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Chapter 1
Introduction

Who would buy a complicated machine without an Owners Manual?  Or who would use a sophisticated new instrument by pushing buttons and pulling levers until something good happens?  An Owners Manual saves time – and lots of money – by describing how to operate a machine and get the best results.  Your Small Business is like a very complex machine, and so we discuss many important aspects of how to quickly and effectively push buttons and pull levers so that this machine will make a lot of money and save much time.

You’ve heard the saying that “success is 90% perspiration and 10% inspiration.”  These days we might say, “Success is 90% information and 10% perspiration.”  Whatever, this book is a fire-hose of information for Small Business Owners and will save lots and lots of perspiration and the time and money gained may well take care of the inspiration part too.  Becoming an expert in all of the different areas critical to running a Small Business would take a lot of time and perspiration.  So the objective here is to cut through the chaff and deliver information in the most meaningful way to Small Business Owners so that they may quickly choose the right direction and get back to business.

The book may be read from cover-to-cover or those in the midst of a big decision can rip it open and read any chapter or part.

This book doesn’t puff out to over 100,000 words by offering lame advice like “liability insurance is complex so ask your agent” but goes far beyond this to offer important information specifically for Small Business Owners.  In many cases the counsel given here will be enough to make a decision without going any further; in other cases entrepreneurs will narrow down many choices into just one or two and then be able to focus and quickly know what is best.  For example, there are many forms of business ownership, and attorneys will gladly discuss the characteristics of each for around $150 per hour.  But reading this book will allow elimination of many possibilities and permit the Small Business Owner to narrow the conversation.  If this book saves only eight minutes of discussion time with an attorney it’s already paid for itself.

The book tells when documents and other information are available for review or download at www.TheSmallBusinessOwnersManual.com site and other sites, but this is not a book that tells readers to go to other books or to just look on the Internet.  You know that already.  So the essentials are right here.

This is a serious book since running your Small Business is serious.  But everyone should still look up and try to have fun through it all.  Do the best you can but whatever the outcome, you’ll live longer and enjoy it more by looking at the lighter side of even the most serious problems.  This can be seen in many of the “Learn With Joe” stories sprinkled throughout the book – most of these offer a lesson or reinforce the text but are told in an interesting manner with a funny point or two.

Speaking of Joe – that’s me, the author.  I am not a spectator but have learned most of this through twenty years of opening owning and operating Small Businesses.  Along the way I’ve worked for and against some of the biggest and some of the smallest companies around.  This includes businesses specializing in everything from e-commerce to aircraft leasing to mining equipment and many more.  I also earned a B.S. in Finance and an MBA in marketing from a great university.  I’ve had some big successes and some tragic failures.  And I know what Small Business Owners want: they need to make quick and informed decisions, don’t have time to read a textbook or a funned-down version of anything, and don’t want to read material that can be picked up just as quickly on the Internet.  In most situations Entrepreneurs want to cut to the chase, know the essentials, and move on.  So The Small Business Owners Manual is designed with all of this in mind.  That’s what is needed in any owner’s manual.

The book assumes that:

Readers either already operate a Small Business or are considering a start-up.  There is no need to waste time by asking readers to search their souls and discern what they want.

Small Business is nice but big business is better.  So I assume you’re aiming for the big leagues and not content to stay small.

Readers know how to use the Internet, so I refer to many relevant sites.

OK I’m not embarrassed to say this – I’m in business to make lots of money and I assume the same for you.  So this book is about selling as much as possible, controlling expenses and minimizing both personal and business taxes.

Here is a quick summary of the book:

Chapter 1 – Introduction.

Chapter 2 – Beginnings of Your Small Business.  Defining the Unique Selling Proposition, developing a short and effective business plan, and structuring the firm as a Sole Proprietorship, Partnership, Corporation, Limited Liability Company, or Sub S or Professional Corp.

Chapter 3 – Sales and Selling.  Qualifying customers and knowing the sales cycle in the context of your Small Business, eight sales channels to consider, structuring the sales force and sales efforts to maximize revenues, selling to the government, selling internationally, and the “80/20” rule.

Chapter 4 – Marketing.  Defining the target market and message, choosing among 14 advertising mediums, advertising and the law, marketing budgets, calculating advertising return-on-investment, developing ads in-house or through ad agencies.

Chapter 5 – Web Site and E-Store.  Easy and complicated ways to build a web site, adding features, considering whether to sell on-line, setting up an e-store (simple and complicated ways), and promoting the site through Search-Engine Marketing, natural searches, and conventional advertising.

Chapter 6 – Hiring and Firing and Weeding and Seeding.  Timeframe of the hiring process, Exempt vs. non-exempt employees, At-Will employment, understanding the differences between employees and contractors, writing the job-description and determining job requirements, ten places to recruit new employees, employee documents and files (such as applications, offer letters, and employment agreements) the hiring process (interviews, references, and drug/background checks), employee terminations, HR professional help.

Chapter 7 – Taxes.  Taxes to worry about and how to pay and minimize: income taxes, sales and use taxes, payroll taxes, and other Small Business taxes.

Chapter 8 – Professional Help.  When to work with attorneys, CPAs, and computer pros, how to find the right expertise, what to expect, how to shop, what you do and what they do.

Chapter 9 – Insurance.  Business Insurance agents, review 14 common types of business insurance, insurance benefits and tax minimization.

Chapter 10 – Finding and Leasing the Right Location.  Using a commercial leasing agent, finding and leasing the right location, checklist and review of 18 facilities and features, all about zoning, review of 24 common lease terms and conditions.

Chapter 11 – Obtaining Financing - 13 ways to obtain financing, 17 steps to building a winning financing and loan package.

Chapter 12 – Setting up invoicing, credit approval, and collections systems, what to do when customers don’t pay, and using collection agencies.

Chapter 13 – 35 Important definitions, how the credit card processing system really works, 12 ways to minimize fraud, minimizing chargebacks and disputes, the chargeback and dispute process, responsibilities to remain a merchant in good standing, selecting credit card vendors and minimizing fees.

Chapter 14 – Everything you need to know about computers – This final chapter encourages Small Business Owners to keep everything in perspective and not get too immersed in technology.  The gadzillions of computer words and acronyms are reduced to 17 important definitions, and then the chapter tells the easiest way to buy office computers, essential software that all must know, modern security concepts and how to protect and maintain IT investments, and the best ways to backup the most important information.

Of course there are entire books written on many of these areas.  But it doesn’t make sense for most Small Business Owners to develop “paralysis of analysis” and read in this much detail so here you get the condensed version.  Just what you’d expect in an owner’s manual.

I know you’re in a hurry.  So this is not a textbook and there are no wasted words patronizing the reader – if you’re looking at this book chances are the information is needed right now so we just get right to it on every subject.

