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Dear Friend:

Entrepreneurs and small businesses are helping to create new jobs, develop
groundbreaking technologies and grow Pennsylvania’s economy. In fact,
our economic health depends more than ever upon the contributions of
those hardworking women and men who take the financial risks, who push
back the boundaries, and who create more and more opportunities for the
rest of us. After all, small business is the largest job creator in
Pennsylvania, employing about fifty percent of our state’s workforce.

Whether you are expanding an existing business or starting a brand new
one, you'll find the Entrepreneur’s Guide to be a reliable and helpful
resource. It clearly outlines all the Commonwealth’s business-friendly
services, from financing programs and technical assistance, to information
about the business registration process.

I also encourage you to make full use of our extensive network of service
providers, including the Small Business Development Centers. This
network is staffed by experienced professionals, who are ready to work one
on one with you to help achieve your business goals. And, don’t forget to take advantage of Pennsylvania’s fast,
flexible and award winning on line resource — the PA PowerPort, located at www.state.pa.us., PA Keyword “Open
for Business.”

In addition to using the Entrepreneur’s Guide, I recommend that you call our Center for Entrepreneurial
Assistance. It's a toll-free call: 1-800-280-3801. There, you will find expert assistance from our
business-development specialists and advocates, who understand the challenges of starting and running your
own business.

My administration is committed to working closely with Pennsylvania’s entrepreneurs and small businesses.
Together, I am confident we can build a strong and successful commonwealth, full of opportunity and promise
for all.

Sincerely,

Edonnd &, s

Edward G. Rendell
Governor




Dear Friend:

The entrepreneurial spirit has always been a powerful force in building
Pennsylvania’s economy. From small manufacturers to health care
providers, high-tech companies to family-owned businesses, our
entrepreneurs create jobs, encourage innovation and help Pennsylvania
succeed in today’s highly competitive marketplace.

The Center for Entrepreneurial Assistance (CEA) was established within the
Department of Community and Economic Development because small
businesses are so vital to the revitalization of Pennsylvania’s communities.
The CEA is your first stop on the road to starting and growing a successful
business. By connecting entrepreneurs with a network of economic
development service providers, the Center locates potential financial and
other resources, as well as helping you quickly identify state registration
requirements.

The Rendell Administration is working closely with entrepreneurs to help
them achieve the dream of operating a successful business right here in the

Commonwealth of Pennsylvania. That's why we're presenting the Entrepreneur’s Guide: Starting and Growing a
Business in Pennsylvania. This invaluable resource connects you to the people, agencies and information
sources that provide answers to your questions about business development and growth.

As an entrepreneur, you are helping to fuel fires of economic growth in the Commonwealth, and creating
opportunities for our diverse communities. Your success is a big part of Pennsylvania’s success. In addition to
carefully reviewing this publication, I urge you to contact the Center for Entrepreneurial Assistance, just a

toll-free phone call away, at 1-800-280-3801.

‘S\L/CereQAAZE ;

Dennis Yablonsky
Secretary, Community and Economic Development
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Checklist for Business Start-Up

The following checklist outlines many of the steps necessary to begin your business. The list is intended to help
you determine where you are right now, and what assistance and information will be required to proceed from
your present position to opening day. Place a check next to those activities you have already completed or do
not apply to your type of business. For those activities you have yet to accomplish, you may want to identify the
source of the assistance as you read through this guide.

m General Start-up Activities
Determine the business you want to start and assess:

a. your gualifications for that business
b. the feasibility of making that business profitable
Conduct research on your industry, target market and competition.

Select a location and analyze it for traffic, parking, customer and delivery access.

Develop a list of all start-up expenses: equipment, furniture, deposits and services.
Identify the cost of each item.

Develop a list of all potential monthly expenses.

Identify all financing resources available at the local, state and federal level and list those most appro-
priate to your firm. Make contacts for information.

Establish a bank account for your business.

Research potential suppliers and investigate credit terms with each.

Develop job descriptions for the individuals you intend to hire and prioritize their hiring.

Investigate all start-up procedures specific to your industry.

Write a business plan that includes your management, marketing, production and financial strategies.
Establish record-keeping procedures for financial management, marketing, personnel, maintenance, etc.

Identify all management assistance resources available at the local, state and federal level and list those
most appropriate for your firm.

Identify an attorney, accountant and insurance professional whose skills will complement your needs.

Secure financing if needed.




m Regulations and Requirements

Listed below are suggestions for basic information sources. If you have a question about state requlations that
is not answered below, call the Center for Entrepreneurial Assistance, 1-800-280-3801.

Determine the best type of business structure for your venture. The most common choices are: sole
proprietorship, partnership, or corporation. For registration help, call the Pennsylvania Department of
State, Corporation Bureau, 717-787-1057.

O If your business will be a sole proprietorship and you will be using an assumed name, you must
check the availability of the name you have chosen and register it.

O If your business will be a partnership, draw up your partnership agreement. If the partnership will be
using an assumed name, register the fictitious name.

O If your business will be a corporation, file Articles of Incorporation.

If you will employ one or more people, obtain federal, state and local forms:

O Federal Income Tax and Social Security Tax withholdings: contact the Internal Revenue Service,
1-800-TAX-1040 for information; and 1-800-TAX-FORM to order forms or publications.

O Insure your workers’ compensation liability by purchasing a workers’ compensation policy through an
insurance company or from the State Workers’ Insurance Fund, 570-963-4635, or by securing
approval for membership from a certified group self-insurance fund, if one operates covering your type
of business. Additionally, larger businesses that have been operating for three or more years may
apply for approval to individually self-insure liability with the Pennsylvania Department of Labor and
Industry. For more information on group or individual self-insurance, contact 717-783-4476.

O Unemployment Compensation: request the PA-100 Enterprise Registration Form and Instructions by
calling 1-800-362-2050. You may also download a copy of the PA-100 from the Pennsylvania Depart-
ment of Revenue’s web site at www.revenue.state.pa.us or register on-line at
www.paopengbusiness.state.pa.us.

Obtain a Federal Employer Identification Number (EIN) from the Internal Revenue Service. For informa-
tion on the EIN, contact the Internal Revenue Service at 1-800-TAX-1040. To request an EIN application
(Form SS-4), call 1-800-TAX-FORM or visit www.irs.gov.

Determine if your business is required to collect sales tax. Refer to the blue pages in your telephone
directory (under State Government) for the nearest Pennsylvania Department of Revenue District Office in
your area. If sales tax is applicable, request the PA-100 Enterprise Registration Form and Instructions.

Contact the Pennsylvania Department of Labor and Industry to make sure your building has an occupancy
permit and that it complies with the Fire and Panic Regulations and Universal Accessibility Standards. To
verify an occupancy permit, call the File Research Section of Labor and Industry, 717-787-4382. For
compliance questions, call the Buildings Section of Labor and Industry at 717-787-3806 and speak with a
plan examiner. For buildings located within the city limits of Philadelphia (215-686-2467), Pittsburgh
(412-255-2181) and Scranton (570-348-4193), call the appropriate city code enforcement office.

If your business will be serving food or beverages, contact your local health department and the Pennsyl-
vania Department of Agriculture regarding registration or licensing procedures. Refer to the section on
Business Requirements and Regulations.

If your business derives its income from Internet sales and services, there are no special registration or
licensing procedures required by the Commonwealth. The same requirements that apply to all other types
of business such as business name registration, tax regulations, business structure election, employment
responsibilities, etc. on this checklist apply to technology based companies. Also, be sure to review the
License and Permit Requirements section of this Guide. For clarification on sales tax issues call the
nearest Pennsylvania Department of Revenue District Office.




Check with the local municipality (city, borough or township) concerning zoning requirements and any
required local licenses and permits.

Check with federal, state and local government (city, borough, township or school district) agencies
concerning their tax laws and business requirements.

m Potential Resources
In addition to resources listed in this publication, the following sources of information can be helpful:

Commonwealth of Pennsylvania web site: www.state.pa.us
Telephone directories

Directories of trade associations

Trade association research offices

Trade shows and trade show directories

Trade and industrial publications and data bases

State, national and international directories of manufacturers
Chambers of Commerce

Local economic and industrial development agencies (see your telephone directory)
Census data (state and local libraries)

Annual reports

Industry buyers

State Library web site: www.statelibrary.state.pa.us
SBDC's: www.pasbdc.org




How to Assess Yourself and Your Business Idea

Four basic factors influence a successful business start-up: a qualified entrepreneur, a profitable business idea, a
thorough business plan, and adequate capital. The latter two factors, plan and capital, are subjects of the next
two sections of this guide. Before you proceed, you should assess both your own entrepreneurial skills and the
viability of your business concept. If it is not feasible (profitable) for you and your business concept to succeed,
you will not need to spend time writing a business plan and seeking financing.

m Is Entrepreneurship the Right Choice for You?

Your previous work experience may not have fully prepared you for business ownership. Therefore, before you
can begin your entrepreneurial education, you will need to identify the characteristics of successful entrepre-
neurs and compare them to your own strengths and weaknesses. Many studies have been conducted and even
more articles written on “the right stuff” for being an entrepreneur. A summary of the primary characteristics of
successful business owners follows. Rate yourself with a plus (+) for those traits you already possess, or
minus (-) for those that could benefit from improvement.

Problem-solving: can explore innovative ways to respond to opportunities.

Goal-oriented: can envision a desired outcome, as well as plan and implement the activities required to
achieve it.

