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IMSE 498/898: Section 4

Engineering Entrepreneurship
Spring 2002

Instructor Dr. Paul Savory
Industrial and Management Systems Engineering
175 Nebraska Hall
University of Nebraska - Lincoln
Lincoln, NE 68588-0518

Phone 472-0657 and 472-2410 (FAX)
E-Mail psavory@unl.edu
Web Site http://blackboard.unl.edu/

Login using the user name: savory2000 and the password: savory2000
or use your UNL student account

Class Time

This class is scheduled for Wednesday evening from 6:45 pm to 9:20. Class begins at 6:45 p.m..
Due to potential problems with traffic and parking, be sure to allow yourself adequate time
to arrive to the classroom before the beginning of class.

Class Days: Day 1: January 16 Day 6: February 20 Day 11: April 3
Day 2: January 23 Day 7: February 27 Day 12: April 10
Day 3: January 30 Day 8: March 6 Day 13: April 17

Day 4: February 6 Day 9: March 13 Day 14: April 24
Day 5: February 13 March 20 — no class Day 15: May 1
Day 10: March 27

Final Exam:
Wed, May 8 (8:15 to 10:15)

Course Objective

This special-topic class will focus on starting and managing a successful business. Topics will
include: marketing, finance, human resources, operations, legal issues, initial public offering,
and succession and estate planning. Due to the engineering background of the students, special
emphasis will be on exploring the legal issues involved in the process of applying for a patent.

The course will enable a student to evaluate his or her own desires and prospects for a career as
an entrepreneur. In so doing, it will provide the aspiring entrepreneur with a framework for
selecting, funding, and starting his or her own business. While this might not seem relevant to
some students, there is a lot of commonality in starting a business to that of managing a large
department, developing a new product in a company, and/or being a division manager. At a
minimum, students will come out of the course with a more complete understanding of the
complexities and issues involved in being an engineering manager.

Given the class will be small, we will have the opportunity to deviate in response to student
interest and questions.
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Class Format

Our typical 155 minute class will be divided into several parts — classroom exercises, group
discussions, classroom discussion, and lecture.

Class Notes

I will be providing you a set of class notes (potentially I will have you purchase these notes). At
the moment, it appears that there will be around 300+ pages of notes. I will make sure
everything I give you is 3-hole punched. I would strongly encourage you to purchase a large 3-
ring binder for holding them.

Class Info
All class presentation slides will be posted at the following web site:

http://blackboard.unl.edu/
Login using the user name: savory2000 and the password: savory2000
or use your UNL student account

Course Text and Reading

Rather than have you buy a single boring theoretical engineering management/entrepreneurship
text book (for $90+), I have decided to have you read a series of smaller and cheaper books. The
unique thing about each of these is that they are all written in the narrative format (i.e., as a
story). You can either buy the book at a local bookstore (e.g., Barnes and Noble, Borders) or
from an on-line retailer (e.g., Barnes&Noble.com, Amazon.com). THEY WILL NOT BE MADE
AVAILABLE IN THE TEXTBOOK AREA OF THE UNL UNIVERSITY BOOKSTORE.

During the course you will be required to read the following books (this is the order in which we
will discuss them. Note: I will give you a copy of the first book by Tom Park):

« Runamok: A novel about the realities of a small business (by Tom Park) - this book is out
of print — I will copy and distribute

« Venture (by Jeff Cox); ISBN: 0446674079; approximately $15

« Selling the Wheel (by Jeff Cox and Howard Stevens); ISBN: 0684856018; approximately
$10.80

« Miller's Bolt: A Modern Business Parable (by Thomas Stirr); ISBN: 0201143798;
approximately $12.00

« Zapp!: The Lightning of Empowerment: How to Improve Quality, Productivity, and
Employee Satisfaction (William C. Byham with Jeff Cox) ISBN: 0449002829;
approximately $11.00
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Course Operations

Your attendance and participation is mandatory for this class and is worth a large percent of
your final grade - it will be at the instructor’s discretion how these points are distributed. If
you are going to miss class, please let me know ahead of time. Given this course is only one
day a week, missing one of the fifteen class session is significant.

Three absences from the course will result in your being penalized with a lower letter grade
than your points would earn. Miss four or more classes and you get an F.

If you miss class, you are required to give a PowerPoint presentation the week you come
back - if scheduling will allow it (else I will require that you read an additional book). Given
the wide variety of experience each of you have (levels of experience, different types of
companies/organization), I think it might be interesting to allow you the opportunity to
discuss a topic. For example, one topic we might talk about is performing background check
of employees. A topic you could discuss is how your company performs background checks.
As an alternative to talking about your company/experiences, you could expand on a topic
that we are discussing in class. The only requirement is that I must approve the topic. Hence,
if you miss class, e-mail me with an idea and or a request for an idea and we can discuss the
timing of when you will give the presentation. In addition to the presentation, you will be
responsible for preparing for the coming week’s quiz — thus, get the complete notes from
someone or download the PowerPoint slides.

There will be weekly quizzes over the previous week’s class notes.

You are to read five books as part of the course. On the day in which we discuss a book, you
are to turn in a one to two page review of the book. The first part of your review is to
highlight/summarize the book and the second part is to offer your unique perspective of the
book — the points you agree with and points you disagree with.

There will be two closed note and closed book examinations (a midterm examination and a
final examination) during the course of the semester. The examinations will test your grasp of
the course material and will be short answer.

Point Breakdown
Class points will be divided as follows:

In-class participation = 20%

Book reviews = 15%

Weekly quizzes on previous week material = 10%
Semester Project = 25%

Midterm Examination = 15%

Final Examination = 15%

Grading
Determination of the final grade will be at the discretion of the professor. The final grade MAY
be curved. No grade distribution is guaranteed.
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Semester Project
More details will be given in the coming weeks, but here is a preview of the project:

This class will focus on developing a preliminary business plan for a company. This will entail
coming up with an idea, exploring the marketability of the idea, and developing preliminary
plans for the business.

Depending upon your interest, the project can be an individual or group effort.

Preliminary Calendar of Events

Date Class Activity

Day 1: January 16
Day 2: January 23 Quiz #1 — previous week class material
Day 3: January 30 Quiz #2 — previous week class material
Discussion of Book: Runmok

Book review due

Day 4. February 6 Quiz #3 — previous week class material
Day 5: February 13 Quiz #4 — previous week class material
Day 6: February 20 Quiz #5 — previous week class material

Discussion of Book: Venture

Book review due

Day 7: February 27 Quiz #6 — previous week class material
Day 8: March 6 Midterm Examination

Day 9: March 13 Quiz #7 — previous week class material
Discussion of Book: Selling the Wheel
Book review due

Day 10: March 27 Quiz #8 — previous week class material
Day 11: April 3 Quiz #9 — previous week class material
Day 12: April 10 Quiz #10 — previous week class material

Discussion of Book: Miller’s Bolt

Book review due

Day 13: April 17 Quiz #11 — previous week class material

Day 14: April 24 Quiz #12 — previous week class material

Discussion of Book: Zapp! the Lightning of Empowerment
Book review due

Day 15: May 1 Quiz #13 — previous week class material

Wed, May 8 Final Examination

Academic Honesty

Cheating or any act of dishonesty will not be tolerated. Penalties for cheating will range from
receiving a zero to receiving a failing grade for the course. The decision will be at the discretion
of the instructor.
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Sl i[osWAN Developing an Idea

VAWl Reasons for Business Failure

. of new businesses fail after two years.
. fail within four years.
. fail within six years.

Source: http://www.understandingsmallbusiness.f2s.com/fail_assist.php

In the 1930s in the US, management deficiencies were claimed to be related to business failure
by Cover (1933) who said that ‘discernible errors in management’ were a major cause of retail
bankruptcies. Dun and Bradstreet studies have consistently found that causes due to poor
management predominate in failures (Peacock 1985c):

« US business failures, 92% due to management,
« US 17,000 business failures, 94% due to management, and
« Canada 2,598 business failures, 96% due to management.

In the study of South Australian legal failures referred to earlier for 1974-85 the predominant
cause of failure was management inefficiency (incompetence and inexperience) - for 81% of
companies and 91% of unincorporated firms. According to national annual reports under the
Bankruptcy Act, internal factors relating to the quality of management are reported as major or
contributing causes of failure at least as twice as often as factors external to the firm (Williams
1986; McMahon et. al 1993). Similarly, business consultants claimed that 90% of business
failures were due to management inadequacy (48% incompetence and 42% inexperience) (Perry
and Pendelton 1983).

In 1983 and again in 1994, J. Berryman surveyed and analyzed the small business literature
regarding small business failure. In 1983 she classified the causes of failure into three categories
- management inefficiency (endogenous factors), exogenous factors and behavioral aspects of
owner-managers, and in 1994 she added a fourth category of characteristics of the firm. Tables
were compiled in each paper indicating the percentages of surveyed references giving specific
causes of failure. In combining the two tables, 76% of causes were attributed to management
inefficiency, 16% to exogenous factors and 8% to behavioral characteristics of the owner-
manager and characteristics of the firm.

In Williams’ (1986) study, 5,456 failed owners were asked to provide up to 5 reasons why their
enterprise had failed. Of all responses...

percent comprised exogenous (uncontrollable) reasons, and

were endogenous reasons (subject to management control).
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Williams used the whole of his data base of surviving and failed firms to statistically investigate
the relationship between a number of variables and "survival-ability” of firms. He found the
duration and relevance of management experience (as an employee prior to starting a business)
greatly increased the probability of survival. 19 factors were used individually to analyze the
management practices and business dynamics of all firms.

There is agreement between small business owners and the small business literature that
management inefficiency is the underlying root cause of small business failure, and
therefore probably the main cause of many of the problems of surviving firms.

Another key cause of failure could be a lack of finance. Of the South Australian legal failures,
17% of companies and 13% of unincorporated firms claimed that lack of finance was a cause of
failure. In the Williams’ survey 8% of owners said that an inability to borrow needed funds was a
major reason for failure. According to Berryman, lack of finance was a causal factor in 6%
(1983) and 2% (1994) of references. However, it needs to be noted that failed owners were the
source of evidence in some of the studies, so that the problem may still be at least a managerial
one because of an unawareness of fund sources and an inability to present adequate proposals for
funding - this tended to be the view of the Wiltshire Inquiry (1974). The Beddall Inquiry (1991)
agreed, but conceded that more research was needed regarding the availability of finance. The
results of subsequent research suggest that it is not clear that financing problems lead directly to
failure. Many financing problems are more likely to arise from the needs of growth firms
wishing to expand further.

Poor financial management.

In the Berryman surveys the predominant aspect of management inefficiency (76% of
references) responsible for failure was financial management in 45% of references. Within the
finance function, accounting was the biggest problem (13% of references in 1983 and 5% in
1994), because of ‘inadequate or no accounting records’ and deficiency in accounting
knowledge. Other key aspects of the finance function ranked in order of importance were:

Credit management

Inventory control

Cash flow analysis / liquidity
Lack of initial capital

Control of accounts payable
Administration of fixed assets
Lack of finance

NogkrwdpE

The finance function is again shown as the predominant cause for concern within the small
business failure literature.
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Williams (1986) placed the major reasons for failure given by failed owners into major groups
ranked as follows: (9)

Rank Reason % of all responses
1 Financial management 28%

2 Accounting 16

3 Management incompetence and inexperience 15

4 Employment relations 15

5 Inflation and economic conditions 12

6 Sales/marketing problems 11

7 Failure to seek and use external advice 3

As found by Berryman, the main causes of failure were in the finance functions of the firms -
44% of responses including 16% in accounting.

Poor aspects of the finance function were found below in failed firms by Williams. There were
poor accounting records in 55% of firms and an inability to use financial statements in 18% of
firms.

% of failed firms

1 Accounting - inadequate,inaccurate, non-existent books and records _
2 Excessive private drawings _
3 Undercapitalisation (particularly at start) _
3 Overuse of credit (bad debts and slow collections) _
5 Inventory problems _
6 Accounting - inability to use/understand financial reports and statements o
7 Lack of financial planning -
8 Inability to borrow needed funds _
9  Unproductive use of assets _
10 Acting without adequate risk assessment; over reliance on gearing;

inability to assess risk associated with expansion and new investment _
11 Premature expansion
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Your Company’s Identity

Studies show that up to 75% of consumer purchases are made because of a company name or
brand, and even business-to-business customers are increasingly brand-conscious. Although
there are already about 2.5 million registered trademarks in the United States, a good name for
your company and its products and services, leveraged at every opportunity, can grow your
business faster than any other single factor.

Most likely, you currently have a name of some type for your company and possibly its products
or services. Look at your identity from your customers’ standpoint -- and with brutal honesty.
What does it mean? Is it really supporting the key benefits of what you are trying to sell? Have
you outgrown it? For instance, a family name may be fine for a small, local business, but what
will it mean to national or even international customers? Does that name clearly illustrate what
your company does? Successful family brand names like Orville Redenbacher are a rarity these
days and must be supported by expensive marketing programs. Don’t remain married to a name
that isn’t working every day to increase your recognition.

Naming companies and products involves logic, creativity and a bit of luck. Even branding
professionals differ in their exact naming strategies. You can hire a professional firm for about
$25,000 to $100,000 and up per name, or you can try it yourself using these tips from the pros:

Don’t apply labels such as “Imperial” to value-priced products or services, or “Budget” if
your offerings are actually not. When Oldsmobile recently launched a midpriced sports
sedan, the conventional wisdom was to choose a name similar to its luxury vehicles such as
Supreme and Royale. But the company re-examined its target market of upwardly mobile
younger buyers and named it Achieva, underlining the notion of career-driven achievers.

Short names are easier to remember and use in marketing materials. George Eastman
invented the word “Kodak” because it could be pronounced in any language. Sometimes
customers will even dictate a better name for your company, as when Federal Express
shortened its name to FedEx to reflect how everyone referred to the firm. Also make sure
your name translates well in any targeted foreign markets. One legendary marketing faux pas
was Chevrolet’s disastrous attempt to introduce its Nova — which means “does not go” in
Spanish — into the Latin American market.
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One of the most successful recent examples is Viagra, the drug used to treat impotency. The
name Viagra connotes vitality with the force of Niagara Falls. There is low-cost software
available that can generate every possible combination of words or phrases it is fed, but
consider whether you wish to sift through thousands of candidates, most of which won’t be
usable. A newly formed word must not only be unique, but it must be able to create an
impact in your target market. Beware of overused “wired” words such as “cyber” and “tech”;
they are becoming cliches these days.

Employees, friends and relatives are often the worst sources for input on a potential name
because they will often say what they think you want to hear. Ask your customers; they are
the ones you want to entice with your new identity.

Nothing is worse than launching a new corporate or product identity, only to be sued by
someone who already owns the name. Check with appropriate government trademark offices
or private search firms to make sure you can use your chosen name, then register it to ensure
that nobody else can. You can sometimes use a name owned by someone in a noncompeting
industry, but it can be risky. If there’s any question, involve your attorney in the process.

Logos can be as critical as company and product names in growing your business. Follow these
guidelines in creating a winning logo for your firm or products:

(1)

()

©)

(4)

Think about the message such a bargain-basement approach sends to customers. Hire a
designer to create a custom logo; it’s money well spent.

The most instantly recognized symbols, such as McDonald’s golden arches or the Mercedes
circle, are beautiful in their simplicity (see Real-Life Example). Design your logo to be
easily reproduced and attractive in any medium, from fax to the Internet.

Once you’ve established a corporate and product identity, consider these suggestions for
giving it maximum power:

« Use it everywhere; not just in marketing materials and on company letterhead and
packaging, but on vehicles and clothing of employees who deal with customers.

« Create an automatic e-mail signature that includes not only your name, but also your
company name and possibly a short slogan.

« Make sure your name and logo are always used according to established standards, from
size to color.

Consider licensing an already famous name or character to support your product, such as
Ford Explorer’s Eddie Bauer Edition.
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(5) Try to work your company name into your products and services, as American Airlines has
successfully done with its AAdvantage mileage program.

(6) Adopt a descriptive 800 or 888 number, a tactic that propelled 1-800-FLOWERS to riches.

(7) If you sell others’ brand-name products, market a value-priced house brand alongside them.
This strategy will build awareness of your own brand (as experienced in the case of retailers
such as Gap Inc.), causing it to become a strong profit center in its own right.

REAL-LIFE EXAMPLE

In 1964 former University of Oregon track athlete Phil Knight launched Blue Ribbon Sports to
sell running shoes. Although he soon developed a revolutionary, lightweight waffle-soled shoe
designed by his former track coach, he was having trouble making headway against Adidas, the
European shoe giant that invaded the mainstream U.S. market a few years earlier.

Knight decided that Blue Ribbon Sports, or BRS for short, was boring as a company and product
name. He changed his identity to Nike, the winged goddess of victory in Greek mythology. And
he accompanied the simple word with an ingenious symbol — the now-famous “swoosh”
perfectly suited to the sleek, fast look of Nike shoes. By 1979 Nike had become the number one
selling athletic shoe in the U.S., and with the help of dramatic celebrity tie-ins such as Air
Jordans, is now an international leader. The swoosh has become such a powerful symbol that it is
frequently used without the Nike name on apparel and in advertising.

HOW TO DO IT

(1) Define your selling proposition in ten words or less, and decide on a short list of company or
product names

)

Then conduct trademark searches on the three most popular candidates and settle on a name.
Hire a professional designer to create a logo based on your name and market. Set precise
standards for the use of your new identity.

(3) Use your new name and logo whenever and wherever you can. Seek joint marketing
opportunities with other companies that can expose your brand even further.

(4) Conduct research among your customers at least once a year to test the strength of your
brand image compared to competitors. Refine your name, slogan and look whenever
necessary.
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How to Create Your Company’s ldentity

This module examines the importance of your company’s identity and explains how you can
create and project an image that will help you sell your product or service.

Your company and/or product identity impacts your bottom line. A positive company and
product identity will enhance your sales and your entire marketing communications plan.

Is Your “Company ldentity” The Same As Your “Company Image?”

The two purposes of this discussion are very close in meaning but somewhat nuanced. Your
company identity can be defined as the various characteristics by which you and your product
are recognized and known. Your company image therefore, is how your business identity is
perceived by customers, professional associates, the media and the public at large.

Apple Computer, for example, is known for pioneering state-of-the-art computer products. Most
consumers are familiar with the Apple logo. The production of computers and computer
technology is one aspect of their corporate identity. But how is this company perceived? What
image does it project? Opinions may vary, but generally, Apple Computer is considered a
pioneer, a company that several years ago set out to change the world with computers, and did.

What Specific Characteristics Comprise My Business Identity?

There are many characteristics that establish your business identity: your product or service,
logo, and advertisements are the most obvious. But there are many additional elements that
contribute to your image including your office location, the paper you use for correspondence
and even how you speak over the phone. Your identity is affected by everything you do that your
customers and potential customers might become aware of.

Why Is My Business Identity So Important?

There may be a temptation on the part of new business owners to think: “If my product or service
is good, that’s all that counts.” While a quality product is essential to a quality image, the reality
is that in today’s business arena, image sells. If you’re a financial planner and extremely adept at
investing other people’s money, you need to communicate that you’re not only financially smart,
but that you’re reliable and trustworthy. You wouldn’t visit a client’s office dressed in jeans and
a t-shirt. You would probably wear a conservative suit because that attire conveys a dependable,
reliable image — the kind of person who can be trusted to handle finances. People don’t want to
give their money to someone who conveys via their dress, that they aren’t serious in a business
situation. For this type of business you wouldn’t have a business card printed in neon colors
either. A white card with a traditional type face would be a more appropriate choice.

The process of creating your company’s identity will follow these stages:

« Determine Your Business ldentity
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« Design Your Business Identity
« Communicate Your Business Identity
. Determine Your Business ldentity

Ask yourself this question: What do | want my customers to say and think about my product and
company? Answering this question will help you determine what kind of identity you want to
establish. For example, do you want your image to be that of a pioneer, innovative, high tech,
reliable, full of status, conservative? When determining your identity, you must also evaluate and
consider three important factors:

Type Of Business and Product.

If your business is providing entertainment to children’s parties your identity is likely to be fun
and lighthearted. Your logo would encompass bright colors and it would be highly appropriate to
have balloons in your office. If you sell expensive custom watches, your image must
communicate status and elegance, but a tire wholesaler has to convince his customers his product
is reliable and durable. In general, professions dealing with finances project conservative images,
companies dealing with advanced technologies project modern images and advertising agencies
and design firms reflect artistic identities.

Target Market.

A rule of thumb to follow in developing your identity is that it should match the identity of your
customers and potential customers. If you own a corporate cleaning service and are targeting
Wall Street firms, you should project the conservative image of your potential customers. You
might be tempted to think, “I’m not handling the money, I’m just cleaning their offices,” but that
would be a mistake. People like to deal with people who reflect their own image. It makes them
more comfortable because they are dealing with a known entity, someone they can relate to and
understand. It’s important to remember that there is always a subtle, yet pervasive psychology
operating as a potential customer makes a decision to buy. Although the quality of your product
and service is a major factor in the outcome of the process, they judge your company by its
image. If you become business associates. That’s why businesses are careful about who becomes
associated with them.

Your Competitors.

There are two schools of thought on this issue. One that says your own business identity should
come close to your competitor’s and the other that says you should stand out from your
competition. For an identity with the greatest impact, you want an appropriate blend of the two.
If you’re a new pharmaceutical company and your competition has been in business for several
years and has an excellent reputation, you will not be able to match their image in terms of
consistency and reliability. You shouldn’t try. Certainly, you’ll want to project an image that like
them, you have smart and trustworthy people working for you.

What you need is an image that can give you a competitive advantage. In this situation you
would construct your identity to suggest that you’re an “innovator.” You would turn to the fact

IMSE 498/898 (Section 4): Engineering Entrepreneurship [© Paul Savory — 2002] Section A: Page 8



that you’re a new, fresh company with a different approach to research and development to your
advantage. Your advertisements would stress that because you don’t have to deal with a tangled
bureaucracy, you can spend more time coming up with cutting-edge products. Write down what
you would like your business identity to be:

Create Your ldentity

In order to project the identity that’s right for your type of business and target market, you must
create it. You do this by establishing a consistent look and feel to all your communications.
While there are many important elements that will help you establish your identity, none is more
critical than your logo. Your logo appears on all of your correspondence, your business card and
in your advertisements. The purpose of a logo is to instantly convey the essence of your
company’s identity.

If you think you can’t afford professional help, think again. An inappropriate logo will cost you
far more in the long run in terms of sales. If your budget prohibits hiring a design firm there are
many talented free-lance designers you can hire to work with you. As you work with a
professional designer, here are some basic guidelines:

(1)

Take a stack of magazines and do some easy research. Look at them critically and ask
yourself what kind of image they convey and why.

()

Graphic emblems or complex geometric patterns usually don’t work for logos. In fact, the
simpler and more understated your logo, the more impact it will have. Graphics and
patterns will complicate your logo when its purpose is to quickly make a statement about
your company or product.

(3)

Bright colors are strong attention getters and excite people. Blue and gray are conservative
colors. If you want to convey an image that your company is hot, trendy and on the cutting
edge, use red, yellow and orange. You can use the same color as your competitor uses but
vary the shade to differentiate your business.

For example, American Express uses a consistent typestyle in all of their communications.
They employ the same shade of the color green throughout all of their marketing
communications involving their basic credit card. The color green is a significant,
inseparable aspect of their logo.

(4)

Bold blocks of text invoke the image that the company is strong and large. Italic type can
convey a classic or upscale image. Whatever typestyle you choose, it should be simple to
read. Once you have a successful combination of color and type, you may then consider
embellishing your name with a single, simple graphic element such as a line, border, or box.
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()

For example, The Gap uses a dark box to great affect in their logo. Or, you may alter or
manipulate one letter to communicate the idea that your company is like your competition’s,
established and trustworthy, but that there’s something different and exciting going on. Intel
employs this technique effectively by dropping the letter e in their name below the rest of
the letters. It’s eye catching and makes a powerful statement.

The short and snappy sentence or words that appear underneath a logo is the tagline.
Taglines are considered to be an intrinsic part of the logo offering a brief explanation of a
company’s philosophy. While you want to adopt an effective logo and stick with it
permanently, taglines can change as the company grows, evolves, and expands their product
line.

Here are some examples of taglines:

General Electric: “We Bring Good Things To Life.”
Hyatt Hotels: “We’ve Thought of Everything.”
Lexus: “The Relentless Pursuit of Perfection.”
British Airways: “The World’s Favorite Airline.”

Each of the above taglines doesn’t merely suggest an identity, it explicitly tells people what
the identity is. If a company is successful in creating the right logo and tagline, the
consumer will believe it. When writing your tagline, first isolate two key words you want
associated with your identity. Quality, Perfection, Favorite, Innovative, Luxury, Solutions,
Affordable, Inventing.

Choose the word that you want to sum up your business. Now write a short sentence no
more than six words to encompass or explain your key word.

Think...If you isolated the word “Solution” your tagline might be: “Financial Solutions For
Small Businesses.” It’s very clear from this tagline who this company’s market is and what
they’re doing for them.

Project Your ldentity

Now that you’ve created your logo, it must appear on all of your communication vehicles
including letterhead, invoices, envelopes, business cards and packaging. The “look” you
establish in your logo in terms of color and stylistic elements must then be integrated to all of
your communications. If you use the color red in your logo, your stationary should too. If you
use a typestyle, your sales brochures and company literature you must use a compatible
typestyle. Consistency and repetition are how you will firmly root your image into the minds of
your target market and the public at large.

Integrating your logo into your communications is the first step, next you must also employ your
marketing tools carefully and correctly:
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)

©)

If a prospective customer called you today and asked you to send information about your
product or service what would you do? Send them a letter and three product sheets stapled
together explaining your business and product offering? Even if your material is well-
written, you will convey an image that you’re a small, possibly not well-established
organization. It doesn’t matter if that’s true or not, the point is in the eyes of your
prospective customer it’s a possibility.

You should have a sales brochure to communicate the following:

« Who you are

« What business you’re in

« Your product is or service’s features

« The benefits a client will yield by doing business with you

If your budget isn’t going to permit using an outside agency to produce your brochure, you
can create a simple, yet effective, piece using a laser printer and a pre-designed brochure
format available with almost all desktop publishing programs. After, you’ve established
yourself, however, a laser-printed brochure won’t be suitable. You should hire a design
agency to create one for you with photographs and graphics. It’s an essential component of a
professional organization’s sales materials.

Generating local or national media coverage, or publicity, can greatly enhance your image
and impress your clients. People have a tendency to assume that if you’ve been featured in a
magazine or appear on television, that you must have something worthwhile going on in
your business. You can’t just call a journalist and say, “I have a great product, write about
me,” you have to convince them your company is worth writing about. One of the ways you
do this is by sending them a media kit. You can create a media kit by filling a folder with
relevant information about your business. The folder doesn’t have to be slick, but it should
be the same color you’re using for your “look.” Put your logo on the outside cover.

A media kit contains the following:

« A press release that explains what is new, different, or exciting about your
« product or service

« Asales brochure

« Product testimonials

« A product sample or photograph

. Related literature such as articles from newspapers or magazines.

Supporting a local cause or charity, another PR function, will contribute to the favorable
image in your local community. Public relation programs can help correct an organization’s
negative public image.
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(4)

(5)

(6)

For example, after an oil spill, a chemical company might make a large donation to a
environmental agency in order to counteract the unfavorable impression that they’re ruining
the environment.

Many companies hire public relations agencies or publicists to help them secure publicity in
print and broadcast media and manage their public image. After you’ve established yourself,
you may want to consider consulting or hiring a professional PR person. Your local Public
Relations Society can help you pinpoint an appropriate firm or free-lancer.

All of your written material, whether it be a letter to a professional associate, a sales letter to
a potential client or a press release to a journalist all reflect your image.

Everything you write that’s read by a customer is a window into your organization, telling
them about you and the way you handle your business. A sales brochure can be beautifully
designed, but if the copy isn’t effective or if it’s too long and doesn’t follow a logical
sequence, you will damage your image. Many new businesses make the mistake of thinking
they know best how to write about their products and services. You must make an effort to
learn the principles of sales and business writing. For example, it’s easy to confuse a
product’s features with benefits. Benefits are what sell a product, not its features.

For example, you would never write: “You’ll love our electronic checking account.” You
would write: “The electronic checking feature means you never have to worry about getting
your check in your account on time.”

If you have good writing skills you can learn how to write effectively to appeal to your
target market. If sales writing is not one of your strengths, or a particular strength of any of
your employees, you should hire a copywriter to assist you in all of your communications.
Copywriters are trained in the art of writing copy that sells.

Again, you must think of the consequences of not paying a professional to do a job when
you’re not qualified to do it yourself. Executing one ill-conceived, poorly written sales letter
will encourage a potential client to decide to take their business elsewhere.

It’s difficult to catch your own mistakes. Consider how you will look if you accidentally
sent a sales brochure with typos. You’ll appear unprofessional and careless.

A final word about your communications: To produce low-quality marketing tools is to
broadcast that you’re a small operation with low standards and few resources. A laser printer,
combined with a good word processing program, will give the ability to produce attractive and
professional materials. If a laser printer is an impossible purchase for you right now, you still
have the option of using your local print shop.
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Make sure you use high quality bond paper for all external communications and reserve the less
expensive paper for in-house correspondence. Most companies use a 70-pound bond paper.
Make sure to choose a color that fits with your logo and look.

Physical aspects of your company’s identity.

Aside from business communications, you communicate a great deal about your business in
physical ways:

(1)

)

©)

(4)

()

Your location. If you establish your business in a professional office park or building,
you’re telling everyone that you’re serious about your business. If you rent office space in a
shopping center, however, it may be cheaper, but your potential clients won’t view you as
favorably. You should be extremely careful about working from home if your clients and
potential customers will be meeting with your there. Many businesses such as doctor’s
offices are located in houses because doctors want to be accessible to where their patients
live and they almost always have a separate entrance. Unless you have a separate room
dedicated solely as office space, you should avoid professional meetings in your home.
Suggest instead that you will meet at your client’s office or schedule lunch meetings at a
restaurant.