At first I thought it might not be easy to write a book that could be relevant to so many different kinds of businesses, but this was not difficult: the common denominator is that all encounter the same issues, need information on the same subject areas and want to quickly know which path to take.  After that, it’s up to the Small Business Owner on the details but this book gets things moving in the right direction while saving time and money.

And if there is any resource that will solve just about any Small Business challenge it’s more time and money.

All right!

Let’s get going.

Chapter 2
Beginnings of Your Small Business

If You Need An Idea You're In Trouble!

This chapter is about developing a Unique Selling Proposal and business plan for the management of your new or existing Small Business, and deciding upon the best form of business ownership.  The book assumes that you, the Small Business owner or aspiring entrepreneur, are already passionately excited about a particular business venture, and have an extraordinary amount of energy.  If your situation falls short of this, then trouble lies ahead and it’s best to get this resolved before proceeding.

Starting or expanding a Small Business takes an immense amount of energy, passion, and savvy, all around a specific idea that gets you excited.  It’s unlikely you’ll find this in a book.  So if this isn’t resolved, the first order of business is to think hard about an idea that can bring the wealth and fulfillment you desire.  Then we’ll see if this can be turned into a successful Small Business.

Your Small Business needs to completely understand its “Unique Selling Proposition,” or USP.  If the USP is unknown, then there is no reason for anyone to buy your company’s products and services, and sales and marketing efforts cannot be focused.

Rosser Reeves (1910 - 1984), who remains an icon in the advertising industry laid out his ideas about USP’s in the seminal 1961 book, “The Reality of Advertising.”

The USP is the package of features and benefits that distinguishes your products and services from the rest of the world - your raison d’etre.  So a well-defined USP favorably sets your Small Business apart from the rest of the crowd.  Customers need to know that when they have a particular set of needs, your Small Business is the best choice.

The USP is the nothing less than the epicenter of your Small Business.  Once this is agreed upon, every sales, marketing and communications effort of your company should flow from this.  Employees should relentlessly be informed and reinformed of your USP, and they in turn should relentlessly communicate this to customers, potential customers, vendors, agents, contractors, everyone else in the world, and on your website homepage.  Of course, if a USP is chosen that is not accurate, (“we can repair any computer in the city within 60 minutes of your call”) marketing and sales efforts are misdirected, customers are unhappy, and chances are your Small Business will get even smaller.

As a Small Business, it is especially important to focus on the one special niche where you have the assets and capabilities to succeed.

Most business owners actually have never developed a USP.  They produce their products and sell them because that’s what they do.  This is dangerous and such businesses are exposed to new competition, since they are implicitly communicating that there is nothing unique or special about their product or service – it’s just there in case you want it.  And if new competition does arise, complacent companies will respond in an unfocused manner.

But some companies do get it right.

Domino’s Pizza, for example, uses this frequently cited USP: 

“Fresh hot pizza delivered to your door in thirty minutes or less, guaranteed”

 Notice that Domino’s does not talk about cheap, good, nutritious, quality cheeses, or secret recipes.  Domino’s understands it cannot be all things to all people all of the time, and it understands its Unique Selling Proposition.

Here are a few other examples:

Notice this lighting fixture manufacturing company is offering the assurance of a deep inventory (no drop-ship model here) of residential lighting fixtures, for consumers (vs. commercial products).  They are not focusing on price, and efforts are directed at their re-seller customers, not consumers

“Every season, we will provide the widest selection and inventory of residential lighting fixtures, custom designed, satisfying current trends, and available for shipment within 24 hours, to our customer base of distributors and retailers.”

This importer does not fool itself about providing quality products or selection.  There is a large market for cheap, common tools that are infrequently used in homes and apartments for light projects like hanging pictures or fixing a bike.  And this company sells to anyone, including hardware stores, retailers, and direct to consumers through its web site.  Their value proposition is simple:

“We are the low cost leader in tools for the home”

And finally, in the ultra-competitive market for printer and copier toner products, one firm understands that its customers – mostly businesses - do not want to shop around and take chances when a printer is off-line and workflows are slowed due to a lousy toner cartridge”

“Any cartridge, anywhere, within 24 hours, or your money-back”

Note that a USP is not the same as an advertising slogan.  Company insiders best understand a USP.  So first develop your USP, and then let your marketing people translate this into advertisements.

Characteristics of Unique Selling Propositions

· Here are some characteristics of great Unique Selling Propositions:

· One crisp, clear, sentence.

· Credible

· Describes the one unique benefit to associate with your products or services, so the USP focuses upon your market niche.

· States in measurable terms how your Small Business satisfies a customers need

Developing a winning USP

Are you ready to get started?  Here is a great way to develop a winning USP:

· Gather the right people together in a comfortable meeting room

· Everyone has a paper and pencil (not computers) 

· Explain the purpose of your meeting

· Brainstorm

· List all the unique benefits your Small Business offers to customers 

· Eliminate the entire list except for the three most important items

· Write one creative, clearly written statement that best communicates each USP

· Meet again tomorrow to choose a single winner from among the three, and tune the wording.

· Begin right away in communicating the USP to employees, customers, and the entire world.

· Completely integrate the USP into all marketing and sales efforts, and in every communication emanating from your Small Business.

TEXT BOX:  Joe’s Message to Modem Company: “You’ve Got Mail – The 90’s are Over”

The CEO of a company that was a huge success in the mid-1990’s was telling about his USP, which needed some focus.  This Small Business designed and produced modems at a time when everyone needed one to go on-line for the first time.  But the firm never developed a USP.  It seemed like a waste of time.  Orders and money were pouring in.  The industry was constantly moving the product lines upwards, from 2,400 baud modems, to 9,600, 14,400, 28,800 and 56k, and customers traded-up accordingly.  This firm rode on the crest of the wave and it seemed like it could never end.

Then the world changed.  Customers no longer needed modems since high-speed DSL and cable connections became available at much faster speeds.  Then, PC manufacturers stopped including modems as a standard component.  And modem chip manufacturers began sharing designs with anyone that could print a circuit board, including ultra-low cost producers in China.

Revenues dropped like a rock, the production floor closed, layoffs cleared out half of the building, and it was clear that modems were not coming back.  But the firm could not respond.  They had no Unique Selling Proposition, no means of looking at their own strengths and resources, and no way to see their way into the future.

A Business Plan For You Only

OK let’s get this out of the way right away: yes business plans are tedious and take a lot of time, but regardless of whether your Small Business is new or established – a business plan is needed.  This book assumes that you are the captain of your own ship, and the objective is growth and prosperity (versus, for example, selling your Small Business, or grooming it to attract venture capital).  So given these objectives, what’s next?  The successful entrepreneur must have a plan to get from here to there.

