right employees for the right jobs, you’re faced with the never-ending task of motivating and retaining them — and sometimes replacing them.

				[image: check.png] Government regulations: Because you’ll likely have to deal with several layers of government regulators during the life of your small business, you need to know how to do so without breaking the bank or your sanity.

				[image: check.png] Taxes: You have to understand the tax laws so that you can best  position your small business to minimize your legally required taxes.

				[image: check.png] Growth: All businesses want to grow, but you need to recognize the downsides and risks you’ll encounter if you grow too rapidly or without proper controls in place.

				Part V: The Part of Tens

				There ought to be a rule that says every small-business owner should have his or her own mentor. Sadly, too few do. Meanwhile, the small-business  owner’s Fortune 500 cousins learned the mentorship lesson long ago, which  is why every new management employee today has a mentor lurking  somewhere nearby. Mentors typically are business veterans — people who’ve learned business’s lessons the hard way. Mentors guide and teach, and that’s exactly what certain chapters in this book are intended to do.

				Chapters 21 and 22 act as the mentor you need to assist you in building your business. These chapters share a collection of suggestions, advice, and tips on subjects designed to make the difference between maintaining a stagnant or mediocre business and growing a healthy one. Included in these chapters are tips on such topics as how to succeed in your small business and how to avoid common small-business management mistakes.

				Icons Used in This Book

				To help you find the information you need to assist you on your entrepreneurial path, we’ve placed icons throughout the text to highlight important points.

				[image: tip.eps]	This symbol indicates time-tested tips to make your small-business journey more profitable and easier. Often straight from the heart of experience, we clue you in on what works for us as we navigate the oft-troubled waters of small-business life.

				[image: truestory.eps]	We present tales from our own experiences to save you some trial and error. Enjoy the company of your fellow entrepreneurs and benefit from the lessons we’ve learned.

				[image: warning_bomb.eps]	The path of small-business ownership can be fraught with peril. Some deals may be too good to be true, and some people may have their own interests at heart, not yours. This icon points out the dangers and helps you steer clear of them.

				[image: remember.eps]	This icon points out stuff too good (and too important) to forget.

				[image: investigate_investing.eps]	This icon asks you to do some thinking and checking before you take the plunge. You have a lot of important choices to make when running a small business, so don’t rush in.

				[image: technicalstuff.eps]	If you like to sweat the dull stuff, this icon points out the inner workings of the business world that you’re likely to ignore as you get down to the real work.

				Where to Go from Here

				Where you go from here is up to you, but if you’re just beginning to think about small business, we recommend that you read straight through, cover to cover, to maximize your small-business intelligence. But the A-to-Z approach isn’t necessary. If you feel confident in your knowledge of certain areas, pick the topics that you’re most interested in by skimming the table of contents or by relying on the well-crafted index at the back of the book.

				

			

		

	
		
			
				
					Part I

					Becoming an Entrepreneur
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					In this part . . .

					Do you have the right stuff to start and run your own business? In Part I, you can test your entrepreneurial aptitude, ensure that your personal finances can withstand the strain of starting a small business, figure out which business niche is right for you, and then start making your dream a reality with a well-designed business plan and a survey of financial and ownership options.

				

			

		

	
		
			
				Chapter 1

				Is Small Business for You?

				In This Chapter

				[image: arrow] Understanding the role of small business

				[image: arrow] Determining whether you have what it takes to successfully run a small business

				[image: arrow] Reviewing the reasons to own (and not to own) a small business

				[image: arrow] Identifying alternatives to starting a business

				An old friend of ours, who has been a small-business owner for more years than most of us have been alive, says, “Small business is a place where you can take your dog to the office whenever you choose.” That’s one way of looking at it, but we offer several other viewpoints as well.

				Owning and running a small business can be rewarding — personally and financially — but only if you have what it takes to succeed. This chapter gives you all the know-how you need to be sure that you’re making the right decision. In it, we pose a set of 20 questions to ask yourself about your skills, talents, and abilities. If you’re honest with yourself — don’t worry, there are no right or wrong answers — this test can give you the information you need to determine whether running a small business is the right move for you. If you find that running a small business isn’t for you, we provide several  alternatives, which may give you exactly what you’re looking for.

				Lots of important issues — from your financial situation to your desire to create a needed product or provide a needed service to your ability to be a jack-of-all-trades — should influence your decision to become an entrepreneur. This chapter helps you understand the realities of starting and running a small business so that you can figure out how and why it may or may not work for you.

				Defining Small Business

				The lingo of the business world — cash flow, profit and loss statements, accounts receivable, debt-to-equity ratio, and so on — makes small-business ownership appear far more complicated than it really is. Don’t be fooled. You’re probably more acquainted with the basic concepts of doing business than you think. If you’ve ever participated in a bake sale, been paid for a musical performance, or operated a baby-sitting, painting, or lawn-mowing service, you’ve been involved in a small business.

				Being a small-business owner doesn’t mean that you have to work 70 hours a week, make a six-figure income, or offer a unique product or service. We know many successful small-business owners who work at their craft 40 hours a week or less and some who work part-time at their business in addition to holding a regular job. The vast majority of small-business owners we know provide products or services quite similar to what’s already in the marketplace and make reasonable but not extraordinary sums of money — and, thanks largely to the independence that small-business ownership offers, are  perfectly happy doing so!

				Small (and large) business basics

				Imagine back to your childhood . . . it’s a hot summer afternoon, and you’re sweating it out under the shade of an elm tree in your front yard. “Boy, it’s hot,” you say to yourself, sighing. “I could sure go for a glass of lemonade.” Eureka! With no lemonade stand in sight, you seize upon your business idea.

				You start by asking some of your neighbors if they’d buy lemonade from  you, and you quickly discover that the quality, service, and location of your proposed business may attract a fair number of customers. You’ve just  conducted your first market research.

				After you determine that your community has a need for your business, you also have to determine a potential location. Although you could set up in front of your house, you decide that your street doesn’t get enough traffic. To maximize sales, you decide to set up your stand on the corner down the road. Luckily, Mrs. Ormsby gives you permission to set up in front of her house, provided that she gets a free glass of lemonade. You’ve just negotiated your first lease (and you’ve just had your first experience at bartering).

				With a tiny bit of creativity and ego, you determine the name of your business: The World’s Best Lemonade Stand. After some transactions with the grocery store, you have your lemonade stand (your store), your cash box, a table, a pitcher (your furniture and fixtures), and the lemonade (your inventory). The World’s Best Lemonade Stand (your brand) is now ready for business!

				[image: remember.eps]	From the moment you first realized that you weren’t the only one who  might be interested in buying some lemonade, you faced the same business challenges and issues that all small-business owners face. As a matter of fact, the business challenges and issues that a lemonade stand faces are the same that American Express, Boeing, Costco, Disney, and every other big company faces. The basics of doing business are the same, no matter what size the  business is:

				[image: check.png] Sales: Boeing manufactures and sells airplanes; you sell lemonade. A sale is a sale no matter what the product or service is or how large or small the ticket price is.

				[image: check.png] Cost of goods: Boeing buys parts for its vendors and suppliers; you buy lemons, sugar, and paper cups from the grocery store.

				[image: check.png] Expenses: Boeing has employee wages and pension plans (or employee benefits; see Chapter 17); you have sign-making costs and bubble-gum expenditures to keep your employees happy (also a form of employee benefits).

				[image: check.png] Profit: Profit is what’s left over after Boeing subtracts the cost of its goods and expenses from its sales; the same is true for your lemonade stand.

				Financial basics: The same  whether you’re big or small

				Not only are the concepts of Business 101 — sales, cost of goods, expenses, and profit — the same for all businesses, regardless of size or product  offering, but many associated financial basics are the same, too. Here’s what we mean:

				[image: check.png] Accounts payable: Boeing owes money to its vendors who provide it with parts; you owe money to your local grocery store for supplies.

				[image: check.png] Accounts receivable: Boeing has money due from its customers (major airlines and governments) that buy the company’s airplanes. You have money due to you from Mrs. Huxtable, who wandered by thirsty without her purse.

				[image: check.png] Cash flow: Boeing has money coming in and going out through various transactions with customers and vendors (sometimes cash flows  positively, sometimes negatively), and so do you. (See Chapter 14 for much, much more on this important, but sometimes murky, concept.)

				[image: check.png] Assets: Boeing has its manufacturing plants and equipment, inventory, office buildings, and the like; you have your lemonade stand and  cash box.

				[image: check.png] Liabilities: Boeing owes suppliers money; you owe money to your local grocery store.

				[image: check.png] Net worth: Net worth is what’s left over after Boeing subtracts what it owes (its liabilities) from what it owns (its assets). Ditto for your  small-business enterprise.

				This comparison between The World’s Best Lemonade Stand and Boeing could go much deeper and longer. After all, the basics of the two businesses are the same; the differences are primarily due to size. In business, size is a synonym for complexity.

				So you may be thinking, if business is so simple, why isn’t everyone doing  it — and succeeding at it? The reason is that even though the basics of  business are simple, the details are not. Consider the various ways in which you grant your customers credit, collect the resulting accounts receivable, and, unfortunately, sometimes write them off when you’re not paid. Consider the simple concept of sales: How do you pay the people who make those sales, where and how do you deploy them, and how do you organize, supervise, and motivate them? Think about all the money issues: How do you compile and make sense of your financial figures? How much should you pay your vendors for their products? And when you need money, should you consider taking in shareholders or should you borrow from the bank? And, lest we forget, how should you deal with the Internal Revenue Service (IRS), the Occupational Safety and Health Administration (OSHA), and your state’s workers’ compensation department? These are but a few of the complex details that muddy the waters of business.

				Small business: Role model  for big business

				While working as CEO of General Electric, Jack Welch once said in a speech to his division managers, “Think small. What General Electric is trying  relentlessly to do is to get that small-company soul . . . and small-company speed . . . inside our big-company body.”

				Think small? What’s happening here? Why would the CEO of a gigantic  company like GE want his employees to think small? Because Jack Welch knew that small can be beautiful and because success and survival in the business arena always favor the agile over the cumbersome, the small over the big. Thanks to this “small is beautiful” trend — and thanks to increasing technological advances — you no longer have to be big to appear big; you can be small and still compete in most of today’s marketplaces.

				Different people and businesses,  similar issues

				Okay, so you know what small business means and you can identify the people who create and run one, but what about your particular small  business? After all, in your eyes anyway, the business you have in mind or the one you’re already running is different from anyone else’s. Different  products, different services, different legal entity — the list goes on.

				[image: technicalstuff.eps] Small business by the numbers

				The Small Business Administration defines small business as any business with fewer than 500 employees. To us, that seems a bit large. Consider this: Coauthor Jim’s fourth small business had 200 employees. With 200 employees, you have, say, 400 dependents, maybe 1,000 customers, and 100 or so of the business’s vendors all depending on you, trusting in you, and waiting for the mail to deliver their next check. That certainly isn’t small by our standards — not if you measure size in terms of responsibility anyway.

				For those of you who like to work with numbers, our definition of small business is any business with 100 employees or fewer, a category that includes more than 98 percent of all U.S. businesses.

				The latest year’s U.S. government figures show that the country is home to 27 million small businesses. Of those, approximately 21 million have no employees. Meanwhile, hundreds of thousands of new businesses open their doors each year. This kind of growth is an indicator of the appeal of owning a small business. (Or maybe it’s an indicator of the lack of appeal of working for someone else.)

				Not only do small businesses create opportunities for their owners, but they also create jobs. In fact, small firms create about three-quarters of the new jobs in the United States.

				What all these numbers mean is that small business isn’t really small — it’s large, diverse, and growing. Not only is small business not small when speaking in terms of the sheer numbers of small businesses and their employees, it’s also not small when talking about the tenacity and knowledge required to start and run a small business, which is where the remainder of this book comes in. You provide the tenacity part of the equation; we provide the knowledge.



