INTRODUCTION

Starting a new business can be both exciting and frightening. There are many practical things to consider --
location, Size, employees, qudity control, etc. And then there are the anxieties and concerns. "Will | make it?*
"Am| in over my head?' "Wheredo | gart?'

Sat by having confidencel  Acquaint yoursdf with the basic procedures for opening a busness in lllinois
through this handbook and by utilizing the programs available through the Department of Commerce and
Community Affairs (DCCA). This publication is designed to answer some of the questions about starting a
busness. The information is applicable to dl busness start-ups, with an emphas's toward smal companies,
which comprise over 98 percent of dl busnessesin lllinois.

To help ensure your business success, it is of the utmost importance that you are aware of dl the regulations,
requirements and aspects of operating a business before beginning your endeavor. Ensure that you have al
necessary licenses, permits or registrations gpplied for and approved before you open your door. Although
this publication offers a greet ded of information, it should not be used as the sole reference when garting a
busness. Legd rules and regulations are congtantly changing; updates can be obtained through the many steate
agencies that are listed within this handbook. Findly, remember thet it is important to check with both your
city and county clerk before undertaking any business venture.

The lllinois Smal Business Development Center Network was established throughout the state to provide
business management, counsding and training, assstance in entering international markets, information on
competing for state and federd contracts, developing technology related products and providing a supportive
environment for new, dart-up businesses. This network conssts of Smal Business Development Centers,
Procurement Technica Assstance Centers, Internationd Trade/NAFTA Centers, Smal Business Incubators,
the Office of Minority Business Development and the Office of Women's Business Development. Assistance
is provided in the areas of preparing business and marketing plans, securing capital, improving business skills,
accessing internationa trade opportunities and addressing other business management needs. DCCA dso has
programs targeted to assst minority and women-owned business concerns.  The Illinois Smal Business
Development Center Network is a collaborative arrangement among DCCA, the U.S. Smdl Busness
Adminigration, the U.S. Department of Defense, colleges and universities and private business organizations.

Pursuant to the Business Assstance and Regulatory Reform Act, the Illinois Department of Commerce and
Community Affairs (DCCA) created the Firs-Stop Business Information Center of 1llinois (the Center). The
god of the Center is to enhance the state's business climate by making it eeser for businesses to comply with
government requirements and gain access to the information they need to be competitive. Whether a start-up
or exiging business, this handbook will inform you of various legd requirements and guide you to additiona
resources. If you have any questions after reading the handbook, contact the Center or your locd Small
Business Development Center and a staff member will further assst you. For assstance in determining the
location of the center in your area, or accessing other small business information, contact the [llinois Business
Assistance Line at 1-800/252-2923, (TDD 1-800/785-6055). All of the Center's products aso are available
through the World Wide Web a www.commercegateil.us. While you are on-line, fed free to search the
Directory of Business Reguirements and Assstance Programs, which offers selection criteria to help you find
the information most applicable to your business.
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CHAPTER ONE

SETTING UP THE BUSINESS

FEASIBILITY CHECKLIST

A feashility checklist should be used to evauate a business idea before investing extensive time, money and
effort in the process. It can be used to andyze an existing business opportunity or a new venture. The
guestions concentrate on areas you must consider serioudy to determine if your idea represents ared business
opportunity. A feashility checklist islocated in Appendix A of this handbook for your convenience.

BUSINESSPLAN

Development of abusiness plan is another important item in starting a new business and should be the second
gep in establishing the credibility of the venture. The plan should help guide the business owner through the
business gods and objectives, marketing and financia drategies and serve as an introduction to potentia
investors if outsde financing is required. An outline of a busness plan is located in Appendix B of this
handbook.

FORMS OF ORGANIZATION AND REGISTRATION

There are saverd ways to organize businesses in lllinois, each having advantages and disadvantages to be
weighed againg practica needs and gods. Before sdecting a form of organization, the following should be
explored with an atorney and/or accountant:

- cost and complexity of formation

- tax and securities law implications for each form
- need for attracting additiond capital

- investors liahility for debt and taxes

- the goals and purpose of the enterprise

SOLE PROPRIETORSHIP

A sole proprietorship is a business which is owned and operated by an individual. The advantages of thisform
of organization include ease of formation and relative freedom from government controls and redtrictions.
Disadvantages include less access to capital and financid resources. Also, this form of business organization
provides less protection with regard to persona liability (if the owner's company should get into a position of
owing more to others than the amount of cash and other assets it has, the owner's personal assets -- home,
car, etc. -- may be required to be sold to pay the obligations of the business).



