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Preface

The field of entrepreneurship is experiencing incredible rates of growth, not only in the United
States but around the world as well. People of all ages, backgrounds, and nationalities are launching
businesses of their own and, in the process, are reshaping the global economy. Entrepreneurs are
discovering the natural advantages that result from their companies’ size—speed, agility, flexibil-
ity, sensitivity to customers’ needs, creativity, a spirit of innovation, and many others—give them
the ability to compete successfully with companies many times their size and that have budgets to
match. As large companies struggle to survive wrenching changes in competitive forces by down-
sizing, merging, and restructuring, the unseen army of small businesses continues to flourish and
to carry the nation’s economy on its back. Entrepreneurs who are willing to assume the risks of
the market to gain its rewards are the heart of capitalism. These men and women, with their bold
entrepreneurial spirits, have led our nation into prosperity throughout its history. Entrepreneurship
also plays a significant role in countries throughout the world. Across the globe, entrepreneurs are
creating small companies that lead nations to higher standards of living and hope for the future.

In the United States, we can be thankful for a strong small business sector. Small compa-
nies deliver the goods and services we use every day, provide jobs and training for millions of
workers, and lead the way in creating the products and services that make our lives easier and
more enjoyable. Small businesses were responsible for introducing to the world the elevator, the
airplane, FM radio, the zipper, the personal computer, and a host of other marvelous inventions.
The imaginations of the next generation of entrepreneurs of which you may be a part will deter-
mine other fantastic products and services that lie in our future! Whatever those ideas may be, we
can be sure of one thing: Entrepreneurs will be there to make them happen.

The purpose of this book is to open your mind to the possibilities, the challenges, and the
rewards of owning your own business and to provide the tools you will need to be successful if
you choose the path of the entrepreneur. It is not an easy road to follow, but the rewards—both
tangible and intangible—are well worth the risks. Not only may you be rewarded financially for
your business ideas, but also, like entrepreneurs the world over, you will be able to work at
something you love! If you do not pursue a career as an entrepreneur, you still need to understand
entrepreneurship because you most likely will be working in, doing business with, or competing
against small businesses throughout your career.

Now in its eleventh edition, Entrepreneurship and Effective Small Business Management has
stood the test of time by bringing to generations of students the material they need to launch and
manage a small business successfully in a hotly competitive environment. In writing this edition,
we have worked hard to provide you with plenty of practical, “hands-on” tools and techniques
to make your business ventures successful. Many people launch businesses every year, but only
some of them succeed. This book provides the tools to help you learn the right way to launch and
manage a small business with the staying power to succeed and grow.

What's New to This Edition?

The first change you will notice is in the title of the book. We believe that the new title,
Entrepreneurship and Effective Small Business Management, reflects this edition’s emphasis on
the entrepreneurial process. When we started writing this book nearly 35 years ago, small business
management was the topic of choice on college campuses; today, the emphasis of college courses
is on entrepreneurship. This edition reflects that change by including enhanced coverage of the
entrepreneurial process, including the creative process and developing a business model, while
retaining thorough coverage of traditional topics that are required for entrepreneurial success,
such as e-commerce, managing cash flow, selecting the right location and designing the proper
layout, and supply chain management.

Another important change is the addition of Jeff Cornwall as coauthor. Jeff, who holds the
Jack C. Massey Chair of Entrepreneurship at Belmont University, is an experienced and successful
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entrepreneur, a dedicated teacher, a respected author, and an acknowledged expert in the field of
entrepreneurship. The United States Association for Small Business and Entrepreneurship has
honored Jeff on numerous occasions for his contributions to the field of entrepreneurship, naming
him a Longnecker/USASBE Fellow in 2006 and awarding the Center for Entrepreneurship that he
headed at Belmont University the USASBE National Model Undergraduate Program of the Year
Award in 2008. USASBE also recognized Jeff in 2013 with the prestigious Outstanding Educator
of the Year award. He served as USASBE’s president in 2010. Jeff’s blog, The Entrepreneurial
Mind, is one of the most popular small business blogs on the Internet, named by Forbes as a “Best
of the Web” selection.

This edition of Entrepreneurship and Effective Small Business Management also includes

many new pedagogical features that reflect the dynamic and exciting field of entrepreneurship.

The addition of a chapter on the creative process that explores how the entrepreneurial
mind works. This innovative chapter also explains how entrepreneurs can stimulate their
own creativity and the creativity of the people in their organizations.

Because your generation is keenly interested in ethics and social responsibility, we placed
the updated chapter on ethics and social responsibility right up front (Chapter 2). This
thought-provoking chapter gives you the opportunity to wrestle with some of the ethical
dilemmas that entrepreneurs face every day in business. Encouraging you to think about
and discuss these issues now prepares you for making the right business decisions later.
We also have included more extensive coverage of social entrepreneurship in this edition,
including new forms of ownership designed specifically for social entrepreneurs.

This edition includes enhanced coverage of social media, such as Facebook, Twitter,
Pinterest, YouTube, and others, throughout the entire book, including ways to use
social media as a powerful bootstrap marketing technique; a fund-raising tool; a quick,
inexpensive way to test business models; and many others.

We have included more material on bootstrapping throughout the book because today’s
young entrepreneurs must be prepared to launch their ventures with limited resources and
little access to outside funding.

We have updated the chapters on financing small businesses to reflect the current state of
financial markets. Included in these updates is discussion of the newest form of financing
known as crowdfunding.

We have revised the chapter on creating a business plan to reflect the modern view of the
business planning process. In addition to retaining extensive coverage of how to write a
business plan, we have expanded the section on conducting a feasibility analysis and added
a section on using the business model canvas to develop a viable business model. This
chapter also shows how to take the ideas that pass the feasibility analysis, build a business
model around them, and create a business plan that serves as a guide to a successful launch.

Almost all of the real-world examples in this edition are new and are easy to spot
because they are highlighted by in-margin markers. These examples allow you to see
how entrepreneurs are putting into practice the concepts that you are learning in the book
and in class. The examples are designed to help you to remember the key concepts in

the course. The business founders in these examples also reflect the diversity that makes
entrepreneurship a vital part of the global economy.

To emphasize the practical nature of this book, every chapter includes a new or updated
“Lessons from the Street-Smart Entrepreneur” feature that focuses on a key concept and
offers practical advice about how you can put it to practice in your own business. These
features include topics such as “Questions to Spur the Imagination,” “Thriving on Change,”
“How to Make Your Business Ready for Global E-Commerce,” “E-Mail Ads That Produce
Results,” “How to Set Up an ESOP;” and many others.

We have updated all of the “Entrepreneurship in Action” features that have proved to
be so popular with both students and professors. Every chapter contains at least one of
these short cases that describes a decision that an entrepreneur faces and asks you to as-
sume the role of consultant and advise the entrepreneur on the best course of action.



This feature includes the fascinating stories of entrepreneurs who see space as the next
entrepreneurial frontier (including Elon Musk’s SpaceX and Richard Branson’s Virgin
Galactic), professional athletes who have become successful franchisees (including Jamal
Mashburn, Drew Brees, and Angelo Crowell), and using bootstrap marketing techniques to
build a name in the music industry (Erin Anderson, founder of Olivia Management). Each
one poses a problem or an opportunity, includes questions that focus your attention on key
issues, and helps you hone your analytical and critical thinking skills.

e This edition includes 10 new brief cases that cover a variety of topics (see the Case Matrix
that appears on the inside cover). All of the cases are about small companies, and most are
real companies that you can research online. These cases challenge you to think critically
about a variety of topics that are covered in the book—from managing cash flow in a
seasonal business and choosing a location for a restaurant’s second branch to deciding
how to deal with the Affordable Care Act and setting prices for a social entrepreneur’s
eco-friendly apparel.

e Almost all of the “In the Entrepreneurial Spotlight” features are new to this edition as well.
These inspirational true stories invite you to explore the inner workings of entrepreneurship
by advising entrepreneurs who face a variety of real-world business issues. Topics
addressed in these “Spotlights” include college students applying the entrepreneurial
skills they are learning in their classes by starting businesses while they are still in school,
entrepreneurs who discover that for them franchising is the ideal path to entrepreneurship,
a television makeup artist who launched her own line of makeup and faces decisions about
promoting it, entrepreneurs who are enhancing their companies’ e-commerce efforts with
social media, and many others.

e The content of every chapter reflects the most recent statistics, studies, surveys, and
research about entrepreneurship and small business management. Theory, of course,
is important, but this book explains how entrepreneurs are applying the theory of
entrepreneurship every day. You will learn how to launch and manage a business the
right way by studying the most current concepts in entrepreneurship and small business
management.

e A sample business plan for The Picturebooth Company serves as a model for you as you
create plans for your own business ideas. Ross Hill wrote this plan for a business that sells
and rents portable photo booths while he was a student and used it to launch his business.
Not only has Ross used this plan to guide his successful company, but he also has used it
to raise more than $70,000 in start-up capital. Hill’s plan won three business plan competi-
tions, including the national competition sponsored by Collegiate DECA.

e This edition features an updated, attractive, full-color design and layout that is designed to
be user-friendly. Each chapter begins with learning objectives, which are repeated as in-
margin markers within the chapter to guide you as you study.

Policymakers across the world are discovering that economic growth and prosperity lie
in the hands of entrepreneurs—those dynamic, driven men and women who are committed to
achieving success by creating and marketing innovative, customer-focused new products and
services. Not only are these entrepreneurs creating economic prosperity, but many of them are
also striving to make the world a better place in which to live by using their businesses to solve
social problems. Those who possess this spirit of entrepreneurial leadership continue to lead
the economic revolution that has proved repeatedly its ability to raise the standard of living for
people everywhere. We hope that by using this book in your small business management or entre-
preneurship class, you will join this economic revolution to bring about lasting, positive changes
in your community and around the world. If your goal is to launch a successful business of your
own, Entrepreneurship and Effective Small Business Management is the ideal book for you!

This eleventh edition of Entrepreneurship and Effective Small Business Management pro-
vides you with the knowledge you need to launch a business that has the greatest chance for
success. One of the hallmarks of every edition of this book has been a very practical, “hands-on”
approach to entrepreneurship. Our goal is to equip you with the tools you need for entrepre-
neurial success. By combining this textbook with your professor’s expertise and enthusiasm, we
believe that you will be equipped to follow your dreams of becoming a successful entrepreneur.

PREFACE
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CourseSmart eTextbook

CourseSmart eTextbooks were developed for students looking to save on required or recom-
mended textbooks. Students simply select their eText by title or author and purchase imme-
diate access to the content for the duration of the course using any major credit card. With a
CourseSmart eText, students can search for specific keywords or page numbers, take notes
online, print out reading assignments that incorporate lecture notes, and bookmark important
passages for later review. For more information or to purchase a CourseSmart eTextbook, visit
WWW.coursesmart.com.
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SECTION I The Rewards and Challenges of Entrepreneurship J

CHAPTER 1

Entrepreneurs: The Driving
Force Behind Small Business

Learning
Objectives

Upon completion of this chapter,
you will be able to:

. Define the role of the entrepreneur
in the U.S. economy.

. Describe the entrepreneurial
profile.

. Explain how entrepreneurs spot
business opportunities.

. Describe the benefits of owning a
small business.

. Describe the potential drawbacks
of owning a small business.

. Explain the forces that are driving
the growth of entrepreneurship.

. Discuss the role of diversity
in small business and
entrepreneurship.

. Describe the contributions small
businesses make to the U.S.
economy.

. Put business failure into the
proper perspective.

. . Explain how small business
All our dreams can come true, if we have owners can avoid the major

the courage to pursue them. pitfalls of running a business.

—Walt Disney
Success is the prize given to those who try
and fail willingly.

—Jeffrey Bryant




2 SECTION | ¢ THE REWARDS AND CHALLENGES OF ENTREPRENEURSHIP

1.

Define the role of the

entrepreneur in the U.S.

economy.

The Role of the Entrepreneur

Welcome to the world of the entrepreneur! Every year, entrepreneurs in the United States alone
launch more than 6.5 million businesses.' These people, who come from diverse backgrounds,
are striving to realize that Great American Dream of owning and operating their own businesses.
Some of them have chosen to leave the security of the corporate hierarchy in search of
independence, others have been forced out of large corporations as a result of downsizing, and still
others have from the start chosen the autonomy that owning a business offers. The impact of these
entrepreneurs on the nation’s economy goes far beyond their numbers, however. The resurgence
of the entrepreneurial spirit they are spearheading is the most significant economic development
in recent business history. These heroes of the business world are introducing innovative products
and services, pushing back technological frontiers, creating new jobs, opening foreign markets,
and, in the process, sparking the U.S. economy.

