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WELCOME TO KEYS FOR A SUCCESSFUL BUSINESS START-UP

The Greater Omaha Chamber, in cooperation with the Nebraska Business Development Center of
the University of Nebraska College of Business Administration and the United States Small Business
Administration, have produced this one stop resource guide for entrepreneurs, business start-ups and
growing existing small businesses. We hope that this guide will be a valuable resource as you move
down the road to starting or growing your business.

greater omaha
chamber of commerce

THE GREATER OMAHA CHAMBER OF COMMERCE

With one of the largest chamber memberships in the nation, the Greater Omaha Chamber of
Commerce is dedicated to its mission: “to increase business, investment and employment in Greater
Omaha.” From small family-owned shops to Fortune 500 companies, the Chamber serves as a
catalyst for growth. It is a united voice to lawmakers, a partner in community studies and planning, a
source for education and workforce development, and a significant provider of business resources.
The Chamber understands that what benefits its members will ultimately benefit the entire metro
area.

Omaha’s strategic location, diverse economy, business-friendly incentives and ample energy and
telecommunications amenities make it easy to see why the city continues to draw a variety of young
entrepreneurs and established multi-national corporations.

For these and all its members, the Chamber provides resources and activities designed to grow
business. Each year, the Chamber coordinates more than 100 networking events. Each day, there
are opportunities for Chamber members to share leads, advice and ideas.

You may call or e-mail the Greater Omaha Chamber of Commerce for general information at the
addresses given below. Contact the Chamber regarding its programs and will be directed to the
individual who can best help you.

Greater Omaha Chamber of Commerce
1301 Harney Street, Omaha, NE 68102
Phone: 402-346-5000 Fax: 402-346-7050

Email: info@omahachamber.org



Economic Development Services

The Greater Omaha Chamber’s economic development team works to retain and expand existing
businesses and attract new companies. The Greater Omaha Chamber of Commerce can provide
information and assistance to those seeking to start a business or grow existing companies in the
following areas:

General Community and Neighborhood Information

e  Cost of living comparison data

e Economic profiles and data

e  Demographic profiles and data

e Labor force/labor market information

e Major employers list

e Quality of life information (education, recreation, entertainment, etc.)

Site and Building Information
e On-line data base of available industrial, distribution and commercial buildings at
www.accessomaha.com

e  On-line data base on available sites at www.accessomaha.com
e Site and building tours on an identified or anonymous prospect basis

e Customized labor force and demographic information based on distance and drive times
from specific locations

Incentive Program Information
(See the chapter of this guide on Nebraska Business Growth and Development Incentives for detailed

program descriptions)
e Nebraska Advantage Act (LB312)
e Nebraska Customized Job Training Grant Program
e Nebraska Worker Training Program grants (LB1337)
e Technology commercialization grants

e Customized calculation of potential incentive benefits

Emplovee Recruiting Assistance

e Quality of life information

e Newcomer packets

Liaison to Service and Incentive Providers
e Nebraska state agencies
e Local (city and county) agencies
e Federal agencies
o Utilities (electric, water, sewer, natural gas, telecommunications)

The team’s work is supported by GO!, the Greater Omaha Economic Development Partnership,
which has a goal of raising $20 million and an investment base of 400 companies. To date, more
than $17 million has been pledged by more than 200 investors. GO! has targeted a number of
industries for its economic development initiatives, including defense and aerospace contractors,
insurance carriers, biomedical informatics firms and suppliers to major local businesses. Visit
www.accessomaha.com to learn more about GO! and the Chamber’s economic development
program or for more information contact: Rod Moseman, Vice President, Economic Development
402-346-5000, rmoseman@accessomaha.com.



Member Services

The Greater Omaha Chamber of Commerce and its more than 3,400 members, representing two-
thirds of the area’s workforce, know the meaning of value — the value of having a strong Chamber,
and the value of being an active member.

The return on investment in membership is immediate in the form of benefits and rewards. And
that return grows through active involvement and participation. The more involved you become,
the greater the return.

Our members benefit annually from more than 100 opportunities and programs tailored to fit
every need. These programs offer valuable tools and savings — the means to grow a successful
business and enrich a community. Programs include:

Executive Dialogue — area business leaders provide confidential expertise to assist small business

owners with the challenges they face.

Small Business Insights — panel made up of four small business owners who detail the ups and

downs they’ve experienced in growing their business.

Access Business — panel session involving corporate purchasing professionals who provide
information on how to make the process easier for small business owners.

Tips Groups — member groups that meet weekly to share business leads with one another.

Leadership Omaha, Youth Leadership Omaha and the Omaha Executive Institute — programs
designed to develop tomorrow’s workforce and create trustees committed to the betterment of our

community.

Chamber Academy — weekly training sessions that offer employees at every level the opportunity to
increase their knowledge in such areas as sales and marketing, business and financial strategies,
workforce and legal issues, information technology and leadership.

Minority Economic Development Council — designed to support and promote activities that
increase the growth of business, economic and community development, and employment
opportunities among Greater Omaha’s minority populations. Publications include the Minority
Business Directory, a listing of more than 500 minority-owned businesses; Indicators for the Minority
Community, including demographics, business ownership and employment; and the Multiethnic
Guide for the Greater Omaha Area, which highlights the four major ethnic groups in our area with
emphasis on cultural sites, annual events and community resources. The Chamber also sponsors
the Spanish/English Networking Group, bringing bilingual members of various professions
together to promote a variety of personal and commercial resources to the Latino community.

Networking — more than 100 hosted events attract more than 15,000 people annually. Members
develop relationships at New Member Orientation get-acquainted sessions, Business After Hours mini
trade shows, Coffee & Contacts early morning informal networking events, Networking at Noon,
Quick Pitch, the Chamber Academy and Tips Groups.



The annual Business on the Green event takes networking to the links, while our Buy the Big O! Show
is the largest business-to-business trade show in the area. It brings more than 7,000 people to
Qwest Center Omaha to see the products and services of more than 400 exhibitors.

The popular Rush Hour Connections draws nearly 300 people to after work networking events
offering members the opportunity to exchange introductions and business cards.

Member recognition events also afford opportunities to network, including the Omaha Business
Hall of Fame dinner, Economic Outlook and Omaha 25 Excellence in Business Awards luncheons and
Golden Spike Awards breakfast.

Rewards — Chamber members reap many rewards. Collectively, members save more than $400,000
annually by participating in our various member-only discount programs.

This year, the Omaha Chamber and Blue Cross Blue Shield of Nebraska introduced the member-
only health insurance program Chamber Blue®, for businesses with 50 employees or less. Response
has been phenomenal, as many member businesses have found that they can save significantly on
health insurance costs via Chamber Blue.

Visit www.omahachamber.org for information on all of these programs.



INCENTIVES AND TRAINING

Introduction

A wide variety of programs are available to Nebraska businesses to assist them in hiring and training
new employees and in making new investment in facilities and equipment. An overview of each of
these programs is provided in the sections that follow.

The programs described here can be an important source of funding for training and other purposes;
can be the source of significant reductions in withholding, sales and income tax liability; and can be
an important source of funding for eligible companies. Reviewing available tax incentives and
training assistance should be an important part of preparing a business plan for any new venture, as
these programs man significantly reduce a company’s capital requirements. Moreover, all companies
should review potential available benefits on a regular basis as their operating situation and needs
change.

These overviews provided here are designed to provide a general summary of the intent of the
program, of businesses that may be eligible and of the benefits that may be received. They are not
intended to be a substitute for more detailed program descriptions. Programs are authorized through
a variety of state statutes and are administered by a variety of state agencies (Department of Revenue,
Department of Labor, Department of Economic Development and others) or by local communities.

Eligibility and benefits of each program must be reviewed individually. It is not possible to generalize
program eligibility and benefits between programs.

Also note that the Nebraska Employment and Investment Growth Act (LB775), which was originally
enacted in 1987, was replaced by the Nebraska Advantage Act (LB312) as of January 1, 2006. While
incentive contracts made under the Nebraska Employment and Investment Growth Act will continue
in force for their full duration, no new Nebraska Employment and Investment Growth Act
applications are being accepted. The Nebraska Advantage Act provides many enhanced provisions
and every business owner should take time to review this program, which is described in more detail
below. Those who were familiar with that the Nebraska Employment and Investment Growth Act
should take special care to understand differences in eligibility requirements and benefits under the

Nebraska Advantage Program.

Nebraska Advantage Act (LB 312)

The Nebraska Advantage Program is designed to make the state more competitive for expansion of
existing businesses as well as location of new facilities within the states, thereby strengthening
Nebraska’s economy. The Nebraska Advantage Act, which replaced the Nebraska Expansion and
Investment Incentive Act (LB775) created in 1987, is a comprehensive approach to meeting the
needs of your expanding or relocating business. The bill declares that it is the policy of the state to
make changes in tax structure to attract and retain business.

There are five tiers of benefits available to qualifying businesses. Each tier reflects achievement of
specific threshold levels of investment and new job creation.

General benefits of the Nebraska Advantage Program include substantial reduction of an eligible
company’s income, sales, withholding and personal property taxes for up to 15 years if job creation
and new capital investment thresholds, as described below, are met. For each tier, a company has an
attainment period, of 5 to 7 years to achieve the required investment and job creation thresholds, an
entitlement period of 4 to 7 years during which benefits may be earned and used, and a carry over
period of up to 8 years, during which benefits not used during the entitlement period may be used.



Benefits include a sliding scale jobs tax credit, which is a percentage of wages paid to new employees
at the project. The jobs tax credit levels are as follows:

Percent of State Wages Jobs tax credit

60% 3%
75% 4%
100% 5%
125% 6%

Wage equivalents are adjusted annual to reflect Nebraska wage levels. The jobs tax credit may be
used to offset state withholding tax for new employees.

The tiers and general benefits for each are:

Tier 1 — ‘Nebraska Small Business Advantage' — requires creation of at least $1 million of new
investment and 10 new jobs.

This tier is available to manufacturers, research and development or testing businesses and listed

p g

technology-related services where at least 75% of the sales are out of state or to the federal
government. Qualifying businesses under this tier are eligible for a refund of 50% of the sales tax
paid for qualified investment at the project, the full sliding scale jobs credit and a 3% investment tax
credit.

Tier 2 - $3 million of new investment and 30 new jobs.
This tier qualifies for a full sales tax refund for qualified investment at the project, the sliding scale
jobs tax credit and a 10% investment credit.

Tier 3 - Jobs-only tier.
For the creation of 30 new jobs, the beneficiary receives the sliding-scale jobs tax credit. No capital
investment is required.

Tier 4 - $10 million in investment and 100 new jobs.

In addition to the full sales tax refund, jobs tax credit, and the investment credit, qualifying
businesses under this tier would receive a personal property tax exemption for turbine-powered
aircraft, mainframe computers, agricultural processing machinery and personal property used in a
distribution business for up to 10 years.

Tier 5 — Investment only tier - requires $30 million in new investment and no new jobs.
Beneficiaries receive the full refund of sales taxes paid on qualified investment at the project.

For Tier 1 projects "qualified business” is limited to R&D, manufacturing, and specifically listed
technology-related services. It does not include the retail sale of tangible personal property, unless the
business manufactures the product.

For Tier 2, 3, 4 or 5 projects, "qualified business" includes:
e R&D

e Data processing

e Telecommunications
e Insurance and financial services
e Manufacturing

e Distribution
e Headquarters (administrative operations)

o Targeted Export Services: (where 75% of the sales or licenses outside Nebraska or to the Federal
government), including;
e Computer systems design



e Product testing
e  Guidance or surveillance systems design

e Licensing of technology where at least 75% of the sales or licenses are to unrelated customers
outside the state or to the Federal government.

The Entitlement Period (the number of years a business may generate benefits) for Tier 1 and Tier 3
projects is the year in which the investment and new jobs are reached, plus the next 6 years, not to
exceed 10 years after the date of application. For Tier 2, Tier 4, and Tier 5 projects, the entitlement
period is the year investment and jobs are met, plus the next 6 years.

The Attainment Period (the time by which the investment and jobs thresholds must be met) is up to
5 years for Tier 1 and 3 and up to 7 years for Tiers 2, 4 and 5.

Interdependent locations if part of a single plan and if connected to the flow of production of a
product sold by the taxpayer, can be considered part of the project for purposes of meeting job and
investment requirements.

Tier 4 includes a personal property tax exemption for turbine powered aircraft; mainframe
computers; distribution equipment; and agricultural product processing equipment. The personal
property tax exemption is allowed for up to 10 years and qualified property.

Investment tax credits may be used to reduce and potentially eliminate a company's corporate income
tax liability. These credits may also be used to obtain a refund of other sales taxes paid at the project
not already refunded. The taxpayer may use jobs tax credits to reduce the taxpayer's employee
income tax withholding liability to the extent that such liability is attributable to the project's new
employees.

Credits may be carried-over until fully utilized up to 9 years after the year of application for Tier 1
and Tier 3 projects; or for 14 years after the year of application for Tier 2 and Tier 4 projects. No
interest is allowed on any sales tax refunded.

If required levels of investment and employment are not met within or maintained for the designated
period of years, all or part of the incentives shall be disallowed or recaptured.

Research and Development Advantage

The Nebraska Research and Development Act allows a research tax credit for business firms that
increase research expenditures in Nebraska. The credit is equal to three percent of any research and
development expenditures, as defined in section 174 of the Internal Revenue Code of 1986, as
amended, that are greater than the average of the previous two years research and development
spending. The credit can be used for five years and will expire in 2010. Also included is a provision
allowing start-up firms that have little or no income to take advantage of the income tax credit, the
option to receive a sales tax refund, or a refundable income tax credit.

Microenterprise Tax Credit Advantage

This initiative establishes the Small Business Rural Micro-Enterprise Tax Credit Program in
"targeted" areas of the state. The section provides a refundable 20% investment tax credit on new
investment up to $10,000 per applicant through the life of the program. The program is capped at
$2 million per year beginning in FY 06/07. Credits would be targeted to businesses with five or
fewer employees. The credit would apply to investment capital, plant, equipment, inventory and
wages to expand or start businesses.



Rural Development Advantage/Employment Expansion and Investment Incentive Act

(Formerly LB 608)

Amendments were made to the Employment Expansion and Investment Incentive Act, formerly LB
608 passed in 2003, to provide qualified businesses with refundable tax incentives for projects within
rural counties and in urban developed areas. There are two tiers:

A project that invests $250,000 and creates ten new jobs in counties with less than 25,000 residents.
A project that invests $125,000 and creates two new jobs in counties with less than 15,000 residents.
Employees must be paid at least $8.57 per hour with the rate to be indexed each year.

The amount of credit is $3,000 per each new employee and $2,750 for each $50,000 of new
investment. Additional credits may be earned in the second and third year for either additional
investment in $50,000 increments or additional jobs.

Credits may be used against income tax or State sales tax.

Credits are fully refundable. They are not limited to tax liability in a given year. If credits remain
after all liability is erased, the rest of the credits come in a cash refund.

The investment and jobs must be maintained for three years after the first year credits are earned.
Recapture will result if the project fails to achieve and maintain at least 75 percent of the investment
and job creation agreed to. All used credits will have to be repaid within one year, and all unused
credits will be void.

Businesses eligible for the above credits are the same as those businesses listed under LB 312 within
Tiers 2, 3, 4 and 5, with the exception of targeted export services.

Total refunds under the program will be capped at $2.5 million in FY 2005/2006 and $3 million
each subsequent year. Once the tax commissioner determines that accepted applications will result in
such funds, no more applications will be approved.

Manufacturing Equipment Sales Tax Exemption Advantage

This provision exempts manufacturing machinery, equipment and related services from sales tax.
Manufacturing machinery and equipment is broadly defined to include:

e Equipment for transporting raw materials or components

Molds and dies for forming cast or injected products or its packaging materials
Machinery to maintain the integrity of the product or environmental conditions

Testing equipment for quality control

Computers that control a manufacturing process

e Machinery used to produce steam, electricity, catalysts, solvents and solutions
e Repair or replacement parts and all installation

e Repair and maintenance performed on such equipment

Nebraska Agriculture Innovation Advantage (LB 90)

The first part of this advantage is the “Agriculture Opportunities and Value-Added Partnership Act”
which reauthorizes a value-added grant program within the Department of Economic Development
that will provide grants up to $75,000 to cooperatives, groups or associations to offset the costs of
research, education, training and market development of value-added products sold by agricultural



producers. It also includes provisions from LB 688 that changes the qualifications for Nebraska
Investment Financing Authority (NIFA) first-time farmer program by increasing the net worth of
borrowers from $300,000 to $500,000 and increases the maximum loan amount from $250,000 to
$500,000. Appropriates $1 million for FY 05/06 and FY 06/07, of which $150,000 will be

distributed each year to the Rural Development Commission.

The “Ethanol Production Incentive Cash Fund Enhancement” increases the excise tax on corn and
grain sorghum for purposes of funding ethanol incentives from 3/4 cent to 7/8 cents. (This increases
the amount generated from check offs from $7.5 million to $8.75 million). Plans exist to appropriate
$2.5 million each year for the remaining 7 years of the EPIC fund (FY 05/06 through FY 11/12).

The “Building Entrepreneurial Communities Act” provides grants to rural communities by creating
partnerships of two or more local political subdivisions to apply for grants of up to $25,000 to
implement collaborative projects addressing issues related to chronic economic distress,
unemployment, lower-than-average per capita income and severe population loss.

