Q: We are ready to expand our business. I have a friend of a friend who is very interested in investing in this endeavor and would like to put $100,000 into it. We know each other fairly well and we trust each other. I have promised him a 15% yearly return on his investment and he is happy with that. When I mention contracts, he says he trusts me and that all we need to do is "shake on the deal" and it's done. I know I should have a contract, but I don't want to lose this by seeming to not trust him. What do we do?
Seth, Bainbridge Island
A: In the immortal words of Ronald Reagan: "Trust, but verify" (when speaking about arms control with the old Soviet Union.) That is, it is fine to expect the best, but you must plan for the worst.

This lesson was learned recently by a friend of mine who started what looked to be a very promising business. This woman invested her own money, brought in a few partners (and their money) and things moved ahead. Soon, everyone was thinking that they had hit a homerun, that they would all be millionaires.

But things did not quite turn out that way. Sales did not meet expectations. Tempers flared, investments were soon at risk, and lawsuits were filed. Although it all eventually ended well, the experience was a good lesson for my friend; namely even the best of business plans can fail, even the best of intentions can go awry. That is why, in the world of small business, although it is great to have rosy expectations, you must act as if everything will fall apart.

What does that mean, exactly?

First of all, it means that no matter how well you know your business associates, no matter how much you all trust one another, you have to get all important agreements in writing. The fact is, memories fade over time, people remember things differently, and people choose to remember things differently, so the only way to avoid misunderstandings is to memorialize any and all agreements in writing. 

Doing so is smart business and no one should be surprised or offended if you insist that your agreement is reduced to a writing; after all, it protects the other side as much as it protects you.

Second, planning for the worst means that you will have the proper insurance. No one expects, or plans for, a disaster, but if your business does in fact come face-to-face with a calamity – a natural disaster, the loss of a key employee, client, or account, a major lawsuit, and so forth – the proper insurance can mean the difference between survival and bankruptcy court.

Finally, expecting the best but planning for the worst means that your business will have the proper legal structure. Running your business as a sole proprietorship or partnership puts your personal assets at risk should the business fall on hard times. But incorporating, or starting a Limited Liability Company (LLC), means that business debts do not put your personal assets at risk.

It is all well and good to do business on a handshake, but the savvy small businessperson knows that more is needed. In fact, rather than being an insult, needing more is a compliment. It assumes that the other party is sharp enough to know that lack of protection may lead to that other old Cold War slogan – mutually assured destruction.

Today's tip: What do you think of when you see the word "Volvo"? In all likelihood, you probably though "safe cars." What about "Wal-Mart"? Probably "low prices." What about "Dell"? Maybe, "affordable, online computers." A brand is a promise to your customers, and large companies spend billions of dollars driving their promise into your brain.

So what is your promise to your customers? Is that promise reflected in everything you do? Does your advertising, marketing, and other actions reinforce that brand, that promise? If not, it is time to get started!