Just like every ship has a detailed map of its destination and route, a Small Business needs one too.  Ships don’t just head out to sea and churn around.  They plan their travels and then navigate efficiently to the destination, while taking aboard sufficient fuel and provisions while being mindful of the known perils along the route.  If a Small Business operates without a plan, it’s like the captain of a ship without a destination.  Things may be okay for awhile but it’s only a matter of time before something bad and unexpected happens.

There are many other books devoted entirely to this subject that describe in great detail how to construct an MBA-styled business plan with the intent of attracting venture capital or similar major-league financing.  And many entrepreneurs have invested huge amounts of time and money into researching and preparing business plans.  This may be the best move for your company.  In this case professional assistance from marketing and financial experts may be needed, or at least a good book devoted entirely to this subject.  There is also some good software designed to assist in building a business plan.  In contrast to a formal business plan designed for investors, however, this book describes how to abridge these efforts and build a business plan just for you, the Small Business owner.  This will serve as your navigation chart for the next year or so, when it should be revised.  If a more formidable plan is needed at a later time, then this can be built on top of the business plan described in this chapter.

In building the plan be sure to talk to as many people as possible to get their ideas, viewpoints, and buy-in.  In this way you are both developing the plan and selling it to important-others at the same time.

Since this business plan is for you and perhaps partners or family, it’s okay to be informal and use lots of bullet points instead of writing out everything.  And if a more formal plan is needed later, this will be easy since all of the research and big thinking is already finished; you will just need to shine and polish.

Business plans vary in structure, but most are organized something like this:

Elements of A Business Plan

a.) Executive Summary

b.) Description of Your Company

c.) Competitive Analysis

d.) Marketing and Pricing Plan

e.) Management

f.) Operations

g.) Financial Estimates and Plans

Executive Summary

Since this section brings together the entire plan, it is necessary to write the Executive Summary section last.  This section briefly describes your business, its history, management and method of ownership, but most importantly the company’s products and services, and their place in the market.

It is also important to state here business objectives over the short and long term.  This may seem obvious at first:

“Our Company desires to dominate the local market and then expand around the world, eventually eliminating competitors and then ruling the market as our unassailable wealth allows us to continually release better products.” 

But a more realistic objective is better:

“Generate net income before taxes of $1 million per year, increasing at 10% per year thereafter for five years.  This will allow officers and owners of the Company to earn income 50% great than could be obtained through employment with competitors, provide the Company with adequate working capital, and allow sufficient funds to expand into the new markets described in this plan.”

Description of Your Company and the Market

This section define exactly what markets your Small Business intends to serve including market size, growth rates and trends.  Since this plan is for the management of your Small Business, focus tightly on the specific geographic or niche market targeted and focus only upon statistics that will be meaningful to company insiders.  Also provide a little background information on the company.  After describing the general market, get specific: exactly what market segment is the focus of your Small Business, and what is the strategy for attaining this?  Moreover, what are the marketing, sales, fulfillment and distribution plans?  And does your product or service have any unique features?  Remember that it may be acceptable to be terse and brief here, since the objective is for internal management (and not outsiders) to agree on the way forward.

Most importantly, exactly what are the products and services your Small Business depends upon now, and which hold the most promise for the future?

Already you are focusing.

Competitive Analysis

Now that you’ve established where your Small Business fits into the market, it’s time to get very specific about the competition.  You will use and refer to this work for many years to come and it should be updated at least yearly.  This is a great time to do lots of research and make sure you really understand what’s going on in the market, and how your company fits-in.

To begin, make a chart and simply list competitors, and their products, services, and pricing.  You may also note the size and market position of other firms, and how their strategies differ from yours.  Consider further if your Small Business or the competition can release a new product or service that could significantly change the market.

The Local Market for Philly Cheese Steak Sandwiches

	Company
	Product Niche
	Pricing

	Us
	Most authentic ingredients
	$8.95

	Eagle Sub Shop
	Football lover’s hangout
	$8.95

	Philly West
	Largest (16”)
	$7.95

	Liberty Belle’s
	Students; near university
	$6.95


If there are too many competitors and it doesn’t make sense to analyze each of them, pick the ones in your face the most often and think especially hard about what they are doing right.  This is where you might just figure out how to trump them since the answer often lies close to the most successful competitors.   Or speak to mutual customers and vendors and get what you can out of them. 

Also, answer this question: why are your competitors successful?  And more specifically:

· How do they sell their products?

· How and where do they advertise?

· How do they sell (sales force, telemarketing force? catalogs? Web site?

· What conventions and trade shows do they attend?)

All of this is discussed further in chapter 3, Selling.  Your business plan should map out a strategy not far from this.

Collecting this information will depend upon the size of your Small Business and is easy to gather; it just takes a lot of work.  If an inside or outside sales force is already in place, be sure to ask them the latest trends and what they are hearing when speaking to potential clients.  It’s important to learn about the deals they’ve lost as well as the winners.  What would have made the difference?  Clients may also appreciate being asked.

Many industry trade magazines may have already accomplished much of the competitive analysis, so get on their Internet site and look back a few issues to see what’s available.  And check with industry associations and perhaps the local chamber of commerce.  Of course typing a few keywords into an Internet search engine will likely lead to fast and rich returns on the competitive information you need.  And your competitors will not mind if you carefully read their web sites and advertisements to learn even more.

Finally, when important questions come into focus, consider conducting a simple, anonymous poll where potential customers are asked what is good and bad about your company and the competition.  And ask for suggestions!  A professional market surveying firm might be better depending upon the size of your Small Business.  Beyond the business plan, Small Business Owners will really learn something from this.

Marketing and Pricing Plan

Once the market is described along with the fit of the products and services offered by your Small Business, we are ready to determine the best marketing and pricing plans to obtain the objectives.  Of course all of this must be consistent.  If, for example, the marketing objective is high-volume/low-cost/big market share, then the advertising plan would likely stress price rather than quality or premium features.  And if widespread awareness of your Company name is an objective, a big advertising budget is in order.

Develop the Unique Selling Proposition of your Small Business 

You have already accomplished this most essential definition of your Small Business, as described above.  The Unique Selling Proposition of your Small Business is the foundation of the business plan, so if this has not been developed then do it now!

Management

This may be the most important section of the business plan.  Many managers agree with the old saying that “I would rather work with good management and a bad product than with a good product and bad management.”  So list each major partner, employee or agent for your company, and:

· List the skill sets needed to accomplish the business plan

· List each key-employee, and their skills (from discussions and long-forgotten resumes)

· Identify areas where extra help is needed and describe in the business plan how to find the right people.

Operations and Development Plans

In this section, list the assets used by your Small Business to generate key products and services.  Also consider what is needed to produce the products and services needed to meet your objectives.  Include current cash-cows as well as promising new revenue generators.

