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This book is dedicated to my father, Bill, an old soldier who battles every day to overcome a horrendous stroke. He was a model enlightened entrepreneur, a fact that took me years to appreciate. His compassion with his employees and dedication to service inspired me to be a better businessman and a better person. When I was growing up, he liked to say, Son, the most important word in the English language is empathy. When I told him I was starting a business, his first words were, Always treat your employees right. He learned that appreciation the hard way, losing his father at a young age and countless war buddies in the trenches. But his love for God, country, and his fellow citizens never wavered. This ones for you, Dad.






CONTENTS


Foreword by Richard Schulze,
 Founder and Chairman, Best Buy








Introduction: Living by the Seat of My Pants:
 A Journey from Clueless to Cashing In





PART I


Setting Up Shop:


What Every Budding Entrepreneur Needs to Know




1. Make Up Your Mind: Uncommon Factors to Consider Before Quitting Your Day Job





2. Research the Market: Analyzing the Data to Determine Your Niche




3. Write the Business Plan: Building Your Blueprint for Success




4. Find Funding: Raising Capital Without Relinquishing Control





5. Position Yourself: Nailing Your Name, Location, and Differentiation




6. Line Up Your Legal 
Ducks: Protecting Your Business Interests






7. Build a Strong Board: Getting Help, Not Headaches, from Outside Advisers



PART II

Pouring the Foundation:

Laying In Your Mission, Vision, and Values





8. Mission Critical: Embodying Your Mission Statement




9. Vision Check: Composing Your Vision Statement




10. Champion Core Values: The Link Between Character and Higher Profits




11. Accountable Ethics: The Four Pillars of Ethical Leadership




PART III

Snatching Up Stars:


Embracing Your Hire Power




12. Talent Scouting: Finding the Best People




13. Interview Essentials: Stripping the Guesswork Out of Hiring




14. Labor Legalities: The Dos and Donts of Employment Law




15. Hit the Ground Running: Welcoming New Hires




PART IV

Growing the Culture:


Seeding an Enlightened Environment




16. The Camaraderie Credo: Developing Team Spirit





17. Lead the Charge: The Twenty-one Laws of Cultural Leadership




18. Honor Thy Employee: Putting People First Produces Higher Profits




19. HR Solutions: Shifting Focus from Paperwork to Partnership




20. Fun, Friendly, and Flexible: Loosening Up Keeps Grumbling Down




21. Workplace Wellness: Nurturing Healthy and Productive Employees




22. Get Personal: The Rules of Engagement




PART V

Building a Systems-Disciplined Organization:

Crafting Pitch-Perfect Processes




23. Strategic Planning: Drawing Up Tomorrows Road Map




24. Execution Is Everything: Ensuring Its Done Right




25. Resolve Roadblocks: Helping Individuals and Groups Solve Problems




26. Add Muscle to Meetings: How to Run Tight, Productive Meetings




27. The Best Never Rest: Continuous Systems Improvement




PART VI

Communicating Clearly:


Sending Static-Free Signals




28. Listen Up: Practicing Active Listening




29. Express Yourself: Writing and Speaking Effectively




30. Communicate Expectations: Achieving Airtight Accountability




31. Ask for Advice: Soliciting Employee Ideas




32. Face-to-Face Feedback: Delivering One-on-One Critiques




33. Face Your Flaws: Soliciting Frank Feedback About Your Performance






PART VII

Coaching Others:

Cheering and Steering, Not Domineering




34. Dare to Care: Kindness and Empathy Wins Hearts and Minds





35. Set Challenging Goals: Helping Employees to Grow Through Goal Setting




36. The Annual Review: Turning the Review into a Coaching Session




37. Reward Results: Matching Incentives to Outcomes




38. Good-bye and Good Luck: Freeing Up the Future of Underachievers




PART VIII

Educating Employees:

Riding Employee Development to the Top




39. On-the-Job Learning: Building Your Educational Infrastructure




40. Delegate or Die: Deputizing Your Staff Multiplies Your Impact




41. Teach, Dont Preach: Making Lessons Stick




42. Succession Strategies: Putting the Success in Succession




PART IX

Coaching Yourself:


Guiding Yourself to Peak Personal Performance




43. Got Mission?: Crafting Your Personal Mission Statement




44. Truth or Consequences: Pitfalls of Unethical Behavior




45. Ready, Set, Goals: Turning Dreams into Destiny




46. Work the Plan: Linking Goals to Action Steps and Schedules




47. Time Wise and Organized: Embracing Enlightened Efficiency




48. Mind-Body Balance: Bringing Your Inner Team into Alignment




49. Spotlight on Self-care: Feel Better, Work Smarter, Live Longer





PART X

Business Function Dos and Donts:


Key Concepts and Killer Tips





50. Supply Management: Strengthening Every Link




51. Marketing: Increasing Brand Equity




52. Sales: Increasing Market Share




53. Customer Service: Making Your Guests Feel at Home




54. Finance, Accounting, and IT: Beyond Bean Counting





PART XI

Weathering Worst-Case Scenarios:


When Bad Things Happen to Good Companies




55. Relationships on the Rocks: Rescuing Key People Who Jump Ship




56. Natural Disasters: Coping with Catastrophes




57. Its Strictly Business: Dealing with Brutal Bankers and Cutthroat Competitors





Conclusion: Growing Pains: Stepping It Up from Small Business to Midsize Company




Acknowledgments




Searchable Terms




About the Authors




Credits





Copyright




About the Publisher








FOREWORD


BY RICHARD SCHULZE


Founder and Chairman, Best Buy





I met Tom Gegax at an Entrepreneur of the Year awards ceremony in 1994. I had been aware of Tom and of Tires Pluss success. Before leaving that evening, Tom invited me to lunch. A couple of weeks later, we met at one of my favorite restaurants. During the meal, he asked if I would mentor him. It wouldnt be much of a time commitment, he promised. We would get together for lunch every few months (after all, I had to eat anyway, he said) and hed ask me questions. I was impressed with his earnestness, so, after thinking about it for a few days, I agreed.


Sure enough, Tom was thoroughly prepared for each lunch. He squeezed every ounce of value out of our time together. He came to every meeting with a carefully thought-through list of questions and a real determination to thoroughly understand every issue. He would keep asking questions until everything was clear. Here was a man who was not going to rest on his laurels. He was tireless in his pursuit of knowledge, and genuine in his attempt to learn from all who had achieved business success. Toms hunger for insight into business management was insatiable. He frequently brought me members of his management team to engage in our dialogue, to share their discoveries and double-check the facts.


That determination paid off. In a competitive industry dominated by multinational firms, Tom and Tires Plus outexecuted their much larger rivals. He and his team turned Tires Plus into an important industry force with a unique culture, outstanding service, and a commanding market share.


Tom is a consummate team player, dedicated to what I value most in a leaderrespect and consideration for everyone in the Organization. He knows you win with motivated people supported by efficient business practices. That creates a culture of caring, accountability, and continuous process improvement.


Toms Big Book has all the good stuff and none of the fluff. Let it guide your every step and the decisions of those throughout your Organization. Then you, too, can find yourself on the road to undreamed-of business success.











