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FOREWORD * * * * *

Following is a script for a Small Business Administration
Workshop for Prospective Small Business Owners. In it is
contained a content outline, suggested visuals and a sample
narrative. It is not suggested that the user merely read the
script to the audience rather that he adapt it to his own
style of delivery and his ideas which will add the needed ele-
ment of personal impact. Speakers are urged to prepare
their material well in advance of presentation and to rehearse
to the point of relaxed confidence.

The importance of a smooth presentation cannot be overem-
phasized. The pathway of business is fraught with pitfalls
and this presentation may be the one best time to make the
prospective business person aware of the daiagers and re-
sponsibilities, as well as the opportunities. Only by attract-
ing and holding the audience's attention and by making the
important points to be made, and making them fully, can the
potential of the Workshops be fulfilled.

Each of the presentations carries a suggested presentation
time listed under the heading of each section. As far as is
possible, the presentations should be held to these times-in
order to keep the Workshop on schedule and allow time for
Lter parts of the presentations.

Before giving a presentation, each speakcx must check his
section to be certain that he has provided the visuals and the
handouts which are referred, to in that part of the presentations.
Please learn to operate the equipment (projectors) correctly
because nothing spoils an otherwise good presentation as much
as unprofessional handling of materials and equipment.

One final word -- come early, re-check your materials and
get set to give the best talk you ever gave If you do, your
Workshop will be a great success.



THINGS TO DO

CONTENT OUTLINE

(Walk smartly to
podium and ask for
audience attention)

I. Introduction

A. Objectives

1. Determine if
you should be in
a business

2. Beginning knowl-
edge/what it takes

B. Good Beginnings

MASTER OF CEREMONIES - 1
(time: 1 minute)

WHAT TO SAY

MASTER OF CEREMONIES:

Good morning, ladies and gentlemen:

Welcome to the Small Business Admin-

istration's Workshop for Prospective

Small Business Owners. We are pleased

to see you here.

This is a workshop especially for anyone

who is thinking of starting a business

or who has recently started one. We

hope that you will take away from these

sessions at least three things: (1) the

ability to critically determine whether

or not you should be in a business for

yourself; (2) a beginning knowledge of

what it takes to successfully run a busi-

ness; and (3) the sources available to

you to help you gain and maintain a

profitable busin ;ss .

One thing we hope to impress upon you

's the importance of a good beginning.



But good beginnings make successful

workshops, too, so it gives me plea-

sure to introduce Mr.

Regional Director (or whatever) of the

Region. He will be your

keynote speaker.



THINGS TO DO

CONTENT OUTLINE

II. The Business of
Starting a Business

A. Business Is an
Adventure

1. Adventure
means risks

KEYNOTER
(time: 7 minutes)

WHAT TO SAY

KEYNOTER:

(Pauseif the audience laughs on first
line, match their mood with your own
and then grow more serious. )

You know, I feel a little like General

Eisenhower must have felt on D-Day

just before the Normandy invasion.

Some of you may remember that

Eisenhower's order that day said,

"You are about to embark on a great

adventure." Indeed, that was a very

great adventure.

But you who are starting into business

for yourselves are embarking on a

great adventure also. What is it that

makes business an adventure? Why,

the same thing that makes a battle an

adventure, or climbing a mountain or

any exciting experience. You see, the

very definition of "adventure" is that

it means taking risks, to face hazards,

to speculate.
4 -
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2. "Venture"
also means risks

B. Being Here I's
Step to Success

5

When we speak of a business "venture"

we mean the same thing. There has to

be the element of risk and danger or

you don't have an adventure or a busi-

ness venture. May I hasten to add that

it is my fervent hope that your "venture"

will give you a great victory and that

you won't end up as a casualty.

The fact that you came today is a good

step toward success--not that we hope

to make you a master businessman or

businesswoman in one day--but rather

that you demonstrate that you are

anxious to help yourseli, and it has been

proven many times that people make

much of their own success when it

ornes to business.

I commend you on your decision to take

this adventurous step--not only for

yourself but for the sake of your com-

munity and for all of us. You may not

have thought about it, but what you are

9



C. A Basic American about to do in founding a business is a
Freedom

fundamental expression of one of our

most basic American freedoms, the

right to go into business for oneself, to

meet competition and to make a profit:

By exercising that right you affirm

your faith in the American system. In

a sense this freedom to found a busi-

ness enterpriseto determine your own

destinyis the factor that is necessary

to make democracy work because this

is the focal point of true independence

which is economic independence. We

dare not lose this freedom because it

is the very heart of America's strength.

D. Importance of Have you ever considered how impor-
Small Business

tant small businesses are collectively

to the nation? Fully ninety-five percent

of all businesses in this country are

"small." True, "big" business accounts

for 60 percent of all business activity

but that 40 percent attributed to smaller

businesses is important out of all

- 6 -
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1. One half proportion to its percentage. Small
the jobs

firms provide nearly one-hall of all the

jobs, including nonbusiness jobs, in

this country. What is more, that figure

is rising rapidly as automation in large

corporations takes its toll of the regular

paychecks which are so necessary to a

2. Insures compe- balanced economy. But even more than
tition and stable
prices that, it is the impact of small business

which offers alternatives in business

dealings, thereby insuring competition

and stabilizing prices. Even the leaders

of big business have recognized this im-

portance of small business to the econ-

omy.

3. Allows opportunity
to economically dis-
advantaged

There is another point to consider, too.

Historically, small business enterprises

have offered one of the best roads to

economic independence for each of the

new ethnic groups in the country. It's

almost as if business has been the magic

door to opportunity whereby the economi-

cally disadvantaged have been able to



4. Expands economy

E. Personal Benefits

pull themselves up by their own talents.

Besides that, we have all recognized

that it is the small business which offers

us the fundamental hope for a continued

expansion of the nation's economy. It

is the small business which offers the

needed laboratory in which new products,

new ideas and new ways of doing things

are most often generated. And, when

you consider it, there would be no big

business without small business. Big

business couldn't function without the

small business market to sell to and

without small business suppliers.

So fine and good, you say. Starting a

business may be good for the nation and

your community or ethnic group, but

what about you? Well, of course, what

is good for the country is good for you.

But just as importantly, the direct re-

wards to you are potentially tremendous.

I said "potentially" because the real re-

wards are only for those who are truly



1. Rewards
a. financial
b. personal satis-
factions
c. creating an
organization

2. Dangers

successful. Don't settle for anything

less than real success in your business.

The personal rewards for success you

already knowfinancial rewards (all

the money you need), personal satis-

factions, the creation of an organiza-

tion by your own design. But for all

these worthy goals, the way is not

easy. The fact is that of all businesses

started this year, half will go out of

business before the end of their first

year. And by the end of the second

year, three out of every four will be

gone. These aren't just statistics:

With every failure goes the hopes and

dreams of people. And usually a big

share of theirs and their friends's

money disappears with the business.

Still it need not come to thatmost

failures could be prevented by intelli-

gent planning, a little know-how, a bit

of outside help, and a lot, of hard work.

- 9 -



F. Let's Get Started

1.
a.
b.
C.

Keys are symbols
independence
opportunity
resolve

2. Keys to success

So let's get to the job of doing some-

thing to help get you started right

so that the day you take over the set of

keys from the landlord and open the

front door, you'll have every chance at

success.

It's a mighty good feeling to one day

have those keys in your hands. They

aren't just keys to open doors to build-

ings and drawers--those keys become a

kind of symbol of your independence,

opportunity and resolve for success.

Of course, once you turn that key in the

lock on opening day, your life changes.

All of a sudden you are an "entrepre-

neur" with all the status, privilege

and responsibilities that it entails.

Just by turning a key all that happens.

Wouldn't it be wonderful if there were

another set of keys that could turn on

instant success? Well, there are no

magic tiicks for that. But there are

some "keys" that can help you achieve

- 10 -



success. And that's what this Workshop

is all about. We hope to give you a set

of "practical" keys to success in your

own business. Hopefully, you'll keep

these keys we hand you today, as handy

as you do the ones for your business.

May these keys bring you much, much

success in your own American business

enterprise.

15



THINGS TO DO

CONTENT OUTLINE

III. Purpose of Work-
shop

Workshop Purpose V-1

(Turn off projector!)

A. The Beginning
of Business

MASTER OF CEREMONIES - 2
(time: 7 minutes)

WHAT TO SAY

It is interesting to note, I think, that the

invention of the keyand, of course, the

lockcame along at about the same time

in the history of man as the invention of

organized business. We could say, of

course, that business actually began as

soon as man learned to barter. But it

was the ancient Egyptians four thousand

years ago who organized commerce into

a business system. As man began to ac-

quire property, the need arose for the

orderly trade of that property and for

systems of accounting to keep records of

transactions. With it, some men began

to specialize as bookkeepers and mer-

chants and thus business began. But with

its invention and the amassing of property

and goods, man needed a way to protect

these things of value so the Egyptians

invented crude locks for their storerooms

that were opened by large metal keys.

Since that time keys have symbolized

protection in business.

12 -
16



B. "A List of Keys"

The kind of "keys" which we are going

to talk about today are no less involved

in protection. These "keys for success-

fully running a business" are intended

primarily to help you protect your invest-

ment and then to increase and hold onto

that investment.

At SBA they think these keys are so impor-

tant that I am going to ask you to make a

list of them today. Perhaps you'd like to

actually write out your listthose things

that you think will most help you operate

a successful business--and at the end of

the day I'll tell you what I would put on a

list as the most important "keys" and then

we can compare our lists. There are some

blank pages in the folder we gave you if you

want to make your notes and actually write

out the list.

- 13 -
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C. "Goals for Workshop" To get the most of this Workshop, we

THE KEYS TO SUCCESS should set some goals.

1. How to Start Successfully

2. How to Prevent Waste of Financial
Resources

3. Fundamentals of Management

4. Use of Outside Counsel and
Assistance

Workshop Purpose V-2

1. "How to start suc- A first goal for our Workshop is to find
cessfully"

out the things that one should do to start

a business successfully. As you will soon

see, a good beginning is an especially im-

portant "key to success".

2. "How to prevent
waste of financial
resources"

A second worthy goal is to give you some

some answers on what you can do to prevent

a waste of your financial resources. The

operation of a small business these days is

fraught with financial pitfalls. We hope you

will leave here today with some knowledge of

the financial traps that have often weakened

or destroyed young businesses. That knowl-

edge will help you avoid the mistakes of others.

3. "Fundamentals of. Third goal of our Workshop today is to
management

provide you with some fundamental
- 14 -



4. "Use of outside
counsel and assis-
tance."

(Turn off projector!)

practices of good management. Even

though we don't expect to give you a

complete management course today, we

hope to alert you to some proven useful

practices that you can add to those good

management techniques you have already

learned in business as employees or

supervisors.

And our fourth and final goal for this ses-

sion today is to tell you how you can make

use of outside counsel and assistance to

help accomplish business success. You

may have heard that "advice is cheap" but

whether or not you believe that, "infor-

mation is priceless"! And we will hope

to not only give you some valuable infor-

mation today but tell you where you can go

to get more business knowledge.

There you have the four goals of Workshop.

As you can see we've set a big job for

ourselves so we'll have a full day, if we

are to accomplish these goals.

- 15 -
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D . Goals Make
Success

1. Set goals

MT= 41C1egrarly-
1121Neifi3Liiewl

sityl-tt?brz.

Workshop Purpose V-3

(Turn off projector !)

2. Analyze goals

Workshop Purpose v-4
(Turn off projector

3. Define goals

But I would like to take just a minute to

talk about goals for business, generally.

If there is one "key" idea that you put

down on your list today, I hope it is that

success is best achieved at anything you

do if you set some clearly defined goals.

It seems that no matter what it is we

undertake to do--whether it's attend a

workshop or go into business--we need

direction for our efforts. Without some

specific accomplishment to achieve, we

are too likely to waste effort or plod

along aimlessly. You have to be going

somewhere to be successful.

I don't mean setting some broad goal like

being "a big success" or "a millionaire".

What I mean by setting goals for business

is to carefully analyze what it is that

would represent a realistic goal for you

to achieve at some future datenext year,

or next quartersometime not in the too

distant future. Then define that goal in

- 16 -
20



4. Plot course of
action

Workshop Purpose V-5

E. "A Case in Point"

1. A sports example

some specific termsthe gross volume

of business, a specific dollar amount of

profit or whatever--and then carefully

plot a course of action on what things

you will have to do to accomplish that

goal. If the incentive is strong enough

and you are willing to really work to get

it, you'd be amazed at the degree of

success you will probably receive.

I don't have to talk about business to

illustrate the point. Take sports for

instance. The literature about the great

athletes is filled with stories of success

because the individual involved set some

specific goal that meant so much to him

that all handicaps and hardships fell

away in the determined effort to reach

the goal.

Take the young Glenn Cunningham as an

example. Here was the case of a child

born in poverty,



2. An SBA example

handicapped by injuries received in a

fire.

The doctors said that Glenn Cunningham

would never walk, that he would remain

a cripple for the rest of his life. The

rest you know. A burning desire to be-

come a great athlete, not only to walk

but to run, made Glenn Cunningham one

of the greatest Olympic track stars this

nation ever produced.

Set goals for yourself in business and be

determined that you are going to reach

them! Like Glenn Cunningham you will

find resources in yourself that you didn't

even know you had.

So let's get started on finding out some

more about what these keys to success

are. We can begin by talking about a "key"

dear to my heart. One key to success in

business, at least we hope, is the Small

Business Administration. It's important,

- 18 -
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(Arrange for lights to be
turned out immediately
and for the film to be
shown. NOTE: Be sure
projector is threaded and
amplifier turned on to
avoid delay. )

we think, to have you know what and who

is the Small Business Administration.

The range of services and the purpose of

SBA are important to the small business

community so we've prepared this 13

minute motion picture film to answer

some questions you may have. It is

called "A Case in Point". Could we have

the film, please?



THINGS TO DO

IV. The Ignition Key

(Be at the podium as soon
as the film music fades out.
Set a happy mof d. Carry
with you the "ignition key"
sign identifying the next
lecture. )

(Hand the "ignition key"
placard to the oncoming
presenter..

MASTER OF CEREMONIES - 3
(time: 30 seconds)

WHAT TO SAY

There you've had the commercial, let's

get on with the show.

Remember we are talking about "keys to

success in business". And like the keys

to locks, keys to success are prepared

by locksmiths, too. I'd like you to meet

one of our "locksmiths" now, Mr.

who is



THINGS TO DO

CONTENT OUTLINE

V. The Ignition Key

(Take the "ignition key"
placard from Master of
Ceremonies and hang it
on the podium. Look at
the placard and then turn
to the audience.)

A. The Key Is You
NE KEY IS YOU

Ignition Key V-1

"The Ignition Key" - PERSONAL FACTORS
(time: 20 minutes)

WHAT TO SAY

Ignition keys are what most of us think

of for getting cars started. Of course,

sometimes cars won't start. I heard of

a lady who was stalled in traffic one time.

She sat there turning the key but nothing

happened. No matter what she did the

car just would not start again. Of course,

the impatient motorist behind her began

hoking his horn. So the lady quietly got

out of her car and went back to him and

said, "Sir, my car won't start. What say

you go up and turn the key and I'll sit back

here and do the honking?"

Well, it takes an "ignition key" to get a

business started, too, and to keep it run-

nhig. The "ignition key" in your business

has to be you. Honking won't get a busi-

ness started. It takes the right key with

the right characteristics to make a

- 21 -
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(Turn off projector !)

B. Does Many Jobs

Ignition Key V-2

(Turn off projector 1)

business go. In other words a would-be

owner has got to have the personal char-

acteristic factors to run a business or

else the business will stall and may even

have to be abandoned right there in the

middle of all that business traffic.

Success or failure in small business de-

pends almost totally on the strong or weak

characteristics of the owner. In most

small firms, the owner is the business.

The chances are that when you go into a

business, it will be you who'll make the

decisions, you'll issue the orders and then

check to see that they are carried out.

The owner of a new business usually fills

many jobs. He handles purchasing and

inventory, directs, or more probably,

does the selling himself. The owner keeps

the books, handles employee complaints

and in many cases the owner may even be

the entire work force. In a small busi-

ness, the owner truly is the "ignition key"

that makes the business go.

26
- 22 -



C. Personal Objec-
tives

1. Desire to be own
bos.s

PERSONAL OBJECTIVES
IN STARTING OWN BUSINESS

1. Desire to be Own Boss

2. Desire to Use Special Skills

3. Opportunity to Buy or Inherit a
Business

4. Security in Having Own Business

5. Greater Profit and Increased Income

6. Retired and Wishes to Keep Busy

Ignition Key V-3

But it takes more than the key--even the

right key with all the right characteristics.

Like an automobile there has to be some

power behind the key. In a business the

power comes from the owner's motivations.

You don't start a business unless you've

got some reason to do it--some motivation

to be a business owner. The Small Busi-

ness Administration has done a study to

find out why people go into business.

Here's a list of Personal Objectives that

people gave for going into business for

themselves. I'm sure you'll find some

that are familiar, but these are by no

means all the objectives served. The first

objective that this study found was:

desire to be one's own boss. It's a part

of the American Dream, I think, to want

to be independent and to determine one's

own economic destiny. Some experts say

this is a distinguishing American charac-

teristic--the drive that makes Americans

23
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2. Desire to use
special skills

the most resourceful and successful

people on earth.

The second personal objective in starting

a business is a desire to use special

skills. This is literally the age of the

specialist. People specialize because of

talent that they have or training that they

have received. There is a natural desire

of people to do or continue to do what they

do best. Often a person is almost forced

to go into business for himself in order

to practice his skill at all. There may

not be a suitable place for the skilled per-

son in another firm. Somehow or other,

often inadvertently, the skilled person

finds people in need of his services and

all of a sudden he is in business for him-

self..

