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		“INVICTUS”

		
			I encourage you to memorize the poem “Invictus” by William Ernest Henley. It expresses, better than I ever could, my belief that learning to create and operate a small business will make you master of your own fate.

		

		Invictus

		
			Out of the night that covers me,

			Black as the pit from pole to pole,

			I thank whatever gods may be

			For my unconquerable soul.

		

		
			In the fell clutch of circumstance

			I have not winced nor cried aloud

			Under the bludgeonings of chance

			My head is bloody, but unbowed.

		

		
			Beyond this place of wrath and tears

			Looms but the Horror of the shade,

			And yet the menace of the years

			Finds and shall find me unafraid.

		

		
			It matters not how strait the gate,

			How charged with punishments the scroll,

			I am the master of my fate:

			I am the captain of my soul.

		

	
		PREFACE

		The Young Entrepreneur’s Guide to Starting and Running a Business is for the young entrepreneur looking for a field-tested guide to starting and running a successful small business. The Young Entrepreneur’s Guide will teach you how to become an entrepreneur and will walk you step-by-step through writing a detailed business plan that you can use to raise money to launch your own small business.

		You will learn how to negotiate with a wholesale dealer, open a bank account, register your business, create a marketing campaign, develop social media profiles and use them effectively, and sell your product or service for a profit.

		The book you’re currently reading is a significantly updated new edition of the original Young Entrepreneur’s Guide to Starting and Running a Business, a top seller in the field first published in 1996. With so many people struggling to find work since the global recession that began in 2008, this significantly updated edition of The Young Entrepreneur’s Guide is more relevant and necessary than ever. Whether you are still in high school or are graduating from college and looking for your first professional job, this is a challenging time to be young and starting a career.

		The Young Entrepreneur’s Guide includes fascinating profiles of young entrepreneurs who started businesses whose products you probably use, such as Craig Newmark (Craigslist), Mark Zuckerberg (Facebook), and Stewart Butterfield and Caterina Fake (Flickr). Amazon, Apple, eBay, and Facebook all began as tiny entrepreneurial companies. You’ll read their stories in The Young Entrepreneur’s Guide to Starting and Running a Business.

		In addition, The Young Entrepreneur’s Guide profiles young people who studied entrepreneurship through my nonprofit organization, the Network for Teaching Entrepreneurship, and are now running their own successful businesses, such as Jimmy McNeal of Bulldog Bikes and Robert Reffkin of Urban Compass.

		The Young Entrepreneur’s Guide also lets you in on the latest in business technology and communication, explaining tools and concepts from cloud computing to project management software. The new edition features significantly beefed-up chapters on Internet marketing and social networking, and shares the most current methods for using social media and blogging to brand and market a small business.

		The book also explores socially responsible business and green business. We’ll look into the growing field of social enterprise, including new business legal structures such as the benefit corporation and the flexible purpose corporation, which give companies more flexibility to pursue social and environmental goals. The book’s glossary has been updated to include new terms relevant to entrepreneurship today, such as “greenwashing” and “cause-related marketing.”

		I began my entrepreneurship career as a public high school teacher in some of New York City’s most disadvantaged neighborhoods. At first, I didn’t know how to get control of my classes. They were pure chaos! But I quickly discovered that whenever I talked about business, my students were riveted. They wanted to learn how to make money; they were eager to understand our economic system and participate in it.

		Even my most difficult students—the ones instigating fights and yelling insults at me in class—were excited by the prospect of owning a small business. I taught them to buy low, sell high, and keep good records. My students started a wide variety of simple enterprises, such as selling candy or other items they bought wholesale, painting nails, or silk-screening T-shirts. Once they caught on to entrepreneurship, they found a concrete reason to improve their math, reading, and writing skills, and to stay in school, so they could run their businesses successfully.

		Discovering entrepreneurship gave these young people the feeling that they could take charge of their future. Owning a business gave them pride and self-esteem, and they began to achieve goals they had never imagined possible before—such as going to college, getting great jobs, and giving back to their communities.

		They discovered that ownership is power. Once you understand that, your life will never be the same. You will never feel powerless over your circumstances because you will know how to create better circumstances for yourself.

		When I saw how much learning entrepreneurship increased my students’ self-esteem, confidence, math and reading skills, and prospects for the future, I wanted every young person to have the same experience. So, in 1987, I founded the Network for Teaching Entrepreneurship. Today, NFTE teaches entrepreneurship to hundreds of thousands of students in the United States, Europe, Africa, China, India, and the Middle East. Visit our website at www.nfte.com to find a NFTE program near you.

		There are many NFTE success stories, but we’ve had terrible losses, too. Fourteen of our students have been murdered, and I’ve attended too many funerals. This has only strengthened my commitment to teaching entrepreneurship as a path out of poverty.

		The idea that teaching people about ownership and entrepreneurship is key to eradicating poverty, crime, and violence is gaining momentum. In October 2009, finalists from NFTE’s national business plan competition were invited to meet President Obama at the White House. On January 24, 2010, New York Times op-ed columnist Tom Friedman wrote: “The president should vow to bring the Network for Teaching Entrepreneurship to every low-income neighborhood in America.”

		I’m optimistic that if you learn about entrepreneurship, you can achieve all your dreams. I’ve taught entrepreneurship for thirty years to at-risk inner-city youth who are surrounded by poverty and violence. I’ve personally witnessed thousands of young people with bleak prospects come alive with hope for their futures once they learned to start and operate a small business—no matter how the economy was doing.

		Having experience as an entrepreneur gives you an edge in this tough economy. It gives you confidence in your ideas and in your ability to turn those ideas into reality…and money! It makes you business literate, and that, in turn, makes you far more employable than another young person who doesn’t know how to read an income statement or make a sales call.

		Entrepreneurship is about freedom, too—the freedom to work how and when you want, and the freedom to make your career truly enjoyable and rewarding. As an entrepreneur you can work when you are the most productive (designing web pages at three A.M., for example!). You create your own opportunities. You create a work environment that reflects your values, not someone else’s. And, in a world where corporations no longer provide the lifelong job security they used to, you take control of your financial future by creating your own job.

		My students learned to start and operate successful small businesses, and so can you—whether you live in a city, a rural area, or the suburbs. If you follow the tried-and-true methods in this book, you will be able to create your own business and become master of your fate. I say this with confidence because so many of my students have used entrepreneurship education to move out of poverty and desperation into rich, fulfilling lives. They have helped revitalize their communities, too, by creating new businesses, mentoring other young people, and sharing the power of entrepreneurship to transform lives.

		The Young Entrepreneur’s Guide to Starting and Running a Business includes not only the core material that made the initial Young Entrepreneur’s Guide a success, but also the breakthroughs in teaching entrepreneurship that earned NFTE’s high school textbook the Golden Lamp Award for excellence in educational publishing in 2009 and the Association of Educational Publishers award for best math curriculum in 2010.

		With help from experts, we have developed a clear method for teaching accounting and financial statements designed specifically for young entrepreneurs. You can use the charts in this book to easily set up record keeping for your own business. You’ll learn how to use your records to do your taxes properly, too.

