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| Preface

The zipper, the helicopter, and the artificial heart valve. What do these inventions have in common? They came to us through small business ventures—not major corporations. In fact, small businesses are responsible for more than half of all the innovations developed during the 20th century. Today, small businesses play an integral role in our daily lives as Americans, whether we are directly involved with one or not. According to a recent study by the House Committee on Small Business, small businesses represent more than 99 percent of all employers. They employ 51 percent of private-sector workers, 51 percent of workers on public assistance, and 38 percent of workers in high-tech jobs. The study also found that 85 percent of Americans view small businesses as a positive influence on American life.

Another factor contributing to the move towards small business in this country is the erosion of public confidence in large, established corporations. From the fear of falling victim to downsizing, to a perceived lack of concern for employees’ well-being, former corporate workers are turning away from big business and embracing the opportunities and rewards offered through entrepreneurship. In turn, these entrepreneurs are bringing new sources of innovation and creativity to the marketplace. Given the current social and economic climate in the United States, there has never been a better time to start your own business.

Support for entrepreneurship at the federal, state, and local levels is at an all-time high—further evidence that the time is right for starting your own business. Many government agencies understand the import role small business plays in America’s stability and economic future, and are acting accordingly when it comes to funding various ventures. In fact, the House Committee report concluded that small businesses receive one third of all federal prime and subcontract dollars.

Yet with all this potential success and personal fulfillment comes the risk of failure and disappointment, so it is crucial for you to understand the ins and outs of small business ownership, from what it takes to fund, open, and manage your company through how to make the right decisions when times turn difficult.

How to Start a Business in Texas is a state-specific, startup book designed specifically for entrepreneurs. The following is a sampling of what you’ll find:

       •   State and federal information on specifics for starting your business, from choosing the right legal forms to filing taxes and incorporating.

       •   Tips for operating your business once you have officially conquered the startup phase. There are helpful hints regarding proper accounting methods, how to market your product or service, and how to choose and keep quality employees.

       •   Guidelines for developing a business plan—possibly the most important step in forming and operating a profitable business.

       •   Statistical information about your state to help you anticipate trends and give you the ability to compare economic and social factors affecting your business.

       •   Several appendices filled with addresses, phone numbers, and website addresses for the agencies and resources you will probably need to contact for licenses, permits, business registration, financing alternatives, workers’ compensation, unemployment taxes, and more.

It’s all here, in one helpful, easy-to-use volume. If you find errors, or if changes to existing laws are not reflected, please let us know so we can better help others who will be using this information in the future. Thank you for choosing Smart Start and we wish you much success in your new enterprise.
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Setting Up Your Business


1 | Think

smart (smärt) adj. 1) characterized by sharp, quick thought: intelligent; 2) shrewd in dealings: canny

start (stärt) v. 1) to begin an activity or movement: set out; 2) to have a beginning: commence; 3) to move suddenly or involuntarily; 4) to come quickly into view, life, or activity: spring forth

A smart start—this phrase certainly has a ring to it. In fact, it sounds like what all burgeoning small business owners and entrepreneurs strive to achieve. And, yet, the statistics show that only one out of 20 new ventures will survive to celebrate its fifth anniversary. So what is it that will give you the edge on starting your new venture? The answer involves knowledge and preplanning.

Look back at the definitions of “smart” and “start.” Both words imply action—action on your part. You have a dream: starting a business. You are the one responsible for making that dream come true. You won’t be working for a boss; you will be the boss. You won’t have a set nine-to-five schedule; you will work whatever hours are necessary to stay on course.

Of course, with any dream there are inherent challenges. A study published by Dun & Bradstreet lends some insight into the common challenges faced by today’s small business owners. These are the top ten challenges:

         1.   Knowing your business. This aspect entails in-depth industry knowledge, market savvy, and a certain practical knowledge.

         2.   Knowing the basics of business management. The basics include accounting and bookkeeping principles, production scheduling, personnel management, financial management, marketing, and planning for the future.

         3.   Having the proper attitude. Realistic expectations coupled with a strong personal commitment will carry you through.

         4.   Having adequate capital. From establishing a good relationship with a bank to maintaining a business credit report, sufficient capital is vital to surviving the first year.

         5.   Managing finances effectively. In a phrase—cash flow. Cash flow entails ongoing capital, inventory management, extending credit to customers, and managing accounts receivable.

         6.   Managing time efficiently. A combination of discipline, delegation, and planning (your business plan has already set the priorities) is essential for effective time management.

         7.   Managing people. Finding and keeping qualified personnel is critical to building a successful business.

         8.   Satisfying customers by providing high quality. You will establish and maintain credibility with your customers when you constantly deliver the best possible product or service.

         9.   Knowing how to compete. New ways of selling, knowing the marketplace, a clear understanding of your niche, and sticking to your original plan all qualify as things you must do for the stiff competition that may lie ahead.

       10.   Coping with regulations and paperwork. Welcome to red tape central—where you may be required to file anything from quarterly tax payments to withholding taxes, from employee manuals to profit-sharing and pension plans, from sales tax records to industry-related reports.

You have heard the phrase “work smarter, not harder.” Working smarter means overcoming these ten challenges by knowing what lies ahead of you. A smart start for your business means understanding the course, possessing the skills to overcome the obstacles, and knowing the right way to clear the hurdles. Whether you’ve competed in athletics, academics, or a simple game of cards, if you are starting a small business then you’re in for the race of a lifetime. Before you run out and buy a pair of the best and fanciest running shoes, take a moment to consider what it takes to be an effective and profitable small business owner.

