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I. INTRODUCTION

A. Context

About nine million peoplein the United States, or 7.0%
of thecivilianworkforce, today are self-employed. These
entrepreneurs own businesses ranging from home child-
carebusinessesto international consulting businesses. |f
you are interested in starting your own business, buying a
franchise, or purchasing an existing business, this bookl et
will help you get started and point you in the right direc-
tion for more specific advice.

Y ou should not rely on this booklet as a substitute for
proper legal, tax, and other specific advice for your par-
ticular business and special circumstances. This booklet
providesabroad overview of thevarioustopicsrelevant to
anew entrepreneur. Itisawaysadvisableto seek answers
from the proper professional regarding specific questions,
which require the application of legal, financial, and simi-
lar specialized principlesto a specific set of facts.

B. Thelnspired, the Tired, and the Fired

People become entrepreneurs for different reasons.
Some entrepreneurs are consumed by a business idea that
they simply must seebecomeareality. Otherswould rather
work for themselves instead of others. Many entrepre-
neurswant to escape theinflexibility of their current jobs,
poverty, or dependence through business ownership. Also,
increasing numbers of Americanstoday are entrepreneurs
not out of choice, but out of necessity.

Whether entrepreneurshipisamatter of survival or self-
fulfillment, successstoriesarefull of valuablelessonsthat
you can adapt for your own situation. The experiences of
other entrepreneurs illustrate how the technical discus-
sionsthat follow apply to real life business start-ups.

In 1996, the author of the first edition of this booklet,
Ann E. Sartwell, wrote about her entrepreneurial experi-
ences. Atthetime, shewasalaw student at The University
of Tennessee College of Law. Here she shares her story:
Theinspirationa episode that jump-started me was not as
mysteriousor assimpleasit sounds. It wasnearly Christ-
mas, after al, and rather than study, | chose to think about
decorating the house. Wouldn’t it be nice, | thought, to
have ornaments that were beautiful and meaningful to me
at the same time, like al those handmade symbolic orna-
ments at church? Well, sure, but no one produces them
commercialy. Hmmm, maybe someone, maybel, should
manufacture them. What a perfect way to blend my com-
mitment to neighborhood economic development, reli-
gious beliefsand interests in art and calligraphy. A tradi-
tional law practice had never been my goal, after al, and
running my own business would make use of many skills|
developed in law school. In the end, a handcrafted busi-
ness that embraces ‘kind capitalism’ isreally anatural (if
not immediately obvious) fit.

Over the next year, | explored the possibility of starting
just such a business with teachers, friends, relatives and
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local merchants. Eventually | located an artist willing to
help me design and produce the ornaments. For the last
severa months, we' ve devel oped and refined designs, test-
marketed prototypes and experimented with severa pro-
duction methods. After much trial and error, we are fi-
nally set up for large-scale production, and our company
will attend wholesal e trade shows this summer.

Ms. Sartwell employed many of thetechniquesdiscussed
throughout this booklet to reach the goal of owning her
own business. She is not the only person who success-
fully reached this goal.

For example, Thomas worked as an editor for a large
publishing company in Manhattan. After six years, instead
of doing the writing and editing he was interested in, the
bulk of histime was spent going to meetings, filling out
corporate paperwork, and dealing with other peopl€’ sagen-
das (especialy his boss's own plans for career advance-
ment). Thomas finally realized he could not continue at
hispresent pace. Hewas unhappy, over-worked, and over-
stressed. Although it isthe best practiceto set up away to
generate income before you leave your present position,
Thomas took the all-or-nothing approach:

I had nothing set up before | decided to leave, but |
knew that other people made good livings as free-
lance editors and writers, [and] that | certainly had
the skills and potential clients after six yearsin the
industry. Mostimportantly, freelancingwould let me
dowhat | love and am good at, instead of wasting my
energy courting agents and chatting up authors. |
called everyone | knew — editors, rights directors,
and of course, my authors. | told them | wasleaving
and to please keep me in mind. Two jobs kept me
going while | spent about $15,000 of my savingsto
get started. Pretty soon the phone calls started com-
ing in. It realy took afull year before | knew that
free-lancing could be a career for me and not just
some stopgap measure. | also had to find away to
deal with the isolation and the inevitable down peri-
ods. A part-timejob at abookstore was exactly what
| needed to smooth out the gaps and bumps in my
income so that | alwaysknow | can pay my rent. Just
as importantly, it gets me out of the apartment on a
regular basis, and replacesofficecamaraderiein what
is otherwise a solitary business.

Thomas utilized his skillsto start anew businessthat fit
his personal and professional goals. He also recognized
that he would need guaranteed funds every month to pay
his established bills (also known as personal overhead),
which were due even when he did not get paid for afree-
lance job. Thomas found a part-time job to compliment
his new business and to ease his financial peace of mind.
Using al the contacts he made while working in the cor-
porate world and living frugally as he got his business off
the ground, Thomas made 50% morethan hisprevious sal-
ary during hisfirst year.

WhileMs. Sartwell and Thomas choseto start their own
businesses, Emily Koltnow wasforced to providefor her-



self when shewasfired after twenty-threeyearsinthefash-
ion industry. Emily was fired during an economic down-
turn whenwork was not very easy tofind. While searching
unsuccessfully for work, she sought the support of other
women in her industry. Soon she was leading twenty-six
other out-of-work fashion executivesin workshopson re-
sume writing, interviewing, cover letters, and networking.
She also took an eight-week course on starting her own
business. After she and a friend were invited to address
the annual regional meeting of The Fashion Group (apro-
fessional organization for executive women in fashion-
related fields), one of thewomen approached her and said,
“Why don’'t you bottle what you are doing?’ Emily ex-
plains: “It wasthen that | decided to |eave the appardl in-
dustry, become an entrepreneur and turn my networking
groupintoabusiness.” Shethenfounded WIN Workshops,
Womenin Networking. Later shewroteabook that isnow
in its second printing caled, “Congratulations! You've
Been Fired!” Asaresult of al her contacts in industry,
Emily wasfrequently approached about whether she knew
of, for example, a good designer for a new handbag com-
pany. After helping to place several people, it occurredto
her that something was wrong: “| was helping people get
jobs paying alot more than | was making. The next time
someone asked for help [finding new employeed], | said, ‘|
know two perfect people, but | chargeafinder’ sfee’” That
finder’'s fee turned into a percentage, and in 1991 Emily
launched her own company, an executive recruiting firm
servicing the apparel industry.

II. BUSINESSIDEAS, MARKET RESEARCH,
TECHNOL OGY, AND ALTERNATIVES

A. Businessldeas

All entrepreneurs start with abusinessidea. If you have
aready chosen your type of new business, congratul ations!
You have completed the first step towards owning your
own business. If you have not determined what your busi-
nessideashould be, but know that you want to be your own
boss, you may just need alittle help narrowing your focus
to businesses that may be right for you.

Consider Lee, anunderpaid clerical worker, who wanted
to be her own boss but had not yet come up with abusiness
idea

| took some classes sponsored by alocal commu-
nity college on starting your own business, and
started talking to local business ownersin our com-
munity about how they got started, what their great-
est challenges were and what new products or ser-
vicesthey perceived asaneed or opportunity in our
area. | read newspaper and magazine articles and
started thinking about waysthat | might make money
whilel went back to school to explore my long term
career plans. | spent alot of timetrying to think of
waysinwhich | could make my personality and skills
work for me.

Lee focused on her experience and background, and then
realized that she needed more education to successfully
choose abusinessidea.

Your experience and background should also play anim-
portant part when developing abusinessidea. Y ou should
choose atype of business with which you are familiar and
with which you have some experience. For example, itis
not agood ideato open arestaurant if you have never worked
inone. Whileyou may appreciate finefood and good ser-
vice, you do not possess the necessary knowledge or ex-

... be sure to take advantage
of the Tennessee Small
Business Development
Centers ...

perience to produce either. Specific industry knowledge
and experience prepare an entrepreneur for the challenges
that lie ahead on the road to business ownership.

When searching for or evaluating business ideas, ask
yourself some questions: (1) What skills do | have that
may be marketable or may help me run this business? (2)
What skillsdo | need to learn? Y ou need to make a con-
scious effort to evaluate your skills and experience and
determinewhat you need tolearn—then start learning. This
booklet should help you get started with business basics
and withideas of whereto go for moreinformation. There
are many sources to draw upon —you do not need to go it
aoneandtravel down therisky path of puretrial and error.

U.S. Small Business Administration

Small Business
nt Center

In partnership with:
Greater Knoxvi

United § l'wr of Commerce

p_f Commerce
anal Trade Center

AT

rﬂa& { F 1
Teri T. Brahams, Pellissipppi State Technical
Community College TSBDC

It is aso wise to explain your ideas to others. Your
friends can be avaluable place to start. Also, be sure to
take advantage of the Tennessee Small Business Develop-
ment Centers(TSBDCs). Throughout Tennessee, TSBDCs



offer awide range of assistance to established small busi-
nessesand to entrepreneursengaged in start-ups. The spe-
cidistsin these TSBDCs can help you through each step
of the start-up process. The TSBDCs do not have start-up
funds, but they do provide start-up seminars, which dis-
cuss legal forms of business, organization, tax require-
ments, business licenses, and financing options. TSBDCs
a so offer workshops on devel oping your businessplanand
provide question and answer sessions with professionals,
such as Certified Public Accountants and attorneys. The
TSBDCs' resource centers have computerswith accessto
databases and software training programs and Small Busi-
nessAdministration (SBA) publications, books, and manu-
as. Generaly, you cannot check out materials, but you
are welcome to use the center’ s resources any timeit is
open. See APPENDIX A for moreinformation.

The Service Corps of Retired Executives (SCORE) a so
provides excellent mentoring, counseling, and training ser-
vices. SCORE volunteers are experienced in many busi-
ness areas and the organization strives to match prospec-
tive and established business ownerswith a SCORE mem-
ber who hasexpertisein acomparablearea. SCORE mem-
bers also conduct counseling sessions via e-mail. Maps
to local SCORE chapters and links to business resources
are available on the SCORE Web site at www.score.org.
See APPENDIX A for more specific contact information.

B. Market Research

Like it or not, you must engage in market research in
order to succeed as an entrepreneur. Conducting market
research does not have to mean utilizing high-priced con-
sultantsor crunching numbers. Market research boilsdown
to whether there are enough potential customersfor your
product or service and whether they will buy from you in
quantities large enough and at prices high enough for you
to make a profit.

If you have done more than merely think about an idea
for a business, chances are you have engaged in market
research already. If the idea is related to your current
employment, you havelearned and continueto learn about
industry structure, distribution, and product placement on
thejob. If you havewhipped up batches of gourmet doggie
treats and made your family, friends, and pets eat them,
you have tested a prototype. (Don't laugh; some doggie
bakersare now millionaires.) If you havetalkedto severa
potential clientsregarding their likesand didikes, you have
dready done afocus group survey.

However, to enter afield where you have little experi-
ence, it may be necessary to rely upon formal marketing
studies, study trade-specific journals, use aformal focus
group, or compare competitors.

Once upon atime, getting your hands on databases that
yield information useful for start-up businesses was ex-
pensive, difficult, and time-consuming. Now, using mar-
ket research isas simple as going to your local TSBDC or
publiclibrary. Y ou can also accesstheinformation online
through your own computer. These databases contain the
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information necessary to locate suppliers, trade associa-
tions, and potential clients; attain information about in-
dustry fairs, trade shows, and seminars; and, perhaps most
importantly, to assess your competition.

An entrepreneur cannot afford to be without the infor-
mation that the competition utilizes or to ignore the na-
tional and internationa trends that shape the chosen in-
dustry. This does not mean that you should forego enter-
ing acrowded field or that, for example, you should sacri-
fice your plan to own a bookstore because of the exist-
ence of mediasuperstores. However, you must know your
competition, particularly if you have resolved to buck a
trend. You must know who they are likely to be in the
future, and know how you can do more for less than the
others. Your customers are likely to be focused on how
you will bring or add value to their endeavors.

The Service Corps of
Retired Executives (SCORE)
also provides excellent
mentoring, counseling, and
training services.

The kind and amount of research you must do before
sinking too much capital into an ideavaries, depending on
thetype of market you enter. Many entrepreneurswill tell
you that real test marketing begins with opening a busi-
ness, and, once started, never ends. They would aso tell
you that al the market research in the world will not do
any good if you are unwilling to apply it to your goals.
Applying that lesson may require substantial alteration of
your original vision. While commitment to aquality ser-
vice or product is important, ignoring the preferences of
your customer base is an atogether different — and un-
profitable—thing. Remember, asaprovider of goods and
services, you arefocused on your customers' needs; these
needs are not necessarily your own assessment of what is
needed.

Onething that must be done, regardless of resources, is
to test your idea by talking to others. Many ideas for new
businesses spring from personal frustration with the un-
availability of adesired product or service. If other con-
sumers share your frustration, or you perceive that a seg-
ment of the market isunderserved, you may just havefound
theideayou need for your new business. Be aware, how-
ever, that as markets get more specialized, the vulnerabil -
ity to changing consumer tastes increases. You may be
concerned about someone stealing your fabulous idea;
stealing does happen. However, you will never get thecriti-
cal information you need by the* cloak and dagger” method.
Take comfort: those inclined to steal your idea probably
will not, because usually the hard work isin the execution,
not the conception. Competitive copying starts after you
have a proven ideaand aviable business model.
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C. Technology

Utilizing avail able technol ogy enables the entrepreneur
to push a business to the forefront of the market. You
should investigate the pros and cons of the technology
availablein your chosen field and then make decisions as
to which will benefit your business. The globalization of
the economy and the rise of the information era are very
much on the minds of business analysts and lenders these
days. Your acknowledgment of the role that these issues
play in your business and your demonstration that you are
prepared to adapt to the changing tides will rest favorably
with such people.

Technology can also be agreat (and often inexpensive)
way to get your new small business off the ground. For
beginners, the U.S. Small Business Administration Web
site, available at www.shba.gov, lists links to freeware and
shareware business software on the Internet.

D. Entrepreneurial Alternativesto Starting from Scratch

If starting from scratch with a brand new business idea
is not what you had in mind, franchising or purchasing an
existing business may be an excellent alternative.

1. Franchising

Purchasing or leasing afranchise providesthe entrepre-
neur with valuable operationsassistance. Many franchises
offer valuable market research and products or services
that already are in public demand along with standardized
procedures. The costs associated with franchises may be
considerably smaller than those associated with a brand
new business, although up-front costs may be substantial .

Transactions THe TENNEsSEE JOURNAL oF BusiNEss Law

There are two basic kinds of franchises: business for-
mat franchisesand product and trade namefranchises. Ina
businessformat franchise, the entrepreneur purchasesthe
right to purchase inventory and trademarked goods aswell
as to take advantage of national advertising campaigns.
Business format franchising includes a continuing rela
tionship with the parent company. As the franchisee, you
might buy inventory, sell trademarked goods, enjoy national
or regional advertising, or receive bookkeeping help or
training assistance from the franchiser. Most fast food
giants are business format franchises. Business format
franchisees agree to considerabl e operational integration
with the franchiser —from standardized accounting proce-
dures to required employee training. The diminished au-
tonomy for the entrepreneur that comes with purchasing
an established franchiseis counterbalanced by areduction
in market risk, and thereisusually room for the entrepre-
neur to express his commitment to his own brand of out-
standing attention and service.

The other type of franchise, a product and trade name
franchise, involves the purchase of the right to sell the
franchiser’ sproducts or servicesin an exclusiveterritory.
Thereistraditionally less operational control on the part
of the franchiser with product and trade name franchises.
Auto deal erships and pre-fab sunroom businesses are two
examples of thiskind of franchise. However, the distinc-
tion between the two types of franchises is becoming
blurred as auto manufacturers and other product and trade
name franchisers seek to exert greater control over op-
erationsin their contracts with franchisees.

A franchise can be expensive, and you may be expected
to come up with a 25%-35% equity stake in the opera-
tions. Thequalification process can also beslow and frus-
trating.

A final word of caution isnecessary: Do not confuse a
pyramid or multi-level marketing scheme with a legiti-
mate franchise. |f the pitch involves the recruitment of
other investors or salespeople and little to nothing about
the product itself as the source of profits, beware. The
Tennessee Department of Commerce and Insurance can
assist you in determining a franchiser’s legitimacy. The
telephone number is (615) 741-4737. You should also
contact the Federal Information on Franchises hotline at
1-800-688-9889 or 1-800-366-2998.

2. Purchase an Existing Business

Purchasing an existing business may al so be agood way
to begin your entrepreneurial career. Existing businesses
do not require start-up capital beyond the purchase price,
which may be deferred through seller financing. Existing
businesses have customers, employees, vendors, and prod-
ucts on the shelves.

If you are interested in purchasing an existing business,
there are few things you should know before you make an
offer and execute an asset or equity purchase agreement.
First, you must research the particular business' worth.
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Although real estate, business equipment, and other tan-
gibleitems may be worth a considerable amount on paper,
abusinessisnot valued simply by itstangible assets. Itis
important that you analyze the business's ahility to make
money with those assets, especially when those assets are
operated in your hands. The businessmust be ableto gen-
erate cash and make aprofit for you or it isnot worth your
money — no matter what the value of its assets are on pa-
per.

The best way to determine whether the business will be
able to generate continuing profitsis by analyzing itsin-
come statement for at least the last three years. Examin-
ing the statements will enable you to anticipate business
cycle, income, expenses, and profitability. Also, consider
whether the businessrelies upon the personal attributes of
itscurrent owners. Make surethe expected cash flow will
be availabletoyou. Theseindicatorsare necessary tofore-
cast whether the business will be able to withstand new
debts and still create a profit.

If you purchase the business, do not assume its liabili-
ties unless necessary. You should check your buyer's
agreement carefully to make sure you are not assuming
unknown ligbilities by signing the agreement. If you do
assumeliabilitiesinthe purchase, consider those possible
liabilities when establishing a purchase price. Itisagood
ideato have an attorney look over the paperwork.

After purchasing the business, you should make certain
that everything in the former owner’s nameisreissuedin
your name, asrequired under bulk transfer laws. Y ou must
also get your own business license, tax humbers, and in-
surance. See Section VI for moreinformation about these
items.

III. A BUSINESS PLAN AND YOUR BUSINESS
A. BusinessPlans

A business plan is a document that describes the busi-
ness and outlines your plans and prospects for success.
Do not neglect this step in the process. If you cannot
clearly explain how the enterprise is going to work, then
you have not engaged in sufficient analysisto justify spend-
ing your hard-earned money. The business plan servesin-
ternal and external purposes, each of which areimportant.
Determining your visions and expectations, and defining
your goals, will help you make important decisions about
your new business — including whether the time, effort,
and money invested will be worth the risk in the long run.
A business plan will help you do this. A businessplanis
alsovital to procure capital should you seek investment or
support from outside sources to finance your venture.

