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Preface

We’re assuming you’ve picked up this retail business startup guide because:

       •    you’ve worked in someone else’s business and are ready to take charge of your own;

       •    you’re an extrovert and enjoy constant contact with people;

       •    you’re comfortable with the unexpected and are a problem-solver;

       •    you enjoy sales and don’t mind working long hours indoors; and

       •    you know where you want your retail business to be in five years.

Our goal is to tell you everything you need to know to:

       •    decide if a retail business is right for you;

       •    get your doors open for business;

       •    limit the number of mistakes you make; and

       •    keep your retail enterprise running successfully.

We’ve tried to make this guide as user-friendly as possible. Experts across the country share their experiences and insights with you to show you what really works and to help you avoid the pitfalls they’ve encountered. We’ll tell you retailers’ stories and give you some hard-won advice and cautionary notes. We hope you’ll consult the useful contacts in the Appendix as often as you need to for answers and direction.

We’ve broken this guide’s chapters into manageable sections on every aspect of starting and operating a retail product or service business. We’ve even included tip boxes with go-to action steps and some brainstorming questions to ask yourself to stimulate creative solutions to the particular problems you may face.

The concept of retailing in the United States began in the 1800s through a interchange between settlers and traders in New York and Chicago. As maturation of brick-and-mortar retailing occurred major players Montgomery Ward and Sears added the mail order business to the retail scene. Macy’s, J.C. Penney, Woolworth, and Walmart increasingly offered more discounts and a variety of merchandise in bigger and bigger venues and the big box concept came to be.

Today, retailing encompasses so much more—we do business with people all over the world after courting them through social media and purchase from retailers who’ve presented to us our future wants by studying our online behavior. Mastering the new face of retail requires combining classic methods with a new intelligence attuned to how online relationships affect the bottom line. We’ve organized this guide to give you the navigational tools you’ll need.

Now let’s get started on your adventure. Happy trails!


CHAPTER

1

Introduction to Retailing

The retail industry provides an exciting way of life for the more than 42 million people who earn their livelihoods in this sector of the U.S. economy. Those retail establishments provide the goods and services you and I need—from food, auto parts, apparel, home furnishings, appliances, and electronics to advice, home improvement, and skilled labor. Let’s take a look behind the scenes at the many facets of this exciting business.

Welcome to the Big Leagues
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Retailing is one of the fastest-growing segments of the economy. As one of the nation’s largest employers, the retail industry provides excellent business opportunities. Entrepreneurs behind these ventures risk their capital, invest their time, and make their livings by offering consumers something they need or want. You’ll meet several of them in this guide and learn how they created a niche for themselves.

Most retailing involves buying merchandise or a service from a manufacturer, wholesaler, agent, importer, or other retailer and selling it to consumers for their personal use. The price charged for the goods or services covers the retailer’s expenses and includes a profit. Each year, this vital sector of our economy accounts for approximately two-thirds of all economic activity. The National Retail Federation (NRF)—the world’s largest retail trade association—reported that retailing currently contributes $2.6 trillion to our annual gross domestic product, giving employment to 42 million (one in four) Americans.


 




Who Are Your Competitors?

W to know what the world’s retailing status? Deloitte’s Global Powers of Retailing 2015 Report illuminates the top ten retailers by their 2013 net income:
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Storefront ventures run the gamut from clothing boutiques and health-food stores to hardware stores, coffee shops, bars, laundry mats, convenience stores, and so on. Recent arrivals include mobile and temporary “pop-up” shops that set up for months, weeks, or days. Pretty Parlor A Go Go (prettyparloragogo.com) in San Francisco is a mobile beauty shop that goes to the customer and Spirit Halloween (spirithalloween.com) in New York sets up each annually to sell nightmarish get-ups from August through November. Vacant (govacant.com) in L.A. and New York helps pop-up retailers locate space and create a presence.

The NRF says there are more than three million retail establishments in the United States. Most are store retailers, though there are other types of enterprises—such as electronic commerce (etailing), mail order, automatic-merchandising (vending) machines, direct retailing (door-to-door selling), and service providers. The service and retail sectors of the U.S. economy continue to report the largest numbers of startup companies.

What about Jobs?
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Chain Store Age’s 2015 Retail Forecast predicts blue skies and cool breezes for the coming year—shoppers are increasingly more willing and able to spend. Managing director of industry economics at Moody’s Analytics, Sophia Koropeckyj, says “stronger job growth, record low debt service burdens, record high stock values, and rebounding house prices” foster the upswing. The current rate of unemployment is 5.5, which is classified as “full employment”, an ideal balance according to mainstream economists, who say that rates as low as zero cannot control inflation. We are coming to a point of balance from years of a struggling recession state and purse strings are more relaxed. Chain Store Age reported brick-and-mortar sales of $3 trillion in 2013 within the Top 100 Retailers group, dominated by big box, discount home stores like Walmart. According the National Retail Federation’s 2015 economic forecast retail sales will increase 4.1 percent through 2015, up from 3.5 percent in 2014. The market is shifting toward what millenials will buy. Time magazine says by 2017 millenials will have more buying power than any other generation and have much different priorities and spending habits than their forefathers. They won’t spend much money on pay TV (preferring media consumption on mobile devices), mass market beer (preferring craft beer), homes (can’t afford them), weddings (waiting longer to get married), children (fewer than half plan to have them), and bulk warehouse goods, which is connected to not owning a home. An impressive list put out by Stores.org, in November 2014, demonstrates the hoops retailers are jumping through to earn business. They include using extremely fast delivery options from companies like UberRUSH and Deliv, offering same day delivery for local purchases, sometimes within mere minutes. Retailers are including extensive retail management options on their websites that let lookers see every possible color and size option available and even show dressed up doll versions of an outfit.


 




stat fact
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The NRF says the retail industry supports nearly five million logistics jobs, four million management and administration jobs, two million healthcare and service jobs, two million finance, insurance, and real estate jobs, and 800,000 technology jobs.




 



Basic Kinds of Retailers
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Retailing is one of the most mature industries in our economy, and constantly being reinvented with the advent of new technologies. Changes in buying behavior, attitudes and buying patterns, and the restructuring of the retail industry, have all had a significant impact on small businesses. While some predict the local retailer may become a thing of the past, there is a bright future for those who can identify and respond to changing consumer needs faster and better than their larger competitors. With the internet, TV, telephone, overnight delivery, and credit and debit cards, any enterprising individual can find a niche and begin making commercial transactions right away.

To give you an overview of the competitive marketplace, we’ll take a brief look at the various faces and configurations of selling to the consumer. Keep in mind that all of these enterprises began as simple concepts and grew to various proportions through popularity and perseverance. At this point in your exploration, anything is possible for you, too.

Store Retailing

The retail scene in America is a dazzling array of independent shops, department stores, discount and off-price enterprises, convenience stores, membership warehouse clubs, national and regional chains, category-killer stores (superstores like Home Depot and Staples), conventional supermarkets, and other large-scale enterprises that seem to dominate the retail sector.

Store retailers operate fixed point-of-sale locations designed to attract a high volume of walk-in customers. In general, stores have extensive merchandise displays and use mass-media advertising to attract customers. They typically sell merchandise to the general public for personal or household consumption, but some also serve business and institutional clients. These include establishments such as office supply stores, computer and software stores, building materials dealers, and plumbing and electrical supply stores. Catalog showrooms, gasoline service stations, automotive dealers, and mobile home dealers are treated as store retailers by the U.S. Census Bureau.


 




tip
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Successful retailers do not run their business to suit themselves. Retailers must cater to the tastes and requirements of customers. This can mean keeping the doors open on holidays and weekends, and opening early or staying late on some weekdays. You marry the store when you go into business for yourself, so expect many compromises along the way to profits.




 



To understand this diverse business sector, government reporting and other information is broken down into several sectors for easier digestion and fact-finding. The sector groupings are based on one or more of the following criteria:

       •    The merchandise line or lines carried by the store: For example, specialty stores are distinguished from general-line stores.

       •    The usual trade designation of the establishment: This applies in cases where a store type is well-recognized by the industry and the public but is difficult to define strictly in terms of commodities offered. Examples are pharmacies, hardware stores, and department stores.

       •    Capital requirements in terms of display equipment: For example, food stores have unique equipment requirements.

       •    Human resources requirements in terms of expertise: For example, the staff of a computer store requires knowledge that’s not necessary in other retail operations.

Brick-and-Mortar Stores

While shopping by mobile device and online grow stronger every day, independent brick-and-mortars (retailers with physical stores) still dominate consumer sales and are expected to remain viable for several reasons. Foremost is their real-world presence, having a location that people can drive by, call, and walk through time and time again. It serves as a customer fulfillment destination for completing orders, socializing, and human engagement activities like events and bonding over merchandise. Gathering at a store validates the lifestyle customers are buying when they fall for your products because they meet, or see other people that like the same things there.

Shared experiences and one-on-one exchanges are valued by people of all ages. The ability to look someone in the eye and ask them questions or watch a demonstration appeals to human nature. Another advantage is the ability to feel and smell the merchandise, and to try it and compare it side by side with other items. Shoppers appreciate having a selection of items at their fingertips. There’s instant gratification for buyers in carrying their purchases home with them. Additionally, there are no shipping charges to deal with or minimum purchases to make. People feel more comfortable paying in person than giving out credit information to disembodied entities. Returning items to a store is more convenient than mailing something back. Personal service, community involvement and local employment are three additional aspects of storefront retailers that will continue to appeal to the public for decades to come.

David vs. Goliath

You read a lot about the power retailers like Walmart, Home Depot, and Target. They have huge physical facilities housing a broad range of merchandise. Faced with these price-oriented giants, won’t the little guy get crushed? Not necessarily. Many “Davids” are learning a thing or two about efficiencies and customer focus from “Goliaths” like Walmart, and they’re flexing their own muscles. In fact, the United States is primarily a nation of small, independent merchants: More stores are small, both in size and sales volume.

The typical store is run by the owner alone or by a partnership. Such small enterprises naturally lack the substantial resources, purchasing muscle, and sophisticated operations of the large-scale retailers. For the small retailer, there may be a few employees, and one or two may be part-time workers. The store’s size is, of course, related to the type of establishment: Furniture outlets, for example, require much more space than shoe stores and neighborhood groceries.

Matt Murphy, a New York-based designer, began his first incarnation in the fashion business quite by accident. In the early ’90s, while in school for architecture he designed a series of portable bags as part of his thesis about an “urban nomad” with bags designed to hold technology and life’s daily essentials. He created a small line of unusual handbags that caught the attention of Vogue magazine, and buyers’ attention at stores like Maxfield, Fred Segal, and department stores.

In the 20 years since that initial coverage from Vogue, Matt Murphy and his studio have grown, and their work now covers product, interior, event, and graphic design (with a focus on branding and marketing). Murphy and his team also founded and designed the gourmet food and salt blend company, Sel Magique.

Specialty Retailing

While power retailers tend to sell “needs,” specialty retailers tend to sell “wants.” Specialty retailers focus on neighborhood convenience, the richness of the shopping experience, and inventory that meets the needs of their target customer on a personalized basis. Small specialty stores show surprising strength and resilience in the face of competition from large-scale retailers and internet retailers. They offer the consumer a warmer atmosphere, and perhaps a broader and deeper selection of merchandise.


 




tip

[image: ][image: ]

48days.net provides low-cost business ideas and inspirational case studies. Dan Miller, President of 48 Days, also provides business and life coaching and a podcast you can tune in to for weekly encouragement.




 



Many stores can be owned and operated by one person with minimal assistance. Compared to manufacturing operations, specialty retail outfits are relatively easy to start, both financially and operationally. However, a number of failures are due to undercapitalization, poor location, and insufficient market analysis. This guide is intended to help you avoid startup pitfalls by providing you with tricks of the trade to help you succeed.

There is always room for the right kind of store. Geographic shifts of large numbers of consumers are characteristic of our mobile population; stores need to be wherever people live. Fashions, changing lifestyles, evolving ethics, increasing concern about health care, and technological advances all contribute to the need for new variations on old retailing themes. Finally, retail openings continue to occur as established merchants retire, sell their businesses, or close down because of poor management practices or changes in the local environment. Your small store launched today may become the next Lowe’s or Starbucks within the next decade. Niche retailer Neka Pasquale already had a successful holistic acupuncture and Chinese medicine practice in Mill Valley, California, when she began offering her clients fresh, raw juice on retreats. Due to overwhelming positive feedback she found herself opening up a small juice store, which today ships raw, fresh products to the health conscious all over the United States.

Nonstore Retailing

When you look at the array of business opportunities in retailing, be sure to include the $128 million nonstore retailing sector, as reported by the National Retail Federation. These businesses are primarily engaged in the retail sale of products through TV, electronic shopping, paper and electronic catalogs, in-home demonstration, portable stalls, vending machines, and mail order. With the exception of vending, these businesses do not ordinarily maintain stock for sale on the premises. They deal in books, coins, computers and peripherals, food, fruit, jewelry, magazines, novelty merchandise, CDs and DVDs, stamps, and home-shopping ventures, among others. An interesting variation on this is Pasquale’s Urban Remedy. First, shoppers may take advantage of an online customization service offered by customer service agents standing by to offer educated advice. Then juice cleanse kits are selected for delivery or pick-up in one of her three stores.


 




aha!
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Even if you’re working full time, pick up some part-time or seasonal work in a retail store to get the feel of a small business. Observe how decisions are made, how employees are trained, and what kinds of customer attitudes you encounter. How are resources allocated? See how vendors and inventory are handled. See what works and what doesn’t.




 



When exploring your options, consider combining one or more retail opportunities.

There are many advantages to this type of retailing—one being that the buying, maintenance, and protection of a large inventory is not necessary, as you contract with others to handle these matters. The U.S. Census Bureau says total online sales for 2012 were $225 billion and in 2014 online sales represented over six percent of all sales.

Temporary Locations

In your travels down remote roads and through the countryside, you’ll find roadside stands offering ripe tomatoes, fresh corn by the bushel, avocados, freshly laid eggs, and other agricultural and dairy products. You might also see handcrafted items, artwork, souvenirs, holiday gifts, regional tokens, and novelties. Many of these businesses sell year-round, though some are seasonal by nature. Carts in malls, booths at festivals, spontaneous garage sales, and seasonal farmers’ markets are additional outlets for the ambitious retailer.

Direct Selling

Direct retailing means selling to the consumer in his or her home using the telephone, the internet, or direct mail. Home-shopping TV channels and infomercials have boosted the popularity of shopping from the privacy and comfort of home. TV-based home shopping was originally touted as a new era in retail, but today the sector is dominated by two main players: HSN, with an average growth rate of five percent for the last three years, reporting 2014 third quarter earnings of $837.5 million and QVC, with $584 million in U.S. sales as of 2013. QVC reports distribution to more than 300 million homes globally. People have to watch a show in real time to order items before they disappear from the air, although both networks also have ordering capability through their websites.