Next, determine how much extra capacity your Small Business will need to generate the products and services needed to meet your business objectives.  And will you need to replace any equipment?  Or is there a plan to improve the efficiency of operations (e.g., redesigning work-flows)?

Milestones and Financial Estimates

Now that you have done such a good job of presenting your objectives, market, competition, Unique Selling Proposition, and future plans, all that is needed is to get a little more specific about when each objective must be reached, and who is responsible.  Breaking your big objectives into smaller tactical goals and timeframes – milestones – is a key part in building your bridge from here to there.

And when this is accomplished, your Small Business is in a position to quantify all of this into projected financial statements – an Income Statement, Balance Sheet, and Statement of Cash Flow:

· Income Statement - (also known as Profit and Loss or “P&L”) – Tells how much the business has earned (or lost) over a specific period of time, by adding revenues and subtracting various expenses.  The presentation varies depending upon the type of business.

· Balance Sheet – Provides a “snapshot” of where the business stands at a particular point in time, usually at year-end.  In other words at this particular point in time, projections are made for all important accounts including cash, receivables, inventory, fixed assets, other assets, and total assets.  The balance sheet also tells how the assets are financed – trade credit, payables, loans, or equity (equity is your initial investment in the business plus accumulated earnings after taxes).

· Cash Flow Statement – Tells how much cash flowed through your Small Business over a specific period of time, normally one year.  Cash-flow includes sales receipts, receivables actually collected, new investments in the business, new loan proceeds, and increases in trade credit, and is countered by cash paid out for bills and expenses, investments in new equipment, loan pay downs, capital paid out to investors, and some other items.  Cash flow is also affected by depreciation and amortization charges that hit your income statement, since these are “expenses” not requiring cash outlays.  So these non-cash items are added to net income to help figure cash flow.

For most Small Businesses, it makes sense to build monthly estimated financial statements for the first year, and then yearly statements for the next four years.

The best way I’ve found to do this is by building a model with a spreadsheet program like Microsoft Excel.  If the spreadsheet is flexibly designed, different assumptions can be entered, and the effects recalculated though the financial statements, charts, and graphs in nanoseconds.  This is of critical importance so that management can see how results may vary.

The structure of these statements will vary significantly depending upon your business model and the level of complexity needed by management.  So for this reason the Small Business Owners Manual cannot be more specific in this area beyond advising that an experienced financial pro could be considered for this part of the project.  Or get on the Internet and see www.TheSmallBusinessOwnersManual.com.

Appendices

Here is where the business plan simply retains all of the backup information gathered to compile the plan.  Interested parties will need to refer to this when additional detail is needed.  Again, this can be informal since the business plan described here is intended for use by company insiders.

Examples of useful appendices could include financial projections under different “best case” and “worst case” assumptions, competitor catalogs and advertisements, management resumes, income tax returns of your Small Business for previous years, articles from trade magazines, and sales spreadsheets broken down by product and salesperson.

Conclusion on business plans

More than anything, a well-developed business plan will reveal if your Small Business is headed in the right direction and if it can realistically attain your objectives.  The word realistic is important here, since many business plans slip into fantasy-land as overly-optimistic assumptions are made about pricing, revenues, and expenses.  It is possible that the final plan will end up much different than what you expected.  But now your Small Business has a realistic plan to get into the future.

TEXT BOX:  Joe’s Big Business Idea is Not

I once rolled up my sleeves and began zealously working on a business plan that I was sure would quickly put me in-league with Bill Gates.  I invested a great deal of time doing all of the right things – I saw what the competitors were doing, figured our place in the market, and calculated projected revenues, costs, and income.  And the final numbers didn’t look very good.

I worked the numbers again, stretching the truth just a bit.  Still, the returns were not very good no matter how much money I invested.  I did my research again and ran the numbers again – and again.

Finally I realized that if I worked 24 hours per day, 7 days per week, cut expenses to the bone, was fantastically successful in selling, and if everything worked out as planned with no unexpected problems or delays I would eek out a miserable existence and barely be able to pay my bills.

Thanks to the business plan, I decided to trash this idea and move onto more profitable endeavors.

Legal Forms of Business Ownership

Businesses can be structured in only five forms, as a: Sole Proprietorship, Partnership, Corporation, Limited Liability Company, or Subchapter S Corporation.  And the proper form is critical such that owners may protect their personal assets, have the ability to buy or sell portions of the business, minimize taxes, and fully enjoy the benefits of being an entrepreneur.  This decision is important when starting a business, but should be revisited every few years.  The purpose here is to give an overview of each business form such that Small Business Owners may decide upon their own situation, and better assess their strengths and weaknesses in dealing with vendors, competitors, and customers.

Sole Proprietorships

Description

Also known as “Proprietorships,” or “DBA’s” (“Doing Business As…”), Proprietorships are the simplest business structure.  In fact, if you make no efforts at all to formalize your business (not a good idea) then you are a DBA.

As the name implies, a Sole Proprietorship can be owned by only one person; if others are involved another business structure must be chosen.  Unlike corporations, and LLCs Sole Proprietorship is not a separate legal entity.  The Small Business Owner remains personally liable for all the liabilities, debts, covenants, contractual commitments, and taxes of the business.  This includes claims made against employees acting within the course and scope of their employment.  So if, for example, one employee accuses another of sexual harassment and wins, your Sole Proprietorship must pay the judgment and everyone’s attorney fees. 

There is no “perpetual life” of a Sole Proprietorship, so when the Small Business Owner dies the business simply ends.  The assets are normally distributed under the terms of the deceased owner’s will, however the probate process may last twelve months or more and this may cause difficulties if the heirs desire to operate or sell the business or its assets.

If a Small Business is in need of new financing, the Sole Proprietorship structure may not be right since banks and related lending institutions, and investors are uncomfortable working with individuals; most of their agreements are structured as corp-to-corp and assume that the many special laws protecting consumers do not apply.

To formalize a DBA, you simply need to register the name at the county or local level; this is simple and in most places costs only a small fee.

In general, a “fictitious business name statement” must be registered and published (printed as an announcement a few times in a local newspaper) if the business name is different from the name of the proprietor, partnership or corporation doing business with that name.  For example, Amy Apple needs to register the name “Mediocre Advertising,” however she need not register under the name “Amy Apple Advertising.”  Additionally, if the business name suggests additional owners you are also required to file for the use of the name (“Amy Apple & Partners Advertising”).

It is also important to register the name to prevent others from using it.  In most cases registration is all that is needed but this is not a bullet-proof way of protecting a business name and others may later contest your right to use it.

Another advantage of registering a business name is that the courts can then be used to file legal proceedings, and the legal system will generally support enforcement of  a signed contract under a registered name.  Finally and perhaps most importantly, banks will allow Small Businesses to open accounts in the name of the business only when proof of business name registration is provided.

