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TRUE STORY 1:
| AM A LASER BEAM

The big call came just a few months after Michael Joaquin Grey and Matthew Brown had
started up their toy company. Would the two San Francisco bootstrappers like their product
included in the movie marketing blitz for The Lost World? Nope, said Grey and Brown, who
preferred to stick with their vision of gradually building a market for Zoob, their plastic DNA-
like building toy.

What the bootstrappers feared was a loss of identity. If they hooked up with the celluloid
dinosaurs, they’d be seen as just another Jurassic spinoff. On their own, they could create a
separate brand and not only avoid extinction but create their own world. Eventually, the two
even hope to have their own Zoob movies.

TRUE STORY 2:
THE BOOTSTRAPPER IS HERE FOR THE LONG HAUL

Jheri Redding started not one, but four companies. And when the renowned bootstrapper
died at 91 in 1998, all four—including the first, Jheri Redding Products, begun in 1956—were
still in operation. How’d he do it?

Redding created lasting businesses through the combination of a gift for spotting long-term
opportunity and his relentless drive to create significant competitive advantages in product
features and distribution clout. The lllinois farm boy became a cosmetologist during the
Great Depression because he saw hairdressers prospering and farmers failing. He soon
began experimenting with shampoo formulas and showed remarkable flair for innovation.
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Borrowing money personally to fund your corporation is risking your personal credit. And if
you’re not careful, this can make it easier for other creditors to “pierce the corporate veil” and
turn the actions of your company against you personally. And that’s bad.

[s your business such a sure thing that
you're willing to bet everything you own on it?
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When | started, | promised myself | wouldn’t personally guarantee anything, including debt.
This makes it much harder to get going, but in the long run gives you a level of insulation
that makes your business easier to live with. Once again, it’s up to you. But once you choose
a policy, stick with it.

If you personally guarantee your business, all the money you earn, from this business or any
other, belongs to the bank. That means the stakes have gotten dramatically higher. You can’t
just watch this business fail and walk away. If it fails, you lose it all. And that means it will
take much, much longer for you to bootstrap again.

Is your business such a sure thing that you’re willing to bet everything you own on it?

Family debt is something else entirely. When | say family, | mean friends, college roommates,
parents, anybody crazy enough to put some money up.

Right from the start, you’ve got to be clear about why these people are putting up money. Is
it a chance for them to make some great money by investing in your business? Or is it just a
vote of confidence in you, with no real expectation of repayment if you fail?

You must get all the expectations down in writing. Figure out in advance what the interest
rate is, what’s the term. Decide what the collateral is if you can’t pay it back on time. You can
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really screw up some important relationships if you borrow money without both sides under-
standing what’s at stake.

Early in my bootstrapping career, | borrowed $10,000 from my mom. As you can guess, there
was no interest and I’m not sure my mom ever expected me to pay her back quickly. But

| used the money to invest in a new computer system, which led to significantly increased
sales. She got her money back within six months.

Lucky for me. What if | hadn’t been able to pay her back? If our expectations hadn’t matched,
there would certainly have been bad feelings—and we all know how quickly misunderstand-
ings about money can damage a relationship.

Later, we’ll talk about how to raise money for your business, not for you. But for now, the
things to remember are:

1.  Don’t borrow money just to cover expenses.

IF YOU HAVE SALES, YOU HAVE (ALMOST) EVERYTHING

Be sales-focused. A well-financed company can afford to build a product and hope custom-
ers will come buy it. You can’t. Sales before investment!

A business with plenty of sales can almost always get funding. A company with plenty of
sales can almost always fix its other problems. But a company without sales is close to dead.
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It didn’t take long for the ball-point pen to replace the fountain pen, did it? All you had to do
was use it once to see how much more convenient it was.

It took only 10 years for the word processor to completely wipe out the billion-dollar type-
writer industry. Even though a word processor costs 5 to 50 times as much as typewriter, the
ease was far greater.

If a new florist opened on the corner of your block, making it much easier to buy flowers for
your husband on special occasions, you’d switch in a minute. When the fax machine made it
faster to send a note to someone, companies spent billions to put them in offices around the
country.

