Building Orientation 
Posted on Sunday 13 December 2009 

Are we getting the wrong advice about which way our homes and offices should face?
I have always taken it as given that the ridgeline of a home built in a northern shelf city like Ottawa should be east-west. When the ridgeline (i.e., the long axis of the structure—either a home or office or other type of building) runs east-west and the front faces north, your backyard/your deck/your primary windows face south. This is supposed to do several things: a) give you the most exposure to daylight, b) maximize the amount of solar irradiation so you can warm the structure with either active or passive solar and c) allow you and your friends to sit leisurely on your deck during warmer weather months for longer periods of time.

These are not inconsequential decisions that can—result in a reduction of heating costs as well as problems resulting from SAD, Seasonal Affective Disorder. But after examining the data and doing an informal survey, I am no longer sure this is right. 

First, let’s look at the daylight assumption. Here we are measuring hours of exposure to daylight not the intensity of solar irradiation. So let’s examine the data set for Ottawa.

(You can download my data in .xls format from: http://www.ottawarealestatenews.ca/SolarIrradiation.xls. Or you can examine it in the postscript below.)

From first principles, we can determine that for a home with a ridgeline running north-south and the backyard facing due west (i.e., your deck or balcony faces west) and the front of the home facing east, the building will have sun coming in the east-facing or west-facing windows from sunup to sundown on both March 21st and September 21st each year. This is because the length of day at those times is about 12 hours and the sun rises directly in the east, moves in a ‘straight line’ directly overhead and sets in the west. At no time do any north-facing or south-facing windows get any direct sunlight. See my diagram below.


Now we have to examine two other conditions. What happens on June 21st (the longest day of the year) and December 21st (shortest)?

On those two days, the sun’s declination is either +23.44 degrees or -23.44 degrees in Ottawa. At 1 pm on June 21st (it’s 1 pm not noon since we use daylight savings time), the sun is directly overhead (its azimuth is zero) while on December 21st, this occurs (obviously) at noon. 

Again (for your home with a north-south ridgeline), at sunrise on June 21st, light comes flooding in your east-facing windows and at sunset, your west-facing windows and deck are again bathed in sunlight. What happens in between is interesting: you still get more direct daylight into your home as the sun heads overhead until the azimuth reaches 45 degrees and now, finally, the north side of your building starts to get more direct sunlight than the east-facing or west-facing side. This starts at around 11:40 am and lasts until 2:30 pm (when the azimuth of the sun is -45 degrees) after which the west-facing side of your home starts to receive more direct sunlight. So when the length of the day in Ottawa is 15.73 hours, the north-facing side of your building receives more direct sunlight than the east and west walls for just two hours and fifty minutes. It’s no contest. And remember the south-facing side of your Ottawa home is in shadow during that time because of the positive declination of the sun at the summer solstice. If you want a sunny backyard in the summer, face your backyard north not south!

Now you can do the same analysis for December 21st and what you find out is that you do better—from 0841 to 1522, you are getting more direct sun on the south facing windows; that is, for 6 hours and 41 minutes out of the 8.78 hour day, you are getting more direct sunlight. This doesn’t mean that you aren’t getting direct sunlight in your east-facing and west-facing windows during that time, it’s just that the sun coming in those windows is coming in at a more oblique angle. 

If you are more likely to be home before 8:41 am and after 3:22 pm, then again, you are going to want to orient your home’s ridgeline north-south so you can capture more daylight.

This analysis is based on the assumption that combating SAD (which can have significant mental and physical health impacts—daylight deprivation is no joke) is a top priority for you. 

Offices where we tend to be present during the period from 8:41 am to 3:22 pm might be better oriented with their long axes pointed east-west, provided we only have offices on one side (the south side) of the building. If you have double-loaded corridors, the offices on the north side of the building will be horrible dungeons of deep, dark depression for three months of the year.

Now so far, we are only looking at day lighting, not solar power production—either passive or active. Again, the conventional wisdom is to orient your ridgeline east-west so you can capture the maximum amount of solar irradiation during those crucial winter months.

We know that solar irradiation at the earth’s surface is stronger when the sun is overhead. This is simple geometry. A one kilometre sunbeam hitting the earth’s surface from directly overhead heats up one kilometre of the surface; if the sun’s angle is, say, 30 degrees, then the area being irradiated is SQRT [(1/ tan (30))**2 + 1**2] or 2 km; i.e., half as much irradiation is occurring when the sun is lower in the sky. Other factors affecting solar irradiation are the amount of light reflected or refracted back into space by the atmosphere, dust, cloud cover, moisture content, length of day. These are not simple calculations which is, in part, why climatology is such a difficult field.

It seems clear that solar irradiation is gong to be a lot less when the sun is low on the horizon than when it is more directly overhead so that, if you are maximizing capture (for either your solar panels or simply your windows) during, say, the period of 0841 to 1522 on December 21st, then you should be better off with a south-facing backyard. But wait a second, in the case of windows, these aren’t lying conveniently on the ground or at an optimal angle for solar irradiation. They are standing vertically in your wall. For a kilometre wide sun beam falling on an imaginary (humongous) vertical wall facing south with a 30 degree angle of attack, the surface length is 1.1546 km. (2 x tan (30)). This isn’t too bad (you are only losing about 15% efficiency) so there is no need to build yourself a crooked house. 
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Obviously, solar cells or hot water heating systems in your roof can be made more efficient in the winter months by pitching the roof at an angle above 60 degrees so they can be 90 degrees to the angle of the sun. Now, no one (outside of a Swiss Chalet) would do this (it’s too steep) but a flat roof won’t do and less than 30 degrees is pretty bad too since your panels will be 30 degrees off normal. 

But still one has to wonder to what extent those of us who live in northern climes want to go to maximize solar power at the expense of significantly less daylight in our homes year round. I suspect that aligning the ridgeline of your home in a north-south direction so that the backyard, balcony, deck, family room, kitchen and master bedroom (where you spend more evening hours) will face west while your exercise room and home office (where you spend more morning hours) face east will become more popular. Having light from sunrise and sunset flood your home at daybreak and day’s end with more daylight during most of the year is a plus, I believe. And I am quite sure that passive or active solar installations can work around the orientation of the ridgeline—hip roofs, for example, will work fine on end units or garages thus producing the desired orientation for these applications.

Prof Bruce

Postscript 1: An informal survey of knowledgeable people in the industry (Ottawa-based, residential REALTORS) found that 18 out of 26 or 69.2% wanted their decks or backyards to face west while 30.8% preferred a south orientation, that is, if they had a free choice in the matter. I was surprised that the margin was more than 2 to 1 in favor of west; when I asked them why, most of them simply said it’s nice to sit on your deck or balcony and watch the sun go down but I couldn’t help but think that they had intuitively grasped the fact that this orientation was producing more daylight inside their homes and those of their clients. 

Postscript 2: Data Set Ottawa, Canada 

Day and Month Declination Sunrise Sunset Length Length
of Day of Day
(degrees) (hours:mins.) (hours:mins.) (hours:mins.) (hours) 

March 21st 0.61 700 1918 1218 12.3
June 21st 23.44 512 2056 1544 15.73333
September 21st 0.33 647 1903 1216 12.26667
December 21st -23.44 837 1724 847 8.783333 

Time of Day 1000 1100 1140 1305 1430 1510 1610 

Azimuth (June 21) 75.39 59.56 45.17 -0.29 -45.56 -59.85 -75.6
(degrees)
Time of Day 800 841 1201 1500 1522 1600 1700 

Azimuth (December 21) 52.83 45.13 -0.02 -41 -45.35 -52.49 -62.98
(degrees) 

Latitude and Longitude 45° 19′ N by 75° 40′ W 45.316667 75.66667 

Storey Height 3 metres 2 storeys 3 average height of windows (m)

Source:
http://susdesign.com/sunangle/

Comments by Ralph Wiesbrock, Partner / Principal, KWC ARCHITECTS INC. and Mark Lucuik of Morrison Hershfield:

“Good afternoon Bruce,

We took a look at your post and have the following comments:

• As you implicitly suggest, the advice, wisdom, or otherwise, pertaining to building orientation depends on your goals and assumptions. Your analysis privileges quantity of daylight. It suggests some psychological benefits and the start of documentable consumer preferences but does not delve further into the finer grain of the qualitative aspects of daylight and orientation. Nevertheless, you have take into account factors like the stifling late afternoon heat and sun on the west facing deck at Ralph’s mother-in-law’s house in Thunder Bay; this would suggest that the issue is more nuanced than a simple matter of orientation.
• We can more readily control the sun on the south elevation. On the west and east we are prone to uncontrollable glare, which inevitably results in the use of sun shades (thereby eliminating light). Note this could be offset by specialty glass or similar systems….it could be better to use Solera (as an example) on a west elevation as compared to the south, as the lower sun on the west elevation could result in a stronger light and deeper penetration into the building. Having said this, we also need to recognize that that western daylighting is simply not there for a large part of the day.
• East and west sun tends to be lower in the sky. While this can result in a higher intensity of light, it also results in increased shading from adjacent trees, buildings, and such.
• Many buildings focus all efforts on north and south facades and sort of abandon the east and west. East and west can play a role for day lighting and a good design could bring in western or eastern light when northern light or southern light is not available.
• Your post seems to be predicated on a status quo tract housing model. One of the challenges wrt passive solar and daylighting from a green building performance perspective is that this development model is generally indifferent to questions of orientation. It is left to the consumer’s chance opportunity to select from available options on the site plan or MLS listing. That is why we see most of the innovative housing strategies such as those exemplified by CMHC’s Equilibrium competition winners focus on other measures for improving their environmental performance.
• We would suggest that the underlying issues concerning orientation deserve more consideration going forward. In the commercial / institutional sector there is considerable and growing recognition that each exposure and interior use of a building deserves a considered response. On a major new institutional building that is designed to meet the 2030 Challenge target of 60% energy reductions that we are involved, we treated the envelope design for each exposure and related interior activity differently.
• It would be great to see a new generation of development that offers a more nuanced approach to building design and site planning where solar and daylight orientation are better taken into account. Buildings have a significant role to play in our energy future and the leveraging of building orientation is and will be an important aspect. 

