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FOREWORD


By Jason Feifer


Editor-in-Chief, Entrepreneur Magazine





You are about to do something hard. Let’s not sugarcoat it. If business was easy, this book would be a lot lighter. But it’s not. It’s heavy! It could prop open doors. And that’s because, in the beginning, you’re likely going to be doing everything for your business. Sales. Marketing. Customer service. Product development. You will be 20 teams rolled into one. Things will go wrong that you didn’t even know were possible.


But you know what? If you’re meant for this, you’re going to love it. You’re going to say “This is hard, but there’s nothing else I’d rather do.” And that attitude will prepare you for anything.


I talk to entrepreneurs every day, and I keep hearing the same things. Even during hard times—even during the pandemic, and all the uncertainty that followed—they were making plans, revising, adjusting, and striving. How do they do it? If you’re reading this far, it means that, deep down, you already know the answer.


It’s because they knew it would be hard, but they did it anyway.


This sounds simple, but it’s not. It’s a profound distinction. Many people are afraid of failure, so they never take risks. Many others think they’re invincible, so they make reckless decisions. But entrepreneurs are different. Entrepreneurs understand that their road is rocky. They accepted—a long, long time ago!—that nothing good comes easy. It’s almost like an emotional immunization. If you know bad things will come, then bad things cannot overwhelm you.


Along this journey of entrepreneurship, you will repeatedly say “I can do that” even when you have absolutely no idea how to do that. Doesn’t matter! You know you can figure it out.


Here’s one of the scariest things you might hear along this journey: Nine out of ten businesses fail. That statistic comes up repeatedly; people cite it to me all the time. But it’s not true, and it shouldn’t scare you. In fact, it should encourage you.


First, let’s dispel the statistic itself. Nine out of ten businesses do not fail. About half survive past four years, according to a study from the Small Business Administration, and a third of the ones that close were successful at the time of closing. So what happened? “It appears that many owners may have executed a planned exit strategy, closed a business without excess debt, sold a viable business, or retired from the work force,” the study says. In other words: “Closing” doesn’t mean “failure.” It could mean anything.


We need to define for ourselves what success and failure look like. If you launch a business and it supports your family for four years, is that a success? What about a decade? Must it outlive you, passed down for two generations? Three? Five? You can decide all this for yourself, and don’t let anyone tell you otherwise.


This leads us to the other misleading part of that statistic. Even if it were true that nine out of ten businesses fail, that doesn’t mean nine out of ten entrepreneurs fail. To an entrepreneur, a failed business is simply a data point. It teaches us what to do better next time. The greatest entrepreneurs in the world have cycled through many, many businesses before they hit upon their billion-dollar idea. At no point did these people give up. They didn’t close one business, declare themselves a failure, and get a desk job somewhere to toil away in obscurity. No! They dusted themselves off and started again.


You are not a failure, regardless of what happens next. By simply taking the leap into entrepreneurship, you are seeking to take control of your own life. You’ll need to be nimble, humble, and willing to ask very uncomfortable questions. You’ll need to sacrifice. You’ll need to make hard decisions and say “no” more often than you say “yes.”


That’s why we created a book like this—to help you along the most challenging early hurdles. You will need to embrace systems and processes, even if you’ve always thought of yourself as a freewheeling person. You’ll need to make consequential financial decisions like whether to buy an existing business or launch a new one, and whether to pay for real estate or start solely online. You may need to hire employees and become a good manager and leader. You’ll need to learn marketing, sharpen your sales skills, and embrace customer service.


You know it won’t be easy. But nothing great is easy. If you’re willing to do all this—to truly put in the work, embrace the emotional challenges, and make the decisions that are best for the long-term health of your business—then I promise you: By some measure, you have already succeeded.










ON YOUR MARK…



Why did you pick up this book? Perhaps you know you want to be an entrepreneur and take charge of your own life. You’ve already got a great idea for a business you’re sure will be a hit. Or perhaps you think, somewhere in the back of your mind, that maybe you might like to start your own business, but you’re not sure what venture to start. Perhaps you don’t know what entrepreneurship is really like and want to learn more about it to determine whether or not it’s for you. Whichever of these categories you fall into, you’ve come to the right place. In Part 1, “Think,” we’ll show you what it means to be an entrepreneur. We’ll even get you involved in the entrepreneurial process by providing you with our personal goals and objectives worksheet on page 23 to decide if entrepreneurship is right for you. Don’t have a business idea or not sure if your idea will fly? You’ll learn the secrets to spotting trends before they happen and for coming up with dozens of enticing, potentially winning business ideas. We’ll discuss multiple ways of going into business, including part- and full-time entrepreneurship. We’ll also talk about the various ways in which businesses are set up to operate; some from brick-and-mortar locations, which include retail outlets, offices, factories, and service centers, while others operate in the virtual world, run from a home base with a remote staff spread out in various parts of the country or the world. Finally, we’ll show you the different options for startup, including starting from scratch, purchasing an existing business, or buying into a franchise or business opportunity system.


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


A business plan is your roadmap to success, guiding the growth of your business at every stage along the way. We’ll show you how to craft a business plan that puts you on the fast track. Finally, you’ll learn why you need professional advisors to help you through your startup, and how to select an accountant, an attorney, and a technical team who can help you earn money, hold onto it, and remain in step with the ever-changing rules, guidelines, and tax codes that businesses must adhere to.


Then comes the question of money: How does one find the money to start a business? Every entrepreneur knows that adequate startup capital is essential to success. In Part 3, “Fund,” we give you the inside scoop on getting the money you need, plus you’ll discover dozens of sources of capital. We will show you secrets to financing your business yourself, how to tap into the most common source of startup financing (family and friends), plus places you may never have thought of to look for money. We’ll also introduce you to the idea of turning to the “crowd” for funding, and even offer some ways to start a business on a shoestring budget.


Do you stand a chance of getting venture capital or attracting private investors? You’ll find out in this section. And if you’re looking for a loan, look no further for the secrets to finding the right bank.


We will explain what bankers and other funding sources look for when evaluating a loan application—and how to make sure yours makes the grade. Seeking money and startup advice from Uncle Sam? You’ll learn all the details about dozens of loan programs from the government, including places like the Small Business Administration (SBA) as well as special assistance for women-owned businesses and minority entrepreneurs. Whatever your needs, you’re sure to find a financing source that’s right for you. As they say, “there’s no time like the present,” so grab a cup of coffee, get comfortable, and let’s start planning your business!
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CHAPTER


1




INTRODUCTION





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


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


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


Some will tell you that the journey you’re about to take is a hazardous one—but not with us at your side! Start Your Own Business prepares you every step of the way. We’re here to instruct and encourage you, to show you new ways to do things, and to remind you of the tried-and-true pathways to success. You wouldn’t go on a climbing adventure without the proper gear, right? Think of Start Your Own Business as part of your entrepreneurship gear kit. Refer to it every step of the way, starting with how to assess whether your idea for a business is a good one (or learn how to find or develop an idea for a business if you know you want to be an entrepreneur but don’t quite know what business you want to own and operate) to finally opening the doors to your new venture. Along the way, we provide forms, worksheets, and checklists you can use in your business planning to make sure you’re on the right track.


Because business ideas, trends, and strategies constantly change, we strive to keep Start Your Own Business up-to-date. For this edition, we’ve updated and revised (or expanded) every chapter.


Our journey goes from the hows and whys of running your own business to the latest on how to attract visitors to your website, keep them there, and make sure they return for more. We also move on to social media marketing and networking. If you haven’t jumped on the social media bandwagon yet, your business can’t afford to be left behind. We show you how to use social networking tools and even digital marketing to connect with potential customers, engage with your audience—and keep up the conversation—because in today’s marketing landscape, that’s how brands are built.


We also feature chapters on running your business virtually, using the latest technology to connect seamlessly, and engaging in the most recent funding options that are readily available.


Many business resources and tip boxes (see examples on the next page) have been updated for this edition.


Finally, there’s an appendix that’s chock-full of resources with contact information. We list business associations, federal agencies, magazines, and websites covering a wide array of topics from advertising and marketing to accounting and taxes.
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aha!


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


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


Here we remind you to heed the warnings to avoid common mistakes and pitfalls that others have made before you.
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This box points you to current and often comprehensive websites that you might seek out for business information.
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save


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





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










CHAPTER


2




TAKING THE PLUNGE


Get Ready to Be an Entrepreneur





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


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




The Entrepreneurial Personality


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


People come to the entrepreneurial path from many different directions. Increasingly, some start fresh out of college (or even before graduating) while others start after a stint at home raising their kids. Others seek entrepreneurship simply because the idea of retiring is abhorrent to them. Most, though, come to entrepreneurship straight out of the work force. And many of them have dabbled in their would-be area of business before they take the plunge completely, testing ideas on the side while maintaining a day job. There are also those that have taken jobs to learn more about an industry before jumping into it as a business owner. Quitting a full-time job to start a business isn’t a decision to be taken lightly. You should be sure now is the right time to get started. First, you need to ask yourself some important questions. First and foremost: Do you have enough money for living expenses? Can you support yourself while taking the time and effort to get a business off the ground? If you are married and/or have a family, are they ready for this? Is there a need for a product or service like yours? Parts 1, 2, and 3 of this book will help you answer those questions.
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warning


If you have a family, discuss your plan to open a business. Explain that you will need a lot of time to work on this new aspect of your life and that you’re doing it for the family. Make sure they understand the emotional and financial sacrifices business success requires. When your family doesn’t support your business—if they’re always saying “Can’t you spend more time with us this weekend?”—it’s going to be tough to make your business work. If your family isn’t ready for you to become an entrepreneur, this may not be the right time.