Entrepreneurs, once shunned as people who could not handle a “real” job in the corporate
world, now are the celebrities of the global economy. They create companies, jobs, wealth, and
innovative solutions to some of the world’s most vexing problems, from relief for sore feet to
renewable energy sources. “The story of entrepreneurship entails a never ending search for new
and imaginative ways to combine the factors of production into new methods, processes, tech-
nologies, products, or services,” says one government economist who has conducted extensive
research on entrepreneurship’s impact.” In short, small business is “cool,” and entrepreneurs are
the rock stars of the business world.

The last several decades have seen record numbers of entrepreneurs launching businesses.
One important indicator of the popularity of entrepreneurship is the keen interest expressed by
students in creating their own businesses. According to a recent Gallup survey, 77 percent of
students in grades 5 through 12 say that they “want to be their own bosses.”> Growing numbers
of young people are choosing entrepreneurship as a career (some of them while they are still in
school) rather than joining the ranks of the pin-striped masses in major corporations. A recent
poll by the Young Entrepreneur Council reports that 21 percent of recent college graduates started
businesses out of necessity because they could not find jobs elsewhere.* Many others choose to
start their own companies because they prefer the autonomy of entrepreneurship to the hierarchy
of corporate America. In fact, when many young people hear the phrase “corporate America,”
they do not think of career opportunities; instead, images of the film Office Space come to mind.
In short, the probability that you will become an entrepreneur at some point in your life has never
been higher!

Research suggests that entrepreneurial activity remains vibrant not only in the United States
but around the world as well. According to the Global Entrepreneurship Monitor, a study of
entrepreneurial activity across the globe, 13 percent of the U.S. population aged 18 to 64, more
than one in eight adults, is engaged in entrepreneurial activity. The level of entrepreneurial activity
in the United States is the same as the global average of 13.0 percent and above the average
(7.1 percent) for innovation-driven economies (see Figure 1.1).

Entrepreneurship has been part of the fabric of the United States since its earliest days. Many of
the nation’s founding fathers were entrepreneurs. Thomas Jefferson started a nailery (a business that
transformed iron into nails) in 1794 and purchased high-tech (at the time) nail-making machinery
in 1796 to increase his company’s production. Benjamin Franklin was an inventor and in 1729
at the age of 21, convinced several friends to finance his purchase of a newspaper that he renamed
The Pennsylvania Gazette, a business that made him quite wealthy.® That same entrepreneurial
spirit remains strong today as it does in other countries. Entrepreneurs in every corner of the world
are launching businesses thanks to technology that provides easy access to both local and global
markets at start-up. Even countries that traditionally are not known as hotbeds of entrepreneurial
activity are home to promising start-up companies. Despite decades of economic problems,
Zimbabwe’s economy is growing once again, and small businesses are driving much of its growth.

ENTREPRENEURIAL PROFILE: Divine Ndhlukula: Securio One of Zimbabwe’s most

mmal successful entrepreneurs is Divine Ndhlukula, who in 1998 started a small security company,
Securico, in her home with a modest investment and just four employees. Ndhlukula says that she
dreamed of an entrepreneurial career while she was a student studying accounting. After brief stints
in farming, broadcasting, and insurance, she saw an opportunity in the security services business and
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FIGURE 1.1
Entrepreneurial Activity Across the Globe

Source: Based on Siri Roland Xavier, Donna Kelley, Jacqui Kew, Mike Herrington, and Arne Vorderwiilbecke, Global
Entrepreneurship Monitor 2012 Global Report, Babson College, Universidad del Desarrollo, Universiti Tun Abdul
Razak, and Global Entrepreneurship Research Consortium, 2012, pp. 58-59.

started Securico, which targets multinational companies operating in Zimbabwe. “People who aspire
to be in business think that you have to have lots of money to start,” Ndhlukula says. “It's not that.
It's really the passion.” Today Securico, which now provides a full range of security services, employs
more than 3,500 people, generates sales of more than $16 million, and was recently was recognized
by Africa Awards for Entrepreneurship.’

In recent years, large companies in the United States and around the world have engaged in
massive downsizing campaigns, dramatically cutting the number of managers and workers on their
payrolls. This flurry of “pink slips” has spawned a new population of entrepreneurs—‘castoffs”
from large corporations (many of whom thought they would be lifetime ladder climbers in their
companies) with solid management experience and many productive years left before retirement.

One casualty of this downsizing has been the long-standing notion of job security in large
corporations, which all but destroyed the notion of loyalty and has made workers much more
mobile. In the 1960s, the typical employee had worked for an average of four employers by
the time he or she reached age 65; today, the average employee has had eight employers by
the time he or she is 30.> Members of Generation X (those born between 1965 and 1980) and
Generation Y (those born between 1981 and 1995), in particular, no longer see launching a busi-
ness as being a risky career path. Having witnessed large companies lay off their parents after
many years of service, these young people see entrepreneurship as the ideal way to create their
own job security and career success! They are eager to control their own destinies.

This downsizing trend among large companies also has created a more significant philosoph-
ical change. It has ushered in an age in which “small is beautiful.” Thirty years ago, competitive
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Source: CartoonStock.

conditions favored large companies with their hierarchies and layers of management; today, with
the pace of change constantly accelerating, fleet-footed, agile, small companies have the com-
petitive advantage. These nimble competitors dart into and out of niche markets as they emerge
and recede, they move faster to exploit opportunities the market presents, and they use modern
technology to create within a matter of weeks or months products and services that once took
years and all of the resources a giant corporation could muster. The balance has tipped in favor
of small entrepreneurial companies.

Entrepreneurship also has become mainstream. Although launching a business is never easy,
the resources available today make the job much simpler today than ever before. Thousands of
colleges and universities offer courses in entrepreneurship, the Internet hosts a sea of informa-
tion on launching a business, sources of capital that did not exist just a few years ago are now
available, and business incubators hatch companies at impressive rates. Once looked down on
as a choice for people unable to hold a corporate job, entrepreneurship is now an accepted and
respected part of our culture.

Another significant shift in the bedrock of our nation’s economic structure is influencing
this swing in favor of small companies. The nation is rapidly moving away from an industrial
economy to a knowledge-based one. What matters now is not so much the traditional factors of
production but knowledge and information. The final impact of this shift will be as dramatic as
the move from an agricultural economy to an industrial one that occurred more than 200 years
ago in the United States. A knowledge-based economy favors small businesses because the cost
of managing and transmitting knowledge and information is very low, and computer and infor-
mation technologies are driving these costs lower still.

No matter why they start their businesses, entrepreneurs continue to embark on one of the
most exhilarating—and one of the most frightening—adventures ever known: launching a busi-
ness. It’s never easy, but it can be incredibly rewarding, both financially and emotionally. One
successful business owner claims that an entrepreneur is “anyone who wants to experience the
deep, dark canyons of uncertainty and ambiguity and wants to walk the breathtaking highlands
of success. But I caution: Do not plan to walk the latter until you have experienced the former.”
True entrepreneurs see owning a business as the real measure of success. Indeed, entrepreneur-
ship often provides the only avenue for success to those who otherwise might have been denied
the opportunity.

Who are these entrepreneurs, and what drives them to work so hard with no guarantee of
success? What forces lead them to risk so much and to make so many sacrifices in an attempt
to achieve an ideal? Why are they willing to give up the security of a steady paycheck working
for someone else to become the last person to be paid in their own companies? This chapter will
examine the entrepreneur, the driving force behind the American economy.
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What Is an Entrepreneur?

Adapted from the French verb entreprendre, which means “to undertake” or “to attempt,” the
word “entrepreneur” was introduced in 1755 in economist Richard Cantillon’s book Essay on
the Nature of Trade in General. Cantillon defined an entrepreneur as a producer with nonfixed
income and uncertain returns.'” At any given time, an estimated 9 million adults in the United
States are engaged in launching a business, traveling down the path of entrepreneurship that
Cantillon first wrote about more than 250 years ago.'' An entrepreneur is one who creates a new
business in the face of risk and uncertainty for the purpose of achieving profit and growth by iden-
tifying opportunities and assembling the necessary resources to capitalize on those opportunities.
Entrepreneurs usually start with nothing more than an idea—often a simple one—and then find
and organize the resources necessary to transform that idea into a sustainable business. Harvard
Business School professor Howard Stevenson says that entrepreneurs “see an opportunity and
don’t feel constrained from pursuing it because they lack resources. They’re used to making do
without resources.”'* In essence, entrepreneurs are disrupters, upsetting the traditional way of
doing things by creating new ways to do them.

What entrepreneurs have in common is the ability to spot opportunities and the willingness
to capitalize on them.

ENTREPRENEURIAL PROFILE: Ted Southern and Nikolay Moiseev: Final Frontier

s Design Ted Southern, an artist and designer, and Nikolay Moiseev, a mechanical engineer,
launched Final Frontier Design, when they saw the opportunity to create functional, affordable space
suits for the burgeoning commercial space flight industry (see the accompanying “Entrepreneurship
in Action” feature on page 9). “We recognized a new market in the suborbital space flight industry,”
says Southern. Their Brooklyn, New York-based start-up makes space suits that are more flexible than
the traditional space suits designed by NASA and include ergonomic designs, clever reinforcements,
and innovative joints that allow space travelers (the suits are designed for use inside spacecraft, not
for space walks) to move more easily and fluidly. Existing space suits are “expensive, heavy, and not
very functional,” says Southern. “We think we can offer real improvements in both performance and
cost.” Moiseev designed space suits for the Russian Space Agency for nearly 20 years before moving
to the United States, where he and Southern, who was best known for designing wings for the mod-
els in Victoria's Secret runway shows, teamed up to design gloves for astronauts in a competition
sponsored by NASA. (They won a $100,000 prize that they used to launch Final Frontier Design.) After
raising more than $27,000 on crowdfunding site Kickstarter, the entrepreneurs have enough capital
to create a prototype of their “3G" spacesuit that they say will sell for as little as $50,000, far below
the $12 million cost for a traditional space suit."

Although many people dream of owning a business, most of them never actually launch a
company. Those who do take the entrepreneurial plunge, however, will experience the thrill of
creating something grand from nothing; they will also discover the challenges and the difficul-
ties of building a business “from scratch.” Whatever their reasons for choosing entrepreneurship,
many recognize that true satisfaction comes only from running their own businesses the way they
choose.

Researchers have invested a great deal of time and effort over the last decade studying these
entrepreneurs and trying to paint a clear picture of the entrepreneurial personality. Not surpris-
ingly, the desire for autonomy is the single most important factor motivating entrepreneurs to
start businesses (see Table 1.1). Although these studies have produced several characteristics that
entrepreneurs tend to exhibit, none of them has isolated a set of traits required for success. We
now turn to a brief summary of the entrepreneurial profile.'*

1. Desire and willingness to take initiative. Entrepreneurs feel a personal responsibility for the
outcome of ventures they start. They prefer to be in control of their resources and to use those
resources to achieve self-determined goals. They are willing to step forward and build businesses
based on their creative ideas.

2. Preference for moderate risk. Entrepreneurs are not wild risk takers but are instead calcu-
lating risk takers. Unlike “high-rolling, riverboat gamblers,” they rarely gamble. Entrepreneurs
often have a different perception of the risk involve in a business situation. The goal may appear
to be high—even impossible—from others’ perspective, but entrepreneurs typically have thought
through the situation and believe that their goals are reasonable and attainable. Entrepreneurs

2.

Describe the entrepreneurial
profile.

Nikolay Moiseev (left) and Ted
Southern (right), cofounders of
Final Frontier Design.

Source: Final Frontier Design, LLC.
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TABLE 1.1 Why Entrepreneurs Start Businesses

Noam Wasserman and Timothy Butler of the Harvard Business School surveyed nearly 2,000 entrepreneurs
about their motivations for starting their businesses, analyzed the results by gender and age, and compared
them to thousands of nonentrepreneurs. The primary motivator for entrepreneurs is autonomy, but security
and a congenial work environment top the list for nonentrepreneurs. Entrepreneurs’ source of motivation
shifts slightly as they age, more so for women than for men. The following tables summarize the researchers’
findings:

Men by Age

20s 30s 40s+
Autonomy Autonomy Autonomy
Power and Influence Power and Influence Power and Influence
Managing People Managing People Altruism
Financial Gain Financial Gain Variety

Women by Age
20s 30s 40s+
Autonomy Autonomy Autonomy
Power and Influence Power and Influence Intellectual Challenge
Managing People Variety Variety
Altruism Altruism Altruism

Source: Adapted from Leigh Buchanan, “The Motivation Matrix,” Inc., March 2012, pp. 60-62.

launched many now famous businesses, including Burger King, Microsoft, FedEx, Disney, CNN,
MTYV, Hewlett Packard, and others, during economic recessions when many people believed their
ideas and their timing to be foolhardy.

