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Introduction 
 

Reading this book suggests that you have made the decision to start a business or you are 

seriously considering it.  Taking the step of becoming an entrepreneur represents a life 

changing event.   

 

There can be many motivating factors which have brought you to this point. Perhaps you 

have faced a layoff at work or even a company closing.  Perhaps a “trigger point” has 

occurred in your life which could be as simple as reaching a birthday milestone. Some 

may be motivated by a desire to maximize their personal talents or explore capabilities 

that they think lie untapped in them. 

 

In our continuously evolving society and economic system, the process of 

entrepreneurship has become a much more credible step for individuals.  The U.S. Small 

Business Administration estimates that small firms with fewer than 500 employees 

represent 99.9 percent of the 27 million businesses. Entrepreneurs and small business 

owners have never been more important to our economic life.    

 

From many sources, from much research, the knowledge about the entrepreneurial 

process has proliferated.  To face the competitive challenges here and abroad, thorough 

study of your decision and the steps to starting a business is more important than ever. 

The Texas Roadmap will be an indispensable guide for what may be the trip of a lifetime. 
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Texas Road Map To Starting A Business 
 

The Texas Road Map to Starting a Business contains directions to get your business off 

the ground and help strengthen our state economy along the way. This Booklet covers 

eight steps to starting a new business: 
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It is important that you follow the directions found on the first page. Start at the 

beginning and work your way from chapter to chapter. Do not jump ahead or skip 

chapters. When you finish, you will have completed the background work necessary for 

starting a business. 

While every effort has been made to endure the reliability of the information 

presented in this publication, the publisher does not guarantee the accuracy of the data 

contained herein. Errors brought to the attention of the publisher and verified to the 

satisfaction of the publisher will be corrected in the future editions. 
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Chapter 1: The Feasibility Study 
 

The first step on your road to starting a business is the feasibility study.  This first step 

helps you, the prospective business owner; determine the practicality and viability of 

your business idea.  After completing the feasibility study, you will have an indication of 

market opportunity and growth potential.  You want this information now, before you 

risk valuable time and money. 

 

The feasibility study can help you analyze the possible risks and rewards of your concept 

and increase the probability of your success.  During this exercise, you will gather 

information on current economic conditions and the state of the industry in which you 

want to start a business. You will conduct a detailed analysis of your competitors and 

potential customers.  After you have gathered this information, you will be able to decide 

if your idea is worth more time and money. 

 

Overview- The Feasibility Study 
 

The feasibility study helps you examine your ideas objectively from several viewpoints.  

The flow chart below indicates the process you will follow.  

 

Every feasibility study begins with an idea.  This idea can be for a product or service. A 

market analysis, which thoroughly investigates the industry, competitive economic 

environment and target markets, will help you decide if the idea can become a profitable 

business.  This exercise also helps you make an informed decision by identifying the 

requirements for starting a particular business, such as experience, time and legal and 

funding issues. 
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Your Idea:  Defining Your Business 
 

Your first step is to define your business idea and the opportunity you envision.  Include 

a description of the product or service you will provide, the reasons for starting the 

venture and the type of business you plan to establish (for example, manufacturing, 

wholesaling, retailing, exporting/importing or service).  Consider these areas when 

writing a working definition of your business. 

 

Customer Viewpoint:  You must adopt your customers’ viewpoint because if you fail to 

satisfy your customers’ needs, your business will fail.  Briefly describe the 

products/services you will sell and how customers will use them. 

 

Ask potential customers how they would define your product or service.  Their 

perspective can give you important insight into how your product or service will actually 

be used.  Keep an open mind.  If someone uses your product/service in a new way, it may 

be a benefit you can add to your marketing strategy.  

 

Product/ Service: Specify the line of product or service you will offer and look for 

secondary opportunities.  For example, are there services you can provide in association 

with your product, or are there products that result from the service you will provide? 

 

Customers:  Describe your typical customer in terms such as age, sex, income, 

education, occupation, marital status and lifestyle.  What needs will your product or 

services satisfy?  What benefits will your customers gain from using your product or 

service?  What results will your customers achieve for having purchased your product or 

service? 

 

Remember, customers buy based on benefits and results, not product specifications. For 

example, a specification of a life insurance policy is that it is term or whole life.  A 

benefit is that it pays a sum of money upon your death. But you purchase life insurance 

for the results-- peace of mind that your survivors will be taken care of financially. 

 

Personal and Business Objectives 
 

Defining your short and long-term business and personal goals establishes the criteria for 

judging the feasibility of your idea.  Ultimately, your decision to start a business should 

be based on whether it can achieve your business and personal goals. 

 

Personal Goals:  List the goals that satisfy your personal needs.  Why are you starting 

this business?  What motivates you?  What do you want to accomplish?  Are you more 

interested in a lifestyle change than in monetary reward?  A person starting a part-time 

business may have different personal goals than someone who views the business venture 

as a primary income source. 
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Business Objectives:  Where do you want your business to be in the next few years?  

What are your financial objectives?  State these goals in such terms as annual sales 

volume, market share, growth rate, personal income, etc. 

 

Now review the two lists and describe in 25 words or less how your business will satisfy 

your business and personal goals.  This becomes your mission statement.  Do your 

personal and business objectives match?  Is there a good fit with your business idea?  If 

not, you may need to re-evaluate your venture.  Otherwise, you’re ready to start your 

market analysis. 

 

 

Market Analysis: Is Your Idea a Market Opportunity? 
 

Begin your market analysis by examining trends in your industry and collecting 

information about the size of your market segment and target market.  Your research can 

help you identify and learn about your primary customers and major competitors.  

Analysis of the information you gather will reveal marketing strategies for successfully 

selling your product or service. 

 

Your business will exist in a world constantly reshaped by changing social and cultural 

values, economic conditions, political and legal restrictions, competitive strategies and 

advances in technology.  You must keep alert to these trends and determine how they 

influence your business. 

 

Your research will also lend a more complete understanding of established business 

practices, competitive developments and industry performance standards. 

 

Here are some questions to consider as you conduct your industry analysis: 

 

 What is your industry, type of business and general product or service 

category? 

 Is your industry growing? Maturing? Declining? Stable? 

 What are the current trends and outlook for your industry? 

 Does your industry have any special characteristics? Is it seasonal? Is it 

cyclical? 

 Who are the key players in the industry? 

 Where are you positioned in the distribution channel? For example, are 

you a manufacturer selling to a wholesaler, to a retailer, or to the end user? 

 Who holds the power in the distribution channel? 

 

Identify and evaluate how significant changes the following conditions could affect your 

business: 

 

 Social or lifestyle changes 

 Economic changes 
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 Political and /or legal changes 

 Technological changes 

 Population (demographic) changes 

 Any other change in the business environment 

 

Conducting Your Research 
 

You can gather your information from existing data (secondary sources) or from new 

data (primary research). 

 

To access secondary sources, start on the Internet or at your local library.  Many public 

and private organizations collect and publish data on population and industries, which is 

often available at public or college libraries.  For example, trade associations maintain 

industry statistics and projections.  Federal, state, county and city governments also 

gather data.  Just about every regulated industry has an agency that collects data on it.   

 

Real estate agents are another resource -- they can supply information for specific 

locations in terms of competitors, suppliers, demographics, zoning regulations, local 

economic outlook, rental space and costs.  Banking and financial offices can sometimes 

provide relevant financial data about your industry.  Additionally, local radio and 

television stations can provide valuable information about the average customer, 

purchasing patterns and use of media. 

 

Be inquisitive. Investigate any resources that might offer pertinent information.  You’d be 

surprised at the information you can gather by talking with former employees of 

competitors, consulting firms, market research firms and labor unions.  You can also gain 

insight by inspecting public filings, classified ads and buyer’s guides. 

 

Secondary Research Sources 
 

Most resources are available on the Internet. However, libraries are an excellent source 

for printed publications and databases that may not be available online. Most of the 

resources on the following list do provide some or all of their information on the Internet. 

  

Small Business Development Centers: The SBDC Program is designed to deliver up-to-

date counseling, training and technical assistance in all aspects of small business 

management. SBDC services include, but are not limited to, assisting small businesses 

with financial, marketing, production, organization, engineering and technical problems 

and feasibility studies. Assistance is provided to both current or potential small business 

owners. For assistance in Ellis, Freestone, Limestone and Navarro Counties, please visit 

our website at www.ncsbdc.org or contact the Navarro College SBDC at (903) 875-7667 

or 1-800 NAVARRO Ext. 7667.  

 

Libraries: 

Public-If you have a public library card, ask your library for a TexShare card, which will 

provide you with access to online business databases. 
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Colleges/Universities-Most all Community Colleges and many public/private universities 

will let the public access their business publications and databases. 

 

Industry information: For statistics, projections, trends and regulation changes, 

government websites are one of the best sources. In addition to the federal government, 

don’t forget to check your local city and state for information related to the industry you 

operate in or those you sell your products and services. To get started, first identify your 

industry codes. Both the North American Industry Classification System (NAICS) and 

Standard Industrial Classification (SIC) codes are your keys to industry data.  

 

SIC: These codes allow the user to search the 1987 SIC manual by keyword, to access 

descriptive information for a specified 4-digit SIC. To find an SIC code, enter a keyword 

in the search box related to a specific business or industry. It is often more productive to 

use a single keyword rather than plural keywords (gift rather than gifts). If you receive 

too many results, choose keyword phrases (gift shop rather than gift). If you receive no 

results, go ahead and try plural instead of a single keyword. Once you find the four-digit 

SIC code, click on the two-digit category to identify related industries that may be 

potential competitors or partners. Visit http://www.osha.gov/pls/imis/sicsearch.html to 

access the SIC search website. 

 

NAICS: The most recent update for the North American Industry Classification System 

(NAICS) is NAICS 2007, which includes revisions to NAICS 2002 across several 

sectors such as Information and Telecommunications. Although NAICS was developed 

to replace the SIC system, both are still used by many government and data information 

services. Visit http://www.census.gov/eos/www/naics/ to access the NAICS search 

website. 

 

Trade Associations: All industries have associations and organizations that provide 

industry specific information, statistics and forecasts. Most of these associations and 

organizations have an internet website.  

 

Trade Publications: Industries, especially industry associations, usually have related 

publications that include journals, magazines and newsletters. In addition to checking 

online association and organization websites to see if there is an available publication, 

visit your local library reference desk and periodicals section. 

 

Trade Shows and Conferences: Whether at the local, state or national level, trade shows 

and conferences are usually industry specific and a great source of information. The 

larger the trade show, the more likely it will have an online website with information 

about the exhibitors and conference speakers. If the trade show or conference is 

sponsored by an association, visit the association’s website for pre and post event 

information. 

 

Chambers of Commerce: One of the best sources for providing local business and 

community information or directing you to the resources that may have the information 

http://www.census.gov/epcd/naics07/index.html
http://www.census.gov/epcd/naics02/index.html
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you need is the Chamber of Commerce. To find a list of online chambers, visit 

http://www.lone-star.net/mall/main-areas/chamber/chambers.htm 

 

Economic Development Departments or Corporations: Check with either local city 

Economic Development Departments or Economic Development Corporations that serve 

the areas you will both locate and sell your products and/or services. As with Chambers 

of Commerce, these entities have local information, but their purpose is very focused on 

the growth and development of the communities they serve through job creation, capital 

investment, and retention, expansion, and attraction of industry.   

 

Small Business Administration: SBA programs and services support you, the small 

business person. Learn about SBA-backed loans, government contracting opportunities, 

disaster assistance and training programs to help your business succeed. Visit 

http://www.sba.gov for information. 

 

Government Departments and Agencies: To find government agencies at the state and 

local level, visit Business.gov at http://www.business.gov and select from the State & 

Local category in the menu on the right of the webpage. 

 

 
 

Congressional offices: To identify members of the Texas State Senate or Texas House of 

Representatives that represent your district, visit the following website and enter your 

address: http://www.fyi.legis.state.tx.us  

Find members in the United States House of Representatives by Zip code: 

http://www.house.gov 
Find members in the United States Senate by state: http://www.senate.gov 

 

State Departments and Agencies: Visit TexasOnline, the official eGovernment web site 

for the State of Texas at http://www.texasonline.com and click on Business in the menu. 

 

Select a state from 
the list or map.  
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In addition to finding information on licenses, permits, employer resources, and business 

research, you’ll find links to federal, state and local contacts.  

 

Government departments and agencies aren’t the only resource for finding business 

information. Consider contacting realtors, local and regional utility commissions, local 

radio and television stations and newspapers, and bank and financial institutions.  

 

Generally, secondary research sources do not provide all the information you need, and 

you will have to collect new data. Primary sources range from networking to formal 

surveys. They include customer and supplier surveys, networking, focus group 

discussions and interviews with customers, competitors and suppliers. Talking to 

competitors, suppliers and customers also constitutes primary research. Primary research 

is particularly necessary when trying to determine your target market and in developing 

client profiles. Also, primary research helps you learn about your customers, buying 

habits and opinions of your product or service. 

 

You do not need a degree in market research to succeed in collecting primary data. 

Consult recommended publications for information on conducting primary research. 

Small Business Plan Guide 

Finding the right online websites that provide relevant and accurate information for 

making sound business decisions can be an overwhelming challenge. From the following 

resources, you will find many useful websites that are a good place to start. To find the 

following websites, visit the Small Business Plan Guide at www.bizplanguide.com and 

click on the Getting Started tab on the menu located at the top of the homepage. 

Your Competitors 
 

The next step in your market analysis is to identify your direct competition. Describe the 

differences and similarities between your operations and theirs. Discuss their business 

concept. What are their target markets? How do they reach these markets? Describe their 

strengths and weaknesses and rate their performance in critical competitive categories. Is 

their business growing or declining? 

 

Learn all you can about your competition. You can use many of the same secondary 

resources listed earlier in this chapter. Review financial ratios for the industry as 

discussed in Robert Morris Associates Annual Statement Studies, pricing strategies and 

revenues of similar businesses. Assume the role of a potential customer and “shop” your 

Click 

here 
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competition. If this is difficult for you, send a friend. Interview the owner of a similar 

business in another city or trade area. Talk to your competitors’ customers and suppliers. 

 

Compile a competitor profile using the information you’ve gathered.  

 

 Who are they?  

 How long have they been in business? 

 Where are they located?  

 What is their product or service? 

 What are their prices?  

 What is the quality level of their product or service? 

 When are they open? 

 

You also want to investigate significant substitutes for your product or service. 

Customers may prefer to satisfy their needs in other ways with other types of products. 

 

Your Competitive Strategy. Once you’ve learned about your competition, compare how 

your operation differs from theirs. Develop strategies for gaining your share of the 

existing market by answering the following questions. 

 

 What market niche will you fill? 

 How will your product or service be different and better than your 

competition? 

 How do you plan to compete? How will you defend against your 

competitors’ strengths? 

 How are you going to price your product or service compared to your 

competitors? 

 How will you gain market share? 

 How will you take advantage of your competitors’ weakness? 

 

Your Suppliers. Knowing your suppliers and how they can deliver is critical to your 

competitive strategy. If one or two suppliers dominate the market it may affect your 

ability to negotiate favorable terms. It is important to know about unreliable suppliers or 

those that face a financially precarious situation.  