Full Steam Ahead


Many successful entrepreneurs recall having a sense of urgency while starting out. Even though it would take them some time to get the business off the ground, it was that sense of urgency that they attribute to being their driving force. One entrepreneur’s advice: “You’ll know the time is right when you can honestly say ‘I’ll put my house, jewelry, and other personal collateral on the line to attain the startup money I need for the long-term rewards.’” We’re not recommending that you put your home up as collateral, but that willingness to take major risks likely means you’re ready to start now.







What’s Your Impetus for Becoming an Entrepreneur?


While some people may think that one single incident—such as getting fired or being passed over for a promotion—is the impetus for becoming your own boss, most experts agree it’s usually a series of desires and frustrations that leads to entrepreneurship.


A fundamental desire to control one’s own destiny ranks high on most entrepreneurs’ lists of reasons for starting their own businesses. This need is so strong that entrepreneurs are often willing to take many risks to be their own boss. Some people aren’t able to feel truly fulfilled working for someone else; they simply cannot be happy following someone else’s plan or taking orders from a boss. They’re often convinced they have a better way or an idea that would revolutionize their industry—or at least their little corner of it—and working within a corporate structure is simply stifling their creativity and sense of accomplishment.


But opportunity comes in other guises, too. It might be when potential customers start calling you because they’ve been told you’re the go-to person for what they need, or perhaps a business in your area is struggling and you know you can make it work. Or maybe you feel as if you’re underemployed (working below your potential salary or your skill level) or not putting your skills and talents to their best use. Perhaps there’s a need for the product or service you want to provide, or you’ve simply figured out a better or new way to do something. Perhaps you’ve simply had a passion for something for years, such as cooking, and that passion drives you to open your own restaurant.




>> Business Startups: By the Numbers


Why do people start businesses?


■  Ready to be my own boss: 26 percent


■  Pursue a passion: 23 percent


■  Opportunity presented itself: 19 percent


■  Dissatisfaction with corporate America: 27 percent increase in 2019


Why do businesses fail?


■  No market need (idea/solution to a problem that exists): 42 percent


■  Ran out of cash (poor money management): 29 percent


■  Not having the right team: 23 percent










Reality Check


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


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


Need inspiration? Check out www.ted.com/talks for inspirational speeches on almost any topic. While the site’s subject matter covers everything from fitness to raising kids, its target audience is anybody with an entrepreneurial spirit. Speakers of all kinds—including many entrepreneurs—offer new ideas, inspiring thoughts, and powerful motivation you can use to empower yourself to reach new heights.





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


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










Your Strengths and Weaknesses


It’s rare that one person possesses all the qualities needed to be successful in business. Everyone has strong suits and weak points. What’s important is to understand your strengths and weaknesses. To do this, you need to evaluate your skills, including those you have used to reach major achievements in your personal and professional life and those that you have not yet put to the test. The following steps can help:


  1.  Take a personal inventory. Start by listing the skills you have used successfully at your various jobs. Put a check next to the areas in which you excelled and circle those that you also enjoyed the most. If it helps, keep your resume handy so you don’t forget any of your past positions—today people move around often, so it’s possible to forget those five days at Fred’s Furniture or some other company.


Next, add the other skills you have used at school, in associations or organizations to which you belonged, or simply in your personal life. Many of us have skills that we never use at work. Perhaps you devote a lot of time and effort to a hobby, and you have developed great organizational skills from that pursuit. Again, circle the skills that you enjoyed using the most.


Now you have an idea of what skills you have performed often and which ones you enjoyed using.
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On Meetup.com, there are more than 30,000 groups with over 20 million members worldwide dedicated to entrepreneurship. That number has more than quadrupled in just five years. Find one that suits you at meetup.com/topics/ entrepreneurship. Then join a group and “meet up” for entrepreneurial events, networking, support, and even socializing. You’ll also find more than 4,000 groups related to entrepreneurship on LinkedIn—some are general, but many are more segmented, including by industry, region, and goals. Find groups that match your needs, and you can begin to interact with like-minded entrepreneurs.





  2.  Analyze your personal attributes. Are you friendly and self-motivated? A hard worker? Well-organized? Evaluating your personal attributes reveals your strengths and weaknesses. If you don’t feel comfortable around other people, for example, that’s OK. While businesses typically require interaction with customers, there are businesses in which you do not have to be the one doing the interacting. Many people design and create new products, but they don’t often interact with the people buying those products. Moreover, if you start a business in the digital world, you need not be a “people person” to run a successful venture. You can always hire a “people person” to handle customer service.


  3.  Analyze your professional attributes. Small-business owners wear many different hats, but that doesn’t mean you have to be a jack-of-all-trades. Just be aware of the areas in which you’re competent and those in which you need help, such as sales, marketing, advertising, and administration. It’s like the old saying: “Know what you don’t know.” Next to each function, record your competency level—excellent, good, fair, or poor. A few fair and poor responses do not mean you aren’t up for it—it just means these are the areas in which you will need to gain expertise or find someone to help you. From day one on your entrepreneurial journey, keep in mind that in this day and age it is rare to find someone who doesn’t seek help when it comes to starting a business. Whether that means teaming up with a partner, hiring employees early on, or finding a mentor, even solopreneurs find the help they need.
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tip


Once you understand your strengths and weaknesses, there are three ways to deal with them: 1) You can either improve in the areas where you are weak (by taking a class in bookkeeping, for example), 2) hire an employee to handle these aspects of the business (for instance, hiring a bookkeeper), or 3) outsource the tasks (such as contracting an outside company to do your bookkeeping). Outsourcing small tasks and one-off assignments to experts at reasonable rates has become much simpler with formal work-for-hire freelancer websites like Upwork.com or Guru. com. There is also a great movement toward DIY (do it yourself) with websites, podcasts, software, apps, and other information sources from which you can learn to handle a lot of tasks on your own.










Go for the Goal


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


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




>> From the Horse’s Mouth


One of the best ways to determine if now is the best time to start a business is to meet with other entrepreneurs, those who have been at it a while. This way you can get a better grasp of what they do and how they do it. It’s not about their specific products or services but about how they run a business. Looking at their lives and talking about entrepreneurship can help you figure out if you’re ready.


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


In addition to meeting with successful entrepreneurs, you might want to talk to a few who weren’t so successful. They may be harder to locate, but sometimes you’ll find an entrepreneur who is on their second or third business and one or two didn’t work out as they would have liked. Find out what happened with their previous attempts. You can learn from other people’s adventures. Sometimes the business failed; other times they had loftier goals than a particular business could allow them to reach. Whatever their stories are, you can learn something.


Many potential business owners also find it useful to attend entrepreneurial seminars or classes. You can often find such courses at community colleges, continuing education programs near you, or online. Others seek assistance from consulting firms that specialize in helping small businesses get off the ground. Associations and organizations, both private and public, such as SCORE or Small Business Development Centers, or your local chamber of commerce, may be eager to assist you. Don’t hesitate to ask for assistance. Most experienced entrepreneurs enjoy helping newcomers like you succeed.





■  Practicality/realism. Those who thought Rome would be built in a day weren’t being practical or realistic. You need to set practical and realistic goals. If, for example, you set a goal to earn $100,000 a month when you’ve never earned that much in a year, that goal is unrealistic. Begin with small steps, such as increasing your monthly income by 25 percent. Once your first goal is met, you can reach for larger ones.


Keep in mind that you also want to set both realistic short-and long-term goals. Short-term goals are attainable in a period of weeks or months, perhaps a year. Long-term goals can be for five, ten, or even 20 years; they should be substantially greater than short-term goals but should still be realistic.




>> Should You Go Solo?


Solopreneurs are a powerful and growing force in today’s career landscape. A solopreneur is a business owner who works and runs their business alone. A solopreneur is also the proverbial chief cook and bottle washer, who started the business, owns the business, runs the business, and is responsible for its failure or success. The benefits of solopreneurship are better experienced than reported. If you’re curious about the lives of these disentangled, high-risk, high-reward captains of their own fate and are considering taking the same plunge, here’s what you can expect.


  1.  You work long hours. Starting a business on your own takes an ongoing time commitment. This means pouring your heart and soul into the business and often putting in 60- or 70-hour weeks.


  2.  You make personal sacrifices. You may have to sacrifice some time with your spouse, your significant other, and/or your kids, which is difficult, but at least you will have a built-in excuse to get out of dinners with distant relatives who can’t wait to see you to roll their eyes at your business ideas. Personal sacrifices are not easy, but if you are dedicated to reaching your goal, let others know such sacrifices are for a good reason.


  3.  You get to hire the personnel you want. Most solopreneurs aren’t 100 percent on their own. They hire people. They manage people. They even get to boss people around, sort of. The process, however, is different. Instead of employing a CFO, the solopreneur might engage the services of advisors or work with contractors. You get to figure out what kind of help you need and find the best people to work with you.


  4.  You get to make the big decisions. From the company name and whether to have a company logo to the decision to work remotely or have an office or several stores, you get to make the decisions. This isn’t to say you can’t get advice on all these and other important matters—it’s perfectly OK to seek help when making such decisions.


  5.  You get to create the processes rather than someone telling you how things will get done. From manual labor to automation to the latest in virtual and AI technology, how you will build the perfect state-of-the-art widget is up to you.


  6.  You’ll be able to pivot when necessary. If the proverbial ship is heading for an iceberg, it’s up to you to pivot and take a new course. Pivots are a survival tactic; being in charge means you can choose to stop on a dime and make a change. Solopreneurs pivot, too, and they can do so without any accountability to shareholders, stakeholders, board members, or even a pet cat. They can pivot like nobody’s business.