Self-confidence: believes in own ideas and abilities, and conveys that belief to others.

Risk-taking: can abandon status quo, explore options and pursue opportunities.

Decision-making: ability to make prudent choices even in a stressful environment.

Persistence: can tenaciously pursue goals regardless of the energy and commitment required.
Communication: can speak, listen and write effectively.

Interpersonal relationships: can understand the wants and needs of others, as well as inspire them.

Leadership: can direct others effectively and empower their performance.

If you gave yourself a minus in any of the traits on the checklist, it does not mean you should give up your entre-
preneurial venture and seek a job in someone else’s business. By making a conscious effort, you can strengthen
weak entrepreneurial characteristics. Begin improvement by reading business magazines and books, enrolling
in educational programs, and seeking out a mentor who exhibits the traits you need most. If you have some
other idea about how to strengthen a weak characteristic, that is good. You possess another characteristic of
successful entrepreneurs—you are creative!

As an entrepreneur you must possess not only the personal traits for success, you must also possess some
degree of expertise in each of the managerial skills required for business survival and growth. Although you can
hire skilled employees, engage qualified consultants, and develop a corporate advisory board, ultimately, it is
you who must determine the strengths and weaknesses of your business, diagnose problems and seek out the
expertise of others. You must learn to wear each of the managerial “hats,” sometimes all at one time. Entrepre-
neurial tasks include the supervision and even performance of financial management, personnel management,
marketing management and production management. If you have not developed the experience necessary to
learn the basic skills of each of these areas, begin now to build them as a mandatory foundation for your
business.




m Is Your Business the Right Choice for Your Customers?

Once you have decided that it is feasible for you to be an entrepreneur, begin assessing whether your business
concept is feasible. Many entrepreneurs have plunged into a business without thoroughly evaluating the profit-
ability of their product or service. After expending vast amounts of time and money, they discovered their
business idea was flawed. Failure rates for early stage businesses often exceed 50 percent, so take the time to
test the validity of your concept against the following characteristics of a feasible business:

The product or service satisfies the needs of the prospective customer, not simply the desire of the
business owner.

The product or service has an identifiable advantage over competitive sources. The advantage is of signif-
icant relevance to the customer.

The quality of the product can be maintained to a level that encourages customers to make repeat
purchases.

There are a sufficient number of customers in the market to support an additional competitor.

The product or service is compatible with existing beliefs, attitudes and buying habits of prospective
customers.

The benefits of the product or service are easily communicated to the target customers.
The price of the product or service is within an affordable range for the intended customers.
Cost-efficient methods of targeted communication exist between the seller and the potential buyers.

Projected sales potential, based on the number of customers and their average expenditure for the
product, is sufficient to generate a profit after all expenses are paid.

Sufficient sales can be generated during peak months to support the business expenses for the entire
year.




How to Write a Business Plan

Like all entrepreneurs, you will need to do a great deal of research before opening your business. Writing a
business plan, a document that clearly describes your vision of all the details of business operation, is recom-
mended. The plan allows you to apply your research to your decision-making. Although a business plan is time
consuming, it is important to business success. Completing the plan forces you to examine all decisions of
management, marketing, personnel and finance in an objective and organized way. Another important benefit
of the planning process is that you will project the amount of financing needed for start-up and the early stages
of your business. The plan will, therefore, become a useful tool in securing capital before start-up. Then the
plan becomes your owner’s manual guiding your daily operation and activities.

Among other things, the business plan describes the products and services you will sell, the customers to whom
you will sell them, the production, management and marketing activities needed to produce your offerings, and
the projected profit or loss that will result from your efforts. A complete outline of the content of the plan is
supplied below. When you adequately cover all of the outline elements, your business plan will provide answers
to these questions:

m  Who are you? A personal resume outlining the education and experience that will allow you to start and
manage your business successfully.

m  What are you going to do? A description of your business concept, the products and services you will be
providing, the market which you will serve, where you will be located, how much money you will invest and
how much additional money you will need (if any).

m  Where are you going? The short- and long-term goals you have set for your business.

m  How are you going to get there? The strategies that will allow you to meet your financial responsibilities,
compete with others in the marketplace, learn new management skills, communicate with your customers,
etc.

Business planning is an ongoing activity. Existing businesses, as well as start-up firms, benefit from writing and
updating their goals, plans and activities. Although plans differ in some content elements depending on whether
the firm is a retail, manufacturing, distribution or service enterprise, the following outline should provide a solid
framework for preparing your business plan. Brief explanations are provided in each section, but if you have
questions about the application of the outline to your particular business, contact the Small Business Develop-
ment Center (SBDC) (www.pasbdc.com) or Service Corps of Retired Executives (SCORE) (www.score.org)
Chapter in your area. Refer to Section IV, Pennsylvania Resources Section for contact information.




The Business Plan

m Title Page

All contact and ownership information is included on the title page. Some entrepreneurs like to add a very
brief business description, slogan or mission statement.

a. Business name, address, telephone, e-mail and web site
b. Name of owner(s)

m Table of Contents

Include a list of all sections of the business plan and the appropriate page numbers. Graphs, diagrams and
other visual representations should also be identified. Items included as exhibits at the end of the plan
(example: owner resume) should be clearly identified so that the reader can reference them while reviewing
the plan.

m Mission Statement

The mission statement should describe why your company exists in the marketplace. Some companies use
this statement as a foundation for management decision-making, and publicly display it on promotional
literature and in the place of business. Many entrepreneurs find it useful to make the mission statement
brief and general enough to allow potential growth of product lines and services. Consider the difference
between describing yourself as a company in the “automobile” business, and a company in the “transporta-
tion business.” The mission statement is usually not changed for five years or more and so it is important for
it to adequately portray your firm’s identity and philosophy.

a. Description of company purpose

b. Identification of those served

m Executive Summary

An overview of the content of your business plan allows managers, strategic partners, investors or lending
agencies to quickly grasp your concept and business direction, so that as they read the pages that follow,
they have a clear idea of your intentions. Because the plan encompasses so many activities, the reader
could fail to extract the owner’s view of the most important information. You will find many uses for this
summary as you move forward to promote your company, network in the business community and work with
vendors of business products and services.

Brief description of the company history
Purpose of the plan

Goals of the business

Description of the products and services
Customers

Management team experience

Amount required from lender*

Other sources of funds/collateral*
Method of repayment™*

Sa "o a0 oo
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(*) Items marked with an asterisk are added to the business plans being used to secure financing.




m Industry Status

This is the part of your plan that discusses the business environment in which you will be operating. Entre-
preneurs often wish to gloss over this section because the factors are considered external to the company and
uncontrollable. Gathering this information is important, however, because it can help you determine limita-
tions or opportunities impacting your profit. You may even discover information that changes the type of
business you are starting, or the ways in which you expand operations. Be sure to study both positive and
negative factors.

a. National/Regional economic growth or decline
b. Industry outlook

c. Projected opportunities

d. Regulatory environment

e. Technological influences

m Target Market/Customer Base

An error in the determination of your target market(s) will not only adversely affect all other sections of your
business plan, it will most certainly increase your advertising and promotion expense. For some businesses it
is the difference between success and failure. In this section of the plan describe the most likely customers
for your product or service. Who are they? Where are they? When and why will they buy from you? To be
thorough you must also describe the target market between you and the end user of your offerings. For
example, if you are a manufacturer, you may need a retailer or distributor. Without the retailer or distributor
purchasing your product, the end user will never have the opportunity to purchase. You may need promo-
tional literature such as product and price sheets for this “middle” market and you may even need sales
assistance. Overlooking this market could result in underestimated expense.

Often your entire market of purchasers can be divided into segments, or groups of purchasers with common
needs. Segmenting your market allows you to define and describe buyers’ needs and habits as completely as
possible. Accurate information about the size of your market and expected market share helps you predict
potential income.

a. Characteristics of the target market:
e Demographic profile (age, income, sex, education)
e Business customer (industry, size, purchaser)
e (Geographic parameters
b. Size of the market/expected market share
c. Market segmentation
d. Customer buying habits (seasonality, quantity, average expenditure)

m Marketing Plan

The marketing plan describes all activities involved in selling. It sets annual sales goals and examines the
competitors’ products and services and how your offerings are unique. Marketing is not simply advertising
and promotion activities. Although these communication elements are extremely important, they are ineffec-
tive if you have not chosen products and services wanted and needed by your potential customers. The
marketing plan should include a complete description of all offerings. Names, colors, assortments and other
details are important to customer choice. If you have multiple products for multiple target markets, this is
the section where those distinctions must be made.

If you are tempted to dismiss competition, ask yourself how your potential customer currently solves the
same problem your offerings are intended to solve. What are the customers’ choices when spending their
financial resources? It can be helpful to develop a matrix that lists all your major competitors, their products
and services, prices, methods of promotion and location. By incorporating your own marketing information
on the matrix, you can identify your firm’'s strengths and weaknesses. Your marketing section includes




customer service policies. Small businesses often have an opportunity to compete with larger firms by
offering flexible, courteous, customer-centered services.

The pricing of your product must consider competition and customer expectations, but it must also
consider all expenses. It is not uncommon for early stage businesses to: (1) believe they can sell at the
lowest price; (2) misunderstand the importance establishing price policies at levels other than the end user
level; and (3) overlook the relationship between pricing and other elements of marketing.