So what we are saying is that your blog posting raises as many questions and points of further discussion as it answers, and that’s a good thing. Occupation of space (i.e. comfort – physical and psychological) are significant factors to be considered but should be separated from energy related performance which is the primary measure for most discussion of solar orientation. At that point, we need to do whole building analysis to examine the energy impacts of each potential design decision.

Now, just for the record, Ralph’s backyard (a small city lot) faces southwest but is blessed with a fine tree canopy that he relishes in summer for its fine cooling microclimate. Ralph has a wonderful red maple in the front yard and between these traditional passive solar control strategies we avoid the use of air conditioning. 

Best wishes,

Ralph and Mark”

Prof Bruce @ 12:21 pm 
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2-D and 3-D Business Modeling 
Posted on Saturday 12 December 2009 

Folks who follow my writings on Business Modeling will know that I think they are fundamental to success in pretty much every enterprise today—whether it is a new, for-profit business or a NGO, Charity or Not-For-Profit. For a profit-making business, the Biz Model simply ensures that the harder you work the more money you make. It also speaks to the sustainability of your enterprise—making sure you start an enterprise that: a) can outlive its founder (i.e., you) and b) develops some type of differentiated value that creates a concession or franchise for you.

Another factor I stress is designing the Biz Model to become part of a wider business eco-system. If your business can survive long enough to achieve that, it becomes a very hard entity to destroy. Take, for example, the major Hollywood Studios. It has always amazed me that organizations with such brainy people in them can make so many bad films. If you and I did that even once, we would NEVER get a second chance. Executives and Studios that fail and fail again and again are either given further opportunities or recycled elsewhere in the industry. 

Part of the reason these studios or poorly performing executives are so hard to kill off is that they are part of a much wider, deeper and more intricate business ecosystem; one that has developed deep roots laid down like ancient limestone over eons (as measured in, say, dog years, hockey years or Internet years). Once you are part of that ecosystem of actors, directors, producers, deal makers, studios, agents, publicists, screen writers, special effects houses, reviewers, gofers, hangers on, high profile media types, celebrity hosts, musicians, composers, animators, production designers, directors of photography, makeup artists, casting directors, art directors, storyboard artists, costume designers, camera operators, CEOs, COOS, executive producers, accountants, location supervisors, union bosses, etc., you practically can’t be dislodged.

The NHL family is the same—that’s why you see coaches and GMs recycled so often. It’s a pretty close-knit community.

If you graduate from being a simple supplier to a South Korean Chaebol to being a full-fledge member of same, you have it made in that country. You’ve become a part of a business eco-system and it is likely that your five, ten, even 25-year survivorship chances have just increased a lot.

You can plan for this if you think carefully about your business model. On one side, you have your clients and on the other side you have your suppliers. Most people think about what do my clients want or what do I expect from my suppliers? But that isn’t good enough—you need to look at least two dimensions deep on either side—what do the clients of my clients want and what do the suppliers of my suppliers have to offer. If you can manage it, try 3-D or more.

I was speaking to one of my students recently, a terrific young person who has started her own promotions business: Jennifer Lee Productions. We are working toward a biz model for her that cements Jennifer Lee Productions (JLP) in a business eco system and, hopefully, places her at or near the centre of that eco system. I think she can do it.

Now this is not easy for a promotional products biz. There is a lot of competition and differentiated value and ‘pixie dust’ are hard to come by. Building some pixie dust into her biz model would be a big help to JLP. 

Most sales people from that industry call you up and rather timidly ask you: “Do you need any promotional products for next year?” Or if they are clever, they call you up and say: “How many branded pens or calendars do you want for next year?”

They get the phone slammed down on them a lot.

It’s a pathetic approach really.

We are working on a different approach for JLP some of which is proprietary and can’t be discussed here. But one simple idea can be—JLP is working on a t-shirt order for a Not-For-Profit group that is focused on building a colossal scale monument to the Stanley Cup. It’s a small order but it could lead to big things if JLP analyses the situation in (at least) 2-dimensions. 

OK, this is how it’s done—first, ask the question: who are the clients of my client? Answer, the Stanley Cup Monument Group needs a number of key sponsors to fund this statue and its ancillary works. One of those founding sponsors is likely to be a Canadian Chartered Bank. Now ask the second question: what do the clients of my client want? Well, the Bank wants more customers to go to their branches and to use their online services too. How can JLP help with that? Why not suggest to the Stanley Cup Monument Group and the Bank that people should be able to go to every Bank branch as well as their online properties and make a donation and, for donations of more than $x they get a fabulous t-shirt (or some other branded promotional item like, maybe, a Sidney Crosby (youngest man to Captain a Stanley Cup winner) bobble head doll) produced by JLP under license. 

The t-shirts (or other product) are also open to the idea of cross-branding so the Bank can co-promote other founding sponsors (and vice versa) who are likely to be an oil company, a major athletic shoe company, a clothing company, a postal company and so forth.

So this answers a third question: what do clients of my client want from each other. (For more about co-branding, see: http://www.eqjournalblog.com/?p=571.)

If you have the patience, you should explore these functions at least into the 2nd dimension and maybe even to the third or fourth level. It will make your business model smarter and give you MUCH better odds of becoming a long term part of that eco system.

Prof Bruce

Postscript: Another example I use is a Spa. Who are the clients of a Spa? Mostly women. Who are the clients of the Spa’s clients? Mostly men. What do the clients of the Spa’s clients want? Gifts for Xmas, anniversaries and special occasions. How to satisfy that demand? With gift certificates that men buy in droves, of which up to 30% are never redeemed. You can really improve your profitability and, hence, your sustainability, if you think in these terms.

Postscript 2: How do you think about the supply side of the equation in this way? Suppose we return to the spa business. Who are their suppliers? Well, if you are sharp, you might say: their hair stylists, manicurists, massage therapists, pedicurists, physiotherapists, hair colouring specialists and so forth. These are the true suppliers of services.

And what do the Spa’s suppliers want? Great hair care products, skin products, tools of the trade, vitamins, makeup and nail polish They may also want to sell grooming aids, jewelry, clothes, towels, bathrobes, travel kits, etc. 

And what do the supplier’s of the Spa’s suppliers want? They want to increase their market share and, hence, they might be induced to pay the Spa—volume bonuses (which can be a huge source of profitability. Remember, nothing is sustainable unless it is economically sustainable and that goes for environmental initiatives too.) So here is a case where someone on the supply side of your business might pay you instead of the other way round. The only way to discover this is through 2-D or 3-D biz modeling or by years of (profitless) trial and error. Remember too, that your new enterprise is highly vulnerable to error—you need to be right almost all the time to successfully start and run a business that will survive longer than a few years. So at least begin with a sound business model.

Your suppliers’ suppliers might also be encouraged to provide free round trips to London for the spa’s suppliers (e.g. their hair stylists or colour specialists) to do top-level courses with world-renowned experts in their field. That in turn might help the spa keep their top stylists from being poached by other shops and attract others, both good for customer satisfaction and the bottom line.

Prof Bruce @ 4:11 pm 
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Why What Would Google Do is Wrong 
Posted on Saturday 12 December 2009 

Jeff Jarvis in What Would Google Do argues that: “Owning … intellectual property is no longer the key to success. Openness is.” I think Jarvis is wrong about this. 

Google is not open about its search algorithm. In fact, its search algorithm is Google’s ‘secret sauce’—its version of the Colonel’s ‘11 Secret Herbs and Spices’.

I think what Jarvis may be getting at is that Google has a new business model based, in part, on pricing one of its products—search—at zero, at least for consumers of information. Google is all about open source code, opening the world’s storehouse of information to anyone for free, that type of openness. But the core of its biz model is a trade secret.

It’s true Google didn’t take out a patent on its search algorithm. But then neither did Coke on its secret formula. Patent applications require that the applicants disclose how the discovery or invention works and Google and Coke certainly don’t want to do that. A trade secret is a much better form of protection.

So they are using their IP to form important concessions (or franchises) that are very valuable indeed. This is what I am getting at when I talk about: a) the importance of getting the business model right (GTBMR) and b) having some ‘pixie dust’ or differentiated value in your model. 

I think that entrepreneurs still need to think about these things to create new successful, sustainable enterprises and not pay too much attention to the trend du jour in the management consulting world and publishing biz. 

Prof Bruce

Postscript: I wrote Ten Things that Startups Forget to Do and GTBMR and ‘pixie dust’ are two of them: http://www.eqjournalblog.com/?p=335. 

Prof Bruce @ 1:59 pm 
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Idle Time versus Money 
Posted on Friday 11 December 2009 

There is a problem in many industries—clients with time and no money and clients with money but no time. How can a client with money be a problem? Well, they can be if they have no time to spend it. 

Take the sports industry—there are many potential season ticket holders who could afford to buy tickets but don’t. The main issue is… they don’t have the time to go to games. This is a huge untapped market for pro sports.

How can people with no money help? The key is to match up people with money and no time with people with time but no money. How would that work? 

In the sports biz, that would allow well-heeled clients to buy season tickets and lay off the games they can’t attend. If teams would make this easier to do, then they could probably induce more people to buy season tickets.

Pro teams live by season tickets—it is the sine qua non of the industry. Sponsors want to be associated with winners—on the field or ice and off it. High attendance is the fundamental building block for this. 

So if four club seats at Scotiabank Place for the Sens, say, cost around $21,000 for the season and the primary ticket holder can only go to 10 games per season (out of 41 home games) then they need to lay off 31 x 4 or 124 tickets. Now that is a lot of tickets to redirect.

