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  Praise for The Entrepreneur Equation


  Finally! Someone asks the million-dollar questionand then answers it. It isnt about CAN you be an entrepreneur? It is really about SHOULD you be an entrepreneur? You can spend thousands of dollars and years of your valuable life figuring it out. Or, you can read this book. Carol has been on all sides of entrepreneurship and objectively dishes out the cold hard truthbut in a way that leaves you feeling confident and empowered! A must-read for all would-be and all could-be entrepreneurs.


  SHAMA KABANI,


  Author of the bestselling The Zen of Social Media Marketing and president of the Marketing Zen Group

  


  Why do so many entrepreneurs fail? Because they receive bad or incomplete (read: typical) advice on how to start and grow a business. Instead of risking your savings or your sanity, invest in The Entrepreneur Equation so you understand what it truly takes to thrive as a business owner both now and in the future.


  ELIZABETH MARSHALL,


  Co-author of The Contrarian Effect: Why It Pays (Big) to Take Typical Sales Advice and Do the Opposite and founder, AuthorTeleseminars.com

  


  The Entrepreneur Equation is the reality check you need, plus the entrepreneur success toolkit you wanta must read!


  In an era where ideas are heralded as the be-all, end-all of business, the importance lies in execution. Carol gives readers a roadmap to transform their dreams into viable businesses, allowing both aspiring entrepreneurs and small business owners the BEST chance to build successful, profitable businesses.


  CAMERON HEROLD,


  Former COO of 1-800-GOT-JUNK? and CEO of BackPocketCOO.com

  


  The Entrepreneur Equation is a best friends advice, risk management handbook and an entrepreneurs pre-qualification checklist all rolled into one. Its communicated in a heartfelt anecdotal style by someone who has been ‘in the trenches and who truly cares about the people who aspire to be entrepreneurs. In typical fashion, Carol tells you what you need to know, then challenges you to take a hard look in the mirror before you make any decisions.


  PAUL NIZZERE,


  former CEO and co-founder of Pelstar (Pelouze Division sold to Newell Rubbermaid) and president of Windsor Park, LLC

  


  I wish Id had The Entrepreneur Equation when I started my business. It would have saved a lot of time, stress, and heartache through the growth while I made a go of it alone. Carol Roth tackles the question, ‘Even though I can be an entrepreneur, should I, now or ever? with irreverence and a much needed dose of reality. If youre thinking about starting a business, already running a business that is not profitable, or you havent been able to take your business to the next level, this book is for you.


  GINI DIETRICH,


  CEO of Arment Dietrich, Inc. and author, Spin Sucks

  


  Aspiring entrepreneurs and small business owners alike can generate the best return on their success simply by investing their time reading The Entrepreneur Equation. Written in Carols frank and fun style, this book gives you the key tools that you need to stack the odds of success in your favor.


  LORAL LANGEMEIER,


  CEO/Founder of Live Out Loud, international speaker, and bestselling author of the Millionaire Maker three-book series and Put More Cash in Your Pocket

  


  As an entrepreneur whos built a successful company with a bit of luck and a lot of perseverance, I know how important it is for business owners to have access to advice from someone like Carol. The Entrepreneur Equation will lead you down the right path as you ask yourself if you should be an entrepreneur and then do a true self evaluation of your potential for success.


  PERCY NEWSUM,


  President, Integrity Toys

  


  Carol Roth leverages her experience as both an entrepreneur and a strategist for businesses to provide valuable and unique insights on entrepreneurship in todays business landscape. Whether you are an aspiring entrepreneur or even an existing business owner, The Entrepreneur Equation provides a roadmap to help you determine how and if owning your own business will help you achieve the American Dream.


  ADAM KAPLAN,


  Chief Portfolio Officer, Banyan Mezzanine

  


  I get asked the question ‘Should I start my own business? all the time, and Ive never known what to sayuntil now: ‘Read Carol Roths book. Its a no-brainer, ‘must-read for anyone who is even vaguely thinking of starting their own business. . . . In a sea of feel-good, ‘yes-you-can books that lure people into mindlessly wasting their limited time and resources on business ideas that dont stand up, The Entrepreneur Equation stands alone as a masterful, compelling reality check that every would-be entrepreneur disregards at their peril.


  LES MCKEOWN,


  Author of the Wall Street Journal bestselling book Predictable Success and CEO of Predictable Success

  


  Having run a publicly traded company myself, I know that taking the time to create a strategy for success is critical. By reading The Entrepreneur Equation, youll not only think differently about what entrepreneurship means for you but also create an opportunity to get the best, most successful return on your investment. This book is a must-read for every would-be entrepreneur.


  HARRY SCHULMAN,


  Past CEO of Applica, non-executive chairman of New Vitality and director of Amoena, Hancock Fabrics, and Backyard Leisure

  


  In The Entrepreneur Equation, Carol will help you confront what it really takes to be an entrepreneur and run a business for success (because there are no guarantees). In this book youll ask yourself the most relevant question of all, ‘Is this for me? Reading this book is a critical step for anyone considering starting a business or re-evaluating their current business.


  MARTIN CHIMES,


  Serial entrepreneur, former CEO of Corporate Express Australia and chairman of Unistraw International LTD

  


  Whether you are starting a business or even re-evaluating your current business, The Entrepreneur Equation is the best investment that you can make. Having worked closely with Carol, the book perfectly mirrors her no-holds-barred style and conveys her genuine empathy and desire to see every entrepreneur succeed.


  LAURA PROVENZALE,


  Head of Consumer & Retail Investment Banking Group, Raymond James

  


  Since I dont believe in traditional book endorsements, heres my ‘un-endorsement: If you are sick of the B.S.-filled, fluffy, feel-good books that promise ten steps to success (but never deliver), you will find real value in The Entrepreneur Equation. Frank, refreshing, and credible, this book shows that entrepreneurship is not a one-size-fits-all journey and gives you real, practical information to help you succeed.


  SCOTT STRATTEN,


  President of Un-Marketing and author of UnMarketing: Stop Marketing. Start Engaging

  


  Carol delivers the reality check that todays entrepreneur needs to succeed.


  JJ RAMBERG,


  Host of MSNBCs Your Business and CEO of Goodsearch.com

  


  Carol delivers innovative, rock-solid thinking that has the power to fix what is broken in business. The Entrepreneur Equation is a fresh new approach to what entrepreneurship really means today. Before you start or move forward with your business, read this book.


  LIZ STRAUSS,


  Business Strategist and online real-ebrity, LizStrauss.com and Successful-Blog.com

  


  Having built three businesses and advised countless entrepreneurs, I know for a fact that yesterdays advice wont help you grow a business in todays rapidly-changing economy. If you want to succeed now and in the future, invest in the The Entrepreneur Equation.


  BARRY MOLTZ,


  Serial entrepreneur, speaker and author of Bounce!
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  This book is designed to provide accurate and authoritative information about entrepreneurship. Neither the author nor the publisher is engaged in rendering legal accounting, or other professional services, by publishing this book. If any such assistance is required, the services of a qualified financial professional should be sought. The author and publisher will not be responsible for any liability, loss, or risk incurred as a result of the use and application of any information contained in this book.


  Copyright © 2012 by Carol Roth


  All rights reserved. No part of this book may be used or reproduced in any manner whatsoever without written permission except in the case of brief quotations embodied in critical articles or reviews.
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  Foreword


  I LOVE THIS BOOK. Its a well-written, straightforward exposé on what it takes to be successful as an entrepreneur by an author whos not only an experienced and trusted advisor but a woman of considerable character and integrity. I also love this book because its a reality check. Most books on entrepreneurship are written from the perspective that anyone and everyone can do it, and its super simple if you just follow these three easy steps. However, anyone who has built a remarkable business knows the truth. There are no three easy steps to your own business making a million dollars a day.


  Carol Roth isnt trying to talk you out of starting your own business. Quite the contrary, she wants nothing more than for you to succeedat whatever you choose to pursue. She is, however, trying to protect you, encouraging you to consider whether or not you should be an entrepreneur not whether you can be an entrepreneur. The difference may seem subtle, but its significant. Anyone can be an entrepreneur, but should they? Should you?


