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Introduction

On the face of it, a book about the biggest mistakes in business might sound a bit negative. But knowing where other ventures have failed and avoiding the same mistakes yourself is a positive way of making sure your business becomes a success.

The inspiration for this book comes from the nine series of Dragons’ Den I have taken part in. Series after series, year after year, businesses fail to get investment in the Den – and then subsequently fail altogether – because they make the same mistakes some businesses have always made. I’m not talking about the insignificant things, like not wearing a suit for a presentation or momentarily getting your figures wrong, I’m talking about those fundamental flaws that – once identified – mean a business can never succeed. Insufficient revenue, an unidentified rival, a lack of appetite for the product by consumers: these are the flaws we encounter on every day of filming, and there have been times when I’ve sat there and thought: ‘Does someone really think this is a business?’

A business is not just a good idea, it is a venture that produces revenue at such a level that it makes a profit. The Dragons have seen hundreds of good ideas that turned out to be poor businesses, and hundreds of ventures that could create revenue, but not at sufficiently high levels to exceed their costs. We have also, it has to be said, seen some really, truly dumb ideas! In this book, I’ve pulled together the most common reasons why businesses fail to attract investment, customers and revenues.

If you know where the pitfalls are, then you will be able to avoid them and make sure you won’t repeat the errors others have made in the past. Some of the mistakes in this book are so obvious that they’re laughable, while others are cunning and hidden and will snatch your business from your grasp when you’re least expecting it. I’ll also tell you why I think some of the biggest business failures in recent years happened: I still find it shocking that a name a big as Woolworths has disappeared from our high streets. And if it can happen to Woolworths, it can happen to anyone.

When some people talk about business failures, they mention high-profile cases like Enron’s collapse or the Bernie Madoff scandal. To my mind, those businesses didn’t make mistakes, they committed crimes and for that reason they have no place in this book. What does have a place here, however, is the mistake Madoff’s clients made when they invested with him: they failed to do their research and made an unwise choice. This isn’t a book about fraud and corporate crimes, it’s a book about the oversights, errors of judgement and omissions that we are all capable of making if we fail to pay attention. The billion-pound collapses might steal the headlines, but it is the tiniest error that can steal your business from under you if you’re not clued up.

Duncan Bannatyne

March 2011


MISTAKE 1

Not taking good advice

Only a small percentage of people who appear on Dragons’ Den get investment, but absolutely everyone goes away with valuable advice. Between the five Dragons, there aren’t many business models we haven’t tried or situations we haven’t been in. We’re a pretty good bunch to ask for advice.

“Getting advice in business isn’t hard, but getting good advice is.”

Getting advice in business isn’t hard, but getting good advice is. Everyone, from your customers and your suppliers to your staff – not to mention friends and family – are all very good at pointing out where you’re going wrong. The problem is that very few people will tell you how to put things right. And the people who do make suggestions are very often the bankers, lawyers and accountants who stand to make more money from you if you do what they say.

This perhaps explains why entrepreneurs get used to ignoring advice. They tell themselves that no one knows their business as well as they do, that no one has their vision for the company and that everyone is after a piece of their success. The result is that good counsel is disregarded along with all the rubbish suggestions.

Early on in my career I didn’t have anyone I could ask for advice. No one in my family had started a business – my father even told me that ‘people like us don’t start businesses’ – and my friends were all employees, or unemployed. Because I had to figure things out the hard way, I probably put a higher value on good advice than most entrepreneurs. I always urge first–time entrepreneurs to find themselves a mentor; someone who has made a success of their business, or of several businesses, who can be at the end of the phone when things get tough. There’s nothing like having someone you trust pointing out shortcomings and oversights.

However, most of us find asking for help and advice difficult, which probably explains why so many people would rather pick up a book like this than pick up the phone and call someone who could help. We feel we should be able to work things out on our own. What you find out with experience is that asking for advice is actually a hell of a lot easier than acting on it. Even when you hear something that you know makes sense, there’s a tendency to say, ‘I’ll do that tomorrow,’ or ‘I’ll do that if nothing else works.’ That’s because good advice is rarely easy advice to take.

There wasn’t anyone around to tell me when I was making a mistake and it’s my hope that this book will stop you from stumbling into some of the hurdles that tripped me up. You won’t like everything I’ve got to say, but one of the hardest lessons I’ve learned along the way was that the advice you don’t want to hear is probably the advice you should listen to the most!