The Entrepreneurial Personality

People come to the entrepreneurial path from different directions. Increasingly, some start fresh out of college or after a stint at home raising their kids or simply because the idea of actually retiring is abhorrent to them. Most, though, come to entrepreneurship straight out of the work force. And many of them dabble in their would-be business before they take the plunge completely, testing ideas on the side, while maintaining a day job. Quitting a full-time job to start a business isn’t something to be taken lightly. You should be sure now is the right time to get started. First, you need to ask yourself some questions: Do I have enough money? If you have a family, are they ready for this? Is there a need for a product or service like mine?

Many successful entrepreneurs say a sense of urgency that made starting their businesses not just a desire but a necessity was their driving force. One entrepreneur’s advice: “You’ll know the time is right when you can honestly say ‘I’ll put my house, jewelry, and other personal collateral on the line to attain the startup money I need for the long-term rewards I deserve.’” We’re not recommending you put up your home (though more than a few entrepreneurs started that way). But that willingness to risk everything likely means you’re ready to start now.

What motivates potential entrepreneurs to stop daydreaming about business ownership and actually do something about it? While many people think one single incident—such as getting fired or being passed over for a promotion—is the impetus for becoming your own boss, most experts agree it’s usually a series of frustrations that leads to entrepreneurship.

A fundamental desire to control their own destinies ranks very high on most entrepreneurs’ lists of reasons for starting their own businesses. This need is so strong that entrepreneurs will risk family, future, and careers to be their own boss. Unable to feel truly fulfilled working for someone else, these individuals cannot be happy following someone else’s plan or taking orders from a boss. They’re often convinced that they have a better way, or an idea that would really revolutionize their industry—or at least their little corner of it—and working within a corporate structure is simply stifling that improvement.

Some Serious Self-Evaluation

It’s rare that one person possesses all the qualities needed to be successful in business. Everyone has strong suits and weak points. What’s important is to understand your strengths and weaknesses. To do this, you need to evaluate the major achievements in your personal and professional life and the skills you used to accomplish them. The following steps can help:

       1.   Create a personal resume. Compose a resume that lists your professional and personal experiences as well as your expertise. For each job, describe the duties you were responsible for and the degree of your success. Include professional skills, educational background, hobbies, and accomplishments that required expertise or special knowledge.

       2.   Analyze your personal attributes. Are you friendly and self-motivated? Are you a hard worker? Do you have common sense? Are you well-organized? Evaluating your personal attributes reveals your likes and dislikes as well as strengths and weaknesses.

       3.   Analyze your professional attributes. Small-business owners wear many different hats, but that doesn’t mean you have to be a jack-of-all-trades. Just be aware of the areas where you’re competent and the areas where you need help, such as sales, marketing, advertising, and administration. Next to each function, record your competency level—excellent, good, fair, or poor.

Go for the Goal

In addition to evaluating your strengths and weaknesses, it’s important to define your business goals. For some people, the goal is the freedom to do what they want when they want, without anyone telling them otherwise. For others, the goal is financial security. When setting goals, aim for the following qualities:

       •   Specificity. You have a better chance of achieving a goal if it is specific. “Raising capital” isn’t a specific goal; “raising $10,000 by July 1” is.

       •   Optimism. Be positive when you set your goals. “Being able to pay the bills” isn’t exactly an inspirational goal. “Achieving financial security” phrases your goal in a more positive manner, thus firing up your energy to attain it.

       •   Realism. If you set a goal to earn $100,000 a month when you’ve never earned that much in a year, that goal is unrealistic. Begin with small steps, such as increasing your monthly income by 25 percent. Once your first goal is met, you can reach for larger ones.

       •   Short and long term. Short-term goals are attainable in a period of weeks to a year. Long-term goals can be for five, ten, or even 20 years; they should be substantially greater than short-term goals but should still be realistic.

The most important rule of self-evaluation and goal-setting is honesty. Going into business with your eyes wide open about your strengths and weaknesses, your likes and dislikes, and your ultimate goals lets you confront the decisions you’ll face with greater confidence and a greater chance of success.

Market Matters

As with any business, your plan of attack should start with a thorough assessment of your idea’s market potential. Often, this step alone will be enough to tell you whether you should start part time or full time. You can’t become so caught up in your love for what you’re doing that you overlook the business realities. If you find there is a huge unmet need for your product or service, no major competition, and a ready supply of eager customers, then by all means go ahead and start full time. If, on the other hand, you find that the market won’t support a full-time business, but might someday with proper marketing and business development, then it is probably best to start part time at first.

Investigate factors such as the competition in your industry, the economy in your area, the demographic breakdown of your client base, and the availability of potential customers. If you are thinking of opening an upscale beauty salon, for example, evaluate the number of similar shops in operation, as well as the number of affluent women in the area and the fees they are willing to pay.

Once you have determined there is a need for your business, outline your goals and strategies in a comprehensive business plan. You should always conduct extensive research, make market projections for your business, and set goals for yourself based on these findings. It gives you a tremendous view of the long-range possibilities and keeps the business on the right track. Don’t neglect writing a business plan even if you’re starting part time: A well-written business plan will help you take your business full time later on.

Get Your Financial House in Order

One major factor in the decision to start part time or full time is your financial situation. Before launching a full-time business, most experts recommend putting aside enough to live on for at least six months to a year. (That amount may vary; completing your business plan will show you in detail how long you can expect to wait before your business begins earning a profit.)

Basic factors you should consider include the amount of your existing savings, whether you have assets that could be sold for cash, whether friends or family members might offer you financing or loans, and whether your spouse or other family members’ salaries could be enough to support your family while you launch a business full time.

