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FREQUENTLY ASKED QUESTIONS

ASK YOURSELF

Is Entrepreneurship For You?

There is no way to eliminate all the risks associated with starting a small business. However. you can
improve your chances of success with good planning and preparation. A good starting place is to
evaluate your strengths and weaknesses as the owner and manager of & small business. Carsfully
sonstlee each of the following questions. '

Arg you a seifstarter? [t will be up {0 you - nol someone aise {elling you 10 develop prolects, organize
your Hme and follow thmugh on details,

How well do you get along with different personalities? Business owners need to develop warking
relationships with a varisty of people including customars, vendors, staff, bankers and professionais
such as lawyers, accountams or consultants, Can you desl with a demanding cilent, an unreliable
vendor or cranky staff parson in the best interest of your business?

How good are you at making decisions? Small business owners are required to make decisions
constantly, often quickly, undere pressure, and independently,

Do you have the physical and emaotional stemina to run a business? Business ownership can be
challenging, fun and exciting, Bul #'s siso @ lof of work, Can you face 12hour work days six or seven
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days a week?

been avoided through better plaaning. Good organization of financials, inventory, schedules,

. How well do you plan and organize? Research indicates that many business failures could have
produciion can help aveld many pitialis,

is your drive strong encugh 0 maintain yvour motivation? Running a business can wear you down,
Some business owners ool bumed out by having to carry &l the responsibility on their shoulders,
Strong maotivation can make the business succeed and will help you survive slowdowns as well as.
penods of burnoul.

How will the business affect your family? The first few years of business startup cae be hard on
family life. The strain of an unsuppodive spouse may be hard 1o balance against the demands of
starting a business. There slso may be financial difffcuities untii the business becomes profitable,
which cauld take ronths or yaars, You may have 1o adiust 1o 2 lower standard of Bving o pudt family
assets ot risk,

[Top of Paoel ITo Stantup Kit Table of Contenis’ [To 8BA Home Pace]
{On The Upside

s true, there are a 1ot of reasens not to stant your own business, But for tha right person, the
advantages of business ownership far cutweigh the risks,
{Tonof Page} {To Startup Kit Table of Contents] [To SBA Mome Page]

GETTING STARTED
. How to Start a Small Business

Starting and managing a businass fakes molivation, desire and talent, § also lakes research and
planning,

Like 2 chess game, success in small business starts with decisive and correct opening moves.
And, alihough initial mistakes are not Tatal, it takes skill, discipline and hard work to regain ihe
advaniage.

To increase your chancs for suceess, take the ime up front (o explore and evalusate your business
and personal goals, Then yse this infarmation fo build 8 comprenensive snd wellthoughiout
business plan that will halp you reach thase gosis.

The process of developing @ busingss plan will help you think through some imporiant issues that
you may not have considersd yel. Your plan will become a valuabie ool as you sei out 1o raise
money for your business. it should alse provide milestones to gauge your success,

Getting Started

Before starting out, list your reasons for waniing 1o go into business. Bome of the most commen
reasons for starting a business are;

¢ You want ta be your own boss.

. . ¥ Youwant financial Independence.
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¥ You want creative freadom.

¥ You want 10 fully use your skills and knowledge.

Nexi you need to determine what busginess is right for you." Ask yourself these guostions:

¥ What do | like to do with my time?

¥ What tschnical skills have ) learned or developed?

¥ \What do others say | am good at?

¥ How much time do ! have to run a successful business?

v Do | have any hobbies or interests that are marketable?

Then you shouid ideniify the niche your business will fili, Conduct the necessary research to
answer these gquestions:

¥ s my idea practical and wilf it 9l a need?

v What is my competition?

¥ What is my business agvantage over existing firms?
+ Can i deliver a better quality service?

¢ Can i creats a demand for your business?

The final step before developing your ptan is the pre-business checklist. You should answer these
questions: '

¢ What business am | interested in starting?

v What services or products will | sell? Whare will | be located?
¢ What skilis and experience do | bring to the business?

¥ What will be my fsgal structure? (see overview below)

¥ What witf | name my business?

¥ What equipment or supplies will | need?

¢ Wwhat insurance coverage will be needed?
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¢ What financing will | need?
V' What are my resources?

¥ How will | compensate myself?

Your answers will help you create focused, wellresaarched business plan that should serve as a
biueprint, i shtuid detail how the business will be operated, managed and capitalized.

[Top of Page] [To Startup Kit Table of Conteris! [To SBA Home Pagel
Types of Business Organizations

When organizing & new business, one of ihe most impartant decisions {0 be made is choosing the
siructure of a business. Factors influencing your decision about your business crgamization
include;

¢ Legal restrictions

v Liabilities assumed

¢ Type of business operation

¢ Eamings distribution

¥ Capital needs

¥ Number of employees

¥ Tax advantages or disadvantages

¥ Length of business operation

The advantages and disadvantages of scle proprietorship, parinership and corporation gre listed
balow.

[Top of Pagel (1o Startup Kit Tabie of Contents! {To S8A Home Pags)
Sole Proprietorship

This is the easiest and leas! cosily way of starting a business. A sole proprietorship can be formed
by finding a location and opening the door for business, There are likely 10 be fees {o chiain
business name registration, a fictitious name cedificate and other necessary licanses. Aftomey's
fees for slarting the business will be less than the other business forms because less preparafion
of docurments is required and the owner has absolute authority over all business decisions.

[Top ot Page] {To Startun Kii Table of Contents] {1 8BA Home Pagel
Partnership

There are several types of parinerships. The two most common lypes are general and iimited
parnerships. A general partnership can be formed simgply by an oral sgreemeant belween two or
more persons, but g legal partnership agreement drawn up by an altormey is highly recommended.
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Legal fees for drawing up 2 parinership agreement are higher than those for & sole proprietorship,
but may be lower than incorporating. A parinership agreement could be helpfui in solving any

. gisputes, However, partners are responsibie for the other pantner's business actions, as well as
their ovmn.

A Parinership Agreement should inchuts the following,
v Type of business.
v Arnnunt of equity invested by each partner.
¢ Division of profit or loss.
v Parners compensation.
v’ Distribution of assets on dissolution,
¢ Duration of parnership.
v Provisions for changes or dissolving the partnarship.
¥ Dispute settiement clause.
¥ Restrictions of authority and expenditures.

. ¥ Settlement in case of death or incapacitation.

[Ton of Page] [Ta Startup Kit Table of Contents] [To SBA Home Page)
Corporation

A businass may incorporaie without an alfomney, but isgal advice is highly recommended. The
corporate structure is usually the most complex angd more costly 1o organize than the other two
husinass formations. Control depends on stock ownership, Persons with the largest slock
ownership, not the iotal number of shareholders, control the corporation. With control of stogk
shares or 51 percent of stock, 3 person or groug is able 10 make policy decisions. Control is
exercised through requiar board of directors’ mestings snd annual stockhoiders” meetings.
Records must be kept to decument decisions made Dy the board of directors. Small, closely held
corporations can operate more infoermally, bul record-keeping cannot be eliminated entirely.
Officers of a corporation can be liable t0 stocikholders for improper actions. Liability is generally
limited to stock ownership, except where fraud is involved. You may want to incorporate as a "¢"
ar "S" gorporation,

[Top of Page] [To Startup Kil Table of Contents] [To SBA Home Page)
Business Plan Qutlina

The foliowing sulline of a typical business plan ¢an serve 8s 2 guids, You can adapt i 1o your
spécific husiness. Breaking down ihe plan inlo several components helps make drafling i a more
manageahis task.

. Introduction

» Give a detailed descriptien of the business and its goals,
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o Disouss ihe ownership of the business and the legal strugiure,
. « List the skilis and experdence you biing to the husiness,
s Discuss the advaniages you and your business have over your competitors,

In-denth heln on developing a sound busmess plan can be found on the SBA Web site in the
Slarting Area.

