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ASuccessful people understand that yoc
complicatedo.

-Anne McKaevitt
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Introduction

Over the past 35 years, | have been involved in virtually all aspects of
running businesses, both large and small, including Fortune 500 companies
and small private companies. From advertising and marketing to sales and
operations, | have experienced it all. | have launched many new products
as well, some very successful and some not. Overall, | have been fortunate
enough to be successful at business even though | have made plenty of
mistakes along the way. One important thing | noticed over the years is that
all businesses big or small need to incorporate the same basic principles if
they want to be successful.

During the past few years, | have worked with hundreds of individuals
through our non-profit organization, Helping Women Help Themselves.
These are individuals who either owned or were thinking about owning and
operating a small business. Interestingly, a huge percentage of these
people suffered from similar problems relative to understanding how to
effectively own and operate a small business, so | decided to take many of
the important points that | have learned over the years and put them
together in this practical business guide.

This guide is intended for individuals who own and operate a small
business or are thinking about owning and operating one. Whether you
have a product or service, the following are fundamental business
principles that should be understood before you invest one dollar of your
hard-earned money. This manual is not intended to answer all of the
questions that you will encounter with your business, but it will get you
thinking about the important aspects of owning and operating a small
business. If you come across a topic that you need to learn more about,
seek expert help. | guarantee that if you read this guide and apply the
business principles that | outlined to your own business, you will increase
your chances to create a successful business.

One | ast thought: you dondét need to spe
fancy business plan like the kind you find in business books, or are taught

in business schools. | haveseenhundr eds of these and mo:
the paper they are written on. However, when creating and developing a
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small business, you need to consider ALL of the important basic business
principles at the same time and ask yourself some very simple and practical
guestions as to what you are trying to accomplish and how you are
planning to get it done. Every business principle relates to each other to
some degree. So, focusing on one principle without understanding its
impact on others can be a big mistake. Once you think through those basic
principles, commityouri a ¢ t i 0 ro psperem stigk to your plan.

ANo matter who you are, no matter what
come from, you can always change, become a better versionofyourse | f . 0

-Madonna
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Chapter 1: Developing Your Business Concept
This is where most people go wrong!

Before you even consider going to the marketplace, you need to first
determine if your business idea has a chance for success. Like building a
three-legged stool, you need to be certain that all three legs of your stool
are well-balanced so your business concept is not at risk. | have seen some

great i1 deas fail because the indivi

to execute their plan. Conversely, | have encountered individuals who had
all the necessary resources and a good business idea, but what they
needed to achieve for their definition of success was just not practical. The
bottom-line is that all three legs need to support your business concept:

1 Your Product or Service
1 Your Definition of Success
9 Your Resources

Only after you honestly assess each of these critical points, will you be able
to decide if your business concept has a chance for success as you have

envisioned.
Business Concept

Your Business Concept: Most people think about their business concept

only at a 30,000 foot level or what is known asthefMa c rlewsed. They

take the time to refine their business concept down to a laser-focused idea
that considers four basic elements:

1)CIl e ar | y ThE Mdrketplaze Needo

2)Cl e ar | y YoudRointiofiDiffgrendeo

3)Cl ear | y YoarsTarget Andiencigo

4)Cl ear | y Ufihk&€onpetitva Ehvirbnmento
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In fact, when an individual comes in to meet with me and it takes them
more than a minute to explain their business concept, | let them know that

we have a problem. You do need to understand thefi bi g mhucybuu r e

also need to refine your product or service idea down to its most effective
fsales proposition,00ne that prospective customers can easily understand.

For Example: Say you wanted to get into the pizza business. If you asked

10 people if they understoodth at busi ness, eescth woul d s

However, each of them would have a different pizza in mind. One would be
thinking Little Caesars®, another would be thinking DiGiorno®, and yet
another would be thinking of their local independent pizza shop. St i |
see the difference? Then tell me, in this market, whya 160 pi z z a
cheese and pepperoni ranges from $6.00 to $18.45? This is because each
pizza maker is targeting a very specific audience. Additionally, each pizza
maker has considered, from their perspective, the marketplace need and
the competitive environment. So, they each are making a different type of
pizza with specific points of differences. Another way to look at it is that one
pizza maker is using the best ingredients possible for an upscale market; a
second could produce a frozen pizza aimed at people on the run, while a
third makes pizzas targeting large families on a tight budget. So even
though they are all 160 cheese and
amount of the ingredients used, including pepperoni, cheese, dough and
sauce, are targeted accordingly to the market. Make sense?