Writing abusiness plan forcesyou to solidify your ideas,
which providesacheck against giddy enthusiasm. Writing
a business plan is not fun or easy, but the process raises
issuesthat might have been overlooked and challengesyou
to comeup with creative, preventative ways of dealing with
those problems. You may end up keeping your old job
while you start your new business on a part-time basis,
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postponing your plans, changing the type of business you
start, or not starting abusinessat all. Y ou risk losing your
dream by thinking it through, but such alossis better than
losing your dream as well as your house and other assets.

Y our start-up business plan can serve as a yardstick by
which to measure your success over a period of time and
as a starting point for further planning. Planning for the
futureisnecessary. Business peoplefrequently analogize
abusiness plan to aroad map or game plan, and the analo-
gieswork. Business plans serve as guidesto reach goals
and allow for obstacles and alternate routes. Operating
without clearly defined goals and strategies does not pre-
pare you or your business to anticipate or solve problems
that comeaong. Astheold adagesays, “ Thosewho fail to
plan, plan to fail.”

Because no two businessesare alike, their structureand
content are not set in stone. A start-up plan will rely on
educated guesswork and projections much more than will
aplanfor an established business. Most plansare outlined
like the example found in APPENDIX B. You will have
many of the answers you need to prepare you own busi-
nessplan if you refer to the APPENDIX B example while
working through the corresponding sections below, which
describe each section of a business plan. Appendix B is
annotated with footnotes to explain the purpose of each
section of the plan. These footnotes are not part of the
business plan. The footnotes are comments for purposes
of this booklet’ s discussion.

B. Your Business

1. What Kind of Businessis Right for Y ou?

Whatever the sources of your decision to haveyour own
business (and there are more than one), the same amount
of work is required in order to succeed. If your journey
begins with “the idea,” you will need to subject both the
idea and yourself to careful scrutiny. Can you clearly ar-
ticulate what you want to do? Doestheidea s power over
you begin to fade after the initial infatuation? If the con-
viction remains strong after the passage of weeks and
months, then you need to ask yourself whether you are
ready to commit yourself tothat ideafor the next fiveyears
and beyond. If the answer isno, you might still be ableto
turn that idea into a profit-making venture for yourself.
For example, you might have agreat ideafor anew home
craft product, but you are not interested in mass producing
itor selling it at regional craft shows. Y ou might, instead,
market the plan and instructions for the craft to anational
craft publishing company or magazine.

If on the other hand, you believe you are committed to
starting your own business, you need to ask yourself the
following questions:

» How doesbeing an entrepreneur servemy personal goals?

» How much timedo | have to devoteto my new business
to make it successful ?



¢ Dol havethe support of my family?

 In what ways can | make my previous work experience
work for me?

« What sorts of thingsam | familiar with?

« Where are the holesin my knowledge, either in general
business or in my area of interest, and how can | fill the

gaps?

« Am | doing thisto get rich quick? (If the answer to this
is yes, you're probably not going to achieve your goal.
While the magazines are full of stories about overnight
millionaires, they are the exceptions.)

* Dol haveasolution for apesky problem, or anideafor
an untapped niche market?

« What do others recognize as my talents?

If you have not picked a particular idea for a business,
the following discussion of business types and concepts
might help narrow the field. There are several broad cat-
egoriesof businesses, including retail, service, and manu-
facturing. Thislistisnot exhaustive, and onebusinessmay
combine elements of several types.

a Retail

Retail businesses sell productsto customersand gener-
ate money through the sales of those items. Profits are
generated through markups or margins. Themost familiar
form of retail operation isastorelocated in afixed loca-
tion. However, other retail operations bring products to
the customer on a route or, increasingly, through catalog
sales or electronic ordering. Mail order companies de-
pend upon the strength of their Web site or catalog and on
identifying and reaching the right customer base. For a
traditional store, one of the most important factorsislo-
cation. Finding alocation that is both appealing to your
customers and affordable is quite a challenge, but for a
retail businessthis spellsthe success or demise of an op-
eration.

A fabulous, well-targeted catalog, Web site, or a great
location will not alone guarantee success. Other crucial
factors relate to the skills of the entrepreneur. They in-
clude managing inventory costs and turnover (production
costs in food service), marketing, customer service, hir-
ing the right people and managing them well, projecting
sales and seasond fluctuations, and planning and manag-
ing cash flow.

Entrepreneurs considering a retail enterprise must be
prepared for spending much of their lives at their busi-
ness, particularly duringitsinception. If youandyour fam-
ily runthe store or supervise the warehouse, vacation time
can be scare to nonexistent. And, if your hours of opera-
tion arelong, family members may only see each other as
they swap places at the cash register. Labor costs may be

the one variable in a small retail operation that you have
the power to influence. However, cost control is not the
only reason that small retailers spend asignificant amount
of time at their stores. Retailers also gain their custom-
ers trust and loyalty and receive valuable marketing infor-
mation.

b. Service

In a service business, the owner sells her expertise and
skill. The service provider makes use of that knowledge
and/or equipment that consumers do not have or cannot
use on their own. Maid services are an example. Some
service businesses, like medical practices or accounting
firms, do business by having customerscometo them. Still
other service businesses, like landscaping, construction,
and carpet-cleaning businesses, bring their servicesto the
consumers. Inaddition to most of the skillsoutlined above
for retailers, service providers must adequately supervise
employees and enforce work standards, as well as make
bids on projects that will be both competitive and profit-
able.

Not all service businesses will rely entirely upon the
owner’s particular skill or expertise for its total value.
However, in the early days, a service business of any kind
will be linked intimately to its owner’sidentity. The de-
mands on an entrepreneur’ stime are likely to be aslarge
as those on aretailer, but may be more fluid because of
shorter operating hours or seasonality.

¢. Manufacturing

Manufacturers produce and sell productsto retailers or
wholesalers, either asfinished goods or component parts,
and they generate profitsby selling productsfor morethan
their fixed and variable costs. It isvery important to con-
sider al cost, including general administrative support and
overhead, and not just those direct costs necessary to pro-
duce the product. Manufacturers need the customer ser-
vice and marketing skills of the retailer and the ability to
project costs of the service provider, but they must also
engineer and design the product, manage its production,
control quality, evaluate its commercial lifespan, and be-
come adept at labor relations. The manufacturing busi-
ness may require more start up capital than would be re-
quired for service or retail businesses because it gener-
aly requiresmore start-up fixed costsfor plantsand equip-
ment and takes longer to generate profits.

2. Business Name

After determining the right type of business, you must
name it. The business's name says everything about the
business and can be as practical or as catchy asyou deter-
minethe name needsto be. After you have decided upona
proposed name, you should check with the Secretary of
State by telephone at (615) 741-0531 or by Web site, at
www.state.tn.us/sos, to run a business name availability
search. From the Web page, after clicking on the business
serviceslink, you can typein the proposed business name



to seewhether itisaready being used. The Web pagealso
providesinformation concerning business name availabil -
ity guidelines.

If you determine the perfect name is available, but are
not yet ready to file the appropriate documents to create
the business entity, if any (more about choosing and creat-
ing your entity in Section V), you may file an application
to reserve the chosen business name with the Secretary of
State as a representative of the prospective business. A
representative of a corporation, a limited liability com-
pany, or alimited partnership may file an application for
name reservation.

3. The Overall Purpose of the Company:
The Mission Statement

The company description sets out the underlying ap-
proach of your company and the strengths that distinguish
it from the competition. Y ou might consider breaking the
overall strategy and mission statement into three sections
— past, present, and future. In discussing your business's
origins, you can explain the overall purpose of the com-
pany, when it was founded, and your original strategy for
breaking into the market. In discussing your present, you
can outline how you have adapted your initia plansin the
face of test marketing, research or other changes, and ex-
plain your current needs and strengths. Y ou can be honest
about your current challenges and difficulties without be-
ing negative. Y our discussion of thefuture should outline
the means by which you seek to reach your objectives,
which should be cast in plain, active language. Although
you will be relying on projections, you should state very
clearly where you expect to be in afinite period of time.
Asmuch aspossible, your projections should be supported
by research.

4. Officesand Locations

a Home-based

Home-based businesses represent an increasingly im-
portant segment of new businesses. The majority of self-
employed people own home-based businesses. The rise
of home-based busi nesses can be attributed to technology
that allowsinformation sharing without the need for atra-
ditional officeandto theentry of large numbers of women
into the entrepreneurial field on at least a part-time basis.

Most home-based businesses are so intimately depen-
dent upon the skills of the entrepreneur that they cannot
be successfully separated from the owner. Child
caregivers, artists, writers, craftsmen, photographers, and
consultants in specialized fields are examples of home-
based businesses. Their profitability depends upon the
degree to which the entrepreneur can identify and access
small, niche markets. Also, the entrepreneur must price
the product or service so that it generates revenue in ex-
cessof fixed and variable costsand provides adequate com-
pensation for the time expended.

1"

Initially, anyone considering a home-based business
should check local licensing, zoning and land use restric-
tions because some communities have outlawed home-
based businesses all together. Common restrictions af-
fect sign placement and customer volume. Home-based
businesses can provide additional tax benefitsto entrepre-
neurs; check current tax regulationsto seeif the expendi-
tures you plan for your home office will be deductible.

Because of the flexibility they offer, home-based busi-
nesses have specia appeal for entrepreneurs who place a
high priority on time spent with family. Benefits of home
based businesses include: freedom, flexible work hours,
being your own boss, creating your income and escaping
the corporatelifestyle. However, therearereal challenges
in maintaining a professiona image and work routine, as
well asorganizationinthehome. Today, home-based busi-
nessesfacelessdiscrimination in the marketplace, and the
advent of voice mail, pagers, and mobile phones has made
professional services much less expensive and more ac-
cessible than in the past.

b. Internet

ThelInternet can bethe exclusivelocation for your busi-
ness, an excellent tool to assist a conventional business,
or even agreat way to make your business accessibleto a
broader customer base. If you choose to develop abusi-
ness Web site, it isimportant to limit exposure to Web-
related liability for yourself and/or your business (depend-
ing on your chosen form of business entity). Your Web
site will need, at minimum, a Terms of Use/Conditions
Agreement and a Privacy Policy. You will need both of
theseitems, as each servesaseparate and distinct purpose.

A Terms of Use/Conditions Agreement sets the rules
for use of your Web site by others and is typically pre-
sented to Web site visitors asa hyperlink. Y our hyperlink
to the Terms of Use/Conditions Agreement must be con-
spicuous so that the visitor will notice and read this docu-
ment. |f your hyperlink is not conspicuous then a visitor
can claim she did not know it was there and therefore that
she should not be subject to its conditions.

The Terms of Use/Conditions Agreement itself should
spell out thetermsthat avisitor to your Web site agreesto
abide by. It should clearly explain a visitor's rights and
obligations, as well as the rights your business reserves
regarding the website and its use, including reservation of
al intellectual property rights. A typical Terms of Use/
Conditions Agreement provides for arbitration (binding
disputeresolution), waiver of jury trial, choice of law (des-
ignates governing jurisdictional law) and choice of juris-
diction (designates proper state or country to exerciseju-
risdiction) in the event a dispute stemming from use of
the site results. 1t would also be agood ideato include a
limitation of liability statement inyour Termsof Use/Con-
ditions Agreement and use language that an average visitor
to your Web site can understand.

Most importantly, your Termsof Use/Conditions Agree-
ment must be structured so that the visitor agrees to its



terms before completing a Web site transaction or mis-
sion rather than simply having the option to peruse the
agreement without assenting to its contents. Y ou should
seriously consider paying an attorney to draft these provi-
sions.

You will aso need a Privacy Policy to explain to your
Web sitevisitorsexactly what your business doeswith the
personal information that they provide during transactions
or Web siteregistration. Y our business should create and
abide by aprivacy policy evenif it does not solicit visitor
information, for example, if your business receives visi-
tor questions and commentsviae-mail. A Privacy Policy
should take into consideration the business and legal ef-
fects of that policy.

If your business utilizes employees that have access to
your Web site and/or e-mail, you should prepare an offi-
cial, written policy and require employees to sign that
policy beforethey receive accesstothe system. Thispolicy
isintendedtolimit potential liability that stemsfrom your
employees’ use of your network. The policy should in-
cluderules concerning thetypesof e-mail that may be sent
from business computer systems or e-mail addresses and
the types of Web sites that employees may visit. If you
choose to monitor your employees' Internet and e-mail
usage, this policy and the range of your oversight must be
clearly stated in the employee signed company policy. All
of the above documents are best drafted with legal guid-
ance.

c. Based outside home

Many businesses must be based in alocation other than
the entrepreneur’s home. Some businesses may need to
be located outside the home due to zoning restrictions,
whileothersmay need more spacefor equipment and prod-
ucts than an entrepreneur’s home provides. Still others
may simply be located outside the home because the en-
trepreneur feel she can reach abroader customer basefrom
adifferent location.

If you chooseto locate your business outside your home,
you will most likely need to lease business space. Y our
lease agreement should be negotiated to include all the
termsyou desire and then reduced towriting. Thiswritten
agreement will generally supercede all other agreements
between you and your landlord. 1t cannot be modified un-
lessthemodificationisinwriting and issigned by the party
that the maodification detrimentally affects. Therefore, you
should be certain that all termsthat have been agreed upon
areincluded inthefinal written agreement. 1t may behelp-
ful to consult an attorney to make sure that your desires
and concerns are properly addressed in the document be-
fore you sign it. Be wary of signing a preprinted “stan-
dard” lease. Anything that you and your landlord agreed
upon verbally will be superceded by the provisionsin this
one-sizefitsall lease. Make sure your commercia lease
agreement reflectsyour understanding of thelease arrange-
ments and suits your businesses needs.

C. TheMarket

This section of the business plan identifies what ben-
efitsyour business hasto offer and demonstrates whether
there are enough customers out there who will buy from
you in order to support your business. Essentialy, you
must convince your audience (banks, investors and other
sources of financing and support) that your company, by
virtue of some benefit it confers on its customers, has an
edge on the competition. Identifying the particular appea
of your product or serviceistherelatively easy part. The
ability to demonstrate the existence of a base of custom-
ers may come from newspaper articles, economic or cen-
susdata, market studies, test sdlesandthelike. Thisisone
statistical areafor whichyou can actualy providerea num-
bers, unlike much of your financial projectionslater inthe
plan. If you do not have those numbers, seek them out at
the library or Small Business Development Center. See
Appendix A.

Answeringthefollowing questionswill assist youincom-
pleting the marketing section of your business plan.

What do you sell? (products or services)
How doeswhat you sell fit the market need?

Whatever your product or service, you will need to be
ableto describeit in termsthat appeal to the marketplace
and those reading your business plan, rather than yourself.
If it isatechnical product geared for mass consumption,
you will want to focus on its uses and not its fabulous in-
ner workings. If your customersarelower to middleclass
consumers, you will want to avoid terms that will make it
look asif your service or product is too expensive. You
must be abletoidentify the kindsof customersthat will be
interested in the product or service, your target market,
the projected number of customersin the area, and those
customers’ willingness and ability to pursue the product
or service.

1. How Will You Break Into The Market (If You Are
Not Buying an Existing Business)?

Thissection detailsyour marketing approach. Y our mar-
keting approach should explain how you will create a de-
mand for the productsor servicesyour businesssells. Now
that you haveidentified your customers, describe how are
you going to reach them in a cost-effective manner. You
should consider any possiblevenuefor advertising, aswell
as the use of in-house sales forces, telemarketers, direct
mail, and exhibitionsat trade shows. Y our plan should out-
line the costs of any such strategies. If you are making a
product, you will need to discuss your sources of supply,
the capacities of any subcontractors, equipment, and qual-
ity control. Aswith sales and promotion, you need to in-
clude cost information. Y ou should also be ableto define
your target market, whether it is local, regional, national
or international in nature.



2. Who Arethe Industry Participants?

Toanswer thisquestion, youmust learn all you can about
your competitionintheindustry. Every businesshascom-
petition. If the target market has a need, it is being ful-
filled in some manner, perhaps by a substitute or another
typeof business. When researching your competitors, you
should find out who they are and where they are located.
Y ou should also determine how long they have been estab-
lished and how big they are. Knowing how many competi-
tors you have and exactly what they do can help you de-
velop your own successful marketing strategy. Studying
this information will also make unfilled market niches
more apparent to you — some of which you may want to
target your businessto fill. 'Y ou business plan should aso
discuss the state of the industry, explaining whether it is
new, growing, maturing, declining, etc.

3. What Distinguishes Y ou From Y our Competition?

After you have determined what competition is out there,
you should determine what strengths and weaknessesyour
business has in comparison. When answering this ques-
tion, you should beableto list the business advantagesyou
have over each of your competitors.

D. Managing Y our Business

1. Your Management Team

For a start-up business with little or no history, how to
sell your management teamiscritical. Intheabsenceof a
company track record, the skills and attributes of the en-
trepreneur may be the only known factor. Your resume
(and that of any other person playing amanagement or key
role in the business) should include al educational and
employment information and can be introduced by ashort
personal statement. Y ou must be honest and complete in
the information you provide, but write your personal ma-
terials with attention to demonstrating success in appli-
cable fields, leadership ability, or a proven track record
with other start-up operations. Y ou may not have started a
business before, but you may have worked in close asso-
ciation with another successful entrepreneur, or even
founded a volunteer organization.

2. Other Ownersor Investors

If there are other ownersor investors, identify them, the
amount of their investments, and the percentage of each
one’ sownership control. For acorporation, list the names
of directors and officers. Also, include information on
any employment contracts you have already executed and
break down labor costsby person and position. Y ou should
include aseparate stock option descriptionif you haveone
planned or in place.

E. The Present and the Future

Y our business plan should also includeinformation about
the present state of your businessand itsfuturegoals. You
should list the current needs of the business, cast in posi-
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tive terms. Identifying your needs helps you focus on
meeting those needs and lets lenders and investors know
that you havethought your business operation through. You
should also explain where your business expectsto bein
(2) fiveyearsand (2) ten years, using proj ections gleaned
during market research.

You may still be doubtful about the benefits of a busi-
ness plan for your own purposes, but a business plan is
also atool for use in obtaining financing, investors, and
even contractswith other businesses. After thereal estate
fiascoes of the late 1980s, banks and other lending insti-
tutions became much more cautious about business lend-
ing. Itisnot enough to fill out aloan form and expect to
ride on your personal and credit references. Y ou will also
be expected to present as comprehensive a business plan
asispossible. If you areapproachinginvestors, eventhose
closeto home, it is only reasonable for them to expect to
see your plansin writing. How else are they to evaluate
the merits of your proposal? And, should you be lucky
enough to have the possibility of asaleto alarge corpora-
tion, youwill need abusiness plan to instill confidencein
your ability to deliver as promised and to convince them
that you have given thought to the next severa years.

IV. FUNDING

A. Financial Plans— Determining Y our
Specific Business Needs

How much money do | need? More than you think.
Generaly, the government does not provide free money
to start-up businesses. Also, remember that lenders do
not provide 100% financing for business start-ups. Banks
will beinterested in the origins of initia start-up money;
in other words, you will not be ableto borrow on borrowed
equity. Itisessential that you demonstrateto your sources
of financing that you (and perhaps your family) have put
your own resources at risk.