MISTAKE 2

Failure to take responsibility

People often talk about their businesses as if they’re children and I completely understand why. You love your business, you nurture it, you worry about it and you have hopes and ambitions for it. But what some people forget is that, like your children, you must also take responsibility for your business.

If there is one single over-riding reason why businesses fail it is because the person or people in charge of them think that someone else will sort out their problems. There have been many times when entrepreneurs have come into the Den asking for investment that they didn’t really need: either their cashflow was sufficient or they had access to funds elsewhere. What they really wanted wasn’t the Dragons’ money; they wanted a Dragon to take care of things. They wanted someone to step into their business and straighten out their accounts, improve their systems or make the difficult phone calls. To put it simply: they wanted someone else to take responsibility.

I’ve spent over 30 years in business, and I lost count a long time ago of the number of times I heard someone complaining their business was in trouble because of a client. And if it wasn’t a client, it was an employee. Or a supplier. Or the market. Or the economy. Or a rival. I can count on one hand the number of people who have admitted to me that their business failed because they weren’t up to the job.

“Let me make it clear: you are responsible for everything your business does.”

If you have a difficult client, you need to ask why you are still dealing with them. If you have a troublesome employee, you need to examine your recruitment process and your disciplinary procedure to see why you hired them in the first place and if they’ve been poorly managed. If your suppliers are overcharging or underperforming, then you should already know the names of two other suppliers you could use instead. If the market has changed, why hasn’t your business responded to that change? If a rival is hammering your profits, what should you be learning from them? All businesses face hurdles and obstacles. It is how we tackle them that shapes our success.

If you think I’m being unduly hard, then I’d question if you’re tough enough to succeed in business. People often think that success in business comes from being ruthless, but I don’t think that’s true: in my experience success in business comes from being tough. Tough enough to do the dirty jobs and tough enough to make the difficult decisions.

What happens when lines of responsibility become blurred

In 2010, the world was given a very stark reminder of what happens when people in business fail to take responsibility for their actions. In my opinion, the oil spill in the Gulf of Mexico was a classic case of shirked responsibility. The construction of the Deepwater Horizon well that exploded on 20 April 2010 with the loss of eleven lives had been carried out by one company. I’ll call it Company A. The rig was owned by Company B. The construction of the well that would feed the rig with oil was being built by Company C. Which of these companies do you think was BP? None of them. BP was Company D, which held a temporary lease on the rig. With so many companies involved, it’s perhaps not surprising that each party initially thought responsibility for the accident lay with one of the other companies. And once thousands of gallons of oil a day were spilling into the ocean, the issue of responsibility was further clouded – was it the state of Louisiana that was responsible for coordinating the clean-up? Or the federal government in the US? Or the Department of Energy?

With so many companies involved in the oil spill, and with so many different agencies involved in its regulation and clean-up, it doesn’t seem all that surprising to me that a) the spill happened in the first place; and b) it took so long to get the spill under control. No one knew who was responsible for what or who was ultimately in charge.

You might be wondering what one of the biggest corporate disasters in history has got to do with your business. Let me tell you: everything. It is a warning to everyone who delegates responsibility for vital tasks to employees or outsources work to third-party agencies. Although you might not be physically doing the work yourself, you are still responsible for it being done to the right standard and by the right deadline.

In my own case, I would never outsource something like the cleaning of my health clubs, for example. Other operators invite cleaning companies to bid for the contract to clean their clubs, thereby passing on the responsibility of hiring staff, drawing up rosters and organising payroll for them to the contractor. In my clubs, we have our cleaners on our payroll. If one of my health club managers thinks something hasn’t been cleaned properly, he or she can take immediate action because the cleaner is a member of staff. In other operators’ clubs the cleaners don’t report to the manager, they report to their boss at the cleaning agency. I’ve found that as soon as the line of responsibility becomes blurred, there is room for error.

My business interests will never be as complicated or as big as an oil company, but they are growing every year, and that means every year my responsibilities increase. In my first business – operating an ice-cream van – I did everything from the van maintenance to buying cornets and wafers at the wholesalers to selling the ice cream and defrosting the freezers. In one-man-band businesses it’s pretty obvious who is responsible for everything, but my view didn’t change when the business grew. When I had several employees, I still considered myself responsible for everything they did. I might no longer have been the one selling the ice creams or cleaning the freezers, but it was my fault if sales dropped off or the freezers weren’t clean enough for the health and safety inspector. I felt that it was my responsibility to make sure that I had hired the right people and trained them in the right way.