Family Affairs

The emotional and psychological side of starting a business is less cut-and-dried than financial and market aspects, but it’s just as important in your decision to start part time or full time.

Begin by discussing the situation with your spouse, significant other, or family members. Do they support your decision to start a business? Do they understand the sacrifices both full-time and part-time businesses will require—from you, from them, and from the whole family? Make sure your loved ones feel free to bring any objections or worries out in the open. The time to do this is now—not three months after you have committed to your business and it is too late to back out.

Then, work together to come up with practical solutions to the problems you foresee (could your spouse take over some of the household chores you currently handle, for example?). Lay some ground rules for the part-time business—for instance, no work on Sunday afternoons, or no discussing business at the dinner table.

Getting Personal

Besides the effect business ownership will have on your family, equally important to consider is the toll it might take on you. If the idea of taking the full-time business plunge and giving up your comfy salary and cushy benefits keeps you awake at night biting your nails, then perhaps a part-time business is best. On the other hand, if you need to work long hours at your current full-time job, you commute 60 miles round-trip, and you have two-year-old triplets, piling a part-time business on top of all those commitments could be the straw that breaks the camel’s back.

Of course, a full-time business does require long, long hours, but a part-time business combined with a full-time job can be even more stressful. If this is the route you’re considering, carefully assess the effects on your life. You’ll be using evenings, weekends, and lunch hours—and, most likely, your holidays, sick days, and vacation time—to take care of business. You’ll probably have to give up leisure activities such as going to the movies, watching TV, reading, or going to the gym. How will you feel the next time you drag yourself home, exhausted after a late night at the office . . . then have to sit right down and spend four hours working on a project that a client needs the next morning? Carefully consider whether you have the mental and physical stamina to give your best effort to both your job and your business.

Build It or Buy It?

When most people think of starting a business, they think of beginning from scratch—developing your own idea and building the company from the ground up. But starting from scratch presents some distinct disadvantages, including the difficulty of building a customer base, marketing the new business, hiring employees and establishing cash flow . . . all without a track record or reputation to go on.

Some people know they want to own their own businesses but aren’t sure exactly what type of business to choose. If you fall into this category, or if you are worried about the difficulties involved in starting a business from the ground up, the good news is that there are other options: buying an existing business, buying a franchise, or buying a business opportunity. Depending on your personality, skills, and resources, these three methods of getting into business may offer significant advantages over starting from scratch.

Buying a Franchise

If buying an existing business doesn’t sound right for you but starting from scratch sounds a bit intimidating, you could be suited for franchise ownership. What is a franchise—and how do you know if you’re right for one? Essentially, a franchisee pays an initial fee and ongoing royalties to a franchisor. In return, the franchisee gains the use of a trademark, ongoing support from the franchisor, and the right to use the franchisor’s system of doing business and sell its products or services.

McDonald’s, perhaps the most well-known franchise company in the world, illustrates the benefits of franchising: Customers know they will get the same type of food, prepared the same way, whether they visit a McDonald’s in Moscow or Minneapolis. Customers feel confident in McDonald’s, and as a result, a new McDonald’s location has a head start on success compared to an independent hamburger stand.

In addition to a well-known brand name, buying a franchise offers many other advantages that are not available to the entrepreneur starting a business from scratch. Perhaps the most significant is that you get a proven system of operation and training in how to use it. New franchisees can avoid a lot of the mistakes startup entrepreneurs typically make because the franchisor has already perfected daily routine operations through trial and error.

Reputable franchisors conduct market research before selling a new outlet, so you can feel greater confidence that there is a demand for the product or service. Failing to do adequate market research is one of the biggest mistakes independent entrepreneurs make; as a franchisee, it’s done for you. The franchisor also provides you with a clear picture of the competition and how to differentiate yourself from them. For more information when investigating a franchise or business opportunity, check out this helpful resource: The FTC provides a free package of information about the FTC Franchise and Business Opportunity Rule. Write to: Federal Trade Commission, 600 Pennsylvania Ave., Washington, DC 20580, or visit ftc.gov.

Buying a Business Opportunity

If a franchise sounds too restrictive for you but the idea of coming up with your own business idea, systems, and procedures sounds intimidating, there is a middle ground: business opportunities.

A business opportunity, in the simplest terms, is a packaged business investment that allows the buyer to begin a business. (Technically, all franchises are business opportunities, but not all business opportunities are franchises.)

Unlike a franchise, however, the business opportunity seller typically exercises no control over the buyer’s business operations. In fact, in most business opportunity programs, there is no continuing relationship between the seller and the buyer after the sale is made.

Although business opportunities offer less support than franchises, this could be an advantage for you if you thrive on freedom. Typically, you will not be obligated to follow the strict specifications and detailed program that franchisees must follow. With most business opportunities, you would simply buy a set of equipment or materials, and then you can operate the business any way and under any name you want. There are no ongoing royalties in most cases, and no trademark rights are sold.

However, this same lack of long-term commitment is also a business opportunity’s chief disadvantage. Because there is no continuing relationship, the world of business opportunities does have its share of con artists who promise buyers instant success, then take their money and run. While increased regulation of business opportunities has dramatically lessened the likelihood of rip-offs, it is still important to investigate an opportunity thoroughly before you invest any money.
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Now that you have given serious thought to whether you are ready for the entrepreneurial life (and hopefully decided that yes, you are), it’s time to drill down to basics. To get started in any kind of business, whether a franchise, new business, or turnkey situation, you have to map out your business strategy. In order to do that, you need to consider the market to which you will be selling your product or service. Once you know that, you can begin to solidify your ideas by putting together a winning business plan and making it all official by securing the necessary legal paperwork.

