Startup Basics

First Steps

Starting and managing a business takes motivation and talent. It also takes research and planning. Although initial mistakes are not always fatal, it takes extra skill, discipline, and hard work to regain the advantage. Take time beforehand to explore and evaluate your business and personal goals, then use this information to build a comprehensive and thoughtful business plan that will help you reach these goals.

Developing a business plan will force you to think through some important issues that you may not otherwise consider. Your plan will become a valuable tool as you set out to raise money for your business, and it will provide milestones to gauge your success.

Getting Started 

1: List your reasons for wanting to go into business. Some of the most common reasons for starting a business are:

· Self-management 

· Financial independence 

· Creative freedom 

· Full use of personal skills and knowledge 

2: Next determine what business is right for you. Ask yourself these questions: 

· What do I like to do with my time? 

· What technical skills have I learned or developed? 

· What do others say I am good at? 

· Will I have the support of my family? 

· How much time do I have to run a successful business? 

· Do I have any hobbies or interests that are marketable? 

3: Identify your business niche. Research and answer these questions: 

· What business am I interested in starting? 

· What services or products will I sell? 

· Is my idea practical, and will it fill a need? 

· What is my competition? 

· What is my business's advantage over existing firms? 

· Can I deliver a better quality service? 

· Can I create a demand for my business? 

4: The final step before developing your plan is the pre-business checklist. You should answer these questions: 

· What skills and experience do I bring to the business? 

· What legal structure will I use? 

· How will my company's business records be maintained? 

· What insurance coverage will be needed? 

· What equipment or supplies will I need? 

· How will I compensate myself? 

· What are my resources? 

· What financing will I need? 

· Where will my business be located? 

· What will I name my business? 

Your answers will help you create a focused, well-researched business plan that will serve as a blueprint for business operations, management, and capitalization. SBA offers a tutorial on preparing a solid plan.  Once you have completed your business plan, review it with a friend or business associate. When you feel comfortable with the content and structure, review and discuss it with your banker. The business plan is a flexible document that should change as your business grows.

Are you ready?

Is Entrepreneurship For You? 
In business, there are no guarantees. There is simply no way to eliminate all the risks associated with starting a small business - but you can improve your chances of success with good planning, preparation, and insight. Start by evaluating your strengths and weaknesses as a potential owner and manager of a small business. Carefully consider each of the following questions. 

Are you a self-starter? It will be entirely up to you to develop projects, organize your time, and follow through on details. 

How well do you get along with different personalities? Business owners need to develop working relationships with a variety of people including customers, vendors, staff, bankers, and professionals such as lawyers, accountants or consultants. Can you deal with a demanding client, an unreliable vendor, or a cranky receptionist if your business interests demand it? 

How good are you at making decisions? Small business owners are required to make decisions constantly - often quickly, independently, and under pressure. 

Do you have the physical and emotional stamina to run a business? Business ownership can be exciting, but it's also a lot of work. Can you face six or seven 12-​hour work days every week? 

How well do you plan and organize? Research indicates that poor planning is responsible for most business failures. Good organization ​ of financials, inventory, schedules, and production ​ can help you avoid many pitfalls. 

Is your drive strong enough? Running a business can wear you down emotionally. Some business owners burn out quickly from having to carry all the responsibility for the success of their business on their own shoulders. Strong motivation will help you survive slowdowns and periods of burnout. 

How will the business affect your family? The first few years of business start​up can be hard on family life. It's important for family members to know what to expect and for you to be able to trust that they will support you during this time. There also may be financial difficulties until the business becomes profitable, which could take months or years. You may have to adjust to a lower standard of living or put family assets at risk in the short-term. 

Why Small Businesses Fail 

Success in business is never automatic. It isn't strictly based on luck - although a little never hurts. It depends primarily on the owner's foresight and organization. Even then, of course, there are no guarantees. 

Starting a small business is always risky, and the chance of success is slim. According to the U.S. Small Business Administration, over 50% of small businesses fail in the first year and 95% fail within the first five years. 

In his book Small Business Management, Michael Ames gives the following reasons for small business failure: 

1:Lack of experience 
2:Insufficient capital (money) 
3:Poor location 
4:Poor inventory management 
5:Over-investment in fixed assets 
6:Poor credit arrangements 
7:Personal use of business funds 
8:Unexpected growth 
Gustav Berle adds two more reasons in The Do It Yourself Business Book: 
9:Competition 
10:Low sales 

More Reasons Why Small Businesses Fail 
These figures aren't meant to scare you, but to prepare you for the rocky path ahead. Underestimating the difficulty of starting a business is one of the biggest obstacles entrepreneurs face. However, success can be yours if you are patient, willing to work hard, and take all the necessary steps. 

On the Upside 

It's true that there are many reasons not to start your own business. But for the right person, the advantages of business ownership far outweigh the risks. 

· You will be your own boss. 

· Hard work and long hours directly benefit you, rather than increasing profits for someone else. 

· Earning and growth potential are far greater. 

· A new venture is as exciting as it is risky. 

· Running a business provides endless challenge and opportunities for learning. 

Do You Have What It Takes?

What does it take to be an entrepreneur? Which personality traits make for success? Let's see if you have what it takes. 

FICTION: To be an entrepreneur you must be born that way.

FACT: Anyone can learn to operate like an entrepreneur.

What are the similarities of successful entrepreneurs?

· persistence 

· desire for immediate feedback 

· inquisitiveness 

· strong drive to achieve 

· high energy level 

· goal oriented behavior 

· independent 

· demanding 

· self-confident 

· calculated risk taker 

· creative 

· innovative 

· vision 

· commitment 

· problem solving skills 

· tolerance for ambiguity 

· strong integrity 

· highly reliable 

· personal initiative 

· ability to consolidate resources 

· strong management and organizational skills 

· competitive 

· change agent 

· tolerance for failure 

· desire to work hard 

· luck 

Many entrepreneurs also had:                   This does not make sense
A role model to influence them early on parents who were entrepreneurs Two traits necessary for successful entrepreneurs are creativity and innovation. 

WHAT IS CREATIVITY?                                       Need a lead in.

Creativity is being able to create new ideas and ways to solve problems that provide cool opportunities. 

Characteristics of Creative People

· bright 

· adaptable 

· high self esteem 

· challenge-oriented 

· idea-oriented 

· inquisitive 

· curious 

Can you improve your creativity? YES! How? 

Gather as much information as you can (read, talk with experts, etc.) "brainstorm" over time. Just think about the problem or issue until an idea comes to you.

Is the solution reasonable? If so, try it. If not, keep thinking. Did it work? If so, great. If not, begin the process over again. Don't put barriers on your mind. Put these steps to use.

	Left Brain
	Right Brain

	Analytical
Rational 
	Intuitive
Artistic 


You need both sides of your brain when being creative because they compliment each other.

WHAT IS AN INNOVATION?

· something that is invented (ex. CD's) or 

· something that is created from an existing idea or product (ex. Super Wal-Mart) 

Where do innovative ideas come from? 

· unsatisfied customers 

· demographic changes in society 

· luck 

· imagination 

· vision 

· problem-solving 

Remember:

· look for new ideas 

· keep it simple 

· start small 

· try, try, try again 

Accessing Your Skills, Education, and Experience

	 
	After completing the Entrepreneur Test, you probably have a better idea of how you compare with other entrepreneurs. However, this is not the complete picture. Your skills, education, and experience also provide you with tools that will help you should you decide to start your own business. 

The first step in your assessment is to make an honest appraisal of your personal skills and education. You should list everything, especially if you are unsure what type of business in which you want to become involved. Don't list any faults or doubts here. This is a place to remember all of the things that you know how to do well (no skimping on personal praise). 

After you have identified your personal skills and education, focus on your business knowledge. If you know what you are interested in, list what you know about the field or industry. If you are well versed, simply outline the general areas. If you are not sure, you should list everything. Concentrate on specific business information rather than general life experience. All experience will be useful, but we can only use the business experience when we are making a decision about what skills you may need to develop in order to run your business.

The next step is to evaluate your decision making abilities.  When you own your business, you are in charge, and many decisions will have to be made based on what you think. Not all of these decisions will have to be made immediately, but some of them will have to. If your normal response is to give problem solving to someone else, then you will probably have difficulty with running a business. Reflect on your life experiences. Write down two situations where you solved a problem and the decision you made worked well. Then write down two situations where the decisions you made did not work so well. Be sure to write down what you learned from these situations.

Last, but certainly not least, identify your entrepreneurial skills.   As we mentioned earlier, a lot of Successful entrepreneurs have a lot of initiative and also take risks, and they have learned from making their own mistakes. Taking a clear look at your source of motivation and your belief in yourself will help you to be prepared for the challenges that come with owning your own business. Probably the three most important factors on the road to Success are: the ability to be flexible, the willingness to change with the market as technology advances, and the ability to trust yourself. If you have all of these, you are more than halfway there. 

Once you have completed your assessment, you may want to review all three areas to determine where you are at this point in time. By evaluating and understanding the whys and hows of what you have or have not accomplished up to this point in your life, you can better use this knowledge to your advantage, now and in the future. The following questions will help you do this. Remember, the more honest you can be in answering the questions, the more useful the information will be to you.

· What do you feel are your main strengths?  

· What do you feel are your more serious weaknesses?  

· How do you think someone else might answer the above two questions about you?  

· What talents do you possess and in what situations have you been able to use them?  

· How would you personally define the idea of having a job or being employed? 