Does this principle work on a local level? If you’re opening a dry-cleaner or becoming a
freelance writer or offering accounting services, does this work for you?

You bet. A combination of more convenience, better service, aggressive pricing, and better
results will make you irresistible to some people.

It won’t work for everyone. Some folks may never switch. But that’s okay. You don’t need
everyone. Just enough to keep you busy and the cash flowing!

2. OWN THE SALES PROCESS

“If a man builds a better mousetrap, the world will beat a path to his door.”

No crueler words have ever been spoken. Most entrepreneurs dream about this adage being
true. The fact is that it never is.

Jane Metcalfe and Louis Rossetto created Wired, arguably one of the best-conceived and most
influential new magazines of the past 20 years. And it took them 2 years to get the first issue
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out. They spent 2 years, full-time, raising the money they’d need for that first ground-break-
ing issue.

If all it took was a better mousetrap, they would have been done in about a week.

I’m not telling you this to discourage you. Far from it. If it were easy to sell, then everyone
would do it and there’d be no room for your new business. No, this is a lesson you need to
learn so you’ll focus on the right issue.

Pick an industry—any industry. What you'll discover
is that the people with power are those who
either do the buying or make lots ot sales.

Pick an industry—any industry. What you’ll discover is that the people with power are those
who either do the buying or make lots of sales. Steven Spielberg is the most powerful man
in Hollywood because he can do both. Microsoft is viewed with awe because it’s so good at
doing both.

Follow the money! The money leads to power—the power to make decisions, the power to
build the business you want to build, the power to hire and fire and shape and dream and
succeed.

The pariahs who run companies that promise entrepreneurs that they will patent and protect
and then license their great idea are taking advantage of people who want to delegate selling
to someone else.
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For a minute, picture yourself as one-person publisher who'’s dealing with a printing salesman
under pressure to make sales. All of his old accounts are buying the most printing they pos-
sibly can. If he makes any bonus money this year, it’s going to be by creating new accounts.

Courting your big suppliers is a big part of being
a successful bootstrapper. It gives you leverage.

That’s you. A new account. Sure, you don’t have much of a credit history and you’re working
out of your attic, but your publication just might become the next Time magazine.

The salesman is now on your side. He wants your business. He wants to figure out how to get
the company to give you credit. After all, if you succeed, he succeeds.

Courting your big suppliers is a big part of being a successful bootstrapper. It gives you
leverage. It lets you get inventory without using precious cash, saving it for those expenses
you can’t get on credit.

Best of all, when a supplier gives you extra time to pay your bills, it usually doesn’t cost
anything at all. That’s right: zero interest.

One bootstrapper persuaded her printer to do $2 million worth of printing with no money
down and 200 days to pay. In that time, she was able to build the reputation and get the
advertisers she needed to make the cash flow positive. Lesson: You have to ask.

In a competitive marketplace, credit is often the tool that suppliers use to differentiate them-
selves. Take typesetting, for example. Lots and lots of folks have typesetting equipment. It’s
all pretty much the same. The profit margins are pretty high, but getting new customers is
challenging and expensive.
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My company offered a typesetter the opportunity to get $40,000 worth of new business, but
he first had to agree to give us 90 days to pay his bills. My company saved tens of thousands
of dollars in interest expenses, and the typesetter gained a new customer. We were both

happy.

Be up-tfront with your customers and learn
how to deal with them in a protessional way.

Lots of landlords will give you several months of free rent when you take space that doesn’t
require much interior decoration work and isn’t in hot demand. Consultants, lawyers, design-
ers-none of them have much in the way of out-of-pocket expenses, so floating you some
credit doesn’t cost them very much.

Another very important step in establishing credit: Be up-front with your customers and learn
how to deal with them in a professional way. One thing the credit department of your target
company will want is a credit history. So build one as quickly as you can. Do small amounts
of business with a number of suppliers and pay cash up front. Call Dun & Bradstreet and get
a report started on your company (it’s free—call 800-333-0505). Tell D&B exactly whom they
should quiz about your creditworthiness.