Since practically no one goes to a game by themselves (my brother excepted—he goes to Seattle Mariners games alone), you might have to redirect 62 pairs of tickets at a cost of about $256 per pair.

Now in a place like Ottawa there aren’t that many people who can afford $21,000 for season tickets but there are a lot who can fork out $256. So matching up those with dough with those with less makes sense to me.

There are a lot of industries that share this experience. If you charter an aircraft, import wines from France, start a business, buy a building lot (big enough for, say, lots of condos or townhomes but you only need one for yourself), purchase a golf course membership and so forth, you might want to lay off some of your costs on others. By banding together, people with limited means can gain access where they could not otherwise go.

If we assume that you are prepared to work 12 hours per day, 5 days per week for 50 weeks per year (don’t laugh—that is the minimum work week for most entrepreneurs), you end up with a maximum potential of 3,000 working hours per annum. With wage rates and incomes as shown below, people making $15,000 per year are working 1,500 hours to achieve that assuming they are making $10 per hour. At the other end of the scale, people making, say, $155,000 per year are working 2,123 hours (with an assumed wage rate of $73 per hour).

Dec. 11, 2009 Time Versus Money 

Income Wage Hours Idle Income
($/hr) Required Hours 

$ 15,000.00 $ 10.00 1,500 1,500 $ 15,000.00
$ 25,000.00 $ 14.50 1,724 1,276 $ 25,000.00
$ 35,000.00 $ 19.00 1,842 1,158 $ 35,000.00
$ 45,000.00 $ 23.50 1,915 1,085 $ 45,000.00
$ 55,000.00 $ 28.00 1,964 1,036 $ 55,000.00
$ 65,000.00 $ 32.50 2,000 1,000 $ 65,000.00
$ 75,000.00 $ 37.00 2,027 973 $ 75,000.00
$ 85,000.00 $ 41.50 2,048 952 $ 85,000.00
$ 95,000.00 $ 46.00 2,065 935 $ 95,000.00
$ 105,000.00 $ 50.50 2,079 921 $105,000.00
$ 115,000.00 $ 55.00 2,091 909 $115,000.00
$ 125,000.00 $ 59.50 2,101 899 $125,000.00
$ 135,000.00 $ 64.00 2,109 891 $135,000.00
$ 145,000.00 $ 68.50 2,117 883 $145,000.00
$ 155,000.00 $ 73.00 2,123 877 $155,000.00
$ 165,000.00 $ 77.50 2,129 871 $165,000.00
$ 175,000.00 $ 82.00 2,134 866 $175,000.00
$ 185,000.00 $ 86.50 2,139 861 $185,000.00
$ 195,000.00 $ 91.00 2,143 857 $195,000.00
$ 205,000.00 $ 95.50 2,147 853 $205,000.00
$ 215,000.00 $ 100.00 2,150 850 $215,000.00
$ 225,000.00 $ 104.50 2,153 847 $225,000.00
$ 235,000.00 $ 109.00 2,156 844 $235,000.00
$ 245,000.00 $ 113.50 2,159 841 $245,000.00 

Maximum Hours 12 250 3000 per annum

The person earning $15,000 thus has 1,500 ‘idle’ hours a year while the person earning $155,000 has just 877 idle hours under these assumptions.
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All this does is demonstrate what many people already intuitively know—there is the potential to match up people with money with people with less for the benefit of all.

Prof Bruce 

Postscript: Urban agglomerations result from this type of co-operation—indeed, humans are uniquely co-dependent. We build cities that provide access to many services that would otherwise be inaccessible to the bulk of the population due, in part, to limited financial means. Cities are survival machines.

Access to schools, health services, police services, mass transit, fire protection, waste disposal, utilities, food distribution, entertainment, mass production of goods and services is made possible because of skills specialization, sharing and trading within and between urban centres which, in turn, provide the greatest good for the greatest number of persons. 

Returning to the example of Scotiabank Place, the fact that there are three rings of suites in the building (about 142 of them) where persons of significant means tend to sit also makes attendance elsewhere possible for persons of lesser means. In fact, the original construction of the arena was only possible because of the insight by arena designer, Gino Rossetti, that these structures could be sustained by multiple rows of suites. Individual suites leased on 5 and 10-year terms by corporations could provide sufficient, predictable income for the owner of the building to obtain private construction financing and so it turned out to be.

There is opportunity for entrepreneurs to match persons (and also other entities—for-profit corporations, NGOs, Not-For-Profits, Charities) of different socio-economic strata for the benefit of each other. There will be new ways for them to co-operate and it up to entrepreneurs to find these niches. For example, it has always perplexed me why advertisers don’t co-brand when they use (expensive) media. Why not have a woman wearing Christian Dior Clothing step out of a Lexus carrying a Hermes Handbag or a man step out of a Porsche wearing a Brooks Brothers suit and sporting a Breitling Watch. 

Or perhaps more politically correctly, you could see a Marks Work Warehouse-wearing guy exiting a Prius Hybrid entering a Habitat for Humanity build site. I think this co-branding (a ‘banding together’ strategy) would work just as well in the Internet world as in mainstream media and well beyond both. Teaming up isn’t limited to advertising—joint ventures between seemingly unrelated organizations has the potential to create many new ventures—that is where entrepreneurs find opportunity—in the cracks between industries. 

You can read an example of cross-selling on http://www.eqjournalblog.com/?p=554. Use Ctrl ‘F’ and look for ‘Solution Selling and Measuring the ROI’. 

Prof Bruce @ 5:58 pm 
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Why a Local Foundation Should Own its Own Real Estate 
Posted on Sunday 6 December 2009 

I recently wrote to the Executive Director of a Foundation on why they should consider purchasing their own HQ. Here is what I said:

“I think the Foundation should buy its own HQ for a number of reason including—forced savings, security of tenure, diversification of risk, relief from rent increases, inflation protection as the Foundation’s real estate asset increases in value over time, develop brand equity in “Foundation House” over time, long term stability of the asset value as well as your operations, credibility of the Foundation, ability to control your own destiny and customize the premises to your needs, emergency funds will be available once the building is paid for by putting a mortgage in place or establishing a line of credit if it was ever required, building will probably be big enough to have a Tenant who can help pay some of the costs, this also provides expansion space should the Foundation ever require it, it can be less expensive to own rather than rent, it should be possible to raise additional funds targeted for the building itself.

Re. the latter, there may be GOC (Government of Canada) funds available for infrastructure that are not available for operations. In addition, you could create a funding campaign around the building that would in some way recognize donors perhaps by way of a gift from the Foundation (say, a collectible, signed print from one of your artists) or a wall of recognition where donors to the building fund would be remembered and thanked…

Our brokerage (subject to the approval of our Broker-of-Record) would be happy to assist in the selection and acquisition of a new building for you. We would be prepared to donate back the commission we would be paid by the Seller to the Foundation. We might also be able to convince the Seller to top this up with a donation of their own.

In our view, you would look for a building in the $625,000 to $675,000 price range and you would want to create a reserve of $100,000 for a total investment of about $750,000. You would need equity of around $190,000 and you would get back up to $32,500 as a donation from the Brokerage. I have shown a GOC contribution as well. This would leave you with a mortgage of around $375,000. You might also ask Ontario to relieve you of LTT (Land Transfer Tax) as well as ask your lawyer to donate back the closing fees which would further reduce the mortgage you require. Thus, you can find some of your capital in the deal flow itself.

I have estimated that the Foundation would use 1,000 s.f. and your Tenant would take the balance of the space, about 950 s.f. The Foundation’s rent would be around $1,500 per month triple net. Your Tenant would pay about $1,425. To this you need to add operating costs, property taxes and utilities.

Over a 5-year period you would see a ROI (as measured by the Internal Rate of Return) of about 29.2% p.a. made up of principal paydown on your mortgage (more than $53,000 would be paid off in 5 years in the normal course of affairs), real estate inflation (about 4.5% p.a. in a typical downtown Ottawa market) and a cash on cash return.

Obviously, additional fundraising to reduce your mortgage would further increase your ROI and your goal should be to pay off the entire mortgage within that time period. 

I attach a spreadsheet that will help you with the analysis. You can download our spreadsheet in .xls format from our server at: http://www.ottawarealestatenews.ca/FoundationBuildingProject.xls. You can change many of the variables and the spreadsheet will automatically recalculate the results for you.

By the way, we are also helping another not-for-profit with a building project and you can read a bit more about that at: http://www.eqjournalblog.com/?p=561.

Lastly, I wrote something more on ‘Why Invest in Real Estate’; it is posted at: http://www.eqjournalblog.com/?p=434.

I would be pleased to make a presentation to your Executive and to your Board of Directors if you felt that would be helpful.

Best regards,

Bruce”

Please note: some facts and figures have been changed to protect the confidentiality of the parties. 

Prof Bruce @ 11:50 am 

Filed under: Bootstrap Capital and Design Economics and IRR and Investing and Not-For-Profits and Rules? There are no rules in entrepreneurship. 
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How a Not-For-Profit Learned How to Raise $2m in Less Than 10 Minutes 
Posted on Saturday 5 December 2009 

Recently, I was on a con call with a client of ours—a Not-For-Profit looking to raise $2 million for a new building. Fortunately, they had identified a GOC (Government of Canada) source for a grant of the same amount (from one of the GOC’s infrastructure programs). The only issue—they were required to raise 20% independently.

We had less than 10 minutes to solve the problem.

Our solution was simple and direct:

a. We asked the REALTOR we had hired to donate back his commission on the acquisition of the building. This amounted to 5% of the acquisition cost, paid for by the Seller, i.e., $100,000. He agreed.
b. We decided to sell the naming rights of the building for $40,000 per annum for 10 years which would raise a total of $400,000 over that time. Our fundraiser committed to the job. He would charge the organization 15% over and above the naming rights fee, paid for by the naming rights patron. Of that 15 points, he would gift back to the organization 2.5%. That raised another $10,000.