				The term small business covers a wide range of product and service offerings. A ten-person law practice is a small business. A doctor’s office is a small business. Architects, surveyors, and dentists are also in the business of owning and operating small businesses. How about a Subway franchisee? You guessed it — small business. The same goes for freelance writers (hence, we, your humble authors, are both small-business owners), consultants, and the dry cleaner on the corner of Main and Elm Streets. Each one is a small business.

				Small business also covers all legal business entities. So small businesses  can be sole proprietorships, C Corporations, nonprofits, or limited liability corporations, as long as they have fewer than 100 employees. (We define these various business entities in Chapter 5.)

				After all, each of the businesses and entities we list here has the same basic needs:

				[image: check.png] Marketing to make its products or services known

				[image: check.png] Sales to get its products or services in the hands of the customer

				[image: check.png] Varying degrees of administration and financial accounting to satisfy a number of internal informational needs, as well as the needs of the IRS

				Beyond the similarities in this list, each business is significantly different. Some need employees; some don’t. Some require vast investments in real estate, equipment, and elaborate information systems; some can get by with a desk, computer, and phone. Some may need to borrow money to get the business up and running; many others get by with what’s in the owner’s savings account. These differences are what make owning a small business exciting because you should be able to find a good fit for your desires and resources.

				Our definition of a small-business owner

				A small-business owner (or entrepreneur), by our definition, is anyone who owns a business that has 100 or fewer employees, period. Everyone who hangs out a shingle qualifies for the title no matter whether the business is private, public, barely surviving, or soaring off the charts.

				You’re a small-business owner whether you’ve been in the saddle one day, one week, or one decade; whether you’re male or female and have a college degree or not; whether you work out of your home or on a fishing boat  somewhere off the coast of Alaska.

				Everyone has his or her own definition of the small-business owner. We find these four of particular interest; pick one or combine them all:

				[image: check.png] Webster’s Dictionary: A person who organizes and manages a business undertaking, assuming the risk for sake of profit.

				[image: check.png] Peter Drucker: Someone who gets something new done. (The late Peter Drucker is the Father of Modern Management. His books, primarily  written for large companies, have virtually defined contemporary  U.S. management theory.)

				[image: check.png] Jim Collins: Best-selling author and business expert Jim Collins takes a broad view of the small-business owner. The traditional definition — someone who founds an entity designed to make money — is too narrow for him. He sees entrepreneurship as more of a life concept. Everyone makes choices about how to live life. You can take a paint-by-numbers approach, or you can start with a blank canvas. When you paint by  numbers, the end result is guaranteed. You know what it’s going to be, and though it might be good, it will never be a masterpiece. Starting with a blank canvas is the only way to get a masterpiece, but in doing so, you could also blow up. So are you going to pick the paint-by-numbers kit or the blank canvas? That’s a life question, not a business question.

				[image: check.png] Us: A person who is motivated by independence, creativity, and growth rather than by the security of an employer’s paycheck.

				All people have their own collection of unique characteristics that determine who they are, what makes them happy, and where they belong in this world. On those not-as-frequent-as-they-should-be occasions when our characteristics align snugly with the kind of work we’re doing, we know how Cinderella felt when her foot slipped effortlessly into the glass slipper offered by the Prince.

				In all fairness, we must warn those of you who are considering a future in small-business ownership that owning your own business can be addictive. We love it usually, hate it occasionally, and need it always, and we wouldn’t trade professions with anybody — except for maybe a professional athlete.

				Do You Have the Right Stuff?

				To discover whether you have the right stuff to run your own small business, take the test we offer in this section. Don’t close this book just because we said the word test! Tests don’t have to be a pain in the posterior. In fact, they can be relatively painless (and useful) when you don’t have to study for them, there are no right or wrong answers, and you’re the only one who will find out the outcome.

				[image: remember.eps]	Some words of caution here: This Small-Business Owner’s Aptitude Test  isn’t scientific, but we think it’s potentially useful because it’s based on our combined six decades of experience working as entrepreneurs, as well as alongside them. The purpose of this test is to provide a guideline, not to cast in concrete your choice to start or buy a business. The results will be most meaningful when it comes time to make your decision if you’re in the  highest- or lowest-scoring groups. If you fall somewhere in the middle, we  recommend more serious soul searching, consultation with friends and other small-business owners, and a large grain of salt.

				Getting started with the instructions

				Score each of the following 20 questions with a number from 1 (the  entrepreneurially unfriendly response) to 5 (the entrepreneurially friendly response). Determine the appropriate numerical score for each question  by assessing the relative difference between the two options presented and by how fervently you feel about the answer.

				For example, one question asks, “Do you daydream about business  opportunities while commuting to work, flying on an airplane, or waiting in the doctor’s office, or during other quiet times?” Give yourself a 5 if you find yourself doing this a lot, a 1 if you never do this, or a 2, 3, or 4, depending on the degree of work-related daydreaming you do. A business, especially one that you own yourself, can be downright fun and all-consuming. For most  successful entrepreneurs, their minds are rarely far away from their businesses; they’re often thinking of new products, new marketing plans, and new ways to find customers.

				[image: tip.eps]	To make the test even more meaningful, have someone who doesn’t have a vested interest in or a strong opinion about your decision — such as a good friend or coworker — also independently take the test with you as the subject. We seldom have unbiased opinions of ourselves, and having an unrelated third party take the test on your behalf can give you a more accurate view. Then compare the two scores — the score you arrived at when you took the test compared to the score your friend or peer compiled for you. Our guess is that your true entrepreneurial aptitude, at least according to our experience, lies somewhere between the two scores.

				Answering the questions

				After reading each question, write your response from 1 to 5 on a separate sheet of paper.

					1.	In the games that you play, do you play harder when you fall behind, or do you have a tendency to fold your cards and cut your losses?  (5 if you play harder, 1 if you wilt under pressure)

					2.	When you go to a sports event or concert, do you try to figure out the promoter’s or the owner’s gross revenues? (5 if you often do, 1 if you never do)

					3.	When things take a serious turn for the worse, is your first impulse to look for someone to blame, or is it to look for alternatives and solutions? (5 if you look for alternatives and solutions, 1 if you look for someone to blame)

					4.	Using your friends and/or coworkers as a barometer, how would you rate your energy level? (5 if it is high, 1 if it is low)

					5.	Do you daydream about business opportunities while commuting to work, flying on an airplane, waiting in the doctor’s office, or during other quiet times? (5 if you often do, 1 if you never do)

					6.	Look back on the significant changes you’ve made in your life — schools, jobs, relocations, relationships: Have you fretted and worried about those changes and not acted, or have you looked forward to them with excitement and been able to make those tough decisions after doing some research? (5 if you’ve looked forward to the decisions and tackled them after doing your homework, 1 if you’ve been overwhelmed with worry about the change and paralyzed from action for too long)

					7.	Is your first consideration of any opportunity always the upside or is it always the downside? (5 if you always see the upside and recognize the risks, 1 if you dwell on the downside to the exclusion of considering the benefits)

					8.	Are you happiest when you’re busy or when you have nothing to do? (5 if you’re always happiest when busy, 1 if you’re always happiest when you have nothing to do)

					9.	As an older child or young adult, did you often have a job or a scheme or an idea to make money? (5 if always, 1 if never)

					10.	Did you work part-time or summer jobs as a youth, or did you not work and primarily recreate/enjoy a total break over the summer?  (5 if you often worked, 1 if you never did)

					11.	Did your parents own a small business? (5 if they worked many years owning small businesses, 1 if they never did)

					12.	Have you worked for a small business for more than one year?  (5 if you have, 1 if you haven’t)

					13.	Do you like being in charge and in control? (5 if you really crave those two situations, 1 if you detest them)

					14.	How comfortable are you with borrowing money to finance an  investment, such as buying a home or an automobile? (5 if owing money is not a problem, 1 if it’s a huge problem)

					15.	How creative are you? (5 if extremely creative, 1 if not creative at all)

					16.	Do you have to balance your checkbook to the penny or is “close” good enough? (5 if “close” is good enough, 1 if to the penny)

					17.	When you fail at a project or task, does it scar you forever or does it inspire you to do it better the next time? (5 if it inspires you for the next time, 1 if it scars you forever)

					18.	When you truly believe in something, whether it’s an idea, a product, or a service, are you able to sell it to someone? (5 if almost always, 1 if never)

					19.	In your current social and business environment, are you most often a follower or a leader? (5 if almost always a leader, 1 if always a follower)

					20.	How good are you at achieving/keeping your New Year’s resolutions? (5 if you almost always achieve/keep them, 1 if you never do)

				Scoring the test

				Now total your score. Here’s how to assess your total:

				80 to 100: Go for it. If you read this book and continue to show a willingness to be a sponge, you should succeed!

				60 to 79: You probably have what it takes to successfully run your own business, but take some time to look back over the questions you scored the lowest on and see whether you can discern any trends.

				40 to 59: Too close to call. Review the questions on which you scored low and don’t scrimp on learning more to tilt the scales in your favor.

				20 to 39: We could be wrong, but you’re probably better off working for someone else or pursuing one of the other alternatives to starting your own business (see the later section “Exploring Alternatives to Starting a Business” for details).

				Analyzing your results

				The truth about a subjective test such as this one is that it can serve as a helpful indicator, but it won’t provide you with a definitive answer. We issue this disclaimer because the Small-Business Owner’s Aptitude Test is, in effect, a measure of the way you have acted in the past and not necessarily how you will perform in the future.

				Your future as a small-business owner will hold many surprises. (Don’t panic! By the time you finish this book, you’ll be prepared for many of them.) The skills and traits that you need to cope with those surprises will ultimately determine whether your choice to start or buy a small business is the right one. What exactly are those skills?

				[image: check.png] Numbers skills: These skills include those related to borrowing money, accounting for it, and reporting on the financial performance of your company. (See Chapters 5, 10, and 14 for more information.)

				[image: check.png] Sales skills: As a small-business owner, you’re always trying to sell your products to someone — be it your customers, employees, or vendors. (See Chapter 11 for the skinny on sales.)

				[image: check.png] Marketing skills: All small-business owners have to market their  products or services — no one is exempt. (See Chapter 11 for details on marketing.)

				[image: check.png] Leadership skills: The small-business owner is the Grand Poobah of his venture. Grand Poobahs are only as good as the manner in which the business’s employees are led. (See Chapter 16 for everything you need to know about employer-employee relations.)

				Does this mean that if you don’t have these skills, you should remain on the receiving end of a paycheck? Thankfully, it does not.

				[image: remember.eps]	Many successful entrepreneurs who have come before you made it without being able to personally perform all the skills necessary to run a business. What we’re saying is that, over the course of your career, you’ll have to either develop these skills or involve someone in the business who already has them (a partner, a key employee, or a hired advisor or consultant, for example).

				Skills aside, successful entrepreneurs also need to have or adopt several required traits:

				[image: check.png] Confidence: Small-business owners have to be able to coexist with risk and possibly debt. Capitalism offers its participants no guarantees; thus, the small business and consequently its owner are almost always at risk and sometimes in debt. Yet, the owner still has to sleep at night.

				[image: check.png] Intuition: Call it intuition or call it gut instinct, the small-business owner has to call things right more often than wrong, or he’ll soon be calling it quits.

				[image: check.png] Optimism: Successful small-business owners often see good fortune, not misfortune; upsides, not downsides; and opportunities, not problems. The small-business owner can always hire a devil’s advocate (that’s what lawyers and accountants are for), but the enthusiasm and optimism necessary to drive the vision must come from the entrepreneur.

