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BUILDING YOUR WINNING
BUSINESS
CHOOSING THE BEST BUSINESS FOR YOU

If you have not recently purchased or started your business already, I ask you to consider two things before making a choice on what business to start.  First, look at what you are already good at.  You are the sum total of all your experiences to date, and you should consider building upon that experience base to start your new business.  This will obviously help make you a better businessperson in that particular field, especially if you choose a field where you have had direct experience already doing that job.  For example, you are working as an auto mechanic and choose to start your own shop.   The linkage between skills and business is usually not that direct or obvious, however.  If you like working with your hands, and are particular good at building things, you might consider starting your business in the building trades.  If you currently are unhappy at your job, it is wise to reconsider your skills and decide on something that will make you happier.

Secondly, and most importantly, do what you like to do.  Starting a new business is a difficult undertaking, and the one thing that will keep you going when times get tough is a love for the business.  The expression “life is too short” applies to those who have not found a career they love.  You simply must consider the task at hand and whether you are suited to the business.  For example, if you love working on cars in your spare time you might consider opening up an automotive service shop.  
WHAT IS YOUR ENTREPRENEURIAL POTENTIAL?

There are certain traits that successful small business people exhibit that have proven to lead to a higher probability for success for starting a new business.  These traits are described below
.  It is not necessary that a person have all of them to be successful, but it is helpful to consider how you might overcome a weakness in an area.  Perhaps hiring an employee with those strengths, or even a partner, might help mitigate a concern when one of these is missing.

Entrepreneurs are self starters:  You must be willing to get up in the morning without the alarm, and keep going strong all day.  If you don’t have the spirit, no one else will be as concerned with the success of your business as you.

Entrepreneurs like working with people:  People skills are important with any job, but are critical to your success with your own business.  If you are wanting to start a new business because you don’t like the boss, think twice.  As a business owner, you will have more bosses than you ever realized.  The customer, the IRS, the City, etc., etc., etc..

Entrepreneurs are good leaders:  As the small business owner you are the one who employees, vendors and customers look to for leadership.  You must be willing to lead the parade, with a smile on your face, even when times are tough and you don’t feel like it.  The chain of command suddenly becomes less important than the mission of your business.  And you are the one in charge.

Entrepreneurs Take Responsibility:  The game of pass the blame has no place in the world of the small business.  It really doesn’t matter.  You are the owner, and the customer sees your name on the sign, holding you responsible.  The price for not being so is failure.  You must be the type who likes to take charge, and can see things through to their completion.

Entrepreneurs are good organizers:  You must learn the skill of making plans and thinking things through before committing your precious resources to a project.  The small business has limited time and resource, and a well organized person who manages their time and resources well will be more successful in the long run.

Entrepreneurs are good workers:  You need to develop good work habits in the world of small business.  Often, you are the production staff, accountant and supervisor all rolled into one, which demands that you are able to stay on task and get the job done.

Entrepreneurs are good decision makers:  The small business owner often has to make more decisions more often than the manager of a large corporation.  You don’t have the luxury of time, numbers of staff or high-priced research to help you with the decision, either.  The customer may be waiting in the lobby for your price quote.  

Entrepreneurs can be trusted:  In small business your word is your bond.  And in smaller, rural communities you don’t have the luxury of being able to generate a new customer for every one you take advantage of who doesn’t return.  Customers, vendors and government officials who are important to your business are able to spot someone who is not totally honest relatively easily.  

Entrepreneurs can stick with it:  The most important piece of advice for the start-up business is:  never, never, never, never, never, never, never give up.  I’m not talking about lost causes here, but the average business will have at least two to three opportunities in the first year to call it quits.  The successful small business person has learned to overcome these urges, and find ways to solve the problems, thereby improving the business in the process.

Entrepreneurs are in good health:  The foregoing nine traits are enough to require a person to be in good physical condition to be successful.  Successful small business people seem to be tireless in their pursuit of the interest of the business.  

If you still want more information on your entrepreneurial potential, the Small Business Development Center has a self-survey available for clients that allows the individual to determine their strengths and weakness as they apply to running a small business.  This survey takes about two hours, and could help you learn a few things about yourself, as well as what traits you might need to work on in making your business more successful.

WHAT LEGAL STRUCTURE SHOULD YOU ASSUME?

A lot is made of this in many start-up sources.  I will not spend an undue amount of time covering the various strengths and weaknesses of the various legal structures.  Instead I would refer you to another SBDC resource for more detailed information.  The Arizona Department of Commerce publishes their Entrepreneur’s Edge annually, which covers the subject in greater detail than necessary for most students in their starting a business.  This is an online resource that can be found at the www.maricopasbdc.com website under the Links tab.

Prior to the creation of Corporations and stock, almost all businesses were Proprietorships.  The Proprietorship is where an individual, say John Smith, starts a shoe business.  John would acquire the necessary training (working for Uncle Samuel under an apprenticeship), leather, supplies, and tools, a retail location (preferably a different town than Uncle Samuel for reasons of competition), and would hang out a sign saying “John Smith, Cobbler”.  This process is not much different today.  Nationally, over 95% of all small businesses are structured as Proprietorships.  A Proprietorship, even if John were to change the name to “Shoe Emporium” is still just an extension of John Smith personally.  John is the company.  He pays the self-employed tax and files a Schedule C with his annual tax return.  He is fully responsible for any and all debts or liabilities of the company, to the full extent of his net worth. If John can’t pay his leather vender, he could be sued for repayment and find a judgment on his house.  He was also limited by the money he had personally to buy the leather and tools and get started.  But to get started, John had to do little more than hang out his sign.   And he doesn’t have a Board of Directors to report to, asking why his Cost of Sales dropped one-tenth of a percent last month.  When John dies or decides to sell the business he will find that the business really ceases to exist once that happens.  All he (or his widow) is really selling is the assets of the business; the tools, leather, etc. 

Another classic structure is the Partnership.  It’s been said that the only ship that doesn’t sail is the Partnership”.  This can be a challenging structure, but does have its uses.  Say John (from above) starts his shoe business, making new shoes and repairing soles.  He is fairly successful, but suddenly a Wal-Mart moves into town, and his customers are no longer happy waiting for John to make them shoes from their order.  They want them on a shelf to pick out.  In their size, ready to wear.  To compete John decides to stock various sizes and styles of shoes.  Maybe even purchase them from China so he can compete price-wise.  But he doesn’t have the $50,000 which is necessary to keep all the inventory he needs.  His friend, Bert, just sold his Carriage-making business, and received $50,000 cash, so they decide to join forces and start “Shoe Emporium”.  This is the classic or General Partnership.  They are both equal partners.  The advantage to the partnership was to join forces and generate enough cash.  Like a Proprietorship it was easy to form, just putting out the new sign.

Now for the challenging part.  Even though they are equal partners, are they?  Bert put in $50,000 cash and John only put in his existing tools and inventory.  John is doing all the work making the shoes and stocking and selling the inventory.  Bert only comes by twice a month to ask for money.  And he’s starting to ask a lot of questions of John, like why they don’t have enough size 12DD loafers.   In a General Partnership, all partners are personally liable to the extent of the personal worth, like a Proprietorship, but for the debts and liabilities of the entire Partnership.  If John gets fed up with doing all the work and decides to empty the safe and skip to Bermuda, Bert is still left to pay all the bills.  And say Bert and John decide to go their separate ways.  Like the Proprietorship, this involves discontinuing the business.  Often, it will also involve having to sell the business to a third party because John doesn’t have the cash to pay Bert his share.  

What about a marriage?  If one spouse decides to start a Proprietorship in the state of Arizona, the other is a full partner (yes, just like a Partnership) whether they’re involved in the day-to-day operations or not.  (Unless the business is started with legally designated sole and separate assets, not community property.)  Your spouse is a partner, and many of the downsides to the Partnership can also apply when a business goes south and your spouse with it (see the Bermuda clause above).  