 

You can investigate your future suppliers by calling the Better Business Bureau, 

performing a credit check, collecting information sheets from such companies as Dun & 

Bradstreet, or asking other entrepreneurs who have used them how they would rate the 

supplier. By performing this due diligence on your supplier, you will be able to answer 

the following questions: 

 

 How big are they? 

 How long have they been in business? 

 Where are they located? 

 What are their hours? 
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 What is the company’s reputation?  

 Who are their customers? 

 Do they work with small businesses?  

 Are they interested in working with you? 

 

Your Market. To be successful, your business cannot be everything to all consumers. 

You must identify those markets that can most value your products or services. Your 

market can be segmented based on demographics, geographic area, buying history, 

personal characteristics, or almost anything that ties a group together. 

 

Your first step is to define your trade area, the geographic area that your business will 

serve:  

 

 Is yours a neighborhood business that operates in a local area with one or a 

few zip codes? 

 Do you plan to service a city, county, or several counties?  

 Do you require a statewide or national market? 

 

Describe the current business conditions in your trade area. Is your trade area in a growth 

pattern with existing businesses expanding, new businesses growing, and commercial and 

residential construction booming? Or is your trade area experiencing a contraction with 

employees losing jobs and construction equipment idle? 

 

A key question is whether or not your product or service is already available in your trade 

area. This could signify a good market opportunity, or it could be a warning flag that 

others have tried your idea and found the area unsuitable for lack of market demand, 

political reasons or legal issues. 

 

Your next step is to define your target market, the market segment that offers the most 

opportunity for your product or service. 

 

A typical business makes 80 percent of its sales to 20 percent of its customers. By 

identifying that critical 20 percent, you can focus your efforts and expenditures on the 

consumer group that will give you the most return on your investment. In researching this 

target market, you will learn about your primary customers, needs and how to satisfy 

them. You should also study this group’s buying habits to learn how to reach them with 

your promotional message. 

 

Use the grid below to help you organize your data. 

 Product/ 

Service 

Quality Price Service Location Marketing 

Program  

Other 

Competitor

#1 
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Competitor 

#2 

       

Competitor 

#3 

       

 

 

Customer Profile. Describe your selected customer market in terms of physical 

characteristics, needs and lifestyle. Place a face on your typical customer. What specific 

benefits does he or she seek? What personal needs or results will your product satisfy? 

 

You also need to know about the individuals who make buying decisions. The person 

who buys your product and the one who uses it may be different. A good example: 

Adults buy breakfast, but children eat it and thereby may control the buying decision.  

 

If you are selling a product or service to a consumer, the following are typical questions 

to ask in developing a customer profile: 

 

 Who is your primary customer? Male? Female? Both? Business? 

Government Agency, ect.? 

 Why do they buy? 

 How do they buy? Cash? Credit? Charge? 

 When do they buy? Daily? Weekly? Monthly? 

 What customer services do they value most? 

 How much do they buy? 

 Why will they buy from you? 

 What is their income or revenue? 

 What is their age range? 

 Where are they located? 

 What is their profession or industry? 

 

Target Market Preferences. Most consumers make purchasing decisions based on how 

they value convenience, service, quality, price or expertise. 

 

Most small businesses stand out because the owner gives personal service. Customers 

value someone who makes a courteous and personal effort to provide special items or 

timely service. Small businesses have an advantage here because often they can provide 

this more efficiently than large companies. 

 

It may be difficult for small businesses to compete on price because larger, established 

competitors usually have economies of scale and deeper pockets. Large businesses can 

typically outlast the new entrant price war. It is also hard for a new business to 

successfully offer products or services at the highest price levels because this requires an 

established reputation to qualify the “Status” or “Value” of the offering. Most small 
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business owners find it easier to compete on a medium price level. Look at your situation 

carefully and select the preference that your potential clients consider the most important. 

 

Market Demand. Determining market demand is critical because if demand is lacking, 

you need to reevaluate your business idea. To estimate the total demand for your product 

or service, consider the current sales volume and growth potential for your product or 

service. Knowing the answers to the following questions will help you determine market 

demand for your product or service: 

 

 How many competing firms are located in your trade area and how much 

business do they have? 

 What are their sizes? 

 Are these businesses stable? Growing? Shrinking? 

 What are the population characteristics of your designated trade area? 

 How many consumers are there? 

 What is their buying capacity? 

 What is their need for your product or service? 

 What percent of the market will you have? 

 What is your market’s growth potential? 

 

Your research may show that the market is too small to support another business or it is 

shrinking or growing faster than you thought. You may need to readjust your strategies.  

 

The Marketing Mix 

 

From time to time, review your original business definition. It may need refining based 

on the definition. It may need refining based on the information you’ve gathered and the 

marketing mix framework. 

 

 

 

  

 

 

 

These elements must be “right” for your business to be successful. That is, you must offer 

the right product or service at the right price using the right promotional efforts at the 

right place and time. 

 

Price. To pinpoint the right price, you need a combination of experience, market 

knowledge and good judgment. Study your competitors’ pricing and estimate your costs. 

Can you price your product of service competitively and still cover costs? 

 

Consider the following factors to determine the best price for your product or service: 

 

 Are prices in your industry stable or do they fluctuate? 

Marketing Mix: The Four P’s 

Product  

Price 

Promotion  

Place 
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 Must your client buy from you or is it just as easy to buy from your 

competitors? 

 How much are your potential customers willing to pay? 

 

Remember, your customers ultimately determine pricing. They will be willing to buy 

from you within a specific price range. If your costs exceed this price range, don’t 

assume that you can pass the difference onto your customers. 

 

Place.  How will you distribute your product or service? Will it be direct or through 

wholesalers or other intermediaries? Where will your business be located? What are the 

traffic counts at the location and is this important for your business? 

 

For some businesses, location is all-important, and the wrong location can undermine an 

otherwise sound business. On the other hand some businesses do not need a fancy 

expensive location if customers buy from distributors or other outlets and never see the 

office. If location is critical to your business, invest the time and effort to find the best 

location you can afford. Realtors know about commercial property, but they may be 

unfamiliar with your business needs, so do not rely on their recommendations alone. Talk 

to other advisors. Consider these questions:  

 

 Where are your customers located? 

 How will they get to your place of business? 

 What are the traffic and pedestrian counts for the location? 

 What plans do the County or State have for widening roads? 

 

Promotional Strategy. Your advertising and promotional strategy affects both your 

ability to sell and your business or cost structure. You do not need a full blown 

promotional plan now, but it would be helpful to review the following questions: 

 

 How will you tell your customers about your product or service? 

 Will you need to educate your customers about the benefits of your 

product or service? 

 Based on your target market’s demographics and buying habits, what are 

the best ways to reach them? 

 What will gain your customers’ interest and hold their attention? 

 Which advertising media will maximize the return per dollar spent? 

 How do your competitors promote their product or service? 

 What are the pros and cons of their methods? 

 How much promotion can you afford and for how long? 

 

Key Success Factors 

 

Many businesses, although founded on good ideas and sound objectives, fail because they 

lack critical success factors necessary to survive in their market segment. These factors 

vary in each industry and market segment. What does it take to make it in your market? 

Some key factors might be: 
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Quality Capital  Precise Product or 

Service Technology Service Identification 

Price  Advertising Precise Market 

Expertise Suppliers Identification 

Location Distribution  

 

Personal Skills Analysis 

 

Your next task is to define the many resources you may need to start your venture. These 

range from particular technical skills or management experience to legal requirements 

and start-up costs to sources of funding. 

 

Technical Skills. These skills are unique to each type of business. For example, printers 

need to know how to operate a printing press, and oil well drillers need to understand 

geology. Do you have the skills to produce the product or render the service? Businesses 

are often founded on an entrepreneur’s technical strengths. 

 

Experience and Knowledge. Describe three critical skills or knowledge areas necessary 

to run your business. How much experience do you have in this type of venture? Do you 

have the experience and ability necessary to make good operating decisions? Self-

reflection on this issue is difficult but critical. 

 

Every successful business needs a complex mix of management skills in many business 

areas, including marketing, financial analysis, operations, purchasing and personnel. Do 

you have the management skills to successfully lead a business venture? Keep in mind 

that no one can be a perfect manager, but most new businesses fail because of poor 

management so it’s important to be honest with yourself. Consider your management 

strengths and weaknesses, and then decide if you need to gain additional experience or 

knowledge, or should hire someone whose strengths balance your weaknesses. 

 

People make the difference in a company’s performance. Good employees can make a 

marginal business better, and poor employees can destroy an excellent business. 

 

Time Commitment Owning a business can be a wonderful opportunity to be your own 

boss, to take charge of your financial future, and to work seven days-a-week for nearly 

24-hours-a-day with no one to hand you a paycheck at the end of the week. Are you 

prepared for the personal demands and sacrifices of running your own business? Use the 

following questions to decide if this is a good time to become a business owner: 

 

 Are you willing to work long hours and sacrifice leisure time? 

 How much time will the business require? (Most business owners work at 

least 60 hours a week.) 

 How much time can you spend on your business? 

 How long before you make a profit? 

 How long before you draw a salary? 
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 Do you have personal family circumstances that would prevent you from 

totally focusing on your business now? 

 

 

In answering these questions, you might find that you’re not ready to start a business. 

Don’t be discouraged. Although the time may be wrong now, you might be prepared in 

six months or a year. 

Financing Needs 
 

Your next task in the feasibility study is to determine how much money you will need to 

start and operate your business until it is profitable. Begin by estimating your start-up 

costs and how much money you need to operate your business for a year. Make a list of 

special equipment needed, and the cost to buy or lease it. Also list one-time start-up costs, 

including real estate purchase, furniture, fixtures, equipment, starting inventory, utility 

and lease deposits, equipment installation charges, and grand opening promotions. Don’t 

forget to include your insurance expenses as well. Insurance needs to be discussed with 

an insurance professional with specific industry knowledge. 

 

 

 

 

 

 

 

 

 

 

 

 

Consider the pros and cons of purchasing all or part of an existing business. Sometimes, 

this alternative can make some aspects of starting a business easier or less expensive. 

 

Sales/Revenues. Forecast your estimated sales/revenues for each month during the first 

year. You must forecast sales, costs and profits using assumptions drawn from your 

market research. Put these assumptions in writing. 

 

Break-Even Analysis. Use the following formula to calculate the amount of sales and/ or 

revenue needed to cover your business’ total fixed and variable costs for the first year. 

The break-even point is where there is no profit and no loss. 

 

 

 

 

  

 

 

Insurance Options 

Mandatory: Automobile 

Essential:    Liability, fire, product liability, and 

        workers compensation 

Desirable:   Crime, health, business interruption,  

                   Key personnel, disability, and bonding 

 

Break Even =                 Fixed Cost 

                                  

                        Selling Price – Variable Costs (per unit) 

                                             Or 

                        Revenue - Cost & Expenses = $0 
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Fixed costs are those costs that must be met regardless of the sales level. They include 

such items as rent or mortgage payments and maintenance expenses; utilities and 

telephone; salaries; benefits and payroll taxes; insurance payments; licenses; legal and 

accounting fees; office supplies; and depreciation and interest payments. 

 

Variable costs fluctuate with sales and include such costs as sales commissions, 

advertising and marketing expenses, and raw materials. 

Using the figures you’ve gathered, calculate your company’s break-even point and when 

it will be reached. 

 

Cash Flow Analysis. A schedule showing receipts, disbursements and net cash for your 

company over a specified period of time could be helpful at this point. A cash flow 

analysis estimates by month how much cash your business will need for expenses (when 

you pay your bills) and forecasts when cash will come into your business (payments from 

customers). Keep in mind, more businesses fail because of poor cash flow than for lack 

of sales. For detailed instructions on preparing a cash flow analysis see Chapter 3. 

 

Financing Your Business. Finding funding is a challenge for every new business owner, 

but there are several sources to consider. 

 

Personal Savings: Most new businesses get 90 to 95 percent of their cash from personal 

savings and family and friends. 

 

Continued Employment: Some businesses start on a part-time basis, permitting the owner 

to continue working full-time for another company until the new business becomes 

profitable. 

 

Friends and Relatives: Many entrepreneurs look to private sources such as friends and 

family when starting a business. The money is often loaned at low interest, which can be 

beneficial when getting started. 

 

Banks and Credit Unions: Most commercial banks are cautious and consider start-up 

ventures risky. Others usually require at least one-third equity investment plus additional 

collateral to cover the loan balance. If you have the required equity, some banks may 

consider offering you a loan guaranteed by the U.S. Small Business Administration.  

 

Venture Capital Firms: These firms are usually not interested in small start-up situations. 

However, start-ups that have the market potential to grow to $25 million or $50 million in 

five to seven years have been known to receive venture capital financing. Such 

arrangements will normally require you to give up a significant ownership percentage to 

the venture capital firm. 

 

Private Investors: Some individuals will invest in start-up businesses, especially if they 

are knowledgeable about the industry.  
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Your Decision 
 

It’s now time for you to examine your completed feasibility study to determine if this 

business venture can be profitable. Review your mission statement. Does your market 

analysis, competitive analysis, personal skills analysis and financing needs indicate that 

your idea could be profitable? Will these analysis factors allow you to achieve your 

mission statement? 

 

A “Go” Decision. If all these analyses are positive, then start organizing your business. 

Turn to Chapter 2 and begin by compiling your market and industry information into a 

business plan.  

 

A “No” Decision. If one or more of your analyses displays negative results, your idea is 

not feasible at this time. Various conditions cause a negative decision. For example, a 

market may not exist, or is too small. Perhaps the costs are greater than projected 

revenues. It is also possible that there is too much competition for your product or service 

or that profitability may be difficult to accomplish. 

 

You might feel disappointed with a “no” decision but it is much better to learn this now 

before you spend additional money and time on an idea that won’t be profitable for you. 

 

Time to Reevaluate. Your analysis might show that your idea is not feasible, but only 

temporarily. Perhaps you don’t qualify for a needed license, but you could get the permit 

with additional specialized training. 

 

Be careful when you reevaluate. It’s your money at risk. If the projected financial picture 

looks bleak, the real one won’t be any better. Successful business people know when to 

walk away. Look for other opportunities or modify your current idea.  
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Chapter 2: The Business Plan 
 

After you complete your feasibility study and decide to proceed with your business 

opportunity, your next step is to develop a sound business plan. Before you start, 

however, keep in mind the following general principles; 

 

First, your goal in writing a business plan is to create an organized view of your business 

ideas-- a road map to follow. The length of your business plan itself is inconsequential. 

The key is quality, not quantity. By formalizing your ideas on paper, you often identify 

weaknesses to be considered and anticipated. Most important, the business plan guides 

you to your company’s future and lends focus and direction to your ideas. 

  

Second, although the final document can be used to generate investment interest and 

financing, the business planning process is primarily an exercise to help you 

conceptualize your business and set reasonable and achievable goals and objectives. 

Theodore Roosevelt once said, “If you aim at nothing, you’ll hit it every time.” The 

business plan helps you visualize your target and guides you in hitting your mark. 