				[image: check.png] Drive: Successful small-business owners are driven to create a product, service a customer, and build a successful business. Similar to the  craving for chocolate, this drive doesn’t go away.

				[image: check.png] Passion: An entrepreneur’s passion is infectious. Your employees, your vendors, and your customers — everyone you come in contact with — should feel your passion and feed off it.

				If you don’t have all five of these traits, should you resign yourself to always being an employee? In answering this question, you first need to recognize that being a good employee today also requires some of these traits, so owning a business isn’t your only option. Then you need to come to terms with the fact that if you don’t have most of these traits in healthy supply, you’re probably better off as an employee rather than a small-business owner.

				Identifying the Pros and Cons  of Owning a Small Business

				Even if you passed the test in the preceding section with flying colors and you think you qualify as a prospective small-business owner, the decision you’re about to make isn’t a simple, clear-cut one. After all, most of you can probably find as many compelling reasons why you shouldn’t own a business as you can find reasons why you should. In the following sections, we present many of these reasons.

				The reasons we present here aren’t in any particular order. Everyone is  different. The reasons why Bill Gates decided to start Microsoft may be vastly different from the reasons John Dough decided to buy his own pizza business. You won’t find right or wrong reasons to start or buy a business; you’ll only find right or wrong criteria that go into forming those reasons.

				The reasons to own

				We can think of many reasons to give your boss the heave-ho. In this section, though, we stick with the best reasons why people choose to own a business:

				[image: check.png] The satisfaction of creation: Have you ever experienced the pride of building a chair, preparing a gourmet meal, or repairing a vacuum cleaner? Or how about providing a needed counseling service that helps people solve their vexing financial problems? The small-business owner gets to experience the thrill of creation on a daily basis, not to mention the satisfaction of solving a customer’s problem.

				[image: check.png] Establishment of their own culture: No more standing around the water cooler complaining about “the way things are around here.” After you start your own business, the way things are around here is a direct  function of the way you intend them to be.

				[image: check.png] Financial upside: Consider Charles Schwab and Oprah Winfrey. It’s no surprise that these one-time small-business owners are among the nation’s wealthiest individuals. (A recent Small Business Administration study concluded definitively that although small-business ownership is risky, small-business owners had a significantly higher probability of being classified as high income and high wealth than their employed counterparts.)

				[image: check.png] Self-sufficiency: For many people, working for someone else has proven to be a less-than-gratifying experience. As a result of such unfulfilling experiences, some people have discovered that if they want to provide for themselves and their families, they’d better create the opportunity themselves. It’s either that or be willing to occasionally spend a long wait in the unemployment line.

				[image: check.png] Flexibility: Perhaps you prefer to work in the evenings because that’s when your spouse works or you want to spend more time with the kids during the day. Or you may prefer taking frequent three-day-weekend jaunts rather than a few full-week vacations every year. As a small-business owner, despite the long hours you work, you should have more control over your schedule. After all, you’re the boss, and you can usually tailor your  schedule to meet your personal needs, as well as those of your customers.

				[image: check.png] Special perks: Small-business owners have several advantages over the typical employee. For example, small-business owners can sock away tens of thousands of dollars into their retirement accounts per year free of federal and state income taxes. And yes, similar to those corporate execs who wine and dine their clients and then write off the expenses, small-business owners also have the option of writing off such costs as long as they adhere to IRS rules. Chapter 19 explains what makes these rules tick and how they can work for you.

				The reasons not to own

				In light of the resounding potential benefits, why would any reasonable soul elect to continue receiving a paycheck? Why wouldn’t everyone want to own a business? Let us count the nays:

				[image: check.png] Responsibility: When you’re a small-business owner, not only does your family depend on your business success, but so do your partners,  your employees and their families, your customers, and sometimes your vendors. As much as we love our small businesses, every now and then even the most enthusiastic small-business owners wax nostalgic for the good old days when they would punch their time card and leisurely walk out the door — really, truly, done for the day.

				[image: warning_bomb.eps]		If you’re the type of person who sometimes takes on more responsibility than you can handle and works too many hours, beware that another drawback of running your own business is that you may be prone to becoming a workaholic.

				[image: check.png] Competition: Although some people thrive on competition, that same competition comes back to haunt you by threatening your security. You soon find out that a host of hungry competitors is pursuing your customers and threatening your livelihood, whether by cutting prices or offering a more complete package of unique services. Sure, competition is what makes capitalism go ’round, but you need to remember that in order to have a competition, someone’s going to win and someone’s going to lose. That someone could be you.

				[image: check.png] Change: Products and services come, and products and services go. Nothing is sacred in the business of doing business, and the pace of change today is significantly faster than it was a generation ago — and it shows no signs of slowing down. If you don’t enjoy change and the  commotion it causes, then perhaps the stability that a larger, more bureaucratic organization provides is best for you.

				[image: check.png] Chance: Interest rates, the economy, theft, fire, natural disasters,  sickness, pestilence — the list goes on. Any of these random events can send your business reeling.

				[image: check.png] Red tape: Taxes, health-care reform, bureaucracy, tariffs, duties, treaties, OSHA, FDA, NAFTA, glurg, glurg, glurg.

				[image: check.png] Business failure: Finally, as if this list of a small business’s enemies  isn’t long enough, the owner faces the specter of the ultimate downside: business failure in the form of bankruptcy. This is the stage where the owner stands back and watches the creditors swoop in like vultures to devour his remaining business — and sometimes personal — assets.

						Now contrast the small-business owner’s failure to the Fortune 500 employee who fails, collecting a tidy severance check as he packs up his calculator and waves goodbye on his way to register for unemployment compensation. No life’s savings lost for this person, no second mortgages hanging over his or her home, no asterisks on the credit report. In our opinion, no other failure in the business world is as painful as the one facing the small-business owner. More than any other reason, this extreme cost of failure is the primary reason that owning a small  business isn’t for everyone.

				Minimizing start-up risk with part-time ventures

				Some people believe that starting a business is the riskiest of all small-business options. However, if you’re starting a business that specifically uses your skills and expertise, the risk may not be nearly as great as you think. Besides, risk is relative: Those who are employed by someone else are taking a risk, too — a risk that their employer will continue to offer them the opportunity to remain employed. To our way of thinking, we’d rather control that risk ourselves than place it in the hands of someone else.

				One way to minimize the risk of starting a full-time business is to ease into a part-time one. Suppose for a moment that you’re a computer troubleshooter at a company and that you make $75,000 per year. You’re considering establishing your own computer consulting service and would be happy making a comparable amount of money. If you find through your research that others performing the services you intend to provide are charging $75 per hour, you actually need to spend only about 20 hours a week consulting (assuming that you work 50 weeks per year). Because you can run your consulting business from your home (which can generate small tax breaks) and you can do it without purchasing costly new equipment, your expenses should be minimal. (Note: We’ve ignored your employer’s benefits here, which, of course, have value, too.)

				Rather than leaving your day job and diving into your new business without the safety of a regular paycheck, you have the option of starting out by moonlighting as a consultant. Over the course of a year or two, if you can average ten hours a week of consulting, you’re halfway to your goal. Then, after you leave your job and can focus all your energies on your business, getting to 20 hours per week of billable work won’t be such a stretch.

				Many businesses, by virtue of leveraging their owners’ existing skills and expertise, can be started with low start-up costs. You can begin building the framework of your company by using sweat equity (the time and energy you invest in your business, as opposed to the capital) in the early, part-time years. As long as you know your competition and can offer your customers a valued service at a reasonable cost, the principal risk with your part-time business is that you won’t do a good job marketing what you have to offer. After you’ve figured out how to market your skills, you’re ready to make the break.



				Exploring Alternatives to  Starting a Business

				More than a few small-business owners and entrepreneurial cheerleaders would have you believe that every employee would be happy and financially better off running his own small business. The reality is, of course, that the grass isn’t always greener on the other side of the fence. Small business isn’t the only game in town; in some cases, it isn’t even the best option available.

				If, after taking the Small-Business Owner’s Aptitude Test earlier in this  chapter, you feel that you don’t fit the profile of the typical entrepreneur, don’t despair. Some folks are happier working for a company, be it either for-profit or nonprofit. Here are several options for you to consider, in lieu of becoming an entrepreneur:

				[image: check.png] Become a better employee. Companies of all sizes need good employees, and worthy companies are willing to go to a lot of trouble and expense to hire, retain, and pay them. (If you’re not presently working for one of those good companies, you have plenty of choices to choose from.) So update your resume and keep improving your work ethic. Your willingness to put in the extra hours when needed and your accompanying  willingness to accept more responsibility will bring a smile to the faces of employers. Keep learning. You don’t need a PhD, a master’s degree, or even an undergraduate college degree to succeed in business thanks to the knowledge you can pick up on your own through mentors,  experience, and plenty of reading.

				[image: tip.eps]		If you haven’t completed your college or graduate degree and the  industry you’re in places particular value in those who have, investing the time and money it takes to finish your degree can pay big dividends. (More than a few of today’s enlightened businesses will finance all or at least part of that education for you. Just ask.) Talk to others who have taken a similar mid-career educational path and see what they have  to say.

				[image: check.png] Be an entrepreneur inside a larger company. If you can find or create an entrepreneurial enterprise inside (or alongside) a larger company,  in addition to receiving significant managerial and operational  responsibility, in many cases you can negotiate sharing in the financial success that you help to create. Entrepreneurial opportunities can come from within businesses of all sizes, shapes, and forms. One large  company — 3M, a Fortune 500 company — has long taken pride in a  corporate culture that allows its employees to take an idea and build it into a separate company within 3M. Post-it Notes, those handy, sticky notes found everywhere in the offices of the world, is an example of a business started within a business by 3M employees.

						Developing a business within a business can be a win-win situation for everyone. The employees involved can be compensated for the results of their newfound business, the companies, like 3M, add another terrific and profitable product to their empire, and a new business venture may be spun off to make more products and hire more employees, keeping the local economy humming.

				[image: check.png] Move from a large company to a small company. Although we’re not aware of any statistics measuring the movement of employees from large businesses to small businesses (or vice versa), we would guess the scale tilts significantly in favor of employees moving from large businesses to small businesses for several reasons: Employees get well-rounded experience working with small companies; small-business employees have opportunities for more responsibility; and employee decisions and actions have much more impact on a small business, and that impact is more visible than in a large business.

				[image: check.png] Buy an existing business. In the likely event that you don’t have a specific idea for a business you want to start but you have exhibited business-management skills, consider buying an established business. Although buying someone else’s business can, in some cases, be riskier than starting your own, at least you know exactly what you’re getting into right from the start. The good news is that you often don’t have to waste time and energy creating an infrastructure — it’s already in place, thereby allowing you, the buyer, to dive right into the business, without having to waste time on the peripherals.

						Buying an existing business often requires that you shell out more money at the outset, in the form of a down payment to buy the business. Thus, if you don’t have the ability to run the business and it performs poorly, you have a lot more to lose financially. Part II looks specifically at buying an existing business.

				[image: check.png] Invest in someone else’s business. If you find that managing the  day-to-day headaches of a small business isn’t for you, perhaps a viable alternative would be to consider investing in someone else’s small  business — assuming that you have the ability to identify potentially successful businesses. In our experience, however, few people have the knowledge and intuition to be investors in other people’s small  businesses. (For more information on this subject, see Chapter 5.)

				

			

		

	
		
			
				Chapter 2

				Laying Your Personal  Financial Foundation

				In This Chapter

				[image: arrow] Evaluating your personal finances before launching a small business

				[image: arrow] Examining short-term and long-range financial tasks

				[image: arrow] Valuing and replacing employer benefits

				[image: arrow] Watching over your money after you’re in business

				Whether you dream about owning your own business someday or you’re currently living the reality of being your own boss, you know that money is important. Just as your car won’t run without fuel, you can’t sustain a roof over your head and provide food, clothing, and the rest of life’s necessities if you can’t pay for them.

