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Introduction


Can You Really Become an Entrepreneur?


Cha-ching!


You know the sound. The universal signal that easy money has just been made. The question is, have you heard it lately? Are you disappointed with the lack of money in your pocket? Have you thought about getting a job but never gone through with it, because you were told you were too young or because the pay was pathetic and you were asked to work the worst hours (like the Saturday morning shift)? Or can you just not find a job you’d enjoy?


If any or all of these problems are up your alley, you’ve come to the right place. I’m here to tell you firsthand that regardless of your age, you DO NOT have to start out by earning minimum wage; you can start right now earning double, triple, even ten times the minimum wage! You DO NOT have to work the worst hours; you can choose your own hours! You DO NOT have to continually reach into your pocket and feel that it’s empty. You can have all the money you need and work the hours you want to work—all while doing something you love. How? You can start your own business.


“Hmmm,” you say, “Me? Start my own biz? I don’t know. Can I even do that?”


The answer is YES! I started my first business when I was in sixth grade. It was a landscaping company. I started with just one push lawn mower that I rented from my parents. I started mowing one lawn for $100 a week; it took me about six hours to mow the whole lawn. Each time, I spent about $20 in expenses, so for six hours of work I got paid 80 bucks. That’s $13 an hour, more than double the minimum wage. Then I added another lawn for $65 a week, then another one for $45, and another for $35, and one more for $50. Soon this sixth grader was making $300 a week. As my business grew more efficient, I figured out how to do all the lawns in a day and a half and was soon making $25 an hour as a sixth-grade landscaper.


It didn’t stop there either. Over the years, I began offering more landscaping services, like leaf raking, planting, and yard cleanup. I soon had a crew of four people working for me. I would charge my customer $25 an hour for each person in my crew who was working (including me). I would pay the workers in my crew $10 an hour (still almost double the minimum wage). So if four of us were working a job, I would charge my customer $100 an hour ($25 per person) and pay out to my crew $30 ($10 an hour for each person working for me). That means I was making $70 an hour before I even reached high school!


When I turned sixteen and got my driver’s license, my business continued to grow. My service area expanded because now I could drive to my customers. By the time I was a senior in high school, I was making more part-time than many people were earning full-time!


Keep in mind that I am just one example of a young entrepreneur. My friend Stephen also started a landscaping company while he was in middle school, and by the time he was a senior he had sold his landscaping company for more than $400,000!


How about Omer A., a Web-site developer who made over $40,000 designing Web sites before he was eighteen! Even younger was twelve-year-old Shennendoah Hollsten, who, with her nine-year-old brother, founded a nonprofit corporation, NeuroKids, to teach children about how the human brain works. Shennendoah and her brother have already raised more than $11,000 for charity! Or you can check out www.grandslamgaragesales.com, where 17-year-old Ben Weissenstein has thirty employees and annual revenues of more than $30,000 a year.


You too can do what Stephen, Omer, Ben, Shennendoah, thousands of young entrepreneurs across the country, and I have done. This book will show you step-by-step how to start any business, even if you have no money and no experience. It will also provide more than 100 mini-business plans you can start on as soon as you finish reading this book (you can even start some right in the middle of the book). In addition to these mini-business plans, you’ll find a complete business plan at the end of the book, so you can learn exactly how to write one. I’ve also included some of the most common worksheets that entrepreneurs need to use to plan and organize their business. You’ll even find a glossary filled with all the key terms in this book. (By the way, whenever you see a word in bold italics, you can find the definition in the glossary.) Also keep an eye out for boxes with the following icons:
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Dollars & Sense
These boxes sum up some of the most important concepts in the chapter, so be sure to read these carefully.
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Extra Credit
These provide a little extra information on the topic at hand. Sometimes it’s just cool trivia; other times, they answer a question or clear up a misconception.
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Tales from the Front Lines
Here is where you’ll read about dozens of successful entrepreneurs who were once—just like you—sitting there reading a book and wondering, “When do I get started? Where do I go? And what the heck am I supposed to do?”









	
 




	
You can get started right now.









	
 




	
You can get started right here.









	
 




	
And as to what the heck you are supposed to do,
         you can start by turning the page!
























PART ONE


HOW TO START A BUSINESS




Okay, here is the bad news: The overwhelming majority of new businesses fail in the first two years of start-up. The reasons vary, but it’s mostly because people don’t learn the fundamentals of how to start a business. They think that because they are good at washing cars or teaching piano, that’s all they need to be successful. In reality, there’s a lot more stuff. But don’t worry. I’ve included that “stuff” right here in Part One. Read on, and you won’t be one of the statistics.

















CHAPTER 1






	

Your Entrée to Entrepreneurship




	
[image: Image]












 


 


An entrepreneur is someone who starts and operates his or her own business. Okay, so what exactly is a business? Business is a word whose meaning we think we know, but when we have to explain it to someone else, we get stuck.