So before you decide on the actual product or service that you want to bring
to market, you must first totally understand the arena in which you will be
playing. Then, figure out how your product or service will fit into that arena
by considering the marketplace need, your target audience and the
competitive environment. Is there room for another player? If so, you are
now in position to take the next step.
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Business Concept

Your Product or Service: The first leg of your stool is the actual product or
service that you want to bring to the marketplace. In business as in life, if
you can dream it, you can do it! And, sometimes the simpler ideas are
better. Remember the Hula Hoop® and the Frisbee®? How about Chia
Pet®? Whatever it is, make your idea your own. Own it! Protect it!
Respect it! And be proud of it!

To begin, fi Bware of Friends and Family.0The reason is twofold: 1) | have
seen countless times where individuals start a business on the
recommendation from either a friend or a family member. CAUTION!
Unless the friend or family member is a successful business person, there
is a very good chance that they have no idea what they are talking about
and 2) when | meet with individuals to talk about their product or service,
one of my first questions is to ask them about their current sales. Once they
tell me their total sales, | ask them how many of those sales are from
friends or family. Interestingly, many times friends and family represent the
majority of those sales. REMEMBER! Usually friends and family are being
nice and want to help you. | discount those sales 100%. | am only
interested in the sales from the freal marketplace.0That is the true test of
whether or not you have a viable product or service and whether or not you
should be investing more time and money. To that end, | never tell anyone
if their product or service is a good or bad idea. | will give them a number of
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business issues to consider before bringing their product or service to
market. And, if they decide to go forward, the marketplace will ultimately tell
them whether their idea is good or bad.

Now, once you have committed to your product or service, the most
important thing to remember is to apply the four basic business elements
that we talked about earlier against your product or service:

1) The Product or Service: Do people need your product or service?

2) Point of Difference: How is your product or service different from the
competition?

3) Target Audience: Who is most likely to buy your product? How old are
they? How much money do they make? Are they male or female?Wh at 0 s
their nationality? Do they live in the area?

4) Competition: Who and where are your main competitors?

Once you believe that you have the right product or service, you can focus
on the next leg of the stool.

Business Concept

Definition of Success
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Your Definition of Success: Over the past several years, | have worked with
multi-million dollar companies, doctors, lawyers, PhDs, as well as homeless
people to name a few. The point is that each of these individuals has a
different definition of success. Some want to make a few hundred dollars a
year, while others want to make $100,000 a year or more. The basic
principles of business applytoeve r y o n e , but toihavéas | mport a
realistic definition of success and put it down on paper. This is the second
leg of your stool. It needs to balance with your product or service. Canyour
product or service give you what you need? | have seen many individuals
start a business that has no chance of giving them what they are
expectingé but still they start! By being honest with yourself and
committing to your definition of success upfront, you stand a better chance
of determining if success is possible before going to the marketplace. That
said, success is not only measured in terms of $$$ but also in terms of
flexibility and personal interest. The key is simply determining what you
want out of your business before going to market and spending your hard-
earned money. It sounds easy, but you would be surprised how many
people d o n 6 t thettiaekteethink this through. And, as a result, their three-
legged stool is NOT balanced!

Always remember that the road to success is long and sometimes not too
smooth. So have your plan, follow your dreams and be positive.

Success Success

what people think what it really
it looks like looks like
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Business Concept

Definition of Success

Your Resources: You may have the best business idea and a realistic
definition of success, but you still need to consider what resources you will
need to keep your stool in balance and your business successful.
Resources come in all shapes, sizes, and definitions. Over the years, |
have found that there are four basic resources to consider before charging
ahead into the marketplace. If you conduct a proper inventory assessment
of these resources and balance them against your business idea and
definition for success, you stand a greater chance of being successful!

Money: The number one reason that most businesses fail is that they are
undercapitalized. They simply just dona
acrossthefit r o u b | efdtartsigaabasiness. In fact, most people | talk

with have just enough money to get started. And, in some cases they go

A a | With alinh@ savings they have. You must understand that a business

idea on paper rarely, if ever, translates to the real world. Something always
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doesndét go as planned and you need to h
those bumps in the road!