Nebraska Customized Job Training Advantage

The Customized Job Training Program, administered by the Department of Economic Development
(DED), offers a comprehensive training program for new and expanding Nebraska businesses. In
2005, Customized Job Training funds were increased to ensure that $15 million over a two year
period in custom job training assistance is available.

The purpose of the Nebraska Customized Training Grant Program is to provide employee training
assistance to businesses that maintain, expand and diversify the state’s economic base and, in the
process, retain and create quality jobs for Nebraska residents. These funds are administered by the
Nebraska Department of Economic Development (DED). Program priorities are as follows:

Customized training projects that result in increased investment and employment and where the
training assistance is a significant incentive for the project to be undertaken in Nebraska rather than
in another state

Non-incentive customized training projects where there is increased investment and employment but
no incentive is involved.

Customized training projects that involve retraining of existing workers to upgrade their skills as a
result of investment in new capital.

Training assistance is limited primarily to businesses engaged in activities which sell to a non-
Nebraska market. Examples include: manufacturing, processing, warehousing, distribution, and
headquarters operations are examples. Businesses whose activity is mainly retail or the selling of
services to a local market would not be eligible. It will also be used only for training full-time
employees not involved in administrative support, management or facility maintenance.

The amount of training assistance per new job created ranges from $500 to $3,000. Specific
evaluation criteria will include the following:

Wage rate for positions trained.

Fringe benefits for trained employees that are provided and paid for by the company (must be at least
15% of hourly wage, and include health insurance)

Cost of the training.



Type of industry and its economic impact in the area of the project.

Geographic location (the importance of state support for economic development in rural and
economically distressed areas will be taken into account).

Significance of the capital investment, as it relates to the training.
The importance of state funding to the completion of the training and associated project.

Approval and the amount granted per position trained will also be dependent on the availability of

funds.

Microenterprise Development Fund Enhancement

Also part of the economic development package is the Microenterprise Development Fund
Enhancement, which doubles the support for technical assistance and loans to $50,000 for
microenterprises.

The Nebraska Advantage Microenterprise Tax Credit Act requires that an application be filed by a
person actively involved in the operation of a microbusiness in a distressed area. The application date
will determine the base year used for employment and investment calculations. The application date
will also determine the application’s priority for authorization of expected benefits.

Community Improvement Financing (Tax Increment Financing)

Community Improvement Financing is Nebraska’s version of Tax Increment Financing (TIF). This
is a method of financing public improvements associated with a private development project in a
designated redevelopment area by using the projected increase in the property tax revenue which will
result from the private development. This tax revenue increase is used to pay for the public
improvements or is pledged to repay bonds issued by the local government or loans used to finance
these improvements. Revenue bonds can be issued to finance all or part of a site's public pre-
construction improvements. Public improvements include land purchase, clearance and sale,
construction of streets, sidewalks, utilities, parks or other similar public spaces necessary in site
preparation. CIF, in effect, can reduce developer capitalization to a level that makes investment

feasible.

Community Development Block Grants

The State of Nebraska Department of Economic Development administers the Community
Development Block Grant Program. The purpose of the grant is to create jobs and promote new
investment. The interest rate on these loans is currently at zero percent. The maximum CDBG loan
is 50 percent of the total project cost, up to $500,000 maximum ($250,000 for job training grants).
CDBG funds can be used to benefit low to moderate income persons, aid in the prevention or
elimination of slums or blight, or meet other community development emergency needs. CDBG
funds can be used for purchasing machinery and equipment, purchasing inventory, meeting working
capital needs, construction or renovation of an existing building and real estate. A Community
Development Block Grant can be used for projects located outside of Omaha’s city limits.

Nebraska Department of Labor Workforce Development Program

The Nebraska Department of Labor's Workforce Development program provides employment
services to small and large businesses, which include the following:
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Statewide Labor Pool: Workforce Development is the state's largest source of job-ready applicants.
Workforce Development works with employers to provide a full range of qualified employees for blue
collar and professional positions.

Job Placement: Job placement specialists will screen and refer applicants for your consideration. The
employer makes the final selection. This service will save the employer time and money in recruiting,
screening and interviewing.

Labor market information: Workforce Development is knowledgeable about employment conditions
throughout the state. It collects, analyzes and publishes comprehensive data helpful to businesses. A
system called ALEX (automated labor exchange) is now in place enabling each workforce
development office to pull applicants from across the state for job applications and interviews.
Approximately 15 kiosks are available in areas without a workforce development office and will
enable applicants to access job and labor market information at any time.

Employer Committees: Workforce Development offers business owners and managers the
opportunity to belong to local employer committees. These committees are composed of area
employers interested in improving employment services in the community.

Targeted Jobs Tax Credit (TJTC): Workforce Development is the only agency authorized by the IRS
to certify TJTC employees. Businesses may qualify for tax credits when they hire certified applicants
for specified job categories.

Work Opportunity Tax Credit

The Work Opportunity Tax Credit (WOTC), administered by the Nebraska Department of Labor,
provides a credit against federal income tax liability of up to $2,400 for each qualified person hired.
For those working 400 hours or more, the credit is 40 percent of the first $6,000 in wages. For those
working less than 400 hours but at least 120 hours, the credit is 25 percent of the first $6,000 in
wages

Categories of workers eligible for WOTC benefits include members of families that have received Aid
to Families with Dependent Children or Temporary Assistance for Needy Families, low income
veterans, 18 to 24 year-old food stamp recipients, 16 and 17 year-old residents hired for summer
employment, disabled persons who have completed or are completing rehabilitative services, low
income ex-felons and persons who have received Supplementary Security Income (SSI).

Additional Training Resources

From initial employee recruitment, to pre-employment testing and existing employee retraining,
programs have been developed to meet the training needs of Nebraska's businesses. Customized
training programs can be developed at little or no cost to a new or expanding firm.

No cost workforce recruitment through Nebraska Workforce Development.

Trainee assessment programs available through Nebraska Workforce Development and Omaha's
Metropolitan Community College.

Pre-employment training funds typically cover facility, instructor and materials training costs.
On-the-job training reimbursement of up to 50%.

In-service training programs to upgrade skills of existing employees.

Metropolitan Community College's unique Industrial Training Center offering class rooms and
specially designed working bays for customized vocational training.
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Flexible community college training programs developed for company-specific needs.

Nebraska Worker Training Program (LB 1337)

The Nebraska Worker Training Program (LB 1337), administered by the Nebraska Department of
Labor, provides grants to assist firms in the retraining and upgrading of existing employees. Grants
are awarded on a quarterly cycle, with applications closing in January, March, June, September and
December.

The goal of the Nebraska Worker Training Program is to enhance the skill level and productivity of
employees. Use of program funds is extremely flexible, with the type and length of training program
and training vendors and materials at the discretion of the company. Examples of eligible projects
include:

e Training required by installation of new equipment and technology in work place
o Worker skill assessments

e Apprenticeship programs

e English as a second language training

e [SO-9000 training

o Assisting staff to access new markets

e Safety training

e Labor-management cooperation activities

e Benchmarking

A match of at least one dollar of employer's funds for each dollar of state funds is required. Wages
paid to employees while in training; equipment, space or other facilities used in training; and
supervisory personnel and materials provided by the company may be used as company match.

Small Business Innovation Research Program (SBIR)

The objectives of this federal program are stimulating technological innovation, helping small
businesses meet federal government research and development needs, encouraging participation of
minority and disadvantaged persons, and increasing private sector commercialization of federal
research and development projects. Grants are provided through eleven federal agencies having
research and development budgets of over $100 million and are awarded to projects meeting the
research needs of these agencies. Funding agencies include the Departments of Agriculture,
Commerce, Defense, Education, Energy, Transportation, Health and Human Services, and the
Environmental Protection Agency.

SBIR funding is provided in two phases. In Phase I, companies may use funds to evaluate and
demonstrate the technical feasibility of a project. Phase I research efforts are typically six months in
duration and awards do not normally exceed $100,000. Phase II funding is used to continue
development of the technology and included the principal R&D effort. Phase II grants are typically
24 months in duration and generally do not exceed $750,000.

To be eligible for an SBIR grant, a company must meet all of the following criteria:

e No more than 500 employees

e A for-profit organization

e Located in the United States

e At least 50% owned and controlled by U. S. citizens or lawfully admitted permanent residents
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Capital Gains Exemption

Nebraska law provides for a one-time exemption from state personal income tax for employees of a
corporation, who realized gains from selling or exchanging their corporation's stock. The corporation
must do business in Nebraska for at least three years and must have a minimum of five shareholders.

This provision is of major value to growth-oriented companies which use company stock options as
part of employee compensation or retirement programs and, therefore, can provide a company with a
unique recruiting device.

Business Assistance and Financing

Nebraska has assistance programs to help businesses stay competitive and/or find financing. Ranging
from incubator space to tax increment financing to help in manufacturing technologies, aid to
business is an important part of Nebraska's business development incentive package.

The Nebraska Economic Development Corporation (NEDCO) is an IRS designated 501(c) 3 non-
profit corporation promoting economic development and job creation throughout Nebraska.
NEDCO was established in 1987 and is licensed as a Certified Development Company (CDC) by
the U.S. Small Business Administration (SBA) to offer the SBA 504 Loan Program.

Nebraska Business Development Center assists in planning, analysis, market research, feasibility
studies and microcomputer training.

Great Plains Minority Supplier Development Council, Inc. offers assistance to minority-owned
businesses.

Nebraska Technical Assistance Center offers technical help in process design, productivity,
automation, safety and patent investigations.

The Food Processing Center provides expertise for the food processing industry in manufacturing,
technology, marketing and business development.

North Omaha Business Development Corp. has loans or equity financing available for businesses
creating jobs in North Omaha.

Community Improvement Financing is Nebraska's version of tax increment financing.
Omaha Business and Technology Center offers a business incubator facility to aid growth of small
business in Omaha.

New Community Development Corporation offers microlending to existing and startup businesses.
For an existing business to be eligible to apply for a loan the business must be at least three years old,
have a written current business plan, and can show the last three years’ income tax returns. Taking
the basic business training class is not required, although it is recommended. A startup business must
take and graduate from the NCDC basic business training class or its equivalent to apply for a loan.
Currently, we can loan up to $5,000.

Other Incentives

Other aspects of state tax law which provide positive investment factors for businesses are as follows:

e No property tax on business inventories including raw materials, goods in process and finished

goods.

e No sales or use tax on ingredients used in manufacturing or processing of a product destined for
ultimate retail use.
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e No tax on intangibles.

e  Sales tax refund for pollution control equipment.

e Sales tax exemption on sales of common carrier vehicles and replacement parts to recognized
common carriers.

e No sales tax on water used to irrigate agricultural land or in manufacturing.

e For firms engaged in international commerce, Omaha has established a general purpose Foreign
Trade Zone. Goods may be exhibited, stored, assembled, used in manufacturing, or otherwise
processed within the Zone, and duties are not paid until the goods enter U.S. Customs territory
from the Zone. If these goods are exported, no duty or excise taxes are paid.

e Sales of electricity, coal, gas, fuel oil, diesel fuel, tractor fuel, propane, coke, nuclear fuel, and
butane are exempt from sales tax when more than 50 percent of the amount purchased is used
directly in processing, manufacturing, or refining of tangible property, or in the generation of
electricity.

e Tax depreciation schedules permitting full, 100 percent depreciation on property tax.

Additional information on all programs described in this section may be obtained by contacting Rod

Moseman, Vice President Economic Development at the Greater Omaha Chamber of Commerce,
telephone 402-346-500, email rmoseman@accessomaha.com.
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NEBRASKA BUSINESS DEVELOPMENT CENTER

Since 1977, the Nebraska Business Development Center (NBDC) has provided more than 2,000
businesses with consulting assistance each year. NBDC is a cooperative program of the U.S. Small
Business Administration (SBA) and the University of Nebraska at Omaha (UNO). For more
information visit the NBDC website at www.nbdc.unomaha.edu.

Business Consulting

NBDC’s planning and assessment assistance helps to get a new business started or to improve an
existing business. NBDC’s staff of trained consultants includes MBAs, MBA candidates, leaders from

the Nebraska business community, and faculty from its participating colleges and universities.
NBDC works with:

¢ Individuals who wish to start a company,
e Businesses that are planning to expand or pursue new business opportunities, and
e Businesses that are experiencing operational or financial difficulties.

NBDC offers a host of services across the state of Nebraska through its many programs. Basic
consulting is free, confidential, and tailored to individual client needs. Basic consulting services
include business plan and start-up assistance, financial projections and analysis, secondary market
research, strategic planning, marketing plan development, and loan application assistance. In special
circumstances, there is a fee for some of our services. Individual NBDC Center hours and services vary
from Center to Center.

EntrepreneurShop

EntrepreneurShop is a consulting/training center and retail outlet for business owners and is located
at 13006 West Center Road in Orchard Plaza. The West Omaha location provides business
consulting and seminars in finance, accounting, marketing, management, start-up and business plan
writing. It also offers business development books, tapes, and ready-to-use software. Conference
room or training rooms are available for a fee on a continuous or one-time basis. Consulting services
are offered by NBDC consultants by appointment between the hours of 8 a.m. and 5 p.m., Monday-
Friday.

Business and Technology Training

NBDC operates the oldest and largest information technology training program in Nebraska. Their
staffs of training specialists include full-time instructors, many with advanced degrees, and contract
trainers, who provide quality instruction and experience in practical application. NBDC's
management courses are taught by consultants from the business community and university faculty.

NBDC’s Business and Technology Training provides high quality training in business application
software and management fundamentals. Training is available at the Educational Service Unit #3.
Training is also provided on a contract basis at corporate training facilities throughout Nebraska.
On-site, customized computer training is also available to businesses of all sizes. NBDC quickly
responds to demands for new technologies and increased skill levels by continually adding to courses.

Course offerings and schedules for NBDC’s Business and Technology Training may be obtained by calling
(402) 595-2900 or visiting the website at https://www.nbdc.unomaha.edu/NBDCstore/store.cfm.
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Procurement Technical Assistance Center (PTAC)

NBDC’s Procurement Technical Assistance Center (PTAC) provides assistance to Nebraska
businesses pursuing government contracts. Consultants help businesses determine their potential for
marketing services and products to government agencies and assist them in successfully obtaining and
fulfilling contracts. NBDC procurement services are partially funded by the U.S. Department of
Defense. They help you fill out the appropriate forms necessary to do business with the
Government. For additional information call (402) 554-6253 or (402) 554-6254 or visit the Web
site at http://ptac.unomaha.edu/.

Nebraska Manufacturing Extension Partnership (NMEP)

In partnership with the Nebraska Department of Economic Development and the Nebraska Food
Processing Center at the University of Nebraska-Lincoln, NBDC provides technical and
management assistance to Nebraska manufacturers. Assistance is provided in employee training,
productivity, technology, regulatory compliance, quality standards, marketing, business planning and
feasibility analysis, workflow process, and supplier relations. NBDC offers training and certificate and
endorsement programs in lean enterprise. NBDC-NMEP helps Nebraska manufacturers become
more efficient and competitive in what they do. NBDC consultants in the NMEP program are
located in Omaha, Lincoln and Norfolk. For additional information visit the Web site at
http://nbdc.unomaha.edu/lean/.

Pollution Prevention and Control

The Pollution Prevention Regional Information Center (P2RIC.org) is a unique referral and
information retrieval service operated by NBDC with a grant from the U.S. Environmental
Protection Agency (EPA). P2RIC.org is an interactive website that fosters improved resource sharing
between the programs, businesses and agencies that provide waste reduction services in EPA Region 7
(Nebraska, Iowa, Kansas, and Missouri). In addition to online search capabilities, P2RIC.org
provides a librarian and research services to assist clients. For additional information visit the Web
site at http://nbdc.unomaha.edu/about/p2.cfm.

Biz Find

BizFind is a new project designed to address the needs of communities and businesses alike. A non-
profit venture of the University of Nebraska Rural Initiative and the Nebraska Business Development
Center and the University of Nebraska at Kearney, BizFind is unique.

The mission is simple. Provide an affordable, easy to use and powerful tool to actively assist with the
attraction, development, retention and transition of small businesses through out the state. For more
information visit http://bizfind.unk.edu/index.php.

List of NBDC Offices

NBDC operates ten service centers. Consulting services may vary at each center. PTAC and NMEP
consulting is available only through designated centers and is provided statewide.

To request business consulting services, complete the online Request for Consulting form at
http://www.nbdc.unomaha.edu/consulting/startup/ or contact your regional office.

OMAHA - APNE OMAHA - CB
University of Nebraska at Omaha EntrepreneurShop

6001 West Dodge Road, RH308 & RH415 13006 West Center Road
Omaha, NE 68182 Omaha, NE 68144

(402) 554-6250 (402) 595-1158
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OMAHA - TB

IT and Computer Training
Educational Service Unit #3
6949 South 110 Street
Omaha, NE 68128

(402) 595-2900

WAYNE - C
Wayne State College
Gardner Hall

1111 Main St.
Wayne, NE 68787
(402) 375-7575

KEARNEY - CP

University of Nebraska at Kearney

West Center Bldg. #135
1917 West 24" Street
Kearney, NE 68849-4440
(308) 865-8344

SCOTTSBLUFF - C

Panhandle Research & Extension Center

4502 Avenue |
Scottsbluff, NE 69361
(308) 635-7513

Legend:

C —Business Consulting services, P - PTAC assistance, N - NMEP consulting, T — Technology
Training labs/classrooms, B — Business Training classrooms, A — Administrative Office, E — P2RIC.
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LINCOLN - CP

285 South 68" Street Place
Suite 550

City Campus Mailbox 0224
Lincoln, NE 68588-0224
(402) 472-3358

NORFOLK - N

Northeast Community College

801 E. Benjamin Ave., Rm. 113WA
Norfolk, NE 68702-0469

(402) 644-0580 or (402) 564-0105

NORTH PLATTE - C
North Platte Service Center
300 East 3", Room 275
North Platte, NE 69101
(308) 534-5115

CHADRON - C
Burkhiser Building
Chadron State College
1000 Main Street
Chadron, NE 69337
(308) 432-6279



SOME OF THE MOST COMMONLY ASKED QUESTIONS

1.