A business is nothing more than a group or an individual who charges money to solve a problem. Some businesses, like Walmart, are enormous, with millions of people working for them. One reason Walmart is so huge is because it solves a problem that nearly everyone has: We all want to buy stuff at the lowest price possible, whether it’s clothes, toilet paper, or baseball bats; we want to spend as little as possible on these items. Walmart acts as a solution to this problem because it can provide these items (and thousands more) at very cheap prices.


Look at Coca-Cola, another huge business. Everyone has the problem of thirst. We get thirsty, so Coca-Cola charges for the solution to this problem. The company doesn’t give away its tasty beverages; it charges money for them.


However, businesses can also be very small, made up of just one person. Maybe your parents hire someone to paint your house or mow your lawn. The problem is that the lawn needs to be mowed every week. A person offers the solution—to mow the lawn—and charges to do it. In the world of business, solutions to problems come in the form of products and services.


The size of a business isn’t important. What is important is that no matter how big or small the business is, it solves a problem and people are willing to pay for the solution. Entrepreneurs call these problems opportunities.


There are many problems that we all have, but aren’t willing to pay to remedy them. Every morning when you wake up, your hair is a mess. That’s a problem. (And for some of you, it’s a real problem.) And every day you solve that problem by running a comb through your hair. That’s the solution. But you probably aren’t willing to pay someone to comb your hair. So while there are several problems we need to deal with every day, there are only so many we will actually pay money for someone to solve. In addition, there are times when we are willing to pay and other times when we are not, for solutions to the same problem. Sometimes you will pay to buy a Coke. Other times, you will just save money and drink tap water.
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DOLLARS & SENSE


To an entrepreneur, the difference between a problem and an opportunity is simply that an opportunity is a problem that someone will pay to have solved.











So to sum up, all businesses work like this:


 


1. The business owners spot a problem (opportunity).


2. They spend money, or create expenses, while trying to find a solution to the problem. They call these solutions products and services.


3. They sell these solutions (products and services) to consumers. The money they collect from selling these products and services to customers is called revenue.


4. The business takes all the money (revenue) it made from selling its solution, and from that amount it subtracts all the money it spent trying to find that solution (its expenses). Whatever is left over is called profit.


5. Business owners then use their profits to either:


 


•  Spend for themselves


•  Save for a rainy day


•  Donate to charity


•  Invest in the business


•  Invest in other businesses


 


Entrepreneurs sum up this whole process with a simple math equation. I promise there will be very little math in this book, but this is the most basic equation for entrepreneurs:


REVENUE – EXPENSES = PROFIT


To survive, businesses need to make money. What is important to the person who starts that business is not the money the company makes, but the money the business owner gets to keep in his or her pocket: the profit. I like to think of profit as simply your reward for solving problems.


Is Entrepreneurship for You?


So that’s what entrepreneurship is. The question now is, is it for you? People typically become entrepreneurs for one of three reasons:


1. THEY WANT TO MAKE MONEY. There are lots of problems out there in the world that people are willing to pay to have someone else solve. Sometimes, if entrepreneurs can find those problems and find a way to solve them, they can make a lot of money.


2. THEY WANT MORE FREEDOM. Picture Kim’s dad, who has to drive an hour to work every day. Then he has to drive another hour just to get home. Two hours of every day he spends in his car, just driving to and from work. (Worst of all, his radio is broken.) Kim’s dad sells medical equipment to doctors. After years of doing this, he got sick of making that one-hour drive every morning and night. So he quit his job and started his own business selling medical equipment out of his home. Now he actually makes less money than he did when he was working for his old company. But money wasn’t the main reason he started his own business. He wanted more freedom.


3. THEY WANT TO DO SOMETHING THEY LOVE. Todd worked at the hamburger shack near the beach all summer. While he made good money flipping burgers and making fries, his real passion is painting. Every day after work, Todd set up his easel and painted the sunset on the beach. Todd didn’t want to give up the steady money he made at the hamburger shack, but his passion for painting was too powerful. So Todd quit his job and started giving painting lessons and selling his paintings.


These are the three most common reasons people start their own business. Sometimes they do it for just one of these reasons; other times, they do it because of all three. For people under the age of fourteen, there is actually a fourth reason to start a business: because that’s your only way to make money.


Unfortunately, people under the age of fourteen can’t actually work for someone else. There are exceptions to this, but by and large it’s prohibited. There are federal laws to protect young people from working too many hours for employers. The funny thing is that you can work as much as you want if you work for yourself, running your own business! So when people under the age of fourteen want money, they have no choice but to start their own business.


You might be thinking, “Okay, money, freedom, and doing something I love. That all sounds good to me. I’ll start my own business!” But hold on. While everyone loves more money, more freedom, and working on things they are passionate about, starting your own business involves a lot more.


What I Mean by “Starting a Business
Involves a Lot More”


Business owners share several traits that seem to ensure their businesses will be successful. Whether they are personal chefs or they wash cars, you’ll find entrepreneurs share these characteristics:











	
•




	
They meet one of the three criteria above. They want more money, or more freedom, or they have a desire to do something they love.









