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FOREWORD

ver the course of more than four.decades, I have spent my
0 career covering the greatest athletes and winners the world
has ever seen, interviewingdegends Muhammad Ali, Tom Brady,
Michael Jordan, and Michael’Phelps. The dedication, devotion,
hard work, integrity,\intellect, imagination, commitment to
excellence, and hedrt have made them global icons.

The same principles apply in business. So I think I have an
idea why yéu're reading this book. It’s because you want to learn
fromhan.ncredible winner in business.

Tilman Fertitta has risen to the top of the mountain and is
one of the biggest winners in business history.

If youre a business professional, you may know Tilman as
owner of Landry’s Inc. and the many hotels, restaurants, and
casinos they own and operate, or from his CNBC show, Bil/ion
Dollar Buyer. If you're a sports fan, you may know him as owner

of the Houston Rockets, or for serving as chairman of the Board
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of Regents at the University of Houston, where he has helped
build the institution and athletic program to prominence.

If you know Tilman personally, as I do, you know that he
oversees his various businesses with a passion and energy that is
just as strong today as it was when he opened his first restaurant
over thirty-five years ago. Even with all of his success, his drive is
like he just arrived at his first day on the job. There is no roomor
complacency working with Tilman, and no detail too small whén
it comes to the experience he provides to his customersy, Fhere is
no question that Tilman knows what it takes to startiand manage
a successful business. He knows how to moti%ate those who work
with him, and he leads by example. He(instills confidence, and
empowers people, to get the best outiof-them. He trusts himself,
so he is able to trust those around him. In fact, there are very few
people you could turn to who know what it takes to succeed in
business more than Tilman.

In Shut Up and Listen!, Tilman shares his secrets and strat-
egies that have miadé him so successful and does so in his blunt,
humorous style that readers will love. He uncovers common blind
spots that-can trip up entrepreneurs, and offers proven strategies
that willhelp them grow. I don’t know many people who can say,
as "Tiliman does in the introduction—“You may think you know
what you're doing, but I'm going to show you what you don’t
know”™ —and be right.

I highly recommend Shut Up and Listen! The wisdom and
actionable insights Tilman offers in this groundbreaking new
book are a potent combination that business owners of all types

will value long after their first read. It’s a lifetime of business
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lessons presented by a man who is willing to share a map of

how you can navigate in business, and join him on the victory

Jim Gray &@

platform.
Hall of Fame, Emmy Award-

winning sports journalist, C)Q

reporter, and producer
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INTRODUCTION

f you are in business, want to start-a.business, or perhaps want
I to climb the corporate laddef, you've come to the right place.
Now, shut up and listen t6 make that business all that it can
possibly be.

I'm Tilman Fertitta. According to the Forbes 400 list, I'm
ranked the 153¢d richest person in America. As the sole owner
and founder of\Fertitta Entertainment, my organization owns
and operates restaurants, hotels, amusement parks, and aquar-
iums:, You' may be familiar with some of my restaurant brands,
ineluding Mastro’s, Morton’s The Steakhouse, Rainforest Café,
Chart House, Bubba Gump Shrimp Co., Landry’s Seafood
House, Saltgrass Steak House, and thirty-five other concepts.
In all, I own more than six hundred restaurants. I also own five
Golden Nugget casinos and hotels. If that wasn’t enough, I've

also starred in my own reality show called Bi/fion Dollar Buyer

on CNBC.

XV
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Oh, by the way, if you didn’t know, I also own the NBA’s
Houston Rockets.

That’s a long way from starting with a single restaurant in
Katy, Texas. And in this book, I want to share some of the key
ideas and strategies I used to build an entertainment and hospi-
tality empire that covers the globe.

To do that, I'd like to begin with a warning:

Be just like me: never, ever stop worrying about yourbusiness.

Why?

Because when it comes to business and most everything else
in life, there is a paddle for everybody’s ass.

And you never know when it’s coming or where it’s com-
ing from.

I really do believe that. I dgn’t'care if things are going well
for you, that you think you kniow itall. Put this one thing in your
head: there is a paddle coming'for your ass right now.

By a paddle, I mean that there is always a force out there,
something that’s taking square aim at your business’s success and
growth. There might be someone with a better product. There
might be-a lawsuit waiting to pounce. The economy may turn.
A bark that you relied on may deny you credit. New government
regulations may be ready to take effect. Your computer may be
haeked. These days, it’s not ridiculous to worry about a terrorist
attack, international or domestic.

The best you can hope for when something damaging or dis-
ruptive happens is that you act quickly to minimize the impact.
But you have to open your eyes. You need to start worrying,

anticipating, planning, and being proactive. Why? Because the

XVi
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paddle comes from the blind spots we all have when we juggle the
many roles and skill sets needed to successfully run a business.
It is way too easy for complacency and overconfidence to set

in, which leads to ignoring crucial details.

“You might think you know what you're doing, but
I’'m going to show you what you don’t know,/

-

People ask me all the time: “What doeu fear?” I say I don’t
fear anything, but I worry about everything. That’s one of the
significant features of the message-l-try to get across when I
speak to business leaders, students, my employees, and entre-
preneurs on my televisiongshow Billion Dollar Buyer. 1 have to
tell entrepreneurs that, even ‘as they pitch some very appealing
products to me, thére is some area where they are falling short
that is hurting, their business.

So, as the title of this book says, the next step is a simple one:

Shut up and listen.

Fye.got a lot I'd like to share with you. And you’ll be glad
that you paid attention.

The book is divided into five sections, each of which talks
about a core area that can kill a business if youre not aware of

those blind spots. Here they are, in order:

1. Hospitality (“If They Want Scrambled Eggs . . .”)
2. You'd Better Know Your Numbers

XVii
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3. The 95:5 Rule: What’s Your “Five”?
4. See the Opportunity, Seize the Opportunity
5. Live Your Leadership

Each section provides specific strategies and ideas to help
your business break through to that next level. And if I want to
emphasize something, it appears in a “Listen!” sidebar.

When it comes to business, it’s absolutely critical 16)always
remain realistic—about your product, your competition,‘and your-
self. Be cognizant of everything you do and evéry decision you
consider. This book will help you better analyze your strengths
and weaknesses and understand what actionsjyou should take. Be
honest with yourself about all that yourden’t know—and what you
can do about it. (As I like to sayyT’mynot about to go on the court
and teach NBA MVP James'Hardén how to shoot a jump shot!)

I'll share some of the most straightforward strategies and
ideas I've used in my own businesses and that you can use as
well. These stratégi€s,will help you achieve the sort of breakout
success that you want, no matter if you're just starting your busi-
ness carger Otr youre years into it.

Eachchapter wraps up with what I call “Tilman’s Targets™—a
quiek, €asy-to-reference summary of major points that were cov-
ered in the chapter. They’re a handy way to refer back to key
concepts.

At the end of the book, I've included bonus content with a
feature called “The Tilman I Know.” You'll hear from several
friends of mine who have their own thoughts about who I am

and some of the things I've done to achieve success.
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This isn’t a textbook. These are the strategies I've used—in
both good times and bad. As I'll discuss later, I've been through
more than my share of days when it seemed like the whole world
was falling apart. Having these ideas in mind helped keep me
from throwing in the towel when it would have been the easiest
thing in the world to do.

The fundamental concepts I'm sharing helped me suceeed:
In business there are no Oscars, Grammys, or Pro Bowls/but
there is the Forbes 400 list, and I'm on it. I believe my ideas
and strategies can help you achieve success ne{matter what sort
of business you happen to be in. If you want to make money in
business, you need to read this book.

Despite all my success, I walk around every day making sure
that the paddle doesn’t get my ass. I can take a few taps, but I
don’t want a big swat.

Neither do you.

So, saying this inythe nicest way possible: “Shut up and
listen!”

Let’s get started.