		As you read this book, think about this: You have unique knowledge that can be turned into a money-producing business. What is this unique knowledge? It is how well you know your schoolmates, colleagues, friends, and neighbors. What problem might they have that your business could solve? What product can’t they find that you could sell to them? Start thinking like an entrepreneur!

		Entrepreneurship is an act of creation. It is an art, not a science—the art of creating products and services that your friends and neighbors will want to buy. And, like any art, it needs to be practiced and enjoyed.

		So, please, don’t just read this book—use it to create some fun and excitement in your life. Your business could have a powerful impact on your life, your community, and perhaps even on the world.

		Please feel free to write to me—I’d love to hear from you.
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			STEVE MARIOTTI

			National Foundation for Teaching Entrepreneurship, Inc.

			120 Wall Street, 18th Floor

			New York, New York 10005

			SteveM@nfte.com

		

	
		
			PART 1

			CREATE YOUR BUSINESS

		

	
		CHAPTER 1

		OWNERSHIP IS POWERFUL

		THINK LIKE AN ENTREPRENEUR TO CHANGE YOUR LIFE

		
			People who own property feel a sense of
ownership in their future and their society.
They study, save, work, strive, and vote.
People trapped in a culture of tenancy do not.

			—Henry Louis Gates, Jr.

		

		Julia Morgan, twenty-two, loves organic smoothies, but they were difficult to find in her neighborhood. Julia had a lot of friends in her neighborhood who also liked organic food, so she decided to invest her savings and a lot of time and energy into creating and opening Julia’s Super Smoothies. Now Julia is an entrepreneur—someone who creates and runs a business.

		Her business quickly attracted so many customers that Julia was able to hire her friend Mary to work part-time. Mary created a new smoothie that Julia put on the menu. Julia risked some of her money on ingredients, and she risked a drop in sales if customers didn’t like the smoothie. But it was a hit. Sales increased. Mary received a raise as a reward, but Julia benefited the most because she owns the business.

		Soon, Julia was able to hire two more friends to work at Julia’s Super Smoothies. She noticed that there were often overflowing garbage cans on the street where her shop was located, so she got involved with her community board and led an effort to add more garbage pickups. This brought even more customers into Julia’s Super Smoothies.

		
			
				Learn the Lingo
			

			Most people earn money through business, which is the buying and selling of products and services in order to make money.

			Products (also called “goods”) are tangible, meaning they can be seen and touched. A smoothie is a product.

			Services are intangible; they can’t be touched. Web design is a service.

		

		Over time, Julia was able to save enough money from her business to open a second shop. Her successful business attracted an investor. In terms of entrepreneurship, an investor is someone who puts money into a business in exchange for a share of the business’s profits. When people invest in the stock market, they are doing the same thing—they are buying stock shares, which give them ownership of a share of a business.

		With the investor’s money, Julia was able to open a small chain of smoothie shops. Because she always kept good financial records, she was able to show that her business was profitable, and, as a result, eventually Julia sold the business for several million dollars. Her investor received some of the money and Julia used the rest to travel, buy a home, and help her nephew go to college. She also began investing in real estate.

		
			
				Green Tip
			

			Julia made her business more successful by buying fruits and vegetables from local farmers markets—and advertising that fact to her customers.

			A locavore is someone who eats food grown locally and patronizes businesses that source locally, because:

			
				1.  Local fruits and veggies are fresher, taste better, and retain more nutrition than produce shipped from far away.

				2.  Buying locally keeps money in the community and strengthens the local economy.

				3.  Buying locally saves gas that would have been used to ship produce, and reduces carbon emissions from delivery trucks and planes.

			

			  Check out www.locavores.com to learn more.

		

		WE’RE ALL ENTREPRENEURS

		Julia’s story of success through entrepreneurship has been repeated by many people, and it can be your story, too. Starting even a very small business gives you something that you own. Ownership has a powerful psychological effect; it improves your self-esteem and makes you feel connected to the world.

		Even if you’re a waitress or a bookstore clerk, you should still think like a business owner because you are selling your time, which you own. At the end of the day, we are all entrepreneurs. We sell our time, energy, and expertise in order to earn a living. You are the owner of the business of you!

		In the business of you, are you selling the most valuable service or product that you can offer? Or are you earning minimum wage at a boring dead-end job?

		Even if you do not choose to become a full-time entrepreneur like Julia, learning how to create and operate a business will make you financially literate, and it will teach you to turn what you have to offer into more money and more fun. This book will show you how to read financial statements, do basic accounting, write a marketing plan, make a sales call, and much more. All these skills make you more employable, and you will be able to put them on your résumé after you finish this book. Business owners prefer to hire people who understand how business works.

		Thinking like an entrepreneur can also help you make smarter decisions about managing the money you earn. This includes keeping good personal records, making wise purchases, investing personal funds to earn more money, and planning for retirement.

		Learning about entrepreneurship often inspires people to develop a vision for their life. A vision is a picture of what you want the future to be. What kind of life do you want? What things are most important to you? Once you’ve formed a vision, the principles of entrepreneurship can also help you create a mission. A mission is a plan that outlines how to achieve your vision. In other words, a mission answers the question “How do I get where I want to be?”

		
			
				
				Learn the Lingo

			Increasingly, businesses today are encouraging intrapreneurship. They are encouraging employees to function as in-house entrepreneurs who set aside a portion of their workdays in order to experiment with new products and services.

		

		YOU HAVE UNIQUE KNOWLEDGE OF YOUR MARKET

		The beauty of business is that you already have the most important knowledge that you need to succeed. You know your market—the people your business serves—better than anyone else. Your market, for example, might be your friends, neighbors, classmates at school, or colleagues at your current job. What might these people want to buy? No one knows the answer better than you do.

		Some successful entrepreneurs did not do well in school; some—born into poverty—never even had a chance to go to school. But they all used their unique market knowledge to create successful businesses.

		Julia knew her neighborhood well. She knew there was no place to get organic smoothies. She also knew that her neighborhood friends would flock to a place that sold organic smoothies. With that unique knowledge of her market, she was able to start a successful business.

		Like Julia, you can develop your own unique market knowledge by applying your creativity and intelligence to your market. What do people in your market need? Want? Enjoy? You know your neighborhood better than someone from another neighborhood ever could. You have had life experiences that no one else has had.

		These experiences make up your knowledge of the world, and you can use that knowledge to become a successful entrepreneur. Entrepreneurship is about connecting your business ideas to the needs of your market.

		The great thing about entrepreneurship is that your success is not limited by your abilities or education. You should never feel that you are not good enough, creative enough, or smart enough to succeed. Your creativity and intelligence are limitless—just as long as you use them.

		
			
				
				Tech U

			Pay-as-you-go cloud computing platforms such as Amazon Web Services (AWS) make it much easier to create an e-commerce platform for your new business and begin making online sales right away. You pay for only as much bandwidth as you need to start your business, and you can increase it whenever you need to do so.

			Before pay-as-you-go services came about, you’d have to guess how much bandwidth you were going to need, buy it, and hope it was enough. If you didn’t buy enough, you could lose customers if your website got too much traffic and crashed. But if you bought too much and customers didn’t flock to your website, you were wasting money.