B. Explanation and Practice Forms

Three basic financial statements should be included in
this section: cash flow, income statement, and balance
sheet. Y ou should also understand the role of a Statement
of Owner’ sEquity. Thesefinancial statementsshould pro-
vide, ascompletely aspossible, apicture of your business's
present and predicted financial condition. They should
discuss your expected date for reaching the break-even
point and profitability. Your financial statements should
make clear what the biggest expensesarelikely to be over
the next fiveyears. If you are making aloan application or
seeking investment, state exactly how much you seek and
in what form you want it.

In preparing these statements, rules of financial account-
ing should be used because these statements are being pre-
pared for outside sources. Be aware that different rules
and guidelinesapply tofinancia accounting than thosethat
apply to tax accounting. Five basic ruleswill help you pre-
pare or interpret financial statements:



« Be comparable and consistent: once you choose a
method, use only that method so that comparisonsin sub-
sequent years will be possible. If you change methods,
you must tell the user inthefinancial statement footnotes.

« Materidity: when afinancial statement is presented, the
statement must not be incorrect by amaterial amount.

» Conservativism: do not overstate assets or income.

« Full Disclosure: your financial statementsrepresent that
you aredisclosing everything that has happened tothebusi-
ness, in this company, etc. from the starting date of the
statementsthrough the ending date. Failureto discloseor
misstatement of material facts can have very serious civil
and criminal repercussions.

« Cost v. Benefit: do not do anything that costs more than
it benefits the company.

A comprehensivediscussion of thesekindsof statements
isimpossible in a booklet like this. Hopefully, the fol-
lowing overview will help you learn the basics of how to
use them to function as an entrepreneur.

1. Cash Flow

There is no magica formulathat will accurately gauge
your real start-up needs, but engaging in several month’s
to a year's worth of cash flow projections can help you
arrive at areasonable estimate. Cash flow is aterm that
refers to the measuring of the difference between the
movement of money in and out of your business over a
period of time. Cash flow does not equal sales or profits.
Crudely put, cash flow determines your ability to pay the
light bill at the end of each month. It will be an experi-
ence. The short introduction that follows should help you
start thinking in cash flow terms, but you will need to do
more homework than is possible here before you start
making big commitments.

During each month for which you can make projections,
you will begin with “starting cash” (or starting balance).
That isthe money you will have on hand. For the months
that follow, you will use the same number as the previous
month’ sending balance. “Cashin” includesal sources of
cash received this month, including cash sales and paid
receivables. Paid receivables are made up of previously
invoiced sales for which you actually get paid. When you
project paid receivables, you will need to estimate with as
much accuracy as possible the lag time between the sale
and its collection. “Cash in” also includes interest pay-
ments (probably not an issue for the struggling entrepre-
neur), which would aso be included, as well as “other”
sources of cash, such as bank loans, stock sales, or the
sale of a company asset (like equipment). A total of the
sources equalsthe “cash in” total.

Next, youwill needto estimate” cash out.” Money leaves
your business in essentially two ways, either as fixed or
variable expenses. Fixed expenses ariseregularly and are
not very flexible. They includerent, payroll, payroll taxes,

utilities, loan interest and principal repayment, and insur-
ance payments. Variable expenses change from month to
month, and frequently vary with seasona changes, sales
volume, or production. Supplies, advertising expenses,
legal expenses, consulting, and commissions are some
examples of variable expenses. Add fixed and variable
expenses together to cal culate the “ cash out.”

Adding “starting cash” and “cash in” together, then sub-
tracting “cash out” from that total equals*ending baance.”
The cash you have at the end of the month isthe cash you
have on hand for next month’ sprojection. 1t becomesyour
“starting cash” entry for the next statement. Great you
say, but | thought thiswasa* cash flow” projection. And so
itis. Toget your “cash flow,” which simply measuresthe
amount of net cash that flowed into your business that
month, subtract “cash out” from “cashin.”

By creating a cash flow projection, you will be able to
determine the amount of necessary capital to get started.
For your initial projections, use azero balance for “start-
ing cash,” and continue month-to-month projections until
your ending balanceis positive. Then, you look back over
the monthly statements and find the largest negative bal-
ance. Thelargest negative balance tells how much money
isneededto cover your expensesuntil the break-even point.
Thisamount iswhat you must haveto get started (provided,
of course, that you do not have any unforeseen expenses
and that your sales go as planned). If the largest negative
balance is plugged in as “starting cash,” your cash flow
numbers will remain the same. This is so because cash
flow ssimply measures what goes out and comesin during
any given month. What will changein those statementsis
that you will not have negative balances at the end of any
given month. Therefore, you can pay your bills and pay-
roll.

There is no magical
formula that will accurately
gauge your real start-up
needs, but engaging in
several month’s to a year’s
worth of cash flow
projections can help you
arrive at a reasonable
estimate.

Y our projections about your start-up needs are only as
good asyour estimates. Y our start up need estimates should
includeinitial start up expenses (money spent before you
openfor business) and working capital (what keepsthe door
open). Most entrepreneurs make the mistake of underes-



timating their needs, in part, because it is scary to throw
numbers about. Y ou might consider drawing up three cash
flow projections: best case, worst case, and somewherein
between. Then, at least you will have a better sense of the
possible scenarios. It will probably take longer than you
expect to start generating good sales numbers. It takes
timefor word to get out that you arein businessand longer
for peopleto start taking you seriously. Also, keepin mind
that you will be operating at the low end of the learning
curve for awhile. At first you will make mistakes and
some tasks will initialy feel very foreign. Rest assured
that these same tasks will eventually become second na-
ture to you.

Engaging in cash flow exercises can also encourageyou
to come up with creative waysto keep costsin control or
suggest aternate paths for entering your business. If the
prospect of meeting monthly lease payments for your re-
tail business seems unworkable, you could consider oper-
ating out of your home, leasing a space in an antique or
craft mall, selling at shows or special events, or purchas-
ing aseasonal kiosk at atraditional mall.

2. Balance Sheets

A balance sheet isapicture of abusiness sfinancial po-
sition at a specific point in time, much like a snapshot. It
consists of three major categories: assets, liabilities, and
owner’ sequity. Thebasic balance sheet formulais Assets
= Liability + Owner’s Equity.

Assets are things of value that you own and can measure
in dollar anounts. Assetsinclude cash, inventory, equip-
ment, land, prepaid insurance, prepaid rent, buildings, and
accounts receivable. Accounts receivable represents
money your business has earned but has not yet received.
Each of these is a separate line item in the assets section
of the balance sheet.

Liabilities are the amounts you owe someone else. For
example, your accounts payable represents money you
actually oweto creditors and suppliers. Owner’ s equity is
capital the owner has invested in the business and is dis-
cussed below.

A statement of owner’ s equity (O/E) isaseparate state-
ment that must be prepared prior to preparing the balance
sheet. A statement of owner’s equity is an analysis of
capital invested in the business. Basicaly it shows what
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the business has accumulated minus what it has used. To
prepare an O/E: (a) start with beginning capital, (b) add net
income (revenue — expenses = net income), (¢) add in-
vestment (Ex: interest earned), (d) subtract any dollar
amount the owner withdrew for personal use. The fina
number will be used as O/E on the balance sheet. For your
start-up business, this number may simply be the begin-
ning capital amount if no net income, investments, or with-
drawals exist. Remember that an owner’s investment in
the business is considered capital in the equation, not an
investment. See APPENDIX C for a balance sheet ex-
ample.

3. Income Statements

If balance sheetsarelike snapshotsfor aparticular point
in time, income statements are like videos of the whole
entireyear. Income statementsreport net salesminuscosts
and expenses.

Income statements are made up of two accounts: (1)
revenue and (2) expenses. Determining revenue depends
upon which accounting basis your business uses, accrual
or cash. Most businesses usethe accrual basis. Usingthe
accrual basis, revenue is not what your business has re-
ceived in cash, but what it has earned. Small businesses,
churchesand somenot for profit organizationsusethecash
basis, which recognizes revenue asit is paid — not when it
isearned.

Expenses are the amounts your business incurs to gen-
erate the revenue. Expensesinclude: rent, utilities, sala-
ries, advertising, tax expenses and depreciation, among
others. For an example of an income statement, see AP-
PENDIX C.

C. WhereDol Get It? (Securing Capital)

Think closeto home, likeyour own money, your Spouse’s
money, your parents money, and so on. Contrary to myth,
banks and venture capitalists are not the most common
sources of capital for start-up businesses. Institutional
sourcesof money regard start-up firmswith wariness. After
al, your businessisan unproven commodity. Evenif they
arewilling to extend credit or make an equity investment
in your business, they will want to see evidence of your
(or your family members') confidence; that is, your own
investment in the business. In addition, a business loan
and/or the participation of aventure capitalist carrieswith
it aheavy price, either intheform of highinterest ratesor
a significant ownership interest. Your small size makes
you less attractive to banks and venture capitalistsaswell,
because there are significant transaction costs associated
with striking adeal. Y our financing needs simply may not
be large enough to interest atraditional banker or venture
capitalist. Venture capitalistsarelooking for proven man-
agement skillsand big (i.e., millions of dollars) returnson
their investments over short periods of time.

If you are approaching a bank for aloan, be forewarned
that it islikely to be granted on your personal credit his-
tory or onthe strength of arelative sor friend’ scredit, not



on the strength of your business. Expect the bank to ex-
tract a personal guarantee of repayment and possibly re-
quire another person to guarantee repayment as well.

The United States Small Business Administration (SBA)
administersloan guarantee programsthroughout the United
States, but the availability of these funds to the beginning
entrepreneur isextremely limited. To find out more about
SBA programs, contact the agency’s Small Business An-
swer Desk at 1-800-U-ASK-SBA (1-800-827-5722) or
vidt their Web site at www.sha.gov.

The SBA guarantees loans to finance small businesses
for the long term and loans for short-term cyclical work-
ing capital needs. SBA guaranteed loansare granted for up
to 25 yearsfor rea estate, 10 years for equipment and 7
yearsfor working capital. Loans are granted based on the
borrower’s ability to repay the loan, the loan’'s purpose,
and the useful life of the assets financed. Financial insti-
tutiong/lendersusually request the guaranteefromthe SBA.

The SBA and lenders favor entrepreneurs with manage-
ment expertise and sufficient funds and cash flow to oper-
ate the business and pay back theloan. Adeguate equity or
investment in the businessand sufficient collateral, aswell
as the commitment to succeed, are also important. The
SBA and lenders approve loans based upon how well the
entrepreneur presents himself, his business, and itsfinan-
cial needs. Make sureyou preparethe essential well-writ-
ten and well-thought out busi ness plan to support your loan
application whether or not it will be SBA guaranteed.

Themost common sources of funding for entrepreneuria
start-up costs are those closest to home: personal re-
sources and those of family and friends. From one per-
spective it would be nice to use “ other peopl€’ s money,”
but relying on your own resources has its value. If your
idea seemstoo risky to stake your personal resources on,
then it probably needsto be reworked or even abandoned.
That does not mean that it makes sense to stake all the
resources you have on your idea, because even the most
carefully planned and executed business ventures some-
timesfall prey to circumstances beyond the control of the
entrepreneur.

Asyou seek start-up money, consider thefollowing per-
sonal sourcesand the advantagesthey offer. Persona sav-
ings, including retirement funds and profit-sharing plans,
arefrequent sources of start-up capital. Therearetax pen-
aties associated with using sheltered money, as well as
the sacrifice in security you make by using existing sav-
ings, but you may be more willing to risk losing them if
you are not near retirement. Keep in mind that if the busi-
nessfails, you may find yourself in search of employment
without the benefit of a savings cushion.

Y ou may also choose to finance your start-up costswith
personal borrowing. Wholelifeinsurance policies can be
borrowed against, and the interest rates are not horribly
onerous. If you default on the loan principal, it would be
deducted from the benefit paid to your survivorsupon your
death. Believe it or not, many entrepreneurs use credit

cardsasasource of start-up capital. However, theinterest
rates are usually very steep, and should you default, your
credit rating will be shot, making it doubly hard to get ad-
ditional financing.

Personal assets are funds that are aready in your pos-
session. For start-up businesses, lenders usually expect
you to provide 20% to 30% of your own financing. You
will haveto useyour persona assetsto providethat money.

1. Yoursdf

a Savings

If you have enough money saved to fund your new busi-
ness, you are in much better shape than most would-be
entrepreneurs. If you do not have that much money then
the rest of this section should help you explore other op-
tions available to you.

b. Borrowing

A personal loan, rather than abusiness|oan, isasource
of borrowed funds. Thiskind of borrowing isonly avail-
ableto entrepreneurswith significant collateral (stock, life
insurance, real estate, or savings accounts), and you may
beforced to repay part of the principal early if the value of
the pledged asset declines or if the bank has good reason
to doubt your continued ability to pay. However, personal
loans do makeit possible to use the muscle of your assets
without liquidating them. This advantage may be impor-
tant when the liquidation of a particular asset, like stocks,
resultsin heavy tax burdens to the entrepreneur.

If you are considering borrowing money, it will be im-
portant to know the difference between theterms* secured
debt” and “unsecured debt.” Secured debt refersto pledg-
ing specific collateral in exchange for the loan. The col-
lateral will belost if you do not fulfill your obligation to
pay theloan back. Unsecured debt simply meansthat your
obligation to repay isnot secured by any collateral. Credit
cards are a good example of unsecured debt. If you are
considering using credit cards to finance your new busi-
ness, keep in mind that credit cards carry ahigher interest
rate than conventional loans and may end up costing you a
lot more money in the long run.

i. Home equity loan

Second mortgages on your home are another frequently
used possibility, and theinterest rateswill usually belower
than those on acredit card. All or part of theinterest paid
may betax deductibleaswell. Many homeownershavesig-
nificant equity in their property, so the amount you can
borrow ispotentially large. Home equity isthedifference
inyour home' smarket value (what itisworth) and the prin-
cipal (what you still owe on your mortgage). However,
and this is a big however, defaulting on your mortgage
in the event that the business goes bust can result in
foreclosure and the forced sale of your home to satisfy
the outstanding debt. Second mortgages are heavily ad-
vertised and aggressively marketed, and the application



process may be shorter and easier than other |oan arrange-
ments, but do not make the mistake of thinking that banks
and other financial institutions do this for charity. Rates
on second mortgages are generally higher than first mort-
gages because of the greater risk for lenders. Also, re-
member that your homeis at risk if for some reason you
are unableto repay theloan. For more information about
home equity loans see www.bankrate.com/brm/rate/
loan_home.asp.

ii. Retirement plan

If you plan to continue working for your current em-
ployer while getting your new business off the ground,
borrowing against your retirement plan is also an option.
The person in charge of benefitsat your place of employ-
ment can help you arrange aloan. Likelifeinsurance bor-
rowing, borrowing from your retirement plan is borrow-
ing from and repaying yourself. Thetermsfor borrowing
from your retirement planinclude low interest ratesand a
repayment period of up to five years. The downside of a
retirement plan loan is that while you are using the funds
for your business, they will not be growing in your retire-
ment plan, which will decrease its growth rate.

Remember that you cannot borrow from a traditional
IRA. Borrowing fromyour traditional IRA isconsidered a
distribution and you will be responsible for paying taxes
on the amount that you “borrow.”

iii. Lifeinsurance

There are two ways that your life insurance could help
to fund your new business. First, you could use the “ sur-
render” or “cashvalue’ of your wholelifeinsurancepolicy.
However, to use the surrender or cash value you would
have to cancel your policy, and then, the insurance com-
pany would pay you the equity that you have built up through
payment of your premiums over the years. Although you
would then have the necessary money to start your new
business, you would also be without life insurance, which
could beavery bad thing. A second, more prudent, option
isto borrow against your lifeinsurance equity. Themoney
is yours so qualifying for a loan would be unnecessary.
Further, these loans offer low interest rates and very flex-
ible repayment plans.

iv. Stocksand bonds

Another way to borrow against your own money is by
“going on margin” or “margin agreement.” Rather than
selling your stocks or bonds and incurring taxes, and pos-
sible losses, you can use your stocks and bonds as collat-
eral for aloan from your brokerage firm. Aswith home
equity loans, you will not be ableto get the full amount of
their current value because of therisk, but they offer low
rates and flexible repayment plans. Y ou should know that
if the stocksfall in value, you could experience a“margin
call” and beforced to pay off all or part of theloan and see
your stocks sold to cover the debt.

Obviously, none of these optionsiswithout risk or cost,
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and you may not have access to them all. You must re-
member, no matter what kind of borrowing you might
choose, your cash flow projections have to take interest
payments into account. Moreover, the degree to which
your businessis“leveraged” can seriously affect your abil-
ity to respond to changesin thefuture. Thoseinterest and
principal payments are serious obligations, tied not only
to your business, but also to your personal creditworthi-
nessand security. Do not undertake them without due con-
sideration to the consequences that can follow.

... defaulting on your
mortgage in the event that
the business goes bust can
result in foreclosure and the
forced sale of your home to
satisfy the outstanding debt!

2. Others

a Family and friends

In addition to using the credit strength of a family or
friend to secure aloan from a bank, many entrepreneurs
rely on direct funding from relatives and friends. There
are real dangers associated with borrowing money from
and/or granting ownership interests to family and friends,
but thisapproach doesmakeit possibleto overcome some
of the risk aversion obstacles that you might face in get-
ting aloan from more traditional sources. Only you and
your family or friends can decideif you are willing to ac-
cept thebaggage that comeswith themix of loveand money,
but there are ways to minimize the risk of fallout should
the business or the rel ationship sour.

The most common problem with thiskind of funding is
the tendency for both parties to avoid defining the nature
of the transaction out of a misguided sense of delicate-
ness. Itisirresponsiblefrom both apersonal and business
standpoint not to spell out the nature of your obligations
ahead of time. Theterms of your agreement should be put
in writing by signing a “promissory note.” The promis-
sory note is alegally binding document that sets out the
terms of the loan including the loan balance, the interest
rate, the repayment schedule, and the rate of repayment.
Forms for promissory notes are available in stationary
storesand some personal finance computer programsal so
have them. The form should only be used as atemplate —
you should add the specific terms for your agreement by
filling in the blanks and otherwise modifying the docu-
ment to reflect the terms of your deal.

To illustrate some of the difficulties that can arise in
undocumented family funding situations, consider thefol-
lowing:



Suppose M ackenzie heeds money to finance her restau-
rant business idea and her parents are willing to see that
Mackenzie receives the money she needs. Although Mom
and Dad believe they are granting Mackenzie a loan,
Mackenzie treats their money as a capital investment in
the corporation. Mackenzie will be surprised when Mom
and Dad start asking for interest and principal payments
three months after the business opens. In fact, Mom and
Dad want their payments and they also want Mackenzie to
switch suppliers and change her menu.