Defining Your Market

You’ve come up with a great idea for a business . . . but you’re not ready to roll yet. Before you go any further, the next step is figuring out who your market is.

There are two basic markets you can sell to: consumer and business. These divisions are fairly obvious. For example, if you are selling women’s clothing from a retail store, your target market is consumers; if you are selling office supplies, your target market is businesses (this is referred to as “B2B” sales). In some cases—for example, if you run a printing business—you may be marketing to both businesses and individuals.

No business—particularly a small one—can be all things to all people. The more narrowly you can define your target market, the better. This process is known as creating a niche and is key to success for even the biggest companies. Walmart and Tiffany are both retailers, but they have very different niches: Walmart caters to bargain-minded shoppers, while Tiffany appeals to upscale jewelry consumers.

“Many people talk about ‘finding’ a niche as if it were something under a rock or at the end of the rainbow, ready-made. That is nonsense,” says Lynda Falkenstein, author of Nichecraft: Using Your Specialness to Focus Your Business, Corner Your Market and Make Customers Seek You Out. Good niches do not just fall into your lap; they must be very carefully crafted.

Rather than creating a niche, many entrepreneurs make the mistake of falling into the “all over the map” trap, claiming they can do many things and be good at all of them. These people quickly learn a tough lesson, Falkenstein warns: “Smaller is bigger in business, and smaller is not all over the map; it’s highly focused.”

Keep It Fresh

Once your niche is established and well-received by your market, you may be tempted to rest on your laurels. Not a good idea, says Falkenstein. “[You must] keep growing by re-niching. This doesn’t mean totally changing your focus, but rather further adapting it to the environment around you.”

Ask yourself the following questions when you think you have found your niche—and ask them again every six months or so to make sure your niche is still on target:

       •   Who are your target clients?

       •   Who aren’t your target clients?

       •   Do you refuse certain kinds of business if it falls outside your niche?

       •   What do clients think you stand for?

       •   Is your niche in a constant state of evolution?

       •   Does your niche offer what prospective customers want?

       •   Do you have a plan and delivery system that effectively conveys the need for your niche to the right market?

       •   Can you confidently predict the life cycle of your niche?

       •   How can your niche be expanded into a variety of products or services that act as profit centers?

       •   Do you have a sense of passion and focused energy with respect to your niche?

       •   Does your niche feel comfortable and natural?

       •   How will pursuing your niche contribute to achieving the goals you have set for your business?

On a Mission

Once you have designed a niche for your business, you’re ready to create a mission statement. A key tool that can be as important as your business plan, a mission statement captures, in a few succinct sentences, the essence of your business’s goals and the philosophies underlying them. Equally important, the mission statement signals what your business is all about to your customers, employees, suppliers, and the community.

The mission statement reflects every facet of your business: the range and nature of the products you offer, pricing, quality, service, marketplace position, growth potential, use of technology, and your relationships with your customers, employees, suppliers, competitors, and the community.

The Write Words

To come up with a statement that encompasses all the major elements of your business, start with the right questions. Business plan consultants say the most important question is, “What business are you in?” Since you have already gone through the steps of creating your niche, answering this question should be easy for you.

Answering the following ten questions will help you to create a verbal picture of your business’s mission:

         1.   Why are you in business? What do you want for yourself, your family, and your customers?

                  Think about the spark that ignited your decision to start a business. What will keep it burning?

         2.   Who are your customers? What can you do for them that will enrich their lives and contribute to their success—now and in the future?

         3.   What image of your business do you want to convey? Customers, suppliers, employees, and the public will all have perceptions of your company. How will you create the desired picture?

         4.   What is the nature of your products and services? What factors determine pricing and quality? Consider how these relate to the reasons for your business’s existence. How will all this change over time?

         5.   What level of service do you provide? Most companies believe they offer “the best service available,” but do your customers agree? Don’t be vague; define what makes your service so extraordinary.

         6.   What roles do you and your employees play? Wise captains develop a leadership style that organizes, challenges, and recognizes employees.

         7.   What kind of relationships will you maintain with suppliers? Every business is in partnership with its suppliers. When you succeed, so do they.

         8.   How do you differ from competitors? Many entrepreneurs forget they are pursuing the same dollars as their competitors. What do you do better, cheaper, or faster than competitors? How can you use competitors’ weaknesses to your advantage?

         9.   How will you use technology, capital, processes, products, and services to reach your goals? A description of your strategy will keep your energies focused on your goals.

       10.   What underlying philosophies or values guided your responses to the previous questions? Some businesses choose to list these separately. Writing them down clarifies the “why” behind your mission.

Putting It All Together

Crafting a mission statement requires time, thought, and planning. However, the effort is well worth it. In fact, most startup entrepreneurs discover that the process of crafting the mission statement is as beneficial as the final statement itself. Going through the process will help you solidify the reasons for what you are doing and clarify the motivations behind your business.

Here are some tips to make your mission statement the best it can be:

       •   Involve those connected to your business. Even if you are a sole proprietor, it helps to get at least one other person’s ideas for your mission statement. Other people can help you see strengths, weaknesses, and voids you might miss. If you have no partners or investors to include, consider knowledgeable family members and close friends, employees, or accountants. Choose supportive people who truly want you to succeed.

       •   Set aside several hours—a full day, if possible—to work on your statement. Mission statements are short—typically more than one sentence but rarely exceeding a page. Still, writing one is not a short process. It takes time to come up with language that simultaneously describes an organization’s heart and soul and serves as an inspirational beacon to everyone involved in the business. Large corporations often spend an entire weekend crafting a statement.