Your office furniture. Don’t furnish your office with leftovers from home. If your budget is
a problem, take care of first things first. Since it’s the first view potential customers get
when they enter your office, a reception area should be your first decorating priority. There
must be a few comfortable chairs and a table. Go for quality rather than quantity. Art work
that reflects your identity is a consideration too.

Next, concentrate on your conference room rather than your office. This is especially
important if you have people who work for you that also need to meet with clients. There
should be at least one private, well-furnished room everyone has access to. You can always
keep prospective clients out of your offices, but you will need a comfortable, functional and
appealing area to meet with them in.

If you work from home, consider installing a separate business line that only you have
access to. The phone company also provides businesses with convenient phone numbers
with zeros in them. This makes a listing in the yellow pages more convenient. You should
have voice mail or an answering machine installed for your business line. VVoice mail is now
accessible to everyone and provides better sound quality than an answering machine.
Answering machines frequently encounter mechanical problems too. If you’re a one-person
operation, have a friend of the opposite sex with a professional phone voice record the
message for you. It will give the appearance that you have employees working for you. An
answering service is an even better alternative because your customers will always reach a
live person and they’ll think you have a receptionist.

Office Equipment. A full-size business copier will not only give you superior quality for
photocopies, but it will add a dimension of seriousness to any office environment.
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(6) Trade Shows. When you attend a trade show, your company booth says a great deal not only
to potential customers, but also to your professional associates. People tend to size up
companies by the size of their space at trade shows. Therefore, small space = small
company. Even if your budget affords only a small space, that doesn’t mean your booth or
set-up can’t be thoughtfully designed and impressive. Invest in well-designed equipment,
banners and signs. Consult with a company specializing in this business.

Your Business Behavior

Would you feel comfortable hiring a financial planner who drinks too much at social functions?
Probably not. You communicate as much about your company as your product or logos by the
way you handle yourself in business situations.

« Dress For Success. Even if you work at home in a sweat suit, when it’s time to meet your
clients or prospects, you need to encompass your company “look” as well. That’s why blue
business suits are associated with conservative financial company’s such as banks. If your
identity is modern, artistic and cutting-edge a blue suit isn’t the right style for you. Brightly
colored dresses, jackets and ties are more suitable to express your company’s identity.

« Answer your phone in a uniform, professional manner. All of your employees should answer
their phones the same way. Whether it be, “Good Morning, the Hayes Advertising
Company,” or “Hayes Advertising, how can I help you,” the point is to be professional and
consistent.

« Your Employees. Word gets around about a company that treats its employees poorly, or a
company that has a staff of unhappy people. It makes your associates and clients wonder
why. To them it signals that there might be a problem in the way the company is run. People
want stability when they’re making significant purchases or contract for long-term services.

SOME LAST THOUGHTS ABOUT DEVELOPING YOUR IMAGE

If you feel you’ve made an error in developing your image, correct it quickly — that means
starting from scratch with a new logo, business cards and stationary. It’s worth it because of the
power of image to help you sell.

It’s likely that, as your business grows and expands, you’ll need to adjust your tagline and your
identity as you go. Don’t make the mistake of outgrowing your image. Anticipate changes in the
market and always consider what image issues you need to address with a new target market.

IMSE 498/898 (Section 4): Engineering Entrepreneurship [© Paul Savory — 2002] Section A: Page 14



Finding the right words to describe your business

Among the most memorable business descriptions ever created comes from a man in the septic
business.

He summed his business up this way:

While this description is somewhat crass, it is a powerful marketing tool for the entrepreneur
who coined it. He operates in a competitive market for septic services and needs a succinct,
memorable phrase that will help him capture customers and referrals by clearly explaining the
service he provides.

A good business description will help you expand your business by enabling you to clearly
convey its focus and purpose. When people understand the product or service you offer, they
become potential customers or sources of referrals. This may sound obvious, but good business
descriptions are extremely rare. Many business owners use jargon or vague terms to describe
their business and others speak plainly but are not compelling.

If you are skeptical about the rarity of good business descriptions, think about the last time you
were at a trade show or networking event. Chances are plenty of product or service descriptions
left you scratching your head. The same goes for marketing material which often leaves people
wondering exactly what a business sells. Most people fail so miserably at clearly describing what
they do that you may not even be sure exactly what kind of work your family and friends do.

Your business description does not have to be as pithy as the one used by the septic service
provider. A clear and easy to understand description is a good start and can be the foundation for
the development, over time, of a more memorable description.

Follow the steps below to create a business description that you can use to attract customers and
generate referrals:

1) Without worrying about how it sounds or how long it is, write a description of your
business and what makes you different from the competition. Concentrate solely on
making it understandable. This will provide a foundation for your final product.

@) Take out all the jargon and the words that would make your eyes glaze over if you heard
them from someone else. Examples of glaze-inducing words are: strategic objective, re-
position, custom-design. For example, if you help companies get press and shape their
marketing plans, avoid calling yourself a marketing communications firm This term is
general and can mean many things. There is nothing in that description for people to latch
onto and ask questions about. Someone who doesn’t understand the term may not ask you
anything more about your business. A simpler description for a marketing
communications firm is one that “helps companies promote themselves.”
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(4)

()

(6)

Remove your title from the description. People are less interested in whether you are
president, vice president or director, than they are in what you actually do.

Make your description benefit-oriented. Do you save your customers money by expertly
completing their tax returns (accountant). Enable people to create the home of their
dreams (architect)? Provide products to help people protect their children (manufacture
child car seats)? Descriptions focused on benefits are more compelling than ones that list
services or products.

Shorten your description to a sentence or two by stripping away anything except the most
basic and unique aspects of what you do. Instead of saying you are, “An events
coordinator for annual shareholder meetings focusing specifically on the Fortune 500
market, including catering, promotion, transportation and other details of events
planning,” tell people you plan big parties by taking care of small details. Only elaborate
once your listener shows an interest.

Try your description out on a few people who don’t know what you do and are not in
your industry. Continue fine-tuning until you hit upon a description that conveys enough
information that your listeners either understand your business or are encouraged to ask
more questions. You’ll know by peoples’ reactions when you’ve got your description
right.

Here are some examples of short, engaging business descriptions:
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Gathering Market Research

Gathering information about your market is critical to your company’s success. Ongoing market
research lets you discover how your company actually meets, exceeds or falls short of your
customers’ or clients’ expectations. You can learn to anticipate your customers’ needs and
reduce the risk of introducing poorly received products. Additionally, your research can act as an
early warning system to identify competitive threats and opportunities.

Even if you think you understand your market now, changes in the business environment can
lead your customers away from your business. Continual market research is extremely important
if you wish to stay competitive.

Identify Your Data Sources

There are two categories of market research data. Primary market research is based on data you
collect from your customers, competitors, employees and suppliers. Secondary market research

is extracted from industry studies, books, journals and other published resources. You should
look to both sources for a complete picture.

What to look for

1)

The age, sex, geographical region, marital status and so on of your existing and potential
customers and clients. More in-depth demographic information provides details on their
personal preferences and buying habits.

(2)
Information such as product quality preferences, motivators of buying decisions, color
preferences, and so on.

3)
Do they buy weekly, monthly, yearly? Are the purchases spontaneous or planned? Is it a
purchase for self or a gift for others?

(4)

What needs do they want to have filled? What’s missing in the marketplace?

()

Who else is doing what you do? What companies could complement your product or
service offerings if you worked together?

(6)

What’s important to your customers -- Price? Quality? Features? Prestige?

IMSE 498/898 (Section 4): Engineering Entrepreneurship [© Paul Savory — 2002] Section A: Page 17



How to Gather Customer Information

1)

(2)

3)

(4)

()

Focus groups and surveys. Unless you have experience in this area, hire an organization to
conduct these projects for you. Focus groups give you the chance to talk directly to your
customers and have them talk to each other. Your job is to listen to what they have to say
about your products. Focus groups usually are small, and you typically have to pay
customers for their time. Surveys give you a wider audience and cost less, but they don’t
allow you to as much flexibility in your questioning. Surveys rely on multiple choice
questions that can be quantified.

Industry studies. These will provide the results of studies conducted by your industry group.
The questions won’t be tailored to your specific needs, but the study can give you insights
into the customers in your industry.

Internet discussion groups. Chat rooms and forums can give you a sense of what your
customers’ frustrations are. People tend to be blunt and honest on the Web so you can get
plenty of unfiltered feedback about your products.

Talk to your employees. Your sales team, administrative assistants and front-line staff deal
firsthand with your customers and distributors. Ask them for feedback on what customers
want.

Study complaints. Complaints are possibly your best opportunity to understand what
customers expect and how your products are not measuring up. Remember, for every
customer who takes the time to complain, there may be many others who feel the same but
don’t tell you.

How to Gather Competitor Information

1)
@)
3)

(4)

()

(6)

Read your competitors’ annual reports, newsletters and sales literature.
Tap competitive intelligence-gathering databases.

Check the Internet. This can clue you in to new competitors as well as let you know what
kind of marketing plans your competition has going.

Talk to your clients and suppliers. Ask them what your competitors do well (and what they
do poorly), and you may uncover a wealth of information.

Hire M.B.A. students to do research for you. M.B.A. students are trained to do competitive
research, and they have access to university resources. They get experience; you get
information; and the cost is relatively low.

Off-the-shelf reports. Their usefulness may be hit-or-miss, but they’re worth checking out.
Get a business librarian at your local library to help you find appropriate reports. Or look on
the Web.
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How to Gather Information on Suppliers

You are dependent on your suppliers to provide your goods and services. Suppliers who go
out of business can leave you in the lurch. Alternately, suppliers who are doing well may
raise prices. Monitor your suppliers’ pulse by:

« Asking questions about their operation and business flow.

« Visiting them regularly to observe their business processes.

« Reading industry journals.

« Talking to your business peers. Your business network can help you keep up with what is
happening with suppliers in your industry.

Compiling this data should be an ongoing process, so you’ll need to have a system in place for
storing and maintaining your information. Some organizations have a business librarian to search
for and filter data just to keep the CEO apprised of developments among customers, competitors
and suppliers. Or you may have one person in your marketing team whose primary responsibility
is keeping on top of these areas. A third option is to hire a market research organization. They
can handle a portion or all of your market research needs, but expect to pay $5K-$100K to retain
a good quality firm. Make sure there is a follow-up process to deliver your findings to the
appropriate parts of your organization.

REAL-LIFE EXAMPLE
Example 1

If you cannot afford formal market research, consider one entrepreneur’s bootstrap approach.
When Karen Scott got started in the mail-order baby products business, she put together her own
focus group — using the local newspaper. Scott clipped 250 birth announcements, and then
contacted the new moms. She sent them surveys and conducted phone interviews, asking what
products these young mothers sought. Based on the responses, Scott added more travel products
at her company, Chelsea & Scott, in Lake BIluff, Ill. Ten years later travel products are still top
sellers for the $28 million business.

Example 2

When researcher Mike Mitchell and his team contemplated launching a new E-commerce site,
for a division of Portland General Electric, he knew its success would be based on more than a
good idea.

“The idea is half of it, but then you have to research and identify the scope of the market,”
Mitchell said. For the site mytownnet.com, the market would be targeted to the people in
Northwest Oregon who are relocating.

After identifying the market, research and development teams dug deeper to examine the needs
of the people in that market. Mitchell sought answers to some very specific questions including:
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Is there a demand for a service like this? How do people in the target market spend their money?
What else is happening in the industry? He evaluated growth projections and looked at company
data. And he considered the financials, making cost assessments and revenue projections.

Sometimes the research shows a project is not needed and work should be suspended. But too
often business leaders launch products or services that they like, without doing the research to
determine if anyone else does. This opens the business up to far greater risk. While money and
time may be spent on research and development only to discover the project is a bust, it means
fewer expenses and less opportunity or negative exposure than pushing forward with an inferior
or unnecessary product.

With many proposed projects, research conducted in only a few days can determine whether the
project has merit and the process should continue. But R&D should be invested in any product or
service that the company has an interest in producing and marketing, particularly one thought to
be a revenue-generating element. Research may show otherwise.

“Research is always cheaper than a failed business,” Mitchell says.
HOW TODO IT

(1) Survey your regular customers at least quarterly. Design a one-question poll, asking
everyone during a designated week or month.

(2) Challenge an M.B.A. team with your market research project. Locate a Small Business
Institute (SBI) program at a nearby college or university. Qualified students are available to
tackle real-life problems or projects from local businesses.

(3) Check out your competitors online. Subscribe to listserv discussion groups for your
industry. You will be able to hear or read about the happenings and challenges in their
businesses and the strategies they are using to grow.

(4) Contact your industry or trade association. Inquire about research reports or recent survey
data available to members.

(5) Get on critical mailing lists. Give yourself an advantage by regularly receiving information
for your industry. Sign up for free electronic alerts, newsletters or bulletins offered by your
competitors, suppliers, or other information sources you rely on.

(6) Exhibit at specialized events. Business-to-business events give you an opportunity to sell,
promote, network and check out the competition all at once.

(7) Turn unflattering feedback into an opportunity to profit from change. When a customer or
client complains, listen to their comments about how to make your business better. It may
lead you to another profit center for your business.
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(8) If you have data on sales from point-of-sale scanners and computers, analyze it to find
purchase patterns and trends. Is there a demand cycle for selected products that should
determine when what gets advertised? Are most purchases made on weekdays? Late in the
week? On weekends? What products should be offered in greater variety or greater

quantity?

Competitive Analysis

Effective Competitive Analysis

For your small business to succeed, you need to know almost as much about your competitors as
you do about your own company and customers. Unfortunately, many small business owners
make the mistake of waiting until a competitor has opened up shop across the street and is
cutting into profits to find out who and what they’re up against.

A competitive analysis allows you to identify your competitors and evaluate their respective
strengths and weaknesses. By knowing the actions of your competitors, you will have a better
understanding of what products or services you should offer; how you can market them
effectively; and how you can position your business.

Competitive analysis is an ongoing process. You should always be gathering information about
your competitors. Look at their Web sites. Read their product literature and brochures. Get your
hands on their products. See how they present themselves at trade shows. Read about them in
your industry’s trade publications. Talk to your customers to see how they feel about competitive
products or services.

Step 1:

Every business has competitors, and you need to take the time to discern who your customers
can approach to get a product or service that fills the same need as yours does. Even if your
product or service is truly innovative, you need to look at what else your customers would
purchase to accomplish this task. For example, you may be opening a Website that offers online
Bingo. Your competition would be other Bingo sites, other Web gaming sites, the Bingo hall
down the street, and any other businesses that are competing for the same leisure-time dollars.

Begin by looking at your primary competitors. These are the market leaders, the companies who
currently dominate your market. They are probably the ones who you find yourself bumping up
against in your search for new customers. If you’re a florist, it would be other florists in your
neighborhood. If you’re a computer consultant, it would be other consultants with the same
specialty.

Next, look for your secondary and indirect competitors. These are the businesses who may not
go head-to-head with you, but who are targeting the same general market. Sticking with the
florist example, it might be a small local roses-only store, a national floral delivery service, or
the flower/plant department of your local supermarket or discount store..

IMSE 498/898 (Section 4): Engineering Entrepreneurship [© Paul Savory — 2002] Section A: Page 21



Finally, look at potential competitors. These are companies who might be moving into your
market and who you need to prepare to compete against. For example, you might have an
independent frozen yogurt stand; you will need to prepare to compete against national frozen
yogurt franchises, even if they are not yet in your market.

Step 2:

After you’ve figured out who your competitors are, determine their strengths and find out what
their vulnerabilities are. Why do customers buy from them. Is it price? value? service?
convenience? reputation? Focus as much on “perceived” strengths and weaknesses as you do on
actual ones. This is because customer perception may actually be more important than reality.

It’s a good idea to do this strengths/weaknesses analysis in table form. Write down the names of
each of your competitors. Then set up columns listing every important category for your line of
business (price, value, service, location, reputation, expertise, convenience, personnel,
advertising/marketing, or whatever else is appropriate to your type of company). Once you have
this table set, rate your competitors, and be sure to put in comments as to why you’ve given them
that rating. You might even want to put strengths in red and weaknesses in blue, so you can tell
at a glance where each competitor stands.

Step 3:

Strengths and weaknesses are often factors that are under a company’s control. But when you’re
looking at your competition, you also need to examine well prepared they are to deal with factors
outside their control. These are called opportunities and threats.

Opportunities and threats fall into a wide range of categories. It might be technological
developments, regulatory or legal action, economic factors, or even a possible new competitor.
For example, a photo developing store needs to know how well its competitors are prepared to
deal with the advent of digital photography. Or a company that sells over the Web should
analyze how its competitors are prepared to deal with online security issues.

Again, an effective way to do this is to create a table listing your competitors and the outside
factors that will impact your industry. You will then be able to tell how they can deal with
opportunities and threats.

Step 4.

Once you figure out what your competitors’ strengths and weaknesses are, you need to determine
where to position your company vis a vis the competition. Some of this may be obvious from the
results of your analysis, but it also pays to take a hard look at how your business operates.

One of the most effective ways to do this is to create a strengths/weaknesses opportunities/threats
analysis of your business. Rank your company in the same categories that you ranked your
competitors. This will give you an even clearer picture of where your business fits in the
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competitive environment. It will also help you determine what areas you need to improve, and
what characteristics of your business you should take advantage of to gain more customers.

The bottom line: look for ways to leverage your strengths and take advantage of your
competitors’ weaknesses.

How to Conduct and Prepare a Competitive Analysis

An in-depth investigation and analysis of your competition is one of the most important
components of a comprehensive market analysis. A competitive analysis allows you to assess
your competitor’s strengths and weaknesses in your marketplace and implement effective
strategies to improve your competitive advantage. This training module will take you through a
step-by-step process of competitive analysis, helping you to identify your competition, determine
and weigh their attributes, assess their strengths and weaknesses, and uncover their objectives
and strategies in your market segment.

What Types of Organizations Should | Consider as Competitors?

Any business marketing a product similar to, or as a substitute for, your own product in the same
geographic area is a direct competitor. Firms offering dissimilar or substitute products in relation
to your product or service are considered indirect competitors. Indirect competition would exist
between the manufacturer of butter and a manufacturer of margarine selling to the same
customers.

Another example is the manufacturer of eyeglasses who competes indirectly with contact lens
manufacturers. Stated in other terms, indirect competition will satisfy the customer’s need with a
particular product or service, although the product or service used may be different from yours.
If a firm has similar products and distribution channels, but has chosen to operate in different
market segments, they are not at this time your direct competitor. However, it’s important to
monitor the marketing activities of such firms because they may decide to move into your market
segment, just as you may decide to move into theirs. Take a moment and identify your direct and
indirect competitors:

Why is a Comprehensive Competitive Analysis an Important Part of a Marketing Plan?

To achieve and maintain a competitive advantage in reaching and selling to your target market,
you must possess a thorough knowledge of your competition. An in-depth competitive analysis
will provide you with the following:

« Anunderstanding of how your existing and potential customers rate the competition.
« A positive identification of your competitor’s strengths and weaknesses.
« A mechanism to develop effective competitive strategies in your target market.
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Do I Need to Analyze All of My Competitors?

There are several markets where it is relatively easy to name every competitor. These are
concentrated markets where only a handful of competitors exist. If this is the scenario for your
product or service, you will need to develop an analysis for each competitor. The steel industry
and automobile industry are examples of these types of markets.

If you are selling in a market with many competitors, your job of analyzing the competition
becomes a little more difficult. Since it is unrealistic to collect and maintain information on
dozens of competitors, you will be able to save yourself valuable time, without sacrificing the
integrity of your competitive analysis, by using the old 80/20 rule. In fragmented markets with
many competitors, it is most probable that 80% of the total market revenues are accounted for by
20% of the competition. It’s the 20% you would examine most closely.

For instance, in the computer industry, the personal computer market, is represented by hundreds
of clone manufacturers with the majority of the market being captured by a handful of
manufacturers such as Compaq, IBM, and Apple. When using this approach it is important to
keep abreast of your market for new and upcoming players who through some variable, whether
it be new technology or an aggressive advertising campaign, may become a dominant player.

What Means are Available to Limit and Control the Competition?

Marketers of different brands of products will often pursue a particular market segment. Market
Segmentation, which is the means of breaking down larger markets into smaller ones requiring
different marketing mixes, is a significant vehicle available to you in attempting to limit and
control the competition. There are however, a broad range of strategies a business can employ in
a competitive environment — from price changing and new packaging to improving customer
service and new product development.

CONDUCTING AND PREPARING YOUR COMPETITIVE ANALYSIS
Conduct Research

Professional marketing research, such as focus groups and questionnaires, can provide you with
valuable information about your competition. While a marketing research firm can save you time
and legwork, it can be quite expensive and simply not a possibility for new and growing
businesses. Much of the information you need in order to profile your competitors is readily
available to all business owners. As your business grows and expands, you should consider
supplementing your own research efforts with some formal research conducted for you by an
outside firm. Before you begin seeking out the sources listed below, keep in mind that you need
to obtain answers to the following questions:

« Who are my top three competitors?

« Onwhat basis am | able to compete?

« What is the range of products and services they offer?

« Are their products or services aimed at satisfying similar target markets?
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« Are my competitors profitable?
« Are they expanding? Scaling down?
« How long have they been in business?
« What are their positive attributes in the eyes of customers?
« What are their negative attributes in the eyes of customers?
« How do current customers view us compared to the competition?
« How can I distinguish my company from my competitors?
. Do they have a competitive advantage; if so, what is it?
« What is their marketing strategy?
« What is their promotional strategy?
« What are their pricing structures?
« Do they operate in the same geographic area?
« Have there been any changes in their targeted market segments?
« What is their size? Revenues?
« What is their percentage of market share?
« What is their total sales volume?
« What is their growth rate?
« How do they rate on:
= customer service?
= quality of product/service?
= hours of operations?
= pricing, incentives?
= employees?
= resources?

« How do current customers rate the following features of your business compared to
your competition.

Rate the following as: fair, good or excellent.
Our Company Competition

Price

Quality

Durability

Image/style

Value

Name Recognition

Customer Service
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Customer Relations
Location
Convenience
Other
Sources for Obtaining Competitive Information

Secondary sources of information are recommended as an excellent starting point for developing
a competitive and industry analysis. Secondary sources include information developed for a
specific purpose but subsequently made available for public access and thus alternative uses. For
example, books are secondary sources of information as are articles published in journals.
Marketing reports offered for sale to the general public also are considered secondary sources.
Although, they have been created for a purpose other than your current need, they are still
excellent sources of information and data. With the ever increasing speed of document
identification and retrieval through electronic means, secondary sources are not only an
inexpensive source of information but are readily available soon after publication. Sources of
information include:

(1)

Not only will an advertising copy tell you a competitor’s price and other product information, it
provides an indication of your competitor’s entire promotional program and budget. When
reading a competitor’s advertisement be sure to note the following: publication, frequency,
special offers, product features and benefits highlighted. If your competitor suddenly places an
advertisement in an industry publication that neither of you are currently selling to, it’s an
indication that they’re trying to reach a new market segment. It’s also important to notice the
design and tone of your competitor’s advertisements. What kind of image do they convey? How
does your own image compare? Are their advertisements in color while your own are black-and-
white? Even if they’re not, a clever advertising campaign can communicate that your competitor
IS an innovative, fresh company.

)

Sales brochures provide a wealth of product information. You can learn how your competitor is
positioning their product and company and what features and benefits they’re using to sell their
product. Try to obtain all new sales brochures and literature your competitor publishes.
Significant changes in the content will indicate that new strategies are being employed.

(3)

Articles in newspapers and magazines are a source of information you can use to get an idea of
what your competitor is planning for the future, how their organization is run, and what new
product information or innovations they have. Journalists may also uncover and reveal
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unflattering information about your competitor that may prove valuable to you. Be on the
lookout for product reviews in magazines; they will reveal a competitive product’s strength’s and
weaknesses.

(4)

If your competitor is a publicly-held company they must make their annual report available. This
is an opportunity for you to access financial information, including sales volume, revenue
increases, and their total market share.

Annual reports from privately-held corporations are sometimes available through friends,
relatives, and business acquaintances who own stock in a competitor’s company.

(5)

Your sales staff probably has more access to competitive information than anyone else in your
organization. Customers often show salespeople sales literature, contracts, price quotes, and
other information from competitors. Part of a salesperson’s job is to get customers to discuss
problems they have with a competitor’s product. Customers will also reveal your competition’s
product benefits, strengths, and customer service programs.

Instruct your sales force to ask for copies of any competitive literature if and when that’s
possible. Your entire sales staff should keep a record of all competitive information they
discover — even if it’s just a rumor or gossip. Devote a regular portion of each sales meeting to a
discussion of the competition.

(6)

Your employees working in other areas of the company also become exposed to competitive
information. They interact with others in their industry area and often learn what your rival is
doing or hear gossip and rumors. Make sure your entire staff knows they should share any
information concerning the competition immediately.

Former employees of a competitor can provide you with insight on: your competitor’s new
products, marketing strategies, how-to improve productivity and employ other resources more
effectively, and what your competitor’s general working environment is like.

(7)

Most professional trade associations compile and publish industry statistics and report on
industry news and leaders through trade association magazines and newsletters. Most trade
associations also sponsor trade shows and other professional meetings. This is an opportunity to
see first-hand what your competition is producing. It also provides the opportunity to discover
new players who may soon become your competition.
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(8)

If you own a flower shop, you should visit all of the flower shops in your geographic location.
Act as a prospective customer, ask questions. You can learn about their selection and service and
compare it to your own.

If you produce a product that is distributed to retail outlets, visit the store locations and note the
following:

« how much stock is present versus your competitor’s

. the placement of your product on the shelves versus your competitor’s

« if your competitor is supplying any point-of-purchase display materials

. If you and your rivals have similar products and prices, then it’s especially important
for you to know how you compare on customer service issues. Call an 800# and
pretend to be a customer with questions and problems.

« If you sell products through a catalog, you would not only want to be on your
competition’s mailing list, you should order a product from them to determine how
long it takes to arrive, the method of shipment, and how it was packaged.

« Buy your competitor’s products. Products can be evaluated and reverse engineered to
provide meaningful information about your competitor’s capabilities and weaknesses,
technological innovations, manufacturing costs and methods.

Your Competitors

You probably see the owner of a rival organization at trade shows, association meetings, and
perhaps even socially. You can garner a great deal of information through a simple, friendly
conversation. People like to talk about themselves and share their success stories and concerns
with business associates.

Make it a point to interview your customers, suppliers, and industry experts about your
competition’s product and service.

Federal, state and local governments also provide sources for data regarding your competition:

State governments provide information about the availability of industry directories containing
information covering a number of employees, products produced and equipment capabilities.

At the local level, competitive data may be obtained from the local Chamber of Commerce and
the city or county clerk’s office.

Other data sources easily accessible to all business owners:
(1) Dun & Bradstreet Million Dollar Directory. Published annually in March, this publication

lists over 1,300,000 businesses with a net worth of $1 million or more. Data is formatted
alphabetically, geographically, by line of business, and officers and directors.
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(2) Ward’s Business Directory of U.S. Private and Public Companies 2000, an excellent (albeit
expensive) resource, reflects the hopes and dreams in actual numbers and cents for over
100,000 privately- and publicly-held companies (small and mid-size companies as well as
large corporations) across the U.S. Its alphabetical arrangement includes profiles of each
company, assets, gross earnings, revenues, and other pertinent information. This is the kind
of reference you would best view at a library, due to its expense.

(3) Using the technology of online searching of computer databases to obtain information
increases the efficiency and cost effectiveness of the research process. Secondary sources
for data are available through online retrieval from over 8,000 public computer databases
which offer extensive facts covering all aspects of business management and operations.
There are public databases available for public use. A charge may be incurred for the
information obtained, but anyone knowing how to access the data can obtain it. Private
databases also exist and are developed for internal use by an organization such as a list of
clients. No public access is normally offered and often the data is not made available under
any circumstances. There are additional resources listed for obtaining data at the end of this
module.

Analyze Competitive Information

Once you’ve gathered all of the competitive data you have been able to locate, you need to
analyze it. You should analyze to determine product information, market share, marketing
strategies, and to identify your competition’s strengths and weaknesses.

Product Evaluation

You should know from your sales staff and customer feedback what product features and
benefits are most important to your customers and potential customers. A product’s or service’s
competitive position is largely determined by how different and unique a product is and its price.

Make a list of these features and benefits in order of importance and then rate whether or not all
of your competitors fulfill them.

For example, Medium-sized companies that purchase copier machines may look for the
following product benefits and features when making buying decisions:

Competing Company:
A

B

C

D

Features:

1. Auto paper feed

2. Auto enlarge or reduce
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3. Collates

4. Staples

5. 24 Hour Repair Service

6. Warranty

Benefits:
1. Easy to operate

2. Saves money

3. Good print quality

4. Dependable

5. Fast

Price: $

Next, indicate with a check mark which of your competitors has which features. Features are
fairly straightforward, either a product has a feature or it doesn’t. Benefits, on the other hand, are
not as simple and should only be recorded based on customer feedback. For example, company
B may claim in their company literature that their copier is fast, but a user may feel otherwise.
Or, company B may indeed have a copier that by industry standards is fast, but you may have a
copier that’s even faster.

Now, evaluate your competition’s product or service. How does your product compare to your
closest competitor’s product? What features and benefits are unique to your product? To theirs?
The more unique features and benefits your product has, the stronger your market position will
be. For example, if you produce and market an office copying machine that staples collated
copies together and your closest competitor doesn’t have this feature, you have an advantage.
You can then sell the same market segment the benefit of added convenience and time saved.
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However, your competitor may have developed a feature that you don’t have on your copier that
gives him/her a selling advantage.

Evaluate your competitor’s price. Just because you have the same products as other businesses,
doesn’t mean everyone has the same price. Your own production costs greatly impact your
pricing. If your price for a similar product is higher than your competitor’s, then your market
position is better. A temporary price decrease by a competitor might not be more serious than the
fact that they’re trying to move excess inventory. However, a trend of lowered prices may
indicate that your competition is lowering prices to gain market share and improve production
costs. It could also mean your rival is in financial trouble and has been forced to lower their
prices. It’s in this type of situation that rumors and gossip become helpful. If there’s rumors that
a company is in financial trouble and you discover price fluctuations, it’s more likely to indicate
potential problems.

