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Here are a few statistics and interesting facts about the business world and some of the most successful people in the world.
• There are 23 million small businesses (most with less than 100 employees) that represent 99.7% of all U.S. Firms.
• The U.S. manufacturing sector consists of about 300,000 companies. 64% of those companies have annual sales of less than 1 million dollars.
• Two-thirds of all new businesses survive at least 2 years—that means 1/3 of them don’t!
• 56% of all new businesses fail within four years.
• It took Thomas Edison 1,000 attempts to invent the electric light bulb.
• Milton Hershey (of Hershey Chocolate) had 3 failed candy businesses. All of this occurred before he ultimately hit it big with his candy bar and chocolate company.
• Henry Ford went broke five times before he achieved success.
• Abraham Lincoln was a miserable failure until he became president of the United States, failing at almost everything he tried, including going to war as a captain and returning as a private.
• Michael Jordan was cut from his high school basketball team.
• Lance Armstrong was cut from his high school football and swim team. He turned to cycling and finished last in his first race as a professional.
To be successful, you must learn from your mistakes and you must change!
“Doubt is the beginning,
not the end of wisdom”
From a fortune cookie
(lucky numbers listed were 4, 22,12,38,7,19)
There isn’t a business, big or small, that doesn’t rally around the idea that change is good.
This book deals with the most vital aspects of owning and running a business, from financing the business to dealing with lawyers. It must be recognized that these aspects dramatically affect your business performance and left unchecked or unchanged, your business will fail.
The author started his career in the corporate world, climbing the ladder, but along the way he fell in love with a small manufacturing company that he bought and ran for several years. After turning the company around from near bankruptcy he sold the company. He then joined a start-up venture that eventually purchased five manufacturing companies. Ultimately all were sold. After several years of helping other small companies, he purchased a chain of retail stores which he and several partners operated for a few years.
Each chapter discusses the important issues of a business, as well as the author’s failures and successes in running the businesses he owned and others he helped operate. The hope is that the book will spark some thoughts and ideas that will get you on to the road to success.
Congratulations!
Today is your day.
You’re off to Great Places!
You’re off and away!
You have brains in your head.
You have feet in your shoes.
You can steer yourself
Any direction you choose.
— Dr.Seuss
from Oh, The Places You’ll Go!
Introduction
Why This Book?
Before I became an entrepreneur, I worked for one of the largest corporations in the world. In my almost 20 years at that company, I had 18 different assignments, a lot of which were promotions. I think the last several promotions were in part because I became know as an agent of change. Hell, I had a sign on my desk that stated “Change or Die.” We all know how it goes in the corporate world; it’s not always what you do, but how you are perceived. Billy Crystal on Saturday Night Live use to play Fernando Lamas and always said “It is better to look good than to feel good.” In the corporate world, hell, in the entire world, perception is reality. Having that sign on the desk helped to solidify my persona that I was there to help make things happen and hopefully make them better. I believe that a living thing, whether person or business, must always be changing to adapt to the ever changing environment.
You don’t just change your business—you also change your life
Starting a new business or buying an existing business is going to change your life and all aspects of your life both personally and professionally. You need to be prepared to accept that change.
The truth is, I believe that you must “Change or Die” in life. If you have a lousy golf swing, you can keep the lousy golf swing and chances are you will stop playing golf, or you can go about changing the swing and begin to enjoy golf. You can also choose to change your expectations of the game of golf and decide that the score isn’t as important as the exercise. The point is, you’ve made a conscious decision to change.
Understanding what needs to be changed and when to change is the real trick. Maybe your career isn’t what you had hoped for and now you’ve decided it’s time for a change. Maybe that change in career status is being changed for you….so accept the change as a new opportunity to do something with your life and your professional career.
Assuming you have “found” the business you always wanted to start or own, be prepared to also accept all the challenges that go along with owning and running your own business. Being the proud owner of a business, with or without partners, is a life-changing event. Past experiences and expertise will help you in your success but you will need to adapt to an environment that is different. In short, you need to change.
If you hope to survive, or better yet succeed, at this new opportunity you need to change your outlook and your expectations. If you have left the corporate world at a fairly high level of management and now own a small business, know that your status has changed dramatically. If the business is small enough, you’ll realize that change within a few hours or at the most, a few days after taking ownership.