       •   Plan a date. Set aside time to meet with the people who’ll be helping you. Write a list of topics to discuss or think about. Find a quiet, comfortable place away from phones and interruptions.

       •   Be prepared. If you have several people involved, be equipped with refreshments, extra lists of topics, paper, and pencils. Explain the meaning and purpose of a mission statement before you begin—not everyone will automatically know what they’re all about.

       •   Brainstorm. Consider every idea, no matter how silly it sounds. Stimulate ideas by looking at sample mission statements. If you’re working with a group, use a flip chart to record responses so everyone can see them. Once you’ve finished brainstorming, ask everyone to write individual mission statements for your business. Read the statements, select the best pieces, and fit them together.

       •   Use “radiant words.” Once you have the basic idea in writing, polish the language of your mission statement. “Every word counts,” says Abrams. The statement should create dynamic mental visuals and inspire action. Use offbeat, colorful verbs and adjectives to spice up your statement. Don’t hesitate to drop in words like “kaleidoscope,” “sizzle,” “cheer,” “outrageous,” and “marvel” to add zest. If you want customers to “boast” about your goods and services, say so—along with the reasons why.

Once your mission statement is complete, start spreading the word! You need to convey your mission statement to others inside and outside the business to tell everyone you know where you are going and why. Post it in your office, where you, employees, and visitors can see it every day. Print it on company materials, such as your brochures and your business plan, or even on the back of your business cards.

Conducting Market Research

So you have a great idea for a product—something that’s bound to capture the hearts and minds (and wallets) of consumers everywhere. Or perhaps you have stumbled on a service that isn’t being offered by anyone else—one that is desperately needed. This is your opportunity! Don’t hesitate . . . don’t look back . . . jump right into it and . . .

Wait! Before you shift into high gear, you must determine whether there really is a market for your product or service. Not only that, you need to ascertain what—if any—fine-tuning is needed. Quite simply, you must conduct market research.

Many business owners neglect this crucial step in product development for the sole reason that they don’t want to hear any negative feedback. They are convinced their product or service is perfect just the way it is, and they don’t want to risk tampering with it.

Other entrepreneurs bypass market research because they fear it will be too expensive. With all the other startup costs you’re facing, it’s not easy to justify spending money on research that will only prove what you knew all along: Your product is a winner.

Regardless of the reason, failing to do market research can amount to a death sentence for your product. “A lot of companies skim over the important background information because they’re so interested in getting their product to market,” says Donna Barson, president and owner of Barson Marketing Inc., a marketing, advertising, and public relations consulting firm. “But the companies that do the best are the ones that do their homework.”

Consider market research an investment in your future. If you make the necessary adjustments to your product or service now, you’ll save money in the long run.

What It Is, What It Does

What exactly is market research? Simply put, it’s a way of collecting information you can use to solve or avoid marketing problems. Good market research gives you the data you need to develop a marketing plan that really works for you. It enables you to identify the specific segments within a market that you want to target and to create an identity for your product or service that separates it from your competitors. Market research can also help you choose the best geographic location in which to launch your new business.

Before you start your market research, it’s a good idea to meet with a consultant, talk to a business or marketing professor at a local college or university, or contact your local SBA district office. These sources can offer guidance and help you with the first step in market research: deciding exactly what information you need to gather.

As a rule of thumb, market research should provide you with information about three critical areas: the industry, the consumer, and the competition.

       1.   Industry information. In researching the industry, look for the latest trends. Compare the statistics and growth in the industry. What areas of the industry appear to be expanding, and what areas are declining? Is the industry catering to new types of customers? What technological developments are affecting the industry? How can you use them to your advantage? A thriving, stable industry is key; you don’t want to start a new business in a field that is on the decline.

       2.   Consumer close-up. On the consumer side, your market research should begin with a market survey. A thorough market survey will help you make a reasonable sales forecast for your new business. To do a market survey, you first need to determine the market limits or physical boundaries of the area to which your business sells. Next, study the spending characteristics of the population within this location.

                  Estimate the location’s purchasing power, based on its per-capita income, its median income level, the unemployment rate, population, and other demographic factors. Determine the current sales volume in the area for the type of product or service you will sell.

                  Finally, estimate how much of the total sales volume you can reasonably obtain. (This last step is extremely important. Opening your new business in a given community won’t necessarily generate additional business volume; it may simply redistribute the business that’s already there.)

       3.   Competition close-up. Based on a combination of industry research and consumer research, a clearer picture of your competition will emerge. Do not underestimate the number of competitors out there. Keep an eye out for potential future competitors as well as current ones.

                  Examine the number of competitors on a local and, if relevant, national scale. Study their strategies and operations. Your analysis should supply a clear picture of potential threats, opportunities, and the weaknesses and strengths of the competition facing your new business.

When looking at the competition, try to see what trends have been established in the industry and whether there’s an opportunity or advantage for your business. Use the library, the internet, and other secondary research sources described later in this chapter to research competitors. Read as many articles as you can on the companies you will be competing with. If you are researching publicly owned companies, contact them and obtain copies of their annual reports. These often show not only how successful a company is, but also what products or services it plans to emphasize in the future.

Market Research Methods

In conducting your market research, you will gather two types of data: primary and secondary. Primary research is information that comes directly from the source—that is, potential customers. You can compile this information yourself or hire someone else to gather it for you via surveys, focus groups, and other methods. Secondary research involves gathering statistics, reports, studies, and other data from organizations such as government agencies, trade associations, and your local chamber of commerce.