  In clever and cunning prose, Carol dissects how entrepreneurship has changed over the last seventy years. Yet most new business owners are wrong-headedly pursuing the American Dream as if it were still 1945, a paradigm that is no longer relevant or appropriate. Recognizing this paradigm shift alone is worth more than one hundred times the price of the book. Its just one of the many entrepreneurial misconceptions she reveals. As someone whos quick to buck common conventions, I know that demolition isnt hard; anyone can say that everything youve ever heard is wrong. The trick is building something better in its place. Carol does this well. The book is filled with stories about what works and what doesnt. Its fun to read and will challenge your thinking.


  I love being an entrepreneurmost days. Other days, I feel like I own a business and Im working for a lunatic. In order to succeed in business, one must master many technical skills as well as strategic concepts. Nonetheless, my experience has shown that my own business growth occurs at the rate at which I am able to grow emotionally and spiritually. Many venture capitalists say they invest in the entrepreneur as much, if not more, than the entrepreneurs business idea. This is why: one can only handle what one can handle. The reality is that many business problems are personal problems in disguise, to which I can testify. As Ive increased my ability to handle personal problems, Ive better managed my business problems and, as a result, have continued to see my business grow.


  Being an entrepreneur takes enormous responsibility. Fortunately, The Entrepreneur Equation shows you exactly what youre in store for and helps you to determine if youre ready for it. If you are, youll learn precisely how to prepare for success, which is a gift, because as Carol says, If you fail to prepare, be prepared to fail. This book is also relevant to you if you are already an entrepreneur and need to reassess your current situation to create a better path forward.


  If entrepreneurial success is something you long for, ask yourself:


  
    	Do I want to make a living, make a difference, or leave a legacy?


    	Am I done personally growing, or am I willing to let my business force me to continuously change and develop myself?

  


  In my experience, many people skip these two essential questions and instead ask, What can I do that is guaranteed to work? Any trusted advisor worth her salt will tell you nothing is ever guaranteed. However, if you keep the above questions top of mind while reading Carols book and following her sound advice, you can get pretty darn close to guaranteed success. Note, that I said, pretty darn close. The future is always uncertain; you cant determine a result. You can, however, find business success, personal satisfaction and, yes, maybe even serenity, when you accept the things you cannot change and muster the courage to change the things you can.


  Thank you for giving me the opportunity to be of service.


  Think big.


  MICHAEL PORT,

  New York Times bestselling author of four books,

  including Book Yourself Solid

  and The Think Big Manifesto


  
    
  


  Introduction


  READ THIS FIRST!


  Do not pass Go and do not collect $200 until you read this Introduction.

  


  Matthew, a 33-year-old with shaggy brown hair and an impish grin, sat across from his financial planner. The planner pushed a glossy brochure across the table toward Matthew entitled Financial Dreams Inc.


  How much is the investment? Matthew asked.


  It was $25,000, just about the amount Matthew had in his savings. He would also have to invest his salary every year as well. But the planner sang the praises of Financial Dreams Inc. and showed Matthew article after article about how Financial Dreams would give him a better life, with more control, more money, and more recognition.


  Then the planner introduced Matthew to several other clients who had made a similar investment. Karen, a single mother, didnt have enough for the initial investment in Financial Dreams Inc. so she took out a personal guarantee against her house. Sam, a former lawyer in his fifties, had done pretty well for himself, so he was investing a few hundred thousand dollars. In each scenario, the client made a financial and emotional investment, plus their yearly salary, to get a piece of what Financial Dreams Inc. was promising them. Investing in Financial Dreams Inc. is something that up to six million people contemplate each year in the United States alone.1 Of these investors, a small number do well. A fraction of a percent do extremely well. But up to 90 percent of those who invest in Financial Dreams Inc. lose some or all of their investment within a few years. Yet each year, another several million people commit to the investment. You may be thinking that Financial Dreams Inc. is a scam or perhaps even a cult. But it is actually something very familiar; Financial Dreams Inc. is entrepreneurship.


  Now that I have your attention, let me clarify that last statement. I am not suggesting that entrepreneurship is the same as a scam, cult, or Ponzi scheme. I am, however, suggesting that potential entrepreneurs are continually lured into businesses with a false picture (or at least a gross misunderstanding) of what entrepreneurship is, with unrealistic promises regarding the potential financial and other rewards they can gain from opening a business, and with no means to assess whether the investment justifies the risk, or if the opportunity is appropriate for them.


  Entrepreneurs ask themselves, Could I be an entrepreneur now, and the answer is yes, anyone can start a business at any time. However, the right question to ask is, Should I be an entrepreneur now? because in many cases, your possible payoff wont justify your risk or you may not have done everything you can to stack the odds of success in your favor. This is not theory, this is reality; while every entrepreneur dreams of success, statistics show unequivocally that the majority of new businesses fail and most entrepreneurs dont succeed. That is not what most new entrepreneurs believe they are signing up for and, I imagine, not your intended outcome for your new business.


  The misconceptions about entrepreneurship are rampant. As noted by Professor Scott A. Shane in The Illusions of Entrepreneurship, More people start businesses each year than get married or have children…and the typical start-up isnt innovative, has no plans to grow, has one employee, and generates less than $100,000 in revenue. Plus, the greater majority of entrepreneurs do not succeed. With so many people attempting entrepreneurship who are misinformed, underprepared, and generally a poor fit with that path, and with so many other choices available, how do we address this problem?


  Perhaps you may think that there isnt enough information on how to be successful. That is clearly not the issue because there are hundreds, if not thousands, of books on how to successfully start and run a business. With that amount of information out there about what it takes to succeed in business, why arent there more business successes happening?


  Working from the Wrong Assumptions


  Sometimes, the answer to a problem is so obvious that nobody sees it. This usually starts with somebody relying on an incorrect assumption. Have you ever been in an office where a copy machine isnt working? Your office workers start pressing all kinds of buttons, lifting up the lid to check parts (as if they would have any idea what to do with those parts once they saw them); they even shake the machine violently as if a good pounding was the key to optimizing copier operations. They check to see if there is paper in the machinethere is, and nobody can figure out why the darn machine isnt working. Then, someone comes along with the most obvious answer: the copy machine wasnt working because it was never turned on (or plugged in) in the first place. This sort of scenario happens all of the timepeople take a base assumption as a given (in this case, the assumption that the machine is turned on) and start looking for solutions to other problems, when it was really the assumption that needed fixing.


  To illustrate what this means for the new era of entrepreneurship, I refer to one of the most revered and influential books on entrepreneurship of all time, a book that I profoundly respect and frequently recommend to entrepreneurs, The E-Myth Revisited: Why Most Small Businesses Dont Work and What to Do About It by Michael E. Gerber.


  In 1995, Gerber identified that entrepreneurs werent succeeding and used several client stories to vividly illustrate his primary thesis: businesses arent being developed and run in a turnkey or automated fashion (meaning that most anyone can perform just about any function in a business) and by focusing on creating systems that automate their operations, a business positions itself to succeed. I completely agree with Gerbers assessment that automating a business improves operations. I also concur on a number of his other observations about entrepreneurship and business ownership, several of which I reference in part throughout this book. But I also strongly believe that there is even more to the story about why businesses dont succeed, including two key points: (1) there are widely held, flawed assumptions about entrepreneurship; and (2) that the business environment has evolved significantly since The E-Myths publication a decade and a half ago.


  Gerber discusses his client Sarah, who loved to bake and opened a pie shop. After three years, Sarah was depressed (not to mention in significant debt) and didnt know what to do. Gerbers solution was to help her create systems for her business so that her employees could run the day-to-day operations and so that she could focus on working on the business, rather than in it.2


  As I read Sarahs story, I felt like there were some basic assumptions that I needed to probe further. I started talking aloud to the book (yeah, I do that sometimesat least the book didnt talk back):


  If Sarah loves baking more than anything, then why doesnt she work somewhere where she can bake all day, instead of spending most of her day marketing, doing bookkeeping, overseeing employees, or even creating procedures and systems for her business?