				Likewise, you can’t start your own small business or continue buying what you want and need for your existing business without money. That’s where getting your personal finances in tip-top shape comes into play, and that’s what this chapter is all about.

				Getting Your Financial Ducks in a Row

				Having your personal finances in order is one of the most under-recognized keys to achieving success in your small business. Just one significant money oversight or mistake can derail your entrepreneurial dreams or venture.  The following sections present several good reasons why your chances for success as a small-business owner are higher if your personal finances are in top shape.

				Cutting the umbilical cord

				One of the primary reasons why many aspiring entrepreneurs continue  to work for someone else is the string of financial and accompanying  psychological obstacles they face in leaving the security of a regular paycheck. The pressure and uncertainty of living paycheck to paycheck to meet monthly obligations serve as a huge wet blanket for most budding entrepreneurs’ enthusiasm, and they don’t do much to boost would-be entrepreneurs’ resolve to leave behind the comfort of their paychecks and benefits.

				Unless you prepare yourself fiscally and emotionally to leave your day job, you may never discover that you have the potential to run your own business. Money and mind issues cause many aspiring entrepreneurs to remain  indentured servants to their employers and can cause those who do break their bondage to soon return to the relative comfort of being employees.

				[image: warning_bomb.eps]	If you decide to start your own business, you’ll quickly discover what every successful entrepreneur before you has discovered: You have a finite amount of time and energy. If your mind is preoccupied with personal financial  problems, and resolving those problems requires too much of your thought and effort, something has to give. That something is likely to be either your family or your business — or perhaps both.

				[image: remember.eps]	In the early years of your start-up business, you’ll almost surely experience  a reduction in your take-home income just as you’ll also experience the  feeling of a lack of security. You must plan accordingly so that you can stick with your plans and give them adequate time to work. The rest of this chapter tells you how to get started.

				Improving your business survival odds

				If you’re successful in leaving your job and getting your business venture off the ground, you need to manage your money well to ensure continued success. (See the later section “Managing Your Personal Finances Post-Launch” for details on how to do so.) After all, money is a precious resource that, when squandered, is gone forever.

				Of course, if you’re wealthy to begin with, you can go on for quite some time before a lack of money forces you to give up your venture. But most people who start small businesses aren’t super-affluent to begin with — after all, one of the attractions of achieving small-business success is building your own nest egg. Getting your financial house in order before you start your business can buy you critical time to make a success of your start-up.

				Maintaining harmony on the home front

				The financial and emotional stress that running a small business puts on many entrepreneurs not only affects them directly but also impacts their family members — especially spouses and children. Young children can pick up on the stress and feel the hurt of neglect from parents who forget their role as parents in their quest for success. Spouses can grow resentful of all the time and money their workaholic partners put into the fledgling business.

				After years of hard work in the business and neglect of their partners and friends, successful and unsuccessful small-business owners alike can end up with a set of divorce papers and a lack of friends. (Of course, workaholic employees and company executives can end up in the same lonely boat.) Business success, if it comes as the result of ignoring your personal life, can be a lonely and unfulfilling reward.

				Before you commit to launching your small business, consider this short but highly important list of things to accomplish on the home front:

				[image: check.png] Set aside time to talk about concerns. Schedule time with your spouse and other family members to discuss their concerns and needs related to your starting a small business. Be sure to ask the following:

					•	How do they feel about the financial burden that’s required?

					•	What do they think about leaving the corporate security?

					•	What concerns do they have about your working late hours?

					•	Do they see working from home (assuming that you’re starting a home business) as a good thing or a bad thing?

					•	What role, if any, would they like to play in the new business?

						Especially important is that you and your family come to an understanding as to what personal assets (savings, home equity, and so on) you agree can be used for the business. If you haven’t yet discussed and assessed your personal financial situation, now is a good time to do so.

				[image: tip.eps]		Allow your family members to speak their minds and get their concerns out on the table. Although it’s easy to say and much harder to do, be sure that you don’t get defensive or make them feel that they can’t be heard. Your first job is to listen and really hear what they have to say.

				[image: check.png] Seek outside assistance for impasses. Running your own business is demanding and stressful. You don’t need the added pressure of problems on the home front. If your initial discussions with family members reveal problems that aren’t easy to resolve, the time to get help is before your business is up and running. After your spouse has filed for divorce or your kids have become strangers to you, the damage too often is done. Marriage or family counseling with an experienced counselor can be  an invaluable preventive investment. Finding a mentor or another  entrepreneur who has built a business of his or her own can give you the additional insight of experience. You may also try reading some quality self-help/family-relationship books.

				Creating Your Money To-Do List

				We hope you agree that getting your personal finances in order before you set up shop makes a lot of sense. But you have so much to do and so little time! Where to begin and what to do? This section provides a short list of the important financial tasks you need to undertake.

				Assess your financial position and goals

				Where do you stand in terms of retirement planning? How much do you want to have saved to pay for your children’s educational costs? What kind of a home do you want to buy?

				These and other important questions can help shape your personal financial plans. Sound financial planning isn’t about faithfully balancing your  checkbook or investing in stocks based on a friend’s tip. Rather, smart financial management is about taking a hard look at where you are, figuring out where you want to go, and making sure that you’re prepared for occasional adverse conditions along the way — a process, incidentally, that isn’t unlike what you’ll be doing when you run your own business.

				Measuring your net worth

				The first step in assessing your financial position is giving yourself a financial physical. Start with measuring your net worth, a term that defines the difference between your financial assets and your financial liabilities.

				Begin by totaling up your financial assets (all your various bank accounts, stocks, mutual funds, and so on) and subtracting from that the sum total of all your liabilities (credit-card debt, auto loans, student loans, and so on). Note: Because most people don’t view their home as a retirement asset, we’ve left your home’s value and mortgage out of your net worth calculations. (Personal property — furniture, cars, and so on — doesn’t count as a financial asset.) However, you may include your home if you want, especially if you’re willing to tap your home’s equity to accomplish goals such as retiring.

				Now, don’t jump to conclusions based on the size of the resulting number. If you’re young and still breaking into your working years, your net worth is bound to be relatively low — perhaps even negative. Relax. Sure, you have work to do, but you have plenty of time ahead of you.

				[image: remember.eps]	Ideally, as you approach the age of 40, your net worth should be greater than a year’s worth of gross income; if your net worth equals more than a few years of income, you’re well on the road toward meeting larger financial goals, such as retirement.

				Of course, the key to increasing your net worth is making sure that more money comes in than goes out. To achieve typical financial goals such as retirement, you need to save about 10 percent of your gross (pretax) income. If you have big dreams or you’re behind in the game, you may need to save 15 percent or more.

				If you know you’re already saving enough, or if you know it won’t be that hard to start saving enough, then don’t bother tracking your spending. On the other hand, if you have no idea how you’ll start saving that much, you need to determine where you’re spending your money. (See the later section “Shrink your spending” for insight on how to start saving.)

				Telling good debt from bad debt

				After you calculate your net worth, categorize your liabilities as either good debt or bad debt:

				[image: check.png] Good debt refers to money borrowed for a long-term investment that appreciates over time, such as a home, an education, or a small business.

				[image: check.png] Bad debt (also called consumer debt) is money borrowed for a consumer purchase, such as a car, a designer suit, or a vacation to Cancun.

				Why is bad debt bad? Because it’s costly to carry, and if you carry too much, it becomes like a financial cancer. If the outstanding balance of all your credit cards and auto loans divided by your annual gross income exceeds 25 percent of your income, you’ve entered a danger zone, where your debt can start to snowball out of control.

				[image: warning_bomb.eps]	Don’t even consider starting a small business until you’ve paid off all your  consumer debt. Not only are the interest rates on consumer debt relatively high, but the things you buy with consumer debt also lose their value over time. A financially healthy amount of bad debt — like a healthy amount of  cigarette smoking — is none.

				Reducing debt

				If you have outstanding consumer debt, pay it off sooner rather than later. If you must tap into savings to pay down your consumer debts, then do it. Many people resist digging into savings, feeling as if they’re losing hard-earned money. Remember that your net worth — the difference between your assets and liabilities — determines the growth of your money. Paying off an outstanding credit-card balance with an interest rate of 14 percent is like finding an investment with a guaranteed return of 14 percent — tax-free. (Note: We recognize that some small-business owners finance their small businesses via credit cards, and in some cases, because this debt would be investment debt and investment debt is “good debt,” we feel this situation may be acceptable. We discuss business financing options in Chapter 5.)

				If you don’t have any available savings with which to pay off your high-interest-rate debts, you’ll have to climb out of debt one month at a time. The fact that you’re in hock and without savings is a sign that you’ve been living beyond your means. Devote 10 to 15 percent of your income toward paying down your consumer loans. If you have no idea where you’ll get this money, detail your spending by expense category, such as rent, eating out, clothing, and so on. You’ll probably find that your spending doesn’t reflect what’s important to you, and you’ll see fat to trim. (This process is similar to budgeting and expense management in business; not being able to manage your personal expenses may be a telltale sign of your inability to manage a business.)

				While paying down your debt, always look for ways to lower your interest rate. Apply for low-interest-rate cards to which you can transfer balances from your highest-interest-rate cards. Haggling with your current credit-card company for a lower interest rate sometimes works. Also, think about  borrowing against the equity in your home, against your employer-sponsored retirement account, or from family — all options that should lower your interest rate significantly.

				[image: tip.eps]	If you’re having a hard time kicking the credit-card habit, get out your scissors and cut up your cards. You can still enjoy the convenience of purchasing with plastic by using a Visa or MasterCard debit card, which is linked directly to your checking account. The major benefit of using a debit card rather than a credit card is that you can’t spend beyond your means. Merchants who take Visa or MasterCard credit cards also accept these companies’ debit cards.

				Buying insurance

				Before you address your longer-term financial goals, you need to make sure that you’re properly covered by insurance. Without proper insurance  coverage, an illness or an accident could quickly turn into a devastating financial storm.

				Buy long-term disability insurance if you lack it. This most-overlooked form of insurance protects against a disability that curtails your greatest income- generating asset: your ability to earn money. If anyone depends on your employment income, buy term life insurance, which, in the event of your death, leaves money to those financially dependent on you. Make sure that your health insurance policy is a comprehensive one. Ideally, your lifetime benefits should be unlimited; if the policy has a maximum, it should be at least a few million dollars. (We provide more details on these important coverages later in this chapter in the section “Assessing and Replacing Benefits.”)

				Also check your auto and home policies’ liability coverage, which protects you in the event of a lawsuit; you should have at least enough to cover twice your assets.

				[image: tip.eps]	For all your insurance policies, take the highest deductible you can afford to pay out of pocket should you have a claim. Of course, if you have a claim, you’ll have to pay more of the initial expense out of your own pocket, but you’ll save significantly on premiums. Buy insurance to cover the potentially catastrophic losses, not the small stuff.

				Planning for the long term

				In coauthor Eric’s experience as a financial counselor, he has seen many examples prove that earning a high income doesn’t guarantee a high rate of savings. The best savers he knows tend to be goal oriented; in other words, they earmark their savings for specific purposes.

				If you know that you’re an undisciplined saver, you may consider adopting the technique of designating certain savings or investment accounts toward specific goals. After all, if you’re feeling tempted to buy a luxury car, it’s a lot harder to take money out of an account earmarked for Timmy’s college  education than from a general savings account.

				Perhaps because it’s the farthest away, retirement is the most difficult  long-term goal to bring into focus. Retirement is also much tougher to plan for than most goals because of all the difficult-to-make assumptions —  inflation, life expectancy, Social Security benefits, taxes, rate of return, and so on — that go into the calculations.