The location element of business planning once focused on a physical business site, customer access to
that site and transportation (logistics) related to the site. With advancements in technology, both start-up
and existing businesses must examine whether the location for interface with customers is a physical
location, cyberspace or both. A web site can be used to simply promote a business and its offerings, or it
can be the actual marketplace where sales are consummated. Web site development, performance, delivery
systems and payment activities are now a necessary part of the marketing plan.

Few businesses exist without advertising expense. The choices of strategy and media are many, but the
choice to eliminate advertising says the entrepreneur can not afford to communicate with customers. A
lack of communication is directly related to a lack of customer spending and a lack of customer spending
critically impairs the business’s survival. Since advertising and other elements of promotion are legitimate
business expenses, they must be incorporated in the price of the products and services.
Sales goals
Description of all products and services
Direct and indirect competition
Pricing objectives/methods
e Wholesale and retail
e Discounts and special allowances
Seasonality in pricing
o Credit terms
e. Location
Where products/services will be sold
Web site
Analysis of advantages/disadvantages
Plant/store atmosphere
Transportation
f.  Promotion activities
Advertising
Public relations
Publicity
Trade or business shows
e E-Commerce
g. Packaging
h. Customer service policies
i.  Sales training, management and methods
j.  Growth strategies

a0 o w




Production and Operations Plan

A lack of production and operations planning causes entrepreneurs to underestimate start-up, maintenance
and growth expenses. The decisions in this section of the plan consider the “physical” health of the
business. If the business is started at home, the entrepreneur should set criteria such as income, number of
employees or product expansion that will necessitate moving to a business site. Decisions made in this
section affect the extent of company indebtedness, as well as the collateral of the business when it seeks out
loans or investments.

a. Facility
e |ease or purchase
Size and floor plan
Zoning, local regulations, taxes
Renovation/expansion plans
b. Equipment
e Machines/tools owned/needed
e |ease or purchase
e Maintenance procedures and costs
e Vehicles
e Telecommunications and data

c. Production process and costs

d. Suppliers/credit terms

e. Transportation and shipping access and equipment

f.  Scheduling for completion of research and development
Insurance

By definition, entrepreneurs are risk takers. They launch a new enterprise in a competitive environment with
less than adequate capital and work more hours in the day than their corporate employee counterparts.
Once the decision has been made to become an entrepreneur, risk management becomes a part of the job
description. As a firm grows, the wise entrepreneur develops a risk management program with advice from
an attorney, accountant and insurance agent.

Young firms are vulnerable and protection comes from evaluating and prioritizing risks and insuring against
them. You can start by making a list of the perils your business faces. Identify which are most catastrophic,
such as loss of life, damage to property, employee or customer injury resulting from a faulty piece of
equipment or product. Take action to protect your business against these catastrophes first. Risks differ
related to your industry and specific offerings, and gaps in coverage can occur as the business grows. Your
risk management program should be evaluated annually.

a. Product liability f. Workers’ compensation
b. Personal/business liability g. Unemployment

c. Business interruption h. Fire

d. Vehicle i, Theft

e. Disability

10



m Management and Human Resources Plan

The people in any business are an important and expensive resource. Before developing this section of the
plan, the entrepreneur must identify how the business will grow and what skills will be needed for that
growth. If additional locations are planned, new managers will need to be hired or trained. If growth comes
from development of new products, researchers and engineers may be needed. If growth will result from
selling intensively to a small number of clients who buy on multiple occasions, employees that are capable
of developing good relationships and delivering excellent customer service are needed. The obvious
expense of human resources is salary and benefits. Less obvious is the cost of recruitment, selection and
training when turnover occurs. This section requires knowledge of state and federal regulations governing
employer and employee relationships.

a. Key managers
e responsibilities
e training
e reporting procedures
b. Personnel
e number of full- and part-time employees
e special skills/education required/continuing education
e job descriptions and evaluation methods
e benefits
e wages, commissions, bonus plans
e use of subcontracted personnel
e policies
Organizational chart
Lists of stockholders and board members
Amount of authorized stock and issued stock
Professional assistance (attorney, accountant, banker, insurance representative, etc.)

o a0

m Financial Plan

Books and software packages can be purchased with formatted worksheets to produce the documents you
need for your financial plan. The numbers used for each expense should be as accurate as possible based on
current research. Identify any fluctuations that can be predicted such as increases in raw materials, lease or
utilities in year two or three of your business. Estimate the month and year when additional employees will
be hired and what they will be paid. A break-even analysis helps you understand at what point the business
becomes profitable and allows you to set goals realistically. Without a financial plan you will find it nearly
impossible to interest lenders or investors in helping you start and grow, because you have no facts to back
up your enthusiasm and commitment to your venture.

a. Start-up costs (all one-time expenses such as equipment, deposits, fees, etc.)
Monthly expenses (ongoing expenses for lease, insurance, utilities, etc.)
Sources and uses of funds*

Balance sheets (opening day and projected three years)

Projected cash flow (monthly first year, quarterly year two and three)

Profit and loss forecast or statement (annual for three years)

Break-even analysis

Existing business (historical statements for three years*)

Personal financial statement of owner(s)*

j.  Assumptions used in preparation of financial projections

SQa ™o o 0o
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m Attached Exhibits

a. Managers’ resumes
b. Advertisements, news articles and other promotional documents

c. Contracts, leases, and filing documents (Fictitious Name, Employer Identification Number, Articles of
Incorporation)

Letters of support

Pictures of the product or service

Marketing research

Patents, trademarks, copyrights, license agreements

Income tax returns (three years)*

Invoices or estimates for facility or equipment purchases*

Sa o a

—.

(*) Items marked with an asterisk are added to the business plans being used to secure financing.

For assistance in developing your business plan contact the Small Business Development Center
(SBDC) (www.pasbdc.com) or the Service Corps of Retired Executives (SCORE) (www.score.org)
Chapter in your area. Refer to Section IV, Pennsylvania Resources Section for contact information.
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How to Finance Your Business

A leading cause of small business failure is inadequate start-up capital. Before you begin your new venture, you
must realistically project not only your start-up costs for such things as equipment, renovations, and promotion,
but also your cash flow requirements for the early stages of operation. It often takes time to build sales levels,
yet rent, utilities and other costs are immediate. During this time, bills are arriving faster than the customers,
cash reserves can help the business survive. Funding needed for start-up and operation of a business is
available in two forms: (1) debt capital - borrowed funds; and (2) equity capital - funds generated through the
sale of stock, or by the investment of the owner.

The terms on repayment of debt capital vary and are negotiated between lender and borrower. Raising capital
through the sale of stock is complex and highly regulated; you should seek legal advice. More than half of all
businesses are started with capital invested by the owner or the owner’s family. Should you decide that your
own resources are insufficient, the traditional sources of financing are: banks, local, state and federal agencies,
and venture capital firms.

In many cases the most fundamental document you will need for a loan application is a business plan, because
it shows the lender your ability to research and envision the establishment and operation of the firm. In the
previous section of this guide, the business plan outline contains several items marked with an asterisk (*).
These items are particular additions for a business plan being used with a loan application. In addition to the
plan, lenders consider several factors in evaluating a business loan:

Management Experience: your background compared to the skills required for your chosen business.
Repayment Ability: your realistic projection of business income allows you to maintain loan payments.
Collateral: your pledge of assets toward business stability and loan repayment.

m  Credit: your historic and current record of repayment of obligations.

Obtaining a loan requires preparation and credit worthiness, but a bit of sales ability can help. You will be
competing with many other business owners, and knowing what the lender needs when requesting a loan is just
as important as knowing what a customer needs when selling your product. Many lenders want assurance that:

m  You have something at risk in starting and operating this business. (Do not ask them to go out on a limb to
back you if you are not out on the limb yourself. You must have resources committed to your own venture
to secure the support of others.)

m  Your proposal is a sound one based on the 5 C’s of credit: capacity, capital, collateral, character, and condi-
tion (industry).

Refer to Section IV, Pennsylvania Resources for sources of financing.
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Worksheet: Start-Up Costs

Start-up costs are those expenses that you will incur before your business opens. They vary according to the
type of business, but this worksheet will help you begin the process of assessing your financial needs so that
your venture is not undercapitalized at the outset.

Deposit, office or building lease $
(Facility/location expense)

Decorating/remodeling/build-out $
(Changes in facility required for business operation)

Furniture/fixtures $

Equipment $

(Production, office machines, security, etc.)

Installation $
(Fixtures, equipment)

Telecommunications/data $

Utilities $
(Installation and deposits)

Initial inventory $
(Stock, supplies for manufacturing)

Office supplies $

Advertising and promotion $
(Business cards, stationery, brochures, grand opening)

Signs $
(Vehicle, interior and exterior for facility)

Licenses, permits and fees

Insurance

Legal/professional services

©“# H A P

Working capital
(Cash reserve for early months of business before sales
are sufficient to pay bills)

Total Start-up Costs $
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Worksheet: Monthly Expenses

Some of your start-up expenses will also become ongoing monthly costs once your firm is in operation. It is
necessary to estimate all of your monthly costs so that you are realistic about the income your firm will need.
This worksheet includes some basic considerations. Completing it will help you and your accountant develop
cash flow projections. In the column adjacent to the monthly expenses, make notes of those that increase or
decrease in particular months.