  Wouldnt Sarah be happier spending more time specifically doing the work that she is passionate about?


  Does the world really need another pie shop? I mean, you can get sweets just about anywhere, and you can get really good pies in a number of different restaurants and specialty shops.


  What kind of a return on your investment can you get from a pie shop? Does it justify all of the risks Sarah has to take?


  Pies are pretty fattening and high in carbs, too. Arent people trying to eat better? Pie shops arent really consistent with current consumer trends . . .

  


  While it took me a bit of time to piece together my thoughts, I realized what had occurred to me in that very moment: everyone was working from the wrong assumptions about entrepreneurship. Okay, maybe not everyone, but certainly a whole lot of people were checking the copy machine for mechanical problems when the machine was simply turned off.


  
    YOU CAN DO ANYTHING YOU PUT YOUR MIND TO, BUT JUST BECAUSE YOU CAN, DOESNT MEAN YOU SHOULD.

  


  You would likely agree with me that not everyone can find success as a professional singer (especially if you have ever seen the auditions for American Idol); I know Simon Cowell would concur. You would probably agree that not everyone is meant to be a professional athlete, a doctor, a fireman, or an engineer. Following that line of reasoning, I firmly believe that not everyone is cut out to be an entrepreneur and that the entrepreneurship-fits-all misconception is a substantial issue affecting many new and small businesses and their owners. While the greater majority of these business owners struggle and ultimately fail, and while the approach of most advisors is to put out information on how to be successful, I personally challenge the basic assumption. You can do anything you put your mind to, but just because you can, doesnt mean you should.


  Now, this may seem like a pretty ballsy assertion, but it is rooted in a lot of experience. I may not have gray hair (well, actually I have a ton of it; I just color it frequently), but over the past fifteen years, I have worked in various capacities with more than a thousand entrepreneurs and businesses, helping them raise more than a billion dollars in capital, performing hundreds of millions of dollars worth of mergers and acquisitions, working on business strategy, reviewing business plans and business opportunities, and sometimes, just delivering a dose of business reality.


  Based on my experience with a wide variety of businesses and entrepreneurs, as well as the experience of many of my colleagues, I believe that business advisors often give success advice predicated on the basic assumption that the person receiving it should be an entrepreneur. My challenge is that a primary reason so many businesses fail is that the majority of the entrepreneurs starting, buying, and/or running these businesses shouldnt become entrepreneurs, at least at that particular point in time, and for many, not ever. The reasons affecting the fit of entrepreneurship vary. Perhaps the persons personality type isnt a good fit for starting a business, or the aspiring entrepreneurs current financial situation, responsibilities, or lack of experience make the timing inappropriate to start a business. Regardless of the specific reason, the problem is in the basic assumption. If you are not cut out to be an entrepreneur, if entrepreneurship isnt right for you, or if the timing isnt correctly aligned with the other goings-on in your life, then your business will struggle and more than likely fail, regardless of how much business advice you receive.


  Is Entrepreneurship for You (and for You Now)?


  The ultimate purpose of this book is to help you first understand the realities of entrepreneurship, and then use that knowledge to assess the risks and rewards associated with starting a business, based upon both your particular set of circumstances and the particular business opportunity you are evaluating.


  This book will also guide you in assessing your overall fit for entrepreneurship at any point in time and if, given the highly competitive business era we are in, it is worth it for youfinancially and otherwiseto launch your own business (now, or ever). It will help you:

  


  
    	Dispel common notions and uncover some stark realities about entrepreneurship;


    	Understand what is truly involved in running a business;


    	Define what a business is (as well as a jobbie and a job-business) and the risks and benefits of each;


    	Evaluate your personal motivations behind your drive to start a business;


    	Assess if now is the right time for you to think about starting a business based on your financial situation, experience, responsibilities, priorities, and obligationsor if you would be better positioned for success by taking on entrepreneurship at another time;


    	Gauge if your personality is well-suited for business ownership;


    	Measure the potential risks and rewards of a particular business opportunity and entrepreneurship overall; and


    	Decide, based on all of the above, if you should move forward with a particular new business endeavor, or even reconsider a current one.

  


  You can think of this process as sort of a prequel to The E-Mytha series of assessments and evaluations that need to be reviewed before you tackle entrepreneurship and delve into the process of systemizing and automating your business. As bestselling business author Michael Port said to me recently, all of the systemizing in the world wont help a business succeed if the business model doesnt have scalability, leveragability, profitability, and remarkability.


  I will add that it also has to have suitability for the entrepreneur pursuing it, based on that entrepreneurs personal circumstances, opportunities, and goals. You will be assessing this suitability factor by using the exercises and information in this book to build your own personal Entrepreneur Equation.


  Why I Wrote This Book: Lucy Van Pelt and the Commitment to Excellence


  I have been called a lot of things in my lifesome good, some questionable, and some not fit for publication. I also have had a lot of nicknames (again, some good and some completely obscene). One nickname that has stuck for several decades has been Lucy, as in Lucy Van Pelt of Peanuts fame.


  Lucy was the girl who was well-spoken, self-confident (or perhaps youd say bossy and vainsemantics, you know), and well-known for her various shenanigans, such as operating an advice booth. She would hang a sign that read The Doctor Is In above her lemonade standlike booth, and for a few cents she would extend advice on a variety of topics to Charlie Brown, Snoopy, and the rest of the gang.


  In my circle I am, and have always been, Lucy Van Pelt. As far back as I can remember, friends, family, colleagues, and even strangers would turn to me for advice. No matter what, when, or where, I was the advice doctor, and the doctor was usually in. Stupid me, I didnt even think to charge five cents like Lucy did!


  I think the reasons that people have always turned to me for advice include my general curiosity, my accessibility, and most of all, my authenticity: I tell it like it is; like Lucy, there is no sugar-coating here, no beating around the bush. I tell the truth in all its frank glory, with limited hand-holding, even if it is not what people want to hear. That can get interesting quickly because I hold some very unpopular opinions. If someone tells me something and then asks for my opinion, I often respond, Do you want the real answer, or do you want me to agree with you?


  If they want the real answer, or if I feel they need to hear the truth, I let it rip. Its the root of my Spinach in Your Teeth® philosophy. If you have spinach in your teeth, a booger hanging from your nose, or toilet paper coming out of the back of your pants, I will tell you. Sure, the conversation may be awkward for a minute, but you are better off knowing the truth. Information and knowledge are power. You dont want to take advice from someone whos withholding information from you. You dont want to take advice from someone who wont tell you that you have spinach in your teeth.


  The other thing that is inherently ingrained in my background is a general commitment to excellence. One of my greatest peeves is mediocrity; it is also one of my biggest fears. I want to give 100 percent to what I do so I can be proud of what I do. Likewise, I want others to do their best so they can be proud of their efforts, too. So my advice is always supercharged with excellence as a motivator.


  Many business books are written by entrepreneurs who have just lost their virginity, meaning that they have had one great success. They tell their personal story, which is perhaps compelling but often very particular to them and their situation. You should be wary of taking advice (business, sexual, or otherwise) from someone who has done something just once.


  As a business strategist and advisor, I have had the benefit of seeing the trials and tribulations of more than a thousand businesses, ranging from one-man operations to major multinational, publicly traded companies, and what I can tell you is that all successes are uniquethey depend on a variety of factors mixed with a sprinkle of luck and a dash of good timing. While you may be able to find some common themes, success is very difficult to replicate. Failure, on the other hand, always boils down to the same handful of issues. I have the ability to draw upon what I have seen, not just from one success or one failure, but from more than a thousand. This allows me to give advice that resonates with and can be easily followed by virtually everyone.


  In addition to the breadth of my experience, I also have depth of experience and entrepreneurship empathy. I have started and been an investor in a number of new businesses. I have engaged in a few failed attempts and more recently, some great successes. Combined with my advisory experience, this gives me an unparalleled knowledge base from which I can be the Lucy Van Pelt for business and entrepreneurship advice.


  So, while I dont know what Lucys reasons were for opening her advice booth, I can tell you that it wasnt that I wanted to write this book, but rather that I was compelled to write it. Think of it as my way of setting up my booth so its accessible to you at any time.