	
•




	
They have found a problem that people are willing to pay someone else to solve. Remember, there are many problems in the world, but not all of them are ones that people are willing to pay someone else to solve.









	
•




	
They are organized. Entrepreneurs need to be careful and keep track of many things. For instance, they need to know who has already paid them and who still needs to pay. They also need to keep a list of people who don’t want their service yet, but have told them, “Call me in a month.”









	
•




	
They are disciplined. Many times, entrepreneurs have to do things that aren’t fun. They may have to spend an hour licking envelopes to send out brochures describing their business. Or maybe they spend an entire day knocking on doors, looking for customers. Let’s face it: these things are boring. But they are necessary, and business owners need the discipline to do them.









	
•




	
They are creative. Business owners, as you know, are problem solvers. They started their business by solving one problem and charging a fee to do it. But many other problems will come up that entrepreneurs need to solve. What if, after two years in business, you suddenly don’t have any more customers? What if someone moves in next door and starts competing with your lawn mowing business? What if someone starts making necklaces that are better and cheaper than yours? To conquer the unexpected, you need to be creative: find new ways to offer your products and services and new products and services to offer.
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DOLLARS & SENSE


If you’re the boss, no one is bossing you around! You need to crack your own whip to make sure you get done what you need to in a certain amount of time. No one is looking over your shoulder. That’s your job, being the boss.











Do you meet these criteria? Even if you don’t meet all of them, it’s okay. Personally, I am not very organized. (That’s definitely a problem I am willing to pay to have solved.) Luckily, another entrepreneur friend of mine is a professional organizer. She helps business owners like me make sure their bills are paid, files are in order, and basically that everything runs smoothly. Businesses of all sizes hire other businesses to help them stay creative, organized, and disciplined. So it’s okay if you can’t do it all—you just need to know who can help you do the things that you can’t do!


Now you know what an entrepreneur is and roughly how a business operates. You know why people become entrepreneurs and what characteristics they typically share. So before we end this chapter, you need to decide: Is it for you? If you can answer yes, then turn the page; we will try to find the ideal business for you to start.














CHAPTER 2
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What Type of Business
Should You Start?












 


 


There are thousands of businesses out there. There are even more businesses that haven’t been created yet! With so many ideas, how do you pick? Well, the good news is that a lot of the deciding has already been done for you. Let’s face it: many businesses are too expensive for a young entrepreneur to start. You may love cars, but you probably aren’t going to start a car manufacturing company. Unless you have a few billion dollars stuffed under your mattress, that just won’t work! Over the years of being an entrepreneur and working with entrepreneurs, I’ve developed an easy way to help you determine the business that’s right for you. When you get what seems to be a great idea, you can run that idea through what I call the Five S Formula. The Five Ss stand for:











	
•




	
Simple









	
•




	
Safe









	
•




	
Skills









	
•




	
Satisfying









	
•




	
Self-seller


















Let’s look at each part of the formula more closely.






Simple. The business you start should be simple. That means it can be started without a lot of money, without a lot of time, and without a lot of hassle. Like the person in the example above, you may be fascinated by cars. But think of all the time, money, and hassle it would be to start manufacturing them, so that isn’t a simple business.


Safe. The business needs to be safe for you and your customers. Avoid businesses that are dangerous. Businesses that are “high risk” need to pay a lot more for insurance. Maybe you have a trampoline in your backyard, and you and your friends love jumping on it. People love it so much you think you could charge people to use it. Great idea, right? But what if someone attempts the Amazon Triple Backward Double Reverse Kansas City Praying Mantis Flip and gets hurt? Renting your trampoline is simple, but it doesn’t meet the safe requirement.


Skills. Try to use one of your skills or talents. Maybe you are really good at math. Get a pencil, a calculator, and some paper, and you’re in the math tutoring business! It is that simple. Can anyone get hurt by being a math tutor? Nope. It’s safe. Best of all, you’re already good at it!


Satisfying. You might make a lot of money typing term papers for your friends, but if you hate typing, the business won’t be any fun. You’ll just be working for the money and, as I said, money is only one of the reasons why people start a business. So think about what you love to do. Look at your hobbies for great ideas that you could consider turning into a business. Don’t think you can’t be paid to do what you love. Remember Web designer Omer A. from the introduction? He got started by playing an online game called Ultima Online. In the game, he won virtual gold. He then sold that virtual gold on eBay for real money. So, yes, he got paid to play!


Self-Seller. Self-seller simply means your product or service sells itself. If you have a self-seller, every job you will have as the business owner will be easier. Your marketing, your sales, your customer service are all simple if you have a product or a service that everyone wants and everyone talks about. There are many ways to achieve a self-seller, but typically, your product is somehow the best. As marketing guru Seth Godin says, “Go out and be remarkable.”
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TALES FROM THE FRONT LINES


A friend of mine owns a cardboard recycling company. He has been very successful simply because he has a self-seller. Normally, a company has to pay to have its garbage removed. The more garbage it has, the more it has to pay. My friend’s business actually pays other companies to take their cardboard. He takes their scrap cardboard, recycles it, and then sells it for less than what new cardboard costs. The companies he buys the scrap from make money not only from selling their old cardboard but also because their garbage load is smaller. His sales pitch is simply, “Why not do business with me?” If you want your entrepreneurial efforts to go smoothly, try to find a business that is a self-seller.