Secondary Research

The vast majority of research you can find will be secondary research. While large companies spend huge amounts of money on market research, the good news is that plenty of information is available for free to entrepreneurs on a tight budget. The best places to start? Your local library and the internet.

Reference librarians at public and university libraries will be happy to point you in the right direction. Become familiar with the business reference section—you’ll be spending a lot of time there. Two good sources to look for: ThomasNet (thomasnet.com), an online resource that connects industrial buyers and sellers, and the Hoovers Industry Reports (www.hoovers.com/industry-analysis/industry-reports.html). Both sources can be found at most libraries, as well as online, and can help you target businesses in a particular industry, read up on competitors, or find manufacturers for your product.

To get insights into consumer markets, check out the Statistical Abstract of the United States, which you can find at most libraries. It contains a wealth of social, political, and economic data. Ask reference librarians for other resources targeted at your specific business.

Associations

Your industry trade association can offer a wealth of information such as market statistics, lists of members, and books and reference materials. Talking to others in your association can be one of the most valuable ways of gaining informal data about a region or customer base.

Look in the Encyclopedia of Associations (Gale Cengage Learning), found in most libraries, to find associations relevant to your industry. You may also want to investigate your customers’ trade associations for information that can help you market to them. Most trade associations provide information free of charge.

Read your trade associations’ publications, as well as those aimed at your target customers, to get an idea of current and future trends and buying patterns. And keep an eye out for more: New magazines and newsletters are launched every year. If you’re not following all of them, you could be missing out on valuable information about new products and your competitors.

Government Guidance

Government agencies are an invaluable source of market research, most of it free. Almost every county government publishes population density and distribution figures in widely available census tracts. These publications will show you the number of people living in specific areas, such as precincts, water districts, or even ten-block neighborhoods. Some counties publish reports on population trends that show the population ten years ago, five years ago, and today. Watch out for a static, declining, or small population; ideally, you want to locate where there is an expanding population that wants your products and services. Check local employment figures for the area, too. A stagnant job market—or worse, a consistently declining one—could mean that fewer people will be able to spend money, even on necessities. But, it could mean that a product or service that is less expensive than what’s available might be in demand.

The U.S. Census Bureau (census.gov) turns out reams of inexpensive or free business information, most of which is available on the internet:

       •   The Census Bureau’s State and Metropolitan Area Data Book offers statistics for metropolitan areas, central cities, and counties.

       •   The Census Product Update is a monthly listing of recently released and upcoming products from the U.S. Census Bureau. Sign up for a free email subscription at census.gov.

       •   County Business Patterns is an excellent Census product that reports the number of a given type of business in a county by ZIP code and metropolitan and micropolitan statistical area.

       •   For breakdowns by geographical area, look to the Economic Census, which is published every five years.

Most of these products should be available online or at your local library. If not, contact your nearest Census office for a list of publications and ordering information, or write to the U.S. Census Bureau, 4600 Silver Hill Rd., Washington, DC 20233, (301) 763-INFO or (800) 923-8282. Many Census Bureau reports are also available on CD or DVD, or are free on the internet.

The U.S. Government has an official web portal that is another good source of information. For instance, at the USA.gov website (usa.gov), you’ll find a section for businesses that is a one-stop link to all the information and services that the federal government provides for the business community. Tax questions? Wondering about how best to deal with all the regulations and red tape? Chances are you’ll find your answers at business.gov by clicking the “About Finances” and/or “Taxes and Credits” links.

Or you might try the Commerce Department’s Economic Indicators web page (www.esa.doc.gov). Curious if the world is ready to spend money on your exercise equipment for goldfish? Then the Economic Indicators site is for you. Literally every day, they’re releasing key economic indicators from the Bureau of Economic Analysis and the U.S. Census Bureau.

If you’re planning to get into exporting, contact the Department of Commerce’s International Trade Administration (ITA). The ITA publishes several thousand reports and statistical surveys, not to mention hundreds of books on everything American entrepreneurs need to know about exporting. Many of the reports and books are available for downloading immediately from the ITA’s press and publications department (trade. gov/publications). Here you’ll also find information on how to order printed copies, including archived publications. Or if you prefer, call the Trade Information Center at (800) USA-TRADE.

Maps

Maps of trading areas in counties and states are available from chambers of commerce, trade development commissions, industrial development boards, and local newspaper offices. These maps show the major areas of commerce and can also help you judge the accessibility of various sites. Access is an important consideration in determining the limits of your market area.

Colleges and Universities

Local colleges and universities are valuable sources of information. Many college business departments have students who are eager to work in the “real world,” gathering information and doing research at little or no cost.

Finally, local business schools are a great source of experts. Many business professors do consulting on the side, and some will even be happy to offer you marketing, sales, strategic planning, or financial information for free. Call professors who specialize in these areas; if they can’t help, they’ll be able to put you in touch with someone who can. Oftentimes, their entrepreneurship students will be required to do practical work for their courses—they are often eager to connect with local small-business owners (or those about to launch) to do hands-on projects and research under the watchful eye of their professors. And it’s free!

Community Organizations

Your local chamber of commerce or business development agency can supply useful information. They are usually free of charge, including assistance with site selection, demographic reports, and directories of local businesses. They may also offer seminars on marketing and related topics that can help you do better research.

D&B

Financial and business services firm D&B offers a range of reference sources that can help startups. Some of the information they offer as part of their Sales & Marketing Solutions are directories for career opportunities, consultants, service companies, and regional businesses. Visit their website at dnb.com, or call (866) 503-0287 for more information.