The convenience of ordering from home amid fluctuating gasoline prices, crowded highways and stores, time crunches, and physical and geographic barriers works to the advantage of direct retailers. According to Statista (statista.com) in 2014, 191 million adults in the U.S. bought something online

With phone marketing, in less than two minutes you can complete a transaction—speak with your customer, exchange information, and take an order. For more than a decade, there has been an increase every year in the use of pay-per-call, toll-free numbers, and fax (and now efax), -on-demand for almost every application imaginable. Consumers can purchase advice, news and information, magazine subscriptions, telecommunication programs, investments, DVDs, health supplements, and exercise equipment over the phone. The market is endless. Using telephone technology, you can inform, educate, solicit, and satisfy the consumer and your business needs. Because sales are made by phone to one person at a time, bulk orders, higher-priced items, and contract purchases are the most cost-effective.

In this internet age, many consumers like to be able to ask a real person questions before they buy and to feel like the person cares about them. According to the Direct Selling Association sales reached 32.67 billion in 2013. Home and family-care products, such as cleaning products, cookware, cutlery, etc., and personal-care items, such as cosmetics, jewelry, skin and health care products are sold through direct sales by companies. Direct Selling News (directsellingnews.com) 2014 Top 100 Global achievers list reports the top three spots as Amway earning $11.80 billion, Avon $9.95 billion, and Herbalife $4.80 billion.

Mail Order

From glossy wish books to basic brochures, catalogs are popular with those who live far from shopping areas, the elderly, those seeking the unusual or the obscure, and those who simply hate to shop. What could be easier than calling a 24-hour, toll-free phone number to order clothing, gifts, and gadgets? With direct mail, sales materials can be sent via snail or email to thousands of potential customers at one time to either make a sale or generate a sales lead. According to the Chief Marketing Officer Council World Wide, in 2014 email marketing was cited as the most effective digital marketing channel for customer retention in the U.S. A 2015 study by MailChimp (MailChimp.com) says the open rates for companies of all sizes on email campaigns range between 21.22 and 23.57 percent. The 2015 State of Marketing Report by Sales Force Marketing Cloud shows that 68 percent of the 5,000 global marketers surveyed said email marketing produced very effective results and 23 percent rated results as somewhat effective.

Selling products and services directly to consumers by mail and email is a growing sector because it offers entrepreneurs a high return on a low initial investment.

Mail order enterprises include general merchandise businesses, companies that sell specialty goods of all kinds, novelty firms, various types of clubs (CDs, DVDs, book, and ebook), and so on. In most cases, catalogs are sent to consumers in defined niches on a regular basis. Most of the catalog companies offer some form of expedited delivery so customers can receive merchandise quickly.

The extraordinarily versatile medium of direct mail enables you to target people, groups, or organizations within your trading area, all of which may be likely prospects for your retail business. You can work out of your home, a warehouse, or a brick-and-mortar store.

An up-to-date mailing or emailing list is the key to direct-mail profits with back-end fulfillment and relational database support. Most people selling things by mail need at least a 200 percent markup to make money. You shouldn’t pay more than $10 for something you sell for $30. If you think this is the retail area for you, check out Entrepreneur Magazine’s Start Your Own Mail Order Business.

The Internet

The internet has changed the retail landscape, connecting companies, markets, and individual consumers. Currently, consumers don’t pay tax on products shipped out of state from non-store retailers. If they purchase online from a non-store retailer in their own state, that sales tax applies. All that may change soon, so don’t get too excited about capitalizing on the zero tax frenzy web shoppers are attracted to. The National Retail Federation is lobbying for tax fairness to level the playing field for brick and mortar retailers. The nearly $25 billion in sales tax going uncollected from this every year and the fact that consumers often ditch face-to-face shopping just to avoid paying sales tax results in lost jobs and income. Economist, Arthur Laffer, estimates a $563 billion increase in gross domestic product and 122 million jobs gain by 2022, should online retailers be required to pay those taxes.


 




Specialty Catalogs Deliver

Mail order has evolved from general catalogs to specialty ones. Small entrepreneurs can compete with the large houses and sell at bargain-basement prices because of low operating costs. Improvements in technology and delivery speed merchandise to customers. Specialty mail order appeals to busy people, hobbyists, people located in remote areas, and collectors. Local merchants and homebased entrepreneurs can fill niches and meet special needs for one-of-a-kind and limited-production items, gifts, novelties, leather goods, and personalized products. The U.S. Census Bureau reports that total ecommerce and mail order sales for 2013 were over $348 million.




 



Storefront retailers of all kinds are using the internet in increasingly creative and profitable ways, and you’ll hear from some entrepreneurs in this book about how they’re doing that. For more information on setting up an ecommerce business, read Entrepreneur Magazine’s Start Your Own eBusiness.

Gary Vaynerchuk’s family run, New Jersey wine store is very much influenced by the web presence he’s created through his many online media outlets. Wine Library TV (tv.winelibrary.com) was a wine review show and though Gary created the very last episode in 2011 it continues to draw followers and support his family’s business. He has since crossed over to operate VaynerMedia.com, a brand equity service he operates with brother, A.J. Vaynerchuk. GaryVaynerchuk.com is his official, all-encompassing site, through which this social media guru can be hired for speaker events, interviews, and business consulting. Additional media outlets include the countless impromptu videos he’s created on wine and social media presence, which are shown all over the web and cross-posted on many venues. On GaryVanerchuk.com, fans can also get the lowdown on his non-stop flow of current media projects, such as Vayner RSE, a $25 million seed fund that will help invest in and launch the next generation of world-changing technology companies . His best selling book, Jab, Jab, Jab, Right Hook helps business owners be heard and recognized amongst all of the competing noise on social media.


 




Reinventing Retailing

Until the late 1990s, buyers and sellers conducted trade through three channels: in person, by phone, and by mail. The internet has become the fourth way for consumers to get what they want and it is quickly becoming a favored way to shop for it’s efficiency, comfort, and money saving attributes. According to Walker Sands’ 2014 Future of Retail Report, the most common attributes to influence online shopping are:







	              Free shipping  

	              80%  




	              1-day shipping  

	              66%  




	              Free returns and exchanges  

	              64%  




	              Easier online returns  

	              48%  




	              More confidence in payment security  

	              42%  




	              Multiple versions shipped at once  

	              42%  




	              Same day shipping  

	              41%  




	              Easier in-store returns  

	              39%  




	              Visual try-on capabilities  

	              37%  








 



Though Gary’s deep investment in the virtual world has enhanced Wine Library’s customer traffic, once in the actual store, customers are delighted by affable, connected, human interaction.


 




fun fact
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According to the National Automatic Merchandising Association, vending dates to 215 B.C. in ancient Egypt. In his writings, the mathematician Hero, of Alexandria, described a device found in places of worship that would dispense holy water when a coin was deposited.




 



His now famous face behind the once quieter family business is recognized as a “friend” for online followers and those relationships are nurtured with sincerity and one-on-one conversations. Closing the gap between virtual and actual through conscientious use of social media, he creates a unique business model and genuinely warm presence online for those millions who’d like to meet him. When asked why his videos seem so personal, he replied, “Because of their intent. Intent is outrageously underrated and mine is to be more personal than anyone else out there. People with good emotional intelligence are able to feel that.”

Vending Machines

Automatic merchandising—or vending machine retailing—has been a proven business concept for more than a century. Omar Khedr, industry research analyst at IBISWorld says the American vending industry will hit $7.7 billion by 2019. As with any other sales venture, having the right product in the right place at the right time is key. This business is highly appealing because of the low startup cost, low working capital, and low overhead. This is a cash business, with you collecting the money when you replenish supplies. In Europe, shoppers can use their cell phones to pay for items in vending machines by debiting their checking accounts online. This is the future for American vendors as well.

Once mostly restricted to gum, candy bars, and canned sodas, today’s vending machines sell snack foods, fruit, hot drinks, soups, milk, ice cream, fresh flowers, and an array of impulse goods and necessities. The machines are usually placed in high-traffic locations, such as subway stations, railroad and bus terminals, restaurants, office buildings, and bars. Entrepreneur Magazine’s Start Your Own Vending Business shows you how to capitalize on the billions of dollars Americans feed vending machines every year.

Service Retailers
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Some retailers offer after-sales services, such as repair and installation. For example, musical instrument stores, electronics and appliance stores, pool and spa stores, and computer stores often provide repair services. Then there are stores that are dedicated to service, such as shoe repair, pool and spa water treatment, and vacuum and sewing machine service. Service organizations include those specializing in education, travel, entertainment, health care, home care, child care, physical training, space planning/organization, coaching, insurance, and countless others.

A service firm is one that derives more than 50 percent of its sales from providing services that may involve a combination of tangible and intangible offerings. Service businesses are currently the most frequently established operations. Since they usually sell a specialty or skill, credibility is very important. Startup costs are often low, and many service businesses can be operated from home.

Selling a service to consumers is usually more of a challenge than selling merchandise. Consumers can touch, handle, and examine goods; this is something they cannot do with most services. Services must be experienced. For example, hair styling and dating services have to have established a track record to be evaluated.

You may need to tell the prospective customer what you are going to do, do it, and explain why you did it that way. For example, a carpet-cleaning service that uses a deodorizing process after cleaning the carpet should tell its customers about the special care included in the price and why this extra step is beneficial. Service providers often spend more time with their customers than do merchandise providers.

Many services are essentially perishable. For example, event tickets are only good for the day and time of the event. Dentists, physicians, attorneys, consultants, and accountants cannot recover earnings lost because of an unfilled or lost appointment. In contrast, tangible goods can be held in inventory and sold over several days or months. If a hotel room is empty for an evening, the revenue is lost forever, whereas a book or roll of wallpaper can be profitable for many seasons.

Most service firms are small, single-unit operations, and small size limits service companies’ ability to achieve economies of scale. Changes are occurring, however, as tangible-goods firms have established major stakes in service and have introduced tangible-goods merchandising techniques in the services area. The International Franchise Association says that one of the newest and fastest-growing sectors is high-tech medical spas, offering noninvasive services like laser hair removal and facial treatments. In addition, meal-assembly stores, which only began franchising in 2003, are hot franchise opportunities and growing quickly. Franchises that save people time and effort are also big, such as franchised home repair services, where employees perform simple tasks, like installing a shelf or curtain rods, for a fee. Service industries are typically characterized by low barriers to entry. Consequently, competitors can quickly enter a market and challenge existing businesses.

Many service organizations are labor-intensive. The output of an attorney, florist, or tax preparer cannot easily be increased. These and other services must be personally produced and tailored to the needs of individual clients. This precludes the use of automation and other labor-saving strategies. Because of this, and the fact that many services are offered only at the point of sale, standardization in the level of service and quality is difficult to achieve.

The demand for services is often more difficult to predict than the demand for tangible goods. Demand for services can fluctuate widely by the month, day of the week, or even the hour of the day.

Consumers also seem to feel that purchasing services is a less pleasant experience than buying goods, and consumers perceive higher levels of risk in buying services than in purchasing tangible goods. To bridge the “information gap,” consumers are increasingly doing their research on lawyers, mechanics, banks, and a host of service providers on the internet the same way they compare features and prices for tangible goods.

Consuming Appetite for Services

Time is becoming increasingly scarce for millions of people. The 24/7 pace that technology has brought us spells opportunity as well as challenge for retailers. New businesses have sprung up to take care of many of life’s chores. Personal shoppers, mothers’ helpers, after-school programs, tutors, handyworkers, maids, valets, insurance and tax preparers, home grocers, pet care professionals, and reminder services are just a few ideas entrepreneurs are cashing in on. The majority of couples are two-income families, leaving little time for preparing meals, picking up the dry cleaning, reading a software manual, remembering birthdays, standing in bank lines, and waiting for the cable installer to show up. People will pay dearly for more time, so figure out what you can sell or do to put people back in charge of their days, and you’ll be a winner. Check out Entrepreneur Magazine’s Start Your Own Green Business; Start Your Own Senior Services Business; Start Your Own Blogging Business; Start Your Own Event Planning Business; Start Your Own Wedding Consultant Business; Start Your Own Personal Concierge Service, and other startup guides for details on how to fill consumers’ needs.
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The average fulltime wage for retail workers 25 to 54 years old is $38,376, compared to the $37,968 for non-retail workers in the same age range.






Step Up
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Whether you are interested in a store, service, or hybrid operation, the deciding factor in your success or failure will be your relationship with the consumer. Get to know your prospects. Consider testing your business concept from home to control overhead costs. After gaining encouraging sales from friends, relatives, and neighbors, you can extend your reach through catalogs, efaxes, videocalls, and phone sales. From there, you might want to sell from an online store, a cart in a local mall, or through a pop-up shop (a short rental in temporary space) to test results, walk-in traffic, and promotional efforts. Then you can determine if your sales and management skills justify startup costs and long-term commitments. With a realistic view of what you’re getting into, you can examine your options for location, size, and format—that is, can you sell more, and more profitably, through one distribution channel over another? Which form would that be—catalog, physical, or virtual store, or TV and radio sales?

Retailing’s Image

[image: ]

Understand that shoppers are usually buying into a lifestyle in choosing a product. What lifestyle are you representing? Is the quality of your product “braggable”? Ask yourself which potential customers you alienate in choosing your branding and surrounding implied associations. These facts can be as helpful as knowing who is attracted to you and how they want to see themselves. You must be concerned with the perceived risk your customer has in doing business with you, be it social risk and being viewed in a certain light, or economic risk or putting the customer in a vulnerable position if dollars spent don’t add up to solving their needs.

Social Responsibility

Retailers are improving their image by assuming greater social responsibility. In doing so, they’re meeting the needs of society as a whole, rather than just focusing on maximizing profits. They provide their facilities for art exhibits, forums, and community activities. Executives lead fund-raising drives that benefit their communities, underwrite programs, sponsor events, and mentor students. Being a business owner provides opportunities for you to be involved in issues that matter to you and your customers.

Some retailers choose to locate in a downtown area that has become blighted over the years. They use some of their profits to help supplement federal funds for revitalizing the area. Locating in an inner city has special challenges because of the problems of vandalism, shoplifting, and other crimes. Nonetheless, some retailers want to make a contribution to society by upgrading the inner city while looking for profits over time.

Long a leader in providing career opportunities for women, retailers have generally made an effort to match the cultural mix of their employees to the community that surrounds them. This is a combination of social responsibility and good business sense. Many retailers have also initiated internal affirmative action programs to provide minorities with equal opportunities for upward mobility. Some retailers make a special contribution by employing high school dropouts and prison parolees in an attempt to train and retain them for the good of society and the firm.

Air and water pollution, accumulation of toxic chemicals and wastes, and overflowing landfills are just some of the environmental problems of the 21st century. Retailers are also assuming greater responsibility for the products they sell. As a retailer, you will have to be educated about the products and resources you support. This involves ownership and licensing issues, labor practices, environmental concerns, and research procedures. Growing numbers of consumers prefer conscientiously made products, which are sustainable, cruelty-free, organic, and made without the use of sweatshops. Because consumers vote with their dollars, they can discourage the use of unethical practices by not supporting those companies financially. A growing concern over toxic products and materials harming people, animals, and the environment, as well as a wariness of genetically engineered foods create spending behaviors.