 

Third, allocate time to think about the various issues you should consider during the 

planning process. Ask others to brainstorm with you. If you have a management team, get 

them involved. 

 

Keep in mind, a small business owner’s planning responsibility is to maintain control 

over the direction of the plan and, ultimately, the business. A business plan should reflect 

your vision of a market opportunity and serve as a blue print for the future. 

 

Fourth, consider these guidelines for brainstorming sessions: 

 

 Follow an agenda with time constraints, and limit interruptions. 

 Don’t grasp the first idea that comes to mind, but generate a long list of 

possibilities. 

 Don’t let anyone dominate the planning session. Involve the entire management 

team and create an environment for the free exchange of ideas. 

 Conduct the sessions in an informal, relaxed setting. 

 Don’t rely solely on past experiences for ideas, stretch your imagination. 

 Don’t be timid or self-conscious about your ideas, encourage spontaneity and 

withhold judgment of criticism of ideas until later. 

 

Fifth, don’t be discouraged if you meet unexpected obstacles. In fact, obstacles are the 

one thing to count on. Put yourself and your business at an advantage by anticipating and 

planning for diversions. When outsiders like prospective bankers and private investors 

read your plan, they consider your aptitude as a small business owner. You will earn 

credibility by candidly identifying obstacles and your strategies for overcoming them. 

 

Finally, your business plan is a dynamic document that you should review regularly to 

determine whether or not you are meeting your goals and objectives. It should be 
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adjusted as market conditions change. The plan is not something you write once and file 

away. Follow market conditions and revise your business plan accordingly. 

 
Content 
 
The length of a business plan varies from company to company depending on the type of 

business and market it serves. What is more important than length is the clarity and 

substance of the ideas set down on the pages. Your business plan must express various 

issues in a relatively straightforward and logical manner. Use the following components 

as a guide: 

 

I. Table of Contents 

II. Executive Summary 

III. Introduction 

IV. Environmental Analysis 

V. Market Analysis 

VI. Marketing Strategy 

VII. Operations 

VIII. Management Plan 

IX. Financial Data 

X. Exhibits/Appendix 

 

Remember, you are the business owner, and the plan must reflect your ideas and goals. 

By thoroughly stepping through the planning process, you can identify the strengths and 

weaknesses of your operation. This should allow you to take advantage of your strong 

points, while giving you the opportunity to gather resources to counterbalance your weak 

areas. 

 

With all this in mind let’s get started. 

 

Section I: Table of Contents 
 

A Table of Contents is essential if you intend to use your business plan to seek financing. 

Each investor or banker will read the text from the perspective of their background and 

experience. Number the pages of your business plan, and include a table of contents to 

make it easier for readers to find what interests them. This will increase the chance that 

they will read your plan. 

 

Section II: Executive Summary 
 

The Executive Summary should capture the reader’s attention, and entice them to read 

further. It should be limited to two pages and summarize the business plan’s key points. 

Although the Executive Summary appears at the front of your business, it should be 

the last section your write. The Executive Summary must reflect your complete 

understanding of your business idea. You won’t achieve this understanding until you’ve 
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written the document’s main body. If the reader questions a broad statement made within 

this summary, the detail of subsequent sections should provide the necessary support. 

 

Your summary should include, but not be limited to, the following components: 

 

 Description of your business idea, and product or service, explaining how it 

stands out from the competition. 

 Generic discussion of the target market, and the competitive environment. 

 Review of the management team, and key personnel, emphasizing their 

credentials and specific functions. 

 Identification of capital requirements needed, and the general use of these funds. 

 Summary of potential financial results. 

 

Section III: Introduction 
 

The Introduction should give a detailed description of your product or service. The 

information you developed and refined during your feasibility study will be useful as you 

write this section. 

 

In the introduction, bring up any distinctions or unique qualities of your product or 

service, such as a more convenient location, or better service. Additionally, outline any 

proprietary positions that give you a competitive edge. These can be patents, copyrights 

or trademarks, if your product has any sensitive or critical characteristics--such as fire 

resistant treatment--list these attributes. Your readers will also be interested in learning 

about features that can positively influence the results of your marketing strategy. Be sure 

to also include your experience, special expertise, or knowledge of the product or service. 

 

Section IV: Environmental Analysis 
 

The Environmental Analysis should include three key components: 1) a discussion of 

current business conditions in the area where you plan to do business, 2) an industry 

analysis, and 3) an evaluation of your competitors. 

 

Economic Conditions - International, National, Regional, Local. You don’t have to be 

an economist to run a business, but you should be mindful of key economic indicators 

that can affect your company’s ability to conduct business, recession trends, high interest 

rates, declines in retail sales, and high unemployment are a few of the factors to consider 

when starting a new business.  

 

Examine the economy to spot events or trends that could influence your business 

decisions. Concentrate on local business conditions, and identify key opportunities and 

threats to your company. For instance, a large, skilled, local labor pool could provide you 

with high quality personnel at reasonable wages. On the other hand, low unemployment 

could make it difficult to attract personnel. A new business owner may have trouble 

competing against larger, established firms that have the financial resources to 

compensate their employees. 
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Do not overlook trends in the international market that might affect your industry. For 

example, although you plan to sell your product or service locally, you could encounter 

competition from international sources--be aware of these factors and plan for them. 

 

Several resources could help you identify and follow these trends. The National Trade 

Data Bank of the Bureau of Census lists all overseas imports by commodity. Individual 

competitors can be investigated by reviewing annual reports or checking with such firms 

as Dun & Bradstreet. 

 

Industry Analysis.  By completing the feasibility study in Chapter 1, you gained an in- 

depth understanding of your industry and market. This section of your business plan 

should focus on the results of your investigative efforts. Your research and analysis will 

provide you with the necessary tools to make informed decisions on market opportunity, 

to analyze industry trends, and to understand their influence on your business. 

 

Competition.  During your feasibility study, you conducted a thorough examination of 

your competition. You learned about their strengths, weaknesses, and performance in 

competitive categories. You identified their target markets, market share, and strategies, 

and prepared a comparative competitive appraisal using key characteristics. Recount your 

finding in this section of your business plan. 

 

Identify your key direct competitors, and provide a profile of each. The goal is to 

demonstrate that you analyzed the competitive environment and have developed 

defensive strategies. Explain your market niche, your competitive strategies, and the 

tactics you will use to capture market share. 

  

Additionally, you must address your competitors’ reaction to your entry into the market. 

You also should consider how other entrants could affect your business. 

 

Section V: Market Analysis 

 
This section should provide a description of the current market and future opportunities. 

Your research during the feasibility study phase should have provided you with the data 

to support your business endeavor. Include this information as well as a discussion of the 

following. 

 

Geographical Trade Area.  Discuss your primary trade area. State whether your will 

operate locally, or plan to compete within your state, nationally, or internationally. 

 

Customer Identification.  This section should describe your selected customer market. 

Who are you targeting? Develop a customer profile that illustrates their physical 

characteristics, needs, and lifestyle. What is their buying capacity, habits, and decisions 

for buying? What do they value? Discuss the need for your product or service. In this 

section, you must prove that a market exists in your selected geographic area, and show 

the number of people in the area who match your customer profile.  
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Competitive Position.  Discuss your competitive advantage. Why will customers buy 

from you? What is unique about your product or service? List at least three key 

advantages you have over your competitors, and describe how you plan to capitalize on 

them. You must also recognize your weaknesses, and how to compensate for them. List 

three disadvantages, and discuss the strategies to secure your company’s competitive 

position. 

 

Section VI: Marketing Strategy 

 

The Marketing Plan is one of the most important sections of the business plan. It outlines 

strategies for selling your product or service. Your goals and benchmarks for the 

operation should reflect a realistic, credible guide supported by your marketing analysis. 

 

Target Market. Review your market analysis performed in Section V. Your target 

market will consist of those individuals who will most likely buy your product or service. 

Keep in mind; you can’t be all things to all people. This translates into focus. Your 

marketing plan must focus on your target market, and the strategies you will use to reach 

these potential customers. 

 

These strategies should reflect the habits and lifestyle of your customers. 

 

Sales Organization. Outline your sales strategy. Do you plan to use a professional sales 

force? Will you use internal sales, outside sales, or both? Will you sell through a retail 

operation, a wholesale operation, or through mail-order catalogs? 

 

Design your compensation scheme. Will you pay commissions, salary, or a combination 

of both? Will you utilize bonuses or some other form of incentive compensation? 

 

Promotion. Discuss how you will generate potential customers’ attention. What will 

capture their interest? What benefits does the customer gain from buying from you? What 

attractive customer service or conveniences will you offer? For example, you might offer 

free delivery, free alterations, or discounts on first purchases or certain dollar amounts. 

 

Marketing/Advertising. As part of your marketing efforts, you can implement various 

advertising activities. Advertising consist of any activity that attracts attention for your 

product, service, or company.  

 

There are a range of advertising options to consider. Some advertising has direct costs, 

such as printing or production costs, postage, or the cost to purchase space in a magazine. 

The most common forms of advertising include: 

 

 Websites 

 Direct mail, such as flyers 

 Brochures, handbills 

 Ads in magazines, newspapers, yellow pages, trade publications, or on radio and 

television. 
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 Trade shows, exhibitions 

 Sample giveaways 

 

You should consider other public relation activities. These include: 

 

 Publicity, such as press releases and articles sent to newspapers, radio and 

television, trade journals or magazines 

 Networking 

 Seminars, speeches, classes 

 Civic involvement 

 Contacts/ referrals 

 

Advertising activities can offer short-and long-term benefits. Discuss your advertising 

approach, and strategies to achieve specific marketing objectives. You want to confine 

your efforts to your target market. Select media that will most likely reach your target 

markets. These could be newspapers, trade journals, television, radio, or Internet. Internet 

now rivals Radio and Television. Set an advertising budget based on how much you can 

afford and how much income you expect the ads to generate. 

 

To decide which medium to use, compare the cost to use a specific medium with the sales 

results you expect it to generate. Keep your target market in mind and how often that 

target market uses that particular medium. 

 

An advertising plan should be developed within your budget constraints. For an existing 

business, this amount can be a percentage of sales; for example, five to ten percent of 

sales. If you are a start-up business, your advertising dollars will be a combination of a 

percent of potential sales and earmarked start up capital. 

 

You must commit to some form of advertising when introducing a new product or 

attracting the customer’s attention. To develop a position in the customer’s mind, you 

should address customer needs with consistency and frequency. Check industry norms for 

averages, and use the data as a foundation. You may have to do a great deal of estimating 

in this part, and it’s not unusual for you to change your strategy often, especially in the 

beginning. 

 

Keep in mind the easiest and most recognizable forms of advertising; television, 

newspaper, and radio are the most expensive. Select these media only if it’s appropriate 

for your product/service and your target market. If you are competing with existing 

successful companies, you must make up in elbow grease what they can do with money. 

 

No business can afford to ignore Web Commerce and Marketing. Effective Internet 

Marketing and Advertising has become a sophisticated process demanding special 

attention.  

 

When preparing a marketing/advertising plan, list the various activities you plan to use, 

and estimate their costs for the next 12 months. Again, the cost of the plan must be 
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reasonable compared to the income it produces. For example, it is seldom reasonable to 

spend $10,000 on an ad that generates $5,000 in sales. 

 

When you’re ready to implement your marketing/advertising plan, purchase a notebook 

or organizer to hold a calendar. Chart your marketing/advertising schedule, list the 

chosen medium, and note how, when, and where you plan to advertise. Include 

information about every ad you intend to place, speeches you will give, or networking 

events you will attend. Keep daily statistics of your sales by product line, the number of 

customers that walk through your doors, and other relevant information. Track customer 

response to ads and promotional activities by asking them where they learned about your 

company, product, or service. There accumulated facts will help you make effective 

decision for your future marketing/ advertising plans. 

 

Pricing Strategy and Sales Terms. As discussed in the feasibility study, correct pricing 

is essential. How do you plan to price your products or services? Your strategy should 

reflect the cost to produce your products or services. Your strategy should reflect the cost 

to produce your products, or to provide your services as well as your overall financial 

goals and objectives. 

 

What industry markup, discounts or other methods will you use? How will your price 

structure compare to the market? Why is it different? Will you give trade credit or any 

other inducements to attract new customers? Will you accept customer credit cards? 

 

Your business’ revenue equals the unit price multiplied by the unit volume of products 

sold or services provided (Revenue+ Price x Volume). Price, particularly the “right 

price,” is therefore an essential component of your financial strategy. 

 

To arrive at the “right price,” you need a combination of experience, market knowledge, 

and good judgment. As a starting point, calculate the cost to produce your product or 

service. This is your minimum price. To calculate your maximum price, add an amount to 

the minimum price that reflects consumer demand, and your competition’s pricing. The 

"right price” falls between your minimum and maximum price. 

 

Prices for most products and services are market driven. That is, the maximum price you 

can charge is determined by what typical buyers might pay for a like product or service at 

that time and place, and under similar circumstances. Prices are said to be market driven 

because the market for products or services is based on the amount potential customers 

are willing to pay, not necessarily the price that you might like to set. 

 

To determine the right price, you must consider various characteristics related to your 

product/service, and your business and personal goals as outlined during the feasibility 

study. The factors can relate to your target market position, and way of doing business, 

your competitors, your clients, the current and forecast market, distribution channels, 

regulations, and state of the economy. 
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You should also consider how your answers to the following questions could affect the 

price you establish: 

 

 Does your firm lead pricing decision or follow competitors? 

 Are prices in your industry stable or erratic? 

 How do your sales policies and terms compare to industry practices; for 

example, do you deliver? 

 How do the features and benefits of your products/services compare to 

those offered by your competitors? 

 Can you reduce unit cost as unit volume increases, or are your costs fixed? 

 Do your clients have to buy from you, or could they just as easily buy 

from one of your competitors? 

 Who needs your product or service? How many potential customers? Who 

are they? Where are they located? 

 How much are these potential customers willing to pay? 

 Are these customers generally aware of the “going prices” for products 

and services such as yours? 

 Is there a distinctive aspect of your product or service that will induce 

customers to pay a higher price? 

 Are these customers motivated by price, product quality, service, a 

combination of each, or by price alone? 

 How do these customers view your firm compared with your competitors?  

What might cause them to shift their loyalties? 

 What size quantities or contracts do these customers usually purchase? 

What are the average annual purchases of these customers? 

 Do these customers commonly “shop”, or request bids to find the best 

price? 

 How do you sell your products or services? What distribution channels do 

you use? 

 Do you incur different cost for different customers because of their size, 

type, or location? 

 Do you have a single product/service or do you offer a range of 

complementary or allied products or other inducements to attract buyers? 

 How will your competition react to changes in prices? 

 What is the general availability of similar products or services from your 

competitors? 

 Are there any unique factors in the market; for example, must you provide 

delivery or is credit expected? 

 

Your answers to these questions can help you identify some of the internal and external 

forces that could affect the prices you establish. 

 

Characteristics related specifically to your products or services can also help you pin 

point the right price. 
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Product Type. Consider a lower price if you are selling a commodity readily available 

from your competitors. Charge a higher price only if your product is patented, unique or 

custom designed. 