In all, we were able to include agreements with the application which would raise $510,000, well above the minimum required. You will note that of that amount, $110,000 was found in the deal flow itself. This is often an overlooked area when it comes to fundraising or raising capital. In essence, money raised this way is a form of Bootstrap Capital.

Stay tuned to see if we are successful.

Prof Bruce

Postscript: The organization is able to provide tax donation receipts so the Naming Rights partner could be an individual donor. Individuals who have their names on such buildings do so for a number of reasons—a way to give back to the community, a way to be remembered, a way to give back to an organization that may have assisted them or a member of their family, … These folks can generally use a tax receipt. 

A corporation that sponsors such an initiative is usually doing it as part of their marketing program—a tax receipt is not useful to them—they can already deduct the cost from income as a marketing and promotion expense. Their motivation is usually to drive more business to their firm, improve their public standing and increase the level of trust in their brand.

Postscript 2: When Scotiabank Place was built, quite a bit of capital could be found in the deal flow. For example, by finishing early (in just 22 months instead of the expected 30 months), the Ottawa Senators saved about $12 million in construction interest and earned about $10 million more on the revenue side by being able to move to a bigger building with more revenues streams and higher revenue streams sooner. 

Prof Bruce @ 4:12 pm 

Filed under: Bootstrap Capital and Branding and Financing and Not-For-Profits and Rules? There are no rules in entrepreneurship. 
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Don’t Be Afraid to Make the First Move 
Posted on Saturday 5 December 2009 

Here is a conversation that took place a couple of years ago between two executives trying to put a complex deal together on a con call that lasted about a minute:

“Do you have anything to say?”

“No.”

“Do you?”

“No.”

“I was told to call you.”

“I was told to call you.”

“Do you have anything to add?”

“No.”

“You?”

“No.”

“Well then, Goodbye.”

“Goodbye.”

Not very productive, I am sure you would agree. These are experienced, successful people who may have: a) become successful despite themselves, b) forgotten what made them successful or c) have let their egos get in the way now that they are successful.

There are different opinions about who makes the first move. One school of thought is that you always make the other person go first (as both were trying to do above.) If you are discussing price, say, the idea then is that if the other person names a price first, you have an advantage.

If you are negotiating with a supplier, for example, and they name a price for supply of their product or service that is lower than you expected, then you ‘win’. If you are negotiating with a customer and they name a price that is higher than you expected then you win again.

In both cases, there is a windfall profit and there is one winner and one loser. Now ask yourself the question: What is the purpose of deal making? Is it to win or to arrive at a negotiated arrangement that benefits all stakeholders? 

Lawyers can’t help it but they are trained to enter pretty much every situation with a view to winning, thereby creating a loser—their opponent. My brother is a criminal-law lawyer in Victoria-Vancouver who represents persons accused of major crime including murder. Clearly, if he loses a case, the implications for his client are dramatic. So legal training to vigorously defend your position makes sense in these types of situations.

I argued several years ago during the NHL lockout that neither Gary Bettman nor Bob Goodenow were the right people to ‘settle’ the matter between the NHL and the PA. Both are highly skilled lawyers. Both have been trained to fight to the ‘death’ to determine a winner, which they did. 

The PA is widely acknowledged to have lost. Bob resigned before the ink was even dry on the new player agreement. There have been three PA leaders since then (all fired) and a fourth is on the way… some day if the NHLPA can find someone willing to take on what looks to be a difficult job with too many constituents and too many agendas both public and hidden.

So the NHL ‘won’ but it probably took longer than it should have to conclude the matter because, in part, you had two lawyers trying to ‘settle’ it. Plus, I think the Commissioner should be somewhat above the fray as in Major League Baseball where he or she is charged with ‘looking out for the best interests of the game’. 

If instead you accept that your objective is to arrive at a win-win outcome then you should not be afraid to name a price first. You need to have confidence in yourself to do this—and to be confident, you need to understand your industry and your business in depth so you know, more or less, what a fair price is. You also need to settle (before you enter any negotiation) what your BATNA is. This stands for: Best Alternative To a Negotiated Agreement. This protects you in the event that your dance partner is not a fair person and is only looking to win while you lose, i.e., they are looking to take advantage of you. Your BATNA gives you confidence that you can walk away from the table without a deal and that the sun will still come up tomorrow. It is a powerful psychological support in deal making.

Another result that will happily flow from taking the initiative is that you will, over your career, do a lot more deals. I maintain that you are far better off to do ten good deals than one or two ‘perfect’ ones and, in my experience, the ratio of 5:1 or even 10:1 might be about right when you put skilled, balanced negotiators in charge versus people who are just looking to take advantage of the other party and trying to ‘win’ every deal.

[In Priceless: The Myth of Fair Value (and How to Take Advantage of It), William Poundstone also argues that you should be the first to name a price. His rationale is different; it involves the concept of anchoring. By naming (say) a high price for Product A, you create an anchor price (sometimes called a decoy price) in the minds of the persons you are negotiating with. If you then introduce a second product with a much more reasonable price that is close in features to Product A, it makes for an easier sale. 

I have used that tactic on occasion. We built a sub-division in Bells Corners (Ottawa) years ago called Robertson Mews. We built four Barry Hobin-designed townhomes that were all brick and way above the market; in fact, there was no market for them at all. But their selling prices (about double what our 2-bedroom condos were selling for) allowed people who bought those to feel like they got a deal. We called it out 'calling card' for the whole development, a strategy we have used in many developments including Dunrobin Village (where we built a 10,000 sq. ft. mall even before we built the surrounding homes so people would feel like 'shopping nearby' was more than just a marketing slogan. We also did the same thing with Scotiabank Place which has become a huge draw for the entire Kanata West Concept Plan Area.)

Our objective though was not to get unreasonably high prices for these developments; just rapid sell through which is probably more important to a developer than anything else.

By the way, the only way to unload those four towns was to trade them off: one went at a very low price to an employee for great work done, one went to a former landowner in (partial) exchange for his land, one went to a supplier as part payment for the roadwork they did and the last was sold in the marketplace for a close-to-cost-recovery price.]

Prices are usually set through some combination of:

• What a willing buyer and seller agree to without coercion or undue asymmetric information.
• Based on what the competition is charging.
• Based on your costs.
• Based on what the market will bear.

When I worked with Cyril Leeder, now President of the Ottawa Senators, I was concerned in one deal (fairly early on in my career and his) that we had quite dramatically underpriced the sale of a piece of property. I felt bad about the situation because, as a small company at that time, each deal was incredibly important not only to the profitability of the company (which would turn out to be the parent company of the Sens) but its survival as well. Cyril told me not to worry—by leaving a chunk of change on the table for the buyer, we would actually get all of that back and more because we had created a loyal customer for our firm. It turns out he was right. Twenty-five years later, that company is our no. 1 customer in our real estate practice.

Prof Bruce

Postscript: Many business people insist they make rational decisions. That they are using their cerebral cortex rather than the more primitive structures deep within the human brain (basal ganglia). In my experience, this is often not accurate (see, for example, the work by Earl K. Miller of MIT, Primitive Brain is ‘Smarter’ than We Think, Science Daily, March 2005).

Emotional, angry, jealous, envious, spiteful, petty, greedy, self-damaging, egoistical decisions are, in fact, all too common. If you make decisions based on these emotions, you will often act against your best interests.

Instead, I would argue for a combination of gut-based decision-making and rational analysis. Humans are uniquely able to conjure up nuance from the vapour of gesture and other non verbal cues. Listening to your gut feelings is not the same as acting out of spite or greed or jealousy or any of the other negative factors I site above. 

Postscript 2: The above just scratches the surface of negotiating and pricing. To be more successful at negotiating, it would help you if you learned something about NLP, Neuro Linguistic Programming. Top poker players use NLP all the time: they calibrate their opponents (James Bond played by Daniel Craig in the 2006 film release of Casino Royale does this to Le Chiffre); they do not play their cards, per se, they play their opponents. If you are interested, please read more at: http://www.dramatispersonae.org/NegotiatingSellingNLPNeuroLinguisticProgramming.htm. 

Prof Bruce @ 8:06 am 

Filed under: 25 Steps to Business Success and Asymmetric Information and NLP and Neuro Linguistic Programming and Pre-selling, Finding New Clients, Keeping Existing Ones and Sell 
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Firestone’s Three Laws of Power Selling 
Posted on Friday 4 December 2009 

Before I get to the Three Laws of Power Selling, I thought I should restate for you the three most important things that every new startup and freshly minted entrepreneur has to worry about first. The three most important things you need to focus on above all others are: Sales, Sales and Sales.

It turns out that most entrepreneurs are blessed with cleverness, ambition, flexibility, initiative, the ability to work in teams, curiosity, creativity, fear of failure, willing to take responsibility, leadership, energy and willingness to work hard; they have lots of ideas, some good and some bad. 

But if you can’t sell, you’re toast. I have often heard CEOs of large, successful corporations and Presidents of fast growing SMEEs (Small and Medium Sized Enterprises) say: ‘Ah, now that things are going so well (i.e., sales are rolling in rather nicely), I can stand back and work on the business instead of in the business.’ This is completely wrong; as soon as a CEO delegates wholly the responsibility to his or her Vice President of Sales, the business starts to go down hill.

When Lou Gerstner stepped in to the CEO role at IBM in the early 1990s (a time of great crisis for IBM), he took a very active role in sales. Within a few days of taking the reins, he wanted to see a list of IBM’s top 300 customers. Why? Because he wanted to visit each and every one of them. 

Sure you want to spend some time working on the business but you have to working in the business too and you have to be involved in sales you have to be in the sales loop otherwise you have abrogated your basic responsibilities to your company’s stakeholders including your customers. I mean there are times when your customers don’t want to talk to another sales engineer; they need to talk directly to you, Ms. CEO or Mr. CEO. And this way you disintermediate all the layers of bureaucracy; you get the real story and you then are in a position to create new sales channels and new sales opportunities that only the CEO or President can champion at the end of the day.