Marketing
. Discuss the praducts/services offered,
« kientify the customer demand for your praduct/service,
o Identify your market, itg size and locations.
+ Explain how your product/servies will be adveriised and marketed.
= Explain the pricing strategy.
Financial Management
» Explain your source and the amount of injtiat equity capial.
. s Devagiop a monthiy operating budnet for the first year,
¢ Develop an expected return on investment and monthly cash flow for the first year,
» Provide proiected incoms statements and balance sheets for a twoyear period. |
s [DHscuss your breakeven point.
"« Explain your personal balance sheet and method of compensation.
» Discuss who will maintain your ancounting records and how tﬁey will be kent,

s Frovide "what I" statemésnis that address ellemative appraaches to any problem thal may
gavelop.

Operations

o Expigin how the business will be managed on 4 dayioday basis.

Discuss hiring and personnel procedures,

*

Hiscuss insurance, lease or rent agreements, and iBsuas pertinent 1o your busingss,

L ]

Account for the equipment necessary io produce your products or services.

Accourt for production and delivery of produets and servicas,
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Concluding Statement

. _» 3ummarize your business goals and obiectives and express your commitment 1o the

success of your business,

Once you have completed your business plan, review it with a friend or business associate
or a Service Corps of Retired Executives ISCORE) or 8mall Business Revelopraeni Jenter
{SBLG) counselor, (See BCORE and SBDC listings in this guide},

When you fee] comfortable with the content and structure mazke an appointment @ raview
and discuss it with your lender. The business plan s flaxible document that should changs
as your business grows.

{Top of Pagel [Te Startup Kit Table of Contents

{To 8BA Home Pace]

To Lease or Not to Lease: Things To Know

Get The Answers

Here are soms guestions 1o ask befora signing a lease:

1.

s.

Dioes ihe legse specifically state the squarg footage of the premises? The total rentable
square footage of the building?

Is the tenant's share of expensas basead on lotal square footage of the buiiding or the
square footage keased by the landiord? Your share may be lower if it's based on the total
square footage,

Do the base yvear expensas reflect full occupancy or are they adjusied to full occupancy
{i.e., base year real gstate laxes on an unfimished building are lower than in subsequent
years;?

Musl the landiond provide a detalled list of expenses, prepared by a CPA, to support
incresses?

Does the lease clearly give the tenant the right to audit the landiord’s books or records?

If use of the building is interrupied, daes the lease defing the remedies svailable fo the
tenant, such as rent abatemant or lease canceiiation?

lf the landiord does nol mest repair respoasibilifies, can e tenant make the repairs, afler
naiice te the landiord, and deduct the cost from the yent?

is the landiord reguited 1o obtain nondisturbance agreements from current and futurs
fenders?

Dons the lease cieady define how disputes will be decided?

{Souree: 327 Quastions (o Ask Bofore You Sign s Loase, by B. Al Whiltson (B, Alan Whihitsen ¢, (808 4524480}

[Top of Page] [To Siardup Kit Table of Contents] [To SRA Home Pagel

. Learn The Lingo

¥ Yau gel tn Be your own bhoss.
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Hard work and long hours directly benefit you, rather thar increasing profits far someons,
Earning and growth potential are far less Bimited,

A new vardure is exciting,

¢  Running 8 businese will provide endless variely, challenge and opportunities [ leam,

i ease terms you should know:

Lessor
Lessee

Right of First
Refusal

Gross Lease

Tripie Net Lease

Parcentage Lease
Bublet

Assign Lease

Anchor Tenant

Exclusivity
Provision

GAM

Nondisturbance
Clausge

Landloed

Tenant
Betfore vacan! space is rented 10 sameons else, landiord must offerit o the
currant tenant with the same terms that will be offered o the public.

Tenand pays fist monthly amnount; landiord pays all eperating costs,
incluting propery laxes, insurance ang ulifities,

Tenam pays base reni, iaxes, insurance, tepairs and mainienance.

Base reni, operating expenses, common area maintenance, plus
percentage of tenant's gross income (most common for retaifers in shopping
malls),

Tenat rerts all ar part of space to another business, tenant is still
responsible for paying all costs to landiond,

Tenant turns lease over 1o another business, which assumes payments and
ohiigations under the lease,

Major store or supermarke! that sliracts customers to a shopping center,

Shapping center cam lease o another who provides the same product or
service that existing tenant does.

Common area maintenance charges including propery laxes, sacurity,
parking lot lighting and mainienance; niay not apply to anchor tenanis in
retail leases.

Tenant canngt be forced to move or sign & new lease if bullding or shopping
conter s sold or undergoes foreciosurs.

{Top of Page] [To Slartup Kit Table of Contents] [To 8BA Home Pagel
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FINDING THE MONEY YOU NEED

Financing Your Business Start-Up

One key to a successful business startup and expansion is your ability to obiain and secure appropriate

financing, Raising capital is the rmost basig of all business activities, Bul, as many new entreprensurs

Quickly discover, raising capital may not be sasy, in fact, i can be g complex ang frustrating process,

However, if you are infarmed and have planned effectively, raising money for your busingss will not be
. a painful experience, .

Thig information surmimary focuses on ways a smail business can raise money and explains how to
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prepare & loan proposal.

Finding the Money You Need

There arg saveral sources 10 consider when looking for financing. 1t is imporiant to explore all of your
options before making a decision, :

Parsanal savings: The primary saurge of cagiial for most new businesses ¢omes from savings and
other forms of personal resowrces, While credif caeds are often used (© fingnce business neads, there
may be betier oplions available, even for very small ioans,

Frends and relatives: Many enireprenewrs ook o privale sources such as frlends and family when
starting ogt in a business venture. Often, money is ioaned interest free or at a low interest rale, which
can be beneficial when getting started.

Banks and credit unions: The most common source of funding, banks and credit unions, will provide
a tpan if you oan show that your business proposal is sound,

Ventura ¢apital firms: These firms help expaeding companies grow in gxchange for equitly or partiat

ownershin, Be surs o vist ACE-NET, 88A's Angs! Capital Elecironic Network. ACE-Net gives new

options fo both small companies looking for inveslors and investors looking for promising opportunilies,
[1op of Page] [To Starup Kt Table of Contents] [To SBA Home Page]

Borrowing Money

It is often said that small business people have a difficult time borrowing money. This is not necessariy
true,

Banks make money by lending money, However, the inexperignce of many small business owners in
finangial matters often prompls banks {0 deny lcan requests,

Requssting @ loan when you are not properdy prepared sends a signal 1o your lender, That messags is:
High Risk

To be successful in obtaining a lean, you must be prepared and organized. You must know exactly how
much money you need, why you need it, and how you will pay it back. You must be able to convince
your tender that you are a good credit risk,

[Top of Page] [To Startup Kit Table of Contents] [To SBA Home Page]
SBA Loan Maturities

BBA lean programs are generally intendsd 16 encourage ionger fgrm smiall business financing, but
actuai lnan maturities are based on the abdlity to repay, the pumpose of the loan proceeds, and the
useful life of the assets financed. However, maximiim loan maturities have been astablished: iwenty.
five years for real estate; up to ten years for equipment (depending on the usefui life of the equipment);
and generally up to seven years for working capital, Shortterm loans are also available through the
SBA to help small businesses meet their short term and cyclical working capital needs.

Top of Pags] [To Startup Kit Table of Contents] [Ta SBA Home Pagel
Types of Business Loans

Terms of ioans may vary from lender to lehder, bul there are two Dasic types of Ioans: shorlterrs and
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longterm.