		

		SERIAL ENTREPRENEURSHIP

		Most people who find something they love want to keep doing it. It’s no different with entrepreneurs. Serial entrepreneurs are business owners who start a series of businesses. They learn from their first businesses and apply those lessons to their next businesses. Julia, for example, could have taken the knowledge, contacts, and customer base she gained with her smoothie shop and used this information to open a knitting store, for example.

		Serial entrepreneurship is more common today than it was in the past. It’s easier than ever to start a business. You can even sell your products online without having to rent a store. With customers only a click away, many new businesses can become wildly profitable in just a few years. In particular, technology companies can develop and mature quickly, meaning their founders can sell the companies while they’re still young and use the money to start new businesses.

		Websites such as Entrepreneurs.com and ForEntrepreneurs.com are great for serial entrepreneurs who are interested in connecting with one another. Check them out!

		HOW ENTREPRENEURS AND EMPLOYEES DIFFER

		An entrepreneur is someone who creates and owns a business. An employee is someone who works for a business. Many entrepreneurs are both owners and employees—like Julia, they work for the businesses that they create. Julia’s business became successful enough for her to hire Mary. This is how entrepreneurs create jobs, and why entrepreneurship is considered the “engine” of the American economy.

		As business owners, entrepreneurs are in control of the money made by their businesses. They also have final say in all business decisions. Entrepreneurs are responsible for the success or failure of their businesses.

		When an entrepreneur starts a new business, he or she takes on significant risk. Risk is the chance of losing something. An entrepreneur invests money, time, and energy hoping to be rewarded with money, satisfying work, a good relationship with the community, and other things that he or she values. The risk is that the business will fail and the entrepreneur will lose the money put into the business, and will have wasted time and energy.

		THE RELATIONSHIP BETWEEN RISK AND REWARD

		The relationship between risk and reward is very straightforward: the riskier the investment, the higher its potential reward. Conversely, the higher the reward an investment promises, the riskier it is.

		Take Julia’s employee Mary, for example. She took a small risk by developing a new smoothie recipe. The risk was that her boss, Julia, might not like it. But Mary didn’t risk much else—she didn’t spend money on the ingredients needed to make the smoothie in the shop for customers. Julia wasn’t going to fire her if the smoothie wasn’t popular. Because Mary’s risk was low, her potential reward was as well: She got a small raise.

		In contrast, Julia risked all her savings and lots of her time and energy on her smoothie shop. She did so because she was hoping to earn a lot of money from her business. Julia’s risk was higher than Mary’s, therefore Julia’s potential reward was higher as well. If the smoothie shop had failed, Julia would have lost all the time, energy, and money she had put into her business.

		As you can see from this example, entrepreneurs have to be risk takers. If you have endured a rough childhood or experienced other life challenges, take heart. Many of the world’s most successful entrepreneurs had challenging childhoods that equipped them well to handle the risk and uncertainty that come with entrepreneurship.

		Learning to handle risk, financial uncertainty, and a lack of resources are skills that can be taught. Sometimes we learn these skills from our childhoods. We can also learn them from trying entrepreneurship. The more you learn about business, the better you will cope with the inevitable stresses that come with earning and managing money.

		
			
				
				Super Success Story

			When eBay founder Pierre Omidyar was thirty-one he became a billionaire in one afternoon. It was 1998, and as the online auction site he created went public, he became “ridiculously rich,” as he called it.

			The French-born Iranian had moved to the United States with his family at age six. He wrote code for his site, Auction Web, at twenty-eight and renamed it eBay after learning that his first choice, Echo Bay, was already taken. The first item he ever sold on the site was his broken laser pointer, for $14.83.

			Since then, his focus has been on giving most of his money away in his lifetime. In fact, Omidyar signed the Giving Pledge in 2010, which is a pledge signed by some of the world’s wealthiest individuals to dedicate the majority of their wealth to philanthropy. Omidyar gives eBay shares to the Omidyar Network, which gives grants to worthy causes. Recent recipients of grants include tech incubators in Nigeria and Kenya. He’s also been investing closer to home, teaming up with a cattle ranch in his home state of Hawaii to test new forms of grass-fed beef farming to help increase local food production.

			Omidyar also works with Humanity United to help stop human trafficking and sex slavery, and with HopeLab, an innovative organization that uses technology to help improve the health of young people with chronic illness.

		

		VOLUNTARY EXCHANGE

		All business is made up of voluntary exchange. Voluntary exchange is a trade between two people who agree to trade money for a product or service. When you buy new software for your computer, no one is forcing you to trade. You and the seller of the software agree to the exchange because you both benefit from the trade.

		The opposite of voluntary exchange is involuntary exchange. A mugging is an involuntary exchange. One person forces the other person to give up something and get nothing of value in return. Involuntary exchange requires force. Only one person benefits from an involuntary exchange. To start a successful business, you will need to sell a product or service for which someone will want to exchange money.

		WHAT IS A “SMALL BUSINESS”?

		When you think of a “business,” does your mind go to large companies such as Apple or Nike? In reality, businesses much smaller than these make up the backbone of the American economy. According to the U.S. Small Business Administration (SBA), a government agency that provides loans and advice to small businesses, small firms with fewer than 500 employees accounted for 64 percent of the net new jobs created between 1993 and 2011 (11.8 million of the 18.5 million net new jobs). Since the latest recession, from mid-2009 to 2011, small firms, led by the larger ones in the category (20 to 499 employees), accounted for 67 percent of the net new jobs.

		This is why, during the global financial crisis that began in 2008 and caused American unemployment to rise to over 8 percent, President Obama often referred to entrepreneurship as “the engine of our economy.” He cut taxes for small businesses eighteen times during the recession to boost their job-creating power.

		Jeffry A. Timmons, professor of entrepreneurial studies at Babson College, calls this explosion in entrepreneurship, in America and around the world, “the silent revolution.” He notes that today more than one in seven Americans chooses to be self-employed. Meanwhile, the big corporations that used to employ so many Americans have been steadily shedding jobs.

		Presently, almost half of all new products are created by small, entrepreneurial companies. According to the U.S. Census Bureau, roughly half of the workforce in the United States is employed by small businesses.

		Whole Foods Goes From Small to Large

		Even though most businesses begin small, they obviously don’t all stay that way. Sometimes a business may become so successful that it grows beyond the wildest expectations of its owners. That is exactly what happened to Whole Foods Market. It started in 1980 as one small store in Austin, Texas. Four businesspeople decided the natural food industry was ready for a supermarket format. And they were right!

		Beginning with a staff of nineteen, Whole Foods Market was an immediate hit with consumers and expanded rapidly to Houston, Dallas, and New Orleans when it purchased Whole Food Company in 1988. In 1989, Whole Foods Market opened a store in Palo Alto, California. While continuing to open new stores from the ground up, Whole Foods fueled its rapid growth by acquiring other natural foods chains throughout the 1990s, including chains in North Carolina, Rhode Island, Florida, and the Midwest.

		Today, Whole Foods Market is the world’s leader in natural and organic foods, with more than 270 stores in North America and the United Kingdom and more than fifty-four thousand employees worldwide.

		
			
				
				Get the Stats

			According to the SBA, more than six hundred thousand new businesses are started in the United States every year—and about five hundred thousand close. Entrepreneurship can be very rewarding, but clearly it is also risky.