I thought it was weird circa 1995 to 2001 that all of a sudden entrepreneurs and their financiers started thinking that they needed financing first and sales second (or third or sometimes not at all). I have always taught that if you have revenues, you will get financing and not the other way around. Have you ever heard of a business folding where their sales are booming? Don’t think so.

They might change CEOs for one reason or another but if you have great sales, your company is going to be around for a long time.

So, quick, what is the entrepreneur’s first and foremost challenge? Sales, Sales and Sales.

Getting sales is not easy. There is always competition and it’s hard to find customers. 

Some of my students tell me that their ‘pixie dust’ in their business model is that there is’t any competition for their (great!) new idea. This is actually quite funny there are two reasons why there might not be any competition. One is that it is a bad idea. Two is that it is a good idea that no one else has thought about before (unlikely but possible). However, in the second case, if it is a good idea, you absolutely will have competition. Check out how long it took for competitors for Viagra to appear. (I am not saying Viagra is a good idea, never having tried it myself, but it sure is a money maker.) 

If your idea is a good one, you will create your own competition. So it’s a tough old world out theren your competitors don’t want you to succeed but, guess what, your customers and your future customers do.

They want you to be successful because they need your product or service. They don’t want you to go out of business. They are your greatest allies.

So making a connection with them (this is called marketing) is really crucial and you have to be able to make these connections cheaply and effectively (this is called Guerrilla Marketing substituting advertising and promotion brains for money).

But Guerrilla Marketing is something I deal with elsewhere; here let’s assume that you have made the connection with a potential client. How do you make your selling proposition irresistible? Well, you do it by first applying Firestone’s Three Laws of Power Selling. 

The Three Laws of Power Selling

Here below are Firestone’s Three Laws of Power Selling. First, I’ll iterate them and, second, I’ll give some examples that will seek to illustrate how the Three Laws of Power Selling actually work. Most people read these types of things and they nod wisely but really have no idea how to apply these how-to-guides to their situation. I have found that people learn best from RL (Real Life) examples. 

Firestone’s Three Laws of Power Selling are

• Law No. 1: SITTING ON THE SAME SIDE OF THE TABLE 

Thou shalt get on the same side of the table as thine customer or client.

• Law No. 2: SOLUTION SELLING 

Thou art selling a solution to a client problem or opportunity.

• Law No. 3: NEGATIVE COST SELLING/NEGATIVE COST MAREKTING 

shalt demonstrate that thy solution is a negative cost for thine customer that thy customer’s or client’s costs decreaseth or thy customer’s or client’s revenues increaseth or both.
Thou shalt find persons who be willing to pay thou to market thine wares or services

Law 1 Some Examples of SITTING ON THE SAME SIDE OF THE TABLE

When I was doing some consulting work with GradeAStudent.com (started by four, really smart, former students of mine), I told them that if they adopted Law No. 1, they could greatly increase the amount of hardware and software they sell. 

Their main business is at-home computer service fixing your PC on-site: installing software, getting rid of viruses, making your network to run, etc., etc. But clients naturally trust them to help them buy hardware and software too. 

I told them that instead of trying to sell their customers stuff; they should put their suppliers on the other side of the table. So basically a GradeAStudent.com techie would say to a customer: I can get you XYZ virus scan software from Acme Corp. for 200 bucks and it does everything, including block spy ware and ad ware and pop ups, as well. Or I can get you something cheaper from Pirate Software Co. for $99 it scans for viruses but doesn’t block pop ups, etc. 

Now the GradeAStudent.com techie is taking on the role of trusted advisor, a consultant to his customer, if you will he is on the same side of the table as the client. The suppliers are on the other side. If the client doesn’t like any of the options, the techie can then say: Look, maybe I can get you a better price from Acme or Pirate or maybe I can find something that will suit you better from someone else.

In either event, the client isn’t saying ‘no’ to GradeAStudent.com and they aren’t ‘buying’ from GradeAStudent.com they are buying ‘through’ GradeAStudent.com and from GradeAStudent.com’s suppliers. The question of GradeAStudent.com�s margin and markup on the sale isn’t likely to come up at all�it will be the suppliers who will most likely take heat if the pricing is too high or the offer doesn’t have all the features (or has too many of them) that the client wants. GradeAStudent.com can back away from any solution with no loss of face. This kind of ‘non-selling’, selling is extremely powerful.

Another client of mine, a web developer at EnvisionOnline.ca, was asking how he might apply Law 1 to his business. I thought about it a bit and came up with this example for him. He has already designed a web site for a Home Heating and Air Conditioning Company (HHAC, not their real name). I told EnvisionOnline.ca: Why not turn HHAC into a quote machine instead of a seller of AC units or furnaces? The idea would be for HHAC to consult with their clients, get on the ‘same side of the table’ and spec two or three different solutions for them. Again, HHAC clients would (hopefully) tend to see HHAC’s suppliers as the entities they are negotiating with, not HHAC.

Maybe EnvisionOnline.ca could create an opportunity for itself to get some recurring revenues by optimizing HHAC’s web site for maximum search engine traffic and perfecting an online quote system for HHAC. EnvisionOnline.ca could operate the site for HHAC. Today, what once were product companies like IBM want to be more like service companies and get more of their revenues from consulting for clients or operating things for their clients. It makes sense these types of revenues can be more predictable and they obviously can lead to more product sales too. IBM has been very successful at this: operating huge data centers and other back office operations for major global companies. They now get a huge portion of their revenues from services. And when these back office operations need new equipment, you can be sure that IBM supplies a lot of that as well.

But service companies also want to be more like product companies. Selling products has its own appeal you make a thing once and you resell it over and over again. 

EnvisionOnline.ca develops products (web sites) with many, many of the components being repeatedly reused. By operating client web sites (consistent with the Three Laws of Power Selling, of course), EnvisionOnline.ca can be more of a service company with more predictable revenues perhaps. 

Now another important feature of the Three Laws of Power Selling is to make sure that you are applying the Three Laws to not only your sales to your clients and customers but also thinking through how they might or should be applying the Three Laws to their efforts to sell to their clients. Huh? 

Now one could carry this on down the food chain indefinitely but I think applying the Three Laws to two generations of the business-land ecology is enough to think about at any one time.

So let’s go back to Law 1 and see if we can find an example where we can apply this type of thinking. How about the case of Brymark.com, a seller of promotional items. One of their sales people, Dale (not his real name) is a keen golfer and he wants to sell promo items to Golf Pros but everywhere he goes, he hears the same story they don’t have the budget for it.

Now Golf Pros do a lot of teaching (their bread and butter) and Dale notices that a lot of those keen students are lawyers. Dale realizes that lawyers (at least in Canada) are usually in tough trying to find ways to market and sell to new clients Canadian lawyers tend to do less of those late night television ads than their US counterparts who don’t seem to mind a direct pitch like say: Have you recently been injured in an accident? Do you need someone to represent you and take your side?

So maybe Dale can solve the problem this way: he will sell the promo items to the Golf Pro but he will get one of Golf Pro’s legal clients to pay. This is how it works: he chooses a promo item that appeals to both of them the Golf pro and the Law Firm, say, mouse pads. He brands the mouse pads with both the Golf Pro’s information and the Law Firm’s pitch too.

Now the Law Firm gives out free mouse pads to its clients, many of whom are probable golfers, and the Golf Pro gives out the mouse pads to his clients, many of whom are probably in the market for legal services. By thinking about how the Golf Pro’s clients sell (or market) to their clients, Dale has made a sale and created a new marketing channel for both the Golf Pro (who gets the Law Firm to distribute his marketing info to their clients) and the Law Firm (who gets the Golf Pro to distribute their marketing info to his clients). 

This is called co-branding and can work with more than two parties as well. For example, promo items for a high end men’s shoe store might work well with an upscale jeweler and a high performance auto dealership. 

This kind of selling is more difficult to do because it involves a minimum of three parties: you, the sales person, and at least two co-branders. Anytime, you need three approvals to get a project off the ground, well, that’s tougher to get than a two party agreement. Obviously, the degree of difficulty goes up as you bring in more co-branders. Having said this, by making it more difficult for himself, Dale is also making it harder for his competition to duplicate too. And in the promo business, which is absolutely cutthroat at the best of times, that’s not a bad thing.

I really like how the Ottawa 04 International Animation Festival sold to one of their key sponsors (Electronic Arts, EA). Usually, these sponsorships are pretty boring put up a banner, hand out some brochures, demonstrate the products or service. Most sponsors get involved with good works out of guilt and don’t leverage their sponsorship dollars very well, if at all.

But the Festival had clearly thought about some of EA’s challenges, like the fact that one of EA’s biggest problems (circa 2004) is how to recruit top notch talent. By getting on the same side of the table as EA, the Festival thought about who EA is selling to; they need to sell to (i.e., recruit): software engineers, animators and computer graphics artists. And those just happen to be the kind of people who might come/be attracted to an International Animation Festival.

So EA brought their recruiting machine to town.

So the Festival was not only thinking about how they could sell to their customer (EA) but how their customer (EA) could sell to their customers (software engineers, et al). You can only see solutions like this when you are sitting on the same side of the table as your client and looking at their problems the same way they do. This leads us to Law No. 2.

Law 2 Some Examples of SOLUTION SELLING 

Law No. 2 involves ‘solution selling’. I am always amazed at how many sales people make a sales call on a prospective client knowing next to nothing (or sometimes absolutely nothing) about the potential client’s organization and its problems and challenges. It’s hard to sell a solution when you don’t know the problem.

Solution selling is all about knowing a client’s business and business model in incredible detail so that your product or service addresses, in a very direct way, at least one of their key issues.

Solution selling often involves self-financing offerings, where the money the client needs to have in order to pay you for your services or products doesn’t actually come from them but from their clients; i.e., your client’s clients.