INTRODUCTION


LIVING BY THE SEAT OF MY PANTS


A Journey from Clueless to Cashing In






I had sold my company and the papers were signed. But the payment was two weeks overdue. I stared at the ceiling much of the night wondering how a guarantee to buy Tires Plus, my midwestern chain of 150 retail stores, had eroded into a maybe. Tomorrowtomorrow!Bridgestone/Firestone had promised, it would wire the cash by 10:00 am to seal the deal.


Tension in the office the next morning was thick enough to clobber with a tire iron. My CFO, Jim Bemis, called the bank at a few minutes past ten. No wire. He checked again after lunch. Nope. Finally, at three in the afternoon, Jim stepped into my office with a crooked grin. My cofounder, Don Gullett, and I held our breath. Four words sweeter than cotton candy danced on Jims lips: Its in the bank. It was all he had to say. A whoop and a holler later, we were high-fiving and hugging anything that moved.


Bridgestone/Firestones sputtering had sent me hurtling down the high-stress highway. I didnt understand the holdupuntil a week after the sale. Thats when the big multinational issued a tire recall that made banner headlines around the globe; it threatened to implode the entire corporation and strip the luster off its trusted name. I figure our deal had been on life support. Im sure the only thing that saved it from flatlining was the hefty down payment and signed purchase agreement.


Don and I enjoyed divvying up the spoils. Tires Plus teammates pocketed $10 million in stock options and loyalty bonuses. Houses were remodeled, college plans were made. One teammate and his wife used their windfall to bounce back from a disastrous side enterprise that had plunged them into debt.


After cashing out, I dove headfirst into consulting, writing, and speaking. Of course, fiscal fitness is a hollow victory without the physical fitness to enjoy it. Today, at sixty, according to my doctors at Minnesotas Mayo Clinic, I have the heart of a thirty-year-old. Im also blessed with the love of my family, friends, and life partner, Mary Wescott, an indispensable source of inspiration and strength.


THE REARVIEW MIRROR


Spinning back the odometer slides you into the front seat of a life running out of control and on fumes. As a nineteen-year-old sophomore at Indiana University, I was stone-cold broke with a pregnant new bride, working the three-to-midnight shift as a janitor at the Ford Motor Company factory. After years of rushing from college classes to the factory, changing into my janitor uniform at stoplights; delivering school newspapers; peddling insurance to fellow students; working in the HR department at Shell Oil in Chicago; transferring to sales fieldwork, at twenty-nineafter all that, I dreamed big and shared my idea for a new business with Don, a sales guy working for me. Thumbs-down at nine banks, thumbs-up at number ten. Tires Plus was born.


By 1989, Tires Plus had become a regional power house with thirty locations. Life was good. Then, virtually overnight, life as I knew it ceased. In the course of six months, my doctor diagnosed me with cancer, my twenty-three-year marriage disintegrated, and my CFO told me the company till was a million bucks short and our credit line was dry.


Boom. Overnight, three critical pillarshealth, family, careerturned to dust. And damned if that entire time I hadnt thought I was Mr. Got-It-Covered. Now zombie like, I came in to work, locked my office door, set my phone to Do Not Disturb, and spent hours curled up on the couch. It was months before I could face myself in the mirror and begin taking responsibility for righting everything that had gone so disastrously wrong.


Inner Yearnings, Higher Earnings


Looking back, I see with equal parts amusement and horror that I had been running my company by the seat of my pants. I was sprinting as fast as I could yet always felt a step behind. It was still some time before I learned high-caliber communication and relationship-building skills. I hadnt implemented essential business management disciplines like strategic planning and budgetary protocols. I wasnt following skill-training and task-follow-up methodologies. I was also a mediocre leader, given that I was blissfully unaware of a basic law of the universe: Life is a card table. A well-balanced life relies on the four legs of healthy intellect, psyche, body, and spirit. Ignore one leg and the table wobbles. Disregard two or three, like I did, and its going to collapse.


It was time to work and live with balance and discipline. I morphed into a knowledge junkie, devouring books, tapes, and seminars on business management and personal growth. For a know-it-all, I was amazed at how little I knew. I sought out the best and the brightest business mentors (Curt Carlson of Radisson/TGI Fridays, Carl Pohlad of the Minnesota Twins, Dick Schulze of Best Buy). Funny, but I had always prided myself on my knack for recognizing flaws in others. Now I turned the interrogation kliegs on myself and unblinkingly confessed years of denial, defensiveness, and doubt. It was painful but exhilarating work.


One by one, I started connecting the dots. Improving mental clarity and emotional health helped me spot and deal with unhealthy behavior. I was more caring, which inspired more commitment from employees and family. My new systems-disciplined mind-set led to greater efficiencies, smarter decisions, and peace of mind. Then something odd happened. The more I profited on a personal level, the more my company profited. Revenues began doubling every three years, reaching $200 million by 1999. Profits performed even better. I had learned the first lesson in Enlightened Leadership 101establish protocols that hold people accountable. If you focus on the well-being of your employees and customersas well as your ownsuccess naturally follows.


MY BOSS JUST DOESNT GET IT!


Entrepreneurs and managers, youd be frightened how often I explain this philosophy and hear somebody blurt, But my boss just doesnt get it! As decision makers, youre fooling yourself if you think a large swath of working America isnt fed up, run-down, and exasperated from working for seat-of-the-pantsers.


Back in the early days of flying, the phrase seat of the pants was used to describe how pilots could guide their planes without complex navigation and control systems. They felt the plane react to every nudge of the stick via the largest point of contact between themselves and the plane: the backside of their trousers. Flying by the seat of your pants came to mean that, instead of piloting proactively, youre operating reactively by constantly changing course in response to feedback. In other words, you were figuring things out on the fly instead of creating and executing a flight plan.


A big part of running a business comes down to gut feelings and reactions. Relying on your intuition is smartyou wouldnt have gotten this far without it. But overreliance on instinct can lead to cutting corners: Why waste time planning and analyzing when you can shoot from the hip? Well, because one hiccup and you can shoot yourself in the foot. Sure, a seat-of-the-pants approach may get the job done in an entrepreneurial start-upfor a while. But a hot business has a way of starting a lot of brushfires and, as the flames lick your elbows and denial kicks in, you might not be able to face the possibility that your instincts will not save your neck this time.


Chances are you think you already know some of the stuff in this book. I was cocksure I did. But sometimes its the lessons weve already mastered that trip us up. Im reminded of mountain climber Cameron Tague. In 2000, Tague attempted to scale the sheer, one-thousand-foot Diamond Face on Longs Peak in Colorado. The expert climber didnt bother roping up on an easy traverse along the Big Walls wide, sloping ledge, where five-year-olds and a six-piece band had safely climbed. You can guess what happened. Tagues mind apparently wandered; he pulled on a loose rock, and plunged eight hundred feet to his death. In business, we walk the cliff s edge every dayand none of us can afford to get careless.