Tax Treatment

The federal and state tax treatment of DBA’s is also simple (simple is not the same as reasonable).  At the federal level the Small Business Owner completes a Schedule C, Net Profit from Business, which simply summarizes the revenues and expenses of the business, and enters the proverbial bottom line onto Form 1040, Individual Income Tax Return (which everyone must file personally).  If the Small Business made a profit, this is simply added to other income and taxes are due at the normal personal rates.  Federal and maybe state and local payroll taxes are also due.  Note that income derived in this manner is only taxed once (in contrast to corporations, where income is taxed twice).  But use of the Sole Proprietorship form of ownership generally results in a reduced ability to minimize and defer taxes.

Partnership

Description

Unlike other business forms, a partnership must be owned by two or more people.  There are two forms of partnerships:  General Partnerships, and Limited Partnerships, both of which are reviewed below.  But for any partnership, there must be at least one general partner, who is personally liable for all of the firm’s debts and liabilities. 

General Partnership

In this arrangement, two or more partners enter into an agreement with each other to mutually operate a business.  Any general partner may act on behalf of the business unless the partnership agreement says otherwise.  It follows that unless the partnership agreement says otherwise, then any of the general partners may, on behalf of the partnership, borrow money, enter into agreements, hire and fire, and execute any other act for the business.  The result of this is that every general partner is personally liable for all of the debts of the business.  So if one general partner grabs the money, maxes out the business line of credit, and then heads to Rio, the other general partners must still pay-up on all outstanding obligations of the partnership- even if it is bankrupt.  If protection from personal liability is required, then another structure should be considered.

Limited Partnership

A limited partnership is a general partnership, with the addition of outside investors having limited powers.  Not surprisingly, these are called the “limited partners.”  Unlike a general partnership, a limited partnership cannot be established with a verbal agreement but must be in writing, and for all practical purposes this should be accomplished by an experienced attorney.  The limited partners invest (and often loan) funds to the business, but they are “passive investors” who have no further powers beyond the rights granted in the investment agreements.  Limited partners cannot assist in management of the firm, nor participate in decision-making, however they also do not need to worry about unlimited liability.  When big problems occur, limited partners are only liable to the extent of their capital contributions to the business (original investment plus accumulated profits).

Limited Partnerships are often seen in real-estate and many other investment opportunities, where the desire is to invest or loan funds for the purpose of realizing income or tax-advantages.  Limited partners usually have little interest in actually rolling up their sleeves to make the business work better; this is the job of the general partners who desire to operate without the counsel of meddling outsiders.  In fact, limited partners must be careful not to become involved in the business, or the law may consider that the hapless limited partner is actually a general partner and is therefore responsible for all obligations of the company.

The Partnership Agreement

Partnership agreements are not required – oral agreements may actually be binding for general partners but not with limited partners.  But for all practical purposes it is necessary to construct an agreement describing the obligations, responsibilities, income, and ownership of each general partner (and perhaps limited partner).  The partnership agreement often further describes business operations, goals, and background information for the limited partner investors.  An attorney may draft these for $1,000 to $5,000 depending upon the special twists needed in comparison with standard boiler-plate partnership agreements.  So this is one start-up expense that is pricier than Sole Proprietorships or most corporations, but cost should certainly not be a significant factor in determining which is the best business ownership form to use.

Unless the partnership agreement says otherwise, a partnership terminates upon the death, disability, or withdrawal of any partner.  When this is not desirable, partners may agree (in the partnership agreement) to permit the remaining partners to purchase the interest of the deceased partner.  Other associated problems can be solved through the use of specially constructed partnership agreements and careful tax planning.

To register a new Small Business partnership, most states require filing a certificate with the Secretary of State.  This also secures the name (well, kind of – use of the name may well be contested without a trademark; see more in chapter 4), tells how meetings will be called and held, and describes legal and statutory requirements.

Tax Treatment 

Partnerships must file income tax returns at the federal (and usually state levels, if your state collects income taxes).  Form 1065, U.S. Return of Partnership Income is basically an income statement, and is filed with the IRS.  But the partnership actually pays no taxes.  Instead, the IRS is informed of the name and taxpayer identification number of each partner, and partners are given this same information on IRS Schedule K-1.  Amounts from the K-1’s are then transferred to Form 1040, Individual Income Tax Return (the personal returns) of partners.  

Income and losses of general partners are considered as “at-risk.”  This means that their personal assets are available to creditors if problems occur.  So the IRS allows general partner income and losses to be classified as active-income or loss that may be netted against other forms of active income such as normal employment wages and salaries from the partnership itself.  This is therefore useful in minimizing taxes.

Conversely, limited partner income and losses are not at-risk, and so the IRS classifies this as passive income or loss.  Passive amounts consequently cannot be used to shelter (offset) active income but must be netted against other forms of passive income and losses (e.g., investment gains and losses, interest income, interest expense).  So passive losses are often less useful in sidestepping federal and state income taxes.

The Corporation (“C-Corp.”)

Description

The goal of many Small Businesses is to ultimately operate under the corporate form of ownership for several reasons.  We will discuss these, but first let’s understand exactly what a corporation is.

Unlike most other forms of business ownership a corporation is a separate legal entity, chartered under state (not federal) laws, with a perpetual existence independent of its owners, directors, and managers.  Among other activities, a corporation can incur debts, enter into agreements with vendors and customers, employ people, and pay taxes.  A corporation is owned by shareholders, controlled by directors, and operated by officers (normally Small Business Owner(s) hold all of these positions: they are at the same time shareholders, directors, and officers).  Another important characteristic of corporations is that they are taxed as separated entities.  This allows corporate owners - the stockholders - much flexibility in minimizing or deferring taxes (more on this later).

Included under the “corporate umbrella” form of business ownership are C-Corps, S-Corps, and Personal Service Corporations.  All have many similarities but a few important differences that are discussed below, beginning with the most common, C-Corps.

So with this in mind, here are the main characteristics – good and bad - of incorporating a Small Business:

Limited Liability

 Perhaps the most important reason for incorporating is to shield owners from problems that may occur in the business.  Specifically, if a Small Business runs into troubled waters and cannot pay its debts or other liabilities, the assets of the business may be lost but personal assets are not in peril.  (Well, maybe they’re not in peril as we shall see later).  So owners, directors, and officers stand to lose any investment (including retained earnings) they may have in the Small Business, but homes, bank and investment accounts, retirement savings, automobiles, etc. not held in the name of the Small Business are difficult to seize.

There are at least three possible exceptions to this rule:

Piercing the Corporate Veil

When troubles arise and your Small Business runs into legal trouble, plaintiffs will routinely charge that:

“if the Small Business is, in fact, a corporation, such corporation is in mere form only, having no existence and that there existed a unity of interest and ownership between the Small Business and its owners, (the Defendants), such that any individuality and separateness between the Small Business and its owners (the Defendants) have ceased, and the Small Business owners are the alter ego of the Small Business.”