The Corporation is the structure for sheltering liabilities.  In a Corporation you are a separate legal entity, and sell stock to raise capital and start business.  Even with the John Smith example he could incorporate, forming John Smith Shoes, Inc.  Here John starts with the same need for cash for leather, supplies and tools.  But he puts the cash into the corporation by buying 500 shares of stock for $10 per share.   One advantage to John is his liability is now limited to his investment.  If the Corporation is sued they can’t attach Johns house and other personal assets
.  Another advantage would apply to the decision to grow into Shoe Emporium.  Here John could sell stock to Bert, and could even limit Berts decision making ability within the Corporation.  For instance, Preferred Stock usually contains no voting privileges, but also has a higher rate of return than the basic Common Stock that John owns.  Also, when John decides to sell the business he can sell the stock to more than one person, and see that the business continues after he is gone.  He can even “gift” shares of stock to his children, who might wish to take over the business in time.

The disadvantage to the Corporation is that it is relatively complex to form.  John would have to file with the Arizona Corporation Commission, have an attorney draft Articles of Incorporation and Bylaws, publish the Articles in the newspaper for three consecutive issues, etc.  Legal costs will typically run more than $1,000 to start a corporation in Arizona.  And the recordkeeping is more difficult thereafter.  More forms to file, records of corporation meetings, etc.  More taxes and returns to file.  

There is even a special category of Corporation for the small business, called the S Corporation  (as opposed to the typical C Corporation).  Here the stockholders are limited to 35 individuals, but the tax is paid by the individual stockholders personally.  This is important, because in the typical C Corporation the taxes are paid by the Corporation, and any personal funds drawn by the stockholders are also taxed as dividends.  Double taxation.  There are many other rules for S Corporations, but most domestic small businesses are eligible.  

The bottom line is usually this.  Most small businesses can start as a Proprietorship.  They don’t need the protection from liabilities (it’s difficult to obtain credit anyway!) and the risks are minimal and can be insured against.  Once you become successful the structure indicated probably would change to the Corporation.  This allows protection of the assets you have accumulated, and offers some distinct tax advantages (such as owning your building personally and leasing it to the Corporation, or having a year end for the Corporation that’s different from your personal, so you can control bonus and salary).  Also, the Corporation will allow you to plan for the ultimate disposition or turnover of the business to children.  
WHAT IS THE BEST LOCATION

For many businesses the location is critical to your success.  Retail businesses in particular have depended on their location for success or failure for many years.  Large retailers like Wal-Mart spend large amounts of time and money to research the best location for their new stores.  This is particular interesting when you consider that Wal-Mart itself started in rural Arkansas, in small, lightly populated communities.  At the time the experts would have never recommended that a retailer would do well in this location.  But Sam Walton ignored the standard of the day.  And the rest is history.  

The introduction of home shopping, and the Internet becoming more commercially user-friendly, will no doubt continue the trend away from reliance on location as a critical factor for success.  Changing trends are an important consideration in your choosing a new business.  It is a good idea to have looked into the changing nature of your chosen industry, and possibly the incorporation of some new ideas or leading edge technologies into your business plans.  

For wholesalers or manufacturers, location can be an important consideration for other reasons.  The patterns of distribution may dictate a location being more favorable than another.  In our rural areas we have historically had a major disadvantage due to the long distance to large population markets.  In particular, our location relative to the Phoenix and Tucson metropolitan areas has been a disadvantage for many businesses.  This is also changing, however.  Today, through United Parcel Service or American Express, you can reach anyone in the state of Arizona with a parcel the very next day.  In Northeast Arizona we are actually in a better position to reach markets to the East than anyone else in the state.  However, the infrastructure doesn’t currently exist to consolidate shipping here.  Depending on your distribution channel, the majority of Arizona business incorporates the distinct advantage of our location to major population centers in Arizona and Southern California.  We need to exploit the changes as they occur, and utilize our natural strengths wherever possible. 

SPECIAL CONSIDERATIONS FOR THE HOME BUSINESS

The last twenty years has shown marked increases in small businesses, with the largest share coming from the rapidly increasing home business market.  The start-up business run out of the home requires special considerations in areas unthought of for other businesses.  For instance, in a home business it is important to look and sound like a professional business.  Your image should be to the customer the same as if you were located in an office in the downtown business district.  This needs to be accommodated with separation of space and duties of home and business.  Have a separate phone line to be answered professionally like a business should.  Have separate space for your work where you can be free of distractions of the home.  Have specified hours where you are dedicated to working on business “stuff”.  If you are not careful, your time allocation for home and business activities can get out of balance.  Either way, you need to make sure you have time to do all the things you want and need to do, in proper proportions or balance.  The most typical imbalance is putting too much into the business relative to personal activities.  While this is a typical problem for most new businesses, the problem can be less noticed in the home business because you are always there.  Take time to evaluate your schedule periodically, and ask your family for feedback.  

WHAT ABOUT PURCHASING A PERSONAL COMPUTER?

One question that most start-ups ask is what should be provided in the way of a computer.  Unless your business is built around the computer or providing services from the computer this may not always be an easy question to answer.  When starting a new business resources are in short supply, and adding an expensive computer may be impractical in the beginning.  However, with “state of the art” personal computer systems running less than $2,000 today, for most businesses we advise that they get as much computer up front as possible.  The ability to print your own business cards, brochures, advertise on the Internet, send E-Mail and Faxes to clients, do financial accounting, budgets, and business plans are just a few of the uses that most businesses can realize benefits from using the modern PC today.  

WHAT IS YOUR BUSINESS CONCEPT?

This is one of the most important areas for any new business to spend time on in the planning stages.  A concept is what makes your small business different from the myriad of others offering your product or services today.  Even if you have no competition, there is something that your customers are doing today to meet their needs.  By having a concept that is unique to your business, you will be differentiating yourself from your competitors, and giving the customer something more than “price” as a means of evaluating whether to try you or not.  It is hazardous at best for small businesses to try to compete with larger, well established firms on the basis of price alone.  They can outlast you when it comes to operating on insufficient margins, and they already have the existing buyers as customers.  Those customers may even resist trying your product or service at the lower price you offer anyway.  (What is wrong with your product or service that you can afford to sell more cheaply than my existing provider?)

The concept doesn’t always have to stress the “unique” over the other common factors which will make your firm successful.  For instance, most businesses say they will provide good customer service.  Your concept may involve providing pickup or delivery, extending your hours, or other things that your customer will appreciate.  The key is that you have identified the issues that you will use to gain market share, made them part of your plan, and stressed areas that will contribute to your success in this area.  In the above example, everyone in your chosen industry will say that their goal is to provide good customer service.  Your concept, which may be built on providing free pickup and delivery will make the customer happy, and offer tangible benefits that they can see as “value added” prior to trying your product or service.  More importantly, this can contribute to their decision to try you instead of your competitors or even switch from their previous provider of the product or service.

MISSION STATEMENT

The mission statement is not to be confused with the Concept in the previous section.  While the Concept deals with the specific issue or issues that will make you successful, your mission statement should be the guiding principals for your business.  The two are usually quite different.  The mission statement says what your overall goal or goals are, which probably will not speak to your product or services uniqueness or what makes your business tick.  And this will be different for all businesses.  The best mission statements are not too specific (i.e.: we will make $1 million in the first year) and not too general (i.e.: we will be the best!)  The best mission statement speaks to what you really want to accomplish, for your customers and yourself.  The goal of making a million dollars does not often provide real guidance as a mission statement in making your business successful.  When things are not going so well, which will happen to all businesses at some time, this will not be of much help in keeping you on the right track.  A good mission statement might be “to provide the best quality products possible, at a fair price, and under a working environment which promotes growth for all employees”.  The point is, the mission statement will define what is important to you.