  Who This Book Is for and Whats in It for You . . .


  While I believe just about every aspiring entrepreneur (and most active entrepreneurs) can take away something valuable from this book, I acknowledge that it may be less relevant to engineers and high-tech superstars with business models that can reach $100 million in sales within five years and are realistic candidates for venture capital funding. If youre that person, you are in a very small percentage of entrepreneurs (teeny-tiny in fact, as venture capitalists fund a fraction of 1 percent of all start-ups every year). However, if you fall into any of the following categories of aspiring entrepreneurs and small business owners, I think you will find this book incredibly useful:


  
    	You are a corporate employee considering quitting your day job to launch a business.


    	You have a specific skill (Michael E. Gerber calls you technicians) and want to stop working for someone else to start your own practice (e.g., web developers, hairdressers, massage therapists, auto mechanics, etc.).


    	You have been laid off and are thinking about starting a business instead of searching for a new job.


    	You are an aspiring mompreneur, seeking to run a business while you raise your kids, or after they go to school full-time.


    	You are driven by the desire to create meaning for others through a service business model (e.g., a business coach, consultant, advisor, technical skills teacher, etc.).


    	You are a college student considering starting a business instead of getting a job upon graduation or within the next few years.


    	You are a hobbyist thinking of expanding your passion into a business.


    	You are seeking or pursuing a fast track to first-time business ownership (e.g., becoming a franchisee, taking over a family business, or buying an existing business).


    	You are a solopreneur or small business owner who is challenged by, and therefore reevaluating, your current business situation.

  


  With the resources in this book, you can decide if you are ready for entrepreneurship and then learn how to take educated risks. If you are not meant to be an entrepreneur, you can take that knowledge and focus on excelling at something that is the perfect match for you. You will make this decision through building your own Entrepreneur Equation, which will help you:


  
    	Save tens to hundreds of thousands of dollars of your hard-earned money;


    	Avoid amassing significant debt or risking losing your most important assets (like your house or savings);


    	Maximize the results of your effort and time;


    	Wisely spend your savings;


    	Reduce your stress and gain peace of mind;


    	Gain confidence in your endeavors;


    	Be empowered to make the best possible choices for yourself; and


    	Exponentially increase your ability to succeed;

  


  by helping you:


  
    	Understand what it takes to be an entrepreneur in todays environment;


    	Avoid investing in a business at the wrong time for you (or at all if your personality does not lend itself to entrepreneurship);


    	Identify and evaluate the risks and rewards of a given opportunity as it pertains to your goals and circumstances;


    	Evaluate whether your dreams are best served by a hobby, job, or business; and


    	Gain the tools that you need to maximize your success.

  


  I hope you find that, for less than the cost of dinner for two at a major chain restaurant, this book is a very strong value proposition for youpotentially the worlds cheapest business insurance policy!


  If you are involved in a small business, thinking about starting, buying, or franchising a small business, or related to someone thinking about starting a business, I hope this will be an important reference book for you for years to come. Frankly, this is all of the stuff that I wish someone would have told me about business while I was in college, or at least at the beginning of my career. It is a business reality check and evaluation unlike any out there today.


  So, are you ready to get started? Im sure you are, but before you can put together your own Entrepreneur Equation, you need a little more information. Lets start with discussing the American Dream and how it contributes to the widespread delusions of entrepreneurship. It will help you see whether operating your own business is really your dream or perhaps more like your worst nightmare.


  ENDNOTES


  1. Kauffman Index of Entrepreneurial Activity: http://sites.kauffman.org/kauffmanindex/.


  2. Michael E. Gerber, The E-Myth Revisited (New York: HarperCollins, 1995), 75.


  SECTION ONE

  


  The Issue

  The Assumptions, Myths, and Realities of Entrepreneurship


  BEFORE YOU CAN PROPERLY BEGIN to evaluate entrepreneurship, it is critical for you to understand why such an assessment is necessary. In this section, I build upon the introduction and discuss how the American Dream has contributed to delusions about entrepreneurship and how the misconceptions about entrepreneurship, coupled with the absence of a screening process, have led to staggering statistics regarding success and failures of business (hint: there are a lot more of the latter). I also introduce you to the basis of the evaluations you will be performing in this booka two-way evaluation where you assess both your fit for entrepreneurship as well as its fit for youas part of your Entrepreneur Equation.
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  The American Dream


  UP TO 90 PERCENT of new businesses fail within a few years of inception. And yet each year more than six million people decide to become entrepreneurs. Theyre literally buying into the notion of Financial Dreams Inc., convinced that its a magic bullet providing quick riches and a better life.


  I cant think of another career or life path where a 90 percent failure rate would be acceptable. Can you imagine if 90 percent of doctors failed within a few years? How about if nine in ten policemen failed? Obviously something is way out of whack here. Why would so many people risk their time, money, and effort in a journey with such low odds of success? And why does the belief that entrepreneurship fits all persist?


  It seems that people believe entrepreneurship is a virtual birthright in our country. My theory is that this belief is an extension of the concept of the American Dreamthe ideals that shape what we do, particularly in the realm of our quest for financial prosperity.


  Everyone has their own definition or connotation of what the American Dream is and means to them. Most people dont know where the term American Dream came from or its original context. I know that I didnt until I looked it up while writing this book.


  The phrase The American Dream was coined by historian and writer James Truslow Adams in 1931 in his book The Epic of America. He said:


  The American Dream is that dream of a land in which life should be better and richer and fuller for everyone, with opportunity for each according to ability or achievement. It is a difficult dream for the European upper classes to interpret adequately, and too many of us ourselves have grown weary and mistrustful of it. It is not a dream of motor cars and high wages merely, but a dream of social order in which each man and each woman shall be able to attain to the fullest stature of which they are innately capable, and be recognized by others for what they are, regardless of the fortuitous circumstances of birth or position.


  In simple terms, it is the ability to achieve prosperity (financial or otherwise) through your own actions and free will rather than your familys status.


  The idea of creating your own destiny with your talents and energy, mixed with Americas capitalist system, often translates the American Dream into business ownership. Everyone has heard the stories of the family from _____ (insert the name of your favorite foreign country here) that came to the United States with nothing but a dream and a few dollars (or pounds/shekels/yen/rupees) in their pockets. That family then started its own ______ business (insert the name of some local business heredry cleaner, restaurant, barbershop, etc.). Now, decades later, this family is flourishing, financially and otherwise. The family is living its very own American Dream, complete with a fantastic house, two (or more) cars, and yearly trips to Walt Disney World. These rags-to-riches stories have shaped our collective thoughts on what the American Dream is and how to attain it. Now, this is not just an American phenomenon. Many countries have adapted the American Dream to create their own brand of reliance on business and entrepreneurship.


  However, we are in a different era now. With multiple decades worth of millions of people pursuing their own American Dream in the form of entrepreneurship, the business environment has changed significantly and rapidly.


  The Game Has Changed and Nobody Alerted the Players


  When the term American Dream was coined in 1931, the business landscape was vastly different. In America, our economy was nothing like it is today. There was no such thing as globalization. We were a farming- and manufacturing-oriented economy that produced products and shipped them locally, regionally, and nationally. Consumers didnt own televisions (let alone computers)think about the differences in advertising! By the end of the 1930s, about 15 percent of the college-age population attended college (around 1.5 million people).1 Moreover, there were fewer corporate career opportunities available because billion-dollar companies (and major employers) like Walmart, McDonalds, Microsoft, Nike, and CVS didnt even exist at that time.


  Since the coining of the term the American Dream, we have had exponential progress and changes as a society. Our economy is now global, sourcing products from and selling products to every corner of the world. We have moved away from being a society based primarily on farming and manufacturing to one based in large part upon providing services and outsourcing manufactured goods. Media platforms like cable television (with its hundreds of channels) and the far-reaching internet have changed the face of business and interaction. During this changeover, there were a lot of opportunities to start business enterprises, grow rapidly and make large sums of money. Major corporations were founded and thrived, providing significant opportunities for career-seeking individuals. The U.S. Bureau of Labor Statistics suggests that today about 50 percent of the college-age population attends college, putting them on a faster track to those corporate opportunities.