So the plaintiff here is charging that your corporation is a sham – which will happen any time troubles arise – and you better be ready to defend and win on this issue.  This is where Entrepreneurs need to prove that the Small Business is indeed a separate entity, demonstrated by the bookkeeping system, the shareholder and directors’ meeting minutes, and other evidence.  It is possible to lose on this issue if there is too much hanky-panky between the Small Business owners and the business, or if poor records are kept. In this case plaintiffs can indeed seize the personal assets of the Small Business Owner.

Personal Guarantee

In many cases, lenders or vendors will request the personal guarantee of Small Business owners before advancing funds or credit.  This is because others understand that it is easy for Small Business Owners to “sell” or otherwise transfer assets out of the corporation and into the names of the owners.  And they understand that Small Business Owners sometimes retain little value in the business but transfer assets out of the company.  In this case the intent of a Personal Guarantee is for the lender to have access to personal assets, which transcends the benefits of limited liability.

The Feds

“Limited Liability” is not recognized by taxing authorities when Small Business, Inc. has failed to pay payroll, income or other taxes.  Further, these obligations survive bankruptcy and both the Feds and their state-government colleagues will pursue “responsible employees” for amounts due plus interest and penalties.

Tax Planning

Another great benefit of organizing the Small Business as a corporation are the fruitful benefits of “tax planning,” also known as tax-minimization and/or tax-deferral.  Since a corporation is an independent and separate tax-paying entity from its owners, great tax-minimization and tax-deferral opportunities may be available.  This is discussed further in Chapter 7, “It's OK to Hate Taxes.”

But for now let’s just say that incorporated Small Business Owners, unlike Sole Proprietorships or Partnerships, may distribute income earned by the Small Business between their corporate and individual income tax returns, rather than simply report all business income in the year in which it is earned.  Further, Small Business Owners may deduct some expenses unavailable to noncorporate business owners, such as certain types of insurance, vacation, and sick pay.

Charitable and Political Contributions

Related to the above, the IRS allows corporations to make tax deductible charitable contributions.  This is advantageous since other forms of business ownership are not allowed this deduction.  Small Business Owners of course may take income from the corporation and donate this personally to a charity, but note that although payroll taxes must be paid on any amounts transferring from business to owner, these amounts also reduced corporate income taxes, since taxable income is reduced.  Since the Small Business is owned by the same person making the tax-contribution, the best overall plan can be figured.  Other businesses do not have this flexibility, and cannot deduct such contributions as a business expense.

Year-End

An incorporated Small Business may keep an accounting system and report taxes based upon dates which make sense to the Small Business, rather than the traditional January 1 – December 31 tax year, or the owner’s personal tax year.  For example, a ski-resort may find that it makes sense to close the year when winter is over, say on April 30.  Things are not so busy then, and interested parties will find the financial statements and tax returns more meaningful.  If the year closed in the middle of winter (December 31), purveyors of financial statements would not know how the season really turned out.

Double-Taxation

A drawback to the corporate form of ownership is the widely debated anomaly known as “Double-Taxation.”  This means that the federal (and most states) government charges a Small Business a portion of its earnings for income taxes.  After the income taxes are paid, the business may declare that some of the remaining after-tax earnings are payable to owners (that’s you) as dividends.  Unfortunately, dividends may not be deducted by the corporation as a business expense, so corporate taxable income is higher by this amount and corporate taxes do not benefit from the dividend declaration.  But after the dividends are paid, the government steps in again for a piece of the action by asking you (as an individual) to report those dividends as income on your personal tax return, and pay a portion as part of your income taxes.

For this reason, Small Businesses do not normally declare dividends.  But this declaration may be forced if the IRS accuses a firm of holding excess retained earnings.  In this case the firm is forced to declare dividends, which leads to paying double taxes.

In reality however double-taxation can be avoided though careful tax-planning.  Normally, this is accomplished when the Small Business corporation pays compensation (salaries, bonuses, commissions, fees) to owners before the tax year ends.  In this case, the expense is out the door before taxes are calculated.  As business expenses go up, taxable income goes down – so fewer taxes are due.  On the other hand, payroll taxes are due on the compensation received by the Small Business Owner.  So in summary, corporate income taxes decrease, while personal income taxes and payroll taxes increase due to the extra compensation.  No general optimizing rule governs this particular issue, so Small Business Owners and their CPA’s must figure this annually as year-end approaches.

There are limits to this device, however, since the IRS requires that Small Business owners may not be paid compensation and duck taxes beyond what is normally paid in specific industries and locations.

Perpetual Existence

Unlike Sole Proprietorships, Partnerships or even Professional Service Corporations,  C-Corps live on until the owners decide to terminate or sell-off the business, or upon bankruptcy.  Despite changes in management or even the death of an owner, corporations enjoy an independent legal existence that continues on.  Employees, creditors, vendors, clients and other parties may be impressed with this fact and feel more solid about working with your Small Business since – if the worst happens to the Small Business Owner – everyone may get together and decide upon the best through the problems.  Outside parties working with fast growing businesses especially appreciate this corporate characteristic.

Formality

There’s no doubt about it – the corporate form of Small Business ownership commands at least a little more respect from everyone.  Incorporating is one of the best ways to tell the world that your business is here, and here to stay.  And your company is now ready to enter into agreements and relationships that are normally afforded only to corporations (e.g., a services contract with a big company, or a bank loan).  This benefit is intangible and impossible to quantify, but will help distinguish your company among competitors.  In the end many Small Businesses incorporate for this reason, regardless of the tax consequences.

Access To Capital and Big Deals

The corporate form of business ownership is custom-designed to receive capital, through investment and the sale of a wide variety of equity devices, through debt instruments such as unsecured lines of credit, collateralized loans, secured promissory notes, and debentures, and the many other options described in Chapter 11 of this book, or where your Small Business is awarded a big deal by a big corporate client.  When the situation requires special features, (allow debt to be converted into shares of stock; confer voting rights to lenders; provide for preferred stock conversion to common stock; stock options for management; indemnification of large clients, etc.) it is easier to write these into corp-to-corp agreements rather than any other form of business ownership.  In the real world, Small Businesses requiring access to big-time capital need to be incorporated.

Paperwork and Fees

Some Small Business Owners feel that the corporate form of business ownership requires more administration and attention to deadlines and details.  For example, California corps are required to annually announce and hold at lease one shareholder meeting, (re)elect the officers and directors, and hold meetings to discuss special situations, decisions, or to grant special authority (e.g., “Owen Owener is hereby granted the authority to open a new business checking account at Corner Bank.”)  Further, Cal corps must file an annual “Statement of Information” with the secretary of state ($25 fee), file corporate income tax returns, pay and file for state and federal payroll taxes at least quarterly, pay a minimum annual state income tax of $800 even if the year was a loss, and be aware of many other potential events requiring time, work, and fees.  A good accounting system is required in support of this.