How do you go about defining your mission statement?   A number of larger organizations spend a great deal of time and effort defining and scripting their mission statements.  With small businesses it can be as simple as you, the founder, putting down your plan of what you believe to be most important.  Or it can be more involved, perhaps a brainstorming session where you sit down with your partners and/or key employees and look at your strengths and weaknesses, opportunities and threats, and set goals for the business.  Try to keep it short and concise, and feel free to hang it out for all to see.  Keep it to one paragraph or less if you can.  A mission statement that is too long to remember or gathers dust in a plan on your bookshelf isn’t worth very much.

WHAT IS YOUR BUSINESS IMAGE?

Another important area that needs lots of forethought for new businesses is image.  This is typically thought of in terms of brochures, business cards, and advertising.  You should consider other things as well, including your location, appearance of facilities, how you answer the phone, how do your employees dress, and others.  Wherever you interact with customers should be looked at.  What does your competition look like?  Look at successful businesses in your industry and make sure your image is at least as good or better.  Customers often make unconscious buying decisions based on image alone.  Don’t underestimate the importance of looking and acting the part.

TAXATION REQUIREMENTS

This is an area for start-ups that gives people a lot of grief, unnecessarily.  I’ve touched on the various taxes here by type, which have become more numerous over the years.  The key to this area is to make the use of professionals who can help you get set up right, and get you started.  Obtaining the services of an accountant can be invaluable in the process.  Then once you are comfortable with the forms and process you can take over more and more yourself.  But in the beginning make sure you get the help you need.  To not know and not pay the proper taxes can be disastrous!

Income Taxes

As a startup you will probably pay less taxes than you used to as an employee.  In the beginning you will have lots of deductions, and with losses which can be expected by many industries you will not pay income taxes at all.  In fact, startup losses can be used to offset other income or even rolled forward and reduce your overall taxes in some instances.  Once you are profitable you will need to begin paying income taxes quarterly to the Arizona Department of Revenue and the Internal Revenue Service (IRS).  In the case of the IRS, you will also make quarterly payments of unemployment taxes and social security taxes with your quarterly income tax installments.  For proprietorships you will pay this all together in a tax referred to as the “self employed tax”.  An IRS tax publication #334 is available to assist in this area.  (See resource listing for Module 1.)

Sales &  Use Taxes

This is paid to the Arizona Department of Revenue.  The sales tax is the most commonly paid tax for most small businesses and even those that do not sell retail may wish to have a “resale number”.  This is a requirement by firms you might purchase supplies from in order to avoid paying their sales tax.  In general, if your product requires packaging or raw materials for the manufacture and sale, these items do not require that you pay a sales tax.  Other taxes included in the category are use taxes on tobacco and alcohol and special fuel taxes.  A short application to the Arizona Department of Revenue is required, which normally take one to two weeks to process.  You can get a copy of the form at your local Small Business Development Center office.

Workers Compensation Insurance

Although not formally a tax, Workers Compensation is required for even one employee.  The State Fund is a private, non-profit organization that you need to pay premiums to locally. This protects employees who may be injured on the job.

Real Property Taxes

These taxes are paid to the County Assessor.  As a percentage of revenues these taxes can be less significant, however, with some industries they can be very significant. Real property taxes are normally paid in two installments during the year.
NAMING YOUR BUSINESS

Beyond the importance of choosing a good name for marketing purposes you must consider name protection and at what level you want to be assured that no one else can use your name.  Choosing a name with an identity that relates to your product or service can have benefits in enhancing image and relating to potential customers.  If in hearing your name the customer can envision your product or service, this can be a positive feature.

In Arizona to protect a tradename can be with the Arizona Secretary of State’s Trademark and Trade Name Office.  If you a going to be doing business in other states and need name protection, you will need to register your name as a  Federal Trademark with the U.S. Commissioner of Patents and Trademarks in Washington, D.C.  If you are incorporating in Arizona, the Arizona Corporation Commission will handle name registration for you.

In many instances, to open a separate checking account for your business you will need a copy of the Fictitious Business Name Statement or other proof that you own your trade name.  Short of registering the name, you can apply for a Taxpayer Identification Number with the IRS.  This is as simple as filling out the form and sending it in.  There is no cost, and in two to three weeks they will mail back your confirmation letter with your name and number.  In most instances the banks will accept this as proof of your trade name.  If you do not need to protect your chosen name you may not wish to register it at all.  The Taxpayer number can be a good alternative to more formal registration.  The worst case is someone else assumes your name and asks you to choose another.  If this would be a problem then go ahead and register your name as detailed above.
LICENSING REQUIREMENTS

Most businesses do not require a business license to operate in the County.  In fact, most all small business licenses are granted by cities and subject to their licensing requirements.  It is best to check with your local City if the business you’re planning is within an incorporated area.  Outside of the registration of vendors with Peddlers Permits the County will not get involved in licensing most businesses.  They do, however, license Health Department certification of restaurants and kitchen facilities, which is administered  using state Health and Safety codes as a guide.  On the state level, specialized businesses such as day care, hospitals, dairies, meat plants, etc. will require state and/or federal licenses.  Operating a business on an Indian reservation or Indian trust lands will usually require a Business and/or site lease from tribal authority.  This process is quite lengthy and can involve a multitude of approvals, including Bureau of Indian Affairs, tribal, Department of Justice, and other agencies.  For more information on licensing your business, your local Small Business Development Center can provide you with a list of state agencies who license specialized industries.

SOURCES OF HELP TO GET STARTED

For some of us, it is difficult to ask for help in starting a new business.  Starting a small business is unlike any other endeavor you might have undertaken.  It involves a skill set that is separate and distinct from those of larger corporations.  You must either utilize outside consultants or educate yourself to do it yourself.  A combination of the two together are usually best.  Whether or not you are able to take the advise of others, you must be open to new ideas and willing to change your mindset on how things should be done.  As you progress with your new business in the first couple of years you will be forced to make changes “on the go”.  Many of these changes will be dictated by the business conditions, and many may be from changes in course due to unforeseen events.  The more you can be open and honest in your dealings with consultants, friends, major customers, etc., the easier it will be to make these changes ultimately.  You will be benefiting from the experience of others to minimize your own mistakes.

The Small Business Development Center (SBDC) can be a good source of help to get things started.  This text is part of an educational program that is just the beginning to getting a small business off the ground.  Using an SBDC counselor for feedback is an important part of this program.  A “mentor” who can assist with contacts and give impartial advise is helpful to the process, and can improve your chances of success.

Other sources include family and friends.  Without the support of these people your chances of success may be greatly diminished.  With their support, it is unlikely that you cannot accomplish all you set your mind to.

The professionals you hire can be significant “partners” in your business.  Your accountant is one of the most important partners.  This person can help you formulate your legal structure, bookkeeping and tracking systems, and controls to monitor your business to make sure you have adequate time to make changes when things don’t go as planned.  Your attorney can be another important team member.  Although you may not use this persons services heavily up front, the time you spend selecting and developing a relationship can yield significant benefits down the road should you develop more of a need.  A good banker can also be an asset to this informal team.  Their outlook is often more conservative than the others, but can also be turned into significant support should things not go as planned when they have been actively informed.

SAMPLE BUSINESS PLAN
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I.      EXECUTIVE SUMMARY

A.  Statement of Purpose


    1.
The purpose of the business is to provide a quality lodging experience to 



visitors to the Navajo County area, Your Town area.

                2.     Mission statement:  To provide a lodging experience that will leave the 



customer with  a good impression of the business and the community in 


  
general.

                3.     Specific request of the plan:  To solicit financial support for a $2 million loan 


to construct and develop a 75-unit Motel 5 Hotel on a 3-acre site in My Town,



 AZ. (which borders Your Town, AZ).