       •   D&B’s Regional Business Directories provide detailed information to help identify new business prospects and assess market potential. Besides basic information (telephone number, address, and company description), the directories also tell when the company was started, sales volume, number of employees, parent company (if any) and, if it’s a public company, on which exchange it’s traded.

       •   D&B’s Million Dollar Database can help you develop a marketing campaign for B2B sales. The Million Dollar Database lists more than 34 million companies. It has complete information on U.S. and Canadian leading public and private companies and includes information regarding the number of employees, annual sales, and ownership type. The database now also includes information on companies in 200 other countries worldwide. The database also includes biographical information on owners and officers, giving insight into their backgrounds and business experiences. For more information, go to www.mergentmddi.com.

Going Online

These days, entrepreneurs can conduct much of their market research without ever leaving their computers, thanks to the universe of online services and information. Start with the major consumer online services, which offer access to business databases. You can find everything from headline and business news to industry trends and company-specific business information, such as a firm’s address, telephone number, field of business, and the name of the CEO. This information is critical for identifying prospects, developing mailing lists, and planning sales calls. Here are a few to get you started:

       •   KnowThis.com’s (knowthis.com) marketing virtual library includes a tab on the site called “Marketing Links” that contains links to a wide variety of market research web resources. You can simply type in what you want to do, and voila, results for resources.

       •   MarketResearch.com (marketresearch.com) has research reports from more than 700 sources consolidated into one accessible collection that’s updated daily. No subscription fee is required, and you pay only for the parts of the report you need with its “slice-and-dice” feature called Profound. After paying, the information is delivered online to your personal library on the site. Its In a Nutshell series offers three- to four-minute videos on the highlights of various topics.

All the sources mentioned earlier (trade associations, government agencies) should also have websites you can visit to get information quickly. For instance, the Census Bureau offers many helpful websites:

       •   The American Factfinder website (factfinder2.census.gov) provides excellent access to census information, including a “Maps” feature.

       •   The Census Bureau’s International Database (census.gov/population/international/) furnishes data on foreign countries.

If you don’t have time to investigate online services yourself, consider hiring an information broker to find the information you need. Information brokers gather information quickly. They can act as a small company’s research arm, identifying the most accurate and cost-effective information sources.

To find information brokers, look in the Yellow Pages or ask the research librarian at your local library. Many research librarians deal with information brokers and will be able to give you good recommendations.

Naming Your Business

What’s in a name? A lot, when it comes to small-business success. The right name can make your company the talk of the town; the wrong one can doom it to obscurity and failure. If you’re smart, you’ll put just as much effort into naming your business as you did into coming up with your idea, writing your business plan, and selecting a market and location. Ideally, your name should convey the expertise, value, and uniqueness of the product or service you have developed.

Finding a good business name is more difficult than ever. Many of the best names have already been trademarked. Others might be available, but their web domain is reserved by someone else. With advertising costs and competition on the rise, the name you choose can make or break your business.

There’s a lot of controversy over what makes a good business name. Some experts believe that the best names are abstract, a blank slate upon which to create an image. Others think that names should be informative so customers know immediately what your business is. Some believe that coined names (names that come from made-up words) are more memorable than names that use real words. Others think most coined names are forgettable—don’t tell that to the folks who dreamt up the names Google or Hulu. In reality, any name can be effective if it’s backed by the appropriate marketing strategy.

Expert Assistance

Given all the considerations that go into a good company name, shouldn’t you consult an expert, especially if you’re in a field in which your company name will be visible and may influence the success of your business? And isn’t it easier to enlist the help of a naming professional?

Yes. Just as an accountant will do a better job with your taxes and an ad agency will do a better job with your ad campaign, a naming firm will be more adept at naming your firm than you will. Naming firms have elaborate systems for creating new names, and they know their way around the trademark laws. They have the expertise to advise you against bad name choices and explain why others are good. A name consultant will take this perplexing task off your hands—and do a fabulous job for you in the process.

The downside is cost. A professional naming firm may charge from $5,000 to $80,000 to develop a name, which usually includes other identity work and graphic design as part of the package, according to Laurel Sutton, a principal with Catchword Brand Name Development. Spending the money now can save you money in the end. Professional namers may be able to find a better name—one that is so recognizable and memorable, it will pay for itself in the long run. They have the expertise to help you avoid legal hassles with trademarks and registration—problems that can cost you plenty if you end up choosing a name that already belongs to someone else. And they are familiar with design elements, such as how a potential name might work on a sign or stationery.

If you can spare the money from your startup budget, professional help could be a solid investment. After all, the name you choose now will affect your marketing plans for the duration of your business. If you’re like most business owners, though, the responsibility for thinking up a name will be all your own. The good news: By following the same basic steps professional namers use, you can come up with a meaningful moniker that works without breaking the bank. There are several free services, such as Panabee (http://www.panabee.com), that can help you generate names and then check to see if they’re available online and off, and you can check trademarks on Trademarkia.com and other sites like USPTO.gov.

What Does It Mean?

Start by deciding what you want your name to communicate. To be most effective, your company name should reinforce the key elements of your business. Your work in developing a niche and a mission statement will help you pinpoint the elements you want to emphasize in your name.

Consider retail as an example. In retailing, the market is so segmented that a name must convey very quickly what the customer is going after. For example, if it’s a warehouse store, it has to convey that impression. If it’s an upscale store selling high-quality foods, it has to convey that impression. The name combined with the logo is very important in doing that. So the first and most important step in choosing a name is deciding what your business is.