If Mackenzie had taken the time to talk to her parents
about specifics before she took their money, she would
have al so discovered that Mom and Dad, who stick to bonds
and certificates of deposit as investments, are extremely
risk averse in spite of their desire to help their daughter.
As such, Mom and Dad have an emotional need to see at
least portions of their money returning to them on aregu-
lar basis. Mackenzie also might have discovered that al-
though her parents wanted to treat the money as a loan,
they expected child-parent roles to apply when making
businessdecisions. It doesnot matter to Mackenzie' spar-
ents that their own expectations about managing the busi-
nessareinconsistent withtraditional |oantransactions. Ul-
timately, Mackenzieisunhappy and her parentsare unhappy,
which strainstheir family relationship.

Although Mackenzie did not have successin her family
loan endeavor, with proper planning, securing funding from
family and friends can actually be beneficial to both par-
ties. The process of creating aloan agreement or a part-
nership agreement (as discussed in Section V(C)) and the
agreement itself areimportant. Negotiating with your fam-
ily or friends over using their money can reveal those situ-
aions in which no deal makes sense and for a deal that
does happen, creates a shared set of expectations that re-
ducesthe chancesfor disaster. If themoney isgivenasan
investment in the business, you need to decide ahead of
time the degree, if any, to which your family or friends
will beinvolved in management. If themoney isgivenasa
loan, you must agree when repayment isto begin, the rate
of interest (if any), the amount of the principal payments,
and the consequences that will follow if you fail to repay
ontime.

Remember that your acceptance of money and therole
your family or friends play in the business can affect the
way the law defines your business structure and can have
profound consequences for them. For example, if you
operate asole proprietorship, and your best friend invests
inthe business, she may have becomeyour general partner
and may beliablefor all the debts of the business. Form-
ing a partnership may be exactly what you both desired —
or not. Making these decisionswithout planning for them
may create unfortunate circumstances.

b. Commercial lenders

Toobtainacommercial loan, you should expect alengthy
application process. Businesses must provide collateral
to secure the loan, an asset that the bank can foreclose
upon to recover its losses in case of default, preferably

real estate or other assets that depreciate at best slowly
over time. Most start-up businesses do not have much that
can be used as collateral. As aresult, banks generally re-
quireyour personal guaranty and collateral from your per-
sonal assets, even if you form a separate entity to house
the business. Essentially, you will haveto securethe loan
with your home or other valuable property to get funding.
Again, keepinmindthat you can loseyour house and other
collateral if you default on the loan.

Therearetwo general typesof commercial loans—term
and seasona. A term loan is a fixed asset loan, meaning
that it is used to purchase fixed assets like real estate and
equipment. The assets purchased are then collateralized.
Usually the loan is an installment loan, which is paid
monthly. The second type, seasonal |oans, are used to sat-
isfy abusiness's need for working capital. Because most
businessesfacealag or delay between when they must pay
expenses (such aswhen purchasing inventory) and collect-
ing income (such as when selling the inventory), awork-
ing capital loan or line of credit is used to bridge the gap.
These loans allow the purchase of inventory, the payment
of rent, wagesand thelike. Many lendersrequired that all
company assets be pledged as collateral. A seasonal loan
generally allows small businesses to repeatedly draw and
pay down theloan over the course of theyear. Essentially,
the seasonal |oan workslike asecured credit card arrange-
ment.

c. Government loans

The SBA offersloans and |lease programs to encourage
banks and other financia institutions to lend money to
small businesses. The SBA does not maketheloansitself,
rather it guarantees a high percentage of the amount lent,
thereby encouraging banks to make loans that they might
not normally make. Seethe SBA Web site at www.sba.gov
or call 1-800-U-ASKSBA (1-800-827-5722). You can
also get information about the SBA office that is closest
to you.

d. SBA micro loan programs

The SBA Micro Loan Program providesfunding to non-
profit intermediaries who then make loans to entrepre-
neurs. The loans are typically small, ranging from under
$500 up to $25,000. For more information on the SBA
Micro Loan Program in Tennessee, see Appendix A for
contacts that can help you.

e. Special loans (women and minorities)

Some private |loan programs encourage business devel-
opment by minorities, women, and people with disabili-
ties. Also, the SBA offers special programs for women
and minorities. Theseprogramshelpto develop viableloan
gpplication packages. For approved |oan packages, the SBA
will guarantee up to 80% of loans up to $250,000. So-
cialy or economically disadvantaged individuals may also
benefit from some SBA licensed Specialized Small Busi-
ness Investment Companies.
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For information on minority business opportunities, see
www.sba.gov/M ED/medhot.html. Also see the U.S. De-
partment of Commerce Web site at www.mbda.gov, which
contains helpful information about minority business de-
velopment. A woman or minority businessowner may also
benefit from the Tennessee Valley Authority’s(TVA) long
history of support. Seethe TVA Web site for information
a www.tva.gov. Also, APPENDIX A includes contact in-
formation regarding loan financing and other helpful con-
tacts for women and minorities, including contact infor-
mation for minority businessesinterested in securing gov-
ernment contracts.

f. Investors
If you havefound potentia privateinvestors, you aregiv-
ing them a dlice of the pie. Under this scenario, you do
not have to repay their investment, but you will have to
share the profits with them, and, perhaps, allow them to
have input or even control over management decisions.
i. Active

An active investor is actively involved in the business ei-
ther in management or in day-to-day operations.

ii. Passive

Passive investors put up money, but do not take part in
running the business on a day-to-day basis.

V. CHOOSING A BUSINESS FORM

A. Introduction and Fundamental Considerations —
Limitation of Liability and Tax Conseguences

Whether you mean to or not, at some point you, and per-
hapsyour co-venturers, will elect aform of businessstruc-
ture. If the business begins without a designated form, it
will, by default, be either a sole proprietorship or a gen-
eral partnership, because to be a sole proprietorship or
partnership all you have to do is start operating as one.
Limited partnerships, limited liability partnerships, cor-
porations, and limited liability companies are among the
other forms of business types available to Tennessee en-
trepreneurs. Theelection of each of these businessforms
requires deliberate action, including making or causing to
be made afiling with the Secretary of Statein accordance
with Tennessee statutory law. Each businessformisorga-
nized and maintained differently. Therefore, beforeform-
ing a business, you should first determine which type of
business best serves the reasonable expectations of ev-
eryoneinvolved in the venture.

When choosing abusinessform, evaluatethe governance
structure, third-party liability, and tax consequences of
each option to determine which form best suits the goals
of thebusiness. Thelevel of personal liability to which a
businessventurer subjectshimself isanimportant consid-
eration when choosing a business form. Operating your
business through certain forms means you, and perhaps
your co-venturers, are personally liable on an unlimited
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basisfor all businessliabilities, while operating your busi-
ness through other forms shields any persona liability,
other than the loss of initial investment and liability for
personal acts.

Businesstax management isalso an important job for an
entrepreneur.  This booklet outlines the most basic types
of business taxes and points the entrepreneur in the right
direction for more specific tax advice. No entrepreneur
should go forward with a business venture without spe-
cific tax advice. Each business form has a different tax
structure and may betaxed by several different tax authori-
ties, potentially including foreign, federal, state, and local
governments. Specific taxes are discussed in Section VI
of this booklet.

The U.S. government levies an income tax on business
earnings. Business earnings are reported on abusiness's
federal income tax return (if applicable) and/or on the
owner’s personal tax return, and may be taxed at one or
both of theselevelsdepending upon the businessform you
choose to operate. Basically, the structure of your busi-
nessdeterminestheway your businessincomeisreported,
taxed, and paid. Inthisregard, itisimportant to remember
that laws and regulations change from year to year, and
whether one business form benefits you from a tax per-
spectivewill depend onyour personal tax bracket, whether
or not you can or wish to take advantage of preferences
for employee benefits, and other factors. Tax treatment is
one important factor, but do not alow it to be the only
factor you consider when choosing a structure for your
new business.

The next sections describe the tax and liability features
of variousforms of business available to entrepreneursin
Tennessee.

B. Sole Proprietorship

Only one person may own a sole proprietorship; thus,
sharesof stock arenot needed to represent ownership. All
transactions are actually conducted by the owner, directly
or through one or more agents, even though the business
may operate under a business name. Although only one
person runs a sol e proprietorship employees can be hired.

Special Report 2003



Sole proprietorships cannot exist for people who share
ownership (see Section V(C)). A sole proprietorship may
not be a desirable entity if the nature of your business ex-
poses you or your businessto significant actual or poten-
tial liabilitiesor if potential business|osses could exceed
the value of your personal assets. It is also important to
note that banks and professional investors favor the lim-
ited liability afforded by limited liability partnership, cor-
porate, or limited liability company status.

Sole proprietorships are easy to form and operate. You
simply obtain a business license and/or permit from the
county, city, and/or municipality where the business will
belocated and start operating. All control of the business
isin the hands of the owner.

Sole proprietorships are easy
to form and operate.

Whileit is easy to operate a sole proprietorship and all
business assets and profits belong to the sole proprietor,
remember that you are subject to all debts and legal li-
abilities of the business. Therefore, if the business owes
money and cannot pay, you must pay those debtswith your
ownassets. If you do not pay, creditors can proceed against
you and your personal assets.

Y ou and your business are one-in-the-same entity, so any
income must be reported as income on your personal in-
cometax return. No periodicfilingswith stock regulators
or the Secretary of Statearerequired. Therefore, the busi-
nessearningsof asole proprietorship aretaxed only once.
A business operated asasol e proprietorship doesnot have
to pay corporate income tax because the business is not
incorporated, and the business’' s net income is already re-
ported as ordinary income on the individual owner’s per-
sonal incometax return on Form 1040. No additional fed-
eral income tax returns need to be filed. However, the
income and loss of the business must be calculated and
reported on Schedule C of Form 1040 (or Schedule C-EZ
if the business has no employees or losses, and business
expenses do not exceed predetermined amounts). Addi-
tionally, if businessearnings are expected to exceed aspe-
cific amount, then quarterly estimated federal income tax
payments should be made. Quarterly federal income tax
paymentsarerequired to be madeby April 15th, June 15th,
September 15th, and January 15th for theimmediately pre-
ceding calendar quarter. The aggregate annual amount of
estimated taxes paid is based on your estimated income
tax liability for that year. Paying quarterly estimated tax
payments preventsyou from having to pay all your taxesin
one lump sum at the end of theyear. If you over-estimate,
you will receive arefund, and if you under-estimate, you
will beresponsible for paying the difference and any pen-
dtiesthat may apply. Y our estimated tax paymentsinclude
self-employment tax, which is discussed in Section V1.

C. Partnerships

1. Introduction and Basic Tax Information

Three types of partnerships are discussed in this book-
let: general partnerships, limited partnerships, and limited
liability partnerships. In Tennessee, a stand-alone statute
modeled after the Revised Uniform Partnership Act gov-
erns partnerships. Partnerships allow for flexible distri-
bution of ownership and income and for the addition of
new partners over time. Partnerships can be very useful
for entrepreneurs who lack sufficient capital or expertise
outside their own field or who are overwhelmed by the
workload because the different people who make up the
partnership can each bring capital, expertise, and extra
hands to the business venture.

Asall threetypesof partnershipsdiscussed in thisbook-
let have the same basic federal incometax structure, part-
nership tax is discussed in this section, followed by spe-
cific structural information regarding each type of part-
nership entity.

Regarding federal incometax, check-the-box provisions
alow the business income that an unincorporated entity
generates, whether or not distributed, to be subject to tax
at either the entity level or member level, depending upon
whether the entity elects to be taxed as a partnership or a
corporation. To make this election, the entity files IRS
Form 8832. General partnerships, limited partnerships,
and limited liability partnerships(and other unincorporated
entities) are subject to the IRS check-the-box provisions.

Like sole proprietorship income, partnership incomeis
treated as the personal income of the business owner. In-
comeand losses* pass-through” the partnership to the part-
ners. However, the partnership itself must file an infor-
mational incometax return with the Internal Revenue Ser-
vice using Form 1065. On Form 1065, the partnership
reports both its business earnings and how those earnings
areallocated to each partner using its Schedule K-1, acopy
of which is furnished to each partner for use in preparing
the partner’ spersonal federal incometax return. The part-
nership simply allocates the tax to the partners—it is not
responsible for paying the income tax itself. The
partnership’s business earnings are taxed only once for
federal income tax purposes, at the partner level. Each
partner’ s personal federal incometax return will show the
partner’ s share of the businessincome and his share of the
businesslosses. Accordingly, each partner isresponsible
for the associated taxes on that partner’s allocated share
of the partnership’s income (whether or not the partner-
ship actually distributes or pays this income to the part-
ner). Individual partnersmay elect to remit quarterly esti-
mated tax payments, as discussed above.

In addition, Tennessee imposes a 6% tax on business
earnings that are subject to the Tennessee Franchise and
Excise (F&E) Tax Law. The tax is equa to twenty-five
cents ($.25) per one hundred dollars ($100.00) of either a
business's net worth or the actual value of the property
owned or used by a business, whichever is greater. Lim-



ited partnerships and limited liability partnerships gener-
aly are subject to the F& E tax. If your chosen business
entity is subject to the F& E tax, then your businessisre-
quired to file an annua F&E tax return with the State of
Tennessee. For more information on the F& E tax in Ten-
nessee Vvisit www.state.tn.us/revenue/taxguides/
f& eguide.pdf.

2. Genera Partnership

General partnerships have two or more owners, each of
whom bears personal responsibility for all the operations
and liahilities of the business and shares equally in both
profitsand losses, unless otherwise agreed. Each partner,
as an agent of the partnership, has the power to bind the
partnership. A general partnershipis created by an agree-
ment among the co-ownerscalled apartnership agreement.
While a partnership agreement can be ord, it is strongly
recommended that a written agreement be used to set out
al thetermsof the partnership. Theuse of awritten agree-
ment is beneficial because it will help to avoid later con-
fusion and inter-partner disputes, and becauseit iseasy to
create a partnership inadvertently — even when a partner-
ship is hot what you or your “partner” had in mind. Your
partnership agreement should, at a minimum, address the
following: the expectations of the partners asto the goals
and nature of the business; the contributions of each part-
ner (cash, labor, experience, sales leads, loans, etc.) and
the valuation of those contributions; the responsibilities
of each partner; the authority to sign documents on behal f
of the partnership; compensation; record keeping; disso-
lution; recruitment of additional partners; and amendment
of the partnership agreement. Operating under a partner-
ship agreement is the best way to devel op shared expecta-
tions, uncover potential problems, and set up the mecha-
nisms by which disputes will be resolved. Although the
advice or participation of an attorney is not required to
produce a valid partnership, such advice or participation
can be very helpful and is recommended.

Thepersonal liability of each partner for the obligations
of the partnership isthe same asthat of the sole proprietor
for the obligations of his or her sole proprietorship — un-
limited. Asamember of a partnership, however, your ac-
tions taken in the business, as well as those of your
partner(s), can legally bind the partnership and, therefore,
you. Each partner isresponsiblefor the acts of other part-
nerswho act in the name of the business. Each partner is
also personally liable for al debts and other obligations
of the business.

3. Limited Partnership

A limited partnership allows general partners to raise
needed capital by granting ownership interests to inves-
tors in exchange for money, property, or other assets
through alimited partnership agreement. All businessco-
owners share equally in al profits and losses of the busi-
ness, unless otherwise agreed. A limited partnership must
be comprised of at least one managing business co-owner
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(agenera partner) and one passive business co-owner (a
limited partner). There can be more of either type of part-
ner, but there must be at least one of each.

The general partner is a managing co-owner who is an
agent of and hasthe power to bind the limited partnership,
whilelimited partnersare passiveinvestor co-ownerswho
generally do not have management or agency power or au-
thority. General partnersretain control over business op-
erations and have unlimited liability to third partiesfor al
business obligations, as in a genera partnership. Con-
versely, limited partners enjoy limited liability. Gener-
aly, themost that isat risk for each limited partner istheir
capital investment inthebusiness. When alimited partner
participates in the control of the business, however, the
limited partner may betreated asageneral partner for per-
sonal liability purposes, making that limited partner per-
sonally liablefor al partnership obligations. Inaddition, a
limited partner who participatesin the control of the busi-
nessis personally liableto anyone who transacts business
with the partnership and reasonably believes (based on the
limited partner’ s conduct) that thelimited partner isagen-
era partner.

In Tennessee, a stand-alone statute based on the Uni-
form Limited Partnership Act governslimited partnerships.
Limited partnerships must register with the Tennessee
Department of Commerce, and acertificate of limited part-
nership must befiled with the Tennessee Secretary of State.
If you are considering formation of alimited partnership,
you should consult an attorney. There are many rules and
restrictions that apply to the formation, maintenance, and
operation of abusiness asalimited partnership. Ignoring
or breaking those rules and regul ations can subject you to
civil or, in some cases, criminal liability.

4. Limited Liability Partnership

A limited liability partnership (LLP) is created through
a partnership agreement between co-owners and a filing
with the Secretary of State. All co-owners share equally
in both profits and losses of the business, unless other-
wise agreed. Each limited liability partnership co-owner
(partner), as an agent of the partnership, has the power to
bind the business entity. However, the entity solely as-
sumes all business obligations, thus limiting the liability
of al co-owners. While co-ownersriskslosing their capi-
tal investmentsin the business, the LL P protectsany money
or other assets they have not invested in the business.

Generally, the LLP provisionsarefound inthe same stat-
ute asthe general partnership provisions, Tennessee Code
Annotated Title 61, and the laws of partnerships govern
LLPs. However, three main exceptionsexist: (a) distribu-
tions are limited to circumstances in which the entity is
not insolvent, Tenn. Code Ann. § 61-2-607 (2001); (b) fil-
ing and related fees are required during formation and
maintenance, Tenn. Code Ann. § 61-1-1001 (2001); and
(c) as discussed above, partners are not personally liable
for the obligations of the partnership.



D. Corporation

Corporate status suggests success and legitimacy to
some outsiders. The truth is that incorporating can be a
mechanical, relatively inexpensive process, and the fact
of incorporation does not mean that the businessis more
legitimate or likely to succeed.

Ownership interestsin corporations are represented by
shares of stock (which, most commonly, are evidenced by
stock certificates). Therefore, the owners of a corpora-
tion are its stockholders or, in Tennessee, shareholders.
The shareholders meet periodically to elect aboard of di-
rectorsand make decisionsregarding other major matters.
Theboard of directorsoverseesthe business affairs of the
corporation and meets from time to time to plan and ap-
prove corporate actions. The directors generally meet as
aboard under theleadership of achairman. Theboard also
sel ects corporate officers, who are management agentsfor
the corporation. The statute that governs Tennessee cor-
porations mandates certain officer positions. In a small
business, one person could be the sole sharehol der, chair-
man of the board of directors, and president of the corpo-
ration simultaneoudly. In Tennessee, you need only one
other human in order to run acorporation, acorporate sec-
retary, whose responsibilities include keeping minutes at
meetings, maintaining records, and signing stock certifi-
cates with the President. Despite the title, the corporate
secretary isnot the samething asaclerical secretary —the
corporate secretary does not need (and typically does not
have) any clerical skillsat all.