 

Production Type. If your product is mass-produced with lower costs for higher volumes, 

you might charge a lower price than for products that are individually custom-built or 

require a great deal of special expertise. 

 

Product Life. Products with a short life may sell at a lower price than a similar product 

with a longer life. 

 

Distribution Channel. Products or services sold directly to the end user or consumer 

could have a lower price than the same product or service sold through distributors. 

 

Market Coverage. Products or services with broad applications and used in a range of 

circumstances usually hold a lower unit price than products that cover narrow areas and 

have less competition. 

 

Desired Market Share. Selling at a lower price than competitors is one way to increase 

overall market share, but at the expense of a lower margin. On the other hand, you could 

charge a higher unit price if market share is not a concern and you’re targeting a larger 

margin. 

 

Stage of Market Development. Prices tend to be lower in a mature market with 

established competition and maximum economies of scale. Prices tend to be higher in a 

new or declining market where volumes are not established or are declining. 

 

Related Services. Product prices tend to be lower if sold without any additional services, 

such as delivery, training, installation, maintenance and repair. 

 

Product Turnover. Products with a fast turnover can be sold at a lower price, compared 

with products with a low turnover.  

 

Marketing Expense. Some products and services require a high degree of advertising, 

sales promotion and other marketing expenses. These could warrant a high price. 

 

Profit Potential. Prices tend to be lower if the product or service brings a short-term 

profit, or if the profit can be made over a long period of time. 

 

 

How do you know if your price is too high or too low? Prices may be too high if: 

 

 No one buys the product or service, and the sales volume is low or nonexistent. 

 Your competition offers comparable goods or services (based on an objective 

opinion) at a lower price. 

 A slight price reduction significantly increases sales. 
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Prices may be too low if: 

 

 You’re easily selling 100 percent of your capacity, or output and your 

clients/customer would pay more. 

 Your price is below your cost. An exception to this is when you have deliberately 

priced low as a loss leader to attract more people, and expose them to your other 

products. 

 

New products or services can bring up another set of considerations. When pinpointing a 

price for new products or services, ask yourself the following questions: Is this a totally 

unique product or service for which there is no current competition? Is the product or 

service new to you, but similar to something already offered by others? Is it identical to 

products or services already on the market? 

 

New or unique products and services are difficult to price for several reasons. No 

competitive information is generally available for price comparison. There may be no 

industry information, trade association, established term of sale, or established market. In 

a situation like this, determine how consumers currently achieve the results of the new 

product or service. Then, determine what it costs them to achieve these results now. Can 

you provide consumers with the same results at a competitive price? 

 

When introducing new products, you may incur higher marketing and promotional costs, 

and may want to set a higher price to allow you to rapidly recover those costs. If this 

strategy doesn’t work you can easily and rapidly lower prices. 

 

Another school of thought suggests that you can set a lower price to gain rapid attention 

for a new product or service, and then raise the price as market share grows. 

 

Some products or services might be new to you or to a market, but compete with similar 

items. You could use the similar product/service as a guide for setting your price, either 

adding or subtracting from theirs based on any differences in product/service 

characteristics or functions. 

 

For identical products/services, the price should be close to those of competitive products 

or services. The exception is if there is something special about your product that 

supports a higher price. 

 

Discounts 
 

Business owners often use discounts to induce customers to buy. For example, some 

sellers base discounts on cost savings they realized on high volume purchases. Others 

may offer a discount for early payment. In some industries, discounts are common, and it 

would obviously hurt sales if other sellers did not follow suit. 

 

Cash Discounts. Cash discounts are most often given to customers who pay within a 

certain period of time – a savings of two percent, for example, for payments made within 
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10 days. The discount should be large enough to encourage buyers to pay early, or at least 

earlier than payables without a discount. 

 

Cash discounts could bring about two results. First, the average customer might not take 

advantage of the discount. In these cases, the discount may not be effective, or is set too 

low to encourage payment. Second, some customers may take the discount, even if they 

don’t pay within the qualifying payment period; for example, you decide to offer a two- 

percent savings on payments received in 10 days. The customer, however, pays in 30 

days and takes the discount anyway. If this happens, you must decide to either allow the 

discount, or ask the customer for full payment. 

 

Volume Discounts.  Volume discounts are based on the unit quantity purchased and are 

offered to encourage larger purchases. For example, a tire supplier may choose to sell two 

tires at $50 each or four tires at $40 each. Volume discounts can be offered as a normal 

business practice or for limited periods.  

 

Volume discounts have several advantages. First, large orders can reduce associated 

marketing cost for selling, shipping, packaging and delivery. These costs can then be 

passed on or shared with the customer. Second, if a seller offers a range of products, 

discounts on the entire range can encourage sale and turnover of less popular products.  

Third, small discounts can reduce stacks of slow moving, low turnover of less popular 

products. Fourth, sellers may take advantage of the discoun, and purchase larger 

quantities. 

 

Volume discounts can present problems, which can be remedied with advance planning; 

for instance, customers may ask for a discount even though their purchase falls below the 

qualifying discount level. Another situation may arise where customers purchase a large 

quantity at the last minute, which causes inventory shortages or production scheduling 

problems. 

 

Trade Discounts. Trade discounts also may be common in some industries; for example, 

distributors may receive five percent off a manufacturer’s list price, or some other 

published price list. Trade discounts also may be combined with volume discounts. 

 

Advertising Allowances. Advertising allowances are promotional discounts that 

suppliers offer in return for some action by the buyer. An example of this is when a 

manufacturer offers a retailer a five percent discount in exchange for a specified type and 

amount of advertising. 

 

Bundling Benefits. Businesses sometimes find it effective to offer “Buy one, get another 

item free” pricing. 

 

Free Shipping. Businesses and consumers both are motivated by free-shipping offers. 

This can be expensive if not managed very carefully. 
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Section VII: Operations 
 

Discuss operational activities in this section of the business plan. Address these key 

points if they apply to your particular business: 

 

Plan Capacity and Production Scheduling. In this section, manufacturing concerns 

should discuss the range of their facilities, including production strengths and 

weaknesses. Also, include a diagram of the shop floor, develop a production schedule, 

and identify capacity on a unit basis. Indicate if you plan to subcontract any portion or all 

of your work and describe how you will select subcontractors. Additional, include a 

complete list of necessary equipment, and the cost of each. 

 

Cost and Inventory Controls. Develop and explain inventory control procedures in this 

section. How will you track the flow of goods from raw materials to finished product? 

Have you clearly identified the costs associated with your inventory levels? Do you have 

alternative suppliers for critical materials? If some materials are price sensitive, what is 

the projected impact on costs to produce the goods? 

 

Invoicing and Collections. Produce a policies and procedures manual for invoicing 

customers and collecting payments. Outline methods for establishing the credit 

worthiness of customers, invoicing for goods delivered or services rendered, and 

collecting payments. 

 

Personal Requirements. Discuss your staffing requirements. Clearly outline job 

descriptions, specific training needs, salary schedules, and performance evaluations. 

Develop a personnel policies manual that clearly addresses issues related to your 

business’ daily operations, such as absenteeism, overtime, vacation, and smoking. 

 

Section VIII: Management Plan 

 
A management plan is critical to your business plan because it gives you a clear 

understanding of your management team’s strengths and weaknesses. The bottom line is 

that “people make the difference.” Your management team needs the skills, experience, 

and chemistry to successfully and profitably guide your business. Review your team’s 

traits, and outline plans to acquire the missing expertise.  

 

Organizational Structure. Draw an organization chart outlining all full-time personnel 

and their job titles. This section should also include job descriptions, qualifications, and 

compensation for all positions. 

 

Key Managers and Functions. Describe the duties and responsibilities of key personnel 

and management executives and the skills that the management team will bring to the 

business.  Resumes supporting these assertions are appropriate for the Appendix. Also 

include a salary schedule and pay periods. Summarize the strengths and weaknesses of 

the management team. If appropriate, list the board of directors and explain their level of 

involvement and contribution. 



 31 

Section IX: Financial Data 

 
The final section of your business plan will be financial statements for your business. 

These financial statements integrate all your research into reasonable, realistic numbers. 

You must demonstrate that you have fully tested the numbers based on the assumptions 

and data you’ve collected. The statements you develop will demonstrate how thoroughly 

you have examined and researched your ideas. The focus of this section is to put together 

pro forma numbers (projections) that directly reflect the market demands for your product 

to service and your costs to deliver it to the market. 

 

You may want to develop three different financial statement scenarios to illustrate your 

forecast performance: the best case, worst case, and most likely case. Follow these 

guidelines to compose each scenario (see Chapter 3: Cash Flow Requirements for more 

information on calculating financial data): 

 

 Prepare your financial projections based on realistic and credible assumptions. 

These could include sales forecasts based on your marketing plan, and materials 

costs and expenses, such as advertising, taxes and insurance. Explicitly list your 

assumptions. 

 Discuss finding requirements to start your business, the sources of these funds and 

how the proceeds will be used. These costs are in addition to operating costs. 

They are not deductible, but are usually amortized over a five-year period. 

 List the equipment you plan to purchase and the cost for each. 

 Develop pro forma financial statements and prepare balance sheets for at least 

three years. 

 Complete income statements (also known as profit and loss statements), operating 

and cash flow projections on a monthly basis for the first year, quarterly for the 

next two years and annually thereafter. 

 Review the break-even analysis you conducted in your feasibility study to 

determine how much you must sell to cover you expenses or costs with no profit 

or loss. 

 Calculate key business ratios bases on expected performance. 

 

 

To develop your scenarios, you need to understand income statements, cash flow 

statements and breakeven analyses (also discussed in Chapter 1: The Feasibility Study). 

Each serves a different purpose: 

 

 An income statement shows money transactions over a definite period of time--one 

month or one year for example. It shows how much money came in (revenues) and how 

much money was paid out (expenses). 

 

A Cash flow statement presents a business’ cash position by showing when money is 

collected and spent.  
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A break- even analysis determines the point where sales and expenses are equal. It 

identifies the sales level or the volume of units you must sell to cover your fixed and 

variable costs. If you exceed your break-even point, then you are “in the money”; 

whereas, if you fall below your forecast break-even, you are in a loss position. 

 

The balance sheet gives a snapshot of the firm’s financial position. It shows your assets 

(what you own), your liabilities (what you owe), and your owner’s equity (your 

investment in the business). At any given time, your total assets should equal the sum of 

the total liabilities, and owners’ equity. That is: Total Assets = Total Liabilities + 

Owner’s Equity. 

 

Key business ratios give insight into the company’s financial health. Ratios provide you 

with data to evaluate your business’ liquidity or solvency, activity efficiency and 

profitability. The current ratio measures the business’ ability to meet its current 

obligations. It is calculated by dividing current assets by current liabilities. For example, 

a current ratio of 2.0 means that there is $2 in current assets for every $1 in current 

liabilities--or the say it another way, you have $2 available for every dollar you owe. 

 

Key business ratios also can be used for comparison. You can evaluate the financial 

performance of your firm against its past performance, compare your financial data with 

that of similar firms or measure your company’s performance against industry norms. 

 

Various web sites offer excellent tools for preparing cash flow projections and pro forma 

statements. Many tools can be downloaded at no cost. 

 

If you have thoroughly estimated your sales and expenses, you should be comfortable 

with the results derived from your scenarios. If your bottom line says that your business 

will be unprofitable, recheck your figures. If, after reevaluating them, the numbers still 

reflect problems, then consider this a warning signal. Remember, it’s your money at 

stake. If the projected financial picture doesn’t make sense on paper, more than likely the 

real one won’t be any better. That doesn’t mean you should abandon your quest to run 

your own business, but you ought to back away from the current idea and look for other 

opportunities. Remember these words from the wise and experienced: To be successful, 

new entrepreneurs must develop an essential skill-- knowing when to walk away. 

 

XI. Exhibits or Appendix 

 
No one section of the business plan should be burdened by extensive documentation or 

supporting schedules.  Remember, it is important that the Business Plan be no longer than 

necessary.  Especially, any plan being used for obtaining financing must be attuned to 

that concept.  An outsider, always less motivated than the entrepreneur, cannot be 

expected to plow through voluminous write-up.   

 

If documentation exists that supports the plan’s hypothesis, but doesn’t add to the 

explanation of the business process, then the plan should mention or summarize the 
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supporting documentation, but place those documents outside the actual body of the 

report.  Some examples follow:  

  

1) Page after page of financial data loses effectiveness.  Key financial projections 

and pro forma statements have a place in the body of the plan.  Supporting 

assumptions, historical data, or additional years of projections may best fit in the 

Appendix. 

 

2) A business being formed to offer a specialized business to business service would 

mention in the Market Analysis section any known significant customers it could 

reasonably claim would patronize the business.  Of some strength would be a 

letter from a target customer saying they intended to buy from the forming 

company.  If such a letter were available, it would be referred to in the Market 

Analysis section and be included in the Exhibits or Appendix after the end of the 

formal plan. 

 

Final Considerations 

 
Many resources exist on the Internet offering extensive help in creating a business plan.  

Often internet business plan samples are bloated collections of boiler plates designed to 

cover any conceivable set of facts and offered to the entrepreneur as a “fill-in-the-blanks” 

exercise.  A business plan written in your own words, and internalized by the 

entrepreneur will be more credible to the entrepreneur, and to any external user.   Shorter 

plans are always more effective than needless verbiage.   

 

Remember that short declarative statements of facts, instead of puffed-up assertions, give 

weight and inspire confidence.  Many entrepreneurs, by their nature, tend to oversell their 

business.  Dispassionate discourse particularly helps to convince outsiders of your sober 

grasp of the facts.  Given the choice, and all other factors being equal, a lender will be 

more likely to support a reasoned recitation of fact after fact as compared with another 

business plan filled with hyperbole. 

 

There are many valuable articles on business plans which can offer much help. 

 

There are free and for-charge financial projection and pro forma statement tools on the 

internet which can be utilized. Often they will provide simple projection formats which 

are easily modified to reflect almost any business. Some are mentioned at the end of this 

chapter. For anyone starting the business plan process, some time examining resources on 

the web will be time well spent.                                                                                                                                                                        
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Helpful Tools and Websites 

 
Business plan Formats and Financial Projection Tools (mouse over resource 

in blue and select CTRL + Enter): 

While there is actually more than just one type of business plan, most entrepreneurs start 

out with a general outline that is organized into key sections. The following websites 

cover the key components (sections) of a business plan. 

 

SBA: Small Business Planner provides an overview of the essential elements of a 

business plan. 

BizPlanIt: Virtual Business Plan addresses the basic ideas, concepts, and common 

mistakes to avoid for each section of a business plan and provides advice, articles, tips 

and links. Click on each link under The Virtual BizPlan in the left menu. Each of these 

links covers a component of the business plan.  

Business Owner’s Toolkit: Planning Your Business will take you through the steps in 

preparing, writing, and using a business plan. Follow each link within the article in order. 

Each new webpage will offer more links that further explain each topic. 

Once you understand the components, there are several websites that provide sample 

business plans that you can review. Remember that your plan will be unique and, 

therefore, not identical to any of these examples, so use these plans only as guides. The 

Business Plans Handbook provides 11 volumes of business plans. You can search the 

entire collection or a single volume by using the keyword search option. Bplans.com 

includes over 500 free sample plans arranged into 28 categories. For sample marketing 

plans, visit Mplans.com. 