				[image: tip.eps]	Use a good retirement planning workbook or program. Check out the resources online from T. Rowe Price (www.troweprice.com) or Vanguard (www.vanguard.com). These retirement planners can help you transform a fuzzy dream into a concrete action plan, forcing you to get specific about retirement issues you may not have thought about and opening your eyes to the power of compounding interest and the importance of saving now.

				Goal-specific saving is challenging for most people given their many competing goals. Even a respectable 10 to 15 percent of your income may not be enough to accomplish such goals as saving for retirement, accumulating a down  payment for a home, saving for children’s college expenses, and tucking away some money for starting a small business.

				So you have to make some tough choices and prioritize your goals. Only you know what’s important to you, which means that you’re the most qualified  person to make these decisions. But we want to stress the importance of  contributing to retirement accounts, whether you use a 401(k), SEP-IRA, Keogh, or IRA. Not only do retirement accounts shelter your investment  earnings from taxation, but contributions to these accounts are also generally tax deductible.

				As for the money you’re socking away, be sure to invest it wisely. Doing so isn’t as difficult as most financial advisors and investment publications make it out to be. (Some make it sound complicated in order to gain your confidence, business, and fees.)

				[image: remember.eps]	What’s your reward for whipping your finances into shape and staying the course? Although it’s true that money can’t buy happiness, managing your personal finances efficiently can open up your future life options, such as switching into a lower-paying but more fulfilling career, starting your own business, or perhaps working part-time at a home-based business when your kids are young so that you can be an involved parent. Work at achieving  financial success and then be sure to make the most of it.

				Shrink your spending

				Do all you can to reduce your expenses and lifestyle to a level that fits with the entrepreneurial life you want to lead. Now is the time to make your budget lean and entrepreneurially friendly.

				[image: investigate_investing.eps]	Determine what you spend each month on rent, mortgage, groceries, eating out, insurance, and so on. Your checkbook register, your credit-card statement, and your memory of cash purchases should help you piece together what you spend on various things in a typical month. The best way to track your expenses is to pay either by credit card, debit card, or check. Cash doesn’t provide you a paper trail to reconcile your expenses at the end of the month.

				Beyond the bare essentials of food, shelter, health care, and clothing, most of what you spend money on is discretionary — in other words, luxuries. Even the dollars you spend on the so-called necessities, such as food and shelter, are usually only part necessity, with the balance being luxury.

				If you refuse to question your current spending or if you view all your current  spending as necessary, you’ll probably have no option but to continue your career as an employee. You’ll never be able to pursue your dream! Overspending won’t make you happy; you’ll be miserable over the years if your excess spending makes you feel chained to a job you don’t like. Life is too short to work at a full-time job that doesn’t make you happy.

				Build up your cash reserves

				Shrinking your spending is a means to an end — that end being the ability  to save for a rainy day. In the embryonic years of your business, you’re  going to see your fair share of rainy days; you may even experience years  predominated by rain.

				Your wherewithal to stick with an entrepreneurial endeavor depends, in part, on your current war chest of cash. At a minimum, you should have three to six months of living expenses invested in an accessible account, such as a money market fund with low operating expenses. If you have consumer debt, after you finish paying off your debt, your top financial priority should be building this account. The bigger the war chest, the better; if you can  accumulate a year’s worth of living expenses, great!

				Stabilize income with part-time work

				One way to pursue your entrepreneurial dreams — and not starve while doing so — is to continue working part-time in a regular job at the same time you’re working part-time in your own business. If you have a job that allows you to work part-time, seize the opportunity. Some employers even allow you to maintain your benefits.

				When coauthor Eric was planning to start his financial counseling business, he was able to cut back his full-time job to half-time for four months, using his time away from his regular job to start his financial counseling business. Similarly, in the first year of coauthor Jim’s initial entrepreneurial venture, he continued his full-time job working for a wood-products business.

				In addition to the monetary security you get from a regular job, splitting your time allows you to adjust gradually to a completely new way of making a living. Some people have a difficult time if they quit their job cold turkey and start working full-time as an entrepreneur.

				If you’re not interested in keeping your current job, you can completely leave that job and line up a different form of work that will provide a decent income for at least some of your weekly work hours. Consulting for your former employer is a time-tested first “entrepreneurial” option with low  risk — just one of many reasons why you should endeavor to leave your  current job without burning bridges in the process.

				Another option to working part-time is to depend on your spouse’s income while you work on beefing up your own. Obviously, this option involves  sacrifice from the love of your life, so be sure to talk things through with your partner to minimize misunderstandings and resentments. Perhaps someday you’ll be in a position to return the favor — that’s what Eric did. His wife, Judy, was working in education when Eric started an entrepreneurial venture after business school. They lived a Spartan lifestyle on her income. Several years later, when Eric’s business was on solid footing, Judy left her job to start her own business.

				Assessing and Replacing Benefits

				For some aspiring entrepreneurs, the thought of losing their employee benefits is even scarier than cutting off their paychecks. Insurance coverages in  particular — especially health insurance — seem daunting to replicate outside of the friendly umbrella of a corporation or nonprofit institution.

				Some people are so intimidated by the thought of giving up their benefits that they jettison their dreams of becoming small-business owners. One working  father said to coauthor Eric, “I can’t go into business for myself because health insurance is too costly.” That situation is unfortunate: Neither health insurance nor any other benefit should stand in the way of your small-business dreams.

				You may be surprised at how quickly and inexpensively you can replicate your employer’s benefits in your own business. And, as you can see in this section and in even more detail in Chapter 17, as a small-business owner, you may have access to some valuable benefits that your employer doesn’t or can’t offer you. So if you’re dreaming of starting your own business, don’t view your employer’s benefits package as a ball and chain tying you to your current job.

				Retirement savings plans and pensions

				If your employer offers retirement savings programs, such as a 401(k) plan or a pension plan, don’t despair about not having these benefits in the future if you should start your own business. Of course, what you’ve already earned and accumulated (or vested) as an employee is yours.

				Some of the best benefits of self-employment are the available retirement  savings plans — SEP-IRAs (Simplified Employee Pension Individual Retirement Accounts) and Keoghs. SEP-IRAs and Keoghs allow you to shelter far more money than most corporate retirement plans do. With SEP-IRA and Keogh plans, you can plow away up to 20 percent of your net income on a tax-deductible basis.

				Retirement plans are a terrific way for you, as a business owner, and your employees to tax-shelter a healthy portion of earnings. Especially if you don’t have employees, making regular contributions to one of these plans is usually a no-brainer. If you do have employees, the decision is a bit more complicated but still often a great idea. We explain all these plans in Chapter 17.

				Health insurance

				If you’re in good health and you’ve decided to start your own business, start investigating what will happen to your health insurance coverage when you leave your job. The first option to explore is whether you can convert your existing coverage through your employer’s group plan into individual coverage. If you can, great; just don’t act on this option until you’ve explored other health plans, which may offer similar benefits at a lower cost. Also get  proposals for individual coverage from major health plans in your area. Be sure to select a high deductible, if available, to keep costs down.

				Health savings accounts (HSAs) have become far more attractive and  increasingly available. Like the best retirement accounts, HSAs offer an upfront tax deduction on contributions as well as tax-free compounding of investment earnings over time. HSAs also offer tax-free withdrawals so long as the money is used for eligible expenses. So, unlike any retirement account, HSAs are so-called triple-tax-free accounts. For all the details on these terrific tax-saving vehicles for small-business owners and their employees, turn to Chapter 17.

				Disability insurance

				Well in advance of leaving your job, be sure that you secure long-term  disability insurance. Long-term disability insurance protects your income in the event of a disability. If you’re like most people, your greatest financial asset is your ability to earn employment income. If you suffer a disability and are unable to work, how will you and your family manage financially? Most people, of course, couldn’t come close to maintaining their current lifestyle if their employment income disappeared.

				[image: warning_bomb.eps]	Don’t wait until you leave your job to shop for disability coverage. After you quit your job and no longer have steady employment income, you won’t be able to qualify for a long-term disability policy. Most insurers will then want to see at least six months of self-employment income before they’re willing to write a policy for you. The risk is that, if you become disabled during this time, you’ll be completely without insurance.

				Several proven sources for securing long-term disability insurance include

				[image: check.png] Professional associations: Thanks to the purchasing power of the group, associations that you may be a member of — or could become a member of — often offer less costly disability coverage than what you could buy on your own.

				[image: check.png] Insurance agents: Consider shopping for an individual disability policy through agents who specialize in such coverage.

				Life insurance

				If you have life-insurance coverage through your employer, odds are you can replicate it on your own. If you have dependents (children, a spouse, or others) who rely on your income, you need life insurance.

				The amount of life insurance you carry depends on how much annual income you’re trying to protect and over how many years. For example, to replace your income over the next decade, multiply your annual after-tax income by 8.5. So if you annually make $30,000 after taxes, you should buy about $250,000 of life insurance. You only need to replace your after-tax income because the death benefits on a life-insurance policy are free of income tax.

				[image: remember.eps]	Term life insurance, which is pure life-insurance protection, offers the  best way to buy needed coverage at the lowest cost. Other policies, such as universal, whole, and variable life, which are collectively referred to as cash-value policies, combine life-insurance coverage with an investment account. For an equivalent amount of coverage, a cash-value policy typically costs about eight times what a term policy costs. Furthermore, in the early years of a cash-value policy, the bulk of that cost difference builds little in the way of cash value and instead goes mostly to pay insurance agent commissions and administrative costs.

				[image: tip.eps]	In the long run, you would do best to separate your life insurance from your investments. Buy term insurance and invest your savings through your employer’s retirement savings plan. Contributions to 401(k) plans and the like typically offer an upfront tax deduction at the federal and state levels. Money put into a cash-value life-insurance plan offers no such deduction.

				The good news is that if you need life insurance, you can probably purchase an individual life-insurance policy at a lower cost than you could purchase such coverage through your employer.

				Insurance agency quotation services send you a handful of relatively  user-friendly proposals from the highest-rated, lowest-cost companies  available. Like other agencies, the services receive a commission if you buy a policy from them, which you’re under no obligation to do. They’ll ask you for your date of birth, whether you smoke, and how much coverage you’d like. Reputable firms in this line of work include SelectQuote (www.select quote.com) and Term4Sale (www.term4sale.com).

				Dental, vision, and other insurance

				You may have other insurance programs besides the traditional health, life, and disability. Some employers offer insurance plans for dental and vision care, and occasionally some other unusual benefits, such as prepaid legal plans.

				[image: remember.eps]	As an aspiring or new entrepreneur, you can’t afford to waste money. Insurance programs that cover small potential out-of-pocket losses aren’t worth purchasing. Don’t waste your money buying such policies. Remember that insurance companies are in business to make money. On average,  insurers pay out no more than about 60 cents in claims per dollar paid to them in policyholder premiums. The other 40-plus percent goes to  administration and profits.

				Social Security taxes

				Another “benefit” of working for an employer is that the employer pays for half (7.65 percent of your income) of your Social Security and Medicare taxes. Don’t despair of the extra cost of having to pay both halves of this tax when operating your own business. Although you do have to pay the entire tax (15.3 percent of your income up to a certain threshold amount) when  you’re self-employed, the IRS allows you to take half of this amount as a  tax deduction on your Form 1040. The value of your deduction depends on your marginal tax rate; if you’re in, say, the 28 percent federal income tax bracket, then the actual cost of your self-employment tax is 5.51 percent: 7.65 – (7.65 × 0.28) = 5.51. Thus, the tax isn’t as painful as you think. (State tax deductions decrease the effective costs of self-employment taxes even further.)

				[image: tip.eps]	When pricing your products or services, you can build the cost of this tax, as well as other benefits you’ll pay for out of pocket, into your calculations. (After all, this is what your current employer does.) We explain pricing  strategies in Chapter 11.