		

		WOMEN AND MINORITIES ROCK ENTREPRENEURSHIP

		Because starting a business does not necessarily require large amounts of time, money, or experience, entrepreneurship has proven to be an effective way for minorities and women to enter the business world.

		The SBA reports that 70 percent of all African American–owned start-ups, or new ventures, are funded from personal savings or by family and friends. Most are started with less than $5,000 in up-front costs.

		Census data shows that the growth of minority-owned businesses nationwide has outpaced business formation rates among nonminority owners by almost two to one. From 2002 to 2007, the number of minority-owned businesses grew by 46 percent, to 5.8 million, or more than twice the rate of businesses as a whole.

		Women and people from minority groups are becoming entrepreneurs in droves. As of 2012, women own about 40 percent of all private businesses in the United States, according to the Center for Women’s Business Research.

		There are more than 8.3 million women-owned businesses in the United States, generating nearly $1.3 trillion in revenues and employing 7,697,000 people.

		Between 1997 and 2012, when the number of businesses in the United States increased by 37 percent, the number of women-owned firms increased by 54 percent—a rate one and a half times the national average.

		YOUR GOAL: ADD VALUE TO SCARCE RESOURCES

		Entrepreneurs have a powerful impact on society. A successful entrepreneur can create jobs, products, services, and wealth. These creations appear when the entrepreneur makes good choices about how to use scarce resources. Resources are things such as oil, wood, cotton, capital (money), labor, or land that businesspeople use to create products and services.

		Most resources are scarce, meaning that the available supply is limited. As an entrepreneur, your goal is to add value to scarce resources.

		Let’s say you are selling homemade cookies. You buy butter, eggs, flour, sugar, and other ingredients to make your cookies. These ingredients are your resources. You hope that people will like your cookies so much that they will be willing to buy them for a price that covers the cost of the ingredients and provides you with a profit.

		If customers buy your cookies, you have added value to your resources. The cookies are worth more than the resources you used to make them. If your cookies taste bad, however, and customers don’t want to buy them, you have to throw the cookies away. You have wasted your scarce resources.

		Profit Proves You’ve Added Value to Scarce Resources

		Profit is determined directly by the choices entrepreneurs make about how to use scarce resources.

		Let’s say your homemade cookies were a hit last week. To make more profit, you might decide to buy margarine instead of butter this week because margarine is cheaper. Here’s the catch: Your cookies might not taste as good. Will your customers notice?

		This type of choice is called a trade-off. You are giving up one thing (taste) for another (money). If your customers don’t notice the change and continue to buy your cookies, you have made a good choice. You have conserved a scarce resource (money) and increased your profit by lowering your costs. The increase in profit confirms that you have made the right choice.

		Loss Proves You’ve Subtracted Value from Scarce Resources

		But what if your customers notice the change and buy fewer of your cookies? Your profit will decrease. The decrease in profit signals that you have made a bad choice. The trade-off wasn’t worth it.

		As you can see from the cookie example, a loss in profit also gives an entrepreneur valuable information. If butter is too expensive, you could keep looking for a tastier butter alternative, or a cheaper supplier of butter. This is how entrepreneurs allow their profits and losses to guide them toward success.

		Don’t be ashamed of your losses—they are all part of being an entrepreneur. Every great entrepreneur has had losses. The goal is to learn from them!

		FAILURE IS A CHANCE TO BEGIN AGAIN

		Failure is an inevitable part of entrepreneurship—and that’s OK. Some famous entrepreneurs have even gone bankrupt, only to succeed later. Henry Ford went bankrupt twice before founding the Ford Motor Company. As he famously said, “Failure is a chance to begin again more intelligently.”

		A new business usually takes time to turn a profit. If a new business continues to lose money, however, and the entrepreneur can’t pay the bills, the best decision may be to close the business. A business that is losing so much money that it can’t cover its bills is insolvent. Closing a business is nothing to be ashamed of; it may be the best decision that can be made.

		Some entrepreneurs will try very hard to keep a business open, even when it is losing money. If money from sales continues to be too low to cover the bills, however, the business will eventually go bankrupt.

		A business goes bankrupt when it is declared legally unable to pay its bills. A court can force the owner to sell items of value owned by the business, or assets, to raise money to pay off the business’s debts. Sometimes, even the personal possessions of the owner are sold, and the proceeds are given to creditors—the people to whom the business owes money.

		IS ENTREPRENEURSHIP FOR YOU? PROS AND CONS OF BEING AN ENTREPRENEUR

		I recommend that everyone learn how to create and run a small business. It’s an important skill to have—after all, you never know when you might lose your job. It’s empowering to know how to create your own job.

		Not everyone is suited to becoming a career entrepreneur, though. Running a business is not like working a nine-to-five job. It’s more like a twenty-four-hour-a-day obsession. Being your own boss can be exhilarating one minute and terrifying the next. It can be stressful to be financially responsible for the success or failure of your enterprise—and the jobs of any employees you may have. If you value financial security and the support of colleagues, you may do better as an employee rather than as an entrepreneur.

		Being able to buy low and sell high is never guaranteed. A product can lose value before it can be sold, or it may be stolen, or it can sit in a warehouse because demand is low. A desirable product may never take off because the right consumers never hear about it. Timing can be everything. Both the risks and the potential rewards are high.

		As you read the pros and cons listed below, think about what you want out of life. What are your priorities? If being independent, working hard, and building your own fortune are goals of yours, and you aren’t afraid of taking risks and possibly failing, entrepreneurship may be for you.

		Pros of Entrepreneurship

		Independence: Business owners do not have to follow orders or observe working hours set by someone else. Entrepreneurship gives you an opportunity to prove what you can accomplish. In the 1960s, Thomas Burrell came to believe that, because he was African American, no matter how good he was at his advertising job, he wasn’t going to be promoted any further by the ad agency that employed him. He quit and started his own company, Burrell Communications Group. Today, with annual sales of more than $60 million, it is the largest African American–owned ad agency in the United States.

		Satisfaction: Turning a skill, hobby, or other interest into your own business can be very satisfying. In 1948, an amateur photographer named Edwin Land created a camera that developed and printed photos in under sixty seconds. He founded Polaroid Corporation and turned his love of photography into a multimillion-dollar business.

		
			
				Super Success Story
			

			Polaroid inventor Edwin Land was your classic obsessive entrepreneur. When Land came up with a new idea, he would experiment and brainstorm until the problem was solved. He needed to have food brought to him and be reminded to eat. Land once wore the same clothes for eighteen straight days while working on a new product. At Polaroid, he had teams of assistants working in shifts at his side. As one team wore out, the next team was brought in to continue his work.

			His friend and colleague Elkan Blout said Land was “a true visionary; he saw things differently from other people, which is what led him to the idea of instant photography. He was a brilliant, driven man who did not spare himself and who enjoyed working with equally driven people.”

		

		Financial Reward: Most of the great fortunes in this country were built by entrepreneurs. Countless small businesses have grown into large companies that produced fortunes for their owners. Entrepreneurs have also created fortunes by selling their businesses when they become profitable. Seventeen-year-old Nick D’Aloisio of Britain, for example, sold his top-selling content-shortening app, Summly, to search giant Yahoo! for an estimated $30 million in 2013.