XiX






HOSPITALITY
(“IF THEY WANT
SCRAMBLED
EGGS . . .")

very suc &%Siness, in one way or another, is built around
ho %
@oblem is, many businesses fail to see that. And if they
&y don’t pay nearly as much attention to it as they should.
Hospitality can mean everything to the success or failure

OQ of your business. In this section, I'll discuss what hospital-

ity involves, why it means so much to your business, and how
to overcome obstacles that can get in the way of providing

hospitality—consistently and without exception.







CHAPTER 1

HOSPITALITY

MATTERS, NO

MATTER THE
BUSINESS

e've all been there. And it’s the kind of experience that
drivesius all absolutely crazy.
Probably because it happens. A lot.
It’s 11:02 a.m. Maybe you've been in an important meeting
or just arrived from the airport, but you walk into a restaurant,
and you want some scrambled eggs.

Here’s what you might hear. Take your pick:

“Sorry, we stopped serving breakfast at eleven.”

“We serve eggs only at breakfast.”

Y 4
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“The kitchen is shifting over to lunch.”
“Sir, if you’d only been able to get here fifteen minutes

sooner ...

No matter how it comes out of someone’s mouth, the basic
answer is the same:

Can’t help you.

As I said, everybody has had to deal with this. Andyas halso
said, it can drive you crazy. Youre not asking the kitchen te make
you a waftle, pancakes, or even eggs Benedict. You'te not asking
them for an order of bacon (although they/probably have some
sitting over on a counter that they can heat up in a few minutes
and toss into a club sandwich).

All you're asking for is soméone in the kitchen to pick up a
skillet, put it on the burneryand cook up a couple of scrambled
eggs. But the server treats you'as if you were trying to place an
order for Peking duck—from scratch, prepared by a chef flown
in nonstop from Beijing.

Maybe you try to argue with the staff about throwing a couple
of eggs into apan. Maybe you shrug and ask to see the lunch menu.

Ormaybe you walk out and try to find someplace else to eat.

That’s because something like this should never, ever happen.

But it does happen, all the time—and in different ways. You
may telephone a hardware store with an important question, only
to hear that everyone’s busy. “Can you call back?”

Or maybe you're in a department store and ask if they have a
particular wallet in stock. “No.” Not a suggestion that they’d be

happy to show you some similar items—just no.
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Can the doctor take a few minutes to talk about your lab
results? “Make an appointment.”

For me, these are all a question of hospitality. And customer
service and hospitality are everything, no matter what the busi-
ness is.

To me, the definition of hospitality is simple. It’s however
you handle a customer. Nothing more, nothing less—hownyou
treat him or her, how you respond to what he or she asks)fory/and
your ability (and willingness) to stay flexible. The ultimate goal
of interacting with a customer is to make him ér her feel like the
only customer you have in the entire world, Why? Because as I

tell my own employees, there are no spare customers.

LISTEN!

It starts with how you telk With them. And you don't need
to memorize any specjal Words or magic sentences. The
rule is simple:évhgn talking to a customer, be sure to
make the donVersation all about them. Let them talk
about theifpeeds, what they hope to get out of buying
yourpfoduct or service. If they want to complain, listen.
Theywant to be heard more than anything. Since you're
! tFying to make them feel like they're the only customer
you have, act like it. When dealing with that one cus-

tomer, no one or nothing else matters at that moment.

If you want to boil it down even further, I have a rule of

thumb that I say almost every day: it’s free to be nice.



SHUT UP AND LISTEN!

Think about that. As a business owner or entrepreneur, does
it cost you anything to be courteous to each and every customer?
Of course not! Being nice costs you nothing. But, by the same
token, remember: it can cost you a hell of a lot to be rude.

Sometimes it’s not the easiest thing in the world to be nice,
no matter how much sense it may make from a business stand=
point. Maybe your spouse or significant other said something
that upset you right before you left for work. Maybe something
else is going on in your life that makes it awfully difficult to be

nice and cheery with each and every customer you deal with.

“Be plappye®

To which I have a simple answer: be plappy.

By that I mean £play happy.” No matter how upset or wor-
ried you may be abéut ‘other things in your life at the moment,
do everything within your power to project a happy mood when
you're op-the,job.

That’s-an ever-present rule of thumb at all of my businesses.
Whenyou step foot inside one of my businesses and you work for
me, be plappy if you have to. One reason is that, as I said earlier,
no one cares that your dog chewed up a $300 pair of shoes or
that you have to meet with your kid’s principal after work. That’s
reality.

The other reason that rule always stays in place in my busi-

nesses is that the customer experience is all that matters. We're
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in the hospitality business, so we have to be sure to be hospitable
all the time.

And no matter the specifics of what you do, you're in the
hospitality business as well.

Follow-through is another aspect of hospitality. For example,
if you say youre going to deliver the product on the thirteenthat
three o'clock, deliver it exactly at that time. Don’t call minutes
before it is due and say it’s going to be three days later"than/you
had planned. Even worse, don’t call after the productwas due to
be delivered and say it’s going to be even latet. (Your customer
already knows that, by the way.)

Just as important, don’t offer up an excuse to explain the
delay. Nobody cares that your driver’s-kid got sick and he had to
pick him up early from school/Not to sound mean or heartless,
but somebody who orders something from you doesn’t care that
your mother-in-law died.

I'm sorry your child got sick. My condolences for your
mother-in-law’s,passing. But if I'm a customer who was told
that a product I, ordered would arrive on such and such a date
and at.such and such a time, all I'm focused on is the fact that
something I was expecting—maybe something very important
touné=—isn’t going to arrive as planned.

We all have kids who get sick. Relatives and loved ones pass
away. Personal problems crop up daily. You know that, and so do
I. But a promise to a customer should be treated as something
that shouldn’t be affected by the sorts of problems and unex-
pected events we all deal with constantly. Business would be a

whole lot easier if life never got in the way, but it does.
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There’s a simple way to address this problem. Try building
in a few what-ifs. When you make a promise to a customer, take
into account that something may go wrong or get in the way
of keeping your commitment. Assume a worst-case scenario.
Tack on a few extra hours or even days to give yourself a little
cushion.

One way I do this is by being very careful about how I sched=
ule my time. I generally avoid making commitments 60 farin
advance. For me, I never build a schedule that’s longersthan a
couple of weeks or a month out. That way, if sémething comes
up during that time frame, I've given myself'enough time to find
a work-around. You're focused but also flexible.

That sets you up for a win-win. Either you deliver the prod-
uct as planned or, even better, you call your customer and say the
product came in earlier than‘expected.

If you offer a due date that'the customer feels is too far away,
now is the time to explain why it has to be that way. It’s not an
excuse; it’s an explafiation. And from the customer’s standpoint,
an explanation of why something is going to take as long as it
will to arrive is easier to accept than some sort of excuse later
regarding-its slow delivery. When you make an excuse, you're
basic¢ally asking a customer for forgiveness because you didn’t
deliver as promised.

The overall goal is to make certain a customer feels special.
And a customer who feels special will bring you more business
and tell all of her friends how much she loves your service.

Of course, there will be times when things don’t go as

planned. Maybe a delivery is going to be late, or something
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on the menu isn’t to your customer’s complete satisfaction. It’s
critical to make that misstep up to the customer in some way.

In our businesses, we have lots of things at our disposal. For
instance, if five people are eating dinner at a table, and one diner
gets his meal ten minutes after the others, we’ll likely comp that
meal. If someone stays at one of our hotels or resorts and has-a
negative experience, we may offer them a free night’s stay sothat
we can show them how we do things right.

But it’s also a balancing act. If someone spends fifty dollars
and is unhappy, we're certainly not going to give her something
worth $300 to make it up to her. Not onlyds that completely out
of balance, but it’s an exaggerated apology. While you want to
right the wrong, you may inadvertently-be making something out
to be a bigger deal than it actuallyis.

It circles back to making eertain the customer knows you're
listening. Ask questions and ‘react accordingly. And resolve the
problem as quicklyds possible, so it doesn’t turn into a monster.