 




Retailers’ Call to Action

To help fight the problem of so-called “sweatshops,” all members of the National Retail Federation endorse the organization’s Statement of Principles on Supplier Legal Compliance and pledge that they:

              [image: ][image: ]  are committed to legal compliance and ethical business practices

              [image: ][image: ]  choose suppliers who share that commitment

              [image: ][image: ]  include contractual language requiring their suppliers to comply with the law

              [image: ][image: ]  take appropriate action if a supplier has violated the law

              [image: ][image: ]  support and cooperate with law enforcement authorities in the proper execution of their responsibilities




 



Retailers should be aware of the lasting imprint their business leaves on the earth and its inhabitants. Groups such as Sierra Club, People for the Ethical Treatment of Animals, and Greenpeace not only hold business owners accountable for their effects on others, but also influence the flow of consumer dollars. More and more consumers are using their retail dollars to support businesses they believe in. Cutting edge retailers are realizing that if they earn a philanthropic, humane reputation they will not only glean more business from local compassionate consumers but also online recognition from travelers looking for ethical vacation destinations, an entire industry in itself. The Fair Trade Federation is an association of fair trade retailers, wholesalers, and producers whose members adhere to social criteria and environmental principles to foster a more equitable and sustainable system of production and trade.
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Retailers should be personable and charismatic. But having the gift of gab and being comfortable in diverse and changing conditions are not the only traits that contribute to success. Your ability to schedule payments, people, promotions, and products requires a remarkable amount of planning, focus, and perseverance.




 



You may also be required to have products tested or review test documentation before selling. Not only is it important to ensure safety for the users of your products and be able to proudly stand behind your reputation, but government regulations also make it mandatory. The increasing cost of liability insurance is forcing retailers to eliminate certain items. As our world evolves to a more sustainable, compassionate future, consumers are becoming quite well informed, insisting on higher levels of safety and responsible business practices. To have confidence and pride in your products, you’ll need to do some research.

Many retailers now are considering their business and life goals as one journey. Erik Ekman’s Outside Van in Portland, Oregon, sprang to life as a result of his survival skills. During college he was one of the top ten snowboarders in the world, as well as being a passionate surfer. Caring less about his studies than catching the next powder wave, he decided to renovate a smashed up van to be a place to live to save money for the important things in life—waves and powder. The first Outside Van was born of intertwining necessity, creativity, and athletic drive and now pro athletes all over the nation look to him to design their ideal livable ride. Because Erik’s priorities on the road are largely the same as the athletes he designs vans for, creating what he prefers makes an industry perfect product.

There are currently many likeminded industries to operate or invest in as a business or franchise, such as organic produce and herb sales, natural garden services, natural and recycled material products, and ecotourism. Charlotte Cozzetto, founder of Ethique Nouveau in Minneapolis, Minnesota (ethiquenouveau.com), is known for all of the little green business habits she practices, as well as her eco-friendly products. And it pays off. Stopping in for some fair-trade chocolate or the latest ethical children’s book may be the initial motivator, but the experience doesn’t stop there for her customers. From washing her windows with vinegar and newspaper to holding bake sales for hurricane victims and asking if customers “need” a bag with their purchases, Charlotte acts as a role model for her community and attracts like-types to her store.

Windows of Opportunity

Today, finding the right goods or services and creatively marketing them no longer assures that a retail firm will grow and prosper. You must run your business with a constant eye on the consumer. You must have a strategic view of your business and focus on your positioning, changing consumer lifestyles, technological advances, and competitive business concepts.

Of all the habits of highly successful businesses that sell directly to the consumer, the ability to assess relationships with the marketplace is perhaps the most crucial. The ability to harness the energy of change is what separates innovative, energetic, growing, profitable companies from obsolete, static failures.

Store retailing offers the opportunity to meet lots of people. The retail store is a cash-and-carry operation. The day you open your store to the public, you begin taking in money at your cash register. Capital requirements are characteristically lower than for either manufacturing or wholesaling. This ease of entry is very attractive and explains the large number of new stores launched every year.

Consumers 45 and older are more familiar with retail stores than with all other business types because they have shopped in stores all their lives. Younger consumers have a broader perspective on shopping, which incorporates various electronic outlets (telecommunications devices, the internet, and TV) for purchasing goods and services.

What Now?

Take a look at the demographic trends. Ask your chamber of commerce, local college or university business school, reference librarian, and newspaper marketing department for reports on demographic trends in your city. How are national trends reflected in your market area? Are you ahead of or behind what’s going on? Watch what the leaders are doing. Search reputable statistical websites. What are the master plans for major educational institutions, governmental agencies, and businesses in your community? Leverage their investments to get a higher return on yours in the marketplace.

With a growing population over 50, businesses that sell medical alert necklaces, jar openers, easy-dressing clothing, large-print books, and other useful items for the elderly are promising.

Other growing businesses cater to teenagers. Tutor concepts like Sylvan Learning Systems Inc. in Baltimore, Maryland, and Huntington Learning Centers Inc. in Oradell, New Jersey, are two examples of early entrants in this growing field. Plato’s Closet, a unit of Winmark Corporation, in Minneapolis, Minnesota, sells secondhand designer clothing—just the kind teens are looking for.

Do You Accept the Challenge?

The best retailers are outgoing, verbal people who like to live in the fast lane. Most retail jobs present continual variety, meeting and mixing with people, creating your own opportunities, and generally engaging in self-promoting activities. This is a dynamic field that places a high demand on responding quickly to change, bringing diverse elements and people together, working unscheduled hours, taking rejection, negotiating deals, resolving confrontations, and adjusting to periods of high and low activity.

Is this the kind of atmosphere you want to work in? Do you have the personality for retailing? If you answer yes, read on. The more you learn about retailing, the better prepared you are to make the right choices when starting your business.

In the next chapter, we’ll cover more about the personality of a successful retailer and help you decide, based on your strengths and interests, what type of retail business is right for you.


CHAPTER

2

Making a Plan

There are two typical startup scenarios for entrepreneurial ventures. One: An entrepreneur has an idea and turns it into a business. Two: A business idea turns someone into an entrepreneur.

Dan Dye and Mark Beckloff loved dogs. One Christmas, Beckloff’s mom gave him a recipe for homemade dog biscuits and a dog bone cookie cutter. A few months later, Beckloff’s neighbors and friends were clamoring for freshly baked biscuits from the budding entrepreneur’s home kitchen. This unique business eventually grew into the Three Dog Bakery retail and wholesale operations and earned the entrepreneurs appearances on Oprah and Good Morning America.

“Business, by its very nature, is nothing more than a couple of people coming together and creating something where there was once nothing,” says Dye. “We’ve seen people’s lives ruined by greed and bad choices. But we have also seen lives enriched and empowered by hard work and creative visualization.” Seeing is believing, as you’re about to find out, even if the “seeing” is only in your mind’s eye. This book will show you how to make your dream real. Neka Pasquale of Urban Remedy believes that food is medicine. She incorporated food education and the healing power of raw nutrition into her acupuncture and Chinese medicine practice on client retreats and soon they were hooked, suggesting she open a raw food business. Both of her parents are entrepreneurs and demonstrated the drive that Neka emulated growing up to bring her business to life. Neka and her mom, Gail, were running a spa together when Neka opened a small juice shop, which she quickly outgrew. Just as she was determining that she needed $200K to move into a larger facility, a friend mentioned her to a key supporter, Mike Jones at Science Inc. He was immediately interested and offered to invest in the project. “I never planned on starting Urban Remedy. It happened organically. I always tell people, if you are following your dream, it will happen.” Today Pasquale operates a gargantuan food manufacturing facility appealing to the built in audience she worked with for years as a practitioner. They are the same demographic as the juice lovers she seeks and are strongly connected to her because they know her. But now 90 percent of her sales are online so a great marketing team helps stay connected to those far away.

Retail and You: A Match Made in Heaven?
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Is retail the right opportunity for you? Weighing several factors will help you answer that question. Personality, motivations, your strengths and weaknesses, money, and experience should be at the top of your checklist.

Making a good career decision involves both self-assessment and market research. Begin the self-assessment process by examining your skills and identifying what kinds of products or services you can offer. What skills do you most enjoy using? If you are artistic, merchandising a store or designing advertising may appeal to you. Or you may be mechanically inclined, enjoy solving puzzles, or helping people. Therefore an auto parts store, business consulting practice, or birthing coach business may be for you. By tying your skills to your market’s wants and needs, you greatly increase the likelihood that your new business will be successful.

Christine Ward was an assistant manager at a major museum gift shop in Minneapolis when she got transferred to the accounting department and gained even more valuable experience for her future venture: Patina, a trendy home goods and gift boutique. Her husband, Rick Haase, was a buyer for a small, local specialty retail store. They both saw a chance to fill a unique gap in the Minneapolis-St. Paul market. “People in this type of climate tend to be nesters and have an appreciation for home products that are clever, unusual, and highly aesthetic.” Thus, Patina was born, a shop catering to nesters with an eye for distinct creature comforts and unique treasures.

So what are retailers selling and where? The big picture is that consumer electronics and apparel are the best online product categories, according to research firm IDC. In the catalog sector, apparel, gifts, music, and computer hardware do best. Storefront retailers fare well with everything from hardware and books to food and apparel. However, the lines are blurring as brick-and-mortar stores are doing more business on the web and manufacturers exercise all their options for making a sale. Retailers are no longer limited to one way of doing business. Regardless of whether consumers buy online or not, the richness of the online experience has raised the standards for retailers in all channels. Retailers must listen carefully to customers, know what competitive channels are doing, continuously hone their unique selling propositions, and respond quickly to changes.


 




warning
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Learn from the mistakes of others by watching how they approach growth. The dotcom bubble burst of Silicon Valley looked just like a runner getting ahead of his stride, and then tripping, and falling. So many people invested too fast without proof of returns. Most of the entrepreneurs we talked to for this book shared the same successful, conservative growth strategy: start small, focus on value, then watch your products prove themselves and invest only with profits from that proof.






Personality

Many people successfully make the transition from being an employee to an employer, but many do not. Do you have what it takes to be in business for yourself? Even if you are suited to be a business owner, is a consumer-focused business for you? Are you better suited to be a wholesaler, distributor, or manufacturer? Answer the following five questions honestly. Talk to your spouse, best friend, or prospective partner about your answers as a reality check.

       1.  Are you good at multitasking? In your own business, you have to be willing and able to do everything yourself. When you work for someone else, you are usually responsible for just one thing and have limited control. You are supported by others with expertise or experience in different roles and functions. In retail, every day can be a stretch, as you encounter customers, employees, vendors, and landlords. You can’t say “That’s not my job.” It’s all yours.


 




Old Shoppers vs. New Shoppers

Over the past 20 years, technology—specifically the internet—has transformed the “old” shopper into a “new” shopper with unprecedented control over the retail industry. These new shoppers use the internet to identify needs, search for solutions, compare prices, rely on user reviews, buy what they want, and resolve problems. Many “old” shoppers have become part of this new breed, and as their numbers increase, the entire retailing experience—online and offline—is changed.

Previous generations have only been able to buy clothing, cars, and household items by going to a store, ordering through a catalog, or responding to a direct sales solicitation. Today’s consumers have a full menu of choices, including cell phones, PDAs, TV, efax, manufacturer-direct purchasing, and websites. Can you deal with these new realities?




 



       2.  What is your risk tolerance? In a startup retail business, you worry about being in the right place at the right time with the right goods and services for the right people at the right price. Do you adjust quickly to unplanned events or prefer more predictable, organized projects? Do you see risk as a threat or an opportunity?

       3.  Do you count on a paycheck? New business owners can rarely count on a regular paycheck. Startups frequently require more capital than planned. If you break out in a cold sweat if you aren’t paid on the same day every month, you may want to rethink going out on your own. Most of the money you make will go right back into inventory and other costs of doing business.

       4.  Are you a self-starter and comfortable being alone? Or do you draw your energy from being around others and count on colleagues for support and advice? In your own business, you must lead, knowing what to do and when to do it, and be fully accountable for everything that happens.

       5.  Do you value predictability or prize diversity? Not only are there laws against discrimination in hiring and business practices, but America is a multicultural society. When you open your store or service company, you will be interacting with a wide spectrum of customers, vendors, advisors, and employees. Retailers need to be people-oriented, flexible, and good-natured. Can you manage conflict, see things from your customers’ points of view, and cater to their tastes, instead of your own?

Growth or Income?

What is your business goal—income or equity? The difference between a lifestyle and growth business will factor into your decision to launch or buy a company. The choice boils down to: Are you buying a job, investing in an asset, or both? Many entrepreneurs choose a business that offers both income and equity growth because they want to sell the business down the road and use the equity return as a retirement nest egg. Considering the wild swings in the consumer market, relying solely on the proceeds from selling your retail operation for your retirement is risky.


 




tip
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“Your success as an independent retailer in the 21st century depends on your ability to provide expertise and to use it to benefit your customers. In retailing, you may be boss, but you work for everyone who walks into your store,” says Michael Antoniak in his book, How to Open Your Own Store (Avon Books).




 



An income company is one that creates more income than value or equity, such as a single-person professional practice. When the lawyer, handyman, or other principal practitioner retires, the business shuts down with few assets to sell.

Strengths and Weaknesses

There has to be a compelling reason why you want to become a retailer. There needs to be an even stronger reason for the type of retail business you choose. Think about what you’re good at, what you really know, and most of all, what you truly love doing.

Part of what makes a good entrepreneur is originality, not the ability to catch a ride on somebody else’s coattails. Look at “unglamorous” areas for new business ideas. (Insurance billing and pest control businesses can provide a good living.) Be open to all of the possibilities. As an entrepreneur, you will need to oversee the present while planning for your next two stages of growth and development. First you must raise your awareness of what’s out there. Then you must get into the habit of writing down the ideas that you hear.

Money

You may like the security of having a steady paycheck but want to be your own boss. How can you decide what’s more important: job security or self-employment? In a workplace defined by constant change, there are very few people who truly have the security they’re seeking. There are no guarantees you will have customers tomorrow. To help you test your resolve to be a retailer, you can develop your new business on a part-time basis. Perhaps you could see individual clients or sell your products in the evenings or on weekends. This would allow you to test the marketplace and increase your confidence in your ability to market yourself or merchandise.

How solid are your finances today, and what do you project for the future? This is not the place for rationalizing or unrealistic optimism. Most businesses fail because they are undercapitalized or because they are unable to manage the money they have. Does your proposed team have the leadership, skills, and experience to compete? An honest answer here can save you a lot of pain down the road.


 




Do You Have the Stuff

What’s your RQ? People with high “retail quotients”—the ability to weather the ups and downs of this industry—are self-aware, decisive, patient, strategic thinkers, courageous, and good students. Answer the following questions to estimate your RQ:

              [image: ][image: ]  Why am I entering retailing?

              [image: ][image: ]  Which business am I starting?

              [image: ][image: ]  What goods or services will I sell?

              [image: ][image: ]  Where will I get my goods or talent?

              [image: ][image: ]  What is my market and who is my consumer?

              [image: ][image: ]  Who is my competition?

              [image: ][image: ]  Can I compete successfully with the competition?

              [image: ][image: ]  What is my sales strategy?

              [image: ][image: ]  What marketing methods will I use?

              [image: ][image: ]  How much money is required?

              [image: ][image: ]  Where will the money come from?

              [image: ][image: ]  What technical and management skills do I need?

              [image: ][image: ]  Where do I want to be in five years?

              [image: ][image: ]  Do I want equity, income, or both?




 



How long do you plan to be in business before you retire or sell? Will this be a family-owned and -operated business, or are you planning to go public? Whose money will be invested in the business—yours or other people’s?

Experience

Another consideration is the extent of your preparation for the business. Your chances for success are significantly improved if you’ve had prior experience in the particular line or trade.