Time: Whether you are creating a product or a service, you need to really
think through the amount of time that will be needed to be successful.
Really, how much time are you prepared to sacrifice now and in the future?
From a service perspective, | have had people tell me how much money
they want to make with their service, but when we do the i ma tthey ade
not prepared to spend the amount of hours per week needed to achieve
their target compensation. Conversely, there is the example of the
restaurateur who starts their business willing to work hard, but after a year
of working 80 hour weeks, begins to get burned out and cannot sustain
their efforts long-term. These are just two simple examples of how time can
have a negative impact on your business

Technical Skills and Competencies: There have been many great ideas
that have come from fvisionariesoor otherwise very creative people. Many
times the visionary has the vision but unfortunately NOT the skills and
competencies to execute the necessary plan to achieve success.
Importantly, you need to take an inventory of your skills and competencies
and decide if you need to improve certain areas on your own or go to the
outside to get some expert help. Be honest with your assessment! The last
thing you want to do is to put your head in the sand and ignore those areas
in which you have weaknesses. Eventually, these weaknesses will surface
and undermine your business. For example, the last company that | joined
was very profitable and had no debt. However, the founder wanted to get
the company ready for a sale. Since he did not have the background
needed to get the company i d i & Infadé sale, he hired me. So,
sometimes it just makes good business sense to get outside help, provided
it can create incremental value for your company!

Personal Strengths and Weaknesses: Unlike your technical skills and
competencies, here is where you need to do an assessment of your
personal strengths and weaknesses. Are you good with numbers? Are you
organized? Are you a procrastinator or a i DER?0Are you creative? Are
you articulate and able to speak comfortably in front of groups and
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individuals? Are you a good letter writer? The list goes on and on but you

get the idea. All people have different strengths and weaknesses.l t 6 s up t
you to determine your list of weaknesses and set out a plan to improve

them.

For example, | have found that the difference between successful people
and others has a lot to do with being organized and proactive. If you find
yourself struggling in these areas, seek help to improve. It might be a
seminar, a local community course or a mentor. The important thing to
remember is, like skills and competencies, if you stick your head in the
sand and ignore your weaknesses, you are not maximizing your chance for
success.

Are Your Legs Strong Enough to Support Your Business Concept?

As | have stated before, but is definitely worth mentioning again, before you
consider going into the marketplace you need to be certain that your stool is
well balanced! Everything needs to be relative. You may have one of the
greatest ideas, but without the proper capital your chances for success
diminish significantly. Or, you may have a good idea and the resources to
support your rollout, butby i d o i n g htghuemigh dirtd that even if you
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get a | ot of clients or sell a bunch of
definition of success. It amazes me how many people | meetwhod o n 6 t

consider all three legs of the stool. This is where most people make their

mi stake. They si mpmthgcritcca quéstionstbbeforen k t hr ou g
beginning. Andeven i f you have an existing bus
consider the same questions and make adjustments where needed. To be

successful in business you need to look at it as a marathon, not a sprint.

Dondt get youneeedno be aggressive and proactive, but you also

need to keep an eye down the road to be sure that the light you see is not a

train!

Al became successf ul |neveegave ap andd neeer a | re
let anyone or anything get in my way. | use the power of positive thinking to
tackle obstacles and challenges so

-Lillian Vernon
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ADondét | imit yourself. Many ytiekothey e | i m
can do. You can go as far as your mind lets you. What you believe,
remember, you can achieve. O

-Mary Kay Ash
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Chapter 2: Understanding Your EXxit Strategy

Most business books and seminars focus only on starting and building a
business. Rarely do they even talk about an exit strategy. Well, | have
found that by understanding your options and visualizing those options
before you go to the marketplace, you can build a better, stronger
company. And in some cases, thinking about your exit strategy might make
you rethink how to go to market in the first place.

Your Business May Have Options: Depending on the type of business that
you launch, there may be several ways to exit. Your challenge is to keep
your eye onthefi e gch me . 0O

1 Naturally: Naturally run your business until you decide to close it.
{1 Sell: Run your business with an eye on sellingitatafit i me cert ai n
{1 Franchise: Run your business with the intent on franchising it into
other markets.
1 Royalty: Operate your business with the intent on leveraging it to
create a royalty stream.
{1 Multi-tier: Build your business into a multi-tier marketing concept.
1 Distributor: Create a distributor-based marketing concept.