3. Opportunity to buy A third objective or reason is realized by
or inherit a business

an opportunity to buy an existing business

or to inherit one. Most people at some

time in their life face a decision about

- 24 -



4. Security in hav-
ing own business

5. Greater profit and
increased incoine

buying into a business. An owner dies

and a relative may be asked to take over

or perhaps a salesman's customer tells

him about a business for sale. Unfor-

tunately, this objective misleads many

people into the wrong business.

Another objective in starting a business

is to achieve security. It may seem

strange to you that anyone would seek the

responsibility associated with ownership

as a matter of economic security. It is

popularly held that working as an employee

offers greater security than being in busi-

ness for one's self. . But a great many

people become business owners, often

quite successfully, because they had been

subjected to layoffs and cutbacks when they

worked as employees.

A fifth objective, common to many busi-

ness owners, is the desire to obtain greater

profit and increased income from one's

own labors. The profit motive lies deep

- 25 -



6. Retired and wishes
to keep busy.

(Turn off projector!)

in the fabric of American capitalism.

The right to earn a profit is a freedom

which we enjoy and one which moves

many people to "go it on their own".

A sixth reason why people choose to go

into their own business is retirement

from a career but they want to keep ac-

tive and busy. Our growing longevity

and good health work in an opposite direc-

tion from the widespread practice of

mandatory retirement at some specific

age. It is only natural that an active

person wishes to continue a productive

life and chooses a business of his own

after his age prevents ready employment

in other firms. Usually such businesses

are based on the hobbies or prime inter-

ests of the retiree and like all endeavors

benefit greatly from the enthusiasm that

the owner generates.

But in spite of these excellent objectives

which singly or collectively motivate a

7 26 -
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WHY 13,514
BUSINESSES FAILED IN 1965'

Neglect 3.8%

Fraud 1.8

Lack Experience in Line 9.9

Unbalanced Experience 21.4

Lack Managerial Experience 18.8

Incompetence 41.3

Disaster 1.2

Unknown 1.8

'Patterns for &matelot Monasing Business, Dun & Orodstroot,
--Frow York, 1967.

Ignition Key V-4

person to go into business, they alone

are not enough to guarantee business

success. An automobile has its power

when it has a battery, but this alone

won't make a car go.

Our Keynoter has already told you that

"three out of four businesses that start

today won't even be in business two

years from now." The question is why?

Well, the evidence shows that failure is

largely a matter of personal factors--

the very things we have been talking

about. In 1965, Dun and Bradstreet

made a study of 13,514 businesses that

failed that year. The biggest cause by

far was "incompetence", 41.3 percent.

And notice that 21.4 percent failed for

lack of balanced experience, 18.8 per-

cent because of a lack of managerial

experience and 9.9 percent failed be-

cause they lacked experience in that

line of business. In other words,



(Turn off projector !)

91.4 percent of the business failures

studied--12, 552 individual businesses--

failed because the business owners

lacked the personal characteristics

which it takes to operate a business

successfully.

- 28 -
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1%404

J.

Alm

I'm sure that in most of the cases in the

study there was good motivation, at

least at the start.

D. Why Businesses Fail So why did all those firms fail? Well,

here again other studies give us additional

proof. One study of grocery store failures

showed that 60% of the owners had had no

previous management experience. Forty

percent of the restaurant owners had no

previous experience, and neither had

44% of the filling station operators.

CAUSES-OF BUSINESS FAILURES

Neglect of Business

Fraud

Disaster

7/ Other

POOR MANAGEMENT

Ignition Key V-5

(Turn off projector.)

1. Need training

So it's pretty evident, isn't it, that busi-

nesses fail from lack of experience? An

interesting sidelight on this is that those

who were successful in business invari-

ably had some kind of management back-

ground although not necessarily in the

same kind of business.

In view of all of this we can certainly con-

clude that one personal factor which must

be considered is management training. I

would urge every prospective business



.4

owner to postpone his plans for owning a

business until the time comes when he

has obtained actual management experi-

ence. Of course, if the experience is in

the same line, so much the better.

2. Ignorance of busi- Still another study done for SBA showed
ness operation

that a second reason for frequent failures

is that the failing firms did not attempt to

study and evaluate profitable opportunities,

cost factors, sales volume, competition

and marketing factors. In other words,

businesses often fail because of the

owner's ignorance of his own business

operation. But don't think for a minute

that such evaluations of a business are so

complex that the average beginning busi-
.

nessman is bound to fail because he can't

do it. On the contrary, the reason seems

to be that the unsuccessful businessman

just didn't botherit wasn't that he

couldn't study the factors that his business

depended upon.
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a. study periods
every day

b. Study costs,
prices, scheduling

3. Other factors

4. Personal char-
acteristics

The best advice I can think of in this

respect is, when you do go into business,

set aside a specific period of every single

day for planning and evaluation. Prefer-

ably these times will be uninterrupted

morning hours when you are well rested

and not caught up in the problems of the

day. If you get in the habit, right from

the start, of spending some time studying

your costs, prices, scheduling, and asking

yourself questiOns about them, you'll be

adding the important evaluation ingredient

we are talking about.

There are still other reasons why busi-

nesses fail, such as too little capital,

poor organization, obsolescence of prod-

ucts or machinery, poor personnel prac-

tices and a lot more. But those are things

you will hear about in other sessions today.

Suffice it to say for now that among the

very important reasons for business fail-

ures is the owner himself--the personal

characteristics we started talking about.
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E. What Makes a
Good Business
Manager

1. Personal Char-
acteristics

By the same token, we have only to look

at any successful business to see that an

important part of its success comes from

the personal ability of the manager or at

least from those qualities in some person

in a position of authority in the firm.

Well, for that one, SBA went to success-

full small businessmen themselves and

asked for a list of the personal character-

istics which were most important to busi-

ness success. The list is worth consider-

ing. Before you decide to be an owner-

manager, ask yourself whether you will

work long hard hours; whether you have an

understanding of others; if you are willing

to take a chance; whether or not you can

take it when the going gets rough (as it

certainly will at times); whether you are

the kind of person who tries to do the right

thing; whether or not you are honest;

whether you are good at making decisions;

whether or not you are a good salesman or

can become one, and finally whether or
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(Pick up Rating Sheet and
show it to the audience. )

a. Rating scale

not you have the spirit that it takes to

meet competition?

I think I would add one personal factor to

this excellent list. That is that a good

manager keeps up with what is going on.

We'll have a lot to say later about keeping

an open mind about ways of doing things

and going after the information you need

continually to make a success of business.

But let's carry this matter of personal

factors for business success a little

farther. In yoUr folder you'll find a single

page that is titled: "Rating Scale for

Evaluating Personal Traits Important to

the Proprietor of a Business". At the

bottom left hand side it should say SBA

Form 593. When you find it take it out.

Has everyone got it handy?

This l'tting Scale was built up out of a

study of many small businessmen who

started like yourselves. Studies over a



(1) self-test

number of years have shown that these

are the traits that most often lead to busi-

ness management success. They are

listed down the left column: initiative,

attitude toward others, and so forth.

Do you want to find out how you stack up

as a potential business manager ? Well,

this self-test may help. Let's fill it out.

Take that line "initiative". Notice that

under the line for initiative is a series

of descriptions. At the left it says,

"additional tasks sought; highly ingenious";

then over to the right it says, "resource-

ful, alert to opportunities" and then far-

ther over "regular work performed," and so

on. Well, pick out the statement there that

best describes your initiative. And mark

an "X" or a check mark over the statement

that best describes you. If you think

you're between two of the statements put

the mark there.
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Be honest about your answersthese are

for your private use only so no fair copy-

ing what the other guy puts down. After

you've picked a place to mark your "ini-

tiative" drop down to the line that says

"attitude toward others" and find the state-

ment to the right which best describes you.

Notice if you will that the statements are

matters of degreethe most positive

statement to the left. Any questions so

far? Now, go on to "leadership". Are

you an order giver? A driver? Or are

you "forceful"? If you don't think you fall

exactly on any one of them, Maybe you'll

want to put the mark in between. Is

everybody with us so far?

Well, let's take a few minutes and mark

the rest of the Rating Sheet. (Allow 5

minutes for the participants to answer all

the Personal Traits.)

Is everyone finished? Well, take this

rating sheet home with you. You may



(2) evaluation

wish to ask another person to give their

evaluation of your personal characteris-

tics. Hopefully, most of your marks will

lie well to the left hand side of the Rating

Sheet. That would be a pretty good indi-

cation of your personal qualifications for

running a successful business.

But don't necessarily give up if you find

that a few marks end up over toward the

right side. You might still be able to

achieve success but it will be harder. One

thing no one has ever successfully mea-

sured is motivation. Enough of it and you

may become what the psychologists call

an "over achiever", one who succeeds

beyond their basic abilities. Of course,

even a very high score on the Rating Sheet

is no guarantee and it takes a great deal

more than the personal qualifications to be

a success.

One way you might use this rating scale is

to locate your definite weaknesses. Maybe



THE MON KEY

Ignition Key V-6

(Leave projector on as you
leave)

you'd do well to find an associate or an

employee who is strong on the points

where you are weak. Nobody said you

can't start an ignition with more than

one key, providing the lock is designed

for it.

Let me sum all this up by saying that

before you invest your and others' sav-

ings in a new enterprise, it is wise to

take a long, hard look at your own abili-

ties. Can you honestly say that you will

make a profitable business manager?

Will you be the ignition key to make your

business go? (Pause)



F
THINGS TO DO

(Turn off projector with the
cartoon slide.)

VI. Coffee Break

VII. Financial
Factors

MASTER OF CEREMONIES - 4
(time: 60 seconds plus coffee break)

WHAT TO SAY

Well, we've made a good start on getting

together our keys for business success.

But I think we've earned a coffee break.

Coffee is available at

The restrooms are located at .

It is now o'clock and we will

start again promptly at . So

please return promptly. Thank you.

ALLOW TIME FOR COFFEE BREAK

It looks like everyone made it back. So

let's continue looking for. the keys to

success.

The next gentleman you will hear from

is going to talk about one of my favorite

subjects--money. I am pleased to intro-

duce from our

Let's hear how money is a key to success.

42
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THINGS TO DO

CONTENT OUTLINE

WI. Financial
Factors

(Take the key placard with
the session title and hang
it up on the podium.)

"The Golden Key" - FINANCIAL FACTORS
(time: 30 minutes)

WHAT TO SAY

Every time I get before a group like this,

I can't help remembering the words of an

old farmer whom I encountered about the

time that I finished college and thought I

knew everything. He said to me, "If

you're so gol-darned smart, how come

you ain't rich?"

Well, my subject today is "Financial Fac-

tors in Starting a Business" and I want to

start by saying that I am neither rich nor

do I know everything there is to know about

financing. In fact the more I study the

subject, the more convinced I become how

little anyone really knows this subject

because it is so complex and ever-changing.

But I have specialized in the subject now

for years and I do know that being

smart about financial planning may not

make you rich but it will certainly help

you hold on to what you've got.
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Golden Key V-1

(Turn off projector !)

A. Need for Capital

As you can see by the title of this ses-

sion we call financial factors the "Golden

Key" to success in business. It is sig-

nificant I think that of all the reasons for

business failures, the most common one

is simply that the business didn't have

enough money to sustain the life of the

business. A little while ago you heard

some excellent ideas about what it takes

to be a successful businessman. We said

to you that you've got to have good reasons

for going into business and then you've got

to have the personal traits that it takes to

run a business. But we've got a third con-

sideration to add to those--you've got to

have the initial financial requirements or

you will surely fail as surely as you would

if you lacked the ambition and the ability

to be a business success.

In fancy business language we say you've

got to have "capital" to run a business and

- 40 -
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CAPITAL REGUIREMBITS

1. FINANCIAL SUPPORT FOR YOU AND YOUR FAMILY

2. CASH TO SET UP AND START BUSINESS

3. MONEY RESOURCES TO OPERATE, GROW AND MEET

UNFORESEEN WEDS

Golden Key V-2

(Turn off projector!)

B. Personal Income
Requirements

(Hold up a copy of "Family
Cost of Living Budget"
Form 593)

what we mean is you've got to have

enough money or available sources of

money to do three things: provide finan-

cial support for yourself and your family;

(adequate cash) to set up and start the busi-

ness; (and money resources) to sustain

business operations, growth and to take

care of unforeseen money requirements.

Only the question is just how much is it

going to take you to provide for these

capital requirements in your business?

That is really what you are interested in,

isn't it, the answer to how much money

will it take? Well, let's find out.

During the coffee break I put a packet of

papers on top of each of your folders.

The top one is titled, "Family Cost of

Living Budget". Does everyone have

that page?

Even though I know you may not have all

the figures available with you now, I want



you to take a few minutes to fill out the

budget items approximately. Do it in

pencil for now. I think you'll find it in-

teresting to compare what you think the

items cost with the actual costs when

you check your records at home. If you

are like most people you'll find that your

actual costs are somewhat different from

what you think they are. That happens in

business, too, and that's one reason why

it's important to keep records on costs.

Well for now your estimated costs will give

you an approximate figure. So let's take

a few minutes now to fill out the Budget.

I'll be glad to help with questions.

(Allow 5 minutes.)

Everyone finished? If you're not, of

course, you can continue working on it

at home. But I recommend that you fill out



I

this form carefully. There are two good

1. determine invest- reasons. First, the total of those fig-
ment cost

ures is one of several that you will need

to determine what kind of money you will

have to invest in starting your business.

The second reason, I think, is equally

2 . determine operat- important. What you have just done in
ing costs

figuring your costs for operating your

family for a month is exactly the same

kind of information that you will need to

figure operating costs for your business.

We'll go into it more later but if you

would substitute "building rent" for "house

payment", "delivery truck" for "car pay-

ments", "equipment payments" for "ap-

pliance and TV payments", I think you can

readily see how this is exactly the same

thing that you do to forecast costs and

(Turn off projector!) cash requirements in business operations.

Well, what other figures do we need to find

out how much it will cost you to go into

business? We said earlier that the second

capital requirement was the cash needed



C. Initial Capital
Requirements

1. Fact finding

to set up and start the business. This

we can call "initial capital requirements."

To assemble this figure takes a bit more

doing and considerable leg work in gather-

ing the information. Let's go through the

steps of figuring the initial capital require-

ments for a florist shop. While this is a

hypothetical case and the figures them-

selves probably won't be important to

you, the method is what is important to

learn so that you will be able to do this

for your own enterpzise.

Of course, the first step in organizing a

business should be some fact finding. A

prospective business person should get

all the available information he can right

at the start. In the case of our florist

shop this would include the reading of



trade journals with special attention to

those articles concerned with financial

operations. Then I would urge the poten-

tial owner to interview some successful

florists, perhaps in another town where

he won't compete. Among those things

which must be learned are: what equip-

ment to lease or buy and how much it

costs, how much gross sales a shop like

yours might expect, what kind of profit

margins are involved in a successful

shop, and things like the going wages for

clerks and floral designers and just about

anything else that has a bearing on the

costs of operating a florist shop.

The suppliers of flowers and shop equip-

ment would be necessary contacts for

information. Here again, it would be ad-

visable to make a list of questions as a

master plan and then use every means

possible to get the information: write

letters, ask for appointments with
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Golden Key V-3

(Turn off projector !)

2. Fact finding
sheet

suppliers' representatives, and make

phone calls to get answers. You should

also contact the appropriate trade associa-

tion for information.

A good way to keep track of all this infor-

mation is to start a file. If you do a thor-

ough fact finding job you can't possibly

remember it all. Take plenty of time for

the fact finding and don't be satisfied with

the generalities--get specific bids on

equipment that you are interested in and

if some of your source material comes

from books or periodicals that you can't

keep, have copies made for reference.

Let's assume that we have already done a

thorough job of fact finding and that we've

got the information that we need. Let's

suppose, too, that we already have

selected a location and we know what the

rent will be and all the costs for licenses,

deposits and installations and that we have



(Hold up the Fact Sheet.)

3. Schedule

(Hold up a copy of the
Schedule.)

assembled all this information on a fact

sheet. If you'll turn to the page titled

"Florist Shop Financial Fact Sheet"

you'll see the kind of information we have

gotten together. Does everyone have the

Florist Shop Fact Sheet?

Note that we've put on the sheet even an

estimate of gross sales of $35, 000. Just

how to arrive at that figure takes a lot of

searching and fact finding in itself. You

set that figure after studying cost ratio

figures for your kind of business, or

working backwards, projecting the amount

of business you will have to have (based

on the ratios) to earn what you want. Of

course, the sales goal must be obtainable

for the market you plan.

Well, with these kinds of figures now avail-

able we can begin to assemble the costs.

Turn now to the page entitled "Schedule

of Furniture, Fixtures and Equipment".

Here is a list of the equipment we have



4. Capital require-
ment worksheet

a. monthly expenses

decided we will require. In the interest

of time, we have already put in the fig-

ures. Once again it is the method we

are interested in. The dollar amounts

are relatively unimportant here but when

you make your "Schedule of Furniture,

Fixtures and Equipment" the dollar

amounts will be most important. Are

there any questions so far?

Well, now we have a Fact Sheet and a

Schedule, so turn to the next two pages

which are entitled "Florist Shop Intitial

Capital Requirements Worksheet",

pages 1 and 2. On the first page you will

see that we have listed the items that make

up the monthly expenses for doing business.

These are divided up, you see, into head-

ings labeled "Sales" and "Gross Profit".