Genersily, a shorttenn loan has a maturily of up {0 one year, These include workingcapital loans,
. accounisreceivabie loans anyd ines of credit,

Longterm foans have maturities greater than one year but usually less than seven years, Real estate
and equipment logns may have maturities of up 10 25 years. Longterm loans are used for maior
business expenses such 38 purchasing real estate and facilities, construction, durable equipment,
tumniture and fixdures, vehicles, sle,

{Top of Page)] {To Slardup Kit Table of Conterts| {To SBA Home Panel

How to Write a L.oan Proposal

Approval of your an requast depends an how well you preser yourself, your business, and your
financiai needs o 8 lender. Remember, lenders want 1o make kvans, bui they must make loans they
know will be repsid, The best way o improve your chances of obtaining a loan is to prepare a written
praposal,

A well written Toan propasal contains:

General Information

¢ Business name, names of principals, Sociai Security number for egch pringipal, and
the business address,

v/ Purpose of the loan exactly what the loan will be used 1or and why it is neaded.
. ¥ Amouni required the exact amount you need fo achieve your purpose.

Business Description

¢ History and naturs of the business details of what kind of business it is, its age,
number of emplovees and current business assets,

v Cunership structure  detaiis on your carmpany's tegal structura.

Management Profile

Develop a short statement on each prineipal in your husiness; provide background, educstion,
experience, skills anl accomplishments,

Market Information

v Clearly define your company's produsts as well as your markets,
o identify your competition and explain how your business competes in the marketplace.

#  Profile your customers and explain how your business can satisfy their needs,

Financial information
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¥ Financial siatements balance sheels and income siatements for the past thres years,
if you are starting out, provide a projectad balance sheet and income statement,

W Personal financial statements on yoursell and other principal owners of the husiness.

v Coliateral you would be willing 1o pledge as security for the loan,

Check out our Training Workshop. on writing a good {oan proposal,

[Top of Page] ITo Startup Kit Table of Gontents] [Te SBA Home Pagel
How Your Loan Request Will Be Reviewsd

When raviewing o loan regquest, the lender is primarlly concerned abou repayment. To help determine
this abitity, many ioan officers will order a copy of your business wredit report frorm & creditreporting
agency. Therafore, you shiould work with these agenciss 1¢ heip them present an accurate pictura of
your busingss, Lising the credit report and the information you have provided, the landing officer will
consider the following issues: )

¥  Have you invested savings or personal equity in your business totaling at least 28 percent i
8§ percent of the Joan you are requesting? (Remember, a lender or investar wilt not finance
106 percent of your business.)

¢ Do you have a sound record of creditworitiness as indicated by your credit repont, wink
history and letters of recornmendation? This is vesy imporiant,

¢ Doyou bave sufficient experience and fraining 1o opergle a sucgessful business?

¥y’ Have you prepared a loan proposal and business plan that demonstrate your understanding
of and cornmitment {0 the success of the business?

v  Dioes the busingss have sufficient cash flow {6 make the manthly payments?
{Top.of Page)] {To Startup Kit Table of Contents] [To SBA Home Page]
SBA Financial Programs

The SBA offers a variety of financing oplions for small busingsses.,

Whethar you are looking for a long-teren foan for machinery and equipment, & general working capital
ioan, a revolving lne of credil, or a microloan, tha 8BA has a financing program 1o 6l your needs,

Thess pragrams are discussed in detail in the Assistance secion of this quide apd additional in-depth

{Top of Page] [To Starup Kit Table of Contents] [Te 8BA Home Page]

REGULATIONS

Government Regulations and Your Business

3

It may be insonceivabls to you that your homebased consulling service or handknit swealer business
wouid have to comply with any of the numercus ocal, sigte and faderal reguiations, but in all likelihood
it wili. Avoid the teraptation to ignore regulatory details. Doing 50 may avert some red tape in the shopt
termn, but could be an obstacle as your business grows. Taking the time 10 research the applicable
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requigiions is as imporiant as knowing your marketb.

Below is g checklist of the mast commaon requirements thet affect small businesses, but it is hy no
means exhaustive. Bear in mind that regulations vary by industry. f you'rg in the food service
Business, for exaraple, you will have 1o deal with the health depariment. If you use ¢chemical solvents,
you will have environmental compliance fo meet. Carefully investigate the regutations that affect your
industry, Being out of compliance could leave you unprotacted legally, lead lo expensive penaliies, and
ieopardize your business,

Business Licenses

There gare many types of licenses. You need ong 1o operate legally aimost everywhere, i the buginess
is located within an mcorporated city limils, & Boense must be oblained from the city; If ouiside the ¢ily
liznitg, then from the county, For more information contact the county or cily office In your area,

You may alse try going fo your stats Home Page, localing their "SEARCH" feature and typing in
"Businese Hoense” or “county informuation”™,

, [Top of Page] [To Startup Kit Table of Contents] [To SBA Home Page)
Certificate of Occupancy '

# you are planning on occupying a new or used building for a new business, you may have 10 appiy for
a Certificate of Ogcupancy from a city or county zZoning depantment. For mora information coniacl ibe
county ar city office in your area. )

You may also {ry going to your state Home Page. lncaling thelr "SEARCH" fasture and typing in
Heertificate of occupancy” or "county information®.

{Top of Pagel [To Staddup XH Table of Conlenis! [Ts SBA Homie Page)
Business Organization

There are many forms of legal structure you may choose for your business, The most common
strugtures are Sole Proprietorshios, General and Limited Partnerships, C and & Corporations and
Limited Liskulity Companies. Each legal struclure offers organizational options which are appropriate
for different personal situations and which affect tax and liability issues. We suggest you research eagh
legal structure thoroughily and consult a tax accountant and/or attarney prior {0 making your decision.

[Top of Page] [‘f‘o Startup KK Tabte of Contenis] [To SBA Home Pagel
Fi{::titicrus Business Name

Businesses that use a name other than the pwnec's must regisier the fictitious name wilh the county 85
requirgd by the Trade Name Regisiralion Azt This does nol apply to corporstions doing businass under
thelr sorporate name or to those practicing any profession under g parinership name. For mote
information contact your siate or local govemment,

You may sisa try going 1o vour state Home Pane, locating their "SEARCH™ feature and typing in "trade
nams registration”™ or “"county information”.

[Tap of Fagel [To Stadup Kit Table of Gontents] [To SBA Home Pags)
Protecting Your Idea

If applicable to your business, you may want o apply for iademarks,_patents and your copyrights.
information regarding these applications is listed helow.
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. Trademarks

Trademarks are names or Symhols used in any commercs that is subject to regulation by state
govemnment or the LLS, Congress.

State Registration of a Trademark:

Teadermarks and service marks may be registered in & state for a term of ten years. For more
informaiion about Applications for Registration of Trademark or Service Mark in your state, contact
your state aovemment.

Faderal Rogistration of Trademark and Patent
To register 3 frademark contact

LS. Benanment of Commerce
Trademark Office

2021 Jefferson Davis Highway
Aglington, Virginia 22202

{703) 3058341 or (800) 769149

Ta register a patent, contact;

Asst. Commissioner for Trademarks, Patent Applications
Washington, D.C. 20231

(800} 7869149

Alsa, visi their web site at hitp://www uspin gov

Caution: Federally registored trademarks may confict with and supersede state registered business
and produst names. Businesses are encouraged to check for conflicts with federal rademarks.

fYop of Pagel [To Startup K# Table of Contents] [Ta 884 MHome Page)

Patents
Contact:

Superinteadent of Dooumsnts

P.O. Box 371984

Fittsburgh, Pennsylvania 152507954
{412) 5121800

New and useful inventions can be protected by a U.8. patent. Prafessional assistance from a patent
attomney is strongly urged because patent procedures are detailed and technical, A patent search is
performed to see if a patent currently exists on the same or nearly the same device and, if not, 1o
make proper application with the Patent Office.