These are the most common approaches to exiting a business. The
important thing to remember, however, is that each of these concepts
requires a different strategic approach when operating a business.

For Example: If you are naturally running a business, you want to be certain
that you only put in the amount of capital needed to give you a return during
the timeline you are operating. You may not be investing in the future, only
the present.

Another Example: If you are selling your business, you need to realize that
every dollar you drop to the bottom-line prior to the sale will be multiplied by
3X, 4X, 5X or more when you go to sell your business. Typically, you want
to show a 3-year sales trend for growth both top-line and bottom-line, while
leaving a couple of bucks on the table for the new buyers.
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There are many more nuances for each exit strategy. The key is to think
through your exit strategy and determine what you need to do well in
advance of your exit to be certain that you maximize your exit potential.

Again, if you are not certain how to approach this concept, seek expert
help!

w

ADo what you can, with what

-Theodore Roosevelt
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Chapter 3: Considering Basic Business Principles Before Going to Market

Another huge mistake people make when starting or operating a business
Is not focusing on all the most basic business principles before going to
market! | have learned over the years that before you invest your hard-
earned dollars into a business concept, you need to consider the most
basic business principles before launching. This is not the time for a

Ar eadpya, miéntalitg. The other important point to remember is to first
look at each business principle as a feilo.0That is to say, completely by
itself, to be certain that you understand all the nuances of that principle.
Too many times people mix them together and expect that everything will
work out when, in fact, you need to have a clear, concise strategy for each.
Only then can you connect the dots and put together an overall strategic
shapshot of your company. Here are the principles that | believe are the
most important to consider before launching your business. Or, if you are in
business now, you need to ask yourself if you have a strategy for each.
Granted, some of these principles relate to manufacturing companies,
some to service companies and some to both, but | am sure that you will
get the idea.

Overall Company Image
Direct and Overhead Costs
Promotion and Advertising
Production Plan

Customer Service

Pricing

Inventory

Bookkeeping and Cash Management
Licenses and Permits
Packaging

Research and Development

=4 =4 223 =2

=

For the record, | can talk about each of these subjects for hours depending
upon the specific business. So, | am not trying to over-simplify them. | am
letting you know that you have homework to do. Your job is to ask yourself,
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A D ohavk a strategy for each? Do | understand each?0lf not, get
expert help. Once you have a clear understanding of each, commit your
overall business strategy to paper to be certain that everyone in your
company understands it. Then execute your plan!

Rule #1

D o n 6 tto the Marketplace Until You are 100% Ready!

| have talked with many people who have launched their product or service

concept when they were only 50%-75% ready to go. In their minds, they

thought that they could ffill indeverything they were missingonthe i f ITlye. 0
problemis this:i Y cOmly Have OneChance t o Make a First |
In the blink of an eye, days, weeks, and months  wi | | go by and vy
have the time to get everything just the way you want it. However, during

that time you have exposed your business concept to hundreds if not

thousands of potential customers. Your hard-earned money and time is

wasted on those customers because they did not experience 100% of what

you had in mind.

For Example: We worked with a small boutique. As we were at her boutique
to review her operation, she pointed out all the things she wanted to do to
improve the experience in the store. The problem was that as she pointed
out a number of issues from signage to displays, | counted at least 10
potential customers who came in to her store and then left. As | explained
to her, those 10 potential customers told three or four friends so that maybe
40 people had a negative experience about the store before she had the
opportunity to get it to 100% of what she wanted.

Another Example: A high-end purse designer had been selling purses
online and at upscale retailers for approximately three years. She had
annual sales projections of $300,000. Unfortunately, she was not making
any profit in her business. Furthermore, when asked what she would do
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differently to improve the quality of the purses so that she could increase
prices and target a more upscale market, she rattled off several good
thoughts that made perfect sense. My point is that over the three year
period, she had come into contact with hundreds of customers and she
began building her brand at a lower quality level and made no money. If
she would have created the best purse for the best target audience from
the beginning, she might not be in the position she found herself.