Also, pay attention if your competitor has additional product/service costs other than the
purchase price, such as installation or additional equipment required. Some other factors to
watch out for are:

« Quality

« Durability/Maintenance

« Image/Design/Perceived Value

« Social Image/(politically correct)

Since customer preference of products is only part of the analysis, there are internal operational
factors which can provide a competitive edge as well. Your competitor’s product may not have
the high quality of yours, but they might offer delivery; or their employees might be extremely
motivated and committed to gaining the market share. You need to find out what they are doing
on the inside. Some factors to take note of:

1)

Are they able to withstand financial setbacks? How are they funding new product
development and improvement?

@)

How are they able to reduce time and cost through production and delivery?

3)

What is their ability to increase revenues by selling related products?

4)

What kind of relationships do they have with other companies in terms of product
development, promotion or add-on sales?

()

What is the motivation, commitment and productivity level of the employees?
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Market Share

The most widely used measure of sales performance is market share. A competitor may not
provide the best product or service; however, if they generate a significant amount of sales to the
market, they may:

. Define the standards of a particular product or service.

« Influence the perception of the product or service.

. Devote resources to upholding their market share.

« To determine your company’s market share on a percentage basis, the following formula
should be used:

Current Market Share -- Company sales/Industry sales

You should then figure out all of your competitor’s market shares on an individual basis. It will
give you a clear idea of how your sales volume compares to your competition’s. If you don’t
have total industry figures you won’t be able to figure out your market share, but you can still get
a good idea of your competitive position. Simply compare your total sales volume to your
competition’s. For example, in 1993-94 Company A sold $3 million dollars worth of copiers,
Company B sold $5 million, and you sold $4 million. It’s obvious that Company B has the
largest share of your market and is your greatest competitor.

Competitive Objectives and Strategies

For each competitor in your analysis, you should try to identify what their market objectives are
and determine what types of strategies they are using to achieve them. Are your competitors

trying:

« To maintain or increase market share?

« To maximize profits?

. To introduce technologically improved products into your market?
« To establish themselves as the market leaders?

. To protect their market share under attack by strong competition?
« To develop new markets for existing products?

Once you have identified what your competitors are trying to achieve, you will need to determine
what type of strategy they have employed so you can eventually counteract with a strategy of
your own. There are many specific strategies companies can employ. Some possible strategies
your competitor’s may be employing are:

« Reducing their prices.

« Advertising in new publications, or advertising more frequently.

« Buying out a competitor to increase market share and customer base.
« Improving a product with a new innovation.
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It’s important to note your competitor’s actions over time. For example, if one of your
competitors is consistent with pricing, product features, promotion, and their market share it may
mean that they’re not exploring or exploiting additional market opportunities. Or, if one of your
competitor’s has a decline in sales volume it may mean they will be employing new marketing
strategies in the near future and should be monitored closely.

Identify the Competitions Strengths and Weaknesses

In order to develop effective competitive strategies, you need to make a realistic assessment of
your competitors strengths and weaknesses, as viewed by the market. You need to ask yourself
what each of your competitors do very well, better than your own company? Then, ask yourself
in what areas are each of your competitors weak. Construct a simple chart. The copier
company’s might appear like this:

Strengths and Weaknesses of Competitors

Competitor:
Strengths
Weaknesses

A.

Superior customer service
3-year warranty

Higher price

B.

Quick innovator

Unique features

Higher price

Limited distribution channels

C.

Large market share

Lower price

Comprehensive ad campaign

Viewed as market leader by market segment
Slower product

No direct access to parts

Other Factors to Consider

1)

As you analyze your competitive information be on the look out for broad management
changes or changes in ownership. This is an indication that major policies and marketing
shifts are on the horizon and you should anticipate changes. It may be a good opportunity to
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@)

3)

4)

court your competitor’s star employees. People often change jobs during management
shakeups.

Your competitive analysis should include any new players, even if they haven’t yet
captured a significant piece of the market. New companies often bring new ideas and new
innovations to the marketplace and can quickly become major players. Don’t underestimate
anyone.

In your competitive analysis, you need to make a few predictions about what the
competition is going to look like in the future. Competitors are constantly coming and
going in the marketplace. Ask yourself: Who are my competitors likely to be? If you are
introducing a new widget, how long before the competition catches on? Forecasting future
competition will give your potential investors the confidence in the long term viability of
your business.

Companies whose competitive edge depends on new technology, new manufacturing
techniques or access to new markets need to be aware of the common barriers new
competition faces when trying to gain entry into the marketplace. They include:

. Patents. This provides protection for new products or services.

. Market Saturation. This reduces the chance of competitors gaining a strong hold on the
market

« High start-up costs. This is a difficult obstacle for small competitors.

. The need for significant expertise, or manufacturing and engineering difficulties. This
makes it difficult for competitors to have the knowledge to compete.

Determine Your Competitive Position in the Marketplace

By

now it should be fairly clear to you if you are a: market leader, one of several followers, or

new to your marketplace. Once you have identified and analyzed your competition, and
understand your competitive position, you are ready to do the following:

Identify and discuss key areas of competitive advantage and disadvantage. Review the
competitive environment for your product or service. Comment on both similar and
substitute products or services.

Summarize the major problems and opportunities facing your firm which may require action.
Issues which should be considered include types of market penetration, distribution coverage,
product line needs, price revisions and/or cost reductions.
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A FINAL WORD

Schedule a competitive analysis on a regular basis, as you do for inventory and other business
functions. Depending on what market you’re operating in it could be every two months or once a
year. Consider employing a college student for the summer or create student internship positions
to fulfill the task. You must remember that your competitive research and analysis is never
finished. This is on-going, rather than a one-time process. Your competition can change quickly,
new players can emerge tomorrow, the economy may upswing or downswing at any moment.
It’s only when you clearly understand your competition that you can evaluate your own market
position. Only then can you exploit their weaknesses to your competitive advantage and seek to
improve your own marketing efforts.

Location for Your Business

Choosing the Right Location for Your Business

“Location, location, location” — You’ve probably heard this old mantra about what to look for
in real estate before, but it may not mean what you think it means.

Yes, it still matters where you locate (or relocate) your business, but it matters for very different
reasons today than it did even a decade ago.

Are you sure you need a new location?

Will expanding or rebuilding your present facilities meet your needs as well, at much lower cost?
Be sure to compare the costs and benefits of moving to the costs and benefits of improving your
present work site or purchasing adjacent property.

If you are considering a new location because you need space, have you already implemented
outsourcing, production re-engineering and a switch to just-in-time inventory management to
streamline your operations? They can free up to 50% or more of your plant space for production.

What kind of business are you?

Unless you are a local retail business that must be near its customers, your business likely falls
into one of three categories:

1)

Like many traditional manufacturing companies, you will want to locate near your resource
base in an area with strong transportation options, such as deepwater ports and extensive
rail networks or trucking firms.
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@)

3)

Market access and the availability of natural resources are less important to your business.
As long as the community you’re contemplating has the technology to support you, you can
follow your heart and choose a location based on quality of life considerations.

You will need to cluster with other companies in technology centers, such as Silicon
Valley or the Research Triangle.

So your first big question must be: “Can | be anywhere, or do | have special requirements (such
as a dependence on natural resources or the need to cluster with other companies) that demand |
locate in a certain region, or even a certain town?” Once you’ve answered this question, and
narrowed your search to areas that meet your general criteria, you’ll want a clear demographic
picture of your chosen regions or towns to determine which sites are best suited to your needs.

Taking an accurate picture

1)

@)

3)

(4)

()

What are the critical components of your business? Priorities have changed. A decade ago,
professional site selectors looked for cheap land, transportation and power. Now, the most
important item on their checklists is the work force. What’s the quality, and how available
is it?

Consider your own priorities. Is the cost of power important to you, or are you more
interested in whether you can get a T-1 line for high-speed computer access? Here are some
factors you should check to get started.

Will you have to pay top dollar to lure workers away from other companies, increasing
your personnel costs and earning the other companies’ enmity? Consider your future labor
needs, not just present ones.

What higher education is available in the cities you chose? This will give you some idea of
the quality of the local work force, and tell you whether you can plan to partner with
institutions to train your workers.

Some communities are friendlier to small business, while others favor large, industrial
business. Check on both residential and business property tax rates. Find out about special
fees and taxes. Some cities, for example, charge for a business license and apply a special
fee to home-based businesses. Some states tax finished-product inventory and some tax
cash receipts as well as profits. Some require significantly higher workers’ compensation
payments.
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(6)

()

(8)

Wh

Towns even a few miles apart may have very different telecommunication costs. How
much will it cost to have fiber cable laid if you need more broad-band access than a T-1
line? Check with local Internet Service Providers to see if they provide broad-band wireless
service, and how much they charge for it.

How likely are you to be affected by flood, forest fire, earthquake, hurricane, heat-wave
brown-outs, and so on?

Small business resources. Some cities may work to recruit businesses in your industry,
offering special services and incentives. Industry or business associations might also be
interested in helping your company.

ere can you find all this information? If you know the town you’re interested in, contact the

local economic development organization. Most are careful to keep inquiries confidential. They
probably will have much of this information available on a Web site. If you know the state but

not
are
con

the town, start with the state economic development agency. Banks that deal with businesses
another good source of information on local business conditions, and they too keep inquiries
fidential. Your best source, though, will be entrepreneurs. Ask the economic development

agency for the names of companies like your own. Call them up, and ask them what it’s like to
do business there.

Walk around town. Sometimes you can learn a lot just asking questions in a downtown
coffee shop.

Subscribe to newspapers from the cities you’re considering. You’ll learn a lot about local
problems and attractive features. The want ads can supplement what you are told about the
labor market.

Choosing the city is the first step. What about the location within the city? You’ll want to be
close to employees, resources and services. Consider the amenities you’d like to have nearby
to support your employees. If you’re running a start-up company where everybody works
long hours, your employees will thank you if there are restaurants, a dry cleaner, several
banks, even day care, near your prospective site. Look carefully at what seems a good deal.
Office space may be cheap because the only parking is blocks away, or because it’s situated
over a hamburger joint where you’ll smell grilled onions all day.

Your employees will also appreciate a safe location with well-lighted streets and access to
public transportation.

If you pick a city where rent is on the rise, try to negotiate a long lease, and look for space
that will let you expand as you grow. Constantly moving your company from building to
building is a giant expense and headache.
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If you’re searching for light industrial or manufacturing space, many of the same criteria
apply. In addition, though, think about how your company does business. Does your
manufacturing process make noise or emit an odor? As urban areas expand, you don’t want
to find yourself dealing with unhappy neighbors.

Preparing to move

Whether you’re locating for the first time, relocating or expanding, it’s imperative that you sit
down with your financial advisers and discuss the move. If you think it will take a month,
double your estimate. If you are moving a manufacturing operation, double it again, at least
twice. It usually takes longer than you think to reach full productivity. You’ll need to do an
honest assessment of your finances to ensure that you have a financial buffer around your
downtime. It’s wise to schedule your move for your slowest time of the year, but if that’s winter,
weather may make the move especially difficult.

HOW TO DO IT

1)

(2)

3)

(4)

()

(6)

(7)
(8)

©)

Know that incentives for (re)locating can be found in different places for different-sized
companies. Huge corporations can usually contact the secretary of state, whereas smaller
firms would have better luck looking to chambers of commerce or local economic
development organizations.

Make a list of the things your company needs to thrive, and then prioritize them.

Make a list of the things you want in a community for your personal and professional
family. Make a list of communities that offer the amenities your lifestyle demands as well
as the resources your company needs.

Develop a list of questions for economic development agencies and local business
executives.

Be sure to communicate with your present local economic development organization about
incentives for staying, and evaluate your present location alongside the other sites you
consider.

Develop a plan for how you will deal with your current employees and customers as you
move.

Because everyone who moves with your company will need new housing, are local banks
willing to work with flexible terms?
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Best Cities: The Lists

50 Best Large Metro Areas to Start and Grow a Company

1. Phoenix, AZ
Rapid population growth means more customers and more workers, particularly for high-tech companies, while a
renovated art museum, four major sports franchises, and the sunny climate attract residents.

2. Salt Lake City-Provo, UT
The host city of the 2002 Winter Olympics prides itself on its affordable lifestyle and young, educated, often
multilingual workforce (reflecting the influence of the Church of the Latter Day Saints).

3. Atlanta, GA
Still the capital of the New South, Atlanta has a range of resources for the entrepreneur: universities, a major airport,
a large and educated workforce, and access to venture capital and other funding.

4. Raleigh-Durham, NC
The home of three powerhouse universities (Duke, University of North Carolina, and North Carolina State) and
software/pharmaceutical stronghold Research Triangle Park has a strong entrepreneurial infrastructure.

5. Indianapolis, IN
Established local industries such as pharmaceuticals and auto racing are spinning off start-ups in biotech, software,
and other technical areas.

6. Dallas-Fort Worth, TX
The base of 19 Fortune 500 companies, with strengths in energy, banking, insurance, and convention business, the
Dallas-Fort Worth area is also a hotbed of telecommunications-technology companies.

7. Charlotte, NC-SC
A national sports and banking capital, Charlotte is the big city of the Carolinas but remains livable enough to attract
a skilled workforce.

8. Memphis, TN-AR-MS
Memphis’s strength as a shipping and air-cargo hub gives its businesses access to customers and suppliers all over
the country and the world.

9. Washington, DC-MD-VA
The area’s longtime major industry, the federal government, is now facing competition from the Internet service
providers, software companies, and Web-hosting data centers clustered in northern Virginia.

10. Orlando, FL
Tourism is still the big moneymaker, but Orlando aims to diversify into high tech, starting with a cluster of laser-
related businesses growing out of the University of Central Florida.

11. Denver-Boulder, CO 31. Chicago, IL-IN

12. Birmingham-Tuscaloosa, AL 32. Portland-Vancouver, OR-WA
13. Grand Rapids-Muskegon, Ml 33. Norfolk-Portsmouth-Virginia Beach, VA
14. San Diego, CA 34. Seattle, WA

15. Minneapolis-St. Paul, MN-WI 35. Boston, MA

16. Louisville, KY-IN 36. Los Angeles, CA

17. Houston-Galveston, TX 37. Dayton-Springfield, OH

18. Nashville, TN 38. Oklahoma City, OK

19. Kansas City, MO-KS 39. New Orleans, LA

20. Milwaukee-Racine-Sheboygan, WI 40. Cleveland-Akron, OH

21. Columbus, OH 41. Greensboro-Winston-Salem, NC
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22. San Antonio, TX 42. Sacramento, CA

23. Miami-Fort Lauderdale, FL 43. Philadelphia, PA-NJ

24. San Francisco-Oakland-San Jose, CA 44. Bridgeport-Stamford-Norwalk, CT

25. Cincinnati, OH-KY-IN 45. Pittsburgh, PA

26. Tampa-St. Petersburg, FL 46. New York, NY-NJ

27. Richmond, VA 47. Buffalo, NY

28. St. Louis, MO-IL 48. Hartford, CT

29. Detroit, Ml 49. Rochester, NY

30. Baltimore, MD 50. Albany-Schenectady-Troy-Glens Falls, NY

50 Best Small Metro Areas to Start and Grow a Company

1. Las Vegas, NV
Las Vegas offers a low-tax environment and a market of more than 33 million tourists annually.

2. Fargo-Moorhead, ND-MN
Because of low crime rates, a strong commitment to education, and the availability of labor (as the agricultural
sector has declined), this area provides a solid base for companies like Great Plains Software.

3. Sioux Falls, SD
A pro-business environment (no corporate or personal income taxes), a family-friendly quality of life, and relatively
low labor costs have helped Sioux Falls companies like Gateway thrive.

4. Reno, NV
No personal or corporate income taxes, an outdoors lifestyle, and easy access to transportation (air, rail, and road)
have made Reno a regional-distribution and back-office-processing hub.

5. Austin, TX

The live-music capital of the world is now home to a host of hardware, software, and Internet companies, thanks to
an active venture-capital community and a ready pool of talent from the University of Texas’s giant flagship
campus.

6. Charleston, SC
A longtime tourist destination because of its beaches and historic district, Charleston also has a major container port
that draws manufacturers and distributors.

7. Wilmington-Jacksonville, NC
Wilmington’s scenic location on the North Carolina coast makes the city a popular spot for filming movies and
television shows, and also helps attract employees in a range of industries.

8. Montgomery, AL
Montgomery is a major distribution center for the Southeast that also entertains high-tech ambitions, with five local
universities and colleges and two air-force bases to supply a technology-savvy workforce.

9. Columbia, SC
A state capital with a university and a nearby military base that ensure a high-quality workforce, Columbia also has
a strong financial-services sector.

10. Baton Rouge, LA
Home to two major universities and the country’s seventh-largest port, Baton Rouge boasts a thriving petrochemical
industry and a growing technology sector, thanks to AT&T’s Internet backbone.
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11. Jacksonville, FL 31. Wilmington, DE-NJ-MD

12. Savannah, GA 32. Springfield, MO

13. Lafayette, LA 33. Portsmouth-Dover-Rochester, NH
14. Green Bay-Appleton, WI 34. Toledo, OH

15. Lexington, KY 35. Fort Myers, FL

16. Fort Wayne, IN 36. Knoxville, TN

17. Tucson, AZ 37. Madison, WI

18. Mobile, AL 38. Des Moines, 1A

19. Omaha, NE-IA 39. Panama City-Fort Walton Beach, FL
20. Jackson, MS 40. Corpus Christi, TX

21. El Paso, TX 41. Gainesville-Ocala, FL

22. Lincoln, NE 42. Little Rock-Pine Bluff, AR

23. West Palm Beach, FL 43. Columbus, GA-AL

24. Manchester-Nashua, NH 44. Brownsville-McAllen, TX

25. Greenville-Spartanburg-Anderson, SC 45. Cedar Rapids-lowa City, IA

26. Boise, 1D 46. Augusta, GA-SC

27. Fort Collins-Loveland-Greeley, CO 47. South Bend-Benton Harbor, IN-MI
28. Topeka-Lawrence, KS 48. Shreveport, LA

29. Huntsville, AL 49. Lynchburg, VA

30. Wichita, KS 50. Pensacola, FL

Working with an Advisory Board

An advisory board is different from a formal board of directors. It’s less formal and often unpaid
but still important in the life cycle of a growing business.

From the outset of any new venture, every entrepreneur relies on the advice of at least one guide.
Whether with parents, peers or friends, these mentor relationships are informal, and usually you
will grow beyond their advice as your company grows.

As a result, you’ll find that you need more specialized guidance. If the growth of your business
has reached a plateau that none of your current mentors can help you cross, and if you don’t have
a board of directors or the board lacks the perspective you need, consider forming an advisory
board. Advisers with special knowledge and expertise can help you resolve specific problems or
develop aspects of your business that can open up new avenues for growth.

Your business could benefit from an advisory board in at least six ways:

(1) If you’re not ready to incorporate and establish a board of directors, a more informal group
of advisers can give you valuable assistance in the meantime.

(2) Well-selected advisers provide business experience and perspective on the business
environment that company executives lack. For example:

« Advisers can help you get back on track if your business has experienced setbacks or
is in financial trouble.
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. If you’re planning to expand your business, an advisory board can help you avoid
mistakes that could leave you overextended or struggling to survive.

(3) Aduvisers can be useful mediators of conflicts among company officers.

(4) Advisory board meetings provide an opportunity to get to know potential candidates for the
board of directors.

()

(6) Unlike directors, advisory board members are paid only meeting expenses and (sometimes)
minimal consulting fees. Most advisory board members will assist your company because
they believe in your vision and because they want to give back to other entrepreneurs. Even
so, some entrepreneurs still pay advisers a token amount or at least will send gifts to the
advisers in appreciation for their assistance.

Your advisory board members should offer:

(1) Knowledge and expertise specific to the problem or issue you want help with.

(2) A good mix of skills. For instance, you might include people in marketing, finance, human
resources or the law.

(3) Entrepreneurial experience. Have at least one adviser who has started and developed a
business and therefore understands firsthand the challenges you face.

(4) A high level of success. High achievers will have a richer store of successes and failures on
which to draw when advising you.

(%)

(6) Respect for you and your decisions as the head of your company, as well as for others in
your organization.

As you search for the right advisers, you need to:

(1) Be selective when recruiting advisers. You want to find someone you trust and respect.

(2) Find advisers through your contacts. Talk to fellow entrepreneurs, your accountant, your
lawyer and your banker. Ask them to recommend someone who meets your criteria.

(3) Tell potential advisers up front that you are interested in having them serve on your advisory
board. Explain why you are particularly interested in their help.
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(4)

()
(6)

(7)

Set up a time to meet face-to-face. Because you aren’t paying them, make sure you cover all
expenses associated with the meeting.

Ask yourself why someone would perform this service for little or no compensation.

The answer is vision. Most entrepreneurs are willing to give some of their time to help a
worthy cause. If they buy into your vision, they might be willing to help you as you grow
your business. Therefore, make sure you have a compelling vision to share.

Respect the adviser’s right to say no. No one is under any obligation to help you. If the
person turns you down but seems positive about your business, ask her or him to
recommend someone else who might be a good fit for your board.

After you’ve picked your board, you need to set some ground rules.

1)

)

(3)

(4)

Their function is to give you advice, not orders. Find a face-saving way to drop advisers
who don’t respect your decisions or your right to make them.

You’ll learn a lot from their achievements — and from their mistakes.

You might prefer to meet with them individually rather than as a group. This works well if
you want to tap the specific expertise of each adviser rather than have them work as a group
on company issues.

This is particularly important when you put together an informal advisory board to work on
one main problem.

How do it:

1)

)

©)

Seek advice from members of your personal network or other entrepreneurs who have set up
an advisory board. Ask not only for their suggestions regarding the creation of such boards
but also for any warnings about things you should avoid.

Contact a nonprofit organization that can help you. The National Association of Corporate
Directors (NACD) advises entrepreneurs on selecting and working with advisers and
directors..

Seriously consider the advice you receive from your advisory board. If you decide to take it,
report back to your advisers on the results. They’ll be expecting such feedback. If you find
yourself frequently ignoring the advice of your board, ask yourself why you are using them.
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Either change board members to fit your vision or start listening better. Otherwise you are
just wasting the time of busy professionals.

(4) Give back. Serve on other companies’ advisory boards if you’re asked. You’ll learn plenty
about how boards can operate most effectively. At the same time you’ll also benefit from
expanding your own network and perhaps your client base.

Board of Directors

Establishing and Working with Your Board of Directors

A young company might not need a strong board of directors. Your own vision, creativity and
enthusiasm can be enough to propel you safely through the start-up phase.

But your need for guidance shifts dramatically when your company faces critical turning points
in its development. Perhaps a serious fiscal crisis threatens the very survival of the business. Or
you find yourself poised for a surge of growth but are unsure how to take your business to the
next level.

To navigate such important and difficult issues, you’ll need shrewd, reliable advice. Establish a
strong outside board of directors to provide the experience, expertise and knowledge necessary to
help solve key problems and guide your company’s growth.

Fear of losing control of the company is the main reason entrepreneurs resist appointing an
outside board of directors. Others feel that a board is just not necessary.

A proprietorship or partnership does not have a board of directors. When a company
incorporates, state laws require it to establish bylaws and appoint a board of directors. The board
then appoints company officers (president, vice president, secretary, treasurer). Small company
boards often serve as officers themselves. Very small companies can have a one-person-board-
and-officer team in states in which laws permit a company to incorporate with just one board
member.

Company owners appoint boards of directors. As owner or majority shareholder, you may decide
to appoint yourself and rely on an informal group of advisers, or even on a more formal advisory
board, as described in the Quick-Read “Working With an Advisory Board”. Or you might opt for
a CEO-friendly board of directors made up of family and old friends.

Yet with a board of directors you can gain even more control over the running — and growth —
of your company. Here’s what a strong board can do for your business:

« Enhance your company’s credibility as well as your own. You’ll be seen as a CEO who is
eager for input and willing to consider the ideas of others.
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Bring experience and knowledge to bear on issues that may be impeding your company’s
growth.

Provide access to resources and contacts, including potential strategic partners, customers
and sources for financing.

Selecting Board Members

1)

()

©)

(4)

They’ll bring the most objective approach to the table. Experts advise including 75% to 80%
outsiders. Thus you, as CEO, would be the sole insider on a five-member board. If you want
another insider, select the head of a key operating function, such as finance.

An entrepreneur who has been through a growth phase similar to the one your business is
entering would be ideal. Board members also should have extensive and useful connections
in the business world.

This will give breadth to your board and contribute to creative thinking.

Find someone with expertise in sales and marketing, for instance, if that’s a weak area for
you.

How to Screen a Board Candidate

You might want to hire an executive search firm to help find directors. But if you’re conducting
the search, ask your business network to recommend top-flight candidates. Then hold as many
interviews as necessary to get the right people.

(1)

)

©)

“Because my experience can help grow your company” is the ideal answer.

What specifically has the individual contributed? You want an active board, not directors in
it for money, prestige and a gilded resume.

Wait at least until the second interview. People in it primarily for money might even ask
about cash or stocks in the initial interview. They won’t serve your board well.
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(4)

Hold first interviews during breakfast, lunch or dinner at your offices or in restaurants. The
relaxed circumstances will help you get a feel for individual personalities and character.
Visit candidates’ offices also. Observe the culture: Is the atmosphere positive? Do peers and
subordinates seem comfortable? How do candidates handle interruptions? Are they gracious
to visitors and employees? The answers indicate how well they’ll get along with the rest of
your board.

Working With Your Board

(1)

Establish bylaws that give the board just the powers you want it to have.

Will the CEO be board chairman? Will the owner or majority shareholder?

Will the board be able to add members? Fire them?

Will it set executive compensation? For all executives?

Will it determine governance structure (command and control, team, flat, matrix)?

Will it decide when to issue more stock? When to go public? When to pursue joint
operations or a merger with another company? When to go out of business?

Remember: If you get funding from a venture capital firm, it probably will expect board
representation to protect its investment.

()

(3)

(4)

()

(6)

(7)

Appoint board members who agree with your business philosophy. For instance, if you plan
to accept short-term losses to invest capital in research or expansion for long-term gains,
you’ll need board support.

Use the expertise of board members. If you’re developing a new marketing plan, consult
whichever directors have relevant knowledge and experience.

Give the board full access to management. Make it clear that the board can contact any
member of your management team directly at any time. This will provide a broader picture
of the company’s operations.

Be well prepared for board meetings. You want members to deal with key issues during
each session. To facilitate this, provide them with adequate background information before
the meeting.

Be honest. Don’t paint so rosy a picture of your financial situation, for example, that you
distort the facts. Board members can’t help grow your business if they’re unaware of key
problems.

Work with the board’s audit committee. Their job is to keep you out of trouble by making
sure your financial accounting matches standard accounting practices. Meetings of the
committee should be held at least every six months. Ask open-ended questions that will
bring out the information that can help you most: What is your main area of concern? In
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what area did your opinion differ most from that of our chief financial officer? Is there
anything more | should know?

(8) Let the board help you. If your company is in any kind of trouble — including financial ask
for the board’s input. Follow the advice you get.

HOW TO DO IT

(1) Consult with other entrepreneurs who have set up an outside board of directors. Find out
how they handled the process.

(2) Contact the National Association of Corporate Directors (NACD) (see Resources). NACD
advises entrepreneurs on selecting and working with directors. The group also offers
assessments of current boards.

(3) Be prepared to pay your directors adequately. According to NACD, annual pay ranges
between $3,000 and $10,000 for an outside director.

(4) Choose board members who are likely to be personally compatible. They’ll work better as a
group on your company’s behalf.

(5) Limit your board to between five and seven members. A larger board won’t be as
productive.

(6) Be dependable. Don’t cancel meetings arbitrarily. Pay board members’ expenses (travel,
accommodation and food) promptly.

(7) Be open to your directors’ ideas. They will propose changes to benefit your company.

Building the Board of Directors

Is recruiting a board of directors really worth it? Absolutely — if you want your company to grow

How much does a strong (or even a not-so-strong) board of directors really matter to a growth-
oriented company? It might be the difference between success and failure.

Just ask Sally J. Smith, the president and CEO of Buffalo Wild Wings Inc., the Minneapolis-
based franchisor of Buffalo Wild Wings Grill & Bar restaurants. Smith was recruited to the
company in 1994 by a disgruntled investor who had lost faith in the business’s management
team and profitability prospects. “There wasn’t any reliable accounting system in place,” she
recalls. “Even though some of the restaurants in the chain were doing more than a million
dollars” worth of business a year, the company was losing money -- although nobody knew how
much.” One of the biggest strikes against it was a do-little advisory board that lacked
sophisticated financial expertise and was unable to challenge the company’s two founders. “We
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were on the verge of a major cash-flow disaster,” says Smith, who started out in the role of chief
financial officer and was later promoted to the top leadership post.

Working with two new advisory board members, including Buffalo Wild Wings’ outside
investor, Smith got to work on forming a strong new board of directors, one with the business
qualifications and leadership authority necessary to force the entrepreneurial company back on
track. Under the strengthened board’s direction, Smith focused on two key objectives:
revamping the company’s accounting systems in order to give board members the timely,
accurate financial reports they needed; and creating a series of financial plans to provide the
board with specific turnaround goals, time frames, and standards of accountability. And the
strategy worked: since 1996, sales have increased by more than 65%, to about $30 million this
year, and the company is once again profitable.

For a private company struggling to navigate its way through the challenges of fast growth and
the often treacherous capital markets, a strong board can provide valuable assistance in all kinds
of ways. Unfortunately, many entrepreneurs are so worried about control that they either opt for
no board at all or pad their boards with longtime friends or family members.

Either approach can become a costly mistake. “What entrepreneurs often don’t realize is that a
strong board can help a young or growing company build credibility in the outside world,”
explains Bill Vogelgesang, a managing director and principal in the Cleveland office of Brown,
Gibbons, Lang & Co., an investment-banking firm. “A good board -- especially one with heavy
involvement from other CEOs and decision makers -- reflects well upon a chief executive
because it shows that he or she can take criticism and doesn’t just want to impose one business
vision on the company.”