  This evolution has gotten us to a point where there are actually too many goods and services today (and probably too many businesses). Think of any business you can conceive of, from banking to hair salons to restaurants to gift-basket companies; the number of choices you have are staggering. There are so many businesses with goods and services competing for our attention that we are bombarded with advertising to the point of virtually ignoring most of it (if they even reach us in the first place). We are now faced with an ultra-competitive business environment where it is incredibly difficult to make a mark in the world. With so many goods and services trying to reach a fixed population that has only so much money, time, and needs, it is harder and harder for a company to make a profit, let alone a worthwhile profit that justifies the risks taken on when starting up a business.


  However, in the wake of this over-competitive environment, the media darlingsthe businesses that have generated great successes despite the odds and the changed landscapeare always the exceptions to the rule. Especially bad is the false light in which they are portrayed, with Hollywoodesque backstories that make for great human-interest pieces, rather than the more boring and routine reality of business.


  The media touts Pierre Omidyar, the founder of eBay, as a programmer and hobbyist who, in the process of creating a small trading website for his girlfriend who collected Pez dispensers, accidentally created the largest trading marketplace. That story was exposed as a PR sham years ago. He knew exactly what he was doing and had a successful career as a programmer behind him.


  
    IN THE WAKE OF THIS OVER-COMPETITIVE ENVIRONMENT, THE MEDIA DARLINGSTHE BUSINESSES THAT HAVE GENERATED GREAT SUCCESSES DESPITE THE ODDS AND THE CHANGED LANDSCAPEARE ALWAYS THE EXCEPTIONS TO THE RULE.

  


  The YouTube founding myththat Steve Chen and Chad Hurley created the company while unsuccessfully trying to upload video footage from a dinner partyhas also been discredited. By the way, Chen and Hurley both cut their teeth as employees at PayPal (Hurley was one of the first and he also happens to be the son-in-law of James Clark, who founded Silicon Graphics and Netscape).


  Or how about the overnight sensation of Midwest electronics retailer ABT, which sells more electronics out of a relatively new location than any other single location in the entire United States? That may sound amazing, but what you may not hear about is that while the current location is only a few years old, the business has in fact been around for seventy-two years.


  So, armed with misinformation about the American Dreamyet ignoring how the landscape has changed and dreaming of becoming the next eBaysharp and talented Americans who have all types of career and investment options available for them to enjoy financial prosperity without having to be born a nobleman, are instead turning to business ownership as their means of achieving the American Dream. They spend an incredible amount of time, energy, and money to launch their businesses, and yet the payoff is grimmost of these starry-eyed entrepreneurs fail altogether or just fail to succeed.


  The problem, I say, with buying into the notion of the American Dream is two-fold:


  
    	Aspiring entrepreneurs are basing their dreams of prosperity on an approach that worked for new businesses decades ago, not today.


    	They usually start their businesses without first going through a screening process. Clearly the game of entrepreneurship has changed, and nobody has alerted the players. Being an entrepreneur todayparticularly a successful entrepreneuris more difficult than it has ever been.

  


  Now that you have an idea of whats changed in the business playing field, its time to address the issue of why there historically hasnt been a screening process for entrepreneurship (a process that you will undertake when you build your Entrepreneur Equation).


  ENDNOTES


  1. William H. Young and Nancy K. Young, The 1930s, (Santa Barbara, CA: Greenwood, 2008) 18.
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  Why Is There No Screening Process for Entrepreneurship?


  SCREENING PROCESSES are a very good thing. They help you ensure that you arent marrying a bad kisser or renting a room in your apartment to a sociopath. Most high-risk, high-reward career paths have a screening process, too. The process identifies who has what it takes to make it big and weeds out those who are poor matches for a lifetime in that particular career.


  For example, in the National Football League, there are a number of steps in the screening process leading up to the big time. You have to be drafted on to one of the thirty-two teams rosters. Before you can do that, to even be considered as eligible to be drafted, you typically need to have been an outstanding college football player, usually at a major school. To be an outstanding college player, you have to make the college team and be given playing time by your coach. To make the college team, you have to demonstrate outstanding athletic ability (and sometimes academic ability, too). These steps weed out the people who may have talent but arent suited for making a professional career in football (and thank goodness for that, or a bunch of five-foot-six, 130-pound guys who take twelve minutes to run a mile would all be trying out for their favorite NFL team every year).


  Likewise, if you want to become a fireman, you have to endure and pass rigorous academic and physical testing. To be a lawyer, you need to graduate from law school and pass the bar examination in the state where you plan to practice law, and before youre even accepted to law school, you need to perform well on the LSAT (the standardized law school test) and produce a strong law school application, as well as have solid undergraduate grades.


  Becoming a doctor is even more rigorous. You have to spend years interning in a hospital. To intern, you need to graduate from medical school. To be accepted to medical school, you have to score well on the MCAT (the standardized medical school test). The doctor path has an even earlier screen. As noted by Seth Godin in The Dip, Academia doesnt want too many unmotivated people to attempt medical school, so they set up a screen. Organic chemistry is the killer class, the screen that separates the doctors from the psychologists. If you cant handle organic chemistry, well, then, you cant go to med school. These screens are a good thing, because if you need major surgery, you want the best and most committed doctor possible operating on you, not someone who throws up when she sees blood or has unsteady hands.


  Yes, most careers with big risks and big financial, emotional, or achievement-oriented rewards have a screening process. Going through a screening process not only filters out those without the necessary talent or predisposition for a given career path but allows you to learn about various aspects of a profession before you make a commitment to it, which in turn helps you know that you are truly interested in that career. Spending the time and putting forth the full effort that it takes to get through the entire screen helps you demonstrate to yourself that a particular path is something worth pursuing and that it is a good fit for you.


  However, being an entrepreneur doesnt really have a standardized and effective screening process, which is unfortunate since, unlike other career paths, to become an entrepreneur you typically have to put your own money at risk (as well as spend your time and effort). This essentially means that so long as you can get some money together, you can attempt entrepreneurshipeven though you may not have any idea whether or not you are a good fit in that role or whether it is just a passing fancy that looks great on paper, but one in which you will quickly lose interest after getting your hands a bit dirty. The lack of a screening process means you wont know if perhaps the timing isnt right for you to pursue the entrepreneurial path, which will severely limit your ability to succeed.


  Well, I dont want you to lose your money, time, energy, or sanity on a new business venture just because of a lack of an entrepreneurship screen. I first addressed this issue when I pioneered my proprietary five-step FIRED-UP®1 entrepreneurship assessment as a basic test to evaluate some of the timing and mindset components that affect an aspiring entrepreneurs fit with the entrepreneurship path. Expanding on that assessment tool, this book offers a more in-depth screening process that anyone who is considering starting, buying, or franchising a business should take very seriously.


  [image: image]


  As the illustration above shows, you can think of the entrepreneurship screening process as a two-way screen: entrepreneurship evaluates you to see if your skills, strengths, and personal circumstances are consistent with running a business (for example, do you have the right mindset, motivation, and experience for it?), while you evaluate entrepreneurship to gain enough relevant knowledge to see if you have the true desire to commit to a particular opportunity and also to figure out if that opportunity is large enough to justify the risks you would take on in pursuing it.


  If any part of that screening process shows a deficiency, you can then assess if it is a timing issue (whereby you can work to strengthen that area and then evaluate the opportunity again); an opportunity issue (whereby you can reevaluate other opportunities as they arise); or a personal issue (whereby you conclude that entrepreneurship will not likely ever be a match and you move on to something that is).