Not only was I clueless that I was unenlightened, I didnt have a clue that I didnt have a clue. Even if youre smarter than I was, youre way too time crunched to hunt through hundreds of books, tapes, and seminars for the intelligence you need. No problem. These pages are packed with street-smart tips I collected while growing a start-up into a powerhouse in a fiercely competitive industry. In the seven years since I sold my business, Ive applied the same strategies in my consulting work with the same results. These principles will boost your enlightenment quotient (EQ) whether youre just getting ready to launch or are a seasoned vet.


What does enlightened mean? Clarity of mind and clarity of vision. Scarce commodities that will make you infinitely more valuable and transform you into a chief enlightenment officer or an enlightened entrepreneur: A tough-minded, warm-hearted, systems-disciplined leader who inspires people to embody the Organizations mission, vision, and values.


Whats the Difference?


Your shoes are charred from stomping out brush fires. You have nightmares about UFOs (unreachable financial objectives). All-star interviewees turn into duds. Meetings cause more problems than they solve. Your office is a ghost town at 5:02 PM. Familiar scenarios? You may be a seat-of-the-pantser. The opposite is an enlightened entrepreneurcalm, confident, in control. How to tell them apart:










	
SEAT-OF-THE-PANTSER

	
	
ENLIGHTENED ENTREPRENEUR




	
His self-centered agenda drives every encounter.

	
	
He must take care of himself (intellectually, physically, emotionally, spiritually) before he can take care of employees.





	
She operates without a strategic plan, or with one that overshoots the future. Either way shes constantly putting out fires.

	
	
She recognizes that the high-speed marketplace demands flexibility. She knows  how to break a strategic plan into operational steps and parcel assignments to the right people.




	
He cuts corners whenever possible, in pursuit of a better bottom line.

	
	
The high road is the only road. He knows that shortcuts become longcuts because theyre often undone or redone.




	
Shes a micromanager, oblivious to the toll on employees creativity and motivation.

	
	
She knows how much supervision each team member needs and when to untether talented, motivated employees.




	
Hes ready to unload on anyone who offers constructive criticism.

	
	
He solicits ideas for improvementfor his performance and the companysthrough formal and informal channels.




	
She assumes that the only reason employees take up air on the planet is to do her bidding.

	
	
Her attitude toward employees is, How can I help them grow and succeed?




	
He passes on the best and brightest hires in favor of mediocrity for fear that somebody toiling under his command will outshine him.

	
	
He hires the best candidate for every position to elevate everyones performance.




	
Shes a daydreamer whos oblivious to whats going on around her and views details as distractions.

	
	
Her catlike situational awareness leads to empathetic relationships, constant quality upgrades, and competitive advantages.










Wonder if you qualify for enlightened entrepreneur status? To benchmark where youre at before reading The Big Book, go to the Business Management Assessment & Prescription tool at www.gegax.com. I consider it the Myers-Briggs of management assessments.


SYSTEMS AND ATTITUDE MAKE THE DIFFERENCE


Outsiders started sniffing around for Tires Pluss secret sauce after revenues climbed to $200 million from $40 million in just eight years. From the brain pickers who wanted to buy me lunch to the guy who playfully bumped his shoulder against mine at a reception and said, Rub some of that magic on me, everyone hoped I could reduce it to one miracle-making wordlike the tipsy exec in The Graduate who pulls aside young Dustin Hoffman and advises simply, Plastics. Actually, the secret to how we thrived while competing against the worlds largest corporations can be reduced to a single wordsynergy (though not the vertical integration brand that was trendy in the 1990s).


We didnt take our rocket ride until we hit on just the right blend of organization al ingredients. Our mission guided savvy people in a caring, accountable culture, one supported by efficient Processes and clear communication. We added the right mix of inspiration, incentives, and educational enrichment to grow through self-coaching. We also mixed in strategies for seven key business functions. This no-nonsense management system produced EBITDA (earnings before interest, taxes, depreciation, and amortization) so robust that we never had to sell shares to outsiders to fund growth.


WHY THE BIG BOOK DELIVERS A RICH ROI (RETURN ON INVESTMENT)


Its packed with proven, practical tips. Im not proposing drawing-board theories that might work. The practices I outline in this book do work. I had the freedom to experiment in my workplace laboratory, studying the scienceand artof business management. Reading The Big Book of Small Business, youll learn everything I learned during the day-to-day mess of meeting sales and profit projections, making payroll, and facing the consequences of every decision. The proof is in the puddin: I led a team that turned a $60,000 loan cosigned by my parents into a $200 million business that a multinational corporation paid a lot money for.




It charts a new course in managerial ethics. Most managers and entrepreneurs cut their teeth thinking that they must choose between two managerial philosophies: Put profits before people, or put people before profits. Thats a false choice. I present a third way: The enlightened entrepreneur combines hard-nosed accountability and efficiency (putting profits first) with treating people fairly and with care (putting people first). Some leaders can squeeze out good short-term Performance with the gruff-and-tough management style. But that doesnt work with businesses that benefit from low turnover; people will lose heart and quit after too long under a heartless leader. Likewise, employees respect and appreciate firm yet caring oversight that sets benchmarks and raises their own Performance. Its the leaders who are both tough-minded and warmhearted that wind up with happy people and healthy long-term profits.




Its a step-by-step desk reference. Keep The Big Book on your desk. No matter what the challenge is, a quick scan of the table of contents will take you where you need to go. Job candidate coming in? Flip to the hiring section. Ideas slipping through the cracks? You want the section on efficient systems. Sales slacking? Grab a yellow highlighter and make a beeline for the sales chapter. No matter what page you land on, youll find street-smart tips to help you:





	increase your brand equity (chapter 51)


	run meetings that staffers look forward to (chapter 26)


	establish the foundation for value creation (chapter 10)


	create an energized, ethical culture (chapters 1721)


	protect your business interests (chapter 6)


	strengthen your supply chain (chapter 50)


	ensure that ideas are well executed (chapter 24)


	boost your market share (chapter 52)


	receive and deliver clear information (chapters 2833)


	harvest outside advice (chapter 7)


	raise your gameand everyone elses (chapters 4349)


	find, hire, and keep the best people (chapters 1215)


	inspire employees to delight customers (chapter 53)


	deal with dysfunctional behavior (chapter 22)


	cut costs and improve your bottom line (chapter 54)


	design and execute strategic and operational plans (chapter 23)


	build good teams (chapter 16)


	manage airtight Processes (chapter 27)


	enhance employee Performance (chapters 3942)


	manage the finance function and lender relationships (chapter 54)




HOW TO NAVIGATE THE BIG BOOK


People often ask, Whats the first step I should take? Once youve crafted a top-shelf business plan, and once you trust that your model will produce cash, youd pour the philosophical foundationyour mission, vision, and values. Then youd snatch up stars, grow your culture, implement pitch-perfect Processes, and communicate via static-free signals. Youd also coach your people to be hungry, teach them that schools always in session, and help them reach their peak personal Performance.


Theres only one problem: You live in the real world. Business, like life, is messy. So, where to begin? Start by identifying the source of your most acute painwhats keeping you up at night?and jump in. Morale tanking? Ineffective communication may be the culprit. When your people emotionally check out, that also undermines your best practices and sabotages your mission, vision, and values. Or, start with a departmentsupply managements failure to negotiate better purchasing deals impairs marketings ability to promote competitive offerings. That depresses sales, which leaves your best salespeople vulnerable to poachers at more profitable companies. Click. Heres your lightbulb moment: Your entire operation is interrelated, and thats reflected in The Big Book. Every element is linked to every other element. If any part of your business falters, the circle gets warped or broken. Ah, but when everything is running efficiently? Thats when the magic happens.