Note: Only atiorneys and agenis registered with the 1.8, Patant Office may represant inventors in
related matters. Tae office has geographical and alphabetical listings of the more than 11,000

. registerad ageants. Only these agents may perform patent searches in the patent office. Inveniors or
theyr attorneys can make arrangements with one of those agents. U.B. palents are issued by the
Assistand Commissioner of Patents, Washinglon, D.C.
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Additiona! information Is provided in the publication, Gensral Information Concerning Patents and other
publications distribyted through the 1.8, Patent and Trademark Office,

[Top of Page] [To Startup Kit Tab'e of Confents; [To SBA Home Pags]
Copyrights

Contact;

U8 Likrary of Gongiess

James BAadison Memonai Building
Washington, D.C, 20559

{202) 7079100 Order Line

{202} 7073000 Information Line

Copyrights protect the thoughls and ideds of suthors, composers and artisis, A copyright prevenis
iflegal capying of wiitten matier, works of arl or computer programs. I onder to ensure copyright
protection, the copyright owner should always Include notices on all goples of the work.

iTop of Page] [To Stardup Kit Table of Contents] {To SBA Home Pagel

Tax information

Business owners are required by law g withhold the following from the wages paid io employees;
federal income taxes, state income taxes and FICA (Social Security) Insurance,

Income {axes will also be levied by the federa! and slate governments on eamings of any business,
Therafore, each business must file an incoms 1ax relurn with bolth agencies. Businesses may be
required to fils estimated tax returns and pay estimated {axes on g quarterly basis. '

For federal 1ax information, contact:

U.8. internal Revenue Service

The intemmal Revenue Service (IRS) has & number of publications that are avaliable upon request o
smalt businesses. Qne of the most helpful is Your Business Tax Kit, which inchudes data and forms for
a Federal Employer dentification Number and & tax guide for small businesses that can be ordered by

_caliing Forms and Publications at (800} 8293876 or through a visit to your local IRS office,

You may want 1o coniact your local Social Security Administration Office for (FICA) nsurance
information.

For State tax information, call your state governsent or visid your gificial state Web site,

~ {Top of Page] [To Startup Kt Table of Contents] [To 8BA Home Page]
Federal SeffEmployment Tax

Everyane must pay Social Security Tax. If you are selfemployed, your Social Security contribution is
made through ihe seif.empioyment ax. You will need to caiculate how best to report sarnings st pay
vour business laxes,

Contact the IRS at (800) 8291040, visit your logal IRS gffice, go 1o {he Official IRS Web sile for more
information, The RS may seem like a complicated maze, but there are publications, counselors and
workshops available to heip you sort it cut,
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Business insurance

Like home insurance, business insurance protects the contenis of your business against fire, thefl and
other losses. Contact your insurance agest or broker, 1 i$ prudent for any business 1o purchase a
number of basic types of insurance. Some types of coverags ars required by law, other simply make
guod business sense, The types of insurance listed balow arg among ihe most commuonly used and are
merely a starting point for evaluating the needs of your buginess.

{iability insurance - Busiiesses may incur various forms of liability in conducting their normal
activities. One of the most common types is product Rability, which may be incurred when a customer
suffers hamm from using the business product. There are many other types of Habitity, which are
frequently related io specific industries. Liability law is constardly changing. An analysis of your liability
insurance needs by a competent professional is vital in determining an adeguais and appropriate level
of protection for your business,

Froperty - There are many different types of propedy insurance and ievels of coverage available ftis
important o determine the propedy you need 1o insure for the Condinuation of your business and the
ievel of insyrance you need {4 repiace or rebuild. You must also undersiand the terms of the insurance,
including any Umitations or walvers of coverage,

Business interruption « While properly insurance may pay encugh ta replace damaged or desirayed
squipment or buildings, how will you pay costs such as taxes, utilities and other continuing expensas
during the period between when the damage occurs and when the property is reptaced? Business
interrupiion {or "business income”) insurance can provide sufficient funds 1o pay your fixed expenses
during a peried of time when your business is not operational.

"Key Man” — If you andfor any other individual) are $o critical 1o (he operation of your tusiness that it
cannot continue in the event of your liness or desth, you should consider "key man” ingurancs, This
iype of policy is freguently required by banks or government 1oan programs. it also can be used to
provide gontinuity In operations during o period of swnership transition caused by the death or
incapaciiation of an pwner or other “key™ employee.

Awtomohile — I is obvious that @ vehicle owned by your business should be insured for both lability
and replacement purposes, What is less obvious is that you may need special insurance {called “non-
ownid automobile coverage™ if you use your parsonal vahisle on sompany husinegs, This policy
covers the business' iability for any damage which may result for such usage.

Office and Director ~ Under some Clroumstances, officeds and diregiors of a corporation may become
parsongliy Hiable for thelr actions on behalf of the company. This iype of policy covers this lighility,

Home Office - if you are estalilishing an office in your home, it is 5 good idea to contact your
homeowners' insurance company to update your policy to include coverage for office aquipment. This
Covarags is not automatically inchaded in a standard homeowner's policy.

[Top of Page] [To Startup Kit Table of Condents! (Yo SBA Home Papel

Sales Tax Number

In your state there is g peroant sales and use tax which apples lo the refal] purchase, retall site, renial,
storags, use or consumption of {angible personal property and Certein services, in other words, sales
tax must be coliecied on just abowd svery tangible ftem sold.

A sales tax number is required for each busingss before opaning. The number, plus instruetions for
collection, seporting and remilling the money 1o the state on a monthly basis, can be obtained frorm
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your state government.

Oop of'nggj [To Startup Kit Table of Contentsi [T S8A Home Pagel

Other Considerations...

All pusinasses with employess are required o comply with state and federal regulations regarding the
protection of employees, For information on siate labor laws, work force availability, prevaiting wages,
unemployment insurance, uionization, benafits packages and employiment services contact your state

ggvemment. ‘

Federat information may be oblained by contacting the:

4.8, Depanment of Labor

[Top of Pagel [To Stariup Kit Table of Contants] [To SBA Home Page]
Unagmployment Insurance Tax

Businesseas are required by the siale o pay unempioyment insurance tax if the company has one or
more emnployees for 20 weeks in a calendar vear, or i has paid gross wages of $1,500 or mare in 2
catgndar year. The tlaxes are pavable at a rate of 2.7 percent on the first $8,500 in annual wages of an
employes. Go 1o your state home page o check the figures far your state.

Unempioyment insurance must be reported and returns made to the siate!

FTop of Pagsl [Fo Stanup Kit Tabie of Condents! {To S8A Home Pagel
Immigration Act

empinyment eligibility of new smployees. The law obligates an employer to process Employment
Ehigibilily Verification Form -9, The Immigration and Naturalization Service Office of Businass Liaison
gifers a selection of information bulleting and five assistance for this process through the Employer
Hotfing, In addition, INS forms and the Employer Handhook can be oblained by calling the Forms
Mestlire,

For Forms: (B00) 870-3676
Eraplover Hotline; {800} 357-200%

{Top of Page! {To Startup Kit Table of Contents! [To $8A Home Page]
Health and Safety

standards employers must provide for the protection of emplioyees. Many stales have similar
standards.

For state information contact your Jooat OBHA office.

[Yon of Pagel [To Stardup K Tabie of Contents] [To SBA Home Pagel]
Workers' Compensation

H 2 busingss employs three or more people, workers' compensation insurance must be carried to
provide prolection 10 those injured in onthejob accidents. The State Board of Workers' Compensation
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aids paopls who naad claim assistance.