The counter-argument to the burdens described above is that this is not a great price to pay considering the benefits of corporate ownership; this is what is required if a Small Business wants to play in the big leagues; and what kind of business these days cannot afford Quickbooks or similar accounting software?

A related disadvantage is the $1,000 to $3,000 fee normally charged by attorneys to properly set up a new corporation.  This fee can be avoided, however, if the situation is straightforward (incorporating a new Small Business with one owner), and the owner has the time and patience to carefully read and follow instructions.   Moreover, many of the forms dealing with corporate formalities can easily be found on the Internet, at office supply stores, or borrowed from colleagues.

Tax Treatment 

In addition to the tax issues described above, note that the IRS recognizes corporations as separate and independent entities from their owners.  Accordingly, corporations must file separate federal and state income tax returns.  Federal returns are submitted on IRS Form 1120S, “Corporation Income Tax Return.”  Apart from normal income taxes attributable to dividends received, there are no income tax consequences for corporate shareholders until shares are sold and a gain or loss is recognized.  In this case, the gain or loss is treated the same as any other security transaction.

Subchapter S Corporation

Description

A Sub S election is available only to companies that have already incorporated.  As described in this chapter, corporations offer Small Business Owners limited liability, which is attained when the Small Business incorporates, but when the owners additionally make the “subchapter S election,” the company is taxed like a partnership.  

The Sub S structure allows investment by a maximum of 75 shareholders.  But investors may only be offered regular common stock, thus limiting options like preferred stock.  Further, there are limits on the types of allowed investors.  For example nonresident aliens may not invest.  Insurance companies, banks, and Domestic International Sales Corporations (“DISCs”), and certain other businesses are not allowed to seek Subchapter S status.  The rules are complex and a specialist may be needed to determine if this applies to your Small Business.

This means that all income and losses are merely reported – but not paid – by the Sub S corporation.  The Sub S lists each owner and their share of the company.  And each owner receives a copy of this from the company via a K-1 statement.  Owners then report ALL of the gain or loss on their Form 1040, Individual Income Tax Return.  Income deferral is not relevant here.

Sub S businesses must comply with most of the same regulatory requirements as corporations, such as filing articles of incorporation, calling and holding meetings of both directors and shareholders, and keeping accurate meeting minutes.  This results in higher setup and operating costs than some other forms of business ownership.

Tax Treatment

Some Small Businesses chose the Sub S structure since this allows start-up losses to be passed to investors and deducted against personal income.  After this, however, election of S Corporation status makes sense only if paying taxes at the corporate rates are less than individual rates.  Of course this varies over time, and depending upon income, and state taxes.  Once a Small Business elects to be treated as an S Corp., switching back to a C Corp or other form of business ownership may be complex or impossible, so do not assume this will be simple, easy, or cheap.

Similar to partnerships, Sub S corporation income and losses are passed through to shareholders and included on their individual tax returns.  Corporations elect to be treated as Sub S companies by filing IRS Form 2553, “Election By A Small Business.”  As always with the IRS, however, there are exceptions (e.g., if the LIFO inventory valuation method was used in the year prior to election as an S Corp) so it is important to check the regulations.

Normally then, income is reported (but taxes are not paid) by the S Corp on IRS From 1120S, “Income Tax Return of an S Corporation.”  With this, Schedule K-1’s are generated for each investor in proportion to their gains (losses),  The K-1’s are  then provided to each shareholder, and the K-1 information ends up on Form 1040, Schedule E, of the “Individual Income Tax Return” for each shareholder.
Limited Liability Company (“LLC”)

Description

LLCs have become an especially popular form of business ownership in recent years, although these first became available in 1977.

An LLC blends some of the features of both partnerships and corporations.  Perhaps most importantly, members of an LLC enjoy limited liability much like shareholders of a C-Corp, but are not subject to the double taxation problem faced by corporations.  Specifically, the LLC does not directly pay federal or state income taxes, but passes gains and losses onto the LLC owners in proportion to their ownership.  These gains or losses are then reported on the individual personal income tax returns of the owners, the same as for partnerships.

Beyond this, there is no limit to the number of shareholders that LLCs may engage.  Having said this, LLCs do not actually issue shares, but deal with owners in terms of their investment in the Small Business.

For example, Romeo and Juliet formed an LLC in which Romeo contributed $200,000 and Juliet $300,000.  The R&J LLC earns $100,000 before taxes.  So Romeo earns 40% of this (40% x $100,000 = $40,000) and Juliet earns $60,000.

Regarding management, LLC owners may fully participate in managing the Small Business’s operations.  Unlike limited partners, there are no restrictions.

To set up an LLC, the prospective owners establish the entity at the state level by filing articles of organization and enter into an operating agreement that defines their rights and obligations as members much like a C-Corp shareholders agreement.  LLCs do not have a perpetual life so Small Business owners must check state laws to learn about limits to the life of their LLC Small Businesses, and plan accordingly.

Tax Treatment

The IRS considers LLCs as a state designation, and therefore requires taxpayers to file under one of the business ownership forms that it recognizes.  So the Small Business LLC will always file at the state level as an LLC, but in some cases will file at the federal level as a:

· Sole Proprietorship – The single LLC owner simply files a Schedule C with his Form 1040.

· Partnership – Exactly the same as for a general or limited partnership, the LLC files a Return of Partnership Income, Form 1065; gives K-1’s to the investors in proportion to their ownership, and the owners enter the K-1 information onto their individual income tax returns.

· Subchapter S Corp – The Sub S files a standard Form 1120S (basically a corporate tax return), and the investor carries this amount onto their personal tax returns via Schedule E, which carries onto the individual tax return.  To file as a Sub S with the IRS, the firm must register as a Sub S as described above.

· Corporation – The corporation files the normal Form 1120S, and pays the taxes.  Individual investors pay taxes only upon gains and dividends.  Note that in this case the LLC may not avoid the problem of double-taxation.

Although the LLC is increasingly popular among Small Businesses, the laws are just too new and untested.  So there is much that is uncertain about how well the “limited liability” benefit of an LLC will really stand up when attacked by creditors.  We can only watch to see how this develops in different states and over time.  

Additional protection may be gained by organizing the ownership through an offshore managing company to provide asset protection.