Keep in mind.lso that there will be times when a dissatisfied
customer is\being unreasonable. There are people who will sit
down at-a restaurant, eat an entire steak, and then complain that
it was, overcooked.

First, be nice and respectful, no matter what you may be
thinking about that particular customer. Then, remind the cus-
tomer that he, in fact, did polish off the entire steak. Had he
said something earlier, you could have done something, possibly
replacing the steak with another meal. But since he did eat the
whole thing, the only logical thing for you to conclude was that

the steak was perfectly fine. In a nutshell, maintain a balanced,
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polite demeanor while youre explaining that there’s nothing else
you can do.
Is that telling a customer no? In a way, it is. In this instance,

it’s the honest response and the only one that makes business sense.

“Build a few hours or days into your schedule for
the what-ifs. If | tell somebody I'm going to deliyéF
something on this day, I'm damn well going to,defiver
it. I'm going to make that customer feelépekial.”

Speaking of business sense, let’s-apply a what-if to the
scrambled eggs story that opened this chapter. The best what-if
would be a kitchen that sets@side @ few eggs and other breakfast
items to accommodate late arrivals. What if the kitchen has some
quiches all made and'ready to stand in for scrambled eggs?

Or, even more simply, what if the server took your order, and
the kitchen staffitossed a couple of eggs into a pan and made a
couple sliees,of toast? They may very well charge you twenty-
five dollars’for an eggs and toast breakfast, but that’s what you
wanted: (Remember, there’s a big segment of the population that
would say I don’t give a crap how much it costs—I just want
scrambled eggs!)

More to the point, by building in a what-if strategy, or by
being flexible, you've made a customer feel special. And that’s the
overriding goal of hospitality.

But don’t lose sight of the fact that youre a businessperson.

10
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Bust your rear to make certain that a customer never hears no,
but that every action makes business sense as well. You're in busi-
ness to make money. A customer wants scrambled eggs. Make
them for him but charge for the additional effort. If they want
scrambled eggs at 8:00 p.m., charge for them. If a customer
wants expedited delivery or something installed at their homeybe
smart. Know what your costs are and charge them accordingly:
Not only will you have a happy customer, you're also taking/are
of yourself as a businessperson.

This raises an important point. Nobody’s product is
that great. Nobody’s product is so amazing that it stands out
completely from everything else. You may have a perfectly good
product, but youre competing against-abunch of other perfectly
good products. That’s the reality of business.

How you can separaté youtself from the competition is
through hospitality—attention to customer needs and wants,
24/7. Think about¢he\same two products—one is delivered on
time as promisedand one arrives one day late. You tell me what
that customer is\going to remember.

Hospitality is essential to all sorts of businesses. I don’t care
if yowre-a’doctor—you should be a hospitable doctor and have a
great bedside manner. If you think about it, every doctor around
can give you the exact same flu shot. The one who helps you
relax, so the shot doesn’t hurt like hell, is the one you're going
to go back to.

I'was talking with someone not long ago who sees a therapist
regularly. The appointment is always over at three o’clock sharp.

Out the door she goes. Almost anybody who sees a therapist can
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relate to that sort of rigid schedule. Feeling better? Good. Please
pay at the next available window. Next patient! Keep it moving!

What would happen if that therapist built in a little extra
time for each session that the patient could use if he or she wanted
to? One time they might go over by seven minutes, another by
three minutes. What would happen if a masseuse you book for
an hour’s massage actually spent sixty minutes with you, rather
than showing you the door after fifty minutes, after starting.five
minutes late?

The point isn’t so much that the therapy is any more
effective—although it might be—but that‘the patient feels as
though the therapist really cares. She doesn’t feel as though she’s
being thrown out of the office at exactly-the same time. She truly
feels like she matters, that her thierapist is ready to give her extra
attention if she feels she needs it.

That’s hospitality—a patient who doesn’t feel like just

another name on a chart.

=N LISTEN!

Hospitality not only applies to every business—it also
apphies’ across every part of that business. Everyone
orking for a business, no matter what they do, should
practice hospitality with the same level of commitment

as everybody else.

Here’s how that can play out. You go out to dinner, and you're

promptly escorted to your table. Youre waited on by a courteous
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and helpful server. The food is outstanding, as is the dessert that
follows. You leave as a thoroughly happy customer.

But it all falls apart when you try to get your car. Maybe
the valet misplaces your keys. Maybe it takes the valet sixteen
minutes to find where he parked your car. Maybe when the valet
drives up with your car, you notice a scratch on the driver’s side
door that wasn’t there when you dropped it off.

All of a sudden, the memory of that great experiénee/you
had at the restaurant is completely gone. After a great meal and
great service, you drive home pissed off becatise ‘of the service
the valet offered.

But is that great experience really gone? Maybe not. The
issue isn’t necessarily limited to thewalet’s mistake. The issue is,
did your general manager talk fo the valet? Did the valet bring it
to the restaurant’s attentiofi? And then what did the restaurant
do to help alleviate the situation? Did they ask the customer to sit
down and talk, to address what happened and, just as important,
to ask what can\bé done to make him or her feel better about
their experience?

Problems are inevitable. What matters is what you can do to
make that'customer happy again or, at the very least, mitigate the
bad experience. Put another way, sometimes you can’t avoid
the fire. It’'s how you put it out that matters.

The same can happen in any business. A patient leaving a
therapist’s office after the doctor gave him or her a few extra
minutes can be turned off by a moody receptionist.

That’s all part of being in the hospitality business. It involves

everyone and depends on everyone. It’s called taking care of your
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customer. And, if even one person forgets that, an otherwise great
customer experience can go straight down the drain. So be ready
to respond when that happens. And believe me, it will happen.

Sometimes, a lapse in hospitality occurs by a matter of
choice—the most unforgivable mistake, in my estimation.

Here’s what I mean. I was staying at a five-star hotel in
Chicago a while ago. At the end of a very long day, some associ=
ates and I went down to the bar to unwind and have a dfink,As
we were relaxing and enjoying our drinks, the bartendex came up
to us and asked us to leave.

Why? Because the cleaning crew wanted to get started
cleaning the bar!

I have a saying that bartenders loye-to run your bars, but this
went way beyond anything I could have ever imagined. Can you
imagine going to a five-star’hotel"and having some drinks and
then being asked to clear out because the cleaning crew wanted
to start vacuuming? Is that being hospitable? On a more practical
level, was that thie only space that needed cleaning? Could they
have gone somewhere else while we finished our drinks at our
own pace?

Thissexample highlights the importance of telling everyone
with’ whom you work that hospitality comes before everything
else. Make hospitality the forefront of everything your business
does, from making certain that deliveries arrive as promised to
feeding a hungry customer just what he wants, no matter the
hour. And, in the case of my cocktail at the Chicago hotel, hos-
pitality means doing things at the customer’s convenience, not

your own.
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Take hospitality personally. When I'm in one of my restau-
rants, and I see someone get a drink without a napkin, or food
that’s not hot or that’s on the wrong plate, it bothers me to my
core. I truly look at it as a reflection and a representation of
myself.

And, if you go into one of my restaurants at eight o’cloek
at night, there are going to be scrambled eggs there if you want
them. I may charge you more, but youre a happy customerwho

got what you asked for.

TILMAN'S TARGETS )

« Make hospitality your ggal\no matter what business
you're in.

+ Hospitality means making a customer feel special.

+ Keep your promises. Build in what-ifs to help you follow
through.onyour commitments.

« Makehospitality the goal for everyone involved in your
business. One person who doesn’t show hospitality can

ruin’an otherwise positive customer experience.
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CHAPTER 2

TAKE THE WORD
“NO” OUT OF YOUR
DAMN VOCABULARY

or years, I've hada question stuck in my head. And no matter
how hard Ltry/1 can never come up with a good answer:

Why isit soreasy to say no when you can say yes to a customer?