For more information contact your state govemment,

{Yon of Pagel {To Startup Kit Table of Conients! [To SBA Home Pagel
Minimum Wage

13

Virtually all business entities are subiedt 1o the federal minimum wage, overtime and child labor [aws,
Information on these laws and other federal laws, may be obtained from;

U8, Depantmaent of Labor
Wage and Hour Division

[Top of Page] [To Startup Kil Table of Cantentis! {70 SBA Home Page]

Bar Coding

The Uniform Code Councll, o, (not 4 povernment agency) assigns g manufaciurers ) gode for the
purpeses of bar soding. Many stores require bar coding on the packaged products they sali, For
additional information coniach: Uniform Code Qounclt inc., PO, Box 1244, Dayion, Ohlic 48401, (513)
4353870, ‘

{Top of Pease] [Te Sterup Kt Table of Contents] {To 8BA Home Page]

SBA ASSISTANCE

Financial Programs and Other Assistance

Tne Smali Business Administration (SBA) is the largest saurce of iongierm small business financing in |
the nation, in order to determine whether you qualify for, or if an SBA bysiness ipan best sulls your
financing needs, please read this material carefully. ¥ you have further questions, pleass contact your
banker, one of the active SBA guaranteed lenders listed in this guide, or an 8BA loan officer,

The 7{a) Loan Guaranty Program

The 7{a} Loan Guaranty Program is the 8BA’'s primary ioan program. The SBA reduces risk to lenders
by quaranteeing major portions of ivans mads to small businesses. This enables the lenders 10 provide
financing to small businesses when funding s othanwise unavailable on reasonsble terms,

The sligibility requirements and credii Criteria of the program are very broad in order to accommodats
8 wide range of financing neads.

When a small business appiies t¢ a lending institution for a [oan, the lender reviews the application and
decides if i merits & loan on its own or if it requires additional support in the form of an S8A guaraasty,
&BA backing on the igan is then requested by the lender. in guarantesing the ioan, the SBA assures
ihe lender that, in the event the burrower does nat rapay the foan, the government will reimburse the
lending institution for a portion of its loss, 8y providing this guaranty, the SBA s abls 10 help tens of
thousands of small businesses every year get financing they would not otherwise oblaia,

To gualify for an SBA guaranty, o smaill business must meet the 7{(a) cdteria, and the lender must
certify that it could not provide furding on rsasonable termns except with an SBA guaranly. The SBA
can then guarantee as much as 80 percent on nans of up to $100.000 and 75 percent on ioans of
more than $100,000. in most cases, the maximum guaranty is $750,000 {75 percerd of $1 million).
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Exceptions are the itermnational Trade, DELTA and 504 ioan programs, which have higher ioan limits,

[Ton of Page] [To Startup Xit Table of Contenis] [To S8BA Home FPagel

e i

You subimit a logn application to a lender for initial review, If the jender approves the loan subject to an
SHA guaranty, a copy of the gpplication and a credit analysis are forwarded by the lender {0 the
naarest SBA office, After BBA spproval, the lending instiulion closes the toan and dishurses the funds.
You make monihly loan payments directly 10 the lendar. As with any loan, you are responsible for
repaying e full amount of the ban.

There are no halloon paymenis, prepayment penaities, application fees or points permitted with ’?{3}
igans. Flepayment plang may be tailored {o each business.

[Top.of Page] [To Startup Kit Table of Contents| [To SBA Home Fane)
Use of Proceeds

You can use a 7{@y loan to: expand or renovate faciiities; purchase machinery, squipment, fixtures and
leasehold improvements; finance receivables and augment working capital; refinance axisting debt
with compeliing reason; finance seasonal lines of ¢radil; construnt commergial hulldings; andior
purchase land or bulidings,

{Top of Page] [To Startup Kit Table of Contents! [To SBA Home Pags]
Terms, interest Rates and Fees

The length of time for repayment depends on the use of the proceeds and the ability of your business
t repay; usually five to 10 years for working capital, and up t0 28 years for fixed assets such as the
purchasa or major renovation of raal estate or purchase of squipment {(not to exceed the useful life of
the squiprnent).

Both fixed and variable interest rates are availlable. Rates are pegged al no more than 2 25 percent
pver the iowes! prime rale* for ioans with maturities of less than seven years and up to 2.75 percant for
sgven years of longer. For logns under $80,000, raies may be slightly higher.

The SBA charges the lender g nominal fee 1o provide 4 guargnty, and e lender may pass this charge

an to you. The fee is based on the matunty of the loan and the deliar amount that the SBA guarantess,
Qn any loan with a2 maturity of one year or less, the fee is just 0.25 percent of the guaranieed portion of
the loan.

On loans with maturities of more than one year whare tha portion thaf the SBA guaraniees g 380,000
or less, the guaraniy fee is 2 percent of the guaranteed portion, On loans wilh maturities of marg {an
ong yaar, where the SBA's portion exceeds $80 000, the guaranty fee is figured on an lncremantal
seale, beginning 8t 3 percent.

All references to the prime rate refer to the lowest prims rate ag published in the Walf Sireet
Journai on the day the application is received by the $BA. ¢

[Top of Page] [To Startup Kit Table of Contents! {To 8BA Home Page]

Collateral

You must pledge sufficient assets, to the exteat that they are reasonably available, 1o adeguately
securs the loan. Personal guaranties are requirsc from all the pringipal owners of the business. Liens
o parsonal assets of the principals may be reguired. However, in most cases a loan wili not be
declined where insufficient collstars! i the only unfavorable fador,
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. Eligibility

Your business generally must be operated for proft and fall within 1he size standards set by the SBA.
The EBA determines ¥ the business quslifies as g small business based on he average number of
empilayses duving the preceding 12 months or on sales averaged over the previous three years. Loans
cannot be made {0 businesses engaged in speculation or investment.

{Top of Page] [To Startup Kit Table of Conlents] [To SBA Mome Pags]

Maximum Size Standards

RN XX

Manufacturing - from 500 to 1,500 employees

Wholesaling 100 employees Services from $2.5 million to $21.8 million in annual receipts
Fetailing » from $8 million to $21 million

General construction from $13.5 million te $17 million

Special trade construction average apnual receints not o axvend §7 million

Agricutiure - from $6.5 miliion to $9 million

{Top of Pagel [To Slantup Kit Table of Contenis] [To $BA Home Page]

What You Need to Take to the Lender

. Doournieniation raquirsments may vary; contact your iender for the information you must supply.
Common reguiremsns incluge the following:

LA R R IR ERSSN

Purpsse of the loan

History of the business

Financial statements for three years (existing businessas)
Scheduia of term debts (existing businesses)

Aging of accounts receivable and payabie {existing businesses)
Praojected opening day batance sheet {(new businesses)

Lease details

Amuaunt of investmant in the business by the owner(s)
Projections of innome, expenses and cash fow

Signed persong! financisl slgtements

Personal resums(s}

[Top of Pane] [To Startup Kit Table of Contents] [To SBA Home Page]

What the SBA Looks for

hitp:/fwww sba. gov/starting/widenentirestarup. html H15/0)


http://viww.sba.gov/startinglwidenentirestartup.html

SBA - Starting Your Business - Stantup Kit - Wide View Page 22 of 47

¢ {3ond characier

AN

Management expertise and commitment necessary for success

b

Sufficient fundds, including the SBA-guaranteed loan, to operate the business on a sound
financial basis (for new businesses, this includes the resources to meet stariup expenses and
the initial operating phase)

Feasible business plan
Adeguate squity or invesiment in the business
Sufficient collaleral

LU N S

Abiiity to repay the loan on time fram the grojscied operating cash flow
[Top of Pagel [To Startup Kit Table of Contents] {To SBA Home Pags)
Special Loan Guaranty Programs 7{a) Program

Them are a numbier of special loan guaranty programs under the 7{8) program that address spesific
reads of startup or established businesses. Thay are governed, for the most pad. by the same rules,
regulations, fees, interest rates, efc., as the regular 7{a} loan guaranty. Your lender can advise you of
any variations.

Low Documentation L.oan (LowDoc)

LowDce is one of SBA’s most popular programs. On{:ézgyou have met your iender's requirgments for
cradit, LowDoc offers a simple, one-page SBA application form and rapid turnarcund on approvals for
loans up to $150,000 (for loans over $50,000, you must also provide a copy of U.S. Income Tax
Schedule C or the fromt page of the corporate or partnership returns for the past three years), The SBA
wili guarantee up to 80 percent of the lcan amount. Campleted applications are processed quickly by
the BBA, usually withio twe or three business days. Procesds may not be used {0 repay certain types of
existing tfabt. Business start-ups, as well as businesses with average annual sales for the past three
yaars not excesding $5 million and with 100 or fewer employess, including affiliales, ars eligible.

