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ABSTRACT

This thesis will focus on the study of developing
a business plan for a small home-based accounting and
tax service.

Statistics indicate that the failure rate for new
businesses is high. Research indicates that the main
reason for the high rate of new business failures is
lack of planning. Specifically, many entrepreneurs feel
that preparing a formal business plan is not necessary
and thus fail to plan for significant factors that
impact their businesses.

The purpose of this study is to research all
aspects of beginning a home-based accounting and tax
service in preparation for writing a business plan for
Baker Accounting and Tax Service.

Once the business plan was prepared, two business

1



executives were asked to read the business plan and

provide comments to indicate additional research or

restructuring to improve the quality of the plan.
The results of this research has rendered a

business plan for Baker Accounting and Tax Service.
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Chapter I

INTRODUCTION

Accounting, finances, budgets, controls... these
are terms that make an entrepreneur cringe. The
entrepreneur is a risk taker who is motivated to excel
with his particular expertise in the industry in which
he is starting a business. The thought of being
controlled by tedious, monotonous, pencil pushing tasks
such as recordkeeping generally does not appeal to the
entrepreneur. Many new entrepreneurs often start a
business by producing and marketing their products with
little regard as to how they are really fairing.
Although the accounting function is a mundane task, it
is often overlooked as an important management tool to
provide the entrepreneur a clear picture of how his
business is doing. Often the owner of the business
feels that he is so intimately involved with operations
that he has his pulse on the business and can be a fair

1



judge of his company’s condition.
Make up of Firms

The accounting industry is comprised of many
different types of firms that meet a variety of the
business owner’s needs whether the company is just
starting out or it is a Fortune 500 company. The
accounting industry consists of two types of firms,
certified and non-certified. Certified Public
Accounting (CPA) firms range from the "big six", which
generally meet the needs of the larger business entity,
to the sole practitioner CPA with all sizes of firms in
between. The other type of firm is the non-certified
public accountant which generally grows from a large
tax preparer base.

A Certified Public Accountant must pass a
rigorous battery of tests. The State Boards
specifically design these tests to be extremely
difficult to ensure that anyone possessing a CPA is in

fact knowledgeable and qualified. Along with the



recognized credentials certification brings, a CPA has
the ability to represent a client in tax court, where
a non-certified public accountant cannot.

Extensive research indicates that supplying
reasonable accounting services to fledgling businesses
is needed and presents a good business opportunity.
Just as an example, one small leasing company had a big
six firm prepare a consolidated corporate tax return.
The charge was $3000.00. The next year they awarded
their business to a sole practitioner. His charge was
only $800. This was a charge that the company could
much more readily afford. As a side note, the big six
firm did not even prepare the return correctly
(McGhee) .

Research reveals some local accounting firms
have identified and targeted their market towards the
established small business which can easily afford
their monthly fees. Although this is surely driven

from the CPA’s liability regarding the accuracy of the



financial statements, they tend to have overlooked the
new fledgling business that can not yet afford their
rates (Deal).

The entrepreneur is often inexperienced with
accounting concepts. There exists a market niche in
targeting the new fledgling business emphasizing
statement analysis to accompany the standard
financials. Interpretation of the financial statements
can only serve to further educate the new entrepreneur
about these concepts. Sound interpretation will assist
him in realizing the impact various balance sheet and
income statement line items have on his operations.

Instead of wasting precious time on a function
that is not of their expertise, the owners can glean
insight from the interpretations and make decision
affecting operations based on their expertise with

their products and industry.

History of Accounting

Accounting has been around for thousands of years.



The earliest records dating back to 3000 B.C. have
been traced to the ancient Babylonian Sumerian and
Assyrian civilizations. Tables have been found
recording legal contracts and even a crude ledger
system to record the activity of small businesses and
farmers (Chatfield, 4).