That’sa simple question but, as I said, I've never come across
whatJ 'weuld consider a fair answer.

Ifr the world of business, particularly for entrepreneurs and
businesses just starting out, it would seem to be such an easy
question to answer. A customer asks for something, and you say,
“Yes, no problem.” End of story.

But in many ways, businesses say no to customers all the
time. And it’s one hell of a mistake.

It can be as simple as saying you can’t make a customer
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scrambled eggs after 11:00 a.m., like the example in the previ-
ous chapter. With my experience in the hotel business, it can be
as simple as telling a customer he can’t have his suit cleaned and
back to him by the next morning, since he missed the deadline
by thirty minutes.

Sometimes saying no to a customer has a higher price than
pissing off someone who would be happy if you just said yes. Say
a customer asks to substitute shrimp for oysters. I knowAfor afact
they cost you the same. Charge a substitution fee,.but\den’t tell

them no.

“Why is it so easy to say no whegnjiou can say yes?”

I really can’t say why this"sort of thing happens—a casual
attitude toward work maybe, or a sense that customers tolerate
more these days-<but.there’s an easy solution to all this: take the
word 70 out of your damn vocabulary.

I preach'that all the time. Never, ever say no to a customer.
And theredre plenty of reasons never to say no beyond the obvi-

ouswone that you might alienate an otherwise happy customer.

LISTEN!

If you think about it, saying no to a customer usually
doesn’'t mean that you can’t do something. Instead,

you're choosing not to do something.

18



TAKE THE WORD “NO” OUT OF YOUR DAMN VOCABULARY

That’s a big difference. Obviously, in some situations you
can’t do something. Say your business is scheduled to make a
delivery to a retailer, but a major storm is flooding roads every-
where. In that instance, telling your customer you're going to be
late is understandable. No one can control the weather.

And, in some cases, what a customer asks for canbe
completely unreasonable. In all fairness, not every customeris
going to ask for something that’s realistic, like the customerwho
asks for a refund after devouring an entire steak. When that
happens, saying yes can be hard to do.

But in far many more instances, saying/mo translates to some-
one saying they choose not to do whatthe customer asks.

Let’s go back to the scrambled eggsiexample from chapter 1.
A customer wants scrambled £ggs, but it’'s way past breakfast
time. The server says they«ar’t hake scrambled eggs.

Wait a minute. Is the kitchen out of eggs? Are all the skillets
dirty? Have the chickens gone on strike?

Of course not! Everything’s there to make a perfectly good
plate of scrambled eggs. Yet the restaurant is choosing to say no
to a customer.

Believe it or not, I think customers pick up on this much
mefte than you might imagine. They know full well that when
someone says, “I can’t,” it really means “I won’t.” Think about
that. How would you feel if a business told you no, pretty much
because they didn't feel like doing it, not because it was beyond
their ability to agree to what you asked for?

That’s a bad situation to put yourself in. First off, custom-

ers who hear no are made to feel as though they’re expendable,



SHUT UP AND LISTEN!

that their business doesn’t matter. I like to say there are no
spare customers, and saying no to one is a certain way to make
them feel unimportant, fast. Don’t put yourself in a position to
tell your customer no. If you run out of ice cream, hamburger
buns, tomatoes, whatever, go to the damn grocery store and
get some. You can tell your customer youre out of Wagyu
beef, but not something you can get at a grocery store down

the street.

-

“ ”
There are no spare custorgés.

I also like to say it’s essential totreat every customer like he
or she is the only one you havey But saying no to someone can
make him or her feel like a number, just another item on the list.
With just one word=-no-—you can be telling that customer, “I'm
saying no to you‘betause you really don’t matter.”

It’s also impertant to bear in mind that when you wipe the
word ngeut'ef your customer vocabulary, that doesn’t necessarily
mean'you-have to say an outright yes. Offer alternatives, a sort
of “I can’t do that for you, sir, but I can do this.” If a customer
likes your product in a particular color that you don’t happen
to have, suggest a color close to it. If your restaurant is out of a
menu item that a customer orders, offer her a discount to come
back the next night, when she can get the food she wants. You're
not telling them no—instead, it’s a qualified yes.

In short, say what you can do, not what you can’t.
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That’s an important message to get across. Even if you can’t
meet the customer’s exact request, youre showing a willingness
to do something else to keep him or her happy. Again, it’s a mat-
ter of choice—you're choosing to take those extra steps to make
someone feel special and valued.

Taking the word 70 out of your vocabulary also encourages
you and anyone else with whom you work to think on your'fcet:
In many ways, saying no is the easy way out of a situation/But
if you refuse to say no, you often have to come up ‘with some
alternatives quickly. That can build a business that’s responsive
and flexible in all sorts of ways. (Later, I discuss the importance
of thinking on your feet.)

All this may seem very simple, apd-it is. But you’d be shocked
at how many businesses with great products and services inad-
vertently shoot themselves in\the foot by telling customers no
in all sorts of ways. Howevet, if youre aware of it and make a
consistent, consciotis effort to never tell a customer no, you're
going to see reslts.

You don’t always need to say yes to a customer. But never
saying me may be one of the most valuable strategies you can use

to help'yeur business break out to the next level.

~S TILMAN'S TARGETS

« Never tell a customer no.
+ There are no spare customers.

+ Understand the difference between being unable to
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do something for a customer and choosing not to do

something.

« If you can't say yes, offer alternatives.

+ Never saying no encourages you and everyone involved &@

in your business to think on their feet.



CHAPTER 3

CATER TO THE
MASSES, NOT
THE CLASSES

ne of the biggest obstacles an entrepreneur can face is believ-
0 ing that his @rher'product is the only one like it anywhere in
the world. As I've said before, that’s completely unrealistic.

But-that reality can also raise an issue that’s a problem for
any business looking to grow—a product that’s too narrow to
attract wide interest.

If you want your business to break out to the next level, cater
to the masses, not the classes. The math behind that is simple.
The broader the appeal of the products or services you sell, the
more customers you will have. And that starts by doing what the
customer dictates you should do.

A lot of people run their businesses according to how they
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think it should be done. They base their products, services, and
much of the customer experience on what they like—be it food,
service, or some other element. The problem is that you can’t do
what you like. Granted, you may have a great idea or product you
absolutely love, but whether you love it or not is largely beside the
point. You may like liver, but can you build a restaurant chain
around liver? Not likely. To build your business, you want toxdo
what the masses like.

Pay close attention to the feedback you receive. Your cus-
tomers will be telling you what they do and don't like, in so
many words. And by listening to what they aye to say, you're not
consciously limiting your potential customer base. Instead, you're
working toward making it as large as:possible.

First is the obvious question’of'price. Is your product or ser-
vice priced to be within reach of the greatest number of people
possible, while still giving you a sufficient margin? If your
product is priced to6 high, you may be losing customers who
otherwise might‘be” attracted to what you have to offer them.
That’s an unnecessarily small target.

There dre all sorts of ways to identify a solid price point.
Start ‘with-knowing who your competitors are. It may be sur-
prising to learn, but many entrepreneurs don’t clearly understand
who their actual competitors are. For instance, someone who’s
offering a different product or service can be as challenging a
competitor as someone doing the exact same thing as you. When
looking at potential competitors, watch for products and services
that someone may buy instead of yours, identical and otherwise.

When talking with customers, take a minute to ask where else
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they've looked. Ignoring or overlooking a key competitor can be
devastating.

Next, see what your competitors are selling and at what price.
There are plenty of resources available regarding industry stand-
ards that you can refer to. Use them as a guide but not as gospel.
By knowing your numbers—such as production costs, labor, and
others—you’ll begin to see what, if any, adjustments to those
prices you should make to help your business become bothumore
profitable and accessible to the most customers.