And under Gross Profit are headings for

"Fixed Expenses", "Controllable Ex-

penses" and "Net Profit". Under each

of these are the items that make up



b. Standard Industry
Ratio

(Hold up Standard Ratios)

those expenses. Take the first item on

the page, "Sales". Has everyone lo-

cated that? In the first column to the

right is the figure $2,916.17. That fig-

ure comes by dividing the estimated

annual gross of $35, 000 by the number

of months in the year, and $35,000 di-

vided by 12 comes to $2, 916.17. That

is simply the amount that sales must

average each month in order to reach

the $35, 000 annual total. To the right

of that is the column labeled "Industry

Ratio", which in this case, of course,

is 100%. In other words, all the ex-

penses for one month plus a profit will

equal the total amount of sales for the

month.

The cost of sales for that amount of total

or gross sales would be $1,356.83. You

may well ask how we got that figure, and

the answer is by learning the Standard

Industry Ratio for florist shops generally
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c. cost of sales

doing a business between $25, 000 and

$50, 000 a year. These ratios are pub-

lished for a number of businesses by

Dun & Bradstreet, Accounting Corpora-

tion of America, and in the case of retail

businesses like this one they are also

published by National Cash Register Com-

pany. If you are going into a manufactur-

ing or service business and the ratios are

not listed by Dun & Bradstreet or ACA,

then I would suggest that you ask your

trade association for the ratios. These

are most important.

In the case of our florist shop we find that

the ratio of Cost of Sales is 46.52%. This

is the average for florist shops of this

size across the nation and serves as an

estimate of what the cost will be for

flowers, supplies and materials, if our

florist shop is average. Of course, your

real cost of sales may prove to be differ-

ent but only experience will establish that

figure.
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5. Cash requirements In the third column of figures is listed the

Initial Cash Requirements for two months.

But here is a point that may confuse you.

The question most often asked is how come

the cash requirement isn't two times the

total inventory cost for one month? Well,

in addition to the percentage ratios for a

florist business, the Standard Ratio shows

that the average "Inventory Rate of Turn"

for a florist shop this size is 24.7 times a

year. Do you see where it shows that at

the bottom of the second page? Well, 24

times a year means that the inventory will

turn about once every 15 days. We can

assume at least some sales in the early

days of the business and therefore some

turnover of inventory. Otherwise, there

obviously wouldn't be any need for buying

new inventory if the beginning Mventory

didn't sell, even considering that flowers

are perishable. In any event, the number

of times that inventory turns per month



6. Gross profit

a. planned rent

divided into the monthly cost of sales

comes to $1,356.83.

The Gross Profit item is the difference

between Gross Sales and Cost of Sales.

Don't confuse Gross Profit with Net Profit

because all of the expenses and the Net

Profit have to come out of the Gross

Prof it .

On down the list of items, each one has

been figured by multiplying the Standard

Ratio for each item times the monthly

gross sales. Rent, for instance, would

be figured as 2.4% of $2, 916, or $70.00

per month. Now, someone is going to say,

"but if we already know what the rent will

cost we can use the real figure." And that

is correct. But if it were greatly differ-

ent from the Standard Ratio it might raise

questions about the planned rent. Let's

assume that the actual rent in our hypo-

thetical case is the same as the industry
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b. utilities and
insurance

c. taxes, licenses

ratio but you should give this attention

when you figure your own. If it were I,

I think I would do this part first, based

on Standard Ratios before I even got

around to finding a location. One of the

uses of a financial breakdown like this is

as a standard guide to the expenses that

one contracts.

Utilities and Insurance costs, you can see,

are figured in the same way as a percent-

age of monthly Gross Sales. And in the

right hand column we have allowed a

reserve for two months' rent and two

months' utilities. In the case of insurance

we've allowed a reserve for a full quarter

because insurance premiums are usually

figured and paid on a quarterly basis.

Dropping down to Taxes and Licenses,

you see that it was figured in the same way

from the ratios. However, note that we

haven't shown any cash requirement for

the item. The reason is that these items



II

1.-

b. utilities and
insurance

c. taxes, licenses

ratio but you should give this attention

when you figure your own. If it were I,

I think I would do this part first, based

on Standard Ratios before I even got

around to finding a location. One of the

uses of a financial breakdown like this is

as a standard guide to the expenses that

one contracts.

Utilities and Insurance costs, you can see,

are figured in the same way as a percent-

age of monthly Gross Sales. And in the

right hand column we have allowed a

reserve for two months' rent and two

months' utilities. In the case of insurance

we've allowed a reserve for a full quarter

because insurance premiums are usually

figured and paid on a quarterly basis.

Dropping down to Taxes and Licenses,

you see that it was figured in the same way

from the ratios. However, note that we

haven't shown any cash requirement for

the item. The reason is that these items



7. Controllable
expenses

are generally figured at the end of the

business year and will not require an ini-

tial cash outlay.

The same is true of Interest, Deprecia-

tion and some of the expense items under

the "Controllable Expenses". All we are

really saying is that these are items for

which we don't need immediate cash but,

of course, they are real expenses to be

paid over the long term. Well, as you can

see, this page when accurately completed

represents a valuable pool of information.

From it we can project our monthly costs

for doing business, the profit we should

realize from the operations and a sort of

beginning budget to serve as a guideline in

considering adding employees or other ex-

penses. But for our purposes right now,

we are primarily interested in the third

column of figures.



a. nonrecurring
expenses

(Hold up worksheet)

1) nine items

Remember, we set out to find out what

it costs to go into business and now we

have some realistic figures. If we add up

the Initial Cash Requirements we get a

total of $3, 064.13. This represents the

amount of money we need for starting the

business. But that's not all the money we

have to have. We still have the costs of

setting up. These we call by the fancy

title of "Nonrecurring Taitial Capital Re-

quirements". If you will turn to the second

page of the worksheet you'll see it listed.

Under this heading of "Nonrecurring Re-

quirements" you see there are nine items.

Let's go through each of them.

Item number one is easy. We'll assume

that in our hypothetical case the landlord

is going to provide the costs of redecorat-

ing so we have no initial costs there.

We get the amount for item number two

from the Schedule of Furniture, Fixtures



and Equipment which we looked at earlier

so there we enter the total, $4,500.

On item number three, let's assume that

the purchase of equipment includes instal-

lation so there again we get off easy.

Item number four is "Inventory Reserve"

in the amount of 35%. When a business is

first starting it is oft-1n found that custom-

ers want to buy things which were not in

the beginning inventory. Well, even though

we planned a cash reserve for inventory,

we need to have something extra available

in case of change. The figure of 35% of

the beginning inventory is used as a rule-

of-thumb. The figure could be less, but

in estimating financial needs it's best to

play it on the safe side.

Item number five lists "Accounts Receiv-

able". Let's assume that we learned in

our fact finding that florist shops in this

area extend credit to customers as a way of



building added business and providing cus-

tomer convenience. So we plan to offer

credit, too. This means we will have to

wait to receive some of our money. We

have also learned that other florists do

half or 50% of their business this way. So

we have to allow for this in our Initial

Capital Requirements. Fifty percent of

our monthly gross sales would be

$1,458.08, but let's round it off as an

approximate figure of $1,500.

Item six is for Utilities and Sales Tax De-

posits, and we've learned from our fact

finding that it will come to about $50, so

we put that down.

Item number seven is for initial advertis-

ing and sales promotion. As a new firm,

we have to let people know we are around

so we set up an allowance for some hand-

bills and an ad or two and maybe an

announcement card so we figure that will

all come to about $150.



Item eight, the rent, we have already pro-

vided for in the previous page, but the con-

ditions of our lease require a deposit of

one month's rent, so we have to show

that as a Nonrecurring Capital Require-

ment.

And item nine is the amount we will need

for petty cash so we put in $20.

When we add up these items we have a

total of $6,764 . 89.

Now, we've got some figures together that

we can realistically use to say how much

it will cost to start our florist shop busi-

ness. From page 1 of the worksheet we

got a figure of $3, 064.12 for Initial Cash

RequIrements to carry over, and if we add

that to the $6, 764.89, Nonrecurring Re-

quirements, we get $9,829.01. But we

are forgetting something. Remember, this

does not include any money for you to live

on. Well, we would have to add to that the



D. Importance of
Financial Factors

figure you got for your Family Income Re-

quirements back awhile ago, but one month

isn't enough, we'd better figure on two

months because it'll probably take us that

long to get even a very sound business

going well.

For the purposes of completing our example,

let's say that your Family Income Require-

ment was $800 per month. Well, that

amount for two months would be $1, 600,

so that's what we must add to the $9, 829.01.

Therefore in our hypothetical case of start-

ing a florist shop the total minimum amount

of money to go in business should be

$11, 429.01. You may need more for future

growth or emergencies.

That rather drawn out process is what you

have to do to find out how much it costs to

go into business. I doubt if many of you are

going into the florist business, and you



1. Seasonal ups
and downs

2. Check work-
sheets

should bear in mind that other businesses

have far different requirements. But

you need to go through all these steps.

Most retail businesses require consider-

ably more inventory than a florist shop, for

instance, and most manufacturing opera-

tions these days could not get off nearly so

cheaply.

It is also well to remember that many

businesses have seasonal ups and downs

and sometimes larger inventories must

be carried. In the case of our florist

shop, you'd want to make provision for

added inventory at Valentine's Day,

Easter, Christmas, Mother's Day or

other holidays. And, of course, you have

to plan for any unexpected expenses.

If you've already gone through the steps

we've talked about for your own business,

I would suggest that you use these work-

sheets to doublecheck to see if you have

provided for all the items. I would urge



INCOME ANALYSIS

Average Profit, $492.63

Golden Key V-4

3. Family expense

you also to have the figures checked by

someone in the line of business, say a

supplier, and to talk the figures over with

your banker and accountant, if you have

one.

And I recommend that you study these fig-

ures yourself until you are thoroughly

familiar with them. Examine every item

and ask yourself searching questions.

Let me give you a case in point that I think

sums up the need for studying these kinds

of figures. Go back to page 1 of the work-

sheet. Down at the bottom of the page we

show that the average profit we could ex-

pect on that amount of business would be

$492.63 per month. That is, if we ran

the business as well as average, we could

expect only that much money. And remem-

ber that we didn't allow anything for the

owner's "salary" on that page. Well, if

the owner's pay has to come out of profit,

only, where will the $800.00 per month

ug



(Turn off projector.)

family living expense come from? Surely

not out of $492.63 a month profit--it won't

go: Either the family will have to do all

the work and eliminate the $333.67 em-

ployee expense or find some other way to

make it pay.

Either this business is too small to sup-

port the family, or it is the wrong busi-

ness. The family with an $800 living ex-

pense requirement would be better off

investing the $9,829.01 in a safe place

with a safe return and not attempting this

business just now.

Well, that means we figured all that out

4. Learn facts for nothing. Perhaps, but isn't it better
instead of losing
money to learn the facts of life on paper before

you've lost your money? Now, you can

see why we say that Financial Factors

are the "Golden Key" to success in a

business:



MASTER OF CEREMONIES - 5
(time: 2 minutes)

THINGS TO DO WHAT TO SAY

CONTENT OUTLINE Our key ring and, hopefully, your list of

VIII. The Vault "success keys" is building up nicely.
Key

This next section, as you can see, is en-
(Hold up the "Vault Key"
placard.) titled "The Vault Key". Which oddly

enough reminds me of a story. It seems

that back in the days of the Christian Cru-

sades a wise and beloved king prepared to

lead his men off to fight in the Holy War.

But the king was worried for fear that

something might happen to him in battle

and that his kingdom would suffer at his

loss.

So the king called his closest and most

trusted friend to the throne room and

after swearing him to loyalty and com-

plete confidence, handed the friend a

vault key. The king told his trusted friend

that he feared for his life and wished to en-

trust the wealth of the kingdom to the

friend's safekeeping. The friend prom-

ised to do the king's bidding. So the king



Hand him the key placard
labeled the vault key.

said, "What you must do is keep this as

our secret. Use the key only if you hear

that I have been killed or if I do not return

in a year! In the storeroom of the vault

you will find all of the wealth of the king-

dom. With the gold, first pay all the debts

of the kingdom and then give half of what

is left to my beloved queen and the rest

divide equally among the nobles. "

With tears in his eyes the true and trusted

friend bade the king goodbye. But no

sooner had the king joined his forces than

his friend came riding up in great haste,

saying, "You have made a terrible mis-

take, sire. This is the wrong key!"

So now I would like you to meet my good

and trusted "friend", Mr.

who will tell you about Vault Keys.

6g9
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VIII. The Vault Key

(Take the placard and hang
it on the podium.)

A. Equity Capital

Vault Key V-1

(Turn off projectort)

"The Vault Ke " - SOURCES OF CAPITAL
time: 22 minutes)

WHAT TO SAY

You know something, the last time I heard

that story it was the key to the queen's

armor. But I like the way you tell it.

In the last session on Financial Factors we

heard about how to figure out how much it

costs to go into a business. But we're not

through with financing there. The remain-

ing question is where do you get the money?

Or as my friend Mr.

(master of ceremonies) would say, "Who's

got the key to the vault?"

Let me start by explaining that there are

two kinds of capitalequity capital and

borrowed capital. "Equity" capital is the

money invested in a business in return for

certain ownership rights. Equity capital

is a more-or-less permanent arrangement

and represents the basis for the firm's

financial structure.



1. Sources

For most new small businesses the ini-

tial equity capital is put up by the owner-

manager himself or by several owners if

there are more than one. The way that

equity capital is obtained is usually the

determining factor in the kind of business

organization that is formed because the

ownership arrangement is dictated most

often by the equity investment.

In the case of a sole proprietorship, the

owner almost always supplies the equity

capital himself. However, it is possible

to obtain outside equity capital from an

individual, a relative or friend perhaps,

but such arrangements do and should in-

volve certain firm agreements about the

lender's participation in management and

profits. The fact is that such arrange-

ments may really represent a limited

partnership whether the proprietor and

lender recognize it or not.



In the case of partnerships the equity

capital is supplied by the partners. We

won't go into the forms of organization

in detail now because that is the subject

of another session. We should note, how-

ever, that the partners do not necessarily

have to invest the same amount of equity

capital. Virtually any arrangement can

be made by agreement, preferably in

writing, between the partners.

But don't get involved in a partnership like

the one I heard about where one partner put

up the equity capital and the other put up

the experience, but at the end of five years

the second partner had the money and the

first partner only had experience.

Equity capital is invested in a corporation

by the purchase of security shares which

represent ownership units in the business

firm. As I said, you'll take up later the

relative merits of the types of business

organization. We'll just sum it up for
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B. Borrowed
Capital

now by saying that equity capital repre-

sents ownership in the business enterprise.

In answer to "where does equity capital

come from?" it comes from savings or

securities of the owners. Preferably the

owner-manager has plenty of his own

equity capital available but, of course,

the equity capital put into a business can

be supplemented by funds borrowed from

outside sources.

Those funds that are obtained on temporary

loan we call "borrowed capital". Gener-

ally, the larger the business the more

important borrowed capital becomes. As

I am sure you are aware, already, bor-

rowed money is supplied by the lender in

return for interest and a promise to pay

at some specific time in the future. Usu-

ally, the loan is "secured" or guaranteed

by a mortgage or lien on some real prop-

erty or asset or by "co-signers" who

- 68 -
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1. Sources

obligate themselves to pay if the borrower

defaults. This security behind a loan is

called "collateral".

If these words are unfamiliar to you I

would urge that you refer to the "Glossary

of Business Terms" in your folder. These

are the words that a banker or loan officer

will use and it's important that you have a

clear understanding of them when the time

comes for you to seek a loan. Don't be

like the feilow who was turned down repeat-

edly in trying to obtain a loan and said,

"There's no shortage of moneyit's

collateral that the banks are short of."

Borrowed capital may come from a number

of sources. A loan may be granted by a

local bankthat's the primary source of

borrowed capital for a small business.

Banks are followed in importance by sup-

plier or "trade" credit, friends and rela-

tives, small loan companies, insurance

companies, the Small Business



2. Rules

RULES FOR BORROWING

1. Maintain Control of the
Firm

2. Avoid a Heavy Debt
Burden

3. Shop for Loans
Vault Key V-4

a. maintain control
of firm

b. avoid heavy debt
burden

Administration, and in some cases by

other Government agencies, and, also,

by SBA licensed Small Business Invest-

ment Companies or SBIC's, as we call

them. We'll go into these major sources

of borrowed capital later..

Regardless of the source of borrowed

capital, I would urge you to follow three

important rules, if you can. First accept

terms that allow you to maintain control

of the firm. Otherwise you may find you

are not really in business for yoursell.

Second, avoid a heavy debt burden. The

borrowed money has to be paid back some-

how so you have to have good prospects

for paying it back and any interest you

pay is profit you will never earn.



c. shop around

(Turn off projector!)

C. Commercial
Banks

The third rule for borrowing money is to

shop around for it. Interest rates and terms

vary and you want the most favorable you

can get. Think of borrowing capital as

"renting the money" and shop as thoroughly

for it as you would to rent an automobile

or a piece of machinery.

As I said earlier the major source of bor-

rowed capital is a local commercial bank.

A commercial bank is simply a business

corporation organized like any business

to earn a profit. The services that a bank

sells to its customers are now widely var-

ied but its principal services for business

customers are: 1) to act as a depository

for the protection of business funds; 2) to

cash checks and transfer of various busi-

ness instruments; and 3) to loan money for

short term needs or for long term improve-

ments.

- 71



Commercial banks, generally speaking,

are more interested in making "short

term" loans for a few months or a year

at most. Banks, because of their need

like any other business to turn a profit,

1. Short term loans look more favorably on the short term

a. secured loan. It brings in a higher rate of inter-

b. unsecured est and as a short term transaction turns

the money over at a faster rate. Banks

are strictly bound by banking laws, too,

and must keep a certain percentage of

their loans of a more temporary nature.