The double entry accounting system that is
currently used today originated in the 13th century in
Italy with the rise of Mediterranean commerce. The
double entry accounting system means that each entry is
recorded twice. Once as a debit and once as a credit.
This method facilitated the calculation of profit and
equity figures. These emerging accountants emphasized
that double entry bookkeeping provided a built in check
on the correctness and completeness of ledger postings
(Chatfield, 46). Through the centuries double entry
accounting, financial statements and the accounting
profession continued to emerge into what is known

today. Often the entrepreneur must sometimes feel



that accounts have taken the spotlight and actual
operations are secondary. With all the rules and
regulations it is easy to feel that way and loose sight
of the important management tool that accounting and
financial statements provide. Many critics today find
basis for their positions as business entities’ focus

more and more on making the financials "look" better.

Industry Analysis

During 1992, the accounting, auditing and
bookkeeping services industry employed a total of
570,000 employees. This figure encompasses owners and
employees of firms employing thousands to the single
person sole proprietor. Gross receipts for the industry
in 1992 totalled $38 billion. This was a total
increase of 8.6% over 1991. The U.S. Industrial
Outlook 1992, shows a strong growth period in the
accounting industry in the period 1986 through 1988.
This is contrasted by a low growth in 1989 through 1991

which realized a 2% increase in earnings. This sharp



decline in growth is attributable to the economic
downturn, and the increased number of bankruptcies from
the savings and loans and other related businesses
(53-1) .

Certified public accountants are held responsible
for the accuracy of their work and are held accountable
even if their clients provide them fraudulent data. In
light of the liability present, CPA firms have become
very selective with regard to the firms they offer to
serve.

The U.S. Industrial Outlook predicts that the
industry will recover from the previous business
failures and continue prior growth patterns (53-2).

The book, Service Industries USA, indicates that
as of 1989 there were 86,171 accounting firms
nationwide. Missouri had 1,397 firms, with 9,600 total
employees and gross revenues of $490 million. Of these
1,397 firms, 623 (45%) of them are sole proprietors.

More specifically, St. Charles County has 23 firms (10



sole proprietors, 43%) with 101 total employees and
annual revenue of $3.8 million (61).

The 1991 Fee and Income Survey compiled by the
National Society of Public Accountants, provides
national and regional statistics, as well as
demographics profiling the small accounting firm.

The survey queried members who are owners of
smaller accounting firms, data of interest was taken
from the north central region which is comprised of
Missouri, Kansas, Illinois, Indiana, Ohio, Michigan,
Minnesota, Wisconsin, Iowa, Nebraska, North Dakota, And
South Dakota. The firms are listed by type of practice
(sole proprietor, partnership or corporation), region,
community size, gross income, number of staff members,
and gender (NSPA, 2).

The statistics highlighted in this thesis focus on
the sole proprietor, (north central region), from
moderate sized cities, with one full time staff person.

Data indicate that the small accounting firm is



predominantly male oriented with only 16% of the firms
being owned by females. The sole practitioner is
generally an Enrolled Agent (IRS) with only 11.7% of
the respondents being Certified Public Accountants
(non-licensed). The mean tenure of operation was 19.5
years with the owner having an average age of 52.5
years. Some 52% of the sole practitioners have
completed a 4 year degree with an additional 22.8%
completing post graduate work (NSPA, 4).

For the North Central Region, the sole
practitioner had a mean gross income of $96,135 with an
estimated net income of $41,911. This income was
derived from the following mix of services: tax
returns: 55.8%, write up work 31.5%, statements 5.4%,
auditing 1.8% and consulting 2.2%. The average hourly
rate for these services are: tax services $53.22, write
up work $38.87, financial statements $47.49, auditing
$43.77 and consulting $52.62 (NSPA, 12).

The survey also indicated that of the federal




10
income tax returns filed, the sole practitioner
derived 92% of the tax work from individual tax
returns. The average fee for a 1040 itemized return

was $127 (NSPA, 12).

Products Offered

The primary purpose of any product an accountant
can offer his client is accurate information. The
business owner should have useful, accurate information
about his business which is easy to understand, and
will allow him to make good business decisions about
his operations. Paul Resnick, in his book, The Small
Business Bible, Resinck lists seven things that a good
accountant can do for the small business. According to
Resnick, an accountant should set up an accounting
system that is appropriate for the company, help

organize and supervise staff to avoid unwitting chaos,

provide timely statements, review financial controls,
prepare accurate and timely tax returns, and lastly,
provide an experienced hand in small business operating
problems (47) .