I remember fondly my first few days as the owner/president of my own company…. I was cleaning the employees’ bathrooms long after everyone had left for the day. I thought to myself, “a month ago I was on a corporate jet, flipping through a PowerPoint presentation with my colleagues on our way to an important meeting and now I’m the President of my own company…cleaning the dirty toilets”. It was a life-altering epiphany.
Making the change for me was the right thing to do. While my life has changed for the better (and the worse), I am glad I made that choice. Running your own business challenges you everyday, every minute of the day. It requires all the skills you’ve acquired from your first day in kindergarten to your final days in the corporate world. I still clean the company bathrooms when it’s my turn and I don’t begrudge it one bit. Yes, after cleaning the bathrooms in my first days as a new owner, I made the decision that we all take turns. Since that change, the bathrooms didn’t seem to be as messy as when I first bought the company. Clean bathrooms didn’t necessarily help my business run any better, but my employees knew I was willing to do whatever was necessary to make our company a success.
As an owner of a business, accept, better yet embrace, the attitude that you must “Change or Die” and inspire your employees to become agents of change also. You cannot do it alone.
If you buy a business that is doing great, grab hold of why that business is successful and protect that asset; change what causes that success to further. Everything in life and business must continue to change if you are to survive. Don’t ever believe the statement “If it ain’t broke, don’t fix it.” If it ain’t broken that’s because no one has checked it in a long time.
Why this book and who is it
going to help
This book was written because owning your own business can be the greatest yet toughest thing you will ever experience. Sharing my experiences may cause a simple reaction like “Hey, I’ve had that happen to me,” and help you realize it isn’t just you or your business. This book is about real life experiences that every business owner must deal with. If you can gain from my “adventures,” then this book has done its job.
Owning your own business isn’t for the faint of heart. It’s not just your chance at the golden ring, it becomes your whole existence. You become the company and the company becomes you breath eat and sleep it. If you don’t believe that, DON’T BUY THIS BOOK. Instead, go find a job.
Buying an existing business or starting your own business is a huge undertaking. There are a great number of “consultants” ready to help you find, start and run your business, but most of these consultants have never owned their own business so their guidance, while well meant, isn’t always the best.
Don’t get me wrong… I have been given some excellent advice by other business associates, friends, vendors, you name it. Some of that advice was terrible, some was just plain common sense, but other advice was great. In many instances I wasn’t savvy enough to follow their advice. Throughout this book, that “Good Advice” is shared along with reasons why it should have been applied.
Everyone says, “Hindsight is 20-20” …. This book gives you the hindsight I wish I had. Here are a few of the topics that this book discusses.
Every Business Starts with an Idea
This book deals with the “big idea” and what your new business is all about. I like to refer to it as the little red sports car. A little red sports car is a great thing. It’s fun to drive, it gives you a sense of being really cool and there are very few people in this world who think a red sports car is a bad idea. Your big idea is a red sports car. How do others perceive your idea: as that sports car or as the rusted-out family station wagon that has long since outlived its usefulness?
Buying an Existing Business
Buying an existing business has its advantages but comes with its own set of baggage. Does the existing business you are about to buy have the legs to run in the new economy? Does your new business plan fit within the current culture of the existing company? And, oh yeah, the previous owner wasn’t as dumb as you think.
Partners
Many businesses need the help of partners. They may be active participants helping you run the business, all the way up (or down, depending on your perspective) to venture capitalists who have given you funding and expect big returns on their investments.
Partners are the very best and the very worst. If they don’t know a thing about your new company and want to give you money, it’s a good thing… they don’t know a thing about your new company and want to give you money, it’s a bad thing.
Financing and Capital Needs
The financing of a business venture is, in my opinion, the single biggest obstacle any owner must face. Undercapitalization is the number one cause for a business to fail. (That is unless your business is manufacturing and selling buggy whips or hand-cranking adding machines, then you just may be in the wrong business or century).
Lawyers
And of course no one buys a business without legal advice. Try and remember two words when it comes to attorneys….billable hours!