		Self-Esteem: Knowing you created something valuable can give you a strong sense of accomplishment. African American oil tycoon Jake Simmons, Jr.’s, first job was as a porter on a train. When a white passenger told him, “Boy, come here and get my bags!” Simmons told the man that he resented being called “Boy.” The man’s response was, “Young man, if you don’t want to be called a boy, then don’t do a boy’s work, because boys carry bags for men.” Simmons was so shaken that he left the job as soon as he could, determined to be his own boss. He went on to create the world’s most successful minority-owned oil conglomerate, Simmons Royalty Company.

		Cons of Entrepreneurship

		Risk of Failure: You risk losing not only your own money but also money invested in your business by others. But failure provides an entrepreneur with the opportunity to start fresh, with all the knowledge and experience learned from the previous venture.

		Obstacles: You will run into problems that you will have to solve by yourself. You may even face discouragement from family and friends. Liz Claiborne’s family was against her becoming a fashion designer and starting her own business. Her father was afraid the business world would be too rough on her. Claiborne proved him wrong by building Liz Claiborne, Inc. into a billion-dollar clothing company.

		Loneliness: It can be lonely and even a little scary to be completely responsible for the success or failure of your business. In the early 1900s, Madame C. J. Walker traveled all over the United States by herself for two years, promoting her hair-care products—a brave move, in those days, for a widowed African American woman with little education. She became the first female self-made millionaire in the United States.

		Financial Insecurity: As a business owner, you are not guaranteed a salary or any benefits. You may not always have enough money to pay yourself. King C. Gillette invented the disposable razor and started the Gillette Company, which is a billion-dollar business today. In 1901, though, Gillette’s fledgling company was $12,500 in debt, which was a lot of money back then. As Gillette recalled, “We were backed up to the wall with our creditors lined up in front waiting for the signal to fire.” Gillette managed to secure financing from a Boston millionaire and save the company. An entrepreneur may face such intense financial challenges many times.

		Long Hours: You will probably work long hours to get your business off the ground. Some entrepreneurs work six or seven days a week. During the early years of establishing McDonald’s restaurants around the country, Ray Kroc worked about eighty hours a week. His simple motto was “Press on.”

		As you may realize while reading these pros and cons of entrepreneurship, they often represent two sides of the same coin. The hard work of establishing and running your own business can reap great financial rewards and build your self-esteem. Although you may face loneliness, financial insecurity, and other setbacks, as you overcome these obstacles you will become a much stronger person. Even if your business fails, you will gain valuable business experience. Your next business will be more likely to succeed.

		When I was self-employed in the import-export business, for example, I worried more about money than I did when I was working for Ford. But I felt happier. I truly enjoyed not being dependent on anyone but myself for my job security. And I was having a lot more fun!

		Do you think you have what it takes to give entrepreneurship a try?

		
			
				Learn the Lingo
			

			Why not get some experience in the business world with an internship? An internship is a program at a business that provides on-the-job training in a business setting, sometimes in exchange for college credit. There are both paid and unpaid internships.

			Let’s say you would love to start a film company and make independent films. An internship at a film production company would provide you with invaluable experience and contacts.

			An apprenticeship is a type of internship that provides training in a trade skill such as carpentry or plumbing. Internships and apprenticeships can last from a few weeks to a year or more.

		

		ANYONE, ANYWHERE CAN START A SMALL BUSINESS

		You may worry that you don’t have enough money, time, or experience to create and operate your own small business. But Michelle Araujo, who runs a clothing resale company called A La Mode, insists that there is always time to start your own business, even if you’re a single mother and a full-time college student.

		Michelle should know; at age nineteen, she started her company while attending college and caring for her two young daughters and newborn son. Before she started her company, Michelle knew nothing about running a business and had very little money. She was living a difficult life as a single mother of three children. But today, she’s a successful entrepreneur.

		THE GOLDEN RULE OF ENTREPRENEURSHIP: BUY LOW, SELL HIGH!

		Michelle loved fashionable clothes, but she lived in New Bedford, Massachusetts, where the stores didn’t always sell the latest fashions.

		During an NFTE entrepreneurship class, Michelle took a field trip to Manhattan’s wholesale clothing district. Michelle was surprised that wholesale prices were much lower than department store prices.

		During her visit to the wholesale district, Michelle learned that all she needed to buy from a wholesaler was a sales tax identification number. Anyone can apply for a sales tax number by calling the state sales tax office and requesting an application.

		
			
				Learn the Lingo
			

			A wholesaler is a business that purchases products in bulk from the manufacturer and sells smaller quantities to retailers. Retailers buy small quantities from wholesalers and sell single items to customers. At each step along the road from the manufacturer to the customer, the price of the product increases.

		

		Michelle knew there were many young women in New Bedford who would love to buy the latest fashions at reasonable prices. Michelle decided to buy clothes wholesale in New York City and sell them to her neighbors. She invited a dozen friends to her house for a clothes-buying party. If she sold the clothes out of her home, Michelle reasoned, she could offer the latest styles at lower prices than the stores in her town were charging.

		Michelle had stumbled on the key to business success: Buy (or make) something for less than someone else is willing to pay for it. Before she visited the wholesale district again, she collected size information and special requests from her twelve friends. Michelle’s customers are happy to pay the difference between the wholesale cost and the prices she charges because they are getting a great value.

		Michelle was afraid she would have to buy large quantities in order to get the wholesalers to sell to her, but she found that most are comfortable selling her as few as two or three items. They like dealing with Michelle because she doesn’t ask for credit. She pays in full when she makes her purchases.

		Michelle resells the clothes for twice the wholesale price she paid. Sales are made from her home or on visits to customers’ houses. Michelle’s friends and neighbors are delighted to have a less expensive alternative to the local mall. Her customers also enjoy shopping in a fun, intimate setting.

		By following the simple rule “Buy low and sell high,” Michelle created a successful small business. As Michelle says, “Who would ever think a teenage mother with three children could own her own business and graduate from college?” After she finishes college, Michelle plans to open her own clothing boutique. She hopes her success will spark a revival of small businesses in her community.

		CHARACTERISTICS OF SUCCESSFUL ENTREPRENEURS

		I’ve worked with young entrepreneurs for more than thirty years, and I’ve noticed that no one is born with all the characteristics needed to be a successful entrepreneur. But if you keep a positive attitude and believe in yourself, you can develop the necessary qualities to succeed.

		In the following list, notice the personality traits you already possess. How could you strengthen the traits you need to develop?

		
			• Courage: A willingness to take risks in spite of possible losses.

			• Creativity: Inventing new ways of doing things; thinking outside the box.

			• Curiosity: The desire to learn and ask questions.

			• Determination: Refusing to quit in spite of obstacles.

			• Discipline: The ability to stay focused and follow a schedule to meet deadlines.

			• Empathy: Being sensitive to the thoughts and feelings of others.

			• Enthusiasm: Being passionate and excited about something.

			• Flexibility: The ability to adapt to new situations; a willingness to change.

			• Honesty: A commitment to being truthful and sincere with others.

			• Patience: Recognizing that most goals are not reached overnight.