Now, things are already starting to make sense or you are beginning to have doubts. Either way, listen to your feelings and trust yourself. In the end, these are only tools for you to use in your evaluation process, nothing more and nothing less.


Finding a Niche

A market in its entirety is too broad in scope for any but the largest companies to tackle successfully. The best strategy for a smaller business is to divide demand into manageable market niches. Small operations can then offer specialized goods and services attractive to a specific group of prospective buyers. 

There are undoubtedly some particular products or services you are especially suited to provide. Study the market carefully and you will find opportunities. As an example, surgical instruments used to be sold in bulk to both small medical practices and large hospitals. One firm realized that the smaller practices could not afford to sterilize instruments after each use like hospitals did, but instead simply disposed of them. The firm's sales representatives talked to surgeons and hospital workers to learn what would be more suitable for them. Based on this information, the company developed disposable instruments which could be sold in larger quantities at a lower cost. Another firm capitalized on the fact that hospital operating rooms must carefully count the instruments used before and after surgery. This firm met that particular need by packaging their instruments in pre-counted, customized sets for different forms of surgery. 

While researching your own company's niche, consider the results of your market survey and the areas in which your competitors are already firmly situated. Put this information into a table or a graph to illustrate where an opening might exist for your product or service. Try to find the right configuration of products, services, quality, and price that will ensure the least direct competition. Unfortunately, there is no universally effective way to make these comparisons. Not only will the desired attributes vary from industry to industry, but there is also an imaginative element that cannot be formalized. For example, only someone who had already thought of developing pre-packaged surgical instruments could use a survey to determine whether or not a market actually existed for them. 

A well-designed database can help you sort through your market information and reveal particular segments you might not see otherwise. For example, do customers in a certain geographic area tend to purchase products that combine high quality and high price more frequently? Do your small business clients take advantage of your customer service more often than larger ones? If so, consider focusing on being a local provider of high quality goods and services, or a service-oriented company that pays extra attention to small businesses. 

If you do target a new niche market, make sure that this niche does not conflict with your overall business plan. For example, a small bakery that makes cookies by hand cannot go after a market for inexpensive, mass-produced cookies, regardless of the demand.

Buying a Business

Many find the idea of running a small business appealing, but lose their motivation after dealing with business plans, investors, and legal issues associated with new start-ups. For those disheartened by such risky undertakings, buying an existing business is often a simpler and safer alternative. 

Advantages
The main reason to buy an existing business is the drastic reduction in start-up costs of time, money, and energy. In addition, cash flow may start immediately thanks to existing inventory and receivables. Other benefits include pre-existing customer goodwill and easier financing opportunities, if the business has a positive track record. 

Disadvantages
The biggest block to buying a small business outright is the initial purchasing cost. Because the business concept, customer base, brands, and other fundamental work has already been done, the financial costs of acquiring an existing business is usually greater then starting one from nothing. Above you stated this was a pro to purchase versus startup.Other possible disadvantages include hidden problems associated with the business and receivables that are valued at the time of purchase, but later turn out to be non-collectable. Good research is the key to avoiding these problems. 

Buying a Franchise

An important step in the small business start-up process is deciding whether or not to go into business at all. Each year, thousands of potential entrepreneurs are faced with this difficult decision. Because of the risk and work involved in starting a new business, many new entrepreneurs choose franchising as an alternative to starting a new, independent business from scratch. However this does typically include even higher startup costs.
Although the success rate for franchise-owned businesses is significantly higher than for independent businesses, no individual franchise is guaranteed to succeed. One of the biggest mistakes you can make is to hurry into business, so it's important to understand your reasons for going into business, and to determine if owning a business is right for you. 

If you are concerned about the risk involved in a new, independent business venture, then franchising may be the best business option for you. But remember that hard work, dedication, and sacrifice are essential to the success of any business venture, including franchising. 

What is Franchising? 
A franchise is a legal and commercial relationship between the owner of a trademark, service mark, trade name, or advertising symbol and an individual or group wishing to use that identification in a business. The franchise governs the method of conducting business between the two parties. Generally, a franchisee sells goods or services supplied by the franchisor or that meet the franchisor's quality standards. 

Franchising is based on mutual trust between the franchisor and franchisee. The franchisor provides the business expertise (marketing plans, management guidance, financing assistance, site location, training, etc.) that otherwise would not be available to the franchisee. The franchisees brings to the franchise operation the entrepreneurial spirit and drive necessary to make the franchise a success. 

There are primarily two forms of franchising: 

· Product/trade name franchising and 

· Business format franchising.

In the simplest form, a franchisor owns the right to the name or trademark and sells that right to a franchisee. This is known as "product/trade name franchising." The more complex form, "business format franchising," involves a broader ongoing relationship between the two parties. Business format franchises often provide a full range of services, including site selection, training, product supply, marketing plans, and even assistance in obtaining financing. 

Protecting Your Ideas

It's not easy to think about ideas as property, but for some businesses it's vital. Most of us have had an idea for a new product or service only to dismiss, postpone, or neglect it. Sometimes we later find that others had the same idea, but took it to market before we did. By that time, it is too late for us to take advantage of the idea. 

Ideas are relatively easy to come by, but inventions are more difficult. It takes knowledge, time, money, and effort to refine an idea into a workable invention, even on paper. Turning an invention into an innovation - a new product accepted by the marketplace - takes a lot of effort and a little luck. There are substantial barriers in the path of those who pursue innovation. Overcoming them requires careful planning and plenty of input from others. 

Hundreds of thousands of inventors and innovators file each year for protection under U.S. patent, trademark and copyright laws. However, it can be hard to decide which of the three vehicles is most appropriate for the protection of a particular invention. Although a single product or service may require a patent, a trademark, and a copyright, each category protects a distinct aspect of a creative work or expression. 

Patents, copyrights and trademarks, as well as know-how or trade secrets, are often collectively referred to as intellectual property. Many firms have such property without even being aware of it or of the need to take measures to protect it. 

Many people's notions of intellectual property are unrealistic. Some believe, for example, that simply having a patent on a product will enable one to succeed in the marketplace. Consequently, they may spend thousands of dollars to obtain the exclusive rights to market something that no one wants or can afford to buy. Others may decide that intellectual property protection is not worth the trouble. 

People who may not be interested in protecting their own rights must still take precautions to avoid infringing on the rights of others. This calls for more than the avoidance of copying. Some copying is unavoidable; but one can easily infringe on the rights of others without deliberately imitating specific features of goods or services.

Product Basics

Products may be described in terms of their features and benefits. Features are product characteristics; benefits are customer needs served by those features. Some examples of features are size, color, horsepower, functionality, design, hours of business, and fabric content. Benefits are less tangible but always answer the customer’s question: What’s in it for me?
While product features are usually easy to define, product benefits can be trickier because they exist in the customer's mind. The most compelling product benefits are those that provide emotional or financial rewards. It’s not the brighter smile that the toothpaste offers that is its benefit; it’s what the smile might bring you (a good-looking mate, a better job, etc.). 

Emotional rewards run the gamut of human emotions, but basically allow the buyer to feel better in some way. For example, sending flowers to a friend or family member allows the buyer to feel supportive or loving. Buying products made from recycled materials offers the buyer the chance to feel environmentally responsible. 

Products that deliver financial rewards allow the buyer to save money (e.g., a discount long-distance phone plan) or make money (e.g., computer software for managing a home-based business). 

Discovering Your Product's Benefits 

To identify your product’s benefits, you must consider your customers' needs. Imagine yourself in your customers’ shoes, talk to them directly, or conduct surveys asking about their needs and perceptions.

If possible, hire an independent firm to conduct a focus group with a sample group of customers to test your product for usability and desirability. 

Examine customers who have purchased your product in the past. What do their customer profiles tell you about your product’s benefits? 

Once you have a basic sense of your product's benefits, you can set up systems to develop and track their evolution: 

· Ask customers for suggestions for improvement. 

· Pay careful attention to customer complaints and prospect inquiries. Train and reward employees for questioning customers and prospects to learn what they like and don’t like about your product. 

· Watch your competitors. Do the changes in their product offerings suggest product benefits you hadn't yet considered? 

Why is it important to understand my product’s features and benefits?

Understanding product features and benefits allows you to: 

· Describe your products in terms relevant to your customers. 

· Differentiate - explain how your product is different than the competition’s, with different benefits. 

· Effectively choose pricing and positioning strategies. Refer to strategy ideas below in "Strategies that are based on features." 

Differentiation 

Products may be highly unique (specialty products), virtually indistinguishable from competitors’ products (commodity products), or in between these extremes. No level of uniqueness is necessarily better than any other, but they do require different marketing strategies. A potentially important strategy for specialty products is differentiation, which sets them apart from the competitors’ products in the minds of customers. A thorough understanding of how your product’s benefits compare to your competitors’ allows you to compete effectively with them through differentiation. 

Commodity Products Few, if any, perceived differences among competing products

Specialty Products Highly unique features compared to other products competing for buyers dollars

Strategies that are based upon features

· Introducing - Identifying yourself as the first to offer a new product feature is a proven competitive strategy. For example, specifying a product as the first organic body lotion containing Vitamin E will position your company as a leader, at least for a while. 

· Improving/Modifying - Instead of being at the head of the pack with a totally new feature, you might modify or improve your product’s features, which creates the impression that your company cares about satisfying its customers. Modifying product features is a strategy many businesses use when a competitor has lowered prices. For example, if the maker of one organic body lotion lowers its price, the maker of another may add Vitamin E as a "new and improved" feature but keep its price the same. It is important to remember that modifying features usually leads to changes in benefits. Stay aware of the evolution of perceived benefits your product offers so you can use them in your marketing. 