  7.  You create the schedule(s). Do you want to work 9-to-5, 5-to-9, or 9-to-9? You can decide when you’re open and when you’re closed. You can decide on full-time hours, part-time hours, flex hours, etc. You’re the one in charge—deciding how, when, where, and how long to work is completely up to you. Most solopreneurs, however, find their day extending beyond their plans because there’s so much to get done, even after hiring some help.


  8.  You are responsible for your own success. You have to take big risks if you want big rewards. Solopreneurs internalize this truth. Rather than leave their success to the whimsy of an employer, they choose to take their success firmly in hand.


  9.  You get to develop your own vision. A solopreneur makes this decision with fierce independence and experiences true fulfillment as a result.


10.  You get to embody your own brand and that of your business. Branding is the practice of creating and curating the public identity of your business.


11.  You get to keep what you make. You’re no longer making money for the owners of the company—you’re the owner. Of course, you will still have to pay taxes. Quite a bit, actually. On the other hand, your business profits are yours. You can choose to incorporate as an LLC or an S corp, but either way, the money your business makes is the money that you make. Invest wisely.


12.  You experience adventure every day. An adventure is defined as “an unusual and exciting, often risky experience or activity.” That basically sums up solopreneurship. Job security? Not a chance. Steady paycheck? Nope. Benefits? You’re kidding. You live a life of adrenaline-pumping adventure, and if you are truly cut out to be an entrepreneur, you wouldn’t have it any other way.


The life of a solopreneur, or entrepreneur, is not for everyone. The risks are high. The burdens and sacrifices are great. But the experience is transformative.





■  Specificity. You have a better chance of achieving a goal if it’s specific. “Raising capital” isn’t a specific goal; “raising $10,000 by July 1” is.


■  Optimism. Be positive when you set your goals. “Being able to pay the bills” isn’t exactly an inspirational goal. “Achieving financial security” phrases your goal in a more positive manner, thus firing up your energy to attain it.
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The SBA Women’s Business Center has a lot to offer women—and men, too—from answering questions about financing businesses or becoming an international company to finding a mentor. Search online for SBA Women’s Business Center to find centers near you.





Consider several factors when setting your goals:


■  Income. Many entrepreneurs go into business to achieve financial security. Consider how much money you want to make during your first year of operation and each year thereafter, up to five years.


■  Lifestyle. This includes areas such as travel, work hours, personal asset investments, and geographic location. Are you willing to travel extensively or move? How many hours are you willing to work? Which assets are you willing to risk?


■  Type of work. When setting goals for type of work, you need to determine whether you like working outdoors, in an office, with computers, on the phone, with lots of people, with children, and so on.


■  Ego gratification. Face it: Many people go into business to satisfy their egos. Owning a business can be very ego-gratifying. You need to decide how important ego gratification is to you and what business best fills that need.


The most important rule of self-evaluation and goal-setting is honesty. Going into business with your eyes wide open about your strengths and weaknesses, your likes and dislikes, and your ultimate goals lets you confront the decisions you’ll face with more confidence and a greater chance of success.
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Figure 2.1. Personal Goals and Objectives Worksheet, continued
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GOOD IDEA!


How Do I Know If I Have a Great Idea for a Business?





Many people believe starting a business is a mysterious process. They know they want to start a business, but they don’t know the first steps to take. In this chapter, you’re going to find out whether a business idea you already have is a viable one. If it’s not, we will take you through the steps to finding a feasible business idea, then show you how to take action on it. This is the biggest step in figuring out what it is you want to do.


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


Estimates vary, but generally more than 627,000 businesses are started each year in the United States, according to the SBA. Yet for every American who starts a business, there are likely millions more who begin each year saying “OK, this is the year I am going to start a business,” and then don’t.


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




“Even if you don’t have the perfect idea to begin with, you can likely adapt.”


—VICTORIA RANSOM, COFOUNDER OF WILDFIRE INTERACTIVE





For most people starting a business, the issue should not be coming up with something so unique that no one has ever heard of it but instead answering the questions: How can I improve on this? Or, “Can I find a new way to build something, improve upon an existing product, find a new means of selling or shipping items, or improve upon an already great idea? After all, Henry Ford did not invent the automobile; he simply figured out how to make it affordable enough so that the masses could buy them. For that matter, Bill Gates did not invent the computer, he just revolutionized it in ways we had previously not imagined. You can also ask: Is there a pain point for consumers, and can I find a solution for them? Or simply, Is there market share not being served that makes room for another business in this category? Most new businesses are not discovering uncharted territory or selling products that are new inventions, instead they are finding new ways to use and mine that territory.




>> Is My Idea a Good One?


So you’ve got an idea for a business already worked out. But is it a good, viable one? The answer might seem complicated, but there are a few markers that will tip you off, according to Neil Petch, chairman of Virtugroup, a holding company that supports startups from their early days to market entry.


  1.  It solves a problem. Solving a problem means delivering a solution that makes a sizable number of people’s lives easier. The problem doesn’t have to be one that nobody else is tackling; it can just as easily be a problem no one has dealt with effectively.


  2.  It’s scalable. Scalability is the potential of your business opportunity to grow and be applied to an ever-increasing market. Think about whether you can expand on your idea, make it flexible and resilient, monetize it throughout, and remodel it if necessary?


  3.  Your doubts are few and quickly disappear. If you have a flash of inspiration followed by a handful of nagging doubts, it’s easy to set them aside because they don’t fit with the version of events you prefer. You need to be honest though. Conviction is important, but blind conviction is dangerous.


  4.  People want your product and service. Other people need to be as excited about your idea as you are. Start testing the idea and talking about it with friends, family members, and (as soon as possible) potential customers. Are they enthusiastic; do they love it? Validating your idea outside your own headspace is key.


Together, these four markers of success can help point you in the right direction. If you can answer all of them, great! If not, take heart and take some time to rework your concept. Not being able to say “yes” to all four doesn’t mean you should scrap the idea—it just means you have an opportunity to reframe how you approach it and present it to the world.








Get the Juices Flowing



If you don’t have a specific business idea, but you know that you would love the idea of having your own business, start thinking about what type of business you would most enjoy starting. It should be something you feel good about, something that would be fulfilling and personally gratifying. After all, if you are not passionate about your business idea, it will be difficult to spend numerous hours and make major sacrifices to make a go of it.


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


On the other side of the paper, list things you don’t think you’re good at or you don’t like to do. Maybe you’re really good at marketing concepts, but you don’t like to meet people, or you’re really not that fond of kids, or you don’t like to do public speaking, or you don’t want to travel. Don’t overthink it.


When you’re finished, ask yourself: “If there were three to five products or services that would make my personal life better, what would they be?” This is your personal life as a man, woman, father, husband, mother, wife, parent, grandparent—whatever your situation may be. Determine what products or services would make your life easier or happier, make you more productive or efficient, or simply give you more time.


Next, ask yourself the same questions about your business life. Examine what you like and dislike about your work life as well as what traits people like and dislike about you. What could you do to make your work life easier? How could you improve upon the way things are done in your industry? Don’t worry if you do not have instant answers. Just start exploring the world around you more closely.


Now, think about your neighborhood, community, town, or city. What is missing you think people need? Is there an underserved market of interest? Is your town missing a family-friendly restaurant? A car wash? A spa? Is there a service you think is missing? Remember, a business doesn’t have to be based on a new invention; it just needs to solve the needs of your community, be it a town of 2,000 people or a city of 2 million.


Finally, ask yourself why you’re starting a business in the first place. Then when you’re done, look for a pattern (i.e., whether there’s a need for a business doing one of the things you like or are good at). To make the process a bit easier, we’ve provided a “Things About Me Worksheet” for you to complete, starting on page 32.
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tip


Along with checking out websites, don’t overlook publications in your search for business ideas. Books, newspapers, and magazines all contain a wealth of ideas. Your reading list should include business, lifestyle, and niche publications like pets or antique tractors. Read your local newspaper, as well as major newspapers from the large trendsetting cities like Los Angeles, New York, and San Francisco. You can still find many newspapers and magazines online for free, while others may be worth the cost of a subscription.







They Delivered


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


One day, as they were lamenting their lunch problem, one of them asked, “Wouldn’t it be great if we could get some good food delivered?” The proverbial light bulb went on! Then they did what many people don’t do, they went to work developing their idea. Coincidentally, they purchased an Entrepreneur Press Step-By-Step Startup Guide and started a restaurant delivery business.
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Figure 3.1. Things About Me Worksheet








To date, their business has served more than 15 million people! It’s neither a complicated business nor an original one. Their competition has gotten stiffer, and yet they’re doing phenomenally well. And it all began because they listened to their own frustrations and decided to act. Little did they know that research indicated the shrinking lunch hour was one of the biggest complaints by American workers. Some only get 30 minutes, making it nearly impossible to get out, get lunch, and get back on time. So while these young entrepreneurs initially thought they were responding to a personal need in their local area, they struck a universal chord.
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Your hobbies may also lead you to business ideas. If gardening or antique toy collecting are what interests you, take your passion and turn it into a real business. Sell your locally grown herbs or vegetables to restaurants or set up an online business selling your rare toy finds on eBay or on your own website. Hobbies also lead to magazines, popular websites, blogs, and podcasts which can generate advertising and/or subscriptions.





That is one way to get ideas—listening to your own needs or frustrations or those of your co-workers, family, friends, and/or neighbors. The opportunities are all there; you just need to search for them. If your brain is always set on idea mode, you’ll capture new, fresh ideas often. For instance, if you had read an article about the shrinking lunch hour, and you were thinking entrepreneurially and seeking ideas, you would say “Wow, maybe there’s an opportunity for me to do something. I should start researching it.” You never know when an idea will strike, so it’s a good idea to carry a pen and paper with you, or be ready to record your thoughts in your cell phone’s notepad or in voice memos—otherwise you’re likely to forget them.