MA dream doesndt become a reality thr
determination and hard wor k. ¢

-Colin Powell
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AWhat ever you idnhatwashhe addide my neother gave me,

and | canodt think of better advice for
wi | | stand out. o
-Anita Roddick
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Chapter4:Pr oj ecting Your Companyds |

In business, your image is everything! Whether you are selling a service or
a product, the image you create communicates directly with your target
audience. Your image needs to fresonateowith your target audience. It
doesndt mare seling a high-end sewvice, a technical product or
popcorn: you need to be certain that your image is consistent in every piece
of material that you put into the marketplace, from a business card, a
PowerPoint presentation, to signage and packaging. Your image also
needs to be reflected in you and your employees.

An important point to remember is that your image is not just about what is
visualtotheeye:itbs about the messa.dlessagioguis ar e de
an important part of creating the appropriate image for your target

audience. Proper messaging effectively conveys the benefits of your

product or service directly to your target audience. So, ask yourself what

image and message you are projecting with the following:

You

Your Employees

Your Logo

Your Signage

Your Promotional Materials
Your Packaging

Your Business Location

= 2 48 2 45 A2

You:

1 You set the bar for your entire organization!

1 Do you display a sense of confidence and professionalism?

1 Does your work ethic foster creativity, productivity and effective
execution?
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Your Employees:

1 You need to hold them to the same standards that you have set for
yourself. Of course, make certain those standards are high enough to
achieve success.

1 Have you provided proper training for your employees and clearly
communicated what is expected from them? Just because something
makes | ogi cal s e nASSUMEdhatycaunemployeey ¢ an
will use the same logic. Proper training ensures proper conduct.

1 Do your employees fit your company culture? Remember, your
employees are a critical extension of your product or service.

(@)

For Example: We all have heard the story of two different people
having dinner at the same restaurant. They both ordered the exact
same meal. One patron hated the meal and found the service terrible.
The other patron enjoyed their meal and found the service friendly
and enjoyable. The lesson is that a good employee can make aBIG
difference on the outcome of a dining experience. The same can
happen in your business!

Your Logo:

| have reviewed hundreds of logos. At HWHT, we have created a number of

logos for our clients. What | have found over the years is that everyone and

anyone can create a logo. The question is whether or not that logo properly

refl ects and communicates the appropri a
business. Additionally, afi t a g cdn benueed along with a logo to provide

a further understanding of the companya?é
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For Example:

e ’
e BLRN

S e
FitstHOME THOROUGHBREDS "\

* Adam Kitchingman - Trainer « 626.215.0842
* www FirstHomeThoroughbreds.com

Which sighage gives you a sense of confidence?

Over the years, we have found that a logo should possess the following
attributes:

1 Simple: Easy to Recognize

Memorable: Increases Recognition

Timeless: Works Well Over the Years

Versatile: Works with a Variety of Applications

Appropriate: Communicates the Look and Feel of Your Image

=4 = A =2

Your Signage, Promotional Materials, Packaging, and Location:

This is where many companies drop the ball. They forget to connect all the
dots between everything the marketplace can see. They may have a great
logo, but forget to use it effectively in all promotional materials. Their
product packaging may look disconnected from their overall company
identity. Their physical facility might be clean on the inside but poorly
landscaped on the outside. You need to remember that everything a
potential customer comes in contact with will have an impact on your
image, good or bad! Just like seeing a mustard-stained menu at a
restaurant, nobody wants to see that and nothing good can come from it.
You need to be certain that everything your potential customers can see is
consistent with the image that you are trying to create.
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Target Messaging:

You may have heard the expressionfite devi | i s No placetish e

this truer than in the messaging you use to get your target audience to act.
In fact, over the years | have seen hundreds of thousands of dollars wasted
on promotional materials and advertising because the creative people were
more concerned with being creative than with delivering a clear, concise
message to the target audience. The formula is quite simple: identify your
target audience and determine what benefits of your product or service will
most likely get them to act. When you have that, you have the essence of
your message!

For Example: If you were creating a weight loss program, you first have to
determine your target market. Are you targeting individuals, males/females
25-45 years old, or small/mid-size companies, $25-$75 million in sales?
Both are target audiences, but the messaging (program benefits) would be
totally different.