These short term loans are of two types:

the secured or collateral loans we men-

tioned earlier and unsecured or "charac-

ter" loans. In the first type you may be

asked to pledge life insurance, securities,

equipment, real estate or some other

asset belonging to you or the business.

In the second instance, your signature is

all that is required. Here the loan is

made on the basis of your managerial

ability, your financial reputation and on



2. Long term loans

LOAN PREREQUISITES

1. YOUR PERSONAL AND BUSINESS

REPUTATION

2. ADEQUATE RECORDS

3. SUITABLE SECURITY

Vault Key V-5

the bank's evaluation of the soundness of

your proposition. There are other special

types of business loans made on the basis

of accounts receivable, contracts or inven-

tory but those are seldom of interest to

the beginning businessman so we won't go

into them here.

In addition to these short term loans of a

year or less, banks do on occasion make

"long term" loans. These are harder to

obtain for the reasons just mentioned and

almost always will involve the pledging of

some major asset. Interest rates for

loans vary with the availability of money,

the size of the loan and the payment period,

and the banking laws under which the bank

operates.

The three most important prerequisites

for borrowing from a bank are: 1) your

personal and business reputation which

determine, in the eyes of the banker,

your ability to make a success of the



(Turn off projectort)

D. Good Bank
Relationship

-

-

business; 2) adequate records, which

you'll hear more about later; and 3)

suitable security.

One of the most common problems of

small business owners is lack of under-

standing where commercial banks are

concerned. There seems to be an actual

fear of banks that is all too common with

the new business owner. It all stems, I

suppose, from a kind of mystery which

used to surround banks. There was a

time when banks had a kind of solid, for-

bidding appearance and bankers were often

characterized as cold, suspicious people

who seemed to delight in turning down

loan applications and talking in a strange

language that was difficult to understand.

To the credit of the banking profession,

they have taken many steps in recent years

to change this image. But regardless of

what you may have felt about banks in the

- 74 -



1. Essential part
of community

2. Start bank rela-
tionship before
business

Vault Key V-6

3. Choose for
services

past, I would urge you to establish a good

relationship with a bank. Remember that

a bank is an essential part of every com-

munity. While their first duty may be to

protect the deposits of their customers,

banks are vitally interested in the com-

mercial success of the areas which they

serve.

I would suggest that you start a relation-

ship with a bank even before your business

is started. Not only will this establish you

as a business-like person and help you if

you need a loan later, the banker can give

you much valuable, expert advice and help

you get the information you will need to be

successful.

I like to think of a modern bank as a kind

of "supermarket" for financial services.

And like choosing a supermarket, you

should choose a bank on the basis of con-

venience, availability of the services you

need or may need, and the prospect of

- 75 -
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4. Banker is per-
sonal friend

a. personal finances

b. Business details

c. meet obligations

your building a close working relationship

with the banker assigned to your account.

The actual choice of a bank is a personal

matter, of course. But once you have

made the choice there are some things

that you can do to keep a good relationship.

First, show the banker good faith. Many

small businessmen are reluctant to dis-

cuss personal financial matters with the

banker, but you must think of the banker

as your financial friend, the same as a

doctor is your medical friend.

Second, have the banker learn the details

of your business operation and keep him

supplied with a continuous flow of your

financial information. Even if you don't

think you need a loan, things may change

and this background information will make

your chances for a loan much more favor-

able.

Third, keep up your good relationship

with your bank by meeting any obligations

'131



d. plan ahead

e. get advice

E. SBA Loans
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Vault Key V-7

promptly. Even if it is no more than the

prompt submittal of a statement, your

good faith will be well demonstrated.

The fourth thing that you should do to ce-

ment your banking relationship is plan

ahead, financially. If there is even the

remotest prospect that you will need financ-

ing at a future date, let the banker know it.

And finally, you can help yourself and

your banking relationship by seeking your

banker's advice on planned expenditures

or major changes in the business.

It is only fitting, I think, since this is a

Small Business Administration Workshop

that we talk next about SBA loans. Or as

one Workshop member once said, "Now,

we get down to the nitty gritty. "

Like most things involving money, it seems

that the loan program is cause for misun-

derstanding. Too many people have the

idea, Pm afraid, that all you need to do



(Turn off projector. )

1. Purpose of SBA
loan program

a. loan criteria

is walk into the SBA with an idea and

presto you walk out with a big check.

It's a bit more involved than that.

In the motion picture which you saw a

little while ago was an example of the

Small Business Administration's loan

program. As you saw, one of the prime

reasons for the SBA is to help small,

deserving enterprisers obtain financing.

It was not the purpose of Congress in

passing the Small Business Acts to set

up competition for banks. Quite appro-

priately the loan program is designed to

help businessmen qualify for bank loans

and when those are not available, and

only when they are not, then

help them obtain the

loan by guaranteeing it. Congress was

very specific about the criteria for loans.

These loans may only be granted to a

"small" business and the law goes to

considerable lengths,



b. restrictions

IVO
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again as you saw in the film, to es-

tablish what constitutes a "small" busi-

ness.

These loans may be made for construction;

conversion or expansion of facilities; for

the purchase of machinery, equipment,

facilities, supplies or material and for

working capital. Maturities can range up

to 15 years for construction of facilities,

and up to 10 years for other fixed assets.

Working capital loans are usually limited

to six years.

There are certain types of loans which

SBA is not permitted to make, such as

to bail out creditors, to newspapers or

radio stations, for gambling establish-

ments or for temporary business ventures.

Restrictions are also placed to prevent

loans for speculation or where the money

will be used to establish a monopoly or

any other purpose not in the public interest.
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c. General qualifica- Generally, to qualify, an applicant must
tions

first try to get two local banks to lend

the money. If the banks are unwilling or

unable to make the loan on their own,

the applicant should determine if they

would make the loan under an SBA guaranty

up to 90% or $350, 000, whichever is less.

If not available under the guaranty, then

SBA can consider taking part of the loan

on a participation basis of 75% or $150, 000,

whichever is less. Normally, if he still

could not qualify, then he could have ap-

plied for a direct loan to his SBA field

office. However, due to Federal fiscal

restraints, SBA has had to discontinue

SBA CREDIT REQUIREMENTS the acceptance of direct loan applications

under the regular business loan program.
1. Good Character

2. Ability to Operate Successfully

3. Have Enough Own Capital to Add

4. Sound Proposition

5. Good Prospects to Repay
Vault Key V-8

-

The prospective borrower must still demon-

strate his qualities as a credit risk. SBA

requires that the applicant be of good

character; that the businessman has the

ability to operate a business successfully

- 80 -
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d. objectives

(it takes more than money for success,

remember ?); that the applicant has enough

of his own capital to add to that provided

by the loan so that he can operate on a

sOund basis; the owner must demonstrate

that his proposed loan is of sound value;

and the prospects for repayment of the loan

must be present.

These legislative requirements mean that

regular SBA business loans are generally

secured loans. They also mean that the

SBA is obligated to look into the applicant's

integrity, management ability and past or

prospective earnings.

It should be clear that the SBA financial

assistance program is tied to national or

local objectives. Because these are funds

in the public trust, emphasis is placed on

using them where they will do the most

good: to generate economic growth in

designated unemployment or poverty areas,

to help our foreign balance of payments

- 81 -
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e. EOL loans

deficit, to meet some Government pro-

curement need, or where the loans will

meet some local condition or need.

Along this line the Congress gave SBA a

special loan program for the economically

and socially disadvantaged whereby special

considerations are applied to those who

qualify. These Economic Opportunity Loans

are made to applicants on a relaxed credit

criteria basis. The applicant must demon-

strate the ability to operate a business

successfully. There must also be a reason-

able assurance that the loan can be repaid

from the earnings of the business. While

character is of more importance than col-

latervl, every applicant is expected to have

some of his own money or other assets in-

vested in the business.

Economic Opportunity Loans are limited

to $25,000 with terms up to 15 years.

These loans are available on a guaranteed

basis, in participation with banks and other



a

lending institutions, or directly from

SBA. The interest rate for these loans

fluctuates. Currently, for direct SBA

loans, the interest rate is 6-5/8%.
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f. SBIC loans

F. Trade Credit

1. Define

2. Beware

There is another source of capital that

is related to the SBA program. Long

term financing for plant, equipment and

other capital needs may be obtained from

one of the Small Business Investment Com-

panies which are licensed by SBA. Time

won't permit us to develop all the informa-

tion about SBIC loans, but the SBA office

located at

will be glad to give you more information

if you are interested.

What is probably the most often overlooked

major source of borrowed capital is that

provided by trade financing. Trade credit

is simply that financing involved on loan

from your suppliers. This may be in the

form of 30 to 60 day open credit on inven-

tory but may involve installment loans on

equipment or furnishings which you buy.

But I would warn you to beware of trade

financing. Most of us can generate more

credit than we can safely use. As one
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3. Types

a. secured

b. unsecured

old business friend of mine used to put

it, "You can lose your shirt by putting

too much on the cuff. "

Trade credit, like bank loans, is of two

types--secured and unsecured. The

secured commercial or trade credit re-

quires a formal contract or "note" much

as in the case of the bank loan. Usually,

as a new customer of a supplier you will

be asked to sign such a credit instrument.

It is as binding as a bank note and requires

the same concern for prompt payment.

The unsecured commercial credit is

usually on an informal basis with an under-

standing that the account will be paid in a

specific number of days. In spite of the

simplicity and relative ease with which

you can purchase on an unsecured basis,

don't overstock just because you can buy

on credit. Your credit reputation is im-

portant as long as you remain in business

and anything you do to damage it will surely

cause you troubles in the long run.
- 85 -

90



4. Long range costs

36.5%

Annual Loan

Interest

Vault Key V-9

By the same token, avoid the temptations

offered to have the most modern equip-

ment just because of your ability to buy

for 20% down and the rest in installments.

The interest charged on such transactions

may be quite high and may add too greatly

to your cost of doing business. Of course,

make use of trade credit where it is ad-

vantageous to do so. It can be a valuable

adjunct to your capital requirements. But

don't overlook what the use of such credit

may cost you in the long run.

A case in point is what happens when you

lose a potential cash discount in order to

extend the Ayment period to 30 or 60 days.

First of all the early payment of invoices

will help your credit rating. But what is

more important is that the failure to take

a trade discount may mean you realize far

less profit than you could. A 2 percent

discount may not sound like a big thing,

but when you consider that is 2 percent

- 86 -
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G. Other Sources
of Capital

1. Personal

for just 20 days' time and if you multiply

that by the number of 20-day periods per

year, you are talking about 36 percent.

That's a high rate of interest and the aver-

age business owner would be far better off

even borrowing the money from a bank at

6 or 8 percent annually and taking the dis-

count.

There are still other sources of borrowed

capital that we should talk about in pass-

ing. You may have a rich uncle with money

or an older friend with savings he may wish

to lend or invest. This type of borrowing

is quite common, and for the time being

may be the only source available. Some-

times such loans are made with no definite

date of repayment and even with a deferral

of interest.

But anyone considering such a personal

loan must carefully consider what implica-

tions such a loan involves. Business

927



2. Other institu-
tions

ventures don't always fare as well as ex-

pected and one must consider what hap-

pens to the personal relationship then.

There is the possibility, too, that the

friend or relative will use this financial

obligation to impose business decisions

which are against the owner's wishes.

A business loan should be handled on a

strictly business basis--at arm's length

if possible. Many unwary owners have

lived to regret their personal sources of

borrowed capital.

There are still other lending institutions

where one might obtain financing. Among

them are savings banks, small loan corn-

panies, insurance companies, factors,

business firms and state and local devel-

opment companies, but these are minor

sources for business. They generally

operate along the lines of commercial

banks in the granting of loans.

- 88 -



I

..

Ow

..

-

-

H. Financial Man-
agement

1. Analyze financial
records to make fi-
nancial decisions

2. Explain and empha-
size "Personal Finan-
cial Statement"

(Hold up the "Personal
Financial Statement". )

But regardless of where your initial capi-

tal requirements come from, the need

arises to properly manage the finances

of the company. It is the never ending

responsibility of the businessman to use

his capital wisely. This is really a two

part problem. First you must know where

you stand by analyzing the financial records

that your business generates. Then you

must use the information in making finan-

cial decisions. Later you'll have a chance

to examine the various types of records

that a business needs to carry out its

operations and for the owner to manage

his finances.

I think I can demonstrate what I mean,

though, by considering just one such

record. In your folder there should be a

page that is labeled "Personal Financial

Statement". Has everyone got one of

these? This is a statement of financial
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(Turn off projector !)

information that you will need before you

go into business and certainly before you

secure almost any kind of loan. What

this is is simply a list of your assets,

here labeled "I own", anianother list

that represents your personal liabilities,

in other words, what you owe. Tonight

when you get home, take out your records

and carefully fill out the form, being care-

ful to include everything. When you have

the two totals of the lists, then subtract

the total of what you owe from the total of

what you own. The difference should

prove very interesting because that will

be a statement of your net worth. Your

net worth, of course, is the total equity

capital that you have available.

Well, when you get that figure for your net

worth, go over the items in the statement

very carefully and analyze them to deter-

mine how much of your assets you could

afford to put into your new business enter-

prise. Remember that you've got to leave

950 -



enough for emergencies and you've got to

keep those things which your family needs

to keep on operating. And then write down

that figure as the maximum you could

afford to invest in business. Then take a

long hard look at it. Will it represent

enough equity capital for you to justify buy-

ing or starting the business that you want?

Then discuss the statement and your plans

with your wife (or husband). That's very

important if you are planning a business

because it will surely affect her, too.

Between the two of you go over that avail-

able investment figure very carefully. Ask

yourselves if you really can afford the in-

vestment and talk about what would happen

if the business does not prove to be a suc-

cess or if the family has an illness. If

you do these things you will be doing the

job of financial management we were talk-

ing about: getting the information you need

and then making financial decisions.
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An interesting point here. If you look at

that Personal Financial Statement and

change the "I own" and "I owe" titles to

"Assets" and "Liabilities" and move the

"My net worth" figure over under the

"I owe" column and change its name to

"Owner's Equity", you would now have a

business balance sheet and could use vir-

tually this same form to figure out the net

worth of your business. And if you did,

you would use it the same way I just talked

about to manage your finances: consider-

ing expenditures, determining how much

you can set aside, and whether you've got

your capital where you can use it best.

Well, we started out talking about the "key

to the vault", and then we told you about

several keys and several vaults. But when

you finally get down to the one "key to the

vault" in the success of a business, you'll

find that key really only exists right here

in this single piece of paper and what you

do with it.
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THINGS TO DO

IX. Lunch

MASTER OF CEREMONIES - 6
(time: 30 seconds)

WHAT TO SAY

According to my watch the time is

. It seems obvious that if

we are to take the advice of our last

speaker we should do some planning for

lunch. (At this point the Master of Cere-

monies suggests places for the Workshop

attendees to eat and sets a time for a re-

turn to the sessions. )



THINGS TO DO

X. The Skeleton Key

MASTER OF CEREMONIES -
(time: 1-1/2 minutes)

WHAT TO SAY

You know, I got to thinking about what

said this morning about

borrowing money. It reminded me of the

shrewdest businessman I ever heard of .

It seems that this businessman went in to

see his banker and asked for a one year

loan of $10. Well, the banker thought this

very odd, but because the businessman

was such an important customer he said

that he would grant him a loan at 8% inter-

est. The wealthy businessman readily

agreed but insisted that he wished to post

$50, 000 in Government bonds as security.

The banker said that no collateral was

necessary, but the businessman insisted.

At the end of the year the loan and interest

were dutifully paid off. But the banker

chided the businessman for making such

a small loan. To which the rich business-

man replied, "But how else could I keep

those bonds in a safety deposit box just for

800 a year?
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You see, financial planning is important.

But then, so is organization. Organiza-

tion is the "Skeleton Key" for success in

business. Meet Mr.

of .



THINGS TO DO

CONTENT OUTLINE

X. The Skeleton Key --
Organization and Planning

(Take the key placard
with the session title
and hang it up on the
podium).

A. Basic Ownership
Skeleton

How Will You Organize?

PROPRIETORSHIP*

PARTNERSHIP

CORPORATION

Skeleton Key V-1

(Turn off projectorI)

B. How To Organize

"The Skeleton Key" -
ORGANIZATION & PLANNING

(time: 15 minutes)

WHAT TO SAY

A skeleton key, according to the Modern

Locksmith Manual, is one with such a

wide cut design that it fits practically any

single level locks. It is in other words a

universal key. Well, in that sense, the

term fits my subject very well, because

if there is one overall, universal key to

business success it surely must be organi-

zation and planning.

Also, of course, we think of anything that

is a skeleton as being the basic structure

upon which the thing is built. Here again

is what I'm going to talk about because the

basic framework of a business is what pro-

vides its initial strength. The three basic

ownership skeletons around which you can

build a business are the single proprietor-

ship, the partnership, and the corporation.

Which of these three skeletons will you

choose? What ought you to consider in

481
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I. Consult expert

Skeleton Key V-2

(Turn off projector !)

2. Make decision
only with full
knowledge

the choice ? Well, all those questions

can't be answered in a single session and

maybe not even in a whole Workshop. So

I would suggest, in fact I would implore

you, to consult an attorney or an account-

ant before you finally make your choice.

Any decision that you might make on the

basis of fragmentary information could

have serious consequences for you later

regarding profits, taxes, liability and

succession. So consider yourselves suf-

ficiently warned. If that isn't enough let

me remind you that a skeleton also means

"poison".