I worked with one NPO (Not for Profit) outfit and we devised and entire program for them that cost them $100,000+/- to implement but generated more than $600,000 in net funds from event participation and sponsorship. They never had to reach into their (short) pockets for a dime.

Furniture sellers and auto dealers do this all the time they provide attractive financing deals (OAC, On Approved Credit) like those don’t pay a cent events until some point in the future or by providing you with 100% financing at super low interest rates. 

I have been involved in mergers and acquisitions where the acquiring company ends up with more cash after buying the other business than they had before. These are called ‘accretive’ financing deals they can be cash accretive or earnings accretive or both. This is another, more complex form of solution selling. 

Another way to look at it is, if I am asked to help sell a company, one of the first things I might do is to try to find a way to provide the acquiring company with the financing to do it so they don’t have to reach into their jeans for any money at all. 

In one transaction I am familiar with, the acquiring company bought a franchise for $30m, half down in cash and half paid at $5m per year for three years. (The numbers have been changed to protect the identity of the acquiring company). 

They then entered into a long term lease for a facility and received a leasing inducement in the amount of $20m in cash from their Landlord. They also put in place a credit facility with their Bank for 50% of the value of their new franchise. 

If you do the numbers, they put up $15m in cash to get into this business but received back (from the leasing inducement and the credit facility) a total of $35m so they had $20m more in cash after buying the franchise than before. Nice work if you can get it.

Accretive deals like this are much easier to do when you are a large company with a top credit rating and explains to some degree why the rich get richer and the rest of us, don’t

Real Estate transactions can often be like this too. It’s a form of Bootstrap Capital.

How can you acquire real estate with no money down? I get asked this all the time. In reality, you usually can’t do this; it’s more like acquire real estate with little money down. But it can be done. For those of you who are curious about this, you can read an example of how Betty and Phil (not their real names) acquired residential rentals with very little money down.

One of my former students started his residential construction business with no money down by finding a willing landowner to play along with him. He optioned a piece of land for almost nothing ($500), put his sign up, put a trailer on site and he pre-sold 10 units from plans. With the deposits he received from Purchasers, terms he got from his suppliers and with the co-operation of the landowner, he was able to profitably build more than ten single family homes in his first year. 

The landowner and his suppliers got paid out of the closings. He had zero bank financing and practically zero cash when he started out but he did have one thing credibility. And that can take you a long way.

There are other ways people acquire real estate with no money down. For example, they might be speculators who intend to flip the land for a profit before they actually acquire it. Or they could buy land or buildings that are undervalued.

The latter was especially popular in the real estate go-go years of the 1980s. Another way of looking at it is they are over-leveraging the acquisition. 

Basically, it works like this: buy an undervalued property; add some value by doing a lipstick (i.e., superficial) renovation or raising rents; get it reappraised at a higher valuation; mortgage the property for more than you paid for it.
Solution Selling and Measuring the ROI for a Potential Client of a Promotional Products Company: AcePromotions.com 
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Opportunity Is Everywhere if You Look and See
Let’s look at an example of solution selling where a promotional products company (AcePromotions.com) has decided that they need to be more than just product pushers. The sales manager for AcePromotions.com is writing to one of her sales people about approaching Tom Smith Toyota (TST) using a new approach for promotional products. This is what she writes.

Hi Guy: why don’t we try something like this with the Smith Toyota people? Call your contact over there and try to up sell them on this new solution selling thing we are trying. Let me know how it goes. Btw, take the lap top with you and the attached spreadsheet. I am sure that they will like the new approach. Here it is:

1. Let’s suppose that TST agrees to buy 10,000 windshield scrapers from us for $4 each or $40,000.
2. The scarpers say something amusing and informative about TST with a tel. #, web address, RL address on them.
3. TST also says that anyone who brings their scraper in to show them that they have one before, say, June 30th is automatically entered into a contest to win a free lease on a car for a cost to TST of $300 per month say or $3,600 for the year.
4. They are also entitled to a $250 cash rebate from TST on every new car sold before June 30th just by showing up their scrapers.
5. TST pays AcePromotions.com another $6,000 and AcePromotions.com hires students to go around to selected gas stations, collision repair places, car washes and give them out free.
6. We will already have pre-sold these non traditional outlets on this delivery option. They get the scarpers for free and can use it in their promotional efforts too.
7. We then gives selected gas stations, collision repair places and car washes the option to co-brand the scrapers and let’s assume that 50% of them choose to do so at an additional fee of $2.00 per scraper. Note that AcePromotions.com is selling half the scarpers for $6.00 and yet the distribution outlets are getting scarpers for half price. TST is happy too because they are getting their message into the hands of consumers who are not yet TST customers.
8. There is an advertising budget of $8,000 to support the new campaign paid by TST and managed by Brymark.com with TST’s ad agency.
9. To see how you measure ROI, see attached spreadsheet.
10. In this model, TST has to sell 14 new vehicles and 7 new leases in five months to have benefits that are 33% higher than costs.
11. You can play with the spreadsheet numbers and vary all of the inputs.
12. You should sit down with TST with this spreadsheet and go through it with them; they will know the variables better than we do.
13. Then we will track the program with the TST people over five months.
14. This is the level of detail we need to do for every proposed solution selling opportunity.
15. It is very engaging for our clients too; they really enjoy this type of involvement and will fool around with our spreadsheet model till the cows come home.
16. Also, most clients like TST get the fact that that there are other indirect results of a program like this�they will get a ton more sales after the five month period is over that are never actually measured. People like me don�t enter contests or take freebies but I would keep a TST scraper for a long time and when it is time to buy a new car, why there it will be as a reminder about what a good outfit TST is and how I should consider buying a Toyota anyway.
17. Note that: a. AcePromotions.com’s sales are much higher than if we just sold promotional products, b. we will have created a host of new selling opportunities (in the distribution channel; i.e., selling co-branded promotional products to the collision repair, gas station and car wash industry an selling them their own promotional products and delivery solutions) and c. our margins are much better too.
18. Furthermore, AcePromotions.com is more likely to make this sale because: a. we are providing a total solution, b. we are targeting the potential clients (future car buyers) of our client (TST) rather than our client, c. we are measuring ROI for our client.

Good luck, Sally

28-Jan-03 Confidential 

Measuring Tom Smith Toyota (TST) ROI 

Costs 

Scrapers $4
10,000 $40,000 PRO 

Delivery Solution $6,000 DEL 

Car Lease Prize $300
12 $3,600 PRZ 

Cash Rebate $250 REB 

Advertising Budget to Promote Program $8,000 ADS 

Benefits 

Average Profit per Car Sold $3,000 APC 

Average Profit per Car Leased $2,000 APL 

Average Profit per Car Serviced $1,200 APS 

How many additional cars does TST have to sell to have benefits greater than costs?

Solve this set of equations by iteration 1.333 MAR (Margin of benefits over costs)

[APC * n1 + APL * n2 + APS * n] – MAR * [PRO + DEL + PRZ + ADS + REB * n] = 0

n1 + n2 = n 

n1 = additional new cars sold 

n2 = additional new cars leased 

assume: 

n1 = 2 * n2 2 

n1 = 0.666667 

n2 = 0.333333 

Number of new cars and leased cars such that benefits are 50% greater than costs

try n = 22 $954 

Therefore, TST has to sell in the five months before June 30th 

new cars 14.66667 

leased cars 7.333333 

Law 3 Some Examples of NEGATIVE COST SELLING/NEGATIVE COST MAREKTING

Negative cost marketing is really two things one is being able to show a client (and really show it using a spreadsheet) that by hiring you or by buying your product, their costs will go down or their revenues will go up or both. We are going to call this negative cost selling here.

Two is to find people who will pay you to market your products or services. We’ll call this negative cost marketing and, somewhat surprisingly, it can be quite common and would be more commonplace if people (read marketing professionals) were willing to think more in these terms to begin with.

The obvious example of this is what pro sports teams do. It seems incredible to me that people will gladly buy overpriced merchandise and walk around as unpaid billboards for their favorite sports teams. I mean in the Great Depression of the 1930s, some poor suckers got paid (wretchedly) to become walking billboard and shills for local businesses. Now we do it for free; in fact, we pay sports teams to do it for them.

Of course, it isn’t just sports teams that are in this space; Calvin Klein Jeans, Roots and other assorted brand name manufacturers long ago figured that people would pay to buy your stuff with your name and brand on the outside of their clothes. What’s with that anyway?

There are many other ways to induce people to market your stuff for you. One of my former students owns a beautiful, hand crafted wooden gondola that he charters out all summer. Then he pays to put it in storage for the winter. I suggested to him that he contact some of the large commercial office or commercial retail landlords in his area and see if they want to put his boat on display in one of their atria. 

After all, his boat is an artifact a unique (in Ottawa) piece of artwork really. And while they won’t pay him to put his boat in their atrium, at least they won’t charge him to do it (we hope). So he ‘saves’ three times over he doesn’t pay to store the boat; he doesn’t have to pay for the space in the atrium and the free display he gets all winter to huge numbers of office workers or mall customers is a heck of a marketing tool for him. Let’s put it this way, if he doesn’t try something like this, his best marketing tool (his boat) sits hidden under cover for six months of winter.

Now let’s turn to negative cost selling. To do this, you have to know how your customer’s business (model) actually works. Study your client it pays off, big time. 

I go through one example of re-engineering a business model for a friend of mine (Bill Farley, not his real name), who is in the media training business. We tweaked his business model to help his business out of a slump and we made it consistent with the Firestone’s Three Laws of Power Selling, of course. In my view, the latter is the cause of the former. You can read more about Bill’s Media Training Business Model Revamp and I won’t repeat it here.

Another friend of mine, Anthony (sorry but not his real name either) owns his own mail order house and part of his business model is to create his own customers through negative cost selling. I think he does it more because he is bored with the normal course of business than because he needs more clients. He finds that sometimes he can create more interesting solutions for potential clients than they can for themselves and, happily, more interesting work for himself. He sees it as a kind of challenge.