B.  Description of the Business

                1.
Overall Purpose of the Business:  To provide a return to investors and lenders, 


while serving the general region by job creation and revenues.  My Town 



Motel 5 will be a high quality lodging establishment, providing lodging and 


meeting rooms which will be an asset to the region.

                2.     Specific purpose of the business:  My Town Motel 5 is a service 




business in the hospitality industry.  It will be a mid-market lodging 



establishment with 75 rooms on a 3 acre site in My Town, a beautiful 



wooded area overlooking the Your Town area.  The standard size room 



will be 11’4” x 25’6”.  The project is designed to attract the mid-to-higher-


priced hotel patron by providing comparable quality accommodations and 



amenities at competitive prices.  The premises will include an indoor 



swimming pool, meeting facilities, and food and beverage service.  Plans 


include the addition of an adjacent restaurant, with adjoining meeting room, 


which will attract business clients as well as budget leisure travelers.  

C.      Marketing Strategy

                1.     As a retail business, in a free standing location, sales and advertising will be 


directed to the business traveler, tourist, and others traveling along Highway 77, 


a major U.S. Interstate highway.  Service and quality will be important 



factors, along with the Motel 5 franchise systems, which contribute to 



promotion, advertising and reservations.

                2.      The primary marketing tools include:



a.  Motel 5 advertising & reservation systems for business and individual 



clients



b.  Billboards on reservation and surrounding areas to attract tourists



c.  Direct marketing of local, business and corporate businesses for meetings, 



food service and lodging requirements.



d.  Classified advertising

                        
e.  Display advertising

                        
f.  Yellow page advertising

                        
g.  Direct Mail

                        
h.  Client referrals

                        
i.   Word of mouth and referral

D.      Production Process

                1.     Management and Operations will be provided by hiring qualified hospitality 



industry managers to get started, and hiring and training service-oriented



employees.  Motel 5 provides an intensive hospitality management training



program for franchises, which includes classes on more than 45 subjects, 



including guest relations, sales presentation strategies, team building, 




supervisory skills, cash flow analysis, rate management, and room inventory 



pooling.

E.      Management Team

               1.   
My Town Motel 5 is a Corporation owned and operated by 





Joe Smith, a successful My Town businessman who has owned and 




operated a retail business in My Town for approx. 10 years.  He has 




considerable experience, education and background in business management 



and business operations.  Conventional organizational structure for a Motel 5 



will be utilized, with a General Manager reporting directly to Mr. Smith.



The General Manager typically will organize operations where employees 



report directly for Front Desk, Housecleaning and Audit.  These key



employees will be responsible for supervision of staff in performing the



day-to-day operations.

F.      Objectives of the Management Team

                1.     The objective of the Motel 5 management team is to implement the overall 



goals of the franchise; to create a lodging experience that will leave the 



customer wanting to return to relive the experience.  The hired manager will 



report directly to owner/operator Joe Smith.  Joe will oversee the 




operation, but the day-to-day management of operations will be left up to the 



qualified management team.

G.      Financial Considerations

                1.      Anticipated profits for the first three years of operations are as follows:

                        a.      Year 1         $72,500

                        b.      Year 2         $81,800

                        c.      Year 3         $95,100

                2.      Sources of funds for financing are as follows for:

                        a.      Equity by owner   
                                      
   
   $ 300,000

                        b.      Loan secured by property & FF&E


   2,000,000




TOTAL SOURCES

          

$ 2,300,000


   3.    Uses of funds are as follows:



a.  Purchase Land*




     $ 45,000



b.  Construction Costs**

            


   2,000,000



c.  Fixtures, Furnishings & Equipment+

  
      150,000



d.  Startup Expenses



  
      105,000




TOTAL USES


          

$ 2,300,000  




Notes to above



*Land purchase is for 3 acres of Highway 77 property  (see maps




  attached).



          **Construction Costs are an estimate only. 




+FF&E estimated conservatively at $2,000 per room.  See 




  FF&E estimates attached.
    


4.     The Projected Key Balance Sheet Ratios for the next three years will be as 



follows: 

                        Year 1  Current ratio:  2.9

                                Debt to Equity ratio:  5.8

                                Return on Equity ratio:  20.9%

                        Year 2  Current ratio:  2.8

                                Debt to Equity ratio:  4.9

                                Return on Equity ratio:  20.4%

                        Year 3  Current ratio:  2.7

                                Debt to Equity ratio:  4.1

                                Return on Equity ratio:  20.6%

II.     PRODUCTS AND SERVICES

        A.    My Town Motel 5 will offer the following amenities:

                1. 
75 rooms, approx. 12’ x 25’, configured with a mix of bed configurations,



including allowances for disabled and non-smoking rooms.  The majority



of the rooms will be configured as double/doubles, with two beds, to offer



the maximum flexibility to patrons.


   2.
Meeting rooms in-house for use of organizations, meetings and business



and civic groups in the area.


   3.
Indoor swimming pool


   4.
Food and beverage service or adjacent restaurant to be developed.

         B.      Motel 5  Features


  1.  
Motel 5 was founded in 1970 by Atlanta real estate developer John Five, who 



started out with a group of six no-frills motels.  They were



acquired by Hospitality Franchise Systems, Inc. in 1994, which makes



them a part of the largest motel system in the world.  With approx. 1,500



properties in 49 states, Motel 5 is presently the fastest mid-market



lodging chain, and the third largest hotel organization.  Motel 5 has



consistently achieved high occupancy rates chain-wide.  At one point,



the average occupancy for properties less than five years old was over



80 percent.


   2.
To boost franchisee’s occupancy rates, the chain currently promotes



five corporate membership programs, each aimed at a different



demographic group.  For example, one club targets senior citizens,



whereas another caters to budget-minded business travelers.  Yet



another is aimed at government employees.


   3.
Franchisee’s properties are linked via a satellite-communications 



reservations network, which supplies nearly 40 percent of chain-wide



reservations.  Franchisees also receive national and regional media



exposure, listings in major hotel directories and travel references, and



representation in airline reservation systems.

        C.      Future Products and Services

                1.   
Expansion possibilities exist for the marketplace, with a 75-unit project



actually being on the small side for new Motel 5 properties.  Their



typical new project consists of 115 rooms.  This project was chosen at



its smaller size due to capital limitations of the developer and not lack



of support for larger facilities.


  2.
A restaurant addition is planned for the first year, with an outside 



developer or owner/operator being sought.  A Denny’s or other 



franchise would be optimal, with a high success ratio present



nationally in locating with Motel 5 projects.

III.    INDUSTRY ANALYSIS

        A.      Lodging Industry  Profile    

                1.     The Lodging Industry is the largest segment of the Hospitality Industry, 



which is the fastest growing major industry in the U.S. today, and the


largest industry worldwide.  By the year 2000 the Hospitality Industry is 


expected to be the largest employer in the U.S. and World.  The Lodging 


Industry for the U.S. consists of approx. 45,000 properties, 3.3 million rooms, 


$61.7 billion in sales, with an average occupancy rate of 63.6% (source:  


Amer. Hotel & Motel Assoc., 1993).

                2.     The Economy Market segment of the Lodging Industry is the fastest



growing, most profitable segment of the industry, representing approx.



34% of the total Lodging Industry.  Motel 5 falls within the economy



segment, and has been the best performing of all major competitors,



including Travelodge, Super 8, Quality Inns, Motel 6, Fairfield Inn, Econo-



Lodge, Comfort Inns, and Budgetel.  They control 14% of the market,



with the 2nd largest competitor representing 10%, and #3 7%.  Their



reservations system is the largest in the U.S., with six centers throughout



the country, almost twice the size of their closest competitor.


   3.
The Lodging Industry has proven to be cyclical, and the industry is just



pulling out of a period of overbuilding in the 1980’s.  The Economy 



Market has not been subject to this trend however, and has steadily



exhibited grown and acquired market share from the high-end hotels.