			• Responsibility: Being accountable for your decisions and actions; not passing the buck.

		

		
			
				Try It!
			

			Interview a small business owner in your community. Ask this entrepreneur to share stories of successes and failures. Ask which personal characteristics or skills have contributed most to his or her success. Ask what the owner would do differently if he or she were starting the business today.

		

		Stay Positive

		I’ve noticed that successful entrepreneurs deliberately cultivate a positive attitude. Instead of seeing a situation as a problem, they look at it as an opportunity. This helps them find solutions more easily than people who think negatively.

		Think about your own experience. Positive thinking and talking tend to make you feel happier and have more energy. You feel motivated to take steps toward accomplishing your goals. In contrast, negative thinking and talking probably make you feel less happy and energetic. Try consciously cultivating a positive attitude—it really makes a difference!

		
			Watch your thoughts; they become words.

			Watch your words; they become actions.

			Watch your actions; they become habits.

			Watch your habits; they become character.

			Watch your character; it becomes your destiny.

			—Chinese proverb

		

		
			
				
				Read a Classic

			To develop a positive attitude, check out Napoleon Hill’s inspiring classic Think and Grow Rich: Your Key to Financial Wealth and Power.

		

		
			
				Game Changer
			

			Thomas Edison was born in 1847. He was a lousy student and was practically deaf by age twelve, but by then he was already an entrepreneur. Edison sold newspapers, candy, and snacks on the Grand Trunk Railroad to Detroit. With his earnings, he bought a printing press and started a newspaper, the Weekly Herald, which he sold on the train. He convinced more than three hundred commuters to subscribe to his paper.

			Edison became one of the most prolific inventors in history. He invented the record player, and created practical and economical systems for distributing electric light, heat, and power that changed the world forever.

			“I never quit until I get what I’m after,” Edison said. “Negative results are just what I’m after. They are just as valuable to me as positive results.”

		

		
			
				An Entrepreneur Like You
			

			Robert Reffkin

			URBAN COMPASS

			www.urbancompass.com

			
				[image: ]
			

			When Robert Reffkin was eleven, he realized his mother was struggling financially as a single parent running their small household in Berkeley, California. “I knew that I wanted to earn money to help her out. For the next three years I thought about how to do that,” Robert recalls. When he saw a DJ at work at a party, Robert thought DJing might be a good way for him to earn money to help his mother. “The DJ was making good money and having fun, and had a lot of independence,” says Robert. “I love music so I decided to become a DJ.”

			Becoming a DJ

			For the next three years, Robert saved up every dollar he could. When he had enough money, he bought some DJ equipment and started his business. “I created professional contracts, a music list, a request list, and some business cards. I started to advertise, and got my first job that summer. It was a small house party that paid only fifty dollars, but people liked my work and referred me to their friends. I was on my way!”

			Robert worked at school dances, homecomings, Bar Mitzvahs, weddings, NAACP parties, and Black Student Union dances. He also organized his own events.

			Learning How to Run a Business

			In high school, Robert took an entrepreneurship course and learned some critical business and professional skills. He wrote a business plan, which won him a $500 grant to invest in his business. Robert’s success in business gave him the confidence to pursue bigger dreams, even though many people in his life discouraged him. When his high school counselor said he would never be admitted to Columbia University, for example, Robert decided to apply anyway.

			Using Business Skills to Change His Life

			When applying to Columbia, Robert used everything he had learned in his entrepreneurship course and from running his own business. He interacted with the university’s admissions officers with the same level of professionalism he employed with his clients. He gave them his business card, sent them his résumé, wrote them thank-you letters, and kept them apprised of major developments in his life. Robert believes that this led to his acceptance at Columbia. He received a partial scholarship and paid the rest of his college tuition with money he earned DJing.

			Robert says his early experience as an entrepreneur gave him “extraordinary confidence and the entrepreneurial belief that anything is possible.” He graduated from Columbia in two and a half years and became a business analyst. Next, he earned his MBA, and became a White House fellow and then a Wall Street investment banker. Reffkin has also started a nonprofit called New York Needs You (www.newyorkneedsyou.org).

			Urban Compass

			In 2012, Robert cofounded a new “hyperlocal” service called Urban Compass with engineer Ori Allon. They quickly attracted $8 million in seed money, or initial financing, for their start-up.

			Existing location services such as Google and Foursquare know where you have been, but don’t know who you are as a person and don’t make quality recommendations for where you should eat or where you can find a particular good or service. That’s a problem Urban Compass plans to solve by developing a “human network” of people employed by the company to go to urban areas to collect data. With $8 million in start-up capital, it can afford to hire the best minds around to help!

			Think Like an Entrepreneur

			
				1. Robert picked a business that appealed to his love of music. What hobbies or passions do you have that you could turn into a business?

				2. Robert’s career took off when he took an entrepreneurship class. Is there somewhere you could take an entrepreneurship class? What skills do you think you need to learn to start and run a successful business?

				3. How confident are you? How could you improve your confidence and open more doors in your life?

			

		

	
		CHAPTER 2

		RECOGNIZING BUSINESS OPPORTUNITIES

		TURN PROBLEMS INTO PROFITS!

		
			A pessimist sees the difficulty in
every opportunity; an optimist sees
the opportunity in every difficulty.

			—Winston Churchill

		

		Tom Szaky was a nineteen-year-old college student when he visited some gardening-crazy friends who were using red worms to compost waste into plant fertilizer. The idea captured his imagination, and he wrote a business plan for TerraCycle, an environmentally friendly company that would convert trash into fertilizer.

		Today, TerraCycle provides free waste collection programs, and then turns the waste into affordable green products such as fertilizer, recycled plastic bins and planters, backpacks, and even bicycle chain picture frames.

		TerraCycle products are carried in the world’s largest retailers, including Walmart, Target, and Home Depot. The company runs programs that involve entire communities in recycling. Sales exceed $20 million per year, and the company has recycled billions of pieces of waste.

		Tom Szaky turned trash into treasure and created an sustainable business. A sustainable business is one that strives to have no negative impact on the global or local environment. TerraCycle plant food has twice been named the most eco-friendly product carried by Home Depot.

		
			
				Learn the Lingo
			

			A green company is one that adopts business practices aimed at protecting or improving the environment.

			Excellent Packaging & Supply, for example, distributes “biomass” packaging made from sustainable, recyclable resources. One of these products is SpudWare, utensils made from corn and potato starch that can withstand boiling water, but will break down easily once thrown away. Sure beats Styrofoam or plastic!

		

		WHAT IS A BUSINESS OPPORTUNITY?

		What does the word “opportunity” mean to you? Is it a chance to get something for nothing? A job? An education?

		You may have never thought of a problem as an opportunity, but it is. Many amazing businesses have been created by entrepreneurs who noticed problems and developed businesses to solve them.

		Tom Szaky saw a business opportunity in the world’s overwhelming piles of trash. A business opportunity is a consumer need or want that can potentially be met by a new business. A need is defined as something that people require in order to survive, such as water, food, clothing, or shelter. A want is a product or service that people strongly desire.