Self-Confidence—When No One Believes in You or Your Idea
One of the true strengths that I feel I possess, and what every business owner needs, is confidence in yourself. No one is tested more than a business owner and having the confidence to move forward in the face of adversity is critical. I have had businesses that were very successful and one that failed miserably. It would have been easy to say to myself after that one mishap “OK, you now need to go out and find a job working for someone else. Let him stay up all night worrying while I finally get a good night’s sleep.” I could’ve done that, but I didn’t.
A strong sense of confidence helps one’s accomplishments and well-being in many ways. If you have confidence, you will approach tasks differently and accept them as a challenge rather than a problem. If you have confidence in yourself and your abilities, you will reach beyond what you might have felt you could accomplish. Overconfident individuals tend to succeed more often than those individuals who set their goals too low or within easy reach.
Yet some goals, no matter how confident you are in yourself, will never be reached. Case in point: during the first several days of being a freshman at college, my roommate and I were put on alcoholic probation for drinking. He told me that the secret to success in college was believing one thing… “If you want good grades, you’ll get good grades, if you don’t want good grades you won’t get good grades.” OK, so maybe those ‘words of wisdom’ came after several beers, and my roommate did flunk out of school after one semester (he apparently didn’t want good grades!!). But there is something about believing in yourself and your abilities that will help you to win.
No one starts out with an attitude that he is going to fail, but many very, very successful individuals have failed over and over again before they hit pay dirt. They became successful because they believed in themselves, their abilities and they learned from past mistakes. Also, each of them possessed an unbelievable work ethic.
Self-confidence has to come from deep within yourself. You need to believe that a goal you have set for yourself will be accomplished no matter the setbacks or the hard work it will require.
Importance of Responsibility
While I believe that self-confidence is one of the most important attributes a business owner needs, it is closely followed by a strong degree of responsibility. Successful people take responsibility for the failures and the successes that occur in their lives. As a business owner, the adage “the buck stops here” is paramount for success.
The higher your level of responsibility, the greater chance you’ll have for success of your company. It’s easy to make excuses for shortfalls in achieving your business goals; “It’s the location of our business, it’s the competition, it’s my partners, it’s the economy, blah, blah, blah.” You’ve decided to go out on your own to be your own boss. So guess what? Now you need to suck it up and figure out why your business is failing. At the end of the day, you can have a list of excuses as to why you are not hitting your goals, but at the end of the day, that’s just what they are, excuses.
You are going to be faced with outside influences that can affect your business negatively over which you have absolutely no control (like gas prices climbing to $4 a gallon). That is when you need to find or develop those strategies that help to lessen those effects on your business.
The more responsibility you take for the success and failure of your business, the greater control you will have over its destiny. If the influences that negatively affect your business are outside and beyond your control, those same negative influences are affecting your competition also. How are they dealing with those influences? If those influences are higher fuel costs, perhaps you can cut costs somewhere else in your organization or raise your prices to offset those increased costs. But that response may just be too easy and raising prices may cut into your sales, causing you even greater problems.
Running your own business isn’t about a 9-to-5 work day. Owning your own business is similar to having a pet monkey that always needs attention and you not being able to take your eyes or focus off what your monkey is doing. Even during the afternoon off that you take to play a round of golf, you are going to end up focusing on your business. Yes, yes, all work and no play makes a man……but I’m talking about taking responsibility for all the aspects of your business. So if you can sneak away for a round of golf or even a vacation – great! But remember, if you have left someone else to handle the day-to-day issues, it’s still your problem when things go wrong. So it’s your responsibility to have a properly trained staff, a staff that is instilled with the goals of your company so they can carry the ball for you in your absence.
Read Carefully, There May be A Test!
This book is aimed at helping you to think about the way you run your business and what you can do to effect change. At the end of each section I have listed a few questions that you need to ask yourself. At the end of the book, I list 5 key questions that not only you, but your entire organization should try to answer.
If I haven’t yet discouraged you, read on, you may find humor in my pain and agony. I know I have had to laugh at some of the really dumb things I’ve done, and what has happened to my businesses because of them.
As you read on remember, the word entrepreneur is a French word meaning ‘undertaker.’ You can interpret that in many ways, including “Whoa! what have I done in deciding to go out on my own?” As a business owner I will have to wear a lot of hats because I will be undertaking a lot of things I never expected!