Inspiring Moments


Inspiration can be anywhere. Here’s another classic startup story: Before the days of on-demand movies from cable providers did you ever get charged a fee for returning a video late? Bet you didn’t do anything about it. Well, when Reed Hastings got a whopping $40 late charge, instead of getting mad, he got inspired. Hastings wondered “How come movie rentals don’t work like a health club, where, whether you use it a lot or a little, you get charged the same?” From this thought, Netflix was born. From its start in 1999, Netflix has grown into a big business with revenues topping over $20 billion at the close of 2019.




“Don’t start a company unless it’s an obsession and something you love. If you have an exit strategy, it’s not an obsession.”


—MARK CUBAN, SERIAL ENTREPRENEUR AND INVESTOR





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


And don’t overlook the tried and true. Hot businesses often go through cycles. Take gardening. For the last few years, gardening products and supplies have been all the rage, but you wouldn’t consider gardening a 21st century business. The same goes for cleaning businesses or pet care and dog walking, for instance, with people ever more time-pressed and looking to outsource parts of life they don’t have time for.




“Plan your hunches and use your head.”


—LILLIAN VERNON, FOUNDER OF LILLIAN VERNON CORP.





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


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








Just Do It!



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


Understand that many people around you won’t encourage you (some will even discourage you) to pursue your entrepreneurial journey. Some will tell you they have your best interests at heart; they just want you to see the reality of the situation. Others will resent you for having the guts to follow your dream. You can’t allow these naysayers to dissuade you, to stop your journey before it even begins.
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Is there a household chore or annoyance that drives you up the wall? Common sources of frustration or irritation are great idea generators. The woman who invented the now-ubiquitous spill-proof Snack-Trap for small children (they can reach their little hands in to grab a treat, but no matter how much they shake or drop the snack cup, nothing falls out—usually) was simply tired of cleaning up Cheerios from the floor, amid the couch cushions, and in the crevices of her toddler’s car seat.





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


One of the most common warnings you’ll hear about are the risks involved in starting a business. Among the risks of starting a business is the financial risk that comes with giving up a steady paycheck. You can mitigate this risk to some degree by maintaining connections in your field, which may enable you to come back to a job if all else fails. Don’t give up your network or delete your contact list.


In many cases people start their new businesses on nights and weekends while still maintaining their day jobs (sometimes with fewer hours). For example, Sara Blakely developed Spanx for several years while keeping her full-time job selling fax machines; Phil Knight was an accountant selling shoes on the side for five years before fully launching Nike; Minecraft’s developer, Markus Persson, was a programmer who built games on the side and kept his day job for a full year before committing to Minecraft full time. We’ll talk more about juggling a job and a business in the next chapter.


We’ll talk more about funding your business later in the book, but suffice to say, you will usually need to have some funding set aside that you can use to put into your business. Other risks that factor into starting a business include competitive, market, political, environmental, and economic risks. While many risks are out of your control, you need to be aware of them and even address them in your business plan (which we’ll also cover later).


Bottom line, starting a business comes with risk, and people will constantly remind you of that. But success is almost always predicated with a fair amount of risk. In this case you want to take calculated risks as opposed to foolish ones. You can mitigate your risk if you carefully consider what you’re doing, get help when you need it, learn as much as you can about the business/industry, and never stop asking questions.


If you still have concerns about risk, take some time to do a self-assessment of your risk tolerance. Not everyone feels comfortable with the same level of risk—and that’s OK. Start by asking yourself: What am I really risking? What am I giving up? What will I lose if things don’t work out? That’s the biggest concern when it comes to risk: Can you tolerate the results, if they are not favorable, and then move forward understanding that you took a chance?


The most important concern when risk taking is that you don’t risk what you can’t afford: your home, your family, or your health.




>> Fit to a “T”


Every year in Entrepreneur, the hottest business trends for the coming year are profiled, representing a lot of research and a lot of homework. But that doesn’t mean these businesses will work for you. After all, you may not be interested in these opportunities or you may be living in an area where there are plenty of similar ventures. Conversely, a business simply may not be viable in your area or region of the country. For example, you probably won’t sell a lot of snowmobiles in Miami. Get to know the latest business trends and determine which ones are of interest to you and are viable in your neck of the woods. However, if you see an opportunity that really suits you, remember you can always go the online business route, which means you can sell products or services anywhere to anyone.
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GOOD TIMING


Should You Launch Your Business Part or Full Time?





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


Starting part time offers several advantages. As noted in the previous chapter, it reduces your risk because you can rely on income and benefits from your full-time job. Starting part time also allows your business to grow gradually.


“Starting part time is simply the best way,” contends Philip Holland, author of How to Start a Business Without Quitting Your Job: The Moonlight Entrepreneur’s Guide (Ten Speed Press, 1992). “You find out what running a business requires while limiting your liability if it fails.”


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


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


“Working by day and running a business by night creates a host of potential conflicts and can add a tremendous amount of stress,” cautions Arnold Sanow, co-author of You Can Start Your Own Business (Washington Pubns, 1991). Sanow says conflicts between a day job and a sideline business are common, as are family problems: “I’ve seen a lot of divorces as a result of working full time and having a business on the side.”


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




Market Matters


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


You don’t want to be married to one idea so much so that you have blinders on when it comes to the realities of success. If you find there is a huge unmet need for your product or service, no major competition, and a ready supply of eager customers, then by all means go ahead and start full time. If, on the other hand, you find that the market won’t support a full-time business but might someday with proper marketing and business development, then it is probably best to start part time. There are several investigative factors to consider, such as the competition in your industry, the economy in your area, the demographic breakdown of your client base, and the availability of potential customers. If you are thinking of opening an upscale beauty salon, for example, evaluate the number of similar shops in operation, as well as the number of affluent women in the area and the fees they are willing to pay.


In some cases, you might find there is no competition, which initially seems like a good thing. However, you may find out that others have tried and failed at your business idea. When there’s no competition, there’s often a reason why, which could be anything from zoning laws to technology that has replaced the need for your business, such as printing shops. So if you find no one in your business space, keep researching to figure out why. While it’s possible that you have a unique idea, that’s not usually the case. A little competition usually means you’re on the right track.


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


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


If you’ve got your heart set on a business that traditionally requires a full-time commitment, think creatively: There may be ways to make it work on a part-time basis. For instance, instead of a restaurant, consider a catering business. You’ll still get to create menus and interact with customers, but your work can all be done during evenings and weekends. Or if you want to start a graphic design business, take on just one or two clients. You’ll build your portfolio but will be able to manage your work around your other commitments. And as a bonus, as would-be clients come your way, you’ll have a good sense of how long tasks take. You’ll also be in a good position to understand how much you can take on when you tackle your business full time.
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warning


Don’t bite the hand that feeds you. Starting a business that competes with your current employer may get you in legal hot water by violating noncompete clauses in your employment contract. Moreover, don’t poach employees from your current company unless you really want to invite legal disputes.










Financial Plan


One major factor in the decision to start part time or full time is your financial situation. Before launching a full-time business, most experts recommend putting aside enough to live on for at least six months to a year.


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


If, like many people, you lack the financial resources to start full time, beginning part time is often a good alternative. However, even if you do start part time, you’ll want to keep some figures in mind: Specifically, how do you know when your business is making enough money that you can say goodbye to your day job? You might also realize that you want to stay part time because you don’t think you would enjoy, or profit enough, from taking the business full time. In some cases, people have run parttime businesses just long enough to realize they don’t like it. Hopefully this will not be the case, but it does happen.


A good rule of thumb, according to Sanow, is to wait until your parttime business is bringing in the income equivalent to at least 30 percent of your current salary from your full-time job. “With 30 percent of their income, plus all the extra time during the day to promote their business, [entrepreneurs] should be able to make [the transition at that point],” he says. Another good idea: Start putting more money aside while you still have your day job. That way, when you take the fulltime plunge, you’ll have a financial cushion to supplement the income from your business.
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If keeping a full-time job and a part-time business going at the same time sounds too difficult, and taking the full-time plunge sounds too scary, consider taking a part-time or temporary job while you start a full-time business. This can be a way to ensure you have some salary coming in while giving you time to work on your business. Part-time jobs often offer evening or weekend hours—a big plus if you need to be accessible to clients during regular business hours. There may also be jobs that you can walk away from at the end of each day without having to think much about them. For example, some young entrepreneurs take on bartending or a front-desk position at a local gym, just to bring in some cash while keeping their mental focus on their new business. Often, the more routine the job is, the more it allows you to concentrate your efforts on your new business endeavor.










Family Affairs


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


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


After agreeing on what sacrifices can and will be made, work together to come up with practical solutions to the problems you foresee. Could your spouse take over some of the household chores you handle? Lay some ground rules for the part-time business—for instance, no work on Sunday afternoons or no discussing business at the dinner table.


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




Bring Everyone Along: The Family Business


According to the Conway Center for Family Business, 64 percent of U.S. gross national product comes from family businesses. In fact, 35 percent of Fortune 500 companies are family controlled. In short, family-owned and/or run businesses comprise a significant percentage of all the companies in the United States and have for decades. You’ll notice many family members running local shops and others with their names listed as founders of major corporations.


A family business may mean the company was started and/or run by a husband and wife, brothers, sisters, or the whole family. Some have been passed down for generations. In fact, family-run businesses have deep roots worldwide. The oldest family-run business is a Japanese hotel called Houshi Ryokan, which has been run by the same family since the year 718. It’s safe to assume that this small inn off the west coast of Japan has had several renovations over the past 1,300-plus years!