· Grouping - Often, features are grouped into different product models — and prices — escalating from a basic model to a "fully loaded" model. Automobiles, electronic devices, and vacation packages each offer features that may be added to a basic product model. Services can also be grouped in this fashion. For example, an accountant might offer a certain fee for preparing annual tax returns, another fee to also process payroll, and another to manage all of a client's financial affairs. 

GETTING STARTED

How to Start a Small Business 

Starting and managing a business takes motivation, desire and talent. It also takes research and planning.

Like a chess game, success in small business starts with decisive and correct opening moves. And, although initial mistakes are not fatal, it takes skill, discipline and hard work to regain the advantage.

To increase your chance for success, take the time up front to explore and evaluate your business and personal goals. Then use this information to build a comprehensive and well​thought​out business plan that will help you reach these goals.

The process of developing a business plan will help you think through some important issues that you may not have considered yet. Your plan will become a valuable tool as you set out to raise money for your business. It should also provide milestones to gauge your success.

Getting Started

Before starting out, list your reasons for wanting to go into business. Some of the most common reasons for starting a business are: 
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You want financial independence. 
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You want creative freedom. 
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You want to fully use your skills and knowledge.


Next you need to determine what business is "right for you." Ask yourself these questions: 
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What do I like to do with my time? 
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What technical skills have I learned or developed? 
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What do others say I am good at? 
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How much time do I have to run a successful business? 
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Do I have any hobbies or interests that are marketable?


Then you should identify the niche your business will fill. Conduct the necessary research to answer these questions: 
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Is my idea practical and will it fill a need? 
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What is my competition? 
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What is my business advantage over existing firms? 
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Can I deliver a better quality service? 
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Can I create a demand for your business?


The final step before developing your plan is the pre-business checklist. You should answer these questions: 
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What business am I interested in starting? 
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What services or products will I sell? Where will I be located? 
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What skills and experience do I bring to the business? 
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What will be my legal structure? (see overview below) 
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What will I name my business? 
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What equipment or supplies will I need? 
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What insurance coverage will be needed? 
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What financing will I need? 
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What are my resources? 
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How will I compensate myself?

Your answers will help you create focused, well​researched business plan that should serve as a blueprint. It should detail how the business will be operated, managed and capitalized. 

Types of Business Organizations 

When organizing a new business, one of the most important decisions to be made is choosing the structure of a business. Factors influencing your decision about your business organization include:
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Legal restrictions 
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Liabilities assumed 
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Type of business operation 
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Earnings distribution 
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Capital needs 
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Number of employees 
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Tax advantages or disadvantages 
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Length of business operation

The advantages and disadvantages of sole proprietorship, partnership and corporation are listed below.

Forms of Business Ownership

One of the first decisions that you will have to make as a business owner is how the company should be structured. This decision will have long-term implications, so consult with an accountant and attorney to help you select the form of ownership that is right for you. In making a choice, you will want to take into account the following:

· Your vision regarding the size and nature of your business. 

· The level of control you wish to have. 

· The level of "structure" you are willing to deal with. 

· The business's vulnerability to lawsuits. 

· Tax implications of the different ownership structures. 

· Expected profit (or loss) of the business. 

· Whether or not you need to re-invest earnings into the business. 

· Your need for access to cash out of the business for yourself. 

SOLE PROPRIETORSHIPS
	The vast majority of small business start out as sole proprietorships. These firms are owned by one person, usually the individual who has day-to-day responsibility for running the business. Sole proprietors own all the assets of the business and the profits generated by it. They also assume complete responsibility for any of its liabilities or debts. In the eyes of the law and the public, you are one in the same with the business. 
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Advantages of a Sole Proprietorship 

· Easiest and least expensive form of ownership to organize. 

· Sole proprietors are in complete control, and within the parameters of the law, may make decisions as they see fit. 

· Sole proprietors receive all income generated by the business to keep or reinvest. 

· Profits from the business flow-through directly to the owner's personal tax return. 

· The business is easy to dissolve, if desired. 

Disadvantages of a Sole Proprietorship 

· Sole proprietors have unlimited liability and are legally responsible for all debts against the business. Their business and personal assets are at risk. 

· May be at a disadvantage in raising funds and are often limited to using funds from personal savings or consumer loans. 

· May have a hard time attracting high-caliber employees, or those that are motivated by the opportunity to own a part of the business. 

· Some employee benefits such as owner's medical insurance premiums are not directly deductible from business income (only partially deductible as an adjustment to income). 

Federal Tax Forms for Sole Proprietorship
(only a partial list and some may not apply) 

· Form 1040: Individual Income Tax Return 

· Schedule C: Profit or Loss from Business (or Schedule C-EZ) 

· Schedule SE: Self-Employment Tax 

· Form 1040-ES: Estimated Tax for Individuals 

· Form 4562: Depreciation and Amortization 

· Form 8829: Expenses for Business Use of your Home 

· Employment Tax Forms 



PARTNERSHIPS 

In a Partnership, two or more people share ownership of a single business. Like proprietorships, the law does not distinguish between the business and its owners. The Partners should have a legal agreement that sets forth how decisions will be made, profits will be shared, disputes will be resolved, how future partners will be admitted to the partnership, how partners can be bought out, or what steps will be taken to dissolve the partnership when needed;. Yes, its hard to think about a "break-up" when the business is just getting started, but many partnerships split up at crisis times and unless there is a defined process, there will be even greater problems. They also must decide up front how much time and capital each will contribute, etc. 
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Advantages of a Partnership 

· Partnerships are relatively easy to establish; however time should be invested in developing the partnership agreement. 

· With more than one owner, the ability to raise funds may be increased. 

· The profits from the business flow directly through to the partners' personal tax returns. 

· Prospective employees may be attracted to the business if given the incentive to become a partner. 

· The business usually will benefit from partners who have complementary skills. 

Disadvantages of a Partnership 

· Partners are jointly and individually liable for the actions of the other partners. 

· Profits must be shared with others. 

· Since decisions are shared, disagreements can occur. 

· Some employee benefits are not deductible from business income on tax returns. 

· The partnership may have a limited life; it may end upon the withdrawal or death of a partner. 

Types of Partnerships that should be considered: 

1. General Partnership
Partners divide responsibility for management and liability, as well as the shares of profit or loss according to their internal agreement. Equal shares are assumed unless there is a written agreement that states differently. 

2. Limited Partnership and Partnership with limited liability
"Limited" means that most of the partners have limited liability (to the extent of their investment) as well as limited input regarding management decisions, which generally encourages investors for short term projects, or for investing in capital assets. This form of ownership is not often used for operating retail or service businesses. Forming a limited partnership is more complex and formal than that of a general partnership. 

3. Joint Venture
Acts like a general partnership, but is clearly for a limited period of time or a single project. If the partners in a joint venture repeat the activity, they will be recognized as an ongoing partnership and will have to file as such, and distribute accumulated partnership assets upon dissolution of the entity. 

Federal Tax Forms for Partnerships
(only a partial list and some may not apply) 

· Form 1065: Partnership Return of Income 

· Form 1065 K-1: Partner's Share of Income, Credit, Deductions 

· Form 4562: Depreciation 

· Form 1040: Individual Income Tax Return 

· Schedule E: Supplemental Income and Loss 

· Schedule SE: Self-Employment Tax 

· Form 1040-ES: Estimated Tax for Individuals 

· Employment Tax Forms 



CORPORATIONS 

A corporation, chartered by the state in which it is headquartered, is considered by law to be a unique entity, separate and apart from those who own it. A corporation can be taxed; it can be sued; it can enter into contractual agreements. The owners of a corporation are its shareholders. The shareholders elect a board of directors to oversee the major policies and decisions. The corporation has a life of its own and does not dissolve when ownership changes. 
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Advantages of a Corporation 

· Shareholders have limited liability for the corporation's debts or judgments against the corporations. 

· Generally, shareholders can only be held accountable for their investment in stock of the company. (Note however, that officers can be held personally liable for their actions, such as the failure to withhold and pay employment taxes.) 

· Corporations can raise additional funds through the sale of stock. 

· A corporation may deduct the cost of benefits it provides to officers and employees. 

· Can elect S corporation status if certain requirements are met. This election enables company to be taxed similar to a partnership. 

Disadvantages of a Corporation 

· The process of incorporation requires more time and money than other forms of organization. 

· Corporations are monitored by federal, state and some local agencies, and as a result may have more paperwork to comply with regulations. 

· Incorporating may result in higher overall taxes. Dividends paid to shareholders are not deductible form business income, thus this income can be taxed twice. 

Federal Tax Forms for Regular or "C" Corporations
(only a partial list and some may not apply) 

· Form 1120 or 1120-A: Corporation Income Tax Return 

· Form 1120-W Estimated Tax for Corporation 

· Form 8109-B Deposit Coupon 

· Form 4625 Depreciation 

· Employment Tax Forms 

· Other forms as needed for capital gains, sale of assets, alternative minimum tax, etc. 

Subchapter S Corporations
A tax election only; this election enables the shareholder to treat the earnings and profits as distributions, and have them pass thru directly to their personal tax return. The catch here is that the shareholder, if working for the company, and if there is a profit, must pay herself wages, and it must meet standards of "reasonable compensation". This can vary by geographical region as well as occupation, but the basic rule is to pay yourself what you would have to pay someone to do your job, as long as there is enough profit. If you do not do this, the IRS can reclassify all of the earnings and profit as wages, and you will be liable for all of the payroll taxes on the total amount. 