However, I will give you some of the more

important factors about the ownership or-

ganization of businesses for you to con-

sider at this time.

fa-



C. Factors in Owner-
ship Organization

1. Proprietorship

Please note that I said OWNERSHIP or-

ganization. We should start by avoiding

any confusion between the "operating" or-

ganization and the "ownership" organiza-

tion. The two are, of course, related

but operating organization is the system

you use to run a business while the owner-

ship organization is the system you use to

establish legal ownership of the business

and protect the equity capital which finan-

ces the business. We'll talk about operat-

ing a business a little later but for now

let's talk about ownership organization.

The simplest and most common system of

ownership for a small business is the in-

dividual or sole proprietorship. Here

ono individual sets up and operates a

business in his own name. He has title

to the business, makes the decisions,

and makes it go out of his own know-how.

Going into a sole proprietorship is rela-

tively easy. It requires only that you
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a. advantages

Proprietorship Advantages:

Simple to start

No legal fees

Low license fees

No business income tax

Little government control

Centralized control

Profits not shared
Skeleton Key V-3

obtain whatever licenses that may be re-

quired, rent the space, purchase equip-

ment and supplies, and you are in busi-

ness -- providing, of course, that you

can attract customers for whatever you

have to sell.

There are some obvious advantages to

the sole proprietorship. As we've said,

it is simple to start (or to terminate).

No legal fees are required to start busi-

ness and generally license fees are low.

Perhaps much more importantly, income

tax is not levied on the business, and busi-

ness is relatively free from government

control. Proprietorship is by nature the

ideal method of centralized control be-

cause the owner is free to make all the

decisions. This means he can make deci-

sions quickly, can be as flexible as he

wants to be, and can carry out whatever

methods he wants as long as they are

legal.



(Turn off projector !)

b. disadvantages

Proprietorship Disadvantages:

Terminates with death

Difficult to raise capital

Unlimited liability

High risks
Skeleton Key V-4

Then, too, profits need not be shared

with anyone and there is great satisfac-

tion in the achievements of the business.

But by the same token, this one-man

type of ownership has obvious disadvan-

tages. To begin with, the business ter-

minates at the death of the owner.

Then, too, the personal nature of the

business makes it difficult for the owner

to raise additional capital on which to ex-

pand. The capital is generally limited

to the owner's savings, the money he can

personally borrow, and the earnings of

the company.

Perhaps the biggest disadvantage comes

from the fact that the ownership requires

unlimited liability for business debts, in-

cluding all the personal assets of the owner.

In short, the risks are greatest in the

operation of a sole proprietorship.



I

2. Partnership

a. general

The second type of ownership organiza-

tion for a small business is the partner-

ship. A partnership is formed when two

or more individuals make an oral or writ-

ten agreement that they will jointly hold

title and will jointly assume responsibility

for the operation of a business. This is

often referred to as a "general" partner-

ship and the partners both (or all) partici-

pate in the business.

limited There is another type of partnership ar-

rangement called the "limited" partner-

ship where one or more partners are ac-

tive in the business and the others, often

called "silent" partners, do not partici-

pate.



c. advantages
Partnership Advantages:

Simple and inexpensive to form

Relative freedom from government control

Availability of capital

Personal abilities complemented

Profits taxed only as personal income
Skeleton Key V-5

Like the proprietorship, the partnership

is relatively simple and inexpensive to

form. The legal requirements are much

the same except that the agreement be-

tween the partners must meet the require-

ments of state law.

In the partnership there is again relative

freedom from government control. The

most prominent advantage is that more

capital is available through the combined

resources of the partners. Money is usu-

ally easier to borrow because partners

share debts.

By the same token, personal abilities are

complemented. Partners may offer the

advantage of different management or

technical specialties toward the conduct

of the business. Like the proprietorship,

company profits are not taxed, except as

income of the partners.
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(Turn off projector !)

d. disadvantages

Partnership Disadvantages:

Disagreements

Responsible for partners

Terminates at death
Skeleton Key V-6

(Turn off projector !)

Still another advantage is the relative flexi-

bility involved in a partnership. Decisions

can be reached readily, without legal in-

volvement, providing the partners agree!

Needless to say, partners do not always

agree, and this is one disadvantage of a

partnership. Another is that each general

partner is fully responsible for all the ac-

tions of other partners. The personal

assets of each general partner (though not

necessarily those of the silent partner)

are involved in the debts of the firm.

Like the proprietorship, the partnership

is automatically dissolved with the death

or withdrawal of a general partner.

In short, the partnership's greatest asset

and greatest liability is mutual trust.

I'm reminded of the two partners who went

fishing together. Halfway to the lake one

partner said they should turn back because

he forgot to lock the vault. But the other
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3. Corporations

partner said there was no need because

they could watch each other while they

fished.

The point is that partnerships, even be-

tween the closest of friends or relatives,

should be based on firm commitments

drawn up in writing by legal specialists.

Such agreements should set forth the re-

sponsibilities and obligations of the part-

ners, state how profits and losses are to

be shared, and under what conditions the

partnership may be dissolved. These

agreements, along with trust, make a

partnership work.

The third kind of ownership organization

for a small business is the corporation.

It is usually made up of a number of stock-

holders who share ownership on the basis

of their investments in securities or stocks

called "shares".
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a. advantages

Corporation Advantages:

Stability

Simple ownership transfer

Limited personal liability

Favorable money resources
Skeleton Key V-7

Corporations are formed by the granting

of a document called "articles of incorpo-

ration". State governments apply strict

regulation to corporations and grant them

many of the rights exercised by individual

proprietors. In effect, the corporation is

a kind of artificial personage whose powers

to make decisions and conduct business

are entrusted to corporate officers chosen

in compliance to state laws.

The corporation is the most stable of all

ownership organizations because its exis-

tence is not dependent upon the lives of

the owners. Ownership is changed simply

by transferring shares of stock.

The owners of corporations enjoy limited

liability -- the assets of the owners are

never involved in the indebtedness of the

corporation beyond the shareholder's in-

vestments in the firm.

Of course, the main advantage of an incor-

porated firm is the ability to assemble



(Turn off projector !)

b. disadvantages

Corporation Disadvantages:

Filing fees

Legal requirements

Limited flexibility

Amount of government control

Taxes on firm
Skeleton Key V-8

(Turn off projector !)

large amounts of capital in order to form

sizable business operations.

But there are still drawbacks to a cor-

porate firm. There are filing fees to be

paid and legal requirements to be met.

Also the purposes of the corporation and

its ability to change direction is severely

limited by the terms of the "charter"

granted by the state. The corporation is

subject to greater government control

than proprietorships or partnerships.

Taxes are generally higher in this form

of enterprise because there are income

taxes on corporate earnings and when

these earnings are distributed to stock-

holders the dividends are again taxed.

The most common kind of corporation for

small businesses is what is called a

"close" corporation where the stock is

held by relatively few individuals.
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D. Organization
within the business

1. Need for the
above

So we have the three types of ownership

organization for a business enterprise:

proprietorship, partnership and corpora-

tion. May I remind you again that there

are many things which affect your choice

beyond the relative advantages and disad-

vantages which we have mentioned. It is

very important that you discuss your

plans with a qualified attorney or accountant.

Picking the "ownership" organization, of

course, is not all the organizing one must

do to start a business. You need a system-

atic way of doing things and this means

that you need some kind of "operating or-

ganization"--some sort of management

plan that guides the company's activities.

Now some of you are going to say that for

your size business, at least at the begin-

ning, you won't need any formal plan be-

cause you will be there to run things.

Well, let me pass on to you the fact that

even one man businesses need an organized
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2. Steps to manage-
ment organization

STEPS TO MANAGEMENT
ORGANIZATION

1. State Activities

2. List Objectives

3. Separate Activities

4. Establish Authority

5. Assign Functions

6. Define Personnel

7. Prepare Organization Chart

8. Review and Analyze

Skeleton Key V-9

way of doing things or else they run into

trouble. Most businesses, of course,

have several or a number of people and

there need to be answered what each

individual is to do, who is in charge of

what and how work is to be accomplished.

If these things are left to chance, the

lack of answers are certain to cause mis-

understanding, to cause important work

to go incompleted and to cause costly

mistakes.

So let us see what is involved in organiz-

ing the structure of a business. The steps

are: to state the activities of business

operations, list the objectives of the enter-

prise, separate the activities into catego-

ries, establish or delegate authority over

each named activity, assign specific

functions to each activity (call them de-

partments or divisions, if you prefer),

define the personnel requirements to carry

out each activity, prepare an organization



(Turn off projector !)

3. An example

chart, and then review and analyze the

steps.

When should you do all this? Well, early

in the process of starting a business be-

cause you can't properly select a place of

business and hire personnel until you have

this structure in mind, and preferably

down in writing.

To take a typical example and show how a

new business is organized, let's consider

the case of a motor car dealer. This has

elements of a retail sales business as well

as a services business but by its nature is

somewhat like a manufacturing firm.

The prospective dealer states that his

activities will be: selling new and used

automobiles, servicing and repairing

automobiles and sales of automobile parts.

Then, he lists the objectives. Not just to

be a successful car dealer, but to be a

major distributor of some particular make,

to offer certain specific repairs and become

13.44



the town's leading supplier of these. And

perhaps to establish his firm as the sup-.

S.

S.

plier, not only of replacement parts for

the cars he sells, but perhaps to offer a

certain line of sports car equipment.

Having done these things, the prospective

dealer separates the activities into cate-

gories: sales, service and parts. Having

done this it seems obvious that the opera-

tions should be organized around these

three functions.

Now that the car dealer knows what his

firm is going to do, what its goals are

and the broad separation of activities, then

he can go down the list: establish what man-

agement roles will be required for each

activity, assessing functions for each

department to carry out and then define

what personnel it will take to do all this.

Then he must get this down on paper so

that it can be communicated. He might

do it as an organization chart. And then



E. Planning

having done all these things, he will re-

view and analyse the steps in order to

locate anything he has overlooked or any

potential problem areas.

I would urge that you go through these

same steps for the business which you

plan. Just by going through them, you'll

get a different perspective on how your

own business should be organized.

What all this amounts to, of course, is

the process of planning. The whole point

is that in order to succeed in business, it

is necessary to plan. By planning what I

mean is, looking into the future and ar-

ranging the steps to attain your goal.

But that isn't quite the end of the process.

In order to make plans work, you must

weigh them carefully and then
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get action by informing all people con-

cerned about the nature of the plans,

assign responsibility so that the action

will be carried out, and then direct the

activity toward the carrying out of those

plans.

As long as you are in business you are

going to find that this matter of organiza-

tion and planning really is a skeleton key

to successful business. But you can't

just consider organization and planning

when you start a business and then expect

it to carry you forward forever. As

businesses grow these skeleton keys tend

to get rusty and faulty. Many businesses

fail to succeed or fall below their potential

because they forget that organization and

planning is a constant management func-

tion which must be renewed periodically

in order for a company's skeleton to fit

its current needs and directions.



THINGS TO DO

XI. The Front Door
Key

MASTER OF CEREMONIES - 8
(time: 1 minute)

WHAT TO SAY

I read someplace that one of the hotel in-

dustry's leading problems is people carry-

ing off room keys. It is estimated that one

new key is made each year for every hotel

and motel room in the country. That's a

lot of keys'. They've licked that problem

in Europe, I understand, by securely fas-

tening room keys to such a large and un-

wieldy key ring or key tag that no one would

dare carry it off. These tags are mon-

strous, jagged things that no one would

want to put into a pocket, and because they

are so ugly everyone is reminded to turn

his key into the desk.

Well, perhaps we can learn from this

European business practice how to help

you remember this next key by having such

an ugly--I mean distinguished looking--

speaker that you can't possibly forget what

he has to say.

It's my pleasure to present to you now

Mr. wPo is



THINGS TO DO

CONTENT OUTLINE

XI. The Front Door
Key - Opportunity

A. Understanding the
"Front Door Key"

Front Door Key V-1

1. Two parts

a. choose "right"
business

1) let it choose you

"The Front Door Key - OPPORTUNITY
(time: 20 minutes)

WHAT TO SAY

Thank you so much for that flattering in-

troduction. Just remember, I'm going

to introduce you at the end of this speech,

so you'd better look out.

Today I'm going to talk about the "front

door" key to every business. The front

door key, in my opinion, is the oppor-

tunity for doing business successfully.

Let's face it. No matter what your busi-

ness is going to be, you are going to have

to have customers and some means of

contacting those customers in order to

succeed.

There are two parts to this front door key

to opportunity and they are choosing the

"right" business and selecting the "right"

location.

Well, how do you start by choosing the

right business? My answer to that is a

very simple one. If you are smart, you

will let the business choose you. Of



2) has good potential

course, I don't mean you should wait un-

til somebody taps you on the shoulder and

says, "Here's the perfect business for

you." What I do mean is that you will do

well to only consider going into a busi-

ness which by its nature fits your experi-

ence and personality and one in which you

are vitally interested. Remember, way

back there this morning when we talked

about why businesses fail, and what it takes

to make a good business manager? What

we said was that you have to have experi-

ence and be motivated for business suc-

cess, and the best way to do that is to

get in the kind of business which you know

something about and which "turns you on".

But that isn't all, because you have to

choose a business which has a potential

for success. Here again is where plan-

nhig pays off. Before you select a busi-

ness you need to know accurately how big

the market potential will be, the special

problems associated with that particular
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3) experience and
financing

4) whether to buy
existing firm or start
new one

Front Door Key V-2

business, and the long-term prospects

for business growth . If you do know the

answers to these questions and have ade-

quate financing, plus direct experience

in that line of business, then your

chances of success are much greater.

Let's assume that you have chosen the

"right" business and that you do have

adequate capital and adequate experience,

then comes the equally important task of

obtaining the business. (Suggest the SBA
book, "Buying & Selling a Small Business.)

Now comes the important question of

whether or not you should purchase an

existing business. It may interest you to

know of all new small businesses started

each year the statistics are almost equally

divided between those who acquire an ex-

isting business and those who start from

scratch to organize their own business

firms. In other words, nearly one-half

million new businesses are begun each

year and another half-million businesses



change hands. Obviously, the transfer of

business ownership or the purchase of a

going concern is very much a part of our

present competitive system.

The fact that a business is already estab-

lished does not mean, however, success

is guaranteed to the new owner. Even

buying a very successful enterprise is

no guarantee that the success will be con-

tinuous. The same careful analysis of

sales prospects, location factors, cost

factors, and capital requirements must

be made for the purchase of an existing

business as for starting an entirely new

one.

The importance of such an analysis, I

think, is beyond debate. Studies seem

to prove that too often little or no analy-

sis has been made of the purchased

firm's past history or future prospects.

In one study done for SBA by the Univer-

sity of Washington, it was found that 28
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percent of the businesses terminated

were continued under different owner-

ship. Of 2, 369 business terminations

studied, 663 businesses were trans-

ferred, and of these 205 had an annual

sales volume of less than $10, 000.

This would suggest that the buyers of

those 205 businesses made little or no

analysis of the firms which they bought,

because even if such firms could be

operated profitably the net profit which

one might expect could at best be a

poor return on almost any size of capi-

tal investment.

That is not to say that all businesses

which are being terminated are a bad

buy, or that one should avoid buying an

existing business. Many times the owner

of a successful business has died or

wishes to retire or has other good, suf-

ficient reasons for terminating a suc-

cessful business. However, a purchaser

should be wary of a business for sale



a) advantages

ADVANTAGES OF
BUYING A GOING CONCERN

1. Proven Location

2. Stock on Hand

3. Established Clientele

4. Advice of Previous Owner
Front Door Key V-3

b) disadvantages

DISADVANTAGES OF
BUYING A GOING CONCERN

1. Price May be too High

2. May Inherit a Poor Reputation

3. Location may be Poor

4. Equipment Outdated or Poor
I. Merchandise

5. Records May be Misleading
Front Door Key V-4

and be sure he understands fully the rea-

sons for selling the business and the

potential which the business offers.

Let us look, then, at some of the advan-

tages and disadvantages of buying a

going concern.

The advantages to buying a going con-

cern are the location of the business,

which has been proven, the fact that a

going concern will have on hand mer-

chandise and stock for sale. A going

concern will have an established clien-

tele, and it may be that the previous

owner will be willing to advise you in

getting started.

There are, however, some disadvan-

tages of buying a going concern. You

may pay more than the business is

worth if an accurate appraisal has not

been made. The previous owner may

have developed a poor reputation, both

with customers and suppliers. The



c) other factors

location may be poor, the equipment and

fixtures outdated, credit accounts long

overdue, or merchandise too old and of

poor selection. Then, too, the previous

owner may not be strictly honest concern-

ing past sales, profits, costs of operating

the business, local competition and other

matters.

Let's list the factors which must be

checked in order to successfully purchase

a going concern.

First, do you know the real reason for

terminating the business? While the owner

may say that he is in poor health or de-

sires to retire, he may be selling out be-

cause sales and profits have been declin-

ing.

Secondly, check on the company's past

sales and profits, preferably for a period

of several years, if possible. You can't

take anyone's word for it, but ask to see

the firm's books -- an accountant can be
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Front Door Key V-5

(Turn off projector!)

most helpful in making such an analysis.

Pay particular attention to trends in

sales and profits. Ask yourself, "no

the records show a stable business?

Does the business indicate a growth?

Are there any hidden factors to con-

sider?"

Remember, the owner should give you

access to all necessary information if

he is being honest about sales, profits

and other matters. It is quite ethical

to ask to see all records, including the

owner's income tax statements and bank

deposits to verify the records. You

should check with suppliers to verify

past purchases. If possible, talk to cus-

tomers to secure their evaluation of the

firm's reputation and service.