So in the words spoken each morning by Roy Scheider, who played Bob Fossie in the movie All That Jazz…” it’s show time!”
“Everything that can be invented
Has already been invented”
— Charles Deull,
U.S. Patent Office, 1899
chapter one
Every business starts with an idea based upon filling a need. At least that is the simple formula for a successful business. The oldest profession in the world (prostitution) is still an active business today because it still fills a need. The problem is sometimes, when people start a business or even buy an existing business, there isn’t a real need for the product or service.
I have a friend who had a very successful career in the corporate world. He left that career to start his own company. He had become very, very good at making wooden Amish-styled chairs. He made chairs in his spare time and sold them at local craft fairs. He was moderately successful at selling the chairs at the fairs; his hobby was fulfilling, rewarding and somewhat profitable. So he decided after a little bit of research to go out on his own, making and selling these chairs full time.
His first step was to find a location were he was able to make and sell the goods. His plan was that potential customers would see him making the chairs, which would generate excitement and some theater. The customers had the opportunity to customize the chairs to some degree. He also started to produce tables to go with the chairs and a few other furniture pieces.
His business plan was based upon the fact that people would pay for handmade “heirloom” pieces of furniture, manufactured in the United States by a local artist. His pricing was moderate to mid-price range so the “masses” could afford his furniture. He had saved enough money to start the business and survive during the first 6 months of operation. He felt that he had done his homework and his business would capture a niche in the furniture industry.
Unfortunately, within one year of operation, he closed his doors. His product, while excellent, well made, beautiful and affordable, had one major drawback that he didn’t take into consideration. The demand for his product was very, very narrow. While he managed to capture the local market with a minimal amount of advertising, his full potential would require a tremendous amount of marketing and advertising. Sure, his product was offered on his web-site, but the returns-to-sales ratio made this avenue unaffordable. He was spending so much time on non-manufacturing issues that his quality started to slip and that was the beginning of the end.
There is a great Harry Chapin song entitled Mr. Tanner, about a tailor who sings while he tailors clothes all day long. Everyone who comes into his shop comments on his voice and tells him he needs to try to sing professionally. He continues to state that singing is his passion and not his profession. He ultimately gives in to his friends and family and gets a singing debut.
After his performance, the critics state that while his voice is good, he should find a “day-job” so he can earn a living. The tailor returns to his tailor shop, never to sing again.
I have met too many people, like my friend and his chairs, who are happy doing something that doesn’t involve making a full-time living. They take that idea to market and ultimately fail. Don’t get me wrong, I am a strong believer in “It is better to have tried and failed, than never to have tried at all.”
My friend and the tailor both felt they had a talent that needed to be explored. The tough part about going out on your own, or buying a business, is to determine if you truly have the skill-set to make that business a true success. Don’t kid yourself; this is one of the biggest hurdles you need to overcome.
You need to do your research, you need to make sure that your product, and service or idea has a market interested in buying it from you. You need to find out how big that market is and whether or not the need is just a fad or has “legs” that will continue to grow. You also need to find out who the competition is, explore their strengths and identify their weaknesses.
Before you start your own business you have to do your homework. I mean really dig in and find out everything you can about the industry that you plan to become a part of, and determine how your business will prosper in the industry. Finding out how your business or idea can work in your industry is the difference between success and failure. And don’t think for a moment that all the really good ideas are taken.
Good Ideas—Doing Something About it Affects Both Big and Small Business
Businesses today, big and small, are limping along because of internal issues more so than external issues. It’s easy to say that competition has gotten so intense, it is difficult to compete. I don’t buy it. Internal politics and management that is unwilling to change or take chances are just a few of the reasons their competition has grabbed so much of their market share. If this sounds like middle management complaining about the company they work for, you’re both wrong and right.
Middle managers tend to be on the “front lines” and they see, almost on a daily basis what the competition is doing to their business. Yet when senior management sets up meetings with these managers there is fear that the individual who speaks up sounds too negative. And in some instances, senior management really doesn’t want to hear from the masses; they just want to appear that they are listening.