ENTREPRENEURIAL PROFILE: Nicholas Pelis: Denizen Rum While working for SKYY

s \/odka, Nicholas Pelis spotted an opportunity to create a new blend of rum, a product that had
been “sanitized” by the mass-production mind-set of large modern distilleries. Pelis and his wife sold
their house in San Francisco to return to his native New York and used the proceeds of the sale and
$300,000 raised from family and friends to launch Denizen Rum, a company whose distilled spirits
blend the mixability of white rum with the bold, smooth flavors of traditional dark rum from Amster-
dam, where rum blending has been a tradition since the 1700s. Introduced in 2011, Denizen Rum
quickly won critical acclaim, which allowed the Pelis's young company to sign a national distribution
contract with one of the largest wine and spirits distributors in the United States. Although some
people criticized Pelis for the risk that he took, his industry experience and market research con-
vinced him that his idea was sound and that his company would be successful.’

This attitude explains why so many successful entrepreneurs failed many times before finally
achieving their dreams. For instance, Milton Hershey, founder of one of the world’s largest and
most successful chocolate makers, started four candy businesses, all of which failed, before he
launched the chocolate business that would make him famous. The director of an entrepreneurship
center says that entrepreneurs “are not crazy, wild-eyed risk takers. Successful entrepreneurs under-
stand the risks [of starting a business] and figure out how to manage them.”'® Good entrepreneurs
become risk reducers, and one of the best ways to minimize the risk in any entrepreneurial venture
is to conduct a feasibility study and create a sound business plan, which is the topic of Chapter 8.

3. Confidence in their ability to succeed. Entrepreneurs typically have an abundance of confi-
dence in their ability to succeed, and they tend to be optimistic about their chances for business
success. Entrepreneurs face many barriers when starting and running their companies, and a
healthy dose of optimism can be an important component in their ultimate success. “Entrepre-
neurs believe they can do anything,” says one researcher.'’

4. Self-reliance. Entrepreneurs do not shy away from the responsibility for making their busi-
nesses succeed. Perhaps that is why many entrepreneurs persist in building businesses even
when others ridicule their ideas as follies. Against the advice of his father, a fifth-generation
brewmaster, entrepreneur Jim Koch left his high-paying job as a management consultant to start
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Boston Beer Company from his kitchen using his family’s beer recipe. Koch recalls thinking,
“I’'m on this path, and it doesn’t lead anywhere I want to go.” He made the decision to launch
his business to “own my life and make decisions that are not the result of other people’s plans
or expectations.” Today, Boston Beer Company sells 32 types of beer, has 800 employees, and
generates sales of $371 million.'®

5. Perseverance. Even when things don’t work out as they planned, entrepreneurs don’t give up.
They simply keep trying. Real entrepreneurs follow the advice contained in the Japanese proverb,
“Fall seven times; stand up eight.”

). ENTREPRENEURIAL PROFILE: Gail Borden: Borden Inc. Entrepreneur Gail Borden
@ (1801-1874) was a prolific inventor, but most of his inventions, including the terraqueous
wagon (a type of prairie schooner that could travel on land or water) and a meat biscuit (a mixture
of dehydrated meat and flour that would last for months), never achieved commercial success. After
witnessing a small child die from contaminated milk, Borden set out to devise a method for condens-
ing milk to make it safer for human consumption in the days before refrigeration. For two years he
tried a variety of methods, but every one of them failed. Finally, Borden developed a successful
vacuum condensation process, won a patent for it, and built a company around the product. It failed,
but Borden persevered. He launched another condensed milk business, this time with a stronger capi-
tal base, and it succeeded, eventually becoming Borden Inc., a multi-billion-dollar conglomerate that
still makes condensed milk using the process Borden developed 150 years ago. When he died, Borden
was buried beneath a tombstone that reads, “I tried and failed. | tried again and succeeded.”"

6. Desire for immediate feedback. Entrepreneurs like to know how they are doing and are con-
stantly looking for reinforcement. Tricia Fox, founder of Fox Day Schools, Inc., claims, “I like
being independent and successful. Nothing gives you feedback like your own business.”’

7. High level of energy. Entrepreneurs are more energetic than the average person. That energy
may be a critical factor given the incredible effort required to launch a start-up company. Long
hours—often 60 to 80 hours a week—and hard work are the rule rather than the exception. Building
a successful business requires a great deal of stamina and dedication. “Entrepreneurs have zero sense
of balance,” says serial entrepreneur Jeff Stibel, CEO of Dun & Bradstreet Credibility Corporation.
“We’re all in all the time. It doesn’t matter if it’s day or night, weekday or weekend. Each of us fo-
cuses on our vision with a single-minded passion. We’d probably work in our sleep if we could.”!

8. Competitiveness. Entrepreneurs tend to exhibit competitive behavior, often early in life. They
enjoy competitive games and sports and always want to keep score.

9. Future orientation. Entrepreneurs tend to dream big and then formulate plans to transform
those dreams into reality. They have a well-defined sense of searching for opportunities. They
look ahead and are less concerned with what they accomplished yesterday than what they can do
tomorrow. Ever vigilant for new business opportunities, entrepreneurs observe the same events
other people do, but they see something different. “Entrepreneurial brains are full-time pattern
recognizers,” says Steve Blank, professor of entrepreneurship at Stanford University.?

Taking this trait to the extreme are serial entrepreneurs, those who create multiple
companies, often running more than one business simultaneously. These entrepreneurs take
multitasking to the extreme. Serial entrepreneurs get a charge from taking an idea, transforming
it into a business, and repeating the process.

ENTREPRENEURIAL PROFILE: Paul Hurley: ideeli At age 12, Paul Hurley purchased the

@l cquipment to start a lawn care business with the profits he earned investing in small oil com-
pany stocks. (He came up with the investment strategy after reading his father’s copies of Forbes.)
Hurley's first hire was a kid who had a driver’s license because he was too young to drive the company
truck. While attending Yale University, Hurley started a series of companies, learning the fundamentals
of developing a workable business model, importing, mastering direct mail, and other business skills.
After college, he and his brother started Aveo, a communications software company that attracted
investments from venture capital firms before folding. “1 was completely wiped out,” he recalls. From
2001 to 2006, the serial entrepreneur launched seven businesses in quick succession before devoting
his full energy to ideeli, a shopping Web site that runs weekly flash sales that feature thousands of
clothing, household, and accessory items from brand-name companies at discounts of up to
80 percent. “We put up a new store every day,” says Hurley. The site, with more than 4.5 million
members, has more than 1,000 suppliers and has raised $70 million in capital from top venture

7
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Catherine Rohr, founder of Defy
Ventures.

Source: Christian Science Monitor/
Getty Images.

capital companies. Just three years after its launch, ideeli’s annual sales reached nearly $78 million,
but Hurley's vision is much grander. “We're going to build something big and have a meaningful
impact,” he says.?

10. Skill at organizing. Building a company “from scratch” is much like piecing together a
giant jigsaw puzzle. Entrepreneurs know how to put the right people and resources together to
accomplish a task. Effectively combining talent and resources enables entrepreneurs to bring
their visions to reality.

11. Value of achievement over money. One of the most common misconceptions about entre-
preneurs is that they are driven wholly by the desire to make money. To the contrary, achievement
seems to be one of the primary motivating forces behind entrepreneurs; money is simply a way
of “keeping score” of accomplishments—a symbol of achievement. “Money is not the driving
motive of most entrepreneurs,” says Nick Grouf, founder of a high-tech company. “It’s just a very
nice by-product of the process.”**

Other characteristics entrepreneurs exhibit include the following:

e High degree of commitment. Launching a company successfully requires total commitment
from the entrepreneur. Business founders often immerse themselves completely in their
businesses. “The commitment you have to make is tremendous; entrepreneurs usually put
everything on the line,” says one expert.”> That commitment helps overcome business-
threatening mistakes, obstacles, and pessimism from naysayers, however. Entrepreneurs’ com-
mitment to their ideas and the businesses those ideas spawn determine how successful their
companies ultimately become.

e Tolerance for ambiguity. Entrepreneurs tend to have a high tolerance for ambiguous, ever-
changing situations—the environment in which they most often operate. This ability to handle
uncertainty is critical because these business builders constantly make decisions using new,
sometimes conflicting information gleaned from a variety of unfamiliar sources.

e Flexibility. One hallmark of true entrepreneurs is their ability to adapt to the changing de-
mands of their customers and their businesses. In this rapidly changing world economy, rigidity
often leads to failure. As society, its people, and their tastes change, entrepreneurs also must be
willing to adapt their businesses to meet those changes. Successful entrepreneurs are willing to
allow their business models to evolve as market conditions warrant.

e Tenacity. Obstacles, obstructions, and defeat typically do not dissuade entrepreneurs from
doggedly pursuing their visions. Successful entrepreneurs have the willpower to conquer the
barriers that stand in the way of their success. “[Entrepreneurship] is about staying focused on
the summit,” explains Jim Koch, founder of Boston Beer. “No one climbs a mountain to get to
the middle. You don’t focus on the difficulties. You take it one step at a time, knowing that you’re
going to get to the top.”*

What conclusion can we draw from the volumes of research conducted on the entrepreneurial
personality? Entrepreneurs are not of one mold; no one set of characteristics can predict who will
become entrepreneurs and whether they will succeed. Indeed, diversity seems to be a central char-
acteristic of entrepreneurs. As you can see from the examples in this chapter, anyone—regardless of
age, race, gender, color, national origin, or any other characteristic—can become an entrepreneur.
There are no limitations on this form of economic expression, and Fabian Ruiz is living proof.

ENTREPRENEURIAL PROFILE: Fabian Ruiz: Infor-Nation After serving a 21-year prison
s term for killing the man who shot his brother, Ruiz, 37, enrolled in Defy Ventures, a nonprofit
organization founded by former Wall Street executive Catherine Rohr that teaches the tools of
entrepreneurship to former inmates. “The purpose of Defy is to change the way these men think
about themselves and their lives,” says Rohr. Participants take a yearlong course of instruction in both
business and life skills and work with mentors from colleges, churches, and the business community.
They compete in a business plan competition in which the winners share $100,000 in seed funding
and earn a spot in Defy Venture's business incubator. Ruiz is in Defy Venture’s first class, and when he
graduates, he will start Infor-Nation, a company that will sell printouts of Web pages to inmates in
the New York prison system, who are blocked from using the Internet. “This company is helping me
fulfill a lot of expectations,” says Ruiz. “Things | expected for myself and things my family expected
from me.”?’
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Entrepreneurship is not a genetic trait; it is a skill that is learned. The editors of Inc. magazine
claim, “Entrepreneurship is more mundane than it’s sometimes portrayed. . . . You don’t need to
be a person of mythical proportions to be very, very successful in building a company.”*® As you
read this book, we hope that you will pay attention to the numerous small business examples and
will notice not only the creativity and dedication of the entrepreneurs behind them but also the
diversity of those entrepreneurs.

Entrepreneurship in Action

Space: The Next Entrepreneurial Frontier?

Entrepreneur-turned-venture-capitalist Guy Kawasaki says that
entrepreneurs are willing to ask the fundamental question,
“Wouldn't it be neat if . . .?" Steve Jobs wondered, “Wouldn't
it be neat if people could take their favorite music with them
wherever they go?” and the result was the best-selling iPod.
Recently, several serial entrepreneurs asked, “Wouldn't it be neat
if people could ride into space?” and have launched commercial
“spaceline” businesses to take customers into the final frontier.

In 2011, the National Aeronautic and Space Administration
(NASA) completed its final manned space flight when the space
shuttle Atlantis touched down, ending the 135th space shuttle
flight and marking the end of a program that began in 1981,
when the launch of the shuttle Columbia began a new era in space
travel. The end of NASA's program has created an opportunity for
entrepreneurs who are interested in exploring the business po-
tential of space much like the entrepreneurs who capitalized on
the new field of aviation in the 1920s. Although NASA is planning
no space flights in the immediate future, the agency is helping
private companies develop spacecraft and space flight capability
through its Commercial Crew Development program, which so
far has invested $320 million in four companies, three of which
are entrepreneurial ventures. “We're at the dawn of a new era of
space exploration, one where there’s a much bigger role for com-
mercial companies,” says Elon Musk, founder of SpaceX. Musk,
a serial entrepreneur and cofounder of PayPal, which he sold to
eBay for $1.5 billion in 2002. Musk used $100 million of the pro-
ceeds from the sale to start SpaceX that same year and later in-
vested $50 million to launch Tesla Motors, a company that makes
head-turning, high-performance electric cars. After SpaceX’s first
three launches of its Falcon 9 booster rocket ended in failure, the
company was on the verge of going out of business. The com-
pany’s fourth attempt was successful, however, and its Dragon
space capsule became the first from a private company to ren-
dezvous 240 miles above the earth with the International Space
Station carrying a modest cargo of 162 meal packets, a laptop
computer, clothing, and 15 student experiments. The success-
ful flight resulted in a $1.6 billion contract for SpaceX, which is
based in Hawthorne, California, from NASA, under which it will
fly 12 cargo missions to the space station. Musk also intends for
SpaceX to be one of the companies that NASA selects to take
astronauts back to the space station. SpaceX currently launches
its flights from NASA's Cape Canaveral center but plans to build
its own launch pad somewhere along the Gulf Coast.