This list can be categorized into four types of




i
basic products with specific sub-components to meet
each entrepreneur’s needs. These four basic products
are: financial statement preparation, tax services,
consulting and audit services.

Financial Statement Preparation can be just
simply preparing the balance sheet and income statement
on a periodic basis or providing further detailed
services such as write up services meaning that the
accountant takes the "raw data" from the company and
inputs and prepares the general ledger and financial
statements. The accountant can also provide detailed
services such as account reconciliation. Many small
business owners, are in great need for assistance in
reconciling their checking accounts. For someone with
no accounting back ground, this can prove to be a very
difficult, time consuming task (Resnick, 50).

Payroll can also be another valuable service the
accountant can offer the small business. Payroll taxes

and filing all the related state and federal forms can
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be ominous for the small business owner. Most
accounting software programs offer an integrated
payroll package as well. Payroll services can be a
good, inexpensive service to offer to clients to assist
in retaining clients as they grow (S.C.O0.R.E.).

Consulting covers a wide range of services. It
can be as simple as complimenting the financial
statements with ratio and financial statement analysis
to assistance with computer software selection and
conversion. Consulting is a key area in which the
successful accountant must provide outstanding service.
The small business owner relies on the accountant to
provide insight into operations where the owner may be
weak. The entrepreneur is very knowledgeable about his
particular business, but may not know much about
establishing internal controls or streamlining office
operations.

Consulting can also cover the the vast world of

computers. This may mean simple assistance in setting




13
up a data base for their client list to writing a
spreadsheet to assist them in recapping their monthly
activity, or it may mean assistance with converting
from one software system to another.

Another consulting opportunity in helping the new
business is assistance in writing the business plan.

An informal survey taken of a dozen small businesses in
the area showed that not one had invested the time to
write a business plan. The concept of a business plan
can seem overwhelming, assistance in this area could
assist the small business owner in getting on the right
track from the beginning (Williams, 44-50).

Tax preparation is a vital part of any accounting
practice. Not many accountants can thrive without a
good tax base of clients. Statistics show that half of
the business generated from small accounting practices
come from tax work. Taxes and the IRS are very ominous
to the entrepreneur and the accountant can provide an

invaluable service to the small business. Tax service
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usually consist of filing the standard personal,
partnership or corporate returns. However many business
need assistance in filing payroll, sales tax,
unemployment, pension and other returns related to the
small business (Williams,44-50).

Auditing is another area that the accountant can
offer assistance to the small business owner. The
small business owner may only need audit services when
requesting financing, or he may be growing and feels
that a review of internal controls and operations is
needed. Auditing comprises the specific products:
compilation review or audit. The compilation is the
most basic and involves a cursory review of the
statements and operations. It can often consist of a
study of one specific area of the company, such as
receivables or inventory. The review is broadened in
scope and depth when a comprehensive audit is
performed. The audit generally results in the

accountant rendering an opinion about the company’s
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overall health (Williams, 44-50).
What ever products the accountant offers the small
business owner, the accountant must provide quality,
accurate, and timely services to assist the small

business owner in successfully operating his business.

Start up Costs

Albert S. Williams, a CPA who has been assisting
other CPAs in starting their own practice, notes that
"a founding practitioner can anticipate from spending
anywhere from $2,000 to $10,000 for furnishings and
equipment. Monthly business expenses will probably
range from $1,000 to $3,000 a month.™ Start up
expenses and working capital has to be very carefully
estimated. Initial purchases of $5,000 and annual
expenses of $24,000 offset by fees of only $30,000 will
quickly make the new practitioner realize his need for
additional financing the first year. Williams also
notes that "CPAs are thought to be good credit risks,

and, as a rule, banks will be receptive to loan
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proposals from CPAs. The CPA should, however, put the
same amount of effort into his proposal as he would for
a client" (80).