How should I legally organize my business?

There are five different possible organizational structures: Sole Proprietorship, Partnership, C-
Corporation, S-Corporation, and Limited Liability Company. See the section on Legal
Organizations for the advantages and disadvantages of each structure.

How do I know if I need a business license or a special permit for my business? If I do, where
do I get these documents?
See the section on Business Licenses and Permits and call the applicable agencies listed.

What steps should I follow to create a new business?
There are between one and six steps to follow in the creation of a new business depending on
the legal structure you choose for your business. See the section on Steps to Start a Business in

Nebraska.

How do I know if the business name I've chosen is legal to use? How do I register a
trademark?

The Nebraska Secretary of State will provide all the needed information. See the section on
Incorporation, Name and Trademark Registration.

Do I need to withhold Federal and State taxes from my employees?
Yes, if you are paying wages to employees. See the section on Identification Number.

Once I have my Federal and State Identification Numbers, what taxes am I required to pay?
You are responsible for income taxes, self-employment and/or employment taxes, excise taxes,
and State sales & use taxes. See the section on Taxes.

What kind of insurance do I need to protect my business?

You may need liability, i inventory, employment pracuces, specialized errors-and-omissions, loss
of business data coverage, and in-home business insurance. See the section on Business
Insurance.

If I hire employees, what do I need to know about Employment Law?

You need to be familiar with the regulations concerning wages and hours worked, who may
work, and when, safety regulations, pensions and welfare benefits. See the section on
Employment Requirements for Most Employers.

How do I get a loan for my business?

Werite a business plan, have a good idea of how much you want to borrow, and assess your
business’ ability to repay the loan. Usually, business loans will require a minimum of 25-30%
equity. You should apply to a commercial lender. The lender will determine from your
personal credit history, your business plan, and your financial projections whether or not you
need a SBA guarantee. See the sections on Funding Options for Your Venture and What
Bankers and Investors Look For When Granting Funding. To write your business plan and
prepare your financial projections, refer to the section on Business Plan Content.
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STEPS TO START A BUSINESS IN NEBRASKA

For all types of legal structure, a business owner should follow the subsequent steps:

1.
2.

5.

6.

Obtain a local business license if necessary (see section on Business Licenses and Permit.

Obrtain a Taxpayer Identification Number such as a Social Security Number (SSN) or an
Employer Identification Number (EIN). Contact the IRS at (800) 829-3676 or the Social
Security Administration at (800) 772-1213 to get a Form SS-4 (Application for Employer
Identification Number).

Apply for Nebraska Tax Programs. Call the Nebraska Department of Revenue at (800) 742-
7474 to request a copy of Form 20: Nebraska Tax Application.

Contact the IRS to secure information on the Federal tax regulations that will apply to your
business (Web site: http://www.irs.ustreas.gov/)

Contact the Social Security Administration at (800) 772-1213 for insurance information
(FICA).

Open a separate checking account for the business.

For specific types of legal structure, a business owner should follow the subsequent steps:

A) For a Sole Proprietorship:

Register the name of your company. Call the office of the Secretary of State at (402) 471-
4079 to obtain an application for State Registration of Trade Name.
No formalities are required to start a company as a sole proprietorship.

B) For a partnership:

Register the name of your company. Call the office of the Secretary of State at (402) 471-
4079 to obtain an application for State Registration of Trade Name.

No formalities are required to start a company as a partnership. However, it is highly
recommended to have a written partnership agreement to reduce risks of conflicts among
partners.

C) Fora C or S-Corporation:

File the articles of incorporation with the Nebraska Secretary of State and pay the fee based
on the par value of the corporation’s capital stock. Contact the Secretary of State —
Corporate Division at (402) 471-4079 to verify the fee amount.

Publish a notice of incorporation in a legal local newspaper of general circulation for three
consecutive weeks.

File one copy of the affidavit of publication with the Nebraska Secretary of State, and keep
another copy for your own records.

Buy a corporate seal and hold organizational meetings. One way to accomplish this step is
by purchasing a corporate outfit kit. These kits are advertised in lawyer’s trade journals or
are available for purchase via mail order, bookstores, public libraries, etc.

File the annual report and pay the filing fee based on the capital stock each year with the
Nebraska Secretary of State.

Contact your financial institution to handle the issuance of stock for your business (i.e. stock
value and procedure).

D) For a Limited Liability Company (LLC):

Register the name of your company. Call the office of the Secretary of State at (402) 471-
4079 to obtain an application for State Registration of Trade Name.

File the articles of organization with the Nebraska Secretary of State and pay the filing fee.
Contact the Secretary of State — Corporate Division at (402) 471-4079 to verify the fee

amount.
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The information above has been compiled from various sources. Please refer to these sources for

more detailed information.

e The Nebraska Department of Economic Development — Business Assistance Toolkit:

http://assist.neded.org/

e The Nebraska Department of Revenue: http://www.nol.org/home/NDR/
e The SBA — Starting Your Business: http://www.sba.gov/starting/

e CCH - Small Business Toolkit: http://toolkit.cch.com/

Agencies to contact by types of business

Dept. of Labor
Types of Business IRS | Dept. of State Federal SSA | INS
Revenue Unemployment | Wage & | OSHA
Taxes Hour

Sole With v v v v v v v
Proprietor- | Employees
ship Without v v V¥

Employees
Partnership | With v v v v v v v

Employees

Without v v v*

Employees
C and S-Corporation v v v v v v v
LLC v v v v v v v
Legend:

IRS: Internal Revenue Service
SSA: Social Security Administration

INS: Immigration and Naturalization Services

SBA: Small Business Administration

*Contact OSHA when sub-contracting
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LOAN AND SERVICE RESOURCES IN NEBRASKA

There are several websites that offer resource directories. Entrepreneurs should visit these sites to find
out if there is additional assistance or special programs that meet the needs of the business.

Nebraska Economic Development Directory: http://www.ecodevdirectory.com/nebraska.htm
NEDED Business Toolkit: http://assist.neded.org/

Nebraska Micro Business Directory: http://neon.neded.org/mbrd/program-index.html
Nebraska Economic Development Organizations: http://assist.neded.org/affprogs.html
Nebraska Online for Business-Other Business Resources: http://www.nebraska.gov/business/
Community Development Resources: http://cdr-nebraska.org/index.php

New Market Tax Credits http://cdr-nebraska.org/nmtc.php
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FUNDING OPTIONS FOR YOUR VENTURE

Personal Savings

The first place an entrepreneur should look for start-up money is in his/her own pocket. If the
potential business owner is applying for a loan, he/she will be required to come up with at least 20%-
30% of the amount needed to start the business. Funds may also be obtained through friends and
relatives but it is recommended that the arrangement be considered strictly business with details
settled up front and a contract written before funds are acquired.

Small Business Administration

The U.S. Small Business Administration (SBA) was created in 1953 as an independent agency of the
federal government to aid, counsel, assist and protect the interests of small business concerns, to
preserve free competitive enterprise and to maintain and strengthen the overall economy of our
nation. Through an extensive network of field offices and partnerships with public and private
organizations, SBA delivers its services to people throughout the United States, Puerto Rico, the U. S.
Virgin Islands and Guam.

SBA Contact Information:
11145 Mill Valley Road
Omaha, NE 68154

(402) 221-4691

Web site: http://www.sba.gov/

Small Business Administration Loan Guarantees

The US Small Business Administration 7(a) Loan Guaranty Program can fund the varied long-term
needs of small businesses when necessary financing is unavailable on reasonable terms through
normal lending channels. Private lenders, usually banks, make loans that are guaranteed up to 75
percent by the SBA. The borrower makes loan payments to the lender.

The three most popular loan guarantees are the 7(a) loan ($2,000,000.00), SBA Express
($350,000.00) and SBA Community Express ($250,000.00). The SBA relies mainly upon the
strength of the applicant’s character and credit history. The lender may require additional
information.

Grants

It is a myth that there are federal grants out there to start small businesses. Yes, there are limited
grants for very specific types of businesses and/or business projects for example, SBIR funds for
research and development, enterprise zone low interest loans for economically depleted areas, and a
few rural development funds.  If you want to find out for yourself, go to the federal government
website www.grants.gov. There are occasional private grants through companies and organizations.
A good place to find these is at www.businessownersideacafe.com. Applying for a legitimate grant
does not require upfront expenses. A grant writer, if you choose to use one after you find a grant for
which you wish to apply, is an upfront expense.

Venture Capital

Venture capitalists loan money to businesses or take an equity position in a business in exchange for
the business using the investor’s money. The venture capitalist’s goal is to obtain a return on his or
her investment. Venture capitalists usually like to see a 20%-30% return on the investment.
Venture Capital is seldom an option for start up businesses.
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Web site Sources:

e  Garage.com: http://garage.com

e The Entrepreneur's Web Site For Financing Resources:
http://www.capital-connection.com/venturecapital.html

Private or Angel Investors

These are wealthy individuals that invest in businesses. They are often entrepreneurs themselves and,
therefore; they have substantial business experience. Angels usually invest their money locally and
look for businesses they know something about so that they can use their knowledge and experience
to assist the business. Angels’ return on investment requirements tend to be lower than those of
professional venture capitalists and are willing to wait longer to cash out of their investment. Angel
Investors are difficult to locate. So communities have attempted to form Angel Investor groups;
however, the success of this effort is limited. Angel Investors tend to find the businesses in which
they are interested.

Factoring

This is a method where accounts receivable are sold at a discount for cash. Usually factoring firms are
third party collectors. These firms pay the business in advance for the receivables and then they
collect directly from the customer. Using factoring to increase cash flow can be an expensive way to
get money. Recently, some Nebraska banks have started programs where they purchase receivables.
As with any business arrangement, it is recommended that you fully understand the program and
how it works before getting involved.

Leasing

Rather than purchasing new equipment, leasing may be a less expensive option. Leasing allows the
business owner to access items that are essential to the growth of the business without having the
initial cash outlay.

Local Funding Sources

Local economic development associations, Certified Development Companies, Business Incubators,
and Enterprise Zones may have special programs or financing available for your area.
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WHAT BANKS AND INVESTORS LOOK FOR WHEN EVALUATING A PROPOSAL

Loan for a New Business

To consider a loan request for a new business, bankers and investors usually require the following
information:

e Formal business plan

e  Statement of what the loan will be used for

e Collateral and owner’s equity to secure the loan
Your investment in the business

Projections of income, expense, and cash flow

Three years of personal income tax returns if ownership is 20% or more

Signed and dated personal financial statement if ownership is 20% or more
e  Guarantor’s financial statement (if applicable)

e Good credit history

e No bankruptcy in the last 5-7 years

e Lease details

e Dersonal resumes

e  Expertise/experience in the area of the business

e  Management experience

If the proposed business consists of buying an existing business, the accounting and tax records
should be obtained from the previous owner. Care should be taken to verify the accuracy of these
figures. An independent accountant should audit the books to verify that they paint a true picture of
the firm’s performance.

Bankers and investors use this information to evaluate the business’ potential for success. Good
communication between lenders, investors, and the firm is required to keep this information current.
This up-to-date information is needed, so shortcomings may be recognized early and appropriate
corrective action taken.

Another key factor lenders consider when evaluating a loan application is the amount of equity that
the owner(s) are putting into the business. Although there is no hard and fast rule on equity, it is
common for bankers to require that at least 25-30% of the total capitalization be owner’s equity.
This is especially true for new businesses. Less equity capital may be required for growing businesses
that have an established record of profitable performance. For example, if you need $80,000 for your
business, the bank may require a minimum of $20,000 in owner’s equity to accept the $60,000 loan.

One of the other critical factors lenders evaluate is an indication that the company is selling products
or services in a sufficiently large and growing market (i.e. Demand is strong enough to support the
existence of a new firm in the market). It is also helpful if the firm is offering a truly unique product
or service to its target market. Such a firm will probably not face as much price competition as a firm
that carries products similar to competitors.

Investors and lenders also weigh the managerial factors very heavily. Experience in business is
extremely important, especially in the relevant industry. If a person has no experience in the industry
he/she is proposing to enter, lenders frequently advise the person to talk with people engaged in a
similar business in a different geographical location. Frequently, prospective business owners are
advised to work for someone else in the industry for several years to obtain the necessary experience.
A business’s short-term and long-term objectives are looked at closely to determine if the owner is
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aware of the large amount of time required to manage the proposed venture and if he/she is realistic
in his/her expectations of what can be taken from the firm.

New business start-ups are risky for both the entrepreneur and the banker. Banks will look for
alternative ways to get repaid if the business fails. If you answer “No” to any of these statements,
then you may need to go through another source of funding.

e We have access to cash to invest in the business (generally 25-50% of ~Yes No
total needs).

e We can provide the bank with collateral other than business assets for Yes No
the loan, such as real estate, marketable securities, cash, letters of
credit, etc.

e We can demonstrate an alternative source of repaying the loan,
should the business fail to cover our payment obligations (i.e. second ~Yes No
. 1
income or guarantor).

Loan for an Existing Business

For an existing business, bankers and investors need the following:
e Formal business plan

e  Statement of what the loan will be used for

e  Collateral and equity to secure the loan

Your investment in the business

Guarantor’s financial statement (if applicable)

History statement on the business
Current (within 60 days) Balance Sheet
Current (within 60 days) Income Statement

Year-end statements if different from above

Three year’s tax returns on the business
Schedule of term debts

e Aging of accounts payable and receivable

o Lease details

e Good credit history

e No bankruptcy in the last 5-7 years

e Personal resumes

e  Expertise/experience in the area of the business
e Management experience

The first step is to gather all this information. The next step for an existing business is to convince
the bank that you are a good credit risk. If you can answer “Yes” to all of the following questions
then you are in good shape. However, a “No” answer does not automatically disqualify you from
receiving the loan. These are just issues that will be raised by the banker that you need to think
about.

e We have been in business at least three years. Yes No
e We currently show a profit year-to-date. Yes No
e We were profitable at the end of our last fiscal year. Yes No

" Taken from the Financial Readiness Checklist published by Hayes & Associates, CPA. Omaha, NE.
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e Our company has a positive net worth.

e Our company is current with all federal and state taxes.

Source: “A Guide to Doing Business in Nebraska”.
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LEGAL ORGANIZATIONS

Discuss with your attorney and accountant the appropriate legal structure for your business. Business
owners have the choice among five basic legal structures:

e The Sole Proprietorship

e  The Partnership

e The C-Corporation

e The S-Corporation

e The Limited Liability Company (LLC)

Factors to consider when choosing a legal structure:

e The amount of government regulations

e Transferability and continuity of ownership interest
e Management control

e  Profit and loss distributions

e Liability of business owner(s)

e Ease of establishing and terminating the business

e Tax treatments

The following page contains a table that summarizes the main characteristics of each legal entity.
This table format allows for a quick overview and comparison of the five legal forms of organizations

available to business owners.

For detailed information, please refer to the following Web sites: the Nebraska Department of
Economic Development at http://assist.neded.org or IRS at http://www.irs.gov.
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Sole Proprietorship General Partnership C-Corporation S-Corporation LLC

Separate Legal No. No. Yes. Yes. It depends.

Entity Personal and business assets | Personal and business assets | The business is a separate The business is a separate No, if only 1 member.
and liabilities are merged and liabilities are merged legal entity. legal entity. Yes, if at least 2 members.
together. together.

Ownership Only 1 owner. At least two partners. At least one shareholder. From 1 to 75 sharcholders. | At least 1 member.

Legal Liability Unlimited. Unlimited. Limited to the investment Limited to the investment Limited to the investment

contributed to the business.

contributed to the business.

contributed to the business.

Tax Treatment

Profits are taxed at the
individual income tax rate
and individual is also liable
for self-employment tax.

The business itself does not
pay taxes, but each partner
records his/her share of
profits on his/her personal
income tax return.

Corporate profits are subject
to double taxation both as
income to the corporation
and as dividends distributed
to stockholders.

Corporate profits are subject
to personal income taxation.
Corporation itself does not
pay taxes, but files an
informational tax return
mentioning each
shareholder’s portion of the
corporate income.

If only 1 member, the
business profits are taxed as
in the sole proprietorship.
If at least 2 members, the
business profits are taxed as
in the partnership. Unless
set up as a corporation.

Owner(s)
Compensation

The owner can take an
owner’s draw.

Depending on the
partnership agreement,
partners can receive a
reasonable salary.

Managers can receive a
reasonable salary.

Managers can receive a
reasonable salary.

The member(s) can take an
owner’s draw if the LLC is
set up as a sole
proprietorship or receive a
reasonable salary if it is set
up as a partnership.

Profit Distribution

Profits after tax can be
retained or distributed to
the sole proprietor.