Before opening Stillwell House Antiques in Red Bank, New Jersey, co-owners Ron Knox and Paul Gallagher had given themselves a thorough education in French antiques. Both were longtime collectors, and Knox had managed the renowned Pierre Deux antique furniture store in New York City, where he made connections with top interior designers and worked with a number of celebrities, politicians, and notable personalities. Gallagher, in addition to being an antiques collector, had experience in online selling through eBay, which provided an important early revenue stream for the shop.


 




tip
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Ask 20 acquaintances to participate in a custom survey that you’ll create with Surveymonkey.com. Find out what products are the most needed, creative, used, and delightful to them. Ask them what kinds of products or services they wish were available, but aren’t yet.




 



If you love to take photography, think about selling your work on sites such as Flickr.com and Shutterstock.com. Alicia Shaffer turned her talent for making homemade scarves and headbands into an $80,000 per month business on Etsy.com. Kate Rothacker thrives through her scrapbooking business, Cozy Crop House (cozycrophouse.com) and Tommy Dement also turned his hobby into a money stream by creating Vintage Vettes (vintagevettes.net) and restoring vintage Corvettes for enthusiasts. You can turn your hobby into a moneymaker, too.

Technical and Management Skills

Have your co-workers, friends, or relatives always paid you compliments about your ability to organize things, persuade people, or create beauty wherever you are? Ask people who know you what they think you’re good at doing.

Take a look at your resume or news articles and memos written about you. Refer to your teachers’ assessments of you on old report cards and your boss’s comments on employee evaluations. What have you been given awards for? We’ve talked about what you enjoy; now take a hard look at what others identify as your talents. After all, you will have to rely on strangers—hundreds or thousands of them—for your livelihood. To make a profit from your retail venture, you will need to get people to pay you for what you have to offer.

Ask friends, “What duty would you entrust to me above anyone else?”

Accurate and timely record keeping, fiscal responsibility, and interpersonal skills are the basic requirements for a startup. Some store types call for technical skills or professional preparation (optical shops, photo studios, beauty salons, pharmacies, electrical supply stores, and plumbing-fixture outlets, for example). Others require special licenses (liquor stores, car dealerships, restaurants, bars, caregiving, and so forth). You will either have to have the proper license or hire someone who does.

Who do you know who could help, either in the business itself or as an advisor? Who can you rely on to give you solid information? Who can you bounce ideas off?

Business Goals

What do you want to create? Starting a business is an act of creation, an opportunity for personal expression of goals and values as well as a means to an end. Jeff Prouty, of the Prouty Project in Minneapolis, Minnesota, gives new entrepreneurs clarity and direction by asking crucial questions that intertwine life with business. “If I ask someone what their goal is and they say something like ‘I want to own the Minnesota Vikings,’ I ask them to account for all the steps it would take to get that to happen and see if they still want it. Would they the enjoy road taken? A lot of people like the artistry or creation element of business but are not as comfortable with the other parts, like writing invoices, budgets, and hiring procedures. After reviewing all of the steps necessary to achieve your goal, do you still want it? Hope and wishful thinking are not a strategy.”

Deciding what type of retail venture is right should be viewed as a life investment. Will it be socially and environmentally responsible, a big business that you can later sell, or one that doesn’t require employees? Perhaps your enterprise will provide valuable jobs for others or be one you can pass on to your family or even provide you with a glamorous lifestyle.

“I’ve been in the trenches since I was six,” says Gary Vaynerchuk of running several mini businesses as a child from baseball card sales and lemonade stands. “I learned to deal with rejection at that age. I learned to give people what they wanted. That’s very important.”

Because he was too young to drink wine, under the tutelage of his father, he sampled its vast array of flavors by tasting soil, tobacco, leather, and anything related to the elements of wine. Studying the flavors connoisseurs use to describe wine and his innate, relentless business hustle helped him take the family business to gargantuan levels of success. “My dad gave me freedom to execute, allowed me to use him as a mentor, and taught me that word is bond. That’s the best thing I’ve ever been taught,” concludes Gary. Surround yourself with those who want to see you succeed.
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For retail news you can use, check out these websites: Dun & Bradstreet, dnb.com; the National Retail Federation, nrf.com; and Chain Store Age, chainstoreage.com.




 



Is There Enough Time or Demand?

Many entrepreneurs leave companies to do the same thing better on their own. Even though you’ve worked for someone else’s successful retail operation, duplicating that store or service somewhere else is no guarantee that it will do as well as the original. (You could also run into legal problems if you signed a noncompete agreement with your former employer, so tread cautiously.) Timing, trading area, population, and other factors such as your mix of skills and experience impact the outcome of your efforts. It may have taken your former employer ten or more years to build that business up to the level you found while working there. There may no longer be a need for another of the same enterprise or sufficient reason for the customer to switch to your business. The cost of entering the market now may be too high to survive the startup and development phase of the business.


 




Will It Work?

Test your concept before investing heavily in starting up a business. You can gauge consumer response to your business idea by renting a booth at a flea market. Commit to several weeks at the same location and do some market research. Find out what shoppers think of your selection and what they would like that they don’t already see. Do you like dealing with the public? Try a few different venues to sample a cross section of your market. Fine-tune your concept, presentation, and prices. Do people want what you’re selling? The only way you can tell is if you are converting interest to sales. If you can make a profit at this point, you may want to move up to rent a cart or kiosk in a shopping district. Many shopping malls provide temporary space in empty storefronts between leases to full-time tenants. While these options are more expensive than working from home or going door to door, they expose your idea to a greater number of prospects, which will give you the facts and figures you need to make a wise decision about the future of your business.




 



If you want to get into retail because you want to cash in on the dollar store, specialty food, or high-end electronics crazes, beware of oversaturation. Just because it’s a popular type of business does not mean the market will support one on every block. A smart approach to choosing what to sell is to look at what the market supports in your town and find a hole in the offerings. If spas, hair salons, and doggie grooming stations do well there, then you can bet if there isn’t already a nail salon, it might also do well—all of the offerings support pride in appearance. In Chapter 4, we’ll give you some additional information for a reality check.


 




fun fact
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Price Waterhouse Coopers’ Retailing 2015 Frontiers report states that households are getting smaller due to the aging population and fewer traditional families forming so product and service development opportunities for personalized products for just one person will abound.




 



At the opposite end of the spectrum from the “safety in numbers” approach is the “break out from the pack” route. Because certain retail types are few in number, advocates leap to the conclusion that there is ample room for more. Ask yourself if more are needed for a growing population, or if they are few in number because only a small segment of the total population is interested in old maps or bagpipes. Refer to the Statistical Abstract of the United States in your public library for the number of stores of a particular type in existence, and see which ones are in short supply and may spell opportunity for your area and interest.

Look at Industry Numbers

Operating results for retail businesses can vary considerably from one year to the next. The retail industry is in a continuous state of flux. So if you’re basing your business choice on the rate of growth, businesses that yielded the highest operating profit percentages, or top sales, you still need to keep up with the financial news.

The 2014 “Top 100 Retailers” list compiled by the National Retail Federation at Stores.org reveals the current market strength of online discount marketplace competitors and also off-pricers in the areas of housewares, home improvement goods, groceries, personal care products, electronics, and clothing. Discount retailers Walmart, Kroger, Costco, Target, Home Depot, Walgreen, CVS, Lowe’s, Amazon, and Safeway occupy the top spots. Amazon joined the list for the first time adding almost $10 billion in sales in 2013, competing neck and neck with Walmart. Walmart now is considered the number four online retailing performer with an increase in online sales by 30 percent. Bryan Gildenberg, chief knowledge officer for Kantar Retail says that “old dogs” like Walmart and Amazon are learning new tricks and their successes in online sales are because they are “large-scale profitable businesses well-grounded in the mechanics of retailing.” He points out that “89 percent of ecommerce is ‘commerce.’ That’s what bricks-and-mortar is good at.”

Start Thinking about Your Mission

[image: ]

Can you explain why your business will be sustainable over time? A strong business plan begins with a statement of the mission or purpose of your business. From it, you establish the objectives that you want to achieve, and then you work on your positioning strategy and all the other details that add up to a profitable venture.

Take a moment to write down your mission statement. It will be invaluable in helping you make decisions before and after you open your business. The basic ingredients of your mission statement are definitions of products and services to be offered; customers to be served; geographic area(s) to be covered; how physical assets, financial assets, and human resources will be used to create customer satisfaction; and how the firm intends to compete in its chosen markets.


 




tip
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The arrival of a superstore or national chain in a retailer’s market area need not spell doom for a small retailer. Jack A. Taylor, professor of retailing at Birmingham-Southern College in Alabama, suggests you follow the advice of Jerry Garcia, the late leader of the Grateful Dead. “You don’t want to be considered the best at what you do. You want to be the only one who does what you do.”




 



Your mission statement provides a clear sense of direction for the enterprise and distinguishes your business from all others. It also often reflects the values and philosophy by which you want to run your firm.

Dr. Leonard L. Berry, chair in retailing and marketing leadership at Texas A&M University in College Station, Texas, warns that uninteresting stores, unfocused stores, and stores with order-takers, not salespeople, won’t make it. Consumers are value-minded and have high expectations for their shopping experience, including choices, fun, convenience, and service. Consider these elements when writing your mission statement.

Neka Pasquale’s mission is two-fold: to educate people about health and wellness so they can be as vibrant as possible, and to help people who aren’t familiar with healthy food to realize they don’t have to sacrifice taste—food can be as good for you as it tastes. They can still celebrate food, eat with gusto, and enjoy all the flavors.

Christine Ward developed this mission statement for Patina, her specialty home and gift shop in St. Paul, Minnesota: “To add inspiration and creativity to people’s lives with everyday objects.”

New York handbag and graphic designer, Matt Murphy’s mission is: “To collaborate with, and provide outstanding creative solutions for a diverse and expanding client base.”

You must clearly and simply define who you are and what you’re doing. If you can’t clearly state who you are, what you’re doing and for whom, you are going to have trouble communicating your value to financiers, vendors, employees, and customers—and you” have trouble staying on track when there are forks in the road. Use the “Mission Statement Worksheet” on page 33 to formulate your own.


 




Highest Operating Profit Percentages

Operating profit percentages say a lot about the health of business opportunities. Operating profit is the amount of money remaining after subtracting operating expenses from gross profit. Here are some dramatic examples of sales growth and profitability by major sub category sampled from Sageworks 2014 Retail Report Card:
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Mission Statement Worksheet




Fill in your mission statement on this worksheet. Remember that the mission statement should clearly define the following:

       [image: ][image: ]  A view to the future. How do you envision your business down the road—in one year, two years, and in ten years?

 

 

       [image: ][image: ]  An insight on your customers’ perception of your company. How do you want them to think of you?

 

 

       [image: ][image: ]  A view to the retail community at large. How do you want the retail community to perceive your business?

 

 

Mission Statement for (your business name)




 



Be a Trend-Watcher
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Newspaper, magazine, and reputable website articles identify trends you can take advantage of or test your idea against. Business news and programs dedicated to entrepreneurs reveal opportunities, and futurists, cultural anthropologists, and industry analysts can help you navigate what is to come. Deloitte & Touche, Ernst & Young, Dun & Bradstreet, Faith Popcorn’s BrainReserve (a marketing consulting firm that specializes in identifying and applying consumer trends), and the Trends Research Institute (a trend forecasting company) publish useful information. Refer to the Appendix for more great sources.

Though the dreams of entrepreneurs have given birth to a multitude of different businesses, identifiable trends are constantly changing. Entrepreneurs’ Organization has identified the top nine entrepreneurial growth industries as follows: biotechnology, health and medical services, computer services, environmental, computer software, computer consulting, communication services, education and training, and waste management. While many opportunities for need-driven startups exist, such as elderly and disabled services, it’s important to assess financial and labor investment risks as well as matching yourself to what you are most suited for.

Sarah Blakely invested $5,000 to produce a slimming undergarment called Spanx and by 2014 claimed over $250 million in annual revenues, according to her interview in Forbes magazine. Don’t have $5,000 to invest? The McKinsey Global Institute focuses on evolving global economy trends and points out that while most boomers envision themselves retiring to a life of relaxation and comfort, not all of them are financially prepared to do that. Today’s nearly 74.9 million baby boomers are more active at a later age than their predecessors. They are online dating, participating in more sports (and getting more sports related injuries), and starting their own businesses due to second stage life choices and layoffs. Their online presence has increased and they have money to spend. This generation is also the “best-educated, most highly skilled aging workforce in U.S. history,” according to McKinsey. Another area to follow is creative, end-of-life services. As our world focuses more on compassion and the green industry, those aging kids from the ’60s—the age of peace and love—are planning their deep, spiritual legacies.

Paco Underhill, founder and managing partner of Evirosell (a behavioral market research and consulting company), Gerald Celente of the Trends Research Institute, and Faith Popcorn of BrainReserve (all founded in New York) have published books and reports outlining major lifestyle preferences that suggest areas retailers can capitalize on. Among them are:

       •    Cocooning. Because of a renewed focus on home life, Americans are reading more, chatting online, spending more time with their children, watching more TV, and engaging in other household activities. Home improvement is a $300 billion business. Advancing Security Worldwide reports a groundbreaking study to reveal the U.S. private security industry as a $202 billion market. One in five people work from home in America. Meal-preparation services are among the fastest-growing segments.

       •    Self-gratification. People hunger for small indulgences like imported chocolate, special-blend coffees, champagne, caviar, and vehicles for recreation instead of merely transportation. On a typical day, the restaurant industry averages more than $2 billion in sales. Personal chefs, beauty spas, specialty foods, and premium-priced sunglasses offer small indulgences for stressed-out consumers who reward themselves with affordable luxuries. Theme parks are booming, with annual revenues of $12 billion.

       •    Agelessness. Baby boomers are enjoying more vitality relative to their age than previous generations have. They don’t intend to stop or concede to aging. They find comfort in familiar pursuits and are nostalgic for their carefree childhoods. This creates a booming retail landscape for products from their youth—collectibles, re-creations (’80s-style clothing and retro furniture styles), trinkets in Disney stores, and grown-up toys like four-wheel-drive cars, motorcycles, and cruiser bicycles.

       •    Personalization. Consumers crave recognition of their individuality. This includes custom-made clothes and monogramming, personal distinctions (body piercing, tattoos, and hair color), imprinted stationery, and made-to-order bicycles and cars.

       •    Female business trends. The way women think and behave is impacting business, making relationships more important than ever. Pay attention. A woman opens a new business every 60 seconds. Women control over 70 percent of household income and over $20 trillion of consumer spending.

       •    Traditionalism. Religion is back. Proms, bar mitzvahs, quinceañeras, and weddings are once again spectacular social events. People want the values their parents possessed, such as having a happy family life. Christian bookstores reap $4 billion in annual sales, and the wedding industry is booming, generating more than $80 billion in retail sales a year.


 




tip
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Tie into trends. Help the elderly, market extreme sports, or target teenagers or Latino families. Keep your finger on the pulse of American consumers: Look through news outlets like daily newspapers, People, and USA Today; review industry reports from retail trade organizations; read business magazines like Wired, Business 2.0, and Entrepreneur; and get out there and observe what people are doing. What do people say they’re missing?