Dorothy Marshall, CPA, feels that high priced
office furniture and equipment are not essential.
Spending your start up money wisely can avoid some
expensive mistakes. She encourages new practitioners
to be creative in furnishing their office. For
example, a few strategically placed lamps will give
the cheapest furniture an aura of plushness. She also
noted that her credenza was in fact two small file
cabinets holding up a wide piece of wood. (Marshall,
18) Exhibit 1, shows a break down of start up costs
for an accountant starting out on his own. Going in
debt to purchase office furniture isn’t a must.
Starting the business on a shoestring budget isn’t
easy, but it is possible. One way to avoid having a
large investment in office furnishings is simply avoid

seeing clients in the home, but rather visiting them at
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EXHIBIT I

START UP COSTS FOR A SOLE PRACTTTTIONER

Furniture
Desks and chairs
Reception room chairs
Coffee table
Lamps
Bookshelves
Filing cabinets
Art
4,000
Office Equipment
Photocopier
Microcomputer
Laser printer
Software
Fax machine
Coffee room supplies
Office supplies
8,500

Library Costs
Tax services
Compilation and review guide
Other publications
1.500

Public Relations
Stationery and business cards
Announcements
Postage
1,000

Other Start Up Costs

Two months rent deposit

Legal advice

Registration fees

Insurance

4,000

Other Working Capital

Available cash as needed

Total Start up Costs 31,000

OURCE: AICPA Publication 102.04
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their location instead. Building travel time into your
billing hours can be a very smart move. This not only
alleviates sales on premises which is generally a local
zoning violation, but saves valuable start up capital

(Marshall, 17).

Summary and Statement of Purpose

Accounting has been around for thousands of years.
From its early development, it was recognized as a
critical tool for any business. Today, the accounting
industry consists of many sized firms from the "big
six"™ to the sole proprietor. Industry analysis shows
that the accounting industry has experienced a decline
during the past few years, but is predicted to rebound
strongly. The accounting industry offers as its four
main products, financial statement preparation,
payroll, consulting, tax preparation, and auditing,
Start up costs can range from $2,000 to $10,000. Going

necessity. Industry analysis indicates that there is
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tential for new business in this industry. The

=

purpose of this study is to investigate the design and
implementation of a business plan for a successful

accounting business.




Chapter II

LITERATURE REVIEW

The Importance of a Business Plan

At a recent seminar sponsored by the Service Core
of Retired Executives (SCORE), an organization of
retired executives who assist beginning businesses, the
chapter chairman stated that the majority of people
starting their own business do not prepare a business
plan (SCORE). A business plan is critical to the
successful start up and continued operations of any
business. The absence of planning which includes
investing time and effort into a business plan is most
‘assuredly the formula for failure.

The concept of a business plan is hardly new,
large businesses have been employing .this tool for
years, not only in start ups, but in expanding markets
or products, acquisitions, mergers, or expanding
operations into foreign markets. What is new, is the

20
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emphasis of the small entrepreneur beginning to take
the concept of a business plan seriously. Today an
entrepreneur requiring financing is finding it
necessary to produce a business plan for his potential
lenders to read (Siropolis, 162).

There are three main purposes for writing a
business plan. First, is to provide a lender with
detailed information on all aspects of the company’s
operations. The more time, effort and details that are
put into developing a business plan will indicate to
the lender that the entrepreneur is serious about
beginning this enterprise, thus encouraging the lender
to consider your request more seriously (Pinson,3).

Secondly, the business plan details how capital
funding will be used within the company to meet the
goals identified in the business plan. Thirdly, and
most importantly, the business plan forces the new
business owner to think of every aspect of the business
and allows for the opportunity to properly plan and

make informed decisions. The business plan is the blue
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print of the business, and it will also keep

the business on track and focused when operations
begin. Once written, the business plan is not
something to be shelved, it is a key tool in the form
of a "living document" to be used and updated
frequently. Pinson says,"the business that fails to
plan, plans to fail™ (Pinson, 3).

Entrepreneurial Aptitude

The first element needed for a successful venture
is entrepreneurial aptitude. Entrepreneurial aptitude
is the ability to accept risks, and willingness to make
one’s own decisions.

Nearly everyone dreams of being their own boss,
setting their own hours, getting rich, and making their
own decisions. Many people even try to begin a venture
on their own. According to the American Home Business
Association there are 13 million full time home
businesses in the United States, and another 14 million

part time home businesses. There are about a million




23
starts each year (Brabec, 25). Unfortunately,
statistics tell us that a great percentage of those who
try do not succeed. The American Home Business
Association states that half of those who begin a
business fail within the first five years of operation.
Research shows that lack of proper planning,
specifically developing a business plan is attributed
to the majority of business failures. It takes a
combination of proper planning and the entrepreneurial
spirit to make a venture successful (Brabec, 18).