REGISTERING A BUSINESS

Regidration asa SOLE PROPRIETORSHIP or GENERAL PARTNERSHIP. When a busness name

is different from the owner(9) full legd name(s), the Illinois Assumed Name Act requires sole proprietorships

and generd partnerships to register with their loca county clerk’s office. For example, “John Dog” would not

need to file, but “John Doe's Cleaners’ would. “Susan Williams and Paula Brown” would not need to file, but

“Williams and Brown” or “Williams & Brown Speedy Trave Agency” would. In every county where the

businessis located, a certificate setting forth the name of the business, the full legd name(s) and address(es) of

those owning, conducting or transacting the business and the location(s) of the business must be filed with the

county clerk’s office. Notice of filing must be published once a week for three consecutive weeks in a
newspaper of generd circulation published within the county in which the certificate isfiled. Also, any changes
or additions of names and/or addresses must be reported to the clerk.

GENERAL PARTNERSHIP

A generd partnership is defined as two or more individuas carrying on an association as co-owners of a
busness for profit. Types of partnerships include generd and limited. Before starting the company, the
partners should agree on how much owner equity each partner must contribute, the extent to which each
partner will work in the company and the share of the profits or losses to be received by each of them. This
agreement should be prepared by an attorney in writing to avoid any future misunderstandings. As with sole
proprietorships, a generd partnership exposes the owners to persond liability. If the busnessis not successtul
and the partnership cannot pay al it owes, the generd partners may be required to do so using their persona
assets.

REGISTERED LIMITED LIABILITY PARTNERSHIP

If organized as a Registered Limited Liability Partnership under a specific section of the Genera Partnership
Act, partners are not ligble for the debts, obligations and liahilities of, or chargeable to the partnership arisng
from negligence, wrongful acts, omissons, misconduct or mapractice committed while the partnership is a
Regstered Limited Liability Partnership

Contact the RLLP Section at:
Regigered Limited Liability Partnership
Room 357, Howlett Building
Soringfidd, Illinois 62756
217/524-4952
TDD: 1-800-252-2904
www.sos.state.il.us

LIMITED PARTNERSHIP

A Limited Partnership is an organization made up of a GENERAL PARTNER, who manages a project; and
limited partners, who invest money, but, have limited liability, are not involved in day-to-day management, and
usudly cannot lose more than their capita contribution. Usudly limited partners receive income, capitd gains,
and tax benefits; the generd partner collects fees and a percentage of
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capitd gansand income. Typicd limited partnerships arein red edtate, oil and gas, and equipment leasing and
family partnerships, but they aso finance movies, research and development, and other projects. Typicaly,
public limited partnerships are sold through brokerage firms for minimum investments of $5,000.00, whereas
private limited partnerships are put together with fewer than 35 limited partners who invest more than
$20,000.00 each. This section has a Chicago office for filing purposes and issuing certificates of existence and
abstracts from computer record.

Contact the Limited Partnership Section at:

501 South Second Street 17 North State Street
Room 357, Howlett Building Room 1137
Springfidd, Illinois 62756 Chicago, Illinois 60602
217/785-8960 312/793-2872

TDD: 1-800-252-2904
www.sos.gate.il.us

LIMITED LIABILITY COMPANY

A Limited Liability Company (LLC) isthe non-corporate form of doing business that provides its owners with
limited lighility, flow-through tax treatment and operating flexibility through participation in management of the
busness. The LLC iswell suited for every type of business venture except banking and insurance, which are
prohibited by Statute. Examples of acceptable busnesses are  farming, agriculturd services, mining,
congruction, manufacturing, transportation, wholesde and retall trade, investment companies, insurance
agents, real edtate brokers, al types of red estate ventures, hotels, persona and business services, automotive
sales and services, amusement and recregtion, health services, accounting, architecture and other professions,
just to name afew. Many lllinois businesses could obtain persond limited ligbility protection by restructuring
asan LLC with aminimum of one owner.