Federal Tax Forms for Subchapter S Corporations
(only a partial list and some may not apply) 

· Form 1120S: Income Tax Return for S Corporation 

· 1120S K-1: Shareholder's Share of Income, Credit, Deductions 

· Form 4625 Depreciation 

· Employment Tax Forms 

· Form 1040: Individual Income Tax Return 

· Schedule E: Supplemental Income and Loss 

· Schedule SE: Self-Employment Tax 

· Form 1040-ES: Estimated Tax for Individuals 

· Other forms as needed for capital gains, sale of assets, alternative minimum tax, etc. 

LIMITED LIABILITY COMPANY (LLC)
The LLC is a relatively new type of hybrid business structure that is now permissible in most states. It is designed to provide the limited liability features of a corporation and the tax efficiencies and operational flexibility of a partnership. Formation is more complex and formal than that of a general partnership. 

The owners are members, and the duration of the LLC is usually determined when the organization papers are filed. The time limit can be continued if desired by a vote of the members at the time of expiration. LLC's must not have more than two of the four characteristics that define corporations: Limited liability to the extent of assets; continuity of life; centralization of management; and free transferability of ownership interests. 

Federal Tax Forms for LLC
Taxed as partnership in most cases; corporation forms must be used if there are more than 2 of the 4 corporate characteristics, as described above. 

In summary, deciding the form of ownership that best suits your business venture should be given careful consideration. Use your key advisors to assist you in the process.
Business Plan Basics

A business plan precisely defines your business, identifies your goals, and serves as your firm's resume. The basic components include a current and pro forma balance sheet, an income statement, and a cash flow analysis. It helps you allocate resources properly, handle unforeseen complications, and make good business decisions. Because it provides specific and organized information about your company and how you will repay borrowed money, a good business plan is a crucial part of any loan application. Additionally, it informs sales personnel, suppliers, and others about your operations and goals. 

Plan Your Work
The importance of a comprehensive, thoughtful business plan cannot be overemphasized. Much hinges on it: outside funding, credit from suppliers, management of your operation and finances, promotion and marketing of your business, and achievement of your goals and objectives. 

"The business plan is a necessity. If the person who wants to start a small business can't put a business plan together, he or she is in trouble," says Robert Krummer, Jr., chairman of First Business Bank in Los Angeles. 

Despite the critical importance of a business plan, many entrepreneurs drag their feet when it comes to preparing a written document. They argue that their marketplace changes too fast for a business plan to be useful or that they just don't have enough time. But just as a builder won't begin construction without a blueprint, eager business owners shouldn't rush into new ventures without a business plan. 

Before you begin writing your business plan, consider four core questions: 

· What service or product does your business provide and what needs does it fill? 

· Who are the potential customers for your product or service and why will they purchase it from you? 

· How will you reach your potential customers? 

· Where will you get the financial resources to start your business?

The following outline of a typical business plan can serve as a guide. You can adapt it to your specific business. Breaking down the plan into several components helps make drafting it a more manageable task.

Introduction 

· Give a detailed description of the business and its goals. 

· Discuss the ownership of the business and the legal structure. 

· List the skills and experience you bring to the business. 

· Discuss the advantages you and your business have over your competitors.

Marketing 

· Discuss the products/services offered. 

· Identify the customer demand for your product/service. 

· Identify your market, its size and locations. 

· Explain how your product/service will be advertised and marketed. 

· Explain the pricing strategy. 

Financial Management 

· Explain your source and the amount of initial equity capital. 

· Develop a monthly operating budget for the first year. 

· Develop an expected return on investment and monthly cash flow for the first year. 

· Provide projected income statements and balance sheets for a two​year period. 

· Discuss your break​even point. 

· Explain your personal balance sheet and method of compensation. 

· Discuss who will maintain your accounting records and how they will be kept. 

· Provide "what if" statements that address alternative approaches to any problem that may develop. 

Operations 

· Explain how the business will be managed on a day​to​day basis. 

· Discuss hiring and personnel procedures. 

· Discuss insurance, lease or rent agreements, and issues pertinent to your business. 

· Account for the equipment necessary to produce your products or services. 

· Account for production and delivery of products and services. 

Concluding Statement 

· Summarize your business goals and objectives and express your commitment to the success of your business. 

· Once you have completed your business plan, review it with a friend or business associate or a Service Corps of Retired Executives (SCORE) or Small Business Development Center (SBDC) counselor. (See SCORE and SBDC listings in this guide). 

· When you feel comfortable with the content and structure make an appointment to review and discuss it with your lender. The business plan is flexible document that should change as your business grows. 

To Lease or Not to Lease: Things To Know 

Get The Answers 

Here are some questions to ask before signing a lease:

1. Does the lease specifically state the square footage of the premises? The total rentable square footage of the building? 

2. Is the tenant's share of expenses based on total square footage of the building or the square footage leased by the landlord? Your share may be lower if it's based on the total square footage. 

3. Do the base year expenses reflect full occupancy or are they adjusted to full occupancy (i.e., base year real estate taxes on an unfinished building are lower than in subsequent years)? 

4. Must the landlord provide a detailed list of expenses, prepared by a CPA, to support increases? 

5. Does the lease clearly give the tenant the right to audit the landlord's books or records? 

6. If use of the building is interrupted, does the lease define the remedies available to the tenant, such as rent abatement or lease cancellation? 

7. If the landlord does not meet repair responsibilities, can the tenant make the repairs, after notice to the landlord, and deduct the cost from the rent? 

8. Is the landlord required to obtain nondisturbance agreements from current and future lenders? 

9. Does the lease clearly define how disputes will be decided? 

Learn The Lingo 

Lease terms you should know: 

Lessor 

Landlord 

Lessee 

Tenant 

Right of First Refusal 

Before vacant space is rented to someone else, landlord must offer it to the current tenant with the same terms that will be offered to the public. 

Gross Lease 

Tenant pays flat monthly amount; landlord pays all operating costs, including property taxes, insurance and utilities. 

Triple Net Lease 

Tenant pays base rent, taxes, insurance, repairs and maintenance. 

Percentage Lease 

Base rent, operating expenses, common area maintenance, plus percentage of tenant's gross income (most common for retailers in shopping malls). 

Sublet 

Tenant rents all or part of space to another business; tenant is still responsible for paying all costs to landlord. 

Assign Lease 

Tenant turns lease over to another business, which assumes payments and obligations under the lease. 

Anchor Tenant 

Major store or supermarket that attracts customers to a shopping center. 

Exclusivity Provision 

Shopping center can't lease to another who provides the same product or service that existing tenant does. 

CAM 

Common area maintenance charges including property taxes, security, parking lot lighting and maintenance; may not apply to anchor tenants in retail leases. 

Nondisturbance Clause 

Tenant cannot be forced to move or sign a new lease if building or shopping center is sold or undergoes foreclosure. 

FINDING THE MONEY YOU NEED

Financing Your Business Start-Up

One key to a successful business start​up and expansion is your ability to obtain and secure appropriate financing. Raising capital is the most basic of all business activities. But, as many new entrepreneurs quickly discover, raising capital may not be easy; in fact, it can be a complex and frustrating process. However, if you are informed and have planned effectively, raising money for your business will not be a painful experience.

This information summary focuses on ways a small business can raise money and explains how to prepare a loan proposal.



Finding the Money You Need

There are several sources to consider when looking for financing. It is important to explore all of your options before making a decision. 

Personal savings: The primary source of capital for most new businesses comes from savings and other forms of personal resources. While credit cards are often used to finance business needs, there may be better options available, even for very small loans.

Friends and relatives: Many entrepreneurs look to private sources such as friends and family when starting out in a business venture. Often, money is loaned interest free or at a low interest rate, which can be beneficial when getting started.

Banks and credit unions: The most common source of funding, banks and credit unions, will provide a loan if you can show that your business proposal is sound.

Venture capital firms: These firms help expanding companies grow in exchange for equity or partial ownership.

Borrowing Money

Borrowing money is one of the most common sources of funding for a small business, but obtaining a loan isn't always easy.  Before you approach your banker for a loan, it is a good idea to understand as much as you can about the factors the bank will evaluate when they consider making you a loan. This discussion outlines some of the key factors a bank uses to analyze a potential borrower. Also included is a self-assessment checklist at the end of this section for you to complete.  

KEY POINTS TO CONSIDER
Let's begin by exploring some of the key points your banker will review:

1. Ability to Repay/Capacity
The ability to repay must be justified in your loan package. Banks want to see two sources of repayment -- cashflow from the business, plus a secondary source such as collateral. In order to analyze the cash flow of the business, the lender will review the business's past financial statements. Generally, banks feel most comfortable dealing with a business that has been in existence for a number of years because they have a financial track record. If the business has consistently made a profit and that profit can cover the payment of additional debt, then it is likely that the loan will be approved. If however, the business has been operating marginally and now has a new opportunity to grow or if that business is a start-up, then it is necessary to prepare a thorough loan package with detailed explanation addressing how the business will be able to repay the loan.

2. Credit History
One of the first things a bank will determine when a person/business requests a loan is whether their personal and business credit is good. Therefore before you go to the bank, or even start the process of preparing a loan request, you want to make sure your credit is good.