A third factor to consider in purchasing

a going concern is to study the operating

costs of the business. By using the

operating ratios which we talked about
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(Thrn off projector!)

this morning, you can compare operating

costs of the business being considered

against those that are average for the in-

dustry. Here again, you would be well

advised to ask the assistance of an ac-

countant.

A fourth and very important factor to con-

sider is the condition of equipment and a

stock inventory. Be sure that the equip-

ment will not need any costly repairs

and replacements and that the stock will

not have to be sold at a loss. Remember,

you are investing a considerable amount

of capital in stock and equipment, and be

sure that the figures listed do not repre-

sent an over-investment.

Finally, study the other tangible assets

which the firm lists which it may or may

not have. If the firm is selling its ac-

counts receivable, consider whether or

not they will be collectable. Consider

each item of the tangible assets as a sep-

arate item and evaluate it on its own
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merits. And don't forget the matter of

"goodwill" which is the difference between

the asking price and the cost attached to

equipment fixtures, inventory, and other

assets.

In the final analysis a question which must

be answered is whether or not the asking

price is worth the investment. Here cau-

tion should be exercised and the probable

return compared with other types of in-

vestments. Utilize the services of an

accountant and an attorney in making your

analysis -- to check records and past

operating experience, in checking prior

contracts and leases, in closing in the

deal and writing your own contracts.

5) franchises Another way to acquire a business is to

purchase a franchise.

A franchise is an agreement whereby the

company grants to an individual or a com-

pany the rights to deal in a particular line

of products or services. In effect the



a) advantages

Advantages of Franchise
4111

Risk is m in im ized

Training is provided

Chain operation benefits

Business plan is proven

Reputation is established
Front Door Key V-7

b) disadvantages
Disadvantages of Franchise

Loss of individual identity

Lack of being own boss

Limited control of growth

Investment requirements

Continuing obligation
Front Door Key V-8

franchisee becomes a dealer for the fran-

chisor. Buying a franchise is somewhat

like buying a going business because the

product line has already been established

and a reputation has been developed.

There are several advantages and disad-

vantages Lo be considered in purchasing

a franchise. The advantages are : that

the investor minimizes the risk of failure

because he receives training and manage-

ment assistance from a franchise com-

pany; that the owner has many of the ad-

vantages of a chain operation; that the

owner starts with a proven plan for suc-

cess; and the owner starts with a formid-

able reputation for his business.

However, there are disadvantages to be

considered. To begin with the individual

businessman loses identity as part of a

large organization. Then, too, the fran-

chise operator is not really his own boss

because he must agree to a set of rigid
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(Turn off projector!)

c) other factors

t

rules and often must subject himself to

supervision by the company. Franchisees

have little or no say in the future develop-

ment of the company and are limited in the

amount of expansion which they may under-

take. Also, there may be the disadvantage

of a considerable investment in stock and

a continuing obligation to purchase the

company's products.

Before buying a franchise, a potential in-

vestor shculd very carefully examine his

objectives and compare those against the

requirements of the franchise contract.

Like the existing business there are a

number of factors which the buyer should

consider before signing a franchise con-

tract. In this regard the assistance of

an attorney is most important. Among

the factors to consider are: whether or

not there is a franchise fee, how much

total cash outlay will be required; exactly

what does the purchase price include and

not include; the ways in which the franchise
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b. choose "right
location"

agreement may be terminated, and the

list of restrictions which the owner will

be subject to as a franchise agent of the

parent company. In addition the investor

would do well to find out all he can about

the parent company and its reputation for

doing business.

One would be well advised to talk to one

or more franchisees for the company be-

ing considered and find out just what

their experience has been. If possible

get a sample of the contract agreement

and have it analyzed by competent legal

counsel.

In any event, do not sign any agreement

until you fully understand all of its re-

quirements and you are willing to abide

by its provisions.

The next facet on the "front door" key of

business opportunity is the selection of

a proper location. Of course, if you buy

an existing business, chances are that

6 -



1) location factors

you inherit the location involved, and in

the case of a franchise, a parent company

may participate in site selection. If you

are starting your own business, of course,

consideration of locations will be deter-

mined early in the process.

The importance of location should not be

minimized. Indeed, the location is one

of the most important considerations in

the establishment of any business. Too

often a business will locate simply for the

reason that a vacancy exists at the oppor-

tune time.

How many times Live you seen "Vacancy"

or "Going Out of Business" signs appear

at the same location over and over again.

Poor management notwithstanding, very

often a poor location is to blame.

What are some of the important factors that

confront a small businessman in selecting

a proper location? First, let's look at a

few of these factors to be considered in
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2) factors in site
location

FACTORS IN SITE SELECTION

1. Customers

2. Buying Power

3. Transportation Convenience

4. Parking
5. Competition

6. Business Neighbors

7. Building
Front Door Key V-9

a) customers

a town. What is the history of your

type business in this town? Is the local

Chamber of Commerce well supported,

and does it represent the business c, Olt

munity as it truly is? What is the atti-

tude of the people and the businessmen

toward community service? Do the town's

civic accomplishments indicate that it is

a growing and progressive community?

But that's not all. Now, let's look at

some of the factors to be considered when

choosing a particular site or building for

a business.

As always in business, the first thing to

consider is the "customer". The first

question you must ask about considering

any location is what impact it will have on

potential customers. You must define

your trade area -- the territory where you

expect to find your customers. The trade

area may be a small neighborhood or

several states, depending upon your type

of business. But in any event, you must

- 128 -

133



b) buying power

(Turn projector off ! )

determine how the specific site in mind

will serve the needs of your customers.
.. .Analyze your planned neighborhood and

try to determine just what is happening

or will happen in the future. Get pro-

fessional assistance in determining these

factors by contacting the local govern-

ment, planning commission, or your

trade association.

Another factor in site selection is buying

power. This is particularly important, of

of course, to the retail business. The

key question is, do your potential cus-

tomers have the money to afford your

products or service? As a part of this

study you should determine what the

neighborhood buying habits are. Here,

old-timers in the area can give you an

idea of these factors. The more people

you talk to the more you will learn.

Sometimes conditions exist which are not

readily apparent but are a vital con-

cern to the success of the business.
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A case in point is Richmond, Virginia.

There the main street is a wide one

named Broad Street. The corner of

Broad and Sixth Street in the heart of

the downtown section is considered to be

an excellent business location due to two

department stores located on the south

side of the intersection. Together these

stores do an excess of $60 million annual

sales. However, on the north side of

Broad at Sixth Street, small businesses

have continually failed even though they

are directly across the street from two

highly successful stores. Why? For

many years the north side of Bi id

has been known as the "wrong side" of

Broad Street, and people were simply

prejudiced about shopping there.

Curiously, the reason goes back many

years when the north side of Broad Street

had a poor reputation while the south side

had many fine residential homes. Busi-

nessmen coming into the area for the

- 130 -

1135



(Turn projector on!)

c) transportation
convenience

first time would be completely unaware

of this and consequently might purchase

this seemingly excellent location without

checking on the buying or shupping

habits of the public. Now, do you Eee

why it's so important to get all the infor-

mation you can before laying your capital

on the line?

Another factor in site selection is trans-

portation. If you are in a retail business,

the availability of public transportation

may be important for location. If yours

is a manufacturing or wholesale business,

of course, truck and rail facilities are an

important consideration. In either event,

the ability of customers to reach you and

for you to transport goods to them is im-

portant to success. For selecting a site,

ask if there is a good system of primary

and secondary roads available. Retailers,

especially, will want to analyze the traffic

passing the proposed location. Good

planners will check the volume of traffic,

1356



d) parking

the peak periods, and the direction of flow

of traffic as an aid to planning the location

of the business.

Another important question to ask these

days is what is going to happen in the

future to transportation facilities. Are

new highways planned that will by-pass

this business area? Is a new system of

public transportation going to change the

buying habits? What factor will traffic

congestion play in the future of your busi-

ness operation?

Along these same lines and factors to be

considered is the matter of parking. In

this age of automobile travel parking is

a fundamental consideration for almost any

business. In the case of a retailer a park-

ing facility is the lifeblood. Studies have

shown that there should be a minimum

ratio of parking space to floor space of

3 to 1, and even 4 to 1 is preferred. Even

a manufacturer must consider the impor-

tance of parking, both for customers and

- 132 -

137



e) competition

(Turn projector off!)

employees. A good question to ask is

whether or not there will be land for ex-

pansion of convenient parking. Many a

small or strip-shopping center can't grow

or increase sales because of limited park-

ing. Only a change in zoning or the avail-

ability of new land can keep from choking

new growth. Studies have revealed that

shoppers will not walk more than 400 feet

from their automobiles. You will do well,

indeed, to consider the importance of

parking for your planned business opera-

tions.

The next point for consideration in site

selection is competition. Check the num-

ber of stores, or other types of business

establishments, that will be competing for

the same dollar as you. Put yourself in

the place of your customers and consider

what reasons there would be for the cus-

tomer to deal with you rather than with

the competition. In some communities

many stores of similar type locate close



to each other. For example, the jewelry

stores tn Philadelphia, or the fashionable

women's stores in New York City. In

these cases customers are in the habit of

going to those areas to shop and compare

prices. Competitors do very well side by

side. But generally, there is a limit to

competition density, and this must be con-

sidered. Another way to determine the

amount of competition would be to compare

the number of competitors with the national

averages. In your folders you will find a

form that's marked "Number of Inhabi-

tants Per Store" by selected kinds of busi-

ness. These are figures taken from the

Bureau of Census, U.S. Department of

Commerce. These figures are the aver-

age number of inhabitants per retail store.

Suppose that you wanted to open up a

records and musical instruments store in

a small city. Well, national averages show

that it takes 21,725 inhabitants to support

a music store. If you were considering
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f) business neighbors

establishing a business in a town of 50,000,

say, you would do well to reconsider if

there are already three such establish-

ments for only 50,000 people.

Another factor to consider in selecting a

site is the matter of business neighbors.

If you are a future retailer, certainly you

will want to check into the type of neighbor-

ing stores, both from the standpoint of

competition and also to determine the

quality of goods and types of customers

which your neighbors attract, because it

is likely that these will also be your cus-

tomers and they will have similar inter-

ests in quality of product. Of course, the

more people that pass your store the bet-

ter the chance of some of them coming in.

So if your business is not one that in it-

self is not likely to generate a large vol-

ume of traffic, then you would do well to

get close to one that does.

g) suitable building The final consideration in site selection

is the matter of a suitable building. You

flo
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2. Rules and
judgment needed

must determine if a proposed building is

suitable for your type of business. Gen-

erally, this is no place for a compromise.

Some points to check in regards to a build-

ing are the suitability of the space, the

strength of floors and supporting members

for the equipment which you will require,

the convenience of loading and unloading,

and the potential for growth. Be especially

careful about the zoning requirements for

the building involved. Do not sign any

lease until you are certain that your type

business will be allowed to exist at that

location.

All of these points must be considered in

depth in order not to make a mistake about

a location for your business. The cheap-

est rent is not always the most profitable,

certainly. The best advice regarding

selecting a location for any business is to

follow all of the rules you can find and

apply your own good judgment aftor you



have studied the factors as extensively as

you possibly can.

As you can see there is much to be con-

sidered in this matter of business oppor-

tunity -- what I have been calling the

"front door" key to business success.

All of the points we have talked about in

the last f;31:i minutes are important steps

toward successfully beginning a business.

Someone has said that it is a little bit

like hildng, you have to take a lot of deter-

mined little steps in order to reach your

destination.

You know, the wise man once said that

we learn gratitude from the ungrateful,

generosity from the greedy, and courtesy

from the ill-mannered. So I would like to

give you back now to the man from whom

I learned wisdom.
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XII. The Combination
Lock

MASTER OF CEREMONIES - 9
(time: 30 seconds)

Now, we're going to talk about a differ-

ent kind of key. In fact, when you get

right down to it, this isn't a key in the

usual sense at all. Yet it, too, is an .is-

sential ingredient in establishing a busi-

ness success. What we're going to talk

about now is the matter of business rev-
lations, taxes and insurance. We call

these the "combination lock",

Here to tell you about the combination lock

is Mr. , who is with
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THINGS TO DO

CONTENT OUTLINE

XII. The Combination
Lock - Business Regu-
lations, Taxes and
Insurance

"The Combination Lock" - BUSINESS
REGULATIONS, TAXES AND INSURANCE

(time: 10 minutes)

WHAT TO SAY

Perhaps you would be interested in how

the combination lock came to be invented.

By the late 1800's the art of lockmaking

had become highly refined, and many lock

manufacturers boasted that their locks

were foolproofthat they could not be

opened except by someone with the legi-

timate key.

In the window of one lock establishment

in London a lock was displayed with a sign

which said that it was absolutely burglar-

proof. To back up this claim, the sign

went on to say that anyone who could open

this lock without the key would be paid a

prize of £50, For more than a decade the

lock in the window went unchallenged, but

along came a locksmith from America who

said that he could open it that in fact he

could open any lock. To the amazement

of the lock manufacturers he proceeded to

pick the lock to prove his point.
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A. Matters to be
Lined Up

The locksmith's name was Yale, and the

feat which he accomplished set him to

thinking. Indeed, it seemed to him that

it was impossible to make any key lock

which could not somehow be picked by a

talented locksmith. There ought to be a

lock, he thought, which really was burglar-

proof. Out of this challenge he invented the

first combination lock, which didn't use a

key at all, but rather a combination of

numbers and a dial in order to cause the

mechanism to line up and then open the

lock.

My subject of business regulations, taxes

and insurance is a lot like a combination

lock because these are matters which must

be "lined up" in order for your business to

.:1 function and to prosper.

Combination Lock V-1

Every potential business owner must be-

come familiar with the various business

regulations, tax requirements, and insur-

able risks which will apply to the type of



1. Professional
.advice

business he intends to operate. These are

quite technical and even difficult subjects

to understand. And, since regulations,

taxes, and insurance requirements, may

vary by different state and city regulations,

we will not attempt to cover them in depth

during this Workshop, but we will indicate

the more important points which you should

investigate before starting your business.

Here again you should secure the services

of a c

insur

ompetent accountant, attorney and an

nce agent to advise you on these

matters.

Professional advice pays for itself by help-

ing you to avoid making mistakes. As you

have no doubt heard many times, "Ignor-

ance of the law is no defense." One of

the biggest shortcomings of all small

business owners today is their refusal to

seek outside advice. Remember that

seeking advice from professionals is no

admission of inability or ineptness on the
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2. Regulations

I REGULATIONS al

Combination Lock V-2

part of the business owner. On the con-

trary, it is a mark of good sense and in-

telligent management.

Do you know, for example, if the business

you contemplate starting will be considered

in interstate commerce ? If it is, then

you will be subject to Federal laws and

regulations in addition to state and munici-

pal regulations. Obviously, an attorney

must be consulted to help you make this

determination.

Bear in mind that existing regulations and

laws make no distinction between a small

business organization and a giant corpora-

tion when it comes to a matter of regula-

tory legislation. As a result, the same

burden of responsibility falls on a small

company as on a large one, and it is neces-

sary for the small business owner to be

familiar with these responsibilities.

- 1411-17
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a. licenses

b. laws affecting
business

c. employment
practices

1

Licensing controls and requirements are

imposed by both state and municipal gov-

ernments on certain types of business.

Local ordinances and health regulations

will also affect the conduct of your business.

Therefore, it is important that you visit

the agencies in the town in which you plan

to operate a business in order to find out

just what regulations and licenses will be

required in order for you to legally operate

a business.

Some laws determine the advertising and

pricing practices which may be prohibited

as a matter of consumer protection. These

laws change from time to time, and it is

necessary to get up-to-date advice as to

which of these laws will affect your business.

Also, there are laws which you must adhere

to regarding employment practices. All

states have laws setting minimum wages,

hours of work, working conditions, and

special laws regarding the employment of
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children or women. Also there is the mat-

ter of workmen's compensation laws,

which must be considered if you are to em-

ploy other persons.

My advice on dealing with the matter of

business regulations would be to start a

file of information just as you should start

files on information dealing with the man-

agement of your proposed business. Then,

I would contact the appropriate local agen-

cy and ask for a list of regulations affect-

ing your business. Your trade association

may be able to help in this respect and the

local Chamber of Commerce mLy have some

information available. Next, I would add

to the file by contacting the state agency

as to requirements and regulations. As

to the Federal level you should add to your

file information from the Internal Revenue

Service and from the Interstate Commerce

Commission if your business involves inter-

state commerce. Then, after you have col-

lected this information you should study it



3. Taxes

until you understand it, and even then seek

the advice of professional attorneys.

The next item which must be set on the

"combination lock" of doing business is the

matter of taxes. The taxes which must be

paid.by you and your business are many and

varied -- they are something which cannot

be avoided, so it's best to know in advance

what they are, how often they must be

paid, and what bookkeeping and forms are

necessary for full compliance with the law.

Here again, you must secure competent,

professional advice.

A most useful and helpful publication in the

field of taxation is this one called, "Tax

Guide for Small Business". This booklet

was prepared by the Internal Revenue Ser-

vice itself, and can be procured from the

Superintendent of Documents, U. S. Gov-

ernment Printing Office, Washington, D.C.

zip code 20042 . Also applications for this
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booklet can usually be found in your local

post office. I would certainly recommend

that you get this tax guide as a standard

reference for your business files.

The point to remember about taxes is that

you must take it upon yourself to find out

what taxes apply to your business and pay

them accordingly. Make a list of the taxes

which you will be required to pay, and then

to help assure that you meet the necessary

deadlines write in the due dates on your

business calendar along with planned dates

for preparing the necessary forms. Death

and taxes, they say, are inevitable, so the

best policy is to plan in advance to meet

all tax obligations.