Testing the Five S Formula


The ideal business to start is one that meets all five criteria in the Five S Formula. Let’s look at some examples.




Timmy loves jumping his mountain bike on homemade jumps that he makes out of scrap plywood. He’s become so good at jumping that other kids have asked him to give lessons. So many kids have asked that Timmy thinks he could charge for the lessons.





Is this a good business for Timmy?


Well, it is simple. Timmy already has a bike and his friends all have bikes too. He builds all the jumps himself out of plywood. It also takes advantage of his skills. Timmy is really good on a mountain bike. And, of course, Timmy loves it, so it is a satisfying business. It is a bit of a self-seller. Timmy is so good that kids have asked for lessons—he never had to advertise. But it does fail big-time on one of the Ss; it is not a safe business. Kids who aren’t as skilled as Timmy could get hurt.


How about this business?






Several of Kelly’s friends have asked if they could buy Kelly’s pottery. She has brought several projects home from school, and family friends noticed them displayed around the house. So many people have asked if they could buy items that Kelly thinks she could sell pottery. She looks into what it would take to start a pottery business. She could sell an item for an average profit of $15. A potter’s wheel, a kiln, and all the supplies cost $3,500 total.








Is this a good business for Kelly?


Well, it is certainly safe. Making pottery isn’t really dangerous. It’s obvious Kelly is good at it, so that meets the skills test. Because Kelly’s friends have requested the pottery before it was ever for sale, it seems like Kelly has a self-seller on her hands. It also appears as if Kelly enjoys pottery, so she’ll certainly find the business satisfying. But is it simple? She has to come up with $3,500 just to get started. Maybe this isn’t the best business for her.


What do you think of Kaitlin’s idea?






Kaitlin has been playing the flute for five years. She loves it. She has become so good at it that people are now asking her if she will play a song at their weddings.








How about this business?


Kaitlin loves the flute so it is satisfying. She is certainly skilled at it. It’s simple because all she needs to start the business is a flute, which she already has. In the history of flute playing, no one has ever been killed in a tragic flute accident. So it is a safe business. The requests for her service tell us it’s a self-seller. Kaitlin’s business meets all the criteria of the Five S Formula.


The Art of Tweaking


But wait a minute! What if Timmy and Kelly really want to start their businesses? What if a business doesn’t meet all five criteria but you really want to pursue it? What then?


That brings us to the art of tweaking. Tweaking your business idea simply means to make slight changes so it meets the criteria of the Five S Formula. Let’s start with Timmy.






Timmy tells his dad his idea for the bike-jumping business. His dad is a little concerned that it might be dangerous and suggests that Timmy write down some alternatives that still allow him to make money through his love of bike jumping. So Timmy comes up with a tweak to his business:


Timmy contacts all the local bike stores and tells them that he is really good at jumping mountain bikes. He tells the store he can help them get customers by offering to do a display during the store’s promotion. Customers come to watch Timmy jump his bike in the parking lot of the store. Timmy charges a flat fee for an all-day promotion in which he does several jumps and then answers questions about bikes and bike jumping. Because the store has insurance, Timmy’s business is now a lot safer.


Kelly totals up the cost of all the materials to start her pottery business, and she realizes she doesn’t have the $3,500 necessary to buy all the stuff. Her parents are willing to give her a loan of $1,000, but she is still $2,500 short. Frustrated, Kelly starts to think of ways to tweak her business. Here’s what she comes up with:


Kelly finds a local pottery store that already has a kiln and a potter’s wheel in the back shop. She approaches the owner and shows him some of her pottery. He’s impressed, so Kelly offers him a deal. If she can use his potter’s wheel and the kiln for five hours a week, she will make one pot for the owner per week for free. She basically pays for the potter’s wheel and kiln by giving the owner free pottery.








Maybe your business idea doesn’t fit perfectly into the Five S Formula. But with a few simple tweaks, you can still have the business you want and the comfort of knowing it’s simple, safe, uses your skills, and it’s a satisfying self-seller. The Five S Formula Checklist on the opposite page can help you see if your idea is a good fit. For other safety issues to consider, and to get a parents’ point of view, see Chapter 21, Keeping Them Safe. This will help you to plan for and work out any potential problems early in your thinking about your business.


The Five S Formula can help you determine what type of business you are looking for. But how do you actually find opportunities that are worth turning into a business? Turn to the next chapter and find out.