Monthly Expense Possible Variations

Rent/Mortgage Payment

Equipment Lease

Maintenance and Repairs

Advertising

Office Supplies

Delivery

Postage

Vehicle Expenses

Legal/Professional Fees

Insurance(s)

Telecommunications/Data

Other Utilities

Travel

Dues/Memberships

Materials

Payroll

R O A - =2 S - S - = S ~ = N == SR - . == . - S - S 24

Payroll Taxes

Total Monthly Expenses $
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Glossary of Financial Terms

accounts payable:

accounts receivable:

accrual basis:

amortization:
assets:

balance sheet:

break-even point:

business plan:

cash flow statement:

collateral:

current assets:

current liabilities:
depreciation:
equity financing:

fixed costs:

gross profit:
guarantor:

income statement:

liabilities:

line-of-credit:

net profit:
operating ratios:

owner’s draw:

money your firm owes to other organizations.
money other organizations owe to your firm.

financial record-keeping system in which income is recorded when it is earned
and expenses recorded when incurred.

reduction of debt through installment payments.
cash, property and other resources owned by your firm.

a financial document summarizing your firm’s assets, liabilities and net worth
as of a given point in time.

the point at which the amount of your sales income covers your costs.

a document that describes all management, marketing, financial and
operation activities for your business; often a document required to secure
financing.

a financial tool that describes moneys coming into and going out of your
business.

assets pledged toward repayment of a debt.

cash, inventory, accounts receivable and other assets that will be used in the
operation of the business within one year.

debts which your business will pay within one year.
the reduction in value of an asset as the result of use.
money contributed to the firm by the owner(s) and investors.

expenses that don’t change regardless of production increases or decreases
(rent, insurance, interest on loans, etc).

the result of subtracting the cost of goods sold from sales.
the person who makes a commitment to repay a loan if another defaults.

financial statement showing your firm’s profit or loss within a specified period
of time.

amounts owed to others.

a lender agrees to allow a borrower to draw a pre-specified amount from an
account on an as-needed basis.

the result obtained when expenses are subtracted from revenues.
expenses expressed as a percent of sales.

the amount of money taken from the business by the owner.
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profit and loss statement:

principal:

pro forma:
receivables:

return on investment:

variable costs:

working capital:

a statement of the results of business operation for a specified period; the
bottom line shows the net profit or loss of your firm.

the amount owed on a loan (not including interest).

a financial planning statement that projects future performance.
money owed to your firm by its customers.

profit generated from investing money in a firm.

costs that change as production output changes (raw materials, production
labor, storage and shipping, etc).

money available to a firm for daily operations.
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How to Choose a Site for Your Business

Choosing the appropriate site for your business can be vital to your eventual success. Because the start-up
process often involves so many details related to products, services and finances, entrepreneurs can misjudge
the importance of planning the firm’s location. Starting in the home seems inexpensive, or leasing a space close
to home seems convenient, or choosing a site that is inexpensive seems practical. A poor choice on start-up
location can result in added marketing, and moving or facility renovation costs in the future. For some
businesses, location is more important than for others. The wrong retail location, for example, is more critical
than the wrong consulting location.

If you decide to locate in your home, be sure to balance the obvious efficiencies with the image your business
conveys to your customers, suppliers and financial partners. If you determine that location is not a factor in
whether customers will patronize you (a dot com start-up is an example) then your next step is to contact your
local municipality to investigate regulations concerning zoning, signs and parking.

m Checklist for Business Location Analysis

If home is not the best place for your business, the checklist that follows will help you weigh the benefits of
potential locations. Begin by reviewing the list and crossing out the factors that are not important to your
business. Next, add any new factors that apply to your business. Finally, identify at least three potential
locations and consider each of the following factors.

Appropriate zoning for the type of business

Cost of land, building, facilities

Building codes

Cost of utilities (installation)

Availability and cost of utilities (monthly estimate)

Cost of monthly lease or mortgage payment

Cost of renovation or leasehold improvements

Availability and cost of security system

Availability of police and fire protection

Availability of the types of employees needed by firm
Availability of transportation for customers and employees
Occupancy permit requirements

Access for customers with disabilities

Tax structures and payment methods of local and regional government
Proximity/distance from competition

Maintenance costs for property, building, parking area
Expansion potential

Availability/restrictions on parking

Condition of neighboring properties
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Convenient to primary highways
Transportation and availability of raw materials

Convenient to entrepreneur’'s home

m Small Business Incubators

Small business incubators are facilities where young businesses can start and grow. Some incubators offer

businesses the opportunity to lease space at a lower than market rate. Most facilities provide tenants with free

or low-cost business counseling and training, and shared office equipment and services. These educational

opportunities and services help reduce costs and increase profits. After the start-up firm is nurtured for the first
few years of its corporate life, it is expected to “graduate” or leave the incubator to move into a business location
in the community. Graduation normally occurs in 3-5 years. Incubators may specialize in the types of firms they

can assist, for example, manufacturing and technology.

m  Reasonable lease rates for start-up firms

m  Shared financial, management and other services
m  Established entrance and exit policies

[

Access to capital and other start-up resources

While the Commonwealth does not own and operate incubators, the Pennsylvania Department of Community

and Economic Development has funded facility improvements and programs at numerous incubators. If you are
starting a business, you may want to call an incubator in your area to determine the types of services available.

Examples of incubators are listed below:

Allegheny

Glassport Industrial Center SPEDD. . . . . . . . . .. . ... 412-672-1331
Armstrong

Industrial Development Authority (www.co.armstrong.pa.us) . . . . ... ... ...... 724-548-3288
Cambria

JARI Center for Business Development (www.jari.com) . . . . .. .. ... ... ... .. 814-535-8675

Centre

Chamber of Business & Industry of Centre County (www.cbicc.org) . .. .. ... ... .. 814-234-1829
Crawford

Meadville Redevelopment Authority (www.redevelopmentmeadville.com) . . ... .. .. 814-337-8200
Cumberland

Murata Business Center (www.muratabusinesscenter.com) . . . . . .. ... ... ... .. 717-249-2356
Erie

Enterprise Development Center (www.redeveloperie.org) . . . . . . .. .. ... ... ... 814-899-6022

Corry Industrial Center (www.corryidc.org). . . . . . . .. ... .. ... ... ... ... 814-664-3884

Model Works Industrial Commons . . . . . . . . . . 814-774-9339
Indiana

Indiana County Small Business Incubator (www.up.edu.incubator.org) . . . . . .. .. .. 724-357-2179
Lackawanna

Carbondale Technology Transfer Center (www.4cttcorg). . . . . . ... ... .. ... ... 570-282-1255
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Lehigh

Bridgeworks Enterprise Center (www.brigworks.com). . . . . . ... ... ... ... .... 610-770-1015
McKean

Robert B. Habgood Business Development Center (www.bradfordpa.org). . . . . . .. .. 814-368-7170
Mercer

McNeilly Business Center (www.gaedc.org). . . . . . . . . ... .. ... ... ... ..... 724-588-1161
Northampton

NET Ben Franklin Business Incubator Center (www.nep.benfranklin.org) . . . . . ... .. 610-758-5261
Philadelphia

University City Science Center/Port of Technology (www.sciencecenter.org) . . ... .. 215-966-6000

The Enterprise Center (www.theenterprisecenter.com). . . . . . ... ... ... ... ... 215-895-4000
Venango

Franklin Industrial Complex (www.ficda.org). . . . . . . . .. .. . ... .. ... .. .... 814-432-4476
Warren

Warren County Industrial Complex (www.wccbiorg) . . . . .. . ... ... ... ... ... 814-723-3052
Washington

Donora Incubator (www.mmida.com) . . . . . .. . ... 724-379-9300
Westmoreland

Monessen Business Center (www.co.westmoreland.pa.us). . . . .. . ... ... ... ... 724-684-3260
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How to Use Technology for Business Development

Small businesses have historically faced greater obstacles in their implementation of management and
marketing techniques, distribution methods and equipment modernization. However, it has become apparent
that small firms are on the forefront of technology utilization and development. Entrepreneurs have embraced
the Internet as a means of buying products for their businesses, selling their own products and services, and
researching information pertinent to business development and growth.

Most entrepreneurs are aware that electronic commerce is revolutionizing business practices and through the
connectivity e-commerce provides, the small firm can compete in both the national and international market-
place. It is estimated that more than half of all small firms are conducting business on the Internet. In many
ways technology is the great equalizer that now allows the small firm to create a positive image, remove the
barrier of geographic location, and promote products to their customers.

According to a report from the U.S. Small Business Administration, entrepreneurs are spending about $1,500 a
year on technology. (If your business revenues were derived from the manufacture of technology products, you
would, of course, be investing more.) The most basic expenses for the start-up firm include: a computer with
modem, monitor, printer, Internet service, and software packages for financial document preparation, word
processing, and presentation development.