While most people would think that any in-

telligent businessman would have adequate

insurance coverage, it is surprising how

many firms are wiped out each year because

of losses from fire, damage suits, or the



a . fidelity

b . burglary

death of a partner or major stockholder.

It is important that you analyze, with the

assistance of a reliable insurance agent

or broker, the risks which will be involved

in your business and the insurance cover-

age needed to minimize these risks.

Among the diverse kinds of insurance

which you might consider is the matter of

fidelity bonds. Employee theft represents

one of the largest potential losses of a

business and is several times the usual

loss involved in burglary or robbery.

Even though one is as careful as possible

in the selection of employees, mistakes

are made, and dishonesty sometimes re-

sults. Often embezzlement is difficult to

recognize, and many businesses have

failed as a result.

The next kind of insurance which a business

must consider is that of burglary or crime

insurance, which protects a business



c. workmen's
compensation

against outside criminal activities. In

other words, crimes committed by people

not connected with the business. The cost

of crime insurance depends on many fac-

tors, such as location of your business,

prevention measures which you employ,

and the types of safes and security equip-

ment which are used. In any event, there

is no substitute for this kind of protec-

tion, and you would do well to consider it

as one of the first orders of business in

establishing a firm.

Workmen's compensation and accident and

health insurance are pretty much of a re-

quirement if one is to employ other per-

sons in the firm. The law requires that

an employer provide his employees a safe

place to work, that he hire competent

supervisors and other employees, that he

provide safe equipment and tools, and that

the employer warn employees of any exist-

ing dangers. In most states the law requires

that the employer pay for injuries received



d. liability

e. other insurance

on the job and that the employee be com-

pensated for the loss of pay due to an in-

jury. Every employer needs the protec-

tion of workmen's compensation insurance,

and this is a matter which must be taken up

prior to the employment of any individual.

The next kind of insurance which a firm

needs is liability insurance. In conducting

any business there are dangers imposed by

the negligence of a businessman or his em-

ployees. Because negligence cases tend to

be decided heavily in favor of the injured

party, most businesses seek insurance pro-

tection against accidents which might arise

out of the business's operations.

There are, of course, many other forms

of insurance with special application to

specific businesses. If yours is a retail

establishment, you might be interested

in glass insurance. If you operate a fleet

of trucks, then you'll have an interest in

automobile and truck liability insurance.



B. Summary of
"Combination Lock"

It isn't possible for us to list all forms

of insurance. You will need to talk to

an insurance specialist about what you

might need to protect your business in-

vestment.

So there you have the "combination lock"

of a business enterprise. I would sum-

marize it by saying that every business

must be aware of regulations, taxes and

insurance. The best advice is to enlist

the assistance of professionals in these

fields and be pided by their recommenda-

tions. It all comes down to this--the only

way to open a combination lock is to know

the combination, and the people who best

know the combination to regulations, taxes

and insurance are the experts who special-

ize in these subjects. Let's hope that this

is a combination that you will never forget

as long as you are in business.



THINGS TO DO

XIII. The Control Key

MASTER OF CEREMONIES 10
(time: 30 seconds)

WHAT TO SAY

Well, our ring of keys for a successful

business is getting larger. So far we've

had an ignition key, a golden key, a vault

key, a skeleton key, a front door key, and

in the last few minutes a combination lock.

So what comes now?

The next key for discussion is the "control

key". I would venture to say this is one

of the most overlooked of all keys by new

businessmen, because by control key we

mean the records that a business must

keep in order to take stock of itself and to

plan ahead.

Here to speak to us about the importance

of records in a business is Mr.

who is with



THINGS TO DO

CONTENT OUTLINE

VIH. The Control
Key - Records

A. Importance of
records

"The Control Key" - RECORDS
(time: 14 minutes)

WHAT TO SAY

There's the story about a very rich busi-

nessman who was talking to his son's pri-

vate teacher. . The rich man said, "There's

no sense in teaching to count over 100 be-

cause he will always be in a position to

hire accountants to do his bookkeeping. "

"I know that, " said the teacher, 'but your

son will want to be able to count his golf

score at the country club."

No matter how you look at it, the matter

of keeping Records is very important to

the success of a business. The reasons

for records should be obvious, but it

bears repeating that a business cannot func-

tion properly without records. The reason

is that the records represent the property

involved in the conduct of business activi-

ties.

Business activities require not only the

matter of property but funds to purchase

additional property or negotiate whatever
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1. Records provide
facts for decision-
making

2. Records are
digest version
of facts

Control Key V-1

business is involved.

But in order to conduct a business, the

businessman must know the effect of

his business transactions on his property

so that he can make wise decisions regard-

ing his future operations. Among other

things a businessman must know whether

or not his proprietorship has increased

or decreased, and he needs to know at any

one time the total of his assets and the

total of his liabilities.

Therefore, a business keeps records which

are merely a digest version of the perti-

nent facts about the business's operations.

Interestingly, studies have shown that a

great majority of businesses which fail

are the ones which have failed to keep ade-

quate records, When you get right down

to it, the records show the businessman

whether he is making a profit, how much

profit he is making, and whether or not

his business is efficient and is growing.
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B. Kinds of records

Or if you want to look at it another way,

business records are the method by which

you determine the mistakes that you are

making and help you correct those mis-

takes so that they will not occur again.

What kind of records do you need? Well,

you need just enough records to analyze

your operations and guide you in making

intelligent decisions.

When people ask me what records they

should keep, I ask them what questions

they have about their business. Let's

just list the common questions which a

business man or woman asks about a

business and relate those questions to the

kind of records which can answer them.

1. Some questions I guess the most common question is,
to answer

"what is the business worth?" Having in-

vested in a business an owner naturally

wants some way of measuring whether his

worth is increasing or decreasing.



Another question is "are we making a

profit?" If the answer is "no", of course,

the owner wants to know why not so he can

do something about it. And even if a pro-

fit is being made, one usually wants to

know if it is as much as it can be and from

what part of the operations it comes.

Well, what other questions might a busi-

ness owner have? One I think rather im-

portant is "what do we owe and", of course,

"what is owed to us? "Surely we will need

some kind of records to indicate this.

Then a business owner wants to be able

to know "how much has been spent in the

operation of the business." It will be help-

ful to separate these expenditures, perhaps

into purchases and payroll expenses. Inas-

much as the government requires payroll

records, anyway, we should figure on

that as a separate set of records.

Still another question that a business per-

son might ask is, "how much money do we
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1

have?" And along with that, "where did

the money come from?" So we need some

kind of record of cash and a record of

sales receipts.

Of course, there are a great many other

questions which a businessman might ask

but let's just take these as an example of

the records which a business should keep.

To answer that first question on worth we

have the most commonalmost universal

record--a 'balance sheet" or what is

sometimes called a "financial statement. "

2. Balance sheet A business owner must have some way
(or financial state-
ment) of knowing his financial condition--what

changes have taken place in the conduct of

business. While the total records of a

business will show the specific details of

the operation, a broad picture of the firm's

financial condition is needed. Periodically,

usually once each month, a statement, or

'balance sheet" is prepared to show whether
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2. Profit and loss
statement

the firm is declining or improving

financially.

The balance sheet is simply a list of the

firm's assets, whether they be accounts

receivable, cash, equipment, property,

or whatever against which is measured

the firm's liabilities, or what the firm

owes. In effect, the balance sheet is a

simple, mathematical equation showing

what the business is worth, what its obli-

gations are and what the owner owns.

The usual form of a balance sheet is

simply two lists; on the left the assets

of a business, and on the right, a column

of the liabilities and the owner's equity.

Of course, in order to be accurate, the

assets and the liabilities, including the

owner's equity, should be equal.

To answer the "profit" question there is

ancither universal financial report for a

business called a "profit and loss state-

ment", or what is sometimes called
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PROFIT AND LOSS STATEMENT

THE BLANK COMPANY

JANUARY 1,196- to DECEMBER 31,196-

SALES $50,000

COST OF GOODS SOLD 35,000

GROSS MARGIN 15,000

EXPENSES 13,400

PROFIT BEFORE TAXES 1,600

TAXES 400

NET PROFIT $1,200

Control Key V-3

"income statement". In its simplest

form the profit and loss statement lists

the total sales, the cost of the goods sold,

minus the expenses incurred, minus the

taxes required in order to show the net

profit or loss for the business operations

during a specific period of time, usually

for one month.

The profit and loss statement or income

statement may take one of several forms,

but in essence is a statement of the total

amount of goods or services sold less all

of the expenses and costs levied against

those sales in order to determine profit or

loss from operations.

The purpose of the profit and loss state-

ment is to help the proprietor of a busi-

ness determine the efficiency of his

operation and to locate problem areas

for future planning. While the balance

sheet shows the overall gain or loss and

measures the growth of a business, the

profit and loss statement measures the
158 -
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short-term operations of the business

enterprise.

The most common method of measuring

profit is to find out what is called, "net

profit". This is usually figured on a

monthly basis by taking the total sales

for a month and subtracting from that

figure the "costs of sales". The cost of

sales is a total of all expenditures which

went directly into whatever was sold. In

the case of a retail store, this would be

represented by the figure gotten from

taking the opening inventory, plus pur-

chases for the period, less the closing

inventory.

When you know how much you have sold

and the cost of sales, you subtract the

cost of sales from total sales and the

answer you get is the "gross profit".

Then you must subtract all your expenses

from the gross profit to find out the "net

profit". That figure, then is the answer
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3. Accounts payable
and accounts receivable

you were looking for as to whether or not

you made a profit and how much it was.

On the questions of what is owed and what

is owed to the business, these are usually

answered by twin sets of records called

"accounts payable" and "accounts receiv-

able". The "accounts payable" record

is essentially a list of each of your sup-

pliers and the amount that is owed to each

of them. The accounts payable records

may take one of several forms but the

important thing is that they show all the

information, including the date of pur-

chases and payments and the cash discounts

taken for prompt payment.

The "accounts receivable" records are the

reverse of the accounts payable and show

a list of what each customer to whom you

have extended credit owes you. It too

should be a complete record of the account's

history, showing what was purchased and

when, all payments received and any

-05



discounts allowed. Needless to say, your

accounting must be accurate and current.

Records should never be left to collect

be;ore being entered.

Usually, the accounts payable and accounts

receivable records are kept in "ledgers"

which are merely a convenient way to keep

the lists and from which to summarize the

figures needed to determine assets and

liabilities for preparation of the balance

sheet.

Expenditures are usually recorded in what

is called a "cash payments journal". A

"journal" is a kind of running history of

transactions whereas a ledger is a working

record of an account. The cash journal

answers the questions about expenditures,

noting the date, the purpose and other

pertinent information.

4. Cashbook Often, the cash payments journal is com-

bined with a "cash receipts journal" into
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what is called a "cashbook". It gives a

running record of a firm's expenditures

and receipts. In addition to answering the

questions one might have about past re-

ceipts and payments, the cashbook gives

the firms's cash position--in other words

tells the owner how much cash is avail-

able

The form of the cash book is more in-

volved than our time together today per-

mits. However, I would urge you to seek

professional advice on setting up your

books and helping you interpret their

meanings on a regular basis.

5. Payroll record Earlier, we mentioned another kind of ex-
a.

penditure record that is important for

any business which has employees. This

is the "payroll record". You will need

to keep a separate page on each employee

which shows the gross and net amounts of

salary paid, the dates of transactions,

the amount of taxes withheld and where

applicable other withholdings. Such records
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6. Other records

-

are a requirement and must be maintained

for periods of time set by law.

However, quite apart from the legal re-

quirements, a businessman would have

sufficient reason for keeping such re-

cords. First, as a means of determining

the costs of doing business, but also as a

means of controlling those expenses and

proving the amounts paid in case of dis-

crepancy.

There are two other kinds of records

which a small business will almost always

keep. The first is called a "schedule of

depreciation". As business is conducted,

the equipment and furnishings of the firm

decrease in value. The businessman needs

to be able to calculate this decrease as a

means of helping him determine his net

worth. Besides that, the allowance for

depreciation has important implications

for the way taxes are figured on the busi-

ness.
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Depreciation schedules essentially are

lists of the major equipment and furnish-

ings which a company owns, a formula

for determining depreciation over a spe-

cified period of time and a record of how

much allowance has been made for past

depreciation. Here, again, the advice of

professionals is essential.

The other record which a businessman will

want to keep is called a "withdrawal and

capital record". In order to know that

important answer to how much the busi-

ness is worth, there needs to be a record

which shows what the owner puts in or

takes out of the business and a record of

transactions which affect ownership. In

the case of a sole proprietorship, this

account will be quite simple. Conversely,

the capital account for a corporation be-

comes considerably more difficult.

C. Summary There are still other records of importance,

of course. Completely apart from financial



matters there are personnel files to be

kept, documents to be filed and protected

and a large variety of business papers. In

a properly organized records system, the

records become documentation for your

other records.

However, the most elaborate system of

records would be utterly useless if the

business person does not put them to

work. Often it isn't the lack of records

that does a business in, but rather that

the management didn't utilize the informa-

tion available in the records.

Records need not be highly elaborate or

greatly detailed in order to be useful. In

fact, the more concise and efficient the

records are, the better they serve and

the less they cost to keep. But every

business needs records in order to survive.
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Control Key V-4

The reason we start out at the beginning

calling 'Records, The Control Key for

Business", is that records are the meters

which tell you how a business is going.

Only in monitoring these meters and tak-

ing appropriate action can you expect to

control the operations and future growth

of the business.

Someone has said that being in business

for yourself is a giant game. If that's so,

it's a game in which one must keep score,

and adequate business records is the way

to do it.
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THINGS TO DO

XIV. The Master Key

MASTER OF CEREMONIES - 11
(time: 30 seconds)

WHAT TO SAY

Up until now we've talked a lot about how

your start a business and many of the things

which you need to do to be successful in

it. But we have saved until now the sub-

ject of actually managing a business --

in other words, the things that you must

do in the day-to-day operation of the busi-

ness in order to succeed.

So now we're going to talk about the art of

management -- what we call the "master

key" to running a business. It is my plea-

sure to introduce to you now Mr.

who is
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THINGS TO DO

CONTENT OUTLINE

XIV. The Master Key --
Management

A. Meaning of

"master key"

nagemen:
IL

The N ssa ngredient For

mess S

Master Key V-1

_

"The Master ICey" - MANAGEMENT
(time: 15 minutes)

WHAT TO SAY

U you look up "master key" in the diction-

ary you will find that it says that a master

key is: "a key made so that it will open

several locks differing somewhat from each

other"; and it also says that a master key

is "something of key importance in the solu-

tion of a difficulty, problem or dispute".

U ever there was an appropriate descrip-

tion of good management, these definitions

seem to be it, because management is the

means of attaining business success even

though businesses differ from each other.

Certainly, management is "something of

key importance in the solution of a diffi-

culty, problem or dispute".

Most business failures, research studies

show, are due to poor management. In

other words, the business owner lacks

the ability to find solutions, organize

and plan, and control his business enter-

prise. There are many reasons for poor

management: lack of knowledge of



B. Art of Manage-
ment

how to operate a particular business;

little previous experience as a manager

of a business; unbalanced experience;

and finally just plain incompetence.

So let's spend a little time talking about

the art of management. Admittedly, we

have too little time and there is too much

involved to permit us to cover more than

a few of the more important aspects of

management. But do go away with this :

Management skill is the necessary ingredi-

ent for any business success.

There has been a great deal written about

managing a small business. Your library

is full of books on management techniques,

plans and organization. The SBA spends

a great deal of effort on management

courses, booklets and aids. It is simply

that all of the experts recognize the im-

portance of management know-how in run-

ning any kind of a business.
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1. Definitions of man-
agement

a. operational

b. administrative

What do we mean by managing a business?

Is it simply opening the doors in the morn-

ings, waiting on customers, placing orders

with your suppliers? And doesn't every

small business owner do these things every

day? Of course he does, but frequently

he's just going through the motions, he is

not managing. Good management is simply

a right way of doing things.

Management actually involves two differ-

ent kinds of activity. The daily operation

of the business, which we might call "oper-

ational management", involves such things

as purchasing, pricing, promotion, adver-

tising, credit and collections, inventory

control, record-keeping, and employee

relations. You can see that there are

many fields in which you must develop

competence.

The other kind of management activity is

what we call "administrative management".

This is the very basic function of running
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C. An Example of the
Management Process

MANAGEMENT PROCESS

1. Define Problem

2. Get Information

3. Formulate a Plan

4. Make Commitment

5. Carry Out Plan

6. Follow-Up
Master Key V-2

1. Defining the problem

the business according to certain manage-

ment principles. That sounds a lot more

complicated than it really is. What it

means is managing a business by setting

up a regular, efficient way of doing things

and making decisions. In other words,

getting things done by using a plan rather

than by the "seat of your pants".

Let me give you an example. A small gro-

cery store owner is contemplating whether

or not to hire a new cashier for his busi-

ness. Certainly, the other cashiers seem

very busy most of the time and complain

about it. But rather than arbitrarily decid-

ing to hire a new girl, the owner devises a

plan to determine if more help is really

needed. Well, he started out the manage-

ment process by considering the problem.

He defined it as cashiers being busy and

customers having to wait. That's step one

of the management process -- defining the

problem.
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1.,

2. Getting information

3. Formulate a plan

4. Make commitment

Having done that the owner decides he

needs more facts. That's step two of the

process -- gathering information. So the

grocery owner studies his customers and

talks to his employees. What he learns

is that most of the time lost by cashiers

is not in checking groceries but in sacking

them.

