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DEDICATION

To William F. Glavin, ninth president of Babson College, 1989-1995. Our
hero, our mentor, our leader extraordinaire, and our dear friend. You are to
Babson College, to us, and to university presidencies what Tom Brady, Wayne
Gretzky, and Michael Jordan are to football, hockey, and basketball . .. simply
the greatest! Thank you, Bill, for supporting and propelling entrepreneurship

toward our dreams.



ABOUT THE AUTHORS

Jeffry A. Timmons (December 7, 1941-April 8,
2008): In Memoriam

Franklin W. Olin Distinguished Professor of En-
trepreneurship and Director, Price-Babson College
Fellows Program at Babson College AB, Colgate Uni-
versity; MBA, DBA, Harvard University Graduate
School of Business.

Days before he died Jeff submitted the last few re-
visions for this text. He was never more engaged in-
tellectually than when he was translating research
and experiences into coursework. He worked on the
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tion and provide dedicated students of entrepreneur-
ship a competitive advantage.

Jeff's commitment to higher education and to
entrepreneurship was a statement of his belief in
humanity...striving for the betterment of the human
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were inherent in everyone. Jeff also believed that en-
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fine and amplify purposeful study and action that
would lead to a better life and a better world.

Beginning his career in the 1960’s, Jeffry A. Timmons
was one of the pioneers in the development of en-
trepreneurship education and research in America.
He is recognized as a leading authority internation-
ally for his research, innovative curriculum devel-
opment, and teaching in entrepreneurship, new
ventures, entrepreneurial finance, and venture
capital.

Professor Timmons was also an enigma in acade-
mia—having resigned tenure twice, as well as resign-
ing two endowed chairs. In 1994, he resigned the
Harvard endowed professorship he had held since
1989 to return to Babson College, which he had
joined in 1982, and in 1995 was named the first
Franklin W. Olin Distinguished Professor of Entre-
preneurship. Earlier he had been the first to hold the
Paul T. Babson professorship for two years, and sub-
sequently became the first named to the Frederic

C. Hamilton Professorship in Free Enterprise Stud-
ies, from which he resigned in 1989 to accept the
Harvard chair. Earlier at Northeastern University in
1973, he launched what is believed to be the first un-
dergraduate major in new ventures and entrepre-
neurship in the country, and later created and led the
Executive MBA program. Both of these programs ex-
ist today. Business Week’s 1995 Guide to Graduate
Business Schools rated Timmons as the “best bet”
and among the top 10 professors at Harvard Business
School. Success magazine (September, 1995) in a fea-
ture article called him “one of the two most powerful
minds in entrepreneurship in the nation.” Michie P.
Slaughter, former president of the Kauffman Center
for Entrepreneurial Leadership at the Ewing Marion
Kauffman Foundation, calls him “the premier entre-
preneurship educator in America.” Before her death
in January 2001, Gloria Appel, as president of the
Price Institute for Entrepreneurial Studies noted,
“he has done more to advance entrepreneurship edu-
cation than any other educator in America.” In 1995,
the Price Institute and Babson College faculty and
friends chose to honor Dr. Timmons by endowing
The Jeffry A. Timmons Professorship in recognition
of his contributions to Babson and to the field. In
2007, Forbes Small Business called Dr. Timmons one
of the country’s best entrepreneurship educators.

In 1985, he designed and launched the Price-
Babson College Symposium for Entrepreneurship Ed-
ucators, aimed at improving teaching and research by
teaming highly successful entrepreneurship with “an
itch to teach” with experienced faculty. This unique
initiative was in response to a need to create a mech-
anism enabling colleges and universities to attract
and support entrepreneurship educators and entre-
preneurs and help them create lasting collaborations
that would enhance the classroom experience for
their students. There is now a core group of over
1400 entrepreneurship educators and entrepreneurs
from over 300 colleges and universities in the US and
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38 foreign countries, who are alumni of the Price-
Babson College Fellows Program. In May 1995,
INC. magazine’s “Who’s Who” special edition on
entrepreneurship called him “the Johnny Appleseed
of entrepreneurship education” and concluded that
this program had “changed the terrain of entrepre-
neurship education.” The program was the winner of
two national awards, has been replicated outside the
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preneurship Education Professionals (LLEEP) of-
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offered on the Babson/Olin Campus in 2006 and
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Conference, the Kauffman Foundation/CEL Chal-
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with a $900,000 matching grant from the Price
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one of the recipients of this Price-Babson Alumni
Scholarship is named the Gloria Appel Memorial
Scholar in honor of this longtime benefactor, col-
league and friend. In addition to teaching, Profes-
sor Timmons devoted a major portion of his efforts
at Babson to the Price-Babson programs and to
joint initiatives funded by the Kauffman Center for
Entrepreneurial Leadership and Babson, including
new research and curriculum development activi-
ties. He provided leadership in developing and
teaching in initiatives that assist Native Americans
seeking economic self-determination and commu-
nity development most notably through entrepre-
neurship education programs at the nation’s several
Tribal Colleges. In April 2001, Professor Timmons
was recognized for these efforts in a citation voted

by the legislature of the State of Oklahoma naming
him Ambassador for Entrepreneurship.

Since 1999, he served as special advisor to the
National Commission on Entrepreneurship. The
work of the Commission culminated in a national
conference held in April 2001 that was jointly spon-
sored by the John F. Kennedy School of Government
at Harvard University, the National Commission of
Entrepreneurship, and the Kauffman Center for En-
trepreneurial Leadership. Professor Timmons served
as a lead moderator at conference sessions.

A prolific researcher and writer, he wrote nine
books, including this textbook first published in 1974.
New Venture Creation has been rated by INC., Suc-
cess, and the Wall Street Journal as a “classic” in en-
trepreneurship, and has been translated into both
Japanese and Chinese. In 1996 and 1998, INC. fea-
tured the book’s fourth edition as one of the top eight
“must read” books for entrepreneurs. Venture Capi-
tal at the Crossroads written with Babson colleague
William Bygrave (1992) is considered the seminal
work on the venture capital industry and is also trans-
lated into Japanese. Earlier, Dr. Timmons wrote The
Entrepreneurial Mind (1989), New Business Oppor-
tunities (1990), The Insider’s Guide to Small Business
Resources (1984), The Encyclopedia of Small Busi-
ness Resources (1984), and his contributed chapters
to other books including The Portable MBA in En-
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has co-authored How to Raise Capital with Babson
Professor Andrew Zacharakis (2005), and Business
Plans that Work, with Steve Spinelli (2004). Timmons
authored over 100 articles and papers, which ap-
peared in numerous leading publications, such as
Harvard Business Review and Journal of Business
Venturing, along with numerous teaching case stud-
ies. In 1995, he began to develop a new audiotape se-
ries on entrepreneurship, working with Sam Tyler,
producer of the In Search of Excellence series for
PBS with Tom Peters. He has also appeared in the
national media in the United States and numerous
other countries and has been quoted in INC., Suc-
cess, The Wall Street Journal, The New York Times,
The Los Angeles Times, Business Week, Working
Woman, Money, USA Today, and has had feature ar-
ticles written about him in The Rolling Stone (1997),
The Boston Globe (1997), and Success (1994).

Dr. Timmons earned a reputation for “practicing
what he teaches.” One former graduate and software
entrepreneur interviewed for the Rolling Stone arti-
cle put it succinctly: “When going to his classes I
couldn’t wait to get there; and when I got there I did-
n't ever want to leave!” For over 35 years he has been
immersed in the world of entrepreneurship as an
investor, director, and/or advisor in private compa-
nies and investment funds including Cellular One in
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dozen startups.
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PREFACE

A Book for a New Generation of
Entrepreneurial Leaders—Worldwide

The entrepreneurship revolution in America over the
past 40 years has had an extraordinary impact on the
cultural and economic landscape in the United
States. While there will always be opportunities for
improvement and innovation, America’s opportunity-
driven style of entrepreneurship has sparked an en-
trepreneurial revolution around the globe.

Technology has certainly played a major role in
this global phenomenon. In 2007 there were over 1.1
billion Internet users in the world, with over 900 mil-
lion of them outside the United States. Even in tiny
Iceland, 86 percent of the homes are connected. In
the United States an iPod is sold every eight seconds.
Entrepreneurship and the Internet continue to flat-
ten the world at a staggering pace. In the process,
they are spawning fertile fields of opportunities that
are being tilled and seized on every continent.

In our roles as students, teachers, researchers, ob-
servers, and participants in this stunning revolution,
we see that global adoption of the entrepreneurial
mind-set is growing exponentially larger and faster.
That new venture mind-set, which increasingly
places a premium on sustainable models, is now af-
fecting strategies at global corporations and in the
not-for-profit world as well. The golden age of entre-
preneurial reasoning, value creation and capture, and
philanthropy has arrived; and we can only guess at
the positive impact it will have in the coming years.

An Edition for an Era of Uncertainty
and Extraordinary Opportunity
The new millennium is being defined as much by

worldwide challenges and uncertainty as it is by the
enormous opportunities afforded by technology,

global communications, and the increasing drive to
develop socially, economically, and environmentally
sane and sensible new ventures. As with past gener-
ations, entrepreneurs in this arena face the ultimate
and most demanding juggling act: how to simulta-
neously balance the insatiable requirements of
marriage, family, new venture, and community
service, and still have time for personal pleasure
and peace.

A Book about the Entrepreneurial
Process: The Basis for a Curriculum
as Well as a Course!

New Venture Creation is about the actual process of
getting a new venture started, growing the venture,
successfully harvesting it, and starting again.

There is a substantial body of knowledge, con-
cepts, and tools that entrepreneurs need to know—
before, during, and after taking the start-up plunge—
if they are to get the odds in their favor. Accompanying
the explosion in entrepreneurship has been a signifi-
cant increase in research and knowledge about the
entrepreneurial process. Much of what was known
previously has been reinforced and refined, whereas
some has been challenged. Numerous new insights
have emerged. New Venture Creation continues to
be the product of experience and considerable re-
search in this field—rooted in real-world application
and refined in the classroom.

As with previous editions, the design and flow of
this book are aimed at creating knowledge, skills, and
awareness. In a pragmatic way—through text, case
studies, and hands-on exercises—students are drawn
in to discover critical aspects of entrepreneurship,
and what levels of competencies, know-how, experi-
ence, attitudes, resources, and networks are required
to pursue different entrepreneurial opportunities.
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There is no substitute for the real thing—actually
starting a company. But short of that, it is possible to
expose students to many of the vital issues and im-
merse them in key learning experiences, such as crit-
ical self-assessment and the development of a busi-
ness plan.

The exciting news is that you can learn from other
people’s experiences, know-how, and wisdom; you
don’t have to learn it all by doing it yourself. If that
were the case, wouldn't everyone succeed as an en-
trepreneur? Besides, insisting on learning everything
from scratch would take far too much time and
money! By fully engaging the material in this book—
the required analysis, thinking, and practice with the
cases, exercises, assignments, and discussions both in
and out of the classroom—you can significantly com-
press your learning curve, reduce your ultimate risk
and pain, and gain a lot more from your subsequent
hands-on experiences.

This book is divided into five parts. Parts I through
IV detail the driving forces of entrepreneurship: op-
portunity recognition, the business plan, the founder
and the team, and resource requirements. Part I de-
scribes the global entrepreneurial revolution and
addresses the mind-set required to tackle this tremen-
dously challenging and rewarding pursuit. Part II lays
out the process by which real opportunities—not just
ideas—can be discovered and selected. This section
examines the type of opportunity around which
higher-potential ventures can be built (with accept-
able risks and trade-offs), sustainable enterprising,
and opportunities for social entrepreneurship. Part
IIT concerns entrepreneurial leadership, team cre-
ation, and personal ethics. Part IV addresses franchis-
ing as an entrepreneurial vehicle, marshaling re-
sources, entrepreneurial finance, and fund-raising.
The book concludes with a section dealing with
strategies for success, managing rapid growth, and
harvest issues.

Once you understand how winning entrepre-
neurs think, act, and perform, you can establish
goals to emulate those actions, attitudes, habits,
and strategies. New Venture Creation challenges
you to think about the process of becoming an en-
trepreneur and seeks to enable you to immerse
yourself in the dynamics of launching and growing
a company. The book addresses practical issues
such as the following:

What are my real talents, strengths, and weak-
nesses? How can I exploit my talents and
strengths and minimize my weaknesses? How
can I recognize when an opportunity is more
than just another good idea, and whether it’s one
that fits with my personal mind-set, capabilities,
and life goals? Why do some firms grow quickly

to several million dollars in sales but then stum-
ble, never growing beyond a single product?
What are the critical tasks and hurdles in seizing
an opportunity and building the business? How
much money do I need, and when, where, and
how can I get it on acceptable terms? What
financing sources, strategies, and mechanisms
can I bring to bear throughout the process—
from pre-start, through the early growth stage,
to the harvest of my venture?

What are the minimum resources I need to
gain control over the opportunity, and how can
I do this? Is a business plan needed? If so,
what kind is required, and how and when
should I develop one? For what constituents
must I create or add value to achieve a positive
cash flow and to develop harvest options? What
is my venture worth, and how do I negotiate
what to give up? What are the critical transi-
tions in entrepreneurial management as a firm
grows from $1 million, to $5 million, to over
$25 million in sales?

What are some of the pitfalls, minefields, and
hazards I need to anticipate, prepare for, and
respond to? What contacts and networks do I
need to access and develop?

Do I know what I do and do not know, and do I
know what to do about this? How can I develop
a personal entrepreneurial game plan to acquire
the experience I need to succeed? How critical
and sensitive is the timing in each of these areas?
Why do entrepreneurship and entrepreneurial
leadership seem surrounded by paradoxes, well-
known to entrepreneurs, such as these:

* Ambiguity and uncertainty versus planning
and rigor.

* Creativity versus disciplined analysis.

* Patience and perseverance versus urgency.

* Organization and management versus flexibility.

= Innovation and responsiveness versus
systemization.

* Risk avoidance versus risk management.
* Current profits versus long-term equity.

The New Venture Creation models are useful not
only as a comprehensive textbook for a course in
entrepreneurship, but also as a road map for a cur-
riculum or departmental major in entrepreneur-
ship. Since the late 1990s, for example, Babson
College has been setting the standard for manage-
ment education with an approach based on the
model of the entrepreneurial process in this text.
This integrative program has been a major factor in
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keeping Babson College in the top spot among en-
trepreneurship schools in America and around the
world.

A Summary of Changes in the Eighth
Edition: New Cases, New Chapters,
New Data, and Major Revisions

This edition is a significant update from the seventh
edition. New cases and exercises, updated Web sites,
and text material have been added to capture the
current financial, economic, technological, and glob-
ally competitive environment of this first decade of
the new century. A special effort has been made to
include cases that capture the dynamic ups and
downs new firms experience over an extended time.
By grappling with decisions faced by entrepreneurs—
from start-up to harvest—this text offers a broad and
rich perspective on the often turbulent and unpre-
dictable nature of the entrepreneurial process.

We have updated our real-world application of the
Timmons Model of the entrepreneurial process with
a look at Google’s amazing trajectory. For those con-
cerned about our environment and wide-ranging
social issues and how these present enormous oppor-
tunities for your generation of entrepreneurs to solve
these problems, we have included two new chapters,
“Clean Commerce: Seeing Opportunity through a
Sustainability Lens” and “Opportunities for Social
Entrepreneurship,” which you will find thought-
provoking and worthwhile.

This edition features important changes and addi-
tions. As with the previous edition, we have under-
taken a major restructuring and reordering of the
flow of the book, which now begins with a focus on
the worldwide impact of entrepreneurship. Six new
cases have been added, as well as a series of three vig-
nettes to spark discussion and learning in the difficult
realm of business ethics.

This eighth edition contains the latest updates, in-
cluding examples of entrepreneurs in action coping
with the post-Internet bubble era and the mortgage
loan crisis in 2007. This edition features refined exer-
cises and five new ones: Venturekipedia, a tool for
enhancing research; Virtual Brain Trust, a comple-
mentary exercise to the Brain Trust exercise; and in
the final chapter, a new interview exercise titled Wis-
dom from the Harvest—a visit with successful, har-
vested entrepreneurs that could connect you to the
most insightful discussions you have ever had. Slicing
the Equity Pie is a new tool for resolving ownership
participating and ethical caselettes is a new set of
challenging ethical decisions.

Chapter 1, “The Global Entrepreneurial
Revolution for a Flatter World”: A
Major Rewrite with a New Exercise

and a New Case

Chapter 1, derived from the second chapter of the
previous edition, looks at entrepreneurship as a 40-
year transformational force in America that is now
driving economic opportunity and prosperity world-
wide. We have substantially updated the material in
this edition, which now includes a discussion of the
state of entrepreneurship education, how nonprofits
are adopting entrepreneurial methods, and how the
creation and liberation of human energy through en-
trepreneurship have become the single largest trans-
formational force on the planet. This chapter in-
cludes the Visit with an Entrepreneur exercise that
will help to establish important benchmarks, role
models, and comparisons that are referenced
throughout the text.

The new Venturekipedia exercise is a tool to assist
students in making frugal use of their time while do-
ing research, due diligence, and other investigations,
regardless of the topic. In this exercise, students uti-
lize Wikipedia to identify new Web sites and
resources closely related to their original set of key-
words. The result is a valuable bank of new insights
and Web site links.

The new ImageCafé case discusses Clarence
Wooten, who has been bent on becoming an entre-
preneur since childhood. Following his academic and
technical interests, after college he founded Envision
Design, an award—winning 3D animation company
targeting architects. His second start-up, Metamor-
phosis Studios, morphed into his third: ImageCafé, a
business offering Web site templates that appeared
to have been designed by high-end professionals. We
follow Clarence’s efforts to raise capital and grow the
company when he receives advances by an industry
leader to buy his company.

This case can be used in the first third of the
course to address issues around opportunity assess-
ment and reinvention. ImageCafé is a third iteration
by this tenacious and thoughtful entrepreneur. The
effect his first two ventures had on shaping the new
venture is a great example of how entrepreneurial
failure can be a vital learning experience. Opportuni-
ties for discussion include scalability, burn rate, OOC
(out of cash), and valuation.

Chapter 2, “The Entrepreneurial Mind”:
A Significant Rewrite with a New Case

Chapter 2 is a major revision of Chapter 1 from the
previous edition; it presents the strategies, habits, at-
titudes, and behaviors that work for entrepreneurs
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who build higher-potential ventures. This chapter
outlines exciting new research that supports the au-
thors’ long-standing assertion that effective entrepre-
neurs are internally motivated, high-energy leaders
with a unique tolerance for ambiguity, a keen eye to-
ward mitigating risk, and a passion for discovery and
innovation. Still here is the popular exercise Crafting
a Personal Entrepreneurial Strategy—the personal
equivalent of developing a business plan.

The new Lakota Hills case follows Laura Ryan, a
Native American who has taken her family’s special
recipe for frybread from the kitchen to supermarkets
all over the Midwest. But is their current strategy the
best way to build their specialty foods venture? This
case provides an excellent overview of the entrepre-
neurial process, including creating value, channel
marketing, and fund-raising. The case includes met-
rics that will work for MBA-level discussions and
analysis as well.

Chapter 3, “The Entrepreneurial
Process”: New and Updated Material

This chapter develops the Timmons Model frame-
work for the entrepreneurial process and offers a
real-world illustration of this conceptual model with
an examination of Google’s rise from a garage venture
to a multifaceted international powerhouse. This edi-
tion emphasizes how building a sustainable venture
means achieving economic, environmental, and so-
cial goals without compromising the same opportu-
nity for future generations.

The Roxanne Quimby case tells the remarkable
story of a young woman, living at a subsistence level
in the backwoods of Maine, who sees an opportunity
and grows it in a few years into a multimillion-dollar
venture.

Chapter 4, “Clean Commerce: Seeing
Opportunity through a Sustainability
Lens”: New Chapter by Andrea Larson
and Karen O’Brien

This new chapter was developed by Professors An-
drea Larson and Karen O’Brien from the University
of Virginia. They have built on their pioneering work
on clean commerce and sustainable enterprising to
prepare this exciting new material. This chapter
demonstrates how clean commerce is spawning what
may be the greatest flow of new entrepreneurial op-
portunities that will occur this century: in energy con-
servation and independence, pollution control, green
materials and construction, and saving the environ-
ment of the planet. This dramatic sea change is
linked to the Timmons Model and shows how its

principles and methodologies can be applied to this
new arena. Your thinking and imagination about big
ideas and big opportunities will be stimulated and en-
lightened by this chapter—it’s a must-read.

The Jim Poss case describes Jim’s enterprise, Sea-
horse Power Company, which is an engineering start-
up that encourages the adoption of environmentally
friendly methods of power generation by designing
products that are cheaper and more efficient than
20th-century technologies. Jim is sure that his first
product, a patent-pending, solar-powered trash com-
pactor, could make a real difference. This case chron-
icles the evolution of this green venture and places
the entrepreneur at the critical point of deciding how
best to deal with potential investors and funding al-
ternatives.

Chapter 5, “The Opportunity: Creating,
Shaping, Recognizing, Seizing”:
Updated Material

An important precursor to the next chapter on
screening venture opportunities, this chapter intro-
duces opportunity assessment and due diligence
strategies. The authors challenge budding entrepre-
neurs to “think big enough” as they examine opportuni-
ties using criteria favored by successful entrepreneurs,
angels, and venture capital investors in evaluating po-
tential ventures.

The Burt’s Bees case follows the Roxanne Quimby
story explored in Chapter 3. Roxanne is a remarkable
entrepreneur whose creative ideas and entrepre-
neurial spirit led her to create a new business around
beeswax products and derivatives. With her company
experiencing profitable growth, Roxanne faces a ma-
jor issue of relocation to North Carolina and the offer
of a significant strategic sale.

In the Next Sea Changes exercise students are
challenged to research, brainstorm, and identify new
technologies and discoveries that will drive the next
growth industries, just as the integrated circuit drove
the evolution from mainframe computers to personal
computers to iPhones.

Chapter 6, “Screening Venture
Opportunities”: Revised Material
with a New Case

This chapter builds on the drivers and criteria in
Chapter 5, utilizing two screening methodologies
that can help students determine whether their ideas
are potential opportunities. By applying the opportu-
nity criteria from the previous chapter, students be-
gin to assess the probable fit of their ideas with their
own lives, their teams, the required resources, and
the balance of risk and reward.
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The QuickScreen and Venture Opportunity
Screening exercises provide valuable formats to guide
the initial evaluation of an idea and the due diligence
needed to determine its profit potential, probable risk
and reward, and sustainability. The QuickScreen is a
dehydrated version of the core exercise that helps stu-
dents to quickly cut through to the core characteris-
tics of an opportunity. These exercises may be used
separately or together, allowing maximum flexibility in
the syllabus, when counseling individual students, and
with mentoring field study projects.

The new Globant case discusses a four-year-old
venture making business headlines in Argentina as
the largest independent information technology (IT)
outsourcer in that country. From the beginning, Mar-
tin Migoya and cofounder Guibert Englebienne have
fueled sales by tapping their personal networks and
by successfully following up on every lead and refer-
ral coming their way. Their sustained push for wins,
however, has resulted in such a broadly diversified
portfolio of clients and service offerings that they risk
being marginalized by larger, more focused competi-
tors. This case lets students examine opportunity cri-
teria such as skill sets, geography, industry segments,
and client needs with the aim of determining a best-
fit growth strategy—on the fly.

Chapter 7, “Opportunities for Social
Entrepreneurship”: New Chapter
and a New Case

This chapter by Heidi Neck, assistant professor of en-
trepreneurship at Babson College, presents new re-
search and a framework for identifying and executing
opportunities that intrinsically have important socie-
tal outcomes and benefits. The field of social entre-
preneurship is an exciting convergence of doing good
and doing well, and this chapter shows that the prin-
ciples, ways of thinking and reasoning, and method-
ologies in the Timmons Model can be used effectively
to identify opportunities for, develop, and build for-
profit and nonprofit enterprises with social missions.
The new Northwest Community Venture Fund
case describes Michelle Foster, general partner of
NVC, a for-profit equity fund with a socially respon-
sible mission to invest in rural communities in Ore-
gon and Washington State. As with most venture
funds, NVC is raising a follow-on fund long before
performance results are in for the current effort.
Michelle wonders whether institutional investors can
be attracted to the fund’s unique brand of socially re-
sponsible venture capital—especially if better re-
turns are available elsewhere at lower risk. Michelle’s
immediate challenge, however, is Eileen O'Brien, the
passionate founder of NCV’s staunchly nonprofit
parent organization. At first their vastly different

business philosophies had been a source of respect,
philosophical curiosity, and even amusement. Increas-
ingly, though, that relationship has become strained
by the pressures that both leaders face to satisfy their
respective—and highly disparate—mandates.

Chapter 8, “The Business Plan”:
Updated Material and a New Exercise

This chapter, including the classic and detailed Busi-
ness Plan Guide, offers in this edition a comprehen-
sive list of the benefits of writing a business plan—
especially for the first-timer. The authors stress that
embarking on the perilous journey of starting a new
venture without some serious planning defies sensi-
bility. At the same time they discuss the sorts of busi-
nesses and entrepreneurs that can move forward with
a “dehydrated business plan”—backed by experience
or necessitated by a closing window of opportunity.

The new Virtual Brain Trust exercise discusses
how today’s social networking Web sites and the
worldwide connectivity of the Internet have opened
up vast new opportunities to identify and build the
most important part of the external team—the ven-
ture’s brain trust. This exercise, a precursor to the
Brain Trust exercise in Chapter 11, uses online re-
sources to attract brain trust members who are direct
and honest and have the entrepreneur’s best interests
at heart.

The Newland Medical Technologies case de-
scribes what seemed like a perfect plan. With two as-
sertive angel investors guiding her medical device
company on what looked like an acquisition fast
track, young entrepreneur Sarah Foster and her hus-
band decided that the time was right to start a family.
However, by the middle of her first trimester, every-
thing had changed. As cofounder and president,
Sarah was now compelled to reconsider the course
she’d set for her medical device venture. In doing so,
she was going to have to make some tough choices to
strike a balance between motherhood and her profes-
sional passions.

Chapter 9, “The Entrepreneurial Leader
and the Team”: Major Rewrite with Two
New Exercises

Recognizing that in high-potential ventures the en-
trepreneurial leader(s) and the team are inseparable,
this edition combines Chapters 7 and 8 of the previ-
ous edition. Note also that throughout this chapter
(and the book) the term manager has been replaced
with leader as a far more accurate reflection of what
it takes to grow a venture. In the process of merging
these critical chapters, we have replaced some sections
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and exhibits with new material, including discussion
and exercises relating to the important issue of re-
wards and equity.

The Leadership Skills and Know-How Assessment
exercise offers an organized inventory of leadership
skills, enabling students to obtain feedback and to as-
sess their skills, know-how, competencies—now in-
cluding ethics—and other relevant experience and
attributes necessary to pursue the opportunities they
are developing.

The new Slicing the Equity Pie exercise begins the
process of enabling the lead entrepreneur to think
through tricky and delicate compensation and equity
allocations.

The new Founder’s Assignment exercise has the
lead entrepreneur draft a one-page summary of what
he or she believes the salaries and stock ownership
will look like at the time of launch—in dollars and
shares. To test his or her thinking, assumptions, and
assessment of the potential contributions of the team,
the entrepreneur shares the document with brain
trust members who have experience in a company
that has gone public.

The Maclean Palmer case discusses an African
American founder of a new private equity fund in
2000. The case details his meticulous and thoughtful
approach to putting a team together from scratch for
a potential lifelong partnership.

Chapter 10, “Ethical Decision Making
and the Entrepreneur”: Updated
Material and a New Exercise

With help from Professors James Klingler and
William Bregman at the Center for Entrepreneur-
ship at Villanova University, we have been able to
considerably enhance this chapter about the complex
and thorny issues of ethics and integrity for the en-
trepreneur. New sections and examples and three
caselettes have been added.

In the new exercise called Ethical Decisions—
What Would You Do? we present three interesting
real-life ethical decision situations that will spark
group discussion and foster an understanding of the
critical importance of high ethical standards and
awareness in the team and the company.

The Ethics exercise compels students to make var-
ious ethical choices and utilizes their answers to focus
discussion on the issues raised by the assignment and
in the chapter.

Chapter 11, “Resource Requirements”’:
Updated Material

Chapter 11 examines the third element of the Timmons
Model—managing resources. Successful strategies and

techniques used by entrepreneurs to gain control
over and minimize resources are discussed, including
bootstrapping, using other people’s resources, and
decisions and issues related to setting up informal
and formal boards.

The Build Your Brain Trust exercise complements
the Virtual Brain Trust exercise in Chapter 8. This ex-
ercise is modeled after the Babson Brain Trust, a pro-
gram at Babson College designed to create collisions
and networking opportunities for student entrepre-
neurs as they seek to identify significant venture op-
portunities.

The exercise called How Entrepreneurs Turn
Less into More is a short field project requiring stu-
dents to identify and interview in depth entrepre-
neurs who have created companies with sales over
$3 million, having started with less than $50,000 of
seed capital. This can be a powerful and revealing
exercise for students.

The Quick Lube Franchise Corporation case ex-
amines how one of the original founders of the Jiffy
Lube franchise becomes a leading franchisee and
then faces harvesting issues. The complex valuation,
timing, deal structuring, and negotiating issues are an
important aspect of the case.

Chapter 12, “Franchising”:
Updated Material

Chapter 12 examines franchising as an opportunity
and as a risk-reward management strategy. It exam-
ines the entrepreneurial aspects of franchising, in-
cluding structural and strategic alternatives available
to entrepreneurs, selection criteria, resource and ex-
perience requirements, and the building and manag-
ing of the franchise system, as well as the complex re-
lationships that can evolve.

The Mike Bellobuono case follows the story of an
undergraduate who becomes enamored with a bagel
shop concept and chooses franchising to grow his
concept.

Chapter 13, “Entrepreneurial Finance”:
Updated Material

This chapter discusses what entrepreneurs need to
know about entrepreneurial finance, such as determin-
ing capital requirements, the free cash flow format, and
developing financial and fund-raising strategies.

The Midwest Lighting case is always a favorite;
it’s a classic partners-in-conflict case. The valuation,
the future estimates of the business’s potential, and
a mechanism for getting one of the partners out are
embedded in the case. The teaching note shares

the methodology that breaks the logjam and the
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subsequent success stories of each. This is the 2005
version with updated numbers that bring it into the
current period. The fundamental content, issues,
and lessons from the case are timeless.

Chapter 14, “Obtaining Venture and
Growth Capital”: Updated Material

Chapter 14 discusses sources of informal angel equity
and venture capital, how angels and venture capital
investors evaluate deals, and how to deal with in-
vestors. Included are significant new and updated
materials such as data and exhibits on capital markets,
Web resources, and a discussion of the venture capital
environment in down markets, such as the one that
the followed the dot-com mania of the late 1990s. The
concept and framework for a capital markets food
chain remain a chapter anchor.

The Forte Ventures case chronicles the develop-
ment and fund-raising challenges of Maclean Palmer
(see Chapter 9) as he attempts to create his own pri-
vate equity firm during the worst period in the history
of the U.S. venture capital industry: 2000-2001.

Chapter 15, “The Deal: Valuation,
Structure, and Negotiation”:
Updated Material

This chapter lays out in detail the various valuation
methodologies used by entrepreneurs and venture
capitalists, pre- and post-money, deal structuring
principles, and negotiation issues faced by entrepre-
neurs. It also discusses the pitfalls and traps encoun-
tered by entrepreneurs.

The Lightwave Technology case is set in the mid-
1990s, when seasoned entrepreneurs George Kinson
and Dr. Schyler Weiss shocked the staid lighting in-
dustry with their full-spectrum digital lighting proto-
types. After taking the award for product of the year
at a major trade show, their company rapidly evolved
from a fledgling start-up to one of the most talked-
about companies in the industry. Then the Internet
bubble burst, and Lightwave was forced to abandon
its plans for going public. By 2003, however, the com-
pany was back on track. The question for the team
now was whether to move ahead with an additional
round of financing in anticipation of an IPO, and how
to price and structure that deal.

Chapter 16, “Obtaining Debt Capital”:
Updated Material

Here the various sources of debt capital are discussed
in detail, including managing and orchestrating the
banking relationship before and after the loan. The
chapter examines how a bank looks at a loan proposal,

including criteria, covenants, and personal guaran-
tees, and what to do when a bank declines a loan. The
traps awaiting the unwary borrower are also covered.
In the case called Bank Documents: “The Devil Is in
the Details,” students are treated to an intimate jour-
ney through an actual bank loan and review by a lend-
ing institution, including the financial statements and
money flows of the company. This case examines how
and why the bank considers such a loan, the issues of
whether to renew the credit line, and the thinking and
perspective of both the company and the bank. Devel-
oped by Professor Leslie Charm at Babson College,
this is the best case we have ever seen on the subject.

Chapter 17, “Leading Rapid Growth,
Crises, and Recovery”: A Major
Rewrite and a New Case

This chapter combines Chapters 16 and 18 from the
previous edition. The roles of leadership, culture, and
current climate are discussed in relation to the
unique issues, demands, and crises entrepreneurs
can expect to encounter in a rapid-growth environ-
ment. This chapter also addresses the signs and
symptoms of companies heading for trouble, what
turnaround experts look for, and the strategies and
approaches of resuscitating stalled or disintegrating
ventures.

A new case called Telephony Translations, Inc.
(TTI), discusses Dave Santolli’s entrepreneurial ca-
reer embodying the notion that life is about the jour-
ney rather than the destination. At 42 he’d experi-
enced the glow of venture success and the sting of
business failure—to the tune of over $280 million.
He’d withstood the shock of learning his wife was fac-
ing an uphill battle with cancer, and he felt waves of
relief when she pulled through. But in early 2005 it
seemed as if all he’d been through was a preseason
practice. Not only was he being sued by investors
from his previous venture; his new investors at TTT—
concerned that after five years the complex technol-
ogy company was still in the red—had brought in a
new CEO to comanage the operation. Although the
business seemed to be on the right track, this was an
enormously critical time in the development of the
opportunity. And now Dave had to tell his stunned
staff that he had a particularly vicious form of cancer.

Chapter 18, “The Family as
Entrepreneur”: Updated Material

Chapter 18, which is based on Professor Tim Habber-
shon’s model and extensive research, outlines the signif-
icant economic and entrepreneurial contribution fami-
lies make to communities and countries worldwide, and
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examines the different roles families play in the entre-
preneurial process. The chapter describes the six di-
mensions of family enterprising, provides a model to
assess a family’s relative mind-set for enterprising, and
identifies key issues for family dialogue.

The Mind-Set and Methods Continua exercises
establish a family’s financial risk and return expecta-
tions and their competitive posture in relation to the
marketplace, as well as the organization’s entrepre-
neurial orientation and actions. The aim of these as-
sessments is to surface family members™ beliefs and
fuel family dialogue. Plotting these scores into the
Family Enterprising Model provides a visual tool for
constructive family dialogue.

The Indulgence Spa Products case discusses how
Robert and Ulissa Dawson had become role models
in the African American community. Their family en-
terprise, Dawson Products, was one of the last re-
maining privately held black enterprises in the per-
sonal care products industry. They had taught their
daughters to be self-sufficient. Bright, energetic, and
independent, the talented young women have be-
come key figures in the growth trajectory of this fam-
ily enterprise. Now Jimella, the younger daughter,
wants to strike out on her own rather than stay and
grow the core family business. This case is loaded
with classic issues facing a family firm.

Chapter 19, “The Harvest and Beyond”:
Revised Material, a New Exercise, and
a New Case

New Venture Creation concludes by looking at the
entrepreneurial process as a journey and not a desti-

nation, harvest options and their consequences, and
beyond the harvest. We challenge students to think
far ahead and beyond merely financial success and
consider deeper issues such as these: What distin-
guishes wealthy families who create legacies of com-
munity renewal and philanthropy from those who
seem to become obsessed with consumption and ma-
terial symbols? What if you had all the money you
ever dreamed of ? And what if all that money was sud-
denly gone?

A new exercise, Wisdom from the Harvest, pro-
vides a framework for dialogue with highly successful
and wealthy entrepreneurs, exploring with them crit-
ical issues, lessons, pain, and trade-offs they have
faced, conquered, and been beaten up by. It will en-
able you to ask and explore questions about not just
creating and realizing wealth, but the realities and
challenges of coping with it and utilizing it to create a
healthy family legacy through renewal and philan-
thropy. In the process you are likely to discover some
of the most important insights of your career—and
gain a valuable mentor or two.

The new Optitech case describes Jim Harris, who
at age 36 had spent his years since college building
Optitech, a $45 million toner cartridge refurbishing
business he started in his parents’ garage. He and his
father—who joined to help oversee their relation-
ships with Asian manufacturers—were scoring wins
against some industry giants. Jim had engaged an in-
vestment banker to investigate options, particularly
fueling growth with acquisitions. Although that was
an option, the banker produced another: a $40
million harvest to a private equity group. Jim was
torn, and he knew it was time to make some major
life decisions.



We believe that we can positively change the world
through entrepreneurship education. In 1984 we
launched the Symposia for Entrepreneurship Educa-
tors (SEE) to teach educators from institutions around
the globe. Since then we have trained over 1,640 ac-
ademics and entrepreneurs from 477 different aca-
demic institutions, government organizations, and
foundations in 49 countries to teach entrepreneur-
ship in a way that combines theory and practice to
tens of thousands of students each year. We are com-
mitted to helping colleges and universities develop
creative and innovative entrepreneurship curricula,
increase teaching effectiveness, and develop the
teaching skills of entrepreneurs who are interested in
engaging in full- or part-time teaching.

Our Symposia for Entrepreneurship Educators
program include the following:

Price-Babson Symposium for Entrepreneurship
Educators: Our flagship program, created in
partnership with the Price Institute for Entre-
preneurial Studies, is held each spring on our
campus to build an international cadre of educa-
tors who understand the importance of combin-
ing entrepreneurship theory and practice in
teaching. Cross-disciplinary educators from
around the world attend Price-Babson SEE.
Babson-Olin Symposium for Engineering Entre-
preneurship Educators (SyE3): Designed and
delivered in partnership with Olin College of

Engineering and funded through a grant from
the NSF Partnerships for Innovation program,
this special-focus program is offered to engi-
neering educators who want to incorporate en-
trepreneurship content and pedagogy into their
engineering courses and curricula. Babson-Olin
SyE3 alumni will develop engineering graduates
who can successfully transform innovations into
the products, systems, services, and companies
that drive economic growth.

Babson Symposium for Entrepreneurship Edu-
cators: Our customized programs are hosted on
multiple occasions throughout the year at insti-
tutions around the world. Babson SEE pro-
grams foster global entrepreneurial growth and
economic development through entrepreneur-
ship education. We have recently completed
programs in China, Argentina, Chile, Venezuela,
Mexico, Costa Rica, and Puerto Rico. Up-
coming programs are scheduled for Switzerland,
Ecuador, Peru, Colombia, and Russia.

SEE +: Our reunion program is hosted for all
SEE alumni. REFLECT provides half-day
“deep dives” on content and techniques, presen-
tations from alumni on successful course and
classroom strategies, and valuable networking.

For more information about any of these SEE
programs, go to http://www3.babson.edw/ESHIP/
outreach—events/symposia.
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PART ONE

The Entrepreneurial Mind for an
Entrepreneurial World

AT the heart of the entrepreneurial process is the founder: the

Copyright © The McGraw-Hill Companies, Inc.

opportunity seeker, the creator and initiator; the leader, prob-
lem solver, and motivator; the strategizer and guardian of the
mission, values, and culture of the venture. Without this hu-
man energy, drive, and vitality, the greatest ideas—even
when they are backed by an overabundance of resources
and staff—will fail, grossly underperform, or simply never get
off the ground. Brilliant musical, scientific, or athletic aptitude
and potential do not equal the great musician, the great sci-
entist, or the great athlete. The difference lies in the intangi-
bles: creativity and ingenuity, commitment, tenacity and de-
fermination, a passion to win and excel, and leadership and
tfeam-building skills.

Think of the number of firstround draft picks who never
made the grade in professional sports—even without suffering
careerending injuries. Then consider the many laterround

picks who became superstars, like Tom Brady, the 19%th pick

in the 12th round by the New England Patriots, who has quar-
terbacked the team fo three Super Bowl Championships—in
his first four years!

So what is it that an aspiring young enfrepreneur needs to
know, and what habits, atfitudes, and mind-sefs can be
learned, practiced, and developed in order to improve the
odds of success2 VWe begin this eighth edition with a focus on
you—the lead entrepreneur. We examine the mind-sets, the
learnable and acquirable attitudes and habits that lead to en-
frepreneurial success—and failure. By examining patterns and
practices of entrepreneurial thinking and reasoning, and the
entrepreneurial mind in action, you can begin your own as-
sessment and planning process to gef you headed where you
want fo go. This personal entrepreneurial strategy will evolve
into your personal business plan—a blueprint to help you
learn, grow, attract mentors who can change your life and

your ventures, and pursue the opportunities that best suit you.



2 Part 1

Survival odds for a venfure go up once you reach the
benchmark of $1 million in sales and 20 employees. Launch-
ing or acquiring and then building a business that will exceed
these levels is more fun and more challenging than being in-
volved in the vast majority of small one- or two-person opera-
fions. But perhaps most important, a business of this magni-
tude achieves the critical mass necessary fo affract good
people and, as a result, significantly enhances the prospects
of realizing a harvest. An enfrepreneur isn't simply creating a
job; he or she can build a business that can lift a community.

A leader who thinks and acts with an “enfrepreneurial
mind” can make a critical difference as to whether a business
is destined fo be a traditional, very small lifestyle firm, a stag-
nant or declining large one, or a higherpotential venture.
Practicing certain mental attitudes and actfions can sfimulate,
motivate, and reinforce the kind of zest and entrepreneurial
culture whose seltHulfilling prophecy is success.

It is almost impossible to take a number of people, give
them a single test, and defermine who possess enfrepreneurial
minds and who do not. Rather, it is useful for would-be entre-
preneurs and others involved in entrepreneurship fo study how
successful entrepreneurs think, feel, and respond and how sig-
nificant factors can be developed and strengthened—as a de-
cathlete develops and strengthens certain muscles to compete
at a certain level.

Enfrepreneurs who create or recognize opportunities and
then seize and shape them info higher-potential ventures think
and do things differently. They operate in an entrepreneurial
domain, a place governed by certain modes of action and
dominated by certain driving forces.

Take for example, Rick Adam, who by the late 1990s had
made his fortune as a software entrepreneur. He had also
spotted a compelling opportunity in the general aviation
industry. As an avid pilot, Adam knew firsthand how few new
aircraft designs were available—at any price. The reason
was that the cost fo design, engineer, and bring to market an
FAA-certified general aviation product was estimated by
industry veterans fo be in the neighborhood of $250 million,
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requiring @ minimum of 10 years. Despife having no previous
experience in manufacturing, Adam put up tens of millions of
his own money (and raised fens of millions more) fo start up
Adam Aircraft. Using sophisticated model fabrication technol-
ogy, and by applying design and engineering practices
Adam had mastered in software development, his company
spent under $60 million to develop the A-500—a sleek, pres-
surized twin-engine design that achieved FAA cerfification in
just five years. Their A-700 prototype—a personal jet that uti-
lized the same airframe structure—was flying for another $20
million. By the fall of 2007, the A-700 was nearing FAA cer
fification, and the company was reporting an order backlog
for the jet of just under $800 million. Rick Adam commented

on the endeavor:

I've done a lot of entrepreneurial things, and when
you think there is a big opportunity, you look af it
thoughtfully and you say, well, if this is such a big op-
portunity, why isn't anybody taking it2 What do |
know, or what do | see that nobody else is seeing?
So, very often, entrepreneurial opportunities occur be-
cause a series of events come fogether—particularly
with technology—and you suddenly have all the ingre-
dienfs you need fo be successful at something that just
moments ago was impossible. Then, assuming you are
a good business person and a good executer, you
can get there if you focus, and keep at it.

It makes a lot of sense for entrepreneurs to pay particular at
fention fo picking pariners, key business associates, and man-
agers with an eye for complementing the entrepreneurs’ own
weaknesses and strengths and the needs of the venture. As will
be seen, they seek people who fit. Not only can an entrepre-
neur’s weakness be an Achilles’ heel for new ventures, but also
the whole is almost always greater than the sum of its parts.

Finally, ethics are terribly important in entrepreneurship. In
highly unpredictable and fragile situations, ethical issues can-
not be handled according to such simplistic notions as
"always tell the fruth.” It is critical that an enfrepreneur under
stand, develop, and implement an effective integrity strategy

for the business.
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Chapter One

The Global Entrepreneurial
Revolution for a Flatter World

When | was growing up, my parents told me, “Finish your dinner. People in China
and India are starving.” | tell my daughters, “Finish your homework. People in India

and China are starving for your job.”

Results Expected

Tom Friedman
American author, journalist, and a
three-time winner of the Pulitzer Prize

Upon completion of this chapter, you will be able to

1. Explain how the entrepreneurial revolution in the United States has helped “flatten

the world.”

2. Assess why this revolution is driving future economic prosperity worldwide.

3. Discuss how entrepreneurs, innovators, and their growing companies are the engine
of wealth and job creation, innovation, and new industries, and how venture and risk

capital fuels that engine.

4. Describe how entrepreneurship is the principal source of philanthropy in the

world.

5. Share your views on the ImageCafé case study.

Entrepreneurship Flattens the World

In 2007 there were over 1.1 billion Internet users in the
world with over 900 million of them outside the United
States; even in tiny Iceland 86 percent of the homes
were connected. In the United States an iPod was sold
every eight seconds. Entrepreneurship and the Inter-
net continue to flatten the world at a staggering pace
and in the process are spawning fertile fields of oppor-
tunities that are being tilled and seized on every conti-
nent. How is this global revolution manifesting itself?
For starters, Exhibit 1.1 shows just how far interna-
tional Web entrepreneurs have penetrated the world.

This remarkable array of 39 Web clone knockoffs of
leading Web sites represents just a tiny tip of the
worldwide iceberg of Internet entrepreneuring. While
the Internet alone is reshaping the world in staggering
ways, the spread of global entrepreneurship reaches
far beyond. Take, for example, some recent descrip-
tions in the August 2007 edition of Business 2.0:

* In 2006, 10 billion Indian emigrants world-
wide sent over $275 billion back to their fami-
lies in India. Sahara House Care, a firm in
India, has tapped into that market by provid-
ing 60 products and services immigrants can
buy for their families. These include such
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EXHIBIT 1.1
Send in the Clones
digg Facebook LinkedIn YouTube
Brazil Linkk — — Videolog
linkk.com.br videolog.uol.com.br
China Verydig Xiaoneiwang Wealink 56.com
verydig.com Xiaonei.com wealink.com 56.com
France Scoopeo Skyrock Viadeo Dailymotion
scoopeo.com skyrock.com viadeo.com dailymotion.com
Germany Yigg StudiVZ Xing MyVideo
yigg.de Studivz.net xing.com myvideo.de
India Best of Indya Minglebox Rediff Connexions Raijshri
bestofindya.com minglebox.com connexions.rediff.com rajshri.com
Israel Hadash Hot Mekusharim Hook Flix
hadash-hot.co.il mekusharim.co.il hook.co.il flix.co.il
Mexico Enchilame Vostu InfoJobs BuscaTube
enchilame.com vostu.com infoJobs.com.mx buscatube.com
Netherlands eKudos Hyves — Skoeps
ekudos.nl hyves.net skoeps.nl
Russia News2 V Kontakte MoiKrug Rutube
news2.ru vkontakte.ru moiKrug.ru rutube.ru
South Africa Muti — — MyVideo
muti.co.za myvideo.co.za
Turkey Nooluyo Qiraz Cember Resim ve Video
nooluyo.com giraz.com cember.net resimvideo.org

Source: Business 2.0. ©2007 Time Inc. All rights reserved.

services as delivering flowers, finding buyers
for real estate, offering exhaustive online cata-
logs of just about anything, and even accompa-
nying loved ones to a hospital.

Consider a new supersize RV built on an
18-wheeler chassis turned into a mobile hotel
facility that can sleep as many as 44 people.
As American as apple pie, as the saying goes?
Wrong! A 36-year-old Spaniard, Fernando
Saenz de Tejada, has created Hotelmovil. The
first five units will roll out of a factory in Italy
and will sell for $500,000 a unit or rent for
$8,000 per week.

In Norway entrepreneur Jan-Olaf Willums,
already wealthy from his investment in REC,
a solar energy company, is leading the devel-
opment of a Web-enabled, carbon-free elec-
tric car he calls Think. He has teamed with
Segway creator Dean Kamen and Google
founders Larry Page and Sergey Brin, and
with Silicon Valley and European investors,
to raise $78 million. His vision: Upend the
century-old fossil fuel-based automotive
paradigm by changing how cars are made,
sold, owned, and driven.

“Anything seems possible in Rwanda,” asserts
former San Francisco resident Josh Ruxin, who,

with his wife Alissa, has invested life savings
of $100,000 to build the Heaven Café in the
capital city of Kigali. The African nation of
8 million—ravaged by the genocide of 1 million
people in 1994—is now attracting foreign en-
trepreneurs in tourism, telecom, mining,
farming, and real estate.

= Everyone is now aware of just how dynamic
and entrepreneurial the Chinese economy has
become in recent years. Consider the following
examples of explosive growth in this country of
1.3 billion people. Computer usage increased
from 2.1 million in 1999 to 68 million in 2004—
a 34-fold increase! According to Volkswagen,
automotive production in 2003 was 4.44 million
and is expected to grow to over 10 million by
2010. In 2006, 80 percent of BMW's global
sales increase came from China. Phone installa-
tions totaled just 100 million in 1998 but grew
to 650 million in 2004, with mobile phones ex-
ploding in the same six-year period from
around 10 million to over 350 million.

Sensing this huge growth in opportunities, numer-
ous leading U.S. venture capital firms—including
IDG Ventures, Venrock, and Kleiner, Perkins, Cau-
field & Byers—have established relationships and
operations in China and made many successful (and
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some not so successful) investments. These are but a
few examples of the entrepreneurial surge in China.
A similar pattern is now emerging in India and other
southeast Asian nations. In India and Vietnam, for ex-
ample, IDG has dedicated venture capital funds, and
other firms are getting established as well.

Finally, imagine that you are owed US$100,000 by
a business in another country, founded by one of your
close friends in graduate school, which is due next
week. The borrower’s business has done well, and
you are assured that the note will be repaid in full.
The next day the government of that nation an-
nounces a three-to-one devaluation of its currency; so
you will receive just one-third of the note. That is ex-
actly what happened in Argentina in January 2002,
causing financial chaos and an economic recession.
Nevertheless, a young Argentine entrepreneur was
convinced that major opportunities still existed for a
global information technology outsourcing business
based in Buenos Aires. In 2008 his business will ex-
ceed US$40 million in revenue.

Two Nobel Prizes Recognize
Entrepreneurship

The front page of The Wall Street Journal on October
10, 2006, had the following stunning headline: “The
New Nobel Prize Winner Makes a Case for Entre-
preneurship.” The accompanying article by Profes-
sor Edmund S. Phelps of Columbia University, New
York, the prize recipient, was full of wonderful com-
mentary and arguments for entrepreneurship. The
awarding of this prize in economics to Professor
Phelps is the most important academic recognition
of the field and subject in our lifetime. One of
Phelps’s main arguments is that “entrepreneurship is
lucrative—and just.” This is an important point; we
will see later in this chapter how entrepreneurs are
the leading philanthropists of our time. He further
made his case: “Instituting a high level of dynamism,
so that the economy is fired by the new ideas of en-
trepreneurs, serves to transform the workplace in the
firms developing an innovation and also the firms
dealing with the innovation.”

The ink was barely dry on this announcement
when the Nobel Peace Prize was announced for an-
other economist championing micro-enterprise.
Farid Hossain of the Associated Press wrote the story
in the Manchester, New Hampshire, Union Leader
on October 14, 2006: “A simple yet revolutionary
idea—in the form of a $90 loan—changed her life,
putting the Bangladeshi villager out of a devastating
cycle of poverty. Yesterday, that idea—lending tiny
sums to poor people looking to escape poverty by
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starting a business—won the Nobel Peace Prize for
economist Muhammad Yunus and the Grameen
Bank he founded.” Hossain noted the Nobel Com-
mittee’s rationale at the citation: “Lasting peace can-
not be achieved unless large population groups find
ways in which to break out of poverty. Micro-credit is
one such means. Development from below also
serves to advance democracy and human rights.”

In just four days these two Nobel Prizes changed
forever the academic and practical significance of
entrepreneurship as a fertile ground for education
and research. This should stimulate even more and
wider interest in entrepreneurship as a field of study
and research. For those of us who have been creat-
ing and building the field since our doctoral student
days, this was an especially gratifying occasion and
recognition.

A Macro Phenomenon

The work of Phelps and Yunus, along with our earlier
examples, illustrates at a tangible level how dynamic
entrepreneurs and their firms are altering the land-
scape in this entrepreneurial explosion globally.
These represent a much broader, more pervasive, but
also varied pattern of entrepreneurial activity. We are
fortunate to have the latest version of Babson’s
Global Entrepreneurship Monitor (GEM) for 2006,
as well as the Praeger Perspectives series Engine of
Growth, which carefully track this phenomenon. We
draw here on both of these 2007 publications to aug-
ment and enrich your understanding and perspective
on the global entrepreneurial revolution.

The accumulation of several years of adult popula-
tion survey data from the Global Entrepreneurship
Monitor (GEM) has enabled an international com-
parative study of high-expectation entrepreneurs
(defined as all early-stage businesses that expect to
employ at least 20 workers within five years). In the
GEM comparison published in 2006, North America
(United States and Canada) stood out as having the
highest prevalence of high-growth potential entre-
preneurial activity, with an approximately 1.5 percent
participation rate. As regions, Oceana (Australia and
New Zealand) and Latin America (Argentina, Brazil,
Chile, Ecuador, Mexico, Peru, and Venezuela) came
next, with participation rates of 1.1 percent and 1
percent, respectively.

Entrepreneurship is exploding in countries like
India, China, and the former Soviet bloc—and ef-
fecting positive social and economic change in such
diverse countries as Korea, Mexico, South Africa,
and Ireland. According to the 2006 GEM study,
countries exhibiting very high rates of individuals
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participating in early-stage entrepreneurial activity in-
cluded Venezuela (25 percent), Thailand (20.7 per-
cent), and New Zealand (17.6 percent). The highest
rates of established business owners (owner—managers
who have paid wages or salaries for more than three
months) were found in Thailand (14.1 percent), fol-
lowed by China (13.5 percent), New Zealand (10.8
percent), Greece (10.5 percent), and Brazil (10.1
percent).

Although many might not consider international
expansion as part of the new venture process, in his
contribution to the Praeger Perspectives series, Go-
ing Global, Pat Dickson reviews research that shows
just how prevalent it is. For example, 80 percent of
all small- to medium-sized enterprises are affected
by or involved with international trade, and ad-
vances in technology, manufacturing, and logistics
have created opportunities where firms of all sizes
can compete internationally. Dickson notes that this
view of an emerging world market accessible to
even the most resource-constrained and remote
nations and organizations is described by Thomas
Friedman in The World Is Flat, which traces the
convergence of technology and world events and its
role in bringing about significant changes in tradi-
tional value chains.

It is clear that the mainstreaming of entrepre-
neurship in America has not merely had an extraor-
dinary impact on the cultural and economic
landscape in the United States. America’s entrepre-
neurial revolution has become a model for business
people, educators, and policy makers around the
globe. For example, as part of a goal to “make the
EU the most competitive economy in the world by
2010,” in 2000 an action plan was derived with the
following broad objectives:

1. Fueling entrepreneurial mind-sets.

2. Encouraging more people to become
entrepreneurs.

3. Gearing entrepreneurs for growth and
competitiveness.

4. Improving the flow of finance.

5. Creating a more entrepreneurial-friendly reg-
ulatory and administrative framework.

These goals mirror the factors that have been critical
in advancing entrepreneurship in the United States.
In July 2004 an EU commission followed up on these
goals with recommendations for fostering entrepre-
neurial mind-sets through school education. These
too reflect the American experience:

= Introduce entrepreneurship into the national (or
regional) curriculum at all levels of formal edu-
cation (from primary school to university), either
as a horizontal aspect or as a specific topic.

The Entrepreneurial Mind for an Entrepreneurial World

= Train and motivate teachers to engage in entre-
preneurial education.

» Promote the application of programs based on
“learning by doing,” such as by means of proj-
ect work, virtual firms, and minicompanies.

* Involve entrepreneurs and local companies in
the design and running of entrepreneurship
courses and activities.

* Increase the teaching of entrepreneurship
within higher education outside economic and
business courses, notably at scientific and tech-
nical universities, and place emphasis on setting
up companies in the curricula of business-type
studies at universities.

In our roles as students, researchers, observers,
and participants in this revolution, we can honestly
say that global adoption of the entrepreneurial mind-
set appears to be growing exponentially larger and
faster. In our assessment, we are at the dawn of a new
age of entrepreneurial reasoning, equity creation,
and philanthropy, whose impact in the coming years
will dwarf what we experienced over the last century.

Entrepreneurship: 40 Years as a
Transformational Force

Who could have imagined 40 years ago that the
world would see so many revolutions ascend and
vanish in so many arenas by today? Technology and
science. Sex, drugs, music, telecommunications,
iPod, Blackberry, media. The explosive rise of entre-
preneurship, first in America and now the world.
The demise of centrally planned economies in both
totalitarian communist states and socialist states, giv-
ing way to entrepreneurship, open and free markets,
and struggling democracies. The entrepreneurial
revolution has transformed and will continue to
transform the world.

The impact of entrepreneurship as an emerging
academic field and as a life option—highly admired,
respected, and sought after by youth around the
world—has been profound and continues to expand
worldwide in places hard to imagine just a few years
ago: China, India, Vietnam, former Eastern bloc
countries, and the Middle East; the Catholic Church;
historically black colleges and universities in America,
Native American reservations, and grades K-12.

Why is this so? What does it mean? Why is the
field of entrepreneurship gaining attention, resources,
and community credibility? Where is this leading us?
What are the next great opportunities and challenges
for you to consider? These are some of the questions
we will attempt to address in this section.

Copyright © The McGraw-Hill Companies, Inc.



Copyright © The McGraw-Hill Companies, Inc.

Chapter 1

Four Entrepreneurial Transformations
That Are Changing the World

During the past 40 years, the evidence and trends
point to at least four entrepreneurial transformations
that profoundly impact how the world lives, works,
learns, and enjoys leisure. Consider the following:

1. Entrepreneurship is the new management para-
digm: Entrepreneurial thinking and reasoning—
so common in dynamic, higher-potential, and
robust new and emerging firms—are now be-
coming infused and embedded into the strate-
gies and practices of corporate America.

2. Entrepreneurship has spawned a new educa-
tion paradigm for learning and teaching.

3. Entrepreneurship is becoming a dominant
management model for running nonprofit
businesses and in the emerging field of social
ventures.

4. Entrepreneurship is rapidly transcending
business schools: Engineering, life sciences,
architecture, medicine, music, liberal arts,
and K12 are new academic grounds that are
exploring and embracing entrepreneurship in
their curricula.

Entrepreneurship as the New
Management Paradigm

Virtually every management model in vogue today
can find its roots in great entrepreneurial companies
and organizations founded within the past 40 years.
Progressive researchers of new and different ways of
conceptualizing and practicing management found
those dynamic and creative founders and leaders at
new ventures and at high-growth businesses—and
rarely at large, established firms.