Another serial entrepreneur, Richard Branson, founder
of Virgin Galactic, which is part of Branson’s Virgin Group, a

collection of companies in industries that range from health care
and air travel to book publishing and wine, has developed a
vehicle, SpaceShipTwo, that will carry passengers into suborbital
space 70 miles above the earth, where they will experience
weightlessness and breathtaking views. After being launched
from a mother ship called LauncherOne, the two-pilot rocket
plane will take six passengers into space but will not orbit
the earth. Purchasing a seat on a SpaceShipTwo flight costs
$200,000, and already more than 500 space tourists from
40 countries have paid deposits of more than $60 million to
reserve seats on upcoming flights. “We want to enable people
all over the world to experience what only about 500 people
have seen: Earth from space and the surrounding universe,” says
Virgin Galactic CEO George Whitesides.

Another start-up company with several high-profile inves-
tors has its eyes on space but with a different twist than SpaceX
and Virgin Galactic. The founders of Planetary Resources Inc. are
developing a series of low-cost unmanned spacecraft that are
designed to prospect and mine valuable minerals on near-Earth
asteroids (NEAs). Eric Anderson and Peter Diamandis, the
entrepreneurs behind Planetary Resources, say that of the
10,000 known NEAs, more than 1,500 are as easy to reach as
the moon. Diamandis says that a typical asteroid that is
265 feet in diameter could contain $100 billion worth of metals
and provide enough energy-generating material to power every
space shuttle that has ever traveled into space. The solar system
is “full of resources that we could bring back to humanity,” he
says. In addition, studying the composition of asteroids could
help humans develop methods for preventing them from collid-
ing with earth, an event that could threaten the survival of the
human race. Anderson estimates that sending six spacecraft into
space to identify the asteroids that offer the greatest potential
for mining will cost $25 million to $30 million. Hitching a ride on
other company’s rockets could lower that cost significantly, which
is the reason that the company has entered into a deal with Virgin
Galactic to use LauncherOne to send Planetary Resources’ Arkyrd
spacecraft into space to explore and eventually mine asteroids.

Investors in Planetary Resources, which currently has more
than 30 employees with plans to expand to 100 people who will
"devote their lives” to the project, include Google cofounder
Larry Page; Ross Perot Jr., chairman of the Perot Group; movie
director James Cameron; Chris Lewicki, former Mars mission
manager at NASA; and others. “We're trying to do something
so audacious, and we might fail,” acknowledges Anderson. “But
we believe that attempting this and moving the needle in space

(continued)
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(continued)

is worth it.” The company says its ultimate goa| is to "Planetary Sources: Based on Emma Haak, “Space, the Private Frontier,” Fast Company,

Resources’ plan to mine Near-Earth Asteroids for raw materials,

February 2012, p. 15; Andrew Shafer, “Up, Up, and Away,” Inc., July/
August 2011, pp. 34-35; Andy Pasztor, “Private Space Run Makes History,”

ranging from water to precious metals, which will deliver multi- Wall Street Journal, May 26-27, 2012, pp. A1-A2; George Abbey, “A New
p|e benefits to humanity and grow to be valued at tens of billions Generation of Space Entrepreneurs,” Chron.com, June 2012, http://blog.chron

of dollars annually.”

1. Assume that you are one of the wealthy potential investors

.com/bakerblog/2012/06/a-new-generation-of-space-entrepreneurs; Christian
Cotroneo, “Virgin Galactic Taking Reservations, Calgary Teen Poised to Be
Youngest in Space,” Huffington Post, August 26, 2011, www.huffingtonpost
.ca/2011/06/26/virgin-galactic-reservations-calgary-teen_n_884735.html;

whom the founders of the companies profiled here Kenneth Chang, “Big Day for a Space Entrepreneur Promising More,” New York
approached for start-up capital. How would you have Times, May 22, 2012, www.nytimes.com/2012/05/23/science/space/spacexs-

responded? What questions would you have asked them?

private-cargo-rocket-heads-to-space-station.html; Amir Efrati, “Asteroid Venture
Is About Politics, Not Just Mining,” Wall Street Journal, April 24,2012, pp. B1-B2;

2. What do you predict for the future of the businesses Amir Efrati, “Asteroid Mining Strategy Is Outlined by a Start-Up,” Wall Street

described here?

3. “If no one is calling you crazy, you're probably not thinking

Journal, April 25, 2012, p. B3; “Planetary Resources Inc. Announces Agreement
with Virgin Galactic for Payload Services,” Planetary Resources, July 11, 2012,
www.planetaryresources.com/2012/07/planetary-resources-inc-announces-
contract-with-virgin-galactic-for-payload-services.

big enough,” says entrepreneur Linda Rottenberg. What
does she mean? Do you agree?

3.

Explain how entrepreneurs
spot business opportunities.

How to Spot Entrepreneurial Opportunities

One of the tenets of entrepreneurship is the ability to create new and useful ideas that solve
the problems and challenges people face every day. “Entrepreneurs innovate,” said management
legend Peter Drucker. “Innovation is the special instrument of entrepreneurship.”* Entrepreneurs
achieve success by creating value in the marketplace when they combine resources in new and
different ways to gain a competitive edge over rivals. Entrepreneurs can create value in a number
of ways. Indeed, finding new ways of satisfying customers’ needs, inventing new products and
services, putting together existing ideas in new and different ways, and creating new twists on
existing products and services are hallmarks of the entrepreneur. At first glance, some entrepre-
neurs’ ideas seem outlandish, but “illogical ideas are how society achieves progress,” observes
Steve Blank, professor of entrepreneurship at Stanford.*

What is the entrepreneurial “secret” for creating value in the marketplace? In reality, the
“secret” is no secret at all: it is applying creativity and innovation to solve problems and to exploit
opportunities that people face every day. Creativity is the ability to develop new ideas and to
discover new ways of looking at problems and opportunities. Innovation is the ability to apply
creative solutions to those problems and opportunities to enhance or to enrich people’s lives.
Harvard’s Ted Levitt says that creativity is thinking new things and that innovation is doing new
things. In short, entrepreneurs succeed by thinking and doing new things or old things in new
ways. Simply having a great new idea is not enough; turning the idea into a tangible product,
service, or business venture is the essential next step.

Entrepreneurs’ ability to build viable businesses around their ideas has transformed the
world. From King Gillette’s invention of the safety razor (Gillette) and Mary Kay Ash’s use of
a motivated team of consultants to sell her cosmetics (Mary Kay Cosmetics) to Steve Jobs and
Steve Wozniak building the first personal computer in a California garage (Apple) and Fred
Smith’s concept for delivering packages overnight (FedEx), entrepreneurs have made the world
a better place to live. How do entrepreneurs spot opportunities? Although there is no single
process, the following techniques will help you discover business opportunities in the same way
these successful entrepreneurs did.

Monitor Trends and Exploit Them Early On

Astute entrepreneurs watch both national and local trends that are emerging and then build busi-
nesses that align with those trends. Detecting a trend early on and launching a business to capital-
ize on it enables an entrepreneur to gain a competitive advantage over rivals.

ENTREPRENEURIAL PROFILE: Kian Saneii: Independa Kian Saneii watched his parents,

@ both in their 70s, care for his grandmother, who was in her 90s. Frequent telephone calls to
check on her and to remind her to take her medications were part of their daily routine. Saneii real-
ized that his family was facing an issue that was becoming more prevalent in the United States. His
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research confirmed that the number of U.S. citizens who are 65 or older will more than double from
40 million to 89 million by 2050. Saneii decided to tap into this trend and invested a year of research
before launching Independa, a telecommunications platform that uses telephones, computers, and
tablets to deliver reminders to elderly people about taking medications and going to medical ap-
pointments. Independa’s “aging in place” service also allows people who know nothing about tech-
nology to use a television or touch-screen device to video chat or use Facebook, reducing feelings of
isolation and depression. It offers games and puzzles for entertainment and mental engagement and
a calendar with reminders of family celebrations. Independa also offers a service that uses wireless
sensors to monitor a person’s vital signs and transmit them via the Internet at regular intervals. Saneii
recently acquired $2.35 million in financing from venture capital firms.3'

Travel—and Be Inspired

One of the benefits of traveling is the exposure to new ideas. When entrepreneurs travel, they take
the time to observe and to be inspired by what they see, always on the lookout for new ideas they
can turn into businesses.

ENTREPRENEURIAL PROFILE: Eileen Fisher: Eileen Fisher Legendary fashion designer
@ Eileen Fisher never really thought about becoming a fashion designer even though she
learned to sew as a young girl and made her own prom dress. After graduating from college, Fisher
worked for a New York City graphic designer, giving her the opportunity to travel to Japan, where
she was captivated by the beautiful fabrics and simple styles, such as cropped pants and kimonos. At
the time, Fisher recalls, “I hated shopping for clothes because | couldn’t find what | wanted.” She
believed that women’s clothes were too complicated and decided to “make simple clothes that
would last and that would transcend fashions.” In 1984, recalling the simple styles she had seen on
her travels in Japan, Fisher designed four garments, found a seamstress to make them, and took
them to a boutique fashion show in New York City, where she sold small orders to eight stores. The
next year, Fisher expanded her line and took $40,000 in orders at the same show. Six years later, she
opened the first Eileen Fisher store on Madison Avenue in New York City. Today, the entrepreneur,
who is still known for her simple mix-and-match collections, has 57 stores in the United States,
Canada, and Great Britain and a company that generates more than $300 million in annual sales.*

Take a Different Approach to an Existing Market

Another way to spot opportunities is to ask whether there is another way to reach an existing
market with a unique product, service, or marketing strategy. Entrepreneurs are famous for find-
ing new, creative approaches to existing markets and turning them into business opportunities.

ENTREPRENEURIAL PROFILE: Joshua Opperman: | Do Now | Don’t After Joshua

ams Opperman and his fiancé broke up in 2006, he attempted to get a refund on the diamond ring
he had purchased, but the jewelry store would issue only a store credit, and other jewelers and pawn
shops offered him just 28 percent of the original $10,000 purchase price. The painful experience
prompted him to start an e-commerce business, cleverly named | Do Now | Don't, that provides a
secure Web site on which people can sell slightly used engagement rings. A seller who lists a ring
on the site negotiates a price with a buyer, who sends payment to | Do Now | Don’t to hold in escrow.
The seller sends the ring to | Do Now | Don't, where it is appraised before the company completes the
transaction by sending it to the buyer. Opperman’s company collects a 15 percent commission for its
services. In response to customers’ requests, | Do Now | Don't also buys some rings outright from
customers and resells them to dealers. Already the company’s annual sales are $3 million and are
growing fast.

Put a New Twist on an Old Idea

Sometimes entrepreneurs find opportunities by taking an old idea and giving it a unique twist.
The result can lead to a profitable business venture.

ENTREPRENEURIAL PROFILE: Jason Brown and David Waxman: Vitaband While jog-

@==8 ging one day, Jason Brown was nearly hit by a car, and the near miss gave him the idea for a
rubber identification wristband containing a chip that would allow emergency responders to access
the wearer’'s medical history in case of an accident. Brown told his best friend, David Waxman, about
his idea, and the two launched Vitaband to bring the product to market. As they built their business,
Brown and Waxman added a prepaid debit chip to Vitaband so that runners could make purchases
simply by waving the band near a wireless payment reader without having to carry a wallet, a credit
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card, or cash. Brown and Waxman invested $50,000 of their own money and raised an additional
$750,000 from family members, friends, and, most recently, angel investors to develop prototypes
and market the Vitaband. The next challenge is marketing the Vitaband to other customers, includ-
ing parents who want a safety device for their children and children who want another layer of se-
curity for their aging parents.>

Look for Creative Ways to Use Existing Resources

Another way entrepreneurs uncover business opportunities is to find creative ways to use existing
resources. This requires them to cast aside logic and traditional thinking.

ENTREPRENEURIAL PROFILE: Ed Munn: Dig This While using heavy equipment to clear

@ |and, build a pond, and dig the foundation for the house he was building for him and his wife
in Steamboat Springs, Colorado, contractor Ed Munn thought about how much fun he had operating
the equipment and how other people would enjoy the experience as well. Munn used his inventory
of equipment to launch Dig This, a business that transforms almost anyone into a heavy equipment
operator for a day. Three years later, Munn moved his business to Las Vegas, Nevada, where a real
estate collapse had freed up many pieces of heavy equipment and customers would have plenty of
room to dig in the dirt like kids but with adult-size toys. For as little as $250, customers can experience
the thrill of moving dirt, digging trenches, and playing “excavator basketball” under the watchful
eye of experienced instructors.®

Realize That Others Have the Same Problem You Do

Another way entrepreneurs spot business opportunities is by recognizing the “pain points” they
encounter from flaws in existing products or services and asking whether other people face the
same problems. Providing a product or service that solves those problems offers the potential for
a promising business.