 



       •    Quality reigns. Consumers want the best value for their dollar. They know what quality is and want guarantees and products that last. This also means quality of life, as in saving time.

       •    Social conscience. Concerned about the fate of the planet, consumers respond to retailers who exhibit a social conscience attuned to personal and corporate ethics, the environment, and education. Some retailers give employees paid time off for community service.

       •    Concern for wellness. Because people want to lead longer lives, there’s a great deal of fear about aging and concern about health. Polluted air, contaminated water, and tainted food stir up a storm of consumer uncertainty.

How Will You Compete?
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Now that you have assessed yourself, popular culture, and your competition—and gotten a good view of the retailing climate—how do you intend to compete? There are five areas of specialization that can make a retailer a contender. You must focus on being better than any other retailer in one key area. Which one do you want to be known for?


 




Are Antiques Your Bag?

Selling antiques is a popular business. An efficient way to get started is to rent a small space in an antiques mall. Most cities have buildings that rent spaces to a number of independent dealers. Visit several on different days of the week and at different times to make an appraisal of the vitality of the location and caliber of clientele. Talk with the dealers. Are they happy? Do their wares complement what you plan to sell?

For rent, you usually pay a flat fee plus a percentage of sales. You can expect the mall owner to provide cashier services, insurance, utilities, and advertising. About $15,000 to $50,000 in inventory should get you up and running, dealers say. Buying your inventory at trade shows, garage sales, flea markets, estate sales, auctions, and from established dealers, you’ll learn a lot about the antique market. You’ll need display cases and shelves, business cards, and a place to sit and do your paperwork and clean and price items. You’ll probably want to have the most current edition of Schroeder’s Antiques Price Guide (Collector Books) and Sotheby’s International Price Guide: Antiques and Collectibles (Rizzoli International Publications Inc.). Some trade magazines that will help you stay informed include Antique Review, Antique Week, Antiques and Collectibles News magazine, Antiques magazine, and Collectors News.




 



       1.  Service. Nordstrom is the retailer most customers think defines the standard for great customer service.

       2.  Experience. The Disney Store is a destination stop for shoppers who enjoy more than just a transaction.

       3.  Price/value. Walmart is synonymous with offering superior value for the money every day on every item.

       4.  Product. Zippo lighters haven’t changed much since 1933 and offer a lifetime warranty.

       5.  Access. CVS is relied on for convenient store hours seven days a week.

What’s Your Plan?
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Writing a business plan requires a lot of effort, but it all pays off in reducing anxiety, focusing your efforts, and recruiting the right talent at the right time.

In The Complete Idiot’s Guide to Business Plans (Alpha), authors Gwen Moran and Sue Johnson say you need to answer these questions when writing a business plan:

       •    What does your business do? Explain the purpose of your business in as clear and specific terms as possible.

       •    What makes your product, service, or business different—and a better choice for customers? Whether you’re the low-price option, the provider with the best service, or the high-end specialty vendor, you need to spell out clearly what your unique selling proposition is.

       •    Who’s doing the work? Businesses are only as good as their people. Who are the partners, employees, consultants, vendors, and others who will be working on or in your business?

       •    Who are your customers? Create specific profiles of the people who are going to be shelling out the money to purchase your products and services.

       •    How are you going to reach them? You can have the best product in the world, but if you don’t have a game plan for letting prospects know about it or ensuring that the people who want to buy your product or service can do so easily, then you won’t be successful. Create a solid plan for promoting and distributing what you sell.

       •    Where’s the money? You need to figure out the finances for both starting and growing your business. Take an honest look at what your expenses will be, how much revenue you can reasonably expect, and how long it will take for your business to turn a profit. Be careful of underestimating expenses or overestimating revenue—investors will see through fuzzy math, and that will send up red flags.

       •    What does the future hold? Your plan needs to address future opportunities, potential obstacles, and a projection for future growth.


 




warning
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As you formulate your business plan, you may be looking for any support you can get. Be selective about whom you give your business plan, and check out people who claim they can connect you with financing for a slight fee or “miscellaneous” expenses.




 



Once you’ve answered these questions and pursued the leads presented above, you’re ready to sit down and put all your ideas down on paper. By now, the plan for your business is really taking shape, and you’re ready to move on to the next step of being an official retailer.


CHAPTER

3

Decisions, Decisions

The long-term goals you set in your business plan will affect the decisions you make during your first year of business, and your first year in business will affect your long-term goals. You may find that there are aspects of your business you like more than you thought you would and others that are disappointing. There are some things about running a retail operation that you cannot anticipate until your business is open. A formal business plan is a tool that forces you to think beyond having “a good idea” to the many factors that go into actually doing what needs to be done to build a business that supports itself. A plan doesn’t guarantee that every decision you make will be a good one, but you are better prepared for the future if you carefully think through various “what if” situations now.

All businesses require dedication, determination, enthusiasm, flexibility, and perseverance. Though retail forecasts for 2015 look healthy, you should be prepared for a sharp or prolonged decline on Wall Street, a rise in interest rates, or signs of a slowing economy, which could cause Americans to curb their buying. There are all sorts of things that can turn people away from shopping, so plan for rocky times as well as good ones.

Will you launch your own business or buy an existing one? Perhaps you’re thinking about buying a franchise or a business opportunity. Whichever way you decide to go, keep the following in mind.

Buying a Business

[image: ]

The kinds of businesses you can purchase include franchises, business opportunities, direct sales, and existing independent businesses. Here are some facts and figures you can factor into your decision-making process.

Franchises

Franchising is becoming the dominant form of retailing in America. According to the Franchise Business Outlook: 2014 reported by the International Franchise Association, in 2013 there were 757,503 franchises in the United States, generating $803 billion. Buying a franchise is a very specialized undertaking. There are numerous books and magazines devoted to the subject, and you should read as many of these as you can. There are also lawyers, accountants, and consultants who specialize in franchises and can give you the necessary insight and facts to make a wise decision. For more information, see the Appendix and check out The FranchiseZone on Entrepreneur.com.

According to Franchising.com, franchise investments can vary greatly depending on the type of franchise, location, staffing, equipment, and the like. However, the cost of a typical single-location franchise is between $30,000 and $500,000. In the United States, there are more than 50,000 different franchise opportunities in 42 categories available. McDonald’s and Burger King are the most well-known, but franchises can be found in nearly every industry, in various sizes, and requiring a wide range of financial investments. For example, you can buy a cart or kiosk franchise for $25,000 to $125,000. View franchising.com/find_a_franchise to see a list of current opportunities. Never buy a franchise without retaining an attorney and accountant who specialize in franchise operations. Make sure they perform audits and assist with your due diligence and negotiations.
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For current information about franchises, check out the International Franchise Association (franchise.org) and the American Association of Franchisees and Dealers (aafd.org). Entrepreneur magazine’s Annual Franchise 500 ranking reveals the impact of the newest trends and the industries poised for growth here: entrepreneur.com/franchise500.




 



Business Opportunities

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

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

Although business opportunities offer less support than franchises, this could be an advantage for you if you thrive on freedom. Typically, you will not be obligated to follow the strict specifications and detailed program that franchisees must follow. With most business opportunities, you could purchase a program for less than $500, then simply buy a set of equipment or materials, and operate the business any way and under any name you want.

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

Direct Sales

The third form of business you can buy into is direct sales. These are direct-selling companies, such as Tupperware and Amway, in which you sell specific products provided by the company based on your personal contacts rather than on the reputation of the brand. With direct sales, you get a percentage of the sales of all the new salespeople you bring into the distribution system. The buy-in is usually just a stock of inventory, and there generally is no equipment. But you probably won’t receive support in the way of protected territory, product promotion, or operations training. Some direct-selling companies offer sales and motivational seminars and will sell you DVDs, CDs, and marketing materials. You can get more information by visiting the Direct Selling Association’s website at dsa.org.

Existing Independent Businesses

Acquiring an established business requires a greater financial outlay than starting one from scratch, but buying a business allows you to realize profits faster and receive a quicker return on your initial investment. A major advantage to this approach is that the business you’re considering spending a chunk of money on has a track record to review. Obtaining outside financing may be easier, and projections should be more accurate because of known historical trends. The business already has its financial and marketing plans in action. You are paying for an established location, inventory, customer base, and trained staff.


 




warning
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You do not eliminate all the risk of being in business when you buy an existing store. It is just as easy to inherit a bad reputation as a good one from a previous owner. The location may be bad, too expensive, or inadequate for expansion. The facility or equipment may be in disrepair or obsolete. The staff may be incompetent or disgruntled.




 



Entrepreneurs wanting to buy an existing business will have to do as much—or more—research and careful analysis as is required when starting from scratch. Carefully evaluate the opportunity cost of entering various industries through acquisition. Do your due diligence and make sure there aren’t any hidden reasons for the sale of the business—for example, the opening of a major competitor within your market area, a scheduled road widening that would take part of your parking lot, or increasing crime in the area.

Many retailers have bought out failures or near-failures that could not be revived—even under the most skillful management. Complete and careful analysis is essential if a good buy is to be made. Verify the claims made by the seller, and look into the reputation and image of the store.

Experience on your part is essential because you will have to step right in and take over the day-to-day management. There is no time to learn on the job. Without expertise in the field, you are more apt to miss major problems and stall or set back the company’s growth. Employees, vendors, and customers all need to feel confident in you from Day One, or they’ll go elsewhere. Buying an existing retail operation without attention to all these details can lead to buyer’s remorse.

Identifying Opportunities

The best place to begin looking for a business to buy is through your own contacts. Ask friends, relatives, and professional advisors if they are aware of any businesses for sale. Do some research on the internet. Ask your accountant and attorney if they know of potential opportunities.


 




warning
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There is no substitute for your own due diligence to determine what is a true opportunity and what is not. Remember that the web is a marketing tool—just like corporate brochures and promotional seminars—and the claims and content have not generally been investigated or guaranteed to be accurate.




 



Many businesses for sale are represented by brokers. The business may be advertised in the newspaper or a trade magazine, or listed with a brokerage firm. Caution should be used in following brokers’ leads because high-pressure sales tactics are frequently employed.

Some entrepreneurs simply go into a store they are interested in and talk to the owner to see if he or she would be interested in selling. Others go on the internet to see what businesses are being advertised for sale. BizBuySell.com is one such site.

Evaluating the Business for Sale

To determine the value of the business, you will need the past five years’ audited financial statements and tax returns. In addition, review the most recent financial statement for consistency. Use these financial statements, tax returns, support documents, personnel records, customer lists, vendor contracts, inventory reports, and accounts receivable and accounts payable schedules to help you ascertain the true value of the business.

Some sellers may not want to reveal much information until they are convinced you are a serious buyer. It’s your job to convey that you are a trustworthy, serious buyer who must have sufficient information to make a well-informed decision. It is helpful to have your CPA or lawyer accompany you on these fact-finding missions. Generally speaking, buying any company that is less than three years old poses a substantial risk because it lacks a track record.

Objectivity is important when evaluating business purchases. Don’t become emotionally attached to the point that your enthusiasm clouds your judgment, and you don’t ask the tough questions. You must be able to walk away from a questionable transaction. Helpful articles can be found at Business Book Press (Businessbookpress.com), the SMB Reviews (smbreviews.com), Inc. magazine (Inc.com), and Small Business Advancement National Center (Sbaer.uca.edu).

Launching Your Own Business
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You may believe you have a distinct concept that is different or better than anything else out there, and you want to create your own business from the bottom up.

Most successful small businesses provide something attractive or advantageous by taking what’s already there and developing some innovative features. Have you developed an improved technique for delivering goods to the market? Drive-thru coffee and juice bars situated near freeway onramps offer added value for commuters. Some clothing retailers send store reps to the customer’s office with fashions and a laptop computer for taking orders after educating employees on options for Friday casual dress. Using technology and initiative, these retailers help customers overcome time problems and deliver exceptional service in about half the time the traditional method requires.

Perhaps you have an idea that will fill a market niche. A few entrepreneurs have started up successful ventures in ecotourism and other forms of adventure travel for those with money, social consciousness, and a desire for educational value to be added to their leisure time. What is your unique proposition?

Another reason for wanting to go your own way without the safety net of an existing business model is that you have developed new markets or promotional techniques for existing goods and services. For example, more than a decade ago, Lenox Inc. aggressively promoted its bridal registry. Today, this promotional tool is now widely imitated in stores everywhere and online for weddings, graduation, Christmas, and baby gifts.

At this point, you have struggled with the question of whether retailing is for you. You have looked at the personal qualities you’ll need and considered how you’d start up. You’ve narrowed down the type of business you want to go into, revised your business plan draft to reflect your refined thinking, and are about to make some other key decisions you hope will help you be a success in the retail industry. Now you’re going to need to enlist the help of some experts.

Professional Advisors
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According to Entrepreneur’s Organization, the most important resource required to foster entrepreneurial growth is the advice and expertise of other entrepreneurs. Financial support ranked fifth.

Strategic advisor, Jeff Prouty, strongly urges new proprietors to put together a personal board of advisors who are experts in business, and meet religiously once a quarter to discuss obstacles, goals, and processes. “You’ll get invaluable feedback that will shape your actions to success. You need three types of advisors; the first is the very committed listener who only listens without offering advice. The second is grey-haired wisdom; a senior or highly seasoned expert. The third is a catalyst for change and stimulates creative thinking and new approaches. I’ve been participating in strategic peer groups, whose advice I budget for, for ten years. If everyone did this there would be more successful business owners,” Jeff says.


 




May I Cut In?

There are several factors you need to take into consideration to help you determine if it is wiser for you to buy an existing business or start your own. Will buying this business give you a jump start into retailing or waste precious resources trying to breathe life into someone else’s failed dream? Ask yourself these questions:

              [image: ][image: ]  Do I have the interests, skills, temperament, and experience to step in and run this business right away?

              [image: ][image: ]  Do I have enough money to buy and operate the business and still have a reserve fund for unexpected needs?

              [image: ][image: ]  What are the market trends (growth, size, and position) for this business?

              [image: ][image: ]  How many years has this business been in operation, and how many owners has it had?

              [image: ][image: ]  Why is this business for sale?

              [image: ][image: ]  What am I actually buying—physical assets, name, location, customer list, existing business, or projected business?

              [image: ][image: ]  Are the books accurate?

              [image: ][image: ]  Is a profit being earned?

              [image: ][image: ]  Are the operating ratios compatible with industry averages?

              [image: ][image: ]  What is the worth of the business assets?

              [image: ][image: ]  Are the employees highly trained and productive?

              [image: ][image: ]  Are the customers loyal to the present owner or to the store? Will they leave when he or she leaves?

              [image: ][image: ]  How long is the current owner willing to spend assisting in the smooth transfer of the business?

              [image: ][image: ]  Does the business need an immediate cash infusion? Will that solve any problems?

              [image: ][image: ]  Is the owner reluctant or cooperative in providing details and answers?