Now that the owner has some information

he can formulate a plan of action. Here,

it seems obvious that what is needed is

not a cashier but some means of sacking

groceries. So his plan is to hire a sacker

for peak periods. The cost will be lower

than for a cashier and the problem will be

solved.

But that doesn't end the management func-

tion. Having devised a plan the owner

commits himself and the others to carry-

ing it out. Commitment is step four.

5. Carry out plans Next, the plan is carried out. That is

step five. Here, the wise owner will



6. The follow-up

D. Other Management
Functions

1. Organize

delegate authority, asking the other em-

ployees to help find a sacker.

And the final management step is the

"follow-up", asldng employees what

progress has been made.

So there we have some of the steps in the

management process. Learn to do these

things and you'll be a better manager.

Another "administrative" management

function is to organize. I mean that you

must put your business activities into sys-

tematic arrangement.

As an example, you must organize your

employees by arranging for specific

duties for each to perform. You give

them a system by which to accomplish

their assigned tasks.

But you also must organize procedures

for all phases of the business, including

the way you carry out your own duties

and functions.
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2. Direct business
activities

Master Key V-3

3. Coordinate

Still another thing which you should do as

a good manager is to direct business ac-

tivities. It is not just telling people that

work for you what to do, when and how,

but by training them to develop their con-

fidence and sense of responsibility.

John D. Rockefeller said one time, "Good

management consists in showing average

people how to do the work of superior

people." Management is the ability to

get things done, but not by yourself. As

a director of your business you must

learn to set goals, delegate authority,

and encourage good communications.

Another thing that good managers do is

coordinate business activities. To coor-

dhlate simply means to put in harmony,

and that's what you'd do by seeing that

each facet of business operations falls

in its proper place and is timed to meet

the schedules. It is making sure, for

example, that when a customer orders



4. Control

an item that is not in stock, that it is

properly ordered from the supplier.

A final activity of a good manager is for

you to control your business. Controls

are simply the means for guiding a thing,

and controls in business are the means

by which you check on progress and guide

the operations toward your specified

goals. Remember, a little while ago we

talked about records as being the control

key, and controls are exactly what

records are because they are devices

used for controlling cash budgets, inven-

tory controls, breakeven point analysis,

and operating ratios. You need these con-

trols because without controls in business

you'd be no better off than in an automo-

bile without controls -- a disastrous

wreck is inevitable.

Well, that gives you some idea about the

overall aspects of management. But let's

be a little bit more specific.
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E. Selling Somebody has said that in business nothing

happens until somebody sells something,

so regardless of the business that you

enter, selling is going to be a fundamental

matter. Chances are that as the owner-

manager of a small business, you will also

be the sales manager of that business.

As the sales or marketing manager, you

are going to have the responsibilities for

setting marketing policy, such as the kinds

of product you'll sell, and the prices at

which you'll sell, and all the decisions

that determine how and where you market

your products. Then, too, you will prob-

ably be the marketing "expert" who derives

sales plans and promotions for your prod-

ucts. And as if that isn't enough, the

chances are that you will also direct the

sales activities of your employees. Well,

here again is the matter of the management

process. You've got to start by finding out

everything you can about the market which

you hope to reach. This is a part of the
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F . Per s onne 1

planning. Then you must "organize" your

firm by deciding who will sell, what you

will sell, and for how much you will sell

your products. This is all a part of organ-

izing. Then you will direct the activities

of all those involved in selling, and, of

course, handle the jobs of coordinating

and controlling as we have just discussed.

One thing which you will learn early in the

process of sales management is that most

companies require some form of sales

promotion and advertising. Advertising

and sales promotion is nothing more than

creating the desire for your products on

the part of your customers. Advertising

and sales promotion are not just an occa-

sional activity. Successful firms find it

is an important and continuing part of regu-

lar business operations if one is to succeed.

The owner-manager of a small business

often finds that he must also be the per-

sonnel manager for his c.ompany. This
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means that often. he must perform all of

the functions of a personnel department:

recruiting and selecting employees,

training, classifying jobs, evaluating

work performance, and handling per-

sonnel complaints.

1. Recruiting The job of personnel administration in a

small company begins with recruiting

and selecting employees. This is not a

procedure which can be handled by chance,

but is one that requires the full attention

of the manager and enough expenditure of

time to locate the best possible employees

for the jobs at hand. Contrary to popular

belief, high-caliber employees are avail-

able to small businesses. Those who say

they cannot compete with the large com-

panies probably have not really tried, be-

cause many persons would prefer to fit

into a smallei organization offering them

1.83

greater opportunities. The best way to

select the right person for the job is to

write out the specifications for the job,
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2 . Employee training

then have prospective employees fill out

a standard questionnaire form and con-

duct an employment interview. The better

the manager knows the individual candidate

for a job and the better he knows the job

to be filled, the more effective he will be

at getting the right employee.

But this does not mean that you should ex-

pect employees to come to you already

fully trained for a job assignment. An

important part of management is to set up

a training program whereby a definite

schedule is followed in which the new em-

ployee performs increasingly difficult

skills. This not only assures a thoroughly

trained individual but is highly satisfying

to the employee himself because he can

see his progress.

Training -- particularly in ways of safety

-- should be a continuing effort throughout

the employment history of all individuals.

- 179 -

1 84



3. Turnover Of course, every business has the problem

of turnover. While some level of turnover

seems to be necessary and even beneficial,

too much turnover in employees is costly

to the business and results in a poor qual-

ity of work. Therefore, an owner-manager

would do well to apply his management

skills in keeping his employees "interested".

No one likes a dull job, but few jobs are

inherently dull if they include a variety

of activities and there is a real prospect

for advancement. One of the best ways

to keep employees interested in their jobs

is to allow them to participate in company

decisions which concern them. It's also

good business to give employees the

chance to make suggestions because they

often have the best ideas as long as they

work directly with the tasks, and making

suggestions gives them a feeling of par-

ticipation in the business management.

4. Communications Another aspect of good personnel manage-

ment is to provide direct communications
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G. Purchasing

between fellow employees and between

supervisors and employees. Communica-

tions is a two-way street in business, not

Just downward to the lowest echelons, but

also upward so that even the lowest and

least experienced individual has a chance

to communicate with management. It

might seem to you that communications in

a small business really takes care of it-

self, but the exchange of ideas can be

obstructed anytime there is more than one

individual involved in a job situation. Suc-

cessful business managers suggest a good

way of communicating with employees is

to write memos, hold meetings, and invite

employee suggestions.

The small businessman, of course, wears

many hats. In addition to being marketing

specialist and personnel administrator,

he often has to be the "purchasing agent".

Here again the principles of good manage-

ment apply whereby the owner-manager

collects all the data he can about prices
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H. Other Factors

and the availability of goods, then organizes

this information so that he can make deci-

sions about the products which he wishes

to buy. Any intelligent purchaser has the

advantage of competitive pricing. He

learns to shop around for the best quality

and the best price for his purposes.

Of course, there are many other areas in

which management techniques are neces-

sary. Credit and collections require

management skills, as do marketing re-

search, cost analysis, quality control,

and materials handling. While our time

does not permit a full exploration of all

of the facets of management, the prospec-

tive businessman is urged to study all

that he can about management procedures

and techniques in order that he will be

well prepared for the job of management

decisions.

I . Summary I can sum all this up, I think, by going

back to the analogy of our master key.
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When a locksmith designs a master key

he has to have a plan based on his knowl-

edge of characteristics of the several

locks which the key must open. And this

is exactly the same as a plan in business

management. But in order to fashion a

key to work in the lock, the locksmith

has to have the proper kind of blank -- in

other words, a potential key device, and

this is what the business manager has

when he organizes management skills.

Next the locksmith takes the blank key

and the plan that he has made and care-

fully cuts the slots in just the right posi-

tion and at the right angle in order to fit

the locks. And this is what the manager

does when he directs a business's activi-

ties. And then the locksmith takes the

key which has been cut to 0.3 proper size

and he carefully finishes it so that it's

smooth and will work easily. This it

what a manager does in the process of

coordinating business activities. And
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finally the locksmith takes the key which

he has made and he places it in the lock

and he turns if in order to accomplish

the objective of opening the door. This

is what the manager does when he controls

his business. So management is the "mas-

ter key" for business, and it's one of the

most important keys you'll every carry

and use in your business life.
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THINGS TO DO

XV. A List of Keys

MASTER OF CEREMONIES - 12
(time: 30 seconds)

WHAT TO SAY

After one of these workships, a man came

up to me and said, "All of this is very in-

teresting, but is ft all really necessary?"

I told him that I believed it was all very

necessary, that is if you want to have a

successful business. I don't know any

short cuts.

But perhaps it would help if we could

actually see examples of how these keys

are used in typical businesses. So we

have prepared a motion picture in order

to demonstrate how these ideas are put

to use in business. We call it "Three

Times Three" to represent the ways

that three businessmen use the nine keys

to success which have been the subject of

our sessions today.

(Show the film, May we have the film, please?
"Three Times Three")



1

THINGS TO DO

XV. A List of Keys

MASTER OF CEREMONIES - 12a
(time: 2-3 minutes)

WHAT TO SAY

In those three examples in the film, I'm

sure you got the message that each of

the businessmen featured used three

keys to business success. As the film

said, "Every business has to use all

nine of those keys to success. " Those

are the same keys we've been talking

about here today so maybe we should

list them.

Who wants to start off with one of the

keys in the film?

NOTE: The list should include:

Personal ability
Financial factors
Sources of capital
Business records
Outside assistance and information
Management techniques
Business opportunity
Organization and planning
Regulations, taxes and insurance

Now, let's add to that. This morning I

asked you to keep a list. What other

keys do you think we should have?
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MASTER OF CEREMONIES 13
(time: 30 seconds)

THINGS TO DO WHAT TO SAY

XVI. Introduction -
The Borrowed Key

Well, I think we have a pretty good list

of keys. But there is one more that I

would like for you to add to the ring.

It's a little different from the other keys.

We call it the "borrowed key" and it

stands for the information, self-training,

and outside assistance that a businessman

utilizes for his success. It's my pleasure

to introduce to you now Mr.

of the

Mr.

about the "borrowed key".

, to tell us



"The Borrowed Key" -
INFORMATION, SELF-TRAINING,

AND OUTSIDE ASSISTANCE
(time: 15 minutes)

THINGS TO DO WHAT TO SAY

CONTENT OUTLINE Perhaps you are of the old school that

(The speaker places the bor- doesn't believe in borrowing things. I
rowed key placard on the
easel and takes his place must admit that this can sometimes lead
at the podium.)

to trouble. But there's one thing which
XVI. The Borrowed
Key - Information, certainly should be borrowed by a busi-
Self-Training, and
Outside Assistance nessman, and that is knowledge.

A. Business knowledge

Borrowed Key V-1

Knowledge about business comes in many

forms: information, self-training and

outside assistance. We call this knowl-

edge the "borrowed key" because it comes

from outside of the small business organi-

zation. When you think about it, this bor-

rowed knowledge is the great equalizer in

business because it brings to even the

very small business enterprise a wealth

of specialized management experience,

thus allowing the small businessman the

same special resources that are available

to the large business firm.

And yet, strangely, small businessmen are

too often reluctant to borrow knowledge.
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Sadly, you often hear one say, "I know

what's best for my business so I don't

need outside help. " Such an attitude is

hopelessly naive. To begin with no man

can be expected to be an expert at every

single field of business endeavor. But

even more importantly, ideas from the

outside are what challenge a businessman

and inspire other ways of doing things.

Besides that, such a viewpoint tends to be

more objective--in other words, an out-

sider can see things which the business-

man could never see.

B. Sources of Let's consider some of the sources of
information

information available to you from which

you can borrow knowledge for the success-

ful operation of a business.

One of the best places to "borrow" knowl-

edge is from people, from business asso-

ciates with whom you come in contact

every day. Employees, customers, sup-

pliers, and other businessmen are all valu-

able sources of ideas if you will only give
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1. business asso-
ciates

2. professional help

a. bankers

b. accountants

them a chance to help you solve your prob-

lems. That is not to say that every single

piece of advice must be taken at face value.

A part of the successful utilization of

knowledge is to know what to accept and

what to reject.

The second major source of information

is from the professionals that are highly

qualified to assist a businessman with spe-

cial problems. This morning we talked

specifically about bankers and the impor-

tance of establishing a relationship with

one. Here is a specialist with expert

knowledge of business and finances. Usu-

ally, his assistance is available merely

for the asking. Not only will the banker

be able to provide you with direct informa-

tion, but he can be a valuable assistant in

helping you to locate other information

which you require to operate your business.

Another professional whom you should know

is an accountant. Accountants obtain a wide

experience in analyzing a firm's financial
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c. other professionals

3. educational sources

records. It is often said that an account-

ant pays for his fee many times over.

This is simply because his guidance can

keep you from making drastic mistakes

in financial management.

There are other professionals you may

want to consult from time to time. These

include lawyers, management consultants,

and marketing specialists.

An increasing source of information and

knowledge is the educational institution.

Many offer regular management courses

which are specifically aimed at the small

businessman. The Small Business Ad-

ministration, for example, co-sponsors

management courses with

community groups and colleges in order

for the small businessman to develop his

management skills. Usually, the

management courses are offered

in the evening when more businessmen are

available to participate, and are organized
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1

4. trade associations

5. government sources

to be of maximum benefit to small busi-

nesses. Oftentimes communities will

sponsor business courses through the

Chambers of Commerce or some other

business association. Then, too, many

state governments and universities offer

distributive education courses in order

to improve the professionalism of the

business community.

Today you've heard a great deal about the

assistance of trade associations. If your

kind of business has a trade association

you would do well to look into it as a re-

source of information. Associations have

the advantage of being able to assemble

specific information on your particular

industry, and they can give you guideposts

by which to judge the activities of your

particular firm.

Another source of knowledge is that avail-

able from government agencies that work

with business. This Workshop today is
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an example of how a government agency

provides assistance to businessmen. The

SBA with its very special mandate regard-
1

ing small businesses is particularly quali-

fied to provide business with a wide range

of services. The pamphlets and publica-

tions produced by SBA are especially de-

signed to add to the store of a business-

man's knowledge. Many of SBA's "aids"

are available without charge, and the SBA

is able to assist with special problems,

either by gctting you in touch with a

SCORE counsellor or an SBA specialist.

Other agencies in state and federal govern-

ment also can assist the businessman. The

Department of Commerce, for example,

is a treasure house of information about

business markets and statistics which

affect decisions in a business. The De-

partment of Labor, the Department.of the

Treasury, the Federal Trade Commission,

all have offices to assist the businessman

with problems concerned with one of these

agencies.

IPS
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6. publications

a. libraries

b. other sources of
printed information

For many years the U.S. Department of

Agriculture has assisted agriculturally

oriented businesses through its Extension

Service. The Federal Reserve System

can give you information on the business

climate and economic trends which may

affect your business. Your State Employ-

ment Service is a source of information

about wages and labor laws, and they usu-

ally can also serve as a source of em-

ployees by getting you in touch with job

seekers.

Best of all -- there are publications

which are available from many sources

and give valuable assistance to the busi-

nessman on virtually any subject he de-

sires. Every community has libraries

virtually full of information valuable to

businessmen. All it takes is a desire

to learn and a little time and effort in

order to make the store of knowledge part

of your experience. Newspapers, maga-

zines, and trade papers continuously
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c. SBA publications

(Holds up copies of the free
Management Assistance
publications and for sale
booklets.)

carry articles of valuable information.

Many universities put out bulletins and

newsletters of specific interest to small

business. There are even research

institutes devoted to problems of the

small business, and they, too, publish

reports.

To give you an idea of the publications

available from just one agency we have

included a copy of the Small Business

Administration's publication list. You

will find it in the envelope of materials.

The publications lists come in two parts.

This first one is entitled "Free Manage-

ment Assistance Publications". It is a

list of all of the aids that are available

from SBA without charge simply by fill-

ing out one of these publications lists

and requesting the aids which you would

find useful. This other one is "For Sale



Ar.

d. Train Yourself

1) Develop own course
of instruction

.

Booklets" and is a list of Small Business

Administration booklets which are for

sale from the Government Printing Office

or from the U.S. Department of Commerce.

We could go on and on describing for you

all of the kinds of materials that are

available, but suffice it to say that there

is a treasure house of information and

lmow-how available to every businessman.

Utilizing the information resources can

make the difference between a business

success and failure.

A lot of the knowledge you gain -- knowl-

edge which you borrow -- will have to be

self-administered. You can train your-

self if you are willing to work at it. Usu-

ally, it's a matter of siMply setting the

same kinds of plans and organization that

can be a part of your management skills.

You can literally develop your own course

of instruction by outlining the information

which you hope to gain and then assembling
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2 ) Set objectives

1

the sources and studying them diligently.

Of course, you can also avail yourself of

correspondence courses in the areas of

your business needs. The main thing if.3

to set your objectives firmly and then

stay at it until you have completed your

learning project.

Well, there you have the "borrowed key".

It is by no means the final key but it's an

important one. Keep yourself eager to

learn new ideas and study every facet of

your business in all the depth you can.

Whatever you do, don't be like the little

boy who went to his father with a question

when his father was very busy, and his

father said, "Why don't you ask your

mother?" To which the little boy replied,

"Because I didn't want to know that much

about it."
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THINGS TO DO

XVII. Question Period

MASTER OF CEREMONIES - 14
(time: 20 seconds)

WHAT TO SAY

Unless I miss my guess, at this point you

have a thousand questions still unanswered.

Unfortunately, we won't be able to answer

every one of them today. I am going to

ask our speakers to take their places at

the head table so that in the remaining

time we can discuss the questions which

you have. Who would like to begin? Who

has the first question?
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