Profits after tax can be
distributed to partners based
on the agreement or can be
reinvested in the company.

Profits after tax can be
distributed as dividends or
reinvested in the company.

Profits after tax can be
distributed to shareholders
based on their contributions
or reinvested in the
company.

One member, profits are
distributed as in the sole
proprietorship. Partnership
rules apply if 2+. Unless set
up as a corporation.

Initial Filing The business owner must The business owner(s) must | The business owner(s) must | The business owner(s) must | The business owner(s) must
Requirements file with the Secretary of file with the Secretary of file with the Secretary of file with the Secretary of file with the Secretary of
State in Lincoln. State in Lincoln. State in Lincoln. State in Lincoln. State in Lincoln.
Main Advantages | Easy and inexpensive to Ease of establishing. Limited liability. Limited liability. Limited liability.
start and terminate the Single taxation. Large resource base. Single taxation. Single taxation.
business. Unlimited life. Unlimited life.
Main Unlimited liability. Unlimited liability. Double taxation. Restrictions on the number | Lack of court experience in
Disadvantages Limited life. Limited life. Increased amount of paper | of shareholders and classes LLC litigation.

work and expensive start-up
Costs.

of stock.
Lenders can require personal
guarantee.
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BUSINESS LICENSES AND PERMITS

Each business should verify with the city, county, and state offices to ensure that all licensing
requirements are met. Some businesses are required to hold special licenses for tax programs.
Nebraska has several Tax Assistance Offices to help you with the necessary licensing and forms.

One place to start for information on licenses is the Department of Labor — Nebraska Workforce
Development website at http://www.dol.state.ne.us/nwd/pdf/lco.pdf.  This document, Licensed
Occupations in Nebraska, requires Adobe Acrobat Reader. There is a table of contents with a list of
business types. The information provided in this publication comes directly from licensing agencies
throughout Nebraska, with all information being current and based on practices as of January 1,
2004. All attempts have been made to obtain a complete listing of occupations requiring certification
or licensure in Nebraska; however, due to a number of factors including legislative changes or
additions, reporting differences between licensing agencies and variations in occupational titles, some
occupations may have inadvertently been omitted.

For the Department of Regulation & Licensure of the Department of Health and Human Services go
to http://www.hhs.state.ne.us/.

For Child Care licensing go to http://www.hhs.state.ne.us/crl/childcare.htm.
For Food Service Establishments go to http://assist.neded.org/foodregs.html.

The Nebraska Department of Economic Development’s Online Business Toolkit offers additional
information http://assist.neded.org.
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INCORPORATION, NAME AND TRADEMARK REGISTRATION, & COPYRIGHTS

The Secretary of State's office registers domestic corporations, foreign corporations, limited
partnerships, out-of-state corporations doing business in Nebraska, trade names, trademarks, and
service marks.

To register state trade names, trademarks, and corporation names, contact:

Nebraska Secretary of State

P.O. Box 94608

State Capitol, Suite 2300

Lincoln, Nebraska 68509-1608

Tel: (402) 471-4079

Fax: (402) 471-3666

Rules and Regulations (402) 471-2385

To check on currently registered federal and state(s) trademarks, contact:

Existing Business Assistance Division

Nebraska Department of Economic Development
P.O. Box 94666 - 301 Centennial Mall South
Lincoln, NE 68509-4666

(402) 471-3111 or (800) 426-6505

This will verify that the business name you plan to use is not already being used by someone else.
Note that you may need to contact another office if you plan to do business in multiple states. You
may conduct you own search at http://assist.neded.org/tradname.html.

To register a business name nationally, contact the Patent and Trademark Office. This office has a
complete Web page with directions on how to register your trademark. It also contains registration
forms. The Web site is http://www.uspto.gov.

General Trademark or Patent Information (703) 308-HELP
Automated (Recorded) General Trademark or Patent Information (800) PTO-9199
Automated Line for Status Information on Trademark Applications (703) 305-8747

Assignment & Certification Branch (Assignments, Changes of Name, and | (703) 308-9723
Certified Copies of Applications and Registrations)

Trademark Assistance Center (703) 308-9000

Information Regarding Applications Based on International Agreements or | (703) 308-9000
for Certification, Collective, or Collective Membership Marks

Trademark Trial and Appeal Board (703) 308-9300

Assistant Commissioner for Trademarks (703) 308-8900

Copyrights ©: Only the author or those deriving their rights through the author can rightfully claim
copyright. In the case of works made for hire, the employer and not the employee is considered to be
the author. Copyright is a form of protection provided by the laws of the United States (title 17, U.S.
Code) to the authors of “original works of authorship,” including literary, dramatic, musical, artistic,
and certain other intellectual works. This protection is available to both published and unpublished
works. For more info go to www.copyright.gov.
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BUSINESS IDENTIFICATION NUMBERS

Federal Tax Identification Number

A Federal Tax Identification Number also known as an Employer Identification Number (EIN), is a
nine-digit number that the IRS assigns to business entities. The IRS uses this number to identify
taxpayers when filing various business tax returns. Your business is required to have this number
whether you intend to have employees or not. The only exception is with sole proprietors without
employees; they can use their social security number, however; keep in mind that suppliers may
request a number other than your social security number. EINs are used by employers, sole
proprietors, corporations, partnerships, non-profit organizations, trusts and estates, government
agencies, certain individuals and other business entities.

To obtain an EIN you must complete an SS-4 form. This form is available online at
http://www.irs.gov/pub/irs-pdf/fss4.pdf (please note that not all business entity types may use this
method) or contact the Philadelphia IRS Center (this office services Nebraska) by calling Toll-Free 1-
866-816-2065 Attn: EIN Operation or fax the form to 215-516-3990. Please note that it must be
faxed from your personal fax number.

For additional information go to the Internal Revenue Service’s website at www.irs.gov.

State Identification Number

In addition to the federal tax identification number, any business located in or transacting business in
Nebraska and paying wages or sales taxes must withhold Nebraska State tax. This identification
number must be obtained prior to the payment of the first wages subject to Nebraska withholding.
To apply for the Nebraska employer identification number, contact:

For Omabha: For State:

Nebraska Department of Revenue Nebraska Department of Revenue
Sales and Income Tax Tax Payer Assistance

1313 Farnam Street 301 Centennial Mall South
Omaha, NE 68102 14th & M

(402) 595-2065 Lincoln, NE 68509

(800) 742-7474 (402) 471-2971 or (800) 742-7474

Nebraska Tax Application Form 20 http://www.revenue.state.ne.us/tax/current/f_20.pdf

The employer identification number, both federal and state, is a permanent number. If the legal
entity of the enterprise changes, then a new number must be obtained. A certificate will be issued to
the business with the appropriate identification number. This certificate must be kept in your
permanent records.
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TAXES

Small business tax workshops, designed for the self-employed and small business owners, explain how
Federal taxes relate to their businesses. Many workshops are jointly sponsored by the IRS and one or
more of the following organizations: Nebraska Department of Revenue, Small Business
Administration, Social Security Administration and other organizations involved with the self-
employed and small business communities. Contact these agencies for more information, or watch
for announcements of upcoming workshops.

The IRS offers seminars for small business owners called the Small Business Tax Education Program
(STEP). These seminars provide information on the various tax treatments of the different legal
structures, what records must be kept, how to fill out and make tax deposits, important contact
numbers, and a tax information kit. Most programs are offered free or charge a minimal fee. To find
out when and where the next seminar will be held, call (402) 221-3501 or (800) 829-1040.

Federal Taxes

Income Tax

Every business must file an annual income tax return. Which forms to use depends on how you
structure your business. Sole proprietors, partners, or shareholders of an S-Corporation pay as they
go by making quarterly payments of estimated taxes during the year.

Self-Employment Tax

The self-employment tax is the social security tax for individuals who work for themselves, such as
sole proprietors, self-employed farmers, and members of a partnership. It consists of both the
employee and employer contributions to employment taxes. The tax is figured and reported on a
Schedule SE form, which is attached to and filed with the individual’s Form 1040.

Employment Taxes

You are required to pay employment taxes whenever you employ personnel. These taxes include
federal income tax, social security tax, and federal unemployment tax (FUTA).

Excise Taxes

Some excise taxes are imposed on the production, importation, use, or sale of certain goods. Some
are imposed on services or the sale or use of certain types of businesses. To determine your business’s
excise tax liability, contact the Internal Revenue Service.

State Taxes

Nebraska Department of Revenue Taxpayer Assistance Offices will assist you with the applicable tax
program for your business as well as issue the appropriate permits and identification number, if

needed. Call (402) 471-2971 or (800) 742-7474 for information.

Income Taxes

If you are withholding at the federal level, you need to withhold at the state level as well. The
Nebraska Department of Revenue will issue a Withholding Certificate at no charge. Once you have
obtained your tax forms for the first year of your business, you will automatically be added to a
mailing list for the following years.
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State Sales and Use Taxes

The Sales Tax rate is imposed on all gross receipts as you incur the sale regardless of when you will
actually collect the cash. Every retailer must display the sales tax permit to collect and use the taxes.

The Consumer Use Tax is imposed on taxable use of any personal property purchased at retail when
the sales tax was not paid. There is one permit for the sales and use tax. It is the responsibility of
every retailer to collect and remit taxes.

Income Taxes by Types of Business

Sole ® File Federal personal income tax return to report Net Income from the business (Form 1040C
Proprietorship or 1040C-EZ).

® File Federal Schedule C to report profit/loss of the business.

® File State personal income tax return to report Net Income from the business (Form 1040N).

® File Schedule SE (Self-Employment) to report self-employment taxes.
Partnership ® File Federal personal income tax return for each partner to report Net Income from the business

(Form 1065).

® File State income tax for each return partner to report Net Income from the business (Form

1065N)

o File Schedule K-1 to report self-employment taxes on partnership distribution considered as net
self-employment income.

S-Corporation

® File each individual owner’s Federal personal income tax return to report Net Income from the
business (Form 1120S)

® File State income tax return for each owner to report Net Income from the business (Form
1120SN)

® File Schedule K-1 to report self-employment taxes on partnership distribution considered as net
self-employment income. (S-Corporations are treated like Partnership taxes)

C-Corporation

® File each individual owner’s Federal personal income tax return to report Net Income from the
business (Form 1120 or 1120A)

® File State income tax return for each owner to report Net Income from the business (Form
1120N)

LLC

® If only one member: report the Net Income of the business on the Federal and State income tax
return (Form 1040 & 1040N)

® If at least two members: report the Net Income of the business on each individual member’s
Federal and State income tax return (Form 1065 & 1065N)
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BUSINESS INSURANCE

NBDC recommends that you contact an insurance broker for a detailed explanation of the various
types of business insurance. It would also be worth your while to find a broker who has the same risk
perception as you. This will ensure that you and your broker are looking for the coverage that is
optimal for your business. In general, most businesses will need to consider some of the following
types of insurance:

Business Owner Package Policy (BOP)

Some businesses prefer not to purchase separate property and liability coverage, so they purchase a
comprehensive package that lumps them together. This package can provide significant savings for
the business. Read the fine print to ensure that the amount and the limitations of coverage are
suitable for your business.

Property Insurance

This type of insurance protects your business against loss or damage to your assets. Assets usually
refer to all the physical property of the business, including the building, the computer, the desk, and
chairs.

Liability Insurance

This insurance covers your business mistakes related to negligence or failure to use reasonable care.
Certain businesses also require a specialized liability insurance called Errors & Omissions insurance.
How much liability insurance do you require? This is not an easy question and one that you should
figure out with the help of an insurance broker.

Comprehensive General Liability

This covers four types of injuries: bodily injury that results in actual physical damage or loss, property
damage or loss, personal injury, and advertising injury.

Umbrella Insurance
This acts as an excess liability policy, providing additional coverage above that of primary policies. It

also provides insurance in areas where the primary policy does not cover.

Fleet Insurance

If your business owns one or more vehicles then you will need commercial automobile insurance.
Even if you do not own the vehicles but your employees use their own vehicles for business purposes,
you may want to purchase some non-owned and hired auto liability coverage.

Worker’s Compensation

This insurance provides benefits for employees who sustain job-related injuries. ~ Most states
including Nebraska require that you hold this type of policy. This type of insurance can be obtained
from a private carrier or a state fund.

Health Insurance

The best option for a small business that wants to offer health benefits is to join a larger association
like Omaha’s Chamber of Commerce Insurance programs. These programs offer health benefits to
member businesses with an employee base between 3 and 50 employees. They provide significant
savings for the small business that would otherwise not have the option of offering this benefit to
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employees. There are other similar group insurance plans for small businesses. For example, your
industry association may offer a similar package, or by becoming a member of your local Chamber of
Commerce, you may qualify to participate in a group program.

Home Businesses

With the recent increase of home-based businesses, some carriers offer an insurance package for
business owners operating from their home. Such insurance packages include general liability
coverage, lost income due to damage to the house, and limited coverage for loss of valuable records.

Key Person Insurance

If the owner is a key person in the business, meaning that if the owner is unable to perform his/her
function in the business, the business itself cannot function, the bank may require this insurance
before giving you a loan. It is also advisable to take this type of insurance on a key person other than
the owner if one exists.

Web site sources:
Information Institute Web site: http://www.iii.org/home.html
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EMPLOYMENT REQUIREMENTS FOR MOST EMPLOYERS

The following information was taken from the Department of Labor’s Small Business Handbook.
For more details, visit the Department of Labor’s Web site at http://www.dol.gov.

Wages and Hours

The Fair Labor Standards Act (FLSA) prescribes minimum wage and overtime pay (and record
keeping) standards affecting most private and public employment.

Employers must pay covered employees a minimum wage of not less than $5.15 an hour effective
July 1, 2003.

Youths under 20 years of age may be paid a minimum wage of not less than $4.25 an hour
during the first 90 consecutive calendar days of initial employment with their employer.

Employers may not displace any employee to hire someone at the youth minimum wage.
(Employers may pay employees on a piece-rate basis and under some circumstances consider the
tips of employees as part of their wages.)

While not placing a limit on the total hours which may be worked, the Act requires that covered
employees, unless otherwise exempt, be paid not less than one and one-half times their regular
rates of pay for all hours worked in excess of 40 in a work week.

Tipped employees are paid a minimum wage of $2.13 per hour.

Who May Work, and When

Child Labor provisions of the FLSA (non-agriculture) include restrictions on the hours of work
and occupations for youths under age 16, and set forth seventeen hazardous occupation orders
for jobs declared by the Secretary of Labor to be too dangerous for minors under age 18 to
perform.

Immigrant Labor is regulated by the Immigration and Nationality Act (INA). Under the INA,
employers may legally hire workers only if they are citizens of the U.S. or aliens authorized to
work in the United States. The INA requires that employers verify the employment eligibility of
all individuals hired after November 6, 1986.

The Immigration Nursing Relief Act of 1989 (INRA) was enacted to provide relief for the
shortage of registered nurses by legalizing current non-immigrant registered nurses and ensuring
employer efforts to attract and develop more U. S. employees to the nursing profession. Contact
ESA's Wage and Hour Division for more details.

Workplace Safety and Health

The Occupational Safety and Health Act (OSHA), which is administered by the Department of
Labor’s (DOL) Occupational Safety and Health Administration (OSHA) regulates safety and health
conditions in most private industries (except those regulated under other federal statutes, e.g.,
transportation). Many private employers are regulated through states operating under OSHA-
approved plans. Call (402) 553-0171 in Omaha for additional information.
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It is the responsibility of employers to become familiar with standards applicable to their
establishments, to comply with the standards, and to eliminate hazardous conditions to the extent
possible. Compliance may include assuring that employees have and use personal protective
equipment when required for their safety or health. Employees must comply with all rules and
regulations that are applicable to their own actions and practices.

Americans with Disabilities Act (ADA)

This Act applies to entities employing 15 or more people. Employers may not discriminate against
any qualified individual with a disability in any aspect of employment. Employers need to make
“reasonable accommodations” for individuals with disabilities.

What is “reasonable accommodation” If a person with a disability is qualified to perform the duties
of the job with some modifications, there may be a need for “reasonable accommodation”, unless it
poses an “undue hardship” on the employer.

Examples of reasonable accommodations are: accessible facilities, job restructuring (allowing time off
for medical visits), part-time or modified work schedule, acquisition or modification of
equipment/devices, modifications of examinations, training materials, and policies. This list is not
exhaustive.

During the interview process, some practices are prohibited by the ADA. Questions like: “Do you
have any physical or mental impairment that would preclude you from performing your duties?” are
prohibited. Instead, an employer should explain in extreme detail, all the functions of the job and
then ask: “Can you perform these duties?”

Also, the Act puts limitations on pre-employment medical exams; a medical exam can be required
after an offer for employment has been extended and only if all new employees are subject to the
same process.