Due to the uncertainties involved in organizing and operating the LLC, an experienced attorney or CPA should assist in the structuring if issues such as asset protection and corporate tax treatment are complex.
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TEXT BOX:
Football beats payroll taxes



7
 Independent Contractors, Form 1099 MISC



8
 Penalties and Paying Late



9
 Payroll Taxes: Getting it all done accurately and on-time




a)
Do it yourself




b)
Accountant or CPA




c)
Automated payroll tax services




d)
Quickbooks and the accounting system

D
Other Small Business Taxes



1
 Business Licenses and Business Tax



2
 Special Permits



3
 Professions and Occupations Tax



4
 Excise Taxes



5
 Other Local Taxes

Chapter 8 - Getting Professional Help

A
Attorneys

TEXT BOX:
Joe’s Euro-customer says “whoaa” to the deal

B
 Accounting and Certified Public Accountants (CPAs)

TEXT BOX:
Joe’s Rigorous Search For a CPA

TEXT BOX:
Joe’s bookkeeper studies accounting, check printing chemistry, and fraud

C
Computer Expertise

Chapter 9 - Business Insurance

A
Business Insurance Agents

B
 Business Insurance Types:

1
 Workers Compensation

2
 Property

TEXT BOX:
The Earthquake Hits Home

3
 General Liability

4
 General Medical

5
 COBRA
(Medical Insurance Must Be Offered To Departing Employees)

6
 Directors and Officers (“D & O”)

7
 Employment Practices Liability

8
 Errors and Omissions

9
 Product Liability

TEXT BOX:
Cessna Carpet-Bombed By Product Liability Lawsuits

10
Operations In Progress and Completed Operations

11
Business Interruption

12
Short and Long Term Disability

13
“Key-Man” or Life Insurance

14
Insurance, Tax Advantages, and Cafeteria (IRS Section 125) Plans

Chapter 10 - Finding and Leasing a Business Location

A
Using an Agent

B
 Determining the Best Location



1
 What is the lease budget?



2
 What Type of Location Is Best?

TEXT BOX:
The Cute Little Restaurant Where Joe Eats Every Five Years

C
Checklist of needed facilities and features



1
 Electrical



2
 Elevator Hours



3
 Fire and Safety



4
 Hazardous Substances



5
 Hours



6
 HVAC



7
 Loading Dock



8
 Noise



9
 Number of Workers



10
Parking



11
Plumbing



12
Restrooms, Kitchens



13
Telecom



14
Satellite / Antennas



15
Shipping



16
Signage, Advertising



17
Visitors

TEXT BOX:
Joe is upset as stars are born



18
Zoning Rules

D
Is the Location Properly Zoned?



1
 Zoning to Control Businesses



2
 Zoning to Control Activities



3
 Resolving Zoning Problems

E
 Leases for Commercial Property



1
 Lease agreement terms and conditions checklist

Chapter 11 - Finance, Banking, and Getting OPM (Other People’s Money)

A
Choosing A Bank



1
 Factors to consider when choosing a bank



2
 The 4 C’s of credit

TEXT BOX:
Joe’s Management Declines A Customer Loan Request After Meeting In A Strip Bar

B
 Small Business Financing Sources



1
 Bank Lines of Credit Lines and Revolving Loans



2
 Trade Credit



3
 Personal Credit Lines and Credit Cards



4
 Asset-Based Lending and Business Equipment (Collateralized Loans



5
 Equipment Leasing



6
 AR Factoring – Ouch!



7
 AR Crunching and AP Stretching



8
 SBA Loans




a)
Section 7(a) Loan




b)
Section 504 Loan



9
 SBA Small Business Investment Companies (“SBIC”) Program



10
Venture Capital



11
Angeles: Hitting Up On Rich People Works



12
Home Equity Loans



13
Business Credit Cards?



14
Should You Offer A Personal Guarantee?

C
The Loan Package



1
 Requested Financing



2
 Background of Company



3
 Loan Application, signed



4
 Marketing Materials



5
 Company Management and Staffing



6
 Year-to-Date Financial Statements



7
 Accounts Receivable Aging



8
 Accounts Payable Aging



9
 Interim Financial Statements



10
Business Income Tax Returns



11
Personal Income Tax Returns



12
Personal Financial Statement of Owners



13
Business Bank Statements



14
Personal Bank Statements



15
Corporate Documents



16
Projected Financial Results (for the Next 1 to 3 Years)



17
Summary

Chapter 12 - Offering Credit to Customers

A
I Mean, Why?

B
 The Credit Approval Process

C
What If They Don't Pay?

TEXT BOX:
Joe Is Dazzled By A Dot-com Deadbeat



1
 Get an attorney and go legal



2
 Small claims court

D
Assigning bad debts to collections agencies

Chapter 13 - Accepting Credit Cards

A
Definitions

B
 How does the credit card transaction processing system work?

C
What’s All This About “Trust”?

D
Chargebacks and the credit card dispute process



1
 Avoiding Chargebacks and fraud




a)
Verify that the credit card belongs to the Cardholder

TEXT BOX:
Joe Nabs New York Scammers; Police Are Not Excited




b)
Address Verification System (AVS)




c)
Fraud detection systems




d)
Get signed delivery receipts




e)
Ship first, then deposit




f)
 Be careful about international shipments




g)
Don’t expect help from the authorities

TEXT BOX:
Joe Outsmarts Another Credit Card Scammer




h)
Inform Cardholders of returns, exchange, and warranty policies




i)
 Avoid a confusing seller name




j)
 Keep information confidential




k)
IP address tracing




l)
 Fraud Warnings

E
 Responsibilities to Remain a Merchant in Good Standing

F
 Selecting credit card vendors

Chapter 14 - Everything You Need To Know About Computers In Just A Few Pages

A
Keeping computers in perspective

TEXT BOX:
Joe Meets the Jed Clampett of Computers

B
 Definitions

C
What kind of computers are really needed?



1
 What to buy



2
 Where to buy

D
MUST HAVE Business Computer Programs



1
 Operating System

TEXT BOX:
A small step forward, every day



2
 Business programs




a)
Word processing, spreadsheets, and more: Microsoft Office




b)
E-mail




c)
Internet browser




d)
Antivirus




e)
Programs to stop scum ware, spy ware, trash ware, trojans, malware, adware, browser hijackers, tracking components, pop-ups, data-miners, etc

TEXT BOX:
Joe succumbs to scum-ad bombardment during big sales presentation




f)
 Contact Manager

E
 Protecting and maintaining IT investments



1
 Rules for employees



2
 Rules for Small Business owners

TEXT BOX:
Joe’s gets a virus from a nice friend



3
 Death to Phish

TEXT BOX:
Joe no fool with Phishing

F
 Data Backups

TEXT BOX:
Backing Up The Small Business Owners Manual



1
 Hardware and Media



2
 Backup Software



3
 Online Backup Services



4
 Data Recovery

Chapter 15 - Afterword

A
Small Business COO Works A Little Too Hard

TEXT BOX:
Meet me at www.tsbom.com
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