To develop your business plan, it is best to use a guide to step you through the process, 

such as a template or business planning software. Two templates that may help you in 

developing your business plan are found in the BizToolkit. First, select the Free Access 

option, and you will be logged in automatically. Next, choose the Beginning category. 

From the list provided, select Create a business plan where you will find the FastTrac 

Business Plan and FastTrac Financial Plan templates. Both of these templates are used 

in FastTrac, the nation's premier entrepreneurship education program. In addition, 

SCORE provides free, downloadable templates for business planning, financial 

projections and startup expenses. Another option for financial projections is found in the 

Missouri Business Resource Library. The Financial Projection Spreadsheets and 

Startup and Annual Expense Worksheets were developed by Missouri SBTDC 

counselors to help you create realistic projections.  

 

 

http://sba.gov/smallbusinessplanner/plan/writeabusinessplan/SERV_ESSENTIAL.html
http://www.bizplanit.com/vplan.html
http://www.toolkit.com/small_business_guide/sbg.aspx?nid=P02_0001
http://www.referenceforbusiness.com/business-plans/
http://www.bplans.com/sample_business_plans.cfm
http://www.mplans.com/sample_marketing_plans/
http://www.biztoolkit.org/
http://www.fasttrac.org/
http://www.score.org/template_gallery.html
http://www.missouribusiness.net/library/finance.asp#recs
http://www.missouribusiness.net/docs/startup_annual_expense.pdf
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Chapter 3: Cash Flow Requirements 
 

 Now that you’ve identified your products or service, assessed your customers and 

competition, and established sales goals using a marketing/advertising plan, it’s time to 

test these ideas by converting them into numbers. The test is called a cash flow analysis. 

 

The cash flow analysis helps you determine whether your business will generate enough 

cash to pay its daily, monthly, and yearly expenses. It’s important for this exercise to 

produce a positive financial outlook. If your planned numbers don’t present a favorable 

outlook, most likely the actual ones won’t either. 

 

The cash flow analysis is a planning tool. It helps you decide how much capital you need 

to launch, expand, and maintain your business. The cash flow analysis is commonly used 

to take snapshots of where a business is headed financially. Even the smallest business 

needs to know how well it is faring at any given moment. Many businesses have a great 

deal of cash, yet may still be in financial trouble. Others may be making a terrific profit, 

but can be cash poor. The cash flow analysis alerts you to these and other financial 

conditions. 

 

Remember that you are preparing a cash flow projection, not an income statement.  This 

requires a slightly different orientation from an income projection.  For instance, the 

components of Cost of Goods Sold are not shown as an offset to Sales, but the individual 

components are shown as “Outflows” in the lower part of the form. 

    

SBA Form CF Cash Flow Budget Worksheet is an Excel based spreadsheet program 

designed to assist in planning for your business. A good first step is to download the 

program onto your computer, then adjust some of the expense categories to match your 

business.  For instance, “Advertising” might be too broad.  It might work best in your 

business to separate some of the components of advertising.  Maybe web marketing 

expenses needs to be in a separate category. If so, delete unrelated expense categories and 

insert ones more appropriate. Note also that additional expense categories under “Other” 

offer you the chance to add more outlay categories. 

 

Cash as used here refers to actual currency or money in your bank account on which you 

can write a check. It does not include accounts receivable (products or services sold, but 

unpaid). 

 

Your first task is to identify all your sources of cash. For a start-up business, this usually 

includes sales, the owners’ investment (equity), bank loans, and loans from owners or 

lenders. For existing businesses, funding sources may also include collection of accounts 

receivable, sales of assets, and refunds from suppliers or vendors. 

 

Additional columns may be inserted under the procedures of Excel.  The most useful 

approach for a cash flow analysis entails looking at a twelve month cycle that starts when 

you intend to begin operations of the business.  By comparison, Income statements more 

likely follow a calendar year.  If your business will be a calendar year taxpayer, and there 
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are seven months until the end of the year, the first income statement projected will 

probably be for a seven-month period.  The second income projection would then match 

the next calendar year. 

 

The cash flow projection needs only to follow a twelve-month cycle. Given the above 

facts, the initial cash flow projection will have seven months in calendar year one and 

five months in calendar year two.  Subsequent to the initial cash flow projection, many 

then adjust to a calendar year format such that the cash flow projection can be more 

congruent to the income statement projection. 

 
It is suggested that your first entry be in the upper-left corner of the form.  Enter the 

amount of cash that you have injected at the line Beginning Cash Balance. Proceed down 

the column and enter the other categories that you have determined.   

 

Note: The first time you perform this exercise; don’t include the money you plan to 

borrow. This exercise helps you determine what amount, if any, you should borrow. 

 

The form will automatically calculate total Cash Inflows and then the Available Cash 

Balance.  In other words, this is the maximum amount of cash which can be spent on the 

operation of the business in that month. 

 

Cash Outflows include expenditures for expenses and assets.  The Cash Flow form 

includes Inventory Purchases in the Cash Outflows section.  The Cash Flow form has 

expenditures for Capital Purchases (also an asset outlay) in the section entitled Other 

Cash Out Flows.  The distinction may be that inventory purchases are normally 

consumed in the operating cycle of the business where capital purchases would be non-

routine and involve a multi-year life.  Other expenditures include such items as deposits, 

installation charges, leasehold improvements, office furniture and equipment. 

 

Monthly fixed and variable expenses can offer clues to many of these other expenses. As 

an example, think about your office or store front. Although there is a monthly rent or 

lease associated with occupying this space, you will probably be charged a deposit and 

may need some additional money for leasehold improvements. 

 

The form calculates a net cash balance at the end of each period and carries that number 

to the start of the next period. Every number put into the form impacts the Ending Cash 

Balance.                

 

The cash flow analysis helps you examine your business idea and determine associated 

costs. Most people can identify the cash that comes into the business, but some people 

overlook the many ways cash is spent. To make the cash flow statement a useful 

management tool, be thorough in gathering this information. 

 

If the Ending Cash Balance numbers are all positive, then you’ll have enough cash on 

hand to pay your expected obligations for the year. If any of the numbers are negative, 

then you plan to spend cash you don’t have, and you’ll need additional capital to stay 
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open for business. Consider this negative number as the minimum funding amount, 

because rarely are reality and your cash flow statement identical. Additionally, many 

businesses cannot sustain a cash flow great enough to pay their own way within the first 

year, so it would be wise to evaluate years two and three as well. 

 

Next, build a reasonable cushion of funds in case your plan doesn’t work as expected. By 

combining this cushion--the minimum funding amount and any cash shortfall in years 

two and three-- you can identify the additional investment or borrowed finances you need 

to give your business a fighting chance. Most banks will allow you to add a 3% to 5% 

cushion to your minimum funding requirement. 

 

This exercise may seem complicated, but you need to work through it alone. If you need 

some help, contact your local Small Business Development Center or see a certified 

public accountant. But, do the work yourself. 

 

Why is it important for you to complete the cash flow statement on your own? First, it’s 

your business, and this tool helps you better understand your financial position. You need 

to learn the cash flow statement inside and out. Review the cash flow statement at least 

twice each month. It should be reviewed at the beginning of each month to see the goal. 

Then it should be reviewed at mid-month to determine if you are on target with the 

projection. Update, and use it constantly. It allows you to see your business’ future while 

you still have time to change it. 

 

Second, as a small business owner, you need to get used to doing things on your own. 

Until your business becomes profitable, you must be conservative about how you spend 

your money. This means, at least for a while, you’ll have to wear the hat of president, 

planner, accountant, operations manager, sales executive, delivery person and almost 

every other job in your company. 

 

The cash flow statement can also be converted into a break-even analysis by playing 

some what if games with the revenues and variable expenses. By manipulating these 

numbers to make your year-end additional cash required total close to zero, you can 

define your company’s minimum survival level. 

 

The cash flow statement can also double as a budget. By continually comparing what 

actually happened to what you expected, you not only improve your ability to predict the 

future, but you also gain insight into those areas that are “out of control.” 
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Chapter 4: Legal Issues 
 

The next step in starting your business is to select the best legal form for your new 

business venture. The choices include sole proprietorship, partnership, limited liability 

partnership, C Corporation, S Corporation, and Limited Liability Company. 

 

Sole Proprietorship 
 

Most new businesses are sole proprietorships for several reasons: 1) It’s normally the 

easiest and least costly way to organize, 2) It does not require formal legal papers, and 3) 

It does not require a separate tax return ( profit and loss are reported on a separate 

schedule (C)  within your personal tax return). 

 

In many cases, a sole proprietorship is a good way to get started, but this business form 

has serious drawbacks. Under a sole proprietorship, business ownership is 

nontransferable, and the life of the proprietorship is limited to the lifetime of the 

proprietor. Additionally, this business form makes no legal distinction between your 

personal and business debts. 

 

The latter point can be financially devastating. Without legal separation, the business’ 

assets and liabilities are also the proprietor’s personal assets and liabilities. Consequently, 

anything the proprietor owns of value (with some exceptions) is up for grabs against 

outstanding debts and other liabilities. 

 

Partnership 

 
The next step up the ladder of complexity and expense is the partnership or general 

partnership. A partnership can exist when two or more people or businesses join together 

to operate a business. This business form may be more costly than a sole proprietorship if 

the partners require a written partnership agreement. 

 

The partnership agreement’s sole purpose is to establish the rules and regulations by 

which the partners can conduct business. Although it is not mandatory, an attorney’s help 

in this endeavor may be useful. The agreement does not determine whether a partnership 

actually exists, but common law and the IRS asserts that if a business looks, smells, and 

feels like a partnership, then it probably is one. 

 

Besides the additional costs of establishing a partnership, you should carefully consider 

the concern of unlimited liability. Under the general partnership, a separate business 

entity does exist, but creditors can still look to the general partners’ personal assets for 

satisfaction. And even worse, in some cases, a claim against one general partner may be 

satisfied with the personal assets of another general partner.  
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Limited Liability Partnership 
 

The Limited Liability Partnership is an alternative business form. It is attractive for 

certain professional businesses because of the concern over unlimited liability for all 

partners in a general partnership. The Limited Liability Partnership is similar to the 

general partnership, but each partner’s unlimited liability may exclude obligations 

resulting from the professional mistakes made by or malpractice actions against the 

partners. The partners are generally responsible for all claims and liabilities resulting 

from all other partnership activities. 

 

To ensure that all legal requirements are satisfied, it’s a good idea to consult an attorney 

to organize this type of partnership and prepare the appropriate documents. 

 

Corporation 
 

The corporation is the most complicated and costly business form. Yet, the expense, 

complexity and extra work are often well worth the effort. The primary advantage of 

incorporating lies in the area of liability--a corporation has its own legal identity, one 

completely separate from its owners. The corporation safeguards the business owner’s 

personal assets, and this protection alone justifies the additional expense and paperwork. 

 

The corporation does have some negative aspects, however. First, it is more costly, 

partially because it is wise to seek guidance from an attorney. Second, you must obtain a 

charter (approval) from your state to operate a corporation. Additionally, the owners must 

deal with numerous local, state, and federal regulations and reports during daily business 

operations. 

 

An attorney normally files the forms required by the state to obtain your charter. Your 

attorney can also provide other necessary documentation. 

 

Remember, you must keep a corporation in good standing every year by submitting the 

required minimum documentation and fees. If not, your corporate shield can be stripped 

away, leaving you individually vulnerable. 

 

From a taxation standpoint, you need to consider several points regarding corporations. 

There are two corporate forms to consider: 1) C Corporations, and 2) S Corporations. 

 

The original corporation business form is a C Corporation. A few of its characteristics 

are: 

 

 Its maximum tax rate is significantly lower than for an individual. 

 The shareholders (owners) are not taxed personally for profits, nor do they 

benefit from any losses. 

 The owners pay personal taxes on any salaries and dividends. The bad 

news is that dividends are taxed twice--once to the corporation and again 

to the individual.  



 40 

Many small businesses solve this dividend problem by electing to be an S Corporation, 

The characteristics of this business form include: 

 

 Profits and losses are treated as if it were a partnership 

 Distributions to share holders are generally free of tax 

 There is no added cost to the incorporation process or filing of Tax 

Form 2553 

 

It should be noted that the shareholders are taxed on the income rather distributed or not. 

Growing small businesses need their cash left in the business. A tax strategy could 

involve using Sub S status while losses are anticipated, then switching to C Corp when 

the business starts showing profits. 

 

The S Corporation allows you the protection of a corporation with some of the financial 

flexibility of a partnership. The election is relatively simple to make, but it needs to be 

timely, otherwise your pocketbook may be hit seriously. If you think someone is handling 

this for you, here are a few words of warning: Don’t rest easy until you actually see both 

the election request and a letter from the IRS authorizing the S Corporation, and don’t 

forget to include both your signature and that of your spouse on the election form. 

 

In the long run, the key to your decision is the additional cost and paperwork burden of 

incorporating in comparison to the liability and separate entity issues of other business 

forms.  

 

Limited Liability Company 

 
The Limited Liability Company (LLC) provides owners with the liability protection of a 

corporation and, if properly established and operated the federal income tax benefits of a 

partnership. 

 

The LLC is formed in a similar manner as a corporation. The owners must file articles of 

organization with the Texas Secretary of State and pay the required filing fee. The name 

of the company must include the words Limited, L. C., LLC, or Ltd. The company’s 

owners are called members, not shareholders, and the directors are called managers.   

 

The major advantage of the LLC is that the individual member or manager is usually not 

personally liable for the LLC’s debts, obligations or liabilities. The LLC, like the 

corporation, is always subject to attempts to pierce the liability shield and hold the 

individual member or manager personally liable. 

 

To ensure that you satisfy all legal requirements, hire an attorney to organize the LLC 

and prepare the appropriate documents. 
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Additional Legal Paperwork 

 
Regardless of the legal business form you select, you must complete and file IRS Form 

SS-4.  

 

The Assumed Name Certificate legally permits you to conduct business under a unique 

name other than your birth name or your corporate name. To obtain the certificate go to 

your county clerk’s office. 

 

The IRS who issues your business a tax identification number requires an SS-4 form. 

You will find an explanation of this form in IRS Publication 583. After completing the 

form, you can expedite the process by calling the IRS in Austin. An IRS agent will ask 

for the information over the phone. If the information is complete and you are an 

authorized agent of the business, an identification number will be issued immediately. 

 

Note: If you need a copy of other IRS forms, call 800/829-3676 or drop by any IRS 

location, or print one from the IRS website http://www.irs.gov. 

 

Franchise Tax: The State of Texas has recently expanded the franchise tax, which 

originally applied only to corporation. See the State Comptrollers Website. 

http://www.window.state.tx.us/ 

 

License and Permits 

 
Your business may also require certain professional or occupational licenses to operate. 