Once you’ve laid the groundwork, you’ll be ready to start working with the essential suppliers.
It helps to start with a salesperson who will take the time to teach you what you need to know.

In 1985, | cold-called Beth Emme, a printing salesperson for R. R. Donnelly, the largest print-
er in the world. (I figured | ought to start at the top.) | persuaded her to buy me lunch (always
let the salespeople pay!) and then quizzed her for two hours. What she taught me about
printing would have taken years to learn without her help.
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Being busy creates its own successes. How?

Gives you positive cash flow

Teaches you things you didn’t know

Builds your reputation

Builds your credit rating

Puts you in contact with smart people and potential customers

AW

But being busy has significant downsides. The biggest one: You can really muddy your posi-
tioning. If you want to be the real estate agent who sells only expensive mansions, selling too
many condos isn’t going to help.

Where do you draw the line? How do you balance the desire to be busy with the focus you
need to succeed?

My suggestion is that you watch your cash flow. Try to keep a reserve of 6 months’ worth of
operating expenses in the bank. When the number drops below six months, that’s a message
that your focus is in trouble.

Listen to your bank account!

RULE 4: REDO THE MISSION STATEMENT AND THE BUSINESS
PLAN EVERY THREE MONTHS

Success brings more success, and you learn as you go. | guarantee that in six months, you'’ll
know so much more than you do now that you’ll realize your first business plan was naive.

Some bootstrappers, enamored with the legendary stories of Nike or Apple, plug along
with the original vision. Hey—Bill Gates didn’t set out to build the Microsoft we know today,
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Hewlett Packard made scientific measuring devices, and Motorola made radios.

Learn as you go. Change as you go. Building a business from scratch is like walking through
a maze with many, many doors. Once you open one, 100 new doors present themselves. As
you move your way through the maze, you need to stop and check your location. Look at a
map. If you’re in the wrong place, move. But if you’ve discovered a new place, there’s nothing
wrong with exploiting it.

You need a formal business reinvention process.
Put it in your calendar.

You need a formal business reinvention process. Put it in your calendar. Every three months,
take your most trusted advisers, employees, backers, and even customers and get away from
the phones for a little while.

Start from scratch. “If we were starting over—no office, no employees, no customers—would
we choose to be where we are today?” If the answer isn’t, yes, then it’s time to take a hard
look at the path you took and the impact it has had on your business.

Your path to business success is a maze, not a straight line. As the market develops, as you
develop, as your employees develop, you’ll discover you made some great decisions. But you
also probably made some short-term decisions that became habits, and missed some oppor-
tunities because you were busy chasing something else.

Polaroid almost went under because it aggressively pursued instant movie film when it should
have been chasing video. Fortunately, Polaroid realized the error in time and corrected the
course before it was too late.
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Sometimes the cash you’re receiving from a particular customer—even a big one—may not be
worth it.

You'll discover that the time you spend
managing people can have a huge impact on
the way you run your business.

EMPLOYEES

It seems obvious that the right employee can make a huge difference to your organization.
But the wrong employee can make an even bigger difference.

Are you looking for people who are smart or brave or quick or loyal or plodding or reliable or
safe or attractive or obedient? Plenty of available people fit each category.

You'll discover that the time you spend managing people can have a huge impact on the
way you run your business. And the boldness and cleverness of your employees will directly
impact the decisions you make.

If you’re hellbent on building a multi million-dollar corporation, better be sure your employ-
ees buy into that before you hire them. And if you need an in-house skeptic to balance your
proclivity to launch hare brained schemes, make sure you hire for that as well.

Employees do more than just complete the tasks you give them. They establish a pace, a
culture, a tone for your company. And when they deal with the outside world, they are your
company.
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| had one employee who seemed to have a huge gray cloud of bitterness over her head. She
could see the downside of every project and concluded that every deal was designed to hurt
us.

She was fine at accomplishing her assigned tasks, but only after she left did | realize what a
pall she had cast over my company. She had pushed the staff in a direction we didn’t want to
go, and I’'m sorry she stayed as long as she did.