The Five S Formula Checklist


My business idea is:


_______________________________________________


_______________________________________________


_______________________________________________


_______________________________________________


_______________________________________________


_______________________________________________


_______________________________________________


 


THE FIVE S FORMULA


1. Is this a simple business? _____ yes ______ no


2. Is this a safe business? ______ yes _______ no


3. Does this business make use of my skills? ______ yes _______ no


4. Do I find this business satisfying? _______ yes _______ no


5. Is this business a self-seller? _________ yes _________ no


If you answered no to any of the above, write some ideas for tweaks here:


_______________________________________________


_______________________________________________


_______________________________________________


_______________________________________________


_______________________________________________


_______________________________________________


_______________________________________________

















CHAPTER 3






	

Turning What Sucks into Bucks


The Groaning Goldmine
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You now know you are looking for businesses that fit the Five S Formula. Although the Five S Formula goes a long way in limiting your business search, there are still thousands of businesses you can start. How do you select the best one out of all the businesses out there? And how do you make sure that yours can compete?


Believe it or not, getting all the information you will ever need about which business to start and how to make it successful couldn’t be easier. Remember that we said that all businesses solve a problem? And that when someone is willing to pay to solve a problem, an entrepreneur calls that problem an opportunity? Well, most people don’t see the world that way, they just see the problems. Luckily for you, they love to complain about them!


What Is a Groaning Goldmine?


Let me introduce you to the Groaning Goldmine™. If problems are really opportunities in disguise, then behind every groan is a goldmine! Whenever someone is upset, angry, scared, confused, tired, bored, or frustrated, there is an opportunity nearby. Keep your ears open for key words that tell you an opportunity is lurking. The following phrases are almost always surefire paths to Groaning Goldmines:






“It sucks when . . .”


“I hate it when . . .”


“You know what pisses me off?”


“I’m scared of . . .”


“I wish this included a . . .”


“I’m confused about . . .”


“I’m so frustrated with . . .”


“It’s a pain in the butt that I have to . . .”


“I wish that . . .”


“I get bored when I . . .”


“It would be nice if . . .”


“It worries me that . . .”


“This place really should . . .”


“It’s too expensive to . . .”


“It’s so difficult to . . .”


“It takes too long to . . .”


“It’s too far to drive to . . .”








The Groaning Goldmine in Action


The Groaning Goldmine prompted me to write my first book. I was sitting in my college dorm room, reading a book on investing in the stock market. As people popped in and out of my room and saw the many investment books strewn about my floor, a few of them said, “I should really start investing.” When I heard this, I would hand them the latest investment book I had just finished reading and suggest they take a look at it. A few weeks later, however, they would give it back to me and groan, “I didn’t finish it. I found it boring.”


After this happened three times, I decided there was a need for a fun investment guide written by a young person for young people.
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TALES FROM THE FRONT LINES


Recent college grad Nicole Newman knew that most college students hate creating a résumé. What’s more, most of them do it the wrong way. Her solution was Resume Nation LLC! After one too many eighty-hour workweeks at her job, Nicole wanted a better future for herself. She knew the best way to do that was to do something that her academic peers hated. She knew that if people hate doing something, they will often pay you to do it for them!











I’m not saying that every time you hear someone complain, you have to go start a business. (If that were true, I would’ve started a business every day I was dating my ex-girlfriend.) You’ll have to decide whether or not the complaint is worth your time and effort to pursue. At least, now you know how to identify opportunities. You’ll find that there are countless opportunities out there, once your ears are tuned into the right signals.


Not only can you use the Groaning Goldmine to find a brand new business, you can use it to improve an existing business. When I started my first business, the landscaping company, I used the Five S Formula. I found the business satisfying because I wanted to spend my summers working outdoors. It was safe; as long as I was careful with the equipment, I knew I wouldn’t get hurt. The business was simple. When I started, I didn’t have much equipment, but my parents did. I worked out a deal where I would “rent” the equipment from them: I promised to keep it in good condition and agreed to take care of their yard every week. Landscaping did make use of my skills. My father loved to landscape, so my brother and I spent half our childhood in the freaking garden! I learned about landscaping at an early age.


Although I knew a landscaping company was for me, I didn’t really have a self-seller on my hands. There were already several landscaping companies in town, companies that had a lot more experience than I did. I didn’t know how to compete.


But my customers told me how I could compete. One woman simply called me up and complained, “Peter, my usual landscaper can only mow the lawn on Mondays. I hate it that they won’t let me pick the day. I wanted the lawn mowed on Friday so it would look nice for my son’s birthday party on Saturday. Can you mow it Friday?”


There was a goldmine in this groan. This woman let me in on a landscaping secret: it is very important to people to pick the day their grass gets cut. What’s more, they want the ability to switch that day. Most of the larger landscaping companies were so busy that they couldn’t move their schedule around to accommodate such requests. But I could. I started printing up fliers that said: “You pick the day we mow your lawn! Want to switch to another day? No problem, just call us!”
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DOLLARS & SENSE


Groaning Goldmines can help you identify how to make your business a self-seller.











All businesses solve problems. Your customers know more about these problems than you ever will, so if you are unsure, ask them.


Think about this: If you want to start a babysitting business, it may appear that babysitting is simple; there isn’t really a difference from one babysitting service to another. But then one night you are having dinner with your parents and some of their friends and you hear their friends complain: “We had tickets to the concert, but we had to give them away because it’s impossible getting a sitter at the last minute.”