  As you evaluate the dynamic between entrepreneurships risks and rewards, you should ask yourself not, Could I be an entrepreneur? but Should I be an entrepreneur? As Barry Moltz says in Bounce!, Many entrepreneurs risk too much . . . their potential returnif they achieve it, which most do notis not worth the odds they accept. They are blinded by their passion.2


  ENDNOTES


  1. FIRED-UP® is my proprietary five-step screening process to assess whether aspiring entrepreneurs have what it takes to start a business (or if they should keep their day jobs). It is actually an acronym for Finances, Inspiration, Responsibilities, Experience, Dedication and Unbridled Passion. It focuses on the entrepreneur, their motivation for wanting to start a business and the appropriateness of the timing (vis-à-vis what else they have going on in their lives). It focuses on the entrepreneur and does not comment on the merits of their chosen businesses.


  2. Barry Moltz, Bounce! (Hoboken, NJ: Wiley, 2008), 142.
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  Entrepreneurship Is Not One Size Fits All


  WEVE TALKED A BIT ABOUT the faulty entrepreneurship-fits-all assumption. Doesnt it make sense that if not everyone was meant to earn a living as a singer, race car driver, web programmer, astronaut, or chef, then not everyone was meant to run a business? Why do so many people ignore this perfectly logical conclusion? Why are there thousands of business-success books and virtually no materials (until now) on why you may not be the ideal candidate for entrepreneurship? Why hasnt there been a screening process for entrepreneurship?


  My first theory is that people like to give and receive uplifting advice. Lets face itour society is built upon blowing smoke up each others asses (in laymans terms, giving gratuitous or insincere compliments or general good feelings). Sunshine, cupcakes, and puppy dogs create warm, fuzzy, good feelings, and more importantly, sell! Reality checks are sort of a buzz kill, and downers dont sell nearly as well as uppers. However, our collective unwillingness to engage in a reality check has gotten us into deep doo-doo.


  Our willingness to believe each others B.S. is easily evidenced in the recent 20082009 U.S. national economic meltdown. This was triggered, in part, by credit card companies extending credit to people to buy things like flat-screen televisions and designer handbags that they couldnt afford. A second trigger was mortgage lenders who extended credit to a whole lot of people to buy houses that they also couldnt afford. The mortgage lenders told the homebuyers not to worry, that the value of the homes would go up as they had in prior years and that this gain in equity value would allow them to be able to afford the otherwise out-of-reach homes. Homebuyers bought into the hype and took on debt that they had no business in taking in the first place. It was one giant smoke-blowing fest. Nobody had the balls to do a reality check (i.e., step up and say maybe you shouldnt buy crap you cant afford), and the entire U.S. economy suffered for it.


  
    OUR SOCIETY IS BUILT UPON BLOWING SMOKE UP EACH OTHERS ASSES . . . SUNSHINE, CUPCAKES, AND PUPPY DOGS CREATE WARM, FUZZY, GOOD FEELINGS, AND MORE IMPORTANTLY, SELL! OUR COLLECTIVE UNWILLINGNESS TO ENGAGE IN A REALITY CHECK HAS GOTTEN US INTO DEEP DOO-DOO.

  


  Now that we have gotten into trouble from listening to the feel-good stuff, I believe we are more ready and willing to hear and accept a reality check. I dont know why so many advisors dont give reality checks; maybe because the advice is uncomfortable to give and receive, maybe because then they cant take their 37 Secrets to a Successful Business book and supercharge it a couple of years later to be the 39 Secrets to a Successful Businesswith Two All-New Groundbreaking Secrets That Are Critical to Your Success and so on. For whatever reason, most dont deliver, like I am doing here, a reality check that says, Hey, 90 percent of you probably shouldnt own a business.


  With no screening process and hundreds of gurus focused on giving success advice, nobody has been telling you and the other aspiring entrepreneurs that there is a chance that owning your own business isnt the right path at all. If you havent been given the tools to evaluate whether or not you have the appropriate personality, mindset, timing, or opportunity to be successful with a start-up, it is easy to understand why smart people like you continue to take the plunge at an inopportune time. You may not realize that your core competencies and experience dont match up well with entrepreneurship, or that your current circumstances make focusing on a new business today less than ideal.


  Without the screening process, or the encouragement to test drive entrepreneurship before buying it, how would you know if you should take a risk? How can you decide if your passion is best left as a hobby instead of a business? Entrepreneurial successes are certainly glamorized by the media, so it is easy to see how it would be alluring. Not enough is done to spread the message that, just because you are passionate about something or excel at making an item or performing a service, you might not be so excellent at having it manufactured, finding customers for it, or managing the cash flow in between.


  Plus, there are a lot of urban legends and general misinformation about the biggest successes. We talked a bit about eBay and YouTubes PR stories in Chapter 1. What about the widely held beliefs about Bill Gates? The story that most people believe about Bill Gates success is that he took a huge risk, dropped out of Harvard and founded Microsoft to become one of the richest men in the world. That story misses a lot of facts. The following is a summary of Bill Gates story, as told in The Leap by Rick Smith:

  


  
    	Bill Gates was born to a wealthy, influential, and well-connected family.


    	He went to prep school, where he was introduced at an early age to computers.


    	While in school, Gates, along with Paul Allen (Microsofts co-founder), spent a lot of time learning about computers, including hacking into security systems.


    	Due to Gates and Allens hacking abilities, the system providers offered them unlimited computer use if they would find system bugssomething that generated even more experience for Gates and Allen.


    	Their experience led the prep school to offer Gates and Allen a job writing a computerized scheduling system.


    	After graduation, Gates enrolled at Harvard.


    	Based on an article about a new microcomputer in a magazine, Gates called the manufacturer and bluffed, saying he had written a computer program that could be used on the computer.


    	The company bought the bluff and invited Gates to present the programonly then (once interest had been gauged) did he and Allen start writing it.


    	Gates stayed another year at Harvard before he left to form Micro-Soft, and he didnt drop out right away, either. He took a leave of absence as a contingency plan in case things didnt work out.


    	Gates highly influential mother created an introduction to IBM for Gates via IBMs former CEO John Opel, a crony of hers, which happened to be looking for an operating system for its computers.


    	Gates was contracted to develop IBMs system, negotiating a deal where his company (Micro-Soft) would retain the rights to the software (cha-ching).


    	So, Gates had around a decade of experience, limited downside risk, awareness of the huge potential of the upside, the right connections, and many other items that balanced his risks and rewards and stacked the odds in his favor.

  


  The reality is quite a bit different from what most people know and believe about Bill Gates entrepreneurial journey. What is clear, after reading the backstory, is that Bill Gates went through a number of screens along the path to becoming one of the worlds most recognized and successful entrepreneurs.


  The Entrepreneurial Match


  Before we jump into the assessment, I want to talk about outcomes. I want to emphasize that it is perfectly fine not to be meant for entrepreneurship. The prevailing attitude is that anyone can do it. However, not everyone can succeed in doing it; it is hard work.


  Im here to say it is okay to be cut out for a career path that doesnt involve being an entrepreneur. As Dan Pink writes in Free Agent Nation, Some discover that they lack the skills, the savvy, and the desire to make it on their ownand like it or not, theyre better off inside the corporate cocoon.1


  I liken matching someone with an entrepreneurial career path to matching two mates. Sometimes you meet a dream guy or girl who looks amazing on paper, but after youve spent time with him or her, you see that there just isnt the right connection. Or perhaps you have known two people who have been dating, and upon hearing about their breakup, your reaction was, I could never figure out why they were together anyways. It likely wasnt that either one of them was a bad personthey just werent a good match. If they had looked past the initial fascination with each other (and been honest that there is no happily ever after, just reality), they would have realized that they would never make it.


  
    OUTSIDE OF SOME INSTANCES IN VEGAS INVOLVING A LOT OF ALCOHOL, MOST PEOPLE DATE EACH OTHER FOR A WHILE BEFORE GETTING MARRIED. THEY WANT TO FIND THE RIGHT FIT AND PARTNERSHIP. THE SAME THING GOES FOR MANY CAREERS AND SHOULD APPLY TO THE OWNING YOUR OWN BUSINESS PATH, TOO.