Reach first for low-hanging fruitits important to chalk up early wins. Some shifts require only simple tweaks in thinking. Others take more dedication and planning. Get your team involved. Brainstorm solutions you can all call your own. As relationships are repaired and strengthened, as people feel respected and valued, change occurs. The synergy snowball keeps rolling, picking up energy, until you see no beginning and no end. Just results.


The business world has two constantschange and accelerating speed. It has one variableyour ability to keep up. Enlightened entrepreneurs do more than keep up; they lead the way.














I


SETTING UP SHOP


What Every Budding Entrepreneur Needs to Know






It was my job as a Shell Oil Company sales manager to organize 1975s gala trade show for our Minnesota service station dealers. Instead of a run-of the-mill hall, I booked a high-end Minneapolis hotel. What do you know, the upgrade worked: We doubled our sales goal. But my district manager, John, chewed me out for modestly exceeding the events bud get. I protested that I had still netted a huge profit for Shell. It doesnt matter, John spit. You were still over your expense bud get! Hello? On what planet do profits not matter? As John stormed away and left me fuming, I thought, I cant take this garbage, Ive gotta think about starting my own company.


Shell had planted the seed earlier in the year when execs poured cold water on my entrepreneurial impulse. I had seen a new era dawning for the oil industry when the Minnesota State Legislature legalized self-service gas stations. After researching the market possibilities, I designed a plan that seems obvious today for Shell station owners to convert one of their full-service pump islands over to self-service. Increased volume, I calculated, would more than offset Shells share of conversion costs. Management yawned and said the self-service concept was probably a flash-in-the-pan trend. It was laughable, they added, to think that self-serve would catch on in the Minnesota tundra. End of discussion. Turns out it wasnt such of a leap to think that Minnesotans, who sit for hours on a frozen lake staring into a fishing hole in the ice, would happily don a parka for cheaper gas.


Two months after the trade show fiasco, my entrepreneurial engine was back in high gear. My boss, John, had scored football tickets to the big December clash between the Minnesota Vikings and the Green Bay Packers. A Packers fan, he asked me to book his hotel rooma presidential suite complete with fresh flowers and champagneand put it on my expense account. With thousands of rabid Packers fans streaming into the Twin Cities, rooms were scarce. But I had a good relationship with a hotel near the stadium and managed to book precisely what John requested. A few weeks after the game (the Vikes ruled, 243), John held a sales meeting and announced a new corporate austerity program. It included a crackdown on expense accounts. After the meeting, I walked up and joked to John that it was a good thing the new policy didnt apply to the football weekend. John looked me in the eye and said, God, Im sorry, but it does, and walked away. Nothing more. I was stunnedand wound up paying $750 for Johns weekend getaway (thats more than $2,800 in 2007 dollars, a big hit for a young family of four). Strike three; Im outta there.


A few months later, I resigned to start Tires Plus. To be sure, my eight-year apprenticeship at Shell Oil was invaluable. Met a lot of good people, learned a lot of skills. But the plodding bureaucracy, risk phobia, and office politics were warping my idealism and enthusiasm. I was working in a Dilbert cartoon.


If youre running your own show, you can relate to the urge to ditch the out-of-touch boss, the tone-deaf bureaucracy, corporate Americas myopic obsession on quarterly numbers. You and I, we wonder: How do so many people endure soul-draining offices? Were not cut out to work for somebody else. We want more control of our destiny. Were not afraid of hard work. We get excited about valuing entrepreneurship, ingenuity, and fairnessunder a shingle that we hang ourselves. Most important, deep down, we possess a certaintypart confidence, part arrogance, part navetthat weve got what it takes to make it on our own.


Nodding your head? The next seven chapters describe what the early days need to look like if you want to succeed. Theres a swarm of things to anticipate. Ill take you from wannabe entrepreneur to confident, informed start-up chief. Even if youre well underway, think of these chapters like a computerized scope hooked up to your car engine, detecting problems that you can fix now in order to avoid costly breakdowns later.













CHAPTER 1


MAKE UP YOUR MIND


Uncommon Factors to Consider Before Quitting Your Day Job







Call me nave. It never occurred to me that my new business might fail.


Hey, this was me were talking about. Tom Gegax. Four-sport high-school hotshot. Rising star at Shell Oilearning promotions like compliments at the prom, tooling around town in a company car, illuminating for service-station managers the finer points of running their businesses. I knew it all.


In reality, I had no idea what I was about to do to myselfand to my family. Oh sure, my wife, Jan, and I had talked it through: Should I stay or should I go? Jan was supportive, telling me that I knew best whether I was up to the challenge. Of course I was. So I took the leapand landed chest-deep in the proverbial creek, with the rapids rising fast.


Dont get me wrong: Im glad I went out on my own. I just wish I had better anticipated the toll it would take. If I had been as prepared as youll be after reading these pages, I wouldve dealt better with the inevitable crises that flew my wayand dodged many of them altogether.


Entrepreneurial types are apt to jump the starting gun. That pedal-to the-metal mind-set is one of our greatest strengths. But it can also be our Achilles heel. In our zeal to conquer the business world, we may disregard or overlook these critical start-up issues.



Consider the impact on your family. In my acceptance speech for Inc. magazines 1995 Midwest Entrepreneur of the Year Award, I wondered aloud whether the price Id paid was too steep. In the early years, I was a slave to the business, working miserably long hours. While I did attend most of my kids activities, and even coached their baseball and basketball teams, it felt as if I was always multitasking, wondering how to replace a key employee who had just resigned or whether I would make the next payroll. My kids, who quickly learned to recognize when I was zoning out, would jar me back into real time by tapping on my shoulder: Earth to Dad. As the business grew, I had more flexibility for family time, although it took a lot of focus to keep my mind off business when I was off the clock.


Was it all worth it? Would I do it all over again? Yesunder two conditions. First, Id need to know everything in The Big Book so I could escape the straightjacket stress and strain of running a business. That calmer state of mind would fulfill the second condition: a better balance of work and family.




Face the fear. I was twenty-nine years old, my first day off Shells payroll, and my wife and two sons were at a Dairy Queen in suburban Minneapolis. We ordered Peanut Buster Parfaits and Dilly Bars. As I handed over a five-dollar bill and took the ice cream, ten words ambushed my mind: Where will the money come from to pay for these? That thought was more chilling than an Arctic Rush brain freeze. No more checks on the first and fifteenth. No profit sharing, no company car, no expense account. Really, I had no idea if my new business could generate enough revenue to support the four of us. That undercurrent of quiet terror was my constant companion for a long, long time.