		Anita Roddick was tired of paying for perfume and fancy packaging when she bought makeup, so she founded the Body Shop, a store that sells natural, ethically produced skin-care products. Roddick created simple, inexpensive packages and encouraged customers to recycle their containers once they were empty. She kept her prices low and her advertising down-to-earth. Today, you can find a Body Shop store in nearly any mall.

		Bill Gates turned a problem into a business that made him one of the richest people in the world. Before Gates started Microsoft, most software was so hard to use that it was downright terrifying to the average person. Gates saw a need for software that was easy to use, and turned it into a multibillion-dollar business.

		To train your brain to recognize business opportunities, Anita Roddick suggests you ask yourself the following questions:

		
			• What product or service would make my life easier or more enjoyable?

			• What makes me annoyed or angry?

			• What product or service would take away my aggravation?

		

		WHERE OTHERS SEE PROBLEMS, ENTREPRENEURS RECOGNIZE OPPORTUNITIES

		An entrepreneur recognizes opportunities where other people see only problems.

		When Hayley Hoverter was six, her single working mom brought her along to her job at Starbucks, early in the morning before school. Even at that young age, Hayley was distressed by the volume of discarded sugar wrappers that she saw in the trash cans.

		“I couldn’t figure out,” says Hayley, now a high school junior, “with all of the innovations in the business world—why a person must waste so much to do something as trivial as sweeten a favorite beverage.”

		Hayley saw this problem as an opportunity. She created Sweet (dis)SOLVE, a sweetener made from organic sugar wrapped in a soluble organic starch that melts into your drink without adding calories, odor, or taste.

		She targeted local cafés with reputations for selling “green” products, but her biggest challenge was getting up the courage to approach them.

		“I was afraid that they would tell me that it was a terrible idea, and that it would never work, or that their customers would hate it,” Hayley admits. “I felt like I was playing an adult’s game in an adult’s world. I thought I would fail or that they wouldn’t take me seriously because I was too young.”

		Hayley forced herself to pitch to potential clients, and was pleasantly surprised. “The feedback from the café owners has been one hundred percent positive,” she reports. “They are very excited about the product, and are eager to help me develop my business.”

		Hayley hopes to license her product to sugar companies, adding, “I learned that if you can dream up something great, it is your responsibility to follow through with it. When you look at it that way, you can do no wrong.”

		DREAMING UP OPPORTUNITIES

		Business opportunities are created when entrepreneurs daydream about products or services they would love to have in their own lives. Prime your imagination by asking yourself (and your friends) questions such as:

		
			• What is the one product you’d love to have more than anything else?

			• What does it look like?

			• What does it do?

		

		
			
				Try It!
			

			Train your mind to recognize opportunities and you will be a successful entrepreneur. Write down three problems that annoy you. Brainstorm some business solutions for each problem.

		

		WIDEN YOUR WORLD

		The best way to train your mind to recognize opportunities is to broaden it with new experiences. Keep an eye out for opportunities, no matter what you are doing. Some great (and fun!) ways to broaden your mind include:

		
			• Traveling

			• Meeting new people

			• Learning a language

			• Reading books you might not normally read

			• Attending lectures, poetry readings, and concerts

			• Trying new hobbies

			• Watching the news; reading newspapers and magazines

			• Discussing news events with friends and mentors

			• Internships

		

		AN IDEA IS NOT NECESSARILY AN OPPORTUNITY

		An opportunity is an idea that meets a consumer need or want.

		There’s a catch, however. Not every wild business idea you have is an opportunity. Many a small business has failed because the entrepreneur’s product didn’t address a large enough need.

		How do you recognize when an idea is a true opportunity? Professor Jeffry A. Timmons, co-author of New Venture Creation: Entrepreneurship for the 21st Century, suggests that you look for four characteristics:

		
			1. It is attractive to customers.

			2. It will work in your business environment.

			3. It can be executed within the window of opportunity that you have.

			4. You have the resources and skills to create the business, or you know someone who does.

		

		
			
				Learn the Lingo
			

			The window of opportunity is the amount of time you have to get your business idea to market before someone else acts on the same idea. If competitors have already had the same idea and gotten their product to the market first, that window of opportunity has slammed shut.

		

		THE SIX ROOTS OF ENTREPRENEURIAL OPPORTUNITY

		Train your mind to recognize business opportunities by memorizing these six roots of opportunity:

		
			1. Problems: Make a list of problems that are bugging you or your friends, or even your relatives. Could you start a business to solve one of them?

			2. Change: Watch the news and read the newspaper to stay on top of our ever-changing world. Look for changing laws, situations, or trends. Many new business opportunities have arisen because people are becoming more aware of climate change, for example.

			3. Unique Knowledge: No one knows your friends better than you do. What would they want to buy? What does your community need? Use your unique knowledge of the people close to you to brainstorm some business opportunities.

			4. Inventions and Technological Advancements: Got a problem? What could you invent to solve it? Even if you don’t invent something, you might find a creative way to sell or market an existing product. Maybe you could be the one to bring a new invention to your community first! Technology is developing at lightning speed. Read magazines that cover technologies that you find interesting.

		

		
			
				Tech U
			

			Sometimes the best technology is low-tech. The HurriQuake is a construction nail designed to resist pulling out of wood during hurricanes and earthquakes. It was invented by Ed Sutt for Stanley Works.

			Sutt was inspired to invent the HurriQuake when he traveled to some Caribbean islands after a hurricane. A civil engineer, Sutt inspected the wreckage of the island’s homes and business that had been destroyed, and he discovered that wood failure was not what made them fall apart. The nails holding the wood together had failed to hold during the high winds, causing the buildings to collapse.

			Because building a house with HurriQuake nails costs only about $30 more than building a house without them, yet offers a lot of protection from natural disasters, a lot of builders are purchasing HurriQuake nails instead of regular nails.

		

		
			5. Competition: If you can find a way to beat the competition, you can create a very successful business with an existing product or service. Look at the businesses in your community. Could you do a better job than they do? Could you be faster? More reliable? Cheaper? If so, you may have found a business opportunity.

		

		
			
				Game Changer
			

			Ingvar Kamprad discovered as a child how to make money by buying low and selling higher. He would buy boxes of matches at a low price and sell them in smaller quantities at a higher price. He invested the money he made in this and other small business ventures.

			When Kamprad was seventeen, he founded IKEA, a furniture business that kept its prices lower than the competition’s by creating sleek, modern designs, and packaging furniture in flat boxes and requiring customers to assemble it. Many customers were happy to do so if it saved them money on furniture. Today, IKEA has expanded from its origins in Sweden to more than three hundred stores in more than thirty-five countries—and Ingvar Kamprad is now one of the top ten wealthiest people in the world.

		

		
			6. Existing Products and Services: You can get ideas for opportunities from businesses that already exist. This is not the same thing as copying a product or service and then calling it by another name (which is illegal). Instead, it means looking for ways to significantly improve a product, perhaps in a way that allows you to sell it at a lower price. It could also involve improving the quality and manner in which customers are served—including such features as better locations, longer hours, or quicker service.

		

		
			
				Game Changer
			

			One Laptop Per Child (OLPC) is a nonprofit organization that provides laptops for children worldwide. OLPC saw an opportunity in the need for children in impoverished communities to have access to computers. OLPC developed a low-cost laptop called the XO. OLPC also reduced the laptop’s energy use by 90 percent by inventing a new kind of screen display, making it cheaper to run.