 




Retailers’ Average Gross Profit

Recent figures from Risk Management Association or RMA (rmahq.org/RMA), an association of lending, credit, and risk management professionals that serves the financial services industry, indicate that the average gross profit before taxes for various types of retailers is:







	              Art dealers  

	6.2%  




	              Auto parts and accessories  

	3.1%  




	              Baked goods stores  

	6.2%  




	              Cosmetics and beauty supplies  

	6.1%  




	              Electronic stores  

	4.4%  




	              Florists  

	3.7%  




	              Fruit and vegetable markets  

	2.4%  




	              Furniture stores  

	4.0%  




	              Health supplement stores  

	7.8%  




	              Hobby, toy, and game stores  

	3.6%  




	              Jewelry stores  

	5.4%  




	              Mail order houses  

	2.0%  




	              Men’s clothing stores  

	5.1%  




	              Optical goods  

	7.4%  




	              Pet supply stores  

	3.4%  




	              Recreational vehicle dealers  

	2.9%  




	              Tire dealers  

	2.6%  




	              Used merchandise stores  

	4.2%  




	              Vending machine operators  

	1.5%  




	              Women’s clothing stores  

	4.7%  








 



Lawyers and Accountants

Lawyers’ and accountants’ general business experience enables them to review contracts, legalize your business name, outline the business structure, and counsel you on operational procedures you need to follow to avoid lawsuits. Their experience with retail clients will be invaluable in: helping you negotiate the best lease or buy terms for a business or property, establishing best practices for your store, keeping you abreast of current laws and regulations, and helping you manage risk. The more complex your startup, the more important it is for you to hire professionals who have worked with entrepreneurs in the retail industry.

Bankers

As a retailer, you will deal with banks in a number of ways. If you accept credit cards, you’ll need a bank that can handle merchants’ accounts. Since you might want a loan at some time, it is helpful to deal with a local bank or branch with which you can develop a personal relationship. Start by getting answers to these four questions: Where do other retailers in your area bank? Is the bank you are considering FDIC-insured? What are its hours and merchant services? Does it have online banking that would be advantageous to your type of operation? Where you locate your business may limit your choices, so think about where you would be doing your banking when you are narrowing down the choices.

One piece of advice you’ve probably heard before is to have a relationship with a bank before you need it so that when you do, it’ll be there. Christine Ward and Rick Haase of Patina teamed up with a mentor from the SCORE program to develop a five-year business plan that shows potential lenders how dedicated they are. The SCORE mentor coached them to show important details in the plan, highlighting their attention to accountability. While the first few banks turned them down, they eventually found one who took the time to really consider their plan and believe in them. Had they not invested detailed research and planning into their prospectus, they may have missed their chance to show what potential they had. These days most of Patina’s ventures are timed for funding by store profits, but Christine and Rick continue to nurture banker relationships for possible needs in the future.

For more on banking, turn to “Bank Locally” on page 75 in Chapter 5.

Consultants

Consultants can provide useful services for your business. They can assist in the startup or expansion phases of your business and suggest ways to manage and promote your enterprise. You may be approached by public relations firms, store designers, or advertising agencies once your dba (see Chapter 5) is published in the local newspaper or you file your business license with the city. Do not take anything for granted. Evaluate each person’s and company’s track record, background, educational degrees, client list, and fees before you enlist their advice or services. Your vendors will provide a lot of free advice, which can be quite useful. Ask your suppliers, trade associations, the Better Business Bureau, and your local chamber of commerce for referrals to retail experts in areas you need help in.

Once you have made some of the important decisions discussed in this chapter, you’re ready to move on to Chapter 4, which is all about establishing a location for your business.


CHAPTER

4

Location

Although a great location may not guarantee success, a bad location will almost always guarantee failure. A new retail business needs to be where the customers are. You want a location with a reasonable degree of security, access to public transportation or major thoroughfares for your customers and employees, adequate parking for commercial as well as personal vehicles, room for an office, and that all-important sales space. Where you locate will determine the hours you keep, who your clientele is, and your promotion style. Also, where you set up shop will impact how long it will take you to grow. Luckily, you have lots of options.

The Homebased Retailer
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The economics of homebased businesses make them attractive. SBA 2014 statistics show that 52 percent of all small businesses are home based and about half of all new establishments survive five years or more and about one-third survive ten years or more.

Many such businesses can be started with limited financial investments. The low overhead of operating a business from your study or guest room greatly increases your likelihood for survival.

Financial risk may be reduced by having little overhead, but other risks now replace it. Running a business from home requires the same drive and skills demanded of any business, plus a talent for time management, concentration, organization, and self-motivation.

Thanks to advances in technology, it is getting easier and less expensive to equip your business. Powerful computers eliminate multiple positions that were required only a few years ago. Now you can communicate worldwide, 24 hours a day, seven days a week, via phone, efax, videocall, social media, and email, eliminating time and distance barriers. Advanced technologies and outsourcing services at your disposal can help you project the same professional image as a storefront company.


 




warning
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If you’re operating your business out of a rental property, co-op, or condominium you own, be sure and check your CC&Rs. Even if the area is zoned for your business, house rules may pose a problem. Check with your landlord or co-op or condo owners’ association. Consult a lawyer if you have any questions about the codes or want a special-use permit or a variance.




 



Despite all this, a retail business is one of the few businesses that is difficult to run from home. This is largely due to a conflict between needing customers to come to your place of business and the penalties of having a stream of clients visiting your home. Everyone accepts the occasional garage sale, but some communities regulate how often you can have one. Most residential zoning excludes retail, so your neighbors can report you to city or county officials if your business creates noticeable traffic, noise, or parking problems. Some communities prohibit commercial vehicles or cars and trucks with signs on them from parking on the street.


 




Home, Sweet Business?

In addition to the legal, logistical, financial, and operational questions of a homebased business, you need to consider your lifestyle and living arrangements. Operating a business from your residence will require some family concessions. Is your home loud and chaotic, or quiet and uncluttered? Does your condominium or apartment have thin walls or heavy-footed tenants upstairs? Can you devote the time and space that are needed to serve your customers? Different businesses require different amounts of privacy, focus, and schedules. Assess the physical and emotional challenges of having your business in your home before deciding it’s the right base for your operation.




 



One option for retailers who want to work out of their living rooms is to sell their goods and services from booths or tables at craft fairs, in cooperative booth space at emporiums or expositions, by mail order, or at flea markets. You can also sell retail on the internet. Seminar leaders, real estate agents, custom book producers, calligraphers, carpet cleaners, interior designers, direct mailers, catalog companies, tailors, pattern makers, feng shui consultants, personal commemorative makers, and genealogists report thriving while working at home.

There are many things you can do by yourself or by hiring people part time or full time. Do you love music, parties, and people? Try starting your own disc jockey service. If you have a knack for working with computers, your business could be based on computer tutoring, installation services, troubleshooting, or buying assistance. Combine people’s concern for security and time, and start a home inventory business, auditing the possessions of homeowners for insurance documentation in case of fire, storm, or robbery.

Cotati, California, tiny home designer Jay Shafer not only works from home, but cleverly designed his businesses so he holds no inventory for clients to view, nor to build with. Shafer’s first company was Tumbleweed Tiny House Company, in Sebastopol, California. The new owners found a hot market for tiny homes in Colorado Springs, Colorado, and transferred the business there, keeping a second office in Sonoma, California. Shafer set Tumbleweed up so interested clients could view his tiny houses online and order them pre-built for delivery or build them on their own with purchased plans from his site. They would take virtual home tours on his website and visit the demo model in Sebastopol, if they wished. Each time a pre-built home was ordered, Jay would rent a space to build, trucks to haul materials, and hire builders to help with labor. Materials were ordered per job and delivered right to the work site. No storage or showroom required. Jay’s new company, Four Lights Houses in Cotati, California, offers exquisitely styled new tiny home designs and consultation services for the do-it-yourself crowd.

In the beginning of his career, New York City-based Matt Murphy, of Matt Murphy Design, created his high-end handbags, catalog, and website from his apartment in Los Angeles. He had a showroom and office in the space, which gave him the freedom to design his “architectural bags” all night, fulfill orders, and do business overseas without having to hail a cab.

Commercial Locations
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If working at home is not for you—or it simply won’t work for your particular business—be advised that the best location combines visibility, affordability, and lease terms you can live with. Brick-and-mortar retailers need to be where the action is, so deciding where to put your business is every bit as important as the business you decide to go into. It’s risky to move into an area where there has always been trade assuming that there always will be. Study the business and consumer pages to see where you can find business support services and a growing community of people with regular incomes and interest in the goods or services you plan to offer.

Placing an eco-wares boutique, Ethique Nouveau (ethiquenouveau.com), in an affluent area of Minneapolis was a good move for entrepreneur Charlotte Cozzetto. As a long-time resident of the area, she had a strong sense that an earth-friendly boutique with more of a mainstream style, would fill a need for the hungry, green community. Unique ideas like hers require a sense of combining social backdrops with business. Forecasting the creative ways her green audience may be served with a simple retail location, was important when Charlotte chose her 800-square-foot store front. The “boutique” style layout of the sunny, showroom floor encourages circular travel pattern and works well for store events, as well as making all of the merchandise visible at one time. The basement is used for meetings, seminars, and supply storage.


 




stat fact
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According to Vator News, The Trusted Source for Emerging Tech, in 2014 ecommerce will see $1.316 trillion in sales, which is 5.9 percent of the total worldwide retail market. By 2018 sales are predicted to reach $2.5 trillion which is 8.8 percent of the total retail market. Are you prepared to serve these hungry online shoppers?




 



Neka Pasquale chose San Rafael, Mill Valley, and San Francisco, California to open stores in because of the health conscious crowds working and living in those areas. Juicing, plant based cuisine, spas, and alternative health care businesses heavily populate the San Francisco bay area, appealing to residents with disposable income and a desire for natural beauty. All of these industries have the ability to create beauty from the inside out for their clients, and Urban Remedy is no exception.


 




tip
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Check whether there’s a city master plan for your location. When Stillwell House Antiques owners Ron Knox and Paul Gallagher found the perfect historic house for their first shop in Manalapan, New Jersey they were concerned because it was on one of the town’s last remaining farms. But when they learned it was part of an open-space preservation effort, they knew it was safe.






Researching Locations
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Take the time to analyze the areas that appeal to you. There are three phases of choosing a location for your retail business: selection of a city, choice of an area or type of location within a city, and identification of a specific site.

In choosing a city, investigate these main factors:

       •    Size of the city’s trading area

       •    Population and population trends

       •    Total purchasing power and who has it

       •    Total retail trade potential for different lines of trade

       •    Number and size of competition

       •    Quality and aggressiveness of competition

Once you have a general idea of what city you like, choose an area or type of location within that city by evaluating these:

       •    Customer attraction power

       •    The nature of competition

       •    Availability of access routes to the stores

       •    Zoning regulations

       •    Geographic direction of the city’s expansion

       •    General appearance of the area

       •    Sales and traffic growth prospects of the trade area

       •    Demographics of neighborhoods

These are factors in narrowing down your site choices:

       •    Traffic flow

       •    Complementary nature of neighboring stores

       •    Adequacy of parking

       •    Vulnerability to competition

       •    Cost of the site

Match the Area to Your Customers

Whether you’re looking at a freestanding building or one in a strip mall, you have to do your homework. If you want to open a clothing store for young women 12 to 24 years old, for example, you would not want to locate in an area where the majority of residents are retired. Rather, you’d want to have schools, music stores, and snack shops that target this age group within walking distance of your business.

Use the Scribble Maps (scribblemaps.com) app to create your power zone. Place an “X” where your business will be. Then draw three circles that represent 5, 10, and 15 miles from you. This is where your bread-and-butter customers live and/or work. Will their demographics support 75 percent, 20 percent, or 5 percent of the sales you need? Google Trends is a great research tool to identify the location of differing appetites around the world. It tracks the frequency of search terms by rank, location, and language. For example, the San Francisco bay area comes up high on the list when searching the term “raw food” making Pasquale’s raw juice and snack concept well placed for success. You also want to see if the population is growing or declining. Are there seasonal variations in population that favor your type of business, or will you suffer when students, families, or snowbirds leave town? And you will want to check out the activity during the week, weekends, daytime, and nighttime to see if it’s in alignment with your business plans.


 




tip
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Each year, Entrepreneur magazine ranks the top cities for small business. When you are looking for the most advantageous environment for your startup, begin with a peek at the “Ten Best Cities to Start a Business” listing on Entrepreneur.com (http://www.entrepreneur.com/slideshow/226485). Do your own analysis with its criteria for the areas you are considering.




 



Make your own analysis of the market and fact-check the figures a rental agent or developer gives you. In this respect, money for professional help is well spent. Companies such as Nielsen Claritas have demographic site reports available for sale online (claritas.com). You can get lifestyle consumer segmentation reports by zip code, retail trade potential in various areas, a list of shopping centers, demographic trends, age by income, and other useful information.

Pinpointing the specific site is particularly important. In central and secondary business districts, small stores depend on the traffic created by large stores or a group of stores. These stores depend on attracting customers from the existing flow of traffic. However, where sales depend on nearby residents, selecting the trading area is more important than picking the specific site.


 




tip
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A destination store is one to which customers will make a special trip to shop. Customers value the goods and services offered and tend to be more loyal and willing to travel longer distances to reach it.






Type of Products and Location Choice
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Another factor that affects site selection is the customer’s view of the goods you sell or the services you offer. Customers tend to group products into three major categories: convenience, shopping, and specialty goods.

Convenience Goods

Convenience goods are usually low-priced, frequently purchased items that require little selling effort, are bought by habit, and are sold in numerous outlets. Candy bars, newspapers, cigarettes, and milk are examples. Quantity of traffic is most important to stores handling convenience goods. The corner of an intersection that offers two traffic streams and a large window display area is usually a better location than the middle of a block. Such downtown convenience retailers as low-priced, ready-to-wear stores and drugstores have a limited ability to generate their own traffic. Convenience goods are often purchased on impulse in easily accessible stores.

In addition, the greater the automobile traffic, the greater the sales of convenience goods catering to drive-thru traffic. For the drive-thru store selling low-priced items, the volume of traffic passing the site is key. The consumer makes frequent purchases and wants things like gum, bottled water, soda, and chips readily available. Consumers are reminded when passing a convenience goods store that they need a particular item.


 




tip
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At C-store (convenience store) locations, customers are willing to pay a little extra for the one or two items they are in a hurry to pick up in exchange for not having to wait in long lines. Express counters are also strong sellers of impulse items.




 



If consumers must make a special trip to purchase food and drug items, they will want the store to be close to home. Studies show that the majority of people in the central city patronizing these stores shop within one to five blocks of their homes, and in suburban locations, the majority of customers live within three to five miles of the stores. For rural locations, the average driving time is 10 minutes, with 20 minutes being the maximum time customers will travel to a convenience store.

Shopping Goods

Shopping goods usually have a high unit price, are purchased infrequently, and require an intensive selling effort. The customer does price and feature comparisons, and products are sold in selectively franchised outlets. Examples include men’s suits, automobiles, and furniture.

For stores handling shopping goods, the quality of the traffic is important. While convenience goods are purchased by nearly everyone, certain kinds of shopping goods are purchased only by segments of shoppers. Moreover, it is sometimes the character of the retail establishment rather than its type of goods that governs the site selection. For example, a conventional men’s clothing store generally does best in a downtown location close to a traffic generator like a department store. On the other hand, a discount menswear store tends to require an accessible highway location.


 




tip
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If you plan to offer shopping goods, you should not locate too far away from your potential customers. Most of your customers will live within five to ten miles of your store. The size of the trading area for a shopping goods store can be determined by a customer survey, automobile license checks, sales slips, charge account records, store deliveries, and local newspaper circulation.