Benefits for the Individual:

1 Flush Out Waste and Toxins from Your Body

1 Jumpstart Your Metabolism

1 Lose up to 3 Inches of Belly Bloat within 4 Days
1 Increase Energy Levels

Benefits for the Company:

! Reduce Absenteeism

1 Improve Productivity

1 Improve Interaction and Teambuilding
1 Improve Employee Sense of Self-Worth

See the difference? Make certain that you spend as much time on your
message as you do on the overall creative look. Your message needs to be
clear, concise and motivating to get your potential customer to ACT! No
matter if it is a business card, a flyer or a television commercial, make sure
the message connects with your target audience in a clear and motivating
manner.
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AThe tal ent o inhgnsorethanadsing whasyourdo, well. 0
-Henry W. Longfellow
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Al am not a product of my circumstance

-Stephen Covey
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Chapter 5: Understanding Your Cost Structure

It absolutely amazed me that when we first started HWHT, 100% of the
individuals that we came in contact with had NO idea what it cost them to

make their products. Yet, they were selling their products to the

marketplace and slowly going bankrupt. Even today, the vast majority of the
people | come in contact with are not certain of their cost structure. The
bottom-line is, STOPi f you dondot know what your
figure it out.

Without getting too financially academic, | like to look at costs in three
ways:

9 Direct Costs
1 Overhead Costs
1 Hidden Costs

Direct Costs or what is commonly referred to as Cost of Goods (COGS) are
basically the costs needed to manufacture your product. They include the
following:

1 Materials
1 Supplies
1 Packaging
1 Labor

Or, in a service industry you need to consider the amount of time and
materials that you are spending on a project.

Overhead Costs include such items as the following:

1 Auto Expense

Office Supplies
Licenses and Permits
Rent

Utilities

Legal and Professional
Telephone

E B B
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Hidden Costs are those costs that i s n e a kn youg@cause many people
forget about including them in their cost structure:

1 Gasoline

1 Insurance

1 Obsolete Inventory

1 Bad Debt Expense

1 Miscellaneous Shipping and Fuel Surcharges

The key is to first know your cost structure in detail and be certain that you
have accounted for ALL costs. Only then can you determine if your product
or service can cover those costs and, hopefully, provide you with a profit!

ATi me i ® Money

-Benjamin Franklin
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Chapter 6: Planning Your Pricing Strategy

Setting the fi r 1 ribetisdnot as simple as it sounds. There are several
different pricing strategies that you can use and should use in operating
your business. The key is to have a well thought out approach to pricing
your product for the marketplace.

A few years back, | read an article in the Wall Street Journalthat summed

up how to establish the most basic pricing strategy:i As | ong as t he
entrepreneur has accurately calculated his or her true costs, and therefore

knows the bare minimum that he or she can charge, there really is no right

orwrong amountofprofi t margin that ‘!should be add

As | said, this is a very basic approach to pricing. You must first know your

costs, then cover them. However, there are other types of pricing strategies

that can be employed, includingfil nt r o d u c taodfyP rPormioctii nognoa |
Pr i ctbo magea couple.

Introductory Pricing can be used to provide a discount to existing or new
customers when launching a new product or service. Or, you might be
launching an existing product in a new market. The important point to
remember, however, is to make certain that the introductory pricing doe s n 0 t
affect your regular i e v e r hudireyso

Promotional Pricing can be used to stimulate sales during offipeak periods
or to motivate customers to buy more than they need with the intent on
having them use more than they normally would use.

For Example: One of the most used promotional pricing strategies today is
the BOGOWABuy One Get One Free. o

The key to pricing is to be certain that you have a specific strategy for a
specific need. Look at your pricing strategy on an annual basis and create
an overall strategy. If you promote too often, your customers will never buy
at regular prices. They will always wait for the next promotion. If you choose

1The Wall Street Journal,[ SI Ny Ay 3 1 2¢ G2 {Si GKS wAIaKiE t NAOSY [/ 24l
Tow ¢ SRAGSR SEOSNLII FNRY 6{ 2byKelimOolferan, ApNRIO®I3A & + Ddz53aa
http://www.wsj.com/news/articles/SB20001424127887323741004578414832405412a8@ssed April 2013.
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not to promote at all, you may be missing out on building up your consumer
base.

Other Important Points:

1) Itis always easier to lower your price than to raise it.
2) Be confident. Let the marketplace tell you how high is too high!

3) Pass along cost increases ASAP.

nBelieve you can and youdre half

-Theodore Roosevelt
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Chapter 7: Calculating Your Profit

Gross profit is one of the most important terms that you need to learn.
Gross profit is calculated as follows:

1 Selling Price minus Cost of Goods Sold equals Gross Profit

1 Example: Selling Price ($1.00) minus Cost of Goods ($0.25) equals
Gross Profit ($0.75)

Profit Margin or Gross Profit Margin can be calculated as a percentage of
the selling price.