		

		INTERNAL AND EXTERNAL OPPORTUNITIES

		Opportunities fall into two categories: internal and external.

		
			1. Internal opportunity comes from inside you—from a hobby or passion that you have. Passion won’t ignite a successful business, though, unless you can inspire others to share your passion—or find people who already do.
    No matter what business you start, it has to meet a consumer need. Many successful entrepreneurs, however, have started businesses that initially did not appear to meet much of a need, but that found a customer base in due course. Many entrepreneurs have gotten started on passion alone.

			2. External opportunity comes from something you see outside of yourself. Maybe you notice that people in your neighborhood are complaining about the lack of available day care, so you start a day care center. The business might succeed, but you could burn out quickly if you aren’t the type of person who loves to be around screaming toddlers all day long. That’s the problem with external opportunities—your business idea may fill a need for the market, but you may not have the interest, skills, or passion to enjoy putting in the time and energy needed to make it a success.

		

		The best business opportunities are both internal and external. Ideally, a business that you are passionate about also meets a huge external need in the marketplace.

		
			
				Super Success Story
			

			
				My goal has been to present urban culture in its most true form to the people who love it and the people who live it.

				—Russell Simmons

			

			As of 2011, Russell Simmons had a net worth estimated at $340 million—all built on his love of hip-hop. Simmons grew up in a mostly African American middle-class section of Queens, New York. He fell in love with rap as a teen and began promoting rap parties in Harlem and Queens with his friend Kurt Walker. Walker became a rapper, changing his name to Kurtis Blow, and he and Simmons cowrote a minor hit called “Christmas Rappin’.”

			For Simmons, rap was an internal opportunity to start a business. After getting his first taste of success with Blow, Simmons formed Rush Communications in 1979 and began managing other local rap acts. Simmons paired younger brother Joseph Ward Simmons, who went by the name of Run, with MC Darryl Matthew McDaniels and DJ Jason Mizell and named the group Run-DMC. The group’s first two records were instant hits.

			In 1984, Simmons met Rick Rubin, a white NYU student who was a talented producer. Simmons and Rubin each kicked in $5,000 to found Def Jam Recordings. The two had complementary skills—Rubin was a production genius who loved loud, rebellious music, and Simmons was a relentlessly enthusiastic, shrewd businessman.

			Just two years into Simmons and Rubin’s bare-bones operation, Columbia Records approached Def Jam with an offer to promote, market, and distribute Def Jam’s new rap recordings for a share in their profits. At the time, Def Jam and Run-DMC were primarily marketing hip-hop to African Americans. The label’s next two moves, however, would change that.

			First, Def Jam teamed Run-DMC with Aerosmith to record a rap version of the rock band’s hit “Walk This Way.” The song was a smash hit with both rock and hip-hop fans and landed Run-DMC on MTV, which until then had played rap only reluctantly. Run-DMC and Simmons found themselves with a number four Billboard hit—the first rap song to break the top five. The single also helped the band’s third album, Raising Hell, sell four million copies.

			Next Def Jam signed the first all-white rap act, the Beastie Boys. The group’s bratty lyrics and rock ’n’ roll guitar riffs brought in an even wider audience, and the band’s first album, License to Ill, sold eight million copies.

			As it turned out, there was an external opportunity for rap, too. Lots of music fans were bored with rock and craved a fresh new sound. Rap met that need.

			Simmons eventually bought out Rubin and created the multimillion-dollar Def Jam empire, which included the record label, a series of Def Jam comedy television shows, and a clothing line. He sold Def Jam to Universal Music in 1999 to focus on other hip-hop-related businesses, including Rush Artist Management, which had built the careers of the Beastie Boys, LL Cool J, Public Enemy, and Run-DMC.

			Thanks to Simmons, hip-hop is no longer only black culture or urban culture—it’s American culture. And no one thinks it’s a fad anymore. “With my first act in seventy-nine, people said hip-hop was dead,” Simmons has said. “Now hip-hop culture is so strong we’re doing underwear.”

		

		THE TEAM APPROACH TO OPPORTUNITY

		Simmons and Rubin turned Def Jam into a huge success because they made a good team. Alone, neither of them had enough money to launch a record label, but together they were able to do it. Plus, they each knew different artists and had different contacts in the record industry.

		Every person you know is a potential business-formation opportunity. Your friends or family members may have skills, equipment, or contacts that would make them valuable business partners.

		Let’s say you’re a sneakerhead—you would love to start a custom sneaker business, but you’re not an artist. If you have a friend who is an artist, the two of you can start a business together.

		Or maybe you’d like to form a DJ business, but you have only one turntable. If you form the business with a friend, you can pool equipment and records.

		When forming a business team, organize the business so that everyone involved shares in the ownership and profits. People work much harder when they are working for themselves.

		No matter how enthusiastic you and another person get about a business idea, however, remember that not every business idea is an opportunity. For an idea to be an opportunity, it must lead to the development of a product or service that is of value to customers.

		EVALUATING AN OPPORTUNITY

		Even though entrepreneurs take risks, successful ones take calculated risks. They carefully evaluate the potential costs and benefits of pursuing a business opportunity before committing time, energy, money, and other scarce resources to its creation.

		Once you’ve brainstormed some business opportunities, it’s time to evaluate their feasibility. An idea is feasible if it makes sense to pursue it. Let’s look at three easy methods for evaluating the feasibility of your business ideas:

		1. Cost-Benefit Analysis

		Cost-benefit analysis adds up all the expected benefits of an opportunity and then subtracts all the expected costs. If the benefits outweigh the costs, the opportunity may be feasible.

		Costs can be onetime payments, such as the purchase of a car, or ongoing, such as rent. Benefits are most often received over a period of time. Let’s say you want to buy a computer but you currently don’t have the money to pay for it. The purchase price could be a onetime cost if you save up and pay cash for it in six months. Or you could use a credit card to buy the computer today, and then pay it back over time.

		How much interest will you pay if you use your card to get the computer today? If buying the computer now enables you to earn more money than the credit card interest that you will pay, the benefit may outweigh the cost. If you are not going to earn enough with the computer to pay off the interest, don’t use the card.

		2. Opportunity Cost Analysis

		An opportunity cost is the potential benefit that you forfeit when you choose one course of action over another. This is vital to look at when you are considering where to spend your money, time, and energy.

		Suppose you are offered a one-year internship at a company where you will gain valuable work experience, but you won’t be paid. To make the best decision, you should compare the benefits the internship offers with opportunities you will be losing or postponing, such as the opportunity to earn money at a different job, go to college, or start a business.

		One challenge of cost-benefit analysis is assigning a monetary value to intangible things—such as your time. What is the value of your time? Only you can decide.

		3. SWOT Analysis

		Another way to determine an idea’s feasibility is to perform a SWOT analysis. SWOT stands for four categories:

		Strengths: What skills do you have that will help you execute this opportunity? What resources do you have available? Do you have any unique knowledge or experiences that give you an edge?

		Weaknesses: What resources, skills, or knowledge are you lacking? What might potential customers see as a weakness in your product or service?

		Opportunities: Is this business idea
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