Nevertheless, virtually all mainstream research and
case development until the 1970s dwelled on large
companies; new and smaller ventures were mostly
ignored. In contrast to what had prevailed in large
companies—hierarchical, top-down, centralized, and
militarylike ways of organizing and managing—new
research was uncovering refreshing, at times radically
different, modes: flat organizations (many without or-
ganization charts or detailed operating manuals), a
passion for innovation, comfort with change and even
chaos, team-driven efforts, significant performance-
based equity incentives, and consensual decision mak-
ing. Researchers also found cultures and value systems
where people, integrity, honesty and ethics, a sense of
responsibility to one’s environment and community,
and even fair play were common. Much of what is
sought after and emulated by companies trying to rein-
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vent themselves and to compete globally today em-
bodies many of these principles, characteristics, and
concepts of entrepreneurship, entrepreneurial lead-
ership, and management. Think of the keywords used
to describe these new ventures and concepts: flat, fast,
flexible, fluid; innovation-driven; principle-based man-
agement; values-based management; opportunity- and
customer-focused; resource parsimonious; living with
and managing chaos and change; people and team-
centered management (we could go on).

Our favorite early example of a great entrepre-
neurial leader is Ewing Marion Kauffman—founder,
in 1950, of Marion Laboratories of Kansas City,
Missouri, and also of America’s leading foundation de-
voted to fostering entrepreneurship: the Ewing Marion
Kauffman Foundation. He was 3040 years ahead of
the present emphasis on values and principle-based
management, responsibility to community, and ethi-
cal high ground. His three core principles were treat
people as you would want to be treated, share the
wealth with the people who help create it, and give
back to the community. These principles were the
foundation upon which Marion Laboratories at-
tracted and motivated a high-performing team and
grew to $1 billion in revenue with market capitaliza-
tion of $6.5 billion. It is no wonder today that corpo-
rate recruiters are coming to have high regard for the
graduates of quality entrepreneurship programs.

It is also remarkable that some of the leading busi-
ness schools in America now require courses in en-
trepreneurship. At Harvard in the late 1990s, all
MBAs began taking a required course in entrepre-
neurial management—an astonishing event given the
history and nature of the institution. Harvard’s entre-
preneurship electives are now perpetually oversub-
scribed. Even the national college accrediting agencies
have come to see the importance of entrepreneurship
and innovation as a vital part of any future business
leader’s education.

Across the curriculum, business school faculty
are including more topics and issues relating to
entrepreneurship—from accounting and finance to
marketing and information technology. New courses
are emerging from finance, marketing, and account-
ing faculty that focus on the entrepreneurial perspec-
tive. As a unit of analysis, few things are more exciting
to study than the birth, growth, and adaptation of
new companies and the complex issues they face
from initial conceptualization to start-up financing,
managing rapid growth, and an initial public offering.
Doctoral students are increasingly finding rich veins
here for research, database development, and theory
building and testing. The more global entrepreneur-
ship becomes, the more this type of research will
grow. And other disciplines (economics, sociology,
geography, and subfields of science) are now
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discovering the same opportunities. Thus our knowl-
edge about entrepreneurship will continue to grow
and expand to all fields. In many ways we can liken
this progress to the field of leadership 100-150 years
ago. Back then it was believed that leaders were born,
not made: You either were a leader or you weren't.
Fortunately for the world, that notion has long since
been debunked. The same will happen in the field of
entrepreneurship.

Entrepreneurship as a New
Education Paradigm

Antidote for Academic Arrogance Here is
a true story that reveals much about the education
and teaching philosophies, underlying assumptions,
and beliefs of faculty at some business schools. It gets
at the heart of what some educators believe and prac-
tice about what and how we teach in order to prepare
future entrepreneurs and business leaders. A few
years ago a notable Harvard faculty colleague was
invited to meet with faculty at a distinguished mid-
western university’s business school to discuss entre-
preneurship and the role of cases. He shared how
real cases about real entrepreneurs facing real oppor-
tunities, crises, decisions, and time crunches could be
powerful learning and pedagogical vehicles. One
senior faculty member could hardly conceal his indif-
ference. He made his views and philosophy of edu-
cating future business leaders clear: “I have never
worked in business. I have never been near or inside
a business. I have absolutely no intention of ever do-
ing either. And I cannot see why anyone who teaches
business would need to or want to, and the use of
such cases is totally irrelevant!”

Imagine a medical school professor who never
saw a patient, never saw or performed an operation
or procedure, and never went to a hospital for any
reason—and never wanted to. As preposterous as
that may seem, it is the equivalent of what this busi-
ness professor was exhorting. This is the epitome of
academic arrogance. For some of us, this is what you
hope the competition thinks and believes!

At a large southwestern state university, a new fac-
ulty member aggressively launched an entrepreneur-
ship program that quickly became successful, attract-
ing large enrollments. Key to his strategy was a
long-proven strategy we have used to build Babson
College: the use of “pracademics.” These are highly
successful founders and builders of companies with a
real itch and talent for teaching. Besides being multi-
millionaires, in many cases they have earned ad-
vanced degrees. Students raved about their exciting
classes and quality of teaching. The young professor
spearheading the program simply told his pracade-
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mics that unless they were in the top quarter in
teaching evaluations among all professors university-
wide, they would not be invited back the following
year. They won teaching awards, and it did not take
long for these entrepreneurship pracademics to
be disproportionately represented in the university-
wide ranking of best professors. This so infuriated the
general faculty that the faculty senate voted to have
these entrepreneur faculty members eliminated from
all teaching. So the young faculty champion for en-
trepreneurship joined a smaller private university
nearby and is now building a successful entrepre-
neurship program there.

If we look at what transpires in general in college and
university classrooms in America (and around the
world), it is predominantly lectures. A few years ago a
retired, distinguished university president joined a lead-
ing foundation concerned with the quality of teaching
and learning. He visited many classrooms to observe
what and how students were being taught. Even at a top
Ivy League university he observed that “Ninety-nine
percent of what goes on in the classroom is passive: stu-
dents sitting taking notes, professors lecturing.”

Transformation of What and How Business
Leaders Learn This pattern leads us to believe
that entrepreneurship education has created a new
educating/teaching/learning paradigm that can trans-
form what and how students learn and that may even-
tually permeate the rest of the university. The preceding
illustrations show how differently entrepreneurship
educators think. Their fundamental philosophies and
beliefs about learning and teaching, their attitudes
toward students, and their views of the role of the
student versus instructor and effective pedagogies all
differ radically from the faculty noted previously.
Some prime examples can be shared. For one thing,
most entrepreneurship educators are not faculty-
centric; they are student- and opportunity-centric.
They do not believe that expertise, wisdom, and
knowledge are housed solely in the faculty brain or in
the library or accessed through Google. They reject
the traditional lecture model: Students sit with pens
ready, open craniums, pour in facts, memorize facts,
regurgitate facts to achieve top grades, and begin
again. Rather, there is a more student-centered,
work-in-progress philosophy that is more hands-on
and treats the learning process as not occurring solely
in the classroom but as more of an apprenticeship,
much like the medical model of “see one—do one
teach one.” There is a far greater belief in students’
capacities for self-evaluation, self-development, and
devising personal entrepreneurial strategies that en-
able them to see if entrepreneurship is for them.
Entrepreneurship faculty are more likely to see their
role as mentors, coachs, and advocates for students.
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As we like to put it, we see our job as helping to get
the genie of the entrepreneurial spirit out of the bot-
tle. We are enablers rather than judges, evaluators, or
disciplinarians (though these roles are necessary
from time to time) in the process of helping students
to discover and to liberate their entrepreneurial po-
tential, and equally important, to decide whether it is
right for them. We are notoriously inaccurate in pre-
dicting who will be the next Bill Gates, Steve Jobs, or
Tom Stemberg, so we don't even try. It is nearly im-
possible to say in advance, here are the students who
will be the best entrepreneurs, and here are the ideas
that will win. These are educated guesses at best.
Getting students to see that they often start with an
unanswerable and thus irrelevant question—Will 1
be a good entrepreneur? Will my idea be a winner?—
leads to a critical learning transformation for them.
They come to ask more relevant questions: Is this a
good opportunity worth pursuing or just another
idea? How do I know, and who does know? What are
the risks and rewards here, and what can I do to im-
prove them? Whom can I get to enable me to do
that? How can I improve the fit among the opportu-
nity, resources, and team? What are the things that
can go right and wrong here, and how can I change
that? Whom do I need on my brain trust to make this
happen?

By getting students to think of the team as not just
the founders, but a broad coalition of people who
know better than anyone the revenue and cost
model; sales, distribution, and marketing; financial
requirements and realities; competition, and so forth
and who want to help the entrepreneur succeed, stu-
dents’ grasp and mind-set can be altered perma-
nently. This is not just a process that is classroom and
professor dependent; it is a much more complex, dy-
namic, and engaging learning experience. Such
learning experiences are far more compelling, fun,
enduring, and even addictive. This is why entrepre-
neurship is enticing so many students. These ques-
tions and issues capture the essence of inquiry un-
derlying the Timmons Model of Entrepreneurial
Process, which we will examine in Chapter 3.

A third dimension that is a central part of the new
paradigm is the richness and creativity of many en-
trepreneurship faculty, courses, and curricula. We
have seen far more quality, creativity, and inventive-
ness among entrepreneurship faculty over these 40
years than in most other parts of academia. The con-
cept of “the clashroom” as a place for the intellectual
and practical collisions of theory, practice, ideas, and
strategies has been a major anchor at Babson College
for decades. Each year at the reunion of our Price-
Babson Fellows Program we are amazed at the im-
pressive innovations and creative ideas that entrepre-
neurship faculty continue to develop, refine, and
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create anew. Their teaching methods are more in-
teractive and far more diverse and eclectic in strate-
gies, approaches, and pedagogies than is common in
lecture-based courses. We have seen the creative use
of improvisation; the use of classical music (did you
know that listening to baroque music can enhance
creativity?); of film clips that appear to have nothing
to do with entrepreneurship or business—for in-
stance, Dead Poets Society and Octapussy! Others
have used historic figures whose feats seem totally
unrelated to entrepreneurship, such as Joshua Cham-
berlain, a college classics and theology professor who
became the single most important leader in the turn-
ing point at Little Round Top at the Battle of Gettys-
burg in America’s Civil War. And of course the hands-
on, field- and reality-based nature of designing and
creating new products and concepts, exploring op-
portunities, developing business plans, and raising
capital is both engaging and mind-expanding for stu-
dents.

Another important aspect of this new paradigm is
the highly integrative and multidisciplinary nature of
the courses and curricula. A more balanced, holistic
approach to education has been one of the most elu-
sive goals of higher education over the past 40 years.
There is no question that entrepreneurship, for edu-
cating entrepreneurs and business leaders at least, is
by far the most holistic, integrative, and multidisci-
plined field in business schools. MBA students over
the years, typically with significant experience and
accomplishments, put it this way: “This is the first
and only course (New Venture Creation) where I
have learned about the total business, not just the
stand-alone silos of accounting, marketing, finance,
IT, and so on.”

Today around the world we are seeing some amaz-
ing curricular innovations that are derivatives of the
entrepreneurship education model and philosophy.
Two examples we are most familiar with are at Bab-
son College at both the graduate and undergraduate
levels. All first-year undergraduates take a required
course, Foundation in Management Experience,
which is a highly integrated approach to learning the
underlying bodies of business knowledge while en-
gaging teams in actually starting and operating a
small business, fueled with a $3,000 start-up loan
from the college. The profits, incidentally, are do-
nated to a community service project, such as Habitat
for Humanity. At the MBA level, the entire tradi-
tional structure of the first year of the program being
centered around core disciplines was abandoned
over 15 years ago in favor of a modular, integrated de-
sign that took students through the entrepreneurial
process from idea inception through opportunity
recognition and development, to business plan devel-
opment, fund-raising, managing growth, and crises.
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Since 1999 second-year MBAs have been able to opt
for a dedicated entrepreneurship intensity track de-
voted to helping them identify a compelling higher-
potential opportunity and actually launching the
business; several students have done so. The faculty
proposes to them, Have at it; we'll give up when you
give up! A third unprecedented example is the new
Olin College of Engineering on the Babson campus.
This is the first undergraduate engineering college in
America in over 75 years. A central part of the mis-
sion and strategy of the Olin Foundation trustees in
creating the college was to infuse the best of what is
done in entrepreneurship at Babson into the Olin
curriculum for engineers. It is based on a deep con-
viction, supported by endless evidence, that engi-
neering education in America has regressed toward
the underlying disciplines to the detriment of aspir-
ing engineers and eventually the nation. Its first class
of exceptional students, who turned down accep-
tances at the top engineering schools in the nation to
come to Olin, graduated in 2006. Numerous creative
new approaches to teaching entrepreneurship to
engineering students have been and are being devel-
oped. A major grant by the National Science Foun-
dation enabled us in January 2006 to launch a joint
Babson-Olin Program, modeled after the Price-
Babson Fellows Symposium for Entrepreneurship
Educators, for faculty of engineering and life science
schools.

Entrepreneurship as the New
Not-for-Profit and Philanthropy
Management Paradigm

During the past 15 years hundreds of new philan-
thropic foundations and other not-for-profit organi-
zations have been created from scratch using the
entrepreneurship and new venture development
model. From the beginning they have employed
many of the concepts and principles for conceptualiz-
ing an idea, transforming it into an opportunity,
building a brain trust, raising funds, and growing the
management team and organization as if it was a new
entrepreneurial venture. My chief example of this is
the Ewing Marion Kauffman Foundation of Kansas
City, America’s leading foundation dedicated to fos-
tering entrepreneurship. It was Jeff Timmons’s great
privilege to have known and worked with Mr. Kauff-
man prior to his death in 1993 to help create and
shape the foundation’s initiative in entrepreneurship.
Other derivatives in the not-for-profit world include
the Kauffman Fellows Program, the leading program
in the world for aspiring venture capitalists. En-
deavor is another such program founded, organized,
and run as an entrepreneurial venture to foster the
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development of young entrepreneurs throughout
Latin America initially, and now around the world.

At the kindergarten—12th grade level, the National
Foundation for Teaching Entrepreneurship (NFTE)
is another wonderful example of how this can work.
Boston’s Center for Women and Enterprise (CWE)
has similar roots anchored in entrepreneurial leader-
ship and management principles.

Perhaps the most innovative and entrepreneurial
foundation is the Franklin W. Olin Foundation. First,
in the 1990s the trustees decided to end the founda-
tions life by giving away its assets in one final project
that could have lasting impact in a manner true and
consistent to Olin’s intentions as a donor. They were
vehemently opposed to letting those assets be per-
petuated in the hands of future trustees who never
knew the founder, thus risking violation of the
founder’s intent, as has happened in so many large,
old foundations that have outlived their founders.
Rather, they sought to do exhaustive research, engage
other leaders, and define and create a breakthrough
concept worthy of Mr. Olin’s dreams for his founda-
tion, just as the original leaders of the Ewing Marion
Kauffman Foundation, who knew and loved Mr. K.,
as he was affectionately known, did for him.

In the early 1990s the Olin Foundation helped
fund, along with the National Science Foundation
and in cooperation with the National Academy of
Engineering and six leading undergraduate engineer-
ing schools, an examination of undergraduate engi-
neering education. The conclusions were discouraging
to some and surprising to others: Undergraduate en-
gineering education at America’s top schools had lost
its compass and its focus on engineering application
and commercialization as it regressed toward its un-
derlying disciplines of math, physics, and chemistry.
As a result U.S. undergraduate engineering educa-
tion was failing to meet America’s needs for engi-
neers and was being vigorously challenged by schools
in Japan, Europe, India, China, and elsewhere.

President Larry Milas and his fellow trustees took
these conclusions seriously and conceived of a bold
(many would say revolutionary) idea to create from
scratch the first new undergraduate engineering
school in America in over 75 years. At first they sought
to collaborate with and fund one of the leading
schools in the original study to undertake this formi-
dable task. However, in a few months of discussions
and negotiations they realized that this institution was
not interested in the highly innovative direction the
Olin Foundation was proposing. They concluded
they needed not a makeover but an entirely new cur-
riculum that was boldly innovative in both subjects
and methods. Unique to this concept was the inclusion
of entrepreneurship principles, concepts, and modes
of thinking and reasoning throughout the engineering
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curriculum. Further, they wanted to have uniquely
tailored courses and learning experiences for every
student directly in entrepreneurship. Having given
up on one of the top schools in the nation, they de-
cided to approach Babson College, which they knew
well. Earlier the Olin Foundation had made major
capital gifts to build the new Olin Graduate School of
Management and fund the author’s Franklin W. Olin
Distinguished Professorship. They proposed to ac-
quire nearly 50 acres of land on Babson’s 500-acre
campus and then work closely with Babson and its
entrepreneurship faculty to “bring the best of what
Babson does in entrepreneurship to the new Olin
College curriculum” as they built the new college. Its
first few classes had numerous students who turned
down acceptances at MIT, Cal Tech, Harvard, and
other leading schools to come to Olin College as part
of this bold experiment. The first entering class grad-
uated in May 2006, and the new college is winning
awards and setting a new standard for what is possi-
ble in engineering and entrepreneurship. The entre-
preneurial appreciation of the Olin trustees, and
their entrepreneurial approach to this enormous
challenge, made this new venture possible.

Entrepreneurship beyond
Business Schools

It is often said that none are more zealous than the
converted. It would appear that this may be true of
academic institutions and faculty who are converted
to entrepreneurship as well. One of the most surpris-
ing and robust trends in the past two to three years
has been major universities deciding to infuse entre-
preneurship across most schools in their universities,
not just business and engineering schools. Quite
frankly, this is something we never expected to live
long enough to see! In America the Kauffman Foun-
dation led the charge by making major gifts ($25 mil-
lion in total) to a dozen national universities to infuse
entrepreneurship into their life sciences programs.
The two national universities in Singapore decided to
require entrepreneurship as part of the curricula
across the campuses, including their schools of engi-
neering, architecture, medicine, and life sciences. In
Mexico, ITESM, the 36-campus national university,
has launched a similar initiative. Even staid Cam-
bridge University has made great progress with the
inclusion of innovation and entrepreneurship pro-
grams along with its technology transfer initiatives
and innovation center.

Throughout Europe and the world we are seeing
more and more interest in this direction. In New
Zealand at the University of Auckland, the first
universitywide professorship was created in entre-
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preneurship to help facilitate its inclusion. In Latin
America leading universities in Argentina, Ecuador,
Peru, Mexico, and Puerto Rico, to mention a few, are
creating entrepreneurship curricula in their business
schools and across the universities. In China the cur-
rent five-year plan includes education and research
in entrepreneurship and innovation—a quite aston-
ishing fact.

At the K-12 level and in online programs for
adults, entrepreneurship education is plowing new
ground. The genie is out of the bottle.

The Energy Creation Effect

Several “energy creators and liberators” are driving
the successful expansion of entrepreneurship educa-
tion and research as we've just discussed. This ener-
gizing process for faculty and students alike is also
driving the rapid explosion of entrepreneurship edu-
cation worldwide: China, India, Japan, Russia, South
America, the old Eastern bloc, and developing coun-
tries, to name a few. First, the field seems to attract,
by its substance and nature, highly entrepreneurial
people. Historically entrepreneurial thinkers and do-
ers have been few and far between in the vast major-
ity of schools in the United States and abroad. These
creative, can-do, resilient, and passionate people
bring their entrepreneurial ways of thinking, acting,
doing, and building to their courses, their research,
and their institutions. They are the change agents
the movers and shakers.

Second, their entrepreneurial bent brings a new
mind-set to universities and schools: They think and
act like owners! They are creative, courageous, and
determined to make it work and happen; they build
teams, practice what they preach, are institution
builders, and don’t let myopic allegiance to their dis-
ciplines impede becoming better educators. Such
thinking has been uncommon among faculty in the
vast majority of universities. Their links to the world
of practice build in relevance and excitement to their
courses and research. They do not operate in tradi-
tional ivory-tower isolation. Students, deans, and col-
leagues can be energized by the leading-by-example
pace they establish.

Third, entrepreneurship faculty constantly think
in terms of opportunity. This is in sharp contrast to
the typical mentality: We don’t have the resources; it
will cost too much; if they would only give us the
money we'd create a great program; the curriculum
committee will never approve this; and so on. Entre-
preneurial faculty know that money follows superior
teams and superior opportunities—so they create
them! They find ways to innovate, raise money, and
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implement curricula and programs with entrepre-
neurial, bootstrapping methods, which, in resource-
strapped universities, is a critical strategic advantage.
They are ingenious at matching their innovative ideas
with wealthy entrepreneurs and their foundations to
raise seed money and to launch programs. There are
thousands of examples of this. As a result of their en-
trepreneurial thinking and behavior, they become
powerful role models for their students. The coupling
of theory and knowledge with actual accomplish-
ments that demonstrate how these principles, strate-
gies, and concepts can work in the private sector and
within the university is not lost on students.

Fourth, they create powerful strategic alliances with
others—colleagues, alumni, and CEO/entrepreneurs—
by practicing the teamwork principles of entrepre-
neurship they teach. As high-energy types they rub
off on those around them. There is something excit-
ing and compelling about being around highly intelli-
gent and creative entrepreneurs as the centerpiece of
your subject matter. They invariably inspire other
faculty and students as well.

Finally, they often themselves experience personal
career and life transformations. Entrepreneurs with
an itch to teach find the pastures of entrepreneurship
among the richest they have ever grazed. Time and
again they make major career changes to include
more teaching because they find it so energizing and
rewarding. They usually report that their businesses
improve even though they are there less! Many be-
come significant benefactors to their universities,
funding new endowed chairs and centers. To teach is
to learn. Many of their students experience and report
the same. The compelling nature of the entrepre-
neurial journey may not be for everyone, but many
youths and adults today are anxious to find out. The
journey can be addictive for faculty and students alike.

The Road Ahead

A number of years ago the famous Texas real estate
entrepreneur Trammel Crow was inducted into Bab-
son’s Academy of Distinguished Entrepreneurs. This
hulk of a man both physically and by reputation put
his arm around my shoulder and asked the dreaded
question: “Preefessor Timmons” (the tone revealed
he knew his own answer), “can you really teach some-
one to be an entreeepreeeneur [our phonetic empha-
sis]?” “Mr. Crow,” I replied, “what I think you may be
asking me is this: Are you so preposterous and opti-
mistic that you believe you can take average under-
graduate students and in 15 weeks, and 35-40 hours
of classroom time, turn them into the economic
equivalent of a Beethoven or Picasso? I think you and
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I both know the answer to that question, Mr. Crow.”
He laughed and smiled and simply said, “I see what
you mean.”

As time has gone on we have realized the question
isn’t a very good one, and it doesn’t matter. Can you
teach someone to have the basketball moves of a
Michael Jordan, the creative flair on ice of a Wayne
Gretzky, the unparalleled determination and will of a
Lance Armstrong, the ball control of a Beckham, the
grit and composure under the most intense competi-
tion of a Tom Brady? If you apply such an exceptional
standard of genius, most will say probably not. But if
you ask, “Could we create the environment to pro-
vide people with the opportunity to learn, build, test,
discover, and reshape their aptitudes and talent as
entrepreneurs?” our answer has been for decades a
resounding yes, and we have in fact been doing just
that at Babson College since its founding in 1919.

In essence, the cumulative programmatic experi-
ences of students engaging in courses, field proj-
ects, and business plan competitions, actually starting
new businesses, and having numerous interactions
with faculty, outside entrepreneurs, and other stu-
dents puts them in collisions and competition that en-
able them to see far more clearly what is possible—
and to have the courage to try. In this book we will
urge you to think big enough. You will see failure as
part of the learning process: There is no such thing
as an entrepreneur failing. Businesses fail; strategies
may not work; a product may be flawed. The key for
beginners is to keep the tuition (i.e., investment) low
and learn as fast and as much as they can. As in
sports, if you create the equivalent of the Little
League and junior, high school, and then college
teams, you will eventually have a flow-through of
individuals who will fill the normal curve of perfor-
mance as entrepreneurs. They will figure out for
themselves in this Darwinian competition at what
level they can perform, or not, and decide if it is right
for them. Further, the very best, just as with world-
class athletes, will not simply settle for one victory:
thus the pattern of repeat entrepreneurs and entre-
preneurs who are already wealthy who risk millions to
start other businesses. Perhaps one of the most strik-
ing recent examples is Dan Neeleman, founder of the
U.S. discount airline JetBlue.

It is increasingly clear that beyond learning the
knowledge-based nuts and bolts of accounting, fi-
nance, cash flow, business plans, and the like, there
are teachable and learnable mind-sets—ways of
thinking and reasoning, skills, concepts, and princi-
ples that when translated into strategies, tactics, and
practices can significantly improve the chances for
success. These are at the heart of the content and
process you will engage in with New Venture Creation.
Among the most important things you can learn are
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how to think about the difference between a good
idea and a good opportunity; the development and
molding of the idea into an opportunity; the minimiz-
ing and control of resources; and resource parsimony
and bootstrapping. (The latter may be uniquely
American. At a recent Price-Babson program tailored
for a group of Japanese educators, the translator had
a difficult time with “bootstrapping.” There was no
direct word in Japanese. It seemed to convey more a
notion of hardscrabble existence, even socially unde-
sirable behavior in the down-and-out sense.) All of
these areas are learnable and teachable. Yet one of
the most important areas of the entrepreneurial
mind-set deals with the role of and attitude toward
risk, failure, and even bankruptcy. In Japan and Ger-
many, for instance, once you bankrupt a firm it is ba-
sically legally impossible to start another company.

For the entrepreneur, the mind-set when 1,000 ex-
periments fail is just like that of Thomas Edison: “Those
weren't 1,000 failures; those were just 1,000 ways that
didn’t work!” The new venture is nothing more than a
huge, perpetual learning puzzle; it is at least three-
dimensional, highly dynamic, chaotic, and not very
predictable. The process is characterized by enormous
contradiction: It requires careful thought and plan-
ning, but much of it is an unplannable event, much like
a battle plan’s obsolescence once the battle starts.

The Genie Is out of the Bottle

More than ever we are convinced that the creation
and liberation of human energy through entrepre-
neurship is the single largest transformational force
on the planet today. The power of a single person is
so profound, and nowhere is that more true and rele-
vant than in entrepreneurship. Perhaps the best news
of all is that it is not confined to business and the pri-
vate sector alone. Fortunately, the genie is out of the
bottle and is wielding her magic in every conceivable
arena: education, religious organizations, the military,
not-for-profits, and even government. How can one
not be bullish about the next four decades?

Entrepreneurship: Innovation +
Entrepreneurship = Prosperity
and Philanthropy

Surely one of the most promising recent developments
in the entrepreneurial revolution is entrepreneur-
ship becoming a central, nonpartisan cornerstone in
America’s policy debates. As the debates among can-
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didates for the 2008 U.S. presidential election accel-
erate, the significance of policies affecting the poten-
tial fruits of an entrepreneurial economy are ever
present. Political rhetoric aside, the relevance and
economic importance of the entrepreneurial phe-
nomenon have legitimized entrepreneurship as vital
to any debate about our social economic policies. The
creation of the National Commission on Entrepre-
neurship in 1999 launched an awareness of building
educational initiative to help legislators, governors,
and policy makers understand the contributions and
potential of the entrepreneurial economy.

In June 2001 the long-standing U.S. Senate Com-
mittee on Small Business changed its name to Small
Business and Entrepreneurship, sending a significant
message. The National Governor’s Association is also
including entrepreneurship in its meetings and policy
discussions.

The formidable link between public policy and en-
trepreneurial activity in the United States has be-
come increasingly important. Politicians are now
aware of this link and have begun to emphasize the
ways entrepreneurship leads to greater national and
global prosperity.

In every neighborhood in my hometown of Memphis, and
all across America, | see young people tutoring and
mentoring, building homes, caring for seniors, and
feeding the hungry. | also see them using their

entrepreneurial spirit fo build companies, start non-profits,
and drive our new economy.

Harold Ford, Jr., United States Representative
2000 Democratic National Convention Speech

Job Creation Twenty years ago, MIT researcher
David Birch began to report his landmark findings
that defied all previous notions that large established
businesses were the backbone of the economy and the
generator of new jobs. In fact, one Nobel Prize—
winning economist gained his award by “proving” that
any enterprise with fewer than 100 employees was ir-
relevant to the study of economics and policy making!
Birch stunned researchers, politicians, and the busi-
ness world with just the opposite conclusion: New and
growing smaller firms created 81.5 percent of the net
new jobs in the economy from 1969 to 1976." This
general pattern has been repeated ever since.
Entrepreneurial firms account for a significant
amount of employment growth (defined by at least
20 percent a year for four years, from a base of
at least $100,000 in revenues). These “gazelles,” as
David Birch calls them, made up only 3 percent of all
firms but added 5 million jobs from 1994 to 1998. Ac-
cording to the U.S. Small Business Administration’s

L'D. L. Birch, 1979, The Job Creation Process, unpublished report, MIT Program on Neighborhood and Regional Change prepared for the Economic Develop-

ment Administration, U.S. Department of Commerce, Washington, DC.
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Office of Advocacy, in 2004 small firms with fewer
than 500 employees represented 99.9 percent of the
26.8 million businesses in the United States. Over the
past decade, small businesses created 60-80 percent
of the net new jobs. In the most recent year with data
(2004), small firms accounted for all of the net new
jobs. Small firms had a net gain of 1.86 million new
jobs, while firms with 500 or more employees lost
more jobs than they created, for a net loss of 181,122
jobs.2 When one considers the history of Microsoft, a
start-up in the late 1970s, these job creation findings
are not so surprising. In 1980, for instance, Microsoft
had just $8 million in revenue and 38 employees. By
the end of 2006, its sales were nearly $50 billion, it
had over 71,000 employees, and the total market
value of its stock was over $255 billion.

We can readily see the far-reaching change in em-
ployment patterns caused by this explosion of new
companies. In the 1960s about one in four persons
worked for a Fortune 500 company. As recently as
1980, the Fortune 500 employed 20 percent of the
workforce. By 2006 that figure had dropped to less
than 9 percent! This same pattern tells the story of the
explosive growth of new regions and centers of tech-
nology and entrepreneurship throughout the country.
It is impossible to name a new high-growth area—
starting with Silicon Valley and Boston and extending to
the Research Triangle of North Carolina; Austin, Texas;
Denver/Boulder, Colorado; Indianapolis, Columbus,
and Ann Arbor; or Atlanta, Georgia—without observ-
ing this same job creation phenomenon from new and
growing smaller companies.

New Venture Formation

Classical entrepreneurship means new venture cre-
ation. But it is much more, as you will discover
throughout this chapter and book. It is arguably the
single most powerful force to create economic and so-
cial mobility. Because it is opportunity-centered and
rewards only talent and performance—and could not
care less about religion, gender, skin color, social class,
national origin, and the like—it enables people to pur-
sue and realize their dreams, to falter and to try again,
and to seek opportunities that match who they are,
what they want to be, and how and where they want to
live. No other employer can make this claim.

The role of women in entrepreneurship is particu-
larly noteworthy. Consider what has happened in just a
single generation. In 1970 women-owned businesses
were limited mainly to small service businesses and
employed fewer than 1 million persons nationwide.
They represented only 4 percent of all businesses.
Analyzing recent data provided by the U.S. Bureau of
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the Census, the Center for Women’s Business Re-
search (www.nfwbo.org) projected that as of the end
of 2005, there were an estimated 10.1 million pri-
vately held, majority-women-owned firms in the
United States. These firms employed 18.2 million
people and generated $2.32 trillion in sales. Women-
owned businesses account for 28 percent of all U.S.
businesses and represent about 775,000 new start-
ups per year, or about 55 percent of all new start-ups.
Because a growing portion of these new ventures
founded by women are high-potential, higher-growth
businesses, women entrepreneurs are without a
doubt crucial to continued economic expansion.

At a time when the average growth for U.S. firms
was 7 percent (between 1997 and 2002), women-
owned firms grew by 19.8 percent. Employment at
these firms increased by 30 percent (1 times the U.S.
rate) and sales grew by 40 percent—the same rate as
all firms in the United States. Between 1997 and 2004,
the number of privately held firms owned by women
of color grew by 54.6 percent (as opposed to the aver-
age growth of only 9 percent). Women'’s business own-
ership is up among all groups, but the number of
Hispanic-owned (up 63.9 percent) and Asian-owned
(up 69.3 percent) firms has grown especially fast. An
estimated one in five (21 percent) women-owned busi-
nesses are owned by women of color.

A similar pattern can be seen for a variety of ethnic
and racial groups (Exhibit 1.2). According to the 2002
U.S. Census statistics, black-owned businesses were
the fastest-growing segment of new businesses, grow-
ing 45 percent between 1997 and 2002, with revenue
growth of 25 percent. The 1.2 million black-owned
businesses in the United States in 2002 (5.2 percent of
nonfarm businesses) employed more than 756,000
people and generated nearly $89 billion in business
revenues. In 2002 Hispanic-owned businesses in the
United States totaled 1.6 million firms (6.8 percent of
nonfarm businesses)—an increase of 31 percent from
1997. Those businesses employed 1.5 million people
and generated $222 billion in revenue. In 2002, 1.1 mil-
lion Asian/Pacific Islander—owned businesses (4.8 per-
cent of nonfarm businesses) generated more than $326
billion in revenue—up 8 percent from 1997. There
were 201,387 Native American—owned businesses with
receipts of over $26 billion. Since 1997 the number of
Native American—owned businesses in the United
States has jumped by 84 percent to 197,300 (just under
1 percent of nonfarm businesses). Eighty percent of
these firms would be classified as micro-enterprises.

American Dream: For the Young at Start!
Aspiring to work for oneself is deeply embedded in
American culture and has never been stronger. In

2 For information on employment dynamics by firm size from 1989 to 2004, see www.sba.gov/advo/research/data.html#us.
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EXHIBIT 1.2
Growth of Entrepreneurship among Ethnic and Racial Groups
Number Sales and Number of
of Firms Receipts Employees
Ownership  Owned % Change ($ billion) % Change  (Millions) % Change
1997 2002 1997 2002 1997 2002
African
American 780,770 1,197,567 53 42.7 88.6 107 0.7 0.8 6
Hispanic 1,120,000 1,573,600 41 1140 2219 95 1.3 1.5 18
Asian/Pacific
Islander 785,480 1,133,137 44 161.0 331.0 106 2.2 2.24 2
Native
American 187,921 201,387 7 22.0 26.8 22 0.3 0.19 -37

a 2004 Gallup Poll, 90 percent of American parents
said they would approve if one or more of their chil-
dren pursued entrepreneurship. In a 2006 poll of
1,474 middle and high school students, the youth en-
trepreneurship organization Junior Achievement
found that 70.9 percent would like to be self-
employed at some point in their lives. That’s up from
68.6 percent in 2005 and 64 percent in 2004. The Na-
tional Association for the Self-Employed projected
that its ranks would increase to about 250,000 mem-
bers by the end of 2006, up from 100,000 in 1988. In
2004 USA Today asked a national sample of men and
women if for one year they could take any job they
wanted, what would that job be? The results reveal
how ingrained the entrepreneurial persona has be-
come in society: 47 percent of the women and 38 per-
cent of the men said they would want to run their
own companies. Surprisingly, for the men, this was a
higher percentage than those who said “professional
athlete”!

Among corporate managers laid off as a result of
downsizing, 70 percent are over 40 years of age, and
one-fifth of them are starting their own companies.
Other recent studies show that at any one time about
10 percent of the adult population is attempting to
start a business of some kind.

A 2006 study showed that young people with en-
trepreneurs as role models were more likely to
achieve a broad range of success in business, school,
and in life.? Uniformly, the self-employed report the
highest levels of personal satisfaction, challenge,
pride, and remuneration. They seem to love the en-
trepreneurial game for its own sake. They love their
work because it is invigorating, energizing, and mean-
ingful. Entrepreneurs, as they invent, mold, recog-
nize, and pursue opportunities, are the genius and
energy behind this extraordinary value and wealth
creation phenomenon: the entrepreneurial process.

Sir Winston Churchill probably was not thinking
about the coming entrepreneurial generation when
he wrote in his epic book While England Slept, “The
world was meant to be wooed and won by youth.” Yet
this could describe perfectly what has transpired over
the past 30 years as young entrepreneurs in their 20s
conceived of, launched, and grew new companies
that, in turn, spawned entirely new industries. Con-
sider just a few of these 20-something entrepreneurs

(see Exhibit 1.3).

EXHIBIT 1.3

Mega-Entrepreneurs Who Started in

Their 20s

Entrepreneurial Company

Founder(s)

Microsoft

Netscape

Dell Computer

Gateway 2000

McCaw Cellular

Apple Computer

Digital Equipment Corporation
Federal Express

Google

Genentech

Polaroid

Nike

Lotus Development Corporation
Ipix.com

Yahoo!

PayPal

Skype

Facebook

YouTube

MySpace

Bill Gates and Paul Allen
Marc Andressen

Michael Dell

Ted Waitt

Craig McCaw

Steve Jobs and Steve Wozniak
Ken and Stan Olsen

Fred Smith

Larry Page and Sergey Brin
Robert Swanson

Edward Land

Phil Knight

Mitch Kapor

Kevin McCurdy

David Filo and Jerry Yang
Max Levchin

Janus Friis

Mark Zuckerberg (at 19)
Chad Hurley

Tom Anderson

3 H. Van Auken, F. L. Fry, and P. Stephens, “The Influence of Role Models on Entrepreneurial Intentions,” Journal of Developmental Entrepreneurship, June 2006.
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There are many more, lesser known, but just as in-
tegral a part of the entrepreneurial revolution as
these exceptional founders. You will come to know
and appreciate some of them in this book, for exam-
ple, Martin Migoya, founder of Globant, an IT out-
sourcing company based in Buenos Aires, Argentina.
In four years he and his team have built a company
with more than 240 employees, sales approaching
$12 million, and clients in Europe and the Americas.
Their goal: build an offshore IT services business that
can go head to head with major players such as In-
fosys, IBM, and Accenture.

Roxanne Quimby is a very different but extraordi-
nary entrepreneur. Enjoying basic subsistence living
on a small farm in the woods of Maine, she conceived
of an idea to develop natural products from beeswax
and other natural components. Her new business be-
gan slowly and was fragile. She thrived, relocated the
business to North Carolina, and eventually sold her
company for nearly $200 million. Roxanne returned
to Maine and is using a significant portion of her for-
tune to buy up huge parcels of undeveloped land in
northern Maine—over 28,000 acres so far—that she
hopes will one day be part of a federal preserve.

Jack Stack had worked his way up, after dropping
out of school, to the mailroom and the factory floor
at an International Harvester Plant in Springfield,
Missouri, in the early 1980s, when it was announced
that the plant would likely close. He and a handful
of colleagues pooled $100,000 of their own money
and borrowed $8.9 million from a local bank—note
the 89 to 1 leverage!l—and bought the plant for 10
cents a share to try to save the business and their
jobs. The plant was failing, with $10 million in rev-
enues. Starting as a rebuilder of engines shipped to
the United States by Mercedes, the business ex-
panded to include over 20 businesses. The outcome
is an organization that moved from near death to a
current revenue of nearly $200 million. Stack’s
book, The Great Game of Business, is a business
classic.

Brian Scudamore started his company 1-800-
GOT-JUNK? in 1989 straight out of high school with
$700 and a beat-up old pickup truck. In 2006 the
company posted sales of more than $112 million, up
from just $2 million in 2000. Over the past two years
its corporate staff has burgeoned from 43 to 116 em-
ployees. Their plan to double again by 2008 will be
partly fueled by their first international offices in
Australia (2005) and in England (2006). With 330 lo-
cations and 250 franchisees, 1-800-GOT-JUNK? is
the world’s largest junk removal service.

Back in 1982, Patricia Gallup and David Hall de-
cided there must be a better way to buy information
technology products, so they established PC Connec-
tion. Seeing a significant business opportunity in the
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emerging personal computer industry, the two entre-
preneurs launched their direct computer supply
business with the philosophy that providing technical
advice and focusing on customer service was as im-
portant as low prices. PC Connection went public in
1998 and has grown into a Fortune 1000 company,
with revenues of $1.7 billion and more than 1,600
employees.

While still an MBA candidate at Babson College,
Ann Stockbridge Sullivan developed a business plan
to build a retirement community in Kennebunk,
Maine. She succeeded in raising $6 million of capital,
achieved a 97 percent occupancy rate in the first year,
and has had a two-year wait-list since 1993!

Wayne Postoak, a Native American, was a young
professor and a highly successful basketball coach at
Haskell Indian Nations University, in Lawrence,
Kansas, in the 1970s. Haskell is the only national
four-year university for Native Americans, enrolling
students from nearly 200 tribes throughout North
America. Haskell also launched the first Center for
Tribal Entrepreneurial Studies in 1995. Postoak’s
children had aspirations for a college education and
medical school, which he knew he could not afford
on his coaching and teaching salary. He decided to
launch his own construction firm, which today employs
nearly 100 people and has sales above $10 million.
(Note that fewer than 4 percent of all businesses in
the country exceed $10 million in annual sales.)

In 2001, at age 14, Sean Belnick invested $500 to
start up a direct shipping company for office furniture—
out of his bedroom. The Georgia-based company,
which had 2006 revenues of $24 million, has
branched out into home furniture, medical equip-
ment, and school furniture. Notable clients include
Microsoft, the American Idol television show, and the
Pentagon.

Babson graduate Matt Coffin founded LowerMy-
Bills.com in 1999. The company partnered with
service providers across more than 20 categories,
including home mortgage, home equity loans, pur-
chase loans, debt consolidation loans, credit cards,
auto loans, insurance, and cell phones. The company
devised a wide range of creative online advertising to
attract customers to the free service that matched
them with the companies that best met their needs,
making money on comiissions from participating
vendors. In 2007 LowerMyBills.com was one of the
top five Internet advertisers, and ranked number one
among financial advertisers. Matt, a high-energy
motivational leader, bootstrapped, scrimped, and
managed by the numbers to such an extent that he
was able to raise $13 million in venture capital while
retaining over 25 percent ownership—quite a feat. In
May 2005 he sold the company to Experian for
approximately $400 million.

Copyright © The McGraw-Hill Companies, Inc.



Copyright © The McGraw-Hill Companies, Inc.

Chapter 1

EXHIBIT 1.4

New Industries Launched by the
E-Generation

Cellular phone services
CD-ROM

Personal computers
Biotechnology

Wireless cable TV Internet publishing and shopping
Fast oil changes Desktop computing
PC software Virtual imaging

Desktop information Convenience foods superstores

Wireless communications/ Digital media and entertainment

handheld devices/PDAs
Healthful living products

Pet care services

Voice over Internet applications
Electronic paging
CAD/CAM

Voice mail information
technology services

Green buildings

Large, scalable wind and solar
power systems
Biofuels and biomaterials

Formation of New Industries This generation
of economic revolutionaries has become the creators
and leaders of entire new industries, not just a few
outstanding new companies. From among the stag-
gering raw number of start-ups emerge the lead in-
novators and creators that often become the domi-
nant firms in new industries. This is evident from the
20-something list (Exhibit 1.3). Exhibit 1.4 is a partial
list of entirely new industries, not in existence a gen-
eration ago, that are today major sectors in the econ-
omy.

These new industries have transformed the econ-
omy. In the true creative birth and destruction
process first articulated by Joseph Schumpeter, these
new industries replace and displace older ones.
David Birch has reported how this pace has acceler-
ated. In the 1960s to the 1990s, it took 20 years to re-
place 35 percent of the companies then on the list of
Fortune 500 companies. By the late 1980s, that re-
placement took place every five years (e.g., nearly 30
new faces each year); and in the 1990s, it occurred in
three to four years. This outcome is the downsizing
and rightsizing of large companies we commonly
hear about today. A generation earlier virtually no
one predicted such a dramatic change. How could
this happen so quickly? How could huge, cash-rich,
dominant firms of the 1960s and 1970s get toppled
from their perch by newcomers?

Consider the following example of a new industry
in the making. Skype began as a software program in
the early 2000s. Developed by Swedish entrepre-
neurs Niklas Zennstrom and Janus Friis, Skype al-
lowed users to make telephone calls from their com-
puters to other Skype users free of charge, or to
landlines and cell phones for a fee. Additional fea-
tures included instant messaging, file transfer, short
message service, video conferencing, and the ability
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to circumvent firewalls. The main difference be-
tween Skype and voice over Internet protocol (VoIP)
clients was that Skype was devised as a peer-to-peer
model rather than the more traditional server—client
model. As a decentralized system, the Skype user di-
rectory was able to scale easily without a complex and
costly infrastructure.

This unique concept was quickly embraced by
consumers around the world. In late 2005 the Skype
Group was acquired by eBay for $2.6 billion, plus a
performance earn-out of another $1.5 billion. In
2007 the company introduced SkypeOut, a system to
allow Skype users to call traditional telephone num-
bers, including mobile telephones, for a fee. By the
second quarter of that year, Skype reported that
nearly 220 million active user accounts had logged
7.1 billion Skype-to-Skype minutes and 1.3 billion
minutes using SkypeOut—for total Q2 revenues of
$90 million.

Time and again, in industry after industry, the
vision, drive, and innovations of entrepreneurial
ventures demolish the old Fortune 500 group. The
capital markets note the future value of these up-
and-comers, compared to the old giants. Take, for in-
stance, the Big Three automakers, giants of the prior
generation of the 1950s and 1960s. By year-end 2006
they had combined sales of $568 billion, employed
923,000, but had a year-ending market capitalization
(total value of all shares of the company) of $92.9
billion, or just 16 cents per dollar of revenue. Intel,
Microsoft, and Google had 2006 total sales of $96.2
billion, employed just 215,000, but enjoyed a market
capitalization of $517.7 billion. That’s 5.6 times the
value of the Big Three, and $5.38 per dollar of
revenue—34 times the Big Three!

This pattern of high market value characterizes
virtually every new industry that has been—and con-
tinues to be—created. This is also the case when en-
trepreneurs compete directly with industry stalwarts.
Airlines Delta, American, and Continental employed
181,600 employees and had combined sales in 2006
of $54.1 billion. Their market capitalization was $15.4
billion, about 28 cents per dollar of revenue. In con-
trast, with a total of 45,400 employees, JetBlue,
Southwest, and Frontier had 2006 sales of $13.1 bil-
lion and a combined market capitalization of $14.8
billion—over $1 per dollar of revenue. Exhibit 1.5
shows these relationships.

Innovation At the heart of the entrepreneurial
process is the innovative spirit. After all, from Ben
Franklin to Thomas Edison to Steve Jobs and Bill
Gates, the history of the country shows a steady
stream of brilliant entrepreneurs and innovators. For
years it was believed by the press, the public, and pol-
icy makers that research and development occurring
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EXHIBIT 1.5
The Impact of Entrepreneurship on American Giants Old and New
Market
Sales in Employees Capitalization
2006 in 2006 in Late December

Firm ($ billion) (000s) 2006 ($ billion)
Ford 162.4 283.0 14.0
GM 198.9 280.0 17.1
DaimlerChrysler 206.7 360.4 61.7

Total 568.0 923.4 92.9
Intel 36.0 Q4.1 116.4
Microsoft 49.6 71.0 255.1
Google 10.6 10.7 146.1

Total 96.2 175.8 517.7
Delta 17.9 51.3 4.1
American 22.6 86.6 7.3
Continental 13.6 43.7 4.0

Total 54.1 181.6 15.4
JetBlue 2.5 8.4 2.5
Southwest 9.4 327 12.0
Frontier 1.2 4.3 0.3

Total 13.1 45.4 14.8

in large companies after World War II and driven by
the birth of the space age after Sputnik in 1957 were
the main drivers of innovation in the nation.

This belief was shown to be a myth—similar to the
earlier beliefs about job creation—as the National
Science Foundation, U.S. Department of Com-
merce, and others began to report research in the
1980s and 1990s that surprised many. They found
that since World War 11, small entrepreneurial firms
have been responsible for half of all innovation and
95 percent of all radical innovation in the United
States! Other studies showed that research and de-
velopment at smaller entrepreneurial firms were
more productive and robust than at large firms:
Smaller firms generated twice as many innovations
per R&D dollar spent as the giants; twice as many in-
novations per R&D scientist as the giants; and 24
times as many innovations per R&D dollar versus
those megafirms with more than 10,000 employees!

Clearly smaller entrepreneurial firms do things
differently when it comes to research and develop-
ment activities. This innovative environment ac-
counted for the development of the transistor and
then the semiconductor. Today Moore’s law—the
power of the computer chip will double every 18
months at constant price—is actually being exceeded
by modern chip technology. Combine this with man-

agement guru Peter Drucker’s postulate: A 10-fold
increase in the productivity of any technology results
in economic discontinuity. Thus every five years
there will be a 10-fold increase in productivity. Au-
thor George Gilder recently argued that communica-
tions bandwidth doubles every 12 months, creatin
an economic discontinuity every three to four years.
It does not take a lot of imagination to see the pro-
found economic impact of such galloping productiv-
ity on every product use and application one can en-
vision. The explosion in a vast array of opportunities
is imminent.

This innovation cylinder of the entrepreneurial
engine of America’s economy has led to the creation
of major new inventions and technologies. Exhibit
1.6 summarizes some of these major innovations.

Today the fast pace of innovation is actually accel-
erating. New scientific breakthroughs in biotechnol-
ogy and nanotechnology are driving the next great
waves of innovation. Nano means one-billionth, so a
nanometer is one-billionth of a meter or 1/80,000 the
diameter of a human hair. A new class of nano-size
products in drugs, optical network devices, and bulk
materials is attracting substantial research funding
and private equity.” The next generation of entrepre-
neurs will create leading ventures and wealth in these
and other applications of nanotechnology.

“Jeffry Timmons is indebted to Robert Compton, a colleague on the board of directors of the Kauffman Center for Entrepreneurial Leadership, for bringing his
) P g P P gng

attention to these economic discontinuities arguments.
5 Red Herring, “Nanotech Grows Up,” June 15 and July 1, 2001, pp. 47-58.
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EXHIBIT 1.6

Major Inventions by U.S. Small Firms
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Aerosol can
Artificial skin

Automatic fabric cutting

Acoustical suspension speakers
Airplane

Audiotape recorder

Bakelite

Continuous casting

Biosynthetic insulin
Cotton picker

Fosin fire extinguisher Geodesic dome
Heart valve Heat sensor
Heterodyne radio High-capacity computer
Leaning machine Link trainer
Pacemaker Personal computer
Piezo electrical devices Polaroid camera
Quick-frozen foods Rotary oil drilling bit
Six-axis robot arm Soft contact lens

Spectrographic grid

Stereographic image sensoring

Air conditioning

Assembly line

Automatic transfer equipment
Catalytic petroleum cracking
Fluid flow meter
Gyrocompass

Helicopter

Hydraulic brake

Nuclear magnetic resonance
Prefabricated housing
Pressure-sensitive cellophone
Safety razor

Sonar fish monitoring

Zipper

Source: Office of Advocacy of the U.S. Small Business Administration.

Venture and Growth Capital Venture capital
has deep roots in our history, and the evolution to to-
day’s industry is uniquely American. This private risk
capital is the rocket fuel of America’s entrepreneurial
engine. Classic venture capitalists work as coaches and
partners with entrepreneurs and innovators at a very
early stage to help shage and accelerate the develop-
ment of the company.” The fast-growth, highly suc-
cessful companies backed by venture capital investors
read like a “Who's Who of the Economy”: Apple Com-
puter, Intuit, Compaq Computer, Staples, Intel, Fed-
eral Express, Cisco, e-Bay, Starbucks Coffee, Nextel
Communication, Juniper Networks, Yahoo!, Sun Mi-
crosystems, Amazon.com, Genetech, Google, Black-
berry, Microsoft, and thousands of others. Typical of
these legendary investments that both created compa-
nies and lead their new industry are the following:

* In 1957 General George Doriot, father of mod-
ern American venture capital, and his young
associate Bill Congelton at American Research
& Development (ARD) invested $70,000 for 77
percent of the founding stock of a new com-
pany created by four MIT graduate students,
led by Kenneth Olsen. By the time their invest-
ment was sold in 1971, it was worth $355 mil-
lion. The company was Digital Equipment
Corporation and became the world leader in
microcomputers by the 1980s.

= In 1968 Gordon Moore and Robert Noyce
teamed with Arthur Rock to launch Intel Cor-
poration with $2.5 million, and $25,000 from
each of the founders. Intel is the leader in
semiconductors today.

* In 1975 Arthur Rock, in search of concepts
“that change the way people live and work,”
invested $1.5 million in the start-up of Apple
Computer. The investment was valued at
$100 million at Apple’s first public stock
offering in 1978.

= After monthly losses of $1 million and more
for 29 consecutive months, a new company
that launched the overnight delivery of small
packages turned the corner. The $25 million
invested in Federal Express was worth $1.2
billion when the company issued stock to the

public.

A good depiction of the long gestation period for
upstart companies like these, whose collective expan-
sions blossom into entire new industries, is reflected
in the nearly ancient interest in harnessing the sun’s
energy as a power source. The movement began
when French inventor Auguste Mouchout patented
the world’s first solar-powered motor—an innovation
he touted as an alternative to the industrializing
world’s dangerous dependence on coal. The year?
1861.

For a century and a half, innovation in solar energy
sources has never managed to yield a cost-competitive
model relative to fossil fuels. Venture capitalists have
been placing modest bets on solar for years, but in
2006 things changed (see Exhibit 1.7). In 2006 venture
capitalists invested $590 million into 49 solar technol-
ogy and/or photovoltaics ventures, up from $254 mil-
lion in 41 solar-related ventures a year earlier—a two-
year total that exceeded the previous five years.
Consulting firm Clean Edge forecasts that the solar

SWw. D. Bygrave and |. A. Timmons, Venture Capital at the Crossroads (Boston, MA: Harvard Business School, 1992), Chapter 1.
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industry will grow from $15.6 billion in 2006 to $69.3
billion by 2016.” So can we conclude that a great leap
forward in solar energy ventures is imminent now
that the industry is gaining traction and the “smart
money” is getting on board? On the contrary, the
ultimate vision fueling these investments—that
solar will be able to compete on cost with other
power sources—is still a long way off.

The recent surge in venture capital interest in bio-
fuels also reflects this investment profile. Biofuel
ventures—business models focused on creating
cheap alternatives to fossil fuels using plant and waste
materials—are expensive propositions. Intrastruc-
ture heavy, these ventures typically require $100 mil-
lion in risk capital—about 10 times what would be
required for an average software start-up. Biofuel
businesses also require up to $100 million more in
follow-on money in the form of debt and project
financing.8 The upside, of course, is that sooner or
later, an Exxon/Mobil of biofuels will emerge to
change the entire energy use and production land-
scape. Virtually every other new industry, from
biotechnology to PC software to wireless communica-
tions to the Internet, has involved entrepreneurial
visionaries and patient venture investors.

Thousands of companies exist today because of ven-
ture capital support. Clearly the technology start-up
has benefited from venture capital—companies like
Apple Computer, Cisco, Genentech, Google, eBay,
and Yahoo! But countless others like Federal Express,
Staples, Outback Steakhouse, and Starbucks are

EXHIBIT 1.7

Solar Investments Soar

The Entrepreneurial Mind for an Entrepreneurial World

examples of traditional companies that were
launched with venture backing.

Studies suggest that more than one out of three
Americans will use a medical product or service gener-
ated by a venture-backed life sciences company.” Ac-
cording to Global Insight (www.globalinsight.com), in
2006 U.S.-based, venture-backed companies ac-
counted for more than 10.4 million jobs and generated
over $2.3 trillion in revenue. Nearly 1 out of every 10
private sector jobs is at a company that was originally
venture-backed. Almost 18 percent of U.S. GDP
comes from venture-backed companies. What is par-
ticularly important is that these are new jobs and, in
fact, often new industries, as depicted in Exhibit 1.6.

In addition to the $20+ billion of venture capital,
moderately wealthy to very wealthy individuals repre-
sent a total annual pool of about $120 billion, which
they invest in new ventures. So-called angel investors
represent a seasoned subset of this investor pool. The
angel investor market showed signs of steady growth
in 2006, with total investments of $25.6 billion, an in-
crease of 10.8 percent over 2005, according to the
Center for Venture Research at the University of New
Hampshire. A total of 51,000 entrepreneurial ven-
tures received angel funding in 2006, a 3 percent in-
crease from 2005. In 2006 there were 234,000 active
investors. The sharp increase in total investment dol-
lars was matched by a more modest increase in total
deals, resulting in an increase in the average deal size
of 7.5 percent compared to 2005. This continued rise
in total investments points to a healthy angel market.
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Source: Thomson Financial.

Note: Data are for totals invested by U.S.-based venture capitalists in solar

and/or photovoltaic companies.

TThomson Venture Capital Journal, May 2007, pp. 21, 22.
8 Thomson Venture Capital Journal, June 2007, pp. 24, 25.

9 House of Representatives Committee on Ways and Means, September 6, 2007, “Hearing on Fair and Equitable Tax Policy for America’s Working Families.”
Testimony of Jonathan Silver, founder and managing director, Core Capital Partners.
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Similar to the venture capitalists, these angels
bring far more than money to the entrepreneurial
process. As successful entrepreneurs themselves,
they bring experience, learning curves, networks,
wisdom, and maturity to the fledgling companies in
which they invest. As directors and advisors, they
function as coaches, confidants, mentors, and cheer-
leaders. Given the explosion of the entrepreneurial
economy in the past 30 years, there is now a cadre of
harvested entrepreneurs in the nation that is 20 to 30
times larger than that of the past generation. This
pool of talent, know-how, and money continues to
play an enourmously important role in cultivating
and accelerating e-generation capabilities.

Philanthropy and Leadership: Giving Back
to the Community Another lesser known and
largely ignored role of American entrepreneurs is
that of philanthropists and creative community lead-
ers. A majority of new buildings, classrooms, athletic
facilities, and endowed professorships at universities
across the nation have been funded by a harvested
company founder who wants to give back. The largest
gifts and the greatest proportion of donors among any
groups giving to university Capital campaigns are suc-
cessful entrepreneurs. At one time, half of the total
MIT endowment was attributed to gifts of founders’
stock.

This same pattern also characterizes local churches,
hospitals, museums, orchestras, and schools. Most fi-
nancial gifts to these institutions are from successful
entrepreneurs. According to the Chronicle of Philan-
thropy, the number of individual donations of $100
million or more hit a record in 2006. These 21 dona-
tions were principally made by individual entrepre-
neurs to universities, hospitals, and charities. The
time and creative leadership that entrepreneurs de-
vote to these community institutions are as important
as their money. Talk with any person from another
country who has spent enough time in America to see
these entrepreneurial leaders active in their commu-
nities, and they will convince you just how truly
unique this is. America’s leading foundations were all
created by gifts of the founders of great companies:
Ford, Carnegie, Kellogg, Mellon, Kauffman, Gates.

As we might imagine, when a successful entrepre-
neur gets involved in the nonprofit sector, those ef-
forts often involve what has become known as “high-
engagement” philanthropy, an approach in which the
funder is directly and personally engaged with the or-
ganization. This engagement often involves strategic
assistance like long-term planning, board and execu-
tive recruitment, coaching, and leveraging relation-
ships to identify additional resources and facilitate
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partnerships. These high-engagement philanthro-
pists have a stronger focus and deeper investments in
a smaller, more select number of investment part-
ners, and a healthy ambition for the long-term reach
and ripple of their efforts.*

One example of this type of nonprofit is the Robin
Hood Foundation, which was started in 1988 by three
Wall Street executives. This foundation is an engaged
grant maker, applying investment principles to philan-
thropy. Since its founding, Robin Hood has provided
about $175 million in grants and an additional $95
million in donated goods and strategic support serv-
ices. In the wake of the 9/11 attacks, this organization
established a relief fund and by 2004 had provided
$54 million in funds to those affected by the attacks.