Family-owned ventures have several advantages. For one, they can bring family members together on a shared project, or mission—running the business. Close-knit family members are also able to put in the extra effort it takes to start and run a business. This is typically because they have a strong commitment and personal loyalty to one another. During downtimes (which occur in any business), families are more likely to stick together and do what is necessary to keep the business going. There is also a sense of stability since a business can continue from generation to generation. And if young family members are interested, they can learn the business as they grow up, which means they are more likely to be engaged as they become more involved at a later age.


Families may also have a stronger, built-in work culture, which is typically passed from one generation to the next. They tend to be more lenient and forgiving when it comes to work schedules, work-related decisions and judgments, and even mistakes. Flexible schedules, child care, and other perks you need to negotiate with employees can be much easier to work out. In addition, family members may be more willing than hired employees to make sacrifices to get the business off the ground, which can minimize expenses.


Among the most successful family-owned businesses in the United States are Berkshire Hathaway, Ford Motor Co., Walmart, Cargill, Dell Technologies, Oracle, Mars, Tyson Foods, ViacomCBS, Virgin Group, The Gap, The Estee Lauder Companies, Las Vegas Sands Corp., Hearst Corp., and many, many small businesses all over the country.


The flip side of family business harmony is that family members may take on roles for which they lack skills and experience. This can lead to stress and tension. Issues such as sibling rivalry and favoritism may also cause conflict among the family and trouble for the business. Moreover, some family members may not want to be a part of the business nor are they looking to inherit it one day. And in some cases, the needs of the business may interfere with the needs of the family—and this can prove disastrous.


According to the folks at SCORE, family businesses employ 60 percent of the American work force. Not only that, but family-owned ventures are also found in all parts of the country and in numerous industries.


What are the secrets to a successful family business? StartupNation® offers the following 12 keys to a well-oiled family business:


  1.  Set some boundaries.


  2.  Establish clear and regular methods of communication.


  3.  Divide roles and responsibilities.


  4.  Treat it like a business.


  5.  Recognize the advantages of family ownership.


  6.  Treat family members fairly.


  7.  Put business relationships in writing.


  8.  Don’t provide “sympathy” jobs for family members.


  9.  Draw clear management lines.


10.  Seek outside advice.


11.  Develop a succession plan.


12.  Require outside experience first (i.e., family members take classes to learn about their role in the business; for example, whomever you choose as bookkeeper should take a bookkeeping course).




>> Take It Easy


Does all work and no play make entrepreneurship no fun? Some entrepreneurs who run part-time businesses based on hobbies, such as crafts or cooking, find that going full time takes all the fun out of the venture. “Going full time turns an adventure into a job,” as business expert Arnold Sanow puts it. Some entrepreneurs have trouble grasping the fact that their businesses aren’t just pastimes anymore. They can’t work at their leisure any longer, and their ventures may require them to develop talents they didn’t know they had and perform tasks they’d rather leave to someone else. Don’t get so caught up in the creative aspects of the venture that you lose sight of the business responsibilities you must assume to make your startup succeed. Take a realistic look at what going full time will require. Consider hiring people to handle the business aspects you dislike, such as sales or operations, but keep tabs on whatever they are doing so you can be sure it benefits the business.





Family members in business together can bond and have great experiences. It’s all about communicating, sharing the same goal, and not letting the business interfere with your personal relationships. That means knowing when not to talk about the business and understanding everyone’s role within the company and their commitment: Some family members may have more time to commit while others, perhaps in college, may not have the same time to offer. It’s not always easy, but it can work out very well for everyone involved. And remember, not every family member may want to be in the family business—and that’s OK, too.
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tip


What do you do if you can’t afford to start your business full time but need to be available full time to answer client and customer calls? Consider teaming up with a partner whose available hours complement yours. Or hire a freelancer to take incoming calls, answer simple questions, bring important ones to your attention, and basically hold down the fort while you are at work. You could arrange to pay a flat fee or a fee plus a little extra bonus for handling customer issues successfully.













Getting Personal


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


Starting a full-time business requires long hours, but a part-time business combined with a full-time job can be even more stressful. If this is the route you’re considering, carefully assess the effects it could have on your life. You’ll be using evenings, weekends, and lunch hours—and, most likely, your holidays, sick days, and vacation time—to take care of business. You’ll probably have to give up leisure activities, such as bingeing your favorite TV shows, reading, hiking, biking, or dining out often. How will you feel the next time you drag yourself home, exhausted after a late night at the office, then have to sit right down and spend four hours working on a project that a client needs the next morning? Carefully consider whether you have the mental and physical stamina to give your best effort to both your job and your business.




>> Part Time Online Doesn’t Mean Less Time


While some entrepreneurs are still opening brick-and-mortar operations, many are choosing to start part-time online businesses. DIY-style sites like Etsy allow people in creative fields to launch without the commitment of even having their own online store. And eBay remains a platform for those in retail to set up shop online (exclusively or otherwise). Setting up an online order-based business—or any business for that matter—that you intend to run part time can be a quick, easy, and less costly way to begin. But it isn’t necessarily less time intensive.


For instance, if you start an Etsy® shop and one day hope to turn your organic cotton T-shirt business into a full-time venture, you’ll need to spend time on marketing your goods, perfecting your search engine optimization, building your brand and social media presence, and, of course, regularly adding and creating new products to sell. You’ll also need to fulfill orders and consider how you might scale the business if you need to. The same is true if you’re starting a resume or college placement consulting service online. You’ll need to market, manage social interactions, regularly create new products and/or services, and provide real testimonials from satisfied clients or customers.


An online business doesn’t have to be full-time work, but just because it’s online doesn’t mean it’s any less crucial to pay attention and put in the time. For more information on starting an Etsy business, check out Start Your Own Etsy Business (Entrepreneur Press, 2017).











Decisions, Decisions



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




>> Are You a Solopreneur?


A solopreneur is defined as an individual who founds and runs their business independently, without the support of a cofounder or W-2 employees. In other words, a solopreneur is an entrepreneur who performs all duties related to their business alone.


“Solopreneur” isn’t a brand-new term, but it has become more relevant in recent years. The word is easily interchanged with the word “entrepreneur,” but there are distinct differences. As an increasing number of professionals choose to start a business with no intention of ever adding staff, solopreneur is likely a term that will only grow in popularity. The differences between solopreneurs and entrepreneurs can be subtle. Here’s a quick look:


1.    Solopreneurs don’t wait for a buyout. An entrepreneur works hard to build a business but may not be as attached to the concept as a solopreneur. Some, but certainly not all, entrepreneurs build their businesses with at least a small hope that a much larger company will come along and offer millions of dollars for it once it grows. Of course, many entrepreneurs have turned down buyout offers to continue pursuing a passion, so this isn’t a defining difference. However, a large divide between the two may come when an entrepreneur can run a variety of businesses over the course of their career, while a solopreneur tends to work at one thing consistently.


2.    Entrepreneurs put a face to a company. While a solopreneur tends to spend hours working hard to build the business, an entrepreneur frequently prefers to be out making connections and getting the word out about their business. An entrepreneur may be perfectly happy doing that and that alone, leaving employees to take care of the day-to-day tasks. Solopreneurs can be great networkers as well but focus on the work of making a product or offering a service. One major difference is that an entrepreneur may be more comfortable spending all day at a variety of networking opportunities and client meetings, while a solopreneur is content simply doing the work.


3.    Entrepreneurs are managers. When someone is an entrepreneur at heart, even as a solopreneur, team building is a major goal. They may even begin working with freelance workers and virtual assistants to delegate day-to-day work or lead a team of people toward a defined goal. Solopreneurs, on the other hand, likely are in no rush to hire an employee to manage. Even if the day comes when they must outsource work or bring in a team member, a solopreneur may find themselves pitching in and doing most of the work solo. They may even have a hard time letting go of tasks since they might simply want to jump in and work hard to grow the business.


4.    Solopreneurs are workers. While entrepreneurs can work harder than anyone they know, a solopreneur is a worker by nature. If a task needs to be done, their first thought is likely to roll up their sleeves and start working. For this reason, this new generation of freelance workers and sole proprietors has emerged, with professionals who are content running one-person shops with no intention of bringing another person on. Entrepreneurs, on the other hand, have no trouble delegating even if they have to delay that process until they have enough money to bring additional workers on.


The distinction between a solopreneur and entrepreneur can be difficult to see, especially since so many entrepreneurs start out working alone. But the mindset of a solopreneur and entrepreneur are subtly different, and noting those differences can help professionals determine the long-term direction they’ll take with their businesses. For more information on how to manage as a solopreneur, check out Money-Smart Solopreneur by Laura D. Adams (Entrepreneur Press, 2020).
















CHAPTER


5




BUILD IT OR BUY IT?


Starting a Business vs. Buying One





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


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


If you’re looking for a business to buy or a broker to help you in your purchase, stop by BizBuySell.com. In addition to searching 45,000 businesses for sale and broker listings, you can order business valuation reports or research franchises. There are also forums and member Q&As about buying and selling a business. You might find many of your questions already asked by other would-be entrepreneurs and answered by those already in the know.







Buying an Existing Business


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


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


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





The Right Choice



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




“Play by the rules. But be ferocious.”


—PHIL KNIGHT, COFOUNDER OF NIKE





Next, pinpoint the geographical area where you want to own a business. Assess the labor pool and costs of doing business in that area, including wages and taxes, to make sure they’re acceptable to you. Once you’ve chosen a region and an industry to focus on, investigate every business in the area that meets your requirements. Start by looking at websites, such as BusinessBroker.net, BizBuySell.com, or LoopNet.com. You can also look under “Business Opportunities” or “Businesses for Sale” in local publications or websites.




>> Taxing Matters


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


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


What to watch for: a situation where a seller claims they made money but didn’t report it to the IRS. If this happens, either walk away from the deal, or make an offer based on the proven income, then expect to clean up the balance sheet going forward when you take over. Either way, be careful, since in a couple of years the IRS may want to audit you over back taxes. If you’re now the owner and the previous owner is nowhere to be found, you may be looking at a major expense.