When in doubt, gut it out. Tell me I cant do something that I want to do, and Ill work my butt off to prove I can. My junior year of high school, there were fifteen seconds left in the last basketball game of the season. We were trailing by one point against a much larger school that my small town hadnt beaten in twenty years. I had the ball. Dribbling down court, I saw an open teammate streak down the sideline. Misjudging how far to lead him with the ball, I passed it behind him and out of boundsand threw away our chance to take the final, potentially game-winning shot. I was so embarrassed and guilt-ridden that I didnt show my face in school for two days. The only thing my coach ever said about it was, Dont bother going out next year; you wont make the team. I loved basketball, so his words lit a bonfire in my belly. I practiced five hours a day, every day, all summer longwith ankle weights. Not only did I make the team, I was leading scorer and all-state honorable mention in Indiana, where basketball is right there next to Mom, God, and country.


That unshakableand, in hindsight, borderline delusionalbelief in myself saved my business bacon countless times. At Shell, my manager said I wasnt tough enough to transfer from HR to the field. After a year, he relented and assigned me to the toughest part of Chicago, the near South Side, Bad Bad Leroy Browns neighborhood. I helped take South Side dealers from worst to first in tire sales. As soon as I started my own business, before the paint had even dried on my store signs, a competitor told me straight to my face, Youre not going to make it, Tom. Even my equipment supplier had no faith. I wish you the best, he said, but its just not going to happen. Oh, and Michelin initially to supply tires to us because we werent big enough. Perversely, all that only inspired me to build a team that captured 1.5 percent of the U.S. tire market, selling over a million tires annually.


My post-Shell cluelessness did have a few advantages. Had I known how hard it was to launch a business, price and market products, hire and train people, make payroll, and pay off loans, I might have stayed in my corporate cocoon. But leave I did. Head down and plowing through crisis after crisis, I earned a Ph.D. in business management from the school of hard knocks. I can appreciate Winston Churchills sentiment when he said, If youre going through hell, keep going.




Think about partnering up. Remember the buddy system; it works in business, too. Even a motivated overachiever cant always go it alone. The right partner is a godsend if hes rational, caring, and willing to compromiseon issues, not values. Its hard to come by a partner with integrity, multiple specialties, and the flexibility to deal with change. I did. Don Gullett and I complemented each other like McCartney and Lennon. I was the internal face of Tires Plus (conducting meetings, addressing the troops) and outer face (for business partners, investors, community leaders). Don was in the trenches getting things donedirecting operations and making the trains run on time.


Know your would-be partner inside and out (see the interview checklist in chapter 13) before signing anything. If hes a social acquaintance, drill down. How would he handle a financial crisis or a delicate employee matter? Don was a good fit because he had spent eighteen months under me as a sales rep at Shell. Still, from the outset I made it clearspelled out on paperthat I would be in charge. Fifty-fifty splits are dangerous, in my book. Sure, wed go with Dons ideas when they were better. But if there was a difference of opinion, the buck stopped with me.


One more reason to team up: Its lonely at the top. Your partner is the only one who can relate to whatever youre going through. It may sound like a negligible benefit, but having a trustworthy peer to commiserate and brainstorm with is like having a close family to endure personal crises with.




Live lean. New businesses gobble up cash, so I looked for every opportunity to save a buck here and make a buck there. Our first real headquarters was a second-rate office park in a third-rate neighborhood and cost $250 for rent. Noticing it lacked vending machines, I asked the buildings owner if I could install one myself. That netted $250 a month. Now rent was free.


Labor will likely be your biggest cost. Keep base salaries low by hiring top-notch talent wholl work their tails off for incentive-based payoffs like commissions, bonuses, and stock options. The more hats you wear yourself, the fewer people youll have to hire. In our first year, Don was a one-man wholesale companyhe ordered the products, unloaded them, stocked them, sold them, delivered them, and collected for them.



Initially, anyway, youll have to pinch pennies more than youd like. Our family car was a used, eight-year-old Plymouth station wagon with a hatchet hole in the rear, bought at an auction (we imagined that it had been used in some kind of grisly crime). But it got us where we needed to go. I paid myself enough to cover monthly expenses and plowed the rest back into the company.


Why do young companies hoover up so much cash? Other than labor costs, the four main sources of suction are:




	taxes


	start-up loans (with after-tax money)


	inventory (as stock levels increase)


	accounts receivable (even if every customer pays on time, youre still thirty to ninety days behind, depending on the terms you offer)



These greenback gluttons can drain morale along with cash. Lets say you net an annual profit of $400,000. Taxes take $150,000 off the top. Boosted inventory shaves off $75,000. Another $75,000 gets tied up in increased receivables. Oh, and dont forget those loan obligations that take $100,000. For you? That leaves exactly zilch. Now that Im consulting, I hear it all the time: Im working 24/7, sales and profits are increasing, but theres nothing left for me! Thats why entrepreneurs need to keep costs low (chapter 54), ride herd on receivables (chapter 54), and get creative when theyre under a cash crunch (chapter 57).













CHAPTER 2


RESEARCH THE MARKET


Analyzing the Data to Determine Your Niche






Before starting Tires Plus, I cased the stores I would compete against. I picked the brain of a tire-distributor friend. I lured five buddies over for beers and a focus group. That was it, that was the extent of my market research. I was somewhat familiar with the industry after working for Shell, but I got lucky. If I tried that nonchalance in todays hyper-competitive marketplace, youd find me scampering back to Corporate America faster than you could say going-out-of-business sale. Whether youre starting a retail store, a wholesale operation, a manufacturing business, or a Web-based service, the quality of your market research could spell the difference between fizzling out and rocketing to the top. Research these six areas before you start your own business:



Determine demand. A family friend wanted to open a doggy day care and asked for my advice. The first two things I asked: How crowded is the market, and how profitable is the competition? If theyre booked solid for weeks to come, then she could expect some overflow to come her way. If theyre hurting, she could expect the sameunless she was offering something dog owners wanted and the competition couldnt deliver. It doesnt matter if youre shampooing schnauzers, designing dream homes, or wholesaling widgets, youll never repeal the law of supply and demand.





Shop competitors. Back in the day, I flew to strong tire retailers on each coast to check out what worked and what didnt. Mixing in their best ideas with mine got us off to a fast start. Today, scour the competitions Web sites. Google them and explore every link. Track and compare their pricing. If theyre retailers, buy something. What are they doing to attract customers? Whats their secret sauce? What would you do differently? Where are they vulnerable, and how can you capitalize on that? Rack up some frequent flier miles visiting successful businesses in your space, outside your geographic market. Theyre less threatened and more open. Buy lunch for owners, and dip into your wallet for consulting fees if need be.





Probe the pros. Draw up a list of questions; then interview ten to fifteen professionals in your industry. Even if you dont personally know them, explain what youre doing and that youd appreciate their candid comments. Some will blow you off. Most will be happy to give you ten to fifteen minutes. Ask them to poke holes in your plan. The point is to find and plug holes now so pressure down the road doesnt cause a blowout.




Trek to trade shows. Turning up at trade shows is the fastest way to learn industry logistics and build relationships with the movers and shakers you need to be moving and shaking with. Dress smart, find that easy smile. You cant help but literally bump into vendors, manufacturers, and distributors. Nows your chance. Be confident and cordial. Shake hands, build rapport, ask questions, explain your business (in fifteen seconds or less!), collect business cards. Ask everyone you meet to recommend others whore in position to help. When you get home, reconnect with your contacts via phone calls and e-mails as questions arise. Caveat: Treat each contact with care. Theyre busy people. Under-contact them and they forget you; over-contact them and youre a pest.