Savvy businesspeople often know the benefits of an activist board from past experience. Bruce
Fador, president and CEO of Boston-based WorldStreet Corp., a Web-based securities-industry
company, learned of the importance of such a board when he was running fast-growing First Call
Corp.

“At WorldStreet, 1’ve got seven people on my board now -- six of them outsiders,” says Fador.
With the three-year-old company in an intensive-growth phase, fueled by a recent $15-million
round of financing, the CEO meets with his board every six to eight weeks. “I have confidence
that they will kick my butt in a very focused way, if that’s appropriate,” he says. “We all need to
be at industrial strength as we work toward our next level.”

For entrepreneurial companies interested in setting up boards of their own that will build
credibility and enhance growth strategies, here are five points to keep in mind:

(1) Creating an effective board does involve taking some risks. Ben Boissevain, a managing
director of E-Technologies Associates, a New York City-based investment-banking and -
advisory firm, often sits down with his entrepreneurial clients to warn them that the key
issues are “control, credibility, and access.” He explains: “A well-connected board of
experienced outsiders will give your company a lot of credibility in the business world as
well as potential access to financing sources and other business opportunities. The
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©)

countervailing force, which you also need to take seriously, is that you give up some
measure of control the more outsiders you put on your board.” Translation: a strong, active
board -- with a majority of members from outside the company -- has the power, at least in
theory, to replace a company’s management if it loses confidence.

That said, the risk of a total management overhaul should be minimal in a company with a
good business plan and a strong management team. “A board isn’t there to replace
management but to enhance it,” Sally Smith notes. “My feeling is, if we suddenly went off
course, the last thing the board would do is suddenly make massive changes. | would expect
our board members to look for ways to help us deal with our problems -- things like ‘Here
are the resources we can provide’ or ‘Here’s the way we’ve dealt with this issue in the
past.”

When considering a prospective board, view it from the outside world’s perspective. “The
issue of what constitutes the best board makeup is one of the most heavily debated business
issues,” comments Steve Buffone, a partner in the New York City office of the law firm of
Gibson, Dunn & Crutcher. “If you’re setting one up -- and want to know how the banking or
investment community will evaluate it -- it’s probably helpful to know the prevailing
wisdom: the most effective mix is 75% to 80% outsiders.”

Personal chemistry does matter: unless a board is being put together in a crisis situation, it
makes sense to take the time to find qualified outsiders who have a good rapport with a
company’s leadership, not to mention an informed interest in its industry’s challenges.

If your board has only five seats, then the company’s chief executive will probably be the
only insider to serve on it. If there’s room for another insider, he or she should represent a
key operating function, typically that of finance or marketing.

That’s the assessment of Michael E. Frank, a general partner at Advanced Technology
Ventures, a venture-capital firm with offices in Waltham, Mass., and Palo Alto, Calif., that
typically considers about 5,000 business plans each year -- before choosing 20 or so
companies to invest in. With that amount of exposure to the market, Frank has a pretty good
sense of what works and what doesn’t.

“What you’re looking for in an effective board is a group of mostly outsiders who have
been through the entrepreneurial process many times. They understand the generic operating
issues that a growth-oriented company typically faces,” says Frank. “Good board members
also have a very broad range of contacts that they can reach out to, which may include
possible financiers, strategic partners, or even potential customers.”

Others recommend not limiting your search for board members to your community’s
equivalent of Bill Gates or Warren Buffett. “Companies can get tremendous benefit from
thinking outside the box, which may mean approaching business executives in very different
industries, or someone like a journalist who tracks the world of business from a very
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(4)

(5)

different perspective,” advises Jeff Simmons, a partner at Raphael and Raphael, a Boston
accounting firm.

The bottom line here: it’s the breadth of contacts and experience that brings the best payoff
to growing companies, rather than specific knowledge of any particular product or tiny
market niche. When you have the right big-picture group in place, you can always
supplement its expertise with an advisory board. “We might encourage one of those to be set
up that would be focused around one particular product or technology, if that seems
necessary. But you don’t want to waste a valuable board seat on this level of expertise,”
Frank advises.

Look for board members who can complement, rather than replicate, insiders’ strengths.
One helpful exercise recommended by Patrick J. Boroian, a general partner at Sprout Group,
the New York City-based venture-capital subsidiary of Donaldson, Lufkin & Jenrette,
involves creating a candid list of your own strengths and weaknesses. “Very few
entrepreneurs have all skills. It’s rare for someone to understand operations, finance, sales
and marketing, and human resources, and to be a great leader as well,” he notes. “So what
makes the most sense is finding board members who can complement your own skills set.”

In some cases, especially if your company is small or a start-up, you may not be able to
attract the right kind of board members, at least not on your own. In those cases, setting up
an informal team of advisers can provide you with valuable outside guidance. But upgrade
the group as soon as possible, perhaps with the assistance of an outside investor or with a
strategic business partner, once you form ties to more well established companies.

Remember that your board is your company’s face in the outside business community.
According to Vogelgesang, prospective investors frequently analyze the caliber of a
company’s board before deciding whether or not to get involved. “It’s not at all uncommon
for them to pick up the phone and call board members,” he says. “If they wind up speaking
to your brother-in-law and your best friend from kindergarten, that’s not going to speak too
well of you or your company.”

Be prepared to make changes if necessary, especially as new investors get involved.
Depending on the size of their financial stake in your company, investors will often insist
on at least one and sometimes two or more seats. Some venture capitalists and other
private-equity firms will go a step further and require reconstruction of the board -- from
scratch -- and sole veto power on selecting its members. Although business owners may
object to an investor’s inflexibility on that point, the result is probably in everyone’s best
interest. After all, strong boards usually help build strong companies.

IMSE 498/898 (Section 4): Engineering Entrepreneurship [© Paul Savory — 2002] Section A: Page 50



The ABCs of Building a Great Board

You want to do it, but you don’t know how. Here’s a blueprint for creating the kind of board that
can help your company achieve its growth objectives.

1)

Depending on state regulations, creating a board of directors can be as simple as filing a
descriptive amendment to your certificate of incorporation or corporate bylaws, or including
a description when you file for incorporation. So don’t delay because you’re worried about
the cost or time involved.

)

If your company is growing fast or facing a range of complex business or financing issues,
you may want to meet as often as every four to six weeks. For very young or mature
companies, quarterly meetings will probably be adequate.

(3)

Don’t load up your board with so many people that you’ll never get anything done. A good
rule of thumb: Five to seven well-qualified members is all you’ll need.

(4)

To attract the best team to your company, be prepared to pay for travel expenses (so that you
won’t be tied only to local talent), a token stipend (up to $1,000 per meeting), and a small
stock-option package, if that’s appropriate to your industry and growth plans.

(5)

Once you’ve set up a top-quality board, treat its members accordingly. That means holding
meetings as scheduled, promptly reimbursing them for expenses, keeping accurate minutes
of meetings, and otherwise doing everything you can to help your board work well for your
company.

Boards that are not Bored

Every large public company has a board of directors. The news is filled with stories about
prominent people joining boards, about boards kicking out presidents and founders, and about
personal liability of members of the boards. In a large public company, the board plays an
incredibly important, and often controversial role in the governance and development of a
company.

Given this, should a startup or small entrepreneurial company have a board of directors? | say,
emphatically, YES!

By definition, every corporation has a board of directors. The minimum legal size of the board
varies by state. In some states, the minimum size is three people (typically a president, secretary,
and treasurer--also referred to as the officers of the company). In other states, the minimum size
is linked to the number of shareholders--if there is only one equity holder in the corporation,
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there only needs to be one board member. Of course, there are several different types of
companies, such as partnerships or sole proprietorships that do not require a formal board.

For many companies, the board of directors ends up being the founders of the company.
However, | believe there is huge value in expanding the board to include “outside” directors--
those that do not work for the company, but offer their time and advice to help shape and guide
the company. These outside directors serve a similar function to those of a public company, but
often with a much different approach.

I have been a member of many boards of directors and | have come to classify each board as one
of three different types:

These are boards that role up their sleeves and help the founders and management team of the
company get the job done. They meet frequently, have animated, engaged discussions, and
offer significant ongoing support and help to the key owners and managers of the company.

These are boards that meet four to six times a year for a status report on the company. If
everything is going well, they tend not to have much to say. If there are problems or issues,
they are often critical of the CEO and the management team. If things continue to go poorly,
they often take action of some sort.

These are boards that have no influence on the company. In many cases, they are simply
rubber stamp exercises for the CEO or founders.

The only type of board that I believe is useful for a small, entrepreneurial company is a working
board. The pressures in an entrepreneurial company are great enough that the founders and the
management team need everyone involved doing everything they can to make the company
successful. This does not mean that everyone agrees on everything, or the members of the board
are not critical of the management team. But, it does mean that there is an active, open
commitment to work with the founders and management team to make the company succeed
wildly.

Board members come in many shapes and sizes. In my experience, a good size of a board is five
to seven people, including the insiders. If there are only one or two insiders on the board, a total
board size of five is plenty. If there are more than two insiders on the board, seven board
members is more appropriate. | recommend that several of the outside board members be highly
experienced entrepreneurs in the market that the company is going after. The rest of the board
members should be experienced entrepreneurs in other business segments, but with a particular
interest in something about the company.

The chairman of the board is often one of the insiders, such as the president or CEO. However,
in many cases, you may want the chairman to be one of the outsiders, especially in a situation
where one of the outsiders helped start the company by putting up some of the initial seed
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capital. The role of the chairman varies dramatically, but it often raises the level of commitment
of the individual board member that is the chairman and the overall board in general.

Significant outside investors, especially venture capitalists, will want board seats. | recommend
you limit the number of outside investors on your board, unless they fit the criteria listed above.
Aventure investor only needs one board seat - if you have a syndicate of venture investors
(several different venture capitalists that invested together in the round), consider offering one
board seat and extending observer rights (e.g. the right to attend any board meeting) to the other
investors. These rights should be negotiated as part of the investment.

In addition to functioning as a regular sounding board for the management team, board members
can contribute substantially to the business, both as a group and individually. Board members
can be incredibly useful during financings, merger and acquisition activity, general corporate
strategy, and executive recruiting. Do not overlook the experiences and skills of each of the
individual board members--they can often play high value, short term consulting roles as needed.

Board members should be compensated for their efforts. At the minimum, their travel expenses
should be paid. Most entrepreneurial companies should set up an option package for the board
members - depending on the level of effort requested of the board, this could be as little as 0.25
percent of the company or as much as 2 percent of the company vesting over four years. In
addition, many board members are interested and willing to invest in the company. | always
believe that it is in the best interest of a company to have the board members have a meaningful
equity stake in the company.

In some cases, the directors that you recruit will have a substantial personal net worth. In these
cases, they might ask if the company has “Director and Officers Insurance” (D&O Insurance).
This is insurance that protects the director from having personal liability in case the company
gets sued. Small companies cannot afford D&O insurance (in fact, most private companies
cannot afford this), while most public companies must have this as a requirement of the
underwriters in an initial public offering. So, when confronted with the question, the best
solution is to make sure that the articles of incorporation of the company provide the directors
with the highest limitation on liability afforded by the state the company is incorporated in.
Don’t waste your time investigating D&O pricing - it won’t be economical.

Finally, take good care of your board members. These are busy folks that are making a
substantial time and energy commitment to you. They share in the rewards if you are successful,
but their time and energy is at risk since their primary form of compensation is equity in your
company. Feed them. Make them comfortable. Have fun together! You’ll be pleasantly surprised
how much faster the relationships evolve and how much more valuable they become when
everyone is working hard, but having a good time together. Don’t ever let your board get bored.
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Ethics

Why You Need Good Business Ethics

Good ethics make good business sense. Your company stands to profit from a reputation for
acting with honesty and integrity.

Environics International recently surveyed 25,000 people in 23 countries; 50% said they “pay
attention” to the social behavior of companies. One in five said they’d protested poor social
performance by speaking out against the companies or refusing to buy their products.

Bottom line: Your policies and actions are under constant scrutiny and assessment by those who
can make or break your business. Can you afford not to do the right thing?

Having a code of ethics helps your company define and maintain standards of acceptable
behavior. A good ethical framework can help guide your company through times of increased
stress, such as rapid growth or organizational change, and decreases your firm’s susceptibility to
misconduct. Ensuring ethical practices in the workplace, such as with personnel policies, can
stave off expensive litigation or fines in the future. Last but not least, it can translate to great PR
for your business.

What makes for good business ethics? A few examples:

(1)

Pay fair wages, and keep your promises. Act quickly to put an end to any kind of harassment,
and show the same high level of respect for all your employees. Payoff: Low turnover, high
employee motivation and productivity. Commitment to growing your company.

)

Pay suppliers the amount agreed upon, and on time. Be fair with customers, not over-
charging and not inflating the quality or potential of your products or services. Payoff: A
sterling reputation that will help sustain your company even when times are tough.

@)
Don’t pollute the environment; recycle when possible. Heed protests of company policy or
actions. Give back to the community through charity fund-raising or other worthy causes.
Payoff: Goodwill that enhances your reputation as a positive force in the community.

(4)

Provide what you promise on your service contracts and in your advertising. Example: A
Canadian roofing company won’t accept payment on roof replacement or repair until after a
rainfall proves the roof doesn’t leak. Payoff: Repeat business as customers learn they can
trust you not to cheat them -- and these people tell their friends.
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Here are two proven ways to ensure that ethical conduct holds sway at your company:

(1) Adopt a code of ethics. This is a formal statement that sets standards of behavior for
everyone in the company. Your code can range widely, from confidentiality (keeping trade
secrets) to dealing with sexual harassment. Specify any penalties for violations. If the
company goals in your long-range plan are respected and referred to frequently, add
following the ethics code to them.

(2) Do a quick “ethics check” when necessary. If you’re not sure whether a decision or action
would be ethical, ask yourself:

« Isitlegal? Would I be violating federal, state or municipal law?

« Isitinaccordance with company policy?

« Isit fair? Would anyone lose out?

« Would I be proud of my action? How would | feel if my family and friends read
about it on the front page of the newspaper?

« How would our customers react? Would they be more inclined to trust us, or feel
cheated or betrayed?

HOW TO DO IT

(1) Model the ethical behavior you expect of your employees. Treat them with honesty and
respect if you want them to give one another — and your customers — the same treatment.

(2) Provide employees with opportunities for personal and professional growth. Tailor incentives
to individual needs.

(3) Educate employees about ethics. Use hypothetical situations: “What would you do if a valued
customer kept making suggestive remarks to a junior staffer?”

(4) Empower employees to treat customers right. Don’t criticize good ethical decisions made on
the front line, such as taking returns from loyal customers who don’t have receipts.

(5) Make sure employees are aware of your code of ethics. Encourage them to discuss ethical
concerns with you or another designated individual. Take those concerns seriously, and
ensure confidentiality. Consider an anonymous survey of the entire staff asking them to
define the organization’s ethical strengths and weaknesses.

(6) Share your code of ethics with customers. Invite them to be open regarding any doubts they
have about the integrity of your company and employees. Don’t react defensively.

(7) Reward ethical behavior. This can be done through raises, bonuses and employee recognition
awards.
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Ethics and Conflict of Interest

You’ve seen the headlines, “Politician caught in conflict of interest “ or “professional denies
conflict of interest allegations. “ You probably were thankful that you were not the subject of the
newspaper story. But you also may have wondered what exactly is a conflict of interest, why
such conflicts are ethically significant, and what you can do to avoid being in one.

A conflict of interest as “a situation in which a person, such as a public official, an employee, or
a professional, has a private or personal interest sufficient to appear to influence the objective
exercise of his or her official duties.”

There are three key elements in this definition. First, there is a private or personal interest. Often
this is a financial interest, but it could also be another sort of interest, say, to provide a special
advantage to a spouse or child. Taken by themselves, there is nothing wrong with pursuing
private or personal interests, for instance, changing jobs for more pay or helping your daughter
improve her golf stroke.

The problem comes when this private interest comes into conflict with the second feature of the
definition, an “official duty” -- quite literally the duty you have because you have an office or act
in an official capacity. As a professional you take on certain official responsibilities, by which
you acquire obligations to clients, employers, or others. These obligations are supposed to trump
private or personal interests.

Third, conflicts of interest interfere with professional responsibilities in a specific way, namely,
by interfering with objective professional judgment. A major reasons clients and employers
value professionals is that they expect professionals to be objective and independent. Factors,
like private and personal interests, that either interfere or appear likely to interfere with
objectivity are then a matter of legitimate concern to those who rely on professionals — be they
clients, employers, professional colleagues, or the general public. So it is also important to avoid
apparent and potential as well as actual conflicts of interests. An apparent conflict of interest is
one which a reasonable person would think that the professional’s judgment is likely to be
compromised. A potential conflict of interest involves a situation that may develop into an actual
conflict of interest.

Leading examples

Consider the following types of typical conflicts of interest:

(1)

For example, you work for government and use your official position to secure a contract for
a private consulting company you own. Another instance is using your government position
to get a summer job for your daughter.
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Bribery is one example; substantial [non token] gifts are another. For example, you are the
purchasing agent for your department and you accept a case of liquor from a major supplier.

(3)

Here, the professional solicits benefits in exchange for using her influence to unfairly
advance the interests of a particular party.

(4)

This could be as blatant as stealing office supplies for home use. Or it might be a bit more
subtle, say, using software which is licensed to your employer for private consulting work of
your own. In the first case, the employer’s permission eliminates the conflict; while in the
second, it doesn’t.

(5)

While working for a private client, you learn that the client is planning to buy land in your
region. You quickly rush out and buy the land in your wife’s name.

(6)

An example would be setting up a business on the side that is in direct competition with your
employer. Another case would be taking on so many outside clients that you don’t have the
time and energy to devote to your regular employer. In combination with [3] influence
peddling, it might be that a professional employed in the public service sells private
consulting services to an individual with the assurance that they will secure benefits from
government: “If you use my company, | am sure that you will pass the environmental
review.”

(7)

Here a dicey situation can be one in which a person who resigns from public or private
employment and goes into business in the same area. For example, a former public servant
sets up a practice lobbying the former department in which she was employed.

Some tests

How do you determine if you are in a conflict of interest, whether actual, apparent, or potential?
The key is to determine whether the situation you are in is likely to interfere or appear to
interfere with the independent judgment you are supposed to show as a professional in
performing your official duties. A good test is the “trust test’:

Trust, in my opinion, is at the ethical heart or core of this issue. Conflicts of interest involve the
abuse, actual or potential, of the trust people have in professionals. This is why conflicts of
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interest not only injure particular clients and employers, but they also damage the whole
profession by reducing the trust people generally have in professionals.

In fact, the ‘trust test’ suggests one very good way of dealing with a conflict of interest: reveal
your private interest in the matter to relevant parties. Often if we let others know what might be
influencing our judgment, they can be on their guard and not caught unaware.

But sometimes it isn’t enough to know that there is a particular private interest influencing a
professional’s judgment; the client, employer, etc. expects that the professional will stay out of
such situations. So the second way to avoid conflicts of interests is to absent yourself from
decision making or advice giving if you have a private interest. So in the case of potential self-
dealing, the conscientious professional will say that she can’t be involved in a situation where
she is both bidding on a government contract and deciding as a public servant who is awarded
the contract. She will either step aside and completely [and, | mean, completely] absent herself
from determining who gets the contract or refrain from bidding on such contracts in the first
place -- which is probably the wisest course of action.

A final word

It may take some skill and good judgment to recognizing that you are in a conflict of interest
situation. This is because private and personal interests can cloud a person’s objectivity. So it
may be a lot easier to recognize when others are in a conflict, than when you are. This suggests
that it may be useful to talk to a trusted colleague or friend when you are in doubt.

But once you recognize that you are in or are headed into a conflict of interest situation, the
ethical responses are straightforward: get out of the situation, or, if you can’t, make known to all
affected parties your private interest. These responses will preserve the trust essential to
professional objectivity.

It is important to realize that avoiding conflicts of interest is only one part of being a
conscientious professional. Another part is the difficult task of making choices when the ethics
of the situation aren’t clear or when there are good moral reasons for acting in diametrically
opposing ways. This is typical in the case of whistle blowing, in which a duty of loyalty to a
client or employer counsels confidentiality but this conflicts with a duty to warn the public of a
serious harm or danger.
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Business Plan

Getting Stated with a Business Plan

Writing a business plan is a good starting point for anyone with a business idea. The business
plan helps a prospective business owner to detail his/her idea by thinking through all the
implementation steps. This process helps the entrepreneur to see on paper whether the business
has a chance to succeed. The business plan is also written with bankers and investors in mind
when the entrepreneur is looking for financing.

The goal of the business plan is to communicate to yourself and others the "story™ of your
business from the beginning to the end: a description of the products and services that will be or
are sold, the way the business will operate or currently operates, and the vision and goals of your
business. If another party reads your business plan and has a clear understanding of what your
business is all about, it means your business plan is soundly written.

It is important to think of yourself as an investor in your business. As a rational person, you
would want to know everything about a business before you invest your money. The business
plan will help you to learn everything you need to know about your business. Think of the
business plan as a strategic communication tool for your business.

In summary, writing a business plan allows an entrepreneur to:

e Think about the business in detail.

e Focus on specific issues of the business that are not always apparent to a new
entrepreneur.

o Be prepared to answer specific questions about the business when contacting a lender for
a business loan.

A business plan should be written in third person. Words such as "I", "we", "my", and "our"
should not be used. Instead, consider using words and phrases such "management”, “the owner",
"the company", "Mr. Smith", etc. In this aspect, it might help to pretend you are reporting on the

business for a business magazine.

The following section presents an outline of a business plan. Each part of the business plan
contains a description of the content and some questions to consider. These questions will help
you figure out what you should include in each part. You should incorporate these questions in a
paragraph format for your business plan.
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348 Business Plan Outline

|. Title Page

I1. Executive Summary

[11. Company Profile

V. Market Research and Analysis

a. Customer Description
b. Market Analysis

V. Competitive Analysis
V1. Marketing Plan

Marketing Objectives

Products and Services

Pricing

Promotion

Place (Location and Distribution)
Ongoing Marketing Evaluation
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VI1I. Operations

Business Operations

Facility

Office equipment

Business Forms

Accounting and Bookkeeping System
Suppliers
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VIII. Human Resour ces M anagement

a. Local Labor Market Conditions
b. Personnel Management
c. Outside Assistance

| X. Financial Plan
a. Sources and Uses of Funds

b. Depreciation Schedule
c. Sales and Cost of Goods or Services Sold Schedules
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Loan Amortization Schedule
Income Statement

Cash Flow Statement
Balance Sheet

Breakeven Analysis
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RSP Business Plan Content

This page should include the title of the document, the name of the business, the logo if
applicable, the address and telephone number of the business, and the name(s) of the owner(s).

I1. Executive Summary

The executive summary is a condensed version of the entire business plan. It should be no longer
than two pages. It may be easier to compose this section after the plan has been written in its
entirety. Summarize the plan’s most important points from every section in the Executive
Summary.

The Executive Summary should address the following questions:

(1) Give the name and location of your business
(2) What type of business do you plan to have or already have?

(3)

(4) What is the industry/market of your business? Summarize the most relevant industry/market
facts that demonstrate that demand for your products/services is strong enough to justify the
existence of your business.

(5) What is unique about your products/services and what proprietary rights does the business
have? (i.e. patents, licenses, royalties, distribution rights, franchise agreements, etc.)

(6) What is the current stage of development for the venture (i.e. start-up, initial operations,
expansion, rapid growth, or stable operations)?

(7) What is or will be the legal form of the organization (i.e. proprietorship, partnership, limited
partnership, S-corporation, or C-corporation) and why?

(8) Who will be the key management personnel and what skills do they have that will help the
business? (Include name, title, and qualifications of each person.) List outside personnel
such as accountants or lawyers as well.

(9) Are sales constant or variable throughout the year(s) (i.e. market seasonality)?

(10) How long will it take the business to reach break-even? Explain how long it will take this
venture to generate profits.

(11) Who is requesting the funds?
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(12) For what purpose are the funds being requested (i.e. start a new business, buy an existing

business, purchase additional equipment for business expansion, etc.)?

(13) What are the expected benefits of this investment to your company?
(14) How will the funds be repaid?
(15)

(16) What collateral will be used to secure a loan (i.e. equipment, inventory, and home)?
(17) Summarize the financial projections. Indicate financial milestones.

I11. Company Profile

History of your company:
o Isita start-up business? If so, when do you plan to open it?
o |If it is an existing business, how long has it been in existence? What has its
progress been?
Structure of your company:
o Who are the owners and investors and what is their proportion of ownership?
o What is the legal structure?
Type of business: retail, wholesale, service, manufacturing, contracting, professional,
importing/exporting, etc.
Mission of the company: a mission statement defines the reasons for the existence of the
business.
Long-term goals: What do you plan for your business between 5 and 10 years from now?

Description of the products and/or services your company is selling. Keep this section short
because you will describe your products/services in more detail in the Marketing Plan section.

Other |ssues

THE COMPANY

1. What is/will the Company be called?

2. s this a merchandising, manufacturing, or service business?

3. When will/did the Company start operating?

4. What products or services will/does the Company provide?

5. Is this a seasonal business?

6. What will be the business form of the Company? (sole proprietorship, partnership,
corporation)

7. Who will/does own and manage the Company?

8. What facilities will be needed to operate the Company? (Ex. office, retail, factory)
9. What territory will the Company operate in or serve?

10. Why have you chosen your particular location?

11. What will/are the Company’s normal business hours?

12. Will/lIs the business a part-time or full-time business?

13. What is the current status of the Company? (start-up, expansion, acquisition)
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14. What licenses or tax permits are required to operate the Company in the county, city, state,
country?

FOR A NEW BUSINESS

1. Why will the business be successful?

2. What is your experience in this business or industry?

3. Have you spoken with other people in this kind of business? What was their response?
4. What will be special about your business?

5. Have you spoken with prospective trade suppliers to find out what managerial and/or
technical help they will provide?

6. Have you asked about trade credit?

7. 1f you will be doing any contract work, what are the terms? Reference any firm contract and
include a copy as supporting documentation.

8. Do you have letters of intent from prospective purchasers of the product/service?

FOR AN ACQUISITION

. When and by whom was the business founded?

Why is the owner selling the Company?

How did you arrive at a purchase price for the Company?

What is the trend of sales?

If the business is going downhill, Why? How can you turn it around?

How will your management make the business more profitable?

Will seller share last three years of financial data, including income tax returns?

NogakowdnpE

THE PRODUCT/SERVICE

If you are manufacturing a product:

What is the product?

What will you need (raw materials) to manufacture the product?
What suppliers (by name) will you need to provide raw materials?
Who will buy your product? Do you have a contract?

What manufacturing capacity will you need?

Where will you manufacture the product?

Will the product need to be protected by patent of copyright?

NogakowdnpE

If you arereselling a product manufactured by someone else:

What is the product?

Who will supply the product?

How will the product be shipped to you?

Do you need to package the product for resale to your customer?

If you deliver, how will you ship the product?

How will you display the product if the customer buys at your store?

Will you drop ship the product directly from the manufacturer to the customer?

NogakowdhE

If you are providing a service:
1. What is the service?
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2. What will you need to do in order to provide this service? (Buy equipment, hire people)
3. Does this service require special insurance, licensing, or bonding?

IV. Market Research and Analysis

This section of the business plan consists of three main parts: customer description, market
analysis, and competitive analysis.

Start with a description of your potential customers. Findings from the market analysis section
might reveal other opportunities for your business. Thus, you might want to reconsider the
contents of your Customer Description section if you discover new market potentials in the
Market Analysis section.

1)

If they are individuals, define the demographic characteristics of your customers (i.e. sex, age,
income, education, occupation, household size, and ZIP code of residence) as well as lifestyle or
other relevant characteristics. If your customers are businesses, define your customers in term of
statistical information (i.e. sales volume, number of employees, regional locations, main
activities, main customers, etc.).

()
If so, who are your primary and secondary target markets? (A primary target market is the group
to whom your product is sold the most.)

(3)
(4)

(5) What is the basis of the purchase decisions of the customers: price, quality, service, personal
contacts, political pressures, or some combination of these factors?

(1)

From what towns/parts of the city do your customers come from?

(2) What is the size of the different market segments (primary and secondary target markets) in
terms of number of people and amount of products/services sold to them?

(3) According to potential distributors, dealers, sales representatives, and other relevant sources,
what are the current and past trends affecting the market you plan to enter?

(4)
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(5) What are the major external factors affecting market growth (i.e. social, economic trends,
governmental/legal, societal, and environmental factors)?

(6)

(7) Describe the potential annual growth of the total market for your products or services for
each major customer group. Total market projections should be made for at least the next five
years.

Other |ssues

(1) Who are your customers (target market) and how would you describe them
(market segmentation: age, sex, profession, income, lifestyle, etc.)?
(2) What percent of the market will you have? How will you attract and keep this market?
(3) What features and benefits will the customer get when they buy your product/service?
(4)  Who needs this product of service?
(5) Where is the customer located?
(6) What is the present size of the market?
(7)  What is the market growth potential?
(8) Asthe market grows, does our share increase or decrease?
(99 How are you going to satisfy your market?
(10) How will you expand your market?
(11) How will the customer buy your product or service?
(12) What is the price of your product or service?
(13)

(14) s the price competitive to your competitors?

(15) How much product/service do you need to sell in order to cover your expenses? To show
a profit? This tells you your needed and desired market share. (You’ll need to do your
financial projections before you can answer this question but the answer goes in this
section of the Business Plan.)

(16) Why will someone pay your price? How did you arrive at that price?

(17) What special services do you offer that may justify higher prices?