Pensions and Welfare Benefits

The Employee Retirement Income Security Act (ERISA) regulates certain activities of employers who
have pension or welfare benefit plans. The statute also provides an insurance mechanism to protect
retirement benefits through a requirement that employers pay annual pension benefit insurance
premiums to the Pension Benefits Guarantee Corporation (PBGC).

e Dension Plans must meet a wide range of fiduciary, reporting, and disclosure requirements, with
regulations defining such concepts as the value of plan assets, what is adequate consideration for
the sale of assets, the effects of participants having control over the assets in their plans, etc.

e Welfare Benefit Plans also must meet a wide range of fiduciary, reporting, and disclosure
requirements. In addition, the Pension and Welfare Benefits Administration (PWBA) manages
the disclosure and notification requirements for the continuation of health care provisions that
were enacted as part of the Consolidated Omnibus Budget Reconciliation Act of 1985
(COBRA). These provisions cover group health plans of employers with 20 or more employees
on a typical business day in the previous calendar year. COBRA gives separated participants and
beneficiaries an election to maintain, at their own expense, coverage under the employer's health
plan for a limited period of time.

e Pension Insurance information can be obtained from the Pension Benefits Guarantee
Corporation by writing PBGC, Coverage and Inquiries Branch (25440), 2020 K Street, NW,
Washington, DC 20006-1860, or by calling (202) 778-8800.
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Miscellaneous Requirements for Most Employers

The Labor-Management Reporting and Disclosure Act (LMRDA) (also known as the Landrum-
Griffin Act) deals with the relationship between a union and its members. It provides for
safeguarding of union funds, reporting and disclosure of financial transactions, and
administrative practices of union officials, labor consultants, etc.

Provisions protecting employees from discharge or other discriminating actions are built into
most labor and public safety statutes, e.g., the FLSA, the OSHA, ERISA, many environmental
protection statutes, etc. These provisions protect employees who exercise their rights under these
Acts to complain about employers, ask for information, etc. Remedies can include back wages
and reinstatement.

The Family and Medical Leave Act requires employers of 50 or more employees to provide up to
12 weeks of unpaid, job-protected leave to eligible employees for the birth/adoption of a child or
for the serious illness of the employee or a family member.

Veteran's Reemployment Rights ensure that those who served in the armed forces have a right to
reemployment with the employer they were with when they went in service, including protection
for those called up for the Reserves or National Guard.

Plant closings and layoffs may cause employers to become subject to the Worker Adjustment and
Retraining Notification Act (WARN) which provides for early warning to employees of proposed
layoffs or plant closings. Questions on WARN may be addressed to DOL's Employment and
Training Administration (ETA).

The Employee Polygraph Protection Act (EPPA) prohibits most uses of lie detectors by
employers on their employees. This Act is administered by the Wage and Hour Division of ESA.

Garnishment of Wages by employers is subject to regulation under the Consumer Credit
Protection Act. This Act is administered by the Wage and Hour Division of ESA.
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CONDUCTING BUSINESS ONLINE

The use of the Internet has tremendously increased over the last few years. As a result, many
businesses have created a Web site to increase opportunities to reach potential customers. Since the
development and maintenance of a Web site is affordable to small businesses, such businesses have
also become involved with online business.

NBDC Web Design and Development at (402) 595-2900 or visit http://nbdc.unomaha.edu/web has

a team of experts who specialize in:

e Design and graphics

e Image creation and optimization

e  Writing for the web

e Organizing site navigation

e  Project Management for the project of creating and growing the site
e Multimedia development and optimization

e Database connectivity

e DProgramming in various languages, including scripting languages
e Update and maintain the web site

e  Competitive rates

If you plan to develop a Web site for your new or existing business without the help of NBDC Web
Design and Development, you should take the following steps:

Develop a Web site. You should consider the level of complexity and security that is appropriate
for your business. You can do it yourself or contact a professional service company. Most
Internet Service Providers (ISP) can design a Web site for their customers. Designers charge
between $35 and $100 per hour depending on the complexity of the job for the Web page
design. The total price is expected to be about $1,000 - $3,000.

Contact an Internet Service Provider who will host the commercial Web site. Most of the ISP’s
charge between $35 and $100 per month for hosting your commercial Web site depending on
the complexity of the site.

Register a domain name (i.e. name of the site) also known as the URL address. You can do it
yourself or ask your ISP to do it for you. For registering a domain name, most providers charge
$70 to $150 for the first 2 years and a comparable fee thereafter. To register a domain name on
the Internet costs approximately $70 for the first 2 years and $35 a year thereafter. It is the
cheapest way to register the domain name. It is self-explanatory and easy to follow. You can
register at http://www.networksolutions.com/. Try to develop a name for the site that will
attract the attention of browsing customers and that is descriptive of your site and business.

Submit your site to the search engines. You can do it yourself or ask your ISP to do it. Some of
the service providers will submit your site for a one-time fee of about $200 - $300 per Web page.
Free submission of your Web site address (URL) to seven main search engines, such as Excite,
HotBot, Lycos, AltaVista, InfoSeek, NetFind, and WebCrawler can be done at
http://siteowner.linkexchange.com/. This will attach the Web site to the main search engines, so
when a person looks for keywords that also appear on your site, search engines will be able to list
your site. Utilize descriptive and easy-to-use keywords to submit to search engines. This will help
search engines to open the site to the right customers.

If you plan to use the Internet to generate sales, you should be concerned with security issues. There
are several options available on how to set up the sales processing on a Web site. They vary by level
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of security provided and, hence, by price to set them up. Credit Card sales processing ability can be
incorporated into a commercial Web site. The options are as follows:

Your site can present an order form for customers to complete and submit, which does not
require any credit card information (i.e. the form is sent to the seller's e-mail address). It requires
a minimal level of security or no security at all and a low additional fee to develop. The seller,
then, makes a follow-up call to confirm an order and obtain payment information.

Your site can present an order form requiring the input of basic credit card information. The
customer prints the order form from the site and sends it to the seller via a fax machine. This
requires a minimal level of security or no security at all and does not require any additional fee to

develop.

Your site can present an order form requiring the input of basic credit card information. The
customer can complete and submit the order via the Internet. This method requires a substantial
level of security to protect credit card information, an additional fee to develop, and a yearly fee
to support the security system (about $500). After the seller receives the order (to the specially
set-up database or his e-mail account), he/she physically calls in to check the validity of the credit
card to process the sale.

Your site can present an order form requiring the input of basic credit card information. The
customer can complete and submit the order via the Internet. The order is automatically
connected to the credit card processor (such as First Data), where the credit card information is
checked for validity. Then, the completed and checked order comes to the seller’s database,
where it is recorded. This option requires a substantial level of security, a high fee to develop,
and a yearly fee to support the security system (about $500).

The main goal of a Web site is to promote a company’s products or services. A successful site can
provide the following benefits:

It increases a firm’s exposure to potential customers (i.e. increase of name recognition);

It builds a good image of a company that is up-to-date with technology (i.e. creation and
maintenance of a favorable reputation);

It creates and maintains long-term relationships with customers (i.e. creation and maintenance of
customer loyalty);

It increases opportunities for potential sales (i.e. increase of revenues).

It is important to note, however, that you should not publish a Web site solely to generate sales
because the Internet is not yet a reliable vehicle for this purpose. Instead, you should use a Web site
to convey valuable quality information that interests a targeted audience (i.e. potential customers). If
the targeted audience is interested in your products or services, sales are likely to follow.

It is essential that you build your Web site the most effective way the first time. Otherwise, you will
spend a lot of money updating your site. To increase the success of your Web site, you should
consider the following guidelines:

Set specific goals for your Web site (i.e. explain why you want to build a Web site and what you
intend to accomplish with it).

Think about keywords that would best describe your products or services. Use these keywords in
the title, the meta-tags, and the body text of your Web site. These keywords will allow your Web
site to be highly ranked in search engine databases if you plan on using search engines as an
advertising tool.

Include valuable and quality information that is relevant to your audience. Most Internet users
browse the Web to search for information. Thus, it is crucial that the contents of the Web site
provide interesting information for the audience your firm is targeting. Otherwise, people will

40



not visit your site and will certainly not come back if they have been disappointed by their first
visit.

e Continually change the content of your Web site to bring visitors back to your site. Think of
your Web site as a source of information where visitors expect updated information to satisfy
their curiosity in a number of topics. If the content of your site is never changed, people are not
likely to come back since they have already read the information they needed.

e Make your Web site easy and fast to download. Internet users” patience is relatively short. They
will go and visit another site if yours takes too long to download. For instance, do not include
too many items such animated gifs and Java applets that would slow down the downloading
process.

e Make your Web site an interactive site. Have the visitors participate and be involved in the Web
site to retain their attention and encourage them to come back. For instance, create a contest
with a winning prize. The contest should be relevant to the content of the Web site to create and
maintain a professional image of the company. You need to build credibility. Another example
of interactivity could be a chat room, forum, or discussion group that would allow people
interested by similar topics to share ideas and opinions online.

e Include a newsletter in your site. Offer visitors the option to sign up for a free newsletter that
will be sent directly to them by e-mail. You will need to create a form for visitors to sign-up for
membership. This information will be used to create a mailing list. Send this newsletter
periodically to members of your mailing list. The content of the newsletter should provide
newsworthy information to members, and it should be related to topics concerning your core
activity(ies).

e  Use your Web site for marketing research. Provide online surveys to your customers to find out
priceless information about them. You will be able to use this information to better reach your
customers (not only for the Web site but also for all marketing strategies).

Having a Web site will not benefit your company if nobody knows about it. You should be aware
that you will need to invest time and money in advertising your Web site to increase visibility and
traffic. Use the following guidelines to promote your Web site and enhance traffic. Note that you
should apply the guidelines that are the most relevant to your business. What works for one site does
not necessarily mean that it will work for another site.

e Include your Web site URL and e-mail address in all your business literature such as business
cards, invoices, brochures, stationary, and promotional items.

e Advertise your presence on the Internet in traditional media such as print ads, and press releases.
Mention your Web site address and offer some incentives to bring visitors to your home page
(i.e. give them a good reason to check out your site). Make sure the content of the ad or press
release is newsworthy and attracts the readers’ attention.

e Provide online contact between your customers and your business through email. Make sure to
provide fast responses to customers’ emails. As mentioned earlier, Internet users do not have a
lot of patience, and they do not need much discouragement to never visit your site again.
Prompt customer service is a key to long term relationships with customers.

e Use Newsgroups to advertise your Web site. First, you can simply post an ad on newsgroup sites
that relate to your topics of interest if you know they accept unsolicited advertising. Do not
advertise in newsgroups that do not accept unsolicited ads because the consequences can be
unpleasant for your Web site. Secondly, you can try to make contacts to individuals through
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newsgroups. This technique consists of responding to a discussion thread about a topic that
concerns your business. When providing the answer, include a short description of your
business, URL, and E-mail address. This method is a good way to prospect for people interested
in your product. The last technique is to search for individuals participating in a newsgroup that
are interested in the core activity(ies) of the business. If you find an individual who asked “Can
somebody tell me what companies sell product X?” you could reply to this question by providing
a description of your product and contact information. It is important to note that these
techniques are mainly used by companies that sell products or services nationally or
internationally.

e Link your Web site to Web sites related your products/services and industry-. For instance, your
company Web site should be linked to Trade Associations in your industry. It is likely that you
will have to become a member of these associations to be able to link your site to theirs. Check
with these organizations to find out the conditions to be linked to their sites.

e  Other Web sites that your company can be linked to are governmental agencies and professional
organizations related to your industry. Links to a Web site should be free in most cases as long as
you agree to link back these other sites as a win-win situation. It is recommended that you
contact these companies to discuss their policies for linking your Web site to theirs.

A word of caution for start up or existing businesses wanting their own website. Anyone can set up a
website. However, you get what you pay for in web site design. Use an established website developer
for your site. Do not use the “kid” next door or the college student home on semester break. Above
all do not use a family member unless that family member is in the business of Website development.

In conclusion, it is important to stay in touch with current trends in the Internet world to assure the
success of your web site. You should continuously check out other web sites to see the new trends in
web page layouts and contents. You want to make sure that your web site conveys a positive image of
your company in regards to information technology.
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How TO WRITE A BUSINESS PLAN

Concept

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

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

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

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

e Think about the business in detail.

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

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

A business plan should be written in third person. Words such as “I,” “we,” “my,” and “our” should

not be used. Instead, consider using words and phrases such “management,” “the owner,” “the

company,” “Mr. Smith,” etc. In this aspect, it might help to pretend you are reporting on the

business for a business magazine.

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

for your business plan.

Note: Refer to the Glossary for definitions of business terms, at the end of the Start-up Guide.
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Content

L.

Title Page

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

II.

Executive Summary

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

The Executive Summary should address the following questions:

I1I.

Give the name and location of your business.
What type of business do you plan to have or already have?
Introduce yourself to the reader (i.e. Are you the current owner, the potential buyer...?)

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

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

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

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

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

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

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

Who is requesting the funds?

For what purpose are the funds being requested (i.e. start a new business, buy an existing
business, purchase additional equipment for business expansion, etc.)?

What are the expected benefits of this investment to your company?

How will the funds be repaid?

How much equity are you investing in the business?

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

Company Profile

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

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

IV. Market Research and Analysis

This section of the business plan consists of three main parts: customer description, market analysis,
and competitive analysis. Start with a description of your potential customers. Findings from the
market analysis section might reveal other opportunities for your business. Thus, you might want to
reconsider the contents of your Customer Description section if you discover new market potentials
in the Market Analysis section.

a) Customer Description

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

e Do you anticipate various product uses for different types of customers? If so, who are your
primary and secondary target markets? (A primary target market is the group to whom your
product is sold the most.)

e Can you list potential customers in each group (at least in the primary target market)?
e Is the primary target market stable, growing, or decreasing?

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

b) Market Analysis

e  What is your geographic market area? From what towns/parts of the city do your customers
come from?

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

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

e How easy or difficult is it to enter and exit the market for your type of business?

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

e How much money is spent on your product or service within your geographic market area?
e Describe the potential annual growth of the total market for your products or services for each
major customer group. Total market projections should be made for at least the next five years.

¢) Competitive Analysis

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

® Area of business
e Products/services sold

e Location

46



® DPrice

e Target market(s) served

e Physical appearance of the location

® Reputation/image

e Customer service

e  Warranty policy

e Expertise of the owners and/or employees

e Visibility of advertising (i.e. name recognition)

e Number of years in business (i.e. experience)
e  Market share

Table Sample:

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

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

V. Marketing Plan

According to the Marketing Mall of the Women’s Business Center, “a marketing plan helps you
establish, direct, and coordinate your marketing efforts. It forces you to assess what’s going on in
your marketplace and how it affects your business. It also provides a benchmark for later
measurement. [...] A marketing plan contains information about your company and its products,
marketing objectives and strategies, as well as how you will measure the success of your marketing
activities. It describes all the marketing activities you’ll perform during a specified time period
(usually one year). You'll also include any background information and research results you used to
select those marketing activities. Finally, you’ll document the costs associated with your planned
marketing activities as well as the measurements you'll use to determine success.””

A marketing plan is composed of six sections: marketing objectives, products and services, pricing,
promotion, place, and on-going marketing evaluation. Product, Price, Promotion, and Place
constitute the four elements of the marketing mix, also known as the 4 P’s. Each section should
describe the different strategies you plan to take when approaching your customers, as well as the
costs involved with each marketing activity.

a) Marketing Objectives

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

2 Online Women’s Business Center — Marketing Mall: http://www.onlinewbc.org/docs/market/index.heml.
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(sales volume, sales percentages), market share, and number of customers, image/reputation, name
recognition, or brand awareness.

To be effective, marketing objectives must follow three conditions. They must be specific,
measurable, and have a deadline. These conditions will allow you to measure the effectiveness of
your marketing strategies and take corrective actions if the objectives have not been met.

b) Products and Services

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

e DProduct/service positioning and image

® Proportions of sales revenue for each type of product/service
e Benefits of your products/services

e Level of quality for each type of product/service

e Seasonality of your products/services

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

® Dropriety rights of your products/services (patents, copyrights, trademark, etc.)

e Warranty policy

¢) Pricing

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

Price can be calculated with the following equation: Price = image + service + product + overhead +
profit + risk. Many factors can influence this equation, thus affecting pricing policies. Such factors
are:

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

® Drice sensitivity, a.k.a. price elasticity (i.e. if the price of a product rises or drops, does demand
for that product significantly increases, decreases, or remains unchanged?)

e  Quality

e Product differentiation

e Competition

® Services accompanied with core product or service
e Location

e Target market

e  Marketing objectives

e Cost of Goods or Services Sold
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The following questions should be addressed when you describe your pricing strategy in your
business plan:

e How will you price your products/services?

e What is the reasoning behind this pricing policy?

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

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

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

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

e Will you accept credit cards?

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

d) Promotion

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

logo, signage, packaging, etc.).

This section should explain how you plan on reaching your customers. It describes the tactics you
will implement to achieve your marketing objectives. In other words, what marketing activities will
you use to promote your company and the products/services you provide to your target market(s)?

Marketing expenses should be perceived as an investment and should generate a good return on the
investment. The dollars spent on marketing strategies should be recovered by sales generated by these
marketing tactics. Keep in mind that when you start a new business, your marketing budget will be
limited. Do not rely on the misconception that mass media such as TV and radio are the best
methods to promote the launching of a new business. These media are expensive and might not
necessarily target the right audience for your business. You do not have to spend a lot of money in
marketing to promote your company successfully. Lastly, some marketing tactics require more of
your other resources (i.e. time and energy) than dollars.

Here are some marketing tactics you can consider to promote your business and products/services:
e Mass Media Advertising:
- TV, radio, and press advertising
- Outdoor advertising (billboards and public transportation)
- Yellow Pages advertising
® Direct marketing (DM):
- Letters and postcards
- Brochures and flyers
- Newsletters
e Public Relations (PR):
- Public speaking (i.e. seminars, conferences, and workshops)
- Press releases and news segment
- Interview show
- Community services (publicity)
- Sponsoring of local events
- Membership to general and trade associations (i.e. chamber of commerce, better business
bureau, and industry-specific associations)
- Offering a class through a Community College
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®  One-on-one Selling:
- Salesforce activities (sales representatives)
- Salesforce training
- Presentation materials
- Personal letters
- Customized proposals
- Telemarketing
e Sales Promotions
- Promotional items (i.e. magnets, pens, coffee mugs...)