Pennsylvania is a leader in developing initiatives intended to jump-start technology businesses, as well as those
firms wishing to make technology an integral part of their operations. The federal government, and both the
education and private sectors, have made available such voluminous resources that today’s entrepreneurs can
become mired in information gathering. The following Internet resources are offered as starting points for the
types of practical information new and growth stage businesses can use:

Business Plan Development

m  www.pasbdc.org (Pennsylvania’s network of Small Business Development Centers)
m  www.score.org (Service Corps of Retired Executives)
m  www.sba.gov (U.S. Small Business Administration)

Business Start-up Forms & Resources

m  www.paopengbusiness.state.pa.us (The Commonwealth’s portal for business start-up and development)
m www.irs.gov (Internal Revenue Service)
m  www.fedworld.gov (Central access point for government information)

Marketing/Statistical Information

www.pasdc.hbg.psu.edu (Pennsylvania State Data Center)
www.dli.state.pa.us (State and Local Labor Statistics)
www.stat-usa.gov (Business, economic and trade statistics)
www.bls.gov (Federal Bureau of Labor Statistics)
www.sba.gov/advo/research (SBA Office of Advocacy statistics)

www.fedstats.gov (Federal government statistics)
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Financing
m  www.newPA.com (State business financing programs)
m  www.benfranklin.org (Financing for technology-oriented companies)
m  www.sba.gov (U.S. Small Business Administration financing programs)
Taxes
m  www.revenue.state.pa.us (PA Department of Revenue)
m  www.irs.gov (Internal Revenue Service)
Suppliers

m  www.localPennsylvania.com (Pennsylvania’s business to business directory)

Export

m  www.newPA.com (International Business Development)
m  www.teampa.com (Export Assistance Network)
m  www.pda.state.pa.us (Agriculture exports)
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How to Form Your Legal Business Structure

Once you decide to establish a business, your first consideration will be the type of business organization to use.
Legal and tax considerations will help to determine your final choice, as well as personal needs and the needs of
the particular business. There are three principal kinds of business structures: the sole proprietorship, the
partnership, and the corporation.

There are advantages and disadvantages to each of the legal forms of business you may choose. As an entrepre-
neur you must examine all of the characteristics and consult a knowledgeable legal professional when consid-
ering the formation of your business.

m Sole Proprietorship

Most small businesses operate as sole proprietorships. This is the simplest form of organization and allows the
single owner to have sole control and responsibility. Some advantages of the sole proprietorship are less
paperwork, a minimum of legal restrictions, owner retention of all the profits, and ease in discontinuing the
business. Disadvantages include unlimited personal liability for all debts and liabilities of the business, limited
ability to raise capital, and termination of the business upon the owner’s death.

You should note that a small business owner might very well select the sole proprietorship to begin. Later, if the
owner succeeds and feels the need, he or she may decide to form a partnership or corporation.

m General Partnership

A partnership is similar to a sole proprietorship except that two or more people are involved. Advantages are
that it is easy to establish, can draw upon the financial and managerial strength of all the partners, and the
profits are not directly taxed. Some disadvantages are unlimited personal liability for the firm’s debts and liabil-
ities, termination of the business with the death of a partner, and the fact that any one of the partners can
commit the firm to obligations.

The partnership is formed by an agreement entered into by each partner. This agreement may be informal, but it
is advisable to have a written agreement drawn up between all parties. While no filing is required to form a
general partnership, it may be required to file a fictitious name registration. Refer to the section in this guide on
How to Register Your Business Name.

m Limited Partnership

A limited partnership is a partnership formed by two or more persons having one or more general partners and
one or more limited partners. The limited partners have limited exposure to liability and are not involved in the
day to day operations of the limited partnership. A Pennsylvania limited partnership is formed by filing a Certifi-
cate of Limited Partnership on form DSCB: 15-8511 with the Corporation Bureau, Pennsylvania Department of
State.

m Limited Liability Company

The limited liability company (LLC) is a hybrid between a partnership and a corporation, providing the liability
protection of a corporation, with the advantage of being treated as a partnership. A Certificate of Organization is
required to be filed with the Corporation Bureau, Pennsylvania Department of State, on form DSCB: 15-8913,
accompanied by a docketing statement, form DSCB: 15-134A.
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m Limited Liability Partnership

A limited liability partnership (LLP) is an existing partnership that files an election with the Corporation Bureau,
Pennsylvania Department of State, claiming LLP status, on form DSCB: 15-8201A. The effect of becoming a LLP
is to provide general partners with additional protection from liability.

m Corporation

A corporation is the most complex form of business organization. It is costlier and more difficult to create
because of the paperwork required. Business activities are restricted to those listed in the corporate charter.
However, most corporations list a general purpose clause.

Advantages of a corporation are that liability is limited to the amount owners have paid in to their share of
stock, and the corporation’s continuity is unaffected by the death or transfer of shares by any of the owners.
Some disadvantages are extensive record keeping, close regulation, and double taxation (taxes on profits and
taxes on dividends paid to owners).

To form a corporation in Pennsylvania, you must file Articles of Incorporation, form DSCB: 15-1306, with the
Corporation Bureau, Pennsylvania Department of State, accompanied by a docketing statement, form DSCB:
15-134A.

Foreign (out of state) corporations must submit an application for a Certificate of Authority, form
DSCB:15-4124, accompanied by a docketing statement, form DSCB: 15-134A, to conduct business in
Pennsylvania.

Contact: PA Department of State
Corporation Bureau
206 North Office Building
Harrisburg, PA 17120
717- 787-1057
www.dos.state.pa.us

m Pennsylvania S Corporation

Closely held corporations may elect to be taxed as federal or state S corporations, which permit shareholders to
pay taxes on corporate net income personally, as if it were a partnership. S corporation status is limited to
corporations that have no more than 75 shareholders. A Pennsylvania corporation cannot elect tobe an S
corporation unless it has also applied for federal S status.

The first step to becoming a Pennsylvania S corporation is to obtain federal S status by filing Form 2553,
Election by a Small Business Corporation, with the Internal Revenue Service (IRS). Several requirements must
be met before you can elect federal S corporation status. Instructions for Form 2553, Election by a Small
Business Corporation, provide the information on these requirements.

Becoming a federal S corporation does not automatically make a company a Pennsylvania S corporation.
Corporations must file the appropriate forms separately for Pennsylvania.

To apply for Pennsylvania S status, file Form REV-1640 with the Pennsylvania Department of Revenue “on or
before the 15th day of the third month of the taxable year for which the election is made.” When you receive a
copy of your federal notification of approval from the IRS, you must furnish a copy to the Pennsylvania Depart-
ment of Revenue. S corporations are responsible for filing and paying the Capital Stock and Foreign Franchise
Tax.
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Contact:

PA Department of Revenue

Bureau of Corporation Taxes, Specialty Taxes Division
Attn: “S” Corporation

Department 280704

Harrisburg, PA 17128-0704

717-783-6035

www.dos.state.pa.us
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How to Register Your Business Name

Any sole proprietorship, partnership, corporation, or other form of association conducting business under a ficti-
tious business name must register this name with the Pennsylvania Department of State. A fictitious name is
any assumed name, style or designation other than the proper name of the entity using such name. These types
of entities include any association, general partnership, syndicate, joint venture or similar combination of
groups of persons.

The surname of a person, standing alone or coupled with words that describe the business, is not a fictitious
business name and need not be registered. For example, “Jones Radio Repair” would not be a fictitious name
because it includes the last name of the owner. However, “Bill’'s Radio Repair” is considered to be a fictitious
business name because the owner’s last name is not listed.

The inclusion of words that suggest additional owners, such as Company, & Company, & Sons, & Associates,
makes the name an assumed or fictitious name. For partnerships, the last name of all partners must be listed or
the fictitious name rule applies. For example, if “Moore, Johnson, & Smith” includes all three partners’ names, it
is not considered to be a fictitious business name. If all the partners’ names are not included, then the name
must be registered with the Pennsylvania Department of State.

To register an assumed or fictitious business name, you must file form DSCB:54-311 with the Corporation
Bureau, Pennsylvania Department of State. After registering a fictitious name, you will be required to place an
advertisement in a newspaper of general circulation in the county in which your business will be located and
one in a legal publication or newspaper in that same county. You can identify the legal publication by
contacting the county courthouse or county bar association in the county where the principal office is located.
The Corporation Bureau can also assist you.

The penalty for failing to file a fictitious name registration is that the unregistered entity may not use the courts
of Pennsylvania to enforce a contract entered into using the fictitious name. The failure to register the fictitious
name does not void the contract, but merely prevents such enforcement until registration. The court has the
option of imposing a $500 penalty in these instances where the entity seeks to enforce the contract and subse-
guently registers the fictitious name in an untimely manner.

Contact: PA Department of State
Corporation Bureau
206 North Office Building
Harrisburg, PA 17120
717-787-1057
www.dos.state.pa.us

To Register on-line, visit www.paopenforbusiness.state.pa.us
Registration will be received by the PA Department of State Corporation Bureau.
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How to Apply for an
Employer Identification Number (EIN)

Every employer subject to employment taxes is required to have a federal Employer Identification Number (EIN)
to identify his or her business with the Internal Revenue Service (IRS) and the Social Security Administration.
Some businesses, such as corporations, partnerships, and enterprises that have a qualified retirement plan
(such as Keogh) or pay federal excise tax, are required to have an EIN even if they do not have any employees.

You can apply to the IRS for an EIN by telephone, fax, or mail depending on how soon you need to use the EIN.
The Form SS-4 “Application for Employer Identification Number” and accompanying instructions may be
downloaded from the IRS web site at www.irs.gov or by calling the Forms Hotline at 1-800-TAX-FORM.

Under the Tele-TIN program, an authorized officer or business owner can obtain an EIN by telephone by calling
1-866-816-2065 or, the new IRS Business and Specialty Taxes Hotline at 1-800-829-4933.
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Checklist for Business Growth

Many entrepreneurs are so busy with the initial stages of the business that they do not have time to build all the
managerial skills necessary to growing the young firm. Some skills are learned by doing, but others require
more intentional learning. The Checklist for Starting a Business in this guide includes many skills important
to both starting and growing. (If your growth includes hiring, make sure you review those that outline local,
state and federal requirements for employees.) The following inventory lists some specific skills successful
entrepreneurs have found useful to the development of a small firm as it moves into the growth stage.

m Management
Capacity to envision your corporate future: size and complexity, product lines, and financial position.
Ability to determine the methods of growth that will lead to your vision of the firm.