The Kauffman Center for Entrepreneurial Leader-
ship in Kansas City, at the Ewing Marion Kauffman
Foundation, is now among the 15 largest foundations
in the country with approximately $2 billion in assets.
Their vision is clear: self-sufficient people in healthy
communities. The Kauffman Center’s mission is at the
core of the entrepreneurial revolution: accelerating
entrepreneurship in America.

Mr. K. was probably best known outside Kansas
City as owner of the Kansas City Royals (which he later
gave to the city). His entrepreneurial genius created
Marion Laboratories, Inc., which grew to $1 billion in
revenues and $6.5 billion in market capitalization. You
will hear more about the remarkable success of Mr. K.
in subsequent chapters, but the following quotes best
sum Mr. K.’s entrepreneurial spirit and life philosophy:

Live what you talk, make your actions match your
words. You must live what you preach and do it right
and do it often. Day after day.

As an entrepreneur, you really need to develop a
code of ethics, a code of relationships with your people,
because it’s the people who come and join you. They
have dreams of their own. You have your dream of the
company. They must mesh somewhat.

These sentiments are mirrored time and again by
highly successful mega-entrepreneurs who have cre-
ated America’s leading foundations: Carnegie, Olin,
Ford, Kellogg, Lilly, Gates, and Blank, to name a few.
What is much less known and appreciated by the gen-
eral public is the extent to which this giving-back-to-
the-community ethic of philanthropy is repeated by
entrepreneurs at the local community level. Take,
for example, the Varney family of Antrim, New Hamp-
shire. Their Monadnock Paper Mills company, a multi-
generational firm, is the largest employer in the area.
They have been industry leaders in environmentally
clean papermaking. In fact, the major river for miles
downstream from their mill has some of the best

10 Venture Philanthropy Partners (www.vppartners.org), “High-Engagement Philanthropy: The Bridge to a More Effective Social Sector,” 2004.
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catch-and-release trophy trout water in the state. They
also support many community causes, from the local
hospital, to the arts center, to the leading conservation
organizations, and many more, to which the family has
generously contributed time and money. The extent of
this volunteerism and generosity in communities
across America often surprises European visitors.

One cannot find a building, stadium, science or
arts center at either private or public universities in
America that has not come from the wealth creation
and gift of a highly successful entrepreneur.

One great example of a philanthropic entrepre-
neur is Babson alumnus Arthur M. Blank, cofounder
of The Home Depot and owner of the Atlanta Fal-
cons. As a way of giving back to the community, he
funded the Arthur M. Blank Center for Entrepre-
neurship at Babson College, which opened in 1998,
and created the Arthur Blank Family Foundation to
support innovative endeavors leading to better cir-
cumstances for low-income youth and their families.

At colleges and universities, hospitals, churches
and synagogues, private schools, museums, and the
like, the boards of directors and trustees who lead,
fund, and help perpetuate these institutions are,
more often than not, entrepreneurs. As in their own
companies, their creative, entrepreneurial leadership
is their most valuable contribution.

The Entrepreneurial Revolution:
A Decade of Acceleration and Boom

A “revolution” in higher education has played a critical
role in the steady growth of entrepreneurship. Today
well over 2,000 colleges, universities, and community
colleges offer such courses, and many of them offer ma-
jors in entrepreneurship or entrepreneurial studies. In
the past 10 years alone, American universities have in-
vested over $1 billion in creating entrepreneurship edu-
cation and research capacity. There are over 44 aca-
demic journals and over 200 entrepreneurship centers.
The number of endowed professorships has grown from
the very first (the Paul T. Babson Professorship at Bab-
son College in 1980) to nearly 400 today in the United
States and almost 200 in the rest of the world. Here is a
sampling of the many indicators—including innumer-
able entrepreneurial initiatives among not-for-profit
foundations and organizations—that point to an ever-
expanding culture of entrepreneurship.

Education

* Charitable contributions to colleges and univer-
sities in the United States grew by 9.4 percent
in 2006, reaching $28 billion, finds a new study
from the New York City-based Council for Aid to
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Education. The organization’s annual Voluntary
Support of Education survey, which has tracked
giving to higher education for more than 50
years, found that of the $28 billion raised by in-
stitutions of higher education in 2006, just over
half came directly from individuals, while
alumni giving grew by 18.3 percent and founda-
tion giving increased by 1.4 percent.

= In 2005 the National Science Foundation
awarded a three-year grant to Babson College
to partner with the new Olin College of Engi-
neering to create a new program for engineer-
ing faculty. The Babson-Olin Program—sister
program of the longtime successful Price-Babson
Program—will educate engineering faculty to
bring entrepreneurship into their curricula, to
build their own teaching capacities, and
thereby improve prosperity in America.

* In 2004 the Ewing Marion Kauffman Founda-
tion of Kansas City—America’s leading founda-
tion in entrepreneurship—made $25 million in
grants to eight major universities to create en-
trepreneurship education across life sciences,
medicine, and engineering.

* The Kauffman Foundation has been joined by
other new and established foundations in sup-
porting entrepreneurship, including the
Franklin W. Olin Foundation, the Donald W.
Reynolds Foundation, the Theodore R. M.
Vivian Johnson Scholarship Foundation, the
Charles G. Koch Foundation, the Manchester
Craftsmen’s Guild in Pittsburgh, and others.

= Haskell Indian Nations University in Lawrence,
Kansas, created the first Center for Tribal Entre-
preneurial Studies and is now partnering with
numerous tribal colleges around the nation to
develop appropriate entrepreneurship curricula.

* In Salt Lake City the University of Utah began a
venture fund in 2002 with a $500,000 gift from
local businessman James Sorenson and his son
Jim. The fund is supported by the university but
is not part of the university. The fund had raised
$18 million by March 2006 and is a joint ven-
ture with Brigham Young University, Westmin-
ster Stanford, and Wharton. The universities
partner with venture funds to do research on in-
vestments. In return, the universities are enti-
tled to coinvest. The university of Utah students
are mainly undergrates, although Wharton’s pro-
gram is composed of MBAs.

Policy

» To credit the entrepreneurs who create more
than 75 percent of the net new jobs nationwide

Copyright © The McGraw-Hill Companies, Inc.
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and generate more than 50 percent of the na-
tion’s gross domestic product, President Bush
declared May 6-12, 2001, to be Small Business
Week.

» The National Commission on Entrepreneur-
ship (NCOE) was launched in February 1999.
As a nonpartisan organization, the goal of
NCOE is to serve as a necessary bridge be-
tween entrepreneurs and lawmakers. In April
2001 the Center for Business and Government,
John F. Kennedy School of Government, and
the NCOE hosted a conference on Entrepre-
neurship and Public Policy in the 21st Century.
Conference attendees consisted of policy mak-
ers, academics, and entrepreneurs from around
the country.

Women

* Between 1997 and 2004, the number of pri-
vately held firms owned by women of color in
the United States grew 54.6 percent, while the
overall number of firms in the United States
grew by only 9 percent over the same period.
These firms appear to be prospering as both
employment (up 61.8 percent) and sales (up
73.6 percent) also grew during this period.
Women'’s business ownership is up among all
groups, but the number of Hispanic (up 63.9
percent) and Asian-owned firms (up 69.3 per-
cent) has grown especially fast.

= A 2003 Babson College/MassMutual report on
women in family-owned businesses found that
female-owned family firms are nearly twice as
productive as male-owned family enterprises.
With average revenues of $26.9 million, firms run
by women were somewhat smaller compared to
their male-owned counterparts ($30.4 million av-
erage revenues). Allowing for that, however, the
women generated their sales with far fewer me-
dian employees—26 individuals compared with
50 at male-owned firms. Conclusion: Women in
business typically do more with less.

Minority Groups

* In 2003 African American self-employment
reached its highest levels in both number, at
710,000, and rate, at 5.2 percent (calculated as
the number of African American self-employed
divided by the number of African Americans in
the labor force).

» The 2002 Panel Study of Entrepreneurial
Dynamics (Babson College, Ewing Marion

Kauffman Foundation) reported that African
Americans are 50 percent more likely to start
a business than whites. This difference is
even more noticeable among populations
with advanced degrees: African American
males with graduate degrees are 2.6 times
more likely to start a business than their
white counterparts.

Latino self-employment increased significantly,
from 241,000 in 1979 to 1 million in 2003. The
Latino self-employment rate was 7 percent
(calculated as the number of Latino self-
employed divided by the number of Latinos in
the labor force) in 2003.

Data from the 2000 census show that since
1997 the number of Native American—owned
businesses has risen by 84 percent to 197,300,
and that their gross incomes have increased by
179 percent to $34.3 billion. Asian Americans
and Pacific Islanders constitute a little more
than 3 percent of the population and own
nearly 4.5 percent of businesses.

While efforts to promote entrepreneurship
among low-income communities have ex-
panded over the years, only recently have Na-
tive American communities begun to benefit
from these programs and services. The Corpo-
ration for Enterprise Development and Native
American Entrepreneurship Development has
been created to strengthen the support for Na-
tive American entrepreneurship across the
country.

Youth Entrepreneurship

» Entrepreneurship education is now gaining a

foothold in elementary through high schools in
at least 30 states. At least eight states have
passed legislation requiring such education, and
the federal Department of Education has ap-
proved the first curriculum, YESS/Mini-
Society, created by the Kauffman Center.

The National Foundation for Teaching Entre-
preneurship (NFTE) has significantly expanded
its out-of-school educational programs in the
inner cities to help youths seeking self-
sufficiency and self-respect through entrepre-
neurship. NFTE now teaches 10,000 students
per year.

The national Girls Scouts and Boys Scouts in
1997 created, with the help and support of the
Kauffman Center, the very first Scout merit
badges in entrepreneurship. The badge symbol:
a hand reaching for a star!
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Entrepreneurs: America’s
Self-Made Millionaires

The founders of great companies such as Apple Com-
puter, Federal Express, Staples, Intuit, and Lotus
Development Corporation become millionaires
when their companies become publicly traded. But
the vast majority of the new generation of million-
aires are invisible to most Americans, and do not at all
fit the stereotype one derives from the press and me-
dia. The authors of The Millionaire Next Door,
Thomas ]. Stanley and William D. Danko, share
some new insights into this group:

the television image of wealthy Americans is false: The
truly wealthy are not by and large ostentatious but,
rather, are very persistent and disciplined people run-
ning ordinary businesses. =

The profile of these 3.1 million—out of 100 mil-
lion households in the nation—millionaires (defined
as having a net worth of $1 million or more) is reveal-
ing: They accumulated their wealth through hard
work, self-discipline, planning, and frugality—all very
entrepreneurial virtues. Two-thirds of them still
working are self-employed. They are not descendants
of the Rockefellers or Vanderbilts. Instead they are
truly self-made: More than 80 percent are ordinary
people who have accumulated their wealth in one
generation. They live below their means, would
rather be financially independent than display high
social status, and don’t look like most people’s stereo-
type of millionaires. They get rich slowly: The aver-
age millionaire is 57 years old. Their businesses are
not the sexy, high-tech, Silicon Valley variety; rather
they have created and own such businesses as ambu-
lance services, citrus farming, cafeteria services,
diesel engine rebuilding, consulting services, janitor-
ial services, job training schools, meat processors,
mobile home parks, pest controllers, newsletter pub-
lishers, rice farmers, and sandblasting contractors! 12

The implications of this new study are quite signif-
icant and encouraging for the vast majority of entre-
preneurs. Clearly the American dream is more alive
and well than ever—and more accessible than ever.
One does not have to be born to wealth, attend prep
school, and go to an elite Ivy League school to be-
come successful. Further, the study seems to confirm
what has been articulated in all editions of New Ven-
ture Creation: A combination of talent and skills plus
opportunity matched with the needed resources and
applied with the entrepreneurial mind-set is key. And
there have never been more opportunities to pursue
an entrepreneurial dream.

" “The Millionaire Next Door,” Success, March 1997, pp. 45-51.
"2 Ihid., pp. 46-48.
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A New Era of Equity Creation

Value creation is not a linear process; it requires a
long-term perspective. While the U.S. investment
and capital markets have been an integral part of this
revolution in entrepreneurship, it is more important
to recognize the long-term resilience of the system.
Despite a recession in the late 1980s, and a downturn
in the first years of the new century (precipitated by
the tragic events of 9/11), the capital markets have
continued to trend upward.

The venture capital industry has closely mirrored
these overall economics. During the late 1990s the
venture capital industry nearly quadrupled in size,
with a staggering surge to $103 billion in 2000 alone.
Between 1998 and 2002, $223 billion was committed
by limited partners to the U.S. venture capital indus-
try. Predictably, this spike in the supply of venture
capital resulted in extremely disappointing returns,
with substantial losses, and a major shakeout in the
industry beginning in 2001—similar to what had oc-
curred between 1988 and 1993.

This most recent downturn in the venture capital
industry culminated in 2003 with a six-year aggregate
investment low of $18.9 billion. According to the Na-
tional Venture Capital Association, the industry had
rebounded by 2006 with aggregate investments of
$26.3 billion into 3,553 deals (Exhibit 1.8). Although
this increase was largely related to later-stage invest-
ments, there were 897 early-stage deals that year—
accounting for just under $4 billion, or 25 percent of
all investments.

In 2001 the Dow Jones Industrial Average—the na-
tion’s oldest and most recognizable stock barometer—
set a bear market low of 7,286. By the end of 2003 the
Dow had recovered to 10,454—just about 9 percent
less than what the Dow was at the height of the stock
market bubble. By 2006 it was above 12,463 (Exhibit
1.9), and on October 1, 2007, it exceeded 14,000. Av-
erage daily trading in shares increased between 2003
and 2006, but the value of the NASDAQ issues—
many of which were associated with the Internet
boom—was still well below the level in 2000 (Exhibit
1.10). After a dip in 2003, initial public offerings
(IPOs) and all equity values in 2006 were rising again
but were below the highs in 2000 (Exhibit 1.11).
What is important to note is that by 2006, total un-
derwritings had recovered, and that in 2003, IPOs
and all equity had gained over 400 and 600 percent in
value, respectively, since 1990.

The implications of all this are profound for aspir-
ing entrepreneurs and the nation. The overall wealth
of the nation, expressed as a U.S. household balance

Copyright © The McGraw-Hill Companies, Inc.
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EXHIBIT 1.8
U.S. Venture Capital Investment by Year (1990-2006)
Number of Average per Sum Investment
Year Companies Company ($ million) ($ million)
1990 1,433 1.9 2,767.1
1991 1,231 1.8 2,241.7
1992 1,345 2.6 3,511.1
1993 1,161 3.2 3,708.1
1994 1,197 3.4 4,120.6
1995 1,776 4.4 7,853.5
1996 2,464 4.5 10,992.9
1997 3,084 4.8 14,646.9
1998 3,557 59 20,899.8
1999 5,403 9.9 53,579.6
2000 7,832 13.4 104,827.4
2001 4,451 9.2 40,798.4
2002 3,042 7.1 21,579.3
2003 2,825 6.7 18,911.0
2004 2,873 7.3 21,004.4
2005 3,128 7.4 23,048.6
2006 3,553 7.4 26,295.6
Source: PricewaterhouseCoopers/National Venture Capital Association MoneyTree™
Report. Data: Thomson Financial—updated August 2007.
EXHIBIT 1.9
The Stock Market Metrics
1985 1990 1999 2003 2006
Dow Jones Industrial Average (at Year-End)  1,546.67 2,633.66 11,497.12 10,453.92 12,463.15
Equity Mutual Fund Assets $116.9 billion  $245.6 billion  $4,041.9 billion  $3,684.8 billion  $5,909.6 billion
Net Cash Flows into Mutual Funds $68.2 billion ~ $44.4 billion  $363.4 billion —$42.5 billion $476.1 billion

Source: Security Industries Fact Book: 2007, Securities Industry Association.

EXHIBIT 1.10
U.S. Stock Markets Average Daily Trading

Number of Shares (in Millions)

Dollar Value (in Billions)

1980 1990 2000 2003 2006
NYSE 44.9 156.8  1,041.6 1,398.4 1,826.7
NASDAQ 26.4 131.9 1,757 1,685.5 2,001.9

1980 1990 2000 2003 2006

$15 $52 $43.9 $355 $69.1
$03 $1.8 $80.9 $28.0 $46.7

Source: SIA Research Reports, vol. V, no. 6 (June 2007).

EXHIBIT 1.11
U.S. Stock Markets Total Value

1980 (in Billions) 1990 (in Billions)

2000 (in Billions)

2003 (in Billions) 2004 (in Billions)

IPOs 1.4 4.5
Total Underwritings 57.6 192.7
All Equity 16 23.9

1,280.7

15.9 45.9
1,949.6 333.7
156.3 188

Source: Securities Industry Fact Book: 2007.
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sheet, grew from $550 billion in 1970 to about $9 tril-
lion by the end of 1997. What may astonish some is
that over 95 percent of the nation’s wealth has been
created since 1980, a direct result of this entrepre-
neurial revolution. We are now beginning to see this
result culminate in the rest of the world.

Building an Enterprising Society

The Poorer Get Richer One of the most
durable debates in American society is our love—hate
relationship with wealth and income distribution. Our
immigrant heritage as a land of opportunity came to
be known as “Horatio Alger stories” as these 120 nov-
els after the Civil War portrayed ordinary boys rising
from rags to riches in a generation. All too often, how-
ever, we hear the notion that “the rich get richer” and,
by implication, the poor must be getting poorer.

Many traditional sociologists and economists sup-
port this notion by talking about socioeconomic
classes in America as if they are permanent castes. Al-
though moving up from an impoverished urban exis-
tence requires persistence, self-direction, and a
strong work ethic, it is by no means a rare occurrence
in the United States. In her book Chutes and Ladders,
Katherine Newman describes the economic and per-
sonal trajectories of a number of black and Latino
workers from Harlem, a New York neighborhood with
high poverty rates and low expectations. 13 Neverthe-
less, over 20 percent of the workers she tracked over a
decade are no longer poor. Their persistence paid off
in the form of educational degrees, better living stan-
dards, and well-paying jobs with benefits and pen-
sions. In doing so, they were able to break free and
move themselves and their families up and out of a
seemingly hopeless social and economic environment.
Here are three that made that journey.

Adam: The Union Path. Adam is the classic
embodiment of a character from Horatio Alger. He
grew up black and poor in Brooklyn, and his mother
went on welfare after his father left her. His mom took
low-paying jobs and put in long hours to work her way
up and out of welfare. Adam has applied the same
work ethic in his own life. He dropped out of high
school in the 10th grade, and at age 27 he was rejected
for an entry-level position at a local Burger Barn. He
persisted, survived on meager wages, and eventually
landed an entry-level job with a unionized express de-
livery firm in New York City. He took whatever shifts
they offered, secured his commercial driver’s license,
and worked his way up the union ladder.

The Entrepreneurial Mind for an Entrepreneurial World

At 36 Adam is now a well-respected and reliable
driver for the firm, earning $70,000 a year with full
benefits. Over the years he has turned down opportu-
nities to move into management: “Supervisors are of-
ten fired, and I prefer the protection of the union.”
Inspired by a delivery client with a screenprinting
business, Adam created a second job for himself run-
ning a T-shirt printing company out of his home. He
and his wife are bringing in another $30,000 a year
with that venture. The extra money is critical because
he now has custody of his two children from previous
marriages—a 13-year-old girl and a 6-year-old boy.
They rent in the Bronx, but they are in the process of
building a home of their own in North Carolina, near
where Adam’s family lives, and where the schools are
superior to the ones his children attend in the city. Al-
though transferring to a new post down south with the
same delivery firm is proving to be a challenge (com-
parable wage rates but no benefits), Adam is confi-
dent that he can figure out a way to make it work. '

Helena: The Corporate Ladder. Ten years
ago Helena, a 21-year-old of Dominican descent, was
married and the mother of a 2-year-old son. Her first
experience in the corporate sector had been in high
school as an intern at a large insurance company. Al-
though she interspersed her unpaid internship time
with stints at a Burger Barn in her Harlem neighbor-
hood, she was able to land a “real job” as an entry-level
administrative assistant at the insurance firm. Helena
immediately understood that she had grabbed onto
the lower rung of an internal ladder that promised in-
creasing wages and more responsibility on the job.
While racking up seniority, security, and skills, she
took full advantage of the educational allowances and
programs offered by the firm. While raising two young
boys and creatively juggling parenting duties and sched-
ules with her husband and extended family members,
she completed her associate’s degree at a City Univer-
sity of New York junior college, and then advanced to
the City College of New York for her bachelor’s in pub-
lic administration. The arrangement worked for both
parties; her employer got a more skilled and educated
worker who could be promoted, and Helena ended up
with a much better résumé than she could ever have
hoped for if she had had to cover the educational costs
herself. She is married with two children, and her full-
time job at the insurance company as the call center
manager pays more than $60,000 a year with benefits.'®

Lanice: The Enterprising Route. As a teen
African American in Harlem, Lanice struggled to find

13K, S. Newman, Chutes and Ladders (Cambridge, MA: Harvard University Press, 2006).

“Ibid., pp. 95, 184, 218.
"5 Ihid., pp. 91-92.

Copyright © The McGraw-Hill Companies, Inc.



Copyright © The McGraw-Hill Companies, Inc.

Chapter 1

steady employment. Burger Barn wouldn't hire her,
and the few companies she had worked for had gone
out of business or moved away. Lanice wasn't picky:
She said she’d work for any kind of company, so long
as she had an opportunity to advance. She finished
high school and took some adult education classes. In
one year she applied for more than 20 jobs, mostly at
retail stores. When she did find work, the pay was pal-
try and the job never seemed to last very long.

With almost reckless confidence in herself, Lanice
landed a job in the entertainment industry. Her boss, a
demanding taskmaster, had cycled through 17 admin-
istrative assistants in the previous year. He took an im-
mediate liking to Lanice, who was personable, a quick
learner, and a tolerant subordinate—someone who
didn’t take offense at the stream of Post-it notes left on
her desk, with things not done written in big letters
and underlined. She has been there for two years,
makes a $42,000 salary, and is loving every minute of it.

Experience and success have made Lanice more
ambitious. At the age of 26, she has found a job she
likes, but she is clear that she doesn’t want to stay
there for the rest of her life. Now she has bigger
plans. Lanice is starting her own business: a consult-
ing firm that will help individuals, schools, and small
businesses with fund-raising and networking. She has
already hooked up with an accounting firm and a le-
gal service and is intent on working (and networking)
her way into the big leagues.16

Create Equal Opportunities, Not Equal In-
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iment in the 1970s, for instance, three groups of
Canadians, all in their 20s, all with at least 12 years of
schooling, volunteered to work in a simulated econ-
omy where the only employment was making woolen
belts on small hand looms. They could work as much
or as little as they liked, earning $2.50 for each belt.
After 98 days, the results were anything but equal:
37.2 percent of the economy’s income went to the 20
percent with the highest earnings. The bottom 20
percent received only 6.6 percent.18

Entrepreneurship = Economic and Social
Mobility The authors of the Federal Reserve study
would agree with the earlier case presented here
showing the radical transformation of the American
economy as a result of the entrepreneurial revolution.
Their data also show this is still the land of opportunity.
Income mobility in America from 1975 to 1991 shows
that a significant portion of those in the lowest quintile
in 1975 had moved up, including 29 percent all the
way to the top quintile (see Exhibit 1.12). In terms of
absolute gain, the data, adjusted for inflation, showed
the poor are getting richer faster (see Exhibit 1.13).
The study concluded with this important summation:

Striving to better oneself isn’t just private virtue. It

sows the seeds of economic growth and technical

EXHIBIT 1.12
Moving Up

Income Quintile Percentage in Each Quintile

comes What has been lost historically in this de- in 1975 in 1991
bate is that equal incomes are neither desirable nor Ist 2nd 3rd  4th  5th
possible. Most important is that opportunities are 5th (highest) 9% 2.8% 102% 23.6% 62.5%
available for anyone who wants to prepare and to Ath 1.9 93 188 326 374
compete. The entrepreneurial process will take over 3rd (middle) 33 193 283 301 19.0
and result in economic expansion and accompanying 2nd 42 235 203 252 268
social mobility. A recent study at the Federal Reserve 1st (lowest) 51 146 210 300 290
Bank of Dallas sheds valuable insight.'” In one exper-
EXHIBIT 1.13
The Poor Are Getting Richer Faster
Income Quintile Average Income Average Income Absolute
in 1975 in 1975* in 1991* Gain
5th (highest) $45,704 $49,678 $3,974
4th 22,423 31,292 8,869
3rd (middle) 13,030 22,304 9,274
2nd 6,291 28,373 22,082
Tst (lowest) 1,153 26,475 25,322

*Figures are in 1993 dollars.

16 Thid., pp- 245-46.
17

Federal Reserve Bank), pp. 2-23.
18 Thid., p- 5.

"W. M. Cox and R. Aim, “By Our Own Bootstraps: Economic Opportunity and the Dynamics of Income Distribution,” 1995 Annual Report (Dallas, TX:
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advancement. There’s no denying that the system allows
some Americans to become richer than others. We must
accept that. Equality of income is not what has made
the U.S. economy grow and prosper. It’s opportunity. . . .
Our proper cultural icon is not the common man. It’s
the self-made man or woman. "

In another comparison, the standard of living of
the bottom 10 percent of American families in 1995

Chapter Summary

= Entrepreneurship is a truly global phenomenon, and,
coupled with the Internet, is flattening and democra-
tizing the world.

= Entrepreneurs are the creators, the innovators, and
the leaders who give back to society as philanthro-
pists, directors, and trustees, and who, more than any
others, change how people live, work, learn, play, and
lead.

= Entrepreneurs create new technologies, products,
processes, and services that become the next wave
of new industries, and these in turn drive the econ-
omy.

= Entrepreneurs create value with high-potential, high-
growth companies, which are the job creation en-
gines of the U.S. economy.

Study Questions

1. How has the economy changed in your region and
country over the past generation?

2. How has the number of new venture formations in
the United States changed in the past 30 years?
Why has this happened? Why will this pattern con-
tinue?

3. From where do the new jobs in America derive?
Why?

4. Explain the extent to which large versus new and
emerging companies contribute to all innovations and
to radical innovations.

5. When was the vast majority of wealth created in

America, and by whom? (a) Carnegies, Vanderbilts,
and Rockefellers before 1990. (b) Automobile, food,

Internet Resources for Chapter 1

www.gemconsortium.org The Global Entrepreneurship
Monitor (GEM) is a not-for-profit academic research
consortium that has as its goal making high-quality

YIbid., p. 18.
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was actually higher than the average family in 1970. It
is clear that America’s success is becoming a global
success story. Just as this nation has created and
encouraged policies and priorities to support the
entrepreneurial process, countries around the world
are following that lead, and in doing so, they are fos-
tering and ensuring the mobility of opportunity just
described.

= Venture capital provides the fuel for high-potential,
high-growth companies.

= America and the world are at the dawn of a new age
of equity creation as evidenced by a 10- to 30-fold in-
crease in our capital markets in just 20 years.

= Entrepreneurs are realizing the value they have cre-
ated; more than 95 percent of the wealth America
has today has been created since 1980.

= North America’s 3.1 million millionaires are mostly
self-made entrepreneurs.

= In America, the poor get richer as a result of the en-
trepreneurial process.

= Building an entrepreneurial society for the 21st cen-
tury and beyond is the highest priority for the new
and global e-generation.

and real estate magnates after 1900 but before 1970.
(¢) Founders of companies since 1970.

6. Who are the millionaires today?

7. Name some exceptional companies whose founders
were in their 20s when they launched their companies.

8. What role has venture capital played in this economic
transformation?

9. Itis often argued that “the rich get richer and the
poor get poorer.” How and why has the entrepre-
neurial revolution affected this stereotype? What are
its implications?

10. What has happened to large and established compa-
nies as a result of this surge by entrepreneurial
upstarts?

international research data on entrepreneurial activity readily
available to as wide an audience as possible. GEM is the
largest single study of entrepreneurial activity in the world.

| Inc.

Copyright © The McGraw.




MIND STRETCHERS

Copyright © The McGraw-Hill Companies, Inc.

Chapter 1

www.babson.edweship Arthur M. Blank Center for
Entrepreneurship, Babson College.

www.olin.edu Franklin W. Olin College of Engineering.

www.cfwbr.org The Center for Women's Business
Research is a comprehensive source for the trends,
characteristics, achievements, and challenges of women
business owners and their enterprises.

www.ncaied.org Founded in 1969, the National Center
for American Indian Enterprise Development (NCAIED)
is the first national nonprofit 501(c)3 corporation created
and directed by Native Americans, solely dedicated to
developing Native Americans economic self-sufficiency
through business ownership.

Have You Considered?
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https://www.venturesource.com A Dow Jones company
database of research focused on the venture capital industry.

www.nfte.org Through entrepreneurship education,
NFTE, which is also referred to as Network for Teaching
Entrepreneurship, helps young people from low-income
communities build skills and unlock their entrepreneurial
creativity.

www.nvea.org The National Venture Capital Association
(NVCA) is a trade association that represents the U.S.
venture capital industry. It is a member-based
organization, which consists of venture capital firms that
manage pools of risk equity capital designated to be
invested in high-growth companies.

1. As a citizen, what policies are needed to encourage
and build an entrepreneurial society?

2. How will opportunities and the availability of capital
change in this new century as a result of this eco-
nomic and social revolution? How can one be best
prepared for this?

3. Many, if not most, people prefer predictability to un-
predictability. Yet the entrepreneurial process is in-
herently chaotic, unpredictable, and unplannable.
Who will succeed and who will falter in this dynamic
process? What skills and mind-sets are required?

4. 1If this revolution continues at its pace of the past 30
years (e.g., a 10- to 15-fold increase), at your 25th col-
lege or graduate school reunion what averages might
you see in the Dow Jones Industrial, the NASDAQ,
and the FTSI, CAC, German, and Asian indexes?
How many businesses and jobs will there be? How
many new industries that no one has thought of to-
day? What if this pace is 50 percent faster or slower?

5. Which countries offer the greatest entrepreneurial
opportunities in the next decade? What do you need
to do about this?

Exercise 1

By interviewing entrepreneurs who have, within the past 5
to 10 years, started firms whose sales now exceed $2 mil-
lion to $3 million and are profitable, you can gain insight
into an enfrepreneur’s reasons, strategies, approaches,
and motivations for starting and owning a business. Gath-
ering information with interviews is a valuable skill to prac-
tice. You can learn a great deal in a short time through
interviewing if you prepare thoughtfully and thoroughly.

This exercise (“Visit with an Entrepreneur”) has helped
students interview successful entrepreneurs. While there is
no right way to structure an interview, the format in this ex-
ercise has been tested successfully on many occasions. A
breakfast, lunch, or dinner meeting is offen an excellent
vehicle.

Select two entrepreneurs and businesses about which
you would like to learn. This could be someone you see as

Visit with an
Entrepreneur and Create
a Lifelong Learning Log

an example or role model to which you aspire, or which
you know the least about but are eager to learn. Interview
at least two entrepreneurs with differing experiences, such
as a high-potential (i.e., $5+ million revenue) and a lifestyle
business (usually much smaller, but not necessarily).

Create a Lifelong Learning Log

Create a computer file or acquire a notebook or binder in
which you record your goals, triumphs, disappointments,
and lessons learned. This can be done as key events hap-
pen or on some other frequent basis. You might make entries
during times of crisis and at year’s end to sum up what you
accomplished and your new goals. The record of personal
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insights, observations, and lessons learned can provide
valuable anchors during difficult decisions as well as inter-
esting reading—for you at least.

A Visit with an Entrepreneur

STEP 1

Contact the Person You Have Selected and Make
an Appointment.

Be sure to explain why you want the appointment and to
give a realistic estimate of how much time you will need.

STEP 2

Identify Specific Questions You Would Like to
Have Answered and the General Areas about
Which You Would Like Information. (See the In-
terview In Step 3.)

Using a combination of open-end questions, such as gen-
eral questions about how the entrepreneur got started,
what happened next, and so forth, and closed-end ques-
tions, such as specific questions about what his or her goals
were, if he or she had to find partners, and so forth, will
help keep the interview focused and yet allow for unex-
pected comments and insights.

STEP 3

Conduct the Interview.

Recording this interview can be helpful and is recom-
mended unless you or the person being interviewed ob-
jects. Remember, too, that you most likely will learn more if
you are an interested listener.

The Interview

Questions for Gathering Information

= Would you tell me about yourself before you started
your first venture?

Whom else did you know while you were growing up
who had started or owned a business, and how did
they influence you? Anyone later, after you were 21
years old?

Were your parents, relatives, or close friends entrepre-
neurial?2 How so?

Did you have role models?

What was your education/military experience? In
hindsight, was it helpful2 In what specific ways?

Did you have a business or self-employment during
your youth?

In particular, did you have any sales or marketing ex-
perience? How important was it, or a lack of it, to start-
ing your company?

When, under what circumstances, and from whom did
you become inferested in entrepreneurship and learn
some of the critical lessons?

Describe how you decided to create a job by starting
your venture instead of taking a job with someone else.

How did you spot the opportunity? How did it surface?

What were your goals2 What were your lifestyle needs
or other personal requirements2 How did you fit these
together?

How did you evaluate the opportunity in terms of the
critical elements for success? The competitiong The mar-
kete Did you have specific criteria you wanted to meet?

Did you find or have partners? What kind of planning
did you do2 What kind of financing did you have?

Did you have a start-up business plan of any kind?
Please tell me about it.

How much time did it take from conception to the first
day of business? How many hours a day did you
spend working on it?

How much capital did it take? How long did it take to
reach a positive cash flow and break-even sales vol-
ume? If you did not have enough money at the time,
what were some ways in which you bootstrapped the
venture (bartering, borrowing, and the like)2 Tell me
about the pressures and crises during that early sur-
vival period.

What outside help did you get? Did you have experi-
enced advisors? Lawyers2 Accountants? Tax experts?@
Patent experts2 How did you develop these networks
and how long did it take?

How did any outside advisors make a difference in
your company?

What was your family situation at the time?

What did you perceive to be the strengths of your ven-
ture? Weaknesses?

What was your most triumphant moment2 Your worst
momente

Did you want to have partners or do it solo? Why?
Once you got going:

What were the most difficult gaps to fill and problems
to solve as you began to grow rapidly?

When you looked for key people as partners, advisors,
or managers, were there any personal aftributes or atti-
tudes you were particularly seeking because you knew
they would fit with you and were important to success?
How did you find them?

Are there any attributes among partners and advisors
that you would definitely try to avoid?

Have things become more predictable? Or less?

Copyright © The McGraw-Hill Companies, Inc.
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Do you spend more time, the same amount of time, or
less time with your business now than in the early years2

Do you feel more managerial and less entrepreneurial
now?

In terms of the future, do you plan to harvest? To main-
taine To expand?

In your ideal world, how many days a year would you
want to work@ Please explain.

Do you plan ever to retire2 Would you explain?
Have your goals changed? Have you met them?
Has your family situation changed?

What do you learn from both success and failure?

What were/are the most demanding conflicts or trade-
offs you face (the business versus personal hobbies or
a relationship, children, etc.)?

Describe a time you ran out of cash, what pressures
this created for you, the business, your family, and
what you did about it. What lessons were learned?

Can you describe a venture that did not work out for
you and how this prepared you for your next venture?

Questions for Concluding

*  What do you consider your most valuable asset, the
thing that enabled you to make it2

* If you had it to do over again, would you do it again,
in the same way?

= As you look back, what do you believe are the most
critical concepts, skills, attitudes, and know-how you
needed to get your company started and grown to
where it is today? What will be needed for the next five
years? To what extent can any of these be learned?
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= Some people say there is a lot of stress being an entre-
preneur. What have you experienced2 How would you
say it compares with other “hot seat” jobs, such as the
head of a big company, or a partner in a large law or
accounting firm?

=  What things do you find personally rewarding and sat-
isfying as an entrepreneur? What have been the re-
wards, risks, and trade-offs?2

= Who should try to be an entrepreneur? And who
should not?

=  What advice would you give an aspiring entrepre-
neur? Could you suggest the three most important les-
sons you have learned? How can | learn them while
minimizing the tuition?

= Would you suggest any other entrepreneur | should
talk to?

= Are there any other questions you wish | had asked,
from which you think | could learn valuable lessons?

STEP 4

Evaluate What You Have Learned.

Summarize the most important observations and insights
you have gathered from these interviews. Contrast espe-
cially what patterns, differences, and similarities exist be-
tween lifestyle and high-potential entrepreneurs. Who can
be an entrepreneur? What surprised you the most2 What
was confirmed about entrepreneurship? What new insights
emerged? What are the implications for you personally,
your goals, and your career aspirations

STEP 5

Write a Thank-You Note.

This is more than a courtesy; it will also help the entrepre-
neur remember you favorably should you want to follow up
on the inferview.

Exercise 2

One great and durable value of a college education is
that you are totally overloaded with course workload,
sports, and other extracurricular activities, not to
mention social opportunities. This forced march in
time management teaches you to prioritize and
triage: the must dos, the should dos, and the can
waits. Couple this with the “80-20 rule” (the Pareto

The Venturekipedia
Exercise—Time Is
Everything!

Doing Frugal and Parsimonious Research and Due
Diligence

principle: you get 80 percent of the creative work
done in the first 20 percent of the effort; 20 percent
of your sales force will account for 80 percent of your
sales, etc.) and you can develop some effective ways
of setting goals, establishing priorities, and managing
your limited time; there never seems to be enough!
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Here is a tool to help you make frugal and parsi-
monious use of your time while doing research,
due diligence, and other investigations, regardless
of the topic. It will assist you beyond doing a simple
Google search, which, while useful, can often gen-
erate so many potential entries and site links that
you go off on an endless trek that may not yield what
you really need.

Create Your Own “Venturekipedia”

STEP 1

Think Keywords and Phrases.

Throughout your entrepreneurship education, in the class-
room and especially outside the classroom, you will face
different tasks, hurdles, and opportunities requiring re-
search. Whatever the assignment, you can quickly focus on
some key words. These can be both generic, such as cre-
ativity or new ventures, and more focused: entrepreneurial
mind, opportunity identification, opportunity assessment,
bootstrapping, team formation, green products, sustain-
able business opportunities, mentors, business plan, solar
opportunities, spreadsheet cash flow templates, or social
ventures, to name a few popular searches. Be especially
sensitive to the words that inspire, excite, and challenge
you to action.

STEP 2

Deepen the Search.

For illustration, let's say you have the interest and opportu-
nity to join a family business after college—yours or some-
one else’s. Once you've zeroed in on the key words related
to family business and the particular industry, conduct a
search for these and closely related words and phrases in
http://en.wikipedia.

The Entrepreneurial Mind for an Entrepreneurial World

STEP 3

Share and Discuss.

Locate and read at least one article in Wikipedia about fam-
ily business (see http://en.wikipedia.org/wiki/Family_busi-
ness), and share what you learned with other classmates and
colleagues interested in this topic. Highlighted within the ar-
ticle you will find a list of links to additional information on
your subject. Find, read, and share insights from at least two
additional sources about family business. Identify and dis-
cuss the critical issues and challenges associated with family
businesses. Would you start or join one? Why, and under
what conditions, why not? What did you discover in reading
these pieces that reinforced what you already knew, in-
formed you in new ways, or raised new questions you had-
n't really considered before.

STEP 4

Create an Insites Log.

Note the double meaning here: the new insights you gain,
and the new Web sites you discover. Be sure to continue to
seek and include the information, insights, and valuable
Web sites your classmates have uncovered.

Limitless Applications

You can quickly envision limitless other applications and
uses for this simple but powerful exercise. Think, for in-
stance, about the new venture opportunity you're working
on this semester or quarter. All the research and due dili-
gence concerning competitors, new entrants, substitutes
and alternative solutions or products, channels of distribu-
tion, typical margins and cost structures in the value chain,
outsourcing suppliers in China, India, and Vietnam . . . all
such research can now be done with this method. Try it! It
will save you a great deal of time and significantly raise the
quality and efficiency of your due diligence.
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Preparation Questions

1. Evaluate Clarence Wooten'’s strengths and weak-
nesses.

2. What do you think about Wooten’s product versus

service conclusion2 What are the strengths and
weaknesses of his argument?

e

Analyze and assess the ImageCafé opportunity.

4.  What do you think of Wooten's fund-raising
strategy?

5. Should he have taken Dwayne Walker's offere
6. Does he need to raise $3 million?

7. How would you respond to the Network Solutions
offer?

8. How would you go about valuing ImageCafé?

9. What are the personal implications for Wooten if
he sells or not?

Staying Afloat

With his company, ImageCafé, struggling with financial
uncertainty, Clarence Wooten, Jr., faced some difficult
decisions. With a current burn rate' of nearly $50,000
per month, the bridge loans? and angel investments® of
$710,000 would not be enough capital to carry the
company to breakeven. While he was struggling to
close a $3 million financing round, a Virginia-based In-
ternet services company, Network Solutions Inc., ap-
proached Wooten about selling ImageCafé. Time
seemed to be running out, and closing the $3 million on
acceptable terms was proving to be more difficult than
Wooten had anticipated.

Should he sell ImageCafé to Network Solutions, or
risk losing it all for the potential of a greater gain, if and
when the financing materialized? And if he did decide
to sell, what was the right price? Time was clearly not on

his side.

Source: This case is written by Kathryn F. Spinelli under the direction

of Professor Stephen Spinelli, Jr. © Copyright Babson College,

2004. Funding provided by the HBCU Consortium. All rights

reserved.

' Burn rate is the amount of cash consumed by a new venture. The bum
rate is usually sfated in terms of cash used on a monthly basis but
sometimes is stated on a quarterly or annual basis.

2 A bridge loan, or swing loan, is shortterm financing that is expected
to be repaid quickly, such as by a subsequent longerterm loan.

% Angel investors are individuals who provide capital to one or more
startup companies. These individual are usually affluent or have
a personal stake in the success of the venture. High levels of risk
and a poremioHy |c1rge refurn on investment characterize such
investments.

ImageCafé

Clarence Wooten, Jr.

Clarence Wooten, Jr., had a typical childhood dream:
to get rich. His early childhood, however, was less typi-
cal. At an early age, Wooten was fascinated by television-
based video games; for Christmas one year, he con-
vinced his parents to buy him an Atari game system.
Wooten soon discovered that the game cartridges were
too expensive for him to purchase by himself. One day
a friend told him that home computers such as the Com-
modore 64 did not require cartridges to play games,
but used program diskettes instead. One advantage of
this new medium was that diskettes could be copied
from the original, effectively eliminating the expense of
paying for game cartridges. Wooten also learned that
with a computer, games could be transferred, or down-
loaded, between computers through conventional tele-
phone lines using a modem and what was called bul-
letin board software (BBS). A bulletin board was a
computer that would run 24 hours a day so that people
could log in and download files from that host computer.
The following Christmas, Wooten persuaded his parents
to buy him a Commodore 64 home computer equipped
with @ modem.

It wasn’t long before his computer gave him access
to a world he found more exciting than noncomputer re-
ality. Wooten reflected fondly, “It was like the wild, wild
West.” This was clearly a discovery filled with adventure
and challenge. From the age of 12, Wooten was on his
computer from the minute he came home from school un-
til well after midnight, when his parents would finally
make him go to sleep. He became so immersed in this
computer-based world, so obsessed with downloading
the latest games, that by age 14 his parents decided it
was necessary fo intervene. They banned him from us-
ing the computer; it spent more than three months on a
shelf locked in a closet. And Wooten did not have the
key. He remembers, “It was like going cold turkey, like
sending a hacker to jail. But | was always computer
savvy because of that background.” Although the rest of
his high school career was dominated by his involve-
ment in athletics, particularly basketball, Wooten never
lost interest in his first love, the computer.

Growing Up

Wooten saw good times and bad during his childhood,
moving between the city and the suburbs in and around
Baltimore, Maryland. Wooten was an only child; by the
time he was a teenager, both of his parents had become
selfFemployed. As such, the family’s income fluctuated
depending on the success of his parents’ small busi-
nesses. His father, Clarence Wooten, Sr., formerly a steel
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mill laborer, gradually accumulated rental properties in
Baltimore. His mother, Cecilia, formerly a seamstress,
ran a 24-bed assisted living home with her sisters. The
Wootens owned a house in the city, and when times
were good, they would rent that out while renting a
house in the suburbs for themselves. When times were
not as good, they would move back into the city.

These frequent moves meant that Wooten had to
transfer in and out of different school systems—eight
times in all. The constant transitioning between homes,
school systems, and friends was difficult for Wooten;
however, this lifestyle enabled him to become comfort-
able adapting quickly to different situations. Wooten re-
calls, “Looking back, it really helped me in terms of be-
ing able to be comfortable around all people. | can deal
with, literally, thugs and hardened criminals as well as
people raised in a pampered suburban lifestyle.”
Wooten also credits his tumultuous lifestyle as his moti-
vation to create wealth that would sustain himself and
eventually his entire family. He did not want his adult life
to be dictated by small fluctuations in income, as it had
for his parents. He was serious about his ambitions.
Wooten joked that he was the only high school kid with
a business card.

An Underworld Introduction
to Entrepreneurship

It was in the suburbs of Baltimore that he became a
member of a “cracking group.”* Under the alias of
“King Kaoz,” Wooten and fellow group members used
their computers to crack anticopying features enabling
electronic games to be duplicated. Unknown to his par-
ents, Wooten had become well known as part of a com-
petitive and elite computer underworld. The term “elite”
meant that within 24 hours of a new game'’s release,
you either cracked it or had access to a cracked version.
“| was more interested in getting the games than actu-
ally playing them; it was the competition.” With his
computer and his intellect, he began to feel nothing was
unobtainable; nothing was out of his reach.

Wooten's days as a software pirate started with his
love of video games. After acquiring his first home com-
puter and receiving copies of cracked games from
friends, Wooten became obsessed with acquiring more
and more games as quickly as possible. Diskettes could
easily be copied, but the software companies became
more savvy and started writing code onto the disks for
copyright protection. This is where Wooten and his
cracking group came in. The group was a team: Each
had a task to perform in the duplication process. The
rich kid bought the software as soon as it was released;
the cracker removed the copy protection and added the
group’s intro screen into the game; and then Wooten,
the distributor, used his computer to post the games on

“ Crackers are groups of individuals that “crack” software protection
codes for copying purposes.
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virtual bulletin boards. The software was distributed to
pirates and crackers around the world. The bulletin
board distribution method also involved getting around
the phone bill incurred from the dial-up connection nec-
essary to distribute and download software. It would
have been difficult for a preteen such as Wooten to ex-
plain to his parents why there were international long
distance calls on the phone bill, let alone afford the
charges. One of the “entry exams” to becoming “elite”
was learning all of this on your own. Crackers never di-
vulged their dodging techniques. Wooten explained,

| eventually ran my own bulletin board, Kastle Kaoz, with
my computer which went all day and night, connected to
the phone line so that people could log in, and if you
were “elite,” | would give you access so you could down-
load all the latest games. There were only about 15-20
people in the world that had access to my bulletin board;
if you had access, you were like a “made” guy. Our
group was the biggest in the world on the Commodore
64 for 6-7 months. So it's like being an entrepreneur, it's
like being part of the Fortune 500, when you think of it.

They were spurred on by the love of competition:
which groups could crack the latest software first, and
who could crack the most overall. There was a sense of
pride from accomplishing something new. The reward
was in a job well done and the title of being elite, albeit
pirate, members of the computer-cracking underworld.
Wooten noted, “We'd add our own intro screens to
games that we cracked so that any kid in the world who
received a copy of the game knew who we were. We
were the celebrities of the computer underworld.”

College Years: From Architecture
to Computer Graphics

In 1990 Wooten, then 18, wanted to attend college to
study architecture. He had a small list of schools that
were not only offering him a basketball scholarship, but
also had well-known architectural programs. Wooten
believed that the study of architecture would satisfy all of
his creative instincts. Unfortunately he felt he had to
compromise his choice of academic programs to those
offering him money. After Wooten’s best scholarship of-
fer fell through, he decided to attend Catonsville Com-
munity College in Maryland. There he decided to bal-
ance his time between basketball and architecture
classes, all the while deciding into which other college
program he would eventually transfer.

The recession of the late 1980s and early 1990s left
many professionals out of work; many of these profes-
sionals returned to school to gain more marketable
skills. Wooten met many such professional architects in
his college classes who had returned to the classroom to
learn about the newest computer-based architectural
design programs, known simply as CAD.> Wooten

° CAD is the acronym for computeraided design software.
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learned from these seasoned professionals that archi-
tects generally did not start making significant incomes
until they had reached their 40s and had started their
own firms. This notion raised doubts about architecture
as his career choice—Wooten's intention was to
achieve above-average financial success in a less-than-
average amount of time. He remembered an event from
his childhood when he attended a catered party at a
friend’s house. The reality of what “catered” meant
came to him as a shock; he had not previously known
such things existed. In that seemingly wealthy neighbor-
hood everyone’s father was an entrepreneur of sorts,
and no one’s mother had to work. He recalled someone
at that party felling him that a disproportionately large
amount of the country’s wealth was controlled by a rel-
atively small percentage of the population.® That was
one conversation Wooten never forgot.

Wooten was anxious to seek out opportunity and de-
termined not to let his age or lack of experience deter
him. While still enrolled in architecture classes, he sub-
mitted a prototype of one of his computer programs fo a
competition held by CADalyst magazine. He came in
first place, winning an AutoDesk Caddie Image Award
for his production of 3-D architectural walk-through ani-
mation.” More impressively, the prototype that won the
contest used information that was selftaught. Consider-
ing Wooten's affinity for computers and programming, it
came as no surprise that he was a natural with CAD. In
fact, his skill with CAD and animation began to surpass
that of his professors. As a result, the college asked him
to teach a course in animation while still a student. He
accepted the offer without hesitation.

Start-Up #1: Envision Design

At the age of 20, while still enrolled at Catonsville Com-
munity College, Wooten started his first company.
Spurred by the desire to create and to make money, he
founded Envision Design, a company based on his CAD
and animation prowess. Wooten’s idea was to produce
3-D walk-through animation for architects using software
similar to that which won Wooten the CADalyst maga-
zine contest.

Wooten identified his competition as the scale model
business; architects still made elaborate scale models of
proposed buildings out of foam and cardboard. Some
architectural companies were willing to pay between
$10,000 and $50,000 for such scale models. He de-
cided to price his service in line with scale models, un-
der the assumption that if customers were willing to pay
a cerfain amount of money for a model, they would be
willing to pay the same amount for his higher-quality
product. He charged between $10,000 and $20,000
for a complete walkthrough animation sequence. Intu-
itively it made sense to the 20-year-old Wooten that a

© http:/ /research.aarp.org/econ/dd44_wealth.himl.
7 Fast Company, July 2000.

young college student starting a small business should
target other small firms as clients. He attempted to af-
tract clients by sending letters to every small architec-
tural firm in the telephone directory from Baltimore to
Washington, D.C. The letters were on Envision Design
letterhead, describing the service he offered and asking
for a meeting to make a sales presentation. Envision De-
sign was ultimately unsuccessful. After one paying con-
tract with a small firm, Envision fizzled.

Failure and Restart: Lessons Learned

Wooten decided that even though Envision Design had
not been a success, he wanted to continue working with
animation. To further his understanding and education
in the field of animation, Wooten wanted to learn more
about special effects and film animation. He discovered
that he would need to learn how to use the latest high-
end computer animation software that ran on Silicon
Graphics Computers (SGI). He found that the University
of Maryland-Baltimore County was building a state-of-
the-art computer science building equipped with SGI
computers. He quickly decided to transfer there. At
UMBC, Peggy Southerland, herself a threetime Emmy-
winning computer animator, ran the university’s imaging
researching center. Wooten was constantly talking to
Peggy, asking her countless questions and soliciting ad-
vice for his career. Eventually she offered him an infern-
ship, which meant that Wooten would gain the necessary
knowledge to work with SGls and have a wellknown
animator as his mentor.

Start-Up #2: Metamorphosis Studios

Constantly on the lookout for an opportunity, Wooten
saw a way fo use his new knowledge of SGI animation
software fo start his second company; Metamorphosis
Studios was developed with a partner, Andre Forde.
Wooten and Forde had met at a party when Wooten
overheard a group of college students (including Forde)
talking about SGI software. Wooten was surprised fo
hear this topic of conversation because as far as he
knew not many people, let alone young people, even
knew about SGI. After meeting and engaging in the
conversation, both men knew they wanted to work to-
gether. A chance encounter had become a major mile-
stone for both Wooten and Forde.

Metamorphosis Studios focused on special effects
and multimedia presentations. These were achieved us-
ing PC-based animation and authoring software pack-
ages. As yet, the two young men could not afford to
purchase high-end Silicon Graphics Computers. The
company developed presentations and electronic
brochures for any kind of medium, including diskettes,
CD-ROMSs, and touch screens. The first Metamorphosis
customer, Bingwa, was an educational software com-
pany that made an offer for a yearlong contract. The
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contract required the Metamorphosis team to develop
one software product per month for a year, a total of 12
products, one for each grade (1-12). Metamorphosis
was to be paid $30,000 per product, a total of
$360,000 by the year's end. Both Wooten and Forde
considered this an enormous amount of money; the pair
was elated. After paying $60,000 in two months for the
software programs for grades 1 and 2, Bingwa asked
Metamorphosis Studios to relocate to Princeton, New
Jersey, and to become employees of Bingwa. Although
both Wooten and Forde were offered salaries of
$80,000 per year, they rejected the offer. They knew
they were headed for bigger things.

Shifting Gears

After his experience with Bingwa and other various busi-
ness customers, Wooten decided to shift his business
model from a service-oriented focus to a product-
oriented focus. He wanted to bypass payment and
commitment problems that had arisen in dealing with
customers such as Bingwa. Wooten saw service cus-
tomers as unreliable.

As Wooten and Forde contemplated their next move,
they concluded that one of their largest failings was their
lack of focus and dedication to a specific task or goal.
Their multimedia skills gave them too many options to pur-
sue. They had dabbled in products ranging from CD-
ROM educational titles and games, to Afrocentric Web
site portals, to virtual tours for online real estate brokers.
Wooten had so many ideas and so much energy that be-
fore he had fully thought out one idea, he had another,
and the first idea was pushed off to the side while the
subsequent new idea began to take shape. It was a prob-
lematic cycle that was impeding their success. To suc-
ceed, they would have to pick the “most” right product
idea and develop it from start to finish without distraction.

Besides the issues of focus and idea selection, an-
other problem Wooten and Forde encountered was that
Metamorphosis Studios was not generating revenue dur-
ing its new product development cycle. There seemed to
be a dearth of capital available for the right deal, espe-
cially for young African American entrepreneurs such as
him.® Traditionally, African American entrepreneurs
tended to be trapped in small-scale ventures more often
than their Caucasian counterparts because it was more
difficult to obtain growth capital. Wooten believed that
social, cultural, and racial hierarchies and biases were
to blame for the disproportionately large number of
Caucasian investors—and for the disproportionately
small amount of growth capital available to the African
American business community. Although he could
empathize with the risk perspective of such investors, he

8“Small Business, The Racial Ravine: Minority Entrepreneurs Who Want
a Piece of the Internet Gold Rush Face a Formidable Barrier: The
Clubby, White-Male Universe of Venture Capitalists,” The Wall
Street Journal, May 22, 2000.
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felt the result to be unfortunate. (See Notes 1 and 2 at
the end of this case.) Despite this belief, Wooten re-
mained undeterred. Once they had identified the idea
and target market for their next venture, ImageCafé,
Wooten and Forde sold the assets of Metamorphosis
Studios for $20,000.° It was time to move on.

Back to School Again

Fascinated by entrepreneurs and their roads to success,
Wooten read everything he possibly could about their
lives and their experiences, good and bad. He found
the stories of Fred Smith, Reginald Lewis, and Bill Gates
particularly inspirational. Wooten realized that the com-
mon thread connecting these entrepreneurs was that
they all understood finance. Based on this conclusion,
he changed his major to business administration and fi-
nance and enrolled at Johns Hopkins University.
Wooten knew that he needed a much deeper under-
standing of finance if he wanted to be a successful en-
trepreneur, regardless of how creative with a computer
he was. He finally understood that the value of being flu-
ent in finance would be reflected by his success in rais-
ing capital to build a high-potential venture. In addition
to finance, Wooten was intensely interested in under-
standing exactly how to scale and grow a business—the
two kernels essential for success as Wooten envisioned
it. Wooten received his business degree in 1998 with
great personal satisfaction.

In 1995 the Internet began to grow with exponential
speed. Companies were flocking to the Internet in
droves. Even small companies that lacked the resources
to hire professional Web design firms were experienc-
ing a growing need to be on the World Wide Web.
When Wooten thought about it, creating Web sites
seemed like a natural transition for Wooten and Forde
given their background. They had extensive knowledge
in the field and the creative design skills. In fact, it was
what Wooten and Forde did best. And most important,
to fulfill their personal goals, Wooten had an idea of
how they could make creating Web sites for companies
a product, not a service. This time he believed they had
the knowledge and the focus to succeed.

Launching ImageCafé

Wooten became obsessed with Web sites. At this time
there were about 4.1 million active commercial online
service users and a forecast 9 million online service cus-
tomers worldwide. The number of online customers
worldwide was expected to increase by é million in the
next year.'® Online observers also forecast that in 1996
there would be nearly 80,000 Web sites worldwide,

? Wooten had two other smaller startups that are not included to com-
press the storyline. See http://www.sfartupjournal.com/howto/
minorityissues/ 2001 12244annenbaum.himl for more information.

19 "Computer Industry Forecasts: Communications,” First Quarter

1996, p. 59.
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and in 2001 approximately 50 million."" Wooten sur-
mised that many of these computer users and companies
would need Web sites.

Wooten saw that there were two ways for a com-
pany fo obtain a Web site. The first was to hire a dedi-
cated, fulltime Web design firm. The cost of such a ser-
vice was typically $3,000-$6,000.'? The second
option was more of a do-ityourself (DIY) method with
relatively inexpensive software programs that gave busi-
nesses the basic tools to design a Web site independ-
ently. Wooten perceived problems with both options.
His experience with Metamorphosis Studios had shown
him that small businesses could not afford to hire a full-
service Web design company. And the problem with the
DIY software was that there was a steep learning curve
for its appropriate use, not o mention the sheer neces-
sity of pure creativity. Without technical skill and artistic
ability, the results were often Web sites that seemed
cheap and unprofessional. The Web was becoming an
extension of a company’s image; firms could not afford
to erode their images. Wooten saw a clear demand by
small businesses for his innovative product.

Times were changing fast. Small businesses were be-
ginning fo understand that a Web site was a necessary
cost of doing business. They generally did not have the
resources big businesses had to invest in costly profes-
sionally designed Web sites.'® Wooten knew he could
meet some of this demand, and in early 1998 Image-
Café was founded. His vision was to create the world’s
first online superstore of prefabricated Web sites for
small businesses. Using their extensive knowledge of
high-end software, HTML, Web programming, and artis-
tic ability for developing graphical user interfaces, Image-
Café would design high-end Web sites. The interesting
angle of ImageCafé was that it would develop Web site
templates created to imitate the premium and costly cus-
tom sites designed by fully dedicated Web design firms.
Wooten referred to the templates as “customizable Web
site masters,” a term he felt was marketable. By prefab-
ricating the Web site masters, ImageCafé lowered its
costs without sacrificing the premium appearance of the
Web sites. The template business model also took the
service aspect out of the business by providing a product
that was ready to be deployed quickly. The array of Web
site templates was offered through ImageCafé’s online
superstore. Customers would create an account, log in,
and shop for a Web site, which could then be cus-
tomized easily fo specific needs using ImageCafé’s on-
line Web site manager tools. Wooten remarked,

Small businesses are tough clients because they want
the world, but they are not willing to pay for it. Business
owners started to see a Web site like they did their tele-
phones. They couldn’t imagine not having a telephone,
and they started to think the same about a Web site.