For information on those that may apply to your business, contact: 

 

Texas Department of Economic Development 

Business Information and Referral Specialist 

P. O. Box 12728 

Austin Texas 78711 

800-888-0511 

http://www.texasonline.com/category.jsp?language=eng&categoryId=9 

 

Patents 

 
A patent is a right of ownership granted by a government to an inventor. In the United 

States, it excludes others from making, using, or selling the patented invention or name 

for a limited period of time. Existing patents may restrict those rights. If patent protection 

is desired in other countries, the invention must be patented in each of those countries. 

 

Besides having the right to exclude others from making, using, or selling the invention, 

the U.S. patent owner has other rights, such as granting licenses of the patent right to 

others, filing a lawsuit to enforce the patent rights, assigning or selling the patent, and 

transferring the patent to a beneficiary under a will. 

http://www.irs.gov/
http://www.window.state.tx.us/
http://www.texasonline.com/category.jsp?language=eng&categoryId=9
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In the U. S., there are three different types of patents: utility, design and plant patents. 

The most common is the utility patent, which grants a 17–year exclusionary right for new 

and useful inventions. Design patents cover new, original and ornamental designs. Plant 

patents are directed toward distinct and new plant varieties. Any person who invents or 

discovers any new and useful products, machine, or composition of matter, or any new 

and useful improvements thereof, may obtain a U. S. utility patent. A patent may also be 

obtained for the conception of an invention. 

 

Obtaining a U. S. Patent is a two-step process. First, a search should be made to see if the 

invention is patentable. Second, a formal patent application must be submitted. The 

search, if performed well, will indicate patentability, reveal conflicting situations, help 

plan the scope of the patent protection sought and, in general, be critical to drafting the 

patent application itself. This need for an expertly done search suggests the inventor 

should seek a patent attorney. 

 

Some inventors may wish to make a preliminary search of patents already granted to see 

if someone else has patented what they are considering before seeking expert legal 

advice. Information, forms, and fees related to the submittal of a patent application and 

other information about patents and patent publications can be obtained on the Web. 

 

There is a filing fee for a basic utility patent application. Additional charges are made for 

claims, depending on the number in the application, and for patent application revisions. 

A utility patent issuing fee is required when the patent is granted. In addition, 

maintenance fees are due in 3-1/2, 7-1/2, and 11-1/2 years. Respectively, after the utility 

patent is issued to keep it in force. Nearly all these fees are reduced by 50 percent when 

the application is a small entity, such as an independent inventor or a small business. 

 

Trademarks and Service Marks 

 
The field of trademarks and service marks is a narrow area of the law that is frequently 

overlooked and often plagued by popular misconceptions.  

 

It is commonly believed that filing an “assumed name” or “d/b/a” with the county clerk 

will reserve and protect a trademark or a service mark. It is also generally assumed that 

incorporation of a business with the secretary of state protects a trade name. These acts 

performed by the county clerk and secretary of state are irrelevant to the trademark 

protection. A trademark cannot be reserved; trademark rights can only be acquired 

through actual use. 

 

Without exception, every business uses some kind of brand name or logo design as a 

means of identification, even though these words and symbols may not be formally 

recognized as a trademark or service mark. Trademarks, also called brand names, are 

used by merchants and manufacturers to identify goods. 
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Service marks identify services rather than goods. If a business is not manufacturing a 

product, it will typically be offering some type of service. 

 

 The law that protects trademarks and service marks is designed to prevent customer 

confusion and to prevent unfair competition by a competitor who capitalizes on the 

goodwill and reputation of another. 

 

 If a federal registration has been issued by the United States Patent and Trademark 

Office, the letter R enclosed within a circle should appear as a superscript adjacent to the 

mark to obtain the full measure of federal protection. It is possible to register a mark 

under the trademark laws of each of the 50 states. However, state registration alone does 

not confer the right to use the R within a circle symbol. The superscripts TM and SM 

serves as a warning to others that the user considers the mark to be exclusively his or 

hers. 

 

A Texas trademark registration and a federal registration are constructive notice of the 

registrant’s claim of ownership. A federal registration provides coast-to-coast protection.  

A Texas registration only provides protection within the state. Federal registration 

improves with age. If a trademark has been in continuous use for five consecutive years 

after issuance, and if the appropriate affidavits have been filed, the mark becomes 

incontestable as a matter of law.  

 

 If a mark is registered, and a third party is thinking of using a similar mark, the third 

party will typically locate the registered mark during its initial trademark search. 

Selection of a new trademark is an exciting, but sometimes frustrating, experience. In 

most situations, several potential marks will be under consideration for ultimate selection 

as the new trademark. 

 

In Texas, a trademark application will typically be examined within 30-90 days after it is 

received in the Secretary of State’s office. The examiner will conduct their own search to 

determine if there is any conflict. It currently takes an average of 13 months to get a 

federal registration. 

  

For more information on trademarks in Texas, Contact: 

Secretary of State 

State of Texas  

P.O. Box 13697 

Austin, TX 78711 

512-463-5555 

http://www.sos.state.tx.us/ 

 

For more information on federal trademark registration, Contact: 

Patent and Trademark Office 

Customer Service 

1-800-469-9199 

http://www.uspto.gov/ 

http://www.sos.state.tx.us/
http://www.uspto.gov/
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Chapter 5: Permits 
 

During your feasibility study, you considered the various licenses and permits you may 

require to operate your business. The Texas Economic Department and Tourism “Guide 

to Start a Business” can assist you in obtaining the appropriate permits to operate within 

Texas. http://www.governor.state.tx.us/divisions/ecodev/sba/guide 

 

 

The State of Texas defines a permit as “any license, certificate, registration, permit or 

other form of authorization required by law or by state agency rules to be obtained by a 

person in order to engage in a particular business but does not include a permit or license 

issued in connection with any form of gaming or gambling.” 

 

Specifically, the Business Information and Referral Specialists: 

 Refer you to appropriate federal, state, and local agencies. It can also 

facilitate contact between you and state agencies responsible for 

processing and awarding permits 

 Provide a research library of resources on state agency regulatory 

procedures. 

 Furnish a 25-day turnaround permit package through the comprehensive 

application. This is designed for businesses requiring multiple applications 

for Texas licenses or permits. It targets the agencies the applicant needs to 

contact and the type of information required to process the application.  

 

Operating in Texas 
 

A non-Texas company currently doing business in other states may obtain the right to 

transact business in Texas by contacting the Office of the Secretary of State. Companies 

have the option of filing domestic incorporation papers or obtaining a Certificate of 

Authority.  For more information contact: 

 

             Office of the Secretary of State 

             P. O. Box 12697 

             Austin, Texas 78711-2697 

             512-463-5701 

             Fax 512- 475-2761 

 

A Texas business that chooses not to incorporate must file a fictitious name statement or 

doing business form with the county of record where the business is conducted. 

 

Here are some of the other available permits, examples of their applications and offices to 

contact: 

 

Agricultural Permits 

These vary depending on each specific business activity and industry.  For more 

information on permits contact: 

http://www.governor.state.tx.us/divisions/ecodev/sba/guide
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Texas Department of Agriculture 

P. O. Box 12847 

Austin, Texas 78711 

800-835-5832 

http://www.agr.state.tx.us/license/regulatory/reg_licenseinfo.htm 

 

Business Permits   

 

Texas Department of Economic Development 

Business Information and Referral Specialist 

P. O. Box 12728 

Austin Texas 78711 

800-888-0511 

http://www.texasonline.com/category.jsp?language=eng&categoryId=9 

 

Environmental Permits 

There are certain permits that protect water quality and air quality especially for 

Manufacturing and Industrial business owners. For more information Contact: 

 

Texas Commission on Environmental Quality  

P. O. Box 13087 

Austin, Texas 78711 

512-239-1000 

http://www.tceq.state.tx.us/nav/permits/ 

 

Transportation Permits 

There are numerous offices to contact for transportation permits depending on the 

specific permit needed. For a specialized motor carrier certificate, a commercial vehicle 

registration or a brokers license contact: 

 

Texas Department of Transportation 

P. O. Box 12984 

Austin, Texas 78711 

800-299-1700 

http://www.dot.state.tx.us/ 

 

 

 

 

 

 

 

 

http://www.agr.state.tx.us/license/regulatory/reg_licenseinfo.htm
http://www.texasonline.com/category.jsp?language=eng&categoryId=9
http://www.tceq.state.tx.us/nav/permits/
http://www.dot.state.tx.us/
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Chapter 6: Employee and Contract Labor 
 

When your business begins to grow, you may need to expand your staff. Your first 

questions will be: Do you hire full or part-time employees, or do you hire subcontractors 

to perform specific projects on an as-needed basis? 

 

Contract labors requires less paperwork; but keep in mind, there are important 

distinctions between contract labor and employees. If you incorrectly classify your 

workers, you may end up paying some big dollars to the IRS and the Texas Workforce 

Commission (TWC). 

 

  Employee/employer relations typically display one or more of these traits: 

 

 Job training is necessary 

 Employer holds supervision and payroll responsibilities 

 Employer sets the work hours 

 Workplace is restricted ( that is, employee must work on site) 

 Employer defines employee’s work priorities 

 Wages are paid by the hour or some type of salary arrangement 

 Employer pays expenses incurred on the job. 

 No risk of loss is applicable to the worker  

      (This refers to the recourse an employer has regarding work performance. 

        While an employer can fire an employee for inadequate work                                                                                                                                                                                         

        performance, an employer can’t legally force an employee to work  

        without pay. With a contractor, if the work is not performed according to 

        specification, the contractor could face legal action for breach of  

        contract.) 

   

Most jobs are categorized as employer/ employee relationships. From TWC’s 

perspective, anyone who provides services for a business is presumed to be an employee 

until proven otherwise. Therefore, when you classify someone as contract labor, you are 

almost guilty of misclassification until proven innocent. The following guidelines can 

help you substantiate that your workers are independent contractors.  

 

A contractor usually:  

 

 Works by the project 

 Determines the tasks to be accomplished and the order in which they will 

be accomplished 

 Establishes work hours 

 Also works for others 

 Has own trade or business name 

 Is responsible for paying taxes resulting from compensation 
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 Besides these rules, answering this question should help you distinguish a contract 

laborer: Does an employee within the company perform the same job? If the answer is 

yes, then the worker is most likely an employee. It is irrelevant than someone only works 

part-time or that the job only lasts for a specific period (such as six weeks). For example, 

if a female employee is on maternity leave and someone is hired to fill-in during her 

absence, that person is an employee, not a contract worker. You can not have two people 

doing the same work and classify them differently. 

 

As you can see, the distinction between being an employee or a contractor is not black or 

white. Additionally, it’s not the theoretical relationship described on paper that 

determines the correct status (employee or contractor), but the actual day-to-day practice 

of the work. 

 

It’s not a good idea to classify independent contractors as employees to avoid the risk. 

And it’s an equally bad idea to classify employees as independent contractors to avoid 

paperwork. If the TWC and IRS determine that your contractors are employees, both 

agencies will quickly beat a path to your door to assess applicable back taxes, penalties 

and interest. 

 

You can file Form SS-8 with the IRS, and they will classify the individuals in question. 

 

Forms 
 

For contract labor, you must complete IRS Form 1099-MISC. Refer to IRS Form XX for 

a description of contract labor. 

 

If you decide to hire a full or part-time employee, the forms you will complete and file 

will include: 

 

 TWC Forms C-1 and C-3 

 IRS Forms W-4 for each employee 

 INS Form I-9 

 IRS Forms 941, 8109, 940 and W-2 

 

TWC Forms C-1 

 TWC uses the Employer Status Report to determine if your business has incurred 

liability under the Texas Unemployment Compensation Act. Every person or employing 

unit that operates a business organization in Texas must file an initial C-1. TEC requires 

subsequent filings if the business entity significantly changes its legal structure. It is a 

fairly easy form to complete. Keep a copy handy because much of the information will be 

requested on other forms. 
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Form W-4 

Ask all your employees to sign a completed and dated W-4. Keep these with your 

personnel files as a record of each employee’s proper name, address and social security 

number. The W-4 also tells the employer how many exemptions to consider when 

withholding federal income tax. This form is also helpful should there be a dispute with 

the IRS or the employee. This form should be resigned at the beginning of each calendar 

year. 

 

INS Form I-9 

Another item for the personnel file is the Immigration and Naturalization Services Form 

I-9. This paperwork ensures that employers do not hire illegal aliens. The form is not 

difficult to fill out, but it must be completed within three working days after the employee 

begins work. Additionally, if you cannot obtain all the necessary documentation on the 

hire date, it must be submitted within 21 days. This information can include any one of 

the following: 

 

INS Support Documentation 

 

U. S. Citizen 

 

United States Passport 

Or 

Certificate of Citizenship 

Or 

Certificate of Naturalization 

Or 

State issued driver’s license, ID or other official document with a Photo 

 

PLUS 

 

Original Social Security Card 

Or  

Birth Certificate with seal 

 

Foreign Nationals 

 

Alien Registration card with photo 

Or 

Unexpired foreign passport attached authorization 

Or 

Unexpired INS Employment Authorization 

 

PLUS 

 

State issued driver’s license, ID or other official document with a Photo 
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The penalties for failing to comply with this requirement are high. The possibility of 

incurring thousands of dollars in fines certainly justifies the extra trouble of compliance. 

 

IRS Form 941 

This quarterly report details the wages, federal income tax and social security tax 

applicable to your company’s payroll. It tells the IRS what your payroll tax liability was 

for the quarter and when it was due for payment. 

 

NOTE: Your payroll deposits should be made payable to your bank using IRS Form 

8109. You will find the schedule for making these deposits on the back of IRS Form 941. 

 

IRS Form 940 

This annual report to the IRS computes the total year’s Federal Unemployment Tax 

(FUTA) liability for your company’s payroll. It differs from the TWC report in that 

wages are submitted in total, not per employee. Payment for FUTA is made to your  

bank using IRS Form 8109. Generally, you can take a credit against the FUTA tax for 

amounts you have paid into the state unemployment fund, but this credit is limited to 5.4 

percent of taxable wages. 

 

IRS Form W-2 

You’ve probably been on the receiving end of this form. As an employer it is now your 

responsibility to report payroll information annually to the Social Security Administration 

and to your employees. 

 

NOTE: Owners of sole proprietorships and partnerships cannot be classified as 

employees. Owners of corporation can, however, and you should send these forms at the 

end of the year to the Social Security Administration, not the IRS. 

 

Other IRS Forms 

If you need copies of other IRS Forms, Call 800-829-3676 or visit the IRS website at 

http://www.irs.ustreas.gov. If you need tax assistance call 800-829-1040 or for hearing 

impaired call 800-829-4059. To order a CD with current and prior years tax forms call 

202-512-1800 or visit the website at http://www.gpoaccess.gov/index.html. 

 

 

 

 

 

 

 

 

 

http://www.irs.ustreas.gov/
http://www.gpoaccess.gov/index.html
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Chapter 7: Financing Options 

 
As discussed in Chapter 2, after preparing a pro forma income statement and filling out a 

cash flow statement, you should know if you need additional funding to pay your 

business bills.  