ENTREPRENEURIAL PROFILE: Sanjay Kothari and Vinay Pulim: MileWise Like most
S frequent fliers, Sanjay Kothari experienced difficulty trying to redeem the miles he accumu-
lated on various airlines. Doing so usually required many hours of searching for available flights,
poring over rules and restrictions, and making numerous telephone calls. Kothari discovered that
many of the 90 million frequent fliers in the United States never use the airline miles they accumu-
late because the process of redeeming them is so onerous. Spotting an opportunity, Kothari worked
with fellow entrepreneur Vinay Pulim to launch MileWise, a specialized search engine that allows
travelers to find flights that they can purchase with airline miles, hotel or credit card points, or cash.
The Web site also recommends the best way to pay for a trip based on a user’s reward program and
travel preferences. "It usually takes people several hours to figure out whether to pay for travel
with cash or rewards,” says Kothari. “We're trying to help them do that in under 30 seconds.”
Kothari and Pulim raised $1.5 million in start-up financing for MileWise from angel investors and
venture capital firms and within one month of the site’s launch had attracted 12,000 users.>®

Take Time to Play

Children are so creative because they play and have not yet been subjected to all of the “rules”
about how things should work that adults have. When it comes to creativity, entrepreneurs can
take a lesson from playful children. Play can be a source of business ideas.

ENTREPRENEURIAL PROFILE: Doug Stienstra: Flash Pals \While he was a student at the

@ University of lowa, Doug Stienstra’s girlfriend wanted a “cute” flash drive. After scouring the
Internet and retail stores, Stienstra could not find one, so he decided to make one for her. He bought
an animal-shaped finger puppet from a toy store and glued it to a standard flash drive. His girlfriend
loved the gift, and “her friends starting asking me to make one for them,” says Stienstra. “I knew |
was on to something. | tested the market, and there was clearly a demand, so | kept at it.” Stienstra
worked with the Bedell Entrepreneurship Learning Laboratory at the university and launched a busi-
ness, Flash Pals, that sells the playful flash drives for $25 to $30 and donates a portion of each sale to
wildlife charities.>’

Notice What Is Missing

Sometimes entrepreneurs spot viable business opportunities by noticing what is missing—the
“white space” in a market. “Realize that when people say, ‘You’re starting what?’ that you’re on
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to something,” says one writer.*® The first step is to determine whether a market for the missing
product or service actually exists (perhaps the reason it does not exist is that there is no market
potential), which is one of the objectives of a feasibility analysis.

ENTREPRENEURIAL PROFILE: Fred Carl: Viking Range Corporation In 1980, while
s designing the kitchen for their new house, Fred Carl’s wife, Margaret, said that she wanted
a heavy-duty gas range like the one her mother had. Carl searched but soon discovered that no
company made commercial-grade ovens for home use, so he decided to build one himself. Eventually,
he says, “Because no one was doing it, | thought, ‘This is a business.”” Carl contacted every oven
manufacturer in the country, and it took two years for him to convince one company to build the
oven he had designed. In 1984, he formed a company, Viking Range Corporation, in Greenwood,
Mississippi, using his own money, credit cards, and a $325,000 bank loan, and today the company
generates annual sales of more than $300 million from a full line of quality kitchen appliances.*

No matter which methods they use to detect business opportunities, true entrepreneurs follow
up their ideas with action, building companies to capitalize on their ideas.

The Benefits of Owning a Small Business

Surveys show that owners of small businesses believe they work harder, earn more money, and are
happier than if they worked for a large company. Entrepreneurs enjoy many benefits of owning a
small business, including the following.

Opportunity to Gain Control over Your Own Destiny

Entrepreneurs cite controlling their own destinies as one of the benefits of owning their own
businesses. Owning a business provides entrepreneurs the independence and the opportunity to
achieve what is important to them. Entrepreneurs want to “call the shots” in their lives, and they
use their businesses to bring this desire to life. Numerous studies of entrepreneurs in several
countries report that the primary incentive for starting their businesses is “being my own boss.”
Entrepreneurs reap the intrinsic rewards of knowing they are the driving forces behind their
businesses. “When you’re in the driver’s seat, you are making decisions on how to steer your
company into the future,” explains Kasey Gahler, who left his corporate job to start his own
financial services company, Gahler Financial.*’

Opportunity to Make a Difference

Increasingly, entrepreneurs are starting businesses because they see an opportunity to make
a difference in a cause that is important to them. Known as social entrepreneurs, these
business builders seek to find innovative solutions to some of society’s most pressing and
most challenging problems. Their businesses often have a triple bottom line that encompasses
economic, social, and environmental objectives. These entrepreneurs see their businesses as
mechanisms for achieving social goals that are important to them. Whether it is providing sturdy
low-cost housing for families in developing countries, promoting the arts in small communi-
ties, or creating a company that educates young people about preserving the earth’s limited
resources, entrepreneurs are finding ways to combine their concerns for social issues and their
desire to earn good livings. Although they see the importance of building viable, sustainable
businesses, social entrepreneurs’ primary goal is to use their companies to make a positive
impact on the world. Women are slightly more likely than men to start companies for social
rather than economic reasons.*!

ENTREPRENEURIAL PROFILE: Gabrielle Palermo, Bill Walters, Susanna Young and

samw Clay Tyler: G3Box When two professors at Arizona State University challenged their engi-
neering students to develop creative ideas for using the hundreds of used shipping containers that
are abandoned at ports around the world, Gabrielle Palermo, Bill Walters, Susanna Young, and Clay
Tyler came up with the idea of converting the containers into medical clinics that can be deployed
anywhere in the world. They created a company, G3Box (the G3 stands for “generating global
good”), that transforms the shipping containers into mobile medical clinics and sells them to
nonprofit and nongovernmental organizations. The mobile clinics are outfitted with insulation,
ventilation, power (some units are equipped with solar panels), potable water, and other necessities
and can be set up as permanent housing for medical care or transported into disaster areas as
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temporary clinics. Outfitting a container costs between $12,000 and $18,000, depending on the
particular setup, but Palermo says that G3Box can modify containers for practically any use, such as
classrooms, food distribution units, dental offices, and more. “When | started college, | didn't really
think | was going to be growing a business,” says Palermo, “but doing G3Box as a career or starting
other companies that focus on social good is my passion now."#?

Opportunity to Reach Your Full Potential

Too many people find their work boring, unchallenging, and unexciting. But to most entrepreneurs,
there is little difference between work and play; the two are synonymous. Roger Levin, founder of
Levin Group, the largest dental practice management consulting firm in the world, says, “When
I come to work every day, it’s not a job for me. I'm having fun!"*

Entrepreneurs’ businesses become the instrument for self-expression and self-actualization.
Owning a business challenges all of an entrepreneur’s skills, abilities, creativity, and determination.
The only barriers to success are self-imposed. “It’s more exciting to get a company from zero to
$100 million than to get a billion-dollar company to its next $100 million,” says Dick Harrington,
former CEO of Thomson Reuters and now a principal at Cue Ball, a venture capital firm that invests
in promising small companies.** Entrepreneurs’ creativity, determination, and enthusiasm—not
limits artificially created by an organization (e.g., the “glass ceiling””)—determine how high they
can rise.

Opportunity to Reap Impressive Profits

Although money is not the primary force driving most entrepreneurs, the profits their businesses
can earn are an important motivating factor in their decisions to launch companies. If accumulat-
ing wealth is high on your list of priorities, owning a business is usually the best way to achieve it.
Most entrepreneurs never become superrich, but many of them do become quite wealthy. Indeed,
nearly 75 percent of those on the Forbes list of the 400 richest Americans are first-generation
entrepreneurs (and most of the others are part of successful family businesses)!*> Self-employed
people are four times more likely to become millionaires than those who work for someone else.
According to Russ Alan Prince and Lewis Schiff, authors of The Middle Class Millionaire, more
than 80 percent of middle-class millionaires, those people with a net worth between $1 million
and $10 million, own their own businesses or are part of professional partnerships. (They also
work an average of 70 hours a week.)*

ENTREPRENEURIAL PROFILE: Kevin Plank: Under Armour As a special teams captain on

@8 the University of Maryland football team, Kevin Plank grew weary of wearing a heavy, sweat-
soaked cotton T-shirt under his football pads. He began to research the properties of various fabrics
and produced sample shirts made with a polyester-blend base layer that fit as snugly as Spiderman’s
suit and were extremely lightweight, durable, and capable of wicking away perspiration so that they
stayed dry. He tested early prototypes himself, and, at first, his teammates laughed at him because
the fabric resembled lingerie. Before long, however, his teammates were asking for shirts of their
own. After graduating, Plank launched a company, Under Armour, from the basement of his
grandmother’s townhouse in Washington, D.C., which served as the company’s first office, warehouse,
distribution center—and his bedroom. He started Under Armour with $20,000 of his own money and
$40,000 in credit card debt before landing a $250,000 loan guaranteed by the U.S. Small Business
Administration. Fifteen years later, Plank’s company, which sells a full line of athletic apparel and
shoes, generates annual sales of $1.83 billion. With a personal net worth of $1.7 billion, Kevin Plank
has reaped the financial rewards of entrepreneurship.*’

Opportunity to Contribute to Society and Be Recognized for Your Efforts

Often, small business owners are among the most respected—and most trusted—members of their
communities. A recent survey by the Public Affairs Council reports that 90 percent of Americans
have a favorable view of small businesses, far more than those who view large corporations, news
media, and the government.*® Entrepreneurs enjoy the trust and the recognition they receive from
the customers they have served faithfully over the years. A recent Pew Research Center survey
reports that small businesses make up the most trusted institution in the United States, ranking
ahead of churches and colleges.* Playing a vital role in their local business systems and knowing
that the work they do has a significant impact on how smoothly our nation’s economy functions
is yet another reward for entrepreneurs.
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Opportunity to Do What You Enjoy Doing

A common sentiment among small business owners is that their work really isn’t work. In fact,
a recent survey by Wells Fargo/Gallup Small Business Index reports that 47 percent of business
owners say they do not plan to retire from their businesses unless they are forced to because of
health reasons!>® Most successful entrepreneurs choose to enter their particular business fields
because they have an interest in them and enjoy those lines of work. Many of them have made
their avocations (hobbies) their vocations (work) and are glad they did! These entrepreneurs are
living the advice Harvey McKay offers: “Find a job doing what you love, and you’ll never have
to work a day in your life.”

ENTREPRENEURIAL PROFILE: Jeff Archer and Tom Losee: YOLO Board Jeff Archer was

@) hooked on the sport of stand-up paddling on his first outing when he followed a pod of
dolphins and watched them teach a young dolphin how to catch fish. Two weeks later, Archer and
business partner Tom Losee, both lifelong aficionados of water sports and fitness, had launched
YOLO (“You Only Live Once”) Board, a company in Santa Rosa Beach, Florida, that makes a modern
version of the stand-up paddle boards invented by the Polynesians centuries ago. YOLO Board
manufactures 18 different boards that range in price from $700 to $2,000 to accommodate various
types of water and paddler preferences. Similar to a surfboard only wider, longer, and more stable,
stand-up paddle boards allow users to get exercise, enjoy the beauty of a variety of bodies of water,
and experience a sense of calmness. Gliding on the surface of the water, one newcomer to the sport
says, “It feels as if we're walking on water.” Through YOLO Board, Archer and Losee, whose work
wardrobes include board shirts, T-shirts, and flip-flops rather than suits, ties, and wingtips, are able to
do what they enjoy and share their passion for the sport with others.*'

The Potential Drawbacks of Entrepreneurship

Although owning a business has many benefits and provides many opportunities, anyone plan-
ning to enter the world of entrepreneurship should be aware of its potential drawbacks. “Building
a start-up is incredibly hard, stressful, chaotic, and—more often than not—results in failure,”
says entrepreneur Eric Ries. “So why become an entrepreneur? Three reasons: change the world,
make customers’ lives better, and create an organization of lasting value. If you want to do only
one of these things, there are better options. Only start-ups combine all three.”** Let’s explore the
“dark side” of entrepreneurship.