First get your personal credit report. You can obtain a report by calling TransUnion, Equifax, TRW or another credit bureau. It is important that you initiate this step well in advance of seeking a loan. Personal credit reports may contain errors or be out of date. In many cases, people find that they paid off a bill but that it has not been recorded on their credit report. It can take 3 to 4 weeks for this error to be corrected -- and it is up to you to see that this happens. You want to make sure that when the bank pulls your credit report that all the errors have been corrected and your history is up to date.

Once you obtain your credit report, how do you know what it says? Many people receive their credit reports yet have no idea what the strange numbers signify. The following should help in interpreting and checking your personal credit report.

First, check your name, social security number and address at the top of the page. Make sure these are correct. There are people who have found that they have credit information from another person because of mistakes in their identification information.

On the rest of your credit report you will see a list of all the credit you have obtained in the past - credit cards, mortgages, student loans, etc. Each credit will be listed individually with information on how you paid that credit. Any credit where you have had a problem in paying will be listed towards the top of the list. These are the credits that my affect your ability to obtain a loan.

If you have been late by a month on an occasional payment, this probably will not adversely affect your credit. However, if you are continuously late in paying your credit, have a credit that was never paid and charged off, have a judgment against you, or have declared bankruptcy in the last 7 years, it is likely that you will have difficulty in obtaining a loan.

In some cases, a person has had a period of bad credit based on a divorce, medical crisis, or some other significant event. If you can show that your credit was good before and after this event and that you have tried to pay back those debts incurred in the period of bad credit, you should be able to obtain a loan. It is best if you write an explanation of your credit problems and how you have rectified them and attach this to your credit report in your loan package.

Each credit bureau has a slightly different way of presenting your credit information. You can get specific information on "how to read the report" form the appropriate company, but here's a few tips to get you started:

TRW
In the last few years TRW has prepared credit reports with words and not numbers. Good credits should read "Never Late", "Paid as Agreed". Poor credits will read as 

TransUnion
On the right side of the page on the credit report are number and letter combinations. "I" means installment credit. "R" means revolving credit. The key information is in the numbers. A "1" means perfect credit since you have always paid your bills on time. "2" or "3" means you have been 2 to 3 months late in paying your bills. Too many of theses will hurt your chances in obtaining credit. A "9" means delinquency in paying your bills and a charge off. This could make it difficult in obtaining a loan. 

If you need assistance in interpreting or evaluating your credit report you can ask your accountant or a friendly banker. If your credit report has a few problems on it, you may find that another bank may evaluate your credit report differently.

3. Equity
Financial institutions want to see a certain amount of equity in a business. Equity can be built up in a business through retained earnings or the injection of cash from either the owner or investors. Most banks want to see that the total liabilities or debt of a business is not more than 4 times the amount of equity. (Or stated differently, when you divide total liabilities by equity, your answer should not be more than 4.) Therefore if you want a loan you must ensure that there is enough equity in the company to leverage that loan.

Don't be misled into thinking that start-up businesses can obtain 100% financing through conventional or special loan programs. A business owner usually must put some of her/his own money into the business. The amount an individual must put into the business in order to obtain a loan is dependent on the type of loan, purpose and terms. For example, most banks want the owner to put in at least 20 - 40% of the total request.

Example: A new business needs a $100,000 to start. The business owner must put $20,000 of her own money into the new business as equity. Her loan will be $80,000. The debt to equity ratio is 4:1. Note also that this is only one of many factors used to evaluate the business -- just having the right debt/equity ratio does not guarantee you'll get the loan. 

The balance sheet indicates the amount of equity or net worth of a business. The net worth of the business is often a combination of retained earnings and owner's equity. In many cases, owner's equity will be shown as a loan from shareholders and therefore a liability. If a business owner wishes to obtain a loan, she will be obligated to pay the bank back first and not herself. Consequently, it may be necessary to restructure the liability so that it becomes owner's equity or subordinate the loan. If the current debt to net worth is 4 or over it is unlikely that the business will be able to obtain additional debt/loan. For more information on understanding your balance sheet, check out Understanding Financial Statements.

4. Collateral
Financial institutions are looking for a second source of repayment, which often is collateral. Collateral are those personal and business assets that can be sold to pay back the loan. Every loan program, even many microloan programs, requires at least some collateral to secure a loan. If a potential borrower has no collateral to secure a loan, she/he will need a co-signer that has collateral to pledge. Otherwise it may be difficult to obtain a loan.

The value of collateral is not based on the market value. It is discounted to take into account the value that would be lost if the assets had to be liquidated. 

The following table gives a general approximation on how different forms of collateral are valued by a typical bank and the SBA:

	COLLATERAL TYPE
	BANK
	SBA

	HOUSE:
	Market Value x .75
- Mortgage balance
	Market Value x .80
- Mortgage balance

	CAR:
	nothing
	nothing

	TRUCK & HEAVY EQUIPMENT:
	Depreciated Value x .50
	same

	OFFICE EQUIPMENT:
	nothing
	nothing

	FURNITURE & FIXTURES:
	Depreciated Value x .50
	same

	INVENTORY:
  Perishables
	nothing
	nothing

	JEWELLERY
	nothing
	nothing

	OTHER
	10%-50%
	10%-50%

	RECEIVABLES
	Under 90 days x .75
	Under 90 days x .50

	STOCKS & BONDS
	50%-90%
	50%-90%

	MUTUAL FUNDS
	nothing
	nothing

	IRA
	nothing
	nothing

	CD
	100%
	100%


COLLATERAL COVERAGE RATIO
The bank will calculate your collateral coverage ratio as part of the loan evaluation process. This is calculated as follows:

Total Discounted Collateral Value
Total Loan Request 

5. Experience
A client that wants to open a business and has no experience in that business should not seek financing let alone start the business unless they intend to hire people who know the business or take on a partner that has the appropriate experience. Regardless, the client should be advised to take some time to work in the business first and take some entrepreneurial training classes.

QUESTIONS YOUR BANKER WILL ASK


The key questions the banker will be seeking to answer are as follows:

1. Can the business repay the loan? (is cash flow greater than debt service?) 

2. Can you repay the loan if the business fails? (is collateral sufficient to repay the loan?) 

3. Does the business collect its bills? 

4. Does the business control its inventory? 

5. Does the business pay its bills? 

6. Are the officers committed to the business? 

7. Does the business have a profitable operating history? 

8. Does the business match its sources and uses of funds? 

9. Are sales growing? 

10. Does the business control expenses? 

11. Are profits increasing as a percentage of sales? 

12. Is there any discretionary cash flow? 

13. What is the future of the industry? 

14. Who is your competition and what are their strengths and weaknesses?. 

SELF-ASSESSMENT CHECKLIST
Whether you are applying for a microloan, SBA loan or a traditional bank loan, there are certain factors that improve your ability to obtain financing. The following is a simple checklist to do before you begin to seek capital.

	Do you have a good personal credit history?
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No


Research indicates that good personal credit history is one of the most important factors in identifying borrowers that will repay their commercial loans. Many loan programs require perfect personal credit in order to qualify. For further information refer to Key Points to Consider - Credit History.

	Have you filed all income tax returns?
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Yes
	[image: image36.wmf]

No


Lenders and government loan programs alike want to see that an individual has met their tax obligations for both filing and paying taxes. For SBA loans tax verification is obtained from the IRS before a loan is closed.

	Are your Income Taxes paid?
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Yes
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No


Many of the loan programs are in partnership with government agencies. These loan programs do not look favorably on individuals who have unpaid income taxes.

	Does the business have the ability to repay a loan?
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Yes
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No


(For existing businesses) If the business is profitable, then there are demonstrated profits to repay some amount of new debt. If a business is not profitable, then it becomes very important to prove how it will be profitable in the near future so that a loan can be repaid.

(For start-up businesses) It is very important that you find as many data on comparable businesses or industry statistics in order to "prove' the revenues you intend to generate and the expenses you anticipate incurring.

	Does your business have a positive net worth?
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Yes
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No


(For existing businesses) The net worth of the business should be positive. If there are loans from shareholders on the balance sheet and you are able to subordinate these (not pay the shareholders) while you pay the bank loan back, you may consider these loans from shareholders as equity.

	Is your business not carrying too much debt?
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Yes
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No


(For existing businesses) Businesses that have too much debt will find that their profits are directed at paying back loans and not building retained earnings in the business that can fund future growth. Consequently, banks and government loan programs look more favorably at loan requests that do not add too much debt to the business. Banks often look for a debt to net worth ratio of 4 or less (total liabilities divided by equity).

	Do you have enough of your own money in the business?
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Yes
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No


(For start-up businesses) All loan programs require that the business owner put their own money in the business. This owner equity injection shows that the owner believes in the business enough to risk their own money. Some microloan programs require only 10% owner equity, other programs require at least 30% and will look more favorably on a loan request the more equity is in the business.

	Do you have collateral to secure a business loan?
	[image: image47.wmf]

Yes
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No


Business and personal assets can be considered collateral, or a way to repay the loan if the business defaults on a loan. Most collateral is valued at an amount less than face value based on a variety of factors.

	Are you willing to personally guarantee a loan?
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Yes
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No


Most business owners are asked for a personal guarantee in order to obtain their first business loans.

	Does your business have qualified managers and advisors?
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Yes
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No


(For existing businesses) As businesses expand, they need more sophisticated management as it relates to strategic planning. marketing, recordkeeping, inventory control, personnel, etc. When you apply for a loan, your banker will consider the qualifications of your management team and advisors in order to determine if they are capable of leading your business to the next level of growth.