Don’t ever think that senior managers are so comfortable with their position that they want to hear they are not getting the job done. How old that senior manager is, or how many years of service he has with the company, as well as any possible change that might cost money and ultimately affect his or her bonus will play into their thought process. And, there is the old adage, “if it ain’t broke, don’t fix it” is always lurking in the background. Or my favorite, “We’re so big that we will just crush the competition.”
And of course, there’s the political side of business today. If your business is greater than one person, there are political issues within your company. The politics of business today is one of the reasons that companies limp along, while the competition grows stronger and stronger.
Case in point: Wal-Mart. Sam Walton started Wal-Mart in 1962. Sam’s stores were in rural Arkansas and a few other states. The big retailers, Sears, JCPenney’s and Montgomery Ward, all had stores in large metropolitan areas. If they had a store in a rural town, it was usually a catalog store that sold major appliances.
So let’s examine the opportunity that Sam Walton exploited. Sears appliances have a life expectancy of about 15 years and their tools at the time had a life-time guarantee. So having a store in a small community selling products that lasted at least one generation supported only by goods available though the catalog was ripe for exploitation.
Sears’ business model was driven off their core group of hard line merchandise, like appliances and hardware. Forget the fact that Sears was a full-line department store offering apparel, footwear, jewelry, electronics, health and beauty aids and a whole lot more. The problem was that the business model just didn’t support those lines, leaving them open for someone to capture the sales. But more to the point was that Sears’ senior management didn’t like the margins that many of these lines produced. Sears’ managers focused on gross profit percent. Sam Walton focused on gross profit dollars and built a business model on inventory turnover and low overhead.
If you have ever had the opportunity to visit the Sears corporate office and had a chance to visit Wal-Mart’s corporate office you can see where the money was spent. Sears talks about being a low cost provider; Wal-Mart lives it.
Big businesses talk about change and adapting to the new marketplace, but in truth, they don’t want to do it or just don’t know how. When Sears was going though their “change” one of the senior officers stated that changing Sears was like turning a battle ship around in a river. The news media bought into the analogy, when the big question should have been, “Why did you guys allow the battleship up the river in the first place?”
Sears’ unwillingness to change has helped to launch a lot of new businesses, like Best Buy, Home Depot and Bed Bath and Beyond, just to name a few.
The automotive industry is another great example of having a business model that is ripe for exploitation and a management team unwilling to recognize the flaws. The Japanese auto makers recognized that American motorists wanted affordable, quality automobiles and the American car makers were not filling that need. The Japanese manufactured automobiles that had higher quality, were less-expensive than American automobiles and cost less to operate.
Ok…OK…enough about the big companies who did make changes in time, or made changes and have the resources to sustain those changes. It is important to understand that even the biggest companies in America have problems with change. But…what about us little guys, the hundreds of thousands of small business owners who are staring at the problems of their future?
Fill a Need—Make a Lot of Money
Finding and filling a need isn’t just about finding a weakness in an industry. Who knew that America was underserved in their need for expensive coffee until Starbucks came along with brilliant marketing and savvy store ambiance? The same goes for bottled water. What Perrier started in the United States with bottled carbonated water, the marketplace jumped on with just plain old water in a plastic bottle. Not many gave much thought to the concept that Americans needed more caffeine and higher levels of hydration. The point to all of this is, that the opportunities exist if you do your homework, find an unsatisfied need and come up with a way to better serve the need.
When I ask a lot of business people why they are in business I get back “to make money.” While no one goes into business to lose money, most businesses fail or lose market share because they are focused on everything but satisfying the target audience’s need. Fill a need, win the prize, or in business terms, build a better mouse trap and grab the most market share!
Big business should have the ability to change. Why? Because they generally have the resources to afford risk. Small businesses can’t afford to take too many risks and that, in part, is why a small business remains small. Unfortunately, neither end of the spectrum seems to want to change to help grow their businesses. Everyone talks about making changes and even have the posters in their offices and conference rooms to prove it. But talk is cheap and change takes a great deal of hard work and perseverance.
I’m not talking about small business making big changes. I’m talking about finding the opportunities that exist within your industry and how you can chip away at capturing that market by better satisfying the customer’s need.