Uncertainty of Income

Opening and running a business provides no guarantees that an entrepreneur will earn enough
money to survive. Even though business owners tend to earn more than wage-and-salary work-
ers, some small businesses barely generate enough revenue to provide the owner-manager with
an adequate income. The median income of small business owners ($72,806) is 82 percent higher
than the median income of full-time wage and salary workers ($40,092), but business owners’
income tends to be much more variable.” In the early days of a start-up, a business often cannot
provide an attractive salary for its founder and meet all of its financial obligations, which means
that the entrepreneur may have to live on savings for a time. The regularity of income that comes
with working for someone else is absent because the owner is always the last one to be paid.
A recent survey by Citibank reports that 54 percent of small business owners have gone without a
paycheck to help their businesses survive.’* The founder of a flavor and fragrances manufacturing
operation recalls the time his bank unexpectedly called the company’s loans just before Thanksgiv-
ing, squeezing both the company’s and the family’s cash flow. “We had planned a huge Christmas
party, but we canceled that,” recalls his wife. “And Christmas. And our usual New Year’s trip.”>

Risk of Losing Your Entire Invested Capital

The small business failure rate is relatively high. According to a research by the Bureau of Labor
Statistics, 31 percent of new businesses fail within two years, and 51 percent shut down within
five years. Within 10 years, 66 percent of new businesses will have folded.’® “In the wake of a
company failure, the founder knows that he has kicked his family’s fortune back to Square One,
or past that, to Square Zero, or Minus Three,” says Meg Hirshberg, wife of Gary Hirshberg,
founder of yogurt maker Stonyfield Farm. “The [failure] of Stonyfield Farm would have meant
the loss of our home, our lifestyle, our children’s college funds.”’
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A failed business can be financially and emotionally devastating. Before launching their
businesses, entrepreneurs should ask themselves whether they can cope financially and psycho-
logically with the consequences of failure. They should consider the risk-reward tradeoff before
putting their financial and mental well-being at risk:

e What is the worst that could happen if I open my business and it fails?
e How likely is the worst to happen?
e What can I do to lower the risk of my business failing?

o If my business were to fail, what is my contingency plan for coping?

Long Hours and Hard Work

The average small business owner works 54 hours per week, compared to the 35 hours per week
the typical U.S. employee works.’® In many start-ups, 10- to 12-hour days and six- or seven-day
workweeks with no paid vacations are the norm. A recent survey by Manta Media found that
48 percent of small business owners say that they had no time to take a summer vacation.” “I just
took the first vacation in years,” says Greg Selkoe, founder of Karmaloop, a Web site that sells
clothing and shoes. “I’ve never taken a vacation in which I don’t work. In one sense, my life is
stressful. In another, it’s a vacation because I love what I'm doing. Work is my fun.”®

Sleep researcher James Maas of Cornell University estimates that entrepreneurs lose
700 hours of sleep the year in which they launch their companies, which is equivalent to the
amount of sleep that a parent loses in the first year of a baby’s life.®! Dan Croft left a top
management job at a large mobile communications company to start Mission Critical Wire-
less, a small business that helps other businesses select and implement wireless communica-
tion systems. Croft’s 25 years of experience in the industry allowed him to make a smooth
transition to entrepreneurship, but there were a few surprises. “The highs are much higher, the
lows are much lower, and the lack of sleep is much greater,” jokes Croft, referring to the long
hours his new role requires.®

Because they often must do everything themselves, owners experience intense, draining
workdays. “I’m the owner, manager, secretary, and janitor,” says Cynthia Malcolm, who owns a
salon called the Hand Candy Mind and Body Escape in Cheviot, Ohio.®> Many business owners
start down the path of entrepreneurship thinking that they will own a business only to discover
later that the business owns them!

Lower Quality of Life Until the Business Gets Established

The long hours and hard work needed to launch a company can take their toll on the remainder of
an entrepreneur’s life. Business owners often find their roles as husbands and wives or fathers and
mothers take a backseat to their roles as company founders. Marriages and friendships are too
often casualties of small business ownership. Part of the problem is that entrepreneurs are most
likely to launch their businesses between the ages of 25 and 34, just when they start their families.

ENTREPRENEURIAL PROFILE: Peyton Anderson and Affinergy, Inc. Peyton Anderson,

@ owner of Affinergy Inc., a 12-person biotech firm located in Research Triangle Park, North
Carolina, struggles to balance the demands of his young company and his family, which includes
three children under the age of four. “I do a lot of work from 9 p.m. to midnight,” says Anderson,
“and | try to keep Saturday open to do things with the kids.” He also uses flextime during the week
to spend more time with his family, but maintaining balance is an ongoing battle, especially when
managing a young company. “Even while I'm singing to them in the bathtub, in the back of my mind,
I'm grinding on stuff at work,” admits Anderson.%*

High Levels of Stress

Launching and running a business can be an extremely rewarding experience, but it also can be
a highly stressful one. Most entrepreneurs have made significant investments in their companies,
left behind the safety and security of a steady paycheck, and mortgaged everything they own
to get into business. Failure often means total financial ruin as well as a serious psychological
blow, and that creates high levels of stress and anxiety. “Being an entrepreneur takes sheer guts
and demands far more than an ‘employee’ mentality,” says Jamie Kreitman, founder of Kreitman
Knitworks Ltd., a company specializing in whimsical apparel and footwear.®®
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Complete Responsibility

Owning a business is highly rewarding, but many entrepreneurs find that they must make deci-
sions on issues about which they are not really knowledgeable. When there is no one to ask,
pressure can build quickly. The realization that the decisions they make are the cause of success
or failure of the business has a devastating effect on some people. Small business owners realize
quickly that they are the business.

Discouragement

Launching a business requires much dedication, discipline, and tenacity. Along the way to build-
ing a successful business, entrepreneurs will run headlong into many obstacles, some of which
may appear to be insurmountable. Discouragement and disillusionment can set in, but successful
entrepreneurs know that every business encounters rough spots and that perseverance is required
to get through them.

Entrepreneurs are not easily dissuaded by the disadvantages of owning a business. In a recent
survey by Citibank, 76 percent of small business owners say they would start their businesses
again if they knew then what they know now about the challenges they would face.*

Why the Boom: The Fuel Feeding the Entrepreneurial Fire

What forces are driving this entrepreneurial trend in our economy? Which factors have led to this
age of entrepreneurship? Some of the most significant ones follow.

Entrepreneurs as Heroes

An intangible but very important factor is the attitude that Americans have toward entrepre-
neurs. Around the world, the most successful entrepreneurs have hero status and serve as role
models for aspiring entrepreneurs. Business founders such as Michael Dell (Dell Computers),
Oprah Winfrey (Harpo Studios and Oxygen Media), Richard Branson (Virgin), Robert Johnson
(Black Entertainment Television), and Mark Zuckerburg (Facebook) are to entrepreneurship
what LeBron James and Peyton Manning are to sports. The media reinforce entrepreneurs’ hero
status with television shows such as The Apprentice with Donald Trump and Shark Tank and
Dragons’ Den, both of which features entrepreneurs who pitch their ideas to a panel of tough
business experts who have the capital and the connections to make a budding business successful.
Nearly 7.5 million people in 123 countries on six continents participate in nearly 34,000 activities
during Global Entrepreneurship Week, a celebration of entrepreneurship that is sponsored by the
Kauffman Foundation.®’

Entrepreneurial Education

People with more education are more likely to start businesses than those with less education,
and entrepreneurship, in particular, is an extremely popular course of study among students at all
levels. A rapidly growing number of college students see owning a business as an attractive career
option, and in addition to signing up for entrepreneurship courses, many of them are launching
companies while in school. Today, more than two-thirds of the colleges and universities in the
United States (more than 2,300) offer courses in entrepreneurship or small business, up from
just 16 in 1970. More than 200,000 students are enrolled in entrepreneurship courses, and many
colleges and universities have difficulty meeting the demand for courses in entrepreneurship and
small business.%®

Shift to a Service Economy

The service sector accounts for 86 percent of the jobs (up from 70 percent in the 1950s) and
48 percent of the GDP in the United States.®” Because of their relatively low start-up costs,
service businesses have been very popular with entrepreneurs. The booming service sector
has provided entrepreneurs with many business opportunities, from hotels and health care to
computer maintenance and Web-based services.

Technology Advancements

With the help of modern business tools—the Internet, cloud computing, personal computers,
tablet computers, smart phones, apps, copiers, color printers, instant messaging, and voice
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mail—even one person working at home can look like a big business. At one time, the high
cost of such technological wizardry made it impossible for small businesses to compete with
larger companies that could afford the hardware. Now the cost of sophisticated technology is low
enough that even the smallest companies can use a multitude of devices creatively to gain a com-
petitive edge. One recent survey by AT&T reports that 96 percent of small businesses use wire-
less technology and that 64 percent of owners say that their companies could not survive without
it.”> With the help of modern technology, entrepreneurs can run their businesses from almost
anywhere very effectively and look like any Fortune 500 company to their customers and clients.

ENTREPRENEURIAL PROFILE: Drew Houston and Arash Ferdowsi: Dropbox Drew

@ Houston, just 24 years old and a student at the Massachusetts Institute of Technology, met fel-
low MIT student, 21-year-old Arash Ferdowsi, and the two began working on a problem that plagued
many people: how to store all of your files in one place so that they are accessible from anywhere.
Their solution was to create a virtual storage cabinet in the cloud that enables users to save and access
documents, spreadsheets, photographs, music, videos, and anything else from any computer, tablet,
or smart phone. (Houston actually began writing the code for the software in a Boston train station.)
In 2007, Houston and Ferdowsi launched Dropbox Inc. and moved to San Francisco, where they raised
$7.2 million in equity financing from top-tier venture capital firms. In 2011, the duo attracted another
$250 million in capital to fuel Dropbox’s growth. Today, 100 million users save about one billion files
on Dropbox each day, generating more than $500 million in annual revenue for the company.”’

Outsourcing

Entrepreneurs have discovered that they do not have to do everything themselves. Because of ad-
vances in technology, entrepreneurs can outsource many of the operations of their companies and
retain only those in which they have a competitive advantage. Doing so enhances their flexibility
and adaptability to ever-changing market and competitive conditions.

ENTREPRENEURIAL PROFILE: Evan Solida: Cerevellum Evan Solida left his job as a de-

@ms signer for a kayak manufacturer in Easley, South Carolina, to launch Cerevellum, a company
that makes a unique digital rearview mirror for bicyclists. An avid cyclist, Solida came up with the idea
a decade earlier as part of a college class project but didn’t bring the product to life until he was
struck by a car while bicycling. After receiving funding from the Upstate Carolina Angel Network and
Michelin Development Corporation, Solida was able to bring to market the Hindsight 35, which at-
taches a small camera at the rear of the bicycle to a handlebar-mounted screen that also serves as a
cyclometer and a “black box” in case of an accident. Solida outsources production of the device to a
specialty manufacturer in China, and a company in Texas handles distribution for Cerevellum. Solida’s
outsourcing strategy allowed him to minimize his start-up costs and enables him to focus on the tasks
that he performs best.

Independent Lifestyle

Entrepreneurship fits the way Americans want to live—independent and self-sustaining.
Increasingly, entrepreneurs are starting businesses for lifestyle reasons. They want the freedom
to choose where they live, the hours they work, and what they do. Although financial security
remains an important goal for most entrepreneurs, lifestyle issues such as more time with family
and friends, more leisure time, and more control over work-related stress also are important. To
these “lifestyle entrepreneurs,” launching businesses that give them the flexibility to work the
hours they prefer and live where they want to are far more important than money.

E-Commerce, the Internet, and Mobile Computing

The proliferation of the Internet and mobile computing has spawned thousands of entrepreneurial
ventures since the beginning in 1993. Currently, more than 167 million customers in the United
States alone shop online.”* As online shopping becomes easier, more engaging, and more secure
for shoppers, e-commerce will continue to grow. eMarketer predicts that online retail sales in
the United States will increase from $224.2 billion in 2012 to $361.9 billion in 2016.”> Many
entrepreneurs see the power of the Internet and mobile computing and are putting them to use,
but some small businesses have been slow to adopt the technology. A recent study by Web.com
reports that only 60 percent of small businesses have Web sites, and only 26 percent of those
Web sites are mobile friendly. (Just 14 percent of small businesses have a stand-alone Web site
designed specifically for mobile devices.)™
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ENTREPRENEURIAL PROFILE: Boris Saragaglia: Spartoo In Europe, e-commerce sales are

@l growing nearly as fast as in the United States. In 2006, 23-year-old French entrepreneur Boris
Saragaglia decided to capitalize on that opportunity and launched Spartoo.com, an e-commerce site
that sells shoes. Inspired by the success of online retailer Zappos, Saragaglia made customer service
the focal point of Spartoo’s strategy, offering customers free delivery and returns on 25,000 shoe
styles from 500 brands. His strategy has been successful. With more than a dozen local language ver-
sions of its Web site, Spartoo sells more than 1.5 million pairs of shoes annually and generates reve-
nue of $195 million, mostly from customers across Europe.”