' “Computer Industry Forecasts: Communications,” Third Quarter

1996, p. 81.
12 Fast Company, July 2000.
I8 Washington Techway, August 28, 2000.
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By prefabricating the templates, ImageCafé could
charge under $500 for what would have cost many
times that amount as a custom design. This model
seemed an incredible value for the world of small busi-
ness. Wooten'’s slogan was “look like the Fortune 500
for under $500.” ImageCafé addressed and solved the
pitfalls that had been the downfall of his two previous
companies. He knew this market, he focused on what he
knew he could do best, and he transitioned from the
service industry to the product industry as planned.

The Search for Capital

Once Wooten had thoroughly thought through the con-
cept and model of ImageCafé, the next critical step was
fo secure enough capital for its launch. Wooten had re-
cently read The Burn Rate,'* which mentioned the law
firm Wilson, Sonsini, Goodrich & Rosati (WSGR), one of
the most powerful law firms in Silicon Valley. Wooten be-
lieved that if he could become a client of WSGR, it would
help give him the credibility needed to raise capital.
WSGR practiced in the areas of antitrust, corporate
and securities, employee benefits, employment law,
fund services, intellectual property, litigation, real
estate/environmental, tax, and wealth management; it
was known for its technology practice. On the firm’s
Web site, Wooten began reading the alphabetical pro-
files of its attorneys. He quickly picked out four young
associates close in age to himself who he hoped might
be able to relate to him and his goals. He sent e-mail
messages fo these associates, saying that he had
founded an East Coast-based e-commerce Internet start-
up and was looking for not only Silicon Valley-based le-
gal representation but also venture capital funding.
Wooten’s plan worked—he managed to catch the
attention of attorney Mike Arrington. After reading
ImageCafé’s executive summary and viewing the Web-
based prototype, Arrington was intrigued by the unique
idea; he believed that Wooten and Forde would be able
to obtain funding. Within a few short days of that initial
meeting, Wooten and Forde had WSGR representation.
Wooten had negotiated a package of legal services to-
taling $40,000, which would be written off if Image-

Café failed to receive sufficient funding.

The Relentless Pursuit of Capital

Now began ImageCafé’s quest for capital. Wooten de-
cided he needed to meet other entrepreneurs or individ-
uvals who might be interested in supporting his vision.
One such individual was Dwayne Walker, a well-known
ex-Microsoft employee who left with stock options, great
technical knowledge, and a thirst to start his own
company—Techwave. As Wooten put it, “He was a

"4 M. Wolff, The Burn Rate: How I Survived the Gold Rush Years on the
Internet (New York: Simon & Schuster, 1998).
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black man who raised $10 million. That qualified him
as a man | needed to meet.” After calling Walker daily,
Wooten eventually spoke with him to set up a meeting in
Seattle, where Walker was based. The meeting went
well. As the meeting ended, Walker declared that he
wanted fo be ImageCafé’s first angel investor.

But there was a catch. Walker wanted to be able to
incubate'® the new company in the Seattle area, which
meant that Wooten and Forde would have to relocate to
the West Coast. At the time Wooten and Forde had a
small team of two programmers working on the back-end
programming as parttime moonlighters. The program-
mers had agreed to be paid $30,000 in stock or cash
once capital had been raised. When Walker made his
offer the ImageCafé superstore was 60 percent finished;
Wooten could not possibly relocate his whole team at the
crucial last hour.

After hearing the second catch—that the half million
dollars would be paid to ImageCafé in $20,000 incre-
ments based on milestones—Wooten and Forde said no
thank you and goodbye to Walker.

still Going

WSGR set up several meetings for Wooten with venture
capital firms in Silicon Valley. While waiting for the
flight to the West Coast, he remembered reading about
an African American, Earl Graves (see Note 3 at the
end of this case), who had obtained his Pepsi bottling
franchise in part by sitting next to one of the Pepsi exec-
utives on a plane in first class. Wooten said to himself,
“Maybe it does pay to fly first class.” Wooten convinced
a flight attendant friend to move him up from coach.
With luck apparently on his wing, Wooten found himself
seated next to Bill Daniels, a principal at Bank Boston
Robertson Stevenson. Wooten recalled, “I had a captive
audience for literally six hours. | talked about why | was
going to Silicon Valley and whom | was going to see. |
showed him the business plan.” By the end of the flight
Daniels had become Wooten’s first realistically inter-
ested angel investor. Wooten walked off the plane with
a list of people to see in Silicon Valley. This was a good
way to start off his trip.

Shortly after returning from his trip to Silicon Valley,
Wooten decided to speak to his family and friends to
raise a few hundred thousand dollars. Closing the
“friends and family round” proved to be challenging.
However, his girlfriend (now wife) at the time passed the
business plan on to her cousin, who worked for Sonny
Stern, a New Jersey doctor who had been involved with
venture capital for many years. As luck would have it,
Stern turned out to be a client of the same Bill Daniels
that Wooten had met on his trip to Silicon Valley a
month earlier. Upon conferring with Daniels and send-

!5 An incubator is a company or facility designed fo fosfer entrepre-
neurship and help startup companies, usually technology-related,
to grow through the use of shared resources, management expert-
ise, and infellectual capital.
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ing Wooten to meet with other potential investors in
New York, Stern and Daniels decided fo lead an angel
round. Wooten was also able to get WSGR to invest in
the financing. This was big!

Wooten wanted $300,000 in capital, based on a
$3,000,000 valuation; for this he was willing to give up
10 percent of the company. In total, ImageCafé re-
ceived $110,000 from 10 angel investors, for which he
relinquished 11 percent of ImageCafé’s equity. And to
think this chain of events had all started with a “chance”
encounter on an airplane! This was good news; still,
Wooten was a bit disappointed—he had been expect-
ing more.

It was December 1998, the software was 70 percent
finished, and the $110,000 would not be nearly enough.
With a touch of sour grapes, Wooten remembered, “Dur-
ing that time, everybody was throwing out $5,000,000
valuations before they had anything. | had a functional
prototype, as well as a plan. | went from Silicon Valley to
Silicon Alley, raising money. | thought a $3,000,000 val-
uation was fair, but | couldn't get a bite.”

Four months later, in April 1999, the ImageCafé
Web site was finished and ready for launch—but
Wooten and Forde were out of cash. Upon launch, Image-
Café received enough press attention that additional in-
vestors seemingly came out of nowhere to invest in the
company. Armed with additional interest from new po-
tential investors, Wooten was able to negotiate an ad-
ditional $150,000 in the form of a bridge loan from the
existing investors. The loan would be convertible at a
small discount at the close of the first venture capital
round. Wooten expected to raise $3,000,000 at a
$10,000,000 valuation from one or more venture capi-
talist firms.

Just before the $150,000 came through, Wooten
was able to secure a big customer, Mindspring, one of
the largest Internet service providers (ISPs). Mindspring
agreed to commit to ImageCafé’s products before
Wooten and Forde had even finished the products! They
had only a prototype and knew they would need mil-
lions of dollars to execute their plan. Wooten recalls,

We wanted to leverage the existing channel, and that was
the Internet service providers. They had a lot of small busi-
ness customers. We basically would allow them to co-
brand and create their own, what | call, virtual franchise,
their own ImageCafé superstore—ImageCafé at Mind-
spring, ImageCafé at Earthlink, ImageCafé at AOL . . . and
it was good for them because it allowed them to pick up
more hosting business. They wanted to host the Web site;
we wanted to sell the Web site as well as subscriptions to
our Web site manager tool. | made sure we didn't go into
the hosting business because | didn’t want to cannibalize
our channel. It was a beautiful business model.

Still, this required cash that ImageCafé did not have.
Although Wooten and Forde had burned through the
$260,000 (the initial $110,000 equity investment plus
the $150,000 bridge loan), they had managed to

launch the product and attract a large customer.
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At the same time as the Mindspring deal, Wooten
was also courting Network Solutions, Inc., a company
that nearly had a monopoly on dot-com (domain)
names. Wooten believed that Network Solutions would
be a perfect channel to deliver the ImageCafé product
line. Millions of people went to Network Solutions
“credit card in hand” to buy a domain name; the next
natural step after obtaining a domain name was to build
(or buy) a Web site. Because ImageCafé was a shop-
ping experience and not a building experience, Net-
work Solutions could attach ImageCafé fo its purchase
flow. As soon as a small business customer bought a do-
main name, the new company could also buy an
ImageCafé Web site. The phrase “one-stop shopping”
certainly came to mind. Wooten recalls, “It didn't hurt
their channel because most of their resellers of domain
names were ISPs. So here we could help them to reward
their top resellers, by sending them hosting business
from customers who had purchased ImageCafé Web
sites.”

Wooten finally set a meeting with Network Solutions
and quickly moved up the ranks to the company’s new
CEO, Jim Rutt. Rutt loved ImageCafé and believed it
was the perfect product extension for Network Solu-
tions’ business.

Product on Track, But
Out of Cash (OOC)

By June 1999 ImageCafé was again out of cash.
Wooten had been working to arrange what he per-
ceived as the perfect financing round for several
months: He had three major investors who were inter-
ested in investing, two venture capital firms, and Net-
work Solutions. Wooten was looking for a total invest-
ment of $3,000,000; he wanted $1,000,000 from
each investor, on a $10,000,000 valuation. One in-
vestor felt a $10,000,000 valuation was too high. As
the negotiations dragged on, another of the three
agreed to lend ImageCafé $150,000. Negotiations
continued to drag because of the valuation. Wooten
was even willing to sweeten the deal with $500,000 in
warrants, split three ways.

In the middle of the valuation discussions, Network
Solutions made a buyout offer. After brief but intense dis-
cussions with Rutt, Wooten found himself with an offer
that was potentially worth $21 million: one third in cash,
one third in Network Solutions stock, and one third in an
earn-out.'® Wooten owned a maijority of ImageCafé,
and this offer would clearly mean a big payday. But
there was a hitch. The last bridge loan Wooten had re-
ceived from the venture capitalists had a 90-day “no
shop” clause attached. Running out of cash, and unable
to sell the company until September, Wooten went to a
company called Mid-Atlantic Venture Association,
which had been interested in investing all along.

With now more than 20 employees to pay and a
burn rate of $50,000 per month, the cash was going
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fast. Although very interested, Mid Atlantic Ventures
(MAV) would not be able to invest until it had performed
its required due diligence. In the meantime, understand-
ing Wooten’s immediate cash needs, MAV referred him
to two new angel investors who agreed to extend him a
$300,000 bridge loan with warrant coverage on a
$6,000,000 valuation; this would at least hold Image-
Café over through the summer. Wooten remembered in-
tensely, “I had worked so long and hard to put together
the perfect financing round that never went through be-
cause | wanted a $10,000,000 valuation—and on a
Sunday afternoon, | ended up giving that away out of
necessity.”

It was September; and again out of cash, Wooten
had a difficult decision to make. ImageCafé hung in the
balance. Should he sell now or secure more capital to
continue the fighte

Additional Case Information

Note 1 African American applicants for small busi-
ness financing are denied credit twice as often as Cau-
casians with similar creditworthiness, according to the
latest research. One key study by the National Bureau
of Economic Research found raw loan denial rates of 27
percent for Caucasians and 66 percent for African
Americans. “There's evidence that the market isn't work-
ing properly,” says lead author David G. Blanchflower,
chairman of the economics department at Dartmouth
College in Hanover, New Hampshire.

Note 2 A new study from the Ewing Marion Kauff-
man Foundation provides the most detailed look to date
at the connections between minority entrepreneurs and
the venture capital industry. The report examines funds
operated by members of the National Association of In-
vestment Companies (NAIC), an association of invest-
ment firms with interest in backing minority business en-
terprises (MBEs). A few interesting findings stand out.
First, the growth in minority enterprise venture financing
has been rapid. In the early 1990s, only several million
dollars had been invested in MBEs. Today the industry
has more than $1 billion under management. The re-
searchers, Wayne State’s Timothy Bates and University
of Washington’s William Bradford, also found that this
sector is quite profitable. The average investment per
firm was $562,000; the average net return on this in-
vestment exceeded $1 million. The average rate of re-
turn exceeded 20 percent—compared to a 17 percent
return for the S&P 500 over the same period. These
funds also tend fo invest in a wider mix of industrial sec-
tors, thus cushioning the industry from some effects of
the technology downturn. Overall, the authors conclude

16 An earn-out is an arrangement in which sellers of a business receive
additional future payment, usually based on future earnings.
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that the minority venture capital investment sector is
poised for further expansion.'”

Note 3'® Earl G. Graves is considered the preemi-
nent authority in America on African American busi-
ness. The locus of that authority is Black Enterprise, the
magazine he founded in 1970, which now has a circu-
lation of nearly 300,000 and revenues of $24 million.
Graves is the magazine's publisher as well as both the

17 Please see the following for more information: “Minorities and Venture
Capital: A New Wave in American Business” by Timothy Bates and
William Bradford, http:/ /www.kauffman.org/pages/ 371 .cfm.

'8 Biography Resource Center, Gale Group Inc., 2001,
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president and chief executive officer of the parent com-
pany, Earl G. Graves Ltd. He is also co-owner with
Erving “Magic” Johnson of a Washington, D.C.-based
Pepsi Cola distributorship, a firm that happens to be the
largest minority-controlled Pepsi franchise in the nation.
Johnson serves as chief executive officer of the Pepsi
franchise. These two business ventures have propelled
Graves into the ranks of elected board members of pres-
tigious businesses and trustees of well-known founda-
tions. He has become a leading spokesperson on issues
that affect the well-being and economic success of
African Americans. He has also used his expertise to ed-
ucate others about trends and opportunities in African
American entrepreneurship.
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Chapter Two

The Entrepreneurial Mind: Crafting
a Personal Entrepreneurial Strategy

The secret of those who amaze the world is that they regard nothing fo be
impossible.

Henry David Thoreau
American philosopher, 1817-1862

Results Expected

Upon completion of this chapter, you will be able to

1.

Determine whether being an entrepreneur would enhance your life and feed your
creative energies.

2. Discuss the critical aspects of the entrepreneurial mind—the strategies, habits, atti-
tudes, and behaviors that work for entrepreneurs who build higher-potential
ventures.!

3. Describe the characteristics of various entrepreneurial groups.

4. Develop concepts for evaluating a personal entrepreneurial strategy and an appren-
ticeship, and be able to discuss the entrepreneur’s creed.

5. Utilize a framework for self-assessment, and develop a personal entrepreneurial strategy.

6. Initiate a self-assessment and goal-setting process that can become a lifelong habit of
entrepreneurial thinking and action.

7. Assess the Lakota Frybread case study.

8. Describe the entrepreneurial aspects depicted in the film October Sky.

En"epreneurs Are leuders professional with the ability to scale the enterprise

Until quite recently, a distinction was often made be-
tween the individual with the vision, skill, and mind-
set to start up a high-potential venture (the entrepre-
neur) and the typically more seasoned, risk-averse

(the manager).

This old notion has given way to what we have
sensed all along: Effective entrepreneurs are inter-
nally motivated, high-energy leaders with a unique
tolerance for ambiguity, a keen eye toward mitigating

The authors would like to thank Frederic M. Alper, a longtime friend and colleague and adjunct professor at Babson College, for his insights and contributions
to this chapter, in particular the graphic representation of entrepreneurial attributes and the development of the QuickLook exercise to develop a personal

entrepreneurial strategy.

! J. A. Timmons, The Entrepreneurial Mind (Acton, MA: Brick House, 1989).
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risk, and a passion for discovery and innovation.
These leaders create or identify and pursue oppor-
tunities by marshalling the diverse resources re-
quired to develop new markets and engage the
inevitable competition. More than ever, we are con-
vinced that the creation and liberation of human en-
ergy resulting from entrepreneurial leadership are
the largest transformational force on the planet
today.

The power of a single leader can be profound,
and nowhere is this more true and relevant than in
entrepreneurship. Perhaps what is most exciting
about entrepreneurial leaders is that in the aggre-
gate, their alert actions have fueled a worldwide
revolution that continues to define and shape our
social, economic, and environmental frontiers.

Three Principles for Entrepreneurial
Leadership

People don't want to be managed, they want fo be led.

Ewing Marion Kauffman

One of the most extraordinary entrepreneurial lead-
ership stories of our time is that of the late Ewing
Marion Kauffman, who founded and built Marion
Labs, a company with over $1 billion in sales, and
then founded the Ewing Marion Kauffman Founda-
tion. Kauffman started his pharmaceutical company,
now one of the leading companies in the world, in
1950 with $5,000 in the basement of his Kansas City
home. Previously he had been very successful at an-
other company. Kauffman (or “Mr. K.” as he pre-
ferred) recalled, “The president first cut back my
sales commission, then he cut back my territory. So I
quit and created Marion Labs.”

With the acquisition of the company by Merrell-
Dow in 1989 (becoming Marion, Merrell Dow,
Inc.), more than 300 people became millionaires.
Thirteen foundations have been created by former
Marion associates, and the Ewing Marion Kauff-
man Foundation is one of only a dozen or so foun-
dations in America with assets of over $1 billion.
The two-pronged mission of the foundation is to
make a lasting difference in helping youths at risk
and encouraging leadership in all areas of American
life.

The following are the core leadership principles
that are the cornerstone of the values, philosophy,
and culture of Marion Labs and now of the Kauffman
Foundation:

= Treat others as you would want to be treated.

The Entrepreneurial Mind for an Entrepreneurial World

= Share the wealth that is created with all those
who have contributed to it at all levels.

» Give back to the community.

There are many legendary examples of Mr. K.
practicing these principles while growing Marion
Labs. There was the time when he had sent his
young chief financial officer to Europe to negotiate
a supply contract with a major German company.
When the CFO returned, he proudly showed Mr. K.
the incredibly favorable terms he had extracted
from the supplier—who he had determined badly
needed the business. From his point of view, he had
“cleverly won” the contract by being a sharp and
tough negotiator.

After reviewing the situation and the agreement,
Mr. K. blasted the CFO: “This is a totally one-sided
contract—in our favor—and it is terribly unfair.
They won't be able to make any money on this, and
that’s not how we treat our suppliers, or our cus-
tomers. You get back on that plane tomorrow, apol-
ogize to them, and then create a deal that works for
us—and lets them make a reasonable return as
well.”

Stunned, the CFO sheepishly returned to Ger-
many to work out a contract that met with Mr. K.s ap-
proval. Less than two years later, a worldwide supply
crisis forced that German supplier to reduce its cus-
tomer shipments by over 90 percent. Mr. K.s fairness
principle had not been forgotten: Marion Labs was
the only American company that continued to have
its requirements filled.

As simple as these principles may be, few organi-
zations truly, sincerely, and consistently practice
them. It takes a lot more than lip service or a stand-
alone profit-sharing plan to create an entrepreneurial
culture like this. Consider the following unique char-
acteristics at Marion Labs and the Ewing Marion
Kauffman Foundation:

= No one is an employee; everyone is an associate.

= Even at $1 billion in sales, there are no formal
organizational charts.

» Everyone who meets or exceeds high perfor-
mance goals participates in a companywide
bonus, profit-sharing, and stock option plan.

* Benefit programs treat all associates the same,
even top management.

» Managers who attempt to develop a new prod-
uct and fail are not punished with lateral pro-
motions or geographic relocation, nor are they
ostracized. Failures are gateways to learning
and continual improvement.

» Those who will not or cannot practice these
core principles are not tolerated.

Copyright © The McGraw-Hill Companies, Inc.
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EXHIBIT 2.1

Comparing Management and Leadership

Management

Leadership

Creating an Agenda

Developing a Human
Network for Achieving
the Agenda

Execution

Planning and budgefing—establishing detailed
steps and timetables for achieving needed results,
and then allocating the resources necessary to
achieve these results

Organizing and staffing—establishing some
structure for accomplishing plan requirements,
staffing that structure with individuals, delegating
responsibility and authority for carrying out the
plan, providing policies and procedures to help
guide people, and creating methods or systems to
monitor implementation

Controlling and problem solving—monitoring
results versus plans in some defail, identifying
deviations, and then planning and organizing to

Establishing direction—developing a vision of

the future, often the distant future, and strategies
for producing the changes needed to achieve
that vision

Aligning people—communicating the direction by
words and deeds to all those whose cooperation
may be needed fo influence the creation of teams
and coalitions that understand the vision and
strategies, and accept their validity

Motivating and inspiring—energizing people fo
overcome major political, bureaucratic, and
resource barriers to change by satisfying very basic,

solve these problems
Outcomes

Producing a degree of predictability and order,
and having the potential of consistently producing
key results expected by various stakeholders

often unfulfilled human needs

Producing change, often to a dramatic degree,
and having the potential of producing extremely
useful change

Source: Reprinted with the permission of The Free Press, a Division of Simon & Schuster Adult Publishing Group, from A Force for Change: How
Leadership Differs from Management by John P. Kotter. Copyright © 1990 by John P. Kotter, Inc. All rights reserved.

The ultimate message is clear: Great companies
can be built upon simple but elegant principles; and
all the capital, technology, service management, and
latest information available cannot substitute for
these principles, nor will they cause such a culture to
happen. These ideals are at the heart of the differ-
ence between good and great companies.

Timeless Research

A single psychological model of entrepreneurship has
not been supported by research. However, behav-
ioral scientists, venture capitalists, investors, and en-
trepreneurs share the opinion that the eventual suc-
cess of a new venture will depend a great deal upon
the talent and behavior of the lead entrepreneur and
of his or her team.

A number of myths still persist about entrepre-
neurs. Foremost among these myths is the belief that
leaders are born, not made. The roots of much of this
thinking reflect the assumptions and biases of an ear-
lier era, when rulers were royal and leadership was
the prerogative of the aristocracy. Fortunately, such
notions have not withstood the tests of time or the in-
quisitiveness of researchers of leadership and man-
agement. Consider recent research, which distin-

guishes managers from leaders, as summarized in Ex-
hibit 2.1. It is widely accepted today that leadership is
an extraordinarily complex subject, depending more
on the interconnections among the leader, the task,
the situation, and those being led than on inborn or
inherited characteristics.

Numerous ways of analyzing human behavior
have implications in the study of entrepreneur-
ship. For example, for over 40 years Dr. David C.
McClelland of Harvard University and Dr. John W.
Atkinson of the University of Michigan and their
colleagues sought to understand individual motiva-
tion.” Their theory of psychological motivation is a
generally accepted part of the literature on entre-
preneurial behavior. The theory states that people
are motivated by three principal needs: (1) the
need for achievement, (2) the need for power, and
(3) the need for affiliation. The need for achieve-
ment is the need to excel and for measurable per-
sonal accomplishment. A person competes against a
self-imposed standard that does not involve compe-
tition with others. The individual sets realistic and
challenging goals and likes to get feedback on how
well he or she is doing in order to improve per-
formance. The need for power is the need to influ-
ence others and to achieve an “influence goal.” The
need for affiliation is the need to attain an “affiliation

2 See J. W. Atkinson, An Introduction to Motivation (Princeton, NJ: Van Nostrand, 1964); J. W. Atkinson, Motives in Fantasy, Action and Society (Princeton, NJ:
Van Nostrand, 1958); D. C. McClelland, The Achieving Society (Princeton, NJ: Van Nostrand, 1961); J. W. Atkinson and N. T. Feather, eds., A Theory of
Achievement Motivation (New York: John Wiley & Sons, 1966); and D. C. McClelland and D. G. Winter, Motivating Economic Achievement (New York:

Free Press, 1969).
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EXHIBIT 2.2

Characteristics of Entrepreneurs
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Date Authors

Characteristics

1848 Mill

1917 Weber
1934 Schumpeter
1954 Sutton

Risk bearing

Source of formal authority

Innovation; initiative

Desire for responsibility

Source of formal authority

Risk taking; need for achievement

Ambition; desire for independence, responsibility, self-confidence
Drive/mental; human relations; communication ability;

Need for achievement; autonomy; aggression; power;
recognition; innovative/independent

Risk; innovation; power; authority

Risk taking; tolerance of ambiguity

Risk; power; internal locus of control; innovation

1959 Hartman
1961 McClelland
1963 Davids
1964 Pickle
technical knowledge

1971 Palmer Risk measurement
1971 Hornaday and

Aboud
1973 Winter Need for power
1974 Borland Internal locus of power
1982 Casson
1985 Gartner Change and ambiguity
1987 Begley and Boyd
1988 Caird Drive
1998 Roper Power and authority
2000 Thomas and Mueller
2001 Lee and Tsang Internal locus of control

goal”—the goal to build a warm relationship with
someone else and/or to enjoy mutual friendship.
Other research focused on the common attitudes
and behaviors of entrepreneurs. A 1983 study found
a relationship between attitudes and behaviors of
successful entrepreneurs and various stages of com-
pany development A year later, another study
found that entrepreneurs were unique individuals;
for instance, this study found that “what is charac-
teristic is not so much an overall type as a successful,
growth-oriented entrepreneurial type. . . . It is the
company builders who are distinctive.’ 4 A study of
118 entrepreneurs revealed that “those who like to
plan are much more hkely to be in the survival
group than those who do not.” Cledrly the get-rich-
quick entrepreneurs are not the company builders;
nor are they the planners of successful ventures.
Rather it is the visionary who participates in the day-
to-day routine to achieve a long-term objective and

who is generally passionate and not exclusively
profit-oriented.

Academics have continued to characterize the
special qualities of entrepreneurs. (See Exhibit 2.2
for a summary of this early research.) As participants
in this quest to understand the entrepreneurial
mind, in January 1983 Howard H. Stevenson and
]effry Timmons spoke with 60 practicing entrepre-
neurs.® One finding was that entrepreneurs felt they
had to concentrate on certain fundamentals: respon-
siveness, resiliency, and adaptiveness in seizing new
opportunities. These entrepreneurs spoke of other
attitudes, including an ability “to activate vision” and
a willingness to learn about and invest in new tech-
niques, to be adaptable, to have a professional atti-
tude, and to have patience. They talked about the
importance of “enjoying and being interested in
business,” as well as the business as “a way of life.”
Other attitudes they spoke of included a willingness

3 N. Churchill, “Entrepreneurs and Their Enterprises: A Stage Model,” Frontiers of Entrepreneurship Research: 1983, ed. ]J. A. Hornaday et al. (Babson Park,

MA: Babson College, 1983), pp: 1-22.

*N. R. Smith and John B. Miner, “Motivational Considerations in the Success of Technologically Innovative Entrepreneurs,” in Frontiers of Entrepreneurship
Research: 1984, ed. ]. A. Hornaday et al. (Babson Park, MA: Babson College, 1984), pp. 448-95.

] B. Miller, N. R. Smith, and J. S. Bracker, “Entrepreneur Motivation and Firm Survival among Technologically Innovative Companies,” ed. N. C. Churchill et
al., Frontiers of Entrepreneurship Research: 1991 (Babson Park, MA: Babson College, 1992), p. 31.

5. A. Timmons and H. H. Stevenson, “Entrepreneurship Education in the 80s: What Entrepreneurs Say,” in Entrepreneurship: What It Is and How to Teach
It, ed. ]. Kao and H. H. Stevenson (Boston: Harvard Business School Press, 1985), pp. 115-34.
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to learn about and invest in new techniques, to be
adaptable, to have a professional attitude, and to
have patience.

Many of the respondents recognized and en-
dorsed the importance of human resource manage-
ment; one entrepreneur said that one of the most
challenging tasks was playing “a leadership role in at-
tracting high-quality people, imparting your vision to
them, and holding and motivating them.” Other en-
trepreneurs focused on the importance of building an
organization and teamwork. For example, the head of
a manufacturing firm with $10 million in sales said,
“Understanding people and how to pull them to-
gether toward a basic goal will be my main challenge
in five years.” The head of a clothing manufacturing
business with 225 employees and $6 million in sales
shared a view of many that one of the most critical ar-
eas where an entrepreneur has leverage and long-
term impact is in managing employees. He said,
“Treating people honestly and letting them know
when they do well goes a long way.”

A number of respondents believed that the abil-
ity to conceptualize their business and do strategic
planning would be of growing importance, particu-
larly when thinking five years ahead. Similarly, the
ageless importance of sensitivity to and respect for
employees was stressed by a chief executive officer
of a firm with $40 million in sales and 400 employ-
ees: “It is essential that the separation between
management and the average employee should be
eliminated. Students should be taught to respect
employees all the way down to the janitor and ac-
cept them as knowledgeable and able persons.” One
company that has taken this concept to heart is
Stonyfield. For the past 25 years, Gary Hirshberg
and founder Samuel Kaymen (now retired) have
overseen Stonyfield Farm’s phenomenal growth,
from its infancy as a seven-cow organic farming
school in 1983 to its current $300 million in annual
sales. Their passionately green, employee-centric
business has enjoyed a compounded annual growth
rate of 27.4 percent for more than 18 years. In 2001
Stonyfield Farm entered a partnership with Groupe
Danone, and in 2005 Hirshberg was named manag-
ing director of Stonyfield Europe, a joint venture
between the two firms to build an entire industry
around organics—a value chain that will stretch
from the green farmer to the health-conscious con-
sumer. Throughout its history, the company has
never faltered in its commitment to its growing fam-

ily of workers by offering great training and devel-
opment opportunities, competitive pay, and strong
benefits, as well as by perpetuating a fun, impas-
sioned work environment.

A consulting study by McKinsey & Co. of
medium-sized growth companies (i.e., companies
with sales between $25 million and $1 billion and
with sales or profit growth of more than 15 percent
annually over five years) confirms that the chief exec-
utive officers of winning companies were notable for
three common traits: perseverance, a builder’s men-
tality, and a strong propensity for taking calculated
risks.

Converging on the Entrepreneurial Mind

The entrepreneur is one of the most infriguing and at the
same fime most elusive characters in the cast that
consitutes the subject of economic analysis.

Professor William Baumol
Department of Economics, NYU

Desirable and Acquirable Attitudes,
Habits, and Behaviors

Many successful entrepreneurs have emphasized
that while their colleagues have initiative and a take-
charge attitude, are determined to persevere, and are
resilient and able to adapt, it is not just a matter of
personality. It is what they do that matters most.”
Although there is an undeniable core of such in-
born characteristics as energy and raw intelligence,
which an entrepreneur either has or does not, it is be-
coming apparent that possession of these characteris-
tics does not necessarﬂy an entrepreneur make.
There is also a good deal of evidence that entrepre-
neurs are born and made better and that certain atti-
tudes and behaviors can be acquired, developed,
practiced, and refined through a combination of ex-
perience and study.” In addition, although not all at-
titudes, habits, and behaviors can be acquired by
everyone at the same pace and with the same profi-
ciency, entrepreneurs are able to significantly im-
prove their odds of success by concentrating on those
that work, by nurturing and practicing them, and by
eliminating, or at least mitigating, the rest. Painstak-
ing effort may be required, and much will depend on
the motivation of an individual to grow; but it seems

“D. K. Clifford, Jr., and R. E. Cavanagh, The Winning Performance (New York: Bantam Books, 1985), p. 3.
8 Determining the attitudes and behaviors in entrepreneurs that are “acquirable and desirable” represents the synthesis of over 50 research studies compiled for
the first and second editions of this book. See extensive references in J. A. Timmons, L. E. Smollen, and A. L. M. Dingee, Jr., New Venture Creation, 2nd

ed. (Homewood, IL.: Richard D. Irwin, 1985), pp. 139-69.

9D. C. McClelland, “Achievement Motivation Can Be Developed,” Harvard Business Review, November—December 1965; D. C. McClelland and David G.
Winter, Motivating Economic Achievement (New York: Free Press, 1969); and J. A. Timmons, “Black Is Beautiful—Is It Bountiful?” Harvard Business

Review, November—December 1971, p. 81.
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people have an astounding capacity to change and
learn if they are motivated and committed to do so.
Testimony given by successful entrepreneurs also
confirms attitudes and behaviors that successful entre-
preneurs have in common. Take, for instance, the first
21 inductees into Babson College’s Academy of Distin-
guished Entrepreneurs,10 including such well-known
entrepreneurs as Ken Olsen of DEC, An Wang of
Wang Computers, Wally Amos of Famous Amos
Chocolate Chip Cookies, Bill Norris of Control Data,
Sochiro Honda of Honda Motors, and the late Ray Kroc
of McDonalds. All 21 of the inductees mentioned the
possession of three attributes as the principal reasons
for their successes: (1) the ability to respond positively
to challenges and learn from mistakes, (2) personal ini-
tiative, and (3) great perseverance and determination.'!

New Research. While Baumols observation
will resonate far into the future, we are fortunate to
have the Praeger Perspectives series, a 2007 three-
volume set of research that focuses on entrepreneur-
ship from three angles: people, process, and place.
This series brings together insights into the field of
entrepreneurship by some of the leading scholars in
the world and adds validation, new perspectives, and
further debate to the complex questions that sur-
round the entrepreneurial mind and entrepreneurial
process. We have drawn on this work liberally in this
edition of New Venture Creation.

The first volume, people, takes a broad view of en-
trepreneurship as a form of human action, pulling to-
gether the current state of the art in academic re-
search with respect to cognitive, economic, social,
and institutional factors that influence entrepreneur-
ial behavior. Why do people start new businesses?
How do people make entrepreneurial decisions?
What is the role played by the social and economic
environment in individuals® decisions about entre-
preneurship? Do institutions matter? Do some
groups of people such as immigrants and women face
particular issues when deciding to start a business?

The second volume process, proceeds through the
life cycle of a new venture start-up by tackling several
key steps in the process: idea, opportunity, team
building, resource acquisition, managing growth, and
entering global markets. It is clear from the work in
this volume that we have (as we alluded to earlier)
learned a tremendous amount about the entrepre-
neurial process over the years.

The third volume, in the series examines place,
which refers to a wide and diverse range of contex-
tual factors that influence the entrepreneur and the

The Entrepreneurial Mind for an Entrepreneurial World

entrepreneurial process. Chapters in this volume ad-
dress entrepreneurship in the context of the corpo-
ration, family, and franchise. The research examines
the impact of public policy and entrepreneurship
support systems at the country and community level
and from an economic and social perspective. In ad-
dition, the volume looks at the technology environ-
ment and financing support structures for entrepre-
neurship as context issues.

We will also be referring to the exciting and
provocative work of Professors Stefan Kwiatkowski
and Nawaz Sharif, editors of the Knowledge Café se-
ries on “Intellectual Entrepreneurship and Courage to
Act.” This text, the fifth in Kwiatkowski’s series, pro-
vides further insight into the entrepreneurial mind-set
involved in creating new intellectual property and
knowledge creation ventures. We are especially
swayed by their work and valuable insight on courage
as a vital aspect of entrepreneurial behavior, and we
have incorporated that into our dominant themes.

Undoubtedly many attitudes and behaviors char-
acterize the entrepreneurial mind, and there is no
single set of attitudes and behaviors that every entre-
preneur must have for every venture opportunity.
Further, the fit concept argues that what is required
in each situation depends on the mix and match of
the key players and how promising and forgiving the
opportunity is, given the founders’ strengths and
shortcomings. A team might collectively show many
desired strengths, but even then there is no such
thing as a perfect entrepreneur—yet.

Seven Dominant Themes

Nothing that sends you fo the grave with a smile on your
face comes easy. Work hard doing what you love. Find
out what gives you energy and improve on it.

Betty Coster, Entrepreneur

A consensus has emerged around seven dominant
themes, shown in Exhibits 2.3 and 2.4.

Commitment and Determination Commit-
ment and determination are seen as more important
than any other factor. With commitment and deter-
mination, an entrepreneur can overcome incredible
obstacles and also compensate enormously for other
weaknesses. For 16 long years following his gradua-
tion from Babson College, Mario Ricciardelli worked
to create a travel agency that catered to students. He
endured lean personal finances and countless set-
backs, including several near bankruptcies, the sud-
den failure of a charter airline that left his young

10 By 2008 a total of 90 inductees had joined the Academy of Distinguished Entrepreneurs, including founders Arthur M. Blank of Home Depot; Richard
Branson of Virgin Group; Magic Johnson; Robert Kraft of the Kraft Group; and the Molson and Forbes families.
H J. A. Hornaday and N. B. Tieken, “Capturing Twenty-One Heffalumps,” in Frontiers of Entrepreneurship Research: 1983, ed. J. A. Hornaday et al. (Babson

Park, MA: Babson College, 1983), pp. 23-50.
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EXHIBIT 2.3

Seven Themes of Desirable and Acquirable Attitudes and Behaviors

Theme

Attitude or Behavior

Commitment and determination

Courage

Leadership

Opportunity obsession

Tolerance of risk, ambiguity, and uncertainty

Creativity, self-reliance, and adaptability

Motivation to excel

Tenacious and decisive, able to recommit/commit quickly
Intensely competitive in achieving goals

Persistent in solving problems, disciplined

Willing to undertake personal sacrifice

Immersed in the mission

Moral strength

Fearless experimentation

Not afraid of conflicts, failure
Intense curiosity in the face of risk

Selfstarter; high standards but not perfectionist

Team builder and hero maker; inspires others

Treats others as you want to be treated

Shares the wealth with all the people who helped create it
Honest and reliable; builds trust; practices fairness

Not a lone wolf

Superior learner and teacher; courage

Patient and urgent

Leadership in shaping the opportunity

Has intimate knowledge of customers’ needs and wants
Market driven

Obsessed with value creation and enhancement

Calculated risk taker

Risk minimizer

Risk sharer

Manages paradoxes and contradictions
Tolerates uncertainty and lack of structure
Tolerates stress and conflict

Able to resolve problems and integrate solutions

Nonconventional, open-minded, lateral thinker (helicopter mind)
Restless with status quo

Able to adapt and change; creative problem solver

Quick learner

No fear of failure

Able to conceptualize and “sweat details”

Goal and results oriented; high but realistic goals
Drive to achieve and grow

Low need for status and power

Interpersonally supporting (versus competitive)
Aware of weaknesses and strengths

Has perspective and sense of humor

clients stranded in Mexico, and a stock swap deal
with a high-profile Internet venture that fell to earth
after two difficult years when the bubble burst. Mario
and Jacqui Lewis, his partner acquired in a subse-
quent acquisition, convinced the troubled parent
company to let them turn in their shares in exchange
for their cash-strapped online travel portal. Having

no money to expand into other markets, in 2003 the
team refocused its efforts on building the most com-
prehensive and exciting online spring break travel
program anywhere. By pouring all of its attention into
that narrow space, the company was able to dramati-
cally increase bookings and profitability. In its first
season as a newly independent venture, it generated
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EXHIBIT 2.4

for an Entrepreneurial World

Core and Desirable Entrepreneurial Attributes

The Nonentrepreneurial Attributes

Outer control

DESIRABLE ATTRIBUTES

N

Invulnerability

CORE ATTRIBUTES
Courage
Commitment and
determination
Leadership

Intelligence

Tolerance of risk,

and adaptability
Motivation to excel

Creativity and
innovativeness

Knows it all

| 4

Counter-dependency

Opportunity obsession

ambiguity, and uncertainty
Creativity, self-reliance,

Energy, health, and
emotional stability

Being "macho"

Capacity to inspire

Perfectionist

Values Impulsiveness

) |

Being antiauthoritarian

just under $1 million in free cash flow. In early 2004,
with year-over-year growth in bookings of 100 percent,
the partners decided to look for a buyer. Ninety days
later, Mario and Jacqui joined the ranks of American
millionaires when their company, StudentCity.com,
was acquired by First Choice Holidays, a $5 billion
tour operator in Europe. Today Mario operates a di-
vision of the acquiring company that generates nine
figures in revenue.

Total commitment is required in nearly all entre-
preneurial ventures. Almost without exception, en-
trepreneurs live under huge, constant pressures—
first for their firms to survive start-up, then for them
to stay alive, and finally for them to grow. A new ven-
ture demands top priority for the entrepreneur’s
time, emotions, and loyalty. Thus commitment and
determination usually require personal sacrifice. An
entrepreneur’s commitment can be measured in sev-
eral ways—through a willingness to invest a substan-
tial portion of his or her net worth in the venture,
through a willingness to take a cut in pay because he
or she will own a major piece of the venture, and
through other major sacrifices in lifestyle and family
circumstances.

The desire to win does not equal the will to never
give up. This is a critically important distinction.
Countless would-be entrepreneurs (and lots of other
types of people for that matter) say that they really

want to win. But few have the dogged tenacity and

unflinching perseverance to make it happen. Take a
young entrepreneur we will call Stephen. One of the
authors introduced him to a potentially invaluable
lead—a brain trust prospect and mega-angel investor.
Stephen placed several phone calls to the investor,
but none were returned. He made a few more calls,
each time leaving a message with the referral infor-
mation. Still no response.

Over the next week the young entrepreneur made
yet another series of over two dozen calls that once
again received no response. At that point, what would
you have done? Have you ever called anyone that
many times and not gotten any sort of reply? Would
you keep trying, or decide to move on and not waste
any more time? Feeling that this individual was a po-
tentially invaluable contact, Stephen refused to give
up. He would make 12 more calls before finally get-
ting a response. In the luncheon meeting that fol-
lowed soon after, the mega-angel agreed to invest $1
million in Stephen’s start-up and serve as chairman of
the board. The company became successful and was
sold four years later for $55 million.

Entrepreneurs are intensely competitive: They
love to win and love to compete—at anything! The
best of them direct all this competitive energy toward
the goal and toward their external competitors. This
is critical; founders who get caught up in competing
with peers in the company invariably destroy team
cohesion and spirit and, ultimately, the team.

Copyright © The McGraw-Hill Companies, Inc.
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Entrepreneurs who successfully build new enter-
prises seek to overcome hurdles, solve problems, and
complete the job; they are disciplined, tenacious, and
persistent. They are able to commit and recommit
quickly. They are not intimidated by difficult situa-
tions; in fact, they seem to think that the impossible
just takes a little longer. However, they are neither
aimless nor foolhardy in their relentless attack on a
problem or obstacle that can impede their business.
If a task is unsolvable, an entrepreneur will actually
give up sooner than others. Most researchers share
the opinion that while entrepreneurs are extremely
persistent, they are also realistic in recognizing what
they can and cannot do, and where they can get help
to solve a very difficult but necessary task.

Courage As we noted earlier, we are indebted
to Stefan Kwiatkowski and Nawaz Sharif for their
insightful and thoughtful work on Courage as an
important dimension of the entrepreneurial mind-
set. Although we added courage as a subcategory in
the previous edition of this text, we did not do it
justice.

In his research essay titled “What the Hell, Let’s
Give It a Try,” Kwiatkowski asserts that courage is not
simple bravery resulting from deficient information
about a given situation, nor pluck anchored in feel-
ings of invulnerability. Courage rather has its source
in broadly understood knowledge, experience, and
integrity of the courageous individual. To prove his
point, Kwiatkowski Googled “core and desirable en-
trepreneurial attributes” combined with “entrepre-
neurship.” Results of that search, and two other
searches also conducted in March 2005, are depicted
in Exhibit 2.5.

EXHIBIT 2.5

Online Search for Desirable Attributes
of Entrepreneurship

Timmons/

Spinelli Theme Google EBSCO Proquest
Commitment 534,000 151 7,042
Leadership 1,200,000 377 7,230
Opportunity obsession 9,010 1 0
Opportunity immersion* 14,000 0 0
Risk tolerance 57,600 4 53
Adaptability 50,400 21 688
Achievement 370,000 192 4,169
Courage 81,000 10 647

*A non-Timmons/Spinelli theme.
Source: S. Kwiatkowski and N. M. Sharif, Knowledge Café for Intel-
lectual Entrepreneurship and Courage to Act (Warsaw, Poland:

Publishing house of Leon Kozminsky Academy of Entrepreneurship
and Management, 2005), p. 231.

Hence, as we continue to converge on the entre-
preneurial mind, we have included and elevated
courage to the second of what are now seven themes.
We see courage having at least three important as-
pects: first, moral strength and principles. This
means the character and the personal integrity to
know right from wrong, and the will and commitment
to act accordingly (to do the right thing). The second
is being a fearless experimenter. This is not to be con-
fused with simply assessing and weighing risk and re-
ward, upside and downside, and one’s comfort with a
certain level of risk and uncertainty. Fearless experi-
mentation suggests a restlessness with convention
and a rejection of the status quo. It is the innovator’s
passion to create, invent, and improve. This relent-
less experimentation is enhanced by a third aspect of
courage: a lack of fear of failing at the experiment—
and most undertakings for that matter—and a lack of
fear of conflicts that may arise. In other words, there
is a mental toughness that is quite impervious to fears
but is not ignorant or oblivious to possible conse-
quences. Consider the following examples of courage
to help elucidate this important concept.

In 1961 the Cuban Missile Crisis was one of the
most dangerous and frightening moments in American
history, and especially in the Cold War between the
old USSR and the United States. Many historians and
military observers believe the two nations came
within hours, even minutes, of hostilities that would
have led to a nuclear holocaust. A few years earlier a
young U.S. Navy ensign was on a ship in these same
waters off Cuba, but he was not on watch at the time.
A senior officer, by error, had charted a course that
the young ensign, through his own sextant and map
calculations (this was long before GPS), had con-
cluded was incorrect and would run the ship
aground. Such a calamity would end the careers of
the navy ship’s commander and officer in charge. The
young ensign, if wrong, would be demoted and court-
marshalled. All of his senior officers were certain that
the ensign’s much more experienced and senior offi-
cer was correct, and the young man was urged not to
pursue his belief in his own calculations. Nonethe-
less, he showed enormous courage, fearlessness, and
confidence that he was doing the right thing, and he
insisted on making his case to the captain of the ship.
The captain listened. Fortunately for all, the young
ensign had carefully and accurately done his readings
and calculations—and was correct. This avoided a
near disaster. This young ensign went on to be a
highly successful entrepreneur. His name was Ewing
Marion Kauffman.

Another example involves an undergraduate stu-
dent whom we will call Mike, who was working at a
popular restaurant in a large northeastern city. He
had worked there as a coop student during his college
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years, first as a dishwasher, and all the way up to man-
ager by the time he graduated. He shared a story
about an incident that happened to him at the restau-
rant that might have cost him his job, as well as other
potential retribution. One early December day at a
particularly quiet time of the late afternoon shift, a
uniformed city policeman came to the restaurant and
asked for the owner, who was there. Mike asked the
officer what the call was about. The officer shoved a
good-sized brown paper bag at Mike and simply said,
“Here, give this to him. He'll know what it’s for.”
Mike promptly gave the bag back to the officer and
said, “No thanks. We don’t do that here.” And he es-
corted the officer out of the restaurant. The apparent
solicitation of a bribe did not sway Mike, who had the
courage and the principles to just say no. This young
man was later admitted to Harvard Business School,
graduated, and has had an outstanding career.

Leadership Successful entrepreneurs are expe-
rienced, possessing intimate knowledge of the tech-
nology and marketplace in which they will compete,
sound general management skills, and a proven track

EXHIBIT 2.6

The Entrepreneurial Leadership Paradigm
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record. They are self-starters and have an internal
locus of control with high standards. They are patient
leaders, capable of installing tangible visions and
managing for the longer haul. The entrepreneur is at
once a learner and a teacher, a doer and a visionary.
The vision of building a substantial enterprise that
will contribute something lasting and relevant to the
world while realizing a capital gain requires the pa-
tience to stick to the task for 5 to 10 years or more.
Work by Dr. Alan Grant lends significant support
to the fundamental “driving forces” theory of entre-
preneurship that will be explored in Chapter 5. Grant
surveyed 25 senior venture capitalists to develop an
entrepreneurial leadership paradigm. Three clear ar-
eas evolved from his study: the lead entrepreneur,
the venture team, and the external environment in-
fluences, which are outlined in further detail in Ex-
hibit 2.6. Furthermore, Grant suggested that to truly
understand this paradigm, it should be “metaphori-
cally associated with a troika, a Russian vehicle pulled
by three horses of equal strength. Each horse repre-
sents a cluster of the success factors. The troika was
driven toward success by the visions and dreams of

The Lead Entrepreneur
Self-concept
Intellectually honest

Has a realist’s attitude rather than one of invincibility.
Trustworthy: his/her word is his/her contract.

Admits what and when he/she does not know.

Pacemaker
Courage

Communication skills
stituents.

Team player

The Venture Team
Organizational style
Ethical behavior
Faithfulness

Displays a high energy level and a sense of urgency.
Capable of making hard decisions: setting and beating high goals.
Maintains an effective dialogue with the venture team, in the marketplace, and with other venture con-

Competent in people management and team-building skills.

The lead entrepreneur and the venture team blend their skills to operate in a participative environment.
Practices strong adherence fo ethical business practices.
Stretched commitments are consistently met or bettered.

Focus Long-term venture strategies are kept in focus, but tactics are varied to achieve them.

Performance/reward
Adaptability
External Environmental Influences
Constituent needs
Prior experience
Mentoring
Problem resolution

Value creation
stakeholders.

Skill emphasis

High standards of performance are created, and superior performance is rewarded fairly and equitably.
Responsive fo rapid changes in product/technological cycles.

Organization needs are satisfied, in parallel with those of the other publics the enterprise serves.
Extensive prior experiences are effectively applied.

The competencies of others are sought and used.

New problems are immediately solved or prioritized.

High commitment is placed on long-term value creation for backers, customers, employees, and other

Marketing skills are stressed over technical ones.

Source: Adapted from A. J. Grant, “The Development of an Entrepreneurial Leadership Paradigm for Enhancing Venture Capital Success,” Frontiers
of Entrepreneurship Research: 1992, ed. J. A. Hornaday et al. (Babson Park, MA: Babson College, 1992).
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the founding entrepreneurs.”'* Grants work is sup-
ported by a later study by Nigel Nicholson in his 1998
European Management journal article, reporting on
the personality and entrepreneurial leadership of the
heads of the U.K.s most successful independent
companies.

Successful entrepreneurs possess a well-developed
capacity to exert influence without formal power.
These people are adept at conflict resolution. They
know when to use logic and when to persuade, when to
make a concession, and when to exact one. To run a
successful venture, an entrepreneur learns to get along
with many different constituencies—the customer, the
supplier, the financial backer, and the creditor, as well
as the partners and others on the inside—often with
conflicting aims. Success comes when the entrepre-
neur is a mediator—a negotiator rather than a dictator.

Successful entrepreneurs are interpersonally sup-
porting and nurturing—not interpersonally competi-
tive. When a strong need to control, influence, and
gain power over others characterizes the lead entre-
preneur, or where he or she has an insatiable appetite
for putting an associate down, the venture usually
gets into trouble. Entrepreneurs should treat others
as they want to be treated; they should share the
wealth with those who contributed. A dictatorial, ad-
versarial, and domineering management style makes
it difficult to attract and keep people who thrive on a
thirst for achievement, responsibility, and results.
Compliant partners and managers often are chosen.
Destructive conflicts often erupt over who has the final
say, who is right, and whose prerogatives are what.

Entrepreneurs who create and build substantial
enterprises are not lone wolves and superindepen-
dent. They do not need to collect all the credit for the
effort. They not only recognize the reality that it is
rarely possible to build a substantial business working
alone, but also actively build a team. They have an
uncanny ability to make heroes out of the people they
attract to the venture by giving responsibility and
sharing credit for accomplishments.

In the corporate setting, this “hero-making” ability
is identified as an essential attribute of successful en-
trepreneurial managers.13 These hero makers, of
both the independent and corporate varieties, try to
make the pie bigger and better, rather than jealously
clutching and hoarding a tiny pie that is all theirs.
They have a capacity for objective interpersonal rela-
tionships as well, which enables them to smooth out
individual differences of opinion by keeping atten-
tion focused on the common goal to be achieved.'*

Opportunity Obsession Successful entrepre-
neurs are obsessed first with opportunity—not with the
money, the resources, the contacts and networking, and
not with image or appearances. Although some of these
latter items have a place and time in the entrepreneur-
ial process, they are not the source and driver for new
ventures. Entrepreneurs, in their best creative mode,
are constantly thinking of new ideas for businesses by
watching trends, spotting patterns, and connecting the
dots to shape and mold a unique enterprise.

Take Tom Stemberg, for example. After business
school—and after over 15 years in the supermarket
business—he began to look for major new opportuni-
ties. He researched and rejected many decent ideas
that were either not good “big” opportunities or not
the right fit for him. He then noted a recurring pat-
tern with profound economic implications; every
Main Street shop in America was selling ballpoint
pens (wholesale cost about 30 cents) for $2, $3, and
more. He soon learned that these very large gross
margins were common for a wide range of products
used by small businesses and the self-employed: copy
paper, writing and clerical supplies, calculators, and
other electronics. Stemberg believed there was a new
business model underlying this opportunity pat-
tern—which, if well-developed and executed, could
revolutionize the office supply business and become
a major enterprise. He and Leo Kahn founded Sta-
ples, and they were certainly right.

Sternberg is now a managing general partner of the
Highland Consumer Fund and focuses on retail and con-
sumer services companies. He is also interested in ways
technology can be applied to further impact existing busi-
nesses. Sternberg brings to bear his deep understanding
of entrepreneurs, new markets, and product innovation
in assisting portfolio companies in building successful
and enduring companies. He also founded ZOOTS, one
of the country’s leading dry cleaning companies, as well
as Olly Shoes, a leading children’s shoe retailer.

Entrepreneurs realize good ideas are a dime a
dozen, but good opportunities are few and far be-
tween. Fortunately, a great deal is now known about
the criteria, the patterns, and the requirements that
differentiate the good idea from the good opportu-
nity. Entrepreneurs rely heavily on their own previ-
ous experiences (or their frustrations as customers) to
come up with their breakthrough opportunities. Kurt
Bauer, for instance, had no prior business training or
experience before he headed for Eastern Europe in
1990 on a Fulbright Scholarship to work on privatiza-
tion in Poland and Russia. In fact, he postponed his

12 A. Grant, “The Development of an Entrepreneurial Leadership Paradigm for Enhancing New Venture Success,” Frontiers of Entrepreneurship Research:

1992, ed. J. A. Hornaday et al. (Babson Park, MA: Babson College, 1992).

3D, L. Bradford and A. R. Cohen, Managing for Excellence: The Guide to Developing High Performance in Contemporary Organizations (New York: John

Wiley & Sons, 1984).
1 Churchill, “Entrepreneurs and Their Enterprises: A Stage Model,” pp. 1-22.
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acceptances to top medical schools in order to go
east. He was so impressed with the seemingly endless
stream of new business opportunities in the old east-
ern bloc countries that upon his return two years
later, he decided to go to business school and try to
figure out how to recognize and pursue the best of
these opportunities. We will study his venture here
from its roots and conception, to business plan devel-
opment, to fund-raising and launch. Kurt and his
brother John, and their venture, are a classic example
of a pattern of opportunity obsession.

Throughout this text, we will examine in great detail
how entrepreneurs and investors are “opportunity ob-
sessed.” We will see their ingenious, as well as straight-
forward, ways and patterns of creating, shaping, mold-
ing, and recognizing opportunities that are not just
good ideas, and then transforming these “caterpillars
into butterflies.” These practices, strategies, and habits
are part of the entrepreneurial mind-set and are skills
and know-how that are learnable and acquirable.

The entrepreneur’s credo is to think opportunity
first and cash last. Time and again—even after har-
vesting a highly successful venture—lead entrepre-
neurs will start up another company. They possess all
the money and material wealth anyone would ever
hope for, yet it is not enough. Like the artist, scientist,
athlete, or musician who, at great personal sacrifice,
strives for yet another breakthrough discovery, new
record, or masterpiece, the greatest entrepreneurs
are similarly obsessed with what they believe is the
next breakthrough opportunity.

An excellent example of this pattern is David Neele-
man, founder of discount airline JetBlue. Having cre-
ated the first electronic airline ticket a few years earlier
while at Morris Air (later sold to Southwest Airlines),
he was a wealthy man. And yet along the way he had
developed a unique vision for a new airline. In 1998 he
was having dinner with his longtime backer and friend
Michael Lazarus, founding partner of Weston-Presidio
Capital Partners. Lazarus asked, “Why do you want to
start a new airline—what is the big opportunity you
see?” Neeleman replied, “I'm going to fly people where
they want to go!” This simple but brilliant concept saw
an opportunity in what all other would-be airline entre-
preneurs saw as a barrier to entry: the entrenched,
massive hub system of large, established airlines.

Entrepreneurs like Stemberg and Neeleman think
big enough about opportunities. They know that a
mom-and-pop business can often be more exhausting
and stressful, and much less rewarding, than a high-
potential business. Their opportunity mind-set is how
to create it, shape it mold it, or fix it so that the cus-
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tomer/end user will respond, Wow! Their thinking
habits focus on what can go right here—what and
how can we change the product or service to make it
go right? What do we have to offer to become the su-
perior, dominant product or service?

Tolerance of Risk, Ambiguity, and Uncer-
tainty Because high rates of change and high lev-
els of risk, ambiguity, and uncertainty are almost a
given, successful entrepreneurs tolerate risk, ambi-
guity, and uncertainty. They manage paradoxes and
contradictions.

Entrepreneurs risk money, but they also risk reputa-
tion. Successful entrepreneurs are not gamblers; they
take calculated risks. Like the parachutist, they are will-
ing to take a risk; however, in deciding to do so, they
calculate the risk carefully and thoroughly and do every-
thing possible to get the odds in their favor. Entrepre-
neurs get others to share inherent financial and business
risks with them. Partners put up money and put their
reputations on the line, and investors do likewise. Cred-
itors also join the party, as do customers who advance
payments and suppliers who advance credit. For exam-
ple, one researcher studied three very successful entre-
preneurs in California who initiated and orchestrated
actions that had risk consequences.'” Tt was found that
while they shunned risk, they sustained their courage by
the clarity and optimism with which they saw the future.
They limited the risks they initiated by carefully defin-
ing and strategizing their ends and by controlling and
monitoring their means—and by tailoring them both to
what they saw the future to be. Further, they managed
risk by transferring it to others.

In 1990 John B. Miner proposed his concept of mo-
tivation—organizational fit, within which he contrasted
a hierarchic (managerial) role with a task (entrepre-
neurial) role.'® This study of motivational patterns
showed that those who are task oriented (i.e., entre-
preneurs) opt for the following roles because of the
corresponding motivations:

Role Motivation

1. Individual achievement. A desire to achieve through one's
own efforts and to attribute success
to personal causation.

A desire to avoid risk and leave

little to chance.
A desire for feedback.

2. Risk avoidance.

3. Seeking results
of behavior.

A desire to infroduce innovative

solutions.

A desire to think about the future

and anticipate future possibilities.

4. Personal innovation.

5. Planning and
sefting goals.

> D. Mitton, “No Money, Know-How, Know-Who: Formula for Managing Venture Success and Personal Wealth,” Frontiers of Entrepreneurship Research: 1984,

ed. J. A. Hornaday et al. (Babson Park, MA: Babson College, 1984), p. 427.

16 ]. B. Miner, “Entrepreneurs, High-Growth Entrepreneurs, and Managers: Contrasting and Overlapping Motivational Patterns,” Journal of Business Venturing

5, p. 224.
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Entrepreneurs also tolerate ambiguity and uncer-
tainty and are comfortable with conflict. Ask some-
one working in a large company how sure they are
about receiving a paycheck this month, in two
months, in six months, and next year. Invariably they
will say that it is virtually certain and will muse at the
question. Start-up entrepreneurs face just the oppo-
site situation: There may be no revenue at the begin-
ning, and if there is, a 90-day backlog in orders would
be quite an exception. To make matters worse, lack of
organization, structure, and order is a way of life.
Constant changes introduce ambiguity and stress into
every part of the enterprise. Jobs are undefined and
changing continually, customers are new, coworkers
are new, and setbacks and surprises are inevitable.
And there never seems to be enough time.