“The bucks stops with me.”

These days, even though I now have thousands of employees, I still feel exactly the same way. From the rate of interest the business pays on its loans to the menu in our cafes, everything that happens in a Bannatyne’s health club or in one of our hotels is ultimately down to me. If there are insufficient staff on duty, if the changing rooms haven’t been cleaned properly or if the Zumba classes are overbooked it’s ultimately my fault because I didn’t create the right management structure, I didn’t train my staff properly or I didn’t anticipate the increased interest in Zumba. In each of my clubs, I have a poster with my email address on it and I invite our members to get in touch if they’re not happy with anything. The buck still stops with me.

DIY: Do-It-Yourself

Shirking responsibility is particularly tempting if you are new to business. Of course your bank manager knows more about finance than you do, so naturally you would defer to them. And your accountants know more about payroll or VAT than you do, so it’s only natural that you would do what they suggest. And probably a lot of the people you hire will have expertise that exceeds your own as they will be specialists in sales, marketing, cookery, aerobics or whatever else your business requires. New entrepreneurs are very vulnerable to thinking their expertise and knowledge is worth less than those of the people they surround themselves with.

Entrepreneurs can be very tight about giving away equity in their business, but giving away so much emotional equity in their venture is a far more damaging way to dilute their investment. If you start to think that the business isn’t wholly yours, it becomes easier to let the little things slide.

If you’re new to business, I urge you to do your own accounts, sort out your own VAT and make the sales calls yourself. The more you know your business, the more you can take responsibility for it. The more responsibility you take, the more you will understand your business and the more able you will be to delegate the right tasks to the right people as the business grows. After all, how can you successfully employ an accountant or a general manager if you don’t know what their job involves? I don’t think I’d be as successful running a big business now if I hadn’t once been responsible for every single aspect of a much smaller business.


MISTAKE 3

Not understanding the difference between a good idea and a good business

Many people have had that thrilling moment down the pub where they come up with their Big Idea. A group of friends ask the barman for a pen and begin to write down their million-pound sure-fire hit on a beer mat. Before long, they’ve gone off and started their business full of enthusiasm and hope, but then, a few months later, they are back in the pub arguing about whose stupid idea it was. And probably whose round it is.

There are lots of reasons why good ideas don’t make good businesses. It’s a really nice idea, for instance, to buy cheap property, renovate it and sell it for a profit. There have been countless TV shows based on just that premise, yet lots of people have lost a lot of money doing that because a) cheap property is either hard to find or cheap for a reason, b) renovations always cost more than you think they will, and c) you end up needing to sell for too high a price and you can’t get a buyer to bite.

“Good ideas rarely make good businesses.”

It might be a nice idea to turn your hobby of flower arranging into a business, but how many people actually pay for flower arranging? It might be a really great idea to open a pub, but if you’re tied into supply deals with breweries that mean you can’t compete with your rivals, you might not have any customers. Good ideas don’t always – in fact they rarely – make good businesses.

But new ideas, especially Big Ideas, are very exciting and they seem to possess some kind of magic power that blinds people to common sense. People get so caught up in their new idea, and become so full of enthusiasm and passion for it, that they never stop to ask if their good idea has any hope of becoming a good business.

So how can you tell if your idea stands a chance of becoming a business? You can start by coming up with serious answers to the following five questions:

1. Why isn’t anyone else doing it?

Usually, there’s a bloody good reason why and if you can figure it out you can save yourself a lot of pain.

2. Who will buy your product or service?

If the answer is either ‘I would’ or ‘My mum says she would’ then alarm bells should start ringing. Obviously starting a business with two customers is better than none, but if you can’t instantly think of the kinds of people who will buy your product or service, then come up with another idea.

3. How many of those people are there?

Some businesses – like corner shops – need hundreds of customers or clients a day, others – like luxury yacht builders – only need one or two a year. How many customers would your business need? And realistically, how many of those potential customers would use your service ahead of an existing one? If you have premises, how far will people travel to buy from you? In my own business, we have estimated that the most people will drive to use a gym is ten minutes. How big is your catchment area?