Should your name be meaningful? Most experts say yes. The more your name communicates to consumers, the less effort you must exert to explain it. According to naming experts, name developers should give priority to real words or combinations of words over fabricated words. People prefer words they can relate to and understand. That’s why professional namers universally condemn strings of numbers or initials as a bad choice.

On the other hand, it is possible for a name to be too meaningful. Naming experts caution that business owners need to beware of names that are too narrowly defined. Common pitfalls are geographic names or generic names. Take the name “San Pablo Disk Drives” as a hypothetical example. What if the company wants to expand beyond the city of San Pablo, California? And what if the company diversifies beyond disk drives into software or computer instruction manuals?

Specific names make sense if you intend to stay in a narrow niche forever. If you have any ambitions of growing or expanding, however, you should find a name that is broad enough to accommodate your growth. How can a name be both meaningful and broad? There’s a distinction between descriptive names (like San Pablo Disk Drives) and suggestive names. Descriptive names tell something concrete about a business—what it does, where it’s located, and so on. Suggestive names are more abstract. They focus on what the business is about. Would you like to convey quality? Convenience? Novelty? These are the kinds of qualities that a suggestive name can express.

Consider the name “Italiatour,” a name that was developed by one naming company to help promote package tours to Italy. Though it’s not a real word, the name “Italiatour” is meaningful. Right away, you recognize what’s being offered. But even better, the name “Italiatour” evokes the excitement of foreign travel. It would have been a very different name if it had been called “Italy-tour.” The naming company took a foreign word, “Italia,” but one that was very familiar and emotional and exciting to English speakers, and combined it with the English word “tour.” The result is easy to say, it’s unique, and it’s unintimidating, but it still has an Italian flavor.

Before you start thinking up names for your new business, try to define the qualities that you want your business to be identified with. If you’re starting a hearth-baked bread shop, you might want a name that conveys freshness, warmth and a homespun atmosphere. Immediately, you can see that names like “Kathy’s Bread Shop” or “Arlington Breads” would communicate none of these qualities. But consider the name “Open Hearth Breads.” The bread sounds homemade, hot and just out of the oven. Moreover, if you diversified your product line, you could alter the name to “Open Hearth Bakery.” This change would enable you to hold on to your suggestive name without totally mystifying your established clientele.

Choosing a Business Structure

Of all the decisions you make when starting a business, probably the most important one relating to taxes is the type of legal structure you select for your company.

Not only will this decision have an impact on how much you pay in taxes, but it will affect the amount of paperwork your business is required to do, the personal liability you face, and your ability to raise money.

The most common forms of business are sole proprietorship, partnership, corporation, and S corporation. A more recent development to these forms of business is the limited liability company (LLC) and the limited liability partnership (LLP). Because each business form comes with different tax consequences, you will want to make your selection wisely and choose the structure that most closely matches your business’s needs.

If you decide to start your business as a sole proprietorship but later decide to take on partners, you can reorganize as a partnership or other entity. If you do this, be sure you notify the IRS as well as your state tax agency.

Sole Proprietorship

The simplest structure is the sole proprietor-ship, which usually involves just one individual who owns and operates the enterprise. If you intend to work alone, this structure may be the way to go.

The tax aspects of a sole proprietorship are appealing because the expenses and your income from the business are included on your personal income tax return, Form 1040. Your profits and losses are recorded on a form called Schedule C, which is filed with your 1040. The “bottom-line amount” from Schedule C is then transferred to your personal tax return. This is especially attractive because business losses you suffer may offset the income you have earned from your other sources.

As a sole proprietor, you must also file a Schedule SE with Form 1040. You use Schedule SE to calculate how much self-employment tax you owe. In addition to paying annual self-employment taxes, you must make estimated tax payments if you expect to owe at least $1,000 in federal taxes for the year after deducting your withholding and credits, and your withholding will be less than the smaller of: 1) 90 percent of the tax to be shown on your current year tax return or 2) 100 percent of your previous year’s tax liability. The federal government permits you to pay estimated taxes in four equal amounts throughout the year on the 15th of April, June, September, and January. With a sole proprietorship, your business earnings are taxed only once, unlike other business structures. Another big plus is that you will have complete control over your business—you make all the decisions.

There are a few disadvantages to consider, however. Selecting the sole proprietorship business structure means you are personally responsible for your company’s liabilities. As a result, you are placing your assets at risk, and they could be seized to satisfy a business debt or a legal claim filed against you.

Raising money for a sole proprietorship can also be difficult. Banks and other financing sources may be reluctant to make business loans to sole proprietorships. In most cases, you will have to depend on your financing sources, such as savings, home equity, or family loans.

Partnership

If your business will be owned and operated by several individuals, you’ll want to take a look at structuring your business as a partnership. Partnerships come in two varieties: general partnerships and limited partnerships. In a general partnership, the partners manage the company and assume responsibility for the partnership’s debts and other obligations. A limited partnership has both general and limited partners. The general partners own and operate the business and assume liability for the partnership, while the limited partners serve as investors only; they have no control over the company and are not subject to the same liabilities as the general partners.

Unless you expect to have many passive investors, limited partnerships are generally not the best choice for a new business because of all the required filings and administrative complexities. If you have two or more partners who want to be actively involved, a general partnership would be much easier to form.

One of the major advantages of a partnership is the tax treatment it enjoys. A partnership does not pay tax on its income but “passes through” any profits or losses to the individual partners. At tax time, the partnership must file a tax return (Form 1065) that reports its income and loss to the IRS. In addition, each partner reports his or her share of income and loss on Schedule K-1 of Form 1065.
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