Industry analysts are predicting steady improvement in occupancy rates



during the 1990’s, with much improvement noted since 1992.  The



biggest challenge facing the industry, according to Arthur Andersen & Co,



is maintaining rates at a higher level.  Motel 5 has benefited from what



might be considered this long term trend toward more economy minded-



ness.


   4.
The Hospitality and Lodging Segment in Arizona have grown faster than



the National averages.  According to a 1995 Business Journal article, the



average occupancy rates in the state have been running over 75%, with



larger gains noted for the economy segment of the market.  The Arizona



Department of Tourism, local Chambers of Commerce and Visitors 



& Convention Bureaus have been effective at promoting the state as both



a desirable product and good value.


   5.
The Navajo County includes a large section of Highway 77, which is a



major U.S. highway, and boasts the largest traffic patterns through the



state.  Interstate commerce, tourism and statewide travelers all represent



large users of this corridor.  The Grand Canyon reports over 4 million



visitors per year annually, most of which use this section of Highway 77



for thoroughfare. Copies of traffic surveys through this area are shown as an



exhibit to demonstrate demand via traffic, and a copy of the latest Tourism



Site Visitation list is also shown as an attached schedule.

        B.      Market Definition

                1. 
Who is the customer?  The major customer of My Town Motel 5 will



be a tourist traveling the region.  Secondary customer groups would be



the regional business traveler and local populations using facilities and



meeting rooms.

                2.     Travel and tourism is the world’s largest industry and the worlds largest



generator of jobs.  Tourism ranks as the number one industry and 



employer in Arizona, and is the fastest growing industry statewide.

        C.      Competition

                1.   
The only local competitor for this project is the No Tell Motel,



located in downtown Your Town.  It is a 56-unit project, owned and



operated by corporation.  Other lodging facilities falling within a 60



mile radius include other cities, which has over 20 motel



properties.

                2.      Strengths and weaknesses.  The No Tell Motel is an older project,



approx. 30 years old, and their rooms are smaller than that planned for



this project.  Well furnished with Southwest design, they have demonstrated



occupancy rates in excess of 65%, despite a high rate structure, with rooms



starting at $65.  Their location is approx. 3 miles east of this project,



along Highway 77 with good visibility and appearance.  Their rooms are



located in a separate wing from a main restaurant/dining facility, and have



an older-style outside entrance with a dark parking lot for access.  Service



is minimal, with few amenities typically found in higher priced projects.

        D.      Major Influences on the Business and the Industry

                1.     Government.  Regulation is minimal for the industry, with consideration



required for American With Disabilities Act considerations, Health and 



Safety, and local taxation.

                2.     Business cycle.  With tourism being the primary customer, the business



should be somewhat seasonal, with larger revenue months during the



Spring and Summer months.  Consideration in the plan was given to



lower occupancy and rates for off-season months.  Generally, with a 



Motel 5 franchise, separate rate structures for off-season months are



only required in the more highly competitive markets.

IV.     MARKETING PLAN

        A.      Marketing Overview


   I.     
As a retail business, in a free standing location, sales and advertising will be 


directed to the business traveler, tourist, and others traveling along Highway 


77, a major U.S. Interstate highway.  Service and quality will be important 


factors, along with the Motel 5 franchise systems, which contribute to 



promotion, advertising and reservations.

                2.     The primary marketing tools include:



a.  Motel 5 advertising & reservation systems for business and individual 




clients



b.  Billboards on reservation and surrounding areas to attract tourists



c.  Direct marketing of local, business and corporate businesses for meetings, 



food service and lodging requirements.



d.  Classified advertising

                        
e.  Display advertising

                        
f.  Yellow page advertising

                        
g.  Direct Mail

                        
h.  Client referrals

                        
i.   Word of mouth and referral

V.      THE PRODUCTION PLAN

        A.      Facility Requirements

                1.  
The basic design and schematics are shown in attached schematics.  These



are preliminary and subject to change, but demonstrate the general quality



and appearance for the project.  Construction cost estimates are also shown



as an attachment.

                2.
Furnishings, Fixtures and Equipment are shown as a separate schedule.



We have allowed $2,000 per room, which is higher than the preliminary



estimates attached.


   3.
Labor.  Management staff will probably be hired from the



Hospitality Industry, probably from out of the area initially.  It is our



intent to train and promote from within over time, and to utilize local



citizens whenever possible for employees.  


   4.
Training.  Hospitality Franchise Systems provides training and classes for



management and other employees.  They provide a comprehensive training



program for new franchisees.  The curriculum covers property management



supervisory and sales skills, financial analysis, and related legal and



industrial topics.  Outlet managers receive a two-week orientation at the



Day Learning Center in Atlanta.  An operating team is assigned to every



new property to oversee hotel development and staff training. 

VI.     COMPANY STRUCTURE

        A.      How Company Will be Structured

                1.     My Town Motel 5 is owned by Joe Smith, Inc., a corporation



wholly owned by Joe Smith. 

         B.      Business Advisors

                1.      Accountant:  
Brian Adams






c/o Epic Records






100 W. Buffalo St., Holbrook, AZ  86025






Phone (520) 524-1000


    2.
Business Consultant:
Mark Engle






Small Business Development Center






P.O. Box 610, Holbrook, AZ   86025






Phone (800) 266-7232

                3.     Lawyer:


Larry Landers






P.O. Box 650






Your Town, AZ   85900






Phone (520) 223-7000

                4.     Banker:


Dan Manning






Yourtown State Bank






P.O. Box 101, Your Town, AZ   85900






Phone:
 (520) 223-5567

VII.    THE FINANCIAL PLAN

        A.      Summary:  We used Risk Management Association figures to estimate costs for the 



project.  On the income side, the estimates were based on actual results



Motel 5 has compiled for their other state operations, which would be



very comparable for this operation.  We were conservative on occupancy



rates and average daily room rates used.  Refer to the state 



statistics in a letter attached, and specific assumptions shown below in



section C.

        B.      Projected Financial Proformas - see attached

                1.      Profit and loss

                2.      Break-even analysis

                3.      Balance sheet

                4.      Cash Flow

                5.      Operating Budgets

                6.      Ratio Analysis

      C.
  Financial Assumptions

                                                                                                         ----Years -------

                                                                                              _   1         2        3       4       5  

1.  Income assumptions were based on:



Average Daily Rate                                          $45     $48     $53    $55    $55



Occupancy %



  60%   65%   70%   70%   70%



Other Income (mtg facilities, etc.)

  $12     $12     $12    $12    $12


2.  Expense Assumptions:



Operating Expenses (RMA%)                          83%   83%   83%   83%   83%



Other Overhead (Dep, int., etc)

  8.7%  8.7%  8.7%  8.7%  8.7%



Income Tax




  35%   35%   35%   35%   35%


3.  Balance Sheet:    





----All Years -----



Cash                                                                         13.7% of sales



Inventory




             6,9%   “   “

                      
Subject Loan $2MM $240Mpmts, CPLTD $60M, Interest $180M



A/P






2% of COGS
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EXECUTIVE SUMMARY
1.  What is the overall purpose of your business?_________________________________ ________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________

 2.  What is your legal structure?  (Proprietorship, partnership, corporation?)  Who are the key owners, officers, employees, etc? _________________________________________

________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________

3.  What is your location?___________________________________________________

________________________________________________________________________________________________________________________________________________

4.  What is your business concept? ___________________________________________

________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________

________________________________________________________________________

5.  What is your mission statement? __________________________________________

________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________

6.  What is your business image? _____________________________________________

________________________________________________________________________________________________________________________________________________________________________________________________________________________

7.  What are your requirements for tax, licensing, etc.? ___________________________

________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________

ORGANIZATIONAL STRUCTURE
8.  Who will your consultants be? ____________________________________________