If there are sectors of your business that you need assistance with, we strongly recommend that you attend entrepreneurial training classes, visit a women's business assistance center or Small Business Development Center in your area, or contact your regional SBA office for information on local resources.

	Do you have experience in running your own business?
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Yes
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No


(For start-up businesses) For a new business especially, it is important for the business owner to demonstrate that she has experience in the industry and/or entrepreneurial experience. If you have never owned or operated a small business before, we strongly recommend that you attend entrepreneurial training classes.

STOP! If you cannot answer yes to all the questions above, then you may have difficulties obtaining financing at this time. We suggest that you evaluate the needs of your business and take advantage of local business assistance centers. 

Applying for a Loan

When applying for a loan, you must prepare a written loan proposal. Make your best presentation in the initial loan proposal and application; you may not get a second opportunity. 

Always begin your proposal with a cover letter or executive summary. Clearly and briefly explain who you are, your business background, the nature of your business, the amount and purpose of your loan request, your requested terms of repayment, how the funds will benefit your business, and how you will repay the loan. Keep this cover page simple and direct. 

Many different loan proposal formats are possible. You may want to contact your commercial lender to determine which format is best for you. When writing your proposal, don't assume the reader is familiar with your industry or your individual business. Always include industry-specific details so your reader can understand how your particular business is run and what industry trends affect it.

Description of Business:
Provide a written description of your business, including the following information: 

· Type of organization 

· Date of information 

· Location 

· Product or service 

· Brief history 

· Proposed Future Operation 

· Competition 

· Customers 

· Suppliers 

Management Experience: Resumes of each owner and key management members. 

Personal Financial Statements: SBA requires financial statements for all principal owners (20% or more) and guarantors. Financial statements should not be older than 90 days. Make certain that you attach a copy of last year's federal income tax return to the financial statement. 

Loan Repayment: Provide a brief written statement indicating how the loan will be repaid, including repayment sources and time requirements. Cash-flow schedules, budgets, and other appropriate information should support this statement. 
Existing Business: Provide financial statements for at least the last three years, plus a current dated statement (no older than 90 days) including balance sheets, profit & loss statements, and a reconciliation of net worth. Aging of accounts payable and accounts receivables should be included, as well as a schedule of term debt. Other balance sheet items of significant value contained in the most recent statement should be explained. 

Proposed Business: Provide a pro-forma balance sheet reflecting sources and uses of both equity and borrowed funds. 

Projections: Provide a projection of future operations for at least one year or until positive cash flow can be shown. Include earnings, expenses, and reasoning for these estimates. The projections should be in profit & loss format. Explain assumptions used if different from trend or industry standards and support your projected figures with clear, documentable explanations. 

Other Items As They Apply: 

Lease (copies of proposal)
Franchise Agreement
Purchase Agreement
Articles of Incorporation
Plans, Specifications
Copies of Licenses
Letters of Reference
Letters of Intent
Contracts
Partnership Agreement 

Collateral: List real property and other assets to be held as collateral. Few financial institutions will provide non-collateral based loans. All loans should have at least two identifiable sources of repayment. The first source is ordinarily cash flow generated from profitable operations of the business. The second source is usually collateral pledged to secure the loan. 

The 5 C's of Credit 

Your bank is in business to make money. Consequently, when a bank lends money it wants to ensure that it will be paid back. The bank must consider the 5 "C's" of Credit each time it makes a loan. 

Capacity to repay is the most critical of the five factors. The prospective lender will want to know exactly how you intend to repay the loan. The lender will consider the cash flow from the business, the timing of the repayment, and the probability of successful repayment of the loan. Payment history on existing credit relationships - personal and commercial - is considered an indicator of future payment performance. Prospective lenders also will want to know about your contingent sources of repayment. 

Capital is the money you personally have invested in the business and is an indication of how much you will lose should the business fail. Prospective lenders and investors will expect you to contribute your own assets and to undertake personal financial risk to establish the business before asking them to commit any funding. If you have a significant personal investment in the business you are more likely to do everything in your power to make the business successful. 

Collateral or guarantees are additional forms of security you can provide the lender. If the business cannot repay its loan, the bank wants to know there is a second source of repayment. Assets such as equipment, buildings, accounts receivable, and in some cases, inventory, are considered possible sources of repayment if they are sold by the bank for cash. Both business and personal assets can be sources of collateral for a loan. A guarantee, on the other hand, is just that - someone else signs a guarantee document promising to repay the loan if you can't. Some lenders may require such a guarantee in addition to collateral as security for a loan. 

Conditions focus on the intended purpose of the loan. Will the money be used for working capital, additional equipment, or inventory? The lender will also consider the local economic climate and conditions both within your industry and in other industries that could affect your business. 

Character is the personal impression you make on the potential lender or investor. The lender decide subjectively whether or not you are sufficiently trustworthy to repay the loan or generate a return on funds invested in your company. Your educational background and experience in business and in your industry will be reviewed. The quality of your references and the background and experience of your employees will also be considered

How Your Loan Request Will Be Reviewed 

When reviewing a loan request, the lender is primarily concerned about repayment. To help determine this ability, many loan officers will order a copy of your business credit report from a credit​reporting agency. Therefore, you should work with these agencies to help them present an accurate picture of your business. Using the credit report and the information you have provided, the lending officer will consider the following issues:
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Have you invested savings or personal equity in your business totaling at least 25 percent to 50 percent of the loan you are requesting? (Remember, a lender or investor will not finance 100 percent of your business.)
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Do you have a sound record of credit​worthiness as indicated by your credit report, work history and letters of recommendation? This is very important.
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Do you have sufficient experience and training to operate a successful business?
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Have you prepared a loan proposal and business plan that demonstrate your understanding of and commitment to the success of the business? 
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Does the business have sufficient cash flow to make the monthly payments?

GLOSSARY OF TERMS<

ACCOUNTS PAYABLE 
Trade accounts of businesses representing obligations to pay for goods and services received. 

ACCOUNTS RECEIVABLE 
Trade accounts of businesses representing moneys due for goods sold or services rendered evidenced by notes, statements, invoices or other written evidence of a present obligation. 

ACCOUNTING 
The recording, classifying, summarizing and interpreting in a significant manner and in terms of money, transactions and events of a financial character. 

ASSUMPTIONS 
The act of assuming/undertaking another's debts or obligations. 

AUCTION 
A public sale of goods to the highest bidder. 

AUTOMATIC DATA PROCESSING 
1. Data processing largely performed by automatic means. 

2. The discipline which deals with methods and techniques of automatic data processing. 

3. Pertaining to data processing equipment such as electrical accounting machines and electronic data processing equipment. 

BANKRUPTCY 
A condition in which a business cannot meet its debt obligations and petitions a federal district court for either reorganization of its debts or liquidation of its assets. In the action the property of a debtor is taken over by a receiver or trustee in bankruptcy for the benefit of the creditors. This action is conducted as prescribed by the National Bankruptcy Act, and may be voluntary or involuntary. 

BREAK-EVEN POINT 
The break-even point in any business is that point at which the volume of sales or revenues exactly equals total expenses -- the point at which there is neither a profit nor loss -- under varying levels of activity. The break-even point tells the manager what level of output or activity is required before the firm can make a profit; reflects the relationship between costs, volume and profits. 

BUSINESS BIRTH 
Formation of a new establishment or enterprise. 

BUSINESS DEATH 
Voluntary or involuntary closure of a firm or establishment. 

BUSINESS DISSOLUTION 
For enumeration purposes, the absence from any current record of a business that was present in a prior time period. 

BUSINESS FAILURE 
The closure of a business causing a loss to at least one creditor. 

BUSINESS INFORMATION CENTER (BIC) 
One of more than 50 specialized Small Business Administration units which offer the latest in high-technology hard-ware, software and telecommunications to assist small business PLUS one-on-one counseling with seasoned business veterans through the Service Corps of Retired Executives (SCORE). Each BIC offers elec-tronic bulletin boards, computer data bases, on-line information exchange, periodicals and brochures, counseling, video tapes, reference materials, texts, start-up guides, application software, computer tutorials and interactive media. 

BUSINESS PLAN 
A comprehensive planning document which clearly describes the business developmental objective of an existing or proposed business applying for assistance in SBA's 8(a) or lending Programs. The plan outlines what and how and from where the resources needed to accomplish the objective will be obtained and utilized. 

BUSINESS START 
For enumeration purposes, a business with a name or similar designation that did not exist in a prior time period. 

CANCELED LOAN 
The annulment or recission of an approved loan prior to disbursement. 

CAPITAL 
1. Assets less liabilities, representing the ownership interest in a business; 

2. a stock of accumulated goods, especially at a specified time and in contrast to income received during a specified time period; 

3. accumulated goods devoted to the production of goods; (4) accumulated possessions calculated to bring income. 

CAPITAL EXPENDITURES 
Business spending on additional plant equipment and inventory. 

CAPITALIZED PROPERTY 
Personal property of the agency which has an average dollar value of $300.00 or more and a life expectancy of one year or more. Capitalized property shall be depreciated annually over the expected useful life to the agency. 

CASH DISCOUNT 
An incentive offered by the seller to encourage the buyer to pay within a stipulated time. For example, if the terms are 2/10/N 30, the buyer may deduct 2 percent from the amount of the invoice (if paid within 10 days) otherwise, the full amount is due in 30 days. 