ITon of Panel {To Startup Kit Table of Gontents! {To SBA Home Pagel
SBAExpress {formerly FASTRAK)

SBAExpress, formerly SBA's FASTRAK, is available for loans up 1o $150,000. The program autharizes
SBA preferred tenders to use mostly their own forms, analyses and procedures to process, service and
liquidate SBA guaranteed loans, The SBA guarantees up to 50 percent of an SBAExpress loan. L.oans
ynder $25 000 to not require caliateral. This is a change from the FASTRAK requirements. Like most 7
{a} lnans, maturities are usually five to seven years for working capital and up to 25 years for real
gstate or equipment, Revoiving finas of credit are allawed for & maximum of five years,

Contact your iocal 8BA office for the names of approved banks.,

fTop of Pagel [To Btanup Kit Tabie of Contents! {To SBA Home Pags]

CAPLines

v

This specialized umbrela loan program is designed to help smali businesses meet their shortienm and
cyciical working capital needs. The CAPLInes can be used to finance seasonal working capital needs;
finance the direct costs of performing certain construction, service and supply contracts, finance the
direct cost associated with cormmaercial and residential construction performed on a speculative basis
{without a firm commitment for purchase): Gnance operating capital by oblaining advances against
existing inventary and acoounts receivable: and consolidate short taemn debt. SBA provides a 75
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percent guarantee. There are five distinect programs under the CAPLine umbrella,;

The Contract Loan Program is used to finance matenat and labor needs for a specific contract or
contracis. if used for one coniract, it is gensrally not revolving; if used for moee 1han one contract at a
time, it can be revolving. The lean maturily is used based on the length of the conteact, bul no more
than five yoars.

The Seasonal Line of Credit Program finances the shortterm seasonal increasss of sccounts
receivable g inventory. The business must have g definiie established seasons! pattern and thus
must have been in business for a period of 12 months in order to establish that pattern. The loan does
it revoive during the season but may be ussd over again after a "cleanup” period of 30 days, These
also may have 8 maturily of up to five years, The business may not have another seasonat ling of
credit pulstanding but may have cther lines for nonseasonal working capital needs,

The Builders Line Program provides financing for small general contractors involved in residential or
commercial constraction or building rehahbilitation for resate. Loan maturity is generally three years but
can be extanded up to five years if necessary. Proceeds are used solely for direct expenses of
acquisition, immediate construction, and/or significant rehabilitation of the residential ar commercial
structures. The purchase of the Iarzd can be included if it does not exceed 20 percent of the loan
procesds. Up 1o five percent of the proceeds can be used for physical improvemants that benefit the
property.

The Bmall AssetBased Line can be used for revoliving lines up to $200,000 to purchass inventory,
pay direct iabor, or finance accounis receivable and is advanced against existing inventory and
sccounts receivable. Repayment comes from the coliection of accounis receivable, and ihis line of
credit must revolve. They do not require perindic servicing and monioring of the collateral for which
service the lender can charge up o two percent annually to the borrower, These lines are generally
used by businesses who provide cradit to their customers,

The Standard AssetBased Line is similar to the Smal AssetBased Line, but for loan amourts over
$200,000. It does require stricter servicing and monitoring, and the lender may pass the costs along to
the boriwer,

[Top of Pagel [To Stanup Kit Table of Contents] [To SBA Home Pags]

The Export Working Capital Loan

The Export Working Capital Program is a line of oredit for financing Toreign accoumis receivable. itis a
iransacion-based program and can be revolving or nonrevaliving. The SBA provides a 90 percent
guarantee to the lender. The business must have been in operation for al least 12 manths prer 0 the
application, and the proceeds Can be used to finance materials and labor needed to manufacture or
purchase goods and services for sale in foreign markets, including such items as consuiting services,
overseas travel to gstablish a market, and paricipation at trade shows, Funds cannot be used to
refinance existing debt or purchase fixed assets. The maturity is generally 12 months or less but can
be reneved up 1o a total of 38 manths,
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U.S. Export Assistance Center [USEAC)

The United Blates Export Assisiance Center {USBAG) provides assistance and information on a wide
variety of export pingeams including the SBA's Expat! Warking Capital Program (EWCP), In addition,
the Conter promotes angd markels the Agency's International Trade Loan Programs, The USEAC
provides & mix of marketing assistance availabie through the Department Of Commerce, the state
SBDC network and the finanting assistance available from participating agencies including the 8BA
and the Exportimport Bank.

Under EWCP, the SBA guarantees up to 80 percent of the loan, up to $750,000. Loan maturities may
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be for up to three years with annual renewals. Loans can be for single or musdliple expod sales and can
he extended for preshipment working capita! and posishipment exposure coverage or & combination of
the two. Proceeds can only be used o finance expor transactions. The SBA can guarantee up to $1.28
midlon on an intsmations! Trade Loan 671 for o cambinalion of fixedasset financing and working
capilal. The working capital portipn cannot excsed $7580.0080,

international Trade Loan

Fhis program provides shortterm and longterm financing to senall businesses that are engagsd in
inferational trade, preparing to engage in intermational trade, or adversely affected by compaiition
from irnponts. The $BA can guarantee up 1o §1.25 million for a combination of fixedasset financing and
permanent working capital,

[Top of Page} [To Startup Kit Table of Contents] [To SBA Home Pags!

DELTA is 3 lnint effort of the SBA and the Department of the [efense to provide financial and
{echnical assistance o defense-dependent small irms affected by defense reductions. The goal is to
heip affected smgit irms diversify inte the commarcial market while remaining a part of the defense
industrial base, Reductions affecting business may be the resull of any number of achions, such as culs
in defense spending, termination of defense contracts or the olosure or realigament of mifitary
installations.

SBA may guarantee 75 percent of a loan up 10 $1.25 million under the 7(a) program, or $1 million
under the 504 progrars. Technica! assistance, intluding halp in preparation of a business plan and loan
. application packags, is available trough Small Busingss Development Centers,
[Top of Page] [To Slartup Kit Tabile of Contents] To SBA Home Page)

SBA 504 Loan Program

504 is tha SBA's exonomic develepment instrument that suppons American small busingss growis and
heips communities theough business expansion and job creation, Tha SBA 504 loan grogram provides

inngterm, fixedrats, subondinate mortgage financing for acquisition andfor renovation of capital assets
including land, buildings and equipment. Virtually alt types of for-profit smali businesses are eligible for
thig program.

The SBA 504 toan is distinguished from other SBA toan programs i these ways:

o Lower down payment, allows a business {6 conserve valuable operating capital by injecting just
10% of toist project oost '

o Fixed interast rale; borrower knows cost of occupancy for the next 20 years,
o Rate is usually below market rate.

o Ali project costs can be financed, including acquisition {Jand and building, tand and construciion
of building, renovations, machinery and equipment) and soft costs such as Hifle insurance, legal,
appraisal, environrental ang bridge loan fees, Clasing casts may be fnanced.

* o Collgterat is typloally assets financed; aliows other assets to be free of liens and available t¢
secwe other negded fingncing.
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o Longlerm: real estale loans are 20-year term, heavy squipment 10 or 20-year terms and are
selfamoutizing,

o 504 program encourages banks amd other lenders to make loans in first position on reasonabie
terms, helps them retain growing customers, and provides CRA gredit,

o 504 program benegfits the borrower's community thrugh job ceasation and retention,
Businesses that receive 504 loans ars;

o Smatl aet worth under 58 million, net profit sfier taxes under $2 million, or meet othar SBA size
standards.