Successful entrepreneurs maximize the good
“higher-performance” results of stress and minimize
the negative reactions of exhaustion and frustration.
Two surveys have suggested that very high levels of
both satisfaction and stress characterize founders, to
a greater degree than managers, regardless of the
success of their ventures.'”

Creativity, Self-Reliance, and Adaptability
The high levels of uncertainty and very rapid rates of
change that characterize new ventures require fluid
and highly adaptive forms of organization that can re-
spond quickly and effectively.

Successful entrepreneurs believe in themselves.
They believe that their accomplishments (and set-
backs) lie within their own control and influence and
that they can affect the outcome. Successful entre-
preneurs have the ability to see and “sweat the details”
and also to conceptualize (i.e., they have “helicopter
minds”). They are dissatisfied with the status quo and
are restless initiators.

The entrepreneur has historically been viewed as
an independent, highly self-reliant innovator and the
champion (and occasional villain) of the free enter-
prise economy. More modern research and investiga-
tion have refined the agreement among researchers
and practitioners alike that effective entrepreneurs
actively seek and take initiative. They willingly put
themselves in situations where they are personally re-
sponsible for the success or failure of the operation.
They like to take the initiative to solve a problem or
fill a vacuum where no leadership exists. They also
like situations where personal impact on problems
can be measured. Again, this is the action-oriented
nature of the entrepreneur expressing itself.

Successful entrepreneurs are adaptive and re-
silient. They have an insatiable desire to know how
well they are performing. They realize that to know

how well they are doing and how to improve their
performance, they need to actively seek and use
feedback. Seeking and using feedback is also central
to the habit of learning from mistakes and setbacks,
and of responding to the unexpected. For the same
reasons, these entrepreneurs often are described as
excellent listeners and quick learners.

Entrepreneurs are not afraid of failing; rather, they
are more intent on succeeding, counting on the fact
that “success covers a multitude of blunders,”*® as
George Bernard Shaw eloquently stated. People who
fear failure will neutralize whatever achievement mo-
tivation they may possess. They will tend to engage in
a very easy task, where there is little chance of failure,
or in a very difficult situation, where they cannot be
held personally responsible if they do not succeed.

Further, successful entrepreneurs learn from fail-
ure experiences. They better understand not only
their roles but also the roles of others in causing the
failure, and thus they are able to avoid similar prob-
lems in the future. There is an old saying to the effect
that the cowboy who has never been thrown from a
horse undoubtedly has not ridden too many! The iter-
ative, trial-and-error nature of becoming a successful
entrepreneur makes serious setbacks and disappoint-
ments an integral part of the learning process.

Motivation to Excel Successful entrepreneurs
are motivated to excel. Entrepreneurs are self-
starters who appear driven internally by a strong
desire to compete against their own self-imposed
standards and to pursue and attain challenging goals.
This need to achieve has been well established in the
literature on entrepreneurs since the pioneering
work of McClelland and Atkinson on motivation in
the 1950s and 1960s. Seeking out the challenge
inherent in a start-up and responding in a positive
way, noted by the distinguished entrepreneurs men-
tioned earlier, is achievement motivation in action.
Conversely, these entrepreneurs have a low need
for status and power, and they derive personal moti-
vation from the challenge and excitement of creating
and building enterprises. They are driven by a thirst
for achievement, rather than by status and power.
Ironically, their accomplishments, especially if they
are very successful, give them power. But it is impor-
tant to recognize that power and status are a result of
their activities. Setting high but attainable goals
enables entrepreneurs to focus their energies, be selec-
tive in sorting out opportunities, and know what to
say no to. Having goals and direction also helps de-
fine priorities and provides measures of how well
they are performing. Possessing an objective way of
keeping score, such as changes in profits, sales, or

TE. A. Fagonson, “Personal Value Systems of Men and Women Entrepreneurs versus Managers,” Journal of Business Venturing, 1993.
18 Gited in R. Little, How to Lose $100,000,000 and Other Valuable Advice (Boston: Little, Brown, 1979), p. 72.
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stock price, is also important. Thus money is seen as
a tool and a way of keeping score, rather than the ob-
ject of the game by itself.

Successful entrepreneurs insist on the highest per-
sonal standards of integrity and reliability. They do
what they say they are going to do, and they pull for
the long haul. These high personal standards are the
glue and fiber that bind successful personal and busi-
ness relationships and make them endure.

A study involving 130 members of the Small Com-
pany Management Program at Harvard Business
School confirmed how important this issue is. Most
simply said it was the single most important factor in
their long-term success. !

The best entrepreneurs have a keen awareness of
their own strengths and weaknesses and those of their
partners and of the competitive and other environ-
ments surrounding and influencing them. They are
coldly realistic about what they can and cannot do and
do not delude themselves; that is, they have “veridical
awareness” or “optimistic realism.” It also is worth
noting that successful entrepreneurs believe in them-
selves. They do not believe that fate, luck, or other
powerful, external forces will govern the success or

EXHIBIT 2.7
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failure of their ventures. They believe they personally
can affect the outcome. This attribute is also consis-
tent with achievement motivation, which is the desire
to take personal responsibility, and self-confidence.

This veridical awareness often is accompanied by
other valuable entrepreneurial traits—perspective
and a sense of humor. The ability to retain a sense of
perspective, and to “know thyself” in both strengths
and weaknesses, makes it possible for an entrepre-
neur to laugh, to ease tensions, and to get an unfavor-
able situation set in a more profitable direction.

Entrepreneurial Reasoning: The
Entrepreneurial Mind in Action

How do successful entrepreneurs think, what actions
do they initiate, and how do they start and build busi-
nesses? By understanding the attitudes, behaviors,
management competencies, experience, and know-
how that contribute to entrepreneurial success, one
has some useful benchmarks for gauging what to do.
Exhibit 2.7 examines the role of opportunity in entre-
preneurship.

Opportunity Knocks—Or Does It Hide? An Examination
of the Role of Opportunity Recognition in Entrepreneurship

Number (and Proportion) of Opportunities of Various Sources and Types

Sources of Opportunities Entrepreneurs Nonentrepreneurs
Prior work 67 (58.3%) 13 (48.2%)
Prior employment 36 6

Prior consulting work 11 4

Prior business 20 2

Network 25 (21.7%) 8 (29.6%)
Social contact 7 6

Business contact 18 2

Thinking by analogy 13 (11.3%) 6 (22.2%)
Partner 10 (8.7%) —

Types of Opportunities Entrepreneurs Nonentrepreneurs
Niche expansion/ 29 (25.2%) 7 (29.2%)
underserved niche

Customer need 34 (29.6%) 6 (25.0%)
Own firm’s need 6 (5.2%) 1 (4.2%)
Better technology 46 (40.0%) 10 (41.7%)

Source: Charlene, Zeitsma, “Opportunity Knocks—Or Does it Hide2 An Examination of the Role of
Opportunity Recognition in Entrepreneurship.” In P. D. Reynolds, et al., eds., Frontiers of Entrepre-
neurship Research: 1999, Babson Park, MA: Babson College. Used by permission of the author.

Note: Numbers equal fotal people in the sample allocated to each category. Numbers in
parentheses equal percentage of total surveyed.

19W. H. Stewart, Jr., W. E. Watson, J. C. Carland, and J. W. Carland, “A Comparison of Entrepreneurs, Small Business Owners, and Corporate Managers,”
Journal of Business Venturing 14, no. 2 (1999).
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EXHIBIT 2.8
Who Is the Entrepreneur?
High
Inventor Entrepreneur
Creativity
and
innovation
Promoter Mgngger,
administrator
Low High

General management skills, business know-how, and networks

Successful entrepreneurs have a wide range of
personality types. Most research about entrepre-
neurs has focused on the influences of genes, family,
education, career experience, and so forth, but no
psychological model has been supported. Studies
have shown that an entrepreneur does not need spe-
cific inherent traits, but rather a set of acquired
skills. 2" Perhaps one Price-Babson College fellow
phrased it best when he said, “One does not want to
overdo the personality stuff, but there is a certain
ring to it.”2!

“There is no evidence of an ideal entrepreneurial
personality. Great entrepreneurs can be either gregar-
ious or low-key, analytical or intuitive, charismatic or
boring, good with details or terrible, delegators or
control freaks. What you need is a capacity to execute
in certain key Ways.”2 Successful entrepreneurs share
common attitudes and behaviors. They work hard and
are driven by an intense commitment and determined
perseverance; they see the cup half full, rather than
half empty; they strive for integrity; they thrive on the
competitive desire to excel and win; they are dissatis-
fied with the status quo and seek opportunities to im-
prove almost any situation they encounter; they use
failure as a tool for learning and eschew perfection in
favor of effectiveness; and they believe they can per-
sonally make an enormous difference in the final out-
come of their ventures and their lives.

Those who have succeeded speak of these atti-
tudes and behaviors time and again.23 For example,
two famous entrepreneurs have captured the intense
commitment and perseverance of entrepreneurs.
Wally Amos, famous for his chocolate chip cookies,

20W. Lee, “What Successful Entrepreneurs Really Do,” Lee Communications, 2001.

said, “You can do anything you want to do.”** John
Johnson of Johnson Publishing Company (publisher
of Ebony) expressed it this way: “You need to think
yourself out of a corner, meet needs, and never, never
accept no for an answer.”?

Successful entrepreneurs possess not only a cre-
ative and innovative flair, but also solid management
skills, business know-how, and sufficient contacts.
Exhibit 2.8 demonstrates this relationship.

Inventors, noted for their creativity, often lack the
necessary management skills and business know-how.
Promoters usually lack serious general management
and business skills and true creativity. Managers gov-
ern, police, and ensure the smooth operation of the
status quo; their management skills, while high, are
tuned to efficiency as well, and creativity is usually
not required. Although the management skills of the
manager and the entrepreneur overlap, the manager
is more driven by conservation of resources and the
entrepreneur is more opportunity-driven.26

The Concept of Apprenticeship

Shaping and Managing an
Apprenticeship

When one looks at successful entrepreneurs, one
sees profiles of careers rich in experience. Time
and again there is a pattern among successful en-
trepreneurs. They have all acquired 10 or more
years of substantial experience, built contacts, gar-
nered the know-how, and established a track record

2! Comment made during a presentation at the June 1987 Price-Babson College Fellows Program by Jerry W. Gustafson, Coleman-Fannie May Candies Profes-

sor of Entrepreneurship, Beloit College, at Babson College.

22 Lee, “What Successful Entrepreneurs Really Do,” Lee Communications, 2001.

3 See the excellent summary of a study of the first 21 inductees into Babson College’s Academy of Distinguished Entrepreneurs by J. A. Hornaday and
N. Tieken, “Capturing Twenty-One Heffalumps,” in Frontiers of Entrepreneurship Research: 1983, pp. 23, 50.

2 Made during a speech at his induction in 1982 into the Academy of Distinguished Entrepreneurs, Babson College.

25 Made during a speech at his induction in 1979 into the Academy of Distinguished Entrepreneurs, Babson College.

26 Timmons, Muzyka, Stevenson, and Bygrave, “Opportunity Recognition: The Core of Entrepreneurship,” pp. 42-49.
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in the industry, market, and technology niche
within which they eventually launch, acquire, or
build a business. Frequently they have acquired in-
timate knowledge of the customer, distribution
channels, and market through direct sales and mar-
keting experience. The more successful ones have
made money for their employer before doing it for
themselves. Consider the following examples:

» Apple Computer founders Steve Jobs and Steve
Wozniak were computer enthusiasts as pre-
teens and had accumulated a relatively lengthy
amount of experience by the time they started
the company in their mid-20s. In entirely new
industries such as PCs, a few years can be a
large amount of experience.

= Paul Tobin had no prior cellular phone experi-
ence when he was picked up by John Kluge to
launch Cellular One of eastern Massachusetts—
but neither did anyone else! He had had six
years of experience at Satellite Business Sys-
tems in marketing and had previously spent
over five years launching and building his own
company in a nontechnology business. His
learning curves as an entrepreneur were invalu-
able in the next start-up.

» Jeff Parker had worked for 10 years in the bond-
trading business at three major investment banks;
he had sold, managed, and built a substantial
trading business at one of the investment banks.
His technical and computer background enabled
him to write programs to assist bond traders on
the first Apple computers. He launched Techni-
cal Data Corporation with $100,000, and built
the first online computer system for bond
traders. A few years later, his company was sold
to Telerate for more than $20 million.>”

Tens of thousands of similar examples exist. There
are always exceptions to any such pattern, but if you
want the odds in your favor, get the experience first.
Successful entrepreneurs are likely to be older and to
have at least 8 to 10 years of experience. They are
likely to have accumulated enough net worth to con-
tribute to funding the venture or to have a track
record impressive enough to give investors and cred-
itors the necessary confidence. Finally, they usually
have found and nurtured relevant business and other
contacts and networks that ultimately contribute to
the success of their ventures.

The first 10 or so years after leaving school can
make or break an entrepreneur’s career in terms of
how well he or she is prepared for serious entrepre-
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neuring. Evidence suggests that the most durable en-
trepreneurial careers, those found to last 25 years or
more, were begun across a broad age spectrum, but
after the person selected prior work or a career to
prepare specifically for an entrepreneurial career.

Having relevant experience, know-how;, attitudes,
behaviors, and skills appropriate for a particular ven-
ture opportunity can dramatically improve the odds
for success. The other side of the coin is that if an en-
trepreneur does not have these, then he or she will
have to learn them while launching and growing the
business. The tuition for such an approach is often
greater than most entrepreneurs can afford.

Since entrepreneurs frequently evolve from an en-
trepreneurial heritage or are shaped and nurtured by
their closeness to entrepreneurs and others, the con-
cept of an apprenticeship can be a useful one. Much
of what an entrepreneur needs to know about entre-
preneuring comes from learning by doing. Knowing
what to prepare for, where the windows for acquiring
the relevant exposure lie, how to anticipate these,
where to position oneself, and when to move on can
be quite useful.

As Howard Stevenson of the Harvard Business
School has often reminded us when teaching in the
Price-Babson College Fellows Program, and else-
where:

You have to approach the world as an equal. There is no
such thing as being supplicant. You are trying to work
and create a better solution by creating action among a
series of people who are relatively equal. We destroy
potential entrepreneurs by putting them in a velvet-
lined rut, by giving them jobs that pay too much, and by
telling them they are too good, before they get adequate
intelligence, experience, and responsibility.

Windows of Apprenticeship

Exhibit 2.9 summarizes the key elements of an ap-
prenticeship and experience curve and relates these
to age windows.” Age windows are especially impor-
tant because of the inevitable time it takes to create
and build a successful activity, whether it is a new
venture or within another organization.

There is a saying in the venture capital business
that the “lemons,” or losers, in a portfolio ripen in
about two and one-half years and that the “pearls,” or
winners, usually take seven or eight years to come to
fruition. Therefore, seven years is a realistic time
frame to expect to grow a higher-potential business to
a point where a capital gain can be realized. Interest-
ingly, presidents of large corporations, presidents of

27 This example is drawn from “Technical Data Corporation,” HBS Cases 283-072, 283-073, Harvard Business School, 198-1.
25 The authors wish to acknowledge the contributions to this thinking by Harvey “Chet” Krentzman, entrepreneur, lecturer, author, and nurturer of at least three

dozen growth-minded ventures over the past 20 years.
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EXHIBIT 2.9
Windows of Entrepreneurial Apprenticeship
Age
Elements of the Apprenticeship
and Experience Curve 20s 30s 40s 50s
1. Relevant business experience Low Moderate to high Higher Highest
2. Management skills and Low to moderate Moderate to high High High
know-how
3. Entrepreneurial goals Varies widely Focused high High High
and commitment
4. Drive and energy Highest High Moderate Lowest
5. Wisdom and judgment Lowest Higher Higher Highest
6. Focus of apprenticeship Discussing what you General management Growing and Reinvesting
enjoy; key is learning Division management harvesting
business, sales, Founder
marketing; profit and
loss responsibility
7. Dominant life-stage issues* Realizing your dream Personal growth and Renewal,
of adolescence and new directions and regeneration,
young adulthood ventures reinvesting

in the system

*From The Seasons of a Man’s Life by Daniel Levinson, copyright © 1978 by Daniel J. Levinson. Used by permission of Alfred A. Knopf, a division

of Random House, Inc.

colleges, and self-employed professionals often de-
scribe years as the time it takes to do something sig-
nificant.

The implications of this are quite provocative.
First, time is precious. Assume an entrepreneur
spends the first five years after college or graduate
school gaining relevant experience. He or she will be
25 to 30 years of age (or maybe as old as 35) when
launching a new venture. By the age of 50, there will
have been time for starting, at most, three successful
new ventures. What’s more, entrepreneurs commonly
go through false starts or even a failure at first in the
trial-and-error process of learning the entrepreneurial
ropes. As a result, the first venture may not be
launched until later (i.e., in the entrepreneur’s mid- to
late 30s). This would leave time to grow the current
venture and maybe one more. (There is always the
possibility of staying with a venture and growing it to a
larger company of $50 million or more in sales.)

Reflecting on Exhibit 2.9 will reveal some other
paradoxes and dilemmas. For one thing, just when an
entrepreneur’s drive, energy, and ambition are at a
peak, the necessary relevant business experience and
management skills are least developed, and those
critical elements, wisdom and judgment, are in their
infancy. Later, when an entrepreneur has gained the
necessary experience in the “deep, dark canyons of
uncertainty” and has thereby gained wisdom and

judgment, age begins to take its toll. Also, patience
and perseverance to relentlessly pursue a long-term
vision need to be balanced with the urgency and real-
ism to make it happen. Flexibility to stick with the
moving opportunity targets and to abandon some and
shift to others is also required. However, flexibility
and the ability to act with urgency disappear as the
other commitments of life are assumed.

The Concept of Apprenticeship:
Acquiring the 50,000 Chunks

During the past several years, studies about entre-
preneurs have tended to confirm what practitioners
have known all along: that some attitudes, behaviors,
and know-how can be acquired and that some of
these attributes are more desirable than others. It is
also clear that apprenticeship is a vital aspect of en-
trepreneurial education.

Increasingly, research studies on the career paths
of entrepreneurs and the self-employed suggest that
the role of experience and know-how is central in suc-
cessful venture creation. Many successful entrepre-
neurs do not have prior industry experience. More
critical to the entrepreneur is the ability to gain infor-
mation and act on it.* Evidence also suggests that
success is linked to preparation and planning.‘go This is
what getting 50,000 chunks of experience is all about.

2 K. H. Vesper, “New Venture Ideas: Don’t Overlook the Experience Factor,” Harvard Business Review, reprinted in Growing Concerns: Building and Manag-
_ing the Smaller Business, ed. D. E. Gumpert (New York: John Wiley & Sons, 1984), pp. 28-55.
30 See R. Ronstadt’s and H. Stevenson’s studies reported in Frontiers of Entrepreneurship Research: 1983.
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Although formal market research may provide
useful information, it is also important to recognize
the entrepreneur’s collective, qualitative judgment
must be weighted most heavily in evaluating oppor-
tunities. One study found that entrepreneurs view
believing in the idea, and experimenting with new
venture ideas that result in both failures and suc-
cesses, as the most important components of oppor-
tunity recognition.31

Most successful entrepreneurs follow a pattern of
apprenticeship, where they prepare for becoming en-
trepreneurs by gaining the relevant business experi-
ences from parents who are self-employed or through
job experiences. They do not leave acquisition of
experience to accident or osmosis. As entrepreneur
Harvey “Chet” Krentzman has said, “Know what you
know and what you don’t know.”

Role Models

Numerous studies show a strong connection between
the presence of role models and the emergence of
entrepreneurs. For instance, an early study showed
that more than half of those starting new businesses
had parents who owned businesses.>* Likewise, 70
percent of MIT graduates who started technology
businesses had entrepreneurial parents.33 The au-
thors summarized it this way:

Family firms spawn entrepreneurs. Older generations
provide leadership and role modeling. This phenome-
non cuts across industries, firm size and gender.

The Babson College Historically Black Colleges and
Universities Case Writing Consortium write teaching
cases featuring African American entrepreneurs. The
experiences of these black entrepreneurs are exactly
the role modeling that inspires students.

Myths and Redlities

Folklore and stereotypes about entrepreneurs and
entrepreneurial success are remarkably durable,
even in these informed and sophisticated times.
More is known about the founders and the process of
entrepreneurship than ever before.

However, certain myths enjoy recurring attention
and popularity, in part because while generalities may
apply to certain types of entrepreneurs and particular
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situations, the great variety of founders tends to defy
generalization. Exhibit 2.10 lists myths about entre-
preneurs that have persisted and realities that are
supported by research.

Studies have indicated that 90 percent or more of
founders start their companies in the same market-
place, technology, or industry they have been working
in.>* Others have found that entrepreneurs are likely
to have role models, have 8 to 10 years of experience,
and be well educated. It also appears that successful
entrepreneurs have a wide range of experiences in
products/markets and across functional areas.> Stud-
ies also have shown that most successful entrepreneurs
start companies in their 30s. One study of founders of
high-tech companies on Route 128 in Boston showed
that the average age of the founders was 40.

It has been found that entrepreneurs work both
more and less than their counterparts in large organ-
izations, that they have high degrees of satisfaction
with their jobs, and that they are healthier.® Another
study showed that nearly 21 percent of the founders
were over 40 when they embarked on their entrepre-
neurial career, the majority were in their 30s, and just
over one-fourth did so by the time they were 25.

What Can Be Learned?

For over 30 years, the authors have been engaged as
educators, cofounders, investors, advisors, and direc-
tors of new, higher-potential ventures. Throughout
the text are multipart cases about real, young entre-
preneurs, including some of our former college and
graduate students. You will face the same situations
these aspiring entrepreneurs faced as they sought to
turn dreams into reality. The cases and text, com-
bined with other online resources, will enable you to
grapple with all of the conceptual, practical, financial,
and personal issues entrepreneurs encounter. This
book will help you get the odds of success in your
favor. It will focus your attention on developing
answers for the most important of these questions,
including these:

* What does an entrepreneurial career take?

= What is the difference between a good oppor-
tunity and just another idea?

* Is the opportunity I am considering the right
opportunity for me now?

'?1 “Successful Entrepreneurs’ Insights into Opportunity Recognition,” G. Hills and R. Shrader, University of Tllinois, Chicago, 2000.
32 A, Cooper and W. Dunkelberg, A New Look at Business Entry (San Mateo, CA: National Federation of Independent Businesses, March 1984).

33 Fortune, June 7, 1999.

31A good summary of some of these studies is provided by R. H. Brockhaus, “The Psychology of the Entrepreneur,” in Encyclopedia of Entrepreneurship, ed.
__ C. Kent, D. Sexton, and K. Vesper (Englewood Cliffs, NJ: Prentice-Hall, 1982), pp. 50, 55.
35 Over 80 studies in this area have been reported in Frontiers of Entrepreneurship Research (Babson Park, MA: Babson College) for the years 1981 through 1997.

36 Stevenson, “Who Are the Harvard Self-Employed?” p. 233.
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EXHIBIT 2.10

Myths and Realities about Entrepreneurs

Myth 1—Entrepreneurs are born, not made.

Reality—While entrepreneurs are born with certain native intelligence, a flair for creating, and energy, these talents by themselves are
like unmolded clay or an unpainted canvas. The making of an entrepreneur occurs by accumulating the relevant skills, know-
how, experiences, and contacts over a period of years and includes large doses of self-development. The creative capacity to
envision and then pursue an opportunity is a direct descendant of at least 10 or more years of experience that lead to pattern
recognition.

Myth 2—Anyone can start a business.

Reality—Entrepreneurs who recognize the difference between an idea and an opportunity, and who think big enough, start businesses
that have a better chance of succeeding. Luck, to the extent it is involved, requires good preparation. And the easiest part is
starting. What is hardest is surviving, sustaining, and building a venture so its founders can realize a harvest. Perhaps only one
in 10 to 20 new businesses that survive five years or more results in a capital gain for the founders.

Myth 3—Entrepreneurs are gamblers.

Reality—Successful entrepreneurs take very careful, calculated risks. They try to influence the odds, often by getting others to share risk
with them and by avoiding or minimizing risks if they have the choice. Often they slice up the risk into smaller, quite digestible
pieces; only then do they commit the time or resources to determine if that piece will work. They do not deliberately seek to take
more risk or to take unnecessary risk, nor do they shy away from unavoidable risk.

Myth 4—Entrepreneurs want the whole show to themselves.

Reality—Owning and running the whole show effectively puts a ceiling on growth. Solo entrepreneurs usually make a living. It is
extremely difficult to grow a higher-potential venture by working single-handedly. Higher potential entrepreneurs build a team,
an organization, and a company. Besides, 100 percent of nothing is nothing, so rather than taking a large piece of the pie,
they work to make the pie bigger.

Myth 5—Entrepreneurs are their own bosses and completely independent.

Reality—Entrepreneurs are far from independent and have to serve many masters and constituencies, including partners, investors,
customers, suppliers, creditors, employees, families, and those involved in social and community obligations. Entrepreneurs,
however, can make free choices of whether, when, and what they care to respond to. Moreover, it is extremely difficult, and
rare, to build a business beyond $1 million to $2 million in sales single-handedly.

Myth 6—Entrepreneurs work longer and harder than managers in big companies.

Reality—There is no evidence that all entrepreneurs work more than their corporate counterparts. Some do, some do not. Some actually
report that they work less.

Myth 7—Entrepreneurs experience a great deal of stress and pay a high price.

Reality—Being an entrepreneur is stressful and demanding. But there is no evidence that it is any more stressful than numerous other
highly demanding professional roles, and entrepreneurs find their jobs very satisfying. They have a high sense of
accomplishment, are healthier, and are much less likely to retire than those who work for others. Three times as many
entrepreneurs as corporate managers say they plan to never retire.

Myth 8—Start a business and fail and you'll never raise money again.

Reality—Talented and experienced entrepreneurs—because they pursue attractive opportunities and are able to aftract the right people
and necessary financial and other resources to make the venture work—often head successful ventures. Further, businesses fail,
but entrepreneurs do not. Failure is often the fire that tempers the steel of an entrepreneur’s learning experience and street
savvy.

Myth 9—Money is the most important start-up ingredient.

Reality—If the other pieces and talents are there, the money will follow, but it does not follow that an entrepreneur will succeed if he or
she has enough money. Money is one of the least important ingredients in new venture success. Money is fo the entrepreneur
what the paint and brush are to the artis—an inert tool that in the right hands can create marvels.

Myth 10—Entrepreneurs should be young and energetic.

Reality—While these qualities may help, age is no barrier. The average age of entrepreneurs starting high-potential businesses is in the
mid-30s, and there are numerous examples of entrepreneurs starting businesses in their 60s. What is critical is possessing the
relevant know-how, experience, and contacts that greatly facilitate recognizing and pursuing an opportunity.

Myth 11—Entrepreneurs are motivated solely by the quest for the almighty dollar.

Reality—Entrepreneurs seeking high-potential ventures are more driven by building enterprises and realizing long-term capital gains than
by instant gratification through high salaries and perks. A sense of personal achievement and accomplishment, feeling in
control of their own destinies, and realizing their vision and dreams are also powerful motivators. Money is viewed as a tool
and a way of keeping score, rather than an end in itself. Entrepreneurs thrive on the thrill of the chase; and, time and again,
even after an entrepreneur has made a few million dollars or more, he or she will work on a new vision to build another
company.

(continued)
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EXHIBIT 2.10 (concluded)

Myths and Realities about Entrepreneurs

Myth 12—Entrepreneurs seek power and control over others.

Reality—Successful entrepreneurs are driven by the quest for responsibility, achievement, and results, rather than for power for its own
sake. They thrive on a sense of accomplishment and of outperforming the competition, rather than a personal need for power
expressed by dominating and controlling others. By virtue of their accomplishments, they may be powerful and influential, but
these are more the by-products of the entrepreneurial process than a driving force behind it.

Myth 13—If an entrepreneur is talented, success will happen in a year or two.

Reality—An old maxim among venture capitalists says it all: The lemons ripen in two and a half years, but the pearls take seven or eight.
Rarely is a new business established solidly in less than three or four years.

Myth 14—Any entrepreneur with a good idea can raise venture capital.

Reality—Of the ventures of entrepreneurs with good ideas who seek out venture capital, only 1 to 3 out of 100 are funded.

Myth 15—If an entrepreneur has enough start-up capital, he or she can't miss.

Reality—The opposite is often true; that is, too much money at the outset often creates euphoria and a spoiled-child syndrome. The
accompanying lack of discipline and impulsive spending usually lead to serious problems and failure.

Myth 16—Entrepreneurs are lone wolves and cannot work with others.

Reality—The most successful entrepreneurs are leaders who build great teams and effective relationships working with peers, directors,
investors, key customers, key suppliers, and the like.

Myth 17—Unless you attained 600+ on your SATs or GMATs, you'll never be a successful entrepreneur.

Reality—Entrepreneurial IQ is a unique combination of creativity, motivation, integrity, leadership, team building, analytical ability, and
ability to deal with ambiguity and adversity.

= Why do some firms grow quickly to several mil-
lion dollars in sales but then stumble, never
growing beyond a single-product firm?

» What are the critical tasks and hurdles in seiz-
ing an opportunity and building the business?

* How much money do I need and when, where,
and how can I get it—on acceptable terms?

= What financing sources, strategies, and mecha-
nisms can I use from prestart, through meaning-
ful careers in new and growing firms, and in the
early growth stage to the harvest of my venture?

= What are the minimum resources I need to
gain control over the opportunity, and how can
I do this?

* Is a business plan needed? If so, what kind is
needed and how and when should I develop
one?

= Who are the constituents for whom I must cre-
ate or add value to achieve a positive cash flow
and to develop harvest options?

* What is my venture worth and how do I negoti-
ate what to give up?

What are the opportunities and implications for
21st century entrepreneurs and the Internet,
clean tech, and nanosciences? How can these
be seized and financed?

What do I need to know and practice in entre-
preneurial reasoning and thinking to have a
competitive edge?

What are some of the pitfalls, minefields, and
hazards I need to anticipate, prepare for, and
respond to?

What are the contacts and networks I need to
access and to develop?

Do I know what I do and do not know, and do I
know what to do about it?

How can I develop a personal “entrepreneurial
game plan” to acquire the experience I need to
succeed?

How critical and sensitive is the timing in each
of these areas?

Why do entrepreneurs who succeed in the long
term seek to maintain reputations for integrity
and ethical business practices?

= What are the critical transitions in entrepre-
neurial management as a firm grows from $1
million to $5 million to $25 million in sales?

We believe that we can significantly improve the
quality of decisions students make about entrepre-
neurship and thereby also improve the fit between
what they aspire to do and the requirements of the
particular opportunity. In many cases, those choices
lead to self-employment or meaningful careers in
new and growing firms and, increasingly, in large
firms that “get it.” In other cases, students join larger

= What is it that entrepreneurial leaders do dif-
ferently that enables them to achieve such com-
petitive breakthroughs and advantages,
particularly over conventional practices, but
also so-called best practices?

Copyright © The McGraw-Hill Companies, Inc.
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firms whose customer base and/or suppliers are
principally the entrepreneurial sector. Still others
seek careers in the financial institutions and profes-
sional services firms that are at the vortex of the entre-
preneurial economy: venture capital, private equity,
investment banks, commercial banks, consulting, ac-
counting, and the like.

Our view of entrepreneurship is that it need not be
an end in itself. Rather, it is a pathway that leads to in-
numerable ideas and opportunities, and opens visions
of what young people can become. You will learn
skills, and how to use those skills appropriately. You
will learn how to tap your own and others’ creativity,
and to apply your new energy. You will learn the dif-
ference between another good idea and a serious op-
portunity. You will learn the power and potential of
the entrepreneurial team. You will learn how entre-
preneurs finance and grow their companies, often
with ingenious bootstrapping strategies that get big
results with minimal resources. You will learn the joy
of self-sufficiency and independence. You will learn
how entrepreneurial leaders make this happen, and
give back to society. You will discover anew what it is
about entrepreneurship that gives you sustaining en-
trepreneurial reasoning and thinking in order to fuel
your dreams. One of the best perspectives on this
comes from Jerry Gustafson, Coleman-Fannie May
Candies Professor of Entrepreneurship and Chair,
Beloit College, Beloit, Wisconsin, who was probably
the first professor at a liberal arts college to create an
entrepreneurship course:

Entrepreneurship is important for its own sake. The
subject frames an ideal context for students to address
perennial questions concerning their identity, objectives,
hopes, relation to society, and the tension between
thought and action. Entrepreneurship concerns thinking
of what we are as persons. . . . Furthermore, of its nature,
entrepreneurship is about process. One cannot discuss
entrepreneurship without encountering the importance
of goal setting, information gathering, persistence, re-
sourcefulness, and resiliency. It is not lost on students
that the behaviors and styles of entrepreneurs tend to be
socially rewarded, and these are precisely the behaviors
we wish to see the students exhibit in the classroom.>”

A Word of Caution: What SATs, 1Q Tests,
GMATs, and Others Don’t Measure

Nothing in the world can fake the place of persistence.
Talent will not; nothing is more common than unsuccessful
men with talent. Genius will not; unrewarded genius is
almost a proverb. Education will not; the world is full of
educated derelicts. Persistence and determination alone

are omnipotent. The slogan “Press on” has solved and
solved and always will solve the problems of the human
race.

President Calvin Coolidge

The following data about alumni whose careers were
followed for nearly 25 years has always shocked second-
year Harvard MBA students. Regardless of the meas-
ure one applies, among the very top of the class were
graduates who were both highly successful and not
very successful. At the bottom of the class were
alumni who became outrageously successful, and
others who accomplished little with their lives and ex-
ceptional education. The middle of the class achieved
all points on the continuum of success. How could
this be?

America’s brightest fared poorly in the Third In-
ternational Mathematics and Science Study compar-
ing high school seniors from 20 nations, according to
The New York Times. In a competition between the
world’s most precocious seniors, those taking physics
and advanced math, the Americans performed at the
bottom. The article noted,

After decades of agonizing over the fairness of SAT
scores, the differences between male and female math-
ematical skills, and gaps in 1Q between various racial
and ethnic groups, the notion of intelligence and how to
measure it remains more political than scientific, and as
maddenly elusive as ever.’ 8

In short, there are many different kinds of intelli-
gence—a much greater bandwidth than most re-
searchers and test architects ever imagined. The dy-
namic and subtle complexities of the entrepreneurial
task require its own special intelligences. How else
would one explain the enormous contradiction inher-
ent in business and financially failed geniuses?

One only need consider the critical skills and ca-
pacities that are at the heart of entrepreneurial lead-
ership and achievement, yet are not measured by the
IQ tests, SATs, GMATs, and the like that grade and
sort young applicants with such imprecision. Con-
sider the skills and capacities not measured by these
tests:

v Leadership skills.

v Interpersonal skills.

v/ Team building and team playing.

v Creativity and ingenuity.

v/ Motivation.

v Learning skills (versus knowledge).
v Persistence and determination.

v Values, ethics, honesty, and integrity.

3_ J. Gustafson, “SEEing Is Not Only about Business,” PULSE, 1988 (Babson Park, MA: Price-Babson College Fellows Program).
35 “Tests Show Nobody’s Smart about Intelligence,” The New York Times, March 1, 1998, p. 4-1.
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Goal-setting orientation.

Self-discipline.

Frugality.

Resourcefulness.

Resiliency and capacity to handle adversity.
Ability to seek, listen, and use feedback.
Reliability.

Dependability.

Sense of humor.

SNSSNSNSSANASNS

It is no wonder that a number of excellent colleges
and universities eliminated these measures or placed
them in a proper perspective. Obviously this should
not be construed to mean entrepreneurship is for
dummies. Quite the opposite is true. Indeed, intelli-
gence is a very valuable and important asset for en-
trepreneurs, but by itself is woefully inadequate.

Clearly just being very smart won't help much if
one doesn’t possess numerous other qualities (see
Chapter 8, The Entrepreneurial Manager and the
Team and Chapter 10, Ethical Decision Making, for
an elaboration on these other qualities). A fascinating
article by Chris Argyris, “Teaching Smart People
How to Learn,” is well worth reading to get some
powerful insights into why it is often not the class ge-
nius who becomes most successful.*

A Personal Strategy

An apprenticeship can be an integral part of the
process of shaping an entrepreneurial career. One
principal task is to determine what kind of entrepre-
neur a person is likely to become, based on back-
ground, experience, and drive. Through an appren-
ticeship, an entrepreneur can shape a strategy and
action plan to make it happen. The Crafting a Per-
sonal Entrepreneurship Strategy exercise at the end
of this chapter addresses this issue more fully. For a
quick inventory of your entrepreneurial attributes,
do the second exercise, Personal Entrepreneurial
Strategy.

Despite all the work involved in becoming an en-
trepreneur, the bottom line is revealing. Evidence
about careers and job satisfaction of entrepreneurs
all points to the same conclusion: If they had to do it
over again, not only would more of them become en-
trepreneurs again, but also they would do it sooner.*?

The Entrepreneurial Mind for an Entrepreneurial World

They report higher personal satisfaction with their
lives and their careers than their managerial counter-
parts. Nearly three times as many say they plan never
to retire, according to Stevenson. Numerous other
studies show that the satisfaction from independence
and living and working where and how they want to is
a source of great satisfaction.*! Financially, successful
entrepreneurs enjoy higher incomes and a higher net
worth than career managers in large companies. In
addition, the successful harvest of a company usually
means a capital gain of several million dollars or more
and, with it, a new array of very attractive options and
opportunities to do whatever they choose to do with
the rest of their lives.

Entrepreneur’s Creed

So much time and space would not be spent on the
entrepreneurial mind if it were just of academic in-
terest. But they are, entrepreneurs themselves be-
lieve, in large part responsible for success. When
asked an open-ended question about what entrepre-
neurs believed are the most critical concepts, skills,
and know-how for running a business—today and
five years hence—their answers were very revealing.
Most mentioned mental attitudes and philosophies
based on entrepreneurial attributes, rather than spe-
cific skills or organizational concepts. These answers
are gathered together in what might be called an en-
trepreneur’s creed:

* Do what gives you energy—have fun.

» Figure out what can go right and make it.

* Say “can do” rather than “cannot” or “maybe.”

* [llegitimi non carborundum: tenacity and cre-
ativity will triumph.

» Anything is possible if you believe you can do
it.

* If you don’t know it can’t be done, then you'll
go ahead and do it.

* The cup is half-full, not half-empty.

» Be dissatisfied with the way things are—and
look for improvement.

* Do things differently.

* Don't take a risk if you don’t have to—but take
a calculated risk if it’s the right opportunity for
you.

¢, Argyris, “Teaching Smart People How to Learn,” Harvard Business Review, May—June 1991.

40 Stevenson, “Who Are the Harvard Self-Employed?” pp. 233-54.

*IR. C. Ronstadt, “The Decision Not to Become an Entrepreneur,” in Frontiers of Entrepreneurship Research: 1983, ed. J. A. Hornaday et al. (Babson Park,
MA: Babson College, 1983), pp. 192-212; and R. C. Ronstadt, “Ex-Entrepreneurs and the Decision to Start an Entrepreneurial Career,” in Frontiers of

Entrepreneurship Research: 1983, pp. 437-60.
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* Businesses fail; successful entrepreneurs
learn—Dbut keep the tuition low.

= It is easier to beg for forgiveness than to ask for
permission in the first place.

* Make opportunity and results your obsession—
not money.

* Money is a tool and a scorecard available to the
right people with the right opportunity at the
right time.

» Making money is even more fun than spending
it.

= Make heroes out of others—a team builds a
business; an individual makes a living.

*» Take pride in your accomplishments—it’s con-
tagious!

= Sweat the details that are critical to success.

Integrity and reliability equal long-run oil and

glue.

Accept the responsibility, less than half the

credit, and more than half the blame.

Make the pie bigger—don’t waste time trying
to cut smaller slices.

Play for the long haul—it is rarely possible to
get rich quickly.

Don’t pay too much—but don't lose it!

Only the lead dog gets a change of view.
Success is getting what you want: Happiness is
wanting what you get.

Give back.

Embrace sustainability.

Never give up.

Chapter Summary

Entrepreneurs are men and women of all sizes, ages,
shapes, religions, colors, and backgrounds. There is
no single profile or psychological template.
Successful entrepreneurs share seven common
themes that describe their attitudes and ways of
thinking and acting.

Rather than being inborn, the behaviors inherent in
these seven attributes can be nurtured, learned, and
encouraged, which successful entrepreneurs model
for themselves and those with whom they work.

Entrepreneurs love competition and actually avoid risks
when they can, preferring carefully calculated risks.
Entrepreneurship can be learned; it requires an ap-
prenticeship.

Most entrepreneurs gain the apprenticeship over 10
years or more after the age of 21 and acquire net-
works, skills, and the ability to recognize business
patterns.

The entrepreneurial mind-set can benefit large, es-
tablished companies today just as much as smaller
firms.

Many myths and realities about entrepreneurship
provide insights for aspiring entrepreneurs.

A word of caution: IQ tests, SATs, GMATs, LSATs,
and others do not measure some of the most impor-
tant entrepreneurial abilities and aptitudes.

Most successful entrepreneurs have had a personal
strategy to help them achieve their dreams and goals,
both implicitly and explicitly.

The principal task for the entrepreneur is to deter-
mine what kind of entrepreneur he or she wants to
become based on his or her attitudes, behaviors,
management competencies, experience, and so forth.
Self-assessment is the hardest thing for entrepre-
neurs to do; but if you don’t do it, you will really get
into trouble. If you don’t do it, who will?

Study Questions

Copyright © The McGraw-Hill Companies, Inc.

1. Who was Ewing Marion Kauffman, what did he do,
and what was his philosophy of entrepreneurial lead-
ership?

2. What is the difference between a manager and a
leader?

3. Define the seven major themes that characterize the
mind-sets, attitudes, and actions of a successful en-
trepreneur. Which are most important, and why?
How can they be encouraged and developed?

4. Entrepreneurs are made, not born. Why is this so?
Do you agree, and why or why not?

3.

6.

Explain what is meant by the apprenticeship concept.
Why is it so important to young entrepreneurs?

What is your personal entrepreneur‘ial strategy? How
should it change?

“What is one person’s ham is another person’s poi-
son.” What does this mean?

Can you evaluate thoroughly your attraction to entre-
preneurship?

Who should be an entrepreneur and who should not?
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www.benlore.com The Entrepreneur’s Mind is a Web
resource that presents an array of real-life stories and
advice from successful entrepreneurs and industry experts
on the many different facets of entrepreneurship and
emerging business.

Have You Considered?

The Entrepreneurial Mind for an Entrepreneurial World

Internet Resources for Chapter 2

www.entrepreneurs.about.com Comprehensive media-
sponsored Web sites on small business and entrepreneurs.
www.blackenterprise.com Black Enterprise is a business
news and investment resource aimed at African American
entrepreneurs and business owners.

1. Who can be an entrepreneur, and who cannot? Why?

2. Why has there been a 30-year brain drain of the best
entrepreneurial talent in America away from the largest
established companies? Can this be reversed? How?

3. How do you personally stack up against the seven en-
trepreneurial mind-sets? What do you need to de-
velop and improve?

4. 1If you work for a larger company, what is it doing to
attract and keep the best entrepreneurial talent?

5. How would you describe and evaluate your own ap-
prenticeship? What else has to happen?

6. Is Bill Gates an entrepreneur, a leader, a manager?
How can we know?

7. How will you personally define success in 5, 10, and
25 years? Why?

8. Assume that at age 40 to 50 years, you have achieved
a net worth of $25 million to $50 million in today’s
dollars. So what? Then what?

9. David Neeleman, founder of JetBlue, recently
stepped down as CEO and chairman of the board.
Why did he start JetBlue, (he was already wealthy
from his success at Moms Air and Southwest Air).
What might he revolutionize next?

10. Great athletic talent is not equal to a great athlete.
Why? How does this apply to entrepreneurship?

Exercise 1

Crafting a personal entrepreneurial strategy can be viewed
as the personal equivalent of developing a business plan.
As with planning in other situations, the process itself is
more important than the plan.

The key is the process and discipline that put an indi-
vidual in charge of evaluating and shaping choices and ini-
tiating action that makes sense, rather than letting things
just happen. Having a longerterm sense of direction can
be highly motivating. It also can be extremely helpful in de-
termining when to say no (which is much harder than say-
ing yes) and can femper impulsive hunches with a more
thoughtful strategic purpose. This is important because fo-
day’s choices, whether or not they are thought out, become
tomorrow’s track record. They may end up shaping an en-
trepreneur in ways that he or she may not find so aftractive
10 years hence and, worse, may also result in failure to ob-
tain just those experiences needed in order to have high-
quality opportunities later on.

Crafting a Personal
Entrepreneurial Strategy

If you don't know where you're going, any path will take you there.

From The Wizard of Oz

Therefore, a personal strategy can be invaluable, but it
need not be a prison sentence. It is a point of departure,
rather than a contract of indenture, and it can and will
change over time. This process of developing a personal
strategy for an entrepreneurial career is a very individual
one and, in a sense, one of self-selection.

Reasons for planning are similar to those for developing
a business plan (see Chapter 7). Planning helps an entre-
preneur to manage the risks and uncertainties of the future;
helps him or her to work smarter, rather than simply harder;
keeps him or her in a future-oriented frame of mind; helps
him or her to develop and update a keener strategy by test-
ing the sensibility of his or her ideas and approaches with
others; helps motivate; gives him or her a “results orienta-
tion”; helps make him or her effective in managing and
coping with what is by nature a stressful role; and so forth.

Rationalizations and reasons given for not planning,
like those that will be covered in Chapter 7, are that plans

MIND STRETCHERS
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are out of date as soon as they are finished and that no one
knows what tomorrow will bring and, therefore, it is dan-
gerous to commit to uncertainty. Further, the cautious, anx-
ious person may find that setting personal goals creates a
further source of tension and pressure and a heightened
fear of failure. There is also the possibility that future or yet
unknown options, which actually might be more attractive
than the one chosen, may become lost or be excluded.

Commitment to a career-oriented goal, particularly for
an entrepreneur who is younger and lacks much real-world
experience, can be premature. For the person who is in-
clined to be a compulsive and obsessive competitor and
achiever, goal setting may add gasoline to the fire. And, in-
variably, some events and environmental factors beyond
one’s control may boost or sink the bestlaid plans.

Personal plans fail for the same reasons as business
plans, including frustration when the plan appears not to
work immediately and problems of changing behavior from
an activity-oriented routine to one that is goal-oriented.
Other problems are developing plans that are based on ad-
mirable missions, such as improving performance, rather
than goals, and developing plans that fail to anticipate ob-
stacles, and those that lack progress milestones, reviews,
and so forth.

A Conceptual Scheme for Self-Assessment

Exhibit 2.11 shows one conceptual scheme for thinking
about the self-assessment process called the Johari Window.
According fo this scheme, there are two sources of informa-
tion about the self: the individual and others. According to the
Johari Window, there are three areas in which individuals
can learn about themselves.

There are two potential obstacles to self-assessment ef-
forts. First, it is hard to obtain feedback; second, it is hard
to receive and benefit from it. Everyone possesses a per-
sonal frame of reference, values, and so forth, which influ-
ence first impressions. It is, therefore, almost impossible for
an individual to obtain an unbiased view of himself or her-
self from someone else. Further, in most social situations,
people usually present self-images that they want to pre-
serve, protect, and defend; and behavioral norms usually
exist that prohibit people from telling a person that he or
she is presenting a face or impression that differs from what

EXHIBIT 2.11

Peeling the Onion

the person thinks is being presented. For example, most
people will not point out to a stranger during a conversa-
tion that a piece of spinach is prominently dangling from
between his or her front teeth.

The first step for an individual in self-assessment is to
generate data through observation of his or her thoughts
and actions and by getting feedback from others for the
purposes of (1) becoming aware of blind spots and (2) re-
inforcing or changing existing perceptions of both strengths
and weaknesses.

Once an individual has generated the necessary data,
the next steps in the self-assessment process are to study the
data generated, develop insights, and then establish ap-
prenticeship goals to gain any learning, experience, and
so forth.

Finally, choices can be made in terms of goals and op-
portunities to be created or seized.

Crafting an Entrepreneurial Strategy

Profiling the Past

One useful way to begin the process of self-assessment and
planning is for an individual fo think about his or her entre-
preneurial roots (what he or she has done, his or her pref-
erences in terms of lifestyle and work style, etc.) and couple
this with a look into the future and what he or she would
like most to be doing and how he or she would like to live.

In this regard, everyone has a personal history that has
played and will continue to play a significant role in influ-
encing his or her values, motivations, attitudes, and behav-
iors. Some of this history may provide useful insight into
prior entrepreneurial inclinations, as well as into his or her
future potential fit with an entrepreneurial role. Unless an
entrepreneur is enjoying what he or she is doing for work
most of the time, when in his or her 30s, 40s, or 50s, hav-
ing a great deal of money without enjoying the journey will
be a very hollow success.

Profiling the Present

It is useful to profile the present. Possession of certain per-
sonal entrepreneurial attitudes and behaviors (i.e., an “en-
trepreneurial mind”) has been linked to successful careers

Known to Entrepreneur and Team

Not Known to Entrepreneur and Team

Known to Prospective Area 1 Known area:

Investors and Stakeholders

(what you see is what you get)

Area 2 Blind area: (we do not know what
we do not know, but you do)

Not Known to Prospective
Investors and Stakeholders

Area 3 Hidden area: (unshared—you do
not know what we do, but the deal does
not get done until we find out)

Area 4 Unknown area: (no venture is
certain or risk free)

Source: J. McIntyre, I. M. Rubin, and D. A. Kolb, Organizational Psychology: Experiential Approach, 2nd ed., © 1974. Adapted by permission of

Pearson Education, Inc., Upper Saddle River, NJ.
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in entrepreneurship. These aftitudes and behaviors deal
with such factors as commitment, determination, and per-
severance; the drive to achieve and grow; an orientation
toward goals; the taking of initiative and personal respon-
sibility; and so forth.

In addition, various role demands result from the pursuit
of opportunities. These role demands are external in the
sense that they are imposed upon every entrepreneur by
the nature of entrepreneurship. As will be discussed in
Chapter 7, the external business environment is given, the
demands of a higher-potential business in terms of stress
and commitment are given, and the ethical values and in-
tegrity of key actors are given. Required as a result of the
demands, pressures, and redlities of starting, owning, and
operating a substantial business are such factors as ac-
commodation to the venture, toleration of stress, and so
forth. A redlistic appraisal of entrepreneurial attitudes and
behaviors in light of the requirements of the entrepreneurial
role is useful as part of the self-assessment process.

Also, part of any self-assessment is an assessment of
management competencies and what “chunks” of experi-
ence, know-how, and contacts need to be developed.

Getting Constructive Feedback

A Scottish proverb says, “The greatest gift that God hath
given us is fo see ourselves as others see us.” One common
denominator among successful entrepreneurs is a desire to
know how they are doing and where they stand. They have
an uncanny knack for asking the right questions about their
performance at the right time. This thirst to know is driven
by a keen awareness that such feedback is vital to improv-
ing their performance and their odds for success.

Receiving feedback from others can be a most demand-
ing experience. The following list of guidelines in receiving
feedback can help:

® Feedback needs to be solicited, ideally, from those who
know the individual well (e.g., someone he or she has
worked with or for) and who can be trusted. The con-
text in which the person is known needs to be consid-
ered. For example, a business colleague may be better
able to comment upon an individual’s managerial skills
than a friend. Or a personal friend may be able to
comment on motivation or on the possible effects on the
family situation. It is helpful to chat with the person be-
fore asking him or her to provide any specific written
impressions and fo indicate the specific areas he or she
can best comment upon. One way to do this is to for-
mulate questions first. For example, the person could be
told, “I've been asking myself the following question . . .
and | would really like your impressions in that regard.”

= Specific comments in areas that are particularly impor-
tant either personally or to the success of the venture
need fo be solicited and more detail probed if the per-
son giving feedback is not clear. A good way to check
if a statement is being understood correctly is to para-
phrase the statement. The person needs to be encour-
aged to describe and give examples of specific
situations or behaviors that have influenced the impres-
sions he or she has developed.

The Entrepreneurial Mind for an Entrepreneurial World

= Feedback is most helpful if it is neither all positive nor
all negative, but it should be actionable.

= Feedback needs to be obtained in writing so that the per-
son can take some time to think about the issues, and so
feedback from various sources can be pulled together.

= The person asking for feedback needs to be honest and
straightforward with himself or herself and with others.

= Time is foo precious and the road to new venture suc-
cess too treacherous to clutter this activity with game
playing or hidden agendas. The person receiving feed-
back needs to avoid becoming defensive and taking
negative comments personally.

= |t is important to listen carefully to what is being said
and think about it. Answering, debating, or rationaliz-
ing should be avoided.

= An assessment of whether the person soliciting feed-
back has considered all important information and has
been realistic in his or her inferences and conclusions
needs fo be made.

= Help needs to be requested in identifying common
threads or patterns, possible implications of self-assess-
ment data and certain weaknesses (including alterna-
tive inferences or conclusions), and other relevant
information that is missing.

= Additional feedback from others needs to be sought to
verify feedback and to supplement the data.

= Reaching final conclusions or decisions needs to be left
until a later time.

Putting It All Together

Exhibit 2.12 shows the relative fit of an entrepreneur with a
venture opportunity, given his or her relevant attitudes and
behaviors and relevant general management skills, experi-
ence, know-how, and contacts, and given the role de-
mands of the venture opportunity. A clean appraisal is al-
most impossible. Self-assessment just is not that simple. The
process is cumulative, and what an entrepreneur does
about weaknesses, for example, is far more important than
what the particular weaknesses might be. After all, every-
one has weaknesses.

Thinking Ahead

As it is in developing business plans, goal setting is impor-
tant in personal planning. Few people are effective goal
setters. Perhaps fewer than 5 percent have ever committed
their goals to writing, and perhaps fewer than 25 percent
of adults even set goals mentally.

Again, goal setting is a process, a way of dealing
with the world. Effective goal setting demands time, self-
discipline, commitment and dedication, and practice.
Goals, once set, do not become static targets.
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EXHIBIT 2.12

Fit of the Entrepreneur and the Venture Opportunity

High

Potential for
singles or doubles,
but may strike out

Potential for triples
and home runs

No hat and no cattle

Attractiveness of venture opportunity

Big hat, no cattle

'_
o
=

High

Entrepreneur's requisites
(mind-set, know-how, and experience)

A number of distinct steps are involved in goal setting,
steps that are repeated over and over as conditions change:

= Establishment of goals that are specific and concrete
(rather than abstract and out of focus), measurable, re-
lated to time (i.e., specific about what will be accom-
plished over a certain time period), realistic, and
attainable.

= Establishment of priorities, including the identification of
conflicts and trade-offs and how these can be resolved.

= |dentification of potential problems and obstacles that
could prevent goals from being attained.

= Specification of action steps that are to be performed
to accomplish the goal.

= |ndication of how results will be measured.

Establishment of milestones for reviewing progress and
tying these to specific dates on a calendar.

= |dentification of risks involved in meeting the goals.

= |dentification of help and other resources that may be
needed to obtain goals.

= Periodic review of progress and revision of goals.

Exercise 2

The exercise that follows will help you gather data, both
from yourself and from others; evaluate the data you have
collected; and craft a personal entrepreneurial strategy.
The exercise requires active participation on your part.
The estimated time to complete the exercise is 1.5 to 3
hours. Those who have completed the exercise—students,
practicing entrepreneurs, and others—report that the self-
assessment process was worthwhile and it was also de-
manding. Issues addressed will require a great deal of
thought, and there are, of course, no wrong answers.
Although this is a self-assessment exercise, it is useful to
receive feedback. Whether you choose to solicit feedback
and how much, if any, of the data you have collected you

Personal Entrepreneuridal
Strategy

choose to share with others is your decision. The exercise
will be of value only to the extent that you are honest and
realistic in your approach.

A complex set of factors clearly goes into making some-
one a successful entrepreneur. No individual has all the per-
sonal qualities, managerial skills, and the like, indicated in
the exercise. And, even if an individual did possess most of
these, his or her values, preferences, and such may make
him or her a very poor risk to succeed as an entrepreneur.

The presence or absence of any single factor does not guar-
antee success or failure as an entrepreneur. Before proceed-
ing, remember, it is no embarrassment to reach for the stars
and fail to reach them. It is a failure not to reach for the stars.
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Part I: Profile of the Past: Tear Out Name:
and Complete Date:

STEP 1

Examine Your Personal Preferences.
What gives you energy, and why? These are things from either work or leisure, or both, that give you the greatest amount of
personal satisfaction, sense of enjoyment, and energy.

Activities/Situations That Give You Energy Reasons for Your Joy and Satisfaction

What takes away your energy, and why?2 These create for you the greatest amount of personal dissatisfaction, anxiety, or
discontent and take away your energy and motivation.

Activities/Situations That Sap Your Energy Reasons for This

Rank (from the most to the least) the items you have just listed:

Gives Energy Takes Energy
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In 20 to 30 years, how would you like to spend an ideal month? Include in your description your desired lifestyle, work style,
income, friends, and so forth, and a comment about what attracts you to, and what repels you about, this ideal existence.

Complete the idea generation guide in Chapter 5 and list the common attributes of the 10 businesses you wanted to enter
and the 10 businesses you did not:

Attributes—Would Energize Attributes—Would Turn Off

Which of these attributes would give you energy and which would take it away, and why?

Attribute Give or Take Energy Reason

Complete this sentence: “I would/would not like to start/acquire my own business someday because . . .”
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Discuss any patterns, issues, insights, and conclusions that have emerged:

Rank the following in terms of importance to you:

Important

«—

Irrelevant

Location
Geography (particular area)
Community size and nature
Community involvement
Commuting distance (one way):
20 minutes or less
30 minutes or less
60 minutes or less
More than 60 minutes

Lifestyle and Work Style
Size of business:
Less than $2 million sales or under 5-10 employees
More than $2 million sales or 5-10 employees
More than $10 million sales and 40-50 employees
Rate of real growth:
Fast (over 25%/year)
Moderate (10% to 15%/year)
Slow (less than 5%/year)
Workload (weekly):
Over 70 hours
55 to 60 hours
40 hours or less
Marriage
Family
Travel away from home:
More than 60%
30% to 60%
Less than 30%

None

Standard of Living
Tight belt/later capital gains
Average/limited capital gains
High/no capital gains
Become very rich

Personal Development
Utilization of skill and education
Opportunity for personal growth
Contribution to society
Positioning for opportunities
Generation of significant contacts, experience, and know-how

Status and Prestige
Impact on Ecology and Environment: Sustainability
Capital Required

From you

From others

Other Considerations
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Imagine you had $1,000 with which to buy the items you ranked on the previous page. Indicate below how you would al-
locate the money. For example, the item that is most important should receive the greatest amount. You may spend nothing
on some items, you may spend equal amounts on some, and so forth. Once you have allocated the $1,000, rank the items
in order of importance, the most important being number 1.

Item Share of $1,000 Rank

Location

Lifestyle and work style
Standard of living
Personal development
Status and prestige
Ecology and environment
Capital required

Other considerations

What are the implications of these rankings?2

STEP 2

Examine Your Personal History.

List activities (1) that have provided you financial support in the past (e.g., a parttime or fulltime job or your own business),
(2) that have contributed to your well-being (e.g., financing your education or a hobby), and (3) that you have done on your
own (e.g., building something).

Discuss why you became involved in each of the activities just listed and what specifically influenced each of your decisions.
Which were driven by financial necessity and which by opportunity?

Discuss what you learned about yourself, about self-employment, about managing people, and about working for money and
someone else, versus creating or seizing an opportunity, and building something from scratch.
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List and discuss your fulltime work experience, including descriptions of specific tasks in which you innovated and led some-
thing, the number of people you led, whether you were successful, and so forth.