{1 Gross Profit divided by Selling Price equals Gross Profit Margin

1 Example: Gross Profit ($0.75) divided by Selling Price ($1.00) equals
Gross Profit Margin (75%)

m—

OO0

OO0
OO0

The key point here is to always think about maximizing your profit potential.
| have been in businesses where | was making 20% profit margins and
businesses where | was making 75% profit margins. | certainly preferred
the latter, but the former made me smarter. Always remember that you pay
bills with dollars not profit margins. So, though it is important to understand
your profit margins, you need to decide if you are maximizing your profit
potential in freal dollars. 0

For Example: If | sold 10 units at $1.00 each and each unit cost me $0.50 to
manufacture, | would have a 50% profit margin and make $5.00 in cash.
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Now, if | lowered my price to $0.80 per unit but sold 20 units, | would make
a 37.5% profit margin and generate $6.00 in cash, a 20% increase in cash
generated over my former pricing strategy.

That 6femaxhiemi zi ng pconodpti but thpre is reusht moe | 0
thought that needs to go into it, including asking yourself if the extra sales
are wearing out your equipment faster than normal or if you are unable to
fill demand. Hopefully you get the idea. As | mentioned earlier, let the
marketplace tell you how high is too high when it comes to pricing your
product or service. Just make certain that you are maximizing your profit
potential.

AYou havendét failed until you

-Anonymous
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Chapter 8: Creating an Inventory Strategy

One of the most basic aspects of running a business is inventory control.

Specifically, understanding your cost of inventory is very critical. | have

seen many manufacturers produce product inventory without regard to

marketplace demandor | mpact on t heThemsupimny s ca
excess inventory and cash depletion. Companies become so fixated on the

production side of the equation, they forget about the sales and cash side

of the business. In many cases, | would rather see a company take a step-

by-step approach in building inventory. In other words, start small and grow.

Many times it is better to run out of inventory due to market demand rather

than ending up with excess, obsolete inventory. Remember, inventory is

MONEY. The money that is tied up iIin inve
parts of your business.

Especially for new businesses, you need to be aware of seasonal changes
in product or service demand. Only after your business completes a full-
year cycle can you begin to understand the peaks and valleys relative to
building inventory. So be cautious when creating inventory. Too much
inventory can have a negative impact on your company.

Now, if you do end up with excess inventory or worse obsolete inventory,
GET RID OF IT! Sell it for 50 cents on the dollar or even 10 cents on the
dollar. Find the right number to move the excess inventory and turn it into
cash that you can put back into your business.

Caution: The key to moving excess inventory is to move it in a way that it
does not affect your normal business. Think about it. If you discount your
excess inventory and sell it to your existing customer base, you could be
trading lower-margined sales today for higher-margined sales tomorrow.

For Example: One of the businesses | ran was the manufacturing of

N at h a@lHodBogs. During the 4" of July, certain New York retailers
would order 10 truckloads of hot dogs for the holiday. Well, some years the
hol i da yurndutakpléhed due to heavy rain storms in the area. So,
that meant they would cancel a few loads of hot dogs that were already on
the road. Sure, | could have forced them into those retailers if | was willing
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to reduce the cost. Instead, | found an alternative outlet in a different market
t hat woul dndt ,lghdr-marginedmarketsovtaka sdnse?

.

AOne of the secrets of | i ffastumbingt o mak
bl ocks. 0

-Jack Penn
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Chapter 9: Developing Your Production Strategy

If your business is involved in producing a product, there are a couple of
important things to remember when you are evaluating your operations.
The fundamental approach to manufacturing isto becomeafi| east cost
operator. ©hat is notto say afi ¢ h eapgrabor with poor quality products,
but simply having the most efficient operation possible for the resources
that you have available at the time. A number of elements go into creating
an efficient operation, including employee training, more efficient
equipment, and streamlined operational processes, just to name a few. The
point that | am trying to make is that you need to constantly reevaluate your
operation to determine if there are ways to improve your efficiency and
reduce costs.

| have seen a number of products over the years that have beenii o v e r
engi ne €ntesdo.sdy, they are made significantly better than they
need to be for the intended purpose of the product. So you need to ask
yourself, can | make my product less expensively by using different
ingredients or packaging and yet not affect the intended benefits of the
product?