¢ Omanized a3 forprofit,

o Any type of business retall service, wholesale or manufacturing,

The SBA's 504 lending intermediaries, Certified Development Companies (CRCS) serve your
community to finance bugingss expansion needs through 504, 1ts professionat staff works directly with
you 1o 1ailor a financing psckage that meets program guidelings and the credit capacity of your
business. The 504 Loan Program is the first national financing program specifically designed for
expanding small business whose investrnent will creats jobs.

[Top of Page] [To Startup Kit Table of Contents] [To SBA Home Pagel
The Certified and Preferred Lenders Program

The most active aod expert lenders qualify for the BBA's Certified and Preferred Lenders Program.
Parlicipants are delegalad patial o full authority to approve lcans, which resuits in faster service,
Certified lenders arg those that have been heavily involved in regular SBA loanguaranty processing
and have met cerlain other ¢riteria. They receive a partial delegation of authority and are given a
three-day furnarsund on thelr applications {hey may also use regular processing).

Certified lenders account for 10 percent of all SBA business loan guaranties. Preferred lenders are
chasen Ifrerm among the $8A's best lenders and enjoy full delegation of lending awthorty, This authonly
must be renewed at least every two years, and the lender's postfolio is examined by the SBA
periodically. Preferred loans accourt for 18 percent of SBA loang, For list of certified/preferred lenders

{Top of Page] [To Startup Kit Table of Contents] {To SBA Home Fage]
The 7{M} Microloan Program ‘

These oans are provided directly by 8 network of imermediaries approved by the SBA for the purpose
of making microloans {from 3100 up to §25.000) to small businesses for the purchase of machinery,
equiprnent, furniture, Mxdures, inventory and also for working capital, These intermediaries also provide
iechnical and managament assistance to the owners. Most small husinesses who gre unable to obiain
funding through converdions! sources urihe other SBA guarantéed loan programs shouid contact ihe
microioan lenders in their grea,

Conatac your jocal $BA office for information on tocat Microloan Lenders,

(Top of Page] [To Startup Kit Table of Contents] [Te SBA Home Pags]
The Small Business Investment Company {SBIC! Program
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There sre a variety of allernatives to bank financing for small businesses, especiaily business startugs.
The Small Business Investment Company Program is the gap between the availabiily of venturs
capital and the needs of smail businesses that are either starling or growing. Licensed and ragulated by
the BEA, 88ICs are privately owned ot managed investment firms (hat make capitat available 1o
smalt businesses through invesiments or l0ans. They use thelr own funds plus funds obiained at
favorable rales with SBA guaranties and/or by sefling their prefermed stock {0 the SBA, SBICs are for-
peolit firms whose incentive is (o share in the sutcess of 3 smail business. in addition 1o eguily capiial
ad Iongteom loans, SBICs provide deblequity invesiments and mansgement gasistance. The SBIC
Program provides funding to all types of manufactunng and service industrigs. Some investmeant
companies spedialize in centain fields, while others seek out small businessas with new products or
services because of the strong growth potantial, Most, however, consider a wide variety of investment
opporunities.
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ACENet

The Anget Capital Electronic Network (ACENet) is a nationwide Internet-based listing service that
provides information to ange! investors on small, dynamic, growing businesses seeking $280,60010 85
million in equily financing. ACENet, sponsored by the Office of Advocagy of ths U8, Small Business
Adminisirglion, was announced Dy the Prosident of the Uniled States in Detober 1888 B is a major
effort by the Office of Advocacy 10 siart systemsiizing, on a nalionwide basis, and axpanding
information available {0 invesiors on Bans seeking equity financing. Once fully operational, ACENet
will be run as a private, independent, notforprofi organization.

ACEN®t is not a matching service and does not serve as an investment adviser or trokerdeater, In
addition, no securities tfrading takes place on ACE.Net,

Applications and more detailed information are available at the ACENet Internet site, which can be
accessed at hitn/Avww, sha . gov/ARDVCYacenet himl.

{Top of Page] [To Startup Kit Table of Contenis] [To SBA Home Page]
Community Adjustment & Investiment Program ’

The Communily Adiustment & investment Program {CAIP) was created o help communities that
suffersd iob losges due o changing rade patlams foflowing ihe North Amedican Free Trade Avreement
(NAFTA), The Narth Amearican Bevelopmaent Bank has parinered with the S8A and the U8,
Depariment of Agriculture to make oredit available to businesses in eligible communities to oreate or
retzin jobs. Business applicants must be able 1o demonsirate that the ioan or loan guaranly will be

used to create or preserve at least ong job for every $35,000 in loans dover a 24-month period,

[Top of Page] [To Startup Kit Table of Gontents] [To SBA Home Page)
Minority Enterprise Development Program

Section 8(a} Program

The Minority Enterprise Dovelopment Program, commoniy referred to as the 8{a) Program, has been
revamped info 8 busingss development program that provide entrepreneurs and coniraciorns assistangs
in undersianding, preparation, negoliation and assistance in compeling for feders! gavernmaent contrag]
awards. Ths B(a) program is 8till available and growing in the assistance it delivers 1o smsli businesses
owned by sodially and sconomically disadvantagsd persons.

The 8(g) Program is available (o American citizens who can demonstrate a potential for success angd
that the business is owned at 51 percent by eligible persons. Current law creates a presumption that
certain groups including African Americans, Asian Americans, Hispanic Americans, Native Americans,
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as well as several other groups, are socially and economically disadvaniaged.

non-rinonity and disabled individuals who can demonstrate by a "preponderance of evidence" that
{hey have besn subjected o racial or ethnic prejudice or cultural bias because of their membershin in a
particular group. The purpose of expanding the 8(a) business develuprient program was 1o, in effect,
broaden and create 4 more squitable distribution of 8(a) benefits, imprave 8{aj program pariicipant
sutcess rates afier graduation from the program, establish a B{a} Mentar/Protege program, foster joint
veniures and revise the smakll business affiliation rules on bidding on goverrument contracts,

. On June 30, 1888, the eligibiiity criterda was expanded to include language thal now affonds eligibility to

Alsa, the changes further assist in developing a new Small Disadvantaged Business Program {SDB).
The purpose of the SDB Program is to bandle aclivities associated with cortifving firms 85 8D8s and to
process protests challenging the disadvaniages status of g firm claiming o he an SDB.

In addition, 8(a} business development personnel can assist vou through a listing of small business
reprasentiatives in both the public gref privale seciors, a8 well as direct you o specific workd wide web
sites thal provide semall business procurement and purchasing-related business assistance.

Contact your local SBA office {0 reasive mors detaled information orio obtain an 8(a) application,
Alsg, don't forget 1o visit the prosurement section of 88A's websile, http www.sha qov,

[Top of Page] [To Startup Kit Table of Contents] [To SBA Home Paqge]
SBA Pre-Qualification [Pre-Qual) Pilot Loan Program i

SRA Pre-Qualification Pilot Loan (Pre-Qual) Program was developed to provide substandive suppont
and assistance in the small business loan application process 10 those segments of the small businegss -
community that traditionally may have been underserved by the lending commumnity,

. The Pre-Qual concept was originally introduced as the Women's Fre- Qualification PHoL Laan Program
in June 1994, A Minority Pre- Gualification Pilot Loan Program followed in Aptll 1988, in July 1998,
these programs were combined under an ymbralia Pre-Gual program (0 more aggrassively market the
SBA's loan programs {0 & wader variety of underserved markets.

The new gombined Pre-Qualification Pliol Lagn Program was developed prirsarily to address the
foitowing markets, identified by $BA gy underserved, via raditional iending programs; women,
velorans and minorily-owned businesses, as weli as exporters, rural markets and certain designated
geographical areas and industries,

The Pre-Qual concept revolves around intermediaries who help market the SBA's toan programs and
assist prospeciive borrowers in assembling a viable loan application package.

To he eligible, a prospective business rust be §1 percent or more owned by veterans, women and/or
minorities, Export-eligible loans are those made with the indention of significantly sxganding existing
export markets or developing new exnort markets, With respect to rural markeis, and other spacially
designated geographical areas or industries, sontact your iocal SBA office for specific requiremants.