4. How much would those people be willing to pay?

What is the real benefit of your idea? If it only marginally improves people’s lives or is only marginally more convenient or slightly better than existing provision, the chances are that your potential customers won’t take the risk of trying out your offering and they’ll stick with what they know. So you need to ask yourself how likely it is that people will select and pay you for your product or service. If you had to put a price on how much someone would take out of their own pocket and hand over to you, what would that price realistically be? Not enough? Go back to the beer mat and try again. Finally, multiply your number of potential customers by the amount you think they will realistically pay: this is your turnover.

5. What will your costs be?

You won’t be able to anticipate every cost you’ll incur in your business, but while you’re sitting around in the pub you can probably have a pretty decent stab at coming up with a figure. When I opened my first residential care home in the mid-1980s, I didn’t know what all my costs would be, but I managed to estimate them fairly accurately. For instance, the government stipulated the staff:resident ratio, and the salary I had to pay could be found in recruitment ads. I guessed the likely size of utility bills by multiplying my household bills by nine because the care home was nine times bigger than my house. You won’t be able to think of everything, but a sober guesstimate should get you to a plausible figure. Now deduct that figure from your turnover: this is your profit.

Take a long hard look at that profit figure. Is that enough for you to live on? Will you have to share that profit with the other people in the pub? Don’t forget you’ll have to pay tax on your profit.

Only you can decide if that figure constitutes a ‘good business’. Some people are very happy to run relatively small businesses, others – like me – want the thrill of building big businesses with big profits. A good business for you might not be a good business for me, and vice versa. But if you’re happy with your profit potential, then congratulations: your good idea has the potential to be a good business.


MISTAKE 4

It’s just a bad idea

Starting a new business based on a good idea is hard enough. Starting with a bad idea? You’d have to be a masochist.

One of the reasons Dragons’ Den is so popular – and why it’s such fun to make – is because every now and then someone comes into the Den with a truly terrible idea. It can be very hard not to seem cruel when entrepreneurs tell us they’ve spent six-figure sums and left their jobs to start these businesses, but it is our job to tell them to stop spending, stop trying and stop dreaming.

In my opinion, one of the worst ideas we’ve seen has got to be what became known as ‘the cucumber condom’, a plastic device you stick on the end of a cucumber to stop it drying out. As the inventor of Q-Top went through his pitch I found so many flaws that I didn’t really know where to begin with my questions. While I imagine a couple of people watching probably did say to the person next to them on the sofa: ‘That’s quite a good idea,’ I am certain that the majority of people watching were saying, ‘Why don’t you just cut the end off the cucumber?’

What need does your business fulfil?

The reason why I thought Q-Top was a bad idea wasn’t that the ends of cucumbers don’t dry out, it was that the drying out of cucumbers isn’t really a problem for anyone. And why would you fiddle around with the Q-Top when it’s much easier to discard the dry first slice? Even if you were given your Q-Top for free you probably wouldn’t use it.

Q-Top is one of the Den’s howlers because it attempted to solve a problem that no one was aware they had. And you can’t build a business for those two people watching who thought it was quite a good idea. Businesses need bloody good ideas to thrive.

In the first series, an entrepreneur called Mark Greenhalgh brought us Cabtivate, a business that offered video advertising in the back of black cabs. The idea was to sell the video equipment to cabbies for hundreds of pounds, and in return give them a share of the advertising revenue. The trouble as I saw it was that it would take so long for the cabbies to get their investment back that they were better off sticking with the paper ads they already had – especially as passengers would ask them to turn the TV off so they could have a conversation! However, that’s only my opinion and I gather Cabtivate did get off the ground.

Other notable Den duds include an in-flight neck cushion that was such a cumbersome contraption the user would end up looking like a prisoner being restrained for the duration of the flight! Hardly a glamorous travel accessory. Another idea so bad you can’t believe anyone thought there was a business in it was the bed linen with a line down the middle to stop arguments about who was sleeping on whose side of the bed! That was one investment none of us were willing to get into bed with.

It took several seasons for me to come across a worse invention than the cardboard beach furniture we were asked to invest in during the first series. ‘What happens if my little boy Tom comes out of the sea and sits on it?’ I asked, perfectly reasonably. The inventor told me to control my son and not to let him! I thought she compounded a bad idea with a poor attitude.

Eventually though, a truly appalling idea came before us and it remains possibly the daftest idea we’ve ever had in the Den: a glove.
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