This is as common a problem as I've seen ifi all sorts of busi-
nesses. Entrepreneurs routinely price theirproducts higher than
they should if they want to attract a wide range of customers.
And that goes for wholesale as wellas-retail. Wholesalers expect
deeply discounted prices by buying,in quantity, yet entrepreneurs
often ask for prices that ar¢ anything but discounts. Sometimes
that’s a production issue——decreasing production costs always
translates to lower prices—and sometimes an inexperienced
entrepreneur hdsp’t been exposed to the sorts of discounts that
major wholesale,buyers can command.

Priee is,just part of what you need to take into account. For
instance;“does age come into play? Is your product or service
attractive to a person of a certain age, or does it appeal to cus-
tomers whose ages range across the board? Does that include kids
and teenagers? What about college-aged kids and postgraduate
millennials?

What about gender? Is yours a male- or female-only product,
or might anyone be interested? Go through these questions with

an idea of expanding the appeal of your product.
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One way to look at the challenge of catering to the masses is
to approach it like a restaurant menu. Of course, some restaurants
don’t exactly cater to the budget-minded among us—or, for that
matter, don’t include children or diners with particular dietary
needs among their target market. That’s perfectly okay.

But a restaurant that’s aiming for a wide audience knows how
that goal should be reflected in its menu. More affordable sand=
wiches and small dishes can complement higher-priceditems<A
kid’s menu targets the younger diner, while giving mom and dad
a price break. Gluten-free, vegetarian, vegan, aid other options
cater to customers with particular diets.

You get the idea. Offering customers a wide range of choices
is one proven way to cater to the masses.

With that in mind, consider the products or services your
business currently offers. What could you add to that “menu”
that might attract a broader customer range? What products or
services would naturally,complement what you already sell? For
instance, if you’re sélling your grandmother’s homemade pasta
recipe, can you introduce other flavors or other fillings? How
about her-from-scratch tomato sauce to accompany the pasta?
What'scems like a natural add-on?

If more products aren’t the answer, or even possible, what can
you do to make what you already have more appealing to more
customers? That could be as simple as broadening the range of
colors or varying the material used for a particular item. Can a
product be used for something other than what it was originally
intended to do?

The point here is to always stretch your thinking, to see
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beyond the obvious. Look at what you have and explore any ways
you can add to it or reframe it so that more customers will sit up
and take notice.

I'm not saying that you can’t sell an exclusive product or
something geared to a specific audience. That’s fine. But if you
want to attract the sort of financial response you need to help
your business break out, it’s always a solid idea to try to engage
with the biggest audience you possibly can.

That’s because, particularly for entrepreneurs ‘and small,
emerging businesses, you want to sell to the masses, not the
classes. Businesses that cater to the masses inevitably end up

making more money than those that limit their scope.

TILMAN'S TARGETS =~

+ Cater to themasses, not the classes.

+ Work to,make.your product appealing to as broad an
audiencevas possible.

« Understand your competition.

“\Know your target audience.
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YOU'D BETTER
KNOW YOUR
NUMBERS

ne overriding r determlnes whether any business is

destmed he next level or struggle endlessly: your
numbers.

@nethmg I emphasize not only in my own business-

es— e to say, ask me anything about my businesses, and
&able to answer you—but to entrepreneurs of all sorts. You

ed to know your numbers, and you need to know them cold.

OQ If you ask me why I've been successful, I usually break it

O

down into four reasons:

1. T know my numbers.

2. Tunderstand operations.
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3. I know the developmental side (i.e., how to grow your
business).

4. 1 change, change, change with the times.

Of those four, knowing your numbers is by far the most
important piece of all.

The reasons are simple yet powerful. The numbers drive
everything that happens in your business—what you have eorn-
ing in, what you have going out, and the critical interaction
between the two. And if you don’t know your ndmbers—and by
“know,” I mean right down to the specific de¢imal points—you’re
likely headed for trouble.

Just as important, a failure to knew.your numbers can need-
lessly handicap your business’s gtowth. Without sufficient cash
on hand, you may find youfself passing up opportunities that
you might have otherwise pursded. Or you might make financial
decisions and commitments that you later regret.

I don’t care Jow great a product or service you have. If you
don’t know your'numbers, you'll go out of business.

Don’t-let that happen.
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CHAPTER 4

WORKING CAPITAL
IS EVERYTHING

E very number that has te"do,with your business is undeniably
important. But one financial reality is of particular impor-

tance to small busidesses looking to scale.

N LISTEN!

Fop-a Small business or an entrepreneur, working cap-
itabhcdn mean the difference between success and

! extinction.

Many entrepreneurs have a dangerously simple idea of how
business works. To them, it’s very straightforward—you sell
something to someone else, and you get paid. End of story.

Except that’s not even close to how things work.
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Here’s an example of what I'm getting at. Let’s say an entre-
preneur designs an absolutely beautiful purse—stylish and
eye-catching at the same time. She takes a sample around to var-
ious high-end retail outlets, and the product is appealing enough
to attract immediate attention from the store owners.

“You know what?” says one. “I'd like to carry those in my
store. I'll take thirty-six. When can you deliver them?”

That’s a problem. The entrepreneur is thrilled with.the order
but lacks the necessary cash to buy the materials to producethirty-
six purses. And after the purses are manufactured and delivered,
the store placing the order can have a monthior longer to pay for
them, according to most current account§ payable standards.

That’s an issue that I see over and-ever again with all sorts of
entrepreneurs. They expect to be'paid right away, only to discover
that the money they rely on¢o keép things operating isn’t going
to arrive for a month and a half.

What do they rufi out of? Working capital. And in my expe-
rience, the numberOne reason—by far—that people don’t make

it is because of werking capital.

“The biggest issue that small businesses
face involves working capital, because they

have to pay for everything up front.”

Breaking down the topic a bit, working capital is the differ-

ence between a company’s current assets and liabilities. Current
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assets are those that can be turned into cash within the next
twelve months; liabilities are expenses, costs, and other charges
within that same twelve-month time frame.

Working capital is well named. That’s because it’s money
you can put to use right away to help your business function at
its peak all the time.

A company’s working capital situation is determined by-a
number of factors. For instance, some businesses requirevmore
working capital than others, such as manufacturers\that need
funds to buy supplies necessary to make produCts.

How long it takes to make those products is known as the
business’s operating cycle—the longer (the cycle, the greater the
need for cash on hand. Operating cyele-also refers to the situation
I described earlier: the entrepréneur who makes a sale but has to
wait several weeks to be paid. That’s a gap that needs to be filled.

Then there’s the sort of business in question. For example,
if you have a business that’s cyclical in nature—you have certain
busy seasons orfihave products geared to particular holidays—
you're going.to need plenty of working capital. That’s money that
will notenly see you through leaner portions of the year but also
help‘you-gear up as you approach peak seasons.

Christmas is an ideal example. Many retail businesses experi-
ence a significant sales spike during the holiday shopping season.
Yet many struggle since they don’t have the working capital nec-
essary to stock up for the holidays.

Working capital also fuels growth. If a small-business owner
or entrepreneur starts a business and wants to expand it, they’ll

need lots of working capital to fund that expansion. On the other
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hand, someone with more modest goals may be perfectly happy
to stay small, requiring less cash.

These and other issues are the sorts of things that never
occur to many entrepreneurs—until the day they find they lack
the necessary cash to meet even the most basic expenses, let alone
have the money to grow.

If you think about it, that creates something of an uncven
playing field. Many small businesses have to pay for€ssential
expenses up front, only to find that the same sort of quick pay-
ment doesn’t happen when customers place an order. Unfair
maybe, but that’s the way it is.

Sometimes the worst thing that can(happen to a small busi-
ness is sudden success—by successyd=mean a large number of
orders. On the surface that may seem like the best thing that
can happen, but without working capital available to produce the
products to fill those orders, all you may end up with is a rash of
unfilled orders and angty, disappointed customers.

Even having Jarge number of assets won't necessarily cover
for a lack of teady cash. The infamous Enron story is a perfect
example~Enron went under due to a lack of liquidity and work-
ing cdpital/' They had billions in assets, which they didn’t have
time to'sell to pay those basic expenses I mentioned earlier. Their
assets were eventually divvied up and sold off after the company
went under. With billions in assets, they didn’t have to fail, but
they did because they didn’t have sufficient working capital.