 



In many cases, buyers of shopping goods like to compare the items in several stores by traveling only a minimum distance. As a result, stores offering complementary items tend to locate close to one another. Another excellent site for a shopping goods store is next to a department store, or between two large department stores, where traffic flows between them. Another option is to locate between a major parking area and a department store.

A retailer dealing in shopping goods can have a much wider trading area than convenience goods stores. Without a heavily trafficked location, this more expensive type of store can generate its own traffic. In this case, a location with a low traffic count but easy accessibility from a residential area is a satisfactory site. Consumers buy these goods infrequently and make deliberate plans for these purchases.

Specialty Goods

Specialty goods usually have a high price tag, are bought infrequently, and require a special effort to make the purchase. Precious jewelry, expensive perfume, and rare antiques are in this merchandise category.

Specialty goods are often sought by customers who are already “sold” on the product, brand, or both. Stores catering to this type of consumer may use isolated locations because they generate their own consumer traffic. In general, specialty goods retailers should locate in neighborhoods where the adjacent stores and other establishments are compatible with their operations.


 




Park It

New restaurateurs often underestimate their parking needs when selecting a location. It is important to remember that customers want the most convenient access, especially during bad weather and at night. When scouting your location, see if there is off-street parking, parking meters, or time limits on street parking. Will you provide a paid lot, share a lot with other businesses, or rely on a commercial lot nearby? Check out any fees and business hours, as well as the possibility of valet parking or validating tickets for private lots.






Retail Compatibility
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Most merchants prefer to be with other retailers. Only the exceptional operation, such as a restaurant or a freestanding discount house, can survive in isolation. A cluster of stores creates more traffic, exposes more people to your business, and creates a buying atmosphere that a single store cannot. Customers are attracted by crowds and like their shopping trips to be social outings.

Having said this, you want to make sure that you select the right community and site for your particular type of store. Will the other businesses generate traffic for your store? Or will you be located near operations that may clash with yours? For example, a children’s store in a service center of hardware stores and automotive repair businesses does not get enough exposure to its target audience to be successful.

Christine Ward and Rick Haase are the owners of seven Patina novelty gift stores in the Minneapolis-St. Paul area of Minnesota. They carefully study the demographic of their audience when deciding to open a new store, making sure it is strategically nestled on a densely trafficked area in an energetic neighborhood. The variety of busy retailers, all within 500 yards of their boutiques, ensures foot traffic for long stretches of time—both day and night. The seven neighborhoods each have major points in common—“bustle” elements such as movie theaters, funky diners, popular ethnic restaurants, and bookshops. These elements create all the advertising Patina needs, with their exotic and ever-changing window displays. Patina has combined this stellar opportunity for viewing with an intense focus on their panoramic corner window display. It is exceptional, unusual, and ever changing, reaching out to a diverse crowd.


 




tip
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Consider hiring a bunch of social, qualified Millenials as your workforce for free advertising—if your products and services are great, Millenials will spread the word like wildfire on their social media sites with photos and recommendations. Because this group puts more value on friend referrals than taking cues from online advertising, your marketing plan will have extra velocity.






Merchants Associations

[image: ]

Most first-time business owners have no idea how effective a strong merchants association can be in promoting and maintaining the business in a given area. Always find out about the local group of retailers. The presence of an effective organization can strengthen your business and save you money through group advertising and promotion programs, group insurance plans, and collective security measures.

Merchants associations can be particularly effective in promoting stores using common themes or events and during holiday seasons. The collective action of a merchants association can accomplish what an individual storeowner can’t. Some associations have induced city planners to add highway exits near their shopping centers. Others have lobbied for and received funds from cities to remodel their shopping centers, including extension of parking lots, refacing of buildings, and installation of better lighting.

Ask other store owners in the area if the retail location you’re considering has the benefit of an effective merchants association, how many members the association has, who the officers are, what the dues are, and what has been accomplished during the past year.


 




tip
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Ask your chamber of commerce about “buy local” campaigns in your community and join the group. Join the chamber and get involved with the program.




 



Be aware that a shopping area with no merchants association may be an ineffective one, be on the decline, or have contentious tenants or other problems. If you see a lot of litter or debris in the area, vacant stores, a parking lot in need of repair, and similar symptoms, you’ll know this is not the area for you. With a little on-site investigation at different hours of the day, you can avoid problems by getting a true picture of retail life there.

Landlords
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Directly related to the appearance of a retail location is the reputation of the landlord. Unfortunately, some retail landlords actually hinder the operation of their tenants’ businesses. In fact, the landlord may be largely responsible for the demise of the premises and retailers’ failures. For instance, some landlords restrict the placement and size of signs, forgo or ignore needed maintenance and repairs, or rent adjacent retail spaces to incompatible or directly competing businesses.

Sometimes landlords lack the funds to maintain their properties. Rather than continuing to invest in their holdings and support their tenants, they try to squeeze out whatever they can get.

In addition to speaking with current tenants, talk to previous tenants of the location you have in mind. Find out what businesses they were in and why they left. Did they fail or just move? What support or hindrances did the landlord provide?

Zoning and Planning
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Your town’s zoning commission can give you the latest mapping of the retail location and surrounding areas that you are considering. Here are some questions to think about:

       •    Are there restrictions that will limit your operations?

       •    Will construction or changes in city traffic or new highways present barriers to your store?

       •    Will any competitive advantages you currently find at the location you’re considering be diminished by zoning changes that will be advantageous for competitors or even allow new competitors to enter your trade area?

Most zoning boards and economic/regional development committees plan several years in advance. They can probably provide you with valuable insights to help you decide among retail locations.

Incentive Areas and Agencies
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Hundreds of local, state, federal, and private agencies offer programs designed to entice business owners to move into economically disadvantaged areas. Contact your local SBA chapter for information on federal empowerment and revitalization zones in your area. Most operate an information center to help business owners learn more about the various programs that are available and how to apply for services and programs. Businesses located in these areas receive a wide range of technical assistance, tax credits for hiring local residents and training workers, deductions of business equipment and supplies, and opportunities to apply for tax-exempt bonds to help build new facilities.

Main Street Outreach

The internet allows small-town businesses to reach beyond superstores’ geographic influence. Main Street businesses use the internet to provide better service to local customers and augment sales in brick-and-mortar stores. Moving merchants from malls to Main Street is a trend across America, according to Doug Loescher, Director for Business Development and Strategy for the District of Columbia and seven year Director of National Trust of Main Street Center. “Traditionally, Main Street is where small independent businesses were located,” explains Loescher. “These areas were shunned by national retailers, but with the saturation of most retail markets, a lot of national retailers have looked beyond the shopping malls and strip centers toward other locations, Main Street being one of them. However, it is still a very small-business-friendly place for retailers to locate.” National Trust Main Street Center has helped more than 2,200 cities, towns, and neighborhoods of all types rebuild the economic and social vitality of their downtowns and neighborhood commercial districts.

Positive results from the program have included small towns seeing greater increases than urban districts in upper-floor occupancies, restaurants, and professional offices. Urban districts have had increases in ground-floor occupancies, event attendance, and both retail and independently-owned businesses. Larger communities have experienced dramatic increases in property values and increased numbers of retail businesses, housing units, and franchises. Smaller communities had increases in personal services, businesses, and internet usage, underscoring the change in small towns affected by superstore retail saturation. The commercial districts participating in the Main Street program have generated more than $48.8 billion in new investment, created 391,050 new jobs, and 87,850 new businesses. Every dollar a community uses to support its local Main Street program leverages an average of $25 in new investment, making the Main Street program one of the most successful economic development strategies in America.


 




tip

[image: ][image: ]

Across America, revitalization in central business districts is taking place, and retailers are central to that effort. The main thoroughfare of any downtown is frequently named Main Street or Broadway. New shopping areas, mixed-use buildings, and pedestrian malls are cropping up in these centers, creating robust economic activity.




 



To find out how you can get involved in the Main Street movement with the location of your business, contact the National Trust for Historic Preservation at Preservationnation.org.

Check Out the Competition
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If you’re going to run a plumbing store, you have to be the dominant plumbing store against all competition, so take a look at the prospective customer base as well as direct and indirect competitors. If you want to open a flower shop, you need to assess a location’s profit potential in terms of what other gift shops, supermarkets with flowers, floral vending machines (yes, these do exist), fresh and silk flower wholesalers, and mass merchandisers there are.

Selecting a Shopping Center Location
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Shopping centers are distinctly different from downtown and local business strips. The shopping center building is pre-planned as a merchandising unit for interplay among tenants. Its site is deliberately selected by the developer for easy access to pull customers from a trade area. It has on-site parking as a common feature of the layout. The amount of parking space is directly related to the retail area. Customers like the shopping center’s convenience. They drive in, park, and walk to their destination in relative safety and speed. Some shopping centers provide weather protection, and most provide an atmosphere created for shopping comfort. For the customer, the shopping center has great appeal.


 




warning
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One or more large department stores or major discounters traditionally draw shoppers to malls. An enclosed mall without an anchor store may not be able to generate enough traffic to be a viable location for your business. If the leasing agent promises that a star store is slated for that role, negotiate for lower rent until the big store opens, and have your attorney put an escape clause in your lease should the anchor back out.




 



Can You Qualify?

Developers and owners of shopping centers look for successful retailers. If you are considering a shopping center for a first-store venture, you may have trouble. Your financial backing and merchandising experience may be unproven to the developer. Your challenge is convincing the developer that the new store has a reasonable chance of success and will help the tenant mix.

Whether a small retailer can get into a particular shopping center depends on the market and management. A small shopping center may need only one children’s shoe store, for example, while a regional center may expect enough business for two or more.

To finance a center, the developer needs major leases from companies with strong credit ratings. The developer’s own lenders favor tenant rosters that include the triple-A ratings of national chains. However, local merchants with good business records and proven understanding of the market have a good chance of being considered by a shopping center developer. So if you or your store manager has a good reputation and track record in retailing in the area, you may be able to make a strong case for acceptance into the center you want.

Center Costs

In examining any shopping center location, get answers to questions such as these: Are its shoppers your prospective customers? Would the center offer the best sales volume potential for your kind of merchandise or service? Can you benefit enough from the center’s access to a market? If yes, can you produce the appeal that will make the center’s customers come to your store? Can you deal with the competition of other stores?

How much space do you need and where do you want it? Naturally, the amount of space you want will determine your rent. Many merchants need to rethink their space requirements when locating in a shopping center. Rents are typically high, so space must be used efficiently. What amount of space will you need to handle the sales volume you expect to have? Be sure that it has adequate interior space for sufficient inventory, an area for an office, and possibly a receiving and shipping area. You should also consider the necessity for adequate space for expansion when business picks up.

Your location in a center is important. Do you need to be in the main flow of customers as they pass between the stores with the greatest customer pull? Who will your neighbors be? What will their effect on your sales be? What will rent really cost? In most non-shopping center locations, rent is a fixed amount that has no relationship to sales volume. In a shopping center, the rent is usually stated as a minimum guaranteed rent per square foot of leased area against a percentage. Typically, this is between 5 and 7 percent of gross sales, but it varies by type of business and other factors. This means that if the rent calculated by the percentage of sales is higher than the guaranteed rent, you pay the higher amount. If it is lower than the guaranteed rent, then you pay the guaranteed rent amount.

But this guarantee is not the end. In addition, you may have to pay dues to the center’s merchants association. You may also have to pay for maintenance of common areas. Therefore, you must think of “total rent” when considering what you can afford to pay. Can you draw enough sales to cover the true rent of being in a center?

Don’t forget that you still have to pay for light fixtures, counters, shelves, painting, floor coverings, and installing your own heating and cooling units. Some landlords provide a cost allowance toward completion of your retail space. This “tenant allowance” is for storefronts, ceiling treatment, and wall coverings. The allowance is a percentage of their cost and is spelled out in a dollar amount in the lease. Some developers will help you plan storefronts, exterior signs, and interior color schemes. They provide this service to ensure storefronts that add to the center’s image rather than detract from it.

Specialty Leasing

A new trend that can help you feel out whether a location really works for your business is pop-up retail. Pop-ups, or temporary store rentals, in the past have been mostly associated with seasonal merchandise such as Christmas or Halloween, but today this variety of opportunities can help showcase any kind of product, for any length of time. At Storefront (thestorefront.com) you can rent space for a retail event, a small space within an already established store, an entire store, or fair and festival booths by the day. We found a curio cabinet space for rent for $9 per day, a lovely gallery for $199 per day, and a mobile store van for $500 per day, all in trendy neighborhoods in San Francisco. New York had partial and full galleries, beauty shops, and SOHO lofts available for daily rental between $200 and $8,000.


 




tip
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Trade journal Specialty Retail Report says that carts and kiosks are good startups for young entrepreneurs due to the low investment required and their ability to thrive even during economic downturns. Use a cart to find out about price points, who your customers are, what the demand for your products is, and to start a customer database. To succeed, offer something anchor stores don’t carry.




 



About 80 percent of America’s 1,300 enclosed and regional shopping malls have temporary tenants, which include kiosks and carts. There are between 10 and 40 carts per mall at the Simon Property Group malls of Indianapolis, which rely on carts to add color and variety, as well as to generate income. Entrepreneurs can display their wares in a prime, high-foot-traffic location with little investment. Some cart operators move in just to capitalize on busy holiday seasons, and others remain year-round.


 




Where’s It Going To Be?

While answering these 16 questions certainly won’t exhaust all possibilities, it may help you decide on the best retail location for your business:

              1.  How much retail, office, storage, or workroom space do you need?

              2.  Is parking space available and adequate?

              3.  Do you require special lighting, heating or cooling, or other installations?

              4.  Will your advertising expenses be much higher if you choose a relatively remote location?

              5.  Is the area served by public transportation?

              6.  Can the area serve as a source of employees?

              7.  Is there adequate fire and police protection?

              8.  Will sanitation or utility supply be a problem?

              9.  Is exterior lighting in the area adequate to attract evening shoppers and make them feel safe?

            10.  Are customer restroom facilities available?

            11.  Does the store have awnings to provide shelter during bad weather?

            12.  Will crime insurance be prohibitively expensive?

            13.  Is the trade area heavily dependent on seasonal business?

            14.  Is the location convenient to where you live?

            15.  Do the people you want for customers live nearby?

            16.  Is the population density of the area sufficient?




 



Rent for in-line stores is about four times the rent for carts and kiosks. You can buy an RMU cart for $4,000-plus or rent one from a mall. Carts and kiosks can be a lower-cost way to launch a retail business or to supplement an existing business. The potential for products is endless.

Urban Remedy operates a pop-up store, or RMU cart, in San Francisco, California. It functions well and requires less labor than the retail store locations, yielding smart rewards from placement in a health focused area—yoga and spin class studios abound with thirsty athletes looking to fill their temples with only the most pure, healthy snacks.

At Bloomington, Minnesota’s Mall of America, about 100 temporary tenants dazzle 70 million visitors a year. Cart rental rates average $2,300 or 15 percent of total sales a month, depending on the time of year, and all temporary tenants must pay $1,500 or more in “key money,” which pays for a store designer to design and build a cart with the right look.

Street vendors and swap meet and fair concessionaires need to check with the city or county in which they want to do business for the regulations and specifications for the types of products, hours, and displays that are allowed.