  


  Thats why, outside of some instances in Vegas involving a lot of alcohol, most people date each other for a while before getting married. They want to find the right fit and partnership. The same thing goes for many careers and should apply to the owning your own business path, too. Everyone has at least one, and usually several, core strengths and skills, and running a business is not going to be a fit for everyone. In fact, given the number of different competencies required in successfully running a business, it is not a fit for most. You cant say across the board that it is better to be a country singer than a pop singer, an NBA player than an NFL player, or a consultant than a chef. Being an entrepreneur is empirically no better or worse than any other option you may be considering; it is just different and needs to be a solid fit for you in order for it to work. So dont feel bad if you dreamed of being an entrepreneur and that isnt your best option. You will shine more brightly when you are doing something that is a natural fit for you.


  So, now you need to start assessing if you are a good fit for entrepreneurship within the area of motivation. To begin, you are going to evaluate what is driving you to want to start a new business.


  ENDNOTES:


  1. Daniel H. Pink, Free Agent Nation (New York: Business Plus, 2002), 213.


  SECTION TWO

  


  Assessing Your Fit with Entrepreneurship


  TO BE ABLE TO CALCULATE your own Entrepreneur Equation, you must be able to understand what it means to be an entrepreneur and assess your fit with entrepreneurship, based in part on your personal circumstances. From your inspiration and mindset, to factors affecting timing, you can evaluate the strength of your connection with entrepreneurship.


  Please take the time to give yourself thoughtful and honest feedback during these assessments. You will have your money, time, and effort on the line if and when you start a business, so you owe it to yourself to take the time to do each evaluation with care and insight. Remember that if you are not honest with yourself, you only cheat yourself in the long run.
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  Assessing Your Motivation


  The following chapters help you explore why you want to start a business. Since there is so much misinformation about entrepreneurship, I clarify what a business is and explain what it truly means to be an entrepreneur. I also help you gain an understanding of many of the inaccurate, yet commonly held, beliefs about various aspects of business ownership. This allows you to work from a foundation of reality in regard to entrepreneurship.


  Once you understand the foundation of entrepreneurship, you can evaluate your mindset. In your Entrepreneur Equation, your motivation illustrates what you hope to gain in terms of both financial and qualitative rewards from going into business. It is these rewards that have to be substantial enough to outweigh the risks in your personal equation. These chapters also help you assess if you are driven to pursue entrepreneurship based on your personal wants and needs or on a market need. If it is the former, it helps you evaluate whether entrepreneurship is the best option for you to fulfill your needs.
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  What the Heck Does an Entrepreneur Actually Do?


  MANY PEOPLE, at some point in their lives, are struck with what they believe is an outstanding business idea. A portion of that number actually decide that they want to pursue that idea by starting a business. Their motivations may be influenced by their desire to solve an existing problem in their career or life, to pursue a dream, or perhaps a little of both. Common reasons that aspiring entrepreneurs and business owners give for starting a business include one or more of the following:

  


  
    	Their idea will get them rich;


    	Their idea will get them rich quickly;


    	They can escape the corporate grind;


    	They can do more of what they love to do;


    	They can be their own boss and have the freedom to do what they want, when they want;


    	They can work shorter hours and have more free time for their hobbies, families, and other passions;


    	They can do it better if they were running the business;


    	They can leave their mark on the world; and/or


    	They can be in control of their career path or their own destiny.

  


  These motivations are often based on a gross misunderstanding of what it takes to start and run a business. In fact, the words business and entrepreneur are two of the most overused and misused words in the English language.


  If you dont know what game you are playing, you wont understand the rules, you wont know how to keep score, you wont know what tools to use (e.g., you cant use a baseball bat in a football game), and you wont be able to choose the appropriate uniform to wear. So, lets explore a bit about what the game of entrepreneurship means today.


  In the most basic terms, an entrepreneur is someone who starts or runs a business, putting his or her resources (financial, time, emotional, or otherwise) at risk. This can be through a brand-new venture, franchising a business, or buying an existing business. These different paths to entrepreneurship come with different profiles in terms of risk, possible future financial rewards, capital requirements, experience, and other benchmarks. There are, however, characteristics that tie them all together, the most important of which is that there is actually a business involved. However, regardless of whether you are starting, buying, or franchising a business, they all require you to run a business.


  What Is a Business, and What Is Just a Job That You Pay for the Privilege of Doing (a Job-Business)?


  In simple terms, a business is an entity that sells goods or services to customers in exchange for money. However, I would like to make a case that the definition of a business should be changed to: a business is an entity that sells goods or services to customers in exchange for money and whose existence is not dependent upon any one person or small subset of employees. If you take a business like Walmart, any person within that organization could leave, and the business would still exist and probably not feel any impact. The CEO could leave, the head of the marketing department could leave, the cashier at any given store could leave; yes, any of the employees could leave and Walmart would still be Walmart. It would still have value, and its shareholders would still have the opportunity to make a return on their investment.


  There are a lot of entities labeled as businesses when this is really not the case. Take Tommys Massage Therapy Inc. Tommy provides a servicemassage therapyin exchange for money. There are no other employees in this business; its just Tommy and his clients. However, if Tommy doesnt want to do massage therapy anymore, or if he is hit by a bus, then Tommys Massage Therapy service has absolutely no value. In fact, it ceases to exist. So, regardless of whether or not there is a corporate business entity around it, Tommy doesnt really have a business, Tommy has a job.


  This is a job that is unlike any other. At a regular job, Tommy doesnt have much at risk. He may have to pay for a uniform or put gas in his car to get to his place of work, but basically that is all he is risking. The worst thing that can happen, the extent of the risk that Tommy bears, is that he gets fired and has to look for another job.


  But at Tommys job-business, he has to pay for the privilege of having a job (plus he has to deal with all of the other issues that come along with running a business, which we will be discussing later). He actually risks his own money to be able to have his own job-business.


  In addition to spending money, time, and effort to create a job, with a job-business you are not building equity value, which I believe is the really compelling reason to create a business. In a true business, you as the owner have an entity with value that is separate from you. This is the value that you create for the business as a going concern, above and beyond the strict value of your assets minus your liabilities, which makes owning a business worthwhile. That means you can eventually leave the business (down the road, after many years of hard work) or sell the business (again, after many years of hard work) and get value for it. That is how most successful entrepreneurs make the big bucks, by capitalizing upon the value of their business entity.


  In order for you to sell your business in the future, you need to have a business that is saleable. This means that you cant do everything yourself. If you are the one-man band and the only reason the business exists is because of your relationships and your personal flair of doing things, nobody is going to buy the business down the road. How could they? Without you, the business isnt worth anythingyou are the business, like Tommy is at Tommys Massage Therapy service. This one-man-band thing may seem great for your ego, but it has the potential to wreak havoc upon your pocketbook, cause you a lot of stress, and may not make sense in the grand scheme of risks and rewards.


  
    IF YOU ARE NOT CREATING EQUITY VALUE, THEN YOU ARE NOT CREATING A VALUABLE BUSINESS. IF YOU ARE JUST CREATING A JOB FOR YOURSELF, YOU NOT ONLY FORGO EQUITY VALUE, BUT YOU NOW HAVE A JOB THAT TAKES MORE TIME AND ENERGY AND RISK THAN ANY JOB YOU COULD OTHERWISE GET.

  


  If you are not creating equity value, then you are not creating a valuable business. If you are just creating a job for yourself, you not only forgo equity value, but you now have a job that takes more time and energy and risk than any job you could otherwise get.


  A whole lot of entrepreneurs dont realize this until they are deep in the middle of it. Of the approximately 28 million small businesses in the United States, it is estimated that a staggering 21.7 million of those are sole proprietorships with only one employeethe owner. Per the aforementioned statistics, many of these job-businesses are not really succeeding. Often, the entrepreneurs dont realize the difference between a job and a business (or dont realize it until its too late). This is probably because they didnt realize what entrepreneurs actually do.


  To help you understand what game you are playing (and how that impacts the risks and rewards you will be evaluating) I have created the Job to Business Spectrum, where equity value and upside potential increase as you move toward the right (see next page).


  Now that you know what game you are playing, you have to learn about what is required to play and win the game. And now that you understand each games respective risks and rewards, you may ultimately want to consider playing a different game altogether.


  [image: image]


  So . . . What Do Entrepreneurs Do?