				Time off

				All work and no play make Mary and John dull and probably overstressed entrepreneurs. When you work for a company, we trust that it provides you with certain holidays and at least a couple of weeks of vacation each year. You may never have considered that your paycheck covers the cost of these normal workdays when you’re allowed time off.

				Again, when you price your products and services, you need to factor in that, given holidays and two to three weeks of annual vacation, you probably won’t be working about 5 weeks out of the 52 weeks in a year. Although some new entrepreneurs don’t take much vacation time or many holidays off, we certainly don’t want you to plan for that; if you do, you’ll burn yourself out and not be much fun to be around!

				Managing Your Personal  Finances Post-Launch

				It continues to amaze us: We see savvy small-business owners who are  successful when it comes to managing their companies. However, when you glance at their personal finances, they may look like personal financial  misfits — underinsured, overextended on credit, undiversified in investments, behind on retirement planning, and so on.

				Dismissing this trait as a mere foible, in much the same way that you may chuckle at a genius with a messy desk, is easy to do. However, such sloppiness with personal financial management is an unfortunate tendency because it downplays the seriousness of the problem: Poorly managed personal finances can destroy a business, no matter how successful and well run it is. Also, we’ve noticed that poor personal financial management often leads to more of the same on a business level. Old habits aren’t easy to change.

				This chapter focuses on getting your finances in order before you start your business. However, keeping your personal finances on track (living within your means, planning how much you need to save for various goals, selecting sound investments, and maintaining catastrophic and cost-effective insurance  coverage) post-launch is vital to your financial future as well as to the viability of your business. If you don’t know how to do these things well, pick up a copy of the latest edition of Eric’s book Personal Finance For Dummies (Wiley).

				As a small-business owner, you need to be especially careful to stay on top of your required tax payments for both yourself and your employees. (We cover small-business tax issues in Chapter 19.) You also need to protect your  personal finances from business-related lawsuits — an important topic that we cover in Chapters 5 and 18.

				

			

		

	
		
			
				Chapter 3

				Finding Your Niche

				In This Chapter

				[image: arrow] Realizing that success means more than just having a good idea

				[image: arrow] Understanding what it takes to be a successful inventor

				[image: arrow] Choosing the right business categories

				[image: arrow] Identifying your business’s most important asset

				Although your business niche and the idea behind your business are important, neither makes the primary difference when it comes to the survival of your business. Rather, the primary difference maker is you! The niche and the idea are only small parts of the puzzle that is success. In this chapter, we discuss a few of the most important puzzle pieces, including the cornerstone piece (that being you), and we explain why you need to put them all together to ensure your business’s success.

				Why You Don’t Need a New  Idea to Be Successful

				Most small-business owners dive into their niches because they love the product or service they provide. The history of small business is filled with tales of founders who cared so deeply about their product or service that they subsequently decided to make it their life’s work so that they could enjoy getting up in the morning again.

				Examples of businesses that have grown and prospered as a result of an  entrepreneur’s passion for a particular activity include these and many others:

				[image: check.png] Jim Gentes was a passionate biker who had ideas about bike helmets that led him to found Giro.

				[image: check.png] L.L. Bean developed a line of outdoor gear that he couldn’t find elsewhere.

				[image: check.png] John Bogle founded the Vanguard Group of mutual funds to deliver  low-cost funds that served investors’ best interests.

				Of course, many small-business owners (the vast majority, in fact) don’t break new ground. Plenty of tax preparers, dry cleaners, and restaurant owners happily make a comfortable living by doing what many others before them have already done.

				Unfortunately, having a groundbreaking idea, extensive product knowledge, or unbridled enthusiasm has little real influence on your long-term business success. Even if you make the best chocolate chip cookies this side of Mrs. Fields, your business could still crash and burn. Maybe you don’t sell enough cookies, or you have a hard time accounting for the ones you do sell. Maybe you sell ocean tankers filled with cookies but your prices are too low to make a profit, or your customers won’t pay their bills.

				Having a good product and knowing the product well are only the beginning of building a successful business; you must also perform a long list of  sometimes arduous day-to-day chores to be a successful small-business owner. Those chores may include the following:

				[image: check.png] Find good customers and convince them to buy (see Chapter 13).

				[image: check.png] Deal with difficult, hard-to-please customers.

				[image: check.png] Provide cost-effective customer service that retains customer loyalty (see Chapter 13).

				[image: check.png] Understand financial statements, including balance sheets, profit and loss statements, and cash flow statements (see Chapter 14).

				[image: check.png] Grant credit to customers and know how (and to whom) to grant it.

				[image: check.png] Collect receivables (the money you’re owed).

				[image: check.png] Juggle and prioritize the payment of payables (the money you owe to others).

				[image: check.png] Understand the mystifying concept of cash flow and then figure out how to manage it (see Chapter 14).

				[image: check.png] Compute inventory turn, days-in-receivables, current ratios, and return on sales (we cover all these items in Chapter 14).

				[image: check.png] Use such management tools as organization charts, job descriptions, and performance reviews (see Chapter 16).

				[image: check.png] Purchase the right computer and software and then figure out how to use it (see Chapter 12).

				[image: check.png] Collect and disburse sales tax, income tax, and Federal Insurance Contributions Act (FICA) tax, and perform all those other services the government requires of small businesses (we explain government requirements in Chapter 18 and taxes in Chapter 19).

				[image: check.png] Protect yourself from lawsuits — both from your employees and your customers — including sexual harassment suits and product liability suits.

				[image: check.png] Avoid (and deal with when you can’t) such headaches as Occupational Safety and Health Administration (OSHA), workers’ compensation, and unemployment problems.

				[image: check.png] Deal with drug- and alcohol-related problems, pacify smokers and  nonsmokers, and recognize and deal with malingerers, embezzlers, and shoplifters.

				[image: check.png] Know how and when to use small claims court.

				[image: check.png] Know how to hire, fire, train, motivate, and hold employees accountable; control expenses; manage crises; balance cultures; deal with bankers; budget; forecast — the list goes on and on.

				Of course, not all businesses have to deal with all the items in the preceding list. If your business doesn’t have inventory, for example, you won’t have to deal with the myriad issues relating to it.

				[image: remember.eps]	Our point here is that the niche or idea won’t ultimately make or break your business; the day-to-day running of the business itself is what ultimately  determines success — or failure. Or stated another way, you show us a  crackerjack business person, and we’ll show you someone who can get rich in the cookie business whether or not he or she personally has the foggiest idea about how to bake the darned things.

				Inventing Something New

				Benjamin Franklin, Thomas Edison, Henry Ford, Wilbur and Orville Wright — American history is filled with folks who created something new that changed an industry or even the average person’s way of life. Most people know the “famous” inventors, but many unknown folks have invented things that later became business successes, too.

				[image: truestory.eps]	Coauthor Jim had a marine biologist friend who invented a device to count and sort fish eggs. The inventor added a small manufacturing facility to the back of his garage and sold or leased his device to fish and conservation departments all over the world. For ten years, he, his wife, and his oldest son manufactured fish egg sorters and built a strong business with real value before selling it to a younger buyer interested in growing the business.

				In this section, we highlight some helpful places to turn to (and harmful ones to run from) if you aspire to be an inventor.

				Say yes to useful invention resources

				In 1999, Congress signed into law the American Inventor’s Protection Act to better protect American entrepreneurs who create something that could be patented or otherwise protected, including new products, services, or  processes.

				One reason Congress passed the Act was to protect would-be inventors from hyped invention promotion firms, which take your money and provide you little (if anything) in return (see the next section for details).

				Fortunately, would-be inventors can find several truly helpful resources out there. The following resources are among the best and most interesting:

				[image: check.png] Nolo Press books on patents and inventions: Nolo Press, publisher of hundreds of legal books and software programs, has numerous helpful books on patents and inventions. Go to www.nolo.com for details.

				[image: check.png] Peer networking groups: Most large communities have peer networking groups of inventors. Check with your local Chamber of Commerce or Economic Development Department.

				[image: check.png] United Inventors Association (UIA): This nonprofit was founded by Roberta Toole in 1990. Its website (www.uiausa.org) is a treasure trove of resources for inventors worldwide. Membership is required to access most of their resources and costs $99 a year.

				[image: check.png] U.S. Patent and Trademark Office (USPTO): For a government operation, the USPTO website (www.uspto.gov) has a lot to offer would-be  inventors. Click the Inventors tab to find an array of resources. One of the most useful is the Scam Prevention section (located on the left-hand side of the page), which provides a public forum for the publication of complaints concerning invention promoters/promotion firms (which we discuss in the next section); the USPTO also publishes responses to the complaints from the invention promoters/promotion firms.

				Run away from invention promotion firms

				[image: warning_bomb.eps]	Hundreds of invention promotion firms siphon hundreds of millions of  dollars from naive wannabe entrepreneurs each year. The good news is that government regulators are finally taking some action. To find out more about these scam firms, review the following helpful summary by the Federal Trade Commission (FTC) on invention promotion firms:

				“. . . many inventors pay thousands of dollars to firms that promise to evaluate, develop, patent, and market inventions. Unfortunately, many of these firms do little or nothing for their fee.

				The Federal Trade Commission (FTC) has found that many invention promotion firms claim — falsely — that they can turn almost any idea into cash. But, the agency says, smart inventors can learn to spot the sweet-sounding promises of a fraudulent promotion firm. Here’s how to follow up if you hear the following lines:

				We think your idea has great market potential. Few ideas — however good — become commercially successful. If a company fails to disclose that investing in your idea is a high-risk venture, and that most ideas never make any money, beware.

				Our company has licensed a lot of invention ideas successfully. If a company tells you it has a good track record, ask for a list of its successful clients. Confirm that these clients have had commercial success. If the  company refuses to give you a list of their successful clients, it probably means they don’t have any.

				You need to hurry and patent your idea before someone else does. Be wary of high-pressure sales tactics. Although some patents are valuable, simply patenting your idea does NOT mean you will ever make any money from it.

				Congratulations! We’ve done a patent search on your idea, and we have some great news. There’s nothing like it out there. Many invention promotion firms claim to perform patent searches on ideas. Patent searches by fraudulent invention promotion firms usually are incomplete, conducted in the wrong category, or unaccompanied by a legal opinion on the results of the search from a patent attorney. Because unscrupulous firms promote virtually any idea or invention without regard to its patentability, they may market an idea for which someone already has a valid, unexpired patent. In that case, you may be the subject of a patent infringement lawsuit — even if the promotional efforts on your invention are successful.

				Our research department, engineers, and patent attorneys have  evaluated your idea. We definitely want to move forward. This is a standard sales pitch. Many questionable firms do not perform any evaluation at all. In fact, many don’t have the “professional” staff they claim.

				Our company has evaluated your idea and now wants to prepare a more in-depth research report. It’ll be several hundred dollars. If the company’s initial evaluation is ‘positive,’ ask why the company isn’t willing to cover the cost of researching your idea further.

				Our company makes most of its money from the royalties it gets from licensing its clients’ ideas. Of course, we need some money from you before we get started. If a firm tells you this but asks you to pay a large fee upfront — or to agree to make credit payments — ask why they’re not willing to help you on a contingency basis. Unscrupulous firms make almost all their money from advance fees.