(18) Will you offer to your customers? If so, describe your credit policy. Can you afford to
extend credit?
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V. Competitive Analysis

Use a table format to list and compare the major competitors affecting your business. This table
will allow you to summarize their strengths and weaknesses and pinpoint the most threatening
competitors. The table should compare competitors based on criteria that are relevant to your
organization. Here are come criteria to consider when analyzing competitors:

e Area of business

« Products/services sold

e Location

e Price

o Target market(s) served

o Physical appearance of the location

e Reputation/image

e Customer service

e Warranty policy

o Expertise of the owners and/or employees

« Visibility of advertising (i.e. name recognition)
o Number of years in business (i.e. experience)
o Market share

Table Sample:
Name of Type of Location Products or | Price Target Other
Competitors business services market(s) criteria
sold served
ABC Company | Coffee shop Downtown Drinksonly | $1-$5 per Students (+) Etc.
(+) Q) Q) drink(+)
XYZ Company | Coffee shop 132" & Drinks & $2-$5 per | Females from Etc.
(+) Maple pastry (+) drink 16-50 years old
) ) )
$1-$3.5
per pastry
(+)

In each cell, evaluate the strengths (+) and weaknesses (-) of each competitor on the relevant
criteria. After the table is completed, analyze which will be your strongest and the weakest
competitors based on the number of (+) and (-). This table will allow you to define the most and
least threatening companies that compete with your business.

(1) Who is the competition? List the five nearest by name by name.
(2) Where are they located?
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(3) Istheir business: steady? increasing? decreasing? why?

(4) What price(s) do the competitors charge?

(5 What are their strengths and weaknesses?

(6) How do competitors advertise?

(7) Have any competitors gotten out of this industry and if so, why? (This information might
indicate there are too many businesses for a certain market or this type of business is not a
good idea?)

(8)

(9) What is happening in this business/service/product’s industry? (For example: technological
changes, rapid growth, declining demand, etc.)

(10) Why will someone buy your product/service versus your competitors?

(11)

(12) How are their operations similar and dissimilar?
(13)

VI. Marketing Plan

According to the Marketing Mall of the Women’s Business Center, "a marketing plan helps you
establish, direct, and coordinate your marketing efforts. It forces you to assess what’s going on in
your marketplace and how it affects your business. It also provides a benchmark for later
measurement.

A marketing plan contains information about your company and its products, marketing
objectives and strategies, as well as how you will measure the success of your marketing
activities. It describes all the marketing activities you’ll perform during a specified time period
(usually one year). You’ll also include any background information and research results you used
to select those marketing activities. Finally, you’ll document the costs associated with your
planned marketing activities as well as the measurements you’ll use to determine success."

A marketing plan is composed of six sections: marketing objectives, products and services,
pricing, promotion, place, and on-going marketing evaluation.

constitute the four elements of the marketing mix, also known as the 4 P’s. Each section should
describe the different strategies you plan to take when approaching your customers, as well as
the costs involved with each marketing activity.
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Marketing Objectives

The main objective of a company is to increase its profits in many ways, one of which is
increasing its sales. However, it is important for a business to have specific marketing objectives,
so the owner knows exactly how the business will expand. Marketing objectives can be defined
in terms of:

To be effective, marketing objectives must follow three conditions. They must be:

These conditions will allow you to measure the effectiveness of your marketing strategies and
take corrective actions if the objectives have not been met.

Products and Services

This section should provide a detailed description of the products and/or services sold to your
customers. You can group the products and services by category or brand if it is relevant to your
business. It is important that the following issues be addressed in this section:

« Product/service positioning and image

« Proportions of sales revenue for each type of product/service

« Benefits of your products/services

« Level of quality for each type of product/service

. Seasonality of your products/services

« Economic value of your products/services: necessity or discretionary (i.e. luxury)
products/services?

« Propriety rights of your products/services (patents, copyrights, trademark, etc.)

« Warranty policy

The pricing policy is one of the most important decisions you will have to make. The "price must
be right" to penetrate the market, maintain a market position, and produce profits. Devote ample
time to considering a number of pricing strategies, and convincingly present the one you select.
It is important to know that, in many cases, price can reflect a perceived quality or value of a
product or service.
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Price can be calculated with the following equation:

Many factors can influence this equation, thus affecting pricing policies. Such factors are:

. Perceived value to customer (i.e. product, brand recognition, customer service, and
specialized expertise)

. Price sensitivity, a.k.a. price elasticity (i.e. if the price of a product rises or drops, does
demand for that product significantly increase, decrease, or remain unchanged?)

« Quality

« Product differentiation

« Competition

« Services accompanied with core product or service

. Location

« Target market

« Marketing objectives

« Cost of Goods or Services Sold

The following questions should be addressed when you describe your pricing strategy in your
business plan:

« How will you price your products/services?

« What is the reasoning behind this pricing policy?

« How does your pricing strategy compare with your competitors (i.e. price positioning: low,
medium or high price range)?

« If the price is higher than competition, justify it on the basis of newness, quality, warranty,
service, etc.

« How much profit will you generate from this pricing strategy?

« Do you plan on implementing a discount policy? If so, what will your policy be?

«  Will you accept credit cards?

«  Will you offer customer credit (i.e. deferred payment)?

Promotion

Before promoting your products or services, think of the image concept you would like your
products or services to be associated with. Think of visual designs that would help convey that
image (i.e. logo, signage, packaging, etc.).

This section should explain how you plan on reaching your customers. It describes the tactics
you will implement to achieve your marketing objectives. In other words, what marketing
activities will you use to promote your company and the products/services you provide to your
target market(s)?
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Marketing expenses should be perceived as an investment and should generate a good return on
the investment. The dollars spent on marketing strategies should be recovered by sales generated
by these marketing tactics. Keep in mind that when you start a new business, your marketing
budget will be limited. Do not rely on the misconception that mass media such as TV and radio
are the best methods to promote the launching of a new business. These media are expensive and
might not necessarily target the right audience for your business. You do not have to spend a lot
of money in marketing to promote your company successfully. Lastly, some marketing tactics
require more of your other resources (i.e. time and energy) than dollars.

Here are some marketing tactics you can consider to promote your business and
products/services:

1)
e TV, radio, and press advertising
o Outdoor advertising (billboards and public transportation)
e Yellow Pages advertising
2
o Letters and postcards
e Brochures and flyers
o Newsletters
©)
e Public speaking (i.e. seminars, conferences, and workshops)
o Press releases and news segment
e Interview show
o Community services (publicity)
e Sponsoring of local events
e Membership to general and trade associations (i.e. chamber of commerce, better
business bureau, and industry-specific associations)
o Offering a class through a Community College
(4)

o Sales force activities (sales representatives)
o Sales force training
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e Presentation materials
o Personal letters
e Customized proposals
o Telemarketing

()
« Promotional items (i.e. magnets, pens, coffee mugs...)
e Promotional sales (i.e. "buy one get the second at half price,” contests, lottery,
discounts, rebates, etc.)
o Coupons
(6)

e Tradeshows

e Website

o Co-advertising with other businesses

o Adbvertising in church bulletin boards, grocery stores, and other retail locations
e Referrals and word of mouth

« Signage (indoor and outdoor)

To implement these marketing activities, you have the choice between executing the process
yourself (do-it-yourself advertising) or using an outside source such as a consultant, an
advertising agency, a printing shop, or a direct mail company. This choice will depend on your
time and budget.

After selecting the marketing activities you will use to promote your business and
products/services, you need to calculate the cost of each activity. These costs can be integrated in
a media planning table. A media planning schedule is a document that presents all of the
marketing activities planned for one year with the costs associated with each activity. This
document will help you to know exactly what marketing expenses you can anticipate in the short
run and when they will occur. Use the sample presented below to complete your media planning.
Note that this sample only shows two months worth of marketing activities, but a full document
should be completed for one year (12 months worth of marketing activities).

Media Planning Sample

Month 1 Month 2
Xg?\lfifit'egg Week |[ Week |[ Week |[ Week || week || week || week || week

1 2 3 4 1 2 3 4
Yellow $80 $80
Pages Ad
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Newspaper $100 $100
Ad

Brochures $500

Direct Mail $1200
campaign

Promotional $100
items

Place (L ocation and Distribution)

This section addresses two issues: the business location and the distribution of your products and
services. First, you need to explain your choice of business location. Then, you need to explain
how you will distribute your products or services to your customers.

Business L ocation
To write this section, you need to answer the following questions:

« Are you going to need an office or retail space, or are you going to operate a home-based
business?

e What is the reasoning behind this choice (office/retail space vs. home-based business)?

e What criteria will influence your choice of business location?
o Closeness to your target market

Closeness to your competitors

Attractive rent and/or utility rates

Low crime rate in the area

Appealing traffic patterns (cars and/or pedestrians)

Ease of accessibility

Good visibility

Good local business climate
o Attractive tax rates and tax incentives

« Based on the above criteria, where will you locate your business if you decide to rent an
office or retail space?

O O OO0 0o oo

Distribution

In this section, you need to explain how you plan to distribute your products and/or services to
your customers? You can choose among several options. You may simply distribute your
products/services yourself or you may use a combination of resources such as:

« Asales force

« Asshipping company (i.e., Postal services, Federal Express, and UPS)
. Delivery services

« Distributors

« Retail outlets

« Independent contractors
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« Web sites

Ongoing Marketing Evaluation

Evaluating your marketing strategies is crucial to your business. First, you will discover which
activity has been successful and which has not. Second, this information will help you plan your
future marketing activities. Obviously, if you find out, for instance, that advertising in a
particular newspaper was not effective in generating sales, you may decide not to place an ad in
the same newspaper or decide to change the style or focus of the ad itself in your next marketing
plan. Lastly, this information will allow you to save money in the long term because your
experience in marketing your products/services will allow you to make better-informed decisions
for your future marketing plans.

To complete this section, you will need to answer the following questions:

(1) What methods will you use to track customer satisfaction (i.e. surveys, customer
complaints, referrals from customers, etc.)?

(2) What methods will you use to track the effectiveness of your marketing activities (surveys,
change in sales, change in market share, change in name recognition, customers’ comments
on advertising, etc.)?

(3) What communication methods will you use to facilitate feedback from your customers (i.e.
post office, phone number, 800-number, email, answering services, Web site, etc.)?

(4) Do you plan to develop a customer database? If so, what software will you use to develop
your database? What format will you use to present the information collected? What type of
information will you collect? How are you going to collect this information? How are you
going to use the information you collect in your database?

Other |ssues

(1) Who will sell?

(2) Who will advertise?

(3) Do you have an advertising plan? Budget?

(4) How will you advertise? How do your competitors advertise?

(5) What sales skills will be needed and what training will be offered?

(6) What marketing skills and techniques will be utilized?

(7) How will you sell?

(8) What sales/advertising will you need?

(9) What marketing materials will you need?

(20) How will you monitor sales results?

(11) What are your sales goals? (You need to do your financial projections before you can
answer this question.)

(12)

(13) How will your Company bill the customers? Will all sales be cash or will the Company
extend credit? If the Company extends credit, what will the credit terms be?
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VII. Operations

In this section, you should mention the hours and days the business will be open. If your business
differs from the norm, you should explain the reason(s) for this difference.

Facility
For this section, you need to address the following issues:

« Description of the facility (i.e. size and lease/buy status)
« Improvements of the facility:
o Special lighting fixtures
Heating, cooling, and ventilating
Display area (shelving, carpeting, display windows)
Storage area
Point of purchase displays
Security improvements (alarms, lights)
Parking

O 0000 O0

Note: you should contact your utilities company to obtain some advice about your facility
improvements.

o Facility regulations: if a license is required, check with licensing agencies for
regulations on your facility.

« Waste management and pollution control/prevention: as a business owner, you
need to decide how you are going to manage waste and whether you will focus on
pollution control or pollution prevention. Pollution control consists of treating and/or
disposing of industrial byproducts and discharge to the air, water, or land after
production has occurred. On the other hand, pollution prevention consists of limiting
the generation of byproducts during the production process. It is important to note
that taking a proactive approach to environmental management, based on pollution
prevention rather than control, enables companies to reduce costs, decrease liability
risks, and improve operating efficiency.

Office Equipment

In this section, you should describe all the office equipment (office furniture, hardware, and
software) needed to operate the business. This list of equipment can include purchases or
contributed capital (equipment donated to the business by the owner). This list should also
contain the cost and date of purchase for each piece of equipment.
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Business Forms

In this section, you need to describe the different business forms that you will use to operate your
business. Examples of standard forms are recruiting applications, personal records, and invoices.
This section will help you to organize the operations of your business.

Accounting and Bookkeeping System

It is important that you describe the accounting and bookkeeping system that you will use for
your Dbusiness because it will influence your business operations. For accounting and
bookkeeping systems, you have the choice among three options:

« Do-it-yourself system (i.e. use of QuickBooks)
. Customized system with a CPA
« Manual recording system (least recommended method)

If a business owner decides to delegate the accounting and bookkeeping tasks to another
employee or a CPA, he/she should still be involved with this aspect of the business. The owner is
the main decision-maker of the business. Therefore, he/she needs to be aware of the accounting
and financial status of the business to make educated decisions.

If your business is involved with suppliers, you should consider the following issues:
« List of suppliers (name, address, goods/services supplied, and terms of sales)
« Trade credit
« Suppliers’ quotes or bids

Other |ssues

(1) What is your business address?

(2) What are the physical features of the building including square footage?

(3) Isthe building leased or owned? If leased, state the terms.

(4) If renovations are needed, what are they? What is the expected cost? Get quotes in writing.
Include quotes as supporting documentation.

(5) Does zoning permit your business in that location?

(6) What is the neighborhood like (stable, changing, improving, deteriorating)? Are there other
special permits or licenses you may need?

(7) What kinds of businesses are in the area?

(8) Have you considered other areas? Why is this one the desirable site for your business?

(9) Why is this the right building and location for your business?

(10) How does this location affect your operating costs?
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VIII. Human Resour ce Management
Local Labor Market Conditions

In this section, you should address the following issues:

« Description of the local labor market conditions that would affect your business (i.e.
unemployment rate, employee mobility, wages and salary rates, and standard benefits
offered).

. Description of the hiring strategy used to recruit the best employees for your business (i.e.
newspapers advertising, Web site advertising, university employment offices, employment
agencies, etc.). Refer to the Department of Labor for labor market information.

Personnel Management

In this section, you should address the following issues:

(1) Owner(s)/manager(s)’ experience and expertise in management and the industry of
the business. You should include a copy of the owner(s)/manager(s)’ resumes as an
attachment to the business plan. Many financial institutions read business owners’ resumes
to estimate their past experience in management and the industry of the business.

(2) Job description of each employee including the owner (s)/manager (s). A job description
should include the job title, duties, responsibilities/decision-making, requirements,
compensation package (i.e. pay, fringe benefits, and incentive programs), and full-time vs.
part-time status associated with a position.

(3) Job training. What type of training and orientation will you offer to new employees? What
type of continuous training will you offer to current employees to expand their skills and
increase their expertise? In other words, what training programs will you and your
employees use to keep up with the expertise, technology, and management needed for your
business? What types of other informative sources will you and your employees use to stay
informed on the latest issues (i.e. trade magazines, associations, trade organizations, etc.)?

Outside Assistance

You should provide a list and description of the individuals and organizations that will or are
helping you with the operations of your business. Examples of outside sources are:

e Consultant (SBDC, SCORE, Chamber of Commerce)
e Insurance agent

e CPA/accountant

o Lawyer

e Advertising agency

o Employment agency

o Banker
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« Relatives or friends
o Trade associations

Other |ssues

PERSONNEL

(1) What are your personnel needs now? In the near future? In five years?
(2) What skills must they have?

(3) Are the people you need available? How many will you hire?

(4) Will your employees be full-time or part-time?

()

(6) Will you provide fringe benefits? If so, what? Have you calculated workers compensation
costs? Have you calculated the cost of all these benefits?

(7) Will you utilize overtime?

(8) Will you have to train people? If so, at what cost to the business (both time of more
experienced workers and money)?

MANAGEMENT

(1) Who manages the Company? What is the person’s business background?

(2) What is the person’s experience in this particular business?

(3) How does the past education/experience of all key personnel contribute to this venture and
complement each other? Include a resume of key personnel.

(4) What will each person do? Who sells/advertises? Who keeps the books?

(5) How will the people be paid? (salary, hourly, commission, profit sharing, etc.)

(6) What will they be paid?

(7) Do you have a Board of Directors? If so, who are they?

(8)

| X. Financial Plan

This section should include a summary of the financial projections. This summary should
describe the feasibility of the business in terms of sales, growth, net income, cash flows,
expenses, etc. The potential lender for your business will examine this section of the business
plan in great detail to assess the viability of your business. The viability of your business will
determine the final decision of the lender to accept or reject the loan application.

To show a realistic picture of the business feasibility, it is recommended to prepare financial
projections for a minimum of three years. Three years of projections will allow the business
owner as well as the lender to assess the development of the business. The projections will
indicate the evolution of sales, expenses, and cash flows and determine the viability of the
business.
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To prepare financial projections for your business, you will need the following financial
statements:

1)
(2)
3)
(4)
()
(6)
(7)
(8)
Remember to list your assumptions as you prepare your financial statements. You will need to
explain to the lender on what assumptions you have based your financial statements to justify the
end-results of your projections. Of course, it is important that you only use reasonable
assumptions to make your business venture as realistic as possible. Example of assumptions are

the number of employees, their wages, sales, cost of goods or services sold, operating expenses,
loan terms, assets contributed and/or purchased, owner’s equity, etc.

Sour ces and Uses of Funds

This document describes what funds are used to finance your business and how the funds will be
used to operate your business. Sources of funds can come from a business loan and the owner’s
equity. Examples of uses of funds are start-up expenses, purchase of equipment, inventory, and
working capital. Uses of funds will vary with the nature of your business.

Sample of Sourcesand Uses of Funds

Company Name

Sources and Uses of Funds

Sources of Funds

Business Loan $38,500
Owner's Equity $11,500
Total $50,000
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Uses of Funds

Start-Up Expenses (Corporation fees, | $5,000
advertising campaign , pre-paid utilities
and rent expenses)

Purchase of Equipment $25,000
Inventory $5,000
Working Capital $15,000
Total $50,000

« Provide a list of the sources of funds. Remember that most financial institutions require the
owner’s equity to be a minimum of 25-30% of the total amount needed.
« Provide a list of how the funds will be used.

Note that the sum of the sources of funds should equal to the sum of the uses of funds.

Depreciation Schedule

This document lists all the assets owned by the business. Such assets can be buildings, vehicles,
office equipment, software, hardware, and other fixed assets. The list of assets depends on the
type of business. The assets presented in the sample table at the end of this section are some of
the most common ones.

This Depreciation Schedule is used to calculate the depreciation expense for each asset. This
depreciation expense will show in the operating expenses of the Income Statement. Depreciation
is calculated with the straight-line method that has the following formula:

Depreciation Expense = (Total Cost of the Asset) — (Residual Value of the Asset)
Expected Life of the Asset

The residual value of an asset for a small business is usually equal to $0 because the asset will be
totally used up, thus completely depreciated.

The sample table is based on a new business scenario. Since the business is at the start-up phase,
the owner purchases all the assets at the opening of the business. Therefore, no accumulated
depreciation is to be taken into consideration. In the case of an existing business that has owned
assets for a few years, the business owner will have to take accumulated depreciation into
account to reflect the current usage of those assets.

If a business owner donates assets to the business, these assets should be considered as
contributed capital and not purchases. Like purchased assets, contributed assets should also be
depreciated. The purchased assets are listed as one-time purchases in the Cash Flow Statement,
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whereas the contributed assets will show only as contributed capital in the Balance Sheet (under
the Owner’s Equity section).

To complete this document, you need to take the following steps:

o Provide a detailed list of ALL the assets purchased and contributed to the
business.

o Provide the purchase price for all purchased assets and the current market value of
contributed assets.

o Provide an estimated expected life for each asset.

o Calculate the depreciation expense for each asset by using the straight-line
depreciation method. Use the following formulas:

Depreciation Expense per month = total cost/expected life in years/12 months

Depreciation per year = depreciation expense per month x 12 months

Sample of a Depreciation Schedule

Company Name

Depreciation Schedule

Equipment Unit Quan- || Total Expected ||Depreciation ||Depreciation ||Depreciation [Depreciation
Price |[tity Cost Life (# of|[Expense per|fYear 1 Year 2 Year 3

years) month

Desk $200 2 $400 5 $7 $80 $80 $80

Chairs $50 3 $150 5 $3 $30 $30 $30

Computers $1,300 |2 $2,600 |3 $72 $867 $867 $867

Fax/Printer $500 1 $500 3 $14 $167 $167 $167

Software $250 3 $750 2 $31 $375 $375 $375

File Cabinets [|$100 3 $300 5 $5 $60 $60 $60

Vehicle $10,00012 $20,00017 $238 $2,857 $2,857 $2,857

Signage $300 1 $300 3 $8 $100 $100 $100

TOTAL EQUIPMENT: $25,000 $378 $4,535 $4,535 $4,535

Sales and Cost of Goods or Services Sold Schedules

The sales schedule should describe the revenues generated from sales. The most basic formula to
calculate sales is the following: Total sales = unit price x number of units sold. However, the
methods used to calculate sales will vary with the activity of the business. Note that there is no
unique formula or method to calculate the total sales on a monthly or yearly basis.

When you are ready to calculate your sales schedule, think of reasonable assumptions that will
help you figure out your total monthly and yearly sales. You should consider the following
issues:
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o The unit price per product or service.

o The number of units sold of each product of service.

o The number of estimated customers buying products or services on a monthly or
yearly basis.

o The average purchase amount per customer.

o Any seasonality that may affect monthly sales throughout the year.

Good sales estimates can be obtained by calling competitors if they are willing to share such
information or by looking at industry figures.

Note that the total monthly and yearly sales will show on the Income Statement and the Cash
Flow Statement.

The Cost of Goods or Services Sold schedule should describe the direct costs associated with the
sales of these goods or services. If your business sells products, the financial statement should be
titled "Cost of Goods Sold"” or COGS. If your business provides services, the financial statement
should be titled "Cost of Services Sold" or COSS. Examples of direct costs included in either of
these two schedules are:

o Direct labor (i.e. wages and salaries of employees working only on the production
of a product or the delivery of a service).

o Direct Materials (i.e. any material specifically used for the production of a
product or the delivery of a service).

o Direct Overhead (i.e. any overhead expense specifically used for the production
of a product or the delivery of a service).

To calculate the total COGS or COSS directly associated with the production of a product or the
delivery of a service, add all the direct costs involved in the production of this product or the
delivery of that service. Again, there is no specific formula or method to calculate this figure
because it varies with the activity of the business.

Note that the total monthly and yearly COGS or COSS will show in the Income Statement and
the Cash Flow Statement. This figure is actually subtracted from the sales figure to obtain the
gross margin on sales in the Income Statement.

Loan Amortization Schedule

This document calculates the payment schedule of the business loan, if the business needs to
repay a loan. Contact your banker or an NBDC consultant to help you prepare that schedule. You
will need their assistance to calculate the monthly loan payment.

The following page shows a sample of a Loan Amortization Schedule. This document was
prepared on an Excel spreadsheet. The monthly loan payment is calculated with a complicated
formula that cannot be used manually. However, once the monthly loan payment is computed,
you can calculate the other elements of the table.
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Monthly interest payment = previous month balance of the loan x (interest rate / 12
months).

Monthly principal payment = monthly loan payment — monthly interest payment.

Monthly balance of the loan = monthly balance of the loan in the previous period —
monthly principal payment of the current period.

Sample of aLoan Amortization Schedule

Company Name
Loan Amortization Schedule
Start: Month1-Yearl
Monthly $1,279
Loan
Payment
Interest Rate (| 12.00% Year month
# payments |36 3 12
Present $38,500 Total Cash: |[$46,035
Value
Monthly Monthly Monthly
Interest Principal Balance
Payment [[Payment
Payment $38,500
1 $385 $894 $37,606
2 $376 $903 $36,704
3 $367 $912 $35,792
4 $358 $921 $34,871
5 $349 $930 $33,941
6 $339 $939 $33,002
7 $330 $949 $32,053
8 $321 $958 $31,095
9 $311 $968 $30,127
10 $301 $977 $29,149
11 $291 $987 $28,162
12 $282 $997 $27,165
13 $272 $1,007 $26,158
14 $262 $1,017 $25,141
15 $251 $1,027 $24,113
16 $241 $1,038 $23,076
17 $231 $1,048 $22,028
18 $220 $1,058 $20,969
19 $210 $1,069 $19,900
20 $199 $1,080 $18,820
21 $188 $1,091 $17,730
22 $177 $1,101 $16,628
23 $166 $1,112 $15,516
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24 $155 $1,124 $14,392
25 $144 $1,135 $13,258
26 $133 $1,146 $12,111
27 $121 $1,158 $10,954
28 $110 $1,169 $9,785
29 $98 $1,181 $8,604
30 $86 $1,193 $7,411
31 $74 $1,205 $6,206
32 $62 $1,217 $4,990
33 $50 $1,229 $3,761
34 $38 $1,241 $2,520
35 $25 $1,254 $1,266
36 $13 $1,266 $0
TOTAL $7,535 $38,500

p.m. $209 $1,069 $1,279

| ncome Statement

The Income Statement is a financial statement showing the revenues earned by a business, the
expenses incurred in earning these revenues, and the resulting Net Income or Loss. A Net
Income is earned when revenues exceed expenses, and a Net Loss is incurred if expenses exceed
revenues. The purpose of an Income Statement is to record sales and the matching expenses as
they are incurred even if no actual cash is exchanged.

An Income Statement includes the following items:

O O O o0 o

o

Total Sales on a monthly and yearly basis.

Total COGS or COSS on a monthly and yearly basis.

Gross Margin on Sales = Total Sales —Total COGS or COSS.

Operating Expenses: indirect costs incurred in operating the business.
Depreciation Expense on assets on a monthly and yearly basis (this expense is
included in the Operating Expenses).

Total interest expense on a business loan on a monthly and yearly basis.

Pretax Profit or Loss: Net Income or Loss before taxes.

To prepare an Income Statement, you need to take the following steps:

(o}

Report the total monthly and yearly sales (Note: the sum of the 12 monthly sales
correspond to the yearly sales) from your Sales Schedule on the Sales component
of the Income Statement.

Report the total monthly and yearly COGS or COSS (Note: the sum of the 12
monthly COGS or COSS figures correspond to the yearly COGS or COSS) from
your COGS or COSS Schedule on the COGS or COSS component of the Income
Statement.
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(0]

Calculate the Gross Margin on Sales by subtracting the total COGS or COSS
from the total Sales, on a monthly and yearly basis.

Prepare a list of all the Operating Expenses your business will incur on a monthly
and yearly basis. Such expenses vary according to the activity of the business.
The most common expenses among businesses are: Accounting Fees,
Advertising, Auto Expense, Depreciation Expense, Insurance, Office Expense,
Payroll Taxes, Rent, Telecommunication Expense, Utilities, and Wages &
Salaries.

Estimate the monthly and yearly cost of each operating expense you selected in
the above list.

Calculate the total operating expenses by adding all the operating expenses
together, on a monthly and yearly basis.

Report the Monthly Interest Payment from your Loan Amortization Schedule on
the Interest Expense component of the Income Statement on a monthly and yearly
basis.

Calculate the Pretax Profit or Loss with the following formula:

Pretax Profit or Loss = Gross Margin on sales — Total Expenses — Interest Expense.

Note that the Depreciation Expense was classified as an Operating Expense. This figure can be
obtained from the Depreciation Schedule table, under the Per Month Average line (Note: this
line refers to the total monthly depreciation expense for each year).

Sample of an Income Statement

Company Name

Income Statement for Period Ending of Year 1

Month |[Month [[Month ||Month [[Month [Month |[Month [Month |[Month [Month |Month [[Month ||TOTAL
1 2 3 4 5 6 7 8 9 10 11 12
Sales $15,000 [($15,000/$15,000 [[$15,000( $15,000 [| $15,000 || $15,000 || $15,000 |( $15,000 (| $15,000 || $15,000 || $15,000 || $180,000
Cost of Goods Sold [|$10,000 ||$10,000(|$10,000|$10,000 (1 $10,000 |{$10,000 | $10,000|{ $10,000{/$10,000|($10,000( $10,000|($10,000 || $120,000
gr?ss Margin on|$5,000 [($5,000 [$5,000 [$5,000 [($5,000 ($5,000 |($5,000 [|$5,000 [($5,000 [$5,000 [$5,000 |$5,000 ($60,000
ales
One-Time
Expenses
Start-Up Expenses [[$5,000 $5,000
Operating
Expenses
Accounting Fees  ||$50 $50 $50 $50 $50 $50 $50 $50 $50 $50 $50 $50 $600
Advertising $200 $200 $200 $200 $200 $200 $200 $200 $200 $200 $200 $200 $2,400
Auto Expense $75 $75 $75 $75 $75 $75 $75 $75 $75 $75 $75 $75 $900
Depreciation $378 $378 $378 $378 $378 $378 $378 $378 $378 $378 $378 $378 $4,535
Expense
Insurance $300 $300 $300 $300 $300 $300 $300 $300 $300 $300 $300 $300 $3,600
gaint_enance & (| $50 $50 $50 $50 $50 $50 $50 $50 $50 $50 $50 $50 $600
epair
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Miscellaneous $100 $100 $100 $100 $100 $100 $100 $100 $100 $100 $100 $100 $1,200
Office Expense $50 $50 $50 $50 $50 $50 $50 $50 $50 $50 $50 $50 $600
Payroll Taxes $225 $225 $225 $225 $225 $225 $225 $225 $225 $225 $225 $225 $2,700
Postage and [|$50 $50 $50 $50 $50 $50 $50 $50 $50 $50 $50 $50 $600
Shipping Expense
Rent $450 $450 $450 $450 $450 $450 $450 $450 $450 $450 $450 $450 $5,400
Telecommunication [ $150 $150 $150 $150 $150 $150 $150 $150 $150 $150 $150 $150 $1,800
Expense
Utilities $200 $200 $200 $200 $200 $200 $200 $200 $200 $200 $200 $200 $2,400
Wages & Salaries [|$1,500 [($1,500 [|$1,500 |[$1,500 ||$1,500 [[$1,500 |/$1,500 [($1,500 [|$1,500 [[$1,500 ||$1,500 ([($1,500 |$18,000
Total Expenses $8,778 [|$3,778 |[$3,778 [|$3,778 || $3,778 |($3,778 ||$3,778 (|$3,778 |[$3,778 [|$3,778 |[$3,778 ||$3,778 |[$50,335
Interest Expense| $385 $376 $367 $358 $349 $339 $330 $321 $311 $301 $291 $282 $4,010
for Business loan
(PLreta>)< Profit|[ ($4,163) || $846 $855 $864 $873 $883 $892 $902 $911 $921 $931 $940 $5,655
0ss

Cash Flow Statement

The Cash Flow Statement is a financial statement that accounts for the increase or decrease in a
company’s cash during a period by showing where the company got cash and how it used it. The
Ending Balance is greater than the Beginning Balance if cash inflows exceed cash outflows, and
it is less than the Beginning Balance if the cash outflows exceed cash inflows. The purpose of the
Cash Flow Statement is to record the cash inflows and outflows in the months in which they
actually occurred.