Ability to structure the firm’s record-keeping system so that growth can be built on the foundation of past
performance.

Understanding methods you can use to keep your knowledge of environmental, legal, and social changes
that could affect business growth.

Ability to interview and hire employees who are qualified to play a role in your vision of the firm.
Ability to discern those tasks that can be delegated; willingness to allow others to take responsibility.

Understanding of business and product life cycles and ability to manage or supervise the management of
changing strategies for life stages.

Knowledge of and participation in the industry you serve.

Knowledge of management information sources and assistance.

m Marketing

Knowledge of how to position your firm in a competitive market so that your customers view your
company and products as unigue.

Ability to forecast changes in target markets.

Understanding the ways in which the many elements of marketing are interrelated for impact on customer
purchase.

Ability to analyze advertising impact and perform both a quantitative and qualitative evaluation of media
choices.

Ability to budget marketing by comparing industry standards with your own firm’s competitive and
financial situation.

Capability of predicting customer’s response to advertising strategies and advertisement content.

Knowledge of marketing information sources and assistance.
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m Financial

Development of a strong banking relationship that allows personal attention and timely financing when it

is needed.

Ability to read and interpret financial statements.

Understanding the causes of low profits such as inadequate expense control, high interest, and low sales

volume; ability to analyze the outcomes of these problems.

Establishing prices correctly for industry standards, customer acceptance, profitability.

Capability of calculating key financial ratios and determining trends affecting business growth.

Ability to accurately assess financial needs for growth.

Understanding of the impact of fast growth on each area of corporate operation.
Knowledge of debt structuring.
Understanding of all the methods of cost containment.

Knowledge of sources of information and assistance with financial management.
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How to Hire and Manage Employees

Most businesses today start as self-employment. The entrepreneur chooses the type of business to start,
develops a business plan and secures financing. The business owner may serve as manager, marketer and
manufacturer. If the initial efforts to grow the business are successful, hiring employees becomes a necessity
regardless of how motivated the entrepreneur may be. A single person has 168 hours a week, some of which
must be spent on sleeping, eating, personal responsibilities and family demands. If the entrepreneur dedicates
50 hours a week to the business, the maximum sales volume of the firm has a ceiling of 50 times the number of
dollars per hour charged (service business) or 50 times the number of products produced in an hour multiplied
by the price of the product. After deducting business expenses, most entrepreneurs realize they need help to
grow the business, but they are apprehensive about adding employees because of the additional expense and
required record keeping.

The first step in recruiting help is often one of the following:

m  Atemporary employee is hired through a local personnel agency.

m A family member or friend is asked to volunteer to answer telephones, perform data entry or invoicing.
m A similar company is contracted to produce some of the product or deliver some of the services.

m A management task is delegated to an outside firm: accounting, sales, or advertising are examples.

If your company grows to the point where help is needed, it is important to understand which workers are classi-
fied as “independent contractors” and which are “employees.” In making these determinations for federal tax
purposes, the IRS and the courts typically look at three main categories: behavioral control, financial control and
the relationship between parties. Factors such as instructions, training, method of payment, employee benefits,
and the worker’s opportunity for profit and loss are all considered. For more information, go to the IRS web site
at www.irs.gov and download Publication 1779 (Independent Contractor or Employee).

The Pennsylvania Department of Labor and Industry presumes a worker to be an employee unless it can be
shown that the individual is free from the direction and control of the employer and as to the service performed,
the individual is customarily established in an independent business, profession, trade or occupation. For more
information, contact the Status Determination Unit of the Pennsylvania Department of Labor and Industry at

717-787-7613.

In workers’ compensation, the key factors to consider in determining whether a worker is an independent
contractor or an employee include the right of the alleged employer to hire and fire the worker, to direct the
manner of the worker’s performance or, to control the work to be completed.

Checklist for Hiring Employees

You may want to make appointments with an accountant and an attorney who can inform you about employer
requirements on record keeping and labor law. The nature of your business, its industry and location must be
considered. Refer to Section III, Pennsylvania Laws and Regulations and Section IV, Pennsylvania
Resources for additional information on employment requirements. Following is a potential checklist for
gathering information:

All state and federal regulations for tax withholding, payment and record keeping; also workers’ compen-
sation

Employee “postings” and determine where they will be displayed
Minimum wage requirements ($5.15 as of September 1, 1997 with certain exemptions)
Regulations for employment of minors

Provisions of the Fair Labor Standards Act as they relate to equal pay for men and women; overtime
payment (over 40 hours per week, 1.5 normal rate)
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Laws governing discrimination
Family and medical leave

Employment Eligibility Requirements. U.S. Department of Homeland Security, Bureau of Citizenship and
Immigration Services Form I-g must be completed by every employee and employer

PA New Hire Reporting Program
Safety and health standards

Environmental protection laws

Human Resource Tools

The process of researching employment regulations, writing job descriptions, interviewing candidates, and
hiring employees begins the transformation from “entrepreneur” to “employer.” Tools for managing employees
are important to limiting employee turmoil and turnover. The most basic tools are: an organizational chart, job
descriptions, and, an employee handbook.

The organizational chart is a diagram that shows reporting responsibility and supervision. As the business
grows, it allows both employees and managers to identify the correct flow of information. Job descriptions allow
both employee and management to understand expectations. A sample worksheet is provided. In the entrepre-
neurial firm with no employees, one major decision must be made prior to writing the job description. Should
the new employee possess the same skills as the owner, or complementary skills? The job description should
then be written with specific tasks assigned to the position and the skills needed by the new employee to satis-
factorily complete those tasks.

There are two basic reasons for developing an employee handbook or policy manual:

m A handbook helps new employees to understand their new employer, and it helps existing employees by re-
ducing misunderstandings. All employees are assured that policies are applied equally to everyone in the
firm. Very small firms often operate informally in the management of human resources. The existence of
the handbook tells employees that the company takes this management task seriously.

m There are numerous regulations governing employers’ responsibilities toward employees. (Some laws ap-
ply to all employers; others apply after the number of employees reach a certain level.) Developing a hand-
book encourages the entrepreneur to learn basic human resource skills.

Software packages are available for the development of an employee handbook. The most thorough method of
preparation would include meeting with your attorney, accountant, and human resource consultant. Your
handbook might include some or all of the following information as appropriate to your particular company:

1. History and mission of the company

2. Management philosophy on quality standards, employee performance, innovation and internal
communication

3. A brief description of products and services, customers, stockholders and strategic partners
4. Employee Benefits:

vacation

sick leave

holidays

jury duty/military leave

medical plan

training programs

professional development
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e profit-sharing program
e savings plans
e group life insurance

5. Employee Information:
e work hours/reporting
e work locations
e absence policy/reporting
e pay periods
e incentive/overtime programs
e use of telephones, computers and other equipment
e grievance procedures
e safety
e trade secrets/intellectual property
e sexual harassment
e equal opportunity provisions

6. Corporate Communication:
e postings
e internal/external publications
e employee reporting methods
e meeting attendance
e customer service




Worksheet: Job Description

Job Title:

Reports to:

Job Summary:

Tasks and Responsibilities:

Knowledge Requirements:

Minimum Qualifications:

Accountability/Evaluation:
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How to Prepare for Business Growth

Living in the age of advanced technology tempts entrepreneurs to travel the globe in pursuit of data that
enhances business growth strategies. Gathering new business information is a valid pursuit for owners of young
firms, but before you begin importing data, make sure you are effectively managing what you already have. The
foundation for sustained business growth is the maintenance of accurate information on which to base
decisions and actions. Because record-keeping often seems less important than producing or selling a product,
many entrepreneurs place these tasks last on their “to do” lists. Year two of the business can not be built on
year one’s experience and so mistakes are repeated, customers lost and expenses compounded. By years three
and four when the firm needs to secure financing for growth into other markets, to buy additional equipment or
acquire a computer, the necessary records for attracting lenders and investors is non-existent.

Technology has made the “cardboard box” method of record-keeping almost obsolete, but regardless of the
method of record retention, it is the owner of the small business who is responsible for deciding which records
will be kept and managed. A way to begin that process is to answer these questions:

B What records are mandatory? (Those required by state or federal law, insurers, investors and lenders.)

B What records are needed to continue operations in my absence? (Ask yourself what day to day tools you
use and what information you depend on regularly.)

B What records are necessary for effective financial management?
B \What records protect the business and its employees?
B What records are required to maintain and improve sales opportunities?

After answering these questions, make a list of those who have an interest in any of your records such as share-
holders, lenders, customers and suppliers. Determine what information they require. With these items added to
your list, you should have a thorough compendium of the information you must maintain. Your next step is to
decide which records are particularly sensitive and must be indicated as such. You can then begin developing
the record-keeping system that is easiest for you to access as you make growth decisions.