Discuss why you became involved in each of the employment situations just listed and what specifically influenced each of
your decisions.

Discuss what you learned about yourself; about creating, innovating, or originating a project, club, or business; and about
making money.

List and discuss other activities, such as sports, in which you have participated; indicate whether each activity was individ-
ual (e.g., chess or tennis) or team (e.g., football). Did you have a leadership role?

What lessons and insights emerged, and how will these apply to life as an entrepreneur?
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If you have ever been fired from or quit either a full-time or parttime job, indicate the job, why you were fired or quit, the cir-
cumstances, and what you have learned and what difference this has made regarding working for yourself or someone else.

If you changed jobs or relocated, indicate the job, why the change occurred, the circumstances, and what you have learned
from those experiences.

Among those individuals who have mentored and influenced you most, do any own and operate their own businesses or en-
gage independently in a profession (e.g., certified public accountant)2 How have these people influenced you2 How do you
view them and their roles2 What have you learned from them about self-employment? Include a discussion of the things that
attract or repel you, the trade-offs they have had to consider, the risks they have faced and rewards they have enjoyed, and
entry strategies that have worked for them.

If you have ever started a business of any kind or worked in a small company, list the things you liked most and those you
liked least, and why:

Like Most Reason Like Least Reason
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If you have ever worked for a larger company (over 500 employees or over $50 million in sales), list the things you liked
most and those you liked least about your work, and why.

Like Most Reason Like Least Reason

Part II: Profile of the Present:
Where You Are

STEP 1

Examine Your “Entrepreneurial Mind.”
Examine your attitudes, behaviors, and know-how. Rank yourself (on a scale of 5 to 1).

Strongest — — - Weakest

Commitment and Determination

Decisiveness 5 4 3 2 1

Tenacity 5 4 3 2 1

Discipline 5 4 3 2 1

Persistence in solving problems 5 4 3 2 1

Willingness to sacrifice 5 4 3 2 1

Total immersion in the mission 5 4 3 2 1
Courage

Moral strength 5 4 3 2 1

Fearless experimentation 5 4 3 2 1

Not afraid of conflicts, failure 5 4 3 2 1

Intense curiosity in the face of risk 5 4 3 2 1
Opportunity Obsession

Leadership in shaping the opportunity

Having knowledge of customers’ needs 5 4 3 2 1

Being market driven 5 4 3 2 1

Obsession with value creation and enhancement 5 4 3 2 1
Tolerance of Risk, Ambiguity, and Uncertainty

Calculated risk taker 5 4 3 2 1

Risk minimizer 5 4 3 2 1

Risk sharer

Tolerance of uncertainty and lack of structure 5 4 3 2 1

Tolerance of stress and conflict 5 4 3 2 1

Ability to resolve problems and integrate solutions 4 3 1
Creativity, Self-Reliance, and Ability to Adapt

Nonconventional, open-minded, lateral thinker (helicopter mind) 5 4 3 2 1

Restlessness with status quo 5 4 3 2 1

Ability to adapt 5 4 3 2 1

Lack of fear of failure 5 4 3 2 1

Ability to conceptualize and to “sweat details” 5 4 3 2 1
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Strongest

—

Weakest

5

Motivation to Excel
Goal and results orientation
Drive to achieve and grow (selfimposed)
Low need for status and power
Ability to be interpersonally supporting (versus competitive)
Awareness of weaknesses (and strengths)
Having perspective and sense of humor
Leadership
Being self-starter
Having internal locus of control
Having integrity and reliability
Having patience
Being team builder and hero maker

Summarize your entrepreneurial strengths.

Summarize your entrepreneurial weaknesses.

STEP 2

Examine Entrepreneurial Role Requirements.
Rank where you fit in the following roles:

(S, G, INC, BNC, B C, BN,
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Weakest

Accommodation to Venture

Extent to which career and venture are no. 1 priority
Stress

The cost of accommodation

Values

Extent to which conventional values are held
Ethics and Integrity
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Summarize your strengths and weaknesses.

STEP 3

Examine Your Management Competencies.
Rank your skills and competencies below:

Strongest

-

Weakest

Marketing
Market research and evaluation
Marketing planning
Product pricing
Sales management
Direct mail/catalog selling
Telemarketing
Search engine optimization
Customer service
Distribution management
Product management
New product planning

Operations/Production
Manufacturing management
Inventory control
Cost analysis and control
Quality control
Production scheduling and flow
Purchasing
Job evaluation

Finance
Accounting
Capital budgeting
Cash flow management
Credit and collection management
Managing relations with financial sources
Shortterm financing
Public and private offerings

Administration
Problem solving
Communications
Planning
Decision making
Project management
Negotiating
Personnel administration
Management information systems
Computer/IT/Internet
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Strongest — — - Weakest
Interpersonal/Team
Leadership/vision/influence 5 4 3 2 1
Helping and coaching 5 4 3 2 1
Feedback 5 4 3 2 1
Conflict management 5 4 3 2 1
Teamwork and people management 5 4 3 2 1
Law
Corporations and LLCs 5 4 3 2 1
Contracts 5 4 3 2 1
Taxes 5 4 3 2 1
Securities and private placements 5 4 3 2 1
Intellectual property rights and patents 5 4 3 2 1
Real estate law 5 4 3 2 1
Bankruptcy 5 4 3 2 1
Unique Skills 5 4 3 2 1

STEP 4

Based on an Analysis of the Information Given in Steps 1-3, Indicate the ltems You Would Add to a
“Do” List, Including (1) Need for External Brain Trust Advisors; (2) Board Composition; (3) Additional
Team Members; and (4) Additional Knowledge/Skills/Experience.
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Part Ill: Getting Constructive Feedback

Part lll is an organized way for you to gather constructive feedback.

STEP 1

(Optional) Give a Copy of Your Answers to Parts | and Il to the Person Designated to Evaluate Your Re-
sponses. Ask Him or Her to Answer the Following:
Have you been honest, objective, hard-nosed, and complete in evaluating your skills?

Are there any strengths and weaknesses you have inventoried incorrectly?

Are there other events or past actions that might affect this analysis and that have not been addressed?

STEP 2

Solicit Feedback.
Give one copy of the feedback form (begins on the next page) to each person who has been asked to evaluate your
responses.
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Feedback Form

Feedback for:
Prepared by:

STEP 1

Please Check the Appropriate Column Next to the Statements about the Entrepreneurial Attributes, and

Add Any Additional Comments You May Have.

Strong Adequate Weak No Comment
Commitment and Determination
Decisiveness S A W NC
Tenacity S A W NC
Discipline S A W NC
Persistence in solving problems S A W NC
Willingness to sacrifice S A W NC
Total immersion in the mission S A W NC
Courage
Moral strength S A W NC
Fearless experimentation S A W NC
Not afraid of conflicts, failure S A W NC
Intense curiosity in the face of risk S A W NC
Opportunity Obsession
Leadership in shaping the opportunity
Having knowledge of customers’ needs S A NC
Being market driven S A NC
Obsession with value creation and enhancement S A NC
Tolerance of Risk, Ambiguity, and Uncertainty
Calculated risk taker S A W NC
Risk minimizer S A W NC
Risk sharer S A W NC
Tolerance of uncertainty and lack of structure S A W NC
Tolerance of stress and conflict S A W NC
Ability to resolve problems and integrate solutions S A W NC
Creativity, Self-Reliance, and Ability to Adapt
Nonconventional, open-minded, lateral thinker (helicopter mind) S A W NC
Restlessness with status quo S A W NC
Ability to adapt S A W NC
Lack of fear of failure S A W NC
Ability to conceptualize and to “sweat details” S A W NC
Motivation to Excel
Goal and results orientation S A W NC
Drive to achieve and grow (selfimposed standards) S A W NC
Low need for status and power S A W NC
Ability to be interpersonally supportive (versus competitive) S A W NC
Awareness of weaknesses (and strengths) S A wW NC
Having perspective and sense of humor S A W NC
Leadership
Being self-starter S A % NC
Having internal locus of control S A % NC
Having integrity and reliability S A wW NC
Having patience S A W NC
Being team builder and hero maker S A wW NC

Please make any comments that you can on such additional matters as my energy, health, and emotional stability; my creativity
and innovativeness; my infelligence; my capacity to inspire; my values; and so forth.
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STEP 2

Please Check the Appropriate Column Next to the Statements about Entrepreneurial Role Requirements
to Indicate My Fit and Add Any Additional Comments You May Have.

Strong Adequate Weak No Comment
Accommodation fo venture S A W NC
Stress (cost of accommodation) S A w NC
Values (conventional economic and professional values of free S A W NC
enterprise system)
Ethics and infegrity S A W NC

Additional Comments:

STEP 3

Please Check the Appropriate Column Next to the Statements about Management Competencies, and
Add Any Additional Comments You May Have.

Strong Adequate Weak No Comment
Marketing
Market research and evaluation S A W NC
Marketing planning S A W NC
Product pricing S A W NC
Sales management S A w NC
Direct mail/catalog selling S A w NC
Telemarketing S A w NC
Search engine optimization
Customer service S A W NC
Distribution management S A W NC
Product management S A \W NC
New product planning S A W NC
Operations/Production
Manufacturing management S A W NC
Inventory control S A W NC
Cost analysis and control S A W NC
Quality control S A W NC
Production scheduling and flow S A W NC
Purchasing S A W NC
Job evaluation S A W NC
Finance
Accounting S A W NC
Capital budgeting S A W NC
Cash flow management S A W NC
Credit and collection management S A W NC
Managing relations with financial sources S A W NC
Shortterm financing S A W NC
Public and private offerings S A W NC
Administration
Problem solving S A W NC
Communications S A W NC
Planning S A W NC
Decision making S A W NC
Project management S A W NC
Negotiating S A \\% NC
Personnel administration S A wW NC
Management information systems S A W NC
Computer/IT/Internet S A W NC
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Strong Adequate Weak No Comment
Interpersonal/Team
Leadership/vision/influence S A W NC
Helping and coaching S A W NC
Feedback S A w NC
Conflict management S A W NC
Teamwork and people management S A W NC
Law
Corporations and LLCs S A W NC
Contracts S A W NC
Taxes S A W NC
Securities and private placements S A W NC
Intellectual property rights and patents S A W NC
Real estate law S A W NC
Bankruptcy S A W NC
Unique Skills S A W NC

Additional Comments:

STEP 4

Please Evaluate My Strengths and Weaknesses.
In what area or areas do you see my greatest potential or existing strengths in terms of the venture opportunity we have dis-
cussed, and why?

Area of Strength Reason

In what area or areas do you see my greatest potential or existing weaknesses in terms of the venture opportunity we have
discussed, and why?

Area of Weakness Reason
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If you know my partners and the venture opportunity, what is your evaluation of their fit with me and the fit among them?

Given the venture opportunity, what you know of my partners, and your evaluation of my weaknesses, should | consider any
additional members for my management team, my board, and my brain trust of advisors? If so, what should be their strengths
and relevant experience? Can you suggest someone?

Please make any other suggestions that would be helpful for me to consider (e.g., comments about what you see that | like
to do, my lifestyle, work style, patterns evident in my skills inventory, the implications of my particular constellation of man-
agement strengths and weaknesses and background, the time implications of an apprenticeship, or key people you think |
should meet).
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Part IV: Putting It All Together

STEP 1

Reflect on Your Previous Responses and the Feedback You Have Solicited or Have Received Informally
(from Class Discussion or from Discussions with Friends, Parents, Etc.).

STEP 2

Assess Your Entrepreneurial Strategy.
What have you concluded at this point about entrepreneurship and you?

How do the requirements of entrepreneurship—especially the sacrifices, total immersion, heavy workload, and long-ferm
commitment—fit with your own aims, values, and motivations?

What specific conflicts do you anticipate between your aims and values, and the demands of entrepreneurship?

How would you compare your entrepreneurial mind, your fit with entrepreneurial role demands, your management compe-
tencies, and so forth, with those of other people you know who have pursued or are pursuing an entrepreneurial career?
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Think ahead 5 to 10 years or more, and assume that you would want to launch or acquire a higher-potential venture. What
“chunks” of experience and know-how do you need to accumulate?

What are the implications of this assessment of your entrepreneurial strategy in terms of whether you should proceed with
your current venture opportunity@

What is it about the specific opportunity you want to pursue that will provide you with sustained energy and motivationg How
do you know this?

At this time, given your major entrepreneurial strengths and weaknesses and your specific venture opportunity, are there other
“chunks” of experience and know-how you need to acquire or attract to your team?2 (Be specificl)

Who are the people you need to get involved with you?

What other issues or questions have been raised for you at this point that you would like answered?

What opportunities would you most want to be in a position to create/pursue in 5 to 10 years2 What are the implications
for new skills, know-how, mentors, team members, and resources?
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Part V: Thinking Ahead

Part V considers the crafting of your personal entrepreneurial strategy. Remember, goals should be specific and concrete,
measurable, and, except where indicated below, realistic and attainable.

STEP 1
List, in Three Minutes, Your Goals to Be Accomplished by the Time You Are 70.

STEP 2

List, in Three Minutes, Your Goals to Be Accomplished over the Next Seven Years. (If You Are an Un-
dergraduate, Use the Next Four Years.)

STEP 3

List, in Three Minutes, the Goals You Would Like to Accomplish If You Have Exactly One Year from To-
day to Live. Assume You Would Enjoy Good Health in the Interim but Would Not Be Able to Acquire Any
More Life Insurance or Borrow an Additional Large Sum of Money for a “Final Fling.” Assume Further
That You Could Spend That Last Year of Your Life Doing Whatever You Want to Do.

STEP 4
List, in Six Minutes, Your Real Goals and the Goals You Would Like to Accomplish over Your Lifetime.
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STEP 5

Discuss the List from Step 4 with Another Person and Then Refine and Clarify Your Goal Statements.

STEP 6
Rank Your Goals According to Priority.

STEP 7

Concentrate on the Top Three Goals and Make a List of Problems, Obstacles, Inconsistencies, and So
Forth That You Will Encounter in Trying to Reach Each of These Goals.

STEP 8

Decide and State How You Will Eliminate Any Important Problems, Obstacles, Inconsistencies, and So
Forth.

STEP 9

For Your Top Three Goals, Write Down All the Tasks or Action Steps You Need to Take to Help You Attain
Each Goal and Indicate How Results Will Be Measured.
It is helpful to organize the goals in order of priority.

Goal Task/Action Step Measurement Rank
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STEP 10

Rank Tasks/Action Steps in Terms of Priority.

To identify high-priority items, it is helpful to make a copy of your list and cross off any activities or task that cannot be com-
pleted, or at least begun, in the next seven days, and then identify the single most important goal, the next most important,
and so forth.

STEP 11

Establish Dates and Durations (and, If Possible, a Place) for Tasks/Action Steps to Begin.
Organize tasks/action steps according to priority. If possible, the date should be during the next seven days.

Goal Task/Action Step Measurement Rank

STEP 12

Make a List of Problems, Obstacles, Inconsistencies, and So Forth.

STEP 13

Decide How You Will Eliminate Any Important Problems, Obstacles, Inconsistencies, and So Forth, and
Adjust the List in Step 12.

STEP 14
Identify Risks Involved and Resources and Other Help Needed.

Note on setting goals: Tear out Part V, keep a copy on file, and repeat the exercise at least once a year, or when a critical
event occurs (job change, marriage, child, death in the family).
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Case

Preparation Questions

1. Discuss the challenges and advantages of devel-
oping a specialty food business.

2. s their current strategy the best way to build
Lakota Hills2

3. How might they integrate other channels into their
overall selling model?

4. How will Lakota Hills make money?

5. As an angel investor, would you participate in the
round this venture is seeking?

In August 2007 Laura Ryan and her son Michael were
flying back home to Wyoming following a four-day spe-
cialty food trade show in Houston, Texas. The event had
generated a lot of interest for their growing enterprise,
Lakota Hills. Their flagship product, a retail bag of tra-
ditional Native American fry bread, was currently on
the shelves in over 350 midwestern supermarkets.

While they had made encouraging progress, they
were nowhere near the critical mass of stores they
would need to spark any sort of buyer momentum in the
industry. Those decision makers were not an adventur-
ous lot when it came to committing time and shelf space
to new brands; but at the same time, they were always
on the lookout for proven moneymakers. So until more
stores said yes, the vast majority of buyers and brokers
would continue to smile, nod, and say maybe. As she
settled in for the flight, Laura pursed a grim smile as she
considered the redlities:

The specialty food business is a lot harder than it
looks—maybe because almost anyone with a kitchen, a
family recipe, and some drive can get product pack-
aged and out to their local stores. Going national is a
very different story!

It was clear that getting to profitability in the hyper-
competitive retail channel was going fo require many
more expense-laden trips like this one, and hundreds
more in-store demonstrations. While other sales channels
were open for discussion, gaining a foothold in this mar-
ketplace was their first priority. Their investors agreed,
but with the need for a follow-on round of funding in the
near term, everyone involved wanted to be sure that
Lakota Hills was indeed on the best path to profits.

An Early Start

The daughter of a successful hog farmer and an enter-
prising elementary school teacher, Laura Ryan was an
industrious adolescent:

This case was prepared by Carl Hedberg under the direction of Professor
Jeffry Timmons. © Copyright Jeffry Timmons, 2008. Al rights reserved.

Lakota Hills

| was entrepreneurial ever since | was very young. |
raised and sold little pigs, and my mother—who had al-
ways had sideline businesses like Avon and Mary
Kay—taught me how to sew and bead. | was always
making things, and being a member of 4-H' gave me
the ability fo talk to people, make presentations, and
work with basic business concepts.

| skipped a couple of grades in school, so | was just
13 in junior high. By that time | was sewing and selling
clothes and thinking that down the road maybe | would
be a designer.

Those early aspirations fell away when, at 16, Laura
married Jim Cooper, the 18-year-old son of a local cattle
rancher. Laura recalled the inevitable clash of cultures:

My father was German and Russian and my mother was
almost fullblood Lakota? with a little bit of French. So
I'm actually 7/16th Native American. That was very
hard for Jim’s family—the idea that he would marry an
Indian. Family gatherings were civil but very strained.
Still, we knew we could make it work.

Within three years they were both in college and raising
two young sons, Michael and Matt. Jim had started a
cattle ranch, and Laura did double duty as a mother and
parttime college student. Her first inclination had been
to pursue a business degree, but when those classes
proved dry and mundane, she chose to major in psy-
chology. That began to change in 1987 when, at the
age of 21, she met an enterprising uncle:

For a class project, | had fo interview a family member
about our personal history. | found an uncle | had never
met, and he was quite a character. He had never worked
for anyone his entire life—lots of great dreams and great
ideas, but he’d never had a successful venture. He was
living in a motel and writing business plans for a living.
He was the most fascinating person I'd ever met, and we
talked for several hours about all sorts of business ideas.
He really inspired me to the point where | was thinking,
I've got to start my own business.

Quilting for the Stars

Laura’s uncle had suggested that because Laura and
her mother had a talent for sewing, materials, and
color, producing traditional Native American star quilts

! 4H was a rural youth organization in the United States centered in rural
farm communities. The pledge: | pledge my Head to clearer thinking,
my Heart to greater loyalty, my Hands to better service, and my Health
to befter living for my club, my community, my country, and my world.

2 The lakota form one of a group of seven Native American fribes (the
Great Sioux Nation) and speak Lakota, one of the three major dialects
of the Sioux language.
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might be an excellent fit. After hand-crafting a couple of
stunning samples, they figured on producing a range of
sizes priced from $500 to over $5,000. Her uncle
guided them through the process of writing a business
plan that qualified for a Small Business Administration
(SBA) loan of just over $27,000.3 Laura recalled that
their early momentum had obscured a few important
defails:

We got the money and thought, “Now we're big-time
entrepreneurs in the quilting business!” This was 1987,
before the Internet was widely available for research.
We didn’t think much about cash flow, margins, or
costs, and we had a hard time trying to figure out the
demographics; like, who was really going to buy a
$5,000 quilt? We went through the funding in about
eight months, so it quickly became a word-of-mouth
business.

They found a couple of galleries in Santa Fe, New
Mexico, that catered to quilt collectors. A prominent
U.S. state senator bought two, and the Smithsonian In-
stitute put a particularly intricate quilt on display and of-
fered smaller versions through its catalog.

Their efforts got a boost in the summer of 1992 when
Laura took a shortterm assignment as an assistant
wardrobe designer for a Hollywood production shoot-
ing on location:

| worked on the movie Thunderheart, which featured Val
Kilmer, Sam Sheppard, and singer David Crosby. After
two weeks, | was promoted to work as Val Kilmer’s per-
sonal wardrobe assistant. They all purchased our quilts,
and that opened up a really neat market for us.

While they had managed to make enough to pay off
the SBA loan, Laura said that after a while it became
clear that the business wasn't scalable:

It took forever to make these handmade quilts. My mom,
myself, some local artists, and a couple of other ladies
in the community just couldn’t make them fast enough to
make much money at it. We considered machine-made
quilts, but our cost per quilt would still have been over
$200—compared with foreign manufacturers that could
make them for about $40. It never really failed; we just
transitioned to other ideas.

Fry Bread Feeds

Laura’s life as mother and as the driver of the quilting
business had limited her school sessions to a few classes
per semester. In 1993, during what would be her final
year in college, she served as vice president of a Native
American club on campus. Her primary responsibility
was to organize fund-raising venues, and one such
event hinted at a new venture opportunity:

3 Details of the SBA loan: rate and ferms.

Every Friday at lunchtime we sold Indian tacos—deep-
fried dough we call fry bread. It was a huge event. The
students loved it, and we would sell between 350 and
500 in two hours. Our bread is very soft, and what
makes it so popular is that you can actually cut it with a
plastic fork. The students were all saying, “Wow, this is
the best fry bread ever.”

We decided to go a step further and try a couple of
county fairs that summer. We attended a festival with
6,000 people. We were the only Indian taco vendor,
and we sold around 5,000 in one day. Once again,
everyone was commenting that our bread was the best
they’d ever tasted.

Laura’s mom Sheila, who helped with the operation,
wasn't a bit surprised by the accolades:

I've been involved with this fry bread for over 70 years.
It is my grandmother’s recipe. She handed it down to my
mom, and when she gave me the recipe, | added some
new ingredients to it. And then my daughter took over.
We redlly like the recipe because we can do so many
things with it: muffins, cinnamon balls, pancakes, and
waffles using milk—with or without eggs—and you can
just bake it like bread. Our main meal growing up was
bean soup and fry bread. | just loved that. My mom
liked to make large flat pieces and cut them up like a
pizza. At Christmas time | would bake a small loaf with
candied cherries—that needs to be set out to rise a bit
before it goes in the oven.

The traditional way is to serve the fry bread with
wasabi, an Indian pudding with blueberries or wild
chokeberries or wild plums. My sons are ranchers, and
after branding week each year, they put on a great feast
of fry bread and mountain oysters for all the ranch
hands and wranglers.

At a family gathering that summer, Laura’s husband
Jim had an idea:

| figured that if festival goers like the product, why not
try selling it to tourists2 Government annuities® include
bulk flour sacks that are simply stamped FLOUR with
the net weight at the bottom. Why not create hand-tied
muslin-lined burlap bags that would look like a
miniversion of a flour sack—stamped in the same
printing?

“ For centuries the Indians of the Plains had lived a far-ranging nomadic
existence. By the late 1800s the Western Expansion had deci-
mated wild game populations and annexed most of the land. Reser-
vation lands were established in the area of the Black Hills and the
Badlands of South Dakota. To prevent starvation while the tribes of
the Sioux Nation fransitioned to an agricultural lifestyle, the U.S.
government agreed to deliver monthly rations—also known as an-
nuities. The treaty of 1877 provided the head of each separate
household with “a pound and a half of beef (or in lieu thereof, one
half pound of bacon), one-half pound of flour, and one-half pound
of com; and for every one hundred rations, four pounds of coffee,
eight pounds of sugar, and three pounds of beans, or in lieu of said
articles the equivalent therecf, in the discretion of the Commissioner
of Indian Affairs.”
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Laura was soon calling various bag makers, but she
found no one willing to produce anything less than
5,000 per run:

We couldn’t buy that many—this was just a concept—
we didn’t know how well the product would sell. As I've
said, my mother is a really good seamstress. We bought
some burlap and muslin, used rubber stamps, and made
the bags ourselves. They were stamped “Lakota Hills Fry
Bread Mix” and “Net Wt. 24 oz.” There was nothing
else on the bags, so we made little tags that we strung
as we hand-ied the bags.

Laura found two fourist centers between the Devil's
Tower in Wyoming and Deadwood, South Dakota. The
product sold so well for the remainder of the season that
they spent many hours in their ranch kitchen sewing,
stamping, hand-mixing ingredients, and filling bags. By
the time demand trailed off at the end of the season in
October, Laura and her family were confident they had
found a reasonably simple seasonal enterprise. Mean-
while, 23 and fresh out of college, Laura was thinking
about how best to advance her career.

Entrepreneurship Educator

Laura’s first inclination was to pursue a PhD in clinical
psychology, but she didn't get into either program she’d
applied to. In early 1994 she got a most unexpected
call from Gene Taylor, the tribal college president at a
nearby university:

Gene had heard that I'd finished up my undergrad de-
gree, and he knew that my mom and | were pretty en-
trepreneurial. The chair of his entrepreneurship depart-
ment was leaving to start her own business, so he asked
me if | would like to be the new department chair and a
business teacher. | reminded him my degree was in psy-
chology, and that | had only taken a couple of business
courses. But he said, “You're an entrepreneur, and that's
awesome; | think you can teach.” So | accepted.

When she arrived for work in May, she learned that
one of her first duties would be to attend the Symposium
for Entrepreneurship Educators (SEE) at Babson College
in Wellesley, Massachusetts. SEE’s mission was to fur-
ther entrepreneurship education by teaching motivated
entrepreneurs how to teach at their respective institu-
tions. Laura’s predecessor had already been accepted
as a faculty sponsor, so Laura had only about a month
to locate an entrepreneur with an interest in spending
time in the classroom. She found a woman who made a
living as an independent seamstress and quilter. Laura
began the four-day seminar in a state of severe over-
whelm:

I'll never forget the fear | had when | walked into a room
filled with experienced instructors and successful entrepre-
neurs who were speaking in a language of business that

The Entrepreneurial Mind for an Entrepreneurial World

I'd never heard. The businesses these people were talking
about were huge—as big as some of the egos in the
room. | felt totally lost and out of place. | wanted to just
sneak away and sit in the back so I'd never get called on.

But there were a couple of other Native American
colleges there, and slowly | became more comfortable
with the group. | discovered that they did care about
what we had to say—about our culture, our values, and
the tiny businesses we were working on. By the end of
the week, | was certain | needed to take some more
classes so that | could follow through.

Laura enrolled in an 18-month distance learning pro-
gram in Southern New Hampshire for a degree in com-
munity economic development. Students came together
once a month for three days of classroom work and then
used e-mail to stay in fouch on projects until the next month.

That summer, her studies had to be balanced with the
fry bread business when their sales got an unexpected
boost from a two-day appearance Laura made on the
QVC selling show—live from Mt. Rushmore:

As a onetime event, QVC had selected 20 specialty
companies from around the country. It was a bit of a risk
to go on, since the way they operate is they place their
order based on their estimate of what will sell. You ship
them the product, and then whatever doesn't sell they
ship back at our expense. Anyway, that wasn't a con-
cern, since we sold out in three minutes—twice. That
was 6,000 bags in two days.

By the time she received her degree from the New
Hampshire program in the spring of 1998, Laura was
feeling far more confident in her roles as a teacher and
department chair. In 2000 she decided to pursue a PhD
in education—a decision concurrent with the arrival of

her third child:

Our boys were teenagers by this time. We had never
had the infention of having another child, but the neat
thing was, our daughter changed my entire outlook on
life. | was gearing up to be entirely focused on my ca-
reer, and now | was taking a step back. It was a good
balance. Lisa was six months old when | started the
[PhD] program. | took her with me to class; everyone
called her the PhD baby.

For the next four years, Laura worked on her disser-
tation, taught entrepreneurship, and spent lots of time
with her daughter. All the while, the family fry bread
business supported itself as a seasonal operation:

The business was always there, but we never grew it.
Every year was the same. We began in March. We
mixed and packed everything in our kitchen at the
ranch. It was quite a process. We added maybe a cou-
ple of gift shops a year, but our volume never changed
significantly. We would make enough inventory to carry
us through October, and then we'd have a smaller mix-
ing and packing session to cover holiday season orders.
It was a very small, very manageable operation.
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New Opportunities

In the early 2000s actor Kevin Costner developed
Tatanka, a tourist destination near Deadwood, South
Dakota, that told the story of the bison in relation to the
Plains Indians.> In 2004, when Costner and his local in-
vestor group decided to bring in a Native American to
run the operations, Laura got a call:

| was still teaching entrepreneurship at a university not
far from Tatanka. | went down there and was really in-
trigued. This was an interpretive center built around an
authentic mid-1800s Native American camp. It was a
living museum with everyone in period dress and in
character—much like Plimoth Plantation in Massachusetts.
| decided to take the job, and set up a leave of absence
from my teaching duties.

The gift shop, of course, sold bags of their fry bread
mix, and the restaurant offered Lakota Hills luncheon
tacos.® The spike in sales that summer caused some
grumblings from her two boys, who by their late teens
had grown very tired of the kitchen production and
packaging drill. Laura explained that on balance, her
sons had a wondrous summer as one of the main af
tractions at Tatanka:

Michael and Matt, who have been riding horses almost
before they could walk, were our painted warriors on the
hill: shirtless with buckskin pants, riding bareback and hol-
lering war cries. By the end of that summer they were able
to throw spears and shoot a bow and arrow while racing
by the viewing area. They had quite a fun time with it.

In the summer of 2004 fry bread sales topped
$58,000—a somewhat modest figure that Laura knew
reflected their in-home manufacturing setup and their
limited market reach.” In early 2005 Laura decided it
was time fo move out of the kitchen:

We could see that the coming summer was going to be
our best year yet for fry bread sales, and that was going
to create a major disruption at home. | also wasn't sure
whether our credit line with a bank in Laramie would
cover increases fo our preseason production costs.

Laura turned to Mark Wills, the Tatanka investor who
had recommended her for the job:

Mark had founded Greenhill, a small venture capital
firm in Spearfish [South Dakota] that works with Native
American entrepreneurs. They are willing to go out there
on the edge to help businesses that might not usually at-
tract venture capital.

° Tatanka: Lakota for a bull bison.
© The restaurant staff prepared a batch of measured dough balls. These

were fried on order in the same oil used fo fry the onion rings and
French fries. A tent card was displayed on every table describing the
history of fry bread and the story of the Lakota Hills family business.

7 In 2005 the Lakota Hills mix was sold in eight tourist desfination gift

shops in Wyoming and in South Dakota.

Although Laura worked up a three-page outline of
the business, Mark’s decision to invest was largely
based on what he saw in the lead entrepreneur:

| was familiar with Laura’s long-time involvement with
entrepreneurship, and | knew how popular their fry
bread mix was becoming. As manager at Tatanka, she
had done a great job building on our vision. We gave
her a credit line of $80,000 to cover raw materials and
rent a more appropriate manufacturing space. We
wanted to see how she’d do, and we left the door open
for more funding down the road.

That season, fry bread sales and customer feedback
were encouraging to the point where Laura was sure they
could scale the business into a year-round operation. At
the end of the summer, she resigned from Tatanka with
the aim of discovering the best path for Lakota Hills. Her
first iteration proved to be more trouble than it was worth:

Our rented manufacturing space in Spearfish had a real
rustic look, so in October we set up a small shop in front
and started selling gift baskets for the holidays. Our bas-
kets featured 100 percent Native American specialty
foods: teas, jams, sweets, and our fry bread mix.

We actually did really well with the business through
the holiday season, but | knew at that point | was not go-
ing fo stay in the gift basket industry. We spent hours
upon hours designing and setting up elaborate bas-
kets—only to have them arrive in terrible condition after
being shipped across the country.

Laura had also begun making contact with specialty
food stores in the hope of expanding their retail distri-
bution. Those efforts came up short as well:

| approached chain stores like Cabella’s and Crackerbar-
rel because they sell lots of specialty food products. They
seemed interested in the concept, but said our muslin bags
were just not very professional. They also felt it was too
specific of a product, and that there was not enough con-
sumer awareness. They said, “We don’t know what fry
bread is, so how are our consumers going to know?2”

At that point | thought that it was time to raise enough
money fo cover the design of some proper packaging,
find a professional co-packer, and really go for it.

A Plan to Expand

Although her PhD had opened up a number of academic
career options, Laura decided to focus her energies on
developing the fry bread business. In January 2006 she
presented her plan to the partners at Greenhill Venture
(see Exhibit 1). Mark Wills said that they agreed fo invest
$470,000 for 15 percent of the business:

We suggested that she target grocery chains. To do that,
she was going fo need a new package, supermarket
floor displays, sell sheets, and other marketing collateral.
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EXHIBIT 1

Excerpts from the Lakota Hills Executive Summary

The Opportunity Lakota Hills has a competitive advantage in the faste of our
product versus the taste and texture of our competitors. Wooden
Knife Fry Bread Mix adds a traditional Native American root
called “timsula” that is very bitter in taste. The other two com-
petitors are both powdered milk and yeast recipes, which im-
part a different taste and a tougher fexture fo the product.

This business promises to be successful because of the in-
creased demand for specialty food products, and the interest
in Native American products in particular. Based on current
market trends and statistical data, bread and dessert mixes
have been on a steady growth curve since 2004. Lakota Hills
has been selling its fry bread since 1993, and positive con-
sumer, distributor, and food broker feedback demonstrates Pricing
that it has a quality product in the marketplace.

Wooden Knife Fry Bread Mix sells their 1.5-pound box of fry

. bread mix on the retail shelf in the range of $3.50-$7.00.
Competitive Advantage The Oklahoma Fry Bread is priced for an 8-ounce bag of fry
bread mix for approximately $3.20 retail. A 1-pound bag of
the Crow Fry Bread Mix is priced at $6.00-$7.50. The key
to success for Lakota Hills is to keep our pricing consistent in
the marketplace. Our 16-ounce retail package will have a
suggested retail price of $3.69.

Our primary competitors are Wooden Knife Fry Bread Mix,
Crow Fry Bread Mix, and the Oklahoma Fry Bread Company.
Wooden Knife Fry Bread has been in operation for over 15
years, while the other two companies were started less than 2
years ago. None of the three companies have improved their

packaging design or have been aggressive in their marketing Wooden Knife Fry Bread Mix is our only competitor in
approach to meet the consumer’s needs. Wooden Knife Fry food service. They have frozen fry bread patties: 25 per
Bread is the only company selling their product outside of case. They also have a 5-pound bulk dry fry bread mix.
their local area. Since 2004, they have been aggressively Both products are priced at $1.90-$2.25 per pound.
marketing their product throughout the Midwest, and primarily Lakota Hills offers a 25-pound bulk pack at $1.40 per
in supermarkets and tourism-related outlets. pound.
When that was ready to go, she was going to need to dered printed shipping boxes to match that inventory
find a co-packer with the machinery and capacity to at 6 units per box.

serve that channel. . . .
To introduce their product to major grocers, Laura

Working with a local photographer, and using feed- participated in a very focused and intense trade show in
back from friends and family, Laura spent the spring Atlanta, Georgia:

and summer designing a new look and feel for Lakota )

Hills. The retail unit weight was trimmed by a third to I.h.czd oo some.mfo cb9ut ° sho.w el ECRM, [Ef

16 ounces, and the package—now a full<olor poly ficient Collaborative Retail Marketing]. They facilitate

et designled o work on a highvelume heatcrimp pro- sourcing reviews called Efficient Program Planning
Sessions for refailers all over the country.” We were

duction line—featured recipe suggestions and a histor ) . i ) ) - X
lesson (see Exhibit 2) SelFlj shezgs a basic Web sitey o iihell gpeeely/Iispene/Cimte oes diony iy
‘ ! ' August.

and other collateral were color and concept coordi- .
. . It was very expensive—over $13,000 for the event.
nated. Laura said they also found a co-packer with a . . X )
It starts with an evening reception where you mingle

willingness to invest:
J with the buyers. Over the next two days—from eight in

John Gower has a pretty big kosher-certified dry mix
operation in Laramie. He has lots of equipment like
huge rotary mixers, augers, and bulk storage systems.
He believed in our company and believed that we were
going fo have enough volume to justify his purchase of
automatic bagging machinery that he tweaked into his
system.8

We talked a lot about where we had to be with our
pricing, and his delivered price was based on our
ramping up sales pretty quickly. The minimum order
run for our poly bags was 500,000, and we also or-

8 The cost of the fill and heatsealing additions to the plant equipment
was approximately $42,000.

9

the morning to six at night—you have 20-minute
appointments with major supermarkets. It was very
rigorous. They loved our packaging, our story, and
our fry bread. It was very exciting to make so many
great connections with so many significant buyers and
brokers.

2007 ECRM held more than 45 EPPS events. Planning sessions in-
cluded every major supermarket category: hair care; pharmacy;
personal care; cosmetics, fragrance, and bath; cough and
cold/analgesics; private-label health and beauty care and food;
general merchandise; sun care; grocery; snack, and beverage;
cosmetics; vitamin, nufrition, and diet; school and office products;
household products; health care; candy; photo; frozen foods; and
international.

Copyright © The McGraw-Hill Companies, Inc.
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EXHIBIT 2
Selected copy from the Retail Poly Bag

Directions

Fry Bread is incredibly easy to prepare. First, place the entire
contents of the bag into a large mixing bowl. Add % cups of
warm water and stir until the dough becomes sticky. Then add
all-purpose flour a little at a time until the dough is no longer
sticky.

Heat 3 cups of oil or shortening in a skillet or deep fryer
to 375 degrees. Form your dough into the desired shape on a
wellfloured surface and roll or pat to about % inch in thick-
ness. Lower the fry bread carefully into the hot oil and cook
approximately 2 minutes on each side until golden in color. If
you have made the fry bread into balls, no turning is re-
quired; just remove them from the oil when they are golden
brown in color.

Place the hot fry bread on a paper towel and allow it to
cool slightly before handling. Any leftover dough can be cov-
ered and held in a refrigerator for up to 24 hours.

Fry Bread History

At the turn of the century the Lakota people were given the in-
gredients to make bread. In their creative nature, the women
developed a fry bread recipe from those ingredients. These
recipes became closely guarded secrets passed from one gen-
eration to the next.

Laura Ryan was given this recipe by her great-grand-
mother to share with future generations. Please enjoy this tra-
ditional Native American family recipe. We hope it becomes
a tradition for your family too!

Recipes

Indian Taco Meat Sauce

2 Ibs. ground beef or bison
2 cans kidney beans

1 packet taco seasoning

Y% cup water

Brown meat over medium heat until thoroughly cooked.

Add taco seasoning, beans, and water. Stir and simmer for

15 minutes. Spoon meat mixture onto fry bread and add cheese,
lettuce, tomatoes, onions, taco sauce, and sour cream.

Fry Bread Nuggets

Prepare fry bread mix as directed. Drop teaspoon-size balls
into 375 degree oil until fry bread is golden brown on each
side. Serve with whipped honey butter, maple syrup, or your
favorite jelly. For a donutlike treat, roll the hot bread in pow-
dered sugar and cinnamon or plain sugar.

Hearing how well the show had gone, Laura said
their co-packer took it upon himself to see what the new
equipment could do:

John’s a really nice guy, and | think he just wants to
see our business make it. In late August he filled
300,000 bags, boxed them all up, palletized them,
and then said, “I hope you can sell these” . . . Oh my
gosh!

Knowing that they were not going to move close to
2,600 pallets of product in short order, they shipped the
inventory to a dry storage warehouse in Chicago—a
professional facility that was accustomed to working
with large-scale overland transport. With their date
stamp giving them just 18 months to clear out the inven-
tory, the clock was ticking.

Buyer Education and Reeducation

The ECRM event generated a long list of intrigued buyers
and an immediate performance-based agreement with a
food broker in the Chicago area.'® By the late fall of
2006, Laura’s eldest son Michael had come on full-time
as general manager. As he began to follow up on leads
from the show, he could see that “getting to yes” with the
supermarket buyers was going to be a real challenge:

19 Food brokers typically received between 10 and 15 percent of sales
on the grocery chain accounts they sold and managed.

In school, and in football, there was always a clear and
concise learning environment. The professor or coach
would lay out their expectations, and let you know what
you can expect in return.

Working with buyers is a very different experience.
They don't call back, they aren't there to take your call
when they say they will be, samples get lost, samples
get eaten. . . . After many calls to people who seem
almost ready to buy, suddenly they're not even sure if
they can use the product.

| have an undergraduate business degree, and I've just
enrolled in a one-year MBA program—and | can tell you,
nowhere in all of that education is there anything about
the food industry—and more importantly, the grocery
industry. There is a lot of terminology you have fo learn,
and it takes experience fo know how to work with buyers
and brokers.

For example, you don't hear no very much in this
business. Instead you get a lot of “I'll get back to you”
and “we're getting close.” In some ways that's harder o
deal with than straight rejection because there is a lot of
running around chasing leads that ultimately won't pan
out. You have to be very persistent.

Laura, who was still working leads as well, offered
her assessment of the challenge:

At the food shows, you get a lot of interest when they try
the product, and you collect tons of cards. They get
home to their regular work where they are sampling
dozens of products a week, and they push it off and
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EXHIBIT 3

Channel Costs and Pricing Snapshot

The Entrepreneurial Mind for an Entrepreneurial World

Retail units: 16-ounce bags

Unit cost: $1.17

Delivered cost per pallet (115 cases per pallet/6 bags per

case): $807.30
Distributors

Price per case/unit: $9.60/1.60

Pop-up floor display (36 units): $57.60/$1.60
Supermarkets

Price per case/unit: $10.80/1.80

Pop-up floor display (36 units): $64.80/$1.80

Estimated retail price per unit: $3.59
Specialty food stores

Price per case/unit: $13.50/$2.25

Estimated retail price per unit: $4.29

Tourist destination shops
Price per case/unit: $18.00/$3.00
Estimated retail price per unit: $6.49

Wholesale bulk: 25-pound bags

Delivered cost per pallet (50 bulk bags): $600
Distributors: $30.00 per bag
Wholesale (food service): $35.00 per bag

Terms: Minimum order: 1 pallet

Payment: 2% 10, net 30

*Unit cost includes the following: ingredients, packaging, utilities,
labor, and delivery.

push it off until they forget how good it was and what it
tasted like.

Even worse, it seems that in the supermarket industry,
hardly anyone stays in their position very long; lots of lat-
eral moves to different divisions or product categories.
So we're constantly having to educate and reeducate
buyers about who we are. It can get pretty frustrating.

Lines of Entry

The Lakota Hills team and their investors were in agree-
ment that because the story behind the product was so
compelling, grocery retailing represented their best en-
try into high-volume sales. Laura explained that they
were already working on direct line extensions to gain
strength within that channel:

It's hard for the supermarkets to justify bringing in one
product to see if it will sell—especially since for many
chains fry bread represents a whole new subcategory
under bread mixes. Creating a line of products will give
us more credibility, and those additional SKUs'' will
translate info better visibility and more sales.

Right now we are looking at a range of related prod-
ucts: chokecherry- and buffaloberry-flavored fry bread
mixes, a Dutch oven fry bread mix, blueberry and butter-
milk pancake mix, and an Indian taco kit. From there, we
can build on the brand by formulating or acquiring other
Native American products like jellies, syrups, traditional
snacks, and maybe a line of flavored protein sports drinks.

Steve Foster, a partner at Greenhill Ventures, said
that once Lakota Hills built up a reputation in retail, the
company would be ready to branch into other channels:

As a minority-certified business, they are exempt from
upfront slotting fees—which at a top-ier supermarket

" Pronounced “skews”: stock keeping unifs.

chain can run $25,000 per SKU. That advantage can
also be carried over info packaging mixes for volume
government contracts. They have a 25-pound bag
ready to go for wholesale food service accounts, but it
is harder to leverage the product and family story in
those channels.

Another wholesale possibility would be setting up a
national program with restaurant chains like Denny's or
Pizza Hut, although it's not clearly the best way to enter
that market. Retailing is where they ought to start out
because that’s a more straightforward effort involving
advertising, promotion, and building a consumer con-
nection.

Michael described the various channels for their fry
bread mix:

Specialty food outlets like the gift shop at Mt. Rushmore
represent the best margins because they will pay the
most and still double the price on the shelf. The grocery
store chains will want a lower delivered price, and their
markup will be around 50 percent. Food service has the
highest volume and the easiest pack, ship, and support
profile, but they are going to want it as cheap as they
can get it because they would be ordering truckloads.

We are a litle cautious about the food service seg-
ment. In terms of volume, | think bulk wholesale has far
more potential, but the margins are very small (see Ex-
hibit 3). Our current production setup, and having a large
amount of date-stamped retail packs in inventory, sort of
forces us to pursue specialty food chains and supermar-
kets right now.

Laura said they were targeting the retail segment
with a consumer education plan:

To draw people in, we are going to build on our human
interest themes: a Native American woman entrepre-
neur and her family going national with a traditional
family favorite. We are looking for all the free publicity
we can get, like having newspapers we advertise in

Copyright © The McGraw-Hill Companies, Inc.
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write up stories about what we're doing. We will also
be sending our press clippings and information to a few
major East Coast newspapers like the Washington Post
and The New York Times, and samples to food critics in
New York, and to celebrity hosts like Martha Stewart,
Oprah, and Letterman.

At the local level, we'll be running coupons in the
Sunday papers and in the store flyers. We need to make
sure that wherever we do run coupons, we're in the
area that week to put on in-store demos. We could also
build awareness by selling tacos and handing out store
coupons at motorcycle rallies, state fairs, and festivals.

On the Road

In late November, a 280-store chain in the Midwest (a
lead from the ECRM show) agreed fo carry the product.
The team soon discovered that selling the buyer in corpo-
rate didn’t necessarily mean that the individual stores
would be given a heads-up on the incoming SKU. Laura
explained that this first big account was a real eye-opener:

This was what they call a force-out, meaning they re-
quired all of their stores to take a case of our product,
and some of the busier locations would receive our floor
display that holds 24 bags. Well, that was great, but the
downside was we didn’t have the people out there to go
to every store that week to educate the managers about
what exactly it was that they had just received.

When Michael road-ripped to a few stores to see
how the product was being handled, suddenly visiting
the rest became a top priority:

We put a very specific store placement sheet in every
case, and a frifold brochure is attached to every bag ex-
plaining the product. But the teenagers working in the
stockroom don't care about that stuff. A few hadn’t even
bothered to bring it out from the receiving area. When it
did get put out, it was all over the stores. | found it in the
Oriental section, the breakfast food aisle, and the His-
panic section. A couple of managers thought it looked
like a fish coating and put it in the meat department.

My mom had designed a nice floor display with a full-
color topper. Lots of those toppers were missing—! sup-
pose people were taking them home for decoration. At a
dollar eighty per topper, that's going to cut our margins if
we have to keep replacing them. And worse, if we didn't
fix this, we'd be right back out the door. In this business, if
you lose an account, it's virtually impossible to get back in.
It's a good thing we have family that can help with the
demos.

Their in-store tastings—conducted at various times by
Laura, Michael, his brother Matt, and their grand-
mother—put a personal face on the business for store
workers and enticed shoppers to try a bag. Michael
noted that customer feedback suggested that loyal users
would be regular, as opposed to frequent, buyers:

This is not like macaroni and cheese, where every time
you go grocery shopping you get several boxes. Kids
love to eat fry bread too, but it's a matter of the parents
being willing to mix the dough, heat the oil, cook the
bread, and then clean everything up.

A typical family would not prepare this a few times a
week. More likely once a month, or even once every
two or three months in place of taco shells. That said,
we feel that if we can get our product into enough stores
and get consumers using it at that level of regularity, we
can do very well.

The good news was that when the bags were on the
right shelf (with the bread mixes), and customers got a
chance to try warm samples at an in-store tasting, the
product moved. In July 2007 they landed an even larger
grocery chain with nearly 800 stores from South Dakota
to Colorado. Unlike the previous force-out, the team
would be required to personally introduce the buyer-
approved product to each store manager. Laura said
that they were making excellent progress:

We are able to visit about 20 stores a day, and we have
gotten into about 100 stores so far. We're hardly ever
turned down when we make our presentation. So that's
great, but it's a lot of expense up front to get out to every
one of those stores. Michael is doing most of that work
right now until we can bring on a food broker to repre-
sent us in that territory. But of course, selling a broker is
just as difficult as selling a [supermarket] buyer. They are
very selective about whom they’ll represent. They love our
product, the packaging, and our story, but many brokers
have said they can’t make enough money selling our
product because it's so new and the volume isn't there.

Buy One, Get One Free

With over 1,300 pallets of retail product still on hand
and barely six months left before the product would be
too dated to distribute to supermarkets, the team was
now offering a free pallet with every pallet sold. Laura
said the promotion was helping to clear the backlog, but
the increase in sales was bringing a new concern:

Right now we have a small enough number of accounts
that if we see that the product isn’t moving, we can go in
and do damage control like tastings and making sure the
product is displayed correctly. As we add new large ac-
counts, we are going to have fo find ways to educate con-
sumers and in-store workers about our fry bread without
having to visit each and every store personally.

Right now we are working with our investors to lay out
how much we're spending in advertising, demo ex-
penses, and store visits. Our costs are so crazy because
when Michael is on the road selling, he has hotels, meals,
mileage . . . that adds up. We've set up some projections
(see Exhibits 4a—c) and estimate we are going to need an
additional $500,000 to fund another year of this type of
direct selling while we can build up a broker network.
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EXHIBIT 4C
Cash Flow Projections 2008-2010
Projected
2008 2009 2010
Q1 2008 Q2 2008 Q3 2008 Q4 2008 Total Total Total

Revenue collected 1,526,124 1,823,714 2,380,130 2,733,334 8,463,302 15,096,949 17,361,491
Increase in debt 0 0 0
Total cash sources 1,526,124 1,823,714 2,380,130 2,733,334 8,463,302 15,096,949 17,361,491
Purchase raw materials 416,878 518,926 652,294 675,741 2,263,840 2,303,879 2,649,461
Production labor 44,391 54,477 64,557 74,637 238,068 273,778 314,845
Operating expenses 227,134 196,479 215,036 235,545 874,194 1,690,063 1,943,572
Less noncash items:

Depreciation 0 0 0 0 0 0 0
Debt payments:

Principal 9,000 9,000 13,000 15,000 46,000 0 0

Interest 225 225 375 450 1,275 0 0
Capital investments 0 0 0
Total cash uses 697,634 779,107 945,262 1,001,374 3,423,377 4,267,720 4,907,878
Net cash increase/decrease 828,490 1,044,607 1,434,868 1,731,960 5,039,925 10,829,229 12,453,613
Cash beginning of period 982,545 1,811,034 2,855,642 4,290,510 6,022,470 16,851,699
Cash end of period 1,811,034 2,855,642 4,290,510 6,022,470 6,022,470 16,851,699 29,305,312

Michael added that the moment the 2006 inventory
was out the door, they would begin to consider ex-

panding into other areas:

My mom and | are always trying to think about what
market channels we should be in. At the food shows you

get lots of advice, but there is no consensus. Right now
we are geared up for and focused on the supermarket
industry. That may change once we get a chance to
think this through and get a bit deeper into the trade-
offs, the logistics, and the numbers.

Copyright © The McGraw-Hill Companies, Inc.
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One often hears, especially from younger, newer entrepreneurs,
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this exhortation: “Go for itl You have nothing fo lose now. So
what if it doesn't work out. You can do it again. Why waite”
While the spirit this reflects is commendable and there can be
no substitute for doing, such itchiness can be a mistake unless
it is focused on a solid opportunity.

Most entrepreneurs launching businesses, particularly the
first time, run out of cash quicker than they bring in customers
and profitable sales. While there are many reasons for this,
the first is that they have not focused on the right opportunities.
Unsuccessful entrepreneurs usually equate an idea with an op-
portunity; successful enfrepreneurs know the difference!

Successful enfrepreneurs know that it is important fo “think
big enough.” They understand that they aren't simply creat-
ing a job for themselves and a few employees; they are
building a business that can create value for themselves and

their community.
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The Opportunity

While there are boundless opportunities for those with en-
frepreneurial zest, a single entrepreneur will likely be able to
launch and build only a few good businesses—probably no
more than three or four—during his or her energetic and pro-
ductive years. (Fortunately, all you need to do is grow and har-
vest one quite profitable venture whose sales have exceeded
several million dollars. The result will be a most satisfying pro-
fessional life, as well as a financially rewarding one.)

How important is if, then, that you screen and choose an
opportunity with great care? Very important! It is no accident
that venture capital investors have consistently invested in no
more than Tor 2 percent of all the ventures they review.

As important as it is to find a good opportunity, even good
opporiunities have risks and problems. The perfect deal has yet
fo be seen. Identifying risks and problems before the launch
while steps can be taken fo eliminate them or reduce any neg-

afive effect early is another dimension of opportunity screening.
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Chapter Three

The Entrepreneurial Process

“l don't make movies to make money. | make money to make movies.”

Results Expected

—Walt Disney

Upon completion of this chapter, you will be able to

1. Articulate a definition of entrepreneurship and the entrepreneurial process—from
lifestyle ventures to high-potential enterprises.

2. Describe the practical issues you will address and explore throughout the book.

3. Discuss how entrepreneurs and their financial backers get the odds for success in
their favor by defying the familiar pattern of disappointment and failure.

4. Articulate the Timmons Model of the entrepreneurial process; describe how it can be
applied to your entrepreneurial career aspirations and ideas for businesses; and
describe how recent research confirms its validity.

5. Provide insights into and analysis of the Roxanne Quimby case study.

Demystifying Entrepreneurship

Entrepreneurship is a way of thinking, reasoning,
and acting that is opportunity obsessed, holistic in
approach, and leadership balanced for the purpose of
value creation and capture." Entrepreneurship re-
sults in the creation, enhancement, realization, and
renewal of value, not just for owners, but for all par-
ticipants and stakeholders. At the heart of the process
is the creation and/or recognition of opportunities,”
followed by the will and initiative to seize these op-
portunities. It requires a willingness to take risks—
both personal and financial—but in a very calculated
fashion in order to constantly shift the odds of suc-
cess, balancing the risk with the potential reward.

Typically entrepreneurs devise ingenious strategies
to marshall their limited resources.

Today entrepreneurship has evolved beyond the
classic start-up notion to include companies and or-
ganizations of all types, in all stages. Thus entrepre-
neurship can occur—and fail to occur—in firms that
are old and new; small and large; fast and slow-
growing; in the private, not-for-profit, and public sec-
tors; in all geographic points; and in all stages of a na-
tion’s development, regardless of politics.

Entrepreneurial leaders inject imagination, motiva-
tion, commitment, passion, tenacity, integrity, team-
work, and vision into their companies. They face dilem-
mas and must make decisions despite ambiguity and
contradictions. Very rarely is entrepreneurship a get-

! This definition of entrepreneurship has evolved over the past three decades from research by Jeffry A. Timmons, Babson College and the Harvard Business
School, and has recently been enhanced by Stephen Spinelli, Jr., former vice provost for entrepreneurship and global management at Babson College, and

current president of Philadelphia University.

2 J. A. Timmons, D. F. Muzyka, H. H. Stevenson, and W. D. Bygrave, “Opportunity Recognition: The Core of Entrepreneurship,” in Frontiers of Entrepreneur-

ship Research (Babson Park, MA: Babson College, 1987), p. 409.
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rich-quick proposition. On the contrary, it is one of con-
tinuous renewal because entrepreneurs are never satis-
fied with the nature of their opportunity. The result of
this value creation process, as we saw earlier, is that the
total economic pie grows larger and society benefits.

Classic Entrepreneurship: The Start-Up

The classic expression of entrepreneurship is the raw
start-up company, an innovative idea that develops
into a high-growth company. The best of these be-
come entrepreneurial legends: Microsoft, Netscape,
Amazon.com, Sun Microsystems, Home Depot,
McDonalds, Intuit, Staples, and hundreds of others
are now household names. Success, in addition to the
strong leadership from the main entrepreneur, al-
most always involves building a team with comple-
mentary talents. The ability to work as a team and
sense an opportunity where others see contradiction,
chaos, and confusion are critical elements of success.
Entrepreneurship also requires the skill and ingenu-
ity to find and control resources, often owned by oth-
ers, in order to pursue the opportunity. It means
making sure the upstart venture does not run out of
money when it needs it the most. Most highly suc-
cessful entrepreneurs have held together a team and
acquired financial backing in order to chase an op-
portunity others may not recognize.

Entrepreneurship in Post-Brontosaurus
Capitalism: Beyond Start-Ups

As we've seen, the upstart companies of the 1970s and
1980s have had a profound impact on the competitive
structure of the United States and world industries.
Giant firms, such as IBM (knocked off by Apple Com-
puter and then Microsoft), Digital Equipment Corpo-
ration (another victim of Apple Computer and ac-
quired by Compaq Computer Corporation), Sears
(demolished by upstart Wal-Mart and recently merged
with Kmart), and AT&T (knocked from its perch first
by MCI, and then by cellular upstarts McCaw Com-
munications, CellularOne, and others), once thought
invincible, have been dismembered by the new wave
of entrepreneurial ventures. The New York Times, LA
Times, and most major city newspapers have been los-
ing market share to Internet start-ups for the past 10
years. While large companies shrank payrolls, new
ventures added jobs. Between 2003 and 2005, employ-

The Opportunity

ment at venture-backed companies grew at an annual
rate of 4.1 percent, compared to just 1.3 percent for
the U.S. economy as a whole. Venture investment is
particularly important in the software and computers
and peripherals industries, where nearly 90 percent of
all jobs are within venture-backed companies.3 As au-
topsy after autopsy was performed on failing large
companies, a fascinating pattern emerged, showing, at
worst, a total disregard for the winning entrepreneur-
ial approaches of their new rivals and, at best, a glacial
pace in recognizing the impending demise and the
changing course.

“People Don’t Want to Be Managed.
They Want to Be Led!”4

These giant firms can be characterized, during their
highly vulnerable periods, as hierarchical in structure
with many layers of reviews, approvals, and vetoes.
Their tired executive blood conceived of leadership
as managing and administering from the top down, in
stark contrast to Ewing M. Kauffman’s powerful in-
sight: “People don’t want to be managed. They want
to be led!” These stagnating giants tended to reward
people who accumulated the largest assets, budgets,
number of plants, products, and head count, rather
than rewarding those who created or found new busi-
ness opportunities, took calculated risks, and occa-
sionally made mistakes, all with bootstrap resources.
While very cognizant of the importance of corporate
culture and strategy, the corporate giants’ pace was
glacial: It typically takes six years for a large firm to
change its strategy and 10 to 30 years to change its
culture. Meanwhile, the median time it took start-ups
to accumulate the necessary capital was one month
but averaged six months.”

To make matters worse, these corporate giants had
many bureaucratic tendencies, particularly arrogance.
They shared a blind belief that if they followed the al-
most sacred best management practices of the day,
they could not help but prevail. During the 1970s and
1980s, these best management practices did not in-
clude entrepreneurship, entrepreneurial leadership,
and entrepreneurial reasoning. If anything, these
were considered dirty words in corporate America.
Chief among these sacred cows was staying close to
your customer. What may shock you is the conclusion
of two Harvard Business School professors:

One of the most consistent patterns in business is the
failure of leading companies to stay at the top of their
industries when technologies or markets change. . . . But

3 National Venture Capital Association, Venture Impact: The Economic Importance of Venture Capital Backed Companies to the U.S. Economy, 2007.
4 The authors’ favorite quote from Ewing M. Kauffman, founder of Marion Laboratories, Inc., the Ewing Marion Kauffman Foundation, Kansas City, Missouri.
Sw. J. Dennis, Jr., “Wells Fargo/NFIB Series on Business Starts and Stops,” November 1999.
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a more fundamental reason lies at the heart of the para-
dox: Leading companies succumb to one of the most
popular, valuable management dogmas. They stay close
to their customers.®

When they do attack, the [new] entrant companies
find the established players to be easy and unprepared
opponents because the opponents have been looking up
markets themselves, discounting the threat from below.’