Corporate organization can create flexibility in obtain-
ing capital for both operational start-up and growth. Al-
most any combination of debt and equity financing isle-
gally possible and, for businesses with employees, stock
incentives can substitute for money to reward or encour-
age productivity. Prospective investors are attracted to
the corporate form because it provides them with owner-
ship, indirect (but fundamental) control over the business,
and limited persond liability. If youincorporate, remem-
ber that your corporation must comply with meeting, re-
cording, filing, and other requirements, rules, and regula-
tions that govern corporations. In certain cases, afailure
to comply with legal requirements may lead to a dissolu-
tion of the corporation and aloss of limited liability sta-
tus. Compliance may requirethe assistance of an attorney
asthere are many requirements. The corporate shield is
a great thing, but make sure you are actually carrying
it.

A businessincorporatesby filing its charter (sometimes
referred to in Tennessee as articles of incorporation) with
the Tennessee Secretary of State. In order to incorporate
a business in Tennessee, you should first select a name
and check its availability with the Secretary of State's Of-
fice (seethe “Business Name” section above). Next, you
will have an organizational meeting at which the charter is
ratified, bylaws are adopted, directorsand officersare se-
lected, the corporate seal is approved, and stock is ini-
tialy issued. The corporate records should also be set up
at thistime. These records should include copies of all

filings with the state (including the charter), permits, by-
laws, minutes, IRS election forms, stock certificatesand a
list of stockholders, directors, and officers.

As incorporation generally is an unfamiliar and time-
consuming process, consultation with an attorney is rec-
ommended if you choose a corporation as your business
entity. Choices you make regarding the charter, bylaws,
board of directors, and the authorization and issuance of
stock havelong-termimplicationsfor the structure of your
business.

A corporation shieldsits shareholdersfrom personal li-
ability for the obligations of the corporation. Sharehold-
ersdo not risk personal money or assets beyond what they
have invested in the businesses. Only the corporation is
responsiblefor itsdebts, liabilities, and other obligations.

... Incorporating can be a
mechanical, relatively
inexpensive process, and
the fact of incorporation
does not mean that the
business is more legitimate
or likely to succeed.

Inthisway, the corporate shield protectsthe sharehol ders.
However, when acting in an official capacity asan agent of
the corporation (e.g., by signing checks or executing docu-
ments) remember what hat you are wearing. Y ou should
take painsto identify yourself at al times as an agent act-
ing on behalf of the corporation. Otherwise, you may find
that you haveincurred apersonal —not corporate —obliga-
tion. Again, you cannot use the corporate shield if you
are not carrying it.

Assume Jack and Jill decideto start acoffee house called
Jittery Joes, Inc. They each receive a 50% interest — or
100 sharesof stock —intheir new corporation, in exchange
for $10,000 that each investsin the corporation. In addi-
tion, they arrange for the corporation to borrow $50,000
fromthe bank. Two months after they open shop, aworld-
wide coffee blight destroysevery plant and they aredriven
out of business. Under those circumstances, the bank will
only be ableto proceed against the corporation and its as-
sets. Jack and Jill will lose their collective $20,000 in-
vestment, but Jack’s persona bank account and Jill’s an-
tique jewelry collection would be safe. Keep in mind,
however, that this “corporate shield” can be pierced (for
example, in cases of fraud or failure to properly form,
maintain, and administer the corporation), and it does not
protect individuals who provide persona guarantees for
corporate loans.



Since most banks and other mgjor financia institutions
grant small businesses loans only with personal guaran-
tees from business owners or others with significant fi-
nancial assets, the corporate shield will be of little help to
protect entrepreneurs from this sort of liability. Itisuse-
ful, however, in shielding them from claims of suppliers
and customers, who generally do not obtain personal guar-
antees. Furthermore, the corporate shield is very useful
in insulating the shareholder from liability for torts (like
personal injury) that the business—but not the sharehol der
— has caused. The limited liability of a business owner
does not insul ate the business owner for her own tortious
acts.

There are important distinctions. The corporate shield
protects shareholdersfrom liabilitiesand other obligations
of the corporation for which the shareholders are not oth-
erwise responsiblein their individual personal capacities.
Shareholders that personally guarantee debt or indepen-
dently commit a tortious act (running down a pedestrian
whiledriving acorporate vehicle, for instance) are respon-
sible for those individual actions and will remain subject
to personal liability. Adequateinsurancefor both the cor-
poration and the sharehol ders should always be maintained.

1. Taxation of a C Corporation

For federal incometax purposes, most corporationsare
called C Corporations, (referring to the subchapter of the
Internal Revenue Codethat applies). A C Corporation may
have more than one class of stock and different kinds of
shareholders (unlike an S Corporation, discussed in the
next section). C corporations are subject to double taxa-
tion, but wages and other compensation, aswell asthe cost
of health insurance, dependent care assistance, and some
termlifeinsurance, aredeductible. In Tennessee, any busi-
nessorganized as a corporation isgenerally subject to the
Tennessee F& E tax.

A corporation is considered a separate legal entity and,
assuch, filesitsown federal incometax return, Form 1120,
to report business income and pay federal income tax on
business earnings. After the corporation paysincome tax
onits earnings, the sharehol ders and employees must pay
tax ontheir dividendsand wages. Wagesare, of course, an
expense to the corporation, and frequently are deductible
for federal incometax purposes. Thel RSeffectively taxes
some or al of the corporation’s earningstwice: (a) at the
corporate level and (b) at the shareholder level. This tax
structure is referred to as double taxation. One way that
small corporations can minimizethe effects of doubletaxa-
tion when transferring funds from the operations to em-
ployee/lowner is by paying these funds as wages or com-
pensation, rather than as dividends. This may lower cor-
poratetaxableincome and, thus, corporateincometax due.
Thefunds are taxed only at the individual — not the corpo-
rate—level. There arelimitsto this practice, and the ad-
vice of atax professional can beindispensablein structur-
ing the corporation to minimize the total federal income
tax paid. Tax brackets for corporations differ from indi-
vidual tax brackets. The IRS Web site, www.irs.gov, pro-
vides further information on this subject.
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If you do incorporate, you will have to make adecision
regarding what sort of corporation youwill befor IRSpur-
poses. You heed not be a C Corporation. Itispossibleto
be an S Corporation and avoid double taxation while still
enjoying the limited liability that incorporation provides.

2. Taxation of an S Corporation

Federal incometax laws alow for the S Corporation to
encourage small business development. The S Corpora-
tionisnamed for itsdecision to betaxed under subchapter
S (rather than subchapter C) of the Internal Revenue Code.
The S Corporation passes its income, losses, deductions
and creditsto its shareholders for inclusion on their per-
sonal returns. A corporation can thus be taxed as a part-
nership — on a “pass-through” basis — and is taxed at the
individual rate instead of the corporate rate. Therefore,
shareholders benefit during the early years of a business,
whenlossesarelikely, and earnings avoid double taxation.
To be eligible for S Corporation treatment, the corpora-
tion must: (a) be a domestic corporation with only one
class of stock, (b) have no more than 75 shareholders, (¢)
have only citizens or legal residents of the U.S. as share-
holders, and (d) gain the agreement of all its shareholders.
For most start-ups, S Corporation statusis most desirable
if the corporate formischosen. However, the S Corpora-
tion limitations on the number and kind of shareholders
and classes of stock may be unachievable with certain in-
vestor bases and is likely to reduce venture capitalist in-
terest.

The corporation files Form 2553 with the Internal Rev-
enue Service to elect sub-chapter S status. Althoughan S
Corporation does not pay incometax, itisrequired tofile
its own informational tax return, Form 1120S. Each S
Corporation shareholder pays tax on his share of the
corporation’ sbusi nessearningsand reportsthose business
earnings on hisindividual incometax return.

E. Limited Liability Company

A limited liability company (LLC), like an LLP, blends
the limited liability of the corporation with the tax ben-
efits of apartnership. It maintainsits statusasalegal en-
tity separate from its owners, yet can choose to be taxed
asapartnership. AnLLCisowned by itsmembers, andis
governed either directly by them or by an elected board
(much like a corporate board of directors). AnLLC can
be structured to function like a partnership or like a cor-
poration, depending upon which is more beneficial. The
operating agreement between the co-owners will outline
thestructureof theLL C. Member-managed LL Csaremost
appropriate for start-up businesses in which only a few
people, al active in the business, hold ownership inter-
ests. The statute allows membersto switch from member
management to “governor” or “manager” management as
the business grows. LLCs aso can convert to corpora-
tionsif free accessto capital markets becomesimportant.

Because of their flexibility, LL Cs have significant ben-
efits for many entrepreneurs over S Corporations. There
are no statutory restrictions on the number or nature of an



LLC's shareholders, and LLCs may have more than one
class of membership interests (similar to a C Corpora-
tion, which may have more than one class of stock).

To createan LLC, you must file articles of organization
with the Tennessee Secretary of State. Visit the Secretary
of State’'s Web site, www.state.tn.us.sos, for more infor-
mation on meeting specific filing requirements.

An LLC can be structured
to function like a partnership
or like a corporation,
depending upon which is
more beneficial.

An LLC provides its owners the protection of limited
liability, just like acorporation. Although each co-owner
has the power to bind the LLC as one of its agentsin a
member-managed LLC, the entity’ sobligations are solely
itsown. Therefore, LLC co-owners, like corporate share-
holders, enjoy limited liability, thus protecting personal
money and assets not invested in the business. An LLC
co-owner risks only his capital investment.

Thebusinessincomean LL C generates, whether distrib-
uted or not, is subject to federal income tax at either the
LLC or member level, depending upon whether the LLC
elects to be taxed as a partnership or a corporation. To
make this election, the LLC files IRS Form 8832. If the
LLC electsto betaxed asapartnership, itsfederal income
tax is reportable and payable by the business co-owners
just like a partnership. The LLC files an informational
return (Form 1065) and issues Schedule K-1 to its mem-

bers, who each report the income or loss and pay appli-
cabletaxes. Alternatively, the LLC may chooseto betaxed
as a corporation, in which case both the business and its
members will pay applicable tax on businessincome. An
LLC is generally subject to the Tennessee F& E tax, but
some exceptions do exist.

VI. REGULATIONS

A. Business Licenses

Depending upon the nature of your business and its lo-
cation, it may be required to have various types of state
and/or municipal licenses, certificate and/or permits. As
different licenses are administered by various agencies, it
isbest to check with the County Court Clerk in the county
in which your business is located and with the Miscella
neous Tax Division of the Tennessee Department of Rev-
enue. Contact information can be found in Appendix A.

B. Business Insurance

Any prudent business owner must carry businessinsur-
anceto protect her business against fire, theft, flood, and
other losses. Many types of insurance exist including:
property insurance, liability, business interruption insur-
ance, worker’ scompensation, group health, life, disability
income, “keyman” insurance, and others. The most com-
mon insurance mistake is not carrying enough liability
coverage. It isunwiseto believe that ajudgment will not
hurt you because your business has little revenue or as-
sets. At a minimum, you will need property insurance,
liahility insurance (including motor vehicle insurance on
all business vehicles), and if you have more than five em-
ployees, worker’s compensation insurance. If you have a
business |oan, your banker also may require “keyman” in-
surance, which protects key individuals in the business.
“Keyman” insurance helps the lender insure that the bank
will get its money back if something happens to the key

F. Business Entity Comparison Chart

TYPE OF BUSINESS ENTITY

LIMITED LIABILITY OF OWNERS?

TAX CONSEQUENCES

Sole Proprietorship No Single Tax
General Partnership No Single Tax*
Limited Partnership No Genera Partnership Single Tax*
Yes Limited Partner
Limited Liability Partnership Yes Single Tax*
Corporation Yes Potential for Double Tax
(unless S-Corp, generdly)
Limited Liability Company Yes Single Tax*

* Unless otherwise elected



individual responsible for making the business generate a
profit.

It may also be agood idea to secure business interrup-
tioninsurance. Inthe event your businessisthe victim of
fire, flood, or other specified catastrophes, business in-
terruption insurance will provide money to compensate
for the period your business does not operate.

Also, be aware that if your business provides products
for public use, you should carry products liability insur-
ance. Productsliability insuranceindemnifiesclaimsfrom
third partieswho claim your product injured them. It also
provides defense benefits.

C. Federal Employer & Employee
Identification Numbers

In most instances, a business must file IRS Form SS-4
to obtain aFederal Employer Identification Number (EIN).
Obtaining an EIN alowsyour new businessto comply with
federal income tax regulations, aswell aswith Social Se-
curity and Unemployment Insuranceregulations. Form SS-
4 can be obtained from the IRS Web site at www.irs.gov/
smallbiz/newbusiness/pdf/editabless4.pdf. You may also
contact the IRS by telephone at 1-800-829-1040 or by
locating alocal IRS number in your telephone book.

If you hire employees, you must also obtain a Federal
Employee I dentification Number. Y ou should contact the
IRS at the above number for information concerning the
required forms and documents.

D. State Tax Registration Number

The State of Tennessee requires that most businesses
apply for a State Tax Registration Number (SUTA). The
SUTA is different from the Federal Identification Num-
bersdiscussed above. A separate application must befiled
withthe Tennessee Department of Revenueto register your
business with the state for the state taxes that it must pay.
The Tennessee Department of Revenue is a helpful place
to seek information pertaining to state businesstaxes. See
APPENDIX A for contact information.

E. Federal Self-Employment Tax

Sofarinyour career asan employee, your employer has
withheld aportion of your incometax from each paycheck.
As abusiness owner, you are responsible for paying self-
employment tax. The good news is that you can deduct
50% of the self-employment tax you pay on your personal
tax return. 'Y ou should calculate and report your self-em-
ployment tax on Schedule SE of Form 1040. If you ex-
pect your estimated annual tax on self-employment income
to be less than $1,000.00, you are not responsible for
making estimated payments. Also, as a business owner,
you are not responsible for FICA tax — self-employment
tax replacesit.
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F.  Sdesand UseTax

The State Department of Revenue requires the taxation
of sales, use of tangible personal property, and certain ser-
vices. After you filethe Application for Registration dis-
cussed above, the State will issue you a State Tax Number
to usewhen filing al state taxes. If your businessis sub-
ject to this tax, the business must collect and then remit
thetax to the State of Tennessee. The Statewill then remit
the local or county portion of the tax to the appropriate
local or county agent. If you are exempted under any of
the numerous exemptions to the Sales and Use Tax, you
should maintain file copies of the appropriate documenta-
tion such as resale or tax-exempt certificate of the pur-
chaser in your files. See the Tennessee Department of
Revenue’'s Web site for more information at
www.state.tn.us/revenue/taxguides/sal esuse2001.pdf.

G. Miscellaneous Taxes

Y our businesswill also be subject to variouslocal taxes.
Information on these particular taxes can be gained from
your local Tax Assessor’s Office.

H. Employee Considerations

If you hire even one employee, state and federal guide-
lines apply that you must follow. Y ou should be familiar
with the Fair Labor Standards Act (FLSA), which estab-
lishes guidelines for minimum wage, overtime pay, child
labor standards and record keeping. The FLSA guidelines
apply to employers of both full and part-time employees.
Visit the Department of Labor’s Web site at www.dol.gov/
elaws/flsa.htm to learn more. For more information re-
garding FL SA and the State of Tennessee, contact the Ten-
nessee Department of Labor and Workforce Devel opment,
Division of Labor Standards. See Appendix A for contact
information.

Y ou should also be familiar with Title VII of the Civil
Rights Act of 1964 and the Tennessee Human Rights Act,
which are the federal and state anti-discrimination laws
that apply to employers. Y ou should aso be aware of the
Occupational Safety and Health Act (OSHA), and the Ten-
nessee Occupational Safety and Health Act (TOSHA),
which require employers to provide safe workplaces for
employees. Visit thefollowing Web sitesfor moreinfor-
mation: OSHA, at www.osha.gov, and TOSHA, at
www.state.tn.us/labor-wfd/tosha.html. Also, the National
Labor Relations Act (NLRA) regulates labor practices by
defining the rights of employees and employers. Itisen-
forced by the National Labor Relations Board (NLRB).
Asit would be impossible to explain all of these acts as
they apply to your specific business in this booklet, see
Appendix A for contact information. Most of them have
user friendly Web sites or free explanatory publications
available by mail.

1. Federal Withholding and SS|

As an employer, you must see to it that your business
fulfillsitsresponsibility to withhold incometax fromyour
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employee’ spaycheck. Thiswithholdingisbased upon each
employee’ sfiling status, the number of dependentshe has,
and the amount of wages or salary the employee is due.
Federal law also requiresthat your businesswithhold each
employee’ s share of Social Security tax and Medicare tax
(Federal Insurance Contributions Act, FICA). Your busi-
ness must also pay the employer’ s share of the FICA tax.
The Internal Revenue Service's Web site, available at
www.irs.gov/smdlbiz/index.htm, explainsfederd withhold-
ing and SSI in detail.

2. Federal and State Unemployment Taxes

Y our businessis also responsible for paying the federal
unemployment tax (FUTA) on your employees. A sole
proprietor or a partnership is not responsible for paying
FUTA on the compensation of the sole proprietorship or
the partners. If your businessissubject to FUTA payment,
use Form 940 or 940 EZ for calculation and payment of
thetax.

The State of Tennessee a so imposes a state unemploy-
ment tax (SUTA). Your business must register with the
Tennessee Department of Labor to register for thistax if
it utilizes employees.

VII. PROTECTING YOUR INVESTMENT -
A PRIMER ON INTELLECTUAL PROPERTY

Patents, copyrights, trade secrets, and trademarks are
some of the most important forms of intellectual prop-
erty, and the protections and pitfalls each presents to en-
trepreneurs are very different. Intellectual property laws
recognize intangible rightsin the expl oitation of tangible
thingslike new machinesor industrial processes, software
programs, secret recipes, business names or plays. Un-
derstanding intellectual property provisions enables you
to protect yourself from exposure to lawsuits by other
business owners and your own intellectual property from
unauthorized use by others.

The short explanationsthat follow outlinethe basic types
of intellectual property rights recognized in the United
States and highlight their competitive advantages and dis-
advantages.

Transactions THe TENNEsSEE JOURNAL oF BusiNEss Law

A. Trademarks

As soon as you start thinking of a name, logo, or pack-
age design for your business, you have entered the trade-
mark zone. Trademarks are symbolsused to represent the
commercial reputation of a product or service. For ex-
ample, a trademark may be a logo, word, name, initias,
dogan, drawing, likeness of a person (dead or alive, real
or fictitious), literary character, music, package design, or
architectural feature. Trademarks used by service busi-
nesses are called “ service marks’ but we will use “trade-
marks’ or “marks’ to refer to both types of marksto keep
it simple.

As a business owner, understanding trademark protec-
tion will beimportant to you intwo ways. First, you must
be careful not to infringe upon the trademark protection
enjoyed by other business owners. Using a mark that is
aready being used by someone else, or using a mark that
isso closein appearanceto someone else’ smark that con-
sumers will be confused by the similarity, constitutes in-
fringement. Second, you can protect your own designs
and logosthrough trademark registration on afederal and/
or statelevel. Trademark registration protectsagainst other
businessowners' useof your distinctive mark or aconfus-
ingly similar mark for their own profit. In sum, trade-
marks have important commercia significance and both
offensiveand defensiveimplicationsfor the entrepreneur.
Understanding trademark protection will help you gainthe
greatest protection possible for your new business iden-
tity and avoid being sued by another trademark holder.