Checklist for Record Retention

Human Resources files, benefits,
policies, performance appraisals

Contracts and leases

Patents, trademarks and copyrights

Tax bills and returns Goods ordered, goods sold
S liers and credit terms from each
Business plan, organizational objectives HPPT 1
) Customer lists
Guaranties
N Sources of sales leads

Insurance policies
. . Promotional literature
Financial reports

Accounting data Competitors’ promotional literature
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How to Plan Business Growth

Far more books and articles are written about starting a business than growing one. Perhaps that is because
there are some very basic activities that apply to the start-up of a wide variety of business types. After a
business celebrates its grand opening and progresses through the break-even point, the methods by which it
will grow differ by industry, customer type and even entrepreneurial management. The owner has to decide how
best to grow the business by analyzing a number of factors affecting expansion:

corporate mission

strengths and weaknesses of the business

financial resources: existing and potential

customer needs

competitive influences

life cycle of existing products

profitability of potential products

human resources: sufficiency and capability

sales and service capability

research/development time and expense for new products

business environment: economic conditions, access to raw materials, industry trends

Statistical sources for business information often cite lack of money and lack of management expertise as the
primary reasons for business failure within the first five years. If an entrepreneur makes errors in assessing
the variables above, the results can be more costly than the business can survive. If growth is too rapid and
uncontrolled, cash flow, assets, quality control, and management systems can suffer irreparable damage. Your
firm’s growth should be planned as carefully as its start-up. The most basic tool for growth is a strategic plan.
An extremely important adviser to your growth plan is your accountant who can help you evaluate the financial
risks of your strategies. The accountant can anticipate the cash requirements of your growth plan and
recommend the timing and sources of financial assistance if required.

Entrepreneurs often define growth as an increase in sales. While the strategies for increasing sales are often
specific to your type of business, you should be able to jump-start your plan by considering each of the
following questions:
1. Can growth be achieved by selling more of your existing products to former or existing customers?
m  What would it take to convince your customers that they should buy in larger quantities?
m Are there additional uses for your product not yet explored by your customer or your company?

m Are any of your customers buying some items from you, and some from a competitor? What offer would
encourage the customer to give you all the sales?

m  Would additional staff, promotion, longer hours, better customer service or any other alteration in your
business practices lead customers to increase their purchases?

m How would an add-on, product improvement or assortment change help sales?
2. Can growth be achieved by selling new products or services to previous and existing customers?

m After purchasing a product from you, are your customers buying supplemental or related products from
another vendor? Could these add-on products or services be part of your product line?

m  What new products are needed by your present customers? Would these new products fit into your corpo-
rate mission?
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3. Can growth be achieved by finding new markets for your present products?
m What additional resources would be needed to expand geographically to sell to new customers?
m Which foreign markets are most appropriate for your product?

m Are there customers of a different age, income level, industry or other characteristic who are not presently
purchasing from you, but have a need for your product?

m Can your products be used to serve more than one need? Can it be sold to a different group of buyers
based on a need you have not yet promoted?

m [s a competitor with a sizable market share changing products or business practices? Will the change allow
you to sell to a competitor’s previous customers?

m Would a change in brand name, packaging, channel of distribution or other marketing variable allow you to
sell your present product to new groups of customers?

4. Can growth be achieved by developing new products or services for new groups of customers?

m Are there unmet needs in the marketplace that are emerging as a result of changes in technology, lifestyle,
the economy or other conditions?

What additional products are sold by others in your industry, but are not presently part of your offerings?

Are you presently purchasing services from a vendor that could be supplied by an expansion of your own
firm?

If you decide that the method of sales growth is to increase sales to previous and current customers, your strate-
gies must include: the production of quality products that meet the expectation of the customer, the delivery of
excellent customer service, and pricing that assures the buyer of value. Repeat sales rarely happen simply out of
habit or convenience, but because a customer was satisfied with the initial purchase experience. It is less
expensive to sell to a present customer than to find new ones, yet many firms develop the majority of their strate-
gies with their sights on the new customer. Always start any search for increased sales with a thorough
knowledge of present customers and their needs. Even if you find you cannot sell more to them, you can still use
the knowledge gained by applying it to strategies you will use to win new customers.

If your business expansion occurs as the result of selling new products to your present customers, one advantage
is that you have experience with those customers. Your experience should allow you to understand their needs
and their buying habits. If your record-keeping has been thorough, you will have mailing lists and other data
allowing the introduction of new products in a cost-efficient way. Business expansion through the addition of
new products or services should be well planned even when existing customers are the prospective buyer.

If you choose to grow your business through selling existing products or developing new product lines for new
customers, you have chosen a path that can be very profitable. Market research on the many factors affecting the
buyers’ purchasing habits should be undertaken as a part of the growth plan.
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How to Conduct a Growth Audit

Before developing growth strategies that could lead to acquisitions, new partnerships, exporting or diversifica-
tion, you should make sure your internal house is in order through an internal audit of all operations. This
analysis allows you to evaluate your own strengths and weaknesses before adding the stress of growth activi-
ties. Your audit can reduce the risk of operating inefficiencies or missed opportunities.

m Planning
Yes No

My business plan is current and accurately describes and prescribes business activities in
sufficient detail for daily operation and lender requirements.
Comments:

The goals of the business are known by all constituencies: partners, board of
directors, investors, lenders, accountant, attorney, vendors, etc.
Comments:

Management, marketing and financial decisions are made with frequent reference
to my business plan and goals.
Comments:

My plan guides business expenditures and when exceptions are required, they are
documented.
Comments:

Periodic reviews allow explanation and control of deviations in goals and planning.
Comments:

m Marketing

Documentation allows me to evaluate the success of marketing and advertising expenditures.
Comments::

My advertising plan effectively allows my firm to communicate with its intended target
market and outlines media and creative decision making.
Comments:

My marketing plan considers the needs of both existing and new customers in product
development, promotion, pricing and availability of the product.
Comments:
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Employers requesting any tax credits must mail a
properly completed new hire certification request
form, which must be postmarked no later than the
21st day after the individual begins work. To request
blank forms or forward completed forms, contact the
Tax Credit Unit of the Pennsylvania Department of
Labor and Industry.

Contact:

PA Department of Labor and Industry
Tax Credit Unit

12th Floor, Labor and Industry Building
7th and Forster Streets

Harrisburg, PA 17120

717-787-6915 or

1-800-345-2555

www.dli.state.pa.us

Job Creation Tax Credits

This program provides a $1,000 tax credit to
approved businesses that agree to create new jobs in
the Commonwealth within three years. A business
must agree to create at least 25 new jobs or new jobs
equaling at least 20 percent of the existing workforce.
Twenty-five percent of the tax credits allocated each
year must go to businesses with less than 100
employees. The tax credits may not be utilized until
the jobs are actually created.

Contact:

PA Department of Community

and Economic Development
Center for Business Financing

Tax Credit Division

400 North Street, 4t Floor
Commonwealth Keystone Building
Harrisburg, PA 17120-0225
717-787-7120

www.newPA.com

Enterprise Zone Tax Credit Program

The Enterprise Zone Tax Credit Program is designed
to complement and supplement the Enterprise Zone
Program. Under this program, corporations are
eligible for a 20 percent tax credit on their state
Corporate Taxes. The tax credit earned is based on
the value of investments to rehabilitate or improve
buildings or land, which are located within bound-
aries of designated Enterprise Zones.

To be eligible for this program, a business or industry
(including insurance companies, utilities, banks, and
saving and loan institutions) must be subject to one

or more of the following Pennsylvania corporate
taxes: Corporate Net Income Tax; Bank and Trust
Company Shares Tax; Mutual Thrift Institutions;
Gross Premium Tax; Title Insurance Shares Tax;
Capital Stock Tax; and Foreign Franchise Tax.

Businesses interested in applying for tax credits must
work with a non profit neighborhood organization to
develop a plan of action.

Contact:

PA Department of Community

and Economic Development
Office of Community Services

400 North Street, 4t Floor
Commonwealth Keystone Building
Harrisburg, PA 17120-0225
717-787-1984

www.newPA.com

Keystone Opportunity Zones (KOZs)

The Keystone Opportunity Zone program targets
economically distressed urban and rural communi-
ties throughout Pennsylvania. The KOZ program
uses the powerful market-based incentive of tax
relief. Specifically, qualified businesses (and
residents) in these parcel specific areas will benefit
from greatly reduced state and local tax burdens.
Businesses looking to relocate from out-of-state into
a KOZ simply need to own or lease the designated
property to claim certain state and local exemptions.
Current existing Pennsylvania businesses can also
move into a KOZ provided they either:

m  Increase full-time employment by at least 20
percent in their first full year in the zone, or

m  Make a capital investment equal to 10 percent
of their previous year’s gross revenues.

These provisions pertain to companies that relocate
facilities inside the Commonwealth. Expansions of
current Pennsylvania companies are not required to
meet the above provisions. State taxes wholly or
partially reduced through exemptions, deductions,
abatements, and credits are: Corporate Net Income
Tax, Capital Stock and Foreign Franchise Tax,
Personal Income Tax (residents), Sales and Use Tax
(purchases consumed and used by businesses in the
zone), Bank and Trust Company Shares Tax, Alterna-
tive Bank and Trust Company Shares Tax, Mutual
Thrift Institutions Tax, and Insurance Premiums Tax.
Local tax relief includes Earned Income/Net Profits
Tax, Business Gross Receipts, Business Occupancy,
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Business Privilege and Mercantile Tax, Local Real
Property Tax, Sales and Use Tax (when applicable).