- Promotional sales (i.e. “buy one get the second at half price,” contests, lottery, discounts,
rebates, etc.)
- Coupons

e  Other Types of Advertising:
- Tradeshows
- Web site
- Co-advertising with other businesses
- Advertising in church bulletin boards, grocery stores, and other retail locations
- Referrals and word of mouth
- Signage (indoor and outdoor)

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

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

Media Planning Sample

Month 1 Month 2
Marketing

Activities Week 1 | Week 2 | Week 3 | Week 4 | Week 1 | Week 2 | Week 3 | Week 4

Yellow Pages $80 $80
Ad

Newspaper Ad $100 $100

Brochures $500

Direct Mail $1200

campaign

Promotional $100

items

e) Place (Location and Distribution)

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

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

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

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

What criteria will influence your choice of business location?
- Closeness to your target market
- Closeness to your competitors
- Attractive rent and/or utility rates
- Low crime rate in the area
- Appealing traffic patterns (cars and/or pedestrians)
- Ease of accessibility
- Good visibility
- Good local business climate
- Attractive tax rates and tax incentives
Based on the above criteria, where will you locate your business if you decide to rent an office or

retail space?
1) Distribution

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

A sales force

A shipping company (i.e. postal services, Federal Express, and UPS)
Delivery services

Distributors

Retail outlets

Independent contractors

Web sites

f) Ongoing Marketing Evaluation

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

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

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

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

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

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

Operations

a) Business Operations

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

b) Facility

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

Description of the facility (i.e. size and lease/buy status)

Improvements of the facility:

- Office walls

- Special lighting fixtures

- Heating, cooling, and ventilating

- Display area (shelving, carpeting, display windows)

- Storage area

- Point of purchase displays

- Security improvements (alarms, lights)

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

Facility regulations: if a license is required, check with licensing agencies for regulations on your
facility.
Waste management and pollution control/prevention: as a business owner, you need to decide
how you are going to manage waste and whether you will focus on pollution control or pollution
prevention. Pollution control consists of treating and/or disposing of industrial byproducts and
discharge to the air, water, or land after production has occurred. On the other hand, pollution
prevention consists of limiting the generation of byproducts during the production process. It is
important to note that taking a proactive approach to environmental management, based on
pollution prevention rather than control, enables companies to reduce costs, decrease liability
risks, and improves operating efﬁciency3.

a) Office Equipment

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

b) Business Forms

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

’ Northeast Waste Management Officials’ Association, “Pollution Prevention and Profitability.”
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¢) Accounting and Bookkeeping System

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

e Do-it-yourself system (i.e. use of QuickBooks)
e Customized system with a CPA

® Manual recording system (least recommended method)

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

d) Suppliers

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

e Suppliers’ quotes or bids
VII.  Human Resources Management

a) Local Labor Market Conditions

In this section, you should address the following issues:

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

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

b) Personnel Management

In this section, you should address the following issues:

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

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

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

c¢) Outside Assistance

You should provide a list and description of the individuals and organizations that will or are helping
you with the operations of your business. Examples of outside sources are:
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e Consultant (SBDC, SCORE, Chamber of Commerce)
e Insurance agent

® (CPA/accountant

e Lawyer

® Advertising agency

¢ Employment agency

e Banker

e Relatives or friends

e Trade associations

VIII. Financial Plan

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

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

If you would like to prepare the financial projections of your business on your own, you need to
complete the following financial statements:

e Sources and Uses of Funds

® Depreciation Schedule

e Sales and Cost of Goods or Services Sold Schedules
e Loan Amortization Schedule

® Income Statement

e Cash Flow Statement

e Balance Sheet

e Breakeven Analysis

Each statement is described in terms of concept definition and steps to follow to complete the
statement. Moreover, most financial statements are accompanied by a sample statement to illustrate
the layout of the statement. Templates of each statement are provided in an appendix for your
convenience.

Remember to list your assumptions as you prepare your financial statements. You will need to
explain to the lender on what assumptions you have based your financial statements to justify the
end-results of your projections. Of course, it is important that you only use reasonable assumptions
to make your business venture as realistic as possible. Example of assumptions are the number of
employees, their wages, sales, cost of goods or services sold, operating expenses, loan terms, assets
contributed and/or purchased, owner’s equity, etc.

a) Sources and Uses of Funds

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

To complete this document, you need to take the Company Name
following steps: | Sources and Uses of Funds |

® Provide a list of the sources of funds. Remember

S e . , Sources of Funds
that most financial institutions require the owner’s .
equity to be a minimum of 25-30% of the total BusmﬁssLogn %500
amount needed. Quner's Eguity _$11.50
. . . TOTAL ,000
® DProvide a list of how the funds will be used. ¢ Fund 0
Note that the sum of the sources of funds should =~ Y3€SOf Funds ,
Start-Up BExpenses (Corporation
equal to the sum of the uses of funds. . ;
fees, advertising campaign , pre-
paid utilties and rent expenses) $5,000
Purchase of Equipment $25,000
Inventory $5,000
Working Capital $15,000
b) Depreciation Schedule TOTAL  $50,000

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

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

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

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

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

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

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

® Drovide a detailed list of ALL the assets purchased and contributed to the business.

® Drovide the purchase price for all purchased assets and the current market value of contributed
assets.

® Drovide an estimated expected life for each asset.

® Calculate the depreciation expense for each asset by using the straight-line depreciation method.
Use the following formulas:
Depreciation Expense per month = total cost/expected life in years/12 months
Depreciation per year = depreciation expense per month x 12 months
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Sample of a Depreciation Schedule

Company Name

Depreciation Schedule

Quan- Expected Depreciation Depreciation Depreciation Depreciation
Assets Unit Price . Total Cost  Life (# of Expense per
i Year 1 Year 2 Year 3
years) month
Desk $200 2 $400 5 $7 $80 $80 $80
Chairs $50 3 $150 5 $3 $30 $30 $30
Computers $1,300 2 $2,600 3 $72 $867 $867 $867
Fax/Printer $500 1 $500 3 $14 $167 $167 $167
Software $250 3 $750 2 $31 $375 $375 $375
File Cabinets $100 3 $300 5 $5 $60 $60 $60
Vehicle $10,000 2 $20,000 7 $238 $2,857 $2,857 $2,857
Signage $300 1 $300 3 $8 $100 $100 $100
TOTAL ASSETS: $25,000 $378 $4,535 $4,535 $4,535

Sales and Cost of Goods or Services Sold Schedules

The sales schedule should describe the revenues generated from sales. The most basic formula to
calculate sales is the following: 7otal sales = unit price x number of units sold. However, the methods
used to calculate sales will vary with the activity of the business. Note that there is no unique formula
or method to calculate the total sales on a monthly or yearly basis.

When you are ready to calculate your sales schedule, think of reasonable assumptions that will help
you figure out your total monthly and yearly sales. You should consider the following issues:

e The unit price per product or service.

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

® The number of estimated customers buying products or services on a monthly or yearly basis.
e The average purchase amount per customer.

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

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

Note that the total monthly and yearly sales will be reflected in the Income Statement and the Cash
Flow Statement.

The Cost of Goods or Services Sold schedule should describe the direct costs associated with the sales
of these goods or services. If your business sells products, the financial statement should be titled
“Cost of Goods Sold” or COGS. 1If your business provides services, the financial statement should be
titled “Cost of Services Sold” or COSS. Examples of direct costs included in either of these two
schedules are:

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

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

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

To calculate the total COGS or COSS directly associated with the production of a product or the

delivery of a service, add all the direct costs involved in the production of this product or the delivery

of that service. Again, there is no specific formula or method to calculate this figure because it varies

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

Loan Amortization Schedule

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

The following page shows a sample of a Loan Amortization Schedule. This document was prepared
on an Excel spreadsheet. The monthly loan payment is calculated with a complicated formula that
cannot be used manually. However, once the monthly loan payment is computed, you can calculate
the other elements of the table.

Monthly interest payment = previous month balance of the loan x (interest rate / 12 months).
Monthly principal payment = monthly loan payment — monthly interest payment.

Monthly balance of the loan = monthly balance of the loan in the previous period — monthly
principal payment of the current period.
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Sample of a Loan Amortization Schedule

Company Name

AMORTIZATION TABLE FOR BUSINESS LOAN

Start: Monthl-Yearl
Monthly Loan
Payment $1,279
Interest Rate 12.00% Year month
# payments 36 3 12
Present Value $38,500 | Total Cash:  $46,035
Monthly M.ont'hly Monthly
Interest Principal
Balance
Payment Payment
Payment $38,500
1 $385 $894 $37,606
2 $376 $903 $36,704
3 $367 $912 $35,792
4 $358 $921 $34,871
5 $349 $930 $33,941
6 $339 $939 $33,002
7 $330 $949 $32,053
8 $321 $958 $31,095
9 $311 $968 $30,127
10 $301 $977 $29,149
11 $291 $987 $28,162
12 $282 $997 $27,165
13 $272 $1,007 $26,158
14 $262 $1,017 $25,141
15 $251 $1,027 $24,113
16 $241 $1,038 $23,076
17 $231 $1,048 $22,028
18 $220 $1,058 $20,969
19 $210 $1,069 $19,900
20 $199 $1,080 $18,820
21 $188 $1,091 $17,730
22 $177 $1,101 $16,628
23 $166 $1,112 $15,516
24 $155 $1,124 $14,392
25 $144 $1,135 $13,258
26 $133 $1,146 $12,111
27 $121 $1,158 $10,954
28 $110 $1,169 $9,785
29 $98 $1,181 $8,604
30 $86 $1,193 $7,411
31 $74 $1,205 $6,206
32 $62 $1,217 $4,990
33 $50 $1,229 $3,761
34 $38 $1,241 $2,520
35 $25 $1,254 $1,266
36 $13 $1,266 $0
TOTAL $7,535 $38,500
p.m. $209 $1,069 $1,279
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Income Statement

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

An Income Statement includes the following items:

Total Sales on a monthly and yearly basis.

Total COGS or COSS on a monthly and yearly basis.

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

Operating Expenses: indirect costs incurred in operating the business.

Depreciation Expense on assets on a monthly and yearly basis (this expense is included in the
Operating Expenses).

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

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

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

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

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

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

Estimate the monthly and yearly cost of each operating expense you selected in the above list.
Calculate the total operating expenses by adding all the operating expenses together, on a
monthly and yearly basis.

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

Calculate the Pretax Profit or Loss with the following formula:

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

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

From the Sales

From the Sources &

Sample of an Income Statement

Schedule Schedule Uses of Funds
Company Name
Income Statement for Period Ending of Year 1
Monthl Month2 Month3 Month4 Month5 Month6 Month7 Month8 Month9 Month10 Month1l Month12  TOTAL

Sales $15000° $15000 $15000 $15000 $15000 $15000 $15000 $15000 $15,000 $15,000 $15,000 $15,000 $180,000
Cost of Goods Sold $10,000.  $10,000  $10,000  $10,000 $10,000 $10,000  $10,000  $10,000  $10,000 $10,000 $10,000 $10,000 $120,000
_Gross Margin on Sales $5000  $5000  $5000  $5000  $5000  $5000  $5000  $5000  $5,000 $5,000 $5,000 $5,000 _ $60,000
One-Time Expenses

Start-Up Expenses $5,000 $5,000
Operating Expenses

Accounting Fees $50 $50 $50 $50 $50 $50 $50 $50 $50 $50 $50 $50 $600
Advertising $200 $200 $200 $200 $200 $200 $200 $200 $200 $200 $200 $200  $2,400
Auto Expense $75 $75 $75 $75 $75 $75 $75 $75 $75 $75 $75 $75 $900
Depreciation Expense $378 $378 $378 $378 $378 $378 $378 $378 $378 $378 $378 $378 $4,535
Insurance $300 $300 $300 $300 $300 $300 $300 $300 $300 $300 $300 $300  $3,600
Maintenance & Repair $50 $50 $50 $50 $50 $50 $50 $50 $50 $50 $50 $50 $600
Miscellaneous $100 $100 $100 $100 $100 $100 $100 $100 $100 $100 $100 $100 $1,200
Office Expense $50 $50 $50 $50 $50 $50 $50 $50 $50 $50 $50 $50 $600
Payroll Taxes $225 $225 $225 $225 $225 $225 $225 $225 $225 $225 $225 $225  $2,700
Postage and Shipping Expense $50 $50 $50 $50 $50 $50 $50 $50 $50 $50 $50 $50 $600
Rent $450 $450 $450 $450 $450 $450 $450 $450 $450 $450 $450 $450  $5,400
Telecommunication Expense $150 $150 $150 $150 $150 $150 $150 $150 $150 $150 $150 $150 $1,800
Utilities $200 $200 $200 $200 $200 $200 $200 $200 $200 $200 $200 $200  $2,400
Wages & Salaries $1,500 $1,500 $1,500 $1,500 $1,500 $1,500 $1,500 $1,500 $1,500 $1,500 $1,500 $1,500  $18,000
Total Expenses $8,778 $3,778 $3,778 $3,778 $3,778 $3,778 $3,778 $3,778 $3,778 $3,778 $3,778 $3,778 _ $50,335
Interest Expense for Business loan $385 $376 $367 $358 $349 $339 $330 $321 $311 $301 $291 $282  $4,010
Pretax Profit (Loss) ($4,163) $846 $355 $364 $873 $383 $392 $902 $911 $921 $931 $940  $5655
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Cash Flow Statement

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

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

A Cash Flow Statement includes the following items:

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

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

e The Total Sales on a monthly and yearly basis.

e The Total Cash Available.

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

e The Ending Balance of the cash account for each month.

To prepare a Cash Flow Statement, you need to take the following steps:

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

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

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

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

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

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

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

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

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

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

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

e For Months 1-12, calculate the Total Cash Paid Out by summing all the accounts under this
category.
e For Months 1-12, calculate the Ending Balance = Total Cash Available — Total Cash Paid Out.

(A sample of a Cash Flow Statement is provided on the following page.)
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From the Sources and From the
Uses of Funds Income
Statement

working capital

This amount
represents

Sample of a Cash Flow Statement

Company Name

Cash Flow Projections for Year 1

- Beginning Month 1 Month 2 Month 3 Month 4 Month 5 Month 6 Month 7 Month 8 Month 9 Month 10 Month 11 Month 12
Beginning Balance $0 $15,000 $15,321 $15,642 $15,964 $16,285 $16,606 $16,927 $17,249 $17,570 $17,891 $18,212 $18,534
Sales $0 $15,000 $15,000 $15,000 $15,000 $15,000 $15,000 $15,000 $15,000 $15,000 $15,000 $15,000 $15,000

g Total Cash Available $0 $30,000 $30,321 $30,642 $30,964 $31,285 $31,606 $31,927 $32,249 $32,570 $32,891 $33,212 $33,534
=
< Sources of Funds
8 |Loan $38,500
Owner's Equity $11,500
Total Sources of Funds (A) $50,000
g One-Time Purchases
2 |Start-Up Expenses $5,000
5 New Equipment $25,000
fg Inventory $5,000
Total One-Time Purchases (B) 35,000
Cash On Hand - Beginning (A-B) 15,000
Cash Paid Out
Cost of Goods Sold $10,000 $10,000 $10,000 $10,000 $10,000 $10,000 $10,000 $10,000 $10,000 $10,000 $10,000 $10,000
Accounting Fees $50 $50 $50 $50 $50 $50 $50 $50 $50 $50 $50 $50
Advertising $200 $200 $200 $200 $200 $200 $200 $200 $200 $200 $200 $200
Auto Expense $75 $75 $75 $75 $75 $75 $75 $75 $75 $75 $75 $75
Insurance $300 $300 $300 $300 $300 $300 $300 $300 $300 $300 $300 $300
% Maintenance & Repair $50 $50 $50 $50 $50 $50 $50 $50 $50 $50 $50 $50
g Miscellaneous $100 $100 $100 $100 $100 $100 $100 $100 $100 $100 $100 $100
2 Loan Payment $1,279 $1,279 $1,279 $1,279 $1,279 $1,279 $1,279 $1,279 $1,279 $1,279 $1,279 $1,279
§ Office Expense $50 $50 $50 $50 $50 $50 $50 $50 $50 $50 $50 $50
Payroll Taxes $225 $225 $225 $225 $225 $225 $225 $225 $225 $225 $225 $225
Postage & Shipping Expense $50 $50 $50 $50 $50 $50 $50 $50 $50 $50 $50 $50
Rent $450 $450 $450 $450 $450 $450 $450 $450 $450 $450 $450 $450
Telecommunication Expense $150 $150 $150 $150 $150 $150 $150 $150 $150 $150 $150 $150
Utilities $200 $200 $200 $200 $200 $200 $200 $200 $200 $200 $200 $200
Wages & Salaries $1,500 $1,500 $1,500 $1,500 $1,500 $1,500 $1,500 $1,500 $1,500 $1,500 $1,500 $1,500
Total Cash Paid Out $0 $14.679 $14.679 $14.679 $14.679 $14.679 $14.679 $14.679 $14.679 $14.679 $14.679 $14.679 $14.679
Ending Balance $15,000 $15,321 $15,642 $15,964 $16,285 $16,606 $16,927 $17,249 $17,570 $17,891 $18,212 $18,534 $18,855

From the Income Statement

From the Loan Amortization Schedule
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Balance Sheet

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

A Balance Sheet includes the following items:

Left Side: e Right Side
- Current Assets: cash, inventory, and other - Current Liabilities: debts that will be paid
short-term assets that can be liquidated within within one year.
one year. - Long-Term Liabilities: debts that will be paid
- Long-Term Assets: equipment, property, plant, in two years or more.
and other long-term assets that are not - Owner’s Equity: retained earnings, and
liquidated within one year. contributed capital owned by the owner(s) of
- Other Assets: assets that cannot be classified the business.

under the two previous categories

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

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

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

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

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

Calculate the Total Long-Term Assets = Long-Term Assets — Accumulated Depreciation.
Calculate the Total Asset = Current Assets + Long-Term Assets + Other Assets.