1. Trademark Search

Before you select your mark, you should conduct a
trademark search at both the state and federal levelsto be
sure that your mark will not infringe on an existing mark.
To establish your businessidentity with aminimum of risk,
do not select a name, design, or logo for your business,
service, or product that isidentical or closely similar to
onealready being used by acompetitor. Basically, youare
infringing on another business owner’s rights when you
use, for example, a design or logo that “belongs’ to that
business owner. Ignorance or independent creation of a
confusingly similar mark will not protect you! Trademark
ownersdo not haveto prove you stole their work to claim
infringement. Trademark owners only have to prove that
you are using aconfusing mark, which constitutesinfringe-
ment.

If you choose to develop your businessidentity without
proper research, you could end up owing another business
owner money damages and profits, being forced to recall
products produced under the infringing mark, compelled
to destroy packaging and advertising materias, and having
to cease using what you thought was your own mark.

Before you commission a professional to complete a
trademark search, you can take inexpensive steps to nar-
row your choicesor eliminateideas. Twolibrariesin Ten-
nessee have deposits of the U.S. Patent and Trademark
Officedirectories. Using these material stakes someprac-
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tice, but with the librarian’ s assistance, you can find your
way around them. Thelibrariesare the Shelby County and
Memphis Public Library ((901) 415-2734), and the
Stevenson ScienceLibrary at Vanderbilt University ((615)
322-2775). Remember, however, that these directories
list only those marks federally registered with the U.S.
Patent and Trademark Office, not unregistered marks or
state-registered marks. Since use of amark is enough to
create trademark rights, other business owners who are
using unregistered or state registered marks have trade-
mark rights that you must respect.

Instead of searching directories yourself, you may pre-
fer to commission a search by a firm that specializesin
investigating the availability of trademarks. Aninvestiga-
tion firm should report both conflicting registered marks
and potential problems with unregistered or state-regis-
tered marks. Y ou should employ an attorney to interpret
theresults. If your attorney advises you that your mark is
availablefor use, then you should register the mark feder-
aly with the U.S. Patent and Trademark Office and/or at
thestatelevel. Trademark registration is discussed below.

2. Trademark Reqgistration

Although trademark rights spring from use and not reg-
istration, registering atrademark at thefedera or statelevel
can help prove that you have the right to use the mark and
puts others on notice, which means that others are aware
that the mark isyours, not theirs, to use. Y our registered
mark will be available to others conducting trademark
searches (discussed above). Essentially, registration pre-
vents others from infringing on your rights.

Remember that your ability to use a mark depends on
whether anyone el se can successfully claim that they have
wider use of the mark or have been using the mark for a
longer period of time. Basically, your right to use amark
isdetermined in comparison to the rights of acompetitor.
Duetothe“useit or loseit” nature of trademarks, regis-
tration a one does not protect you. Y ou must use the mark
to claim ownership!

a. Federal reqgistration

Y ou can register your trademark at both the federal and
statelevels. Federal registration can be atorturously long
process, and unlike Tennessee trademark registration dis-
cussed below, it is not a do-it-yourself proposition. The
United States Patent and Trademark Office has compli-
cated filing requirements and required application forms
and procedures. Asstated above, trademark registrationis
not availableto marksthat are confusingly similar to apre-
viously registered mark. Other reasons trademark regis-
tration would not be avail ableinclude marksin theform of
words or symbolsthat do not identify the source of goods
or services and marks that disparage or falsely connect
with people, institutions, beliefs, or national symbols.
Marksthat imitate or consist of the U.S. flag or other na-
tional insignia, theflag or insignia of a state, municipality,
or other country are also not available to be registered.

27

Some marks may not be registered unless a secondary
meaning is shown. For example, without showing a sec-
ondary meaning, if your mark isasurname, name, portrait,
or signature of alive or dead person who has not granted
permission for use, thenyou areout of luck. Thesameis
truefor amark that only describesthe goods or servicesit
names, for example, “Housekeeping Services’ or “Ham-
burgers.” Conversely, a mark that is deceptively misde-
scriptive also cannot be registered without showing a sec-
ondary meaning. Finally, a mark that basically describes
or misdescribesageographic areaal sowill not be accepted
for federal trademark registration unlessasecondary mean-
ing can be shown.

Federal registration offers the broadest protection that
you can get for your trademark. Owners of federally reg-
istered trademarks haveimmediate accessto federal courts,
in addition to state courts, and both courts may issue in-
junctionsto stop infringers. Federal registration also puts
your mark inthe sights of other searchers, who must avoid
using your mark. Even if you cannot afford to register
your mark during the start-up process, you should register
it at the federal level as soon as feasibly possible. If you
are not yet ready to open your business but want to secure
your mark, theU.S. Trademark Officealowsyoutofilean
“intent to use” registration. Contact the U.S. Trademark
Office for more information. Appendix A lists contact
information.

b. Stateregistration

If your business will be limited to the State of Tennes-
see, you may prefer to register only in Tennessee. State
registration is afaster and less expensive alternative than
federal registration. In Tennessee, you can check on the
availability of abusiness name by calling the Secretary of
State’'s Trademark Office ((615) 741-0531) or using the
searchengineat www.state.tn.us/sos. UnliketheU.S. Trade-
mark Office, you cannot filean “intent to use” registration
inTennessee. Toregister amark, it must already bein use.
Onceinuse, youmay apply toregister thetrademark within
the State.

If you do not choose to seek Federal registration or are
waiting for your approval, you can start usinga ™ symbol
whenever your mark appears on something. This symbol
has no legal effect, but it does serve as a no-trespassing
sign to indicate that you claim ownership of the mark.
Some marks, however, cannot be registered until they be-
come so closely associated with an established product or
servicethrough use. Campbell’s Soup probably would not
makeit if it was anew product, but its mark power trumps
the“surname” problem.

Do not make the mistake of thinking that ™ and the ®
symbol are interchangeable. The ® symbol is available
only to federally registered trademarks. If you usethe®
symbol, or other alternate forms of it, without being reg-
istered, you could lose your right to recover for trade-
mark infringement and be denied federal registration.



B. Copyrights

Federal copyright statutes grant creators of literary or
artisticworksthe exclusiveright to copy or reproduce the
work, to prepare derivative versions of the work, to sell
copies, and to perform or display the work publicly. No
state copyright lawsexist. Copyright protection startswhen
anideaisfixedintangibleform. Thismeansthat copyright
protectionisyoursassoon asyou writeit, draw it, or make
it, regardless of whether you seek copyright registration.
Thisright continues until a set period of time has passed.
The statute governing copyright sets out time periods de-
pending upon the circumstances surrounding the copyright.
Thisstatute can befound at 17 U.S.C. 8§ 101 et. seq. When
perusing this statute, remember that works created prior
to 1978 are subject to different time limits.

Having rights under the statute and enforcing them are
two totally different things. Although copyright registra-
tionisnot required to have rights under the copyright stat-

Entrepreneurs most
frequently get into copyright
trouble with advertising and
promotional materials, and it
Is foolish to rely on your
advertising firm or graphic
artist to protect you from that
peril.

ute, registration isrequired to enforce copyright rightsin
court. Y ou should register with the Copyright Office and
put the public on notice for any work that is published or
made public. Early registration allowsyou to enforce your
rights. Enforcement can be difficult without proper proof
that you are indeed the copyright holder. You can handle
the copyright registration yourself, without resorting to
an attorney. Public notice just means adding the © sym-
bol, or smply the word “ copyright,” followed by the year
and your name, on whatever you seek to protect. Y ou want
to do al you can to avoid the nightmare of enforcing your
copyright against other people.

Basicaly, the significance of copyright terms for the
entrepreneur istwo-fold. Copyright offersthe creator of
a work protection rights that extend far into the future.
From a defensive perspective, the entrepreneur must ex-
ercise great caution to avoid trampling on someoneelse’s
rights — rights which may be decades old.

To understand the basic scope of copyright protection,
remember that authors have the right to control their own

particular expressions of ideas, but not the ideas them-
selves. If thiswere not the case, network television would
not be swamped with multiple situation comediesthat fea-
turetight-knit groups of beautiful twenty-something char-
acters with low-paying jobs living in fabulously spacious
apartments in high rent cities. That example might lead
you to wish for stricter copyright protection. However, it
illustrates the flexibility left open to you and your com-
petitors to exploit acommercially attractive idea.

From a different prospective, how do you avoid getting
anasty “ceaseand desst” letter, or worse, alawsuit brought
against you by a copyright holder? Y ou should know that
your independent creation of an identical or similar work
isnot copyright infringement. To establish infringement,
a copyright holder must prove two things: first, that you
had access to their work, and, second, that your work is
substantially similar to theirs.

What if your ideabuildsfrom, or takesaportion of, some-
oneelse’ swork? Thepublic policy exception of “fair use”
allowsthe use of small portions of someone’ scopyrighted
work without infringing on their rights. Basicaly, this
means that you can build on someone else’s work, even
using character names, settings, or famous phrases (e.g.
“Frankly my dear, | don’t giveadamn.”) without being guilty
of copyright infringement. However, some of these uses
may raise trademark problemsin certain instances. Also,
bewarned that thefair use doctrineisonly rarely available
in acommercia setting.

Entrepreneurs most frequently get into copyright trouble
with advertising and promotional materials, and it isfool-
ish to rely on your advertising firm or graphic artist to
protect you from that peril. Before using aphotograph or
picture, find out who owns the rights to the work. You
must then either pay a fee or seek permission to use it.
Also, be advised that the photographer aswell asthe artist
may hold the rightsto a photograph of an artist’ s painting.
Make sure you gain permission from all appropriate par-
ties.

Advertising is not the only areain which entrepreneurs
can run into copyright troubles. Consultants, writers, de-
signers, and manufacturersof productsa so haveto beaware
of copyright issues. For example, one could not take an
embossed floor tile purchased in astore, hand it to an art-
ist and instruct the artist to make an impression of thetile,
reduce it in size, and start cranking them out by the thou-
sands. However, it is permissible to say to the artist, “I
like these ornaments made out of porcelain. Let's use
porcelain in our designs,” or, “ These stone carvings pic-
tured in thisbook are beautiful. Will you make amold that
uses some of the same symbolic elements, with asimilar,
primitive feel?” If your “taking” is merely “inspired” by
the interpretation of an item, then you are not infringing.
Copying, however, or in some instances close paraphras-
ing, is prohibited.
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C. Trade Secrets

Trade secret law protects the privacy of commercial
businesses by ensuring that secrets are not misappropri-
ated (used by othersfor personal gain without proper con-
sent). The purpose of trade secret law is to reward the
person who created theformula, recipe, and thelike, rather
than rewarding the person who stealsit. Trade secret pro-
tection is really the best protection you can get for the
product of your intellectual labor, assuming it is possible
to economically exploit that idea without disclosing it,
because no expiration date exists for trade secret protec-
tion. Trade secret laws protect an important area of intel-
lectual property, and protection lasts aslong asthe infor-
mation remains secret. Trade secrets can continue into
eternity, and can protect processes or productsthat do not
meet patent requirements. For example, the exact formula
for Coca-Colais not patented. It issimply a secret that
the company guards very closely.

Onthe other hand, not al information that isvaluableto
a company will be considered a trade secret under state
law, and you must protect the secrecy of the information
in order to claim trade secret protection. To properly pro-
tect your trade secret, you should, at theleast, set up care-
ful protective measures, such as employee hondisclosure
agreementsand document labeling and tracking procedures,
and follow them. Also, remember that trade secret doc-
trine does not protect you against another company’sin-
dependent creation of the sameformula, or recipe, aslong
asthey have not stolen it from you. Anindependent dupli-
cation will not be aviolation of trade secretslaws.

Tennessee recently adopted the Uniform Trade Secrets
Act (UTSA), which governs misappropriations occurring
after July 1, 2000.

D. Patents

A patent gives its holder a monopoly on the use of an
invention or ornamental design for alimited period of time
and requiresagrant of patent by the U.S. Patent and Trade-
mark Office. Likecopyrights, patentsare creaturesof fed-
era law and there are no state patents. The holder of a
patent can sell the patent, licenseit, exploit it directly, or
just sit on it until the patent expires — which is usualy
twenty yearsfrom the filing date of the patent application.

A utility patent isthe patent type most of usarefamiliar
with. A utility patent extends monopoly protection to in-
ventorsof novel, useful, and non-obvious products or pro-
cesses. Those three adjectivesin the last sentence might
appear to be self-explanatory, but under patent law these
termshave complex meanings. The U.S. Patent and Trade-
mark Office websiteisavery good source of information
for non-lawyers. You can visit this Web site at

WWW.USpLO.gov.

Design patents safeguard newly created original and or-
namental designsinthe manufacturing area. For example,
design patents can protect the designs for car bodies and
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furniture. Design patents expire more quickly after the
original filing date than do utility patents.

If you think you have created something patentable or
you plan to create something you hope to patent, you will
needtodotwothings. First, gotoyour library, Small Busi-
ness Resource Center, preferably one of the technology
centers, or bookstore and get your hands on acomprehen-
sive book on patents. Then, if you till think you have a
decent shot at meeting the patent regquirements, you will
need to consult an attorney. Do not waste your money
talking to a lawyer until you feel confident that you can
make good use of thetime and money you will spend to do
s0. Ontheother hand, do not make the mistake of thinking
that you can navigate these waters on your own. Obtaining
a patent is not a do-it-yourself project by any stretch of
the imagination.

If your business accepts ideas from others, it isimpor-
tant to note that you should have apolicy in placeto assure
that submissions your company receives are confidential
and will not be disclosed without consent. 'Y ou should also
haveall submitterssign appropriately drafted releaseforms.
Conversdly, if you send your personal ideato a company
you should make sure that the company has asimilar con-
fidentiality and disclosurepolicy inplace. Protecting your
original idea or the original idea of others should be one
of your primary concerns if you engage in idea submis-
sion or receipt.

VIII. DOING BUSINESS IN DIFFERENT STATES
OR IN FOREIGN COUNTRIES

The circumstances for each business that operates in
states other than Tennessee or countries other than the
United Stateswill be different. This booklet cannot fully
addressthisissue and has confined its discussion to busi-
nesses operated solely in Tennessee. At aminimum, you
need to look into thefollowing areas before crossing state
or national lines. First, you need toregister intheforeign
locale. Second, once you begin to do businessin that lo-
cale, you will need to comply with local laws and regula
tions, including tax regulations. Also, be aware that when
you expand your business into another state or country,
you also expose yourself to suitsin multiplejurisdictions.
Further, these days you can cross state and national lines
without even knowing it onthe Internet. Consult alegal or
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other appropriate professional for answers to specific
questions regarding doing business out of state.

IX. WHERE CANI GET HELP?

Theresources section that followswill provideyouwith
al the contact information you need to start moving to-
wards your goal of owning abusiness. Keep in mind that
successisup to you. Successismore certain if you edu-
cate yourself on the specifics of business start-ups. For
example, if you are unfamiliar with concepts like target
market, working capital, break-even point, and cash flow,
you are going to have to learn to understand and speak the
language of the business. Forget long-term success; you
probably will not get beyond pitching your concept to
sources of debt or equity financing if you do not master
these and related matters. Do not despair. Y ou may find
that you have some understanding of how businesseswork,
but you are just unfamiliar with the labels. Even the truly
unfamiliar concepts are not that hard to understand once
you get access to al the information. Bringing yourself
up to speed does take discipline and self-motivation, but
also awillingness to ask for help. Therearemany sources
available to help you with thistask. Most of them do not
cost the entrepreneur anything but time and can provide a
wedlth of information. You do not need to “reinvent the
wheel.” Draw on the resources that are available to you
and use the compilations, short-cuts, and other tools that
are at your disposal.

Do not get defensive if someone suggests that you do
some basic educational groundwork before you move on
to the concrete details of starting your own business. The
volunteers and professionals who staff the agencies de-
voted to small businesses are simply trying to help. They
want to ensure that you have the best chances to succeed
inacompetitivemarket. Thereare great sourcesof printed
and online information available to you; however, you
should aso consider the benefits of small group or class-
room training. Most people learn more effectively when
written input is combined with audible information, and
classmates can be a great source of support and honest
feedback. Many of theinstructorsarelocal businessown-
ers with great ties to the informal networks that are so
important for entrepreneurs. Also, Business Incubation
Centers can be agreat resource for new business owners.
New entrepreneurs can lease space and use shared re-
sources like fax machines, computers, telephones and
more. APPENDIX A contains contact information for
Business Incubation Centersin Tennessee.

X. APPENDICES
APPENDIX A -- RESOURCES
BUSINESS INFORMATION CENTERS

Business Information Center
Tennessee State University
Avon Williams Campus

330 10th Ave. N., Rm. 314
Nashville, TN 37203-3401
(615) 963-7158

(615) 963-7160 (FAX)

City of Memphis Business Development Center
555 Beale St.

Memphis, TN 38103

(901) 526-9300

(901) 525-2357 (FAX)

DEPARTMENTS OF LABOR

U.S. Department of Labor / OSHA
In Tennessee

Green Hills Office Park

2002 Richard Jones Rd.

Ste. C 205

Nashville, TN 37215-2869

(615) 781-5423

(615) 781-5426 (FAX)

Tennessee Department of Labor
Occupational Safety and Health Division
Andrew Johnson Tower, 3 Floor

710 James Robertson Parkway
Nashville, TN 37243

(615) 741-2793

(615) 741-3325 (FAX)

OTHER GOVERNMENT CONTRACT
INFORMATION

Tennessee Department of Economic and Community
Development

312 8™ Ave. North

William R. Snodgrass Bldg/Tennessee Tower

11" Floor

Nashville, TN 37243-0405

(615) 741-2626

(615) 532-8715 (FAX)

University of Tennessee Procurement Technical
Assistance Center

The University of Tennessee

PTAC

226 Capitol Blvd. Bldg., Ste. 606

Nashville, TN 37219-1804

(888) 615-7497

(615) 532-4937 (FAX)

www.pta.utk.edu



HAZARDOUS WASTE INFORMATION

Division of Solid and Hazardous Waste
5" Floor L&C Annex

Nashville, TN 37243

(615) 532-0780

Division of Water Pollution Control
6" Floor L& C Annex

Nashville, TN 37243

(615) 532-0625

Division of Air Pollution Control
9" Floor L& C Annex

Nashville, TN 37243

(615) 532-0554

INSURANCE

Independent Insurance Agents of America
127 S. Peyton St.

Alexandrig, VA 22314

(800) 221-7917

(703) 683-4422

(703) 683-7556 (FAX)
www.independentagent.com

Insurance Information Institute
110 William St.

New York, NY 10038

(212) 346-5500

WWW.iii.org

INTELLECTUAL PROPERTY

Federal Copyright Office
Copyright Information Office
Library of Congress

101 Independence Ave., SE
Room #LM 401

Washington D.C. 20559

(202) 707-3000
www.lcweb.loc.gov/copyright

U.S. Patent and Trademark Office
Crysta Park Bldg.