Posting your own “Wanted to Buy” ad describing what you are looking for is another option. It’s also advantageous to talk to the chamber of commerce in areas/regions in which you may be interested in purchasing a business.


Remember, just because a business isn’t listed doesn’t mean it isn’t for sale. Talk to business owners in the industry; many of them might not have their companies up for sale but would consider selling if you made them an offer. Put your networking abilities and business contacts to use, and you’re likely to hear of other ventures that might be good prospects. Also keep in mind that business owners who may not have thought about selling their ventures might entertain a good offer, if not immediately, over time, so follow up with anyone who wasn’t adamant about not wanting to sell.


Contacting a business broker is another way to find businesses for sale. Most brokers are hired by sellers to find buyers and help negotiate deals. If you hire a broker, they will charge you a commission—typically 10 percent of the purchase price (very few may charge less). The assistance brokers can offer, especially for first-time buyers, is often worth the cost. However, if you are really trying to save money, consider hiring a broker only when you are near the final negotiating phase, at which point you might be able to broker a 5 percent commission. Brokers can help in several ways:


■  Prescreening businesses for you. Good brokers turn down many of the businesses they are asked to sell, either because the seller won’t provide full financial disclosure or because the business is overpriced. Going through a broker helps you avoid these bad risks.


■  Helping you pinpoint your interests. A good broker starts by finding out about your skills and interests, then helps you select the right business for you. With the help of a broker, you may discover that an industry you had never considered is the ideal one for you.


■  Negotiating. During the negotiating process is when brokers really earn their keep. They help both parties stay focused on the goal and smooth over problems.


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




“Pretend that every single person you meet has a sign around his or her neck that says ‘Make Me Feel Important.’ Not only will you succeed in business, but you will succeed in life.”


—MARY KAY ASH, FOUNDER OF MARY KAY COSMETICS










A Closer Look


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


The preliminary analysis starts with some basic questions:


■  Why is this business for sale?


■  What is the general perception of the industry?


■  What is the general perception of this particular business?


■  What is the outlook for the future of this business?


■  Does—or can—the business control enough market share to stay profitable?


■  If there are raw materials needed, are they in abundant supply?


■  How have the company’s product or service lines changed over time?


You also need to assess the company’s reputation and the strength of its business relationships. Talk to existing customers, suppliers, and vendors about their relationships with the business. Scour social media accounts and reviews on sites like Google Reviews, Yelp, and elsewhere. Look for commentary on the business—and its competitors—to get a true sense of how customers view the business and whether they feel satisfied with a competitor. Contact the Better Business Bureau, industry associations, the local chamber of commerce, and licensing and credit-reporting agencies to make sure there are no complaints against the business. (For more questions to ask before purchasing an existing business, refer to the “Business Evaluation Checklist” starting below.)
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Figure 5.1. Business Evaluation Checklist
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tip


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





Don’t try to shortcut or rush this evaluation. If the business still looks promising after your preliminary analysis, your acquisition team should start examining the potential returns from the business in relation to the asking price. Whatever method you use to determine the fair market price of the business, your assessment of the value should consider such issues as the financial health, earnings history, growth potential, and intangible assets (for example, brand name and market position).


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


Among other issues, you should focus on the following:


■  Excessive or insufficient inventory. If the business is based on a product rather than a service, take careful stock of its inventory. First-time business buyers are often seduced by inventory, but it can be a trap. Excessive inventory may be obsolete or become so in the near future. It also costs money to store and insure. Excess inventory can mean there are a lot of dissatisfied customers who are experiencing lags between their orders and final delivery or are returning items they aren’t happy with. It can also mean there has been a change in the competitive landscape, in which the market is buying newer versions of the products or different products in their place. For example, the beverage that the business sells may not be in step with the vast array of popular “healthier” beverages. Pay close attention to the market before you take over large amounts of inventory.


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


■  Accounts receivable. Uncollected receivables stunt the growth of a business and could require unanticipated bank loans. Look carefully at indicators such as accounts receivable turnover, credit policies, cash collection schedules, and the aging of receivables.


■  Net income. Use a series of net income ratios to gain a better look at the bottom line of a business. For instance, the ratio of gross profit to net sales can be used to determine whether the company’s profit margin is in line with that of similar businesses. Likewise, the ratio of net income to net worth, when considered together with projected increases in interest costs, total purchase price, and similar factors, can show whether you would earn a reasonable return.




>> Let’s Make a Deal


Short on cash? Try these alternatives for financing your purchase of an existing business:


■  Use the seller’s assets. As soon as you buy the business, you’ll own the assets—so why not use them to get financing now? Make a list of all the assets you’re buying (along with any attached liabilities), and use it to approach banks, finance companies, and factors (companies that buy your accounts receivable).


■  Bank on purchase orders. Factors, finance companies, and banks will lend money on receivables. Finance companies and banks will lend money on inventory. Equipment can also be sold, then leased back from equipment leasing companies.


■  Ask the seller for financing. Motivated sellers will often provide more lenient terms and a less rigorous credit review than a bank. And unlike a conventional lender, they may take only the assets of the business as collateral. Seller financing is also flexible: The parties involved can structure the deal however they want, negotiating a payback schedule and other terms to meet their needs.


■  Use an employee stock ownership plan (ESOP). In a larger business with a number of employees who plan to stick around, ESOPs offer you a way to get capital immediately by selling stock in the business to employees. By offering to set up an ESOP plan, you may be able to lower the sales price.


■  Lease with an option to buy. Some sellers will let you lease a business with an option to buy. You make a down payment, become a minority stockholder, and operate the business as if it were your own.


■  Assume liabilities or decline receivables. Reduce the sales price by either assuming the business’s liabilities or having the seller keep the receivables.


Before you decide, carefully discuss any of these options with your accountant and attorney.





Finally, the ratio of net income to total assets is a strong indicator of whether the company is getting a favorable rate of return on assets. Your accountant can help you assess all these ratios. As they do so, be sure to determine whether the profit figures have been disclosed before or after taxes and the amount of returns the current owner is getting from the business. Also assess how much of the expenses would stay the same, increase, or decrease under your management. For instance, you may decide you need to pay people more competitively to limit turnover among the best employees, thus increasing personnel expenses. But you might also recognize you can operate without rehiring a few positions and secure a more competitively priced health insurance plan than the one the current owner has in place, thus offsetting or even reducing expenses.


■  Working capital. Working capital is defined as current assets less current liabilities. Without sufficient working capital, a business can’t stay afloat, so one key computation is the ratio of net sales to net working capital. This measures how efficiently the working capital is being used to achieve business objectives.




>> Take the Time You Really Need


Research from Stanford University revealed that about one-quarter of acquisition searches end without a purchase. And according to Richard S. Ruback and Royce Yudkoff of Harvard Business School, in their 2017 article “Buying Your Way into Entrepreneurship” (Harvard Business Review), you should commit to spending six months to two years on the search and due diligence needed to buy a business (depending on what your purchase and financing look like). “This may sound extreme, but an extended period is usually necessary to save up your own personal funds, raise funds from investors, identify potential acquisition prospects, thoroughly vet the best of them, negotiate with sellers, and, eventually, find one that agrees to sell at a reasonable price,” they contend. “Then it will take at least three more months to perform due diligence and complete the transaction.”





■  Sales activity. Sales figures may appear rosier than they really are. When studying the rate of growth in sales and earnings, read between the lines to tell if the growth rate is due to increased sales volume or higher prices. Also examine the overall marketplace. If the market seems to be mature, sales may be static, and that might be why the seller is trying to unload the company.


■  Fixed assets. If your analysis suggests the business has invested too much money in fixed assets, such as the plant property and equipment, make sure you know why. Unused equipment could indicate that demand is declining or that the business owner miscalculated manufacturing requirements.


■  Operating environment. Take the time to understand the operating environment and corporate culture of the business. If the company depends on overseas clients or suppliers, for example, examine the short- and long-term political environment of the countries involved. Look at the business in light of consumer or economic trends; for example, if you are considering a store that sells products based on a fad like Crocs, will that client base still be intact five or ten years later? Or if the company relies on a few major clients, can you be sure they will stay with you after the deal is closed?
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warning


Who are the employees? Beware, if it’s a family-run operation: Salaries may be unrealistically low, resulting in a bottom line that’s unrealistically high. Or the employees you inherit may be used to a certain type of family-member treatment, which means you could face pushback or end up needing to hire new employees if the family employees quit.











Law and Order



While you and your accountant review key financial ratios and performance figures, you and your attorney should investigate the legal status of the business. Look for liens against the property, pending lawsuits, guarantees, labor disputes, potential zoning changes, new proposed construction (or demolition) in the area, proposed industry regulations or restrictions, and new or pending patents; all these factors can seriously affect your business. Be sure to:
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tip


Make sure you’re in love with the profit potential, not just the product. Many people get emotional about buying a business, which clouds their judgment. It’s important to be objective. It’s also important that as much as you may love a product, you need to know (through your own research) that there is still a solid market for it.





■  Conduct a uniform commercial code search to uncover any recorded liens (start with city hall and check with the department of public records).


■  Ask the attorneys for the business to provide a legal history of the company, and read all old and new contracts.


■  Review related pending state and federal legislation, local zoning regulations, and patent histories.


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


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


If you’re considering buying a business that has valuable intellectual property, such as a patent, trade secret, or brand name, you may want an intellectual property attorney to evaluate it. Generally, this will cost from 0.5 to 3 percent of the business’s total selling cost. Keep in mind the average hourly rate range of an intellectual property attorney is between $275 and $380 per hour. This will be lower in some parts of the country, higher in others. You can try to secure a project-based fee, something more and more attorneys agree to these days.