Hmmm . . . impossible to get a sitter at the last minute? Sounds like a pretty tough problem this family has if they use the word impossible. But their groan is your goldmine! That very night you can hop on your computer and print up some fliers that read: “Think It’s Impossible to Get a Babysitter Last Minute? Think Again! Call Last-Minute Sitters. Guaranteed sitters; just give us three hours’ notice and we guarantee a sitter.”


Maybe a babysitting service that specializes in last-minute bookings is too difficult for you to offer. You decide. The key is to keep listening, because the world is constantly telling you how to improve your business. Everyone is giving you a map to the next Groaning Goldmine.














CHAPTER 4






	

Biz Basics
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You’re now at the bridge to cross over from a business idea into an up-and-running business. Your eyes and ears are open, looking and listening for Groaning Goldmines that fit into the Five S Formula. This period of searching is the perfect time to go over some business basics. It’s funny how many seasoned businesspeople forget these fundamentals. If you continually remember them throughout your journey into entrepreneurship, your business will be a success. Let’s start with a term you have probably heard before: economics.


Societies form because people need help solving their problems. (I know, I know, I’ll get to the definition of economics in a minute.) Since the beginning of civilization, people have realized they could be safer, eat better, and accomplish more by living together than they could alone. From the days of hunter-gatherers, people realized that they could gather more and hunt more effectively in groups. These small groups of people grew more complex and eventually became societies. Societies are nothing more than groups of people who have banded together to help solve the problems of the group.


In order to make this problem-solving process as efficient as possible, societies have developed economic systems. The word economy has its roots in the Greek word oikonomos, which translates roughly to “household manager.” So an economic system is the way we have chosen to manage our “house,” or society. It’s the procedure for solving society’s problems. Economics then is simply the study of how we manage our society. Economists look at tons of data, from the total electrical output to the number of homes being built to the number of homeless people currently living in New York City. Economists process all these data, searching for ideas about how a society can improve and also predicting what the economy might look like in the future.


Different countries have chosen different ways to manage their “homes.” You’ve heard terms such as socialism and capitalism. These are just different ways that societies can manage themselves.


In school, you may have learned that under socialism, the government or community owns everything (the businesses, the banks, maybe even people’s homes) and under capitalism, the individuals own their own businesses, banks, and homes. But I don’t like to categorize economies by looking at ownership. The way I separate economies is by asking the key question: Who gets to solve the problems?


Remember that the whole purpose of forming a society is to solve the problems of the people within that society. No one can solve all the problems by him- or herself. We all need help. We have needs for things like companionship, protection, food, shelter, water, and Monday Night Football. Who will help meet these and other needs and solve the problems of the society?


If you want more wealth, you simply need to start solving problems. If you live in a monarchy, you’d first have to figure out how to become king or queen. (Good luck!) In a socialist economy, you’d have to figure out how to get a government position. In a capitalist economy, however, the problems are open to anyone.


The Law of Supply and Demand


The overwhelming majority of people who are reading this book live in a capitalist society. So let’s go over a few basic concepts in the world of capitalist economics. Some of these concepts are so well-respected that people have come to call them laws. The first is the law of supply and demand. Let me break this down:






Demand measures how aggressively people want to buy something. What often determines demand is price. Think about this: You see a designer pair of jeans in the mall for $200. How many pairs are you going to buy? Two? One? Probably none. Because the price is so high, your demand (and the demand of all your friends) is very low. What if those jeans suddenly go on sale for $20 a pair? The demand is going to go way up. You and your friends will probably buy as many pairs as you can.


While price often controls demand, it isn’t always the case. Perhaps a new Dave Mathews Band CD sells for $14 at the mall. At that price, you’d buy it, but you might not go out of your way to do so. Suppose, however, that next Thursday Dave Matthews himself is going to be at the mall, signing CDs, only these signed CDs are $50. Even though the price is way up, you can be sure that all the little ants will go marching down to see him.


 


Supply measures how aggressively a business wants to sell something. Like demand, what often determines supply is price. Imagine you are about to start marketing your lawn-mowing service. You think you can charge $5 an hour for that service. You decide to distribute flyers only to the houses within a quarter-mile of your house. At $5 an hour, you’re not all that motivated to supply customers that are farther away. More than a quarter-mile away is too far to travel for just five bucks an hour. Later that evening, however, you show your marketing plan to your dad and he says, “Ya know, when we used to hire that boy up the street to cut our lawn, he charged $25 an hour. I think you can do the same.” What happens next? Probably your mildly aggressive marketing plan is going to get a lot more aggressive. If you know you could make $25 an hour, you’ll probably market to every house within 20 miles of your home.
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DOLLARS & SENSE


If a business knows it can charge more, it will try its hardest to supply more.