Often, one thinks of entrepreneurs as
individuals with zeal and spirit (Siropolis, 43).
Entrepreneurs vary in psychological make up, but one
commeon thread is the desire to make their own
decisions. Entrepreneurs are risk takers and sometimes
do not properly evaluate their options in making a
decision (Burstiner, 5).

Most authors of business planning books encourage
an individual to understand one’s motives for wanting

to start a business. A home based entrepreneur must
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enjoy spending time at home, be goal oriented, and
understand finance (Brabec, 21). It is essential that
the entrepreneur possess a clear understanding of
themselves including the talents, traits and
personality characteristics they possess. The
entrepreneur must be able to deal with rejection and
criticism. One must enjoy finishing a job. The
entrepreneur must be organized, self confident, and
have strong interpersonal skills, along with a
willingness to work hard, and motivation to do self
study (Brabec, 20).

After some self evaluation, if one can positively
identify with these traits, chances are that you are a
good candidate to start a business. The initial
process involves understanding the industry, planning
the business’ development, and researching every aspect

of the business to ensure success.
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Business Philosophy

A business philosophy is an essential element that
must be defined and clearly stated before the
entrepreneur forges ahead with the business plan. A
clear and concisely written statement of the firm’s
philosophy will provide the cornerstone of the
business. It will create harmony and continuity in all
actions of the firm. It will serve to be a standard of
measure for growth and achievements, providing a focus
for long and short term planning, and furnish a clear
direction for marketing strategies. A well defined
philosophy statement will clearly communicate the
firm’s direction and strength of management and
commitment to quality products and services. The AICPA
states in its Philosophy publication for beginning

practitioners that:

The degree of efficiency with which you man-
age your practice may well be taken as an
indication of your professional skill.
Therefore, the manner in which your firm
organizes, schedules and controls work flow
is not strictly an internal affair. An
efficient practice increases its capacity to
serve clients and contributes to the finan-
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cial success of the firm. An inefficient
operation will diminish a client’s
confidence in your ability to provide
effective service. Commitments made and
broken, needless interruptions which pro-
long an engagement, poor billing practices,
and delays in submitting reports are all
evidence of inefficient operations. Clearly,
advisers to business should operate
successful businesses themselves (pg. 2).

FINANCING CONSIDERATIONS

Financing is often the most critical element
facing the start up of a new business. Many businesses
fail due to undercapitalization or lack of adequate
working capital. There are many avenues to pursue in
securing adequate financing and each of these will
present advantages as well as drawbacks. Careful
investigation before requesting or accepting financing
will enable the entrepreneur to make a wise business
decision in this critical area (Lasser, 10).

When searching for financing the entrepreneur has
two basic choices. He can seek capital through equity
sources, and be prepared to give up part ownership and
control of his company, or he can seek out commercial

lending sources such as banks or venture capitalists to
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fund his enterprise (Lasser, 10).

Equity financing involves sharing profits, and
often part of the control of the company. Relatives,
friends, co-workers, employees, or professional
investors are all sources of equity capital. It should
be noted that great care must be taken in selecting the
right equity investors for the business. Some may
demand a voice in the business operations and
eventually want greater control. In general, it is
important to maintain the controlling interest in the
company (Lasser, 11).

The major commercial lending sources available are
‘banks, venture capitalists and Small Business
Investment Companies (SBIC). It is sometimes
beneficial to seek government assistance from the Small
‘Business Administration (SBA) (Steinfhoff,154).

Banks are a very conservative source of
financing. From the start, it is important to
establish a strong working relationship with a loan

officer, even if financing can not be obtained
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immediately, a strong relationship with the bank will
enable the entity to get advice for future lending
possibilities, and increase options for later
expansion. Before a bank will lend any funds, the
entrepreneur must be able to show a well prepared
business plan, the ability and experience to run the
business, and strong credit history to prove credit
worthiness (Greene, 26). Prior to applying for any
loans, obtain as much information as possible on the
banks lending practices. This includes both written
and unwritten practices. This can avoid
misunderstandings and prevent key loan personnel from
becoming frustrated with the application package,

- and/or the entrepreneur individually. These actions are
part of the development of a good working relationship
with the loan officer as noted earlier. Banks offer a
wide variety of loan products to suit most financing
needs (Lasser, 16).