One gets further insight into just how vulnerable
and fragile the larger, so-called well-managed compa-
nies can become, and why it is the newcomers who
pose the greatest threats. This pattern also explains
why there are tremendous opportunities for the com-
ing e-generation even in markets that are currently
dominated by large players. Professors Bower and
Christensen summarize it this way:

The problem is that managers keep doing what has
worked in the past: serving the rapidly growing needs of
their current customers. The processes that successful,
well-managed companies have developed to allocate re-
sources among proposed investments are incapable of
funneling resources in programs that current customers
explicitly don’t want and whose profit margins seem un-
attractive.’

Given how many new innovations, firms, and indus-
tries have been created in the past 30 years, it is no
wonder that brontosaurus capitalism has found its
ice age.

Signs of Hope in a Corporate Ice Age

Fortunately, for many giant firms, the entrepreneur-
ial revolution may spare them from their own ice age.
One of the most exciting developments of the decade
is the response of some large, established U.S. corpo-
rations to the revolution in entrepreneurial leader-
ship. After nearly three decades of experiencing the
demise of giant after giant, corporate leadership, in
unprecedented numbers, is launching experiments
and strategies to recapture entrepreneurial spirit and
to instill the culture and practices we would charac-
terize as entrepreneurial reasoning. The e-generation
has too many attractive opportunities in truly entre-
preneurial environments. They do not need to work
for a brontosaurus that lacks spirit.

Increasingly, we see examples of large companies
adopting principles of entrepreneurship and entre-
preneurial leadership in order to survive and to re-
new. Researchers document how large firms are ap-
plying entrepreneurial thinking, in pioneering ways,

to invent their futures, including companies such
as GE, Corning, and Motorola,® Harley-Davidson
($1.35 billion in revenue), Marshall Industries ($2.2
billion), and Science Applications International Cor-
poration (SAIC) in San Diego. Most large bron-
tosaurus firms could learn valuable lessons on how to
apply entrepreneurial thinking from companies such
as these.

Metaphors

Improvisational, quick, clever, resourceful, and in-
ventive all describe good entrepreneurs. Likewise,
innumerable metaphors from other parts of life can
describe the complex world of the entrepreneur
and the entrepreneurial process. From music it is
jazz, with its uniquely American impromptu flair.
From sports many metaphors exist: LeBron James’s
agility, the broken-field running of Curtis Martin,
the wizardry on ice of Wayne Gretzky, or the com-
petitiveness of Tiger Woods. Even more fascinating
are the unprecedented comebacks of athletic greats
such as Michael Jordan, Picabo Street, and Lance
Armstrong.

Perhaps the game of golf, more than any other,
replicates the complex and dynamic nature of manag-
ing risk and reward, including all the intricate mental
challenges faced in entrepreneuring. No other sport,
at one time, demands so much physically, is so com-
plex, intricate, and delicate, and is simultaneously so
rewarding and punishing; and none tests one’s will,
patience, self-discipline, and self-control like golf.
Entrepreneurs face these challenges and remunera-
tions as well. If you think that the team concept isn't
important in golf, remember the 2004 American
Ryder Cup team, which failed to work together and
lost to the Europeans. And what about the relation-
ship between the caddy and golfer?

An entrepreneur also faces challenges like a sym-
phony conductor or a coach, who must blend and bal-
ance a group of diverse people with different skills,
talents, and personalities into a superb team. On
many occasions it demands all the talents and agility
of a juggler who must, under great stress, keep many
balls in the air at once, making sure if one comes
down it belongs to someone else.

The complex decisions and numerous alternatives
facing the entrepreneur also have many parallels with
the game of chess. As in chess, the victory goes to the
most creative player, who can imagine several alterna-
tive moves in advance and anticipate possible defenses.

6 J. L. Bower and C. M. Christensen, “Disruptive Technologies: Catching the Wave,” Harvard Business Review, January—February 1995, p. 43.

" Tbid., p- 47.
5 Ihid.

9 Fast Company, June—July 1997, pp. 32, 79, 104; and U. S. Rangan, “Alliances Power Corporate Renewal,” Babson College, 2001.
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This kind of mental agility is frequently demanded in
entrepreneurial decision making.

Still another parallel can be drawn from the book
The Right Stuff by Tom Wolfe, later made into a
movie. The first pilot to break the sound barrier,
Chuck Yeager, describes what it was like to be at the
edge of both the atmosphere and his plane’s per-
formance capability, a zone never before entered—
a vivid metaphor for the experience of a first-time
entrepreneur:

In the thin air at the edge of space, where the stars and
the moon came out at noon, in an atmosphere so thin that
the ordinary laws of aerodynamics no longer applied and
a plane could skid into a flat spin like a cereal bowl on a
waxed Formica counter and then start tumbling, end
over end like a brick . . . you had to be “afraid to panic.”
In the skids, the tumbles, the spins, there was only one
thinglxou could let yourself think about: what do I do
next?

This feeling is frequently the reality on earth for
entrepreneurs who run out of cash! Regardless of the
metaphor or analogy you choose for entrepreneur-
ship, each is likely to describe a creative, even artistic,
improvised act. The outcomes are often either highly
rewarding successes or painfully visible misses. Al-
ways urgency is on the doorstep.

Entrepreneurship = Paradoxes

One of the most confounding aspects of the entre-
preneurial process is its contradictions. Because of its
highly dynamic, fluid, ambiguous, and chaotic char-
acter, the process’s constant changes frequently pose
paradoxes. A sampling of entrepreneurial paradoxes
follows. Can you think of other paradoxes that you
have observed or heard about?

An opportunity with no or very low potential
can be an enormously big opportunity.One of
the most famous examples of this paradox is
Apple Computer. Founders Steve Jobs and
Steve Wozniak approached their employer,
Hewlett-Packard Corporation (HP), with the
idea for a desktop, personal computer and
were told this was not an opportunity for HP.
Hence Jobs and Wozniak started their own
company. Frequently business plans rejected
by some venture capitalists become legendary
successes when backed by another investor. In-
tuit, maker of Quicken software, for example,
was rejected by 20 venture capitalists before
securing backing.

10T Wolfe, The Right Stuff (New York: Bantam Books, 1980), pp. 51-52.

To make money you have to first lose money. It is
commonly said in the venture capital business
that the lemons, or losers, ripen in two and a half
years, while the plums take seven or eight years.
A start-up, venture-backed company typically
loses money, often $10 million to $25 million or
more, before sustaining profitability and going
public, usually at least five to seven years later.
To create and build wealth one must relinquish
wealth. Among the most successful and growing
companies in the United States, the founders
aggressively dilute their ownership to create
ownership throughout the company. By reward-
ing and sharing the wealth with the people who
contribute significantly to its creation, owners
motivate stakeholders to make the pie bigger.
To succeed, one first has to experience failure. Tt
is a common pattern that the first venture fails,
yet the entrepreneur learns and goes on to cre-
ate a highly successful company. Jerry Kaplan
teamed with Lotus Development Corporation
founder Mitch Kapor to start the first pen-based
computer. After $80 million of venture capital
investment, the company was shut down. Kap-
lan went on to launch On-Sale, Inc., an Internet
Dutch auction, which experienced explosive
growth and went public in 1996.
Entrepreneurship requires considerable thought,
preparation, and planning, yet is basically an un-
plannable event. The highly dynamic, changing
character of technology, markets, and competition
makes it impossible to know all your competitors
today, let alone five years from now. Yet great ef-
fort is invested in attempting to model and envi-
sion the future. The resulting business plan is
inevitably obsolete when it comes off the printer.
This is a creative process—like molding clay. You
need to make a habit of planning and reacting as
you constantly reevaluate your options, blending
the messages from your head and your gut, until
this process becomes second nature.

For creativity and innovativeness to prosper,
rigor and discipline must accompany the process.
For years, hundreds of thousands of patents for
new products and technologies lay fallow in gov-
ernment and university research labs because
there was no commercial discipline.
Entrepreneurship requires a bias toward action
and a sense of urgency, but also demands pa-
tience and perseverance. While his competitors
were acquiring and expanding rapidly, one en-
trepreneur’s management team became nearly

Copyright © The McGraw-Hill Companies, Inc.
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outraged at his inaction. This entrepreneur re-
ported he saved the company at least $50 mil-
lion to $100 million during the prior year by just
sitting tight. He learned this lesson from the
Jiffy Lube case series from New Venture Cre-
ation, which he studied during a weeklong pro-
gram for the Young Presidents Organization
(YPO), at Harvard Business School in 1991.

The greater the organization, orderliness, disci-
pline, and control, the less you will control your
ultimate destiny. Entrepreneurship requires great
flexibility and nimbleness in strategy and tactics.
One has to play with the knees bent. Overcontrol
and an obsession with orderliness are impedi-
ments to the entrepreneurial approach. As the
great race car driver Mario Andretti said, “If T am
in total control, I know I am going too slow!”

Adhering to management best practice, espe-
cially staying close to the customer that created
industry leaders in the 1980s, became a seed of
self-destruction and loss of leadership to upstart
competitors. We discussed earlier the study of
“disruptive technologies.”

To realize long-term equity value, you have to
forgo the temptations of short-term profitability.
Building long-term equity requires large, con-
tinuous reinvestment in new people, products,
services, and support systems, usually at the ex-
pense of immediate profits.

The world of entrepreneurship is not neat, tidy, lin-
ear, consistent, and predictable, no matter how much
we might like it to be that Way.11 In fact, it is from the
collisions inherent in these paradoxes that value is cre-
ated, as illustrated in Exhibit 3.1. These paradoxes il-
lustrate just how contradictory and chaotic this world
can be. To thrive in this environment, one needs to be
very adept at coping with ambiguity, chaos, and un-
certainty, and at building management skills that cre-
ate predictability. Exhibit 3.2 exemplifies this ambigu-
ity and need for patience. For example, Apple
shipped the first iPod in November 2001. Eighteen
months later Apple sold the one millionth unit and six
months later sold another million units. In 2005 Apple
shipped 13 million units. A Merrill Lynch analyst pre-
dicts iPod sales could eventually reach 300 million.

The Higher-Potential Venture:
Think Big Enough

One of the biggest mistakes aspiring entrepreneurs
make is strategic. They think too small. Sensible as it

EXHIBIT 3.1
Entrepreneurship IS a Contact Sport

Remember, entrepreneurship
is a full contact sport. The
value comes in the “collision.”

Spontaneity,
opportunism

Discipline,
processes

EXHIBIT 3.2

Time for New Technologies to Reach 25%
of the U.S. Population

Household electricity (1873) 46 years
Telephone (1875) 35 years
Automobile (1885) 55 years
Airplane travel (1903) 54 years
Radio (1906) 22 years
Television (1925) 26 years
Videocassette recorder (1952) 34 years
Personal computer (1975) 15 years
Cellular phone 13 years
Internet 7 years
iPod 5 years

Source: The Wall Street Journal, 1997. Used by permission of Dow
Jones & Co. Inc. via The Copyright Clearance Center with adap-
tion for the inclusion of Internet and iPod.

may be to think in terms of a very small, simple busi-
ness as being more affordable, more manageable, less
demanding, and less risky, the opposite is true. The
chances of survival and success are lower in these
small, job-substitute businesses, and even if they do
survive, they are less financially rewarding. As one
founder of numerous businesses put it, unless this
business can pay you at least five times your present
salary, the risk and wear and tear won’t be worth it.
Consider one of the most successful venture capi-
tal investors ever, Arthur Rock. His criterion for
searching for opportunities is very simple: Look for
business concepts that will change the way people live
or work. His home-run investments are legendary,
including Intel, Apple Computer, Teledyne, and

"'See H. H. Stevenson, Do Lunch or Be Lunch (Boston, MA: Harvard Business School Press, 1998) for a provocative argument for predictability as one of the

most powerful of management tools.
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dozens of others. Clearly his philosophy is to think
big. Today an extraordinary variety of people, oppor-
tunities, and strategies characterize the approxi-
mately 30 million proprietorships, partnerships, and
corporations in the country. Remember, high-potential
ventures become high-impact firms that often make
the world a better place!

Nearly 11 percent of the U.S. population is ac-
tively working toward starting a new venture.'> More
than 90 percent of start-ups have revenues of less
than $1 million annually, while 863,505 reported rev-
enues of $1 million to $25 million—just over 9 per-
cent of the total. Of these, only 296,695 grew at a
compounded annual growth rate of 30 percent or
more for the prior three years, or about 3 percent.
Similarly, just 3 percent—1 in 33—exceeded $10 mil-
lion in revenues, and only 0.3 percent exceeded $100
million in revenues.

Not only can nearly anyone start a business, but
also a great many can succeed. While it certainly
might help, a person does not have to be a genius to
create a successful business. As Nolan Bushnell,
founder of Atari, one of the first desktop computer
games in the early 1980s, and Pizza Time Theater,
said, “If you are not a millionaire or bankrupt by the
time you are 30, you are not really trying!”™ Tt is an
entrepreneur’s preparedness for the entrepreneurial
process that is important. Being an entrepreneur has
moved from cult status in the 1980s to rock star in-
famy in the 1990s to become de rigueur at the turn of
the century. Amateur entre})reneurship is over. The
professionals have arrived.

A stunning number of mega-entrepreneurs
launched their ventures during their 20s. While the
rigors of new ventures may favor the “young at
start,” age is not a barrier to entry. One study
showed that nearly 21 percent of founders were
over 40 when they embarked on their entrepreneur-
ial careers, the majority were in their 30s, and just
over one-fourth did so by the time they were 25.
Further, numerous examples exist of founders who
were over 60 at the time of launch, including one of
the most famous seniors, Colonel Harland Sanders,
who started Kentucky Fried Chicken with his first
Social Security check.

The Opportunity

Smaller Means Higher Failure Odds

Unfortunately, the record of survival is not good
among all firms started. One of the most optimistic
research firms estimates the failure rate for start-ups
is 46.4 percent. While government data, research,
and business mortality statisticians may not agree on
the precise failure and survival figures for new busi-
nesses, they do agree that failure is the rule, not the
exception.

Complicating efforts to obtain precise figures is
the fact that it is not easy to define and identify fail-
ures, and reliable statistics and databases are not
available. However, the Small Business Administra-
tion determined that in 1999 there were 588,900
start-ups, while 528,600 firms closed their doors. "

Failure rates also vary widely across industries. In
1991, for instance, retail and services accounted for
61 percent of all failures and bankruptcies in that
year.16

The following discussion provides a distillation of a
number of failure rate studies over the past 50
years.l/ These studies illustrate that (1) failure rates
are high, and (2) although the majority of the failures
occur in the first two to five years, it may take consid-
erably longer for some to fail.1®

Government data, research, and business mortal-
ity statisticians agree that start-ups run a high risk of
failure. Another study, outlined in Exhibit 3.3, found
that of 565,812 firms one year old or less in the first
quarter of 1998 only 303,517 were still alive by the
first quarter of 2001. This is an average failure rate of
46.4 percent.

Failure rates across industries vary as seen in Ex-
hibit 3.3. The real estate industry, with a 36.8 percent
rate of start-up failure, is the lowest. The technology
sector has a high rate of failure at 53.9 percent. The
software and services segment of the technology in-
dustry has an even higher failure rate; 55.2 percent of
start-ups tracked closed their doors. Unfortunately
the record of survival is not good among all firms
started.

To make matters worse, most people think the
failure rates are actually much higher. Since actions

l:2 The Global Entrepreneurship Monitor, Babson College and the London Business School, May 2007.

'3 In response to a student question at Founder’s Day, Babson College, April 1983.

“ Bob Davis, Partner, Highland Capital, June 2007.

15 The State of Small Business: A Report of the President, Transmitted to the Congress, 1999 (Washington, DC: Small Business Administration, 1999).

6 The State of Small Business, 1992, p. 128.

7 Information has been culled from the following studies: D. L. Birch, MIT Studies, 1979-1980; M. B. Teitz et al., “Small Business and Employment
Growth in California,” Working Paper No. 348, University of California at Berkeley, March 1981, table 5, p. 22; U.S. Small Business Administration,
August 29, 1988; B. D. Phillips and B. A. Kirchhoff, “An Analysis of New Firm Survival and Growth,” Frontiers in Entrepreneurship Research: 1988, ed.
B. A. Kirchhoff et al. (Babson Park, MA: Babson College, 1988), pp. 266-67; and BizMiner 2002 Startup Business Risk Index: Major Industry Report,

Brandow Co., Inc., 2002.

'% Summaries of these are reported by A. N. Shapero and J. Gigherano, “Exits and Entries: A Study in Yellow Pages Journalism,” in Frontiers of Entrepre-
neurship Research: 1982, ed. K. Vesper et al. (Babson Park, MA: Babson College, 1982), pp. 113-41, and A. C. Cooper and C. Y. Woo, “Survival and
Failure: A Longitudinal Study,” in Frontiers of Entrepreneurship Research: 1988, ed. B. A. Kirchhoff et al. (Babson Park, MA: Babson College, 1988),

pp. 225-37.
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EXHIBIT 3.3

Starts and Closures of Employer Firms, 2002-2006
Category 2002 2003 2004 2005 2006
New Firms 569,750 612,296 628,917 653,100* 649,700*
Closures 586,890 540,658 541,047 543,700* 564,900*
Bankruptcies 38,540 35,037 39,317 39,201 19,695
*Estimate.

Sources: U.S. Dept. of Commerce, Bureau of the Census; Administrative Office of the U.S. Cours;
U.S. Dept. of Labor, Employment and Training Administration.

often are governed by perceptions rather than facts,
this perception of failure, in addition to the dismal
record, can be a serious obstacle to aspiring entrepre-
neurs.

Still other studies have shown significant differ-
ences in survival rates among Bradstreet industry cat-
egories: retail trade, construction, and small service
businesses accounted for 70 percent of all failures
and bankruptcies. One study calculates a risk factor
or index for start-ups by industry, which sends a clear
warning signal to the would-be entlrepreneur.]9 At
the high end of risk is tobacco products, and at the
low end you find the affinity and membership organ-
izations such as AAA or Welcome Wagon. “The fish-
ing is better in some streams versus others,” is a fa-
vorite saying of the authors. Further, 99 percent of
these failed companies had fewer than 100 employ-
ees. Through observation and practical experience
one would not be surprised by such reports. The im-
plications for would-be entrepreneurs are important:
Knowing the difference between a good idea and a
real opportunity is vital. This will be addressed in de-
tail in Chapter 5.

A certain level of failure is part of the “creative
self-destruction” described by Joseph Schumpeter in
his numerous writings, including Business Cycles
(1939) and Capitalism. It is part of the dynamics of
innovation and economic renewal, a process that re-
quires both births and deaths. More important, it is
also part of the learning process inherent in gaining
an entrepreneurial apprenticeship. If a business fails,
no other country in the world has laws, institutions,
and social norms that are more forgiving. Firms go
out of existence, but entrepreneurs survive and learn.

The daunting evidence of failure poses two impor-
tant questions for aspiring entrepreneurs. First, are
there any exceptions to this general rule of failure, or
are we faced with a punishing game of entrepreneur-
ial roulette? Second, if there is an exception, how
does one get the odds for success in one’s favor?

19 BizMiner 2002 Startup Business Risk Index.

Getting the Odds in Your Favor

Fortunately, there is a decided pattern of exceptions
to the overall rate of failure among the vast majority
of small, marginal firms created each year. Most
smaller enterprises that cease operation simply do
not meet our notion of entrepreneurship. They do
not create, enhance, or pursue opportunities that re-
alize value. They tend to be job substitutes in many
instances. Undercapitalized, undermanaged, and of-
ten poorly located, they soon fail.

Threshold Concept

Who are the survivors? The odds for survival and a
higher level of success change dramatically if the ven-
ture reaches a critical mass of at least 10 to 20 people
with $2 million to $3 million in revenues and is cur-
rently pursuing opportunities with growth potential.
Exhibit 3.4 shows that based on a cross-section of all
new firms, one-year survival rates for new firms in-
crease steadily as the firm size increases. The rates
jump from approximately 54 percent for firms having
up to 24 employees to approximately 73 percent for
firms with between 100 and 249 employees.

One study found that empirical evidence supports
the liability of newness and liability of smallness argu-
ments and suggests that newness and small size make
survival problematic. The authors inferred, “Per-
ceived satisfaction, cooperation, and trust between

EXHIBIT 3.4
One-Year Survival Rates by Firm Size

Firm Size (Employees) Survival Percentage

1-24 53.6%
25-49 68.0
50-99 69.0

100-249 73.2

Source: BizMiner 2002 Startup Business Risk Index: Major Industry
Report, © 2002 BizMiner. Reprinted by permission.
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the customer and the organization [are] important
for the continuation of the relationship. High levels
of satisfaction, cooperation, and trust represent a
stock of goodwill and positive beliefs which are crit-
ical assets that influence the commitment of the
two parties to the relationship.”®” The authors of
this study noted, “Smaller organizations are found
to be more responsive, while larger organizations
are found to provide greater depth of service. . . .
The entrepreneurial task is to find a way to either
direct the arena of competition away from the areas
where you are at a competitive disadvantage, or
find some creative way to develop the required
competency.”?!

After four years, the survival rate jumps from ap-
proximately 35 to 40 percent for firms with fewer
than 19 employees to about 55 percent for firms with
20 to 49 employees. Although any estimates based on
sales per employee vary considerably from industry
to industry, this minimum translates roughly to a
threshold of $50,000 to $100,000 of sales per em-
ployee annually. But highly successful firms can gen-
erate much higher sales per employee. According to
several reports, the service (38.6 percent), distribu-
tion (28.7 percent), and production (17.8 percent) in-
dustries have the most closed businesses after four to
five years.

Promise of Growth

The definition of entrepreneurship implies the
promise of expansion and the building of long-term
value and durable cash flow streams as well.

However, as will be discussed later, it takes a long
time for companies to become established and grow.
Historically, two of every five small firms founded
survive six or more years, but few achieve growth
during the first four years.22 The study also found
that survival rates more than double for firms that
grow, and the earlier in the life of the business that
growth occurs, the higher the chance of survival. 2
The 2007 INC. 500 exemplify this, with a three-year
growth rate of 939 percent.24

Some of the true excitement of entrepreneurship
lies in conceiving, launching, and building firms such
as these.

The Opportunity

Venture Capital Backing

Another notable pattern of exception to the failure
rule is found for businesses that attract start-up fi-
nancing from successful private venture capital com-
panies. While venture-backed firms account for a very
small percentage of new firms each year, in 2000, 238
of 414 IPOs, or 57 percent, had venture backing.25

Venture capital is not essential to a start-up, nor is
it a guarantee of success. Of the companies making
the 2007 INC. 500, about 18 percent raised venture
capital and only 3 percent had venture funding at
s‘[alrt-up.26 Consider, for instance, that in 2000 only
5,557 companies received venture capital.z’ How-
ever, companies with venture capital support fare
better overall. Only 46 companies with venture capi-
tal declared bankruptcy or became defunct in 2000.%°
This is less than 1 percent of companies that received
venture capital in 2000.

These compelling data have led some to conclude
that a threshold core of 10 to 15 percent of new com-
panies will become the winners in terms of size, job
creation, profitability, innovation, and potential for
harvesting (and thereby realize a capital gain).

Private Investors Join
Venture Capitalists

As noted previously, harvested entrepreneurs by the
tens of thousands have become “angels™ as private in-
vestors in the next generation of entrepreneurs.
Many of the more successful entrepreneurs have cre-
ated their own investment pools and are competing
directly with venture capitalists for deals. Their oper-
ating experiences and successful track records pro-
vide a compelling case for adding value to an upstart
company. Take, for example, highly successtul Boston
entrepreneur Jeff Parker. His first venture, Technical
Data Corporation, enabled Wall Street bond traders
to conduct daily trading with a desktop computer.
Parker’s software on the Apple II created a new in-
dustry in the early 1980s.

After harvesting this and other ventures, he cre-
ated his own private investment pool in the 1990s.
As the Internet explosion occurred, he was one of
the early investors to spot opportunities in start-up

20§, Venkataraman and M. B. Low, “On the Nature of Critical Relationships: A Test of the Liabilities and Size Hypothesis,” in Frontiers in Entrepreneurship

Research: 1991 (Babson Park, MA: Babson College, 1991), p. 97.
2 bid., pp. 105-6.

2B.D. Phillips and B. A. Kirchhoff, “An Analysis of New Firm Survival and Growth,” in Frontiers in Entrepreneurship Research: 1988 (Babson Park, MA:

Babson College, 1988), pp. 266-67.

23 This reaffirms the exception to the failure rule noted above and in the original edition of this book in 1977.

24S. Greco, “The INC. 500 Almanac,” INC., October 2001, p- 80.

25 “Aftermarket at a Glance,” IPO Reporter, December 10, 2001; and “IPO Aftermarket,” Venture Capital Journal, December 2001.

26 www.inc.com/ine5000

27 Venture Economics, http:/Avww.ventureeconomics.com/vec/stats/2001g2/us.html, July 30, 2001.

28 VentureXpert, Thompson Financial Data Services, 2001.
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ventures. In one case, he persuaded the founders of
a new Internet firm to select him as lead investor in-
stead of accepting offers from some of the most
prestigious venture capital firms in the nation. Ac-
cording to the founders, it was clear that Parker’s
unique entrepreneurial track record and his under-
standing of their business would add more value
than the venture capitalists at start-up.

Private investors and entrepreneurs such as
Parker have similar selection criteria to the venture
capitalists: They are in search of the high-potential,
higher-growth ventures. Unlike the venture capital-
ists, however, they are not constrained by having to
invest so much money in a relatively short period that
they must invest it in minimum chunks of $3 million
to $5 million or more. Private investors, therefore,
are prime sources for less capital-intensive start-ups
and early-stage businesses. Bob Davis (Lycos) and
Tom Stemberg (Staples) followed a similar path with
Highland Capital.

This overall search for higher-potential ventures
has become more evident in recent years. The new
e-generation appears to be learning the lessons of
these survivors, venture capitalists, private investors,
and founders of higher-potential firms. Hundreds of
thousands of college students now have been exposed
to these concepts for more than two decades, and
their strategies for identifying potential businesses
are mindful of and disciplined about the ingredients
for success. Unlike 20 years ago, it is now nearly im-
possible not to hear and read about these principles
whether on television, in books, on the Internet, or in
a multitude of seminars, courses, and programs for
would-be entrepreneurs of all types.

Find Financial Backers and Associates
Who Add Value

One of the most distinguishing disciplines of these
higher-potential ventures is how the founders iden-
tify financial partners and key team members. They
insist on backers and partners who do more than
bring just money, friendship, commitment, and moti-
vation to the venture. They surround themselves with
backers who can add value to the venture through
their experience, know-how, networks, and wisdom.
Key associates are selected because they are smarter
and better at what they do than the founder, and they
raise the overall average of the entire company. This
theme will be examined in detail in later chapters.

Option: The Lifestyle Venture

For many aspiring entrepreneurs, issues of family
roots and location take precedence. Accessibility to a
preferred way of life, whether it is access to fishing,

skiing, hunting, hiking, music, surfing, rock climbing,
canoeing, a rural setting, or the mountains, can be
more important than how large a business one has or
the size of one’s net worth. Others vastly prefer to be
with and work with their family or spouse. They want
to live in a nonurban area that they consider very at-
tractive. Take Jake and Diana Bishop, for instance.
Both have advanced degrees in accounting. They
gave up six-figure jobs they both found rewarding
and satisfying on the beautiful coast of Maine to return
to their home state of Michigan for several important
lifestyle reasons. They wanted to work together again
in a business, which they had done successfully ear-
lier in their marriage. It was important to be much
closer than the 14-hour drive to Diana’s aging par-
ents. They also wanted to have their children—then
in their 20s—join them in the business. Finally, they
wanted to live in one of their favorite areas of the
country, Harbor Spring on Lake Michigan in the
northwest tip of the state. They report never to have
worked harder in their 50 years, nor have they been
any happier. They are growing their rental business
more than 20 percent a year, making an excellent liv-
ing, and creating equity value. If done right, one can
have a lifestyle business and actually realize higher
potential.

Yet couples who give up successful careers in New
York City to buy an inn in Vermont to avoid the rat
race generally last only six to seven years. They dis-
cover the joys of self-employment, including seven-
day, 70- to 90-hour workweeks, chefs and day help
that do not show up, roofs that leak when least ex-
pected, and the occasional guests from hell. The
grass is always greener, so they say.

The Timmons Model: Where Theory
and Practice Collide in the Real World

How can aspiring entrepreneurs—and the in-
vestors and associates who join the venture—get
the odds of success on their side? What do these
talented and successful high-potential entrepre-
neurs, their venture capitalists, and their private
backers do differently? What is accounting for their
exceptional record? Are there general lessons and
principles underlying their successes that can ben-
efit aspiring entrepreneurs, investors, and those
who would join a venture? If so, can these lessons
be learned?

These are the central questions of our lifetime
work. We have been immersed as students, re-
searchers, teachers, and practitioners of the entrepre-
neurial process. As founding shareholders and in-
vestors of several high-potential ventures (some of
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which are now public), directors and advisors to
ventures and venture capital funds, a charter director
and advisor to the Kauffman Center for Entrepre-
neurial Leadership at the Ewing Marion Kauffman
Foundation, and as director of the Arthur M. Blank
Center for Entrepreneurship at Babson College, we
have each applied, tested, refined, and tempered ac-
ademic theory as fire tempers iron into steel: in the
fire of practice.

Intellectual and Practical Collisions
with the Real World

Throughout this period of evolution and revolution,
New Venture Creation has adhered to one core prin-
ciple: In every quest for greater knowledge of the
entrepreneurial process and more effective learning,
there must be intellectual and practical collisions be-
tween academic theory and the real world of prac-
tice. The standard academic notion of something
being all right in practice but not in theory is unac-
ceptable. This integrated, holistic balance is at the
heart of what we know about the entrepreneurial
process and getting the odds in your favor.

Value Creation: The Driving Forces

A core, fundamental entrepreneurial process ac-
counts for the substantially greater success pattern
among higher-potential ventures. Despite the great
variety of businesses, entrepreneurs, geographies,

EXHIBIT 3.5

The Opportunity

and technologies, central themes or driving forces
dominate this highly dynamic entrepreneurial
process.

= It is opportunity driven.

= It is driven by a lead entrepreneur and an entre-
preneurial team.

= It is resource parsimonious and creative.

*» It depends on the fit and balance among these.
= It is integrated and holistic.

» It is sustainable.

These are the controllable components of the en-
trepreneurial process that can be assessed, influ-
enced, and altered. Founders and investors focus on
these forces during their careful due diligence to an-
alyze the risks and determine what changes can be
made to improve a venture’s chances of success.

First, we will elaborate on each of these forces to
provide a blueprint and a definition of what each
means. Then using Google as an example, we will
illustrate how the holistic, balance, and fit concepts
pertain to a start-up.

Change the Odds: Fix It, Shape It,
Mold It, Make It

The driving forces underlying successful new venture
creation are illustrated in Exhibit 3.5. The process
starts with opportunity, not money, strategy, net-
works, team, or the business plan. Most genuine op-
portunities are much bigger than either the talent

The Timmons Model of the Entrepreneurial Process

Communication

Opportunity

Resources

Business plan

N
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Fits and gaps
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/
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Creativity » N / « Leadership

Uncertainty

Capital market context
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Sustainability: For environment, community, and society
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and capacity of the team or the initial resources avail-
able to the team. The role of the lead entrepreneur
and the team is to juggle all these key elements in a
changing environment. Think of a juggler bouncing
up and down on a trampoline that is moving on a con-
veyor belt at unpredictable speeds and directions,
while trying to keep all three balls in the air. That is
the dynamic nature of an early-stage start-up. The
business plan provides the language and code for
communicating the quality of the three driving forces
of the Timmons Model and of their fit and balance.

In the entrepreneurial process depicted in the
Timmons Model, the shape, size, and depth of the
opportunity establish the required shape, size, and
depth of both the resources and the team. We have
found that many people are a bit uncomfortable
viewing the opportunity and resources somewhat
precariously balanced by the team. It is especially
disconcerting to some because we show the three key
elements of the entrepreneurial process as circles,
and thus the balance appears tenuous. These reac-
tions are justified, accurate, and realistic. The entre-
preneurial process is dynamic. Those who recognize
the risks better manage the process and garner more
return.

The lead entrepreneur’s job is simple enough. He
or she must carry the deal by taking charge of the suc-
cess equation. In this dynamic context, ambiguity and
risk are actually your friends. Central to the home-
work, creative problem solving and strategizing, and
due diligence that lie ahead is analyzing the fits and
gaps that exist in the venture. What is wrong with this
opportunity? What is missing? What good news and
favorable events can happen, as well as the adverse?
What has to happen to make it attractive and a fit for
me? What market, technology, competitive, manage-
ment, and financial risks can be reduced or elimi-
nated? What can be changed to make this happen?
Who can change it? What are the least resources nec-
essary to grow the business the farthest? Is this the
right team? By implication, if you can determine
these answers and make the necessary changes by fig-
uring out how to fill the gaps and improve the fit and
attract key players who can add such value, then the
odds for success rise significantly. In essence, the en-
trepreneur’s role is to manage and redefine the
risk-reward equation—all with an eye toward sus-
tainability. Because part of the entrepreneur’s legacy
is to create positive impact without harming the envi-
ronment, the community, or society, the concept of
sustainability appears as the underlying foundation in
the model.

The Opportunity At the heart of the process is
the opportunity. Successful entrepreneurs and in-
vestors know that a good idea is not necessarily a good
opportunity. For every 100 ideas presented to in-
vestors in the form of a business plan or proposal, usu-
ally fewer than 4 get funded. More than 80 percent of
those rejections occur in the first few hours; another
10 to 15 percent are rejected after investors have read
the business plan carefully. Fewer than 10 percent at-
tract enough interest to merit a more due diligence
thorough review that can take several weeks or
months. These are very slim odds. Countless hours
and days have been wasted by would-be entrepre-
neurs chasing ideas that are going nowhere. An im-
portant skill for an entrepreneur or an investor is to be
able to quickly evaluate whether serious potential ex-
ists, and to decide how much time and effort to invest.

John Doerr is a senior partner at one of the most
famous and successful venture capital funds ever,
Kleiner, Perkins, Caulfield & Byers, and is consid-
ered by some to be the most influential venture capi-
talist of his generation. During his career, he has
been the epitome of the revolutionaries described
earlier, who have created new industries as lead in-
vestors in such legends as Sun Microsystems, Com-
paq Computer, Lotus Development Corporation,
Intuit, Genentech, Millennium, Netscape, and
Amazon.com. Regardless of these past home runs,
Doerr insists, “There’s never been a better time than
now to start a company. In the past, entrepreneurs
started businesses. Today they invent new business
models. That’s a big difference, and it creates huge
opportunities.”*’

Another venture capitalist recently stated, “Cycles
of irrational exuberance are not new in venture in-
vesting. The Internet bubble burst, we came back to
earth, and then we began another period of excessive
valuation that is subsiding in late 2007 with a credit
squeeze.”

Exhibit 3.6 summarizes the most important char-
acteristics of good opportunities. Underlying market
demand—Dbecause of the value-added properties of
the product or service, the market’s size and 20-plus
percent growth potential, the economics of the busi-
ness, particularly robust margins (40 percent or
more), and free cash flow characteristics—drives the
value creation potential.

We build our understanding of opportunity by first
focusing on market readiness: the consumer trends
and behaviors that seek new products or services.
Once these emerging patterns are identified, the as-
piring entrepreneur develops a service or product
concept, and finally the service or product delivery

29 “John Doerr’s Start-Up Manual,” Fast Company, February—March 1997, pp. 82-84.

39 Ernie Parizeau, Partner, Norwest Venture Partners, June 2007.
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EXHIBIT 3.6

The Entrepreneurial Process
Is Opportunity Driven*

The Opportunity

EXHIBIT 3.7

Understand and Marshall Resources,
Don’t Be Driven by Them

- “\e‘\\s Opportunity

waket

Market demand is a key ingredient to measuring an opportunity:
e |s customer payback less than one year?
e Do market share and growth potential equal 20 percent
annual growth and is it durable?
e |s the customer reachable?

Market structure and size help define an opportunity:
e Emerging and/or fragmented?
e $50 million or more, with a $1 billion potential?
e Proprietary barriers to entry?

Margin analysis helps differentiate an opportunity from an idea:
e [ow-cost provider (40 percent gross margin)?
e [ow capital requirement versus the competition?
e Break even in 1-2 years?
e Value added increase of overall corporate P/E ratio?

*Durability of an opportunity is a widely misunderstood concept. In
entrepreneurship, durability exists when the investor gets her
money back plus a market or better return on investment.

system is conceived. We then ask the questions artic-
ulated in the exhibit.

These criteria will be described in great detail in
Chapter 5 and can be applied to the search and evalu-
ation of any opportunity. In short, the greater the
growth, size, durability, and robustness of the gross
and net margins and free cash flow, the greater the
opportunity. The more imperfect the market, the
greater the opportunity. The greater the rate of
change, the discontinuities, and the chaos, the greater
is the opportunity. The greater the inconsistencies in
existing service and quality, in lead times and lag times,
and the greater the vacuums and gaps in information
and knowledge, the greater is the opportunity.

Resources: Creative and Parsimonious
One of the most common misconceptions among un-
tried entrepreneurs is that you first need to have all the
resources in place, especially the money, to succeed
with a venture. Thinking money first is a big mistake.
Money follows high-potential opportunities conceived
of and led by a strong management team. Investors
have bemoaned for years that there is too much money
chasing too few deals. In other words, there is a short-
age of quality entrepreneurs and opportunities, not
money. Successful entrepreneurs devise ingeniously

a“““‘%
gootst Resources
Minimize and control s
versus Re\’t\\"““s““‘

Maximize and own

Unleashing creativity

Financial resources
Assets
People
Your business plan

Think cash last!

creative and stingy strategies to marshal and gain con-
trol of resources (Exhibit 3.7). Surprising as it may
sound, investors and successful entrepreneurs often
say one of the worst things that can happen to an en-
trepreneur is to have too much money too early.

Howard Head is a wonderful, classic example of
succeeding with few resources. He developed the
first metal ski, which became the market leader, and
then the oversize Prince tennis racket; developing
two totally unrelated technologies is a rare feat. Head
left his job at a large aircraft manufacturer during
World War II and worked in his garage on a shoe-
string budget to create his metal ski. It took more
than 40 versions before he developed a ski that
worked and could be marketed. He insisted that one
of the biggest reasons he finally succeeded is that he
had so little money. He argued that if he had com-
plete financing he would have blown it all long before
he evolved the workable metal ski.

Bootstrapping is a way of life in entrepreneurial
companies and can create a significant competitive
advantage. Doing more with less is a powerful com-
petitive weapon. Effective new ventures strive to
minimize and control the resources, but not neces-
sarily own them. Whether it is assets for the business,
key people, the business plan, or start-up and growth
capital, successful entrepreneurs think cash last.
Such strategies encourage a discipline of leanness,
where everyone knows that every dollar counts, and
the principle “conserve your equity” (CYE) becomes
a way of maximizing shareholder value.

The Entrepreneurial Team There is little dis-
pute today that the entrepreneurial team is a key in-
gredient in the higher-potential venture. Investors
are captivated “by the creative brilliance of a com-
pany’s head entrepreneur: A Mitch Kapor, a Steve

Copyright © The McGraw-Hill Companies, Inc.
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Jobs, a Fred Smith . . . and bet on the superb track
records of the management team working as a
group.”31 Venture capitalist John Doerr reaffirms
General George Doriot’s dictum: I prefer a Grade A
entrepreneur and team with a Grade B idea, over a
Grade B team with a Grade A idea. Doerr stated,
“In the world today, there’s plenty of technology,
plenty of entrepreneurs, plenty of money, plenty of
venture capital. What’s in short supply is great
teams. Your biggest challenge will be building a
great team.”®?

Famous investor Arthur Rock articulated the im-
portance of the team more than a decade ago. He put
it this way: “If you can find good people, they can al-
ways change the product. Nearly every mistake I've
made has been I picked the wrong people, not the
wrong idea.”> Finally, as we saw earlier, the ventures
with more than 20 employees and $2 million to $3
million in sales were much more likely to survive and
prosper than smaller ventures. In the vast majority of
cases, it is very difficult to grow beyond this without a
team of two or more key contributors.

Clearly a new venture requires a lead entrepre-
neur that has personal characteristics described in
Exhibit 3.8. But the high-potential venture also re-
quires interpersonal skills to foster communications
and, therefore, team building.

Exhibit 3.8 summarizes the important aspects of
the team. These teams invariably are formed and led
by a very capable entrepreneurial leader whose track
record exhibits both accomplishments and several
qualities that the team must possess. A pacesetter
and culture creator, the lead entrepreneur is central
to the team as both a player and a coach. The ability
and skill in attracting other key management mem-
bers and then building the team is one of the most
valued capabilities investors look for. The founder
who becomes the leader does so by building heroes
in the team. A leader adapts a philosophy that re-
wards success and supports honest failure, shares the
wealth with those who help create it, and sets high
standards for both performance and conduct. We will
examine in detail the entrepreneurial leader and the
new venture team in Chapter 8.

Importance of Fit and Balance Rounding
out the model of the three driving forces is the con-
cept of fit and balance between and among these
forces. Note that the team is positioned at the bottom
of the triangle in the Timmons Model (Exhibit 3.5).
Imagine the founder, the entrepreneurial leader of
the venture, standing on a large ball, balancing the

EXHIBIT 3.8

An Entrepreneurial Team Is a Critical
Ingredient for Success

An entrepreneurial leader

e Learns and teaches—faster, better

e Deals with adversity, is resilient

e Exhibits integrity, dependability, honesty

e Builds entrepreneurial culture and organization
Quality of the team passio®

® Relevant experience and track record

* Motivation to excel

e Commitment, determination, and persistence

e Tolerance of risk, ambiguity, and uncertainty

e Creativity

e Team locus of control

e Adaptability

e Opportunity obsession

e | eadership and courage

e Communication

triangle over her head. This imagery is helpful in ap-
preciating the constant balancing act because oppor-
tunity, team, and resources rarely match. When envi-
sioning a company’s future, the entrepreneur can ask,
What pitfalls will T encounter to get to the next
boundary of success? Will my current team be large
enough, or will we be over our heads if the company
grows 30 percent over the next two years? Are my re-
sources sufficient (or too abundant)? Vivid examples
of the failure to maintain a balance are everywhere,
such as when large companies throw too many re-
sources at a weak, poorly defined opportunity. For
example, Lucent Technologies’ misplaced assump-
tion of slowness to react to bandwidth demand re-
sulted in an almost 90 percent reduction in market
capitalization.

Sustainability as a Base Building a sustain-
able venture means achieving economic, environ-
mental, and social goals without compromising the
same opportunity for future generations. The sea
change in entrepreneurship regarding environment,
community, and society is driven by many factors. We
are seeing an elevated social awareness concerning a
wide range of sustainability-related issues, including
human rights, food quality, energy resources, pollu-
tion, global warming, and the like. By understanding
these factors, the entrepreneur builds a firmer base,
girding the venture for the long term.

SUW. D. Bygrave and J. A. Timmons, Venture Capital at the Crossroads (Boston: Harvard Business School Press, 1992), p. 8.

52 Fast Company, February—March 1997, p. 84.

33 A. Rock, “Strategy vs. Tactics from a Venture Capitalist,” Harvard Business Review, November-December 1987, pp. 63-67.
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While the drawings oversimplify these incredibly
complex events, they help us to think conceptually—an
important entrepreneurial talent—about the company-
building process, including the strategic and manage-
ment implications of striving to achieve balance, and
the inevitable fragility of the process. Visually, the
process can be appreciated as a constant balancing act,
requiring continual assessment, revised strategies and
tactics, and an experimental approach. By addressing
the types of questions necessary to shape the opportu-
nity, the resources, and the team, the founder begins to
mold the idea into an opportunity, and the opportunity
into a business, just as you would mold clay from a
shapeless form into a piece of art.

Exhibit 3.9 shows how this balancing act evolved for
Google from inception through its initial public and
secondary offerings. Back in 1996, online search was a
huge, rapidly growing, but elusive opportunity. There
were plenty of early entrants in the search space, but
none had yet broken out of the pack. Stanford graduate
students Larry Page and Sergey Brin began to collabo-
rate on a search engine called BackRub, named for its
unique ability to analyze the “back links” pointing to a
given Web site. Within a year, their unique approach to
link analysis was earning their dorm-room search en-
gine a growing reputation as word spread around cam-
pus. Still, they had no team and no capital, and their
server architecture was running on computers they
borrowed from their computer science department.

Such a mismatch of ideas, resources, and talent
could quickly topple out of the founders’ control and

EXHIBIT 3.9(a)

fall into the hands of someone who could turn it into a
real opportunity. At this tenuous point, the founders
would have seen something like the first figure, Exhibit
3.9(a), with the huge search engine opportunity far out-
weighing the team and resources. The gaps were major.

Enter entrepreneur and angel investor Andy
Bechtolsheim, one of the founders of Sun Microsys-
tems. The partners of the search engine (now named
Google, a variant of googol, an immense number),
met Bechtolsheim very early one morning on the
porch of a Stanford faculty member’s home in Palo
Alto. Impressed, but without the time to hear the de-
tails, Bechtolsheim wrote them a check for $100,000.
From there, Page and Brin went on to raise a first
round of $1 million. The partners were now in a posi-
tion to fill the resource gaps and build the team.

In September 1998 they set up shop in a garage in
Menlo Park, California, and hired their first em-
ployee: technology expert Craig Silverstein. Less
than a year later, they moved to a new location, which
quickly became a crush of desks and servers. In June
1999 the firm secured a round of funding that in-
cluded $25 million from Sequoia Capital and Kleiner,
Perkins, Caufield & Byers—two of the leading ven-
ture capital firms in Silicon Valley. The terrible office
gridlock was alleviated with a move to Google’s cur-
rent headquarters in Mountain View, California.

This new balance in Exhibit 3.9(b) created a justi-
fiable investment. The opportunity was still huge and
growing, and some competitors were gaining market
acceptance as well. To fully exploit this opportunity,

Google—Classic Resource Parsimony, Bootstrapping—Journey
through the Entrepreneurial Process: At Start-Up, a Huge Imbalance

growing, and
undefined

Ambiguity AN
N
AN
\\
Creativit
-,

Uncertainty

Business plan

Fits and gaps
e [nnumerable: Money and /
management //

Communication

Opportunity ‘
Very large,

Resources
Very limited

A
/

Exogenous forces

/
/ « Leadership

Brain trust

Capital markets context

A

Founder

Sustainabhility: For environment, community, and society

Copyright © The McGraw-Hill Companies, Inc.



Copyright © The McGraw-Hill Companies, Inc.

Chapter 3 The Entrepreneurial Process

EXHIBIT 3.9(b)

Google—Marshaling of Team and Resources to Pursue
Opportunity—Journey through the Entrepreneurial Process:
At Venture Capital Funding, toward New Balance
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EXHIBIT 3.9(c)

Google—Building and Sustaining the Enterprise; Rebalancing—Journey
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attract a large and highly talented group of managers
and professionals, and create even greater financial
strength than competitors like Yahoo!, the company
had to complete an initial public stock offering (IPO).
Following the close of that IPO in the summer of
2004, Google was worth more than $25 billion, giving
it a first-day market capitalization greater than that of
Amazon.com, Lockheed Martin, or General Motors.
Within a year the company had raised another $4 bil-
lion in a secondary public offering.

By 2007 Google (see Exhibit 3.9(c)) had a share
price in the range of $500 and was larger and stronger
in people and resources than any direct competitor.
The company was the place to work and employed
over 10,000 of the best and brightest in the industry.
Could such an unstoppable force as Google be blind-
sided and eclipsed by a new disruptive technology,
just as Apple Computer and Microsoft bludgeoned
IBM and Digital Equipment? While right now such a
prospect might seem impossible given Google’s mo-
mentum, scale, and ability to attract talent, history is
quite clear on this: The answer is not whether, but
when, Google will be overtaken.

This iterative entrepreneurial process is based on
both logic and trial and error. It is both intuitive and
consciously planned. It is a process not unlike what
the Wright brothers originally engaged in while cre-
ating the first self-propelled airplane. They con-
ducted more than 1,000 glider flights before suc-
ceeding. These trial-and-error experiments led to the
new knowledge, skills, and insights needed to actually
fly. Entrepreneurs have similar learning curves.

The fit issue can be appreciated in terms of a ques-
tion: This is a fabulous opportunity, but for whom?
Some of the most successful investments ever were
turned down by numerous investors before the
founders received backing. Intuit received 20 rejections
for start-up funding by sophisticated investors. One for-
mer student, Ann Southworth, was turned down by 24
banks and investors before receiving funding for an eld-
erly extended care facility. Ten years later, the company
was sold for an eight-figure profit. Time and again, there
can be a mismatch between the type of business and in-
vestors, the chemistry between founders and backers, or
a multitude of other factors that can cause a rejection.
Thus how the unique combination of people, opportu-
nity, and resources come together at a particular time
may determine a venture’s ultimate chance for success.

The potential for attracting outside funding for a
proposed venture depends on this overall fit and how
the investor believes he or she can add value to this fit
and improve the fit, risk-reward ratio, and odds for
success. Exhibit 2.12 in the previous chapter shows
the possible outcome.

The Opportunity

Importance of Timing Equally important is
the timing of the entrepreneurial process. Each of
these unique combinations occurs in real time, where
the hourglass drains continually and may be friend,
foe, or both. Decisiveness in recognizing and seizing
the opportunity can make all the difference. Don't
wait for the perfect time to take advantage of an op-
portunity: There is no perfect time. Most new busi-
nesses run out of money before they can find enough
customers and the right teams for their great ideas.
Opportunity is a moving target.

Recent Research Supports the Model

The Timmons Model originally evolved from doctoral
dissertation research at the Harvard Business School,
about new and growing ventures. Over nearly three
decades, the model has evolved and been enhanced
by ongoing research, case development, teaching,
and experience in high-potential ventures and ven-
ture capital funds. The fundamental components of
the model have not changed, but their richness and
the relationships of each to the whole have been
steadily enhanced as they have become better under-
stood. Numerous other researchers have examined a
wide range of topics in entrepreneurship and new
venture creation. The bottom line is that the model,
in its simple elegance and dynamic richness, har-
nesses what you need to know about the entrepre-
neurial process to get the odds in your favor. As each
of the chapters and accompanying cases, exercises,
and issues expand on the process, addressing individ-
ual dimensions, a detailed framework with explicit
criteria will emerge. If you engage this material fully,
you cannot help but improve your chances of success.

Similar to the INC. 500 companies mentioned ear-
lier, the Ernst & Young LLP Entrepreneur of the Year
winners were the basis of a major research effort con-
ducted by the National Center for Entrepreneurship
Research at the Kauffman Center for Entrepreneurial
Leadership, with a specific focus on 906 high-growth
companies.34 These findings provide important bench-
marks of the practices in a diverse group of industries
among a high-performing group of companies.

Most significantly, these results reconfirm the im-
portance of the model and its principles: the team, the
market opportunity, the resource strategies, most of
the individual criteria, the concept of fit and balance,
and the holistic approach to entrepreneurship.

Exhibit 3.10 summarizes the 26 leading practices
identified in four key areas: marketing, finances, man-
agement, and planning. (A complete version of the
study is available from the National Center for Entre-
preneurship Research, http:/www.kauffman.org.)

34D, L. Sexton and F. I. Seale, Leading Practices of Fast Growth Entrepreneurs: Pathways to High Performance (Kansas City, MO: Kauffman Center for

Entrepreneurial Leadership, 1997).
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EXHIBIT 3.10

Leading Practices

Leading marketing practices of fast-growth firms

Deliver products and services that are perceived as highest quality to expanding segments.
Cultivate pacesetting new products and services that stand out in the market as best of the breed.
Deliver product and service benefits that demand average or higher market pricing.

Generate revenue flows from existing products and services that typically sustain approximately 90% of the present revenue base,
while achieving flows from new products and services that typically expand revenue approximately 20% annually.

Generate revenue flows from existing customers that typically sustain approximately 80% of the ongoing revenue base, while
achieving flows from new customers that typically expand revenue flows by about 30% annually.

Create high-impact, new product and service improvements with development expenditures that typically account for no more than
approximately 6% of revenues.

Utilize a high-yield sales force that typically accounts for approximately 60% of marketing expenditures.

Rapidly develop broad product and service platforms with complementary channels to help expand a firm’s geographic marketing
area.

Leading financial practices of fast-growth firms

Anticipate multiple rounds of financing (on average every 2.5 years).

Secure funding sources capable of significantly expanding their participation amounts.
Utilize financing vehicles that retain the entrepreneur’s voting control.

Maintain control of the firm by selectively granting employee stock ownership.

Link the entrepreneur’s long-term objectives to a defined exit strategy in the business plan.

Leading management practices of fast-growth firms

Use a collaborative decision-making style with the top management team.

Accelerate organizational development by assembling a balanced top management team with or without prior experience of working
together.

Develop a tfop management team of three to six individuals with the capacity to become the entrepreneur’s entrepreneurs. Align the
number of management levels with the number of individuals in top management.

Establish entrepreneurial competency first in the functional areas of finance, marketing, and operations. Assemble a balanced board
of directors composed of both internal and external directors.

Repeatedly calibrate strategies with regular board of directors meetings.
Involve the board of directors heavily at strategic inflection points.

Leading planning practices of fast-growth firms

Prepare detailed written monthly plans for each of the next 12 to 24 months and annual plans for three or more years.

Establish functional planning and control systems that tie planned achievements to actual performance and adjust management
compensation accordingly.

Periodically share with employees the planned versus actual performance data directly linked to the business plan.
Link job performance standards that have been jointly set by management and employees to the business plan.
Prospectively model the firm based on benchmarks that exceed industry norms, competitors, and the industry leader.

Chapter Summary

Copyright © The McGraw-Hill Companies, T

We began to demystify entrepreneurship by = Thinking big enough can improve the odds signifi-
examining its classic start-up definition and a cantly. Higher-potential ventures are sought by suc-
broader, holistic way of thinking, reasoning, and cessful entrepreneurs, venture capitalists, and private
acting that is opportunity obsessed and leadership investors.

balanced. = The Timmons Model is at the heart of spotting and
Entrepreneurship has many metaphors and poses building the higher-potential venture and understand-
many paradoxes. ing its three driving forces: opportunity, the team, and
Getting the odds in your favor is the entrepreneur’s resources. The concept of fit and balance is crucial.
perpetual challenge, and the smaller the business, the = Recent research on CEOs of fast-growth ventures na-

poorer are the odds of survival. tionwide adds new validity to the model.
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Study Questions

1. Can you define what is meant by classic entrepreneur- 5. What are the most important things you can do to get
ship and the high-potential venture? Why and how are the odds in your favor?

threshold concepts, covering your equity, bootstrap- 6. What criteria and characteristics do high-growth en-

ping of resources, fit, and balance important?
2. How many additional metaphors and paradoxes

trepreneurs, venture capitalists, and private investors
seek in evaluating business opportunities? How can

about entrepreneurship can you write down?

3. “People don’t want to be managed, they want to be
led.” Explain what this means and its importance and
implications for developing your own style and lead-
ership philosophy.

4. What are the most important determinants of success

and failure in new businesses? Who has the best and
worst chances for success, and why?

these make a difference?

7. Define and explain the Timmons Model. Apply it and
graphically depict, as in the Google example, the first
five years or so of a new company with which you are

familiar.
8. What are the most important skills, values, talents,

abilities, and mind-sets one needs to cultivate as an

entrepreneur?

Internet Resources for Chapter 3

www.sbha.gov/advo/research The Office of Advocacy of the
U.S. Small Business Administration (SBA) is an
independent voice for small business within the federal
government. This site is a useful resource for small
business research and statistics on a wide range of topics.
www.ypo.org/ More that 11,000 young global leaders in

90 nations rely on one exclusive peer network that

MIND STRETCHERS

Have You Considered?

connects them to exchange ideas, pursue learning, and
share strategies to achieve personal and professional
growth and success.

www.inc.com/inc5000/ The magazine has increased its
database to include 5,00 private businesses. As in
previous years, the top 500 fastest growing firms are
ranked.

1. Who can be an entrepreneur? When? knocked off by upstarts. How can this happen? Why

2. More than 80 percent of entrepreneurs learn the crit- does it present an opportunity, and for whom?
ical skills they need after age 21. What does this 4. What do you need to be doing now, and in the next
mean for you? 12 months, to get the odds in your favor?

3. In your lifetime, the odds are that leading firms today 5. List 100 ideas and then pick out the best 5 that might
such as Microsoft, Google, Dell Computer, American be opportunities. How can these become opportuni-
Airlines, McDonald’s, and American Express will be ties? Who can make them opportunities?
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Case

Preparation Questions
1. Who can be an entrepreneur?

2.  What are the risks, rewards, and trade-offs of a
lifestyle business versus a high-potential business—
one that will exceed $5 million in sales and grow
substantially?

3.  What is the difference between an idea and an
opportunity? For whom2 What can be learned
from Exhibits C and D2

4.  Why has the company succeeded so far?

5.  What should Roxanne and Burt do, and why?

Our goal for the first year was 10,000 in total
sales. | figured if | could take home half of that, it
would be more money than /'d ever seen.

Roxanne Quimby

Introduction

Roxanne Quimby sat in the president’s office of Burt's
Bees’ newly relocated manufacturing facility in Raleigh,
North Carolina. She was surrounded by unpacked
boxes and silence from the unmoving machines with no
one there to operate them. Quimby looked around and
asked herself, “Why did | do this2” She felt lonely and
missed Maine, Burt's Bees' previous home. Quimby had
founded and built Burt’s Bees, a manufacturer of
beeswax-based personal care products and handmade
crafts, in central Maine and was not convinced she
shouldn’t move it back there. She explained,

When we got to North Carolina, we were totally
alone. | realized how much of the business existed in
the minds of the Maine employees. There, everyone
had their mark on the process. That was all lost when
we left Maine in 1994. | just kept thinking, “Why did |
move Burt's Bees2” | thought | would pick the company
up and move it and everything would be the same.
Nothing was the same except that | was still working
20-hour days.

Quimby had profound doubts about this move to
North Carolina and was seriously considering moving
back to Maine. She needed to make a decision quickly
because Burt's Bees was in the process of hiring new
employees and purchasing a great deal of manufactur-
ing equipment. If she pulled out now, losses could be
minimized and she could hire back each of the 44 em-
ployees she had left back in Maine, since none of them
had found new jobs yet. On the other hand, it would be
hard to ignore all the reasons she had decided to leave

Roxanne Quimby

Maine in the first place. If she moved Burt's Bees back,
she would face the same problems that inspired this
move. In Maine, Burt’s Bees would probably never grow
over $3 million in sales, and Quimby felt it had poten-
tial for much more.

Roxanne Quimby

The Black Sheep

“I was a real black sheep in my family,” Quimby said.
She had one sister who worked for AMEX and another
sister who worked for Charles Schwab, and her father
worked for Merrill Lynch. She was not interested in busi-
ness at all, though, and considered it dull. Quimby at-
tended the San Francisco Art Institute in the late 1960s
and “got radicalized out there,” she explained. “I stud-
ied, oil painted, and graduated without any job
prospects. | basically dropped out of life. | moved to
central Maine where land was really cheap—$100 an
acre—and | could live removed from society.”