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

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

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

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

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

Calculate the Total Liabilities and Owner’s Equity = Total Liabilities + Total Owner’s Equity.
Verify that the Total Assets are equal to the Total Liabilities & Owner’s Equity.
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Sample of a Balance Sheet

Company Name
| Balance Sheet for Year Ending Dec 31, Year 1 |

ASSETS LIABILITIES & OWNER'S EQUITY

Current Assets: : Current Liabilities: ) :
Cash $18,855 Business Loan _$12.773

Inventory , $5.000  Total Current Liabilities . _$12.773
Total Current Assets . _$23855 ,
Long-Term Liabilities: o
Long-Term Assets: ' Business Loan i ' _ $14.392
Total Equipment $25.000  Total Long-Term Liabilities . _$14392
TOTAL $25,000 g
Less: Accumulated Depreciation . $4.535 - Total Liabilities $27.165
Total Long-Term Assets _$20.465
Owner's Equity ) '
Other Assets Contributed Capital $11,500
Total Other Assets —_ $0 _Retained Earnings ___ $5655
Total Owner's Equity . _$17.155

Total Assets WEERCYV Total Liabilities & Owner's Equit $44.320

From the /
» P Depreciation b » L . ] v
From the Cash Flow | Schedule P From the Loan From the Source From the Income
Statement | | Amortization Schedule & Uses Statement
5 5 Schedules and/or

the Depreciation
Schedule

Breakeven Analysis

The Breakeven Analysis is a technique for evaluating the relationship between a firm’s fixed costs,
variable costs, profits, and sales. The operating breakeven point is the volume of sales at which the
business revenues just equal its operating costs. It can be measured in terms of either units or dollars.

The breakeven analysis tells the business owner how much sales must be generated to cover both
fixed and variable expenses. It is a simple calculation once the income statement has been developed.
A business must be able to operate to at least the breakeven point; otherwise, the business venture
should not be attempted. The breakeven formula is:

Breakeven sales = fixed costs + variable costs, or

Breakeven sales = the point at which pretax profit equals ZERO.
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Sample of a Breakeven Analysis Statement

To prepare the breakeven analysis for each Company Name

year, you need to take the following steps: Breakeven Analysis

e Report the yearly sales from the Income

Statement. $ Amount __ Percent
e Report the yearly COGS of COSS from ~ Saes $180,000

he Income Statement Less: Cost of Good Sold $120.000

the : Gross Margin on Sales $60,000 33.33%
e Subtract the COGS or COSS from the

Sales to get the Gross Margin on Sales. Total Operating Expenses $50,335

Gross Margin on Sales % = Gross Margin ~ Total Interest Expenses ——34.010

otal Fixed Costs .

/ Sales Total Fixed Cost $54,345
e Report the vyearly total Operating Breakeven Sales $163.030

Expenses from the Income Statement. Breakeven Sales Per Month $13.586)

e Report the yearly total Interest Expenses
from the Income Statement.

e Calculate the Total Fixed Costs = Total Operating Expenses + Total Interest Expenses.
e Calculate the yearly Breakeven Sales = Total Fixed Costs / Gross Margin on Sales %.
e Calculate the monthly Breakeven Sales = yearly Breakeven Sales / 12 months.
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BUSINESS PLANNING & GENERAL RESOURCES

http://nbdc.unomaha.edu This is Nebraska Business Development Center’s website and it has a
variety of information from business start-ups to government bidding. The NBDC motto is Helping
Good Businesses Become Better.

www.sba.gov The Small Business Administration’s website offers more resources and tools including
sample business and marketing plans. Sample policy manual is available. Loan information is also at
this site. The SBA Forms Library has excellent Income Statement, Balance Sheets and Cash Flow
Statement templates to collect you financial data.

www.nol.org/business/ This is Nebraska Online for Business. It is a guide to locating forms, permits,
licenses and government services in the State of Nebraska.

http://assist.neded.org/ This is the Nebraska Department of Economic Development's Business
Toolkit.

www.score.org This website offers info on business planning, marketing, etc.

http://nebraskaedge.unl.edu/edge links.htm Offers links to other Nebraska business development

resources.

www.nebs.com This is the Nebs company website. Click on the tab that says Business Tools and
you will find business plan, newsletter, and direct mail tools. You will also find a lease vs. buy
analysis, a business start-up preparation analysis, and a loan amortization calculator.

www.toolkit.cch.com/ This is CCH Business Owner's Toolkit, Total know-how for Small Business.
It includes a vast amount of general information on everything from starting a business, finance, and
marketing to building wealth, protecting your assets, and getting out of business.

www.nolo.com This is NOLO Law for All. It offers a lot of good legal and general information as
well as books on the subject.

www.businesstown.com  Again this is a website with a variety of information. Their motto is All

Business No Bull.

www.business.gov U.S. Business Advisor website is sponsored by the SBA and provides a number of
links such as business development, financial assistance, taxes, laws and regulations, international
trade, workplace issues, buying and selling.

www.gsa.gov It is the government online shopping and ordering system that provides access to
thousands of contractors and millions of services and products.

www.ccr.gov It is the Central Contractor Registration’s website and it has a self-certifying database
under Dynamic Small Business Search tag.

www.quickmba.com The Quick MBA website motto is Knowledge to Power Your Business. It
includes 'book knowledge' type information on a variety of business areas.

www.marketingpower.com This is the American Marketing Association’s official website. It offers

marketing templates, sales tools, and case studies.

http://www.superpages.com SuperPages is a website by Verizon and it is like an Internet Yellow
Pages. It is a great site to research competitors, suppliers, and potential business clients/customers.
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www.census.gov The U.S. Census Bureau. If offers information about population estimates,
projections and profile, economic census, surveys of business owners, etc.

www.fedstats.gov This is a gateway to statistics from over 100 U.S. federal agencies.

www.zapdata.com With a free user name and pass word, you receive free industry reports and can
work the database for additional information.

http://info.neded.org/databook.php Site with Nebraska statistics that may prove useful.

www.officedepot.com This is Office Depot’s website. Click on Business Center for a variety of
business information from start-up to going out of business. Use catalog to build equipment list of
necessary items.

www.quickbooks.com Use this site to find information about QuickBooks and sample forms.

http://www.acinet.org Find wages and employment trends, occupational requirements, state by state
labor market conditions, millions of employer contacts nationwide, and the most extensive career
resource library online.

www.equifax.com For inquiries into your credit. There is a fee for the credit report.

www.daveramsey.com Common sense tips for paying of debts in order to save for wealth building.
Some ideas on starting your business without borrowing money.

http://connection.cwru.edu/mbac424/breakeven/BreakEven.html Complete break-even analysis tool
to use if you like to play with the numbers.

www.myownbusiness.org Site offering free training on accounting, business planning and marketing.
Grants

www.grants.gov The federal government site for all grants offered by the federal government.
www.businessownersideacafe.com Business Owner's Idea Cafe is a fun little website that offers some

interesting articles and info on grants.

Child Care Management

www.HHS.state.ne.us/index.htm This is the main website of Health and Human Services and offers
information on Child Care Licensing and Grants.Business Resources

The most difficult process in the writing of a business plan is to sort out all of your thoughts and to
begin writing them down. No entrepreneur, no matter how talented, will have all the information
stored in his/her mind. A fair amount of research is required to complete a comprehensive business
plan. Some of the better sources are listed below:

Industry/Market Information

e American Business Climate and Economic Profiles. Ed. Priscilla Cheng Geahigan. New York,
NY: Gale Research.

e Annual Statement Studies. Philadelphia, PA: Robert Morris Associates.

e Business Rankings Annual. New York, NY: Gale Research.
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Encyclopedia of American Industries. Ed. Kevin Hillstrom. New York, NY: Gale Research.
Vol. I: Manufacturing Industries, Vol. II: Service and Non-Manufacturing.

Industry Norms and Key Business Ratios — DeskTop Edition. Murry Hills, NJ: Industry and

Financial Consulting Services by Dun and Bradstreet Inc.

Nebraska Business Directory. Omaha, NE: American Business Directories.

North American Industrial Classification System (NAICS). National Technical Information
System. Lanham, MD: Bernan Press.

Small Business Sourcebook. Ed. Kathleen E. Maki. Detroit, MI: Gale Research.

Standard & Poor’s Industry Surveys. New York, NY: Standard & Poor’s.

Statistical Forecasts of the United States. Ed. James E. Person. New York, NY: Gale Research.
Yellow Pages by US West Dex Inc. and McLeod USA Publishing Company.

Note: Most of these books are updated on a yearly basis.
Check industry association(s) for your business. They have a wealth of information about the
industry you plan to enter.

Demographic Information

Census of Population and Housing. U.S. Census Bureau. U.S. Department of Commerce.

Consumer Power. How Americans Spend Their Money. Margaret K. Ambry (1991). Ithaca,
NY: New Strategist Publications.

Consumer Preference Study. Omaha, NE: Omaha World Herald.

National Trade and Professional Associations of the United States. Washington, D.C.:
Columbia Books, Inc.

Statistical Abstract of the United States. Washington D.C.: U.S. Department of Commerce and
the Bureau of the Census.

The Lifestyle Market Analyst. The Polk Company, Des Plaines, IL: SRDS.

The Official Guide to Household Spending. Hoai Huong Tran. Ithaca, NY: New Strategist
Publications.

The Official Guide to the American Marketplace. Cheryl Russell. Ithaca, NY: New Strategist
Publications.

The Sourcebook of Zip Code Demographics. Omaha, NE: CACI Marketing Systems.

Websites

American Express Small Business Exchange:

http://www.americanexpress.com/smallbusiness/resources/starting/biz_plan/
Bureau of Business Research (UNL): http://www.bbr.unl.edu/

EconData.Net: http://www.hevanet.com/lad/sources.htm

Entrepreneur’s Association: http://www.grow-biz.com/

Entrepreneurial Edge Online: http://www.edgeonline.com/

EntreWorld: Resources for Entrepreneurs: http://entreworld.org/

Index to The Business Forum: http://www.businessforum.com/toc.html

MoneyHunter: http://www.moneyhunter.com

Nebraska Department of Economic Development: http://assist.ded.state.ne.us/index.html

Nebraska Home-Based Business Association: http://www.nhbba.org/

Small Business Administration: http://www.sbaonline.sba.gov/

Business Information:

http://sbinformation.miningco.com/mbody.htm?PID=2737& COB=home

Small Business — BusinessTown: http://www.businesstown.com/
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e State of Nebraska: http://www.state.ne.us/

e US Census Bureau: http://www.census.gov/
e  University of Nebraska at Omaha Library: http://revelation.unomaha.edu

e Yahoo News and Media: http://www.yahoo.com/news

Periodicals

e American Demographics

e  Business Periodical Index
e Entrepreneur

e Inc

e  Small Business Computing

o  Success
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NEW BUSINESS CHECKLIST

Identify a business opportunity that suits your skills and preferences.

Q
Q

Q

Conduct research to assess the market conditions of your business.

Assess the total amount of expenses you will incur at the place of business (rent, utilities,
renovations, signs, etc.).

Estimate the amount of the loan you need to borrow (at least 25-30% of total expenses should be
funded with your own money).

Write a business plan and develop financial projections to help assess the feasibility of the
proposed venture (See section on Business Plan Outline).

Submit your completed business plan and financial projections to a lender or investor to obtain
the necessary funding.

According to your legal structure and type of business:

Q
Q
Q
Q
Q

Q

Obtain a state license or local permit, if required.
Obtain federal and state tax withholding information.
Obtain federal and state identification numbers.
Obtain sales tax permits and tax returns.

Depending on your legal structure (partnership, corporation, LLC), contact the Secretary of State
to file the appropriate paperwork.

Register your business name with the Secretary of State and County Clerk.

Once your business has been set-up:

Q
Q
Q
Q

Know how and when to pay estimated income tax.
Open a separate checking account for your business.
Select an insurance company and agent.

Select an accountant and set up a bookkeeping system.

For more information, please refer to the Nebraska Department of Economic Development Web site

at heep://assist.neded.org/.
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BUSINESS TERMS GLOSSARY

e Accounting
The process of identifying, measuring, and communicating economic information to permit
informed judgments and decisions by users of that information.

® Accounts Payable
The liability representing the amount of credit purchases by the business for goods and services
that remain unpaid at the end of a given accounting period.

® Accounts Receivable
The assets representing the amount of credit sales for which funds remain uncollected at the end
of a given accounting period.

® Accrual Accounting
Process of identifying revenues and expenses with corresponding time periods, regardless of the
timing of cash exchanges.

e Accumulated Depreciation
The total aggregate amount of depreciation that has been taken on an asset as of any given time.

e Adpvertising
Media used to promote and encourage people or businesses to buy a product or service.

e Amortization
The portion of the cost of an intangible fixed asset charged as an expense for each period (similar
to depreciation for a tangible asset).

¢ Animated GIF (Graphics Interchange Format)

A type of GIF image that is animated by bringing together several images into one single GIF
file.

® Assets
All valuable resources, properties, or property rights owned by a business.

e Bad Debt Expense
The amount of credit sales, predicted to be uncollectible, estimated over the period of sales.

e Balance Sheet
Financial statement providing information about a business’s economic resources and the claims
against those resources by owners and creditors.

e Benchmarking
Rating a company’s products, services, and practices against those of the leaders of the industry.

® Benefits of a Product or Service
The emotional or other end results that a product or service provides to consumers.

e Bookkeeping
It is the routine record-keeping part of accounting; financial information is recorded in an
information system (book ledger or computer).
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Brand Name
A term, symbol, design, or combination thereof that identifies and differentiates a business
products or services.

Breakeven Analysis

A technique for evaluating the relationship between a firm’s fixed costs, variable costs, profits,
and sales. The operating breakeven point is the volume of sales at which the business’s revenues
equal its operating costs. It can be measured in terms of either units or dollars.

Bulletin Board Service
An electronic message center serving specific interest groups.

Business License
A license required by a state and/or local government (city or county) for a given profession.

Business Permit
A permit required by a state and/or local government (city or county) for a business engaging in a
particular industry.

C-Corporation or Corporation

A distinct legal entity that is separate from the individual(s) who own(s) it. The owner(s) of this
entity is/are called stockholder(s). Corporations have been referred to as C-Corporations to
distinguish them from S-Corporations.

Capital
Funds, including owner’s equity and loans, which are needed for the base of the business. They
are used to purchase fixed assets and other current assets to operate the business.

Capital Equipment
Equipment used to manufacture a product, provide a service, or to sell, store, and deliver
merchandise.

Capitalization
The total funds invested in a business, including equity, debt, and retained earnings.

Cash
Cash plus investments such as money market accounts, marketable securities, and other
negotiable instruments.

Cash-Basis Accounting
Process of identifying cash receipts and cash payments with corresponding time periods.

Cash Flow

The actual movement of cash within a business: cash inflows minus cash outflows.

Cash Flow Statement
A financial statement that accounts for the increase or decrease in a company’s cash during a
specified period by showing the sources and uses of cash.

Cash Inflows

Cash flowing into the business from whatever source.
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Cash Outflows
Also called disbursement, it refers to cash flowing out of the business (i.e. bill paying and
investment).

Cash Sales

Sales where payment is made at the time of purchase.

Chat Room
A virtual room or channel where a chat session takes place.

Collateral

Fixed assets owned by the business to secure a loan.

Commodity

A basic or staple item such as milk that is usually bought on a price basis.

Competition

Businesses competing for the same market dollars. It can be direct (businesses offering similar
products or services to the same markets) or indirect (businesses offering similar products or
services to different markets).

Competitive Analysis
A structured analysis of the potential competitors to find out which businesses are considered as
major competitors to a business and how they differ or do not differ from that business.

Contributed Capital
Assets donated by the owner to the business.

Copyright

Legal protection provided to the authors of original works of authorship that are fixed in a
tangible form of expression (literary work, musical work, dramatic work, pantomime and
choreographic work, pictorial, graphic and sculptural work, motion pictures and audiovisual
work, sound recording work, and architectural work).

Cost of Goods or Services Sold (COGS or COSS)
All direct costs (direct labor, direct material, and direct overhead) associated with the production
or sale of a product or the delivery of a service.

Current Assets
Cash or other assets that will produce cash or be used to produce revenue within one year (i.c.
accounts receivable and inventory).

Current Liabilities
Business obligations to creditors that will require the business to pay cash (i.e. accounts payable)
or to provide goods or services within one year.

Current Market Value of an Asset
The monetary value of an asset (new or used) on the market today.