				The American Inventors Protection Act of 1999 gives you certain rights when dealing with invention promoters. Before an invention promoter can enter into a contract with you, it must disclose the following information about its business practices during the past five years:

				[image: check.png] How many inventions it has evaluated

				[image: check.png] How many of those inventions got positive or negative evaluations

				[image: check.png] Its total number of customers

				[image: check.png] How many of those customers received a net profit from the promoter’s  services

				[image: check.png] How many of those customers have licensed their inventions due to the promoter’s services

				This information can help you determine how selective the promoter has been in deciding which inventions it promotes and the degree of success he has enjoyed. Invention promoters also must give you the names and addresses of all invention promotion companies they have been affiliated with over the past  10 years. Use this information to determine whether the company you’re  considering doing business with has been subject to complaints or legal action. Call the U.S. Patent and Trademark Office (USPTO) at 1-866-767-3848 and the Better Business Bureau, the consumer protection agency, and the Attorney General in your state or city and in the state or city where the company is  headquartered.

				If a promoter causes you financial injury by failing to make the required  disclosures, by making any false or fraudulent statements or representations, or by omitting any fact, you have the right to sue the promoter and recover the amount of your injury plus costs and attorneys’ fees.”

				Choosing Your Business

				Finding the right business to buy or start can be a bit stressful, but don’t worry. We offer plenty of help in the following sections. We assist you in matching your skills, interests, and job history with a suitable business, and we help you select the niche that works best for you, given who you are, what you like to do, and what you’re capable of doing.

				Consider your category

				Before you decide which business venture would be best for you, you need  to understand the four major business categories that you can consider: retailing, service, manufacturing, and wholesaling. Here are some important characteristics you need to know about these four categories:

				[image: check.png] Retailing: Retailing is the general category that most people are familiar with because the typical American deals with at least one retailer every day. Since most people are familiar with the retail business, the learning curve is usually much easier in retailing than in the other three categories (although this benefit is true for your retailing competitors as well). Also, because most retail businesses deal primarily with cash or near- cash equivalents (credit cards), funding requirements for accounts receivable are relatively low compared with some of the other business categories, which means, in turn, that the capital requirements for entry can be comparatively low, depending on how much inventory is required. (See Chapter 5 to determine your initial cash needs.)

						E-commerce (retailing over the Internet) is changing the parameters  of the retailing category. The barrier to entry in retail-oriented  entrepreneurial endeavors is becoming smaller as some successful retailing entrepreneurs choose web pages over storefronts. However, success online isn’t as easy or as lucrative as some would have you believe.

				[image: check.png] Service: The service industry is the fastest growing of the four categories,  in part due to the low cost of entry (that is, you typically need no  significant inventory outlays and minimal equipment). Additionally, if you’re among the increasing number of service providers who choose to work out of their homes, occupancy expenses are relatively low and tax advantages are a potential perk.

				[image: check.png] Manufacturing: Save up your hard-earned cash if you’re thinking of becoming a manufacturer; this category is a veritable cash-guzzling machine. Inventory, accounts receivable, equipment, physical plant, employees — you name the cash-draining asset, and most manufacturers have gotta have it.

						Although manufacturing is typically the most expensive of the four  categories in terms of entry-level capital requirements, it offers great potential for rewards. Look at the high-tech industry for examples of wealth being created (not just for the founders but for key employees as well) in short periods of time; companies such as Microsoft, Intel, and Apple were start-up manufacturers not that long ago.

				[image: check.png] Wholesaling: The middleman in capitalism’s distribution channel, wholesalers act as intermediaries between manufacturers and retailers or consumers. The wholesaler’s role is to buy large quantities of products  at discounted prices (discounted from retail prices that is) from  manufacturers, break them down into smaller quantities, and sell them at a markup to retailers or consumers. Like manufacturers, wholesalers require significant cash outlays for inventory, receivables, physical plant, and employees; thus, the start-up capital requirements for  wholesalers are correspondingly high.

				Take advantage of accidental  opportunities

				Many small-business owners are “accidental” entrepreneurs — that is, they stumble on a good business to start or buy. Maybe a favorite retail store  suddenly comes up for sale (this is exactly what jump-started coauthor Jim’s entrepreneurial career), or a friend informs them of a can’t-miss opportunity, or a customer of the business they’re working for now invites them to do some freelance consulting — an invitation that turns into a business  opportunity. In these cases, the lucky entrepreneur doesn’t set out to own a business. Instead, he or she stumbles on the right opportunity. As with so many other directions people take in life, the time and the place just happen to be right.

				[image: remember.eps]	When considering your accidental opportunity, if you don’t enjoy what you’re about to do, your chances for success will decrease. Make sure that your  accidental opportunity is in a niche that you like.

				Inventory your skills, interests,  and job history

				Most people aren’t lucky or fortunate enough to stumble upon the right  business. And the kinds of people who discover the right business are often those who are willing to go to a lot of trouble to find good opportunities.

				If the perfect business opportunity doesn’t just fall into your lap (and,  actually, even if it does), you need to do some introspection to determine what type of business is right for you. The following questions can help you take an inventory of your business expertise and interests. (You can get a piece of paper and treat these questions like a quiz if you want to.) The answers you get will help you select the best possible business opportunity for you.

				[image: check.png] What top-three business skills have you displayed over your business career? Examples include sales, accounting, marketing, administration,  writing, communications, quantitative analysis, hiring, training, employee motivation, product development, customer service, focus, delegation, accountability, attention to detail, and so on.

				[image: check.png] In which business skills are you the weakest? Refer to the examples in the preceding bullet for ideas.

				[image: check.png] Over your working history (including part-time and full-time jobs), what three jobs have you enjoyed the most and why? After listing three jobs, consider (and list) the reasons why you liked those particular jobs.

				[image: check.png] During your working history, what three jobs have you enjoyed the least and why? Similar to the preceding question, consider and then list the reasons why you disliked those particular jobs.

				[image: check.png] What are your top-three overall personal skills? Examples include leadership, communication, intelligence, creativity, vision, cheerleading, invention and/or innovation, listening, problem solving, counseling, and so on.

				[image: check.png] If this were a perfect world and you could select the industry in which you’d like to spend the rest of your life, what would be your top-three choices? Examples include sports, music, movies, art, finance, education, telecommunications, electronics, computers, medicine, architecture, agriculture, transportation, insurance, real estate, financial services, food and beverage services, apparel design and manufacture, furniture and home products, outdoor products, printing, photography, chemistry, plastics, and so on.

				[image: check.png] What three favorite hobbies or special interests of yours might be conducive to creating a business? Many people turn a hobby or special interest (such as photography, golf, or coin collecting) into a business.

				[image: check.png] Given what you know about the retailing, service, manufacturing, and wholesale career choices, rank these four in order of desirability. Refer to the earlier section “Consider your category” for details on each of these categories.

				[image: tip.eps]	When you can’t think of an answer to one or more of these questions, ask your spouse or a couple of good friends for advice. Oftentimes, they know you best.

				[image: remember.eps]	Don’t expect to answer these questions and determine that — eureka! — you should immediately open a retail clothing store, start a financial consulting business, or import rare ostrich eggs. Instead, use these questions to help you inventory your skills, interests, and job history. The results should help stimulate the thought processes that will assist you in developing a list of businesses that may work for you.

				If, for example, your strengths (and interests) are in sales, you may want to consider a business where sales is the primary function of the business  (manufacturer’s representative, for instance). If you indicate that you have weaknesses in such areas as attention to detail, delegation, and administration, you may want to consider operating a business solo as opposed to one that requires employees. If you determine that over your job history, you didn’t like those jobs where you dealt directly with customers, the retail business would probably not work for you.

				These questions are intended to help you take an introspective look at  yourself and lead you to where you would logically fit in the broad spectrum of business opportunities. That’s why we say you’ll find no quick answers here, but rather an opportunity to jump-start the narrowing-down process. Come back to these questions several times over a period of weeks; few people arrive at a solution the first time through.

				[image: truestory.eps] “How hard can it be to run a card shop?”

				Our hero (we’ll call him Aaron) decides that it’s time to make a lifestyle change. He and his family relocate to Bend, Oregon, where, he figures, the world rotates at half the speed it does in the San Francisco Bay Area.

				Aaron, a marketing consultant for a high-powered firm, decides to become a Hallmark franchisee, so he and his wife purchase an existing store in a Bend mall. Because Aaron had been consulting with Hallmark for several years on how to resolve its marketing issues, he figures he knows the industry inside and out.

				“Hey,” he tells his friends in a statement he will regret for years, “how hard can it be to run a card shop?”

				Aaron found out exactly how hard it can be to run a card shop. Suddenly, instead of having to know everything there is to know about Fortune 500–style marketing, he had to know a smattering of everything there is to know about accounting and bookkeeping procedures; hiring, training, motivating, and firing employees; payroll; government regulations; cash flow; budgeting; inventory; dealing with bankers, lawyers, and accountants; and . . . well, you get the point.

				“When I was consulting and would work with Hallmark management in problems relating to its franchisees,” he says today, “my marketing firm’s management and I would go nuts. We’d say things like ‘Those little guys just don’t get it,’ and we’d want to tear out our hair in frustration.”

				“Well, I’m one of those ‘little guys’ today, and it’s me who’s tearing out what’s left of my hair in frustration. We small-business owners see the world through a different set of sunglasses than the corporate consultants.”

				Would Aaron do it all over again?

				“Well, yes. The change in scenery has been worth it. But I can tell you this much,” he says, returning an out-of-place Charlie Brown birthday card to its rightful slot. “There are two kinds of businesses in this world. The first is where you have to be a jack of only one trade. The second is where you have to be a jack of all trades, where you’re the person who’s responsible for ensuring that everything else is taken care of. I went from the first to the second, and now I know that the two aren’t even in the same universe.”



				Narrow your choices

				When considering a business opportunity, you need to answer the following questions to assure yourself that the business you’re considering is the right one for you:

				[image: check.png] Is it a business that suits your personality?

					•	Consider a retail business if you like dealing directly with people, don’t mind keeping regular hours, and can handle being tied to  one spot for long periods of time. The converse, of course, also applies. If you don’t like dealing directly with people, keeping  regular hours, or being tied to one spot for long periods of time, don’t consider the retail business.

					•	Consider the service business if you like dealing with people,  solving problems, and working in spurts and flurries.

					•	Consider a wholesaling business if you’re a detail-oriented person, if you enjoy supervising employees, and if you don’t mind risking the significant amount of capital that carrying and distributing inventory requires.

					•	Consider the manufacturing business if you’re a quality-conscious and detail-oriented person who enjoys searching for solutions to such engineering-oriented issues as process and flow and quality control. You should also enjoy supervising employees.

						Within each of the four major business categories, you can get more  specific and narrow down your choices to specific industries. For  example:

					•	Consider the financial services or accounting/tax-preparation  business if you like working with numbers.

					•	Consider the restaurant or entertainment business if you don’t mind working unusual hours.

					•	Consider a banking, telephone sales, or consulting business if you don’t mind spending long periods of time sitting at a desk.

				[image: check.png] Is it a business or product in which you have experience? Experience is the world’s best teacher. If you don’t have it, your competitors who do have it are bound to have a sizable competitive edge over you. Sixty percent of successful business owners have gravitated to products or services in industries with which they were previously familiar.

				[image: check.png] Is it a business you can afford? A service business is usually the least expensive of the four business categories to start, followed by retailing, wholesaling, and, finally, manufacturing. For more information on how to compute the cash requirements of your business, see Chapter 5. (Yes, you should take into consideration the amount of money you can borrow, or find investors for, when answering this question.)

				[image: check.png] Is it a business with too much risk? Can you live with the risk inherent in this business? Generally, the bigger the capital requirement, the larger the risk. Are you sure you’re prepared to live with the risk of starting a manufacturing company? If not, consider becoming a service provider instead — it’s more suited to the average pocketbook. (If you have an idea for a new widget but don’t have the resources to manufacture it, you can always outsource the manufacturing of it and then sell, service, and maintain it yourself.)

				[image: check.png] Is it a business in which you have a competitive advantage? Can you make, service, or sell your product better? If not, you need to ask  yourself what will motivate your customers to work with you. (If your answer is price, you’re in trouble already, unless you’ve figured out a clear and high-quality way to create and deliver a product or service cheaper and better than the industry leaders.)