________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________

9  Who will comprise your management team? _________________________________

________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________

10. What will your practices and policies be for hiring new employees? ______________

________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________

________________________________________________________________________________________________________________________________________________________________________________________________________________________

11. What will be your planned organizational structure?  (Show an organizational chart if appropriate) ________________________________________________________________________

________________________________________________________________________________________________________________________________________________________________________________________________________________________

________________________________________________________________________________________________________________________________________________________________________________________________________________________

12.  What are your goals for staffing expense and benefits?  (Provide details if available) 

________________________________________________________________________________________________________________________________________________________________________________________________________________________

________________________________________________________________________________________________________________________________________________

________________________________________________________________________

13.  Prepare a Resume on yourself and other key personnel for your company.  Attach to your business plan.

PRODUCTION & FACILITIES
14.  What are your initial products or services?  (Show details such as color, menu items, models, prices, sizes, styles, etc.) _____________________________________________

________________________________________________________________________________________________________________________________________________________________________________________________________________________

________________________________________________________________________________________________________________________________________________________________________________________________________________________

15.  What are your proprietary features?  (Show patents, copyrights, other features unique to your business) _________________________________________________________

________________________________________________________________________________________________________________________________________________________________________________________________________________________

16.  What are your future planned products or services?  (When to introduce, what are R&D costs, expansion plans) ________________________________________________

________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________

________________________________________________________________________________________________________________________________________________________________________________________________________________________

17.  What will be required in the way of physical facilites?  (size of facility, location, schematics, cost estimates, etc.) _____________________________________________

________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________

18.  What will your requirements be for equipment, vehicles, leasehold improvements, etc. (include cost estimates if appropriate) _____________________________________

________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________

19.  Describe your production process and capacity.  What if anything will be subcontracted? ___________________________________________________________

________________________________________________________________________________________________________________________________________________________________________________________________________________________

INDUSTRY ANALYSIS
20.   What is the background for your industry?  (Describe number of firms, revenues, trade associations, publications, trends, major influences) _________________________

________________________________________________________________________________________________________________________________________________________________________________________________________________________

________________________________________________________________________________________________________________________________________________________________________________________________________________________

21.  Who is your target customer(s)?  What is the typical purchase?  How often? ________________________________________________________________________

________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________

22.  What is your market niche or position? ____________________________________

________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________

23.  Who are your major competitors? _________________________________________

________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________

24.  What are your competitors strengths, and how can you overcome them? __________

________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________

25.  What are your competitors weaknesses, and how can you capitalize on them? ______

________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________

26.  What will be your unique selling proposition? _______________________________

________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________
MARKETING PLAN

27.  What is your overall marketing plan? ______________________________________

________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________

28.  What are your marketing objectives? ______________________________________

________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________

29.  How will you promote your business?  (Advertising, themes, media, budget, direct mail, trade shows, catalogs, etc.) _____________________________________________

________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________

________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________

30.  How will you sell and distribute your products or services?  (channels of distribution, sales force, direct mail, tradeshows, telemarketing, catalogs, etc.) ___________________

________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________

31.  What are your products warrantees or guarantees?  Any servicing considerations?  Installation or maintenance issues?  __________________________________________

________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________

FINANCIAL ANALYSIS & SUPPORT

32.  Prepare a personal financial statement.  This is optional, but with most banks a small business will have to stand behind their company with a guarantee, and sometimes a pledge of personal assets.  For this reason it may be required as part of your submission to a lender that you include a copy of your personal financial statement.

A copy of a personal financial statement form is attached for your use.

33.  Summarize your plan for the three to five years projected?  (What are your key points, assumptions based on, etc.) ___________________________________________

________________________________________________________________________________________________________________________________________________________________________________________________________________________

________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________________

34.  Include any historical financial statements, at least 2-3 years if available

35.  Projections for 3-5 years of:  
Balance Sheet






Profit & Loss Statement






Cash Flow

36.  Projections for one year of:
Monthly Profit & Loss Statement (if required)






Monthly Cash Flow (if required)

37.  RMA Study Comparison

38.  Financial Ratios Analysis

	Sample Company

	Cash Flow Statement

	For Year Ending

	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	 
	1/31/00
	1/31/01
	1/31/02
	1/31/03
	1/31/04

	 
	Feb-99
	Mar-99
	Apr-99
	May-99
	Jun-99
	Jul-99
	Aug-99
	Sep-99
	Oct-99
	Nov-99
	Dec-99
	Jan-00
	 
	 
	 
	 
	 

	Cash Receipts
	
	
	
	
	
	
	
	
	
	
	
	
	 
	 
	 
	 
	 

	  Sales
	3465
	3465
	3465
	3465
	3465
	3465
	3465
	3465
	3465
	3465
	3465
	3465
	41580
	45736
	50312
	55343
	60877

	  A/R Sales
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0

	  A/R Collections
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0

	Total Cash Sales 
	3465
	3465
	3465
	3465
	3465
	3465
	3465
	3465
	3465
	3465
	3465
	3465
	41580
	45736
	50312
	55343
	60877

	SaleFinancing Income
	
	
	
	
	
	
	
	
	
	
	
	
	 
	 
	 
	 
	 

	  Interest Income
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0

	  Loan Proceeds
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0

	  Other
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0

	Tot. Cash Receipt
	3465
	3465
	3465
	3465
	3465
	3465
	3465
	3465
	3465
	3465
	3465
	3465
	41580
	45736
	50312
	55343
	60877

	 
	
	
	
	
	
	
	
	
	
	
	
	
	 
	 
	 
	 
	 

	Cash Outflows
	
	
	
	
	
	
	
	
	
	
	
	
	 
	 
	 
	 
	 

	Cost of Goods
	1750
	1750
	1750
	1750
	1750
	1750
	1750
	1750
	1750
	1750
	1750
	1750
	21000
	23100
	25412
	27951
	30746

	Oper. Expenses
	1105
	1105
	1105
	1105
	1105
	1105
	1105
	1105
	1105
	1105
	1105
	1130
	13285
	14106
	15144
	16006
	17000

	Salary expenses
	554
	554
	554
	554
	554
	554
	554
	554
	554
	554
	554
	554
	6648
	6976
	7328
	7694
	8078

	Income taxes
	-87
	-86
	-86
	-85
	-84
	-84
	-83
	-82
	-82
	-81
	-80
	-87
	-1006
	-630
	-258
	254
	804

	Princ. Loan pmts
	257
	259
	261
	263
	265
	268
	270
	272
	275
	277
	279
	282
	3228
	3575
	3959
	4384
	4855

	Interest Loan pmts
	171
	169
	166
	164
	162
	160
	157
	155
	153
	150
	148
	146
	1901
	1554
	1187
	745
	274

	Capital Increase
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0

	Inventory Inc(Dec)
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0

	Owners Draw
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0

	TOTAL CASH OUTFLOWS
	3749
	3750
	3751
	3751
	3752
	3753
	3753
	3754
	3755
	3756
	3756
	3775
	45056
	48681
	52772
	57034
	61757

	NET CASH FLOW
	-284
	-285
	-286
	-286
	-287
	-288
	-288
	-289
	-290
	-291
	-291
	-310
	-3476
	-2945
	-2460
	-1691
	-879

	Opening Cash Bal
	2000
	1716
	1430
	1145
	858
	571
	283
	-5
	-294
	-584
	-875
	-1166
	2000
	-1476
	-4421
	-6881
	-8572

	Cash Receipts
	3465
	3465
	3465
	3465
	3465
	3465
	3465
	3465
	3465
	3465
	3465
	3465
	41580
	45736
	50312
	55343
	60877

	Cash Outflows
	3749
	3750
	3751
	3751
	3752
	3753
	3753
	3754
	3755
	3756
	3756
	3775
	45056
	48681
	52772
	57034
	61757