The maximum lcan amount under ihis program is $256,000. if a borrower currenily Bas an 8BA oan
anct the combined lozns required as a result of this program are more than $255.060, the request s to
be processed through the regular gusidy program.

The Pre-Qualification Loan Program is 8 7{a} loan program, Therefore all other terms, conditions and
requirements of the 7{a} program apply a5 prescribad by $BA’s policies and reguintions

. [Top of Pags] {To Starup Kit Table of Contents] {To SBA Home Page)
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The federal govemment is the largest buyer in the world and small businesses are often at s
disadvantage when trying to win federal contracts, but the LS. Small Businass Administration (SBA)
can help ovarcome the barriess. Warking closely with federal agencias and the nation's leading lams
confractors, the SBA works to ensure that amall businesses obtain a fair share of govemmern! contracis
ardd subcontracis. The SBA has a number of programs [0 help small firms do business with the federal
govemment:

Through the Prime Contracts Program the SBA heipg 1o Increase the small busingss share of
govermnment conlyacts, it aiso agvoecates for the breakout of items purchased through full and opsen
competition. $BA procurement center representatives (FCRs) work 1o expand contracting opportunities
for small businesses. PCRs review contracting actions at maior federal procurement centers, review
the subcortraciing plans, recommend contracling sources and provide coqunseling.

There are two types of PCRs: traditional and breakout. Traditional PCRs work to increase the number
of procurements set aside for small businesses. Breakout PCRs work to remove components or spare
parts from solesource procurements to procuremants through open competition, which generates
savings for the federal govemment,

Visit the $SBA's Office of Govermnment Contracting Home Page at htipiwww sba govine for a listing of
PLRs and buying instaligtions nationwide,

The Subcontrasting Assistance Program promaoles the full uliization of small businesses by the
nation’s major prime coniractors. The Agency's Commercial Marketing Representatives (CMRS)
concentrate on farge businesses that have ons or more federal confracls in excess of $500,000,

The CTMR will review these large companies’ subtontracting plans in order to identify small business
sources to satisfy specific needs of the prime contractor,

The Certificate of Competency Program (COC) helps small Dusinasses secure Faderal contacts by
providing an appeal peocass 1o lawbidder firms denied government gontracis for a perceived lack of
ability or financial resources 1o pertorm the work. A small finm may apply 1o the BBA for g Cedificate of
Competency {Col) when they are low bidder on such & contract but are considered by the contragting
agency o be unable (& complete the work. The Coll is a document indicating thal the firm with the low
bid has ihe plant o7 financial capacily 1o compleio ihe coniract. A plant survey and financial analysis of
ihe firm is performed Dy 8BA parsonnel, Wilhin 15 workdays of seceipt of the referrgl, 1he fiom and
contracting officer are notified of SBA's decision regaiding the CoC. issuance of the OnG to the
successiul low bidder usually results in savings 1o ihe governmant over the next low bid.

set aside exclusively for smail business. When a firm's claim that it is small is challenged, the SBA
size speciallsts determine if the firm does, in fact, mest established SBA size standards, Size
determinations may also be made when requested in connegtion with ather federal contrasting
DIGOrams,

The Surety Bond Guarantee Program

The Surely Bond Guarames (8BC) Program provides smail and minority contractors with confracting
oppartunities for which they could not otherwise compete, By law, prime coniractors 1o the Tederal
government must post surety binds on federal gonstruction projects valued at $100,000 or more. Many
state, county, municipal and pivate sector contracts aiso reguire bonding, but smail and minority
businesses may not be able (o obtain bonds through regular commercial channels. Through this
program, the U.5. Small Business Administration {SBA} can guarantee bid, performance anid payment
bonds for contracts up te $1.28 million for eligible smalf contracters,
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A surety bornd is a threeway agreement between the surety company, the coniracior and the project, |t
binds the contractor to comply with the terms of a contract, If the contractor s unable 10 do so, the
surety assumes the responsibility and ensures that the projedt is completed. The SBA gusrantees
surety companies against a perceniage of iosses sustained 2 a cosull of a contractor's defauli on a
guaranteed bid, payment or parformance bond,

There gre four major types of surety bonds:

o Bid guarantees the bidder will enter into 5 contract ang furnish the required payment and
pedormance bonds,

o Payment guarantees payment from the contratior o parties who furnish labor, materials,
suidpment and supplies,

o Performance guarantees the contractor will fulfil the contract in accordance with its terms.,
¢ Antiflary bords which are incidental and essential to the performance of the contract.

The 8BS Program consists of the Prior Approval Program and the Praferred Surety Bond Program,
Under the Prior Approval Program, the guarantee may range from 80 1o 80 percent of the losses
sustained under 2 guaranteed bond, and the surety must obtaie SBA appeoval for each bond. Under
the Prafarred Surety Bond Program, selected surelies receive a 70 percest bond guaraniss and are
authorized 1o issue, service and monitor bonds without the SBA’s appraval,

[Top.of Page] [T Startup Kil Table of Contents] {Te 8BA Home Panse]

Eligibility

Contractors In addition [0 nsesling the surety's bonding quaiifications, & conirasior must meet the
SBA's size aligibility standards for a small business. Businesses in the construction and service
industries can guglify H their average annual receipls for the last three years, including those of any
afifiaies, ¢o not exceed 89 million. Your SBA distriot offics gan answer any guestions regarding
pligibitity,

Bonds The SBA can guaranise bonds for contracts up to $1.25 million, A contract bond (bid,
performanas or payment) is generally sligible for an SBA guarantes if the bond is:

¢ lsted in the Contragt Bonds section of the Surety Association of America’s "Manual of Rules,
Procedures and Classifications™,

o required by the contract or invitation to bid and:

o execited by a surety company that is acceptable to the ULS. Treasury (Cirsudar 871 and qualified
by the SBA.

Anciliary bonds may alse be eligible. For more information, contact your SHA disirict office.

[Top of Page) To Stadun Kit Table of Contents] {To SBA Mome Pagel
Submitting an Application .

The contractor chooses o parlicipating surety company and applies for & $pecific bond through 2
bonding agent who represents that surety, The application provides the background, credit and
financial information required by the surely company and the 8BA. Coniact your SBA district office for
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# list of focal surely goants who ¢an provids the formns equired by the 8BA,

Qnege the surely company receives its completed forms and sufficient underwriting information from
ihe applicant, it processes and underwrites the application and decides whether to;

o execute the bond without the SBA's guarantes,
o execute it anly with the SBA's guaraniee, or
o decline the bond sven with the SBA's gusraniss.

if surety in the Prior Approvat Program determines that the SBA must guarantes {he bond, it submits
an underwriting review, guarantee agreemen!, supporting docurments, and the contrastor's application
forms to the SBA, if the application is for a final bond, the contractor's guaranteefes check is aise
attached. . :

A surety in the Preferred Surety Bond Program may issue the bond without the SBA's approval. The
swrety must then report the bond 1o the SBA and forward the contractor's fee payment within the
required time, _

{Top of Page! [Ty Stadun KH Table of Contenis [Te 8BA Home Pagsl
Application Review

i the Prior Approval Program, the SBA reviews the information, documentation and uncdemriting
rationaie of the surety company 10 determine if the application is aligitls for the program. if i/t is, and
the information submitted by the surety company appears favorable, the $BA guaranigees the bond (the
SBA may also request additional information).

Fees

The SBA charges fees io hoth the coniractor and the surety company; rates are published periodically
in the Federaf Register. The 8BA does not charge the contragior 3 fee for an application or 8 bidbond
guarantes.

When the bond is issued, the coniractor pays the surety company's hond premiurm. This charge cannot
exceed the level approved by the siate in which the bond is issued,

FRON: is an elechronic gatewsy of procuremend infermation for and about small businesses. His a
search e