Everything Is Negotiable

Once you’ve decided what kind of space you want and where and how long you need it, it’s time to consult a lawyer to discuss what specific issues you need to address to negotiate the best lease for your business. Core points to review carefully are occupancy date, chargeable floor space, which renovations or tenant improvements the landlord will do or pay for, services to be provided, liability, and renewal or termination terms. Once you’re close to reaching an agreement with the real estate broker, leasing agent, or landlord, your attorney can make sure that everything is in writing to clearly define each party’s obligations.

Retail space is usually rented on what’s called a “net lease” basis, meaning that you arrange for most of its services. Unless your premises are tied to the building’s mechanical systems, the costs for most services—such as heating and air-conditioning—are your responsibility.

The breadth of your use clause (the specific use intended for the space) will affect your ability to assign your lease or sublet the premises. The broader the definition the better. If you’ve leased the space to sell ski equipment, for example, and business lags because of a lack of snowfall, you want to have the option of opening a juice bar instead.

In addition, it’s a good idea to get a restrictive covenant to prevent the landlord from leasing space in the same building or nearby to a business that competes with you. How far this provision extends will depend on the type of area you’re located in. In a city, it might be a few blocks, whereas in the suburbs, it could be a few miles.

With shopping center leases, you are customarily charged for maintenance of common areas and for the mall’s marketing efforts. Find out what the mall’s plans are for any structural alterations or remodeling, resurfacing the parking lots, or replacing the roof. These can be devastating assessments for a young business. Requirements for hours and days of operation, employee parking restrictions, participation in community service events, gift certificate and loyalty programs, and storefront appearance may not fit into your business plan or capabilities. Make sure you will be capable of conforming to these requirements.

Starting from Scratch

[image: ]

A few of you will decide to throw caution to the wind and start your new business from scratch, including constructing a new building. You want to take advantage of current market conditions and design a building that’s exclusively yours. A disadvantage to this approach is the cost of complex financing and legal clearances required in buying and building out property.

Starting a new business in the mature, densely populated retail industry does not, by itself, immediately present customers. The need to cultivate the market over time delays a return on your investment, which adds to the length of time you’ll be paying interest on nonproductive money. This may require the infusion of cash over a longer period of time just to keep the doors open. Plus, your new business will have to compete with existing businesses that may already be successfully established in prime locations. A specialty restaurant may be the exception, as there is roughly a 90-day window of opportunity to get a buzz going among locals, visitors, and food critics to catapult your chef to stardom and you to profitability.

Location in a Nutshell

[image: ]

Selection of a retail location requires time and careful consideration. A retail firm cannot survive in a poor location because customers will avoid patronizing a place that is not easily and safely accessible. Choosing a location should never be rushed through. If you haven’t found a suitable location, don’t plan to open until you’re sure you’ve got what you want. Remember: Opening a retail business in a poor location is fatal.


CHAPTER

5

Legal and Finance Issues

You’re about to fully commit to starting your own business. You’re confident you’re a retailer at heart with a good idea in mind, a location that will serve your customers, and a written plan to implement your dream. The next step is to cross your t’s and dot your i’s.

Today’s business world is fast and often furious, and laws and regulations are changing all the time. Because of this, it’s impossible for you to run a successful business and be an expert in everything.

You’ll want to line up a number of professionals you can rely on to help put your deal together and keep it moving toward your goals. The professionals you’ll want to hire may include an architect, a lawyer, an interior designer, an accountant, a graphic designer, a merchandiser, and a buyer.

One of the advantages to having a franchise or licensed dealership is the expertise you can draw on from the parent company. If you’re starting from scratch, you can look for guidance from your suppliers. Erik Ekman considers the feedback of his key opinion leaders in creating new designs for his custom athlete vans in Portland, Oregon. In creating Outside Van, Erik connects with leading athlete contacts he made during his years as a professional snowboarder knowing that each is a trend setter and highly visible. He supplies these key opinion leaders each with high-end van that other sports nuts will see and ask about. Carefully choosing which people to pour his time and money into helps the vans sell themselves without advertising.

To ensure that you get off on the right foot, hire an attorney with startup expertise who can give you advice to grow on. You can use his or her knowledge of the pros and cons of each business structure to determine which one is best for your venture. You can get insight into your lease, buy-sell agreements, licenses, ordinances, bonding, zoning, financing, and human resource hurdles. An experienced business lawyer can minimize your exposure to IRS, occupational, employment, and safety problems. Don’t wait until the last minute to line up competent legal counsel you trust. You don’t want to put your fate into the hands of a total stranger.


 




tip
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There is little paperwork involved in setting up a sole proprietorship. Get the necessary selling permits and other licenses, and notify the city, county, or state of your intention to do business under an assumed name (dba). You pay taxes on the business income as if it were personal salary and assume full liability for anything that goes wrong. You also pay self-employment tax for Social Security and Medicare coverage.




 



Neka Pasquale had to learn as rapidly as her quickly expanding employee team has grown in the last few years. She was used to just working with four or five employees and when Urban Remedy’s growth exploded, so did the odds of hiring people who weren’t so trustworthy. “I am a really trusting person and I want to believe in the best in people. You have to prepare yourself for lying, stealing, and cheating. I hate to say it, but it happens. I hired someone to work in a high level position whose character was not in alignment with the company’s.” Pasquale understands now that it is “just good business” to follow legal procedures with employees, have them sign non-compete waivers, and monitor expense and monetary procedures before they get out of hand. Entering into written agreements without the advice of counsel is not wise.

You can reduce the amount of professional fees you have to pay by doing some homework—researching the answers to questions, making some decisions, and knowing how to do part of the paperwork yourself. There’s a growing number of books on the subject of forming your own business available from Nolo Press in Berkeley, California, and Simon & Schuster in New York City; also check out Entrepreneur Magazine’s state-by-state startup guide series, How to Start a Business in. . . , for your state. Write or call the Small Business Development Center nearest you, and visit your local library or bookstore for some of the publications listed in the Appendix.

Forming a Business Entity
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Forming a business entity is a big step with long-term consequences. While it is possible to change the legal structure anytime in your company’s life, it is time-consuming and costly. Converting from a partnership to a C corporation or limited liability company will pose few problems, as will switching from a sole proprietorship, or partnership to an LLC. Converting from a C corporation to a partnership, sole proprietorship or LLC, however—or getting in and out of an S corporation—is more complicated. Think carefully before you finalize your business structure. To ward off impatience and other pressures, look at the three- and five-year projections you put in your business plan to help you stay on course.

If you’re like most retailers, you will open as a sole proprietorship. There are no special steps required other than obtaining a business license. You may need to file a notice of a fictitious firm name and present it to your bank to open a business account, but there’s not a lot more required for you to start selling your products or services.

A partnership is formed through an oral or a written agreement, but a written agreement is advisable. To form a limited liability company, you need to file articles of organization with the state. A separate document, the operating agreement, outlines the rules for managing the firm. A lawyer will charge you about $1,200 to $3,000 for filling out the paperwork. Forming a corporation usually costs between $500 and $2,000 upfront, according to Fred S. Steingold, author of Legal Guide for Starting and Running a Small Business (Nolo Press). There is a substantial amount of paperwork involved, including filing articles of incorporation and paying a state filing fee, which varies from $100 to $150.

In 1989, Erik Ekman met his wife and future business partner while his van upfitting service continued to grow. Since the partnership formed organically of mutual interests, registering for wedding gifts at Home Depot was romantic, money saving, and productive. Some partnerships just keep multiplying power—Ekman and his wife bought a small house with their savings and in two years renovated it, flipped it, then bought a much grander abode with the profits, just the same way they use profits rather than credit to grow Outside Van.

Protect Your Name
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Corporations must register their corporate names with the secretary of state, state Department of Corporations, or commissioner of corporations. Each state’s laws on this are a little different. But in every state, you must get permission to use your trade name before incorporation. You have to select a permissible name, make sure it’s distinguishable from any corporate name already registered in the state, and then send in an application (with a fee) to reserve the legal right to use that name to identify your business.

Antique shop owners Ron Knox and Paul Gallagher named their Manalapan, New Jersey, shop, Stillwell House Antiques, after the family who owned the historic farmhouse in which they are located. Urban Remedy in Richmond, California, provides large quantities of raw organic vegetables and fruits in juice form to nourish customers. “It’s the remedy for the urban lifestyle. We are all rushing around like crazy and don’t have time to chop up a bunch of vegetables.” says Neka Pasquale. Each juice can contain up to two pounds of vegetables, making this liquid nutrition a real time saver. National Lampoon singled out the Electric Fetus as the worst name for a business, and Ringo Starr wore an Electric Fetus T-shirt to the 2010 Grammy Awards. Co-owner, Keith Covart recalls the first year of business and how the company was named; “1968 was an electric time and we wanted a strange and thoughtful combination that reflected that.”

Any person who uses a trade name other than his or her surname, or any organization that goes by a name other than the last names of the owners, must register the name with the state or county as a fictitious business name. This usually means filing a certificate with the county clerk stating who is doing business under that trade name. This is called a dba (doing business as).


 




A Name to Remember

Though Matt Murphy’s business name is catchy—Matt Murphy Design—he warns that using your own name can get tricky, should you ever want to sell your brand. It’s possible to lose the rights to branding with your own name, if you’re not careful.




 



If your state has no central fictitious name registration, you may want to check more than one county’s records to see if anyone else in your state is using the name you propose for your business. Otherwise, several businesses might use the same name in your state, and if you want to expand your operation, you may run into difficulties.

Your name is the cornerstone of your brand, and the identity of your company is a major component of your success. Because image is such an important part of marketing, a lot is riding on your name. Your signage, business cards, name tags, uniforms, vehicles, word-of-mouth advertising, private-label lines, and website will depend on the integrity of your name, so you’ll want to guard it carefully.

Separate from the state law issue is the question of whether or not your name has any trademark value because it distinguishes your goods or services from those of other companies. If so, you can register the name for federal trademark protection, which entitles you to stop others from adopting or using it. You must complete a registration form from the U.S. Patent and Trademark Office in Washington, DC.

There are two very different contexts in which your business’s name may be used. One is the formal name of your business for purposes of bank accounts, creditors, and potential lawsuits. The second is the name you use to market your goods or services (trademark or service mark). Whether someone is using the same trade name as yours is of less practical importance than if they were using the same trademark, or using the same trade name as a trademark as well. If your corporate name figures into your future marketing plans, you must search for use of the name as a trademark in addition to complying with the corporate name registration requirements. If someone else is the first to use your name as a mark, it doesn’t make any difference whether you or they have previously registered it as a fictitious or assumed name. They will still have the right to exclusive use of the name in the marketplace. Unfortunately, it’s fairly common for a small business to choose a name that’s similar to that of another enterprise.
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Though his family business was doing well in the late ’90s, Gary Vaynerchuk convinced his father to try selling wine on the website he’d purchased and developed—a new concept for that time. That foresight and adventurous spirit brought the $4 million business up to $45 million in just five years.




 



There are several ways you can conduct a trademark search to avoid such problems. You can visit uspto.gov and do a search; pay a search firm; use a computer database; manually consult trademark registers, directories, industry journals, and other library resources; or use the phone or mail to consult state agencies. This can cost you from nothing to a few thousand dollars. Trademark searching is a competitive business, so be prepared to negotiate. Nolo Press has a self-help guide, Trademark: Legal Care for Your Business & Product Name, that shows you how to protect your business and lists several books, software packages, and services that may help you.


 




save
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Internet Corporation for Assigned Names and Numbers (icann.org) is the central registry for domain names, with more than 271 million registrations as of 2014. Find registries like Godaddy.com, Register.com, and others by typing “domain registry” into a search engine then compare services and prices. You can register a name for up to ten years.




 



Domain Name Registration

Once you have your business name, you’ll need to decide on a domain name. Purchasing and registering it can be done through your ecommerce provider or you can handle it yourself through Register.com, Domain.com, DomainNames.com, Networksolutions.com, or GoDaddy.com. You can try out versions of the name you’d like on these sites and they will tell you if it’s available or offer other solutions for you. For example, you may not be able to buy www.JudysDelicousCandy.com, but www.JudysDelicousCandy.biz or www.JudysYummyCandy.com may be available. Owning the domain can cost as little as $9.99 per year.

What Kind of Money Will It Take?

[image: ]

Many startups are financed with less than $100,000. Regardless of outside cash you may be able to raise, the SBA coaches new businesses to have one dollar in cash or business assets for every three dollars of sought loans.


 




stat fact
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There are thousands of service providers on the web who will conduct a search of domain name availability, register it for you, and notify a specified number of search engines. You will typically pay anywhere from $9 to $35 per year, depending on the extension type, with .com typically being the most expensive and .info, .biz. and .us less so. Consider using .org if you are part of a larger organization. Other price influencers are the provider, the services offered, the number of domains you are registering, and the length of those registrations.




 



Matt Murphy “bet the farm” with the $50,000 he’d saved up while working his way through graduate school at Universal Studios. Remarketing himself as a handbag designer, graphics and branding artist required a cohesive look to show how the various talents come from the same source of quality. This highly creative entrepreneur handled his own site and branding debut.


 




tip
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A resale number or seller’s permit is required by all states that collect sales tax. The permit allows you to buy merchandise at wholesale prices without paying sales tax, but you must pay the state sales tax on taxable merchandise when sold at retail. Usually, the consumer pays the sales tax at the time of purchase.




 



In 1968, Keith Covart and his three friends, Roger Emslie, Dan Foley, and Ron Korch, pooled their resources to start Electric Fetus. “We each came up with about $2,000. I had no money, but I had a friend who was an attorney at the bus company where I worked and he agreed to co-sign on a loan for me. Roger borrowed from his grandmother,” Keith remembered, with a smile. “We started out small and after that, only expanded when we made the money to finance it.”

If you only have $5,000 in cash, you should be looking for a business whose total startup cost is in the $15,000 to $50,000 range. The low end of that spectrum caters to those with little or no experience and the high end to an experienced business owner who can show banks a track record of repayment ability from documented cash flow management. For a list of startup costs for different types of retail businesses, check out “Retail Opportunities” starting on page 77.


 




Unsolved Mysteries

Some unforeseen expenses that can throw off your startup expenses projection are:

              [image: ][image: ]  Increase in taxes

              [image: ][image: ]  Difficulty attracting customers

              [image: ][image: ]  Changes in consumer styles, preferences, and demand

              [image: ][image: ]  New competition in your market that takes away some of your revenue

              [image: ][image: ]  Price increases from your suppliers

              [image: ][image: ]  Accidents involving you, your employees, or best customers

              [image: ][image: ]  Increases in insurance, utility costs, or vital supplies like heating oil or gas

              [image: ][image: ]  Lawsuits

              [image: ][image: ]  Fines




 



So what will it take to get you in business? Set up a budget and list your operating expenses for the first three months—the time it will take to stock the store, advertise your opening, and hire help. Go down the worksheet and itemize everything you will need to open your doors and acquire that first customer. There are so many variables that you might want to talk with retailers in your market as well as a knowledgeable SCORE counselor (Score.org) whose background is in retail. The tips you gather can guide you in seeing if you have enough cash on hand to do the deal, or what you’ll need to get from advances on your credit cards, loans, and vendor assistance. Talk over your projections with your accountant. For a sample list of startup expenses, turn to page 79. For a “Startup Expenses Worksheet” you can fill out for your own business, turn to page 80.
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