So, what’s the answer? Every business needs a “revolver,”
meaning a revolving line of credit, such as a bridge loan or line

of credit, to fill in the gap.

34



WORKING CAPITAL IS EVERYTHING

The trouble is, getting a line of credit or loan can be difficult,
particularly for a new business. Banks have been cutting back
on their financing of small businesses, particularly larger banks.
And as smaller community banks are swallowed up by larger
institutions, the number of choices available to borrow from is
growing smaller all the time.

I know exactly what this feels like. When I was startingiout;
I tried to get my hands on money in every possible wayTicould—
credit cards, you name it. (One thing I didn’t do was reaeh out to
friends for loans. If you want to lose a friend, just ask for a loan.
Nothing destroys a friendship faster.)

Add to that the fact that, at the time, the banking environ-
ment in Houston and throughoutiTexas was being shaken to
its core as bank after bank shut its doors (a situation that, as it
turned out, worked in my favor,as I describe in a later chapter),
so securing working capital was nearly impossible.

Even though the banking situation is a good deal more stable
now, it can still be’difficult for entrepreneurs and small-business
owners to get financial help from a bank. Often, new businesses
have little in the way of operating history to support their credit
worthiness or collateral to borrow against, so their inability to
seeureloans isn’t all that surprising. Many lenders will give lines
of credit only to companies that have a minimum of two years’
worth of operating history.

Start by building up your cash reserves. This is separate
from bank financing but is a critical step to ensure you have as
much liquidity as possible. It’s important for entrepreneurs to

understand that business cycles go up and down. Be prepared
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for the down cycle. During down cycles, use your cash to expand
your business. But during boom cycles, save cash for the next

downturn.

“When things are bad, eat the weak

and grow your business.”

That’s not just a matter of survival. It gives you the oppor-
tunity to eat the weak and grow your business—while others are
struggling mightily.

Here’s an example of what I'migetting at. Lake Charles,
Louisiana, may not be a familiarCity, but it’s the primary gaming
market for my hometown of Houston, Texas—the oil capital of
the world and fourth-largest city in the United States. Owning
a casino in Lake Charleés was something I had my eye on for a
long, long time, because I knew I could do a bunch of business
there by bringing\in my unparalleled hospitality, which everyone
in Housten already knew.

Thevproblem was that no more available gaming licenses
were available in Louisiana, making getting into that market
very unlikely. Or so I thought.

Out of nowhere, on May 29, 2013, the Federal Trade
Commission (FTC) announced that a casino in Lake Charles
that was being built by Ameristar Casinos (which was being
acquired by Pinnacle Entertainment) had to be sold in order to

avoid an antitrust problem. I knew that the other major casino
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companies could do a bunch of business there. I had to separate
myself from them, and fast. What did I do? I was in the middle
of buying another casino, but I killed that deal and immediately
got on my plane and flew to Vegas to meet with then CEO
of Pinnacle, Anthony Sanfilippo. I offered him a $50 million
deposit—completely nonrefundable. I told Anthony that if*I
didn’t close on this deal, he could take the money I put uprand
sell the casino to someone else.

The building was barely out of the ground, I knew'l needed at
least $800 million to complete the project, and Ishad'to get the deal
approved by the gaming board—all of thesé.could have impacted
my ability to close. But I knew that this'might have been my only
chance to get into the Lake Charles-gaming market, and I was
ready. Having the ability to put/ip'$50 million and make a big bet
on myself and my company/is what it took to get the deal done.

Everybody blinked when I staked that amount of money!
But I was in a position‘to do that because I had accumulated the
necessary cash.

The same ‘thing happened when I put up $100 million
nonrefundable to buy the Houston Rockets, fully aware at the
time'thatd might not be able to obtain the necessary financing.
Because I never stopped thinking ahead in building up cash, I
was able to fulfill the lifelong dream of buying a sports franchise

in my hometown.

LISTEN!

Okay, so you're not in position (yet!) to make those

sorts of deals, but the same principle applies to any
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sort of business. Want to know an easy rule to make
certain you always have adequate cash on hand?
Never put your lifestyle ahead of the growth of your

business.

I've seen it for years. All of a sudden, young companies start
making an extra $20,000 a month, and instead of usingit to'heélp
their businesses grow, the owners buy new homes and'new cars.
Then their business slips a little, and they end@p working like
hell, trying to keep up their personal lifestyle,

In fairness, I also own a nice home; boats, and planes. But
those purchases never occurred before-making certain that all
my businesses had sufficient cash to\leverage opportunities at all
times. I've always kept the majority of my money in my company.
I'bitch to everyone that I never have money because I keep it all
in the business!

But that’s whyT've gone from $4 million to $4 billion in
thirty years—I didn’t go out and buy $100 million Picassos like
some peoplesl didn’t buy a house in Malibu. I used that money
to buysmeré companies and to build buildings.

About five or six years ago, I took a big dividend out of the
company—roughly $600 million in cash. I didn’t go buy a new
plane. I didn’t go buy a new boat. I didn’t go buy a piece of art. I
sat there with the money, knowing that times were going to get
tough. I was able to make some huge acquisitions. That’s because

I was liquid when there was a downturn.
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“Never put your lifestyle ahead of

the growth of your business.”

This comes back to something I say a lot, but it bears repeat-
ing: when things are good, we tend to forget that things cdn get
bad. One of the biggest mistakes an entrepreneur canmake s to
assume the good times will always last. I've been, through three
major economic downturns, and being prepared is, the only way
to weather these storms. During the 2008, recession, my com-
pany wasn’t caught off guard. Our income, dropped 10 percent.
Fortunately, we survived by being weady in advance. We always
have cash or credit capacity set™aside, ready for the next down-
turn. And so should you.

Next, address the issue of bank financing. The first step is
simple: get it beforé you need it. I cannot stress this enough.
Work to obtainbank financing as soon as you can get it, which
is generally-€asier to secure when the economy is strong and your
business-is'doing well. Not only does that give you the best chance
to gét financing on the best possible terms, but when things take
a‘downturn—which they inevitably will—you’re going to have
cash within reach to make it through.

Additionally, pursuing bank financing when your business is
doing well lets you leverage those factors that every lender looks
for—positive cash flow, and solid and consistent revenue and

profits, among other things.
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Pay attention to your personal credit, especially if your busi-
ness is new, with little or no credit activity. The biggest factor in
many banks’ decisions to lend businesses money is the owners’
personal credit rating. To boost your credit score, be sure to pay
personal bills on time and keep a low ratio of debt to available

credit on personal credit cards and credit lines.

LISTEN! NN

Don't just go into the bank and tell them you“géed
money. Walk in there like you know how{ toyborrow
money and have a thorough business pfan with you. Be
sure to have a comprehensive overyiewjof your current
circumstances, specifically whysyeu're asking for the
money, as well as a strategy that outlines your future
plans. And don’t make” the™mistake of limiting your
plan’s outlook to the nextthirty days. Instead, map out
plans for the nekt §ne to three years—the longer and
more detailédd/thé more favorably a lender will view

your application.

But as I like to say, don’t go so far as to start drinking your
own Kool-Aid. If, by chance, the scenario you lay out to a lender
is too good to be sustainable, you're going to be out of business
even if you obtain the cash you're after. That’s because you won't
be able to meet that aggressive a level of obligation—meaning
that you can’t afford the loan.

Here’s what I do and what I suggest you do as well. With every
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scenario and every deal, I run a best-case scenario, a likely scenario,
and a worst-case scenario. If you do that—and provided your num-
bers work—feel free to offer the banker your best-case scenario.