International Opportunities

No longer are small businesses limited to pursuing customers within their own borders. The
dramatic shift to a global economy has opened the door to tremendous business opportunities for
those entrepreneurs willing to reach across the globe. Although the United States is an attractive
market for entrepreneurs, approximately 95 percent of the world’s population lives outside its
borders. With so many opportunities in international markets, even the smallest businesses can
sell globally, particularly with the help of the Internet. Jonathan Forgacs, cofounder of Pillow
Décor, a Vancouver, Canada—based company that sells more than 1,000 types of decorative pil-
lows online, says that more than 98 percent of sales originate outside of Canada.”®

Although only 280,000 companies in the United States—Iless than 1 percent of U.S. small
businesses—export, companies with fewer than 20 employees account for 72 percent of all
exporters.’” Small and medium-size companies generate 33 percent of the nation’s export sales.”
The barriers to international trade that small business owners encounter most frequently are high
shipping costs, language and cultural differences, and difficulty finding potential customers.”
Although “going global” can be fraught with many dangers and problems, many entrepreneurs
are discovering that selling their products and services in foreign markets is not really as difficult
as they originally thought. Patience, diligence, and a management commitment to exporting are
essential elements. As business becomes increasingly global in nature, international opportuni-
ties for small businesses will continue to grow rapidly.

In the Entrepreneurial Spotlight

Collegiate Entrepreneurs

For growing numbers of students, college is not just a time of
learning, partying, and growing into young adulthood; it is fast
becoming a place for building a business. Today, more than
2,300 colleges and universities offer courses in entrepreneurship
and small business management, and many of them have trouble
meeting the demand for these classes. “There’s been a change
in higher education,” says William Green, dean of the entrepre-
neurship program at the University of Miami. “Entrepreneurship
has become a mainstream activity.” Greater numbers of students
are pursuing careers in entrepreneurship and see their college
experience as an opportunity to get an early start not only by
studying entrepreneurship but also by putting what they learn
into practice. In addition to regular classroom courses, colleges
increasingly are building an extra dimension in their entrepre-
neurship programs, including internships with local businesses,
mentoring relationships with other entrepreneurs, networking
opportunities with potential investors, and participation in busi-
ness plan competitions. “Entrepreneurial education is a contact
sport,” says Allan R. Cohen, dean of the graduate program at
Babson College.

As the following examples prove, many college students
expect to apply the entrepreneurial skills they are learning in their
classes by starting businesses while they are still in college.

ThinkLite

When Dinesh Wadhwani and Enrico Palmerino were students
at Babson College in Wellesley, Massachusetts, they saw an ad
for a new technology that produces customized energy-efficient
lightbulbs but realized that the $24-per-bulb price tag would
dissuade many potential buyers despite the fact that the bulbs
produce energy and maintenance savings of up to 90 percent.
They approached several large companies that make the bulbs,
negotiated discounts for bulk purchases, and started ThinkLite, a
Boston-based company that installs the energy efficient bulbs at
no up-front cost in exchange for a fixed percentage of the energy
savings their customers’ realize. The young entrepreneurs have
signed on many retail clients, a high-rise apartment building in
New York City, and a factory. “College is the best time to have a
business venture because all of the money that we make we put
back into the business to grow it, and it gives us the liquidity to
finance more projects,” says Wadhwani.

After graduating, Wadhwani and Palmerino made their col-
lege start-up a full-time venture and have expanded ThinkLite into
other cities across the United States and in other countries. Looking
back, Wadhwani says that his collegiate entrepreneurial education
and experience were “priceless” and credits Babson College with
encouraging his entrepreneurial spirit. “Babson has educated me

(continued)
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In the Entrepreneurial Spotlight (continued)

on the two different ways one could make a living: conforming to a
standard, or being a pioneer of innovation,” he says.

Skida

While Corinne Prevot was in high school in East Burke, Vermont,
the avid skier found some soft, brightly colored Lycra and fleece
fabrics and made ski caps and headbands for herself and the
teammates on her cross-country ski team. Soon, other people
were asking how they could buy some of the unique hats, and
before she knew it, Prevot had started a business making them.
To expand her market, she drove to a local sporting goods store
in a borrowed car and approached the owner with a boxful of
brightly colored caps and headbands. “I have these hats and
headbands, and a lot of my friends have been interested in
them,” she told the owner. “I think your cold weather cyclists
would like them, too.” The owner purchased the box of caps and
headbands, giving Prevot her first big sale.

Now attending Middlebury College, Prevot continues to
operate her company, Skida, which currently sells its line of hats,
headbands, and scarves—all sporting neon polka dots, bright
plaids, and happy geisha flowers—in 47 retail stores across the
United States and through the Skida Web site. Prevot, who has
a double major in anthropology and geography, says that Skida
is profitable and generates annual sales of more than $100,000.

Bump technologies

In an accounting class in the University of Chicago’s MBA pro-
gram, David Lieb began thinking about an easy way for smart
phone users to share contact information with one another.
During the first week of classes, “I found myself entering in
phone number after phone number and name after name,”
he recalls. Lieb, a former employee at Texas Instruments,
believed that he could create an easy, automated way for
smart phone users to share information. He explained his
idea to fellow students Andy Huibers and Jake Mintz, and the
trio of entrepreneurs began developing a prototype based on
Lieb's idea. Two weeks later, they had a rudimentary prototype
operating on a laptop, and within five months the entrepre-
neurs launched Bump Technologies, featuring their mobile app
that allows smart phone users to share photos and contact
information simply by bumping their phones together. “The
first day we got 222 downloads, and soon we were getting
thousands,” says Lieb. Today, more than 100 million people
have downloaded the Bump app. Lieb, Mintz, and Huibers have

raised $19.9 million in financing, primarily from venture capital
firms, and their company now has 26 full-time employees and
11 interns. Looking back, the entrepreneurs say that much of
their success originates in two principles that they have relied
on since they started their business: (1) creating a strong team
of founders whose skill sets complement one another and that
is capable of handling the unpredictable tasks of starting a
company and (2) regularly testing not only products but also
the assumptions on which their business is built.

College can be one of the best places to start a business,
but doing so requires discipline, good time management, and
a willingness to make mistakes and learn from them. “An
entrepreneur’s career may include 30 or 40 ventures,” says
Andrew Bachman, who started Tatto Media, a digital advertising
company, from his dorm room and sold it a few years later for
$60 million. “Each one should be a stepping stone and a learning
experience.”

1. "Entrepreneurship can't be taught in a regular classroom
any more than surfboarding can,” says one venture
capitalist. “To learn it, you have to get your feet wet in the
real world.” What do you think?

2. In addition to the normal obstacles of starting a business,
what other barriers do collegiate entrepreneurs face?

3. What advantages do collegiate entrepreneurs have when
launching a business?

4. What advice would you offer a fellow college student
about to start a business?

5. Work with a team of your classmates to develop ideas
about what your college or university could do to create a
culture that supports entrepreneurship on your campus or
in your community.

Sources: Based on LeeAnn Maton, “College Entrepreneurs Part 2: Look-
ing for A’s in Money Making,” Daily Finance, June 15, 2012, www.dailyfinance
.com/2010/06/15/college-entrepreneurs-part-2-looking-for-as-in-making-money;
Lauren Monsen, “Lighting the Way: College Students Help Businesses Go Green,”
IIP Digital, January 26, 2012, http://iipdigital.usembassy.gov/st/english/article/
2012/01/20120126142229nerual0.3576471.html#axzzlpAhYRzqZ; David Port,
“Get Smarter,” Entrepreneur, April 2009, pp. 51-56; Nichole L. Torres, “Launch
Pad to Success,” Entrepreneur, October 2008, pp. 61-81; Joel Holland, “Breaking
Business Models,” Entrepreneur, March 2009, p. 102; Patricia B. Gray, “Can
Entrepreneurship Be Taught?,” FSB, March 2006, pp. 34-51; Susan Adams, Helen
Coster, and Elizabeth Woyke, “All-Star Student Entrepreneurs,” Forbes, August 22,
2011, pp. 74=79; “About Us,” Skida, www.skidasport.com/pages/about-us; Joel
Holland, “It’s a Hit,” Entrepreneur, September 2011, p. 98; Andrew Bachman,
“3 Golden Rules for College Entrepreneurs,” Young Entrepreneur Council, April 30,
2012, http://theyec.org/3-golden-rules-for-college-entrepreneurs; Victor W. Hwang,
“Can Entrepreneurship Be Taught?,” Wall Street Journal, March 19, 2012, p. R4.

The Cultural Diversity of Entrepreneurship

7. As you have seen, virtually anyone has the potential to become an entrepreneur. The entrepreneur-
ial sector of the United States consists of a rich blend of people of all races, ages, backgrounds,
and cultures. It is this cultural diversity that is one of entrepreneurship’s greatest strengths. We
turn our attention to those who make up this diverse fabric we call entrepreneurship.

Discuss the role of diversity
in small business and
entrepreneurship.

Young Entrepreneurs

Young people are setting the pace in entrepreneurship. Disenchanted with their prospects in
corporate America and willing to take a chance to control their own destinies, scores of young
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people are choosing entrepreneurship as their primary career path. Although people 55 and
older have demonstrated the greatest increase in entrepreneurial activity over the last 25 years,
Generation Y, made up of people born between 1980 and 2000, is one of the most entrepreneur-
ial generations in history (see Figure 1.2).%" Research shows that children whose parents are
entrepreneurs are two to three times more likely to pursue entrepreneurship as a career than those
whose parents are wage earners.®'

There is no age requirement to be a successful entrepreneur.

ENTREPRENEURIAL PROFILE: Mallory Kievman: Hiccupops When 11-year-old Mallory

smmw Kievman developed a stubborn case of the hiccups one summer, she tried a variety of home
remedies, including swallowing salt water, eating a spoonful of sugar, and sipping pickle juice, but
her hiccups persisted. The experience prompted Kievman to develop a cure for hiccups. After two
years and testing 100 remedies in her family’s kitchen, Kievman developed the Hiccupop, a product
that blends the most successful hiccup-fighting remedies she discovered—Iollipops, sugar, and apple
cider vinegar. She entered her product in the Connecticut Invention Convention, an annual new
product competition for kids, and won prizes for innovation and patentability. “Hiccupops solves a
very simple, basic need,” observes Sanny Briere, a serial entrepreneur who is serving as an adviser to
Hiccupops. Explaining the science behind the Hiccupop, Kievman says, “It triggers a set of nerves in
your throat and mouth that are responsible for the hiccup reflex arc. It overstimulates those nerves
and cancels out the message to hiccup.” Kievman currently is working with a team of MBA students
from the University of Connecticut to bring her patented hiccup-fighting lollipops to market.®?

Women Entrepreneurs

Despite years of legislative effort, women still face discrimination in the workforce. However,
small business has been a leader in offering women opportunities for economic expression
through employment and entrepreneurship. Many women are discovering that the best way to
break the “glass ceiling” that prevents them from rising to the top of many organizations is to
start their own companies (see Figure 1.3). The freedom that owning their own companies gives
them is one reason that entrepreneurship is a popular career choice for women. In fact, women
now own almost 30 percent of all businesses in the United States, and many of them are in fields
that traditionally have been male dominated.*®

ENTREPRENEURIAL PROFILE: Jessica Alba: The Honest Company After film star Jessica

gl Alba became a mother, she “was horrified to find out how many toxic chemicals are in baby
products.” Inspired by a book about creating a clean home without relying on potentially harmful
chemicals that she had read during her first pregnancy, Alba contacted Christopher Gavigan, the
book’s author, and proposed that they create a business that would provide mothers with the prod-
ucts to implement the strategies featured in the book. “You've given me a handbook, but you

FIGURE 1.2

New Entrepreneurs
by Age Group

Source: Based on Robert W. Fairlie,
Kauffman Index of Entrepreneurial
Activity, 1996-2012, April 2013,
Kauffman Foundation, p. 12.

Mallory Kievman, founder of
Hiccupops.
Source: Andrew Douglas Sullivan.

Jessica Alba, cofounder of Honest
Company.
Source: © A. Ariani/Corbis.
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FIGURE 1.3

Entrepreneurial Activity
Index by Gender

Source: Based on Robert W. Fairlie,
Kauffman Index of Entrepreneurial
Activity, 1996-2012, Kauffman Foun-
dation, April 2013, p. 5.

haven't given me a solution,” Alba told Gavigan. “Let’s make the solution.” Working with serial en-
trepreneur Brian Lee, Alba and Gavigan launched The Honest Company, a business that sells safe,
eco-friendly, affordable products for babies and the home. They started with an eco-friendly dispos-
able diaper because they saw disposable diapers as “the greatest area of opportunity for innova-
tion,” says Alba. The Honest Company’s diapers, which are 85 percent biodegradable, use a mix of
wheat, corn, and wood fluff to achieve 35 percent more absorbency than conventional diapers. The
Honest Company has expanded its product line to include detergents, soaps, shampoos, and cleaners;
more products are in the planning stage. Sales are growing, but according to Alba, “We're still this
scrappy little company where everybody is working long hours and doing everything at once.”8

Although the businesses women start tend to be smaller than those men start, their impact is
anything but small. Women-owned companies in the United States employ 7.7 million workers
and generate approximately $1.3 trillion in revenue.®> Women entrepreneurs have even broken
through the comic strip barrier. Blondie Bumstead, long a typical suburban housewife married to
Dagwood, owns her own catering business with her best friend and neighbor, Tootsie Woodly!