2121 Crystal Dr.

Arlington, VA 22202
WWW.USpto.gov

(800) 786-9199 (general info)
(703) 308-4357

General Information Services Division
U.S. Patent and Trademark Office
Crystal Plaza 3, Rm. 2002

Washington, DC 20231

www.delphion.com
(free search of US patents and trademarks and descrip-
tions)
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Secretary of State Trademark Office
312 8th Ave. N..

6th Floor

Nashville, TN 37243

(615) 741-0531

MICROLOAN DEMONSTRATION
PROGRAM - TENNESSEE

Intermediary Lenders

Economic Ventures, Inc.

P.O. Box 3550

Knoxville, TN 37927-3550

(865) 594-8762

(865) 594-8795 (FAX)

Service Area Anderson, Blount, Campbell, Clairborne,
Cocke, Grainger,

Hamblen, Jefferson, Knox, Loudon, Monroe, Morgan,
Roane, Scott, Sevier,

Union, Greene, Hancock, Hawkins, Sullivan, Washing-
ton, Johnson, Carter,

and Unicoi counties

LeMoyne-Owen College
Community Development Corp.
802 Walker Ave.,, Ste. Five
Memphis, TN 38126

(901) 942-6448

Service Area Shelby County

South Central Tennessee Development District
815 S. Main St., P.O. Box 1346

Columbia, TN 38402

(931) 381-2040

(931) 381-2053 (FAX)

Service Arear Bedford, Coffee, Franklin, Giles,
Hickman, Lawrence,

Lewis, Lincoln, Marshall, Maury, Moore, Perry, and
Wayne counties

Southeast Community Capital

1020 Commerce Park Dr.

Oak Ridge, TN 37830

E-mail: info@tech2020.org

(865) 220-2020

(865) 220-2030 (FAX)

Service Area All countiesin Tennessee

Woodbine Community Organization, Inc.

222 Cridl Ave.

Nashville, TN 37210

(615) 833-9580

(615) 833-9727 (FAX)

Sarvice Area Cheatham, Davidson, Dickson, Robertson,
Rutherford, Sumner,

Williamson, and Wilson counties



OTHER RESOURCES

Secretary of State Uniform Commercial Code
(UCC) Office

3128™Ave N.

6" Floor William R Snodgrass Tower

Nashville, TN 37243

(615) 741-3276

Tennessee Child Care Facilities Corporation
(Provides assistance in the creation of child care
facilities)

400 Deadrick St.

3" Floor

Nashville, TN 37248-9005

(615) 313-4700

(888) 413-2232

Tennessee Department of Economic and Community

Development

312 8" Ave

William R. Snodgrass Tower
11" Floor

Nashville, TN 37243-0405
(615) 741-2545

(615) 532-8715 (FAX)

SMALL BUSINESS INCUBATION CENTERS

Chattanooga-Hamilton County Business Develop-
ment Center

100 Cherokee Blvd.

Chattanooga, TN 37405

(423) 752-4301

Cleveland-Bradley County Business Development
Center

Cleveland State Community College

P.O. Box 3570, 3535 Adkisson Dr.

Cleveland, TN 37320-3570

(423) 478-6247

Four Lake Regional Industrial Development
Authority

P.O. Box 464

Hartsville, TN 37074

(615) 374-4607

Jubilee Business Incubator

P.O. Box 657, 123 North Jockey St.
Sneedville, TN 37869

(423) 733-4195, ext. 1626

Memphis Incubator Systems Inc.
80 Monroe Ave.,, Ste. L-1
Memphis, TN 38103

(901) 544-7166
www.memphisincubator.com

Nashville Business Incubation Center
315 Tenth Ave. N. #A

Nashville, TN 37203-3401

(615) 963-7184

Technology 2020

1020 Commerce Park Dr.
Oak Ridge, TN 37830
(865) 220-2020

(865) 220-2030 (FAX)
www.tech2020.0rg

Regional Business Technology Incubator
Tennessee Technological University

P.O. Box 5103

Cookeville, TN 38505-0001

(931) 372-6333

www.techincubator.com

SCORE OFFICES
WWW.score.org

Chattanooga SCORE
Federa Bldg.

900 GeorgiaAve., Rm. 26
Chattanooga, TN 37402
(423) 752-5190

(423) 752-5335 (FAX)

Greater Knoxville SCORE
Farragut Bldg.

530 South Gay St., Ste. 224
Knoxville, TN 37902

(865) 545-4203

Jackson SCORE

West Tennessee Business Resource Center
¢/o Chamber of Commerce

P.O. Box 1904, 197 Auditorium St.
Jackson, TN 38302

(731) 423-2200 (Chamber)

(731) 427-7900 (Score)

Kingsport SCORE

c/o Chamber of Commerce
151 E. Main St.

Kingsport, TN 37662
(423) 392-8805

Memphis SCORE
Federa Bldg.

167 N. Main St., Ste. 390
Memphis, TN 38103
(901) 544-3588

(901) 544-0557 (FAX)

Nashville SCORE

50 Vantage Way, Ste. 201
Nashville, TN 37228-1500
(615) 736-7621

(615) 736-7232 (FAX)



Northeast Tennessee SCORE
Suntrust Bank Bldg.

207 Mockingbird Lane
Johnson City, TN 37604
(423) 461-8051

(423) 461-8053 (FAX)

** Call for exact operation hours asdaysand timesvary at
different locations.

SMALI BUSINESS ASSOCIATION

United States Small Business Association
Tennessee District Office

www.sba.gov

50 Vantage Way

Nashville, TN 37228

(615) 736-5881

TAX INFORMATION

U.S. Internal Revenue Service
(800) 829-1040
WWW.irs.gov

Tennessee Department of Revenue
Andrew Jackson State Office Bldg., Rm. 803
Nashville, TN 37242

(800) 342-1003

www.state.tn.us/revenue/

Franchise, Excise and Income Tax Division
(615) 253-0700 (Davidson County or out-of-state)
(800) 397-8395

TENNESSEE SMALL BUSINESS DEVELOPMENT
CENTER (TSBDC) NETWORK

www.tsbdc.org

Tennessee Small Business Development Center
Office of the State Director — Lead Center
Tennessee Board of Regents

1415 Murfreesboro Rd., Ste. 350

Nashville, TN 37217-2833

(615) 366-3900

(615) 366-3939 (FAX)

Austin Peay State University

Tennessee Small Business Devel opment Center
P.O. Box 4775

420B Madison St., Suite 3

Clarksville, TN 37044

(931) 221-1370

(931) 647-2331 Ext. 261

(931) 503-0984 (FAX)

Chattanooga State Technical Community College
100 Cherokee Blvd., Ste. 202

Chattanooga, TN 37405-0880

(423) 752-1925 (FAX)
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Cleveland State Community College
College of Business & Technology
P.O. Box 3570

3535 Adkisson Dr. NW

Cleveland, TN 37320-3570

(423) 614-8707

(423) 478-6258 (FAX)

Dyersburg State Community College
1510 Lake Rd.

Dyersburg, TN 38024-2411

(731) 286-3201

(731) 286-3271 (FAX)

East Tennessee State University (ETSU)
College of Business

2109 W. Market Street

Johnson City, TN 37614-0698

(423) 439-8505

(423) 439-8506 (FAX)

Jackson State Community College
197 Auditorium Street

Jackson, TN 38301

(731) 424-5389

(731) 427-3942 (FAX)

Middle Tennessee State University (MTSU)
Rutherford County Chamber of Commerce Bldg.
501 Memorial Blvd.

Murfreesboro, TN 37129

(615) 898-2745

(615) 893-7089 (FAX)

MTSU Affiliate Office at Columbia
Maury County Alliance

106 West 6™ St.

Columbia, TN 38401

(931) 388-5674

(931) 867-3344 (FAX)

Pellissippi State Technical
Community College (PSTCC)
Knoxville Area Chamber Partnership
601 West Summit Hill Dr., Ste. 300
Knoxville, TN 37902-2011

(865) 632-2980

(865) 971-4439 (FAX)

PSTCC Affiliate Office at Oak Ridge
1020 Commerce Park Dr.

Oak Ridge, TN 37830-8026

(865) 483-2668

(865) 220-2030 (FAX)

Southeast Tennessee Development District
P.O. Box 4757

Chattanooga, TN 37405-0751

(423) 266-5781

(423) 267-7705 (FAX)



Tennessee State University (TSU)

College of Business

330 10" Ave. North
Nashville, TN 37203-3401
(615) 963-7179

(615) 963-7160 (FAX)

Tennessee Technological University (TTU)
College of Business Administration

P.O. Box 5023

1105 N. Peachtree
Cookeville, TN 38505-0001
(931) 372-3638

(931) 372-6534 (FAX)

TTU Affiliate Office at Hartsville
Four Lakes Regional Industrial Development

Authority

P.O. Box 464

Hartsville, TN 37074-0063
(615) 374-4607

(615) 374-4608 (FAX)

The University of Memphis
976 W. Park Loop

Memphis, TN 38152-4110
(901) 678-2500

(901) 678-4072 (FAX)

TSBDC SPECIALTY CENTERS

International Trade Center
University of Memphis

976 W. Park Loop, Rm. 104
Memphis, TN 38152-4110
(901) 678-4174

(901) 678-4833 (FAX)

International TSDBC

Affiliate Office at Knoxville
601 W. Summit Hill Dr. Ste. 300
Knoxville, TN 37902-2011
(865) 632-2990

(865) 521-6367 (FAX)

International Trade Center
Affiliate Office at Nashville
211 Commerce St., 3 Floor
Nashville, TN 37201-1801
(615) 743-3058

(615) 743-3042 (FAX)

Technology & Energy Services
Tennessee Energy Institute
The University of Memphis
Memphis, TN 38152-0001
(901) 678-4057

(901) 678-4072 (FAX)

WOMEN AND MINORITY RESOURCE CENTERS

National Minority Business Association
2238™M Ave. N. Ste. 205

Nashville, TN 37203

(615) 255-0432

(615) 255-2377

Purchasing Division for State of Tennessee
Small Minority Business Coordinator

Sheila Simpson

(615) 741 -4292

SBA Office of Women’s Business Ownership
409 3rd Street SW

Washington, DC 20416

(202) 205-7287

Tennessee Department of Economic
and Community Development

312 8" Ave.

Tennessee Tower

11" Floor

Nashville, TN 37243-0405

(615) 741-2545

(615) 532-8715

United States Small Business Association
Tennessee District Office

LisaDenton

Women’ s Business Ownership Representative
50 Vantage Way, Ste. 201

Nashville, TN 37228

(615) 736-5881

(615) 736-7232 (Fax)

Women’s Resource Center, Inc.
1112 8" Ave. S.

Nashville, TN 37203

(615) 248-3474

(615) 256-2706 (Fax)

WEB SITES

American Marketing Association (AMA)
www.marketingpower.com

Association of Small Business
Development Centers (ASBDC)
www.ashbdc-us.org

Better Business Bureau (BBB)
www.bbb.com

Business Plan templates and samples
www.bplans.com

Equal Employment Opportunity Commission (EEOC)
WWW.eeocC.gov



Federal Trade Commission (FTC)
www.ftc.gov

International Franchise Association (IFA)
www.franchise.org

Internal Revenue Service (IRS)
WWW.irs.gov

IRS Small Business Information
www.irs.gov/smadlbiz

Minority Business Development Agency (MBDA)
www.mbda.gov

National Association of Women Business Owners
(NAWBO)
www.nawbo.org

National Association of State Work Force Agencies -
Tennessee
Www.icesa.org

National Foundation for Women Business Owners
(NFWBO)
www.nfwbo.org

National Labor Relations Board (NLRB)
www.nirb.gov

Nonprofit Resource Center
www.not-for-profit.org

SBA Office of Women’s Business Ownership
www.sba.gov/womeninbusiness/

SCORE
WWW.Score.org

Small Business Administration (SBA)
www.sba.gov

State of Tennessee Department
of Economic and Community Development
www.state.tn.us/ecd

Social Security Administration (SSA)
WWW.Ssa.gov

Tennesseed Loan Programs
www.tennesseed.com

Tennessee Anytime website (contains
information for the Tennessee Business Owner)
Www.tennesseeanytime.org

Tennessee Department of Commerce and Insurance
www.state.tn.us’commerce

Tennessee Department of Labor and
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Workforce Development, Division of Labor Standards
www.state.tn.us/l abor-wfd

Tennessee Department of Revenue
www.gtate.tn.us/revenue

Tennessee Secretary of State
www.state.tn.us/sos

Tennessee Small Business Development Center
(TSBDC)
www.tsbdc.org

Trademark Center
www.tmeenter.com

U.S. Department of Commerce (DoC)
www.doc.gov

Women Biz
www.womenbiz.gov

World Chamber of Commerce Directory
www.chambersof commerce.org

APPENDIX B

BASIC BUSINESS PLAN

A proper businessplanisessential to the success of your
new business, aspreviously discussedin Section 111 of this
booklet. The Tennessee Small Business Development
Centers, SCORE, and other resources can assist you pre-
paring in this important document. The sample plan that
follows should help you understand the components of a
simple business plan. However, there is no substitute for
tailoring your business plan to fit your business or for us-
ing available resources, some of which are listed in Ap-
pendix A.

Most businessplansareorganized similarly tothesample
business plan located below. Keep in mind that the foot-
notes are not part of abusiness plan. Footnotes have been



inserted in this example to explain key points about each
section.

SAMPLE BASIC BUSINESS PLAN!
The Renaissance Child?
I. THE BUSINESS?®

The Renaissance Child is an innovative approach to
childcare. By offering quality care, aswell aseducational,
cultural, and enrichment activities on-site, The Renais-
sance Child savesthe professional parentstime, alleviates
scheduling conflicts, and allows working parentsto spend
more quality time with their children. The Renaissance
Child has limited enrolIment, an upscal e atmosphere, and
also providesafun, innovative, and educational experience
for every student.

II. THE OWNERS*

The Renaissance Child isaformed partnership between
MichelleHargisand Mary Odell. Mary Odell will own 60%
of the company, and Michelle Hargiswill owntheremain-
ing 40%. Michelle Hargis will be responsible for al as-
pects of the business side of The Renaissance Child, act-
ing as business manager. Mary Odell will be the director
of The Renaissance Child and will be in charge of devel-
opment, programming, staffing, and other childcare and
extracurricular activity related issues.

III. ABOUT THE BUSINESS®

A. Type Of Business®

The Renaissance Child provides upscale childcare cen-
ter for children ages 3-12. The Renaissance Child targets
the children of busy professionals who need to simplify
their lifestyles by combining childcare and extra-curricu-
lar activitiesinto one schedule at onelocation. The extra-
curricular activities offered will be cultural, educational,

and artigtic in nature which will include: foreign language
instruction, art and music lessons, tutorial assistance in
various subjects, dance classes, swimming lessons, gym-
nastics training, and various athletics programs.

B. Objectives Of The Business’

1. To provide professional parents quality childcare com-
bined with optional extracurricular activitiesall in onelo-
cation.

2. Toprovidechildrenwith activities (athletic, cultural and
educational) that provide lifetime skills, knowledge, and
enjoyment instead of just a babysitting service.

3. Toachievefull enrollment capacity by the eighth month
of operation.

4. To successfully franchise the business by the end of its
sixth year of operation.

C. History®

Thebusinessisnot yet open; thereforeit has no history.
However, Mary Odell and Michelle Hargis possess educa
tional and work experiencethat providetheframework for
a successful business endeavor. Mary Odell has twenty-
eight years of experience in education. She hasaMasters
Degreein Administration and Supervision and aBachelor
of Science degree with an early childhood education fo-
cus. Mary Odédll hastaught grades K-6 for the last twenty-
eight years. She has served as team leader at her present
elementary school, handling al the programming for the
entire grade and has also worked with gifted children, the
Odyssey of the Mind program and sponsored various stu-
dent organizations. Ms. Odell hasreceived several teach-
ing and leadership awardsthroughout her career, which has
taken her to Florida, California, Texas, Georgia, and Ten-
nessee. Ms. Odell has aso owned a previous businessfor

! The SampleBusiness Plan contained hereisincluded to demonstratewhat your business plan might look likewhen completed. Y our
actual businessplan may bemorecomplex or includeother sections, asdiscussedinPart 11 of thisbooklet.

2 TheBusiness Plan shoul d betitled asabusinessplan and should includethe name of the business.
3 The“Business’ section servesasanintroductiontoyour businessplan. Y ou shouldincludeyour businessnameand succinctly explain

your businessidea. SeesectionslI(B)(2) and11(A).

# Inthe“ Owners’” section, you should explainwho ownsthe businessand what percentage of the businesseach person owns.
Consult Part V of thisbooklet regarding structuring your businessasan entity and rolesof investors.

5 Inthissection, you should expand upon your businessidea. The SampleBusinessPlan usessubsectionstoclearly definekey
conceptsand explainitsservicebusiness. Depending upon thetypeof businessyou have selected, your busi ness plan sectionsmay be

setupdifferentlyinthisarea.

6 The“Typeof Business’ sectionisarguably themostimportant section of your businessplan. Inthissectionyoushouldthoroughly,
yet concisely, explainyour businesstothereader. Thesubsequent sectionsinPart 111 of your businessplan should build upon your

explanationhere,

7 “Objectives’ aresimply what you and your businesswant to accomplishinthe coming monthsand years. Asmorethoroughly
discussedin Section 11 of thisbooklet, setting goal sfor your businessisanimportant part of the start-up process.



which she successfully handled al staffing and scheduling
matters.

Michelle Hargis has a Bachelor of Science Degree and
a Doctorate of Jurisprudence. She previously owned a
dance studio, catering to students ages 3-16. Her business
expanded from four students to over 100 after only two
yearsin operation - aremarkable number, considering that
this business was located in a rura area with an average
income of twenty-two thousand dollars ($22,000) per fam-
ily. Throughout college, Ms. Hargis focused on business
management and continued her studies, completing her J.D.
degree at The University of Tennessee College of Law.

D. Operational Hours / Office Hours’

The Renaissance Child will be open from 5:30 am. un-
til 6:30 p.m., Monday through Saturday. The early and late
hours will alow parents who commute to Nashville (and
surrounding areas) and parents who have early and/or late
shifts to drop off their children on the way to work and
pick them up after work. Extended hours will be provided
for the benefit of the professional parent if the Director
determinesthey are necessary. The Renaissance Child will
be closed on Sunday.

On school holidays, The Renaissance Child generally
will be open and will provide enrichment activities as a
service to parents and students. The Renaissance Child
will be closed on the following holidays. Thanksgiving,
Christmas, and New Year’'s Day. The center will be open
on snow days, at the Director’ sdiscretion, and such open-
ings will be announced via radio, television, e-mail, and
recorded message on the center’s telephone line. Addi-
tionaly, specia programs and camps will be held during
the summer months to supplement income. These pro-
grams and camps will be held at varying times thereby al-
lowing maximum participation.