Navigating Negotiations


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


Deciding on a price, however, is just the first step in negotiating the sale. More important is how the deal is structured. You should be ready to pay at least 20 percent of the price in cash and expect to finance the remaining amount.
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tip


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





You can finance through a traditional lender, or sellers may agree to “hold a note,” which means they accept payments over a period, just as a lender would. Many sellers like this method because it assures them of future income. Other sellers may agree to different terms—for example, accepting benefits, such as a company car for a period after the deal is completed. These methods can cut down the amount of upfront cash you need; however, you should always have an attorney review any arrangements for legality and liability issues. (For more ideas on financing your purchase, see “Let’s Make a Deal” on page 63.)


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




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


—MICHAEL DELL, FOUNDER OF DELL TECHNOLOGIES





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


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


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







Transition Time


The transition to new ownership is a big change for employees of a small business. You’ll need to discuss with the current owner when they want to start discussing the sale with the current employees. If you do this too early, they might start looking for other jobs and/or slack off, sending the business into a spiral. Conversely, you don’t want to spring a major transition on people at the last minute. You’ll need to work out a smooth transition with the owner and be introduced to the employees at an opportune time.




>> Customer Matters


During the negotiations you should discuss getting permission from the sellers to talk with their key customers. These people often have interesting insights into the business, and they can give you a better understanding of how customers feel about the business and what they would like to see changed or improved. Let them know a little about your plans and ideas for the future of the business. Getting these key people involved and excited makes the transition much easier.


If talking to key customers is a sensitive matter, you might suggest to the seller that you will tell the customers that you are a consultant, not a potential buyer.





Most sellers will help you in a transition period during which they train you in operating the business. This period can range from a few weeks to several months. After the one-on-one training period, many sellers will agree to be available for phone consultation for another period. Make sure you and the seller agree on how this training will be handled, and write it into your contract. If it is too soon to tell employees about the change, you may need to do some training off-premises or after business hours.


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


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


For more information about investigating a franchise or business opportunity, check out this helpful resource: The Federal Trade Commission (FTC) provides a free package of information about the FTC Franchise and Business Opportunity Rules that require sellers to give prospective buyers specific information to help them evaluate a business opportunity, thus ensuring that the prospective purchasers have the information they need to assess the risks of buying a work-at-home program or any other business opportunity. Visit ftc.gov.





Instead, look at the employees as valuable assets. Initially, they’ll know far more about the business than you will; use that knowledge to get yourself up to speed, and treat them with respect and appreciation. Employees will inevitably feel worried about job security when a new owner takes over. That uncertainty is multiplied if you don’t tell them what your plans are. Many new bosses are so eager to start running the show, they slash staff, change prices, or make other radical changes without warning employees. Involve the staff in your planning, and keep communication open so they know what is happening at all times. Ask for input, because the people who work in a company know the nuances that you have yet to learn.


Transparency is also important in such a business transaction. Taking on an existing business isn’t easy, but with a little patience, honesty, and hard work, you’ll soon be running things like a pro.







Buying a Franchise


If buying an existing business doesn’t sound right for you but starting from scratch sounds a bit intimidating, you could be suited for franchise ownership. A franchise company, as defined by Investopedia, is a business whereby the owner licenses its operations along with its products, branding, and knowledge in exchange for a franchise fee. The franchisor is the business that grants the licenses to franchisees.




“Franchising is a more symbiotic relationship where you give an opportunity to other entrepreneurs, and they run with it fueled by their own passion.”


—DAYMOND JOHN, SHARK TANK INVESTOR, AND FOUNDER AND CEO OF FUBU INC.





Essentially, the franchisee (which could be you) pays an initial fee and ongoing royalties to a franchisor. In return, the franchisee gains the use of a trademark, ongoing support from the franchisor, and the right to use the franchisor’s system of doing business and selling its products or services.


McDonald’s, perhaps the most well-known franchise company in the world, illustrates the benefits of franchising: Customers know they will get the same type of food, prepared the same way, whether they visit a McDonald’s in Moscow or Minneapolis. Customers feel confident in McDonald’s, and as a result, a new McDonald’s location has a head start on success compared to an independent hamburger restaurant. In addition to a well-known brand name, buying a franchise offers many other advantages that are not available to the entrepreneur starting a business from scratch. Perhaps the most significant is that you get a proven system of operation and training. New franchisees can avoid a lot of the mistakes startup entrepreneurs typically make because the franchisor has already perfected daily operations through trial and error.
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warning


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





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


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




> > Top 20 Franchises


For over 40 years, Entrepreneur magazine has listed their Franchise 500 or the 500 most successful franchises of the year. The 2020 list features these top 20 companies:


  1.  Dunkin’


  2.  Taco Bell


  3.  McDonald’s


  4.  Sonic Drive-In


  5.  The UPS Store


  6.  Ace Hardware


  7.  Planet Fitness


  8.  Jersey Mike’s Subs


  9.  Culver’s


10.  Pizza Hut


11.  7-Eleven


12.  Kumon (Education Centers)


13.  Baskin-Robbins


14.  Smoothie King


15.  Great Clips


16.  Burger King


17.  Budget Blinds


18.  Tropical Smoothie Cafe


19.  HomeVestors of America


20.  Palm Beach Tan











Is Franchising Right for You?



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


That’s not to say you will be a mindless drone—many franchisors welcome franchisees’ ideas and suggestions on how to improve the way business is done—but, for the most part, you will need to adhere to the basic systems and rules set by the franchisor. If you are fiercely independent, hate interference, and want to design every aspect of your new business, you may be better off starting your own company or buying a business opportunity. (See the “Buying a Business Opportunity” section starting on page 84 for more details.)


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




>> How Much?


Franchise costs vary significantly. For example, the total investment necessary to begin operation of a traditional McDonald’s franchise ranges from over $1 million to more than $2.2 million (according to McDonald’s franchise information). This includes an initial franchise fee of $45,000 that must be paid to the franchisor. There will be a minimum amount for a down payment, but that varies depending on the restaurant.


On the flip side, the website Small Business Trends lists franchises for under $10,000, such as Cruise Planners, BoxDrop Mattress, iDealFurniture, Baby Boot Camp, Eazi-Apps, Coffee News, and OpenWorks.


You will also find many franchises with costs in between.





Franchisees are often individuals who have the wealth to buy a business but are not the creative type. Rather, they are entrepreneurial at heart and excel at management and “running the show,” so to speak.
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tip


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










Do Your Homework


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


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


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


If you live in one of the 13 states that regulate the sale of franchises (California, Hawaii, Illinois, Indiana, Maryland, Michigan, Minnesota, New York, North Dakota, Rhode Island, Virginia, Washington, and Wisconsin), contact the state franchise authority, which can tell you if the company has complied with state registration. You can also visit FranchiseSolutions.com for a map of franchise registration and franchise filing status. If the company is registered with Dun & Bradstreet (D&B), request a D&B report, which will give you details on the company’s financial standing, payment promptness, and other information. And, of course, it never hurts to check with your local office of the Better Business Bureau for complaints against the company.
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warning


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





Does the company still sound good? That means your investigation is just beginning. If you have not already received one, contact the franchisor again and ask for a copy of its Franchise Disclosure Document or FDD (previously known as a Uniform Franchise Offering Circular, or UFOC). This disclosure document must, by law, be given to all prospective franchisees ten business days before any agreement is signed. If changes are made to the FDD, an additional five days are added to the ten-day “cooling off” period. If a company says it is a franchise but will not give you an FDD, then contact the FTC—and take your business elsewhere. Use the Franchise Evaluation Worksheet on page 77 to help you determine whether a franchise is right for you.
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tip


Don’t be seduced by the glitz and glamour at trade shows. Keep your notebook with a checklist and your questions in-hand to keep your eyes and mind on the same page.





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


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







Calling All Franchisees


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


Next, choose a random sample of current franchisees to interview in person. This is perhaps the most important step in your research. Don’t rely on a few carefully selected names the franchisor gives you; pick your own candidates to talk to. Use social media (LinkedIn, Facebook, etc.) to find people whose communities and prior experience are similar enough to yours to get insights that will truly be valuable to you.
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Figure 5.2. Franchise Evaluation Worksheet










>> It’s Showtime


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


Before the Show


■  Consider what you are seeking from a business investment. Part time or full time? What type of business do you think you would enjoy? Consider your hobbies and passions.


■  Figure out your financial resources. What is liquid, what can you borrow from family and friends, and how much do you need to live on while initially running the business? What are your financial goals for the business?


■  Get serious. Dress conservatively, leave the kids at home, and take business cards—you should have some made up in advance. Show the representatives you meet that you are a serious prospect.


At the Show


■  Take a moment to study the floor plan of the exhibitors listed. Circle the businesses you recognize or that look interesting. Make sure you stop by these booths during your visit.


■  Don’t waste time. Pass by the sellers who are out of your price range or do not meet your personal goals. Have a short list of questions ready to ask the others:


  1.  What is the total investment?


  2.  Tell me about a franchisee’s typical day.


  3.  What arrangements are made for product supply?


  4.  Is financing available from the franchisor?


  5.  Ask for a copy of the company’s FDD. Not all franchisors will give you one at the show. This is acceptable, but if you are serious about an opportunity, insist on a copy as soon as possible.


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


After the Show


■  Organize the materials you collected into file folders. Then read through the information more closely.


■  Follow up. Call the representatives you met to show them you are interested.





Visit current franchisees at their locations. Talking to existing franchisees is often the best way to find out how much money individual stores make. You’ll also find out what their typical day is like, whether they enjoy what they do, and whether the business is challenging enough. Most will be open about revealing their earnings and their satisfaction with the franchisor; however, the key to getting all the information you need before buying is asking the right questions. Here are some to get you started:


■  Was the training the franchisor offered helpful in getting the business off the ground?