Contact the LLC Section at:
Limited Liability Company Section
Room 351, Howlett Building
Soringfidd, Illinois 62756
217/524-8008
TDD: 1-800-252-2904
www.sos.gtate.l.us

CORPORATIONS

A corporation is a distinct legd entity and is the most complex form of organization. A corporation may sl
shares of stock, which are certificates indicating ownership, to as many people as is dedrable. The
shareholders then elect a board of directors, which eects a presdent and other officers who run the company
on a day-to-day bass. Among the advantages of corporate formation are limited ligbility of the shareholder
and ease of transferring ownership.

Regigtration as a CORPORATION. If the decison is made to incorporate, Articles of Incorporation must
be filed with the Secretary of State indicating the purpose of the enterprise. The corporation will be required
to file annud reports with the Secretary of State.




If the name of the business will include the word “Corporation,” “Inc.,” “Incorporated” or “Corp.,” you must
incorporate.  Information on corporate filing is available by telephone, letter, Internet or over the counter
through offices located in Springfield and Chicago. Also available are booklets on organizing domestic
corporations (headquartered in lllinois) or foreign corporations (headquartered out of state or out of country).

Contact the Secretary of State, Business Services:

Room 328 Howlett Building 17 North State, Room 1137
Springfidd, Illinois 62756 Chicago, Illinois 60602
217/782-6961 312/793-3380

TDD: 1-800-252-2904
www.sos.gate.il.us

S CORPORATIONS

Electing S Corporation status is an option that must be made through the Internd Revenue Service (IRS) when
darting a business. In genera, an S Corporation passes through income and expenses to its shareholders,
who then report them on their own income tax returns. To qudify for S Corporation status, a corporation
must meet severd requirements, one of which limits the number of shareholdersto 75. All shareholders adso
mugt consent to the corporation’s choice of S Corporation datus. For further information regarding S
Corporations, contact the Internal Revenue Service (IRS) at 1-800-829-1040, TDD: 1-800-829-4059 or to
request a copy of Publication 589, Tax Information on S Corporations, write the Forms Didtribution Center of
the IRS, P.O. Box 8902, Bloomington, Illinois, 61702-8902 or cal 1-800-829-3676,
(TDD:1-800-829-4059).

(See Budiness Entities (A Comparison) on next page)






ACQUISITIONS

A common way to sart abusinessin lllinoisis to acquire an existing business. Be aware that the purchaser of
the assets of abusinessis required to file a"Notice of Sde/Purchase of Business Assets' (form NUC-542-A),
and obtain a Bulk Sdles Release of Trandferee Liability from the Illinois Department of Revenue. If additiona
information is required, contact:

[llinois Department of Revenue

Bulk Sales Section

P.O. Box 641155

Chicago, Illinois 60664-1155

Voice: 312/814-3063, (TDD:1-800-544-5304)

FRANCHISE DISCLOSURE

Buying a franchise has become a popular way of starting a business. This aspect of business is regulated by
the Franchise Disclosure Act which is administered by the lllinois Attorney Generd. The Franchise Disclosure
Act requires that the franchiser register with the Illinois Attorney Generd and provide the franchisee complete
information regarding their franchisor-franchisee relationship, the details of the contract, the prior business
experience of the franchiser and other information relevant to the franchise offered for sdle. A copy of the
Franchise Disclosure Act may be obtained by caling the Illinois Attorney Generd's Office at 217/782-4465
(TDD: 217-785-2771).

LICENSES, REGISTRATION, PERMITS AND ASSISTANCE

In lllinois, most businesses are required to be registered and/or licensed by the Department of Revenue. The
Depatment of Revenue has compiled a Busness Regidration Kit which includes the following forms:
(NUC-1) lllinois Business Regidration, (NUC-20) Cover letter for prospective business owners; (Schedule
M) Multiple Busness Address Schedule; (IL-W-4) Withholding Allowance Cetificates (NUC-542-A)
Notice of Sales or Purchase of Busness Assets;, (L-700) Withholding Tax Guide, (IL-501 & [L-941)
Withholding Tax forms, (ST-19) Retallers Tax Booklet; (Ul-1) Applicatiion for the Department of
Employment Security; Fact Sheet about the New Hire Reporting Program; (IL-703-BK) Request for Tax
forms, Free Federa Tax Kits postcard; and Sdes tax chart order forms - lllinois Retal Merchants
Asociation.  These forms can be obtaned by contacting the lllinois Depatment of Revenue at
1-800/732-8866, (TDD:1-800-544-5306) or by writing or vigting Revenue a:

100 West Randolph 101 West Jefferson Street
7th Floor PO Box 19030
Chicago, Illinois 60601 Springfield, [llinois 62794-9030

Voice: 1-800-732-8866
TDD: 1-800-544-5304

If you need assgtance in completing any of the forms contained in the tax kit, please cdl the Illinois
Department of Revenue at 1-800-732-8866, (TDD: 1-800-544-5304) between the hours of 8:00 am. and
5:00 p.m., Monday through Friday. The Department of Revenue aso licenses and registers certain businesses
which include: Cigarette and Cigarette Use Tax (distributors); Coin-Operated Amusement Device Tax; Gas
Revenue Tax; Hotd Operators Occupation Tax; Liquor Tax; Motor Fue Tax (distributors, suppliers, bulk
users and blenders); Motor Fuel Use Tax, Public Utilities Tax (dectric); and, Telecommunications Tax. For
more information cal the Department of Revenue's Miscdlaneous Taxes Office at 217/782-6045.
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The Department of Professond Regulation (formerly Department of Regidtration and Education) is the main
licenang agency for the State of Illinois. The following occupations and career areas are licensed or registered

by that department:

Acupuncturist Nurse

Alarm Contractor Nursng Home Administrator
Architect Occupationa Therapist
Athletic Trainer Optometrist

Audiologist Osteopath

Barber Pharmacist

Boxing & Wredling Physica Thergpist
Chiropractor Physician

Collection Agency Physician's Assgtant
Cosmetologist Podiatrist

Dentigt/Dentd Hygienids
Detection of Deception Examiner

Professond Boxer/\Wrestler
Professona Counsdors

Detective/Security Guard Professond Engineer
Dietitian Professona Service Corporation
Embamer Psychiatrist

Environmenta Hedth Practitioner Psychologist

Esthetician Public Accountant

Funerd Director Respiratory Therapist
Geologist Roofing Contractor

Home Medica Equpment Shorthand Reporter

Interior Designer Socia Worker

Land Surveyor Speech Language Pathologist
Landscape Architect Structurd Engineer

Licensed Practica Nurse Veterinarian

Locksmith

Marriage and Family Thergpist
Nail Technician

Naprapath

Veeinarian's Technician

Wholesde Drug Didtributor

Contact the Department of Professona Regulation at:
320 West Washington, 3rd FHoor
Springfidd, Illinois 62786
Voice: 217/785-0800
TDD: 1-217-524-6735
www.dpr.deteil.us



The Securities Department of the Secretary of State's Office licenses securities deders, sdespersons and
investment advisors. Information gpplication packages may be obtained from:

Securities Department

Lincoln Towers

520 S. 2nd St. Suite 200

Springfidd, Illinois 62701

Voice: 217/782-2256 (TDD: 1-800-252-2904)

www.sos.gateil.us

In addition, many businesses are required to obtain permits or register with other state agencies. An example
of this would be day-care services which are licensed by the Department of Children and Family Services.
Those in the plumbing busness must register with the Department of Public Hedth. These are jugt two
examples of other professons that are licensed by the state. To determine if your occupationd activities are
regulated, contact the First-Stop Business Information Center and a business specidist will assist you.

The U.S. Environmenta Protection Agency establishes standards for various air and water pollutants such as
sulfur dioxide, carbon monoxide, ozone, hydrocarbons and dust. States are required to enforce the federd
sandards. For more information on Illinois standards contact:

[llinois Environmenta Protection Agency Dept. of Commerce and Community Affairs
2200 Churchill Road Smdl Business Office

PO Box 19276 620 East Adams Street

Springfield, Illinois 62794-19276 Springfidd, Illinois 62701

Voice 217-524-2743 Voice: 1-800-252-3998

TDD: 217-782-9143 TDD: 1-800- 785-6055

At the locd leve, some communities require businesses to be licensed or registered and to comply with loca
zoning requirements. Contact your city and county clerk for information on local regulations and redtrictions.

TAXES

Taxation for smal businesses can be quite smple or very complex, depending on the sze and type of
operation. The following list outlines the mgor taxes with which a business must be concerned. Of course,
the tax ligbility of each busnesswill be different.