However, this strategy comes with a few cautions. First and
foremost, don’t lie to yourself. If the numbers say you can’t man-
age your best-case scenario, don’t talk yourself into it, no matter
how much you may need the money. Be absolutely certain ‘your
best-case scenario is, in fact, doable. Otherwise, you'te)driving
your business straight off a cliff.

Additionally, don’t overlook the value of drawing up a worst-
case scenario. That’s because you want to béconfident that you'll
still be in business if anything and everything goes wrong. In
the worst situation possible, wherewwvilliyou be? Everyone wants
to assume that everything is g6ing to work out, but know what
numbers you'll be looking/at in"the event that things turn out
badly. What will you do when you have half the amount of busi-
ness you thought you were going to have?

It’s perfectly: fine to keep your worst-case scenario to your-
self. After all, you want the money. But along the way, don't lie
to yourself{or the bank) and convince yourself that a certain plan
is going-to work out when the numbers say otherwise. Why?
Becatuse, sooner or later, the worst is going to happen, and you
need to understand whether you're going to be able to survive or
not. Eighty percent of the time, you're going to hit the worst-case
scenario and not the best-case scenario, so make sure your busi-
ness is still going to be in business under the worst-case scenario.

If youre turned down for a loan or line of credit, don’t give

up. If you don't already have one, get a business credit card. Not
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only can that offer some source of necessary funds, but using it
responsibly will help build your business’s credit rating and history,
which, in turn, may help if you try again to obtain bank financing.

No matter the specifics, remember that working capital is
everything. A business without a ready source of cash is playing
with fire, day in and day out.

That was my concern with Nicole Di Rocco of NICOLITA
Swimwear, a company featured on Billion Dollar Bujer.<Fhe
maker of unique swimwear once had a contract tossupply a
department store, only to have it fall apart after the store renego-
tiated her contract for a net 90 arrangement:, Translated: ninety
days to be paid by a buyer. Meanwhile, she lacked sufficient cap-
ital to bridge the gap.

Happily, when I met Nicolg, she readily acknowledged her
need for working capital with which to grow her business. Over
my time working with her, she was able to significantly expand
her company’s line of credit to carry her through the ninety-day
waiting period to'get paid. It also paid off for her: she accepted a
deal with meworth $175,000 for swimwear for use in my resorts as
well as forretail sale. All because she quickly realized that, when it

comes'torgrowing a small business, working capital is everything.

~S{ TILMAN'S TARGETS

« Working capital is the lifeblood of any business.
- Loans and lines of credit are two excellent sources of

ready cash.
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« Borrow money when times are good, even if you don't
need it.
+ Draw up a worst-case scenario that you can keep to

yourself. If everything goes wrong, you want to be &@

certain you can stay in business.
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CHAPTER 3

THE PITFALLS OF
PROPERTY LEASES

very entrepreneur who starts™a business is focused (or should
Ebe focused) on the usual“things—product, production and
labor costs, and matketing, among many others.

Those are,allperfectly valid concerns. But one other issue
tends to fly,under the radar of many entrepreneurs’ attention:
property-leases.

At first glance, that may seem like a relatively minor con-
cegh. After all, property is nothing more than a place to conduct
business. If you have a place that suits your purposes, what else
is there to worry about?

A lot.

This goes back to an issue I raised in the prior chapter. When
planning for the future, it’s natural for entrepreneurs to map out

plans they fully expect to run like clockwork—a complete and
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unqualified success. Most likely, no entrepreneur in the history
of business has ever started something without utter confidence
that the venture would move forward and flourish.

But it’s equally valuable to draw up a plan B of sorts—one
that turns out significantly less successful. Again, that’s some-
thing you should feel free to keep to yourself, though it’s essential
to anticipate what things will be like if, by chance, your business
struggles or, even worse, fails to survive.

That’s where property leases can come into play, and not nec-
essarily in a good way. If your business does struggle or go under
completely, and you decide to give up (in.my view, something
that many businesses do way too early, bat we’ll get to that later),
what happens to the property you were-leasing for the business?

If you haven’t been proactive,'you keep on paying. That’s
what can happen.

Think about that for a,moment. You may be paying a rela-
tively small amount o lease property—say $5,000 a month—on
a five-year lease®Jf things go bad and you're forced to close,
everything cemes, to a sudden halt—except for your lease pay-
ments. [fyouve been in business for two years and shut down,
that’s $5;000 a month for the next three years—$180,000—that
youwdnay have to keep paying, even though your business is long
gone, all because the landlord hasn’t found a replacement tenant.

What many entrepreneurs fail to realize is that leases can
be comparable to taking out a bank loan. Regardless of what
happens, you owe that money, and the bank—or in this case, the
landlord—is going to make certain you pay it.

If you try to refuse to pay what you owe, watch out. Like
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any lender, your landlord can bring a suit against you and gar-
nish any assets you have. They have every right to collect what’s
owed them, like anyone who loans you money. Signing a lease is
exactly like signing a promissory note. When you put your name
on the lease, youre guaranteeing that youll pay what’s owed on
that lease.

It goes without saying that this situation can cripplevyou
financially for years to come. For instance, if you shut. downyour
business at an outside location and try to keep it going in your
home or garage, you're still burdened by a leaseayment for space
you no longer use. Thinking about givingdp on the old business
and starting something completely new? Again, you're going to
have to do it with a financial burden-hanging over your head—

often a very significant one.

LISTEN!

Fortunately, thé situation doesn’t have to turn out that

way, but yotisfeed to know a few strategies before you

sign omthandotted line. First, try negotiating a clause

thatwalfows you to cancel your lease if revenue projec-

tiohsshaven't reached a certain goal by the six-month
! oF one-year anniversary of the lease.

Another choice is a buyout clause. This gives you
the option of paying to terminate your lease if your
business isn't generating sufficient revenue to afford
the expense. The downside is that a buyout clause can
be expensive, maybe as much as fifty cents on the dol-

lar of the amount owed for the remainder of the lease.
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This can depend on prevailing market conditions and
how confident the landlord is about finding a new les-

see to take your place.

As another form of protection, pay attention to the length
of the lease. First, if you're just starting out with a relatively new
business, a long lease can be a bad idea—the longer thel€ase;the
longer your liability if your business doesn’t succeed, The general
rule of thumb in terms of shielding your liability is)the shorter,
the better.

Of course, a landlord may not be particularly enthusiastic
about a short lease. He or she wants ag-much security as possible,
so any tenant is locked in for th¢ longest time possible.

This can be addressed¢by"a Tease with term options. For
instance, you agree to an initial two-year lease with more options
to renew when thatdime period ends—for example, options of
two or three additiohal years. While that gives both you and your
landlord additional flexibility, understand that the landlord will
likely insist that any additional options will mean an increase in
the rent you pay every month.

If you're looking at term options, negotiate them in your
faver. For example, make it clear in your lease agreement that
youre the one who has the right to exercise the additional term
options, meaning that your landlord has to agree, as long as you
stick to the requirements outlined in the lease terms.

Another strategy is making certain you have the option of

finding someone else to sublease the property if you can’t make
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a go of it. In this situation, somebody else effectively takes over
your lease, freeing you from further financial responsibility.
To avoid problems, ensure your lease says your landlord can’t
unreasonably refuse to consent to a new tenant who’s financially
qualified.

Of course, this is all part of doing your due diligence before
signing a lease. Get a sense of the rent on comparable properties;
to make sure your financial commitment is in line. Understand
all the costs tacked on to the lease payment itself. Review any
stated increases in lease payments, as well as your‘obligation for
utilities and other expenses.

Lastly, it’s never a bad idea to worki with an experienced real
estate attorney to address these andiother issues. That can make
your lease a valuable component of your business rather than a

needless liability.

TILMAN'S TARGETS

« Make certain you understand how to get out of a lease
early, including buyout provisions, subleasing, and other
options.

+ In general, look for a short-term lease—ideally, with
renewal options that you can choose to exercise.

+ Know all costs associated with a lease.