CASH FLOW 
An accounting presentation showing how much of the cash generated by the business remains after both expenses (including interest) and principal repayment on financing are paid. A projected cash flow statement indicates whether the business will have cash to pay its expenses, loans, and make a profit. Cash flows can be calculated for any given period of time, normally done on a monthly basis. 

CHARACTER 
A letter, digit, or other symbol, that is a part of the organization, control, or representation of data used in computer systems. 

CHARGE-OFF 
An accounting transaction removing an uncollectible balance from the active receivable accounts. 

CHARGED OFF LOAN 
An uncollectible loan for which the principal and accrued interest were removed from the receivable accounts. 

CLOSING 
Actions and procedures required to effect the documentation and disbursement of loan funds after the application has been approved, and the execution of all required documentation and its filing and recordation where required. 

CLOSED LOAN 
Any loan for which funds have been disbursed, and all required documentation has been executed, received and reviewed. For statistical purposes, first or total disbursement is counted as a closed loan. 

COLLATERAL 
Something of value -- securities, evidence of deposit or other property -- pledged to support the repayment of an obligation. 

COLLATERAL DOCUMENT 
A legal document covering the item(s) pledged as collateral on a loan, i.e., note, mortgages, assignment, etc. 

CONSORTIUM 
A coalition of organizations, such as banks and corporations, set up to fund ventures requiring large capital resources. 

CORPORATION 
A group of persons granted a state charter legally recognizing them as a separate entity having its own rights, privileges, and liabilities distinct from those of its members. The process of incorporating should be completed with the state's secretary of state or state corporate counsel and usually requires the services of an attorney. 

COMPROMISE 
The settlement of a claim resulting from a defaulted loan for less than the full amount due. Compromise settlement is a procedure available for use only in instances where the government cannot collect the full amount due within a reasonable time, by enforced collection proceedings or where the cost of such proceedings would not justify such effort. 

CONTINGENT LIABILITY 
A potential obligation that may be incurred dependent upon the occurrence of a future event. Two examples are: (1) the liability of an endorser or guarantor of a note if the primary borrower fails to pay as agreed and (2) the liability that would be incurred if a pending lawsuit is resolved in the other party's favor. 

COSTS 
Money obligated for goods and services received during a given period of time, regardless of when ordered or whether paid for. 

CREDIT RATING 
A grade assigned to a business concern to denote the net worth and credit standing to which the concern is entitled in the opinion of the rating agency as a result of its investigation. 

DATA ELEMENT 
The basic unit of identifiable and definable information. A data element occupies the space provided by fields in a record or blocks on a form. It has an identifying name and value or values for expressing a specific fact. For example, a data element named "Color of Eyes" could have recorded values of "Blue (a name)," "Bl (an abbreviation)," "06 (a code)." Similarly, a data element named "Age of Employee" could have a recorded value of "28" (a numeric value). 

DEBENTURE 
Debt instrument evidencing the holder's right to receive interest and principal installments from the named obligor. Applies to all forms of unsecured, long-term debt evidenced by a certificate of debt. 

DEBT CAPITAL 
Business financing that normally requires periodic interest payments and repayment of the principal within a specified time. 

DEBT FINANCING 
The provision of long term loans to small business concerns in exchange for debt securities or a note. 

DEED OF TRUST 
A document under seal which, when delivered, transfers a present interest in property. May be held as collateral. 

DEFAULTS 
The nonpayment of principal and/or interest on the due date as provided by the terms and conditions of the note. 

DEFERRED LOAN 
Loans whose principal and or interest installments are postponed for a specified period of time. 

DISBURSEMENT 
The actual payout to borrower of loan funds, in whole or part. It may be concurrent with the closing, or follow it. 

DISBURSING OFFICER 
An employee authorized to pay out cash or issue checks in settlement of vouchers approved by a certifying officer. 

DIVESTITURE 
Change of ownership and/or control of a business from a majority (non-disadvantaged) to disadvantaged persons. 

EARNING POWER 
The demonstrated ability of a business to earn a profit, over time, while following good accounting practices. When a business shows a reasonable profit on invested capital after fully maintaining the business property, appropriately compensating its owner and employees, servicing its obligations, and fully recognizing its costs, the business may be said to have demonstrated earning power. Demonstrated earning power is the foremost test of the business risk in pressing upon an application for a loan. 

EASEMENT 
A right or privilege that a person may have on another's land, as the right of a way or ingress or egress. 

EMPLOYEE ASSISTANCE PROGRAM (EAP) COORDINATOR 
Coordinates the activities of Central Office or regional counselors, maintains a community resource list, of available professional assistance to troubled employees and a current roster of EAP counselors for the area of his/her jurisdiction. 

EAP COUNSELOR 
Conducts confidential consultations with troubled employees who so request or who are referred for objective analysis of a personal problem and for identification of the best available assistance and/or professional services needed to resolve the employee's problem. 

ENTERPRISE 
Aggregation of all establishments owned by a parent company. An enterprise can consist of a single, independent establishment or it can include subsidiaries or other branch establishments under the same ownership and control. 

ENTREPRENEUR 
One who assumes the financial risk of the initiation, operation and management of a given business or undertaking. 

EQUITY 
An ownership interest in a business. 

EQUITY FINANCING 
The provision of funds for capital or operating expenses in exchange for capital stock, stock purchase warrants and options in the business financed, without any guaranteed return, but with the opportunity to share in the company's profits. Equity financing includes long-term subordinated securities containing stock options and/or warrants. Utilized in SBIC financing activities. 

EQUITY PARTNERSHIP 
A limited partnership arrangement for providing start-up and seed capital to businesses. 

ESCROW ACCOUNTS 
Funds placed in trust with a third party, by a borrower for a specific purpose and to be delivered to the borrower only upon the fulfillment of certain conditions. 

ESTABLISHMENT 
A single-location business unit, which may be independent -- called a single- establishment enterprise-- or owned by a parent enterprise. 

FINANCIAL REPORTS 
Reports commonly required from applicants request for financial assistance, e.g.: 

1. Balance Sheet - A report of the status of a firm's assets, liabilities and owner's equity at a given time. 

2. Income Statement - A report of revenue and expense which shows the results of business operations or net income for a specified period of time. 

3. Cash Flow - A report which analyzes the actual or projected source and disposition of cash during a past or future accounting period. 

FINANCING 
New funds provided to a business, by either loans or purchase of debt securities or capital stock. 

FLOW CHART 
A graphical representation for the definition, analysis, or solution of a problem, in which symbols are used to represent operations, data, flow, equipment, etc. 

FORECLOSURE 
The act by the mortgagee or trustee upon default, in the payment of interest or principal of a mortgage of enforcing payment of the debt by selling the underlying security. 

FRANCHISING 
A continuing relationship in which the franchisor provides a licensed privilege to the franchisee to do business, and offers assistance in organizing, training, merchandising, marketing and managing in return for a consideration. Franchising is a form of business by which the owner (franchisor) of a product, service or method obtains distribution through affiliated dealers (franchisees). The product, method or service being marketed is usually identified by the franchisor's brand name, and the holder of the privilege (franchisee) is often given exclusive access to a defined geographical area. 

GROSS DOMESTIC PRODUCT (GDP) 
The most comprehensive single measure of aggregate economic output. Represents the market value of the total output of the goods and services produced by a nation's economy. 

GROSS NATIONAL PRODUCT (GNP) 
A measure of a nation's aggregate economic output. Since 1991 GDP, a slightly different calculation, has replaced GNP as a measure of U.S. economic output. 

GUARANTEED LOAN 
A loan made and serviced by a lending institution under agreement that a governmental agency will purchase the guaranteed portion if the borrower defaults. 

HARDWARE 
A term used to describe the mechanical, electrical and electronic elements of a data processing system. 

HAZARD INSURANCE 
Insurance required showing lender as loss payee covering certain risks on real and personal property used for securing loans. 

INCUBATOR 
A facility designed to encourage entrepreneurship and minimize obstacles to new business formation and growth, particularly for high technology firms, by housing a number of fledgling enterprises that share an array of services. These shared services may include meeting areas, secretarial services, accounting services, research libraries, on-site financial and management counseling and word processing facilities. 

INDEPENDENT AND QUALIFIED PUBLIC ACCOUNTANTS 
Public accountants are independent when neither they nor any of their family have a material, direct or indirect financial interest in the borrower other than as an accountant. They are qualified, unless there is contrary evidence, when they are either (1) certified, licensed, or otherwise registered if so required by the state in which they work, or (2) have worked as a public accountant for at least five years and are accepted by SBA. 

INDUSTRIAL REVENUE BOND (IRB) 
A tax-exempt bond issued by a state or local government agency to finance industrial or commercial projects that serve a public good. The bond usually is not backed by the full faith and credit of the government that issues it, but is repaid solely from the revenues of the project and requires a private sector commitment for repayment. 

INNOVATION 
Introduction of a new idea into the marketplace in the form of a new product or service, or an improvement in organization or process. 

INSOLVENCY 
The inability of a borrower to meet financial obligations as they mature, or having insufficient assets to pay legal debts. 

INTEREST 
An amount paid a lender for the use of funds. 

INVERSE ORDER OF MATURITY 
When payments are received from borrowers that are larger than the authorized repayment schedules the overpayment is credited to the final installments of the principal which reduces the maturity of the loan and does not affect the original repayment schedule. 

INVESTMENT BANKING 
Businesses specializing in the formation of capital. This is done by outright purchase and sale of securities offered by the issuer, standby underwriting or "best efforts selling." 