Listed below is a list of the most commonly used

bank loan products:
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Signature Loans: are generally a small, short
term loan that is unsecured. The bank will only make
signature loans to their strongest customers. An
unsecured loan means that if the business owner
defaults on the loan and is not able to repay, the bank
has no recourse against the owner. A secured loan
gives the bank the rights to the property behind the
loan if the business owner should default on a secured
loan (Lasser,16).

Line of Credit:can be either secured or unsecured
depending on the arrangement. This is perhaps one of
the most important arrangements a start up business
should have, yet is often overlooked. The bank
approves the business owner for a maximum loan. The
entrepreneur is allowed to borrow up to that limit as
needed. The terms for this loan are generally
predetermined. Once the loan is repaid, the business
owner can access these funds when ever it is necessary.
The line of credit is generally an open—ended loan,

meaning reapplication and approval are not necessary
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each time the line is accessed (Lasser, 16).

Term Loans: can vary in length from 30 days to 15
years. The term loan is usually close ended, meaning
that once repaid it can not be accessed again, and a
new application for credit must be made. The term loan
usually is collateralized with inventory or equipment,
so if the business defaults, the bank has rights to the
secured collateral (Lasser, 16).

Accounts Receivable financing: an established
business can collateralize a loan with its accounts
receivable. The bank will generally loan up to a
certain percentage of the receivables on a short term
basis. There are many ways to write this type of note.
The bank may wish to collect the funds outstanding, or
it may wish for the owner to do so(Steinhoff, 150).

Venture Capital is a group or a private investor
that funds new companies. Venture Capitalists usually
want a very large return and therefore only want to
invest $500,000 or more. If the company can not

project sales of more than $20 million within the first
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decade, they will not be interested (Stienhoff, 155).

The Small Business Investment Act allowed the
formation of private, for-profit companies to fund
small business ventures. These SBIC’s can offer short
term secured loans, usually secured by property for
five years or less, or they can also offer equity
financing. Be wary of the equity financing as these
SBIC's often require board representation, and often
demand to participate in the management of the company
(Siropolis, 265)

The Small Business Administration (SBA) is a
government agency that offers assistance in starting as
well as funding a small business. Not all businesses
are eligible for aid. By law, radio, television
stations, and liquor stores are among some businesses
that can not receive aid. In addition to these
restrictions, many other small businesses may be
ineligible. To receive aid from the SBA, the
entrepreneur must prove that financing is not available

from other sources. The SBA generally only grants
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requests over $350,000, and wants the entrepreneur to
invest 30% of the total financing. The SBA doesn’t
actually lend funds to the small business owner, but
rather guarantees a bank loan. If the loan goes into
default, the SBA has guaranteed to repay your bank
note. As the SBA is an agency of the federal
government, the request for funding could easily become
tied up in red tape and delay start up or expansion.
However, if already in business, and a disaster hits
such as a tornado or hurricane, the SBA will be the
most likely source of funding (SCORE) .

The key to obtaining any financing whether from
equity sources or lending sources is the ability to
convince the investor of one’s ability to successfully
‘and soundly run the company. This is usually best
communicated through a thorough, in-depth business
plan.

ture

There are three basic types of legal business
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structures in which to organize the business. They
range from the very simple to the extremely complex.
Careful consideration must be given to this very
important aspect of organizing a business to ensure
that operations are efficient and properly protected
with respect to taxation and legal issues (Siegel, 30).