Canvass customers. Retailer? Tap into your shoppers heads. Ask friends and family about their experiences and expectations when they shop for whatever you plan to sell. To go deeper, bust out the chocolates, or beer, and gather a series of focus groups with five or six people (weight for race, age, and gender). Thatll net you qualitative researchinfo thats deep and narrow. For quantitative researchdata thats wide and shallowhire a survey firm and develop some good questions.




Trust the experts. Market-research firms elevate your efforts with both off-the-shelf and customized intel. Dont start your business or expand without a sharp snapshot of the size and demographics of your target market. Im talking beyond the obvious (age, gender, income, education). You need data points like buyers occupations, interests, opinions, and habits. Fact-finding missions like this may dent your bank account some, but your data-directed course correction will pay for itself, and then some.













CHAPTER 3


WRITE THE BUSINESS PLAN


Building Your Blueprint for Success






Everybody and their brother, sister, and long-lost cousin has a million-dollar ideaand a ten-cent scheme for making it work. What separates the entrepreneurs from the entrepre-never-wills is the business plan. Its a road map, no doubt, but its also a ticket to the good graces of investors.


A tight, crisp business plan is more than management bios, marketing tactics, competitive analysis, and crunched numbers. Its a window into who you are, and who youre capable of becoming. It displays your clarity of thought, quality of character, and capacity for problem solving. Lenders and investors dont scratch out monster checks until theyre confident that youre capable of executing a smart game plan and multiplying their money many times over.


Writing a business plan is only slightly less demanding than writing a Ph.D. dissertation. Itll take you hiking down every back road and side street in your industry. But its worth every second. When youre done, your instincts will help you pull untold riches out of undersold niches.



When writing your business plan you should:



	enforce ruthless realism


	sharpen marketing strategies


	anticipate roadblocks


	engage in rigorous risk assessment


	map out contingency plans


	consider resource allocation


	scrub financial assumptions


	fix your target market


	calculate start-up costs


	analyze ongoing cash-flow demands


	appraise the competition


	educate partners on operations and goals


	reassess your management team



These are a few standard features of a business plan:



Executive summary. In three pages, summarize your companys mission, business objectives, target market, points of differentiation, marketing strategy, funding needs, and why its time to bring your vision to market. Go easy on the details here, and let your enthusiasm shine through, albeit professionally and modestly. Why? If the overview leaves lenders and investors coldthwack! Your plan hits the recycling bin.




Business breakdown. Begin with your elevator speech, a one-sentence description of what your business does. Next, detail your products and services, market niches, and what makes you unique. Detail the size and demographics of your target market, the demand for your offering, your expected market share, and the type of legal business entity you plan to operate.




Competitive analysis. List your competitors locations, estimated revenues, and marketplace history. Report on what theyre doing right and wrong, how theyre meeting or not meeting their customers needs, and explain how you intend to neutralize their strengths and exploit their vulnerabilities. Spell out why your offering gives you a competitive advantage. Is it a patented new technology? A better location? Greater convenience? Do your prices, service, or quality give you an edge? How? Most important, how do you convince your rivals customers to jump over to your side?




Management team. Flying into the fray with an untested squad of rookies? You might as well plan to get by on good looks, because the quality of your management team is what lenders and investors look at first. In three-paragraph CliffsNotes bios, list each execs skills, education, work history, achievements, and responsibilities. Dip a little deeper into the inkwell for yourself. You have to convince investors that your shoulders are broad enough to carry your team to the Promised Land.




Marketing strategy. Begin with an analysis of the space youre entering: the competitive landscape, the growth opportunities, the niches that make up the market. For good mea sure, explain how your industry handles the whipsaw of the business cycle. (Trade associations and local industry insiders are excellent sources.) Next, specify the demographics of your target customers, and whether theyre local, regional, national, or international. If youre going B2B (business-to-business), identify your potential corporate customers. Who are the decision makers, how will you breach their defenses, why will your product or service be irresistible? If youve already landed some contracts, say so.


Next, explain how youll position yourself in the marketplace. What methods will expose your offering to potential customersmanufacturer reps, telemarketers, catalogs, online ads? That leads you into promotion. In what media will your ads appear? What about public-relations plans? Will you bring in agency professionals or handle advertising and PR yourself? Follow that with your pricing strategy, and back it up with pinpoint competitive research. Finally, lay out your sales terms and credit policies.





Daily operations. Offer a glimpse into your day-to-day business, starting with the workforce. How will you find, train, and compensate employees and convince them to buy into your vision? Then name the vendor relationships youll cultivate, and which functions, if any, youll outsource, and why. Last, describe your accounting plan. Wholl wear the green eyeshades, and what resources will she have?




Risk assessment. Time to remove your rose-colored glasses and assume the role of devils advocate. Really, quit drinking your own Kool-Aid for a minute and try to prove your assumptions wrong. Every business has vulnerabilities. What are yours, and how could competitors expose and exploit them? Dont try to tap dance around insomnia-inducing issues, drag them to center stage. Explain how youll avert the preventable crises and deal with the inevitable ones. Investors like to see that you understandand are prepared forthe risks that lurk for every entrepreneur.




Sales forecast. Lay out conservative and best-case sales scenarios. When in doubt, err on the side of caution. Estimate monthly revenue and units sold for the first year. Do the same, but on an annual basis, for the following four years. Then back up the numbers with detailed underlying assumptions. Where to get the data? Start with competitor and marketplace analysis, field research, trade associations, perhaps focus groups. Pit the numbers against your sales objectives, and account for any discrepancies. Perhaps most important for lenders and investors, spell out your margins and breakeven point, as well as the percentage of the market you need to achieve them.




Financial analysis. Welcome to Hotel Spreadsheetyou can check out any time you like, but you can never leave. All the standard financial statements need room here. Start with the pro forma profit-and-loss (P&L) statement, projecting monthly income and expenses for the first year. Do the same for the next couple of years, but on a quarterly basis. (Develop both conservative-case and best-case scenarios.) Next comes the balance sheet, a snapshot of your companys assets and liabilities on any given day. Again, prepare monthly balance sheet projections for the first year, and quarterly projections for the next two years. Follow the same formula for cash-flow projections. Now that youve set the stage, put a number on how much funding you need, and how youll spend and repay it. Finally, disclose your own financial circumstances and how much youll personally contribute to the business. Lenders and investors like to see entrepreneurs with some skin in the game.




Appendix. Attach documentation for your assumptions, analyses, and projections. Include a list of business and personal references, as well as contact info for your bank, lawyer, and accountant. If youre a B2B play, add any letters of intent from future customers. Dont forget to attach copies of your insurance policies!



Okay, thats it. Youre donefor now. Later, youll tighten the nuts-and-bolts portions of your business plan at strategic-planning time (chapter 23). Now thank yourself for that hard work. Youre already avoiding the seat-of the-pants trap and looking more and more like an enlightened entrepreneur. (Helpful hint: For more details and actual business-plan templates, visit www.score.org or www.sba.gov.)