Starting out as a new company, you should spend the time and energy to fully understand the market you are about to compete in and how you can develop what is known as a “Distinct Competitive Advantage.” Having a Distinct Competitive Advantage (DCA) can be achieved in many ways, but first a rough definition of what DCA is all about. It means having a competitive edge with incremental value that is not easily-duplicated.
Over the course of many years in the corporate world and as an entrepreneur, this terminology has continued to pop up. It is also not surprising to me how many business people who refuse to accept that their business model, their whole reason for success in business, should be based upon establishing and maintaining a Distinct Competitive Advantage. Unfortunately their mission statement and their company goals are not always focused on this key strategy.
Starbucks, because of their marketing and store presence, has a DCA against most other coffee chains. However, a local coffee shop which has developed a hip atmosphere, with the same quality of coffee at lower prices, might be able to steal market share in that trading area. But for how long? You can’t just compete on lower prices, nor try to duplicate what the leader in an industry has done so very well. Starbucks, if challenged in a local market, could roll out an event that drives customers back into their stores with new flavors, coffee-saving clubs, you name it.
No, to truly find a DCA against a competitor like Starbucks you have to find that element of their business which causes customers to avoid their stores, and that element has to be sustainable.
Sam Walton opened stores where no one else wanted to and he grew his business to a level that became increasingly-difficult to compete against. He also became the low-cost provider in his industry. There can only be one low-cost provider in an industry so to compete you have to come up with a better concept of a DCA.
Target, as a discount retailer, is a great example of competing in an industry (discount retailing) and being very effective. Target made shopping discount stores very hip, so hip in fact, that they have top designers from around the world trying to get Target to buy their lines of merchandise.
Costco is another great example. Rather than competing with Wal-Mart/Sam’s for lower quality merchandise in a warehouse environment in low income areas, Costco took the high road offering high-end merchandise at great prices. They opened stores in areas where the personal net worth was higher and people had greater disposable income. Visit a Costco on the week-ends and you’ll see Jaguars, Mercedes, BMW’s and Range Rovers. Those same customers who shop Nordstrom’s expecting red carpet service are shopping Costco, pushing around 4 wheel carts and loading up on packages of 48 rolls of toilet paper.
I just listed some great examples of companies that have found a solution to filling their customer’s needs. You can also be successful at filling your customer needs; it all comes back to the little red sports car that you think is cool. You need to find enough customers whose needs are not being satisfied and that your “little red sports car” (idea) does satisfy.
Timing
When I owned a candy company, we made hand-dipped chocolates and caramels. The company was small so competing against a big chocolate house like Godiva was difficult. My labor costs were so much higher than mass-produced chocolates, we couldn’t compete against the volume, lower-quality manufacturers.
Furthermore my chocolate dippers were in their seventies and there was no one younger who wanted to learn the art of making hand-dipped chocolates, so I stopped making chocolates and concentrated on the caramels. We ended up making 18 different flavors of caramel, from vanilla to licorice. My business started to flourish because I made the change. The company carved out a niche (be it very small) that attracted enough attention to get noticed and I ended up selling the company to one of my competitors.
Timing is just as important as having the right idea or making the change to satisfy your customer’s needs. I was right to stop the manufacturing of chocolates and concentrate on the caramels. It gave me a competitive edge, offering gourmet caramels in the widest assortment of flavors available.
Too many businesses know what needs to be done to save or grow their business, but refuse to make the change. It’s not just big business that drives the battleship up the river. Small businesses need to know they are also headed up the river in which their business will dry-dock and yet it’s full speed ahead.
Once you start a business and you find that your precious business model isn’t working, it’s up to you to make the change. Nothing is more constant than change.
Oh, I realize you can name businesses that haven’t changed and yet remain very successful. The truth is when you dig into those “unchanging” business, you find they did make significant changes in those areas that needed to be changed, and protected the areas that were the foundation for the success of the business.
There is a small local deli where I live that has been there for over three generations. If you visit them on a Saturday morning you know you are going to wait to get what you want, but that’s all part of the charm of the store. The family members behind the deli counter are all quick-witted and make sure the newbie that visits their store is given some good, clean ribbing about their order, but they do it knowing that the customer expects some light hearted banter.