Direct inquiries to the appropriate local or state
authority. For the name and telephone number of
the KOZ Coordinator in a particular area, contact the
Pennsylvania Department of Community and
Economic Development at 1-800-379-7448 or
directly, 717-787-3405 or visit www.newPA.com and
search for KOZ Coordinator. Valuable information
(including contact information and links to local
economic development agencies) can also be
gathered at the following web sites: www.newPA.com
or www.revenue.state.pa.us

Contact:

PA Department of Community

and Economic Development
Office of Community Development
400 North Street, 4t Floor
Commonwealth Keystone Building
Harrisburg, PA 17120-0225
www.newPA.com

Neighborhood Assistance Program

The Neighborhood Assistance Program provides tax
credits (corporate tax liability) for businesses that
sponsor their own projects or contribute, either
through cash or in-kind, to a non-profit community
organization for an approved program. Contributions
must serve clients who are either low-income or
residents of economically distressed neighborhoods.
Categories include community services, education,
job training, crime prevention and neighborhood
assistance. Fifty percent of the contribution may be
used as a tax credit. Total tax credits for any single
business is limited to $250,000 annually.

Contact:

PA Department of Community and Economic
Development

Office of Community Services

400 North Street, 4t Floor

Commonwealth Keystone Building
Harrisburg, PA 17120-0225

717-787-1984

www.newPA.com

Neighborhood Assistance Program/
Comprehensive Service Program

The Neighborhood Assistance Program/Comprehen-
sive Service Program provides tax credits (corporate
tax liability) for businesses that sponsor a neighbor-
hood organization to develop and implement a
neighborhood revitalization plan by contributing a
substantial amount of cash per year over an
extended period of time. Contributions must serve
clients who are low-income or residents of economi-
cally distressed neighborhoods. Seventy percent
may be used as a tax credit. Tax credits are limited
to $350,000 annually for sponsoring a NAP/CSP
project or $175,000 annually for sponsoring an
individual project.

Contact:

PA Department of Community

and Economic Development
Office of Community Services

400 North Street, 4t Floor
Commonwealth Keystone Building
Harrisburg, PA 17120-0225
717-787-1984

www.newPA.com

Tax Benefits for Pollution Control
Devices

This program provides tax benefits for air and water
pollution control or abatement devices that have
been employed or utilized for the benefit of the
general public. These benefits apply to either new or
any modifications made to existing devices.

Contact:

PA Department of Environmental Protection
Bureau of Air Quality

Rachel Carson State Office Building
Harrisburg, PA 17105

717-787-4325

www.dep.state.pa.us

PA Department of Environmental Protection
Bureau of Water Quality Protection

Rachel Carson State Office Building
Harrisburg, PA 17105

717-787-2666

www.dep.state.pa.us
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Technical Assistance

PA Open for Business

Doing business in Pennsylvania is now just a click
away. The PA Open for Business web site,
www.paopengbusiness.state.pa.us is a Common-
wealth initiative that guides entrepreneurs through
the process of starting and growing a business in
Pennsylvania. Users will learn about:

Common business structures

Availability of business names

Permits, licenses and registrations
Business incentives and financing programs

Resources for business information

PA Open for Business is an evolving tool for new and
existing businesses. Explore the “Friction-free”
means of doing business in Pennsylvania. Visit the
web site and create your own virtual briefcase of
helpful information, forms and other resources.

Contact:

PA Department of Community

and Economic Development

Center for Entrepreneurial Assistance
400 North Street, 4t Floor
Commonwealth Keystone Building
Harrisburg, PA 17120-0225
1-800-280-3801 or 717-783-5700
www.newPA.com

Allegheny County Department of
Economic Development

The Allegheny County Department of Economic
Development’s purpose is to create and maintain
jobs, expand the tax base, and improve the quality of
life in Allegheny County. The Department helps
businesses retain and create jobs and leverages the
investment of private capital in Allegheny County.
The Department is a full-service business develop-
ment center, offering help with technical and
management problems, site selection, land develop-
ment, financing, and job training. Economic develop-
ment programs are designed for both large and small
companies, for existing firms undertaking expansion,
and for new companies just starting.

Contact:

Allegheny County Department

of Economic Development

425 6th Avenue

Suite 800, Alcoa Building
Pittsburgh, PA 15219
412-350-1000 or 1-800-766-6888
www.county.allegheny.pa.us

Bureau of Blindness
and Visual Services

The Bureau of Blindness and Visual Services has six
district offices that provide services to Pennsylva-
nians who are blind and visually impaired. The
Bureau also promotes economic and social
independence with their daily life activities. Services
include vocational rehabilitation to help working-age
Pennsylvanians gain employment; older blind
independent living services (age 55 and up);
children’s services (birth to age 17); services to adults
with multiple disabilities; the Business Enterprise
Program which operates food service businesses in
state and federal buildings, and on Pennsylvania
interstate highways.

Contact:

PA Department of Labor and Industry
Bureau of Blindness and Visual Services
1521 North Sixth Street

Harrisburg, PA 17102

1-800-622-2842

www.dli.state.pa.us
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Center for Community Building

The mission of the Center for Community Building is
to provide communities and individuals with the
tools to address their most pressing needs while
improving the quality of life. To better serve the
Commonwealth, the Center for Community Building
is an integration of the following Department of
Community and Economic Development offices:

B Governor’s Project for Community Building:
Initiatives targeted to work for all Pennsylvani-
ans, on the individual and community level. Tt
connects multiple Commonwealth agencies
with the community groups that can best ben-
efit from their special services.

Telephone: 717-720-7333

B Office of Community Development: Pro-
grams targeted to improving the physical and
economic infrastructure in a community with
the primary objective of improving the quality
of life and economic competitiveness of the
community.

Telephone: 717-787-5327

B Office of Community Services: Programs tar-
geted to services for individuals and popula-
tion groups with the primary objective of in-
creasing self-sufficiency and economic oppor-
tunities.

Telephone: 717-787-1984

Contact:

PA Department of Community

and Economic Development
Center for Community Building
400 North Street, 4t Floor
Commonwealth Keystone Building
Harrisburg, PA 17120-0225
717-787-7401

www.newPA.com

Center for Entrepreneurial Assistance
(CEA)

The Center for Entrepreneurial Assistance is the lead
agency in Pennsylvania government for small
business development. The mission of the CEA is to
enhance the entrepreneurial vitality of the Common-
wealth and build an environment which encourages
the creation, expansion and retention of successful
small, women, and minority-owned businesses.

The CEA works closely with the 15 state and federally
funded Small Business Development Centers that
provide business management consulting, informa-

tion, and educational programs. The CEA also
coordinates efforts with the seven Local Develop-
ment Districts (LDDs) that serve Pennsylvania’s 52
Appalachian counties.

The CEA oversees the Small Business Resource
Division, Minority Business Advocate, and the
Women's Business Advocate. You are encouraged to
call the CEA with specific business-related questions
at 1-800-280-3801.

Contact:

PA Department of Community

and Economic Development

Center for Entrepreneurial Assistance
400 North Street, 4t Floor
Commonwealth Keystone Building
Harrisburg, PA 17120-0225
1-800-280-3801 or 717-783-5700
www.newPA.com

Governor’s Action Team (GAT)

The Governor’s Action Team’s economic develop-
ment specialists work with individual companies, on
a confidential basis, to find a business location that
meets the firm’s specifications for a start-up or
expansion project and to assist the company with
any problems or issues.

As part of the Governor’s Action Team’s continuing
efforts to retain Pennsylvania’s existing industrial
base, its economic development professionals work
with companies to identify any problems and to learn
of any plans for expansion or cutbacks. Information
is coordinated with local economic development
organizations when appropriate. If a problem exists
with another state agency, the Governor’s Action
Team will intervene on behalf of the firm for a
successful resolution.

Contact:

PA Department of Community

and Economic Development
Governor’s Action Team

400 North Street, Plaza Level
Commonwealth Keystone Building
Harrisburg, PA 17120-0225
717-787-8199

www.newPA.com
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GAT Regional Offices:

Central

200 Innovation Blvd.
Suite 117F

State College, PA 16803
717-787-8199

Northeast

East Mountain Corporate Center
600 Baltimore Drive, 2nd Floor
Wilkes-Barre, PA 18702
570-826-2206

Northeast Satellite

4184 Dorney Park Road, Suite 101
Allentown, PA 18104
610-530-5717

Northwest

100 State Street, Suite 202
Erie, PA 16507
814-871-4768

Southeast

200 South Broad Street, 11th Floor
Philadelphia, PA 19102
215-560-5822

Southwest

State Office Building

300 Liberty Avenue, Suite 1401
Pittsburgh, PA 15222
412-565-2884

Industrial Resource Centers (IRCs)

The Industrial Resource Centers assist companies in
solving problems through the deployment of technol-
ogies. They do this by using the technical expertise
of their own staff or by matching companies with
appropriate consultants. The IRCs also assist
companies to secure training programs, maintain a
technically skilled workforce, and support the intro-
duction of technology to companies.

The IRCs are a unified network and are strategically
located throughout Pennsylvania to best serve
manufacturers in all 67 counties. Visit
www.newPA.com and search on IRC for the most
current list.

Catalyst Connection

2000 Technology Drive
Pittsburgh, PA 15219
412-687-0200
www.catalystconnection.org

Delaware Valley Industrial Resource Center
2905 Southampton Road

Philadelphia, PA 19154

215-464-8550

www.dvirc.org

Industrial Modernization Center, Inc.
Business & Technology Resource Center
P.O. Box 3066

2401 Reach Road, Suite 450
Williamsport, PA 17701

570-329-3200

www.imcpa.com

Manufacturers Resource Center
125 Goodman Drive
Bethlehem, PA 18015

610-758-5599
www.mrcpa.org

MANTEC, Inc.

227 West Market Street