The Cash Flow Statement is closely related to the Income Statement since many accounts are
reported in both statements. However, the COGS or COSS are classified as a cash outflow (Cash
Paid Out) because they represent a cash expense to the business. The depreciation expense does
not show in the Cash Flow Statement because it is not a cash expense. Also, a new account,
called Loan Payment, is added to the Cash Flow Statement. This new account includes the
principal and interest payment of the business loan. Consequently, the Interest Expense does not
show in the Cash Flow Statement since it is already included in the Loan Payment.

A Cash Flow Statement includes the following items:

o A Beginning column that represents the sources and uses of funds before the
operations of the business start.

o Beginning Balance of the cash account for each month, which also is the Ending
Balance of the prior month.

o The Total Sales on a monthly and yearly basis.

o The Total Cash Available.

o The Cash Paid Out, including the total monthly and yearly COGS or COSS and
all the operating expenses.

o The Ending Balance of the cash account for each month.
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To prepare a Cash Flow Statement, you need to take the following steps:

(o}

In the Beginning column, report the sources of funds (i.e. Loan and Owner’s
Equity) from the Sources and Uses of Funds document to the Cash Flow
Statement in the appropriate cells.

In the Beginning column, report the uses of funds (i.e. Start-up Expenses, New
Equipment, and Inventory) from the Sources and Uses of Funds document to the
Cash Flow Statement in the appropriate cells (i.e. One-Time Purchases).

Note that Working Capital is not listed here because the remaining cash balance at
the end of the Beginning period will represent the amount of Working Capital.
This amount is reported as the Beginning Balance of Month 1.

In the Beginning column, calculate the Cash On Hand = Total Sources of Funds —
Total One-Time Purchases.

In the Beginning column, the accounts listed under Cash Paid Out have no costs
attributed to them because the business has not started its operations yet. Thus, the
Total Cash Paid Out is equal to $0.

Calculate the Ending Balance in the Beginning period = Total Cash Available +
Cash On Hand - Total Cash Paid Out.

For Months 1-12, the Beginning Balance for each month is equal to the Ending
Balance of the previous month.

For Months 1-12, report the monthly and yearly Sales from the Income Statement
to the Cash Flow Statement in the appropriate cells.

For Months 1-12, calculate the Total Cash Available = Beginning Balance +
Sales.

For Months 1-12, report the monthly and yearly COGS or COSS from the Income
Statement to the Cash Flow Statement in the appropriate cells under Cash Paid
out.

For Months 1-12, report all the Operating Expenses from the Income to the Cash
Flow Statement in the appropriate cells under Cash Paid out. Note that
Depreciation Expense and Interest Expense should not be reported to the Cash
Flow Statement whereas the Loan Payment should be added. Report the Monthly
Loan Payment from the Loan Amortization Schedule to the Cash Flow Statement
in the appropriate cells under Cash Paid Out.

For Months 1-12, calculate the Total Cash Paid Out by summing all the accounts
under this category.

For Months 1-12, calculate the Ending Balance = Total Cash Available — Total
Cash Paid Out.
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Sample of a Cash Flow Statement

Company Name

Cash Flow Projections for Year 1

Beginning |Month 1 |[Month 2 [Month 3 [Month 4 ||Month 5 ||Month 6 [[Month 7 [Month 8 Month 9 ||Month Month Month TOTAL
10 11 12

Cash Beginning Balance $0 $15,000 [[$15,321 ||$15,642 [$15,964 |/$16,285 |[$16,606 ||$16,927 |($17,249 $17,570 [[$17,891 |$18,212 [[$18,534

Inflows
Sales $0 $15,000 [($15,000 ||$15,000 [($15,000 ||$15,000 [($15,000 ||$15,000 |($15,000 $15,000 [($15,000 ||$15,000 [$15,000 [|$180,000
Total Cash Available || $0 $30,000 [1$30,321 |[$30,642 (|$30,964 |[[$31,285 ($31,606 |$31,927 ($32,249 $32,570 (|$32,891 |[$33,212 |/$33,534
Sources of Funds
Loan $38,500 $0
Owner's Equity $11,500 $0
Total Sources of|[$50,000 $0
Funds (A)

Cash One-Time

Outflows [ Purchases
Start-Up Expenses $5,000 $0
New Equipment $25,000 $0
Inventory $5,000 $0
Total One-Time|[$35,000 $0
Expenses (B)
Cash On Hand -|$15,000
Beginning (A-B)

Cash Cash Paid Out

Outflows
Cost of Goods Sold $10,000 [/$10,000 [($10,000 |($10,000 (/$10,000 [($10,000 |$10,000 ($10,000 $10,000 [($10,000 |/$10,000 ($10,000 [|$120,000
Accounting Fees $50 $50 $50 $50 $50 $50 $50 $50 $50 $50 $50 $50 $600
Advertising $200 $200 $200 $200 $200 $200 $200 $200 $200 $200 $200 $200 $2,400
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Auto Expense $75 $75 $75 $75 $75 $75 $75 $75 $75 $75 $75 $75 $900
Insurance $300 $300 $300 $300 $300 $300 $300 $300 $300 $300 $300 $300 $3,600
Maintenance & $50 $50 $50 $50 $50 $50 $50 $50 $50 $50 $50 $50 $600
Repair

Miscellaneous $100 $100 $100 $100 $100 $100 $100 $100 $100 $100 $100 $100 $1,200
Loan Payment $1,279 [1$1,279 $1,279 $1,279 $1,279 [1$1,279 $1,279 $1,279 $1,279 $1,279 |[$1,279 $1,279 $15,345
Office Expense $50 $50 $50 $50 $50 $50 $50 $50 $50 $50 $50 $50 $600
Payroll Taxes $225 $225 $225 $225 $225 $225 $225 $225 $225 $225 $225 $225 $2,700
Postage & Shipping $50 $50 $50 $50 $50 $50 $50 $50 $50 $50 $50 $50 $600
Expense

Rent $450 $450 $450 $450 $450 $450 $450 $450 $450 $450 $450 $450 $5,400
Telecommunication $150 $150 $150 $150 $150 $150 $150 $150 $150 $150 $150 $150 $1,800
Expense

Utilities $200 $200 $200 $200 $200 $200 $200 $200 $200 $200 $200 $200 $2,400
Wages & Salaries $1,500 [$1,500 $1,500 $1,500 $1,500 [$1,500 $1,500 $1,500 $1,500 $1,500 |[$1,500 $1,500 $18,000
Total Cash Paid Out ||$0 $14,679 |(|$14,679 [|$14,679 |[$14,679 (|$14,679 |[$14,679 |$14,679 ($14,679 $14,679 ([$14,679 |$14,679 |[[$14,679

Ending Balance $15,000 $15,321 [|$15,642 ||$15,964 |[[$16,285 ||$16,606 |[$16,927 ||$17,249 |[$17,570 $17,891 |(($18,212 [$18,534 |/$18,855
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Balance Sheet

The Balance Sheet is a financial statement reporting the assets, liabilities, and owner’s equity of
a business on a specific date. The left side of the statement lists all the assets owned by the
business, whereas the right side lists all the liabilities owed and the equity owned by the
business. Both sides should be equal. Think of the Balance Sheet as a picture of your business
taken at one point in time, which shows the financial situation of your operations. Everything the
business owns (assets) needs to equal how the business paid for them (liabilities and equity).

A Balance Sheet includes the following items:

@]

Left Side:

Current Assets: cash, inventory, and other short-term assets that can be liquidated
within one year.

Long-Term Assets: equipment, property, plant, and other long-term assets that are
not be liquidated within one year.

Other Assets: assets that cannot be classified under the two previous categories

Right Side:

Current Liabilities: debts that will be paid within one year.

Long-Term Liabilities: debts that will be paid in two years or more.

Owner’s Equity: retained earnings, and contributed capital owned by the owner(s)
of the business.

To prepare a Balance Sheet, you need to take the following steps:

(0]

Report the Ending Balance of Month 12 of that year from the Cash Flow
Statement to the Cash account of the Balance Sheet, under the Current Assets
category.

Report the ending balance of the Inventory account at the end of the year to the
Inventory account of the Balance Sheet, under the Current Assets category.

Report the Total Equipment category from the Depreciation Schedule document
to the Total Equipment account of the Balance Sheet, under the Long-Term
Assets category.

Report the total Depreciation for the corresponding year from the Depreciation
Schedule document to the Accumulated Depreciation account of the Balance
Sheet. For the following years, add the Accumulated Depreciation from the
previous years to the Depreciation of the current year.

Calculate the Total Long-Term Assets = Long-Term Assets — Accumulated
Depreciation.

Calculate the Total Asset = Current Assets + Long-Term Assets + Other Assets.
Calculate the Current Liabilities = sum of the Monthly Principal Payment for the
next 12 months in the Loan Amortization Schedule (Months 13-24 for Balance
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Sheet Year 1; Months 25-36 for Balance Sheet Year 2; Months 37-48 for Balance
Sheet Year 3; and so on).

o Calculate the Long-Term Liabilities = the Monthly Balance of the loan remaining
after the current liabilities have been taken into account (Month 24 for Balance
Sheet Year 1; Month 36 for Balance Sheet Year 2; Month 48 for Balance Sheet
Year 3, and so on).

o Calculate the Total Liabilities = Current Liabilities + Long-Term Liabilities.

o Calculate the Contributed Capital account of the Balance Sheet under the Owner’s
Equity category. If you have contributed some cash to the business, report the
Owner’s Equity from the Sources and Uses of Funds documents to the
Contributed Capital of the Balance Sheet. If you have contributed some assets to
the business, refer to the Depreciation Schedule document to differentiate the
assets purchased by the business from those you donated to the business. If you
have contributed both cash and assets, add these two amounts under the
Contributed Capital of the Balance Sheet.

o Report the Total Pretax Profit or Loss from the Income Statement to the Retained
Earnings of the Balance Sheet under the Owner’s Equity category. Retained
Earnings accumulate from years to years for the following years. So, add the
Retained Earnings of the previous year to the Pretax Profit or Loss from the
Income Statement for the current year.

o Calculate the Total Liabilities and Owner’s Equity = Total Liabilities + Total
Owner’s Equity.

o Verify that the Total Assets are equal to the Total Liabilities & Owner’s Equity.

Sample of a Balance Sheet

Company Name

Balance Sheet for Year Ending Dec 31, Year 1

ASSETS -D LIABILITIES & OWNER'S EQUITY :

Current Assets: Current Liabilities:

Cash $18,855 Business Loan $12,773
Inventory $5,000 Total Current Liabilities $12,773
Total Current Assets $23,855

Long-Term Liabilities:

Long-Term Assets: Business Loan $14,392
Total Equipment $25,000 Total Long-Term Liabilities $14,392
Less: Accumulated Depreciation | $4,535 Total Liabilities $27,165
Total Long-Term Assets $20,465

Owner's Equity

Other Assets Contributed Capital $11,500

Total Other Assets $0 Retained Earnings $5,655
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Total Owner's Equity

$17,155

Total Assets $44,320

| Total Liabilities & Owner's Equity |$44,320

Breakeven Analysis

The Breakeven Analysis is a technique for evaluating the relationship between a firm’s fixed
costs, variable costs, profits, and sales. The operating breakeven point is the volume of sales at
which the business revenues just equal its operating costs. It can be measured in terms of either

units or dollars.

The breakeven analysis tells the business owner how much sales must be generated to cover both
fixed and variable expenses. It is a simple calculation once the income statement has been
developed. A business must be able to operate to at least the breakeven point, otherwise, the

business venture should not be attempted. The breakeven formula is:

Breakeven sales = fixed costs + variable costs, or

Breakeven sales = the point at which pretax profit equals ZERO.

Sample of a Breakeven Analysis Statement

Company Name

Breakeven Analysis

- ]

$ Amount Percent
Sales $180,000
Less: Cost of Good Sold $120,000
Gross Margin on Sales $60,000 33.33% (Gross Margin/Sales)
Total Operating Expenses $50,335
Total Interest Expenses $4,010
Total Fixed Costs $54,345
Breakeven Sales $163,036 (Fixed Costs/Gross Margin

(%))

Breakeven Sales Per Month $13,586

To prepare the breakeven analysis for each year, you need to take the following steps:
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o Report the yearly sales from the Income Statement.

o Report the yearly COGS of COSS from the Income Statement.

o Subtract the COGS or COSS from the Sales to get the Gross Margin on Sales.
Gross Margin on Sales % = Gross Margin / Sales.

o Report the yearly total Operating Expenses from the Income Statement.

o Report the yearly total Interest Expenses from the Income Statement.

o Calculate the Total Fixed Costs = Total Operating Expenses + Total Interest
Expenses.

o Calculate the yearly Breakeven Sales = Total Fixed Costs / Gross Margin on Sales
%.

o Calculate the monthly Breakeven Sales = yearly Breakeven Sales / 12 months.

Other |ssues

FINANCIAL NEEDSAND PROJECTIONS

1)

()

(3)

(4)

()
(6)

(7)
(8)

What are the sources of revenue for the business? How much product or service, in dollars,
will your Company sell in the first year, second, and third? Estimate sales in year one by
the month and estimate sales in years two and three by quarters.
How much will the product cost to buy or manufacture, or what will the service cost to
produce? How much will these expenses grow as the business grows? ldentify each
expense and write them in this answer? (These are costs directly related to the production,
procurement, of development of the product or service.)
What are the expenses to sell the product of service and to operate the business, by the
month and the year? Identify each and list as fixed or variable cost? (Fixed expenses
remain constant regardless of change in sales; variable expenses increase or decrease with
changes in sales.)

« Fixed expenses might be for salaries, rent, insurance, and other expenses to run

business
« Variable expenses might be sales commissions, telephone, raw materials, and other
expenses related to sales.

If this is a start-up business or acquisition of an ongoing business,. be sure of the start-up
costs. Ask your utility companies how much the deposits will be. Never guess as these
deposits vary from community to community. Ask the suppliers or providers what start-up
costs will be, never assume what they will be.

How much do you estimate the business will grow each month, quarter, and year?
How much money is needed to start and operate the business for the first three years?
- To buy equipment?
- To buy product/raw materials?
- To secure office space and/or manufacturing facilities?
- To pay operating expenses?
- To provide adequate working capital?
What equipment will the business need to acquire? List each with the cost.
What furniture and fixtures will the business need to acquire? List each with cost.
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(9) Where will the money needed to start the business or finance the expansion come from?
How much will you need? Will the owner or owners put up the capital or will the business
require financing from a bank or other financial sources?

(10) If financed, what are the terms of the loan or loans? What is the period of time that the loan
has to be repaid? Are payments monthly, quarterly, etc.? How much are the payments,
principle, and interest?

(11) Will the Company be extended credit by its suppliers or will it pay cash? What are the
terms for credit?

OTHER CONSIDERATIONS

(1) How is the loan or investment to be spent? (Example: working capital, new equipment,
inventory, supplies, fixtures, construction, etc.)

(2) Listall items to be purchased. Equipment, machinery, and/or fixtures which cost greater
than $500 must be  listed individually. A quote must be provided by a supplier on their
letterhead, invoice, or stationery listing price, make and model number. Is installation
included?

(3) If you are purchasing a going concern or you are an existing business seeking a loan you
must provide a list of all equipment and/or machinery that had an original value greater then
$500. Included in this list must be original price (indicate if new or used), current value,
date purchased, make, model, and serial number. Indicate if any or all of these listed items
are being held as collateral. If they are held as collateral include name of lending institution
and principle amount. If you are building a building you will need a quote from a
contractor.

(4) How will the loan or investment make the Company more profitable?
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Example of a Business Plan

A BUSINESS PLAN
FOR
XYZ COMPANY

ALPHABET, NEBRASKA

Jack |. Beanstalk
1234 Main Street
PO Box 123
Alphabet, Nebraska 68000

(402) 555-1234
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EXECUTIVE SUMMARY
COMPANY

XYZ Company will begin as a sole proprietorship in 199x by Jack I. Beanstalk in
Alphabet, Nebraska. This business has perceived a need in the community for an
electronics repair service that provides fast, courteous, reliable service at a competitive
price.

MARKETING

The market for the services of an electronic repair shop will be a 25 mile area from
Alphabet, Nebraska. They feel that their initial share of the target market should include
689 households. Their competition includes two (2) service stores in Alphabet, one (1) in
Numbers, and one (1) in Nowhere, located 46 miles from Alphabet, Nebraska.

XYZ Company plans to use a pricing structure that is equal to or below their
competition. Their competitive edge will be their fast and courteous service.

OPERATIONS

The geographic location of XYZ Company will be in a garage located at 1234 Main
Street in Alphabet, Nebraska. The facility covers 300 square feet of space. Alterations to
be made to this building to make it suitable for service repair are: build work benches,
weatherize all doors and windows, and install a gas heater.

MANAGEMENT

Jack I. Beanstalk will serve as the manager of the business. He will also perform
technician duties. He has received experience in management and business from the US
Navy. He also has an Associate of Applied Science in Electronics from Northrop
Community College in Notown, Nebraska. He has plans to hire three part-time
technicians who also have experience in electronic repair. He will utilize an accounting
instructor to help in setting up the bookkeeping system for this business.

FINANCIAL

Jack |I. Beanstalk is applying for a loan in the amount of $10,000 for 7 years at 9.00%
interest. These funds will be used to purchase repair equipment, cover initial start-up

IMSE 498/898 (Section 4). Engineering Entrepreneurship [© Paul Savory — 2002] Section B: Page 37



costs, and provide working capital. Jack I. Beanstalk will also contribute a AST
computer and a Dodge van to the business (valued at $8,300).

Financial projections are based on conservative estimates during the first year, with a 5%
increase in sales and expenses projected in years 2 and 3. A summary of the projected
sales and net income is as follows:

Year 1 Year 2 Year 3
Sales $25,200 $28,968 $30,408
Net Income $ 4,247 $ 6,315 $ 6,025

THE COMPANY

XYZ Company will commence business the summer of 199x to address one of the major
concerns of Alphabet, Nebraska and the surrounding communities: Where can electronic
equipment be repaired quickly, with reliable service, at a competitive price?

As there is little or no competition in the electronic repair market in the Alphabet area,
XYZ Company has been formed to provide fast, courteous, reliable, service at a very
competitive price.

During its first two years, XYZ Company will focus on the repair of electronic
equipment. Beginning in year three, the company will evaluate and possibly pursue the
retail avenue of electronic equipment sales.

XYZ Company will be formed as a sole proprietorship with Jack I. Beanstalk as the
owner.

The business philosophy of XYZ Company will encompass quality, unparalleled service,
and competitive prices.

THE MARKET

The customers that XYZ Company hopes to service are the residents of the City of
Alphabet and Allover County. They will also service customers residing in the counties
of Upthere, Downaround, and Overthehill, as well as from Aboveit county in South
Dakota. In addition to serving the local community, the company is being considered for
warranty work by the local Sears catalog outlet.

According to the 1990 Census of Population and Housing, there is a total of 35,981
households residing in Allover, Upthere, Downaround, and Overthehill counties in
Nebraska and Aboveit county in South Dakota (see Exhibit A). The potential market,
based on the total number of households within a 25 mile area, is 3,286 household units.
It is assumed that each of these units would own a TV set, VCR, and radio. Based upon
the competition in the area , XYZ Company feels that they should be able to service
approximately 689 household units as their market share (see Exhibit B). It is expected
that each household could easily spend a minimum of $35 per household per year. Based
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on this data, XYZ Company is conservatively projecting that year one sales estimates will
be $25,200. They plan to increase their sales income by a minimum of 5% for the next
four years.

THE COMPETITION
Within a 40 mile radius of the target area, there are four shops that offer services and

repair for electronic equipment. The names and addresses of the competition are as
follows:

NBDC Repair Electronic Rehab
5656 This St. 3456 That Av.
Alphabet, NE Alphabet NE
King Tronics Fix-It Shop
1111 Jungle Av. 9876 Wrong Way
Numbers NE Nowhere, NE

Strengths and weaknesses of the competition are as follows:

NBDC Repair is a small service repair shop located in Alphabet, NE.
PRO + located in Alphabet
+ quality workmanship
CON - owner is only open two days per month
- owner has other interests

Electronic Rehab is also located in Alphabet, NE
PRO + quality workmanship
CON - retired, works only when feels like it
- poor service

King Tronics is located 20 miles to the east of Alphabet, NE in Numbers, NE.
PRO + short distance from Alphabet
CON - poor service, sends most repair referrals to Suesville
- does not have quality workmanship

Fix-1t Shop is located 40 miles from Alphabet in Nowhere, NE.
PRO + lack of competition in the area
CON - complaints about the quality of workmanship
- poor service, long wait on parts

MARKETING PLAN

XYZ Company’s overall marketing strategy is to offer fast. Reliable, and courteous
service at a competitive price. To be competitive in the projected market, XYZ
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Company will have utilize a pricing structure which is the same or slightly lower than the
local competition. The following is a proposed pricing structure for the company:

LABOR - a flat $40 per hour or any part thereof.

ESTIMATES - a flat $10 fee. There will be no charge if the company repairs the
equipment.

PARTS - a 30% markup over cost.

SERVICE CALL - a $20 fee to go into a customer’s home of place of business.
SERVICE/WARRANTY POLICY - 30 day guarantee on all parts and labor.
To promote the company, advertising will be done in the following manner:

1. Locally produced advertising flyers to be placed in local businesses and on car
windows within the target area,

2. Ads run in local weekly paper and in papers of the surrounding communities and,
3. Ads run on the local and surrounding communities radio stations.

OPERATIONS

The geographic location of XYZ Company will be in a garage located at 1234 Main
Street in Alphabet, Nebraska. The facility covers 300 square feet of space. Alterations to
made to this building to make it suitable for service repair area: build work benches,
weatherize all doors and windows, and install a gas heater.

MANAGEMENT

The operation of XYZ Company will consist of four people: Jack | Beanstalk - owner,
Alice N. Wonderland, Grumpy Dwarf, and Liona King. The managerial and educational
experience of each is as follows:

Jack I. Beanstalk - Will serve as a technician, manager, supervisor, and sales person. He
retired from the US Navy where he supervised from 2 to 7 personnel. He also managed a
yearly budget ranging from $400,000 to $6,000,000. He has attended several Navy
schools on budgeting and leadership. He graduated from Northrop Community College
with an Associate of Applied Science in Electronics. Jack I. Beanstalk’s resume can be
found on the following page.

Alice N. Wonderland - Will serve as a part-time technician for XYZ Company. She has
managed a household of five children and did baby-sitting for up to 14 children. She
graduated from Knowledge College with a diploma in secretarial skills. She has also
graduated from Northrop Community College with an Associate of Applied Science in
Electronics.
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Grumpy Dwarf - Will serve as a technical consultant. He has owned and operated his
own television repair shop in Don’telime, South Dakota for approximately three years
and has worked in a Sears store. He graduated from Northrop Community College with
an Associate of Applied Arts in television repair and currently working on an Associate
of Applied Science in Avionics.

Liona King - Will help establish the financial accounting system of the company and
offer assistance as needed. Liona is a former school teacher in accounting and is
currently substitute teaching in the public school system. She is also a bookkeeper for a
local firm.

Jack I. Beanstalk

123 Green Giant Lane

Alphabet, Nebraska 68000

EDUCATION

1991 A.A.S. Electronics, Northrop Community College, Nowhere, Nebraska.

1980 Navy Purchasing/Budgeting Course (8 weeks), Somewhere, California

1973 Navy Management Course (6 weeks), Anywhere, California

1971 Navy Purchasing Management Course (6 weeks), Somewhere, California

1971 Navy Leadership Course (4 weeks), Notthere, Florida

PROFESSIONAL EXPERIENCE

1992- Present Manager/Technician, XYZ Company, Alphabet, Nebraska

Presently serving as technician, manager, supervisor, and sales person.

1990-1991 Apprentice Electronic Technician, Notown Electronics, Notown, Nebraska
Served as assistant to the owner/operator of Notown Electronics. Learned electrical skills
through first-hand experience while going to school, as well as some small office
management techniques.

1970-1990 Manager, Purchasing Department, US Navy

Managed the purchasing department on one of the US Navy’s bases. This included
supervising between two and seven personnel and operating a budget ranging from

$400,000 to $6,000,000. Participated in several management courses while serving in
this position.

FINANCIAL
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With any new product or service on the market, there are going to be many assumptions
and risks. XYZ Company is assuming that the demand for an additional electronics
repair shop in the Alphabet area will be supported by the local residents. The company is
also assuming that it will draw business from the surrounding communities.

Jack I. Beanstalk is applying for a loan in the amount of $10,000 for 7 years at 9.00%
interest (see Exhibit C). This money will be utilized as follows:

$6,891 repair equipment (see Exhibit D)

$ 500 repairs and adjustments to garage
$ 160 insurance coverage for the business
$ 200 utility deposits and legal advice
$2,249 working capital

$10,000 Total loan

Jack 1. Beanstalk plans to contribute equity in the form of fixed assets for the business
(see Exhibit E). This includes an AST computer valued at $2,300 and a 1986 Dodge van
valued at $6,000. Exhibit F outlines the projections and their assumptions for the next
three years.

EXHIBIT A
1990 CENSUS OF POPULATION AND HOUSING

Total # of Households
State  County Population Family Non-Family Total

SD Aboveit 73,142 19,816 8,276 28,092
NE Allover 852 262 43 305
NE Upthere 9,494 2,660 1,191 3,851
NE Downaround 4,108 1,170 480 1,650
NE  Overthehill 5,423 1,507 576 2,083
TOTALS 93,019 25,415 10,566 35,981
EXHIBITB

POTENTIAL MARKET (25 MILE RADIUS)
(Based on total number of households)

Y of Allover County 305/2 152
All of Downaround County 1,650 1,650
Y4 of Overthehill County 1,083/4 521
Y4 of Upthere County 3,851/4 963
Total # of Households 3,286
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ASSUMPTION: That each household would have a minimum of one radio, TV, or

VCR.
MARKET SHARE

Allover County 30% x 152 = 46
Downaround County 30% x 1,650 =495
Overthehill County  10% x 521 = 52
Upthere County 10% x 963 = 96
Total # of Households 689

LOAN AMORTIZATION

EXHIBITD
REPAIR EQUIPMENT PURCHASE

$1,595 Oscilloscope

$ 235 Soldering Station

$ 459 Isolation Transformer

$ 90 Oscilloscope Probes

$ 114 Hand-Held Parts Checker

$1,349 Picture Tube Checker

$1,349 Color-bar Generator - adjust color
$ 800 Vacuum Tube Checker

$ 800 Assorted small tubes

$6,891 Total Equipment Purchase

EXHIBITE

PERSONAL FINANCIAL STATEMENTS

This is where you insert a copy of your personal financial statements.
EXHIBITF

F-1 Cash Flow Projections

F-2 Annual Cash Flow Projections (3 years)
F-3 Monthly Cash Flow Projections Year 1
F-4 Income Statement Assumptions

F-5 Pro Forma Income Statement

F-6 Balance Sheet Assumptions

F-7 Pro Forma Balance Sheet

EXHIBIT F-1
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CASH FLOW ASSUMPTIONS
CASH IN:

Income: Based on projections for surrounding counties
Loan: Will be used to purchase equipment, remodel, and working capital

CASH OUT:

Inventory: Will be replaced as used. Replacements will be at 73% of retail parts sales

Payroll: Based on 30 hours per week.
Payroll Tax: Average of 7.65% FICA and 4.2% unemployment tax on first $7,000 paid
Expenses: Per Income Statement
Principle Payment: From Amortization Schedule
Interest Payment: From Amortization Schedule
Owner Draw: $3,600 in year 1
$6,000 in year 2
$8,400 in year 3

START-UP COSTS

Utility Deposits

Repairs

Equipment Purchases
Accounting/Legal/Insurance

Renovation Costs

EXHIBIT F-2

EXHIBIT F-3

INCOME STATEMENT ASSUMPTIONS
INCOME:

Sale of Labor will equal 70% of total sales
Sale of Parts will equal 30% of total sales

Year 2 will increase by 5% over previous year
Year 3 will increase by 5% over pervious year

COST OF GOODS SOLD

Markup is 30% over cost. This equals 77% of the total retail sale of the parts
Markup will remain at 77% during year 2 and year 3
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EXPENSES

Expenses will increase by 5% each year
Payroll - Year 1 - 30 hours per week x $4.25
Year 2 - 30 hours per week x $4.80
Year 3 - 30 hours per week x $5.00
Payroll Tax - Will equal gross wages x 10%
Interest - From Amortization Schedule
Depreciation - Auto and computer will use 3-year life
Equipment will use a 5-year life
All fixed assets will assume straight-line, half year, and no salvage value

EXHIBIT F-4

EXHIBIT F-5
BALANCE SHEET ASSUMPTIONS
ASSETS:
CASH - From cash flow statement
INVENTORY - Will be purchased as needed
DEPRECIATION - Computer 3 year life
Auto 3 year life
Equipment 5 year life
All fixed assets will assume straight-line, half-year, and no salvage value
LIABILITIES:
Loan - $10,000 note at 9.00% for 7 years
Amortization schedule for principle and interest attached
OWNER EQUITY:
Equity - Initial investment of computer and auto
Owner Draw - $3,600 year 1
$6,000 year 2
$8,400 year 3

Profit/(Loss) - From Income Statement Projections

Exhibit F-6
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Business Terms Glossary

Accounting
The process of identifying, measuring, and communicating economic information to permit
informed judgments and decisions by users of that information.
Accounts Payable
The liability representing the amount of credit purchases by the business for goods and
services that remain unpaid at the end of a given accounting period.
Accounts Receivable
The assets representing the amount of credit sales for which funds remain uncollected at the
end of a given accounting period.
Accrual Accounting
Process of identifying revenues and expenses with corresponding time periods, regardless of
the timing of cash exchanges.
Accumulated Depreciation
The total aggregate amount of depreciation that has been taken on an asset as of any given
time.
Advertising
Media used to promote and encourage people or businesses to buy a product or service.
Amortization
The portion of the cost of an intangible fixed asset charged as an expense for each period
(similar to depreciation for a tangible asset).
Animated GIF (Graphics Inter change For mat)
A type of GIF image that is animated by bringing together several images into one single
GIF file.
Assets
All valuable resources, properties, or property rights owned by a business.
Bad Debt Expense
The amount of credit sales, predicted to be uncollectible, estimated over the period of sales.
Balance Sheet
Financial statement providing information about a business's economic resources and the
claims against those resources by owners and creditors.
Benchmarking
Rating a company's products, services, and practices against those of the leaders of the
industry.
Benefits of a Product or Service
The emotional or other end results that a product or service provides to consumers.
Bookkeeping
It is the routine record-keeping part of accounting; financial information is recorded in an
information system (book ledger or computer).
Brand Name
A term, symbol, design, or combination thereof that identifies and differentiates a business
products or services.
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Breakeven Analysis
A technique for evaluating the relationship between a firm's fixed costs, variable costs,
profits, and sales. The operating breakeven point is the volume of sales at which the
business's revenues equal its operating costs. It can be measured in terms of either units or
dollars.
Bulletin Board Service
An electronic message center serving specific interest groups.
Business License
A license required by a state and/or local government (city or county) for a given
profession.
Business Per mit
A permit required by a state and/or local government (city or county) for a business
engaging in a particular industry.
C-Corporation or Corporation
A distinct legal entity that is separate from the individual(s) who own(s) it. The owner(s) of
this entity is/are called stockholder(s). Corporations have been referred to as C-Corporations
to distinguish them from S-Corporations.
Capital
Funds, including owner's equity and loans, which are needed for the base of the business.
They are used to purchase fixed assets and other current assets to operate the business.
Capital Equipment
Equipment used to manufacture a product, provide a service, or to sell, store, and deliver
merchandise.
Capitalization
The total funds invested in a business, including equity, debt, and retained earnings.
Cash
Cash plus investments such as money market accounts, marketable securities, and other
negotiable instruments.
Cash-Basis Accounting
Process of identifying cash receipts and cash payments with corresponding time periods.
Cash Flow
The actual movement of cash within a business: cash inflows minus cash outflows.
Cash Flow Statement
A financial statement that accounts for the increase or decrease in a company's cash during
a specified period by showing the sources and uses of cash.
Cash Inflows
Cash flowing into the business from whatever source.
Cash Outflows
Also called disbursement, it refers to cash flowing out of the business (i.e. bill paying and
investment).
Cash Sales
Sales where payment is made at the time of purchase.
Chat Room
A virtual room or channel where a chat session takes place.
Collateral
Fixed assets owned by the business to secure a loan.
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Commaodity
A basic or staple item such as milk that is usually bought on a price basis.