E. Economic/Accounting

The Renaissance Child will generate revenue from the
weekly account of the childcare center. All extraenrich-
ment classes will be optional for the parent, at an addi-

37

tional charge. Theseoptional extracurricular activitieswill
also provide revenues for the center. Parents will be as-
sessed a weekly fee for each child in attendance at the
childcare center. The weekly fee will be paid even if the
child is absent. Each extracurricular activity fee will be
assessed monthly. Children who are enrolled in extracur-
ricular activitieswill do so on a semester basis. The ex-
tracurricular feeswill be paid evenif thechildisabsent. A
registration fee of $40.00, technology fee of $15.00, and
insurancefee of $5.00 will be assessed at the beginning of
each semester. Students continuing with the center will
pay the registration fee only once. The center will be ap-
proved for 99 students: (10) threeyear olds, (15) four year
olds, (40) five year olds and (34) six to twelve year old
children.

The center’s financial statements, attached hereto, re-
flect an 85% enrollment capacity during its first year in
business. Thisfigurewasdetermined using industry aver-
ages of first year childcare businesses. The availability of
childcare centers is less than adequate for this district.
Therefore, the center will be at maximum capacity very
soon after its completion and, accordingly, the financia
statementsreflect thisin that they are based on a99% en-
rollment capacity for Year Two and Year Three. The Re-
naissance Child will use an accrual based accounting sys-
tem.

F. Inventory/Equipment"

The Renaissance Child will maintain no inventory for
resale. However, it will maintain an inventory of supplies
which will be consumed by the students such as crayons,
paper, glue, paint, etc. Theinventory level of theseitems
will remain at approximately three-hundred dollars ($300).

To provide the best possible servicesto our clients, The
Renai ssance Child must maintain thefoll owing equipment:

Furniture:

Tables, chairsand rockers, open shelvesfor play equip-
ment, screens to divide activity areas, cots and nap pads,
lockersfor children’s personal item storage;

8 1f your businessisastart-up (asThe Renaissance Childisinthe SampleBusinessPlan), your businesswill haveno history to

discussinthissection. Instead, you should propoundtheskills, knowledge and experiencethat thekey playerswithinthebusiness
possess. Y ou should usethissectionto build confidencein your abilitiesto succeed at thisnew businessendeavor. If youarein
purchasing an existing businessor franchise, you may want to briefly explain the history of that businessor franchiseand how you, with
your specidized skillsand knowledge, will continueand expand upon previousaccomplishments.

9 Thesehourswill not beset in stonesimply becauseyouincludetheminyour businessplan. However, chooseoperational hours
wisely and explainyour choicesinthissection. Y our entirebusiness plan should reflect that you havethought thisbusinessideathrough

and you haveironed out thedetails. Successcomeswith planning!

0 Generally, somenew businessownershavedifficulty completing the“ Economic/Accounting” section. Part 1V (B) of thisbookl et
should hel pyouwiththistask. However, do not beafraid to enlist thehelp of ayour local small businesscenter or other professionals
if necessary. The" Economic/Accounting” sectionsimply explainshow your businesswill makemoney and how it will managethat
money. Y our financid statements(discussedinPart IV of thisbooklet) and sampleslocated in Appendix C should helpyou. You
should explaintheaccounting system you have chosen. Depending upon thetypeof businessyouwill beoperating, youwill also need
toexplain grossmargin or expense per hour of service. Remember that the Sample Business Planisaservicebusinesswithno
inventory. Y our businessplan may bemore complicatedin thissection than theexample.



Play Equipment and Materias:

Educational video games and machines, television sets,
videocassette recorders, videotapes, record/cassette/com-
pact disc players, computers, printers, toy kitchen centers,
gymnastic mats, clay, art easels, blocks, dolls, other toys
and games, aquariums, puzzles, sand box, tri-cycles, etc;
Office Equipment:

Fax machine, computer and printer, copy machine, trans-
portation vans;

Equipment to include:

Swings, slide, junglegym, basket ball court and concrete
slab for hopscotch, ball bouncing, etc. and an indoor gym-
nasium that will also serve as the auditorium. The center
will include a swimming pool.

G. Legal”

The Renaissance Child will be formed as a partnership
between Mary Odell (60%) and Michelle Hargis (40%),
and responsibility for profitable operationswill be divided
equaly. Each owner will be in charge of different busi-
ness areas. Mary Odell will serve as Director of The Re-
naissance Child and Michelle Hargis will serve as Busi-
ness Manager.

H. Future Plans®

Asstated earlier, The Renai ssance Child will fill aniche
created in the childcareindustry by catering to busy work-
ing parents. Wewill develop thefirst center, adding others
in carefully selected and researched areas. Upon success
of these businesses, the Renai ssance Child will begin fran-
chising by the end of the sixth year.

IV. MARKET ANALYSIS"

The Renaissance Child will target professional working
parents with annual household incomes of $50,000 and
abovewho liveinthe south and east sectionsof Clarksville-
Montgomery County. A parent who is part of the target
market will have children who are zoned to attend one of
the following schools. Barksdale Elementary, Sango El-
ementary, St. Bethlehem Elementary, East Montgomery

Elementary, Glenellen Elementary, Northeast Elementary,
Richview Middle School and Rossview Elementary School.
The Renaissance Child will provide bus serviceto the cen-
ter for afterschool students.

Presently, the southeast Clarksville-Montgomery
County area is not provided with an adequate number of
childcare facilities. Glenellen Elementary will be open-
ing in the Fall of 1999. New zoning boundaries put one-
thousand new fiveto twelve year oldsin this southeast area.

V. PRODUCT /SERVICE MIX AND COMPETITION
A. Products/Services'

The Renaissance Childwill providequality childcareand
savevaluabletimefor the professional parent. A listing of
servicesfollows:

(1) Age appropriate educationa programming;

(2) Extracurricular activities on-site including: music,
dance, karate, swimming, art, drama, etc. lessons;

(3) Team sport practices available on site (we will en-
courage recreational league coaches to utilize our pris-
tine athletic fields for practices);

(4) Tutoring, help with homework, foreign language
classes available;

(5) Computer lab and instruction;

(6) Saturday service and select holiday service; and

(7) Parent and public programs.

B. Comparison to Competitors
Products & Services'

Presently, there are six daycare centers servicing the
southeast areaof Clarksville-Montgomery County. All six
of these daycare centers have waiting lists. Additionally,
none of the other daycare centers offer parentsthe conve-
nience of on-site extra curricular activities. The Renais-
sance Child will differentiate itself from the other
childcare centers by offering numerous extracurricular
activities so that when aparent picks his/her child up from
the center, both of their days are over. There will be no

1 The* Inventory/Equipment” section shouldincludeathorough list of neededinventory. Thismay includeinventory for resaleand/or
suppliesand equipment for internal use. Theinclusion of inventory categoriesby dollar amount or by percentageof total inventory may
beagoodideafor sometypesof businesses. If your ownaretail business, youwill want toincludeaverageinventory turnfor retail
storessimilar toyoursand includeyour projected first year sales, aswell asyour averageinventory level. If you havealready estab-

lished accountswith vendors, that information should beincluded here.

12 Asmorethoroughly discussedinPart V of thisbooklet, youmust chooseabusinessentity (thelegal form of your business). Y ou
shouldalsolistwhowill beresponsiblefor each aspect of thebusiness.
13 The“FuturePlans’ section should concretely statewhat your businesswill become. Thissectionisnot arepetition of the* Objec-

tives’ section. The* FuturePlans’ sectionisaroad maptoyour ultimatelong-term*“vision” for thebusiness. The* Objectives’ section
generaly iswhat you want the businessto accomplishinthemeantime.

14 The“Market Analysis’ section of your businessplan should discusswhat typesof customersyouwill sell to and wherethese

customersarelocated.

15y ou should discussthe productsand servicesavail abletoyour customersinthissection.



shuffling to get the child to dance class or to soccer prac-
ticeontime. All lessonsand practiceswill be over, thereby
giving the parent and the child the rest of the evening to
spend quality timetogether rather than driving al over town
for various enrichment activities.

The other daycare centers do offer summer swimming
lessonsfor summer students, but the parent must buy pool
passes for each child enrolled. Otherwise, no extracur-
ricular activities are offered on-site at competition cen-
ters.

The center will also offer special programs throughout
the year for parents and children alike. The programs will
beindividually tailored to the needs of the clientele. Par-
ent programs will be free. No other center offers any of
these services.

VI. MARKETING STRATEGY"

A. Promotion Strategy'®

The Renaissance Child will be promoted vigoroudly. Dur-
ing the first year of operations, twelve thousand dollars
($12,000) has been budgeted for promotional activities.
Promotion for the center will start as soon as construc-
tion on the building facility begins. We will erect asign
on the property announcing the arrival of a state of the art
childcare/activity center in the Clarksville area as soon as
thesiteiscleared and thefooting ispoured. Onethousand
dollars($1,000) of the twelve thousand dollars ($12,000)
budgeted for advertising has been designated for this pur-
pose. To build anticipation, we will utilize billboards in
high-traffic areas and purchase newspaper ads periodically
during construction. Two thousand dollars ($2,000) has
been budgeted for billboard rental. Two thousand ($2,000)
has been budgeted for newspaper advertisements. One
thousand dollars ($1,000) has been budgeted for printed
flyers that will be passed out at schools in the center’s
servicearea, pending approval by the Director of Commu-
nicationsfor the Clarksville-Montgomery County School
System.

We will begin accepting appointments for enrollment
four months prior to completion. After the center isbuilt
and furnished, an open house for parents and the commu-
nity will beheld. Threethousand dollars ($3000) hasbeen
budgeted for open house catering and decorations. The

39

activity staff will also present public programs at the cen-
ter in their respective fields during grand opening week.
The Renaissance Child will advertise public eventsin the
local newspaper and on local radio stations (included in
advertisement budget above). Public programs will bring
people into our center and keep our name in front of the
public. By “romancing” the community, wewill show that
The Renaissance Child is a new type of childcare center
with programs and objectives that separate us from the
“daycares’ in the Clarksville area.

B. Pricing Policy”

Standard industry pricing for childcare in the southeast
areaof Clarksvilleisbetween $15.00 and $17.00 per day.
Fees are paid weekly, in advance. The Renaissance Child
will charge $90.00 per week ($18.00 day) for preschool
students. Thisfeewill include biweekly computer instruc-
tion for all ages. In the southeast Clarksville-Montgom-
ery County area, the after-school program averagerateis
$35.00 per week. The Renaissance Child will charge
$40.00 per week for this service. All extracurricular ac-
tivities and tutoring for al age groups can be scheduled
for an additional charge.

C. Sales Strategy”

Each prospective client will schedule enrollment ap-
pointments with the center. At enrollment appointments,
prospective clients will meet with the Business Manager,
MichelleHargis, and the Director of the center, Mary Odell.
The client will first meet with the Director. Together, the
prospective client and the Director will complete the
child's profile sheet, including his interests and what the
parents expect from our center. The Director will then
explainthe goals of the center and why it iswhat the client
needs, aswell aswhy it isthe best thing for this particular
child. The Director will then take the prospective client
on apersonally guided tour of thefacility and explain what
The Renaissance Child hasto offer the client while on the
tour. The Director will discuss programming and avail-
able extracurricular activities. Shewill tailor the presen-
tation for each client by using the information on the pro-
file sheet. For example, shewill refer to client’ s child by
name when discussing activitiesthat are listed on the pro-
file sheet asinterests of the child. Additionally, after the
center has opened, clients will be able to watch classes/
activitiesin select roomsthat have oneway mirrors. Upon

16 | nthissection discusstheindustry participantsand what separatesyou from the competition, asmorethoroughly discussedin

Section111(C) of thisbooklet.

17 1nthe* Marketing Strategy” sectionyouwill discusshow your businesswill bresk intoitstarget market.

18 Thissection deal swith advertising—gettingyour nameoutinfront of thepublic. Whilethe SampleBusinessplanlistshillboardsand
newspaper ads, youmay beplanningdirect mailings, cold calling, or car flyers.

Bpricingisanintegral part of marketing. Therefore, youshouldincludea®Pricing Policy” sectioneither: (1) explaining mark-upfor
retail businessor (2) how pricingwasdetermined for servicebusinesses.

20 How will you sell your businesstothetarget market, generate profitsand becomeasuccess? Usethisbusinessplan sectionto

layoutyour salesstrategy.



overcoming any objections, the Director will then takethe
client to the Business Manager’ s office.

The Business Manager will greet the prospective cli-
ents by name and will thank them for coming to the center.
She will be very personable. The Business Manager, Di-
rector, and parents will plan the child’'s programming and
choose extracurricular activities. The Business Manager
will explainfinancia obligations, including billing and pay-
ment options. The business manager will then close the
sale.

Thank you cards will be sent immediately, handsigned
by the Director and the Business Manager. A short wel-
come note from the child’s teachers will be sent to the
child and parentsthe week beforethe child beginshisedu-
cation at the center.

VII. MANAGEMENT PLAN

A. Form of Business Organization®'

The Renaissance Child isaformed partnership between
Michelle Hargis and Mary Odell. Mary Odell will own
60% of the company and Michelle Hargis will own the
remaining 40%. Mary Odell will be the Director of The
Renaissance Child. Michelle Hargis will be the Business
Manager.

B Advisory Board”

The Renaissance Child is fortunate to have an excep-
tional support board of skilled professionals. All of our
insurance needswill be handled by Mahan Insurance Com-
pany, which specializesin childcare centers. Our banking
needs will be handled by Tennessee’'s Number One Bank.
The President of Tennessee’'s Number One Bank, Justin
Louis, hasacted in afinancial advisement capacity for the
business since its inception and will continue to do so.
The Renaissance Child will use TanyaTyson asitspersonal
C.P.A. and her firm, Tanya Tyson Bookkeeping, for al book-
keeping needs. Megan Pamer, of The Law Firm of Bul-
lock, Palmer, Caudill and Warren will beretained as coun-
sel as needed in employment issues, worker’s compensa-
tion, and other liability concerns.

C. Staffing Plan?

The Renaissance Child will be professionally overseen
by a Business Manger and by a Director who isin charge
of al programming and human resource matters. Under
the Director, there are five full-time employeeswho work

aforty hour week as classroom teachers; four part-time
employeeswho work five hours aday assisting and super-
vising nap, snack, and playtime; one cook who plans daily
menusin accordance with state guidelines, to be approved
by the Director; aretired nurse will work two hours per
day plus periodically visit to check for lice and other in-
fectious diseases and to educate children about healthy
practices. Additionally, an Assistant Director will be hired
after three months but before six months of operation,
enabling the Director to work more closely with staff and
students. The Assistant Director will be hired after the
grand opening because the Director will need time to es-
tablish the exact needsthe Assistant Director positionwill
fill, which cannot be determined until registrationiscom-
plete. The Renaissance Child will aso employ a recep-
tionist/secretary/greeter (one job) who will report to the
business manager for instructions. The Director, Assis-
tant Director, and Business Manager will rotate bus driv-
ing responsibilities for after-school student pickup.

VII. CONCILUSION

The Renaissance Child is an innovative concept — com-
bining childcare and enrichment activities for the conve-
nience of working parents and their children. Clarksville-
Montgomery County is underserved by childcare facili-
ties in the Renaissance Child’s target area. Further, the
consumers that make up the target market in this area are
financially able to support such a childcare facility. The
Renaissance Child is owned and managed by Mary Odéll
and MichelleHargis, each with the experience, knowledge,
and education to succeed in their respective management
and ownership positions.

21 Thissectionisbasically areview of organizational structureand ownership.
Z TheAdvisory Board consistsof any professionalsfromwhichyouwill utilize services, knowledge, or skills.
2 The* Staffing Plan” section should list empl oyees, job descriptions, and rateof pay. Depending uponthesizeof your business, you

may needtoincludean organizational chart.



ASSETS:

Current Assets:

Cash and Equivalents
Accounts Receivables
Inventory

TOTAL CURRENT ASSETS:

Fixed Assets:

Equipment with/0 residual value
Less Depreciation -5 yr

Vans (3) w/3000 residual value
Less Depreciation -5 yr

Building w/20,000 residual value
Less Depreciation -20 yr

TOTAL FIXED ASSETS:
TOTAL ASSETS
LIABILITIES:

Current Liabilities:
Accounts Payable
Taxes Payable

Current Portion L.T.D.
TOTAL CURRENT LIABILITIES:

Long Term Liabilities:
Notes Payable

TOTAL LONG TERM LIABILITIES:

TOTAL LIABILITIES:

OWNER’S EQUITY:

LIABILITIES PLUS EQUITY:

APPENDIX C

The Renaissance Child

Balance Sheet

Three Year Period

Start-Up

$25,000
0

300
25,300

112,000
0
112,000
66,000
0
66,000
320,000
0
320,000
498,000

523,300

0
0
24,813
24,813

385,000
385,000
409,813
113,487

$523,300

Year 1

$27,567
450

300
28,317

112,000
22,400
89,600
63,000
13,200
49,800

300,000
15,000

285,000

424,400

452,727

0
14,089
27,233
27,233

360,187
360,187
387,420

65,297

$452,717

Year 2

$90,201
450

300
90,951

89,600
22,800
66,800
49,800
13,200
36,600
285,000
15,000
270,000
373,400

464,351

0
14,089
29,787
29,787

332,954
332,954
362,741
101,610

$464,351

4

Year 3

$154,190
450

300
154,940

66,800
24,000
42,800
36,600
13,200
23,400
270,000
15,000
255,000
321,200

476,140

0
14,089
32,581
32,581

303,167
303,167
335,748
140,392

$476,140
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The Renaissance Child
Profit & Loss Statement
Three Year Period

Year 1 % Sales Year?2 % Sales Year 3 % Sales
SALES:
Childcare Revenues $318,682 $98  $374,920 $98  $374,920 $98
Extracurricular Revenues 5,040 2 5,940 2 5,940 2
Cost of Sales: 0
Total Cost of Sales: 0
Gross Profit: 323,722 380,860 380,860
OPERATING EXPENSES:
Advertising 12,000 2 1,200 3 12,000 3
Insurance 30,000 9 30,000 8 30000 8
Building Depreciation 15,000 5 15,000 4 15,000 4
Equipment Depreciation 22,400 7 22,800 6 24,000 6
Utitlities 7,800 2 7,800 2 7,800 2
Accounting/Legal 3,000 <1 3,000 <1 3,000 <1
Licenses/Fees 640 <1 480 <1 480 <1
Operating Supplies 1,200 <1 1,200 <1 1,200 <1
Van Depreciation 13,200 4 13,200 3 13,200 3
Repairs/Maintenance 320 <1 320 <1 320 <1
Travel 200 <1 200 <1 200 <1
Interest 33,736 10 31,317 8 28,762 8
Bank Service Charges 180 <1 180 <1 180 <1
Dues and Publications 120 <1 120 <1 120 <1
Payroll 12,9750 40 129,750 34 129,750 34
Payroll Taxes 14,089 4 14,089 4 14,089 4
Offices Expenses 520 <1 520 <1 520 <1
Total Operating Expenses 284,155 99 281,976 84 280,621 83
Net Profit: $39,567 $98,884 $100,239

Note: On a typical start-up profit & loss statement, Year 1 generally is broken down by month.

2003 Special Report