INVITATION FOR BIDS 
Formal solicitations for offerings, to perform procurements by competitive bids when the specifications describe the requirements of the government clearly, accurately, and completely; but avoiding unnecessarily restrictive specifications or requirements which might unduly limit the number of bidders. 

JOB DESCRIPTION 
A written statement listing the elements of a particular job or occupation, e.g., purpose, duties, equipment used, qualifications, training, physical and mental demands, working conditions, etc. 

JUDGMENT 
Judicial determination of the existence of an indebtedness, or other legal liability. 

JUDGMENT BY CONFESSION 
The act of debtors permitting judgment to be entered against them for a given sum with a statement to that effect, without the institution of legal proceedings. 

JUNK BOND 
A high-yield corporate bond issue with a below-investment rating that became a growing source of corporate funding in the 1980s. 

LEASE 
A contract between the owner (lessor) and the tenant (lessee) stating the conditions under which the tenant may occupy or use the property. 

LEGAL RATE OF INTEREST 
The maximum rate of interest fixed by the laws of the various states, which a lender may charge a borrower for the use of money. 

LENDING INSTITUTION 
Any institution, including a commercial bank, savings and loan association, commercial finance company, or other lender qualified to participate with SBA in the making of loans. 

LEVERAGED BUY-OUT 
The purchase of a business, with financing provided largely by borrowed money, often in the form of junk bonds. 

LIEN 
A charge upon or security interest in real or personal property maintained to ensure the satisfaction of a debt or duty ordinarily arising by operation of law. 

LIQUIDATION 
The disposal, at maximum prices, of the collateral securing a loan, and the voluntary and enforced collection of the remaining loan balance from the obligators and/or guarantors. 

LIQUIDATION VALUE 
The net value realizable in the sale (ordinarily a forced sale) of a business or a particular asset. 

LITIGATION 
Refers to a loan in "liquidation status" which has been referred attorneys for legal action. 

Also: The practice of taking legal action through the judicial process. 

LOAN AGREEMENT 
Agreement to be executed by borrower, containing pertinent terms, conditions, covenants and restrictions. 

LOAN PAYOFF AMOUNT 
The total amount of money needed to meet a borrower's obligation on a loan. It is arrived at by accruing gross interest for one day and multiplying this figure by the number of days that exist between the date of the last repayment and the date on which the loan is to be completely paid off. This amount, known as accrued interest, is combined with the latest principal and escrow balances that are applicable to what is now referred to as the loan payoff amount. In the case where prepaid interest exceeds the accrued interest the latter is subtracted from the former and the difference is used to reduce the total amount owed. 

LOSS RATE 
A rate developed by comparing the ratio of total loans charged off to the total loans disbursed from inception of the program to the present date. 

LOSS RESERVE ADJUSTMENT RATE 
A reserve rate based upon the ratio of the aggregate net chargeoffs (chargeoffs less recoveries) for the most recent five years to the total average loans outstanding for the comparable 5-year period. 

MARKUP 
Markup is the difference between invoice cost and selling price. It may be expressed either as a percentage of the selling price or the cost price and is supposed to cover all the costs of doing business plus a profit. Whether markup is based on the selling price or the cost price, the base is always equal to 100 percent. 

MATURITY 
As applied to securities and commercial paper, the period end date when payment of principal is due. 

MATURITY EXTENSIONS 
Extensions of payment beyond the original period established for repayment of a loan. 

MERGER 
A combination of two or more corporations wherein the dominant unit absorbs the passive ones, the former continuing operation usually under the same name. In a consolidation two units combine and are succeeded by a new corporation, usually with a new title. 

MORTGAGE 
An instrument giving legal title to secure the repayment of a loan made by the mortgagee (lender). In legal contemplation there are two types: (1) title theory - operates as a transfer of the legal title of the property to the mortgagee, and (2) lien theory - creates a lien upon the property in favor of the mortgagee. 

NEGOTIATION 
The "face to face" process used by local unions and the employer to exchange their views on those matters involving personnel policies and practices, or other matters affecting the working conditions of employees in the unit and reduced to a written binding agreement. Used also by contracting officers to reach agreement with potential contractors. 

NEGOTIATION DISPUTE 
That point in negotiations where labor and management cannot come to an agreement on some or all of the issues on the bargaining table and the services of the FMCS have not been utilized. 

NEGOTIATED GRIEVANCE PROCEDURE 
The sole and exclusive procedure available to all employees in a bargaining unit and the employer for processing grievances and disputes. 

NET WORTH 
Property owned (assets), minus debts and obligations owed (liabilities), is the owner's equity (net worth). 

NOTES AND ACCOUNTS RECEIVABLE 
A secured or unsecured receivable evidenced by a note or open account arising from activities involving liquidation and disposal of loan collateral. 

OBLIGATIONS 
Technically defined as "amount of orders placed, contracts awarded, services received, and similar transactions during a given period which will require payments during the same or a future period." 

ORDINARY INTEREST 
Simple interest based on a year of 360 days, contrasting with exact interest having a base year of 365 days. 

OUTLAYS 
Net disbursements (cash payments in excess of cash receipts) for administrative expenses and for loans and related costs and expenses (e.g., gross disbursements for loans and expenses minus loan repayments, interest and fee income collected, and reimbursements received for services performed for other agencies). 

PARTNERSHIP 
A legal relationship existing between two or more persons contractually associated as joint principals in a business. 

PATENT 
A patent secures to an inventory the exclusive right to make, use and sell an invention for 17 years. Inventors should contact the U.S. Department of Commerce Patent Office. 

PRIME RATE 
Interest rate which is charged business borrowers having the highest credit ratings, for short term borrowing. 

PRO-Net 
An Internet-based database of information of small, disadvantaged, 8(a) and women-owned businesses seeking procurement contracts. 

PRODUCT LIABILITY 
Type of tort or civil liability that applies to product manufacturers and sellers. 

PROFESSIONAL AND TRADE ASSOCIATIONS 
Non-profit, cooperative and voluntary organizations that are designed to help their members in dealing with problems of mutual interest. In many instances professional and trade associations enter into an agreement with SBA to provide volunteer counseling to the small business community. 

PROPRIETORSHIP 
The most common legal form of business ownership; about 85 percent of all small businesses are proprietorships. The liability of the owner is unlimited in this form of ownership. 

PROTEST 
A statement in writing by any bidder or offeror on a particular procurement alleging that another bidder or offeror on such procurement is not a small business concern. 

RATIO 
Denotes relationships of items within and between financial statements, e.g., current ratio, quick ratio, inventory turnover ratio and debt/net worth ratios. 

REQUEST FOR PROPOSALS 
Solicitations for offerings for competitive negotiated procurements when it is impossible to draft an invitation for bids containing adequate detailed description of the required property and services. There are 15 circumstances in the Federal Acquisition Regulations (FAR) which permit negotiated procurements. 

RETURN ON INVESTMENT 
The amount of profit (return) based on the amount of resources (funds) used to produce it. Also, the ability of a given investment to earn a return for its use. 

SECONDARY MARKET 
Those who purchase an interest in a loan from an original lender, such as banks, institutional investors, insurance companies, credit unions and pension funds. 

SERVICE CORPS OF RETIRED EXECUTIVES (SCORE) 
Retired, and working, successful business persons who volunteer to render assistance in counseling, training and guiding small business clients. 

SMALL BUSINESS DEVELOPMENT CENTERS (SBDC) 
The SBDC is a university-based center for the delivery of joint government, academic, and private sector services for the benefit of small business and the national welfare. It is committed to the development and productivity of business and the economy in specific geographical regions. 

TURNOVER (Business) 
Turnover is the number of times that an average inventory of goods is sold during a fiscal year or some designated period. Care must be taken to ensure that the average inventory and net sales are both reduced to the same denominator; that is, divide inventory at cost into sales at cost or divide inventory at selling price into sales at selling price. Do not mix cost price with selling price. The turnover when accurately computed, is one measure of the efficiency of a business. 

UNDELIVERED ORDERS 
The amount of orders for goods and services outstanding for which, the liability has not yet accrued. For practical purposes represents obligations incurred for which goods have not been delivered or services not performed. 

UNFAIR LABOR PRACTICE 
Action by either the employer or union which violates the provisions of EO 11491 as amended. 

UNIFORM COMMERCIAL CODE 
Codification of uniform laws concerning commercial transactions. In SBA parlance generally refers to a uniform method of recording and enforcing a security interest or charge upon existing or to be acquired personal property. 

USURY 
Interest which exceeds the legal rate charged to a borrower for the use of money. 

VENTURE CAPITAL 
Money used to support new or unusual commercial undertakings; equity, risk or speculative capital. This funding is provided to new or existing firms that exhibit above-average growth rates, a significant potential for market expansion and the need for additional financing for business maintenance or expansion. 

WORD PROCESSING 
Is the efficient and effective production of written communications at the lowest possible cost through the combined use of systems management procedures, automated technology, and accomplished personnel. The equipment used in word processing applications includes but is not limited to the following: Dictation and transcription equipment, automatic repetitive typewriters, visual display text editing typewriters, keyboard terminals, etc. 

WORKERS' COMPENSATION 
A state-mandated form of insurance covering workers injured in job- related accidents. In some states the state is the insurer; in other states insurance must be acquired from commercial insurance firms. Insurance rates are based on a number of factors including salaries, firm history and risk of occupation. 
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