Competition
Businesses competing for the same market dollars. It can be direct (businesses offering
similar products or services to the same markets) or indirect (businesses offering similar
products or services to different markets).

Competitive Analysis
A structured analysis of the potential competitors to find out which businesses are
considered as major competitors to a business and how they differ or do not differ from that
business.

Contributed Capital
Assets donated by the owner to the business.

Copyright
Legal protection provided to the authors of original works of authorship that are fixed in a
tangible form of expression (literary work, musical work, dramatic work, pantomime and
choreographic work, pictorial, graphic and sculptural work, motion pictures and audiovisual
work, sound recording work, and architectural work).

Cost of Goodsor Services Sold (COGS or COSS)
All direct costs (direct labor, direct material, and direct overhead) associated with the
production or sale of a product or the delivery of a service.

Current Assets
Cash or other assets that will produce cash or be used to produce revenue within one year
(i.e. accounts receivable and inventory).

Current Liabilities
Business obligations to creditors that will require the business to pay cash (i.e. accounts
payable) or to provide goods or services within one year.

Current Market Value of an Asset
The monetary value of an asset (new or used) on the market today.

Customer Base
The customers who are loyal repeat customers to a business or brand.

Customer or Marketing Database
An organized collection of pertinent data about new and existing customers on a
computerized medium, which drives relevant marketing strategies and activities. Such a
database allows a company to better understand its customer base and be able to apply this
knowledge to acquire new customers, retain existing customers, generate more business
from existing customers, and create long-term loyalty.

Debt
Debt refers to borrowed funds, generally secured with a note, which in turn may be secured
by a lien against property or other assets.

Demand
Individuals or businesses that desire to buy a product or service and have the ability to pay
for it.

Demographics
The statistical study of human populations with respect to specific factors such as sex, age,
marital status, income, occupation, family size, education, etc.
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Depreciation
The portion of the cost of a tangible fixed asset (except land), charged as an expense for
each period.

Direct Marketing
Marketing goods or services directly to consumers who are the most likely to purchase these
items.

Discount
A deduction from the stated or list price of a product or service.

Discretionary or Luxury Productsor Services
Products that do not satisfy basic physiological needs such as food, clothing, and shelter.
These products are purchased by discretionary income, which is the disposable income left
after the purchase of necessity goods or services.

Discussion Thread
A series of online messages that have been posted as replies to each other.

Distribution
Delivery or conveyance of a good or service to a market.

Distribution Channel
The chain of intermediaries linking the producer of a good or service to the consumer.

Domain Name
A name that identifies the name of a Web site. Domain names are often used in the URL
(Uniform Resource Locator) to locate a Web site on the World Wide Web. Examples of
domain names are microsoft.com, cnn.com, and cocacola.com.

Electronic Mail (E-mail)
The transmission of messages over communication networks such as the Internet.

Entrepreneur
An innovator of a business enterprise who recognizes opportunities to introduce a new
product or service, a new process, or an improved organization, and who raises the
necessary money, assembles the factors for production, and organizes an operation to
exploit the opportunity.

Equity Capital (Owner's Equity)
Long term funds provided by the business owner(s). In the Balance Sheet, equity capital
consists of Retained Earnings and Contributed Capital. In a loan context, owner's equity
consists of cash that the owner(s) will bring into the business to secure the loan.

Excise Tax
An internal tax levied on the manufacture, sale, or consumption of a commodity within a
region.

Expected Life of an Asset
The estimated period of time over which the business anticipates deriving benefits from the
use of an asset.

Expenses
The outflows or other uses of assets during a period that result from the delivery of goods or
the provision of services by the business.

Financial Statements
Comprehensive reports on the status of the business as a whole.

Fixed Assets
Properties, buildings, fixtures, equipment, goodwill, and other resources owned by the
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business. These assets are depreciated to reflect the usage of these resources and their loss
in value.
Forum
An online discussion group (same as newsgroup) provided by online services or bulletin
board services.
Funds
Cash, working capital, and economic resources that can be used to acquire assets, reduce
debt, and finance other transactions.
Graphic Interchange Format (GIF) File
A type of a graphic file used by the World Wide Web.
GrossMargin or Gross Profit
Total sales minus total cost of goods or services sold.
Guaranty
A pledge by a third person to repay a loan in the event the borrower cannot.
Hardware
Devices used as instructional equipment (i.e. computer, fax, telephone, etc.).
Hypertext Markup Language (HTML)
The authoring language used to create Web pages on the World Wide Web.
I ncome Statement
Financial statement reporting the profitability of a business during a specific period of time.
I ncome Taxes
Also called business profit taxes, come from three different sources: Federal taxes, State
taxes, and Local taxes. These taxes are calculated on the total Net Income generated at the
end of a full year.
Industry
A distinct group of productive and profit-making organizations specialized in one activity.
Interest Expense
The excess of the total amount paid to a lender over the amount borrowed.
Internet
A global network connecting million of computers and providing a wealth of information.
Internet Service Provider (ISP)
A company that provides access to the Internet for a monthly fee.
Inventory
Supply of goods on hand or on order which customers will purchase from the business.
IRS
Internal Revenue Service.
Java Applet
A program designed to be executed from within another application, using the Java
programming language.
Job Description
A detailed description of a job position. It contains a job title; a list of duties, tasks, and
functions to be performed; a list of skills, abilities, and knowledge required; a list of
responsibilities and decision-making; a compensation package, the number of hours
worked, and the person to report to.
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Leasing
Obtaining a contractual right to possess and use fixed assets under the terms of a lease
contract.
Legal Liability
The liability a company or individual has to repay a business debt. Legal liability can be
limited (a business owner is only liable for his/her financial contribution to the business) or
unlimited (a business owner is personally liable for the debts of the business).
Liabilities
Money owed by the business.
Life-Style
A pattern of living that is comprised of an individual's activities, interests, and opinions.
Limited Liability Company (LLC)
A distinct legal entity separate from the individual(s) who own(s) it. It has the same tax
benefits as the sole proprietorship, the partnership, and the S-Corporation.
Loan
Debt money for businesses that need to finance their operations.
Logo or Logotype
A distinctive company signature, trademark, typeface, motto, etc.
Long Term Liabilities
Debts or obligations owed by the business for longer than one year.
Long Term Objectives
Obijectives set for the next 5 to 10 years.
Market
A set of potential or real buyers or a place in which there is a demand for a given product or
service. It is comprised of actual and potential buyers of a product or service.
Market Demand
The total volume purchased in a specific geographic area by a specific customer group in a
specified time period under a specified marketing program.
Market Share
A business's percentage of share of a market in which it operates.
Market Seasonality
The yearly fluctuation of demand in a specific market.
Marketing
Process of creating customers for a product or service in sufficient numbers and rapidly
enough to make a business successful and profitable.
Marketing Mix
The set of product, place, promotion, and price variables that a company controls and
manages to bring a product or service into the marketplace.
Marketing Plan
A short, detailed plan that lays out the steps for a business to take to achieve sales and
marketing goals.
Marketing Resear ch
The systematic design, collection, analysis, and reporting of data regarding a specific
marketing situation.
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Media Planning Schedule
A document that presents all the marketing activities planned for one year and the costs
associated with each activity.

Mission Statement
A short statement explaining the purpose of a business and what it wants to accomplish and
be famous for.

Monthly L oan Payment
The monthly payment for a loan including the principal and the interest.

Necessity Productsor Services
Products or services that satisfy basic physiological needs such as food, clothing, and
shelter. These products or services are necessary for survival.

Newsgroup
An online discussion group (same as Forum).

Notes or L oans Payable
Money owed by the business to repay a loan to financial institutions, suppliers, or other
individuals.

Net Income
The excess of a business total revenues over its total expenses during a period of time.

Notes Receivable
Money owed to the business, secured by a note (i.e. Loans to Officers).

Office Equipment
Equipment used for the operation of an office (i.e. furniture, storage units, etc.).

Online
When users are connected to a computer service through a modem.

Online Service
A business that provides its subscribers with a wide variety of data transmitted over
telecommunications lines. Online services provide an infrastructure in which subscribers
can communicate with one another, either by exchanging e-mail messages or by
participating in online conferences (forums).

Operating Expenses
The expenses a business incurs in selling its products or services and in administrating the
entire range of its activities.

Owner's Draw
Fixed cash amount withdrawn on a regular basis by the business owner for personal living
expenses. This draw is deducted from the Net Income of the business and can be considered
as remuneration. It is different from salary pay because the owner did not enter into a
legally binding contract with him/herself to hire him/herself and pay him/herself a salary.

Overhead
A general term for costs of materials and services not directly adding to or readily
identifiable with the product or service sold.

Partnership
A legal relationship created by the voluntary association of two or more persons to share
ownership and management of a business for profit; a type of business organization in
which two or more persons agree on the amount of their contributions (capital and effort)
and on the distributions of profits, if any.
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Patent
A legal protection provided to the creators of a new invention.

Payroll or Employment Taxes
Employment taxes deducted from employees' wages and salaries (i.e. Social Security and
Medicare taxes). The business contributes to 7.65% of the total payroll taxes, the employees
pay 7.35%. However, if the business owner is self-employed, he/she will have to pay the
total contribution of 15%. The percentage of payroll taxes paid by the company is
calculated on the total monthly wage and salary expenses.

Per ception
The process of selecting, organizing, and interpreting information received through the five
different senses (sight, hearing, touch, smell, and taste).

Periods (n)
The number of units of time (i.e. years, months, days) of a loan.

Pollution Control
Consists of treating and/or disposing of industrial byproducts and discharge to the air,
water, or land after production has occurred.

Pollution Prevention
Consists of limiting the generation of byproducts during the production process.

Positioning
A marketing method based on determining what market niche a business should fill and
how it should promote its products or services in light of competitive and other forces.
Product or service positioning is the position of that product or service in the mind of the
consumer.

Potential Customers
Consumers who are likely to purchase a product or service from a business.

Price
The exchange of value of a product or service from the perspective of both the buyer and
the seller.

Price Elasticity
The change in demand for a product or service caused by the change in price of that product
or service. If demand for a product or service changes significantly with slight changes in
price, the product or service is considered to be elastic with respect to price. If no significant
volume changes occur, even with significant price changes, the product or service is
considered to be inelastic.

Pricing Policy or Strategy
A guiding philosophy or course of action designed to influence and determine pricing
decisions.

Principal
The amount borrowed by a payer of a loan or note.

Product
Anything capable of satisfying needs, including tangible items, services, and ideas.

Product Differentiation
The way a product differentiates itself from the competition in terms of product
characteristics, packaging, price, quality, image, target market, etc.

Profit
The excess of the selling price over all costs and expenses incurred in making a sale. It is
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also the reward to the entrepreneur for the risks assumed by him/her in the establishment,
operations, and management of a given business.

Promotion
The communication of information by a business to influence the attitudes and behaviors of
potential buyers.

Proprietary Right
Right of ownership of a tangible or intangible asset.

Publicity
Any non-paid, news-oriented presentation of a product, service, or business entity in a mass
media format.

Questionnaire or Survey
A data-gathering instrument used to collect information; a research method in which people
are asked questions.

Receivables
Credit sales, where payment is postponed and credit is granted to customers, which will
eventually turn into cash. Cash from receivables is counted as cash inflows when the cash
comes in, not when the credit is extended to customers.

Retailing
Businesses and individuals engaged in the activity of selling products to final consumers.

Retained Earnings
A component of equity in a business, which represents accumulated profits in excess of
losses and payments to owners.

Residual Value (Salvage Value)
The amount of cash or trade-in consideration that a business expects to recover on retiring
or selling a particular asset.

Revenues
The total selling price of goods or services transferred by a business to its customers during
a given period.

S-Corporation (Sub-Chapter )
A corporation that has elected, under Sub-Chapter S of the IRS Tax Code (by unanimous
consent of its shareholders), not to pay any corporate tax on its income and, instead, to have
the shareholders pay taxes on its income, even if it is not distributed.

Salaries or Wages Payable
Money owed by the business to pay salaries and wages to its employees.

Sales
Income generated from selling products or services to customers.

Salesand Uses Tax
Tax due on the gross receipts from retail sales in a region (usually state and city).

Sales Promotions
Marketing activities that stimulate consumer purchasing in the short-term.

SBA
Small Business Administration.

SCORE
Service Corps of Retired Executives.
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Search Engine
A program that searches Web sites in the World Wide Web for specified keywords and
provides a list of Web sites based on the keywords chosen.
Sdf-Employment Tax (SE Tax)
Employment tax (Social Security and Medicare Taxes) for sole proprietors who work for
themselves. The rate for this SE tax is higher than for the employment tax because it
includes both the company's and the employee's contribution to Social Security and
Medicare taxes (15% vs. 7.65%.).
Separate L egal Entity
The owner(s) and the business are separate entities under the Law.
Service Mark
Word used to identify and distinguish a service rather than a product.
Software
Programs, procedures, and related documentation associated with a computer system.
Sole Proprietorship
A type of business organization in which one individual owns a business. Legally, the
owner is the business, and personal assets are typically exposed to liabilities of the business.
Sour ces of Funds
Inflows of financial resources to a business.
SSA
Social Security Administration.
Straight-Line Depreciation Method
The depreciation method that allocates an equal amount of an asset's cost to each year of an
asset's expected life.
Depreciation = Acquisition Cost — Residual Value
Expected Life
Suppliers
Individuals or businesses that provide resources needed by a client company for retail or
production of goods and services.
Target Market
The specific individuals, distinguished by socioeconomic, demographic, and/or interest
characteristics, who are the most likely potential buyers for the goods or services of a
business.
Taxes Payable
Money owed by the business to pay government taxes.
Trademark
Word, symbol, unique name, design, logo, slogan, or some combination of these used by a
company to identify its products or services.
Trade Name
Word used to designate a company rather than a product or service.
Uniform Resour ce Locator (URL)
The global address of Web sites published on the World Wide Web.
Uses of Funds
Outflows of financial resources of a business.
Venture Capital
Capital invested or available for investment in the ownership of a new enterprise.
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Web Page
A document on the World Wide Web that is identified by a unique URL (Uniform Resource
Locator).

Web Page Design
The art of creating a Web site or an individual Web page, using the programming language
called HTML (Hypertext Markup Language).

Web Site
A site or location on the World Wide Web that contains various documents and files. Each
Web site is owned and managed by an individual or an organization.

Web Site Development
The art of creating and maintaining a Web site, using the programming language called
HTML (Hypertext Markup Language).

Wholesaling
Businesses and individuals engaged in the activity of selling products to retailers,
organizational users, or other wholesalers.

Word-Of-Mouth Advertising (WOM)
Relying on current satisfied customers to tell their friends and associates about a business
(both positive and negative experiences). Negative WOM has usually a stronger impact on
company's sales than positive WOM. Unhappy customers share their negative experience
with 11-20 individuals, while satisfied customers share their positive experience with only a
few individuals.

Working Capital
The collection of financial resources represented by all current assets less all current
liabilities.
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- Legal |ssuesfor Your
Section C Company

Overview of Different Legal Structures

Discuss with an attorney the appropriate legal structure for your business. Business owners have
the choice among six legal structures:

« The Sole Proprietorship

« The Partnership

« The C-Corporation

« The S-Corporation

« The Limited Liability Company (LLC)

Factorsto consider when choosing an legal structure:
« The amount of government regulations
. Transferability and continuity of ownership interest
« Management control
« Profit and loss distributions
« Liability of business owner(s)
. Ease of establishing and terminating the business
. Tax treatments

Different Corporate Structures

The way your business is organized is important because it affects every aspect of your
operation, from what you pay in taxes to the extent of your liability and your ability to raise
capital. Your options for business organization include sole proprietorship, incorporation,
partnership, limited liability corporations and partnerships, and special corporations such as
professional and non-profit corporations.

There is a lot of folklore about business structure, so be sure you make a decision only after
thorough research and careful consideration of what is best for your business. Remember that
you can alter your business structure as your needs and requirements change. You’re not locked
in to keeping a specific structure if it no longer serves your company.

This overview is designed to assist you in making this key decision by giving you information on
the basics of the various business structures. Once you’ve read it through and done your
research, you might want to contact your attorney or accountant and seek his/her input and
guidance.
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Sole Proprietor ship

Sole proprietorship is the quickest and easiest business structure to adopt. If you don’t
incorporate and don’t have a partner, you are automatically a sole proprietor. Legally, you and
your business are the same. As a sole proprietor your net profit is taxed at personal income tax
rates and you are personally liable for any debts or losses you incur.

If you run a one-person business that has limited liability, you may not need to bother with the
expense and time of incorporation or any other more complex form of organization. Sole
proprietorship can also be a good choice for businesses in the start-up phase because it does not
have a lot of legal requirements.

As a sole proprietor, you may still need to register your business. Business licensing differs from
state to state. Some, like California, require nearly all businesses to register; others have
relatively few requirements. If, however, you are doing business as a sole proprietor under a
trade name rather than your personal name (“City Architects,” as opposed to “John Smith,
Architect”), you will likely need to get a business certificate or register as a DBA (Doing
Business As). This allows your customers, your suppliers, the government, and anyone else your
business deals with to know who the real owner of the business is.

“Doing Business As’

You may choose to register as a DBA even if the law doesn’t require you to. A DBA can help
you open a business bank account and may reassure some clients that you have lasting power.

In most cases, you register for a business certificate (DBA) at the county clerk’s office. In a few
cases you register with the state or city, but a call to the county clerk will resolve the question.

Benefits

It’s the least expensive and least complicated business structure to form
Good for a trial run while you see how your business evolves

Disadvantages
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I ncor poration

While incorporation requires more paperwork and expense than sole proprietorship, it does give
you one critical benefit - protection from liability.

A corporation is a separate legal entity from the person (or people) that owns it. The corporation,
not the owner, enters into business deals, owns property, borrows money, and engages in other
business activity. Because the corporation is involved in these business deals, you and your
personal assets will, in many cases, be protected from liability if something goes wrong.

For businesses with more than one owner, incorporating can often protect you from the actions
and misdeeds of your co-owners. This is unlike a partnership, where each partner is personally
liable for the business-related actions of all the partners.

There are other benefits to incorporating. You can gain access to benefit plans only available to
corporations. It also creates a positive image for you company - when you are trying to raise
capital, obtain credit card merchant status, win certain kinds of new customers, or do business in
foreign countries, incorporation can be important for appearance’s sake.

You should be aware that corporate liability protection is not absolute. If you are interested in
incorporation because of the protection it promises, look at the following exceptions:

1) It cannot protect you from your own bad acts. Being a director of a corporation does not
protect you from personal liability from the wrongs you personally commit. For example:
You run a package delivery service and you fill in for a driver who has called in sick. If,
in the process, you run into a busload of people, you are personally liable for the damage.

@) It cannot protect you from things you personally guarantee. Banks and some corporate
creditors often require personal guarantees from people in a corporation. So if your
business were to fail, you would be personally responsible for repaying these debts. In
addition, you don’t want to become personally liable inadvertently... so be certain your
name, title, and company name are on anything you sign.

3) It cannot protect you from owing governmental trust fund taxes (withholding taxes and
sales taxes). When taxes are held in trust, all officers and anyone who has check-signing
authority are jointly liable to the government for these taxes. That means that as a
principal, you cannot hide behind the corporation and will be personally liable for these
taxes if they are not paid.

4) It cannot protect you from some state laws. New York, for example, has a law which says
that the ten largest shareholders of a corporation are personally responsible for unpaid
employee wages. If a restaurant operates for three years and goes out of business, the
owners and principals are personally responsible for any unpaid salaries.
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%) It cannot protect people in certain professions. Professionals including doctors, lawyers,
and accountants are personally liable in any lawsuit.

S-Corporation

S Corporation status gives you the liability protection of a corporation, and allows you to pay
taxes on the same basis as a sole proprietor or partnership (i.e., you pay tax at the personal rate
and your profits are your salary). S Corporations limit the number of corporate shareholders to
75, stipulate that all shareholders be U.S. citizens, and require that shareholders be individuals
rather than other corporations or estates. The only exception being tax-exempt, charitable
organizations.

Many tax and legal experts recommend S Corporation status for smaller entities and start-ups. It
can provide you with corporate liability protection, and potentially reduces your tax burden
(since corporate income is taxed at one level instead of two). In addition, if your business
experiences a loss in its first year, you can generally pass that loss through to your personal
income tax return. There are other potential tax advantages as well, including the ability to
deduct (as an investment interest expense) interest you incur to buy S Corporation stock.

On the downside, S Corporations are limited in terms of the amount of deductions for fringe
benefits such as heath insurance, group term life insurance, deferred compensation plans, etc.
While a C Corporation can deduct these benefits for all owner-employees, an S Corporation
cannot deduct them for an owner-employee who owns 2% or more of the corporate stock. For
example, a C Corporation can deduct 100% of its owner-employees’ health benefits, while at
present, S Corporations can deduct only 30% (the same as a sole proprietorship). Deductibility
will be raised, in stages, from today’s 30% to an eventual 80% over ten years.

To become an S Corporation, all shareholders must file and sign IRS Form 2553. Shareholders
pay income tax on their share of the corporation’s income, regardless of whether they actually
received the money or not. If the corporation suffered a loss, shareholders can claim their share
of that loss.

Most states follow the federal pattern of not imposing corporate tax on an S Corporation, but
instead taxing the shareholders. Be aware, however, that some states tax an S Corporation the
same as a C Corporation. You might want to contact the tax division of your state treasury
department to find out how this is handled in your state.

Benefits
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Disadvantages

C-Corporation

The main difference between a C Corporation and other business structures is that a C
Corporation files and pays corporate income taxes directly. In other words, C Corporations are
considered a separate entity from their shareholders, and must pay taxes on income left over after
business expenses.

There are a number of instances where it is beneficial to become a C Corporation. If you plan to
keep profits and other chunks of cash in the bank to finance your growth, repay debt, or make
other capital expenditures, C Corporation status makes sense. This is because C Corporations can
take advantage of lower initial corporate income tax rates. For profitable companies, C
Corporation status has the ability provide greater flexibility in terms of planning and controlling
federal income taxes. C Corporations also can deduct the cost of certain fringe benefit packages.

If you form a C Corporation, be aware that you run the risk of being taxed twice on your profits -
once as a corporation, and a second time as an individual when you dispense those profits as
dividends or when you liquidate the corporation. This is one of the major disadvantages of a C
Corporation. Let’s say, for example, your company has profits of $100,000 for one year. First,
the corporation will have to pay tax on it. Then, if you parcel that money out to yourself or other
owners, the IRS may treat it as dividends and will tax you as an individual. If you wait until the
next year to take all or part of that money as salary, you will already have paid corporate tax on it
during the year it was profit, and will then pay tax as an individual when you give it to yourself
as salary.

Many tax and financial experts can come up with ways to plan for profits to avoid or limit this
type of double taxation. You should speak with your accountant or tax advisor to come up with
the most flexible program for your company.

Another tax-related benefit to C Corporation status is its ability to treat the cost of fringe benefits
as fully tax deductible. While a C Corporation can deduct benefits (such heath insurance, group
term life insurance, deferred compensation plans, etc.) for all owner-employees, an S
Corporation cannot deduct them for an owner-employee who owns 2% or more of the corporate
stock. A C Corporation can deduct 100% of its owner-employees’ health benefits, while at
present, S Corporations can deduct only 30% (the same as a sole proprietorship). Owners of C
Corporations can also borrow from the corporation’s retirement fund, and have access to certain
benefits packages that S Corporations do not.
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Benefits

Disadvantages

General Partnership

If you have business partners, you have the option of forming a partnership instead of
incorporating. Should you choose this route, experts highly recommend that you formalize this
relationship by creating a written general partnership agreement that will protect all parties
involved. It is possible to have a partnership without a formal agreement, in which case you will
be governed by the Uniform Partnership Act, but this allows for little flexibility or protection in
events such as one partner leaving. A written contract, on the other hand, will spell out exactly
what each partner’s rights and responsibilities are.

The chief benefit of a general partnership is that you have someone with whom to share the
business burden. It will also probably cost less and require less paperwork to form a partnership
than a corporation. In addition to the written partnership agreement, you may have to file a
partnership certificate registering the company’s name, and perhaps obtain a business license as
well. These requirements vary from state to state and locality to locality, so check with your
county clerk’s office to find out the specific requirements for your region.

If you do form a partnership, each year you have to file a partnership information return that tells
the IRS and state officials how much the partnership earned or lost, and how those gains and
losses are to be divided among the partners. The partnership itself does not pay income taxes.
Instead, the partners report this information and pay taxes on their shares on their personal
returns, similar to a sole proprietorship.

The downside of partnerships is that you are personally responsible for your partner’s liabilities
related to the business. One partner can take actions - such as signing a contract - that legally
bind the partnership entity, even if all the partners were not consulted. Each partner is also
personally liable for injuries caused by one partner on company business. In other words, if one
partner causes an accident while making a delivery with the company van, all partnership assets,
as well as each partner’s personal assets, are at risk. Of course, a partnership can protect itself
against such risks by carrying the proper insurance.
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Benefits

Disadvantage

Limited partnerships are typically used for real estate investing or in situations where a business
is looking to finance expansion. For most small businesses, forming a general partnership or an S
corporation will meet their needs.

In circumstances where they are appropriate, limited partnerships provide many of the benefits of
partnerships and corporations. They provide a way for small businesses to raise money without
taking in new partners, forming a corporation, or issuing stock.

A limited partnership must have one or more general partners, who have the same
responsibilities and liability restrictions as they would in a general partnership. In addition, there
are one or more “limited” partners, typically investors not involved in the day-to-day activities of
the company.

These limited partners are not personally liable for debts of the partnership, and they get the
same tax advantages as a general partner. However, they do have significant restrictions. They
can not, for instance, be involved in the management of the company (with few exceptions). If
they are, they may become personally liable for the partnership’s debts.

Creating a limited partnership can be as complex and costly as forming a corporation. It is
advisable to hire an attorney to assist you in conforming to the various filing requirements in
your state.

Benefits
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Disadvantages

Limited Liability Company

Yet another business structure option has been created as a hybrid of the corporation and the
partnership - the limited liability company.

A limited liability company (LLC) has the liability protection of a corporation but the tax status
of a partnership. In other words, while you get liability safeguards similar to those of a corporate
shareholder, you pay taxes at the personal rate on your share of the profits or use the loss to
offset other income.

While an LLC has many of the same characteristics as an S corporation or a limited partnership,
it is, in many cases, more flexible. For example, it is possible to use an LLC: to bypass the
restrictions on S corporation ownership, to allocate profits differently from ownership interests,
or to get around the general partner’s personal liability in a limited partnership.

Every state, other than Hawaii and Vermont, allows limited liability companies. Various states
have different sets of restrictions, however, so it is advisable to check with your state department
of taxation first to find out the applicable state laws and if your company would qualify to be an
LLC.

Filing to form an LLC can be extremely complicated, and the paperwork needs to be completed
meticulously, so you probably want to hire an attorney to help you. You need to follow the state
rules that govern formation of an LLC in your state, and file the proper forms with the correct
state bureau. You also will need to observe IRS guidelines in your LLC operating agreement
(governing the relationships and responsibilities of the LLC owners) so that you qualify for
taxation as a partnership rather than a corporation.

Another new structure, the limited liability partnership, provides benefits similar to those in an
LLC to professional partnerships.