The simplist form of organization is the Scle
Proprietorship. This type of organization is owned and
operated by one person. It is the least expensive
structure to begin and end, and there are fewer legal
restrictions. The sole proprietor has the most
flexibility, but the least protection against personal
liability. (Siegel, 31) The start up is very easy in
completing a few forms with various state and local
agencies to register the business. The net income or
loss Elows through the individual’s personal tax return
by adding Schedule C to the return. The tax rate for
The sole proprietor is lower than that for
corporations. The sole proprietor also must file Self

Employment, Schedule SE, to pay self employment tax.
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The sole proprietor does not pay social security tax
through withholdings or unemployment tax on himself.
There are also disadvantages with regard to retirement
planning for the sole proprietor. (Siegel, 33) Lastly,
the sole proprietor does not have an unlimited life.
‘When the individual running the company dies, the sole
proprietorship is legally dissolved, and can not be
passed on to other family members or workers (Siegel,
33) .

The next legal form of business organization is
the Partnership, a legal business relationship which
two or more people agree to share ownership and
‘management of a business. This may be a way of raising
capital, and providing additional resources into the
business. For tax purposes the income or loss also
flows to the partners individual tax returns.
Partnerships are fairly easy to establish, and is
generally done to specify the investment and role of
each of the partners in the business.

There are however many disadvantages in organizing
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as a partnership. There is unlimited liability that
can be incurred by either partner unless specifically
stated in the partnership agreement. There is
difficulty in changing partners, and there are many
legal and accounting issues when one withdraws or dies
(Siegel, 34). Many partners begin a business without
an agreement thinking that it is not necessary, but
when conflicts arise, the lack of a formal agreement
can often be the cause of the end of business
operations (Siegel, 34).

The third type of legal structure is the
corporation. The corporation is a legal entity in
itself where the other types previously discussed are
legal structures for the individual taxpayer. The
corporation is composed of share holders that own stock
in the corporation. Forming a corporation is complex
and often requires an attorney to complete the
paperwork and filing needed. However, given the

protection that the corporation offers, the cost of

incorporation is usually well worth the investment.
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According to John Elsoffer Chairman of the local
S.C.0.R.E. chapter, incorporation can be accomplished
for under $1,000.00 (SCORE).

The corporate structure offers the shareholders
limited liability in the amount of their investment in
the corporation. The corporation shields the
shareholders from liability unlike the sole
proprietorship and the partnership. The corporation
also has an unlimited life span. That is the
corporation is not required to be dissolved upon the
death of a shareholder (Siegel, 36).

The corporate structure also offers a few
disadvantages: the tax rate for corporations is higher,
and the earnings from a corporation are taxed twice.
First on the corporate level, then on the individual
share holder’s level when dividends are paid out.

There is another form of the corporation called an
'8’ Corporation that offers advantages of both the
corporation and the sole proprietorship. The 'S8’

Corporation, also known as the Sub-chapter S
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Corporation, allows shareholders to be shielded from
unlimited liability, have earnings flow through to the
individual shareholder’s tax return, and be taxed at
the individual’s rate, thus avoiding double taxation.
The 'S’ corporation is also complex to start up and
typically requires a lawyer. There are many
restrictions for an entity to qualify as an 'S’
corporation. For example, the 'S’ corporation may only
have a maximum of 35 shareholders. Of those
shareholders there may be no foreign investors, other
corporations, or sophisticated investors included. The
8" corporation is only allowed to issue one class of
stock (Siegel, 39).

The ‘S’ status is often chosen by investors who
feel that the corporation will have heavy losses during
the first few years and the losses will flow through to
‘the individual shareholder’s return (Siegel, 40). A
corporation may switch back and forth between regular
corporation and "S’ status every five years.

The highlights of each type of legal structure are
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presented in Exhibit 2.

Operations for the Service Oriented Business

There are many details that must be handled in the
initial start up of a business, such as location,
licensing, insurance, professional services like
accounting or legal consultation. Each of the above
decisions that must be made will have a significant
impact on the success of the business. Researching

each facet will provide the solid information with
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EXHIBIT 2

LEGAL FORMS OF BUSINESS

SOLE PROPRIETOR

ADVANTAGES: 1. Controlled by owner
2. All profits to owner
3. Little regulation
4. Easy to start
5. Earnings personally taxed
DISADVANTAGES
1. Liability Unlimited
2. Limited resources
3. No continuity at retirement or
death
PARTNERSHIP
ADVANTAGES
1. Joint Ownership
2. Access to more money
3. Earnings personally taxed
4, Limited regulation
DISADVANTAGES
1. Conflict of authority
2. Liability Unlimited
3. Profits divided
4, No continuity at retirement or
death
CORPORATION
ADVANTAGES
1. Limited liability
2. Ownership interest transferrable
3. Legal entity
4. Continuous life
5. Status in raising funds
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EXHIBIT 2 CONTINUED