The two most important things you can do when hiring people are:

1.  Make sure you have a precise, written description of both what the person is to ac-
complish and the attitudes and behaviors you want to see.

2. Hire people quickly, but hire everyone with a 60-day trial period. If a person isn’t
adding enough value to your company, swallow the pain and ask him to leave. By
doing that, you’ll feel far less pain than you would in the long run by keeping that
person.

Can suppliers really influence your business so profoundly?

In traditional car manufacturing, each assembly point has a large supply of parts. A big bin of
nuts, bolts, bumpers, whatever. If the part doesn’t fit easily or is defective in some way, the
line worker just throws it out and grabs the next one from the bin. This method ensures that
the line never slows down.

But in making their high-quality automobiles, the Japanese use a technique called JIT (just-
in-time) manufacturing. In JIT, there is only one part in the bin. The factory that makes that
part is just down the street, so the part supplier makes many, many deliveries over the course
of the day.
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You can’t advertise in advance to find them. He is looking for you as well. If you meet, I'll pay
you $20 million.”

So the question is, Where would you go?

More than two-thirds of the people who answer this question give the same answer: the Eiffel
Tower. It’s an obvious landmark that someone searching for a noticeable meeting place might
choose.

A 50/ 50 Split is almost never fair...Inevitably, someone
feels cheated. And someone goes for the ride.

This insightful experiment shows us the way we often negotiate. In deal making, a 50/50 split
is like the Eiffel Tower. It’s an easy mutual agreement spot, a spot that seems fair.

Well, a 50/50 split is almost never fair. It’s almost impossible to find a situation in which two
people contribute equal amounts, have equal needs, have mutually consistent expectations,
and will stay with the business the same amount of time.

Inevitably, someone feels cheated. And someone goes for the ride.

After Pete Best dropped out of the Beatles (okay, he was fired), John, Paul and George needed
a drummer. And Ringo was in the right place at the right time. Now, | have no idea if the Fab
4 had a four way split, but they probably did. And Ringo, a mediocre drummer by any mea-
sure, had a great ride on the backs of three musical geniuses.

Fair? Hard to imagine that any analysis would demonstrate that Ringo deserved the same
share of the Beatles as John Lennon.
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Paul Allen, the cofounder of Microsoft, was probably a critical factor in that company’s early
success. Bill Gates certainly needed his skills during the earliest days. But today, Gates con-
tinues his monomaniacal quest for world domination, and Paul is lucky enough to watch his
stock rise and rise in value while he doesn’t even have to lift a finger.

Remember, the number one thing you have to invest is your time. And it’s almost impossible
to guarantee that a partner is going to invest her time in the same way or with the same
impact as you. At the early stages of starting your business, it’s tempting to undervalue the
company, to let the experts have a big piece of the pie in exchange for getting you in the
door.

One entrepreneur | know was enamored with a well-connected expert who offered to get
him in the door, giving him the audience he needed with all the right clients. And the expert
wanted only 20 percent of the company profits, no up front money.

Six years later, the entrepreneur is still sweating, still working to keep the company going.
And by now, the company is doing $10 million a year in sales. And that first consultant, who
stopped contributing more than five years ago, still owns 20 percent of the company.

Of course, the insights and productivity that come from productive collaboration are irre-
placeable.

So what should you do? Doing everything yourself is counterproductive. And being fair to the
people who contribute to your business is essential. Here are five principles to consider when
you sit down and start talking about shared ownership:

1. PLAN FOR SUCCESS. Sure, giving away stock in a failed venture costs you nothing. But
imagine that your venture is going to be worth $100 million. This attitude will help you in
every aspect of the business. And it especially helps focus your attention when you start tak-
ing in partners.
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2. PERSISTENCE IS THE SECRET TO SUCCESS.

In my town, a guy named Steve buys an ad every week in the local paper. Steve fixes toilets.
| don’t have a broken toilet right now, but you can bet that when | do, I'll dig out last week’s
paper and call Steve. Steve earned the sale. He bought it with a great, consistent advertise-
ment. | trust Steve. | figure if he can afford to keep running that ad, he must be pretty good
at fixing toilets.