CHAPTER 4


FIND FUNDING


Raising Capital Without Relinquishing Control






This part drove me batty. After eight banks had turned us down, a loan officer at the ninth rejected us because we had no experience running a business. Thats when I lost it. Why do they even need people like you? I asked. I thought things like character and credit history meant something. If its just a matter of not having done it before, why dont you just pop that into your computer and have it spit out, No experience, no loan. It wasnt one of my prouder moments, but I was fed up (and it felt good at the time). Luckily, the tenth bank saw what the first nine didnt. They approved our $60,000 loan and we launched.


Scaring up seed capital can be a full-time job. First, of course, calculate how much cash you need (Hint: Check your business plan). Funders expect your financial projections to be detailed and reasonable. Later, if flawed projections cause you to slink back with your hand out, your credibility and competence may be called into question. Twice in our first year we swallowed our pride and went back to our banker to make payroll. Fortunately, the bank president had an entrepreneurial streak. It also didnt hurt that our corporate attorney was on the banks board.



Start-up funding should cover all the initial onetime costs (corporate I.D., furnishings, equipment, initial inventory, legal fees), working capital (rent, payroll, inventory replacement, accounts receivable, debt service), and reserves. Rare is the business that doesnt burn through 50 percent or more cash than projected.


Why go to a bank for a loan rather than find an investor? Excellent question. A bank is simply a creditor, while an angel investor or venture capitalist demands a stake in the company, if not a say in its operation. (Im proud to say that Tires Plus grew without taking a dollar from investors.)


Here are six funding sources to get you started:




1. Bootstrapping. Funding your company with personal assets is ideal for maintaining control but it can stall growthand jeopardize your financial futureif your pockets arent deep. Still, anteing up a nice chunk of change boosts your credibility with prospective lenders and investorsyoure a greater risk if youre not willing to put your own money on the line. Together, my partner and I kicked in a third of our $90,000 start-up capital.


You can also self-fund operations with some creativity. Say you cover your start-up costs, and your business is product-basedyou might bridge the gap between that first sale and fully funding operations by tapping into your cash flow. How? Do the legwork to find a vendor who has a great product line and inadequate distribution system. Suggest a consignment arrangement, payment via promissory note, or generous terms. If you finagle 120-day terms and turn your inventory every sixty or ninety days, youre operating on the vendors money, and your pumped-up cash flow can help you stay on top of operating expenses.


In our early years, we approached Bridgestone, not a big name in the United States at the time, though they owned 60 percent of the Japanese market and our research showed their quality was on par with Michelin. It was a perfect match: they had products that other dealers were ignoring; we had stores eager to sell them. Bridgestone embraced us, giving us deep discounts and 120-day terms. We helped each other grow. Years later, an exec from Bridgestone, which had by then merged with Firestone, told me, You guys were pretty small, but you were young, full of fire and brimstone, and we believed in you.





2. Family and Friends. The initial funding for start-ups is commonly called the friends and family round. Tapping loved ones for funding is as common as it is dicey. If it turns out well, life is good. If it doesnt, lifelong relationships can turn sour. Treat these loans like the serious business agreements they are. Present your case as if your relatives were bankers: Quote a competitive interest rate and payback terms, explain the risks. But for heavens sake, dont let zeal override common sense. If grandma cant afford to lose her entire investment, tell her thank you and politely decline. A shoebox full of twenties isnt the only way to lend support. Both Dons parents and my parents showed faith in us by personally guaranteeing our start up bank loan.


In addition to family, gather a mix of friends and business folks with vicarious entrepreneurial streaks. In exchange for their money, offer company stock or a better-than-a-municipal-bond interest rate on a five-year promissory note. Now, instead of kowtowing to one sugar daddy, youll have multiple silent partnersa term thats a little misleading given that theyre rarely silent and you may spend hours hand-holding. Still, occasionally fielding phone calls and meeting at Starbucks is a small price to pay for greater financial freedom.




3. Banks. Its all about collateral. Dont expect a bank to hand you a check until enough assets are pledged to cover the full amount of the loan, and then some. We had family guarantees, second positions on our homes, and secured business assets like equipment and inventory. It still took ten banks to find one willing to cut us a check.




4. The Small Business Administration. Turned down by a bank? The U.S. Small Business Administration (SBA), an in de pen dent agency of the federal government, also administers loans. Its partnerslenders, community development organizationsmake the loans that the SBA guarantees. The agencys loans typically require lower down payments and offer better terms than banks, but the lending criteria is just as demanding. Applicants must pony up personal assets (around 30 percent of the capital loan) and have a healthy debt-to-net-worth ratio and a sparkling credit history. The owner must also be active in day-to-day affairs, put up the same collateral a bank would demand, and prove that cash flow is strong enough to meet his obligations. That said, the SBA is likely to green-light a loan if the only red flag is insufficient collateral, whereas a bank would ding you for it. While SBA loans typically go to existing businesses, well-planned start-ups can also get in on the action.




5. Angel Investors. Yes, there are angels among us, and they usually flutter up after youve gone through your family and friends round of financing. But their heavenly cash often comes with a helluva priceand I speak as an angel investor. Its a classic supply-and-demand scenario. In most industries, at most points in the business cycle, there are fewer angel investors than entrepreneurs in need of them (Big exception: the Internet and wireless spaces in the early twenty-first century). Some angels motives lean more toward mentoring and the joy of business building than simply inflating their net worth. Other angels exploit their leverage by imposing turnip-bleeding terms and draconian exit strategies. An angel may say, My $100,000 investment would bring the value of your company up to $200,000, so I would own 50 percent of the business. Oh, and by the way, Ill take fifty-one. Just like that, youre answering to somebody else, your dream of working for yourself dashed. (Beware of the dark angel.) Angels will have their attorneys draw up the investment agreements, and typically, he who drafts the document sets the rules. Having said all that, entrepreneurs with no other option may conclude that owning part of a company is better than owning no company at all.




6. Venture Capitalists. After the angels, who often fly solo with smaller bundles of cash under their wings, venture capitalists swoop in with institutional money ($1 million and up). Their ranks include former entrepreneurs who offer contacts and expertise ranging from operations to finance to the particulars of the space in which youre planting your flag. VCs, as theyre called, try to squeeze even more favorable terms out of new companies than most angels. (Thats why you may hear that VC also stands for vulture capitalists.) Like angels, VCs expect a return on their money in roughly five years. Many start-ups dont interest venture capitalists because they dont meet typical VC criteriaseasoned management, untapped niches in high-risk industries, potential for a financial grand slam.












CHAPTER 5


POSITION YOURSELF


Nailing Your Name, Location, and Differentiation






Nice work. Youve poured over market metrics, collected notes on customers and competitors, interviewed industry insiders, shook hundreds of hands at trade shows, and spent some bucks on market research. Once your doors are open, visibility becomes the key to viability. Handled skillfully in advance of D-day, the following three moves make customers sit up and take notice. (Beware of impulse decisions; all three moves are difficult and costly to undo.)



