Financial Information Manual

FInfo-2   Starting a business!

Congratulations! And welcome to the world of the entrepreneur!
Overview
A brief description of the process of starting a business and/or creating a company are shown below.  Please refer below to the sub-paragraphs in the Discussion section for further explanation and specific detail.  Please note that documents referenced in bold type are available separately:

1)  determine a business concept and create a business plan,
2)  determine the type of entity within which you will operate your business,

3)  determine the name for the entity,
4)  form the entity then prepare and file the required documents,
5)  obtain a federal EIN (employer identification number),
6)  open a business bank account and fund the entity,
7)  set up the accounting books and procedures,

8)  obtain state and local tax ID numbers,
9)  obtain required business licenses and permits and obtain required insurance coverage(s),

10)  begin business operations and send notification announcements!
Discussion
1a)  Conceptualize/create your product and/or service and commit to writing (yes, actually write it down) as to how you are going to go about organizing (business plan) and operating (internal controls) your business.  (FInfo-3)
1b)  I do push business plans, indeed, but I really do think this is an important process.
1c)  The process of actually thinking through and writing out a business plan is difficult and time consuming work.  This does not have to be a masterpiece, and, understand that whatever you come up with will likely change often and substantially.  The objective is to identify and confront as many issues as possible up front and deal with resolutions to those issues.  Issues such as pre-operating cash needs for equipment, licenses, deposits, training, etc., decisions regarding initial versus future occupancy needs, timing and amount of maximum cash needs, gross profit margins, income versus cash flow, and everyone’s favorite “burn rate”.  There will always be unforeseen matters to deal with, but basic planning and continual monitoring of your progress and path to the future will/should bring to light potential problems and allow time to resolve many of those problems before they become to big to overcome.  (FInfo-3) 

1d)  Contact us if you would like assistance in creating and/or reviewing your business plan. (FInfo-3) 

1e)  Contact us if you would like to discuss the concept and use of “Significant Numbers”.  (FInfo-3)
2a)  The types of entities that you have to choose from include (FInfo-4):

*Sole Proprietorship:
- very simple, no formal filing requirements, single owner, no liability protection.
*Partnership:
- requires 2 or more partners and a partnership agreement, 

- may be a general partnership (no liability protection) or a limited partnership (limited 
partners are at risk for the amount of their investment only).
*Limited Liability Company:

- can be a single member entity,

- wide availability for different types of shareholders,

- liability protection,

- minimal administrative requirements,

- generally, net income subject to self-employment tax.

*S Corporation:
- can be a single shareholder entity,

- liability protection,

- dividends not subject to self-employment tax,

- limitations on deductions for more than 5% owners,
- formal administrative requirements.

**C Corporation:

- can be a single shareholder entity,

- liability protection,

- dividends subject to double taxation,

- wide availability of deductions,

- formal administrative requirements.

* Note: all of four of these entities are “pass-through” entities, that is, the reportable net income 
or loss 
generated by the business entity is “passed through to” and reported on the individual’s income tax return.
** Note: a C-Corporation is not a pass-through entity, that is, a C-corporation reports net income and pays it’s own income taxes.
*** Note: “corporate protection” is a state law matter and is granted by virtue of the State granting the entity a “franchise” for the entity to do business in that state.  The “corporate veil” is available as long as the entity remains in good standing with the state.

**** Note: for years ending after 12/31/07, except for Sole Proprietorships and certain General Partnerships, every entity doing business in the State of Texas must file a Texas Margin Tax Return (replacing the previous Texas Franchise Tax).  The new threshold for generating a tax liability is gross revenues of $1,000,000. 
*****Note: Go to our website gidibici.com under Individual and Business for information on the various taxes and due dates that may be applicable for your business.

2b)  “Should I form my business in Delaware or Nevada?”  When you hear a conversation regarding creating an entity outside Texas, specifically Delaware or Nevada, this is usually in connection with the desire for anonymity on the part of the owners of the entity.  This does not completely negate the formation of and the filing with the State of Texas.  If this is a perceived objective for you, please, contact us.
2c)  In assessing the type of entity structure most appropriate for your circumstances, think of and answer the following questions, the answers of which will assist us in “ruling in or out” certain entity types:

   >  from what source will the money come to fund the entity and operations?
   >  do you anticipate seeking additional equity interests?

   >  will you have employees?

   >  will the normal operations of the business be such that there is substantial exposure to 
       litigation risk?

   >  what is your anticipated “net” income in the near term, 1-3 years, that is: 


- just enough to cover operating expenses and not much more, or,

- enough to adequately cover operating expenses and would like to create and fund 

   retirement plan(s), or,

- make much more than needed for operating expenses and retirement plans, and would 

  like to take advantage of as many tax advantaged deductions as possible.