If you persist, directing your advertising to the same people over and over and over again,
you’ll make a dent. Instead of always looking for a new prospect, a new audience, a new
market, make sure you harvest all the apples on this tree first.

Marketers focus on two different things: reach and frequency. Reach is a measurement of
how many different people see your ad. Frequency is a measurement of how often these
people see your ad.

Reach is intoxicating. Buy an ad on TV and you can reach millions of people. But it’s frequen-
cy that pays the bills. Here’s a simple quiz to prove what | mean:

Winston tastes good...

If you knew the rest of this slogan (“like a cigarette should”), then you’re like most other
Americans. But this ad hasn’t been broadcast in the United States since 1964! How does a
slogan like this last for generations? Because of frequency. Winston burned it into our brains
and our parents’ brains by repeating it over and over and over again.

The secret to frequency is targeting. If you buy general advertising in a newspaper oron TV,
it will be very, very expensive for you to reach the people you need, over and over. Instead,
you need to use more direct media to capture the attention of your target audience.
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The Stereo Advantage, which | talked about in an earlier chapter, has been running a themed
ad in the same newspaper for more than 15 years. Every single Friday, the company runs a
third-page ad in the Buffalo News, announcing their specials. You might not have seen it the
1 time, or noticed it the 2nd time or read it the 3rd time or acted on it the 4th time, but the
725th time you see the same style ad in the newspaper, it will probably dawn on you that this
store is serious and isn’t about to go away!

3. BE CLEAR.

You definitely don’t have enough money to be obtuse. You probably don’t even have enough
money to be hip. What you do have, though, is an opportunity to be direct. To be blunt. To
clearly and succinctly outline exactly why people should buy from you.

Have five strangers read your ad. Do they know what you do? How to contact you? What’s in
it for them?

Your headline is an invitation to read the rest of the ad—whether it’s a letter, a billboard or a
TV commercial. If you don’t get the prospects’ willing participation in the ad, they’ll ignore it.

Once you have them interested in the ad, you must tune in to everybody’s favorite radio
station: WII-FM (What’s In It For Me!. Be crystal clear about what’s in it for the prospects. And
then make it unbelievably easy for them to do what you’d like them to do—make the contact.

4. TEST AND MEASURE.

If an ad doesn’t work, change one thing and try again. Measure phone calls. Measure sales.
Measure inquiries.
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WHAT YOU CAN DO

You are given the unlimited right to print this manifesto and to distribute it electronically (via email,
your website, or any other means). You can print out pages and put them in your favorite coffee
shop’s windows or your doctor’s waiting room. You can transcribe the author’s words onto the side-
walk, or you can hand out copies to everyone you meet. You may not alter this manifesto in any way,
though, and you may not charge for it.

NAVIGATION & USER TIPS
Move around this manifesto by using your keyboard arrow keys or click on the right arrow ( 2 ) for
the next page and the left arrow ( ¢ ). To send this by email, just click on

KEYBOARD SHORTCUTS PC MAC

Zoom in (Larger view) [cTL] [+] [$8] [+]
Zoom out [cTL] [-] [36] [-]
Full screen/Normal screen view [cTL] [L] [¥] [L]

BORN ON DATE

This document was created on 15 November 2004 and is based on the best information available at
that time. To check for updates, please click here to visit:
http://changethis.com/8.BootstrappersBible
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COPYRIGHT INFO
The copyright in this work belongs to the author, who is solely responsible for the content. Please
direct content feedback or permissions questions to the author: http://sethgodin.typepad.com/

SOME RIGHTS RESERVED This work is licensed under the Creative Commons Attribution-NonCommercial-NoDerivs License.
creative i is li isi - i i Cnc
@commons To view a copy of this license, visit http://creativecommons.org/licenses/by-nc-nd/2.0 or send a

letter to Creative Commons, 559 Nathan Abbott Way, Stanford, California 94305, USA.

ABOUT CHANGETHIS

ChangeThis is a vehicle, not a publisher. We make it easy for big ideas to spread. While the authors
we work with are responsible for their own work, they don’t necessarily agree with everything
available in ChangeThis format. But you knew that already.
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