Anthony has recently gotten into the lumpy mail business today Canada Post and the USPS allow people to send all kinds of weirdly shaped objects through the mail. They had to adjust their business models too or face near oblivion.

So Anthony came up with the idea of helping a summer camp for distressed children raise money by using his bulk mail service. But he just didn’t go to them with a proposal of give me $15,000 and I’ll mail out thousands of solicitation letters. I mean how many of these does everyone see in a year anyway? And where do most of them end up? File 13.

No, he pitched them on sending a select group of CEOs and senior Managers (from a good quality mailing list he had) a lumpy mail piece containing a skipping stone and an invitation to a CEO stone skipping challenge event. Over 90% of these lumpy mail packages got opened and the response rates were in the stratosphere.

Everyone can skip a stone and everyone has childhood memories of time spent by the water on a perfect summer’s day.

He even got a Toronto quarry to provide the stones and sponsor the mail out too. Now that’s solution selling.

I like even better the example of Peter Patafie, owner of Patafies Inc., who started his packing and moving supplies business and in five years, built a $15m a year business from nothing with nothing.

Peter noticed how all the sales persons for moving companies in the Ottawa area were supplying their customers with packing supplies by first taking delivery of cardboard boxes, wardrobe boxes, bubble wrap, tape, tape dispensers, wrapping paper, what have you, in their warehouses and then the sale person would hump the stuff over to their clients homes in their vehicles. Peter saw OPPORTUNITY.

He thought that a better use of the sales person’s time was selling more moves (better for them since they are mostly on commission and better for the moving company obviously) rather than delivering boxes to people packing up for their moves. So Peter pitched every moving company this way: he would sell them packing supplies but his people would deliver them to their customers.

It was a simple idea but brilliant. Today, 98% of the movers in Ottawa are supplied by Patafie’s Inc. Peter got all Three Laws of Power Selling in one fell swoop: 1) he is sitting on the same side of the table as his customer (where his customer’s customer becomes his customer), 2) he is ‘solution selling’ (by making his customer’s sales people more productive) and 3) he is a negative cost too (since his customer’s customers are paying for the packing and moving supplies). 

In essence, the moving company gets money for nothing they mark up Peter’s packing and moving supplies, sell them to their clients, Peter delivers the stuff, they never see it, they get the money (less Peter’s share) but haven’t done any more work and, in fact, have unleashed their sales people to sell more moves.

A few years later, Peter noticed something else by visiting his clients. (What a novel concept, wouldn’t email have done as well? Don’t think so.) They each had a zillion used boxes lying around. Boxes that Peter had sold his clients clients; after their moves, somehow they ended up back in the movers warehouses.

So Peter asked them what they did with the used boxes. They paid to have a recycler take them away. So Peter offered to buy the old boxes from them (another negative cost!) They might have thought Peter a bit foolish but they indulged him. Sure, you can buy our discarded cardboard, they said.

But Peter had noticed that plenty of people were scrounging old boxes from grocery stores, hardware stores, liquor stores, wherever. People who didn’t want to buy new boxes. So Peter started selling used boxes and he turned that into a thriving million dollar plus retail business in less than two years. Think about it Peter sells new boxes, later he buys them back at a fraction of the price and then resells them again at a substantial markup. 

Peter has created his own clients seeded the fields and reaped the harvest, if you will. He created a new revenue stream and a recurring revenue stream for himself, both critical components to having a great business. And he made the connection with new customers efficiently and effectively by first visiting all the moving companies in the area, which is feasible for one person to do since there aren’t that many of them. And later, he created a mass market for recycled boxes by niche radio advertising. 

At the beginning of this paper, I made the point that if you have to knock yourself out to make a connection with potential customers at huge cost in terms of time or money or both, your business won’t be sustainable and it will fail. So remember: finding, getting and keeping customers have to be (relatively) cheap and easy to do in order for your business to have a chance at success.

Conclusion

Really, Firestone’s Three Laws of Power Selling are woefully inadequate to by themselves create a truly powerful sales organization; there’s a lot more to it than my Three Laws, for sure. At its very essence, power selling is about becoming more creative, thinking a lot about your customer (and your customer’s customers’) needs. It’s about hard work. It’s about lateral thinking. It’s about seeing opportunities. It’s about knowing how the world works. It’s about training your whole team and I mean everyone including your receptionist and your accounting staff too to be power sellers.

Your accounting team is a great source of leads; why not reverse sell to people you buy from (aka, your suppliers). When I was with the Ottawa Senators, I didn’t like to buy from anyone who wasn’t already a season ticket holder or prepared to become one; I think we should expect people to buy from us if we are buying from them, provided it makes sense.

And nothing is worse (and this has happened to me a lot) than calling a tech company or calling a real estate company or any type of business and getting a receptionist who knows nothing about the company she or he works for. How is it possible for a receptionist not to know what real estate projects a company has on the go or what new products the firm just released with great fanfare at a tech trade show? And don’t blame the receptionist it’s management’s and ownership’s fault if they have untrained and uniformed employees running around.

In pro sports, they know how important it is to be prepared. They say that if you develop good habits in practices, it will carry over to games when the results really mean something, like whether you get to keep your job or get cut. In any competent military, they are fanatical about training and preparation because it saves their lives. You want to be a power seller? Then you and your entire organization need to be trained and prepared you need to do your homework and you need to learn how to be a power seller and then you need to practice it again and again because you will get better at it. You can train yourself to be more creative if you are alive to that possibility.

At the end of the day, people like to buy from people they like so you can’t neglect the human factor. My late father, Professor O.J. Firestone, told me if I wanted to get a deal done then it had to be face to face. I thought he was being a bit old fashioned but in this time of widespread email abuse and voicemail hell, I think his advice is even truer today than it was when he said it to me, in 1982.

Postscript: Recently, I took a course in real estate given by a fine teacher, Mr. Wayne Hancock of Oshawa and he added an important caveat. He said: ‘Selling is control.’ I instantly recognized what he meant. First of all, you always want to be the one who volunteers to write up the agreement. The pen gives you control. Second of all, most clients will behave irrationally at some point between negotiating the deal and closing it; it really doesn’t matter if they are seller or buyers there are always some kinds of second thoughts going on: either buyer’s remorse or seller’s remorse is trying to take over their minds. So deals tend to fall apart. If you have control over your own emotions and you have some influence with your clients, you can often put Humpty Dumpty together again by asking them simple questions, like, what is the alternative? (Summer 2005)

Cold Calling and Successful Selling: The three most important things in business are Sales, Sales, Sales, 

1. Before you lift up the phone, think about whom you are calling. Know something about their business, go to their web site and have a ‘solution’ in mind this let’s you start a conversation with the prospect rather than making a sales pitch.
2. Even if the prospect doesn’t like your idea, they might still like you your creativity and initiative and the fact that you bothered to make the effort to do some research on them before you called. People like to buy from people they like.
3. If you do this and if you make 50 calls, you should get 10 (20%) F2F meetings.
4. Out of 10 F2F meetings, you should get 4 (40%) sales orders.
5. If your annual quota is $1m in sales and your average order size is $5k, you need 200 orders for the year or 4 per week.
6. That means you need to make 50 calls each and every week to meet your goals.

In summary then, we have: 

• Have a conversation starter an idea of a ‘solution’ for them (‘selling is telling’*) have a success story to tell them about someone in a similar industry or situation 
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The Storyteller
• Talk about what their competitors are doing and what they are not doing that gets their competitive instincts going
• Do NOT sound like a salesperson (i.e. like you are reading a scripted message)
• Learn something about the prospect before you make the call
• Be nice to every receptionist (she/he can/cannot put you through to the right contact)
• Always introduce yourself
• Verify facts ‘Who is the decision maker’?
• Always have a call to action ask for the deal and have a paper ready that they can sign
• When you hear ‘yes’ stop talking, thank them for the deal, get a signature and then leave
• Always be courteous even when you get a ‘no’
• Remember ‘yes’ is the best answer but ‘no’ is the second best answer
• ‘No’ is better than a ‘maybe’ since ‘maybe’ just wastes everyone’s time
• A call to action gets you a ‘yes’ or a ‘no’ don’t be afraid to ask for the deal
• If you get a ‘maybe’ tell the prospect you are going to treat that as a ‘no’; they will either change their mind or at least you will have resolved the situation
• Selling is best done F2F; second best is by telephone; third best is by email fax and snail mail do not even rate
• Schedule appointments by saying I am going to be in your area on such and such a date (book two to four weeks in advance)
• Do NOT call to confirm appointments it gives people a chance to cancel on you
• If people are really rude, look at it as an opportunity to call them back in six weeks or so they may feel some remorse and you get the appointment and sale anyway
• Keep an up-to-date data base telephone numbers and email addresses especially
• Always thank people for their time in writing
• Always volunteer to write up the notes of a meeting or the agreement he/she who controls the pen, controls the deal
• Sometimes use a marketing survey to get in the door
• Ask a lot of questions and listen carefully people like to talk about themselves and their companies; when you listen, opportunity will present itself
• When people say send me some info, make sure they really want it and it’s just not a way to get you off the phone
• If they say they are not interested, ask if you can follow up in a few months and then do
• Silence is a weapon sometimes just by being quiet, they will answer their own objections and talk themselves into a deal
• DV x Q = $, Differentiated Value times Quantity equals Dollars**; what this means is you have to talk to your prospects about your differentiated value what makes you different and better 
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“In order to be irreplaceable, one must always be different,” Coco Chanel
[Please note that this image has been edited to conform to the policies of this site wherein all of the content (except where noted in rare cases) is for a General Audience, Ed.]