3a)  Come up with several “versions” of the name in which you want to do business.  Check existing URL’s and “Google” those name(s) for the possible current use of the name(s).  Once you seem to have a name that has not been taken, call the Texas Secretary of State at 512-463-5555 and check the availability of that name(s).  They will check up to three versions of your name choice and/or perhaps offer alternative suggested spellings/usage of the word combinations.
4a)  The State of Texas will charge fees payable to the State of Texas ranging from around $400 to around $800 depending on what is being filed.  You can go online or purchase a kit from Office Depot or such for the form....or….
4b)  I suggest the use of professionals to prepare and file the various documents with the State of Texas.  If you are in need of sophisticated documents in addition to the standard documents required by the state such as buy/sell agreements, multi-level funding agreements, etc., we can recommend one of several law firms.  Their fees begin around $600 and go up.  If your needs are not quite that sophisticated and you “just need to file the minimum legal documents”, we recommend a company here in town:

 Capitol Services Inc / 512-474-8377 / 800 Brazos  Suite 1100 / Austin, Tx  78701.
Their fees average less than $100 and their work is timely and accurate.  Tell them what services you are in need of and they will direct you to the proper personnel.  Tell them we sent you.  We receive no monetary compensation from the referral; we just want to keep the chits in our favor.
4c)  Notify us ASAP after you have created your entity so that we may enter it into our tax system and we can create ticklers for the appropriate filing deadlines.  Failure to file a business tax return or to file an extension for a business tax return for any entity will incur penalties.
5a)  You can easily, and, within minutes, obtain your own federal EIN online.

Copy and paste the following into your browser:

http://www.irs.gov/businesses/small/international/article/0,,id=96696,00.html?portlet=1
The process is fairly straight forward.  Contact us if you run into any problems or if you have any questions.
5b)  Make sure you choose to print out the SS-4 when you have completed the process.
6a)  In order to open a bank account you will need the Articles of Incorporation or similar official document (depends on the type of entity) which have the official state stamp “recorded” on them and the EIN of the entity (bring copy of SS-4).  
6b)  The bank will most likely charge you more to maintain a “business” account, so, if your business is relatively small, you may want to talk to the bank about a “personal” account and just have the account “styled” in the business name.
7a)  “If you can’t measure it you can’t manage it”.  Accounting is the recording of the financial data of your business and provides the measurement tools to help you manage and understand your business.  “Knowing your numbers” is critical to your having a successful business.   (FInfo-7)  

7b)  Please contact us for help and assistance in setting up your accounting system, internal controls, and financial processes.  We can assist in the hiring and training of your in-house staff and/or assist in the hiring of outside resources.
8a)  In steps 4 and 5 you filed for and obtained the Texas Secretary of State filing number, the Texas Comptroller account number, and the federal EIN.   These are the numbers you will need to file your Texas Margin Tax return and federal income tax return.
8b)  If you have employees you will use your federal EIN for the reporting of employee wages to the IRS.  You will also need to contact the Texas Unemployment Commission at 463-9600 and apply for an account with that organization or you can go online to www.twc.state.tx.us .

8b)  As an operating business, the business entity will be subject to the local personal property tax.  You should contact your local personal property tax assessor and register your business.

8c)  If you have any questions as to whether any/some/all of the activities of your business are subject to Texas Sales Tax contact us and we will go over the basics of your situation with you.  If there are unusual situations involved then we will contact the Texas Comptroller at 512-463-4600 for clarification.  If you are required to collect and remit sales tax then you will need to apply for a sales tax permit.

8d)  Go to our website gidibici.com for information on the various taxes that may be applicable for your business and the timing for calculating and remitting the various taxes, and, for other information that may be applicable to your business.
9a)  Almost every business has some state licensing entity overseer.  Make sure you obtain all required business licenses and permits and keep them up to date.
9b)  In today’s litigious society it is prudent to contact your insurance provider and review your business plans with them to assess your insurance coverage needs.  Often an “umbrella” policy written as a rider to existing insurance is adequate to give you acceptable protection. Sometimes, separate policies will be necessary.  Yes, insurance is expensive……..until you need it…….then there is nothing more valuable.
10)  Go get'm.  Begin your business operations and send notification announcements of your new endeavor.




Good Luck and Good Business!
Chris Peterman, CPA, PC
4833 Spicewood Springs Road  Suite 203      Austin, Texas 78759     512-322-2000      chris@gidibici.com     Fax 349-7255
FInfo-2  Starting a Business.doc     Page 1 of 5