				[image: check.png] Is it a business in which you can become a specialist? There’s power in being a specialist, and there’s danger in being a generalist. Today’s movers and shakers have learned a valuable lesson from past experience:  Focus on doing those things you can do better than anyone else. (Consider all those takeovers of a few years ago, with steel companies buying insurance companies and filmmakers buying bookstores. Many of those odd companions are companions no more. Many were spun off to other businesses more knowledgeable about that industry and better able to provide a quality product at a competitive price.)

				Go in search of fast growth

				Every year Inc. magazine publishes its list of “The 500 Fastest Growing Companies in America” (Inc. also publishes the top 5,000; the top 500 are just the top companies from that list). This list includes tomorrow’s potential goliaths of the business world. Such companies as Microsoft, Timberland, Oracle, and Cablevision have graced and then graduated from the list since its inception.

				[image: remember.eps]	As you take a look at the most recent Inc. list, pay attention to the niches that are currently enjoying the fastest growth. A number of past Inc. 500 fastest-growing companies are no longer in business. Risk and growth are common bedfellows, and one entrepreneur’s riches may lead to another entrepreneur’s rags. Thankfully for most people, other, less glamorous industries offer plenty of room for success. Because the industry you choose can greatly affect your success, consider the following industry-specific questions:

				[image: check.png] Do you believe in the industry you plan to do business in? Industries such as the tobacco industry, firearms industry, or debt-collection industry aren’t for everyone. Be sure to select an industry that will allow you to sleep at night and feel good about what you’re doing.

				[image: check.png] Is it an industry that isn’t overcrowded or dominated by a few well-marketed companies? You say you’re thinking about a coffee house or a bagel shop? Good luck. You’d better know something or be prepared to offer a different product or service than Starbucks, Bruegger’s, or Noah’s Bagels. Every industry has a saturation point; you want to make sure that your chosen industry isn’t one of them. (You can usually  determine the saturation point by observing how successful the existing businesses are. You can usually measure such success by observation —  the condition of the business’s premises, the quality and professionalism of the employees, and the prices charged; for example, is there room in the prices to make a profit?)

				[image: check.png] Is your potential business in an industry that’s moving at a pace that you could be comfortable with? Some industries move faster than others; for example, the biotech industry moves faster than the gift-shop industry. Make sure that you have a comfort level with the pace of your chosen industry. Some industries will leave you breathless (and  moneyless) if you can’t keep up with the pace. The gift-shop industry will leave you bleary eyed and passionless if you thrive on the rush you get from constant activity and change.

				[image: check.png] Is it an industry that you can get passionate about? Can you love the product and the customers? Passion helps sell products to customers and vision to employees.

				Timing your start-up

				When is the best time to start your new business? Should you begin your new enterprise when the economy is strong or when the economy is in a recession? Does the economy even matter? What economic forces should drive your decision?

				Forget the economy, folks. We won’t come right out and say that the economy doesn’t matter, because depending on your niche, it can. But by and large, generally speaking, the economy doesn’t matter. For instance, the best time to start a business could be when the economy is booming, because people are in a strong buying mode. But there are downsides to starting a business in booming economies, including the fact that unemployment is usually low (which means good employees are hard to find).

				Economic recessions can also cut both ways. The bad news about recessions is that consumers are wary buyers in recessions, and wary buyers mean low margins, and low margins usually mean low profits. But the good news is that recessions serve as sort-out time (that is, they sort out the weak businesses from the strong ones and allow the strong ones to survive and grow). As the weak businesses disappear, they leave in their place an opportunity for newer, stronger competitors to surface.

				The bottom line: The best time to start a business is when the timing is right for you and your niche. If you’re prepared in terms of finances and experience (see Chapters 1 and 2), if the niche is right and available (as discussed throughout this chapter), and if you’re passionate about what you do, the best time is right now. If you and the niche aren’t prepared, the time is wrong. No economic indicators can tell you this. You have to listen to your gut.



				Take advantage of government resources

				Everyone likes to poke fun at the government (hey, what are governments for, anyway?). But now and then, when you least expect it, your government surprises you and does something useful. The small-business arena is one of those areas where the government has made strides in doing something  helpful. We cite the following examples:

				[image: check.png] The Small Business Administration (SBA): The SBA offers a wide  variety of educational materials and seminars for both current and aspiring small-business owners. They also provide financial assistance through loans and loan-guarantee programs. In recent years, these  programs have become significantly more user-friendly, and today the SBA is, in most cities anyway, an excellent resource for the capital-seeking small-business owner who has trouble finding funding through the  conventional private-sector sources. For more information on SBA loans, see Chapter 5; for more information on how the SBA can be of assistance locally, go to www.sba.gov to find the field office near you.

				[image: check.png] Service Corps of Retired Executives (SCORE): Federally funded, SCORE consists of more than 10,000 volunteers in hundreds of cities across the United States who provide free counseling and advice to prospective or existing small businesses.

						SCORE, an excellent concept to be sure, can be a tad on the hit-or-miss side due to the fact that the majority of SCORE’s volunteers are former employees of large companies. Thus, not all of them have known what it’s like to watch their own small business take off. If you happen to be assigned to the right volunteer, however, SCORE can be the best deal in town — occasionally even providing you with a much-needed mentor. SCORE is definitely a service worth trying, especially given its cost to you, which is absolutely nothing — it’s free! Visit its website at www.score.org to pose online questions to counselors or to contact the office nearest you (or call 800-634-0245).

				[image: check.png] Small Business Development Centers (SBDCs): There are hundreds of SBDCs in the United States, most of which are located on college and university campuses. The SBDC program is sponsored by the SBA in partnership with state and local governments and the educational community. Its mission is to provide business counseling, training, and various other educational resources to help both start-ups and existing small businesses.

						Unlike SCORE, SBDC services are provided on a fee basis, and SBDC employees are usually educators (rather than volunteers like SCORE). Most have not owned a small business of their own. As a result, similar to SCORE, the services they offer can be hit or miss. Call 703-271-8700 for the SBDC center nearest you or visit www.sba.gov/sbdc.

				[image: check.png] The SBA Answer Desk: This free service of the SBA allows you to call 800-827-5722 to speak with a living, breathing SBA employee who will provide you with a thorough list of governmental resources and referrals,  along with a smattering of advice. Your questions can be specific or  general; ultimately, you’ll be referred to a website, a SCORE or SBDC chapter, or an SBA publication.

				[image: check.png] Your state’s Department of Commerce and/or Economic Development Department: Most Commerce or Economic Development Departments have small-business assistance centers, most of which are replicated on the web. These centers contain information on licensing and permit  regulations and provide information packets on starting and running a business. Check your state government pages, use an Internet search engine, or call your state’s Department of Commerce or Economic Development Department. (Some states include commerce under the Office of the Secretary of State.)

				Recognizing Your Number  One Asset — You

				Turn back the clock to the middle of the 20th century. Imagine you’re a  small-town banker somewhere in the state of Arkansas. In the course of a day’s business, you look up from your desk to see a man in his 30s stride into your office and plop down a business proposal. It seems this fellow intends to buy a soft ice cream machine to put on the sidewalk outside of his Ben Franklin dime store, and he wants you to help him finance it.

				“Oh, brother,” you think to yourself. “This guy must be one pickle short of a barrel. If he can’t scrape up $1,800 from the profits on his little dime store, what makes him think I should finance this new venture? $1,800 is a lot of ice cream cones.”

				Then you pause in the midst of your thoughts and take a deeper look into the man’s eyes as he passionately describes his vision for peddling ice cream cones on the sidewalk. And lo and behold, you see a fire burning inside as he explains his ideas for selling ice cream and attracting customers to shop in his store while they enjoy the ice cream cone. And the more the man talks, the more you come to understand that this fellow is driven by a dream, a dream that goes far beyond peddling ice cream. After listening for longer than you had intended, you make an uncharacteristic decision to cough up the dough — not because of the uniqueness of the entrepreneur’s idea but because of the uniqueness of the entrepreneur himself. Despite the humdrum notion of selling ice cream on the sidewalk, you fork over the check. Then you sit back and watch as two years later he pays off the five-year note and goes on to eventually create and build Wal-Mart, the mightiest retailer in the land.

				Yes, you, the banker, made your decision based on the man, Sam Walton, and not his ice cream machine. Given his passion and degree of commitment, it was only natural that the success of his business would follow.

				Avowedly, most of us are not Sam Walton. We don’t have his sense of detail, his drive, his leadership abilities, or his vision for his niche. But the world has plenty of room for folks who don’t build Wal-Marts. Visit any community in the United States, and even the smallest will have a number of Sam Waltons, those small-business owners who have made their furniture store the best in the three-county area, those small-business owners who build the best fly rods in the great Northwest, and those small-business owners who sell more ice cream cones than anyone north of Boston. You don’t have to be the largest retailer in the world to be a smashing success. Plenty of mini Sam Waltons are hanging around.

				And so it will be for you if you choose to follow in Sam Walton’s footsteps — you alone will either make or break your company. Sure, the niche will  be important, but you will select it. And certainly your employees will be important, but you will choose the people you hire (and the people you fire). And, of course, your products (or services) will be important, but you will have the final word in defining them. Everything that happens within your business will have your own personal stamp on it. Nothing will be outside of your grasp.

				Today’s venture capitalists have for many years understood the same lesson that Sam Walton’s banker learned in the course of that long-ago meeting. The small-business owner is the number one determinant of his or her company’s success or failure.
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Big Spenders Corp.
Profit and Loss Statement
For the year ending December 31, 2011

Percent Change
Prior Current Compared
Year Budget Year to PriorYear

Sales (revenues) $450,000 $475,000 $500,000 1%

— Cost of goods sold $200,000 $210,000 $225,000 12.5%
= Gross margin $250,000 $265,000 $275,000 10%

Expenses

Wages and salaries $75,000 $77,000 $97,000 29%
Rent $50,000 $52,000 $54,000 8%
Selling expenses $55,000 $58,000 $61,000 1%
Telephone $10,000 $11,000 $11,000 10%
Utilities $10,000 $11,000 $11,000 10%
Total expenses $200,000 $209,000 $234,000 17%
Net income (pretax) $50,000 $56,000 $41,000 (18%)
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Assets

Current assets
Cash

Accounts receivable
Inventory

Total current assets
Fixed assets

Land, buildings
Furniture, fixtures
Equipment

Total fixed assets
Total assets

Liabilities

Current liabilities

Accounts payable
Short-term notes payable
Total current liabilities
Long-term liabilities
Mortgages payable
Long-term notes payable
Total long-term liabilities
Total liabilities

Owners' equity (net worth)

Total liabilities & net worth

Big Spenders Corp.
Balance Sheet
For the year ending December 31, 2011

Prior Year

$25,000
$50,000
$50,000
$125,000

Budget

$35,000
$55,000
$55,000
$145,000

Current Year

$5,000
$55,000
$85,000
$145,000

$100,000
$50,000
$50,000
$200,000

$95,000
$47,000
$47,000
$189,000

$95,000
$47,000
$47,000
$189,000

$325,000

$75,000
$10,000
$85,000

$334,000

$69,000
$10,000
$79,000

$334,000

$80,000
$10,000
$90,000

$70,000
$45,000
$115,000

$65,000
$0
$65,000

$65,000
$20,000
$85,000

$200,000

$144,000

$175,000

$125,000
$325,000

$190,000
$334,000

$159,000
$334,000

Percent Change
Compared to
Prior Year

(80%)
10%
70%
16%

(5%)
(6%)
(6%)
(5.5%)
4.9%

(7%)
(55%)
(26%)

(12.5%)

27%

4.9%
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