Customer Base
The customers who are loyal repeat customers to a business or brand.
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Customer or Marketing Database

An organized collection of pertinent data about new and existing customers on a computerized
medium, which drives relevant marketing strategies and activities. Such a database allows a
company to better understand its customer base and be able to apply this knowledge to acquire
new customers, retain existing customers, generate more business from existing customers, and
create long-term loyalty.

Debt
Debt refers to borrowed funds, generally secured with a note, which in turn may be secured by a
lien against property or other assets.

Demand
Individuals or businesses that desire to buy a product or service and have the ability to pay for it.

Demographics
The statistical study of human populations with respect to specific factors such as sex, age,
marital status, income, occupation, family size, education, etc.

Depreciation
The portion of the cost of a tangible fixed asset (except land), charged as an expense for each
period.

Direct Marketing
Marketing goods or services directly to consumers who are the most likely to purchase these
items.

Discount
A deduction from the stated or list price of a product or service.

Discretionary or Luxury Products or Services

Products that do not satisfy basic physiological needs such as food, clothing, and shelter. These
products are purchased by discretionary income, which is the disposable income left after the
purchase of necessity goods or services.

Discussion Thread
A series of online messages that have been posted as replies to each other.

Distribution
Delivery or conveyance of a good or service to a market.

Distribution Channel
The chain of intermediaries linking the producer of a good or service to the consumer.

Domain Name

A name that identifies the name of a Web site. Domain names are often used in the URL
(Uniform Resource Locator) to locate a Web site on the World Wide Web. Examples of domain
names are microsoft.com, cnn.com, and cocacola.com.

Electronic Mail (E-mail)

The transmission of messages over communication networks such as the Internet.
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Entrepreneur

An innovator of a business enterprise who recognizes opportunities to introduce a new product
or service, a new process, or an improved organization, and who raises the necessary money,
assembles the factors for production, and organizes an operation to exploit the opportunity.

Equity Capital (Owner’s Equity)

Long term funds provided by the business owner(s). In the Balance Sheet, equity capital consists
of Retained Earnings and Contributed Capital. In a loan context, owner’s equity consists of cash
that the owner(s) will bring into the business to secure the loan.

Excise Tax
An internal tax levied on the manufacture, sale, or consumption of a commodity within a region.

Expected Life of an Asset
The estimated period of time over which the business anticipates deriving benefits from the use
of an asset.

Expenses
The outflows or other uses of assets during a period that result from the delivery of goods or the
provision of services by the business.

Financial Statements
Comprehensive reports on the status of the business as a whole.

Fixed Assets
Properties, buildings, fixtures, equipment, goodwill, and other resources owned by the business.
These assets are depreciated to reflect the usage of these resources and their loss in value.

Forum
An online discussion group (same as newsgroup) provided by online services or bulletin board
services.

Funds
Cash, working capital, and economic resources that can be used to acquire assets, reduce debt,
and finance other transactions.

Graphic Interchange Format (GIF) File
A type of a graphic file used by the World Wide Web.

Gross Margin or Gross Profit
Total sales minus total cost of goods or services sold.

Guaranty

A pledge by a third person to repay a loan in the event the borrower cannot.

Hardware
Devices used as instructional equipment (i.e. computer, fax, telephone, etc.).

Hypertext Markup Language (HTML)
The authoring language used to create Web pages on the World Wide Web.
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Income Statement
Financial statement reporting the profitability of a business during a specific period of time.

Income Taxes

Also called business profit taxes, come from three different sources: Federal taxes, State taxes, and
Local taxes. These taxes are calculated on the total Net Income generated at the end of a full
year.

Industry
A distinct group of productive and profit-making organizations specialized in one activity.

Interest Expense
The excess of the total amount paid to a lender over the amount borrowed.

Internet
A global network connecting million of computers and providing a wealth of information.

Internet Service Provider (ISP)
A company that provides access to the Internet for a monthly fee.

Inventory
Supply of goods on hand or on order which customers will purchase from the business.

IRS

Internal Revenue Service.

Java Applet
A program designed to be executed from within another application, using the Java
programming language.

Job Description

A detailed description of a job position. It contains a job title; a list of duties, tasks, and
functions to be performed; a list of skills, abilities, and knowledge required; a list of
responsibilities and decision-making; a compensation package, the number of hours worked, and
the person to report to.

Leasing
Obtaining a contractual right to possess and use fixed assets under the terms of a lease contract.

Legal Liability

The liability a company or individual has to repay a business debt. Legal liability can be limited
(a business owner is only liable for his/her financial contribution to the business) or unlimited (a
business owner is personally liable for the debts of the business).

Liabilities
Money owed by the business.

Life-Style

A pattern of living that is comprised of an individual’s activities, interests, and opinions.
Limited Liability Company (LLC)

A distinct legal entity separate from the individual(s) who own(s) it. It has the same tax benefits
as the sole proprietorship, the partnership, and the S-Corporation.
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Loan
Debt money for businesses that need to finance their operations.

Logo or Logotype

A distinctive company signature, trademark, typeface, motto, etc.

Long Term Liabilities
Debts or obligations owed by the business for longer than one year.

Long Term Objectives
Objectives set for the next 5 to 10 years.

Market
A set of potential or real buyers or a place in which there is a demand for a given product or
service. It is comprised of actual and potential buyers of a product or service.

Market Demand
The total volume purchased in a specific geographic area by a specific customer group in a
specified time period under a specified marketing program.

Market Share
A business’s percentage of share of a market in which it operates.

Market Seasonality
The yearly fluctuation of demand in a specific market.

Marketing
Process of creating customers for a product or service in sufficient numbers and rapidly enough
to make a business successful and profitable.

Marketing Mix
The set of product, place, promotion, and price variables that a company controls and manages
to bring a product or service into the marketplace.

Marketing Plan
A short, detailed plan that lays out the steps for a business to take to achieve sales and marketing
goals.

Marketing Research
The systematic design, collection, analysis, and reporting of data regarding a specific marketing
situation.

Media Planning Schedule
A document that presents all the marketing activities planned for one year and the costs
associated with each activity.

Mission Statement
A short statement explaining the purpose of a business and what it wants to accomplish and be
famous for.

Monthly Loan Payment
The monthly payment for a loan including the principal and the interest.
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Necessity Products or Services
Products or services that satisfy basic physiological needs such as food, clothing, and shelter.
These products or services are necessary for survival.

Newsgroup

An online discussion group (same as Forum).

Notes or Loans Payable
Money owed by the business to repay a loan to financial institutions, suppliers, or other
individuals.

Net Income
The excess of a business total revenues over its total expenses during a period of time.

Office Equipment

Equipment used for the operation of an office (i.e. furniture, storage units, etc.).

Online

When users are connected to a computer service through a modem.

Online Service

A business that provides its subscribers with a wide variety of data transmitted over
telecommunications lines. Online services provide an infrastructure in which subscribers can
communicate with one another, either by exchanging e-mail messages or by participating in
online conferences (forums).

Operating Expenses
The expenses a business incurs in selling its products or services and in administrating the entire
range of its activities.

Owner’s Draw

Fixed cash amount withdrawn on a regular basis by the business owner for personal living
expenses. This draw is deducted from the Net Income of the business and can be considered as
remuneration. It is different from salary pay because the owner did not enter into a legally
binding contract with him/herself to hire him/herself and pay him/herself a salary.

Overhead
A general term for costs of materials and services not directly adding to or readily identifiable
with the product or service sold.

Partnership

A legal relationship created by the voluntary association of two or more persons to share
ownership and management of a business for profit; a type of business organization in which two
or more persons agree on the amount of their contributions (capital and effort) and on the
distributions of profits, if any.

Patent
A legal protection provided to the creators of a new invention.

Payroll or Employment Taxes
Employment taxes deducted from employees’ wages and salaries (i.e. Social Security and
Medicare taxes). The business contributes to 7.65% of the total payroll taxes, the employees pay
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7.35%. However, if the business owner is self-employed, he/she will have to pay the total
contribution of 15%. The percentage of payroll taxes paid by the company is calculated on the
total monthly wage and salary expenses.

Perception
The process of selecting, organizing, and interpreting information received through the five
different senses (sight, hearing, touch, smell, and taste).

Periods (n)
The number of units of time (i.e. years, months, days) of a loan.

Pollution Control
Consists of treating and/or disposing of industrial byproducts and discharge to the air, water, or
land after production has occurred.

Pollution Prevention
Consists of limiting the generation of byproducts during the production process.

Positioning

A marketing method based on determining what market niche a business should fill and how it
should promote its products or services in light of competitive and other forces. Product or
service positioning is the position of that product or service in the mind of the consumer.

Potential Customers
Consumers who are likely to purchase a product or service from a business.

Price
The exchange of value of a product or service from the perspective of both the buyer and the
seller.

Price Elasticity

The change in demand for a product or service caused by the change in price of that product or
service. If demand for a product or service changes significantly with slight changes in price, the
product or service is considered to be elastic with respect to price. If no significant volume
changes occur, even with significant price changes, the product or service is considered to be
inelastic.

Pricing Policy or Strategy
A guiding philosophy or course of action designed to influence and determine pricing decisions.

Principal
The amount borrowed by a payer of a loan or note.

Product
Anything capable of satisfying needs, including tangible items, services, and ideas.

Product Differentiation
The way a product differentiates itself from the competition in terms of product characteristics,
packaging, price, quality, image, target market, etc.
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Profit

The excess of the selling price over all costs and expenses incurred in making a sale. It is also the
reward to the entrepreneur for the risks assumed by him/her in the establishment, operations,
and management of a given business.

Promotion
The communication of information by a business to influence the attitudes and behaviors of
potential buyers.

Proprietary Right
Right of ownership of a tangible or intangible asset.

Publicity
Any non-paid, news-oriented presentation of a product, service, or business entity in a mass
media format.

Questionnaire or Survey
A data-gathering instrument used to collect information; a research method in which people are
asked questions.

Receivables

Credit sales, where payment is postponed and credit is granted to customers, which will
eventually turn into cash. Cash from receivables is counted as cash inflows when the cash comes
in, not when the credit is extended to customers.

Retailing
Businesses and individuals engaged in the activity of selling products to final consumers.

Retained Earnings
A component of equity in a business, which represents accumulated profits in excess of losses and
payments to owners.

Residual Value (Salvage Value)
The amount of cash or trade-in consideration that a business expects to recover on retiring or
selling a particular asset.

Revenues
The total selling price of goods or services transferred by a business to its customers during a
given period.

S-Corporation (Sub-Chapter S)

A corporation that has elected, under Sub-Chapter S of the IRS Tax Code (by unanimous
consent of its shareholders), not to pay any corporate tax on its income and, instead, to have the
shareholders pay taxes on its income, even if it is not distributed.

Salaries or Wages Payable
Money owed by the business to pay salaries and wages to its employees.

Sales

Income generated from selling products or services to customers.
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Sales and Uses Tax
Tax due on the gross receipts from retail sales in a region (usually state and city).

Sales Promotions
Marketing activities that stimulate consumer purchasing in the short-term.

SBA

Small Business Administration.

SCORE

Service Corps of Retired Executives.

Search Engine
A program that searches Web sites in the World Wide Web for specified keywords and provides
a list of Web sites based on the keywords chosen.

Self-Employment Tax (SE Tax)

Employment tax (Social Security and Medicare Taxes) for sole proprietors who work for
themselves. The rate for this SE tax is higher than for the employment tax because it includes
both the company’s and the employee’s contribution to Social Security and Medicare taxes (15%

vs. 7.65 %.).

Separate Legal Entity

The owner(s) and the business are separate entities under the Law.

Service Mark
Word used to identify and distinguish a service rather than a product.

Software

Programs, procedures, and related documentation associated with a computer system.

Sole Proprietorship
A type of business organization in which one individual owns a business. Legally, the owner is
the business, and personal assets are typically exposed to liabilities of the business.

Sources of Funds
Inflows of financial resources to a business.

SSA

Social Security Administration.

Straight-Line Depreciation Method
The depreciation method that allocates an equal amount of an asset’s cost to each year of an
asset’s expected life.
Depreciation = Acquisition Cost — Residual Value
Expected Life

Suppliers

Individuals or businesses that provide resources needed by a client company for retail or
: at p y pany

production of goods and services.
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Target Market
The specific individuals, distinguished by socioeconomic, demographic, and/or interest
characteristics, who are the most likely potential buyers for the goods or services of a business.

Taxes Payable
Money owed by the business to pay government taxes.

Trademark
Word, symbol, unique name, design, logo, slogan, or some combination of these used by a
company to identify its products or services.

Trade Name

Word used to designate a company rather than a product or service.

Uniform Resource Locator (URL)
The global address of Web sites published on the World Wide Web.

Uses of Funds
Outflows of financial resources of a business.

Venture Capital
Capital invested or available for investment in the ownership of a new enterprise.

Web Page
A document on the World Wide Web that is identified by a unique URL (Uniform Resource

Locator).

Web Page Design
The art of creating a Web site or an individual Web page, using the programming language
called HTML (Hypertext Markup Language).

Web Site
A site or location on the World Wide Web that contains various documents and files. Each Web
site is owned and managed by an individual or an organization.

Web Site Development
The art of creating and maintaining a Web site, using the programming language called HTML
(Hypertext Markup Language).

Wholesaling
Businesses and individuals engaged in the activity of selling products to retailers, organizational
users, or other wholesalers.

Word-Of-Mouth Advertising (WOM)

Relying on current satisfied customers to tell their friends and associates about a business (both
positive and negative experiences). Negative WOM has usually a stronger impact on company’s
sales than positive WOM. Unhappy customers share their negative experience with 11-20
individuals, while satisfied customers share their positive experience with only a few individuals.

Working Capital

The collection of financial resources represented by all current assets less all current liabilities.
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Sales Assumptions

Monthly Unit Sales

Amount-number of

goods or services sold Month  Month  Month  Month  Month  Month  Month  Month  Month  Month  Month ~ Month YR 2 percent YR 3 percent
each month 1 2 3 4 5 6 7 8 9 10 11 12 Total increase increase

Product/Service 1

Product/Service 2

Product/Service 3

Unit Sales Price-
average price of goods
or services to customer
Price - Product/Service

1 $
Price - Product/Service
2 $
Price - Product/Service
3 $
OR
Sales Assumptions
Total Sales Per Month-
dollar amount of sales Month  Month  Month  Month  Month  Month  Month  Month  Month  Month ~ Month ~ Month YR 2 percent YR 3 percent
per month 1 2 3 4 5 6 7 8 9 10 11 12 Total increase increase

Product/Service 1

Product/Service 2

Product/Service 3

Total Sales $ $ $ $ $ $ $ $ $ $ $ $ $
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Cost of Goods Sold-as

a percentage of revenue

Product/Service 1

Product/Service 2

Product/Service 3

OR

Cost of Goods Sold-
average dollar cost per
good or service

Product/Service 1 $

Product/Service 2 $

Product/Service 3 $

OR

Cost of Goods Sold-

total price paid to

supplier for goods, cost

of raw materials, or

direct costs of

providing service to Month
customer 1

%
%
%

Month Month Month
2 3 4

Month
5

Cost of Goods Sold

Month
6

Month
7

Month

8

Month
9

Month
10

Month
11

Month
12

Total

YR 2
percent
increase

YR 3
percent
increase

Product/Service 1 $

$

Product/Service 2

Product/Service 3

Total Cost of Goods
Sold $
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Marketing Expenses
Grand Opening
Yellow Pages

Radio Advertising
Newspapers

TV Advertising
Business Cards
Brochures and Flyers
Letters and Postcards

Trade Associations
Trade Shows /
Seminars
Promotional

Materials
Samples
Website
Maintenance
Other

Other

Other

Other

Other

Total Marketing
Expenses

Marketing Expenses

YR 2 YR 3
Start-  Month  Month Month  Month Month  Month Month  Month Month Month  Month  Month percent percent
up 1 2 3 4 5 6 7 8 9 10 11 12 Total increase increase
$ $ $ $ $ $ $ $
$ $ $ $ $ $ $ $
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General and Administrative Expenses
YR 2 YR 3
Start-  Month  Month Month Month Month  Month Month  Month Month  Month Month  Month percent percent
G & A Expenses up 1 2 3 4 5 6 7 8 9 10 11 12 Total increase increase

Salaries/Wages:

Owner $ $ $ $ $ $ $ $ $ $ $ $ $ $

Manager

Employees

Benefits

Electricity

Water, Gas

Telephone

Internet Service

Trash Removal

Credit Card
Machine

Repair and
Maintenance

Accountant

Insurance-Liability

Insurance-Workers
Comp

Insurance-Other

Legal Fees / Attorney

Supplies

Postage/Shipping

Rent

Miscellaneous
Expenses

Other

Other

Other

Other

Other

Total G & A
Expenses $ $ $ $ $ $ $ $ $ $ $ $ $ $
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$

Other Uses of Funds

Office Furniture $ Building $ $
Displays Land
Lighting Leasehold Improvements
Fixtures Vehicles
Other Utilities Deposit
Other Rent Deposit
Other. Website Development
Other. Other.
Total $ Total $ Other
Other
[ Compuabgupmen | [ OvmimtonaBrperses | | oune
Computers $ Legal Fees $ Other.
Fax Accounting Fees Other
Printer Franchise Fees Other
Scanner Goodwill Other
Cash Register Other Other.
Other. Other. Other,
Total $ Total $ Total $ Total $

* Costs include installation costs
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