The store hasn’t changed in probably forty years, except for one major difference. Their entire register system is completely computerized. They know at the end of the day which cold cuts or salads need replenishment, how much was sold and at what time of the day. Grandpa, when he first opened the store, didn’t need the computer; he just knew what his customers wanted and he filled their needs.
The grandchildren who run the store still have the zeal and love for the business; they just know they need to be that much smarter than their competition. Their winning strategy is based upon high-quality food, outstanding service, with a little theater thrown in with great inventory control to help keep their prices in line and their profits steady. Could someone come in and take away some of their business? Probably… for a short time, but they know enough about changing what needs to change without destroying their core business. Thus, my favorite deli will still be jammed-packed every Saturday morning.
Questions to ask Yourself About
The Big Idea
Do I know who my target audience is and how big that target audience is?
Is the market for the product or service increasing, decreasing, remaining the same?
Does the product or service my company provides fill the needs of my target audience?
Do I know who my competition is?
How well does my competition satisfy the needs of my target audience?
How can my company capitalize on the shortcomings of my competition?
What makes my product or service different and can my competition easily duplicate that difference?
“My father was in it,
My uncle was in it,
Maybe I was just too lazy to
Think for myself”
—Tony Soprano
The Sopranos, Season 1
chapter two
One of my favorite television shows was “The Sopranos.” For those of you who don’t have cable or live in a cave, “The Sopranos” was on HBO. It was a series about the East Coast mob and particularly, the Soprano family. Tony is the head of the family…and the head of the “local” family, if you know what I mean. Tony took over from his father who took over from his father. The mob has very strict rules and guidelines for operating their business and everyone in “the business” better follow the rules or the consequences can be greater than a pink slip on Friday with your pay check.
Buying someone else’s business is a lot like buying a business that was owned by the mob. There are cultural issues that are ingrained into the very fiber of its existence. Mergers and acquisitions fail at an alarming rate because each company has its own way of doing things from something as minor like when coffee breaks happen to something vitally important, such as how to handle key customer discounts.
Companies and individuals buying an existing business do so with the thought, too often or too early in the process, that they are going to “fixing them” to adapt to “their” way of doing business. Let’s take the example of one of Tony’s businesses: his butcher shop which supplies meat to local restaurants. You do your due diligence and find that with your out-of-state vendor connections, you can get the dressed beef and pork at a 20% savings. You also discover that the cost of distribution to the local restaurants is higher than what you feel is normal for this service.
Overall, you have decided that if you purchase the business, you could cut costs by at least 30%. You buy the business and BOOM! all those cost-saving programs are faced with cultural roadblocks. While you bought the meat business from Tony, you didn’t realize that he also controlled the delivery workforce in the entire trading area. All of a sudden, your in-bound freight isn’t getting to you with any regularity and your out-bound deliveries to the customer base have been cut in half. While this is an extreme example, it highlights a critical factor when buying an existing business.
In my situation, it was a retail store chain that we purchased. Each store manager had the autonomy to offer additional discounts to customers who needed that extra “push” to make the purchase. We stopped the program almost immediately once we bought the company. We put the store management on a new bonus program based on the profitability of their stores on a monthly basis. The new bonus program was almost twice what they would have received from their former bonus program, which was based solely upon sales.
Our contention was that if we established what we knew was very competitive pricing, giving an extra discount should not be necessary. We also developed a strong feature-benefit training program to help the sales associates sell to features, not price. Finally, with the manager’s bonus now structured on profitability, the store management would ensure that their sale associates were well-trained and that they would police any unauthorized discounts.
For the first few months, our profitability went up and sales remained constant. Ultimately, the sales began to drop at double digit levels. Upon investigation, we found several “cultural” factors causing the decline. First, the retail organization had been in business for over thirty years. In all of those years, it had become a tradition to allow the sales associates to offer the additional discounts to what they claimed were “special customers.” Special
Customers, meaning nothing more than those customers that the sales associates felt were going to walk because of pricing and would lose the commissions. If that was the only issue, we could have either given the sales associates greater incentives and have easily stated: sell the product at our listed prices or lose your job. “My way or the highway” seemed like the way to go until we did some further investigation.
Visit: http://www.smashwords.com/books/view/9973 to purchase this book to continue reading. Show the author you appreciate their work!