	Ending Cash Bal.
	1716
	1430
	1145
	858
	571
	283
	-5
	-294
	-584
	-875
	-1166
	-1476
	-1476
	-4421
	-6881
	-8572
	-9451

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	


	Sample Company

	Income Statement

	For Year Ending

	 
	 
	
	
	
	
	
	
	
	
	
	
	1/31/00
	1/31/01
	1/31/02
	1/31/03
	1/31/04

	 
	Feb-99
	Mar-99
	Apr-99
	May-99
	Jun-99
	Jul-99
	Aug-99
	Sep-99
	Oct-99
	Nov-99
	Dec-99
	Jan-00
	 
	 
	 
	 
	 

	Gross Sales
	3500
	3500
	3500
	3500
	3500
	3500
	3500
	3500
	3500
	3500
	3500
	3500
	42000
	46200
	50820
	55902
	61492

	Less: Ret & Allow
	35
	35
	35
	35
	35
	35
	35
	35
	35
	35
	35
	35
	420
	464
	508
	559
	615

	      Net Sales
	3465
	3465
	3465
	3465
	3465
	3465
	3465
	3465
	3465
	3465
	3465
	3465
	41580
	45736
	50312
	55343
	60877

	  Cost of Goods
	1750
	1750
	1750
	1750
	1750
	1750
	1750
	1750
	1750
	1750
	1750
	1750
	21000
	23100
	25412
	27951
	30746

	GROSS PROFIT
	1715
	1715
	1715
	1715
	1715
	1715
	1715
	1715
	1715
	1715
	1715
	1715
	20580
	22636
	24900
	27392
	30131

	 
	
	
	
	
	
	
	
	
	
	
	
	
	 
	 
	 
	 
	 

	G & A Expenses
	
	
	
	
	
	
	
	
	
	
	
	
	 
	 
	 
	 
	 

	Salary Expense
	500
	500
	500
	500
	500
	500
	500
	500
	500
	500
	500
	500
	6000
	6300
	6616
	6947
	7294

	Rent
	500
	500
	500
	500
	500
	500
	500
	500
	500
	500
	500
	500
	6000
	6300
	6616
	6947
	7294

	Payroll taxes
	54
	54
	54
	54
	54
	54
	54
	54
	54
	54
	54
	54
	648
	676
	712
	747
	784

	Travel & Enter.
	50
	50
	50
	50
	50
	50
	50
	50
	50
	50
	50
	50
	600
	632
	664
	697
	732

	Prof. & Acctg.
	50
	50
	50
	50
	50
	50
	50
	50
	50
	50
	50
	50
	600
	632
	664
	697
	732

	Depreciation Exp.
	175
	175
	175
	175
	175
	175
	175
	175
	175
	175
	175
	175
	2100
	2100
	2100
	2100
	2100

	Insurance Exp.
	30
	30
	30
	30
	30
	30
	30
	30
	30
	30
	30
	30
	360
	380
	415
	436
	458

	Interest
	171
	169
	166
	164
	162
	160
	157
	155
	153
	150
	148
	146
	1901
	1554
	1187
	745
	274

	Rep & Maint.
	30
	30
	30
	30
	30
	30
	30
	30
	30
	30
	30
	30
	360
	380
	420
	441
	463

	Util. & Phone
	100
	100
	100
	100
	100
	100
	100
	100
	100
	100
	100
	100
	1200
	1260
	1388
	1457
	1530

	Office Supplies
	100
	100
	100
	100
	100
	100
	100
	100
	100
	100
	100
	100
	1200
	1260
	1388
	1457
	1530

	Other Taxes
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0
	0

	Marketing
	245
	245
	245
	245
	245
	245
	245
	245
	245
	245
	245
	270
	2965
	3262
	3589
	3874
	4261

	 
	
	
	
	
	
	
	
	
	
	
	
	
	 
	 
	 
	 
	 

	Total G&A Exp.
	2005
	2003
	2000
	1998
	1996
	1994
	1991
	1989
	1987
	1984
	1982
	2005
	23934
	24736
	25759
	26545
	27452

	 
	
	
	
	
	
	
	
	
	
	
	
	
	 
	 
	 
	 
	 

	Net Income BT
	-290
	-288
	-285
	-283
	-281
	-279
	-276
	-274
	-272
	-269
	-267
	-290
	-3354
	-2099
	-859
	847
	2679

	Income Taxes
	-87
	-86
	-86
	-85
	-84
	-84
	-83
	-82
	-82
	-81
	-80
	-87
	-1006
	-630
	-258
	254
	804

	Net Income AT
	-203
	-201
	-200
	-198
	-197
	-195
	-193
	-192
	-190
	-189
	-187
	-203
	-2348
	-1469
	-601
	593
	1876


	Sample Company

	Balance Sheet

	For Year Ending

	 
	 
	2/1/99
	1/31/00
	1/31/01
	1/31/02
	1/31/03
	1/31/04

	ASSETS
	
	
	
	
	
	 

	Current Assets
	
	
	
	
	
	 

	 
	Cash
	2000
	-1476
	-4421
	-6881
	-8572
	-9451

	 
	Inventory
	20000
	20000
	20000
	20000
	20000
	20000

	 
	Account Receivable
	0
	0
	0
	0
	0
	0

	 
	Excess Cash
	
	0
	1
	1
	1
	2

	 
	Office Supplies
	500
	500
	500
	500
	500
	500

	 
	Prepaid / Deposits
	750
	750
	750
	750
	750
	750

	     Total Current Assets
	23250
	19774
	16831
	14371
	12680
	11800

	 
	Land
	5000
	5000
	5000
	5000
	5000
	5000

	 
	Buildings
	5000
	5000
	5000
	5000
	5000
	5000

	 
	Equipment
	500
	500
	500
	500
	500
	500

	 
	Other Fixed Assets
	5000
	5000
	5000
	5000
	5000
	5000

	 
	Accum Depreciation
	0
	-2100
	-4200
	-6300
	-8400
	-10500

	 Total Net Fixed Assets
	15500
	13400
	11300
	9200
	7100
	5000

	Total Assets
	38750
	33174
	28131
	23571
	19780
	16800

	LIABILITIES
	
	
	
	
	
	 

	Current Liabilities
	
	
	
	
	
	 

	 
	CPLTD
	3228
	3575
	3959
	4384
	5238
	0

	 
	Trade Payable
	0
	0
	0
	0
	0
	0

	 
	Accrued Salary
	0
	0
	0
	0
	0
	0

	 
	Taxes Payable
	0
	0
	0
	0
	0
	0

	 
	Other
	0
	0
	0
	0
	0
	0

	   Total Current Liabilities
	3228
	3575
	3959
	4384
	5238
	0

	 
	
	
	
	
	
	
	 

	Long Term Liabilities
	
	
	
	
	
	 

	 
	Term Debt LTP
	16772
	13198
	9239
	4855
	-383
	0

	 
	Other
	0
	0
	0
	0
	0
	0

	   Total Long Term Liabilities
	16772
	13198
	9239
	4855
	-383
	0

	 
	
	
	
	
	
	
	 

	Total Liabilities
	20000
	16772
	13198
	9239
	4855
	0

	 
	
	
	
	
	
	
	 

	OWNERS EQUITY
	
	
	
	
	
	 

	 
	Capital
	18750
	16402
	14933
	14332
	14925
	16800

	  Total Owners Equity
	18750
	16402
	14933
	14332
	14925
	16800

	Total Liabilities and Owners Equity
	38750
	33174
	28131
	23571
	19780
	16800

	 
	 
	 
	 
	 
	 
	 
	 

	
	
	
	
	
	
	
	


	Sample Company

	RMA Analysis

	For Year Ending

	 
	RMA
	1/31/00
	1/31/01
	1/31/02
	1/31/03
	1/31/04

	 
	Std. Ind.
	 - - - - - - - - - - Common Size (%) - - - - - - - - - - - - - -

	LIQUIDITY
	
	
	
	
	
	 

	 
	
	
	
	
	
	 

	Current Ratio
	1.20
	461%
	354%
	273%
	202%
	#DIV/0!