DISADVANTAGES
1. Regulated by states
2. Costly to form
3. Limited to chartered activities
4. Double taxation

SUBCHAPTER S

ADVANTAGES
1. Receives all advantages of a
corporation
2. Electing corporation taxed as
sole proprietor
DISADVANTAGES
1. Highly regulated by stated and
IRS

2. Restricted to certain kinds of
businesses and limited number
and qualifications of stock-
holders

Source: Brabec, Barbara. Homemade Money: The Definitive
Guide to Success in a Home-based Business. White
Hall: Betterway Publications, 1989. p 24.

Choosing a Name for your Business

Selecting the name for the business is one of the
most important decisions to be made. It must properly

represent the business, as well as project a positive
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image. The name chosen can not currently be in use.
The name of the business must be short and concise. It
must communicate what the business does to potential
clients. Experts warn that names that are cute,
clever, or use initials, for example T & T Company
should be avoided. They often can cause difficulty in
dealing with vendors, and are easily misunderstood, or
are not taken seriously. The name should tell

customers about you and your services (Brabec, 49).
Business Location—-the Home Based Business

Location is an extremely important decision to
make when starting out. Research indicates that many
businesses fail due to a poor choice of location. Many
business owners simply choose their locations for the
wrong reasons, such as convenient to their home. Any
business should consider the following factors when

choosing a location: closeness to company markets,


















MAN POWER ANALYSIS

1994
JAN 2B MAR APR MAY JUNE JULY ADG SEP. ocr. v, DecC TOTAL
ACCOUNTING i . 8 8 12 12 16 16 8 20 20 20 148
TAX 40 0 53 47 0 0 0 0 0 0 0 0 187
COMSULTING 0 0 0 0 0 2 2 2 2 2 0 2 10
PROP MGNT 2 2 2 2 2 2 2 2 2 2 2 2 21
CLIENT DEV 2 0 0 25 30 28 28 30 24 26 24 217
TOTAL HOURS ) 53 63 57 39 16 [T 10 a2 ® 7] 19 586
TOTAL HOURS
AVAILABLE 48 18 60 60 48 48 T 48 48 48 T} 18 600
PERCENT BOURS BUDGETED 981
1995
JAN FEB MAR APR MAY JUNE JULY ADG SEP. ocT. wov., DRC TOTAL
ACCOUNT ING 20 20 20 20 2 28 29 2 32 36 10 10 340
TAX 24 35 " 35 0 0 0 0 0 0 0 0 141
COMSULTING 2 2 2 2 2 2 2 2 2 2 2 2 2
PROP MGINT 2 2 2 2 2 2 2 2 2 2 2 2 24
CLIENT DEV 5 5 5 10 15 15 15 12 12 10 10 10 124
TOTAL HOURS 53 61 76 69 3 7 5] 19 18 50 54 54 653
TOTAL HOURS
AVAILABLE 60 60 60 60 T 48 48 48 48 48 1 48 624
PERCENT HOURS BUDGETED 105%
1996
JAN FEB MAR APR MAY JUNE JULY ADG SEP. ocT. WOV, DEC TOTAL
ACCOUNTING 33 3 33 33 3 43 0 50 57 60 50 67 553
TAX 120 133 160 160 0 0 0 0 0 0 0 0 573
COMSULTING 5 B s 5 5 5 5 5 5 5 5 5 60
PROP MGNT 2 2 2 2 2 2 2 2 2 2 2 2 24
CLIENT DEV 10 10 10 25 25 25 25 25 25 20 20 20 240
TOTAL HOURS 170 184 210 225 69 75 79 82 89 87 Y] 9 1,451
TOTAL HOURS
AVAILABLE 200 200 200 200 200 200 200 200 200 200 200 200 1,690.67
PERCENT BOURS BUDGETED 264

91
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