Personal politics wasn't the only thing that pushed
Quimby below the poverty line. While she was in
college, Roxanne's father discovered she was living
with her boyfriend and disowned her, severing all finan-
cial and familial ties. Her father, a Harvard Business
School graduate and failed entrepreneur, did give her
one giff—an early entrepreneurial education. At the age
of 5, Roxanne Quimby's father told her he wouldn't give
her a cent for college but would match every dollar she
earned herself. By her high school graduation Quimby
had banked $5,000 by working on her father’s numer-
ous entrepreneurial projects and selling her own hand-
made crafts.

In 1975 Quimby and her boyfriend married and
moved to Guilford, Maine—an hour northwest of Ban-
gor. They bought 30 acres of land at $100 an acre
and built a two-room house with no electricity, running
water, or phone. In 1977 Quimby had twins, and her
lifestyle became a burden. She washed diapers in pots
of boiling water on a wood-burning stove and strug-
gled constantly to make ends meet with minimum wage
jobs. Her marriage broke apart when the twins were
4. Quimby packed up everything she owned on a to-
boggan and pulled the load across the snow to a
friend’s house.

The moneymaking skills her father forced her to de-
velop allowed Quimby to survive. She and her children

© Copyright Jeffry A. Timmons, 1997. This case was writtlen by Rebecca
Voorheis, under the direction of Jeffry A. Timmons, Franklin VW. Olin Dis-
tinguished Professor of Entrepreneurship, Babson College. Funding pro-
vided by the Ewing Marion Kauffman Foundation. All rights reserved.
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lived in a small tent, and Quimby made almost $150 a
week by working local flea markets—buying low and
selling high. She also held jobs waitressing. Quimby de-
scribed, “I always felt | had an entrepreneurial spirit.
Even as a waitress | felt entrepreneurial because | had
control. | couldn’t stand it when other people controlled
my destiny or performance. Other jobs didn't inspire me
to do my best, but waitressing did because | was ac-
countable to myself. Eventually | got fired from these
jobs because | didn't hesitate to tell the owners what |
thought. | had a bit of an attitude.”

In 1984 Quimby began to question her lifestyle and
realized she had to make a change. She explained, “I
decided | had to make a real income. | started fo feel the
responsibility of having kids. | had waitressing jobs but
there were only three restaurants in town and | had been
fired from all three. That's when | hooked up with Burt.”

A Kindred Spirit

Like Roxanne Quimby, Burt Shavitz had also dropped
out of life in the early 1970s. A New York native and ex-
photographer for Life and New York magazines,
Shavitz lived in an 8’ by 8" house (previously a turkey
coop) on a 20-acre farm in Dexter, Maine, which he
purchased in 1973. Shavitz, a beekeeper with 30
hives, sold honey off the back of his truck during hunting
season. He earned maybe $3,000 a year, which was
exactly enough to pay property taxes and buy gas for
his pickup truck.

When Roxanne first saw Burt, whom she described
as a “good-looker,” she knew she had to meet him. In
an article in Lear’s magazine Quimby said, “I pre-
tended | was interested in the bees, but | was really in-
terested in Burt. Here was this lone beekeeper. | wanted
to fix him, to tame the wild man.”" When Quimby and
Shavitz met in 1984, the bond was immediate. Quimby
talked about Shavitz's role at Burt's Bees:

| convinced Burt into this enterprise. He has always be-
lieved in my vision, but unlike me he’s emotionally de-
tached and uninvolved. Therefore, he has some great
ideas and is more likely to take risks. He’s my main
sounding board and gives me a lot of moral and psy-
chological support. | never could have done this without
him. In all this time, there’s never been a conflict be-
tween us. The chemistry has always been there. We're
just really on the same wavelength. We've been through
a lot together that would have broken other relation-
ships. I've always been the motivator and the one in-
volved in day-to-day operations, but very rarely does he
disagree with me. He's kind of my guru.

In the beginning of their fast friendship, Burt taught Rox-
anne about beekeeping and Roxanne discovered Burt's
large stockpile of beeswax. Quimby suggested making
candles with the beeswax. She took her hand-dipped and

'J. Bentham, “Enterprise,” Lear’s, March 1994, pp. 20-21.
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sculpted candles to a crafts fair at a local high school and
brought home $200. She remembers, “I had never held
that much money in my hand.” Burt's Bees was born.

Quimby and Shavitz pooled $400 from their savings
to launch a honey and beeswax business. They purchased
some household kitchen appliances for mixing, pouring,
and dipping. A friend rented them an abandoned one-
room schoolhouse with no heat, running water, windows,
or electricity for $150 a year—the cost of the fire insur-
ance. Neither of them had a phone, so they convinced the
local health food store to take messages for Burt's Bees.
Quimby traveled to fair after fair around the region, sleep-
ing in the back of a pickup truck and making a few hun-
dred dollars a day. She set what seemed like an impossi-
ble goal for the first year’s sales—$10,000. That year,
1987, Burt's Bees made $81,000 in sales.

Burt’s Bees’ Early Success

Burt's Bees’ big break came in 1989 at a wholesale
show in Springfield, Massachusetts. The owner of an up-
scale boutique in Manhattan bought a teddy bear can-
dle and put it in the window of his store. The candle was
a hit, and the boutique owner barraged the health food
store with messages asking for new shipments. Quimby
began hiring employees to help with production and ex-
panded the product line to include other handmade
crafts and beeswax-based products like lip balm. In
1993 Burt’s Bees had 44 employees.

Quimby explained her transformation into a busi-
nessperson:

After a while, | realized | just liked it. | liked buying and
selling things well, adding value. | had no security issues
because I'd been living at the bottom for so many years.
| knew if worse came to worse and the business failed, |
could survive. I'd seen the worst and knew | could han-
dle it. I'd never been trapped by the need for security or
a regular paycheck. | loved the freedom of starting a
business, of not knowing how it would turn out. It was
this big experiment and whether it succeeded or failed
totally depended on me. | realized the goal was not the
most interesting part; the problems along the way were.
| found business was the most incredibly liberating thing.
| never would have thought that before. The only rule is
that you have to make a little bit more than you spend.
As long as you can do that, anything else you do is OK.
There are no other opportunities that have as few rules.

Not only did Roxanne Quimby have a passion for
business, but she also had a talent. Since the beginning
of Burt's Bees in 1987, the company had never once
dipped into the red, it had always turned a profit, and
its profits had always increased (see Exhibit A). A num-
ber of large national retailers stocked Burt's Bees' prod-
ucts including L.L. Bean, Macy’s, and Whole Foods
Market Company. By 1993 Burt’s Bees had sales repre-
sentatives across the country and sold its products in

Copyright © The McGraw-Hill Companies, Inc.
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EXHIBIT A

Burt’s Bees Sales, 1987-1993
Year Sales
1987 $81,000
1988 $137,779
1989 $180,000
1990 $500,000
1991 $1,500,000
1992 $2,500,000
1993 $3,000,000

every state. By all accounts, Burt’s Bees’ products were
a success. Quimby explained their appeal:

We sell really well in urban areas. People in urban areas
need us more because they can't step out the front door
and get freshness or simplicity. Our products aren’t so-
phisticated or sleek. They’re down-home and basic.
Everyone has an unconscious desire for more simplicity
and our products speak to that need.

The company was not only profitable, it was totally
debt-free. Burt's Bees had never taken out a loan.
Quimby didn't even have a credit card. When she ap-
plied for one in 1993, by then a millionaire, she had to
get her sister fo cosign because she had no credit his-
tory. She was strongly averse to going into debt.
Quimby explained,

I've never taken on debt because | don't ever want to
feel like | can't walk away from it this affernoon. That's
important to me. A monthly payment would trap me into
having to explain my actions. | love being on the edge
with no predictability, no one fo report to. Anyway,
there was no way a bank would have given me the
money to start Burt's Bees. | could just see myself with
some banker trying to explain, “I've never had a job or
anything but could you give me some money because |
have this idea about beeswax.”

Quimby was so debt-averse and cash-aware, she re-
fused to sell products to any retailer that didn’t pay its bill
within the required 30 days. This meant turning down or-
ders from retailing powerhouses like I. Magnin and
Dean & Deluca. In 1993, with about $3 million in sales,
the company wrote off only $2,500 in uncollected debts.
In the same year, Burt's Bees had $800,000 in the bank,
and pretax profits were 35 percent of sales.

The Move

The Costs of Doing Business in Maine

The main impetus for the move was the excessive costs
associated with Burt's Bees’ location in northern Maine:

1. High transport costs: “Our transport costs were
ridiculously high,” said Quimby. Because of its
vast distance from any metropolitan areas, ship-
ping products to distributors and receiving materi-
als were astronomically expensive. Burt's Bees was
almost always the last stop on truckers’ routes.

2. High payroll taxes: Burt's Bees was being taxed
about 10 percent of its payroll by the state of
Maine. Payroll taxes were so high because unem-
ployment in Maine hovered around 20 percent.

3. Lack of expertise: In 1993 Burt's Bees had 44 em-
ployees who were all “welfare moms.” Quimby
said, “They brought a set of hands and a good
attitude to work, but no skills.” Everything was
made by hand. Burt's Bees’ most popular product,
lip balm, was mixed with a household blender,
then poured from teapots info mefal fins. “When
we received a shipment of containers or labels,
we had to break down the pallets inside the truck
because no one knew how to operate a forklift.
Everything was inefficient and costly. There
weren't any people with expertise in Maine,”
Quimby explained. For a while, Quimby aggres-
sively recruited managers from around New
England. When they came up to Guilford to inter-
view and realized how isolated the fown was,
though, they would turn down any offer Quimby
made.

Roxanne Quimby moved the company to free Burt's
Bees from these constraints and liberate it to grow. Since
beginning operations in 1987, Burt's Bees had strug-
gled to keep up with demand. Quimby had no time to
focus on broad management issues because she spent
most of her time pouring beeswax along with the other
44 employees in order to fill distributors’ unceasing or-
ders. She explained,

The business had developed a life of its own and it was
telling me it wanted to grow. But it was growing beyond
me, my expertise, my goals, and definitely beyond
Maine. If | kept it in northern Maine, | would have
stunted its growth. But the business was my child in a
way, and as its mother | wanted to enable it o grow.
The business provided a great income and | could have
gone on like that for a while. But | knew it had a lot more
potential than $3 million. At the same time, | knew $3
million was the most | could do on my own. | was work-
ing all of the time and there was no one to lean on or
delegate to. My lack of formal business training really
began to bite me. | didn’t even know about payroll
taxes. We would get fined for missing tax deadlines we
didn’t even know existed.

Why North Carolina?

Roxanne Quimby felt she had to move the company
away from Maine. But to where? She didn't want to live
in a big, bustling city, but the new location had to be
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central. Quimby explained how she finally chose North
Carolina as Burt's Bees' new home:

| had a map of the United States in my office with pins
where all of our sales reps were. | used to always look
at that map—when | was on the phone, doing paper-
work, or just sitting at my desk—until one day | no-
ticed North Carolina. It just seemed central, well
placed. And, it turned out, a large percentage of the
country’s population lives within a 12-hour drive of
North Carolina. One of my biggest worries about
moving was telling Burt. | said to Burt one day, “We
need to move and it looks like North Carolina is the
place to go.” Burt said, “OK, Roxy” and | thought to
myself, “Thank God Burt is always on my wave-
length.”

Burt got on the phone with a representative at the
North Carolina Department of Commerce and told him
about Burt’s Bees. Burt and Roxanne were pleasantly
surprised to learn North Carolina was extremely aggres-
sive about recruiting new companies to the state and
was eager to attract Burt's Bees, even though it was
quite a bit smaller than other companies locating in the
“Triangle.”? The North Carolina Department of Com-
merce sent Burt’s Bees a software program that Quimby
used to plug in financial information and calculate the
estimated taxes Burt's Bees would pay in North Car-
olina. The estimated taxes were significantly less than
those they were paying in Maine.

Perhaps more compelling, though, was the large sup-
ply of skilled labor in North Carolina. If Burt's Bees
moved, it would be able to hire an ex-Revlon plant engi-
neer fo establish and operate its manufacturing
processes. Quimby also had a lead on a marketing
manager in North Carolina with experience at Lan-
come, Vogue, and Victoria's Secret’s personal care
products division.

As a next step, the North Carolina Department of
Commerce invited Roxanne and Burt to visit North
Carolina for a three-day tour of the Triangle area and
available manufacturing facilities. “You should have
seen the look on the representative’s face when he
picked us up from the airport,” Quimby laughed. “Burt
has this deep, gruff voice, so he must have sounded very
different on the phone than he looks. Burt is 62, has
crazy white hair to his shoulders and a long white
beard, is really tall, and pretty much looks like he just
walked out of the woods of Maine.” She continued to
say, “The representative recovered really well, though,
and took us around the whole area for three days. He
showed us tons of plants and real estate. He made us a
great offer and we were impressed.”

When they got back to Maine, Quimby called the

Maine Department of Commerce to give it a chance to

2 The "Triangle” area in North Carolina includes Chapel Hill, Raleigh,
and Durham and is the home of Research Triangle Park, a large
highfech business park similar to Silicon Valley in California or
Route 128 in Massachusetts.
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keep Burt's Bees in the state. “If they had offered us half
the deal North Carolina did,” Quimby said, “l would
have taken it.” The Maine Department of Commerce
asked Roxanne to call back in a couple of months be-
cause the person in charge of business recruiting was
out on maternity leave. Quimby marveled, “We were
the second largest employer in the town and they didn’t
respond to us at all. We finally heard from the governor
of Maine when he read an article about us in Forbes®
that mentioned we were leaving the state. By then it was
too late. The move was only a few days away and we
had already signed a lease on the new manufacturing

facility.”

Trimming the Azalea Bush: The
Economics of the Move

Roxanne Quimby likened Burt’s Bees’ move fo transplant-
ing an azalea bush in full bloom. She said, I realized |
had to trim and prune radically to allow it to survive.” In
Maine, Burt's Bees biggest resource was cheap labor—
people on the production line were paid $5 an hour.
Therefore, most of Burt’s Bees products were very labor-
infensive and production was totally unautomated. All of
its products, from birdhouses to candles to baby clothes,
were handmade.

In North Carolina, though, the company’s biggest
resource was skilled labor. But skilled labor is expen-
sive, and Burt’s Bees wouldn't be able to keep making
its labor-intensive handmade items. Quimby would
have to automate everything and change Burt's Bees'
whole product line to focus on skin care products (see
Exhibit B for industry employment statistics). She ex-
plained, “Our products in Maine were totally unre-
lated production-wise, but they were related in the
sense that each product communicated down-home
values and simplicity. In North Carolina, though, we
would have to get rid of all the handmade products,
and that was pretty much everything. We had to
aufomate.”

When Quimby arrived in North Carolina she sat
down to evaluate the product line and decided to focus
on skin care (for general industry statistics, see Exhibits
C and D). Skin care products require only blending and
filling, which is very straightforward, and machinery
can do almost everything. “To justify the move to North
Carolina from a cost and manufacturing perspective,
we would have to make more ‘goop,’” Quimby stated.
“| looked at my list of prospective new products, and
there wasn’t anything on the list that we made in 1988.”

Quimby planned on retaining Burt’s Bees environ-
mental ethic by excluding any chemical preservatives
and using primarily all-natural ingredients in its skin

D. W. linder, “Dear Dad,” Forbes, December 6, 1993, pp. 98-99.
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Chapter 3

EXHIBIT B

The Entrepreneurial Process

Occupations Employed by Standard Industrial Classification
(SIC) 284: Soap, Cleaners, and Toilet Goods

% Change

% of Industry to 2005
Occupation Total, 1994 (Projected)
Packaging & filling machine operators 8.5 —-30.1
Hand packers & packagers 6.3 —20.1
Assemblers, fabricators, & hand workers 57 16.5
Sales & related workers 4.9 16.5
Freight, stock & material movers, hand 3.6 -6.8
Secrefaries, executive, legal & medical 3.5 6.0
Chemical equipment controllers, operators 3.0 4.8
Industrial machinery mechanics 2.7 28.1
Machine operators 2.6 2.6
Industrial truck & tractor operators 2.6 16.5
Chemists 2.5 28.1
Crushing & mixing machine operators 2.5 16.4
General managers & top executives 2.5 10.5
Traffic, shipping, & receiving clerks 2.2 12.1
Marketing, advertising, & PR managers 2.0 16.5
Science & mathematics technicians 1.8 16.5
Bookkeeping, accounting, & auditing clerks 1.8 16.5
Maintenance repairers, general utility 1.7 4.8
Inspectors, testers & graders, precision 1.6 16.5
General office clerks 1.6 =7
Order clerks, materials, merchandise & service 1.5 13.9
Machine feeders & offbearers 1.5 4.8
Clerical supervisors & managers 1.5 19.1
Professional workers 1.4 39.7
Industrial production managers 1.4 16.4
Stock clerks 1.4 =53
Managers & administrators 1.3 16.4
Adjustment clerks 1.2 39.8
Accountants & auditors 1.2 16.5
Management support workers 1.1 16.4
Engineering, mathematical, & science managers 1.1 32.2
Truck drivers, light & heavy 1.0 20.1

Source: Manufacturing USA: Industry Analyses, Statistics, and Leading Companies, 5th ed.,
vol. 1, ed. A. J. Darnay, Gale Research Inc. (1996), p. 837.

care products. Still, though, Burt’s Bees would have to
become an entirely new company and abandon the
product line responsible for the company’s early
success.

Not only would the product line have to be over-
hauled, but Roxanne realized she and Burt couldn’t re-
main the sole owners of the company if she wanted it
to grow. Since the inception of Burt’s Bees, Roxanne
and Burt held 70 percent and 30 percent of its stock,

respectively. The truly talented employees Quimby
hoped to attract would want shared ownership of the
company and would be highly motivated by stock re-
wards. Quimby knew sharing ownership would mean
feeling accountable to others and having to justify her
sometimes unorthodox decisions. Accountability was
exactly what she had fought so hard to avoid her
whole life, and Quimby's autonomy was partly a cause
of her success.
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EXHIBIT C
General Industry Statistics for SIC 2844: Toilet Preparations*
Establishments Employment Compensation Production ($million)
Production | Production Value
With =20 |Total | Workers Hours Payroll Wages | Cost of Added by | Value of Capital

Year |Total | Employees | (0Os) (00s) (mil) ($mil) ($/hour) | Materials | Manufacture | Shipments |Investment
1988 | 687 277 64.9 40.5 78.1 1,551.3 9.08 4,445.1 12,053.2 16,293.6 292.6
1989 | 676 282 63.6 39.4 75.4 1,615.5 9.69 4,758.2 11,979.2 16,641.9 313.7
1990 | 682 284 63.6 38.1 74.3 1,620.6 10.14 4,904.6 12,104.2 17,048.4 280.4
1991 | 674 271 57.4 35.6 69.8 1,616.3 10.81 5,046.3 12,047 .4 18,753.5 299.5
1992 | 756 305 60.1 37.2 75.6 1,783.3 10.82 5611.3 13,167.2 19,706.4 507.3
1993 | 778 299 61.7 38.6 79.7 1,857.8 10.59 6,152.6 13,588.8 19,736.0 472.6

* Manufacturing USA: Industry Analyses, Statistics, and Leading Companies, 5Med., vol. T, ed. A. J. Darnay, Gale Research Inc. (1996),
p. 833.

Sources: 1982, 1987, 1992 Economic Census; Annual Survey of Manufactures, pp. 83-86, 88-91, 93-94. Establishment counts for
noncensus years are from County Business Patterns.

EXHIBIT D

Comparison of Toilet Preparations Industry (SIC 2844) to the Average of All U.S.
Manufacturing Sectors, 1994*

All Manufacturing

Selected Measurement Sectors Average SIC 2844 Average Index

Employees per establishment 49 77 157

Payroll per establishment $1,500,273 $ 2,397,065 160

Payroll per employee $ 30,620 $ 31,191 102

Production workers per establishment 34 47 137

Wages per establishment $ 853,319 $ 1,061,646 124

Wages per production worker $ 24,861 $ 22,541 91

Hours per production worker 2,056 2,062 100

Wages per hour $ 12.09 $ 10.93 90

Value added per establishment $4,602,255 $17,781,454 386

Value added per employee $ 93,930 $ 231,375 246

Value added per production worker $ 134,084 $ 377,541 282

Cost per establishment $5,045,178 $ 8,648,566 171

Cost per employee $ 102,970 $ 112,536 109

Cost per production worker $ 146,988 $ 183,629 125

Shipments per establishment 9,576,895 26,332,221 275

Shipments per employee 195,460 342,639 175

Shipments per production worker 279,017 559,093 200

Investment per establishment $ 321,011 $ 654,570 204 )
Investment per employee $ 6,552 $ 8,517 130 %
Investment per production worker $ 9,352 $ 13,898 149 z

* Manufacturing USA: Industry Analyses, Statistics, and Leading Companies, 5hed., vol. T, ed. A. J. Darnay, Gale Research Inc. (1996),

p. 833.
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Chapter 3 The Entrepreneurial Process

Conclusion

Quimby walked around the empty North Carolina fac-

tory. She tried to imagine the empty space filled with

machinery and workers, humming with activity and pro-
duction. Her mind kept reflecting back to the old school-

house in Maine, though. Was her ambiguity about this
move merely a temporary sentimentality or should she
listen to her instinct, which hadn't failed her to date2 She
had to make a decision soon. As she saw it, Quimby
had three choices:

1. Stay in North Carolina: Quimby could mentally
and financially commit to the North Carolina
move and try fo get over her doubts. Burt's Bees
had promising leads in North Carolina on a plant
manager from Revlon and a sales and marketing
manager with experience at Lancome, Vogue,
and Victoria's Secret. Quimby's expertise deficit
could largely be solved with these two experts.

2.  Move back to Maine: Quimby could halt all pur-
chasing and hiring and move back to Maine,
where most of her ex-employees could be hired
back. There would be some sunk costs involved,

Copyright © The McGraw-Hill Companies, Inc.

but they could be minimized if she acted quickly.
Additionally, Burt's Bees could keep its original
product line that made the company so successful
in the first place. The governor of Maine had said
to call him if she changed her mind about North
Carolina. She could pursue a deal with the state
of Maine to mitigate Burt's Bees' tax, transport,
and employment costs.

Sell the company: Although it might be difficult to
attract a buyer at only $3 million in sales, Burt’s

Bees had received quite a bit of attention in the in-

dustry and would be an enticing purchase to
many prospective buyers. Quimby knew she
didn’t want to be at Burt's Bees forever and said,
feel like at some point, this business isn’t going to
need me anymore. My child will grow up and
want to move away from its mother. There are
other things | want to do that are next on my list.”
Quimby dreamed about living in India and work-
ing with rural women on product design, produc-
tion, and marketing of their handmade crafts. If
she sold Burt's Bees, this dream could become an
immediate reality.
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Chapter Four

Clean Commerce: Seeing Opportunity
Through a Sustainability Lens'

We believe that there’s a cure for resource waste that is profitable, creative, and
practical. We must create a company that addresses the needs of society and the
environment by developing a system of industrial production that decreases our
costs and dramatically reduces the burdens placed upon living systems.

Ray Anderson, Founder
Interface, Inc.

Greentech could be the largest economic opportunity of the 21 century.

John Doerr
Kleiner, Perkins, Caufield & Byers

Results Expected

Upon completion of this chapter, you will be able to

1. Discuss the pressures and demands in the marketplace that are driving opportunities
for entrepreneurs with an eye toward sustainability.

2. Explain ways that entrepreneurial companies can gain competitive advantage by
orienting products and processes that take environmental issues into account.

3. Describe the role that sustainability plays in building dynamic and profitable
ventures.

4. Discuss the five facets of looking through a sustainability lens, and describe their
impact on opportunity assessment, resources, and the team.

5. Provide insights into and analysis of the Jim Poss case study.

Clean Commerce Is an OPPO"Un“y one of the most exciting and promising opportunity

sea changes of this century. Everyone is going green.
Sea Chﬂﬂge Each week brings a new announcement of a company

embracing sustainability and environmental issues.
As noted by perhaps the most famous modern ven- Those ahead of the pack have grasped that the envi-
ture capitalist in the WOI'ld, ]ohn Doerr, the clean ronment is a growing source of Strategjc Opportunity
commerce and sustainable enterprise movement is for companies. It is now clear that there is a revolution

L'We are extremely appreciative of Associate Professor Andrea Larson of the Darden Graduate School of Business Administration, University of Virginia, and
Dr. Karen O’Brien of Advancing Green Chemistry for the contribution of their pioneering work in this chapter. Leaders in this emerging field, the authors
have shared a very insightful look at what the clean commerce and sustainability movement means and how that translates into enormous opportunities for
the next generation of global entrepreneurs.

127



128 Part 11

under way in business as entrepreneurial companies
gain competitive advantage by orienting products and
processes to take environmental issues into account.
But if “green” is the new “black” (and if everyone is
doing it), what new opportunities are being spawned
by this seismic shift? How can entrepreneurs create
and seize the opportunities? How can a company dif-
ferentiate itself in this rapidly greening market space?
What are the risks associated with ignoring the green
imperative?

One is hard-pressed to point to an industry or
manufacturer able to ignore the trends. Businesses
now experience increased global regulatory pressure,
demand for heightened transparency, and growing
public concern about the environment and health.
Government procurement and business buyers in-
creasingly use environmental criteria in purchasing.
Markets and taxes on carbon emissions now factor
into corporate strategy. The cost of a barrel of oil has
now risen sufficiently to make biofuels and other
clean(er) energy technologies more economically at-
tractive. Company brand names and stock prices are
increasingly influenced by environmental records.
Companies face environmental performance pres-
sures from the investment sector, including stock-
holder petitions and unprecedented growth in
screened investment funds that rank corporate be-
havior on environmental issues. Combined, these
forces have created a much more complex and chal-
lenging business climate.

From General Electric to Wal-Mart, the names of
companies announcing new sustainability strategies
include big and small players alike. Growing numbers
of firms working in areas as diverse as building con-
struction, furnishings, food, energy, transportation,
and materials design (to name a few) are bringing
new “green” designs to market. So how can an entre-
preneurial company in good faith—and in its own
self-interest—differentiate itself and gain competi-
tive advantage?

Clean Commerce and the Sustainability
Lens: Seeing and Acting on New
Opportunities and Strategies

Clean commerce has become the new norm of busi-
ness; “dirty industry” is no longer tolerated, and
pollution is not accepted as the price of progress.
Clean here means more than just nontoxic; it refers
to the net balance of costs and benefits to share-
holders, to stakeholders, and to the planet. This is
not a zero-sum game—the benefits are shared
across sectors.

The Opportunity

Sustainability means that resource ufilization
should not deplefe existing [natural] capital . . .
that is, resources should not be used at a rate
faster than the rate of replenishment, and waste
generation should not exceed the carrying capac-
ity of the surrounding ecosystem. . .

Dr. Karl-Henrik Robért, 1997

Oncologist and founder,
The Natural Step
www.naturalstep.org

As indicated in the Timmons Model of Entrepre-
neurial Process in Chapter 3, sustainability ought to
be the bedrock of new ventures. This fundamental
place reflects awareness that the conditions for global
competition have changed, and environmental issues
are now a primary source of new business growth and
opportunity. Entrepreneurs can identify new oppor-
tunities—or even create new opportunities—and
translate them into strategic advantage. But entre-
preneurs need to see the world in a newly strategic
way, looking at their industries through a sustainabil-
ity lens to identify new opportunities and devise
means of acting on them.

Sustainability includes the concept of economic
viability. Revenues and earnings must sustain ongoing
business success, and profits must be reinvested into
product and service improvements to drive future
growth. But sustainability also refers to the role new
ventures play in supporting communities, improving
human health, protecting ecological systems, and thus
truly delivering on the promise of prosperity.

Looking through a sustainability lens requires that
entrepreneurs radically rethink their place in the
market and in the world. You can gain an entirely new
vantage point to appreciate opportunities inherent in
the current points of collision between business and
natural systems. Some of the most fertile opportuni-
ties lie in the areas of greatest tension. If you can see
them and act on them, you will differentiate your
company and set the industry standard to best suit
your venture’s capabilities.

This is not trite “turn your problems into opportu-
nities” talk. This approach uses the realities of today’s
competitive circumstances to see new competitive
space for bottom-line growth and innovation. Keep in
mind that most innovation is not high-tech. A reliable
and powerful stimulus for innovation comes from
changes in the conditions of people’s lives. This can
result from demographic shifts, new knowledge, tech-
nology impacts, and even shifts in people’s perception
and meaning. In a way, thats all we are talking about.
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Critical changes have already occurred: in global de-
mographics, in our knowledge of economic impacts,
and in the fact that environmental issues have become
more urgent. Likewise, entrepreneurial strategy is
adapting and evolving.

Defining the Concept: How to Look
through a Sustainability Lens

Consistent with the Timmons Model emphasis on op-
portunity and the resources a visionary entrepreneurial
team brings to bear, today a subset of entrepreneurial
leaders are looking through a sustainability lens and
creating new competitive market space. They are
successfully mobilizing resources and offering new
products and alternative business models. These
leaders integrating sustainability principles into their
operations and strategies offer a distinct entrepre-
neurial and innovative business model for the future.

There are three strategic facets of looking through
a sustainability lens:

= Weak ties.
= Systems thinking.
* Thinking like a molecule.

We will explore each of these aspects next. By appre-
ciating each you will see your business environment
anew and will begin to perceive untapped opportuni-
ties that your venture (new or otherwise) can seize
upon. But how to proceed? The sustainability lens
also illuminates new tactics:

= Value-added networks.
= Radical incrementalism.

All five of these facets together add up to a new
strategic lens on the opportunities, the resources
available to you, and the team you will need to assem-
ble to act.

Weak Ties

Looking through a sustainability lens will show you
new potential opportunities, but to access this lens you
will need to borrow others’ eyes and ears. You will
need new partners to help you see and analyze issues
and opportunities anew. This requires that you estab-
lish weak ties to individuals and organizations previ-
ously off your radar screen.” They are called weak not
because they lack substance or will let you down, but
because they lie outside your traditional network of re-
lationships. Weak ties can provide critical information

because through them you can gain access to fresh
ideas, emergent perspectives, and new scientific data
that make what used to be peripheral issues (as many
environmental issues have been and sustainability con-
cerns continue to be) now salient to new venture suc-
cess. The resources and strategic perspectives gained
from weak ties enable discerning entrepreneurs and
their companies to move faster and more effectively, to
differentiate themselves, and to gain relative to their
competitors. Weak ties and new partners are impor-
tant resources for new ventures. In addition, the per-
spective they bring also allows you to see the bigger
system of which your ideas are a part. Remember that
your harshest critic can sometimes offer you the most
important information on how to turn your problems
into business opportunities. Good ideas can come
from the least expected sources.

Systems Thinking

A sustainability lens by definition requires systems
thinking. Companies generally design their strategy
while implicitly assuming narrowly defined system
boundaries: the firm, the market, or the industry. But
the reality, of course, is that we all work in a complex
and interconnected world. Those who grasp this and
seek to leverage this understanding can discover new,
previously unappreciated, and potentially lucrative
areas in which to act. A sustainability lens requires
that you expand your parameters. Using a wider
systems perspective enables a powerful view of new
opportunity.

Thinking Like a Molecule

In systems thinking we ask you to think big; here we
are also asking you to think small. Thinking like a
molecule opens up the micro-level possibilities inher-
ent in product and process design that can be ex-
tended throughout the supply chain. Employing
green chemistry techniques, for example, can not
only save your company significant cost outlays for
waste and potential liabilities, but can generate new
products and open new markets.

Green chemistry is the utilization of a set of princi-
ples that embrace the reduction and elimination of
hazardous substances in the design, manufacture,
and application of chemical products. These princi-
ples can be applied to organic chemistry, inorganic
chemistry, biochemistry, analytical chemistry, and
even physical chemistry—with the focus being on
minimizing the risks and maximizing the efficiency of
any chemical reaction. Thinking like a molecule is a

2 M. Granovetter, “The Strength of Weak Ties,” American Journal of Sociology 6 (1973), pp. 1360-80.
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mind-set that can be used to reengineer entire sys-
tems to discover ways of meeting market needs with-
out being limited by traditional chemical choices or
processes. Good things come in small packages; tak-
ing a strategic approach to greening the inherent na-
ture of new venture products and processes can bring
differentiation and profits.

Thinking like a molecule asks entrepreneurial lead-
ers to examine not only a product’s immediate func-
tionality but also the product’s entire molecular life
cycle from raw material, through manufacture, to end
of life and disposal. Smart leaders will ask, Where do
we get our feedstocks? Are they renewable or limited?
Are they vulnerable to price and supply fluctuations?
Are they vulnerable to emerging regulations? Are
they inherently benign, or does the management of
risk incur costs in handling, processing, and disposal?
Do chemicals in our products accumulate in human
tissue? Do they biodegrade harmlessly? Where do the
materials go when thrown away? Do they sit in land-
fills for eternity, create toxins when incinerated, or
break down to pollute water? Can they be carried by
air currents and influence the healthy functioning of
natural systems far from the source?

~<

The Opportunity

Until recently these questions were not business
concerns. Increasingly, however, business strategy, and
perhaps even viability, demands that we think small in
order to think big. As we learn to detect and under-
stand chemical impacts, corporate tracking of product
ingredients at the molecular level is becoming an im-
perative and a key to new areas of business growth.

This entire concept has some direct parallels to the
ways entrepreneurs think. Two principles are espe-
cially useful to entrepreneurs. First, the devil is in the
details. Successful entrepreneurs know they have to
sweat the details at the bottom of the abstraction lad-
der (the helicopter mind we discussed earlier). It is
hard to recall an entrepreneur who has not personally
read and studied with care his or her own loan agree-
ment, franchise agreement, or other contract, rather
than just leaving it to the lawyers. Entrepreneurs
know their perspectives and insights are an important
test of the subtle but critical implications agreements
like these can have. This attention to detail applies
equally to supply chain processes and components
that enable your venture to launch. The benefits of a
sustainability lens and systems thinking can be lever-
aged or even extended throughout a value chain.

1. Prevent waste: Design chemical syntheses to prevent waste, leaving no waste to treat or clean up.

10.

11.

12.

Design safer chemicals and products: Design chemical products to be fully effective yet have little or no toxicity.

Design less hazardous chemical syntheses: Design syntheses to use and generate substances with little or no tox-
icity to humans and the environment.

Use renewable feedstocks: Use raw materials and feedstocks that are renewable rather than depleting. Renew-
able feedstocks are often made from agricultural products or are the wastes of other processes; depleting feed-
stocks are made from fossil fuels (petroleum, natural gas, or coal) or are mined.

Use catalysts, not stoichiometric reagents: Minimize waste by using catalytic reactions. Catalysts are used in
small amounts and can carry out a single reaction many times. They are preferable to stoichiometric reagents,
which are used in excess and work only once.

Avoid chemical derivatives: Avoid using blocking or protecting groups or any temporary modifications if possi-
ble. Derivatives use additional reagents and generate waste.

Maximize atom economy: Design syntheses so that the final product contains the maximum proportion of the
starting materials. There should be few, if any, wasted atoms.

Use safer solvents and reaction conditions: Avoid using solvents, separation agents, or other auxiliary chemicals.
If these chemicals are necessary, use innocuous chemicals. If a solvent is necessary, water is a good medium, as
well as certain ecofriendly solvents that do not contribute to smog formation or destroy the ozone.

Increase energy efficiency: Run chemical reactions at ambient temperature and pressure whenever possible.
Design chemicals and products to degrade after use: Design chemical products to break down to innocuous sub-
stances after use so that they do not accumulate in the environment.

Analyze in real time to prevent pollution: Include in-process, real-time monitoring and control during syntheses
to minimize or eliminate the formation of by-products.

Minimize the potential for accidents: Design chemicals and their forms (solid, liquid, or gas) to minimize the po-
tential for chemical accidents, including explosions, fires, and releases to the environment.

Source: P. T. Anastas and |. C. Warner, Green Chemistry: Theory and Practice (New York: Oxford University Press, 1998).
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Second, entrepreneurial leaders know that even
the most complex and difficult issues and challenges
they face are reducible to a series of tenacious, re-
lentless assaults on small, solvable pieces. In the com-
pelling film October Sky, this is exactly how the main
characters Homer and Quentin went about proving
their rocket did not start the fire in a nearby town.
This sequence in the film is a perfect example of how
entrepreneurs think like molecules to break a prob-
lem or obstacle down into its smallest part—one that
is solvable—and then move on. In a similar way,
tracking materials through their respective life cycles
breaks those processes down to essential constituent
parts for effective analysis and redesign.

Thus far we have discussed new ways of thinking
and seeing through a sustainability lens; to imple-
ment these ideas we must call on untapped sources of
creativity as well as marshal dormant resources.

Value-Added Network

Your value-added network is the web within which
you already work. Some of these colleagues will intu-
itively understand that a sustainability lens can offer
inspiration and new pathways forward. Sometimes
asking an old partner or colleague a new question can
reveal unsuspected depths of knowledge and exper-
tise. Find the mechanisms appropriate for your ven-
ture or entrepreneurial network and employ them for
this purpose. In moving forward, your value-added
network can function as a whole greater than the sum
of its parts.

Be Radically Incremental

Once you have activated your value-added network,
draw a map appropriate to scale, and be ready to ad-
just your pace as needed. Be radically incremental.
Yes, this is an oxymoron; we use this terminology de-
liberately. It is counterintuitive to suggest that radical
results can be gained by taking small steps, but this is
possible. Set ambitious goals, but be flexible in how
you get there. Taking small steps in a radical direction
can be powerful. Zero emissions and zero toxicity may
be radical goals; but by establishing them as strategic
objectives, the entrepreneur focuses his or her net-
work of stakeholders on the promise that constant im-
provement will ultimately lead to radical, systemwide
innovations. Evaluate and measure everything you
can to feed success back into the process, and gain the
support of your less bold stakeholders. Most of all, be
flexible; adaptation and learning determine the
process and can help you adjust your goals.

3 Ibid.

Looking through a sustainability lens allows you to
step back and view your entire business system; it
gives you a wider perspective on the many ways in
which your venture interacts with the world around
it. Embrace the larger contextual challenges—
therein lie the opportunities.

Sustainability is new territory for many of us. But
exploring new territory is not new; we have many suc-
cessful examples to follow. Imagine, for example, that
you will be accompanying the early 19th-century ex-
plorers, Lewis and Clark, through the unfamiliar ter-
ritory of the American West—the first European
Americans to chart a course from the Eastern
Seaboard to the Pacific Ocean. The year is 1803;
there are very few maps of the American interior.
The ones that exist are sketchy at best. How would
you prepare for such a journey? You might talk to
friends and acquaintances to learn what they know
about the terrain you will be covering. But to get
strategic information vitally necessary to surviving
this foray into the unknown, you would go outside
your immediate circle to talk with trappers, Native
Americans, French traders, natural scientists, and
other voyagers—people from diverse walks of life.
You would need to build weak ties” to a wide range of
people to gain the necessary data.

Similarly, creating and executing a new venture
into unknown territory requires that you leave your
familiar circle of advisors and seek information from
diverse sources. This is particularly true to move suc-
cessfully in the unfamiliar territory where environ-
mental entrepreneurship and sustainability intersect.
Remember that the weak ties in your world are new
sources of information and resources that allow you
to reach beyond the normal boundaries of strategic
information. Sacagawea, the Shoshone teenage girl
who traveled with the Lewis and Clark expedition, is
a perfect example of a weak tie.

The partnership Lewis formed with Sacagawea as
the party searched for a mountain passage through
dangerous Shoshone territory in the Pacific North-
west was of life-sustaining importance. Her negotia-
tion and translation skills and her knowledge of the
geography contributed critically to the expedition’s
success. Her skills were not recognized initially, but
her courage and fast thinking turned out to be pivotal
in overcoming challenges along the way. Without her
knowledge the group would never have made it to
the shores of the Pacific Ocean.

Anybody can look through a sustainability lens and
discover new opportunities. Entrepreneurial start-
ups have an important role to play by setting the in-
novation bar high. They can rock the market with
their flexibility and speed. And because experienced
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investors and committed multinationals have the
power to fundamentally shift the playing field, their
lean to green will certainly accelerate the pace of
change, discovery, and entrepreneurial opportunities
across a vast range of industries.

lllustrating the Concept: Green Cleaning

The entrepreneurial firm Method (methodhome.com),
a relative newcomer to the retail home cleaning
products market, is moving into the new environ-
mental market space and redefining the rules of the
game. The company was listed as the seventh fastest-
growing company in the United States in 2006 (3,391
percent growth in three years). Method’s founders,
Adam Lowry and Eric Ryan (who started Method
when they were in their twenties), have continued to
drive sustainability principles through the company
and its supply chains. Doing what they were told
could not be done, these entrepreneurs have rein-
vented a mature product category that for decades
had been characterized by thin margins, low innova-
tion, and pitched big-company battles for market
share. As the first company to deliver aesthetically ap-
pealing, ecologically friendly home cleaning products

Greentech Alliance

The Opportunity

to mainstream retailers (as opposed to just natural
products stores), Method has changed the rules of
that game to such an extent that major consumer
packaged goods (CPG) global companies are follow-
ing the lead of these upstart entrepreneurs.

Method has taken green to the mainstream with
goods available at major retailers like Target. Con-
sumers, who are getting on board with the green
movement, are buying Method products because
they are reasonably priced, are remarkably nontoxic,
and work. Stylishly packaged in recyclable packaging
and marketed as “clean,” Method’s products are de-
signed to be displayed on countertops. From the in-
ception of the company, environmental and health
considerations were assumed to be part of the prod-
uct design and operating principles. At Method,
clean means not only getting dirt off surfaces in your
home, but doing so without exposing children and
adults to powerful and potentially toxic cleaning
chemicals. There is no need to lock these products
inside cabinets. They contain no toxins; and having
been designed according to green chemistry princi-
ples, Method’s products are exempt from the REACH
regulatory requirements for chemicals enacted by the
European Union (EU) in 2006.* Method is committed
to finding more such competitive and differentiating

Feeling that scientific breakthroughs in biology and materials technology mean there’s never been a better time
to start and grow a great green venture, the legendary Silicon Valley—based venture capitalist Kleiner, Perkins,
Caufield & Byers (KPCB) is actively investing in greentech innovation and entrepreneurs.

To further these aims, in November 2007 KPCB announced a global collaboration with Generation Investment
Management (Generation), a firm cofounded by Al Gore, former vice president of the United States and a lead-
ing advocate for climate change initiatives. The collaboration will find, fund, and accelerate green business, tech-
nology, and policy solutions with the greatest potential to help solve the current climate crisis. The partnership
will provide funding and global business-building expertise to a range of businesses, both public and private, and
to entrepreneurs. As a result of the collaboration, Gore will join KPCB as a partner; KPCB will co-locate their
European operations at Generation’s offices in London; and KPCB partner John Doerr will join Generation’s

advisory board. Gore commented,

This alliance brings together world-class business talent to focus on solving the climate crisis. Together, we have a working
understanding of this urgent, multidimensional challenge and are resolved to help business and government leaders acceler-

ate the development of sustainable solutions.

This alliance represents a landmark alignment of resources to effect global change to protect the environ-
ment. It combines the research expertise of both organizations with a track record of successful investments in
public and private companies, from early-stage to large-capitalization business. It aligns the convening power of
Gore, the KPCB Greentech Innovation Network, and the Generation Advisory Board toward a common goal. In
addition, KPCB’s presence in Asia and the United States, combined with Generation’s presence in the United
States, Europe, and Australia, will support global-scale solutions.

Source: www.kpcb.com.

4 See http://ec.europa.eu/enterprise/reach/index_en.htm.
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advantages as they move forward to, in the words of
founder Adam Lowry, “reinvent the category again.”

Consider cleaning wipes, a product traditionally
made from petroleum-derived plastics. Eighty-three
tons of cleaning wipes are thrown away every year in
the United States, and U.S. plastics manufacturers
told Adam Lowry that single-use, nonwoven cleaning
cloths could not be made from PLA (polylactic acid),
a plant-based biomaterial recently commercialized
by Cargill’s NatureWorks subsidiary (discussed next).
Undeterred, Lowry found innovative Chinese sub-
contractors to formulate biomass-based, microfiber
plastic wipes that are both compostable and bio-
degradable. It wasn’t long before those U.S. subcon-
tractors (now wanting a piece of the business) were
calling Adam back to say they had figured out how to
do it. Working with domestic manufacturers is a
sourcing strategy more consistent with the sustain-
ability concept of reducing transportation fuel use
and facilitating supplier management.

At every turn, Method seeks to be a catalyst for
broader systemic change. The company uses
biodiesel-fueled trucks, has developed solar-powered
forklifts for its main Chicago warehouse, and is al-
ready carbon-neutral through offsets. Adam Lowry
wants to implement onsite power generation wher-
ever possible to become a net exporter of energy. Un-
able to recover packaging directly, the company has
led the industry move to 2X and 3X ultra condensed
laundry detergent, which reduces packaging materi-
als, shipping cost, and water use. To positively influ-
ence packaging recovery, in California the company
invests to improve municipal waste recycling tech-
nologies and methods.

Codevelopment of innovations with suppliers
drives Method’s capacity to remain on the competi-
tive edge. Most early suppliers were small firms that
wanted to be innovative and to learn new processes
and designs. Many of these have scaled up success-
fully with Method’s tremendous growth, continuing
to provide creative input. The competitive picture
emerges of a David-esque network of suppliers tak-
ing on the Goliaths of P&G, Johnson & Johnson, and
Unilever.

“Find it, don’t build it,” guides the company’s strat-
egy. Method keeps R&D inside, holding onto a tal-
ented internal team. Manufacturing is outsourced. To
stay innovative, Method will partner with anyone who
can help it deliver “healthy, happy home revolution™—
a phrase that places interestingly wide boundaries
around the brand. Lowry also comments that rigid
environmental rhetoric always frustrated him; he ad-
vises, “Don’t let perfection be the enemy of progress”
in the environmental and sustainability markets. He
also recommends that entrepreneurs get people in-
volved who have nothing to do with the business.

“Get people involved who design other cool stuff”
was his comment to a classroom of Stanford MBA
students in 2007.

The sustainability lens is sharpened by using weak
ties, systems thinking, and thinking like a molecule
and will clearly guide this upstart successful venture.
As ecological, health, and community concerns grow
more important in society, Method may represent a
window onto the immediate future, showing a busi-
ness model that fully integrates ecological and sus-
tainability principles into product and strategy de-
sign. This is what entrepreneurs do: They create a
better future.

lllustrating the Concepts: NatureWorks

How would it feel to show up Monday morning, check
your e-mail, and learn that Wal-Mart—the ultimate
supply chain captain—was going to begin sourcing
your product? Not a bad start to the week. All the
more so if you are CEO of a relatively small subsidiary
struggling to make a profit by producing a relatively
unknown commodity: plastic made from corn.

This Monday morning scenario actually happened
at NatureWorks LLC, an entrepreneurial venture
under the technical and managerial direction of
Patrick Gruber. Born of a joint venture between agri-
cultural processing giant Cargill and Dow Chemical,
NatureWorks had been struggling to realize the vi-
sion of its original founders for 10 years: replacing oil-
based plastics (for packaging, films, and fabrics) with
plant-based (biomass) plastics. Employing 230 peo-
ple and carrying some $750 million of capital invest-
ment by Cargill, in 2005 the company was operating
at a lower capacity than expected. NatureWorks was
not yet profitable, and the refrain “make the bleeding
stop” was beginning to sound like a broken record.
And then Wal-Mart called. As part of the megare-
tailer’s new strategy to source environmentally sus-
tainable products, Wal-Mart would begin purchasing
deli containers made from NatureWork’s corn-based
plastic. By the end of 2007 NatureWorks was operat-
ing at capacity with more orders than it could fill.

NatureWorks” new plastic is the result of an entre-
preneurial process where materials engineers and in-
dustrial chemists designed a product that has health,
environmental attributes, and functional perfor-
mance built in. Consequently the company has as-
sumed leadership in the emerging market for
greener plastics. NatureWorks’ product is another ex-
cellent example of what happens when you think like
a molecule and employ green chemistry techniques.
This strategic approach has you question the nature
and value of material inputs to your products, the ef-
ficiency of your manufacturing and formulation
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processes, and the ultimate fate of your outputs and
products. Cradle to cradle is a concept of sustainabil-
ity: At the end of a product’s useful life, its constituent
materials (understood as assets, not waste) become in-
puts for new products or return safely to the earth.
Thinking like a molecule allows you to understand the
complete cradle-to-cradle life cycle of your products
and manufacturing processes—not just the visible
outcomes, but the microscopic ones as well.

This knowledge gives you valuable strategic in-
sights. Ironically, thinking like a molecule gives you a
view of emerging market opportunities for green ma-
terials and processes and helps you design a strategy
to seize these opportunities. At a minimum, this mo-
lecular review will reveal new opportunities for effi-
ciency and cost savings. At a maximum, this strategic
review will result in new products, expanding market
share, and enhanced profitability.

The E-Factor

Included in green chemistry tools is the idea of the
“atom economy,” which would have manufacturers
make as full use as possible of every input molecule in
the final output product. If you consider that on aver-
age 94 percent of the resources that go into making a
product are discarded as waste, this principle has
profound systemwide ramifications.”

The pharmaceutical industry, an early adopter of
green chemistry principles in industrial processing,
uses a metric called E-factor to measure the ratio of
inputs to outputs in any given product. In essence, an
E-factor measurement tells you how many weight
units of output one gets per weight unit of input. This
figure gives companies a sense of process efficiency
and inherent costs associated with waste, energy, and
other resources’ rates of use. Applying green chem-
istry principles to pharmaceutical production
processes has enabled pharmaceutical companies to
dramatically lower their E-factors—and significantly
raise profits.

Merck and Co., for example, “discovered a highly
innovative and efficient catalytic synthesis for
sitagliptin, the active ingredient in Januvia™, their
new treatment for type 2 diabetes. This revolutionary
synthesis creates 220 pounds less waste for each
pound of sitagliptin manufactured, and increases the
overall yield by nearly 50 percent. Over the lifetime
of Januvia™, Merck expects to eliminate the forma-
tion of at least 330 million pounds of waste, including
nearly 110 million pounds of aqueous waste.”®

The Opportunity

This is a great example of how green chemistry
places human and ecological health at the heart of
profitable product design and manufacturing. It uses
the creativity of nature’s biological processes to cre-
ate molecules, materials, and processes that are safe
and high-performing. Moreover, because it calls for
increased reliance on renewable inputs, at a macro
level green chemistry provides the means of shifting
away from a petrochemical-based economy to a
biobased economy. This has profound consequences
for a wide range of issues, from environmental
health, to worker safety, to national security and the
farm economy. While no single science supplies all
the answers, green chemistry plays a foundational
role in enabling companies to see concrete benefits
from greener design.

Drivers of New Entrepreneurial
Opportunities

As we pointed out earlier, the Timmons Model of
Entrepreneurial Process has sustainability as the
bedrock of new ventures. Granted, not all ventures
currently include explicit environmental and sustain-
ability considerations, but this reflects a past in
which these issues did not have to be part of the
business model. We live now in a world constrained
by the capacities of natural systems to adapt to our
activity.

The major challenge of this century is how to cre-
ate prosperity for more people worldwide given cli-
mate change, water shortages, urban air pollution,
energy supply challenges, and the necessity of feed-
ing and providing decent lifestyles for a world popu-
lation that is expected to double by 2050. Economic
models that served as the foundation of the Industrial
Revolution assumed limitless natural resources and
infinite capacity for nature to absorb waste streams
from commercial and industrial activity. Feedback
from natural systems, communicated by the scientific
communities that monitor pollution and ecological
health, tell us that this growth model can no longer
guide us.

We are inundated by media reports on the mount-
ing challenges from environmental constraints. In
fact, the revolution in communications is a major
contributor to the opening of new opportunities for
entrepreneurs in this field. Because information is
now widely distributed and universally accessible,
consumers can access new scientific findings and

® The definition of E-factor is evolving at this writing. Pharmaceutical companies engaged in green chemistry are still debating whether to include input factors

~ such as energy, water, and other nontraditional inputs.
6 http://www.epa.gov/greenchemistry/pubs/pgec/winners/gspa06.html.
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perspectives well in advance of government action
and regulations. With climate change, for example,
U.S. companies began to take action to protect their
shareholders well in advance of governmental ac-
ceptance that climate change was even happening.
Similarly, caution is beginning to prevail in the arena
of consumer goods and environmental health. When
a material in a common product comes under in-
creasing scrutiny as a hazard, such as in imported
children’s toys, the consumer is increasingly disin-
clined to wait for the U.S. Environmental Protection
Agency (EPA) to test, assess, and ban the substance.
Instead end users now have the means and motiva-
tion to search out alternative products. Thus the en-
trepreneur who reads these trends and gets ahead of
them can be ready when the market begins to shift—
and indeed can help shift the market just by offering
safe alternatives.

As with the REACH regulations in the European
Union mentioned earlier, changing global standards
and international regulations are shifting the playing
field as well. “Why is this substance banned in Europe
and Japan but sold in the United States?” an Ameri-
can consumer may wonder. It is becoming increas-
ingly difficult to manufacture different qualities of
goods for diverse regulatory regimes, so it is best to
meet the highest global standard—not only to sim-
plify supply chains but to avoid being caught selling
“substandard” or even contaminated products in one
country and “clean” products in another.

Europe and Japan are setting a high bar for inter-
national manufacturing standards. The Directive on
the Restriction of the Use of Certain Hazardous Sub-
stances in Electrical and Electronic Equipment
(commonly referred to as the Restriction of Haz-
ardous Substances Directive or RoHS) was adopted
in February 2003 by the European Union. RoHS
took effect in July 2006 and is mandated to become
law in each member state. This directive restricts the
use of six hazardous (and commonly used) materials
in the manufacture of various types of electronic and
electrical equipment. RoHS is closely linked with the
EU’s Waste Electrical and Electronic Equipment Di-
rective (WEEE), which sets collection, recycling, and
recovery targets for electronics. Under WEEE, re-
sponsibility for the disposal of waste electrical and
electronic equipment is placed on manufacturers.
Both of these directives are part of an EU legislative
initiative to solve the problem of increasing amounts
of toxic e-waste.

There are other powerful drivers behind entrepre-
neurs using a sustainability lens. For example, green
building design and construction are mainstream in
this first decade of the 21* century. The LEED

(Leadership in Energy and Environmental Design)
standards provide green building rating systems un-
der the U.S. Green Building Council. Being awarded
silver, gold, or platinum levels of design and material
use is a way companies now differentiate themselves
and recoup costs through greater efficiency over
time. Buildings with LEED certification realize ben-
efits such as operating cost reductions due to energy
and water savings, employee productivity gains, bet-
ter recruitment and retention, and higher resale
value.

The 215t—century entrepreneur must anticipate
upcoming environmental laws and process regula-
tions, and must view such measures as potential op-
portunities. Although old-school business leaders
may be inclined to fight against such measures, en-
trepreneurs will instead spend their time coming up
with new processes and products ahead of those
regulations—and by doing so will ultimately lead the
market.

Another area of rapid market growth is clean
energy technology including wind, solar photo-
voltaics, fuel cells, and biofuels. Debate over climate
change has shifted from whether it is happening to
what to do about it. Venture investments in energy
technologies were estimated to have tripled in 2006
to $2.4 billion.” The growing number of stock indexes
tracking the North American clean energy sector (up
to six in 2006) is another indicator of clean technol-
ogy going mainstream. Close to 40 percent growth
across the wind, solar, fuel cell, and biofuel markets
indicates that opportunity abounds.

As ecological and economic pressures grow
worldwide, the true entrepreneurial leader will be
viewed as someone with a vision from which he or
she creates new ventures that protect the integrity
of natural systems, whether we are referring to at-
mospheric systems, watersheds and streams, urban
housing/job/health systems, or human immune sys-
tems. Entrepreneurial visions that allow successful
co-evolution of business with natural systems will
have more durability and be better grounded in the
new realities.

Consistent with the Timmons Model, today a
growing number of entrepreneurs are creating this
new competitive market space by effectively mobiliz-
ing resources, offering successful products, and de-
vising alternative business models. These leaders are
integrating sustainability principles into their opera-
tions and strategies and offer a distinct entrepreneur-
ial and innovative business model for the future. It is
an evolving model for positive and creative business
adaptation to the increasingly problematic impact
humans have on natural systems.

g J. Makower, R. Pernick, and C. Wilder, “Clean Energy Trends,” March 2007, www.cleanedge.com.
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Implications for 21°'-Century
Entrepreneurs

The implications of these trends for 21*-century en-
trepreneurs are profound. The opportunities exist to-
day and are growing worldwide as people adapt and
evolve in response to more complex social, economic,
and environmental pressures. Resource constraints
and the limits of ecological systems to absorb our
waste are not transitory challenges. Green is not a
fad. Clean commerce is a necessity given global pop-
ulation growth, rising economic aspirations in emerg-
ing economies, and a growing appreciation of our
role in affecting the intricate balance of the earth’s
natural systems. Because climate change will directly
influence our lives and those of our children, move-
ment away from fossil fuel dependence has, in many
countries, become a national strategy—and indeed a
national security concern. These issues are among
the most fundamental challenges of the 21* century.

Whether major change is desired or forced upon
us, it is the entrepreneurially minded who respond
creatively with alternatives. Entrepreneurs see oppor-
tunities, not obstacles. Unlike those caught in existing
modes of thinking about business design, entrepre-
neurs focus on desired future outcomes and creatively
craft pathways to get there. This is how entrepreneurs

= Some of the most fertile opportunities lie in the
areas of greatest tension. If you can see them and
act on them, you will differentiate your company
and set the industry standard to best suit your
venture’s capabilities.

= The five strategic facets of looking through a sustain-
ability lens are weak ties, systems thinking, thinking
like a molecule, value-added networks, and radical
incrementalism.

= Employing green chemistry techniques can not only
reduce process costs and the risk of production and
product liability, but can generate new products and
open new markets.

= Green chemistry places human and ecological health
at the heart of profitable product design and manu-
facturing. It uses the creativity of nature’s biological
processes to create molecules, materials, and
processes that are safe and high-performing.

= Consistent with the Timmons Model emphasis on op-
portunity and the resources a visionary entrepreneur-
ial team brings to bear, today many entrepreneurial
leaders are looking through a sustainability lens and
creating new competitive market spaces.

The Opportunity

lead; and the most important tool for the 21* century
entrepreneur is likely the sustainability lens.

A wave of entrepreneurial creativity and innova-
tion is already under way, inspired by the sustainabil-
ity lens. As Jeff Timmons has stated, “The force of
one generation’s entrepreneurs becomes the next
generation’s business paradigm.” This is happening as
new businesses and technologies emerge to address
environmental and human health concerns. As the
entrepreneurs behind Method and NatureWorks il-
lustrate, by driving change in consumer product de-
sign and materials innovation, entrepreneurship
trends in environmental sustainability are the leading
indicators of business and social change.

Entrepreneurs have important opportunities to
supply midsized and larger firms with newly designed
products that meet environmental and sustainability
criteria. Larger firms can move the market, but often
they must buy innovations from smaller, more nimble
entrepreneurial firms. Given the creative skill set re-
quired in this transition, entrepreneurial leaders—
less limited by historical ideas of the possible—will
be the ones to offer new solutions to large firms and
to consumers. The transition to sustainability and
clean commerce requires new technology, new prod-
ucts, and new markets. Providing these has histori-
cally been, and remains today, the role of the entre-
preneur.

= The entrepreneur who reads these trends and gets
ahead of them can be ready when the market begins
to shift—and indeed can help shift the market just by
offering safe alternatives.

= Because it is becoming increasingly difficult to manu-
facture different qualities of goods for