Minority Enterprises

Like women, minorities also are choosing entrepreneurship more often than ever before.
Hispanics, African Americans, and Asians are most likely to become entrepreneurs. Hispanics
represent the fastest-growing segment of the U.S. population, and Hispanic entrepreneurs
represent the largest segment of minority-owned businesses in the United States (see Figure 1.4).
More than 2.3 million Hispanic-owned companies employ more than 1.9 million people and
generate more than $345 billion in annual sales.*

Minority entrepreneurs see owning their own businesses as an ideal way to battle discrimina-
tion, and minority-owned companies have come a long way in the last decade. The most recent
Index of Entrepreneurial Activity by the Ewing Marion Kauffman Foundation shows that His-
panics are 38 percent more likely to start a business than whites, and Asians are 7 percent more
likely.®” Minority entrepreneurs own 22 percent of all businesses in the United States, generate
$1 trillion in annual revenues, and start their businesses for the same reason that most entrepre-
neurs do: to control their own destinies.*® The future is promising for this new generation of
minority entrepreneurs who are better educated, have more business experience, have more en-
trepreneurial role models, and are better prepared for business ownership than their predecessors.
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ENTREPRENEURIAL PROFILE: Venus Williams: V*Star Interiors and Jamba Juice Not

gaai only has Venus Williams been a dominant force in the world of professional tennis since she
turned pro in 1994, but she also has exercised her entrepreneurial muscles, starting an interior design
company, V*Star Interiors, in 2002 and two Jamba Juice franchises in the Washington, D.C., area in
2011 and 2012. V*Star, located in Jupiter, Florida, has done design work for high-profile professional
athletes, upscale residential communities, university athletic facilities, and sets for television shows.
Williams's affiliation with Jamba Juice, which offers a wide selection of healthy, vegetarian, and
vegan menu items, is “a perfect fit” given her interest in inspiring young people to stay active and
make good dietary choices.®

Immigrant Entrepreneurs

The United States has always been a “melting pot” of diverse cultures, and many immigrants
have been lured to this nation by its economic freedom. Unlike the unskilled “huddled masses”
of the past, today’s immigrants arrive with far more education and experience and a strong desire
to succeed. They play an especially important role in technology industries. A study by the
Kauffman Foundation reports that immigrant entrepreneurs are responsible for 52 percent of
Silicon Valley technology start-ups, including Google, PayPal, and YouTube.”

Although immigrants make up 13 percent of the U.S. population, immigrant entrepreneurs
own 18 percent of businesses in the United States; in 1992, immigrants owned just 9 percent of
businesses in the United States. Their companies generate $776 billion in annual revenues and
employ 4.7 million workers.”’ Although many immigrants come to the United States with few
assets, their dedication and desire to succeed enable them to achieve their entrepreneurial dreams.
“Most immigrants have the risk gene already built in,” explains Al Guerra, who emigrated to the
United States from Cuba and now owns Kelvin International, a business that makes cryogenic
(ultralow temperature) equipment.”

ENTREPRENEURIAL PROFILE: Delfino Bello: El Faro When Delfino Bello emigrated to the

s United States from Mexico, he spoke no English but learned quickly working various jobs in
the restaurant industry. “l had nothing, nothing when | arrived in this country,” he recalls. Bello
worked hard, saved his money, and in 1995 opened a restaurant, El Faro, that specialized in authentic
Mexican food in a modest shopping center in Bartlett, lllinois. El Faro flourished, and over the next
several years, Bello opened two other locations in Bartlett and Elgin and now has plans to open a
fourth location.®

FIGURE 1.4

Percentage of New
Entrepreneurs by
Minority Group 1996
and 2012

Source: Based on Robert W. Fairlie,

Kauffman Index of Entrepreneurial
Activity, 1996-2012, p. 9.

Venus Williams, entrepreneur and
tennis star.

Source: Ezio Petersen/UPI/Newscom.
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Part-Time Entrepreneurs

Starting a part-time business is a popular gateway to entrepreneurship. Part-timers have the best
of both worlds. They can ease into a business without sacrificing the security of a steady pay-
check. The Internet allows many entrepreneurs to run successful part-time businesses.

ENTREPRENEURIAL PROFILE: Sari Crevin: BooginHead By day, Sari Crevin worked as a

@==8 human resources manager at Microsoft, but in the evenings and on weekends, the part-time
entrepreneur operated BooginHead, a company that makes and markets fabric fasteners that par-
ents can attach to pacifiers, sippy cups, and other items that tots like to toss to the ground. “I couldn’t
find a product that met my own needs and standards,” says the busy mom. “I was tired of chasing
after my one-year-old’s sippy cup that he loved to throw from his high chair and stroller.” Crevin built
BooginHead'’s annual sales to an impressive $1.1 million while holding her full-time job before leav-
ing Microsoft to focus her energy on her company. Crevin has a Web site for BooginHead, but most
of her sales are at wholesale to large retailers, such as Babies R Us, Baby Depot, and Amazon.**

A major advantage of going into business part-time is the lower risk in case the venture flops.
Starting a part-time business and maintaining a “regular” job can challenge the endurance of the
most determined entrepreneur, but it does provide a safety net in case the business venture fails.
Many part-timers are “testing the entrepreneurial waters” to see whether their business ideas will
work and whether they enjoy being self-employed. As part-time ventures grow, they absorb more
of the entrepreneur’s time until they become full-time businesses. “There comes a point when
you cannot get up and go to work because the only thing you want to do is your company,” says
Divya Gugnani, who left her job with a venture capital firm to start BehindtheBurner.com, a Web
site that features cooking tips and techniques. “The passion is so infectious.”

Home-Based Business Owners

Entrepreneurs in the United States operate 18.3 million home-based businesses, generating
$427 billion a year in sales. Fifty-three percent of all small businesses are home based, but most of
them are very small with no employees.”® In the past, home-based businesses tended to be rather
unexciting cottage industries, such as making crafts or sewing. Today’s home-based businesses
are more diverse; modern home-based entrepreneurs are more likely to be running high-tech
or service companies with six-figure sales. Eight percent of home-based businesses generate
more than $500,000 in annual revenues.”” Their success rate also is higher than companies that
have locations outside the home; nearly 70 percent succeed for at least three years.”® Less costly
and more powerful technology and the Internet, which are transforming ordinary homes into
“electronic cottages,” are driving the growth of home-based businesses.

On average, someone starts a home-based business every 11 seconds.”” The biggest advan-
tage home-based businesses offer entrepreneurs is the cost savings of not having to lease or buy
an external location, something that allows them to generate higher profit margins. Home-based
entrepreneurs also enjoy the benefits of flexible work and lifestyles.

ENTREPRENEURIAL PROFILE: Natalie Cox: Natty by Design Natalie Cox, a 28-year-old

@== mother of four children, used her do-it-yourself furniture refurbishing skills to start Natty by
Design, a home-based business that gives old pieces of furniture new life by refinishing or repainting
them and adding new hardware. She launched the company in the basement of her family’s home in
Phoenix, Arizona, to supplement her husband'’s salary while he returned to college to earn an MBA
degree. Cox describes the style of furniture she sells from a front room of her house that serves as
both her office and showroom as “shabby chic.” Most of her company’s sales come from repeat busi-
ness and referrals from existing customers and from her listings on Craigslist. “[My company] allows
me to stay at home with my kids,” says Cox, “and business is thriving.”%

Table 1.2 offers 20 guidelines home-based entrepreneurs should follow to be successful.

Family Business Owners

A family-owned business is one that includes two or more members of a family with financial
control of the company. They are an integral part of the global economy. More than 80 percent of
all companies in the world are family owned, and their contributions to the global economy are
significant. In the United States alone, family businesses create 57 percent of the nation’s GDP,
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TABLE 1.2 Rules for a Successful Home-Based Business

Rule 1. Do your homework. Much of a home-based business’s potential for success depends on how much preparation an entrepreneur makes
before ever opening for business. Your local library and the Web are excellent sources of information on customers, industries, competitors,
and other important topics.

Rule 2. Find out what your zoning restrictions are. In some areas, local zoning laws make running a business from home illegal. Avoid
headaches by checking these laws first. You can always request a variance.

Rule 3. Create distinct zones for your family and business dealings. Your home-based business should have its own dedicated space. About
half of all home-based entrepreneurs operate out of spare bedrooms. The best way to determine the ideal office location is to examine the
nature of your business and your clients. Avoid locating your business in your bedroom or your family room.

Rule 4. Focus your home-based business idea. Avoid the tendency to be “all things to all people.” Most successful home-based businesses
focus on a niche, whether it is a particular customer group, a specific product line, or in some other specialty.

Rule 5. Discuss your business rules with your family. Running a business from your home means that you can spend more time with your
family—and that your family can spend more time with you. Establish the rules for interruptions up front.

Rule 6. Select an appropriate business name. Your first marketing decision is your company’s name, so make it a good one! Using your own
name is convenient, but it’s not likely to help you sell your product or service.

Rule 7. Buy the right equipment. Modern technology allows a home-based entrepreneur to give the appearance of any Fortune 500 company,
but only if you buy the right equipment. A well-equipped home office should have a separate telephone line, a fast computer, a sturdy
printer, a high-speed Internet connection, a copier/scanner, and an answering machine (or voice mail).

Rule 8. Dress appropriately. Being an “open-collar worker” is one of the joys of working at home. However, when you need to dress up
(to meet a client, make a sale, meet your banker, or close a deal), do it! Avoid the tendency to lounge around in your bathrobe all day.

Rule 9. Learn to deal with distractions. The best way to fend off the distractions of working at home is to create a business that truly interests
you. Budget your time wisely. Remember: Your productivity determines your company’s success.

Rule 10. Realize that your phone can be your best friend—or your worst enemy. As a home-based entrepreneur, you’ll spend lots of time on
the phone. Be sure you use it productively.

Rule 11. Be firm with friends and neighbors. Sometimes friends and neighbors get the mistaken impression that because you’re at home,
you’re not working. If someone drops by to chat while you’re working, tactfully ask him or her to come back “after work.”

Rule 12. Maximize your productivity. One advantage of working from home is flexibility. Learn the times during which you tend to work at
peak productivity, whether that occurs at 2 p.M. or 2 A.M., and build your schedule around them.

Rule 13. Create no-work time zones. Because their businesses are always nearby, the tendency for some home-based entrepreneurs is to work
all the time, which is not healthy. Set boundaries that separate work and no work times and stick to them.

Rule 14. Take advantage of tax breaks. Although a 1993 Supreme Court decision tightened considerably the standards for business
deductions for an office at home, many home-based entrepreneurs still qualify for special tax deductions on everything from computers to
cars. Check with your accountant.

Rule 15. Make sure you have adequate insurance coverage. Some home-owner’s policies provide adequate coverage for business-related
equipment, but many home-based entrepreneurs have inadequate coverage on their business assets. Ask your agent about a business owner’s
policy, which may cost as little as $300 to $500 per year.

Rule 16. Understand the special circumstances under which you can hire outside employees. Sometimes zoning laws allow in-home
businesses, but they prohibit hiring employees. Check local zoning laws carefully.

Rule 17. Be prepared if your business requires clients to come to your home. Dress appropriately. (No pajamas!) Make sure your office
presents a professional image.

Rule 18. Get a post office box. With burglaries and robberies on the rise, you are better off using a P.O. Box address rather than your specific
home address. Otherwise, you may be inviting crime.

Rule 19. Network. Isolation can be a problem for home-based entrepreneurs, and one of the best ways to combat it is to network. It’s also an
effective way to market your business.

Rule 20. Be proud of your home-based business. Merely a decade ago, there was a stigma attached to working from home. Today, home-
based entrepreneurs and their businesses command respect. Be proud of your company!

Sources: Based on Pamela Slim, “5 Keys to Making Your Home Office Work,” Open Forum, June 24, 2009, www.openforum.com/idea-hub/topics/
the-world/article/5-keys-to-making-your-home-office-work-pamela-slim; Lynn Beresford, Janean Chun, Cynthia E. Griffin, Heather Page, and Debra
Phillips, “Homeward Bound,” Entrepreneur, September 1995, pp. 116-118; Jenean Huber, “House Rules,” Entrepreneur, March 1993, pp. 89-95;
Hal Morris, “Home-Based Businesses Need Extra Insurance,” AARP Bulletin, November 1994, p. 16; Stephanie N. Mehta, “What You Need,” Wall

Street Journal, October 14, 1994, p. R10; Jeffery Zbar, “Home Free,” Business Start-Ups, June 1999, pp. 31-37.
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