« Work with an attorney experienced in commercial
real estate to help negotiate the best possible lease

package.
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CHAPTER 6

KNOW YOUR
NUMBERS

s you can tell from my/show Billion Dollar Buyer, as well as
A the ideas and topics covered in this book, there’s a great deal
that I like about werking with entrepreneurs. They have vision.
They have couragé. They have commitment to their ideas and
their products:"And they have the nerve to keep going when
many othefs would happily throw in the towel.

But.some things do bother me. And nothing bothers me
mefre than an entrepreneur who doesn’t know his or her numbers.

It bothers me a hell of a lot.

By numbers, I mean everything to do with your business.
Cost of supplies. Cost of production. Labor costs. Costs of sales.
Margins. I won’t bother going into any explanation regarding
them. You should know exactly what I'm talking about. And if
you don’t, you'd better find out.
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“Know your numbers. Numbers don’t lie.”

As an entrepreneur, chances are excellent that you know—or
certainly should know—all those numbers are essential to under=
stand. But in my dealing with entrepreneurs of all sorts, Tim
constantly amazed at how many entrepreneurs don’t kn6w thése
numbers like the backs of their hands.

First off, numbers concerning your businessé@are the lifeblood
of that enterprise. They tell you everything,you need to know
about where your business has been, whefe itis now, and, perhaps
most importantly, where it’s headed«Fhey offer the single most
valuable and accurate read of your business in its entirety.

That’s a hell of a lot that'goes Without the attention it needs,
if you don’t know your numbers.

Just as bad, evenéntrepreneurs who have a basic understand-
ing of their numbers often don’t know those numbers at the level
of detail theysshould. From where I stand, an entrepreneur needs
to knowsnumbers down to their decimal points. For instance,
they should know if their utility costs are truly 4 percent. If you
know your costs to every tenth, at the end of the month, you can
seewhere you need to fix those numbers.

That kind of specific knowledge arms you with the best
information to confidently make good decisions, particularly
the tough ones.

I make it an ongoing, everyday point to ensure 'm completely

familiar with all the numbers having to do with my businesses.
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I also make budgets an everyday priority. I have both weekly
and monthly budgets to keep track of what were doing, from a
profitability standpoint. I even run daily reports, which I call my
“flash reports,” for each of my different businesses. These flash
reports show me the most important information that allows me
to know where I stand at all times. Knowing how your business-is
performing from a financial standpoint on a daily basis is equally
important as selling your product.

You can and should do the same. Know what yourlease pay-
ment is for the month, what your salaries ares{cost of sales, and
other known operating expenses, and trackiall of those expenses
regularly, along with your revenue. To the extent that your
revenue is greater than your expenses,ithen you know if you're
making money and if youre on’budget or not. Simple, but a key
part of my success.

You don’t want to be surprised thirty or forty-five days after
the end of a month(to suddenly realize that you lost money. You
need to know,éxactly where you are within a 5 to 10 percent
degree of certainty—all the time.

Knewing your numbers is essential, no matter how your
business-i§ performing—the more specific that knowledge, the
better: If your business is on the upswing, you must know every-
thing about the income and expenses, to the smallest detail. If
you don’t have a solid handle on the numbers for inventory, over-
head, staffing, and supplies, youre going to find it that much
harder to take your business to the next level. Your decisions
won'’t be as sound, you won't be able to think on your feet and

make good decisions quickly, and you may inadvertently pass on
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great opportunities, because you don’t know if your numbers can
handle them or not.

Numbers are just as vital when your business is struggling.
Lacking specific knowledge, you may be unable to identify the
problems holding back your business. Worse, you may decide
that one particular area of your business is the culprit, only to
discover later that your lack of knowledge about your numbers
led you to something that wasn’t the problem at all.

When do you make that discovery? All too often, when you
hand the keys to your landlord shortly after you(shut down your
business.

Knowing your numbers inside and out doesn’t stop with
the numbers themselves. It’s also essential that you put them in
perspective, so you know wheth€r your numbers are where they
should be.

I mentioned this in the prior chapter, when I discussed
obtaining the most favorable lease possible. It’s critical to know
what the going,fat€ is for a certain amount of space—that is,
what’s a goodideal? Are there areas in the town or city your busi-
ness is loeated where you're going to pay a premium for space?

The'same goes for your other numbers. Know that your labor
costs should be in a certain range. Utilities should never account
formore than a specified amount. These and other frameworks let
you see a broader picture of what parts of your business are on solid
ground and where you need to make some serious adjustments.

Knowing your numbers is also a critical element of your sales
pitch, regardless of who you may be pitching. If you're talking

with a banker or some other lender, you'd better know your
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numbers inside and out. And if youre talking with a potential
business partner—such as me—your knowledge of your numbers
should be every bit as thorough.

Still, when I'm talking with budding entrepreneurs, the con-
versation goes the same way all too often:

“What’s your cost of labor?” I ask.

“Uh..”

“How many employees do you have now?”

“Eleven.”

“Can those eleven employees take you from $2ymillion to $4
million in sales?”

“Well ..V

“You do understand that if theysean'do that, you've effectively
cut your labor costs in half, right??

“Um, sure . ..”

And on it goes. Are margins holding up, including gross
margins and net margins? Are you turning over more money but
only making slightly more or the same in revenue? Sometimes
the answers,come from confusion rather than out of ignorance,
such agmixing up labor costs with lease costs or mistakenly com-
bining the two.

No matter the specifics, I'm continually shocked about how
little people know regarding the economics of their own com-
pany. In fact, when I go in and meet these new companies, I can
tell within three minutes if they have any idea what they’re doing.

All this raises a question: If I can tell in a couple of minutes
whether a business’s numbers look good or not, what am I look-

ing at?
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I start with revenue. Next is cost of sales. After that are labor
and other expenses. There are other issues to bear in mind, but
those are the primary ones.

Wohen it comes to numbers, most entrepreneurs assume that
to make more money you have to boost revenue. That’s true,
but not always. For instance, a business with labor expenses at
25 percent immediately becomes more profitable if those costs
go down (a theme I talk about all the time on Billie#yDallar
Bugyer). Selling more may mean nothing if your costs continue to
increase—something that knowledge of your numbers helps you
keep under control.

Although this sort of knowledge afid analysis—being able
to really dig into your numbers—is-etitical to boosting your
business and pushing it to the next level, this doesn’t mean all
entrepreneurs need to be numbers Whizzes. If you're trying to run
a company but can’t keep track of costs and sales, make it a top
priority to hire people who can.

They’d better be strong, because without them, you’re not
going to surviye.“I'hat’s because your numbers mean everything.

Treat them that way.

5 TILMAN'S TARGETS

+ Knowing your numbers is the most essential part of
being able to take your business to the next level.

« Make daily flash reports and budgets a priority.
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+ A complete knowledge of numbers is also critical to any
sort of successful sales pitch.

+ If you don't or can't master your numbers, partner with

or hire someone who can. &@
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THE 95:3 RULE:
WHAT'S YOUR
“FIVE™?

Q

eing in busine involve all sorts of formulas. But when
it comes t @ an make your business either a success or
an ongoing &gg e, I always use a simple ratio to make sure I'm
payin@&n to what really matters.
N\
(- LISTEN!
"

| call it the 95:5 rule. The breakdown is simple. Most

OQ moderately successful businesses are good at about
< ’ 95 percent of what they do. It's the remaining 5 per-
cent that can determine whether the business excels

or not.
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I’ve seen businesses wrestle with this over and over. Often,
they haven’t identified that critical 5 percent. Sometimes, they’re
needlessly worried about the 95 percent that is working. Other
times they know the 5 percent that isn’t working but don’t know
what they can do to change that. Maybe they refuse to believe
that particular 5 percent is all that important.

That 5 percent isn’t just important—it’s absolutely essential:
And that 5 percent can appear in all sorts of ways.

Five percent may not seem like much, but it is. T'he,chapters
in this section show you how to know your 5 percent and what

you can do to make your business excel.
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