For Example: If | wanted to travel from San Diego to Los Angeles and was
not concerned with anything else but getting to my destination in a timely
manner, | could use a Mercedes 550 SL or a Volkswagen Beetle. Either
vehicle will achieve my objective, but obviously the Mercedes is a bit over-
engineered compared to the Beetle. Make sense? Again, | am simply telling
you to evaluate all of your ingredients and parts that go into your product
and determine whether or not you can find a lower-cost replacement that
will perform as well as the one you are replacing to achieve the intended
benefits of your product.

The next concept that | want you to rememberisficont i nuous cost
i mp r o v eThie concepdsimply means to never stop looking for ways to

reduce the cost of your product, either by evaluating the ingredients and

parts that go into your product or by evaluating the process that you are

using to make your products.
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For Example: Sometimes a new piece of equipment or a new assembly line
approach to building your product is all it takes to reduce the cost.

Remember, it is much easier to generate more profit by reducing your cost,
than it is to raise your prices!

ASuccess is steady progress toward

-Jim Rohn
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Chapter 10: Packaging Your Product or Service

Packaging is much more than the container in which you find a product. In

fact,i t 6s just as I mportant in a service ¢k
Packaging creates an image and helps you differentiate your product or

service from the competition. Whether it is a container in which you place

your product or the portfolio that you use to explain your service, you need

to focus on making it the best you can.

From a service perspective think of it this way: the service provider, you
perhaps, is the product. Whether an attorney, painter, holistic healer, doctor
or consultant, the way your prospective clients think of you is the same way
they decide on buying a bag of potato chips. Does the overall package
provide them with the confidence that their purchase experience will deliver
everything they expect and need? So, your presentation materials, the way
you present yourself, speak, and interact is, in fact, all part of your
packaging.

From a product perspective, the packaging in which you place your product
not only creates an image and differentiates you from the competition, it
can also add significant value to your product. Furthermore, if done
correctly, product packaging cantell astoryand actasafisi | ent

s al e s p @hdponptvate people to purchase when you are not around
to sell.

For Example: We had a client that was selling hand-woven baskets from
Ghana. The baskets were made of elephant grass and finished off with
leather. The problem was that unless he could speak directly to the
potential customer and explain all the details of his baskets, many people
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thought that they were machine woven from China. The solution was to

create a hang tag for each basket that explained the story of the basket in

detail. Now, if he was not around or with another customer, thefisi | ent
salespers o nvas still there to fill the void. Furthermore, this simple $0.05

hang tag easily allowed him to l®harge $
times your investment. | would do that every day of the week.

AGenius is 1% inspiratédon and 999

-Thomas A. Edison
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Chapter 11: Promoting Your Product or Service

Promoting your product or service
Though the more money you have to spend, the bigger the impact could
be. The key is to keep your budget in balance with your overall business
strategy. Remember our three-legged stool? There are a number of
promotional/ advertising options that you can use. | like to look at it this
way:

doesn

If you have limited funds, you needtoconsideri Guer i | | a TMar ket i n

concept basically employs your creativity and two strong legs to get your
message out to the marketplace. This can be as simple as door hangers,
flyers on cars, visits to businesses or Chambers of Commerce in your
community. | t d o e s loadtbut ihvalmvake time, patence,t
and perseverance on your end.

If your budget is a little larger, you can do everything above and mix in
some social media with a good SEO program. This is assuming that you
have a website or landing page that potential customers can go to. But
remember, simply having a website is the easy half of the battle; getting
people to go to your site is the hardest and most expensive part. So before
you head down this path, be certain that the capital you are planning to
spend here will give you the best return on your investment.

Finally, if you have a serious budget and can afford traditional advertising,
make certain that you have an overall promotional plan for the year. | have
seen many advertising dollars wasted on fi o ro#0ideas that are not
connected to an overall advertising and promotional strategy.

Remember, there are a variety of incentives you can use when promoting
your product or service, including introductory offers, new customer
incentives, and referral incentives to name a few. Always try to create a
sense of urgency with your offer. The more people that you get to try your
product or service, the morefwo r d o f wilirspraat], lyand or bad!

On a separate note, | have heard so many people talk about social media
as the ultimate way to promote a product or service. | agree that it can have
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