 

Additional capital can come from private investors or loans. Friends and relatives are also 

a possible source for funding because they know and believe in you and can be convinced 

of the worthiness of your idea. If you still need money after exhausting this avenue, the 

two possible sources of capital are: 

 A traditional commercial loan 

 A bank loan guaranteed by the Small Business Administration 

 

Working with Your Financial Institution 

 
Before you get excited about borrowing money, realize that financial institutions are not 

in the business of taking risks; consequently, they have some conservative and basic 

guidelines. For example, a general rule about how much money a financial institution 

lends is: the owners/investors must supply up to one-half of the needed capital. 

 

What this means is that if your business needs $50,000 in start-up capital, a financial 

institution expects you to invest up to $25,000. That way, the lender knows that you have 

a significant commitment for the success of the business. 

 

Assuming that you and your investors/partners can come up with up to 50 percent of the 

money, you must then satisfy some common loan criteria. They are known as the Five 

Côs: Capacity, Collateral, Credit, Character, and Conditions. 

 

Capacity represents the customer’s ability to repay the loan based on the business’ cash 

flow. Capacity should be demonstrated on a historical (financial statements, tax returns, 

etc.), and prospective (projections) basis. 

 

Collateral is a familiar term. As defined by Webster, it is “property pledged by a 

borrower to protect the interests of the lender.” This covers the gamut from your 

business’ operational assets (such as accounts receivable, inventory, and equipment) to 

certificates of deposit (CD’s) – all of which may be used as security against borrowed 

money.  

    

On occasion, one of the factors may outweigh the other four. This is most common if a 

relatively less-feasible business loan request happens to be supported by exceptional 

near-cash collateral. If for some reason, a loan request for shaky business concept 

happened to be backed by a relative’s pledged Certificate of Deposit or blue chip stocks, 

the banker might overcome her concern about Capacity because the Collateral is so good 

that their risk is minimal. 
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Credit answers this question: Does and will the customer pay bills on time? Lenders 

normally investigate both the company’s and the owner’s past credit history. Both need to 

be spotless. If there are blemishes, lessen the impact by warning the loan officer and 

giving a logical, defendable explanation up-front. No one likes to be surprised with this 

kind of information. 

 

Character may be the most subjective ingredient within the formula. It encompasses the 

lender’s perceptions and analysis of the borrower’s reputation and integrity, background 

and experience, financial sophistication, involvement, and persistence. 

 

Here’s one formula you can count on: Loans are more likely to be made even on marginal 

transactions if the lender believes in the customer. 

 

Conditions are terms of the loan and include: 

 

 Loan amount, amortization, and renewal date if you are seeking a revolving or 

short-term loan 

 Interest rate (if floating, based on what and adjusted when) 

 Credit policies established by the financial institution. For example, advances on 

accounts receivable may not exceed 75 percent of the current amount receivables 

balance( those less than 60 days old) 

 

To help the lender evaluate your Five C’s, you should prepare a loan request that builds 

an objective case as to why your business will succeed. It should also offer a logical 

reason as to why the lender should make the loan. 

 

Your business plan is a good starting place. It gives an in-depth explanation of your 

business, and why it will be successful. Discuss the type or types of financing you need. 

Assets such as cash, accounts receivable and inventory should be financed with short-

term debt. Assets such as equipment, vehicles, and real estate should be financed with 

longer term debt. A term note is most often 1 to 7 years of length and requires monthly 

payments of principle and interest.  Financing cash and inventory with long-term debt 

increases your interest expense, and financing high dollar amount equipment on a line of 

credit makes your monthly payments of principle and interest very large. To give a 

logical reason for making the loan, describe how you will use the loan proceeds. 

 

The Loan Package Request 

 
Your loan request should also describe how you will repay the lender. This is best 

illustrated with current financial statements and projections. Your loan request package 

should include balance sheets and income statements for the past three years, company 

tax returns, and your personal financial statements. 

 

If you are starting a business, you should create pro forma financial statements (projected 

balance sheet and income statements) for at least three full years of operation. When 

forecasting a pro forma financial statement for an existing company or a projection for a 
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new company, you should show the business’ breakeven point (as discussed in Chapter 

2). 

 

Your request can also gain credibility if you prepare best- and worst-case scenarios. This 

shows the lender that you have considered all aspects of your loan request. Supporting 

documentation for the pro forma financial statement or projections will also help. 

 

Your loan request should also include: 

 

 Articles of incorporation, bylaws, corporate resolutions, partnership agreements, 

and /or assumed name certificates 

 Resumes of business’ owners and key managers 

 Business plan 

 Current financial statements for the past 90 days and the past three fiscal years 

 Tax returns for the past three years 

 A clear description of the loan’s intended purpose 

 A list of the company’s assets and debts and a list of assets that can be used as 

collateral 

 Current financial statements of any related businesses in which the business 

owners are   involved 

 Owner’s financial statements, and those of anyone who is guaranteeing the loan 

plus three years personal tax returns 

 List of the top three major customers or prospective customers 

 List of at least three current suppliers and three current creditors or credit 

references 

 Appraisals on fixed assets, and, if available, tax appraisals on real estate 

 Photographs of the operating facility and major equipment  

 Copies of current contracts 

 Accounts receivable aging for all accounts receivable, noting any potential bad 

debts 

 Listing and valuation of any inventory listed on financial statements 

 

The above list of documentation may seem daunting, but sufficient capital to start or 

continue your business may depend on your work supporting your loan request. A 

complete loan package gives the lender the opportunity to approve your request. 

Incomplete support or documentation may cause the lender to make a perfunctory or 

hasty decline without adequate consideration of the merits of your situation. 

 

Environmental issues are a growing concern, and many financial institutions expect you 

to address the disposal of environmentally sensitive products involved. If you default on 

the loan and the lender takes over property, the lender may not only become responsible 

for its clean-up, but also may be held liable for damages associated with the 

contamination. 
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After you assemble the supporting paperwork, tie the loan package together with a cover 

letter. This letter should be a synopsis of the loan request and basically propose the 

transaction to the lender. Clearly state your plans and how this loan will allow you to 

succeed. 

 

Banks vary in their appetite for business lending depending on many factors. It is 

important that you do your homework prior to presenting a loan request to a banker. Do 

not assume that because you have had a personal banking relationship with an institution 

for a long period that they will be predisposed to granting your loan request. 

 

If you have indications that your bank is lending, find the banker responsible for 

commercial loans. It is important to get your request in front of the right person at the 

bank. However, if that lender gives you any informal clues that they do not generally do 

start-ups or your type of business, heed those clues. It is unwise to insist that your bank 

evaluate your proposal. Given the indication that the banker is not predisposed to your 

request, it is better to avoid a formal turndown. 

 

If you have done the best to find the right person in your bank, and they gave your 

request fair consideration and yet declined to proceed, try to glean, in a non-

confrontational, way any information possible about why the bank declined your request. 

That may help you be successful elsewhere. It is not unusual to be turned down on your 

initial effort. By the same token, if you get declined again, it may be wise to evaluate and 

address limitations that may exist in your plan. It is not unusual to encounter a banker 

who may ask if you proposal has been seen elsewhere. Lenders are human and may have 

a subconscious (or conscious) bias against a proposal that has been declined multiple 

times elsewhere.  

 

Often, it is useful to be introduced to a lender. If you are friends with a successful 

business person in your community who you suspect has well established credit relations 

with one or more banks, ask them who they would recommend that you see. Would they 

place a call on your behalf? These efforts can be helpful to you. 

 

Don’t be discouraged if the first banker turns you down. If you have a start-up business 

or a young company, many lenders may be uncomfortable with your loan proposal. Most 

likely, you will have to contact several lenders before you find one that meets your needs. 

 

SBA Guaranteed Loans 

 
A bank loan guaranteed by the U. S. Small Business Administration is similar to a 

traditional commercial loan. Both loans are processed and funded by and repaid to 

financial institutions, but they differ in that the government guarantees repayment of 

some percentage of an SBA loan. If the debtor defaults on an SBA loan, the government 

pays the guaranteed portion after liquidating the assets you pledged. 
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An SBA loan gives the bank a second source of repayment. However, the financial 

institution often uses the same or similar loan criteria for both SBA loans and traditional 

commercial bank loans. 

 

A financial institution avoids making loans without collateral. The borrower must have a 

good idea, good credit, and a demonstrated ability to repay the loan. With an SBA loan, 

however, a financial institution may relax some portion of its lending criteria; for 

example, the financial institution may offer a longer term for an SBA guaranteed loan. 

 

A financial institution may recommend a loan to the SBA if the business has had an 

irregular earning pattern. An SBA loan may also be recommended when a business’ 

collateral differs from what the institution normally lends against, or if the amount of 

equity in the company is less than the lending institutions’ typical criteria for granting the 

requested loan amount. 

 

An SBA guaranteed loan is advantageous for the financial institution because it does not 

count against its reserve requirement. As a result, the financial institution can make more 

SBA loans than traditional commercial loans.  

 

It is important to understand, SBA guaranteed loans are not government grants or 

giveaway loans and the SBA approves them. Two approvals must be received before the 

SBA loan can close--one from the financial institution and one from the SBA. 

 

If seeking an SBA Loan, it is wise to identify banks that are SBA Preferred of Certified 

Lenders. They are the most familiar with the SBA process. 

 

Here follows a short description of most of the SBA loan programs.  Facts have been 

obtained from the SBA website.  Potential borrowers are strongly encouraged to review 

the website SBA.gov 

 

7(a) 
The 7(a) loan program remains the most prominent of the SBA loan types.  It features the 

broadest eligible uses for loan proceeds.  A feature of this loan program is the long 

amortizations offered for most loan purposes.   

 

Various qualifications exist which affect the guaranteed portion, but $2,000,000 as the 

maximum loan amount and 75% guaranty represent the limits.   

 

504   
The 504 loan applies to limited uses for the funds.  Needs for real machinery or 

equipment for expansion or modernization can be met this way.  Funding for this type of 

loan will include private lending with a senior lien, a loan from a CDC (explained later) 

and at least 10% equity from the borrower.  Of particular note, are the long terms of a 504 

loan and with a fixed interest rate.  
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CDC’s (Certified Development Companies) are specially chartered public or private 

organizations designed to contribute to the economic development of their particular area. 

 

 

Export Working Capital Program (EWCP) 

This loan program supports an exporter who needs funding to provide working capital.  

Most often, the funds upgrade equipment or facilities to make the exporter more 

competitive. The funds would have a term like a seasonal line of credit, or generally up to 

twelve months. 

 

International Trade Loan 

This loan program allows businesses to borrow funds to acquire, construct, renovate, 

modernize, improve, or expand equipment and facilities.  It is for funds to be used in the 

USA to produce goods and services.  It could also be used for refinancing existing 

indebtedness and may offer maturities to 25 years. 

 

CAIP 

CAIP loans assist companies negatively impacted by NAFTA. 

 

Cap Lines 

Various types of businesses which normally utilize lines of credit such as building 

contractors utilize this loan. 

 

Pollution Control 

These loans permit smaller businesses to access funding for pollution control upgrade 

loans. 

 

Employee Trust Loan Programs 

The SBA has an interest in supporting employees purchasing their company through 

qualifying plans.  

 

Other Financing Resources 
 

Many counties and cities in Texas have funding sources that may be available to you. 

Your eligibility for these funds depends on many variables, such as your business’ size, 

industry, and the products you produce, or service you provide. For more information, 

contact your local county or city officials, or the local chamber of commerce. 
  

 Niche Lenders   

 

Any entrepreneur seeking to finance a small business should not overlook specialized 

lenders. Some lenders will only do one type of lending or one class of assets.  Leasing 

companies often specialize in a particular type of assets.  There are specialized accounts 

receivable financing companies which are partnerships of banks and private lenders. To 

identify these niche lenders requires considerable effort.   
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As always their proclivity, leans to existing businesses rather than startups.  

 

 Angel Investors 

 

Angel investors are high-net worth individuals who are willing to invest in start-up 

companies.  According to presentations at the National Business Incubators Association 

conference in 2006, the typical Angel investment averages $250,000.  This class of 

investor will be attracted to a start-up with high profitability potential, and the likelihood 

of fast growth.   

   

Terms for Angel investments are similar, but less stringent than Venture Capital 

investments.  Often, the Angel investor will serve in some advisory capacity for the 

company.    

 

The Kauffman Foundation, of Kansas City, MO (kauffman.org), maintains significant 

resources about Angel Investing Networks, and many other topics around 

entrepreneurship. 

 

Venture Capital 

 

Venture Capital investments now average $2MM and above.  Generally, they occur later 

in the process of bringing a company to viability.  Venture Capital investors expect 

significant direction and control of the target company.  At the normal VC investment 

amount now common, few pure startups are appropriate for this source of financing.   
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Chapter 8: Tax Responsibilities 
 
One of the responsibilities of starting or operating a business is determining the type of 

taxes your business should pay. Many federal, state, and local taxing authorities exist and 

you should consult with the appropriate agencies to obtain complete information. This 

booklet cannot present an entire list of potential taxes, but a summary of major state and 

federal organizations, and key taxes are presented below. Local taxes are not addressed 

because each locale holds different taxing requirements. To clearly understand your tax 

liabilities, call taxing authorities in your area. 

 

Federal 

 
Federal Income Tax.   Every business must file an annual return with the Internal 

Revenue Service. Separate forms or schedules apply depending on the type of business. 

The IRS has excellent, easy-to-read publications to help you understand the tax system. 

For more information see http://www.irs.gov. 

 

Federal Self-Employment Tax.  This tax applies to self-employed workers and is their 

contribution to Social Security. It is generally paid by sole proprietors, self-employed 

farmers, and members of a partnership. Explanatory publications are available from the 

IRS. 

    

Federal Employment Taxes.  Any business that has employees usually pays these taxes. 

They include federal income tax withholding, Social Security (FICA), Medicare taxes, 

and Federal Unemployment Taxes (FUTA). The IRS has specific rules, regulations, and 

guidelines regarding the collection and payment of these taxes. When contacting the IRS, 

ask for Publication 15, Circular E (Employerôs Tax Guide), and Publication 15-A 

Employer’s Supplemental Tax Guide. 

 

Federal Excise Taxes.  These taxes are collected from manufactures and sellers of 

certain products. Several common taxes include environmental taxes on crude, petroleum 

products and certain chemicals; taxes on telephone communications, and air 

transportation; fuel taxes on gasoline, diesel, and gasohol; and taxes on certain luxury 

items, alcohol, tobacco, and guns. See irs.gov for a complete list of excise taxes and 

specific information and literature. (www.irs.gov) 

 

Tax Identification Number.  Each business requires a tax identification number. This 

number should appear on all federal business tax returns. Instructions for acquiring a tax 

identification number are given in Chapter 4 under the heading “Additional Legal 

Paperwork.” 
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State 

 
State Sales Tax.  Most products and many services are subject to sales tax. Each 

business must collect the tax and file a sales tax return on a regular basis. To obtain a 

sales tax permit and filing information contact: 

 

Texas Comptroller of Public Accounts  

Post Office Box 13528, Capitol Station  

Austin, Texas 78711-3528 

877-662-8375 

http://www.cpa.state.tx.us/ 

 

State Franchise Tax.  The state franchise tax was revised by the Texas Legislature 

House Bill (HB) 3 during the 79
th
 3rd Called Session in 2006, amending Texas Tax Code 

Chapter 171 by changing the tax base, lowering the rate and extending coverage to active 

businesses receiving state law liability protection.   