■  Is the franchisor responsive to your needs?


■  Tell me about a typical day for you.


■  Have there been problems you did not anticipate?


■  Has your experience proved that the investment and cost information in the FDD were realistic?


■  Is the business seasonal? If so, what do you do to make ends meet in the off-season?


■  Have sales and profits met your expectations? Tell me about the numbers in the business.


■  Are there expansion opportunities for additional franchise ownership in this system?


■  If you knew what you know now, would you make this investment again?




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


—KATRINA GARNETT, FOUNDER OF CROSSWORLDS SOFTWARE, INC.





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


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


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


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


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





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







Franchise Brokers


Not unlike business brokers in general, franchise businesses have their own set of brokers. You may also find them listed as franchise consultants or advisors. They provide knowledge and expertise on franchises and can help you find one that meets your needs and your budget.


Like anything else, there are positives and negatives connected with using a franchise broker. On the positive side, it’s great to work with someone who knows the industry well and can narrow your search and the many options out there. Because they are in the industry, they can either answer your questions or know where to find the answers. They can also expedite the process and save you a lot of time and stress. Franchise brokers do not cost you anything—like realtors, the seller pays their commission.


On the flip side, not all brokers (in any business) are as reputable as you would like them to be. Some will try hard to entice you with the franchise that brings them the highest commissions. Franchise brokers also do not represent all franchises. If, however, you know what franchises interest you the most, you can find one that handles those franchises. For more information on franchise brokers, check out the Franchise Brokers Association at franchiseba.com.








Proven Purchase



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


Finding existing franchisees who are willing to sell is simply a matter of asking the parent company what’s available. You can also check local classified ads, or visit Franchising.com or FranchiseOpportunities.com, which list thousands of businesses for sale. Once you have found some likely candidates, the investigation process combines the same steps used in buying an existing business with those used in buying a franchise. (For a list of questions to ask before purchasing an existing business, refer to the checklist on page 58.) The good news, however, is that you’ll get far more detailed financial information than you would when assessing a franchise company. Where other potential franchisees just get vague suggestions of potential earnings, you’ll get hard facts.


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


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


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


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













Buying a Business Opportunity


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


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, 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.


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


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




Legal Matters


In general, a business opportunity refers to one of a number of ways to get into business. These include the following:


■  Dealers/distributors are individuals or businesses that purchase the right to sell ABC Corp.’s products but not the right to use ABC’s trade name. For example, an authorized dealer of Minolta products might have a Minolta sign in their window, but they can’t call their business Minolta. Often, the words dealers and distributors are used interchangeably, but there is a difference: A distributor may sell to several dealers, while a dealer usually sells direct to retailers or consumers.


■  Licensees have the right to use the seller’s trade name and certain methods, equipment, technology, or product lines. If business opportunity XYZ has a special technique for reglazing porcelain, for instance, it will teach you the method and sell you the supplies and machinery needed to open your own business. You can call your business XYZ, but you are an independent licensee.


■  Vending machines are provided by the seller, who may also help you find locations for them. You restock your own machines and collect the money.


■  Cooperatives allow an existing business to affiliate with a network of similar businesses, usually for advertising and promotional purposes.


■  Direct sales (see “On the Level,” page 86).




>> On the Level?


Direct sales is a type of business opportunity that is very popular with people looking for part-time, flexible businesses. Some of the best-known companies in America, including Avon, Mary Kay Cosmetics, and Tupperware, fall under the direct-selling umbrella. More recent entrants like Stella & Dot and Rodan + Fields cater to fashion, accessories, and skin care. You or someone in your family might have been invited to a party at someone’s home for one of these.


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


Things get sticky when a direct sales network compensates participants primarily for recruiting others rather than for selling the company’s products or services. Unfortunately, this is far too common in this type of “sales.” A direct-selling system in which most of the revenues come from recruitment may be considered an illegal pyramid scheme. Even those who have found a way around the law are typically unethical. Because direct-selling programs are usually exempt from business opportunity regulation and are not defined as franchises under state and federal franchise laws, they can often find legal loopholes to jump through. You will need to do your own investigation before investing any money into these “businesses.” What’s more, many direct-selling businesses have come under fire for requiring business owners to buy monthly minimums of inventory to stay in good standing or even qualify to earn commissions—whether or not they’re able to sell the merchandise.


Often there are far more people selling the merchandise than there is a market for sales in a region. As a result, many recruited salespeople end up with 100 bottles or tubes of some so-called great new product in their homes with few potential customers. It’s kind of like having 100 Girl Scouts all trying to sell cookies on the same block. And since you have no further dealings with the business owners, you’re hung out to dry. Often, that’s how “it works,” and you’re stuck with product you cannot sell.


Conduct a detailed Google search for news stories and legal issues along with customer and owner reviews and warnings. For more information, you can also check out the Direct Selling Association’s website at dsa.org.
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warning


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





You might also go to the North American Securities Administrators Association (NASAA), which represents state and provincial securities regulators in the United States, Canada, and Mexico. At NASAA.org, you can find a list of which states regulate business opportunities, and for that matter, which states regulate franchise opportunities.


And of course, before entering any packaged business opportunity, have your attorney check it out. They may be able to delve more deeply into the legitimacy of the business. Some are above board; many others are not.


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




>> Trust Your BBB


The Better Business Bureau is one place where you can check out direct sales opportunities.


If a direct sales business has a less-than-stellar reputation, you might see a warning posted like the one below that was received by a direct sales business:


CURRENT ALERTS FOR THIS BUSINESS


Pattern of Complaints’


BBB has received a pattern of complaints from consumers alleging that after trying to cancel with the business, they continue to receive additional products. Consumers also state that they have found additional charges being taken that the business has not informed them would be occurring. Complaints also allege that the business continues to bill after cancellation, and consumers are not informed that there is a $50 cancellation fee.










Checking It Out


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


Whenever possible, follow the same steps you would for investigating a franchise.


Check to see if the company is registered with D&B. If it is, a financial report will give you details on its financial standing and other information.


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


While it is fine to meet with someone outside of a business location to discuss a potential opportunity, the meeting should be conducted in a businesslike manner. If you find yourself in someone’s living room, a basement, or another nonbusiness location, and the atmosphere resembles that of a rally rather than a business meeting, it’s time to pick up and leave.





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


The path to buying a business opportunity is not as clearly defined as the road leading to franchise ownership. The good news, however, is that you have more freedom to make your business opportunity work. More so than with a franchise, the success or failure of your business opportunity depends on you, your commitment to the venture, and the level of effort you put into it. Put that same effort into finding the right business opportunity program, and your chances of success increase exponentially.
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considering. Assign each franchise a column letter. Answer each question
along the lefi-hand side by assigning a rating of 1 to 3, with 3 being the
strongest. Total each column after youve finished. The franchise with the
highest score is the most attractive.

[ Francise
[als]clo

The Franchise Organization

Does the franchisor have a good track record?

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

Rate the franchisor'sfinancial condition.

How thoroughly does the franchisor check out s
prospective franchisees?

Rate the profitabilty of the franchisor and its
franchisees.

The Product or Service

Is there demand for the product or service

Can the product or service be sold year-round?
Are industry sales strong?

Rate the product or senvice in comparison with the
competition

Is the product or service competitvely priced?
What s the potential for industry growth?

Are exclusive territoies offered?

Rate the sales potential o the teritory you are
considering.

How successful are franchises in close proximity to
this area?
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Business Evaluation Checklist

a has
5o, what s the status or result?

12 Does the business have any debs or liens against it?If so, what are they.
for and in what amounts?

0 What percentage of the business's accourts are past due? How much
does the business write off each year for bad debts?

2 How many customers does the business serve on a regular basis? What is
the revenue per regular customer!

1 Who makes up the market fo this business? Where are your customers.
located? O
or are they spread across the globe?)

12 Does the amount of business vary from season to season?
Qo
1f 50, would the business be able to survive without this customer? (The
larger your customer base is the more easily you wil be able to survive:
1,0 the other hand, tosenea

Jient,the loss of

1 How does the business market its products or services? Does its
competition use the same methods? If not, what methods does the
comptition use? How successful are they?

1 Does the business have exclusive rights to market any particular
products or services? If so, how has it obtained this exclusivity? Do you
have witten proof that the current business owner can transfer this
exclusivity to you?

1 Does the business hold patents for any of its products? Which ones?

What percentage of gros sales do they represent? Would the sale of the

any patents? If 1

patents on a product or process, what will it take to see those through to
completion?
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Franchise Evaluation Worksheet

Franchise

slclo

The Contract

Are the fees and royaltes associated with the
franchise reasonable?

How attractive are the renewal, termination, and
transfer conditions?

Franchisor Support

Ifthe franchisor requires you to purchase:
proprietary inventory, how useful s it?

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

Does the franchisor help with ste selection, lease:
negtiations, and store layout?

Does the franchisor provide ongeing training?

Does the franchisor provide inancing to qualified
indivicuals?

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

How strong are the franchisors advertising and
promotion programs?

Does the franchisor have favorable national
supplier contracts?

Totals
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Business Evaluation Checklist

1f you find a business you would like to buy, you will need to consider a
e ofpints before you deide whethe o purchase . ok » 0od.

ook atth They will help.
you determine whether the business is a sound investment.

2 Why does the current owner wart to sel the business?

a '

Qi theby
a

financial statements for the business? Have you reviewed the most recent

(2 Have you seen copies of al the business's current contracts?

1 1s the business now, or has it ever been, under investigation by any
1fs0, whatis
What were the results of any past investigation?
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