The real key to supply and demand is how they work together. Customers want to buy at the lowest prices possible. Businesses want to sell at the highest prices possible. Somewhere in the middle is a happy medium, and that happy medium is often called the market price. Smart businesses are constantly experimenting with their prices. They know where they want to be on the scale between demand and supply. Look at stores like Walmart: they want the highest possible demand. How do they create that? Simple. They make sure they have the lowest prices.


On the other end of the scale might be Ferrari Automobiles. A Ferrari can cost more than $250,000! Obviously, the demand for a car at that price is very low, but because its price is so high, Ferrari doesn’t need to sell a lot of them. The company wants to sell at the highest price possible, even if that means demand will go down. (Personally, I am waiting for the day when Walmart starts selling Ferraris.)


Getting Rich with a Niche


Walmart and Ferrari Automobiles are examples of two companies that know their competitive advantage. Your competitive advantage is sometimes referred to as your niche. A niche explains how you are different or better than all the companies like yours. It’s important for you to find your niche; otherwise, competition is going to be tough. A good niche helps make your business a self-seller.
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Your niche can be that you are the:







	
Fastest




	
Most convenient









	
Cheapest




	
Most luxurious









	
Newest




	
Biggest









	
Oldest




	
Smallest









	
Nearest (in the neighborhood)




	
Loudest









	
Best




	
Quietest
























In a capitalist society, businesses are competing against each other for everyone’s money. Competition keeps businesses on their toes. Businesses are always trying to be better, faster, cheaper, or different. In a society where the government solves all the problems, often things aren’t of as high a quality, simply because there is little motivation to be better: Government-run businesses know that you have to buy from them, regardless of their prices, regardless of their quality. Lack of competition can throw off the law of supply and demand, because when customers have nowhere else to shop, they will buy what is in front of them. When customers have a choice, businesses are forced to improve every day.


Problems for Which You Can’t Charge


Of course, some businesses have to be run by the government. The fire department is one example. Think about how much money people would pay a fire department if their house were burning! We can’t have fire departments picking and choosing which houses they will save and which ones they will let burn, so we as a society have agreed that the government will run the fire departments.


Because fire departments can’t charge people to save their homes, they need their funding from somewhere else, namely taxes. Taxes are fees we pay to local, state, and national governments to solve the societal problems that businesses either cannot or should not solve. Think about it. It would be dangerous if everyone tried to raise his or her own army. It would be silly if everyone had to build his or her own road. Protection and transportation are two things every society needs and are two things that are best left to government. As a society, we all agree on that, and we’ve all agreed to chip in and pay taxes.


How Taxes Work


In our society, there are several types of taxes. Sometimes the tax is charged by the local government, sometimes it is charged by the state government, and sometimes, the federal government. When you drive your car through a tollbooth, you actually pay a tax called a per-use tax. You only pay for it when you use it. If you don’t drive on that particular road, you don’t ever have to pay the tax. While there are many types of taxes, as business owners we are primarily focused on two of them: sales tax and income tax. Sales taxes are fees charged when something is sold. Sales taxes are charged by state and local governments. Not every state has a sales tax, but most of them do.


To find out if your state has a sales tax, take notice next time you buy something. If the price says $5, but the cashier charges you $5.35, you have a sales tax. The seller adds on the sales tax at the time of sale. Throughout the year, the business sends all its sales tax money to the government. (I’ll explain how this works in a minute.)


The other type of tax that business owners worry about is the income tax. Income taxes are fees charged as a percentage of income or business profits. If the income tax is 10%, and your business made a profit of $1,000 last year, then you will send the government $100, or 10% of $1,000.


Talking about taxes is pretty boring to most people, but it is important to know how they work and why we have to pay them. This is especially true for business owners. If you are an employee, most of the tax work is handled by your employer. But as a business owner, you are in charge of everything, including taxes.


Hold on, don’t fall asleep on me here! You know that taxes are fees paid to the government to solve the problems individual businesses cannot or should not solve. But how does the government keep track of who owes what and how much? Simple. They ask every entrepreneur who has earned at least $400 in profits to file a tax return. A tax return is nothing more than a written summary of how much an individual or business has earned and how much it owes in taxes. Tax returns are filed once per year; in the United States, they are due every year on April 15. People refer to the period of late January to April 15 as tax time. (Here’s a non-entrepreneurial tip: If you ever want to ask your parents for something, NEVER do it between April 1 and April 15! They are too stressed out from tax time!) When people file their taxes on April 15, 2010, the taxes are being paid for the year of 2009. When people files on April 15, 2011, that tax return covers the year of 2010, and so on. Remember that people file both state and federal tax returns at the same time, and city tax, if there is one.


With whom do people file their taxes? Who receives all these tax returns and reviews them to make sure they are accurate? All federal tax returns in the United States are sent to the Internal Revenue Service or IRS. State tax returns are sent to your state’s Department of Revenue.