 

To obtain information contact the Comptroller of Public Accounts listed above. 

 

Unemployment Tax.  Most businesses in Texas are liable for state and federal 

unemployment tax based on a formula that uses employee wages as a key factor. Start-up 

entrepreneurs should contact the Texas Workforce Commission 

(http://www.twc.state.tx.us) for state reporting requirements, and the IRS for federal 

information.  

 

Local 

 
All business owners, regardless of the company’s legal form, should contact their local 

County Appraisal District soon after beginning operations. Most businesses will be liable 

for taxes on both personal and real property. The taxes are assessed by individual taxing 

units (county, city school, district, etc.) based on information maintained by the appraisal 

district. If your county does not have an appraisal district, contact various local taxing 

units. Many of the appraisal districts now require businesses to submit an estimate of 

their asset values each year. 

 

Independent Certified Public Accountants Assistance.  A certified public accountant 

can be a great resource to the small business person. CPA’s can prepare all federal, state, 

and local tax returns required by the government. CPA’s can also help with bookkeeping 

services to ensure that you pay the lowest required income and payroll taxes. Businesses 

that have difficulties paying taxes can receive expert, professional advice on how to 

become current on tax liabilities. Based on your business plan, CPA’s can estimate your 

future payroll and income taxes, as well as your personal tax liability. Taxes affect your 

cash flow significantly, thus, to truly control your business finances, tax planning is very 

important. 

 

 

http://www.cpa.state.tx.us/
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IRS Workshops 
 

In addition to assistance from its local office, the IRS sponsors tax workshops to help the 

self-employed and the small business owner. The workshops explain how federal taxes 

relate to individual businesses. 

 

   Topics Include:  

 An overview of the IRS, and the kinds of information and help it provides 

small businesses 

 An orientation to business taxes, and how to identify the relationship 

between business organizations and federal taxes 

 A discussion of record keeping with an emphasis on the importance of 

tracking business income and expenses. 

 An in-depth review of the employer’s responsibility for withholding 

income, social security, and federal unemployment taxes, and discussion 

of the appropriate tax returns. 

 How to deposit federal taxes using Federal Tax Deposit Coupons  

 Employer-employee relationship 

 

For more information regarding these workshops see:                    

http://www.irs.gov/businesses/small/index.html 
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Texas SBDC Directory 
 

 

North Texas  
 

North Texas SBDC  

(Region Office) 

1402 Corinth St. 

Dallas, Texas 75215 

Tel: (214) 860-5831 

Toll Free (800) 350-7232 

http://www.ntsbdc.org/ 

 

Dallas SBDC 

1402 Corinth St. 

Dallas, Texas 75215 

Tel: (214) 860-5865 

http://www.ntsbdc.org/dallas.html#dallasSBDC 

 

Center for Government Contracting 

1402 Corinth St.  

Dallas, Texas 75215 

Tel: (214) 860-5889 

http://www.ntsbdc.org/gov_contr.shtml 

 

Technology Assistance SBDC 

1402 Corinth St. 

Dallas, Texas 75215 

Tel: (214) 860-5709 

http://www.ntsbdc.org/tech_asst.shtml 

 

Risk Management SBDC 

1402 Corinth St. 

Dallas, Texas 75215 

Tel: (214) 860-5821 

http://www.ntsbdc.org/risk_mgmt.shtml 

 

International SBDC 

1950 N Stemmons Freeway 

Infomart, Suite #5067 

Dallas, Texas 75207 

Tel: (214) 747-1300 

www.iexportimport.com 

 

 

 

http://www.ntsbdc.org/
http://www.ntsbdc.org/dallas.html#dallasSBDC
http://www.ntsbdc.org/gov_contr.shtml
http://www.ntsbdc.org/tech_asst.shtml
http://www.ntsbdc.org/risk_mgmt.shtml
http://www.iexportimport.com/
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SBDC for Enterprise Excellence 

7300 Jack Newell Blvd. S 

Fort Worth, Texas 76104 

Tel: (817) 272-5930 

http://www.ntsbdc.org/enterprise.shtml 

 

Best Southwest SBDC 

207 N Cannady Dr. 

Cedar Hill, Texas  75104 

Tel: (972) 860-7894 

http://www.ntsbdc.org/bsw.html 

 

Collin County SBDC 

4800 Preston Park Blvd. 

Suite A 126 / Box 15 

Plano, Texas 75093 

Tel: (972) 985-3770 

http://www.collinsbdc.com/ 

 

Grayson SBDC 

6101 Grayson Dr. 

Denison, Texas 75020 

Tel: (903) 463-8787 

 

Satellite: Bonham SBDC 

The Rayburn Collegiate Center 

Tel: (903) 415-2563 

 

Kilgore SBDC 

911 NW Loop 281 

Suite # 209  

Longview, Texas 75604 

Tel: (903) 757-5857 

http://www.kilgore.edu/sbdc.asp 

 

Satellite: Panola SBDC 

820 West Panola #143 

Carthage, Texas 75633 

Tel:(903) 694-4027 

 

McLennan SBDC 

1400 College Dr. 

Waco, Texas 76708 

Tel: (254) 299-8141 

http://www.mclennan.edu/sbdc/sbdc.html 

 

http://www.ntsbdc.org/enterprise.shtml
http://www.ntsbdc.org/bsw.html
http://www.collinsbdc.com/
http://www.kilgore.edu/sbdc.asp
http://www.mclennan.edu/sbdc/sbdc.html
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Navarro College SBDC 

3200 W. 7
th
 Avenue 

Corsicana, Texas 75110 

Tel: (903) 875-7667 

http://www.ncsbdc.org 

 

Satellite: Ellis County  

Navarro College SBDC 

1900 John Arden Dr. 

Waxahachie, Texas 75160 

Tel: (972) 923-6425 

 

North Central Texas College SBDC 

1525 W California 

Gainesville, Texas 76240 

Tel: (940) 668-4220 

http://www.nctc.edu/SBDC/sbdc.html 

 

Satellite: Denton SBDC 

414 Parkway 

Denton, Texas 76201 

Tel: (940) 380-1849 

 

Satellite: Corinth SBDC 

1500 N Corinth Room 172 

Corinth, Texas 76208 

Tel: (940) 498-6276 

 

Texas A&M/Texarkana SBDC 

2600 North Robison Road 

Texarkana, TX 75505 

Tel: (903) 223-1370 

http://www.ntsbdc.org/northeast.html 

 

Paris SBDC 

2400 Clarksville St. 

Paris, Texas 75460 

(903) 782-0224 

http://www.sbdcparis.org/ 

 

Tarrant SBDC 

1150 South Frwy. Suite 229 

Fort Worth, Texas 76104 

Tel: (817) 871-6028 

http://www.tccsbdc.com 

 

http://www.ncsbdc.org/
http://www.nctc.edu/SBDC/sbdc.html
http://www.ntsbdc.org/northeast.html
http://www.sbdcparis.org/
http://www.tccd.edu/neutral/divisiondepartmentpage.asp?pagekey=563


 63 

Trinity Valley SBDC 

100 Cardinal Dr. 

Athens, Texas 75751 

(903) 675-7403 

http://www.ntsbdc.org/trinity.html 

 

Tyler SBDC 

1530 South SW Loop 323 

Suite 100 

Tyler, Texas 75701 

Tel: (903) 510-2975 

http://www.tjc.edu/sbdc/ 

 

Southeast Texas 
 

(Region Office) 

University of Houston  

2302 Fannin, Suite 200 

Houston, Texas 77002 

(713) 752-8444 - phone  

(713) 756-1500 - fax 

http://www.sbdc.uh.edu/about.htm 

 

Business Training Center 

2302 Fannin, Suite 200 

Houston, Texas 77002 

(713) 752-8488 - phone  

(713) 756-1505 - fax 

 

Consulting Group 

2302 Fannin, Suite 200 

Houston, Texas 77002 

(713) 752-8400 

 

Procurement Technical Assistance Center 
2302 Fannin, Suite 200 

Houston, Texas 77002 

(713) 752-8477 

 

International Trade Center 

2302 Fannin, Suite 200 

Houston, Texas 77002 

(713) 752-8404 

 

 

 

http://www.ntsbdc.org/trinity.html
http://www.tjc.edu/sbdc/
http://www.sbdc.uh.edu/about.htm
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Technology Program 

2302 Fannin, Suite 200 

Houston, Texas 77002 

(713) 752-8400 

 

University of Houston SBDC 

Houston Metropolitan Center 

2302 Fannin St., Suite 200 

Houston, TX 77002 

713/752-8400 

www.sbdc.uh.edu 

 

Baytown SBDC 

Lee College 

P.O. Box 818 

Baytown, TX 77522-0818 

281/425-6309 

www.lee.edu 

 

Beaumont SBDC 

Lamar University 

855 E. Florida Ave., Suite 101 

Beaumont, TX 77705 

409/880-2367 

 

Brazos Valley SBDC 

Bryan/College Station 

4001 East 29th St., Suite 175 

Bryan, TX 77802 

979/260-5222 

www.bvsbdc.org 

Brazosport SBDC 

Brazosport College 

500 College Drive 

Lake Jackson, TX 77566 

979/230-3380 

www.brazosport.cc.tx.us/~sbdc 

 

Brenham SBDC 

Blinn College 

902 College Ave. 

Brenham, TX 77833 

979/830-4137 

www.blinncol.edu/sbdc 

 

 

http://www.sbdc.uh.edu/
http://www.lee.edu/
http://www.bvsbdc.org/
http://www.brazosport.cc.tx.us/~sbdc
http://www.blinncol.edu/sbdc
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Coastal Plains SBDC 

2200 7th Street, Suite 300 

Bay City, TX 77414 

979/244-8466 

 

East Harris & Northern Brazoria Counties 

San Jacinto College 

2006 E. Broadway, Suite 101 

Pearland, TX 77581 

281/485-5214 

www.sjcd.cc.tx.us/sbdc 

 

Fort Bend SBDC 

2440 Texas Parkway, Suite 220 

Missouri City, TX 77489 

281/499-9787 

 

Galveston County SBDC 

Galveston College and College of the Mainland 

4015 Avenue Q 

Galveston, TX 77550 

409/762-7380 

888/743-7380 

www.gc.edu/sbdc/index,html 

 

Huntsville SBDC 

Sam Houston State University 

P.O. Box 2058 

Huntsville, TX 77341-2058 

936/294-3737 

www.shsu.edu/~sbd_www/ 

 

Lufkin SBDC 

Angelina College 

P.O. Box 1768 

Lufkin, TX 75902-1768 

936/633-5400 

www.angelina.cc.tx.us/SBDC/new_sbdc_index.htm 

 

North Harris and Montgomery Counties 

Community College District 

250 N. Sam Houston Parkway E. 

Houston, TX 77060 

281/260-3174 

www.nhmccd.edu 

 

http://www.sjcd.cc.tx.us/sbdc
http://www.gc.edu/sbdc/index,html
http://www.shsu.edu/~sbd_www/
http://www.angelina.cc.tx.us/SBDC/new_sbdc_index.htm
http://www.nhmccd.edu/
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Port Arthur SBDC 

Lamar State College 

P.O. Box 310 

Port Arthur, TX 77641-0310 

409/984-6531 

 

Lubbock SBDC 

2579 S. Loop 289 

Lubbock, Texas 79423  

Tel :(  806) 745-1637  

http://www.ttusbdc.org/lubbock/ 

 

Abilene SBDC 

500 Chestnut, Suite 601 

Abilene, TX 79602 

(325) 670-0300 

http://www.ttusbdc.org/abilene/ 

 

UTPB SBDC 

4901 E. University Blvd. 

Odessa, TX 79762 

(432) 552-2455 

http://www.utpbsbdc.org/ 

 

Amarillo SBDC 

701 S Taylor, Suite 118 

Amarillo, TX  79101 

806-372-5151  

http://www.smallbusinessdevelopmentcenter.com/index.html 

 

 

Stephenville SBDC  

Tarleton State University 

Box T-0650 

Stephenville, TX 76402 

Phone: 254-968-9330 

http://www.tsusbdc.org/ 

 

Wichita Falls SBDC  

 Midwestern State University 

3410 Taft Blvd. 

Wichita Falls, TX. 76308 

Phone: 940-397-4373 

http://www.msusbdc.org/ 

 

http://www.ttusbdc.org/lubbock/
http://www.ttusbdc.org/abilene/
http://www.utpbsbdc.org/
http://www.smallbusinessdevelopmentcenter.com/index.html
http://www.tsusbdc.org/
http://www.msusbdc.org/
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South Texas Border SBDC 
 

San Antonio, Lead South Texas Border SBDC 

University Of Texas 
1222 North Main, Suite 450 

San Antonio, TX 78212 

Phone: (210) 458-2470 

http://www.business.txstate.edu/sbdc/ 

 

San Antonio SBDC 

University of Texas 

1222 North Main, Suite 450 

San Antonio, TX 78212 

Phone: (210) 458-2450 

http://www.business.txstate.edu/sbdc/ 

 

El Paso Community College SBDC 

103 Montana Avenue, Suite 202 

El Paso, TX 79902-3929 

Phone: (915) 831-4410 

http://www.elpasosbdc.biz 

 

Pan American SBDC 

University Of Texas  
1201 West University 

Edinburg, TX 78539-2999 

Phone: (210) 381-2610 

http://coserve1.panam.edu/sbdc/ 

 

Victoria SBDC 

University of Houston 

700 Main Center, Suite 101 

Victoria, TX 79901 

Phone: 361-575-8944 

http://www.sbdcvictoria.com 

 

Greater Corpus Christi Business Alliance SBDC 
3209 S. Staples  

Corpus Christi, TX 78411 

Phone: 361-698-1021 

http://www.delmar.edu/sbdc 
 

Satellite Alice SBDC 

704 Coyote Trail 

Alice, Texas 78332 

www.delmar.edu/sbdc 

http://www.business.txstate.edu/sbdc/
http://www.business.txstate.edu/sbdc/
http://www.elpasosbdc.biz/
http://coserve1.panam.edu/sbdc/
http://www.sbdcvictoria.com/
http://www.delmar.edu/sbdc/
http://www.delmar.edu/sbdc
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Angelo State University SBDC 
2610 West Avenue N, Campus Box 10910 

San Angelo, TX 76909 

Phone: (915) 942-2098 

http://www.angelo.edu/services/sbdc 

 

Big Bend SBDC Satellite 

Sul Ross State University 

P.O. Box C-47, Room 319 

Alpine, TX 79832 

Phone: (915) 837-8694 

http://www.sulross.edu/~sbdc/ 

 

Rio Grande College SBDC 

Sul Ross State University 

Route 3, Box 1200 

Eagle Pass, TX 78852 

Phone: 830-758-5025 

 

Laredo Development Foundation SBDC 

616 Leal St. 

Laredo, TX  78041 
(956) 722-0563 

http://www.laredo-ldf.com/ldfsbdc.htm 

 

 

  

 

http://www.angelo.edu/services/sbdc
http://www.sulross.edu/~sbdc/
http://www.laredo-ldf.com/ldfsbdc.htm