  This seems like another silly question with an obvious answer, but it is frequently the crux of entrepreneurial misunderstanding. Most people think that entrepreneurship means that you get to spend most of your time doing what you love or want to do. Entrepreneurship is viewed as a focused endeavor; if you are interested in making custom jewelry, you should open a jewelry business. Being an entrepreneur is actually the opposite; it is very broad in its scope.


  Basically, being an entrepreneur means that you have to wear lots of hats. You dont get to pick those hats, and even if you dont like those hats, or think that you look good in those hats, you still have to wear them part of the time. Being talented at making goods or performing services does not mean you will be talented at running a business that makes those same goods or performs those same services. Again referencing The E-Myth Revisited, Michael E. Gerber describes this as the Fatal Assumption. This is the misconception, in Gerbers words, that if you understand the technical work of a business, you understand a business that does technical work.


  Lets start with a couple of very basic examples. Imagine you are a hairdresser and work in a nice hair salon. You love cutting, coloring, and styling hair, but you think the salon is taking too much of a cut (pun intended) out of your pay. You think that if you open your own salon, you can do what you love to do, not have to answer to anyone, keep 100 percent of what you earn, and have other people work for you that you can earn money from as well!


  Or perhaps you are a copywriter for a large company. You see what your firm charges for your services, and you are not even earning half. You can just open your own copywriting business, continue to write, and make even more money.


  Insert the sound of a buzzer here, because this is far from reality.


  In each of the above examples, there is the same incorrect assumption. These workers believe that when they open their business, their jobs wont changethey will do what they love to do, just for themselves, and for higher pay. This is dead wrong. The reality is that if you open a business, your job is now to run a business.


  Running a business means marketing to find paying customers, providing customer service to disgruntled clients, managing employees, overseeing payroll, managing professional service providers, dealing with vendors and suppliers, and much more. This often leads to entrepreneurs doing less of what they love to do.


  Take Stella Inserra, a wedding and event planner and owner of Simply Dazzling Events in New York City. Over the past five years, she has been featured on the Style Networks hit shows Whose Wedding Is It Anyway? and Married Away, in addition to planning and designing events. Despite her recognition and acclaim, she is not doing what she expected she would be doing when she started a business.


  She says, My mom was right when she warned me that the grass isnt always greener on the other side! It may be cliché, but it is true. While I am considered successful in the wedding industry, it hasnt been, nor is it, currently easy. People think that wedding planning is so glamorous, but it is not what everyone thinks it is. I spend 90 percent of my time handling administration, marketing, blogging, networking, selling, bookkeeping and other tasks. And I spend 10 percent of my time using my creative event design skills. This is the reality of operating your own business. Aspiring planners are so in love with the pretty things of the wedding industrythe linens and invitations and flowersbut the truth of the matter is that it is a ‘touch business, business being the key word here.


  So, like Stella, the hairdresser takes on fewer clients, because she is busy marketing to find new clients for the salon, ordering supplies, hiring hairdressers to fill empty chairs, and doing everyones favorite job, accounting (or as most people call it, the books). When the person assigned to open the salon gets sick or is late, she has to go in and do it herself. When a customer is unhappy, it is up to her to solve the problem. Even if she has managerial help, she needs to make sure that everything is done correctlyshe cant just pass the buck and assume each job function will be taken care of. If she hires too many helpers, it eats into her profit. If she hires too few helpers, she is working longer and harder at keeping the salon open. If she wants to take a vacation, she scrambles to see if there is anyone trustworthy enough to oversee the salon in her absence. At the end of the day, the hairdresser is doing much less of what she loves (working with clients on their hair) and spending more time running a business. This is what it means to be an entrepreneur. Oh, and not to mention she may be working many more hours for similar, or even less, pay.


  Stella Inserra figured she would make at least the same, or possibly even more, money having her own events business than she did when she was a catering manager for a large facility. However, she says, Thats not true; it takes a long time to get to that place. I may make more in sales, but I also have more expenses, so less is going into my pocket. While she is considered successful, she confirms that she is working more hours and making less money now as an entrepreneur than when she was employed.


  What about the copywriter? The story is much the same. He has to spend a lot of time marketing to find clients (who may be less willing to hire a one-person copywriter than a big fancy firm, even if the same person is doing the job at the end of the day). And when I say a lot of time marketing, I mean a whole lot of time marketing, because without clients, he doesnt make money. If he hires a salesperson, it eats into his profit. And he has to update his website frequently, do the books in a timely fashion, submit quarterly tax filings, design and assemble brochures, and manage any additional personnel he has hired. So again, less time is devoted to copywriting and much more time to running the business. If he goes solo for a while, he wont have paid time off like he did at his old job. If he wants to go on vacay, while he is sipping margaritas at the beach, nobody is doing the work, and therefore there isnt any money coming in. Did I mention the stress and difficulty of setting up benefits (health care, etc.)? This is no cakewalk, folks.


  So, the bottom line is that if you love doing something (cutting hair, writing, fixing cars, etc.), you will likely maximize your happiness (and potentially, your wallet) by spending the most amount of time actually doing that something. If you love the idea of running a business entity, that is the job of the entrepreneur. It is not to cut hair, sell shoes, write copy or anything elsean entrepreneurs job is, again, to run a business.


  So, back to your fantastic business idea. The way you are going to really make money from this idea is to create an entity and create systems and procedures so that it can be run by anyone. But the creation is all on you, which is not easy to do (have you ever tried to teach someone how to do something that you are good at in the same way you do it?). And in doing this, you are not necessarily doing what you love you are doing everything else you can think of and hundreds of things you have never imagined.


  Is starting, buying, or franchising a business the answer to your problems, or does it create a set of new ones? Only you will be able to answer that for yourself.


  EXERCISE 1


  TARGET FOCUSMOTIVATIONS:


  Defining Your Baseline Motivations List (Part 1)


  Begin to think about your reasons for wanting to start a business using the chart directly below for guidance.


  1.As you read the columns, circle the reasons that are most consistent with why you want to start a business.


  
    
      
      
    

    
      
        	COLUMN A

        	COLUMN B
      


      
        	I want to get rich quickly

        	The risk/reward potential makes sense for me. Even with what I am risking, I have the opportunity to make significantly more (100%, 200%, 300%+) each year
      


      
        	I am bored at my current job and feel unfulfilled

        	There is a gap in the market that customers are desperate for a solution to and willing to pay for
      


      
        	I will get to do even more of what I love to do each day

        	I love to wear multiple hats and the idea of managing all aspects of a business is a good fit for my skills and experience
      


      
        	I have always wanted to do "x"

        	I have unparalleled industry experience, knowledge and/or contacts that make me the ultimate candidate to make a difference in this market
      


      
        	I want more free time

        	I want to do whatever it takes to make this endeavor succeed
      


      
        	I want to be known for something great

        	I want to make a positive impact on and for others
      


      
        	I can be my own boss

        	I will enjoy servicing my customers; I want to provide outstanding service to my customers to make their lives better and create loyalty to my business
      


      
        	I want to grab a piece of this hot new area where everyone is making money

        	I want to compete in an area in which I have a unique competitive advantage
      


      
        	I have an amazing idea

        	I have a very solid business model that can generate a significant return on my investment
      


      
        	Everyone tells me that I would be a great business owner

        	People that have lots of relevant business experience have evaluated my business plan and are investing their money because of their belief in my ability to execute
      

    
  


  2.Looking back at the motivations you circled, ask yourself:


  
    	Are your reasons for wanting to start a business mostly in Column A of the chart or Column B?


    	Do you think your desire is driven by a market need or by something lacking in your life?

  


  Column A represents suspect motivations to start a business, while Column B represents good reasons to start a business. The more circles you have in Column A, the higher the likelihood that you are driven by unrealistic assumptions and setting yourself up for failure.


  3.Take any remaining realistic motivations and write them, plus any others that you come up with on a piece of paper. This will be the beginning of your baseline motivations list.


  Keep this list handy, and as you read on, continue to evaluate whether your assumptions are realistic, and if your new business is the best way to achieve your objectives, crossing out any motivations that you find unrealistic along the way.




End of sample
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