1. Differentiate Your Offering. Remember Charles Lindberghs solo transatlantic flight? Roger Bannisters four-minute mile? Creative Cartons perfect record for same-day orders? Missed that last one? It may be the most impressiveto manufacturers of corrugated packaging and displays. Minneapolis-based Creative Carton had already carved out its market position as the go-to guys for quick turnarounds. Then a desperate customer shouted four words: I need it today!


After lots of hits and a few misses, CEO Mike Sime possessed the people and procedures to go for same-day gold. Seven years later, Creative Cartons perfect-delivery winning streak is still unbroken. Same-day service became their marquee differentiator, even though it accounts for just a fraction of orders. Is it a big deal? Mike asked. Well, it is to a customer sitting at his desk with white knuckles and a supervisor breathing down his neck. Its like the old Federal Express commercialwhen you absolutely, positively have to have it delivered the same day, whats it worth? Plenty. Especially in an industry notorious for time-pressured customers. When you offer them something they cant get anywhere else, they cant not order from you. Todays need-it-yesterday environment is good news for companies like Mikes, whose core competency is compressing time. Its great when the world moves faster and faster because that plays right into our business model, he said.


Most differentiation decisions hinge on where you want to land on the price-quality-service continuum. One isnt necessarily better than the other, but ya gotta make a choice. The low-price, bag-your-own-groceries niche is staked out by the likes of Wal-Mart, Southwest Airlines, Home Depot, and Motel 6. Plant your flag in the middle of the spectrum and value-conscious customers will pay a little more to get a little morethink Banana Republic, Applebees, Holiday Inn, Crate and Barrel. Customers of premium-positioned companiesMercedes, Neiman Marcus, Ritz-Carltonwill shell out top dollar for superior quality, white-glove service and, perhaps most intoxicatingly of all, cachet.


A hybrid position is low-price, nicer experience. Look at Target Corp., Best Buy, IKEA, JetBlue, and Kohls. Early on at Tires Plus, this is how we positioned ourselves against the big boys. Some rivals could match our prices. But nobody else offered upscale stores with clean-cut sales consultants in dress shirts and ties, cappuccino, framed art, movies, and play areas for kids.


Beyond price, quality, and service? Look at subcategories. Creative Carton was already known for speed; same-day delivery added one more point of separation from the pack. It helped the company create a nested nichea niche within a niche. Likewise, FedEx is synonymous with overnight shipping. But the company knew the only way it could maintain market share was by creating subnichesvarious pricing and delivery options, extended hours, and convenient drop-off locations. Privately owned Enterprise Rent-A-Car has become the largest car rental company in North America, thanks to its differentiatorWell pick you up. Geek Squad, a Best Buyowned computer support task force, filled a neglected niche by offering personalized security, repair, and technical support to both business types and civilians. Further distinguishing themselves, Geek Squad agents in white dress shirts and skinny black ties make house callstheyll race to your home in squad-car black-and-white Volkswagen bugs as fast as a pizza delivery man.


Know who you are before you introduce yourself to your customers. Otherwise youll always be a little hazy to them. Once your doors open, keep asking yourself whether your offering is in tune with what makes your operation unique. To the extent you can, shed your passion for your industry and look at your products and services through your future customers eyes. Ask yourself, If I were happy doing business with one of my competitors, what would it take to get me to switch? Price? Speed? Ser vice? Warranty? All of the above? Once we were underway, I got a kick out of customers (guests) who came to our stores armed with detailed competitive analyses. It gave us further insight into our guests motivations.


The best feedback for honing your offering arrives once customers start calling. Software manufacturers have done this for years with beta releases that essentially ask customers to give them a hand with working out the kinks. Far from feeling like guinea pigs, most consumers appreciate a closer connection to the businesses in whom they place their trust. Ask the best among your initial customers to test-drive your new product or service and report back on the good, the bad, and the ugly. Bud get in free or discounted samples to exchange for their efforts. Whether youre retail or B2B, this sneak-peek strategy also generates advance buzz and stimulates demand.




2. Nail Your Name. Back in 1982, when I decided to shift our focus from wholesale to retail, our three stores were called (City Name) Tire & Auto. Catchy, huh? I knew I needed something better. At a party one evening, I leaned over to my neighbor and said, Hey, Bob, Im starting a chain of tire stores. Gotta tell you the nameGuarantee Tire. Bob scowled as soon as it left my lips. He was ten years my senior, a streetwise ad man from Philly. Tom, he said, thats the most screwed-up name Ive ever heard (PG-13 version). Flying dollar signs raced through my headwe already had our logo designed and had given the green light to a sign company. Bob noticed how deflated I was and offered to brainstorm names with me. The next day, I was telling Bob, My stores will offer tires plus other services. He cut in: Tires Plus. I like that. Add it to the list. I liked it, too. It conveyed optimism, promised that we had more to offer than our competitors, and left open the door for endless brand extension. Every entrepreneur should be so lucky to have a neighbor like Bob Bechir. (Bob died a few months before I sold Tires Plus in 2000. We invited his two kids to a company party and presented them with a plaque and remuneration to recognize their dads contribution.)


Convinced youve already got a great name? Dont be afraid to put your identity on the couch. Charles Lukens, cofounder of Planet Salvage, a nationwide, Web-based auction for auto parts, resisted when I challenged him to rename his company. The name Planet Salvage was like my kids name to me, Charles said. Plus, I was hung up on our cool little icon, a planet with a tire around it. The logo was fun, I said, but neither it nor the cartoonish name Planet Salvage fit the companys mission, product, and industry players (conservative insurance companies like State Farm, Safeco, and Nationwide). To his credit, Charles cut his emotional ties. During a staff brainstorming session at the companys Kansas City headquarters, I suggested zeroing in on what they did. We boiled it down to: We harness the Internet to help companies manage and increase alternative parts utilization (auto-insurance and body-shop industry jargon). Given that the acronym APU was constantly on the lips of industry execs throughout the business day, the perfect name was a no-brainerAPU Solutions.


With your name in the bank, turn to your slogan. Does it holler why youre different? After Charles settled on the APU Solutions name, I sat in on a meeting with a prospective client, a veep for Farmers Insurance. He wanted a guarantee that the parts he purchased via APUs Web site would actually be in stock and shipped the same day at locked-in prices. Look, he said, I need real steel, real time. The minute we left the building, I said to Charles, Did you hear that? Real steel. Real time. Isnt that what sets you apart? He nodded. Theres your slogan. It sums up your business model in four words. Its perfect. So is Best Buys (Thousands of Possibilities. Get Yours.), Targets (Expect More. Pay Less.), and Wal-Marts (Always Low Prices. Always.).


Each and every exposure to a strong brand cements your market position and produces free advertising. Its a succinct, powerful name; a memorable slogan; a bold logo (think Nike swoosh). The name Tires Plus told people exactly what we did. Our sloganWarehouse Prices. World-Class Servicetold them exactly what to expect. Any time people heard either, our brand message sank deeper into their consciousness. To be sure, a lot of Fortune 500 companies have nondescript names. But odds are it took one heckuva big marketing budget to educate the public about what they sell. If your name doesnt describe what you do, your slogan better. Bottom line: If, after hearing your name and slogan, people on
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