• If call is not going well, ask to be included in the next opportunity: Can you include me on the bidders list next time you order? Get an email address and follow up
• Use the six degrees of separation to find someone you know who knows them but don’t rely on third party introductions go after it yourself; use them as references and sources of testimonials
• Always practice bottom up selling start with a peer-to-peer relationship before you get the Presidents of the two companies involved; they should only basically get involved to bless a deal
• Always try for at least a two year deal if every sale you make is one-off, every year you are like a baseball player, you start over at 000 home runs. If you do multi year deals, your sales are guaranteed to increase year over year and increase much faster than if every deal is a one year deal 

The Two Step Process – You Only Need to Meet with the Client Twice to get the Deal

Step 0: Study the biz and come up with a case study that is relevant and tells an interesting story. Call the prospect and start a conversation.

Step 1: Meet with the prospect face-to-face this is a discovery meeting but a discussion is taking place about the case study you are using/suggesting and determining its relevance to their requirements. You are determining their budget and other factors in this meeting.

Step 2: You make a final presentation, ask for the deal and get a signature or not.

Strategic Selling

See if you can do some strategic selling. Strategic selling is where the cost to your client of buying from you is negative. This is the easiest type of sale to make.

For example, a client buys something from you but you have already lined up someone to buy those products or services from them, you have guaranteed them a win, basically. See for example: http://www.dramatispersonae.org/NegativeCostMarketingArchitectFirm.htm

Sales People are Entrepreneurs

A. Every sales person is really running his or her own business.
B. More sales = more income for you.
C. Your cost side is you.
D. The great thing is you don’t have to worry about all those other kinds of things like paying to keep the heat on; you just concentrate on your own business, selling more
E. You are (mostly) your own boss.
F. Create your own PWS (Personal Web Site). Put your bio on it, a picture of you (even on the Internet, people like to see whom they are dealing with), other interesting material you have created/written (e.g., any case studies you have written), testimonials about you given to you by your clients, your contact co-ordinates, etc.
G. You need to be an expert in selling obviously but also an expert in marketing yourself.
H. Remember that the harder/smarter you work, the luckier you get. 

Sales are the teeth of the business. Sales people are valuable to every business and even in difficult economic times, they are rarely laid off. When a JOB opens up in the Marketing Department, one typically sees dozens or even hundreds of candidates, all equally well dressed and well presented. Marketing types mostly make $30 to $50k. Sales people make $80 to $100k+. 

But people are afraid of sales. They think selling is selling stuff to people who don’t want it when in reality, real selling is providing timely solutions to real problems clients are experiencing. Successful selling is a rush and it is very creative. It also involves a lot of marketing especially if you view your sales JOB as your own business and a big part of your JOB is marketing – yourself.

Prof Bruce

Prof Bruce @ 3:58 pm 

Filed under: Bootstrap Capital and Negative Cost Value Proposition and Pre-selling, Finding New Clients, Keeping Existing Ones and Sell 
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Why Businesses (Really) Fail 
Posted on Sunday 29 November 2009 

Or Why Gadgets and Gizmos Don’t Make for Sound Businesses
I liked this cartoon. To me, it spoke of many business models that are bound to fail. Sometimes, we think we are getting fitter when, in fact, we are just setting ourselves up for failure. 
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Dumb Business Models and Dumb Businesses Get Eaten
A lot of students seem to think that every business model they design needs to be brand new, never before seen or done. It turns out that, sure, the Business Model needs to be good but execution needs to be even better…

I always like to refer to my experience with the Starflyer: a great consumer product, backed by a superstar athlete (Wayne Gretzky) that failed to generate significant revenues. The business model was based on the fact that it was new, it was well designed, it flew really well and ‘Gretz’ was endorsing it. 
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Starflyer
This was a ‘great’ product when it was first introduced to the marketplace in 1983. It had everything going for it:

1. The endorsement of the greatest hockey player ever (at least in my view)—Wayne Gretzky.
2. A good design—it had a patented (by me) aerodynamic shape (it used a dimpled surface on the flying disc which, much like a golf ball, resulted in superior performance). The industrial design was inventive and useful in terms of playing with flying discs, distances traversed, accuracy and so on.
3. It used persistence of vision to create a halo effect so that the flying disc could be thrown and caught at night.
4. The small camera sized batteries were neatly tucked away and lasted a long time.
5. Throwing ‘Frisbees’ was ‘catching’ on in a big way. Ultimate was in development.
6. There was just one tiny problem. It turns out that no one wants to play ‘Frisbee’ at night and there was zero demand (or close to that) for the product. 

Student entrepreneurs need to know that the market is always right even when it is wrong. The planet is littered with neat products for which there is no demand. So, one of the simple rules of business is to introduce products or services that the market actually wants. Don’t necessarily substitute what you think is great for what the market actually wants.

Most successful startups are not based on e = mc**2; they are usually small improvements of existing products or services—someone has identified a niche not being filled now or a way of doing something that is already being done but they see a way to do it better.

There are very few startups like Priceline.com (where the customer names his or her own price), Google, eBay, Fed/Ex (Fred Smith invented a whole new category of overnight package delivery), Apple Computer, Digg.com … where the founder(s) are really breaking wholly new ground and they are successful.

It is essential to understand whether you have a gadget or gizmo type of idea (mostly developing into marginal businesses at best) or something substantial. Gadgets and gizmos make great hobbies but that’s all. Entrepreneurs should be trying to create more value than that.

Here is an example of a gadget introduced to the marketplace about twenty-five years ago. It is a neat analog device that allowed a consumer to turn off the bell or ringer on his or her telephone. In those days, phones in Canada and the US were rented from the Bell companies or purchased through them. The Bell companies did not want you to turn the ringer off—it would tie up their networks with longer answer times and more redialing. So you could turn the ringers down but not off. For folks who wanted a quiet dinner—tough luck.
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Controlling Bell
The ‘Bell Control’ allowed people to plug their phones into the device and the device into the wall and turn off their ringers (a safety light would flicker instead of the phone ringing). It was a cute device—there were only a couple of problems: a) because the Bell group of companies controlled the market, there was no obvious channel to market these devices, b) not too many people really wanted to turn off their phones.

These problems occur over and over again with gadgets and gizmos—neat ideas with no real potential to find a market. The best you can do with these types of things is make a J.O.B. for yourself—there is really no way to create a lasting business with substantial value creation with these types of things.

The problem is how to find a market. The toy, game and electronics markets are dominated by huge industrial players with enormous marketing budgets.

There is no effective way to gain entry to shelf space—retail chains will ask the entrepreneur how he or she will support shelf space with national roll-outs. The answer will be: “Uh, actually, we don’t have one.”

Well-capitalized companies with huge marketing budgets and strong management are a formidable group to compete with. Even if the entrepreneur has great ideas, indeed, possibly much better than existing toys and games, gizmos and gadgets, they will find it tough going.

It is true that the Internet today makes it possible to compete on a more even footing but the entrepreneur with a gadget is still highly likely to do no more than create a J.O.B.

Even a whole series of neat ideas usually can’t create a sustainable business model—often they don’t even use the same distribution channels so it becomes nothing more than a grab bag of stuff with close to zero synergy. Try instead to Get the Business Model Right so the harder you work the more money you make.

(Just in case you think you have the next Hula Hoop, Trivial Pursuit or Air Hog, read: Why Large Companies Buy Cashflow Not Ideas, http://www.eqjournalblog.com/?p=431).

Below is a graph from Business Week on why most businesses fail. I’ll bet you that the top five reasons (too much debt, inadequate leadership, poor planning, failure to change and inexperienced management) are in fact related to number six on their list: not enough revenue; i.e., business not generating enough revenue is probably by far the biggest cause of business failure and they are not generating enough revenue because of inadequate leadership, poor planning, failure to change and inexperienced management, which also means they can’t meet their debt obligations.
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From Business Week August 25, 2003
If you have enough revenue, you will get financing, not the other way round. This is the lesson of the false boom of the late 1990s when VCs and others financed startups with interesting business models but no revenue prospects. This has never worked, in any age.

If you have enough revenue, you can meet the cashflow demands of debt servicing costs so a focus on revenue growth is vital. One needs to not only generate the revenue but collect it too. This seems self evident but a lot of startups don’t do billing, invoicing and collecting very well.

How long do you think mighty IBM would last if it didn’t collect its receivables? IBM sells around $85 billion worth of goods and services a year (one customer at a time, btw) so that means around $7 billion a month. If they don’t collect for two months that means that they would have a cashflow shortfall of $14 billion so my guess is that even IBM would be in serious trouble in less than 60 days.

So we need to be cautious in how we interpret the above Seton Hall University Stillman School of Business graph. In my experience, the number one reason for failure is the absence of buoyant revenues. I mean how many businesses have you heard of folding if their revenue numbers are going up and up?

Prof Bruce

(Frisbee is a trademark of the Wham-O Corporation.)

Prof Bruce @ 1:12 pm 

Filed under: Business Models and Creativity and Value and Gadgets and Gizmos and Product Management and Why Businesses Fail 
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Santa Ages 
Posted on Saturday 28 November 2009 

As the population ages and families get smaller in Canada and other nations, traditions are changing too. 

Instead of bringing your child to the Mall for a photo with Santa, you can now bring your pet. For elders whose children have long since grown up and moved off, often leaving them to their own devices (you might be surprised at how many elders have been abandoned by their offspring), they find that their pets are good company and bring them great comfort. Caring for a pet gives them a reason to carry on and improves their mental and physical well being. It’s hard to be sad or angry when Fido has his head in your lap.
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The Ottawa Humane Society brought Santa to a local Mall this weekend to allow elders to bring their pets in for a photo session with Santa. They ask for contributions to their cause (whatever you can afford) plus they sell Humane Society lottery tickets and Xmas Cards too. 
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It’s a great way to give back to the community, celebrate responsible pet ownership as well as the loving/symbiotic relationship between pet owner and pet plus generate decent PR and (painlessly) raise funds for the Society.

Prof Bruce

p.s. It’s also a great way to bring more people to the Mall, which benefits the Mall’s tenants and ownership.

Prof Bruce @ 4:19 pm 
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