Although tax returns are due once per year, salaried people actually pay taxes all year long. If you have ever had a job working for someone else, you know that your paycheck is always smaller than you thought it would be. If you were supposed to get $8 an hour working at a movie theater and you worked for 10 hours, you probably expected to get an $80 paycheck. As soon as you opened it, you saw it was for only $62! What happened? Your employer took out income taxes from the total and sent the taxes to the federal and state governments. This process is known as withholding. As you work throughout the year, your employer keeps hacking away at your paycheck and sending those payments to the government. (Ouch!) Once the year has passed, you start preparing tax return forms for IRS and for the state (and city, if applicable).


If you are working for someone else, you calculate how much tax you owe the federal government and then subtract the amount of tax your employer has already sent to the IRS throughout the year. Sometimes an employer hasn’t sent in enough money over the year, so you have to send in an additional check with the tax return. Other times, an employer has sent in too much money. In that case, you can request and receive a tax refund. The state tax functions in the same way as the federal, but you send the money to the State Department of Revenue. (By the way, when your parents get a refund, that’s when you should ask them for something!)
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DOLLARS & SENSE


Many people believe that a tax refund is found money, but in reality, it’s not. It’s your money. It means that you overpaid the government, and now it has to pay you back.











When You’re Self-Employed


So that’s what happens to people who are employed by someone else, but what if you are the employer? In that case, it’s all up to you. The big idea here is to remember that taxes need to be paid on your business’s profits and, if your state has a sales tax, on business sales. You need to make sure you are setting aside the proper amount for income taxes, and you need to collect the proper amount for sales tax.


Because taxes are due on money as you earn it, you, as the business owner, have to pay what are known as estimated taxes. Estimated taxes are taxes paid by business owners throughout the year. The big difference between estimated taxes and withholding (which an employer deducts if you work for him or her) is that it’s up to you to make sure those estimated taxes are paid. When a customer pays you, you need to be sure to put some of that money aside to pay your estimated income taxes. Estimated taxes, both federal and state, are due four times a year in the United States, on April 15, June 15, September 15, and January 15. (January 15 is for the last quarter of the previous year.)


Sales Tax


How do you make sure you are setting aside the proper amount for taxes? Sales tax is easy. Multiply the cost of the item you’re selling by the rate of sales tax in your area to get the amount of sales tax on the item. Then just add the sales tax to your sales price. For example, if you sell used college textbooks online and your state’s sales tax rate is 5%, add 5% of the sales price to every sale, and charge that amount. For a $20-dollar book, you would add $1 (or 5%) and charge the customer $21. When the customer pays you, you take the sales money ($20), and put that money into one bank account and put the sales tax ($1) into another account. (We’ll talk more about how to set up accounts in Chapter 10.)


In states with a sales tax, you often have to apply for a sales tax ID number. This number allows the government to easily monitor businesses collecting sales tax. Your state’s Department of Revenue can help you with this form. How do you find the Department of Revenue? Simply go to your state’s Web site—it should be on there. They make themselves easy to find, because they want your tax money!


Estimated Income Taxes


Estimated income taxes are a bit more complicated than sales tax, because they are charged as a percentage of your business profits. So although your revenue this month is $1,000, your profit may only be $250, after you have subtracted all your expenses. There are several precise calculations you can use to figure out the exact amount of money you need to set aside for estimated income taxes, but I use a simple formula that never gets me into trouble. Sometimes I overpay the government a little bit, sometimes I owe them a little bit more at tax time, but I never worry with this method. Remember the Five S Formula: We want our businesses to be simple. Even if you picked a simple business to start, it can turn into a big accounting hassle if you’re not careful. I prefer simple calculations. You can also use this calculation as a brand new business owner who doesn’t have all the financial data yet to calculate estimated taxes.


You know the basic equation to calculate your profit:


REVENUE – EXPENSES = PROFIT


To figure your federal and state estimated income taxes, just use the following simple equation once you have figured out your profit:


PROFIT × 30% = ESTIMATED TAX


At first 30% might seem a little bit high to pay in taxes. But in many states you have both state and federal income taxes. Using the 30% estimate, you may send in a bit more money than you need to. But don’t worry; you will get any tax money you overpaid back when you file your annual tax return early in the next year. Remember that some of this money will go to the state, while most of it will go to the federal government.


File your estimated tax every quarter year (April 15, July 15, September 15, and January 15). Always make photocopies of all the payments or other correspondence you send to the state or federal government, and file them in an easy-to-locate place. Set up a special file for your business’s papers; this could be a drawer in a file cabinet or a separate file box with hanging folders, which you can get for a few dollars at an office supply store. The federal government requests that you keep business records for at least 7 years, so it’s a good idea to start in an organized way.


If you are confused, scared, or flat-out bored with the subject of taxes (and most people are), then don’t feel bad about getting some help. Surprisingly, the IRS has a very friendly Web site at www.irs.gov. You can get tax forms there also. You may also want to ask your parent’s tax preparer for some guidance on how to do all your tax tasks properly.


Thanks for sticking with me through this tax lesson. I’ll be the first to admit that reading about taxes is the best cure for insomnia. So I’ll mix it up here with a fun chapter. Next, we’ll talk about naming your business and getting a title for yourself. Curious? Just read on.
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