	Acid Test Ratio
	0.80
	-52%
	-1.40
	-1.96
	-2.05
	#DIV/0!

	A/R Turnover days
	30
	0%
	0%
	0%
	0%
	0%

	Inventory days
	45
	772%
	702%
	638%
	580%
	528%

	A/P turnover days
	30
	0%
	0%
	0%
	0%
	0%

	 
	 
	 
	 
	 
	 
	 

	 
	
	
	
	
	
	 

	SOLVENCY
	
	
	
	
	
	 

	 
	
	
	
	
	
	 

	Debt to Worth
	1.200
	85%
	74%
	54%
	27%
	0%

	Debt to Assets
	1.800
	28%
	26%
	22%
	14%
	0%

	 
	
	
	
	
	
	 

	 
	
	
	
	
	
	 

	 
	 
	 
	 
	 
	 
	 

	 
	
	
	
	
	
	 

	PROFITABILITY
	
	
	
	
	
	 

	 
	
	
	
	
	
	 

	Return on Equity
	0.12
	-170%
	-117%
	-50%
	47%
	133%

	Return on Assets
	0.06
	-169%
	-124%
	-61%
	71%
	266%

	 
	 
	 
	 
	 
	 
	 


	Sample Company
	 
	 
	 
	 
	 
	 

	Assumptions to Projections
	 
	 
	 
	 
	 

	 
	
	
	
	
	
	
	
	 

	 
	
	
	
	
	
	
	
	 

	Depreciable years for Fixed Assets
	5
	
	
	
	 

	Loan Amount
	
	
	20000
	
	
	
	 

	Interest Rate Assumption
	
	10.25%
	
	
	
	 

	Amortization in Years
	
	5
	
	
	
	 

	Payment (Principal & Interest)
	
	$427.41
	
	
	
	 

	 
	
	
	
	
	
	
	
	 

	 
	
	
	
	Year 1
	Year 2
	Year 3
	Year 4
	Year 5

	Gross Revenues
	
	 
	$42,000
	46200
	50820
	55902
	61492

	Revenues Percent Increase
	
	
	10%
	10%
	10%
	10%

	General Expense Percent Increase
	
	5%
	5%
	5%
	5%

	COGS Percent
	
	
	50%
	50%
	50%
	50%
	50%

	Marketing Expense Percent
	
	7.0%
	7.0%
	7.0%
	7.0%
	7.0%

	Total Payroll Tax Percent
	
	10.75%
	10.75%
	10.75%
	10.75%
	10.75%

	Returns & Allowance Percent
	
	1.0%
	1.0%
	1.0%
	1.0%
	1.0%

	Income Tax Percent
	
	
	30%
	30%
	30%
	30%
	30%

	A/R Turnover Days
	
	
	0
	0
	0
	0
	0

	A/R Turnover Percentage
	
	0%
	0%
	0%
	0%
	0%

	 
	 
	 
	 
	 
	 
	 
	 
	 


	Sample Company

	Financial Ratios

	For Year Ending

	 
	2/1/99
	1/31/00
	1/31/01
	1/31/02
	1/31/03
	1/31/04

	 
	 
	 
	 
	 
	 
	 

	LIQUIDITY
	
	
	
	
	
	 

	 
	
	
	
	
	
	 

	Current Ratio
	7.20
	5.53
	4.25
	3.28
	2.42
	#DIV/0!

	Acid Test Ratio
	0.62
	-0.41
	-1.12
	-1.57
	-1.64
	#DIV/0!

	A/R Turnover days
	0
	0
	0
	0
	0

	Inventory days
	
	348
	316
	287
	261
	237

	A/P turnover days
	
	0
	0
	0
	0
	0

	 
	 
	 
	 
	 
	 
	 

	 
	
	
	
	
	
	 

	SOLVENCY
	
	
	
	
	
	 

	 
	
	
	
	
	
	 

	Debt to Worth
	1.067
	1.023
	0.884
	0.645
	0.325
	0.000

	Debt to Assets
	0.516
	0.506
	0.469
	0.392
	0.245
	0.000

	 
	
	
	
	
	
	 

	 
	
	
	
	
	
	 

	 
	 
	 
	 
	 
	 
	 

	 
	
	
	
	
	
	 

	PROFITABILITY
	
	
	
	
	
	 

	 
	
	
	
	
	
	 

	Return on Equity
	  
	-0.204
	-0.141
	-0.060
	0.057
	0.159

	Return on Assets
	
	-0.101
	-0.075
	-0.036
	0.043
	0.159

	 
	 
	 
	 
	 
	 
	 


	Payment Schedule
	 
	 
	 
	

	Sample Company
	
	
	
	

	
	
	
	
	
	
	

	
	Calculated Payment:
	427.41 
	Loan Amount:
	20,000 

	
	Entered Payment:*
	
	Years Amortization:
	5

	
	Start Table at Pmt No:
	1
	Interest Rate:
	10.25%

	
	*Table uses entered payment if specified
	Payments per year:
	12

	
	
	
	
	
	
	

	No.
	Payment Date
	Beginning Balance
	Interest
	Principal
	Ending Balance
	

	1
	01/01/99
	20000
	171
	257
	19743
	

	2
	02/01/99
	19743
	169
	259
	19485
	

	3
	03/01/99
	19485
	166
	261
	19224
	

	4
	04/01/99
	19224
	164
	263
	18960
	

	5
	05/01/99
	18960
	162
	265
	18695
	

	6
	06/01/99
	18695
	160
	268
	18427
	

	7
	07/01/99
	18427
	157
	270
	18157
	

	8
	08/01/99
	18157
	155
	272
	17885
	

	9
	09/01/99
	17885
	153
	275
	17610
	

	10
	10/01/99
	17610
	150
	277
	17333
	

	11
	11/01/99
	17333
	148
	279
	17054
	

	12
	12/01/99
	17054
	146
	282
	16772
	

	13
	01/01/00
	16772
	143
	284
	16488
	

	14
	02/01/00
	16488
	141
	287
	16202
	

	15
	03/01/00
	16202
	138
	289
	15913
	

	16
	04/01/00
	15913
	136
	291
	15621
	

	17
	05/01/00
	15621
	133
	294
	15327
	

	18
	06/01/00
	15327
	131
	296
	15031
	

	19
	07/01/00
	15031
	128
	299
	14732
	

	20
	08/01/00
	14732
	126
	302
	14430
	

	21
	09/01/00
	14430
	123
	304
	14126
	

	22
	10/01/00
	14126
	121
	307
	13819
	

	23
	11/01/00
	13819
	118
	309
	13510
	

	24
	12/01/00
	13510
	115
	312
	13198
	

	25
	01/01/01
	13198
	113
	315
	12883
	

	26
	02/01/01
	12883
	110
	317
	12566
	

	27
	03/01/01
	12566
	107
	320
	12246
	

	28
	04/01/01
	12246
	105
	323
	11923
	

	29
	05/01/01
	11923
	102
	326
	11597
	

	30
	06/01/01
	11597
	99
	328
	11269
	

	31
	07/01/01
	11269
	96
	331
	10938
	

	32
	08/01/01
	10938
	93
	334
	10604
	





� U.S. Small Business Administration, Checklist for Going Into Business, 1987


� Unless John can be implicated personally.  Say John acted outside the best interest of the Corporation, or was personally negligent in creating a liability for the Corporation.  He can be sued personally, which is referred to as “piercing the corporate veil”. 
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