Benefits

Disadvantages
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Professional Cor poration

Groups of certain professionals can form corporations knows as professional corporations or
professional service corporations. The list of professionals covered by professional corporation
status differs from state to state, it typically covers accountants, engineers, physicians and other
health care professionals, lawyers, psychologists, social workers, and veterinarians. Typically,
these professionals must be organized for the sole purpose of providing a professional service -
for example, a law corporation must be made up of licensed attorneys.

In certain states, this is the only incorporation option available for certain professionals, whereas
in others, they are given the choice of being either a professional corporation or S or C
corporation. Contact your states filing office to see what options are available in your state.

According to tax and legal experts, there is no longer a significant tax benefit to professional
corporation status over sole proprietorship or partnership. The IRS treats most professional
corporations as “personal service corporations,” taxing corporate income at a flat rate of 35%.

Professional corporations can shield owners from liability. While it can’t protect a professional
from his/her own malpractice liability, it can protect against liability from negligence of an
associate. Malpractice insurance is still the way to go for most professionals, however. Still, you
might want to consider this corporate status as a back-up against rising rates or inadequate
coverage.

Benefit

Disadvantages
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Nonprofit Cor poration

The primary benefit of being a non-profit (or not-for-profit) corporation is that you are exempt
from paying income taxes. You must qualify for tax-exempt status under the Internal Revenue
Code Section 501(c)(3). Should you attain this status, not only is your corporation exempt from
paying taxes, but people, corporations, or other organizations that contribute to your corporation
can take a tax deduction for those contributions.

There are other benefits, too. For example, if you do a lot of mailings, you can qualify for the
lower “non-profit” postal rate. Plus, there is the positive image a non-profit connotes: it tells
people that you’re in business not for the money but for a higher purpose.

Typically, tax-exempt status is reserved for corporations formed for religious, charitable, literary,
scientific, or educational purposes. This could include: child care centers, museums, research
institutes, dance or music groups, places of worship, schools, community groups, and others.

Of course, you don’t make money from a non-profit company; once you put assets in, they
become property of that corporation and must be dedicated to specific non-profit purposes. And
you can’t sell the business to get your money back. A non-profit company goes on; if it is sold,
liquidated, or otherwise ends, the assets must be passed to another non-profit corporation.

There are other responsibilities and restrictions to running a non-profit business, too numerous to
list here. If you are seriously considering forming a non-profit corporation, you might want to get
in touch with legal and/or tax counsel that specializes in this area.

Benefits

Disadvantage
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Summary of Different Structures

Sole
Proprietor ship
No.

General C- S
Partnership | Corporation | Corporation
No. Yes. Yes.

Separ ate It depends.
L egal Entity
Personal and Personal The business || The business || No, if only 1
business assets | and business | is a separate | is a separate | member.
and liabilities assets and legal entity. legal entity.
are merged liabilities Yes, if at least
together. are merged 2 members.
together.
Owner ship Only 1 owner. | Atleasttwo | Atleastone | From1to75 | Atleast1
partners. shareholder. || shareholders. | member.
Legal Unlimited. Unlimited. Limited to Limited to Limited to the
Liability the the investment
investment investment contributed to
contributed contributed the business.
to the to the
business. business.
Tax Profits are The Corporate Corporate Ifonly 1
Treatment taxed at the business profits are profits are member, the
individual itself does subject to subject to business
income tax not pay double personal profits are
rate. and taxes, but taxation both | income taxed as in the
individual are each partner | asincometo | taxation. The | sole
also liable for records the corporation proprietorship.
self- his/her share || corporation itself does If at least 2
employment of profitson | and as not pay members, the
tax. his/her dividends taxes, but business
personal distributed to | files an profits are
income tax | stockholders. || informational | taxed as in the
return. tax return partnership.
mentioning
each
shareholder’s
portion of the
corporate
income.
Owner(s) The owner can || Depending Managers Managers The
Compensation | either take an on the can receive a || can receive a | member(s)
owner’s draw partnership || reasonable reasonable can take an
or receive a agreement, salary. salary. owner’s draw
reasonable partners can ifthe LLC is
salary. receive a setupasa
reasonable sole
salary. proprietorship
or receive a
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reasonable
salary if it is
setup asa
partnership.

Profit Profits after tax | Profits after | Profits after | Profits after Ifonly 1
Distribution can be retained | tax can be tax can be tax can be member,
or distributed distributed distributed distributed to | profits are
to the sole to partners as dividends || shareholders | distributed as
proprietor (i.e. | based on the | or reinvested || based on in the sole
salary, owner’s || agreement in the their proprietorship.
draw, etc.). or can be company. contributions | If at least 2
reinvested or reinvested | members,
in the in the profits are
company. company. distributed as
in the
partnership.
Initial Filing None. The The The business || The business | The business
Requirements || business business owner(s) owner(s) owner(s) must
owner(s) may owner(s) must file must file file with the
file with the must file with the with the Secretary of
County Clerk with the Secretary of | Secretary of | State in
Office. County State in State in Lincoln.
Clerk Lincoln. Lincoln.
Office.
Main Easy and Ease of Limited Limited Limited
Advantages inexpensive to | establishing. | liability. liability. liability.
start and
terminate the Single Large Single Single
business. taxation. resource taxation. taxation.
base.
Unlimited
Unlimited life.
life.
Main Unlimited Unlimited Double Restrictions || Limited life
Disadvantages || liability. liability. taxation. on the (30 years).
number of
Limited life. Limited life. | Increased shareholders | | ack of court
amountof | and classes | experience in
paper work || Of stock. LLC
and litigation.
expensive Lenders can
start-up require
costs. personal
guarantee.
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Partnerships

What to Do When Business Partner s Become Adversaries

Partnerships can be problematic. Disagreements erupt over money, clients, scheduling, hiring
decisions and even parking privileges. In fact, it’s often the little things that lead to big problems,
catapulting partners from a congenial working relationship into one of conflict and chaos.
Problems are inevitable, and most experts agree the best partners are those who plan for them in
advance. The way to solve future disagreements is to have a strategy in place before they occur
and to evaluate your potential partner long before you make any agreements to work together.

Partnerships are often formed on a handshake between friends — setting the stage for major
problems in the future. Friends and family members don’t necessarily make the best partners,
and if care isn’t taken in the beginning, the alliance can doom both the business and the
relationship.

How to Choose a Partner

Have serious discussions long before you agree to form a partnership. What expertise does the
prospective partner bring to the relationship? What are this person’s objectives and goals? What
is his or her work ethic? Do you and your prospective partner appear to be compatible on these
points?

Partners who are well-suited will bring different skills to the business, thus complementing each
other’s expertise, expanding both their knowledge base and business potential. But they will also
have a shared vision and many shared values.

Talk about your goals. If your objective is to establish a stable, growing company while your
partner’s goal is to make a lot of money and sell the business in five years, the partnership is not
a good idea. If you want to run a family-friendly business that respects time with your spouse
and kids, and your partner thinks family is a distraction, keep your distance. Be open and honest:
if you’re uncomfortable talking these things over with a prospective partner, consider this an
indication that you should beware.

If you are a sole proprietor considering taking on a partner to get capital or new skills for your
company, be sure to analyze other business-form options, especially limited partnerships, limited
liability partnerships and limited liability limited partnerships. If you already are in a partnership,
consider switching.

How to Forestall Problems
(1) Communicate before forming a partnership. Talk about goals, vision and values. Openness

and honesty are important here. Do you respect the ideas and values of the prospective
partner? What expertise does each of you bring to the partnership?
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)

(3)

(4)

Put it in writing. Work with an attorney to develop a specific, formal partnership agreement.
Verbal agreements and handshakes leave room for trouble. Be sure the agreement specifies
how the business will be appraised and how a departing partner (or heirs or divorcing
spouse) will be compensated.

Prepare an exit strategy. Have a plan in place before the problems arise, so that all involved
parties understand what the process is and what their responsibilities are if they opt out.

Choose an independent arbitrator. Arguments can reach deadlock in two-person
partnerships. Before establishing the partnership, choose an outside individual - someone
you both trust — who will cast the deciding vote in stalled office issues.

Stepsto Take When Problems Arise

1)

)

(3)

(4)

()

Talk through the disagreement and consider the solutions that will move you closer to your
ultimate business objective.

If one-on-one discussions aren’t getting you closer to resolution, call in a professional.

When problems arise, work through them, respect the outcome even if things didn’t go your
way, and move on. Resentment can hurt your business and the bottom line.

You may not always agree, but the main goal of partners is to make the business succeed. If
the solution offered is in line with your shared business goals, don’t fight it.

Know when to quit but also know how to quit. Exit strategies drafted at the inception of the
partnership are critical for making this process fair and smooth for all parties concerned.

HOW TODO IT

(1)

)

Sit down with your partner or prospective partner and discuss business objectives and goals,
and plan how to achieve them. If you’re already in a partnership, use this exercise to
enhance your level of communication and to ensure that you are both making decisions
based on what is best for the company. If you are considering entering into a partnership,
evaluate the discussion to determine whether you have shared visions and values regarding
the business.

Develop a partnership agreement or revisit the one you’ve established. Does it include an
exit strategy? Make sure the proper papers are filed before problems erupt. This could
minimize conflict and chaos in the future.
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(3) Before any disputes occur, pick an independent third party to mediate or arbitrate them.
Regardless of which stage you are at in your partnership, an objective individual, whom you
all trust, can have valuable insight or help settle disagreements that have become
deadlocked.

Corporate Legal Issues

Choosing the Right Lawyer for Your Business

Although they have personal physicians and routinely engage accountants and other
professionals, when it comes to finding a lawyer, many businesspeople are dumbstruck. They
dislike lawyers, balk at their cost, and fear that lawyers will overcomplicate and interfere with
the growth of their business.

To the contrary, a lawyer’s role is to ensure that a company does not become derailed from the
entrepreneur’s desired destination. A business lawyer is a vital member of the team, and it is
important that the lawyer work closely with the entrepreneur and the accountant. Businesses
should seek legal assistance for major transactions and government compliance problems. At a
minimum, you should have a lawyer perform a legal audit annually to review all of your business
documents. By practicing preventive law and consulting an attorney before changing your legal
position, you can save money and avoid pitfalls.

Entrepreneurs are sometimes reluctant to hire attorneys because they view legal services as
duplicative or unnecessary to the daily operation of the business. For example, entrepreneurs
aware that they already are being billed for a bank attorney’s work in preparing loan documents
will mistakenly not pay their own attorney to review the loan materials and look out for the
entrepreneur’s best interests.

Although not a definitive list, you need a lawyer to:

« Acquire or sell your business.

« Obtain public or private financing.

« Negotiate business and employment contracts.

« Draft non-compete clauses.

« Obtain trademarks and patents and guard trade secrets.

« Handle regulatory compliance with ERISA, SEC (securities) and EPA (environmental).

. Draft internal business policies and procedures.

« Prepare basic documents such as minutes of formal meetings, articles of incorporation
and bylaws.

« File tax returns, licenses and reports.

. Oversee corporate structuring or restructuring.

« Handle franchise and distributorship issues.

. Manage pending or potential litigation.

Where to look for a lawyer:
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(1) Many businesspeople do not know where to search for the right lawyer, but word-of-mouth
IS a good starting point. Ask relatives, friends and business associates to recommend an
attorney.

(2) The staff of a trade or professional organization or chamber of commerce can offer a
referral. In some instances, these organizations may offer a reduced group rate for legal
services.

(3) Contact your local or state bar association. Additionally, explore prepaid legal service plans,
which are specifically designed for small businesses. These plans usually offer unlimited
telephone consultations with a lawyer and are good resources for routine legal tasks, such as
drafting basic contracts and equipment leases.

(4) If you have any lawyer or paralegal acquaintances, ask if they can recommend someone
with the specialization you need.

Choosing what kind of lawyer to retain is critical. Consider the convenience of the attorney’s
office location and his or her fee structure, but his or her competence should be the most
important factor. Hiring a large law firm will expose you to top legal talent with ample resources
and expertise in numerous fields of law, but comes at a high price.

Think of what a general practitioner does for your health. Ideally, a small- to mid-size business
should find a *“general counsel” who has a solid grounding in many areas of law, including
corporate law, partnership law, labor relations and employment law, tax, contracts and debt
collection. Cultivating a long-term relationship with a general business lawyer could result in
reduced legal costs over time because the lawyer does not have to spend time acquiring
background information on your company before performing each legal task.

Just as you would for any other business transaction, it is wise to do the following:

« Obtain bids for legal services. Make sure any hourly rate quoted by a lawyer includes
overhead expenses such as secretarial time.

« Interview two or three lawyers before making your selection. It is important that you feel
comfortable confiding in the lawyer so that he or she would have the information necessary
to resolve any legal problem at issue.

« Steer clear of lawyers who procrastinate, seem overextended, or who are either overly
aggressive in favoring costly litigation or too willing to capitulate your position in a legal
dispute.

« After you interview a lawyer, write down your impressions of how well the lawyer listened
to you, evaluated the strengths and weaknesses of your legal position, demonstrated
knowledge of the applicable law, and adequately explained fee structure and billing practices.

. Having a good attorney-client relationship requires you to be a good client. Be clear with
your lawyer about your objectives and expectations, and don’t withhold relevant information.
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Remember, any lawyer you hire is obligated to:

. Present you with options and their consequences and offer recommendations concerning
legal issues.

. Demonstrate a duty of loyalty by not representing a client whose interests conflict with
yours.

. Protect all legal rights to which you are entitled.

« Follow your lawful directions.

HOW TODO IT

A business attorney should be willing to give you an initial free consultation. Following are 11
questions you should ask prospective lawyers:

(1)

)

©)

(4)

()

(6)

(7)

(8)

9)

(10)

1)
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How to Avoid Antitrust Violations

Business owners inevitably come in contact with their competitors -- sometimes on issues that
concern them both as entrepreneurs or within their industry through trade associations. While
there are ways in which competitors can work together, these cannot in any way appear to, or
actually, affect competitive pricing or distribution of business. People who in any way work with
a competitor to stifle free trade or control prices will find themselves and their companies liable
for fines and imprisonment. Knowing what is allowable under the law can ensure that all contact
remains legal and that no gathering gives the appearance of an illegal activity.

Some contact with competitors will always occur and is acceptable because entrepreneurs often
have similar concerns as business owners and participants in specific industries. But those
contacts cannot affect how the companies do business, to whom they sell their products and
services, and at what price they sell those goods. Business owners must be certain they
understand the laws that govern relationships with competitors — which kinds of contact and
activities are appropriate and which are illegal.

Three key federal laws regulate antitrust activities:

(1)

This is the basic antitrust law, which states that any contract, written or implied, that acts to
restrain trade may be a criminal act. This includes any agreement or understanding between
competitors about which customers to serve, which prices to charge and other elements that
affect the customer’s ability to receive the best product at the lowest cost. It also makes
illegal any attempt to monopolize trade. These violations require only one perpetrator, who
has the ability and intent to monopolize.

()

This is a civil statute spelling out injunctive action that can be taken to recoup losses and to
punish an offender through fines, often with treble damages allowed. Its wording is more
explicit than the Sherman Act, spelling out specific violations. The Robinson-Patman Act,
which prohibits price discrimination, is also part of this law. Other portions deal with
interlocking directorates of competing companies, mergers and acquisitions, and exclusive
dealing arrangements.

(3)

Although not technically an antitrust law, it prohibits unfair competition and supplements
provisions of the other two acts. It can be enforced only by the FTC.

Consequences for violating these acts can include prison sentences and significant fines,
running into the millions of dollars, depending on the length of the violation and its impact.
Anyone injured by an antitrust violation also can sue for damages and recover three times the
specific dollar loss plus attorneys’ fees.
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To avoid running afoul of these laws, here are some guidelines and hint:

1)

)
©)

(4)
(5)

(6)
(7)
(8)
(9)

Don’t discuss pricing with competitors. Never attend a meeting at which pricing will be
discussed. If it comes up at a meeting, protest (and follow this up in writing) and leave
immediately.

Don’t discuss dividing or allocating customers, markets or territories with a competitor.

Don’t restrict the resale activity of a customer or attempt to control the customer’s resale
price.

Don’t talk to retailers about the prices they charge for your products.

Don’t talk to your retailer-customers about other customers or about how you sell to other
customers.

Don’t require a customer to buy exclusively from your company.
Don’t require a customer to buy one product to obtain another.
Don’t make sales or purchases conditional on reciprocal sales or purchases.

Don’t suggest that a purchaser should buy from your company because your firm buys from
the purchaser’s company.

(10) Don’t charge different prices for the same volume of product to customers who may

compete with each other.

(11) Don’t disparage a competitor’s product, verbally or in writing, unless you can prove your

charges.

These are general guidelines and are not a complete statement of the antitrust laws. You should
review these guidelines and specifics with your company’s counsel and be certain the basics are
conveyed to all employees, especially sales people.

Meetings of trade associations, which bring together many key competitors, potentially can be
viewed as generating illegal activities. Employees working on association activities that include
employees from competing companies should be certain that:

Minutes are kept of all meetings of any committees and the general group.

Competent counsel is present at each meeting and is available for advice.

No discussion of any type is held dealing with any subject matter that could be unlawful,
especially pricing or customer dealings.

The trade association is formed and operates in good faith for the benefit of the industry and
allows all participants to benefit by its activities.
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There is no legal duty imposed on your company to establish a program for antitrust
compliance. However, the existence of such a program can mitigate against culpability in the
eyes of law enforcement if an employee is charged or convicted of a crime that can reflect on the
company.

Tracking L egislation

While your attention is focused on running your company, the rules and regulations of the
American marketplace can change overnight. Even as you read this, Congress may be shaping
legislation that will affect your business. You need to stay on top of pending legislation,
anticipate the changes, and sometimes even get involved directly in efforts to affect the outcome
of a vote on Capitol Hill. Keeping yourself informed and involved can help protect you against
both legal liability and potential economic loss.

While you’re not expected to know as much about the law as your attorney, you may be held to
a higher standard of care than the so-called person on the street because of your expertise in
your field. You’re expected to have a working knowledge of laws that affect your business and
your employees. Even though such laws can change literally overnight, you can still anticipate
the changes and position your business to make the best of them.

Tracking services

Tracking legislation is not difficult, just time-consuming. This is where tracking services can
help.

« The Bureau of National Affairs, Inc. (BNA) has been tracking legislation for years. It
publishes print and electronic news and information on developments in business, labor
relations, law, health care, economics, health and safety, taxation, environmental protection,
and other public policy and regulatory issues. BNA will monitor specific issues for you or
undertake customized research. The cost of monitoring specific issues depends on how many
items you want to track, how frequently, and whether you want to track comparable
legislation at another level of government, such as in the state legislature. Customized
research for BNA subscribers runs $95 an hour, $120 an hour for nonsubscribers.

« The Conference Board’s Business Information Service researches more than 7,000 inquiries
a year on a wide range of business issues using on-line databases. For its basic membership
fee of $9,000 a year, this nonprofit resource organization provides unlimited library services,
a host of reports and conference discounts. Six full-time librarians are available to research
queries about legislation.

« For law firms and other businesses that already subscribe to the Westlaw legal research
publisher, WestIntraClip (TM) is designed specifically for intranets at firms and
organizations that need to monitor developments in legislation. It searches the most recent 30
days of entries in certain Westnews or Westlaw legal databases, including major newspapers
and publications of record, such as the Congressional Record and Federal Register. Westlaw
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subscribers can view an index of clipping entries free of charge; though there is a fee for
accessing the full entries.

« The Securities Industry Association (SIA) also tracks legislation on its Web site. The
information is free of charge to members of SIA, whose membership dues are based on a
formula tied to the size of the company. More than 700 small businesses and large firms are
members. SIA encourages member feedback on hot topics and enables members to influence
legislation in the making. It credits feedback from Web site users for the recent passage of
IRA/pension legislation.

« The U.S. Chamber of Commerce calls its ChamberBiz™ service the ultimate small business
resource for those who want to get involved in shaping governmental policies. Through its
Issues Index, you can read about bills the chamber is tracking in Congress and e-mail
questions about regulations that affect your company.

Using tracking services such as these, you can anticipate developments and avoid surprises.

Constituent input can sometimes dramatically change the product that emerges from legislative
sessions. Many people don’t realize how effective simply contacting a legislator -- especially
during an election year — can be. Methods of influencing legislative outcomes can take many
forms: grass-roots campaigns; letters, phone calls or e-mail to your legislator; petitions;
involvement with local political organizations; financial support of lobbying or political
organizations; or even running for office yourself. When you understand the process as a piece of
legislation is developed and can follow the path it takes through the system, you will be able to
make your views known to the right people at the right time. For instance, committee hearings
are the places where regular people can testify publicly about what they see as the good points or
bad points of a bill.

Much depends on how involved you want to be, how important the issue is to you, and how
many resources you want to devote to it.

Example 1:

The Americans with Disabilities Act (ADA) has been the law of the land since 1990. It entitles
people with functional impairments to special consideration in public accommodations and at
work. To accommodate folks with special needs, businesses can be required to make particular
provisions, such as special parking spaces, ramps, or modified rest room fixtures and telephones.
The ADA uses a formula for determining when an individual may be eligible for special
consideration and when a company must make those accommodations. As the public makes new
demands, laws such as the ADA are amended both by Congress and through court decisions that
interpret the language of the law. If your business is one of those that must comply, each one of
those amendments can directly affect what action you must take to satisfy the law’s
requirements.
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Example 2:

Sometimes it can pay to have someone else track changes in specific laws. Workers’
compensation laws can differ from state to state and Gerard Walsh, document services
coordinator at Bureau of National Affairs, is working up a fee schedule for a client who needs to
review changes in workers’ compensation laws in all fifty states. In a similar example, tracking a
year’s worth of information on legislation pertaining to environmental issues, such as air
emissions standards and solid waste disposal, costs $3,700. If this sounds like a lot, just compare
it to the cost of noncompliance.

HOW TO DO IT
(1) Ask yourself these questions:

« Ismy business likely to be affected by legislation that Congress is considering?
. Do I have time to track the progress of the measure through Congress?
« Which tracking service best suits the needs of my company?

(2) To track legislation of interest to your business:

Check for federal legislative activity that may affect you at the Thomas Web site. Select
“Bills in the News” or “Bill Summary and Status” to get started.

Check state legislative activity that may affect you by following leads from the Web-site
directory maintained at Washburn University. While you’re inspecting your state’s legal-
resource Web sites, look for directory information for a state legislative reference bureau or
service. Legislative reference services prepare comprehensive white papers on pending bills
for legislators and often will provide copies to anyone who asks for them.

Read newspapers and electronic news services daily. Newspapers of record, such as The
New York Times, are more likely to identify bills by their House Resolution or Senate
number. Contact the office of the sponsoring representative or senator expressing your
interest in the measure’s progress. Speak with legislative aides — they’re often highly
knowledgeable about the status of a sponsored bill. You may get a faster response than if
you spoke with the legislator directly.

(3) To locate a tracking service: Contact your trade association about update services for
members. When employing fee-based tracking services, make sure your query is as
narrowly focused as possible. The more sharply defined the question, the better your results,
and the lower your cost.

(4) To influence the course of legislation: Send comments to a feedback service, such as the
Securities Industry Association’s, to be accumulated and presented to legislators. Contact
your representatives or senators and whichever lawmakers sit on committees covering your
industry. Know the issues. Make your comments pertinent and respectful of the process and
the individual lawmaker.

Ask the administrators of your professional organizations if they do lobbying. If they do, find out
how to communicate your wishes to the lobbyists. If they do no lobbying, consider joining
another organization that does. One organization that lobbies very actively is the U.S. Chamber
of Commerce.
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Legal Protections for a Company

Copyright Protection — Protect your writing, software, film and other creative endeavors

What isa copyright?

Copyrights are a way for you to protect your creative material. Once you obtain a copyright, your
work can’t be used without your permission.

As an independent contractor or freelancer, you usually own the rights to what you create, unless
you sign a contract giving rights to your client. If ownership is not stipulated in a contract, the
creator owns the copyright to the work. Before you sign any contract, be sure you know who will
own the work you create during your employment. Often times, the entity paying you will try to
lay claim to all work, not just what you were hired to create during the term of the contract, so be
on the lookout for that clause in all contracts. If you hire someone to create work for your
business and you want to own it -- public relations material or ad copy for example -- you will
want to have the agency or individual sign an agreement assigning rights to you.

Copyright protection is provided for original works of authorship fixed in a tangible medium of
expression. This means you cannot copyright an idea, only the expression of theidea.

The categories of copyrightable works include:

« Literary works

« Musical works, and accompanying words

« Dramatic works, including accompanying music
. Pantomimes and choreographic works

« Pictorial, graphic and sculptural works

« Sound recordings

Copyrights are limited in duration to a term of the life of the author plus 50 years. For work
created by employees for hire, the term is 75 years from first publication or 100 years from
creation (whichever expires first).

How to obtain copyright

You do not have to register with the U.S. Copyright office in order to have copyright protection.
Rights commence upon creation of the work. Until 1989, a copyright owner was required to
include a copyright notice on all products and failure to do so could result in a loss of copyright
rights. That law no longer exists, and creators now own copyrights unless a contract states
otherwise.

However, before you can start action against a copyright infringement, you must register a
copyright claim. The filing fee for this infringement is approximately $20 and it takes
approximately six weeks for the copyright office to process the application and issue a
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registration. The U.S. filing achieves rights in all countries that honor U.S. copyrights. The
copyright office in Washington, DC can provide you with a list of these countries. If
infringement occurs in another country, however, you must sue in that country.

Protecting your rights

To protect your copyright, write your name, the word “copyright”, and the year in which you
created the work on all material you wish to protect. Although this is not necessary by law,
copyright lawyers consider it good practice. You should place the copyright notice somewhere
that gives “reasonable notice” of its existence. For example, on the first page of a manuscript or
on the label of a record.

If you publish something on a regular basis, such as a newsletter or magazine, you may be able
to register a year’s worth of work at one time. The possibility of what is called a “group
registration” depends on whether or not all the work in the periodical is created by the same
author. To find out more about group registration ask the copyright office for their publication,
“Group Registration of Contributions to Periodicals.” The “Registration for Serials” publication
explains the rules for periodicals.

Software copyrighting is a little more complicated because registering for a software copyright
may make your source code available to anyone who wants to look at it. To protect yourself, you
may want to patent portions of your code and have it blacked out in your copyright. For more
information on copyrighting software, ask the copyright office for the publication on “Copyright
Registration for Computer Programs.”

Copyright myth

The myth about the efficacy of protecting work by mailing yourself a sealed copy of the work is
just that — a myth. Mailing work to yourself does not provide protection because you could easily
mail yourself empty envelopes and then open them and insert anything you want. Instead, you
can protect yourself by having a notary public sign and date your work or by registering it with
the copyright office. How to avoid infringing on copyrights If you find information in a
magazine or on-line that you want to use for something you are creating, chances are you cannot,
even if you pay to access it. For example, this column cannot be downloaded and used even
though you pay to be on-line. The term “fair use” may be something you have heard. This rule
says that portions of works may be reproduced for educational, news, commentary, or research
without infringement under some circumstances. Fair use is decided on a case-by-case basis
using the following criteria:

Purpose of use. For example, whether it is commercial or for nonprofit educational purposes.
The nature of the copyrighted work The effect of the use upon the potential value of or market
for the work How much of the entire body of the work is used
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Patent - I nvent something cool?

What isa patent?

A patent provides the holder with the exclusive right to make, use, and sell an invention
throughout the U.S. during the term of the patent.

There are three forms of patents: design, utility, and plant.

Design patents are granted for any new, original and ornamental design for an article of
manufacturing. Design patents cover the aesthetic appearance of an invention, such as the
appearance of a fax machine or lamp. Design patents have a term of 17 years in the United
States. It is believed that design patents are the weakest form of protection, because competitors
can avoid a charge of patent infringement by making only minor changes to designs.

Utility patents cover the functional features of an invention and are granted for any new and
useful process, machine, manufacture or composition of matter, or for any new and useful
improvement. For example, the switching mechanism in a lamp, or the electronics in your fax
machine could fit this category. A utility patent lasts 14 years.

A plant patent, protects a new form of greenery or plant.

The list of what cannot be patented includes: ideas; methods of doing business; scientific
principles; printed material; and naturally occurring substances.

The protection you’ll get from your patent is effective only once it is granted, and not during a
patent pending period. Also, a U.S. patent only protects you in the United States, and will not
stop someone in another country from manufacturing and selling your product outside the U.S. If
you want to protect yourself in other countries, you will need to obtain a patent in each one.

How to obtain a patent

You must file an application with the patent and trademark office, where the examiners
determine the originality of your invention. The patent process takes from 1 to 3 years and can
cost between $3,000 and $10,000, including legal fees. The fee the patent office charges depends
on the size of your business and the number of claims in the patent application. You must apply
for a patent within one year of the time a product is first offered for sale or disclosed publicly.

The patent process can be lengthy and expensive, so before you embark on it make sure you have
researched your product and determined that it has a market. You should also determine that the
product you are interested in is not already patented before you spend time and money on the
application process.
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A trademark is any word, name, symbol or device, or combination of these things used to
identify and distinguish your goods from those manufactured or sold by others. Trademarks also
apply to sayings or slogans such as United Airline’s “Fly the Friendly Skies” and Nike’s “Just
Do It,” and to configurations such as book package designs. Trademarks also encompass
tradenames (the trademark for a corporate entity) and a service mark (used for services rather
than products).

How to secure a trademark

You are not required to register a trademark with the U.S. Patent and Trademark Office in order
to be protected because trademark protection automatically commences when you begin using
your trademark. However, registration is advisable because it provides procedural advantages if
you need to sue someone for infringement.

To protect your name, symbol, device, etc. during the time you are waiting for your trademark to
become official, you can file an “intent to use” application with the trademark and patent office.
This application will protect you from the date you file it, as long as you eventually register your
trademark. The intent to use application is helpful if you expect a long time period between when
you choose a trademark and actually begin using it.

The cost and time necessary to obtain a trademark can vary, but expect it to take at least one year
and cost approximately $1,000 in fees and legal costs.

Trademark lifespan

Once you have a trademark, it lasts as long as the owner of the mark continues to use it;
however, 