Income Tax

Every individud, corporation, trust and estate residing in lllinois or earning or receiving income in Illinois must
pay an income tax based on net income. A replacement tax is also gpplied to the net income of partnerships,
corporations and trusts. S Corporations are subject only to replacement tax.

Sole Proprietorship - A sole proprietor must pay individua income taxes on earnings from the
business.

Partnerships and Limited Liability Companies - Each partner/owner must pay taxes on the distributive
share of partnership/owner's income. In addition, lllinois has a replacement tax that gpplies to

partnerships.




Corporations - The corporate entity must pay a corporate income tax and replacement tax which is
administered and collected by the Department of Revenue. In addition, corporations are assessed a
franchise tax each year based on ther paid-in capitd and a Corporate Persond Property Tax
Replacement Income Tax. Corporate and franchise taxes are administered and collected by the
Secretary of State's Office.

Sdes Taxes

Four categories of taxes comprise the state and local sales taxes. These are the Retalers Occupation Tax,
the Use Tax, the Service Occupation Tax and the Service Use Tax. The state dso administers various local
sales and use taxes subject to criteria and rate limits established by Illinoislaw. The Retailers Occupation Tax
(ROT) is imposed directly on the gross receipts of a retail sdler for the privilege of conducting business in
lllinois

The Use Tax is imposed directly on the purchaser for the privilege of usng and consuming tangible persond
property in Illinois that has been purchased anywhere. Illinois retallers pay the Retailers Occupation Tax and,
by law, reimburse themsdlves for the tax by collecting Use Tax from customers, based on the sdlling price of
the tangible personal property. The business can keep 1.75 percent of the taxes collected for acting as an
agent for the Department of Revenue (if tax is paid in atimey manner).

The Service Occupation Tax (SOT) is imposed directly on the receipts from the selling price of any tangible
persona property transferred as part of a sade of service, if the cost to the service person is 35 percent or
more of the total charged. The Service Use Tax isimposed directly on the purchaser and a0 is based on the
sdling price of the property transferred incident to a sde of service. The Service Use Tax is intended to
reimburse the sarvice person for hisher SOT liability.

Sdes Tax Exemptions

- Sdesfor resde (purchaser must have resdle or ROT number from Department of Revenue)

- Sdesmadein interstate commerce

- Sdesto exclusvely charitable, rdigious, educationa or governmenta
organizations, or recreational organizations for those over 55 years old.
(Pursuant to legidation enacted in 1985, the Department of Revenue issues
an exemption number. In order to claim an exemption for purchases made on
or after July 1, 1987, the purchaser must have this number)

- Chargesfor service or repair |abor

- Didillation machinery and equipment used to produce ethyl acohol for motor
fud for persona use and not for resde

- Persona property sold to or utilized by interstate carriers for hire for use as
rolling sock moving in interstate commerce

- Farm machinery and equipment including replacement and repair parts

- Grgphic arts equipment, including replacement parts

- Manufacturing machinery and equipment, including replacement parts

- Qil rigsand cod exploration equipment

- Enterprise Zone building materias purchased from retailers located within the
Enterprise Zoné's taxing jurisdiction for use in an enterprise zone

- Enterprise Zone materias used in manufacturing for use in an enterprise zone

- Famchemicds

- Magazines and newspapers
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There are severd more exemptions -- see Statutes.
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State and mass trangit taxes have been reduced on the following:

- Food, drugs and medica appliances. subject to the state rate of one percent
plus (where applicable) amass trangt tax of .25 percent or one percent

- Gasohol: salestax isimposed on 70 percent of the proceeds from sales of
gasohal

For further information on Sales Tax regulations or the Illinois Retallers Tax Booklet (ST-19), contact the
Department of Revenue at 217/785-3707 or 1-800-732-8866

Property Taxes
All for-profit real estate owners are required to pay property taxes. The property tax rate is determined by

local taxing didtricts and is paid to the township or county tax collector in the year following assessment.

Withholding Taxes

Certan taxes must be withheld from employee wages and remitted to the government. These include state
and federa income taxes and FICA (Socia Security). You may be required to register with both the federa
government and the State of Illinois for tax withholding purposes. To register with the federal government,
contact the Internal Revenue Service at 1-800/829-3676 and request:

- Your Busness Tax Kit (YBTK) for either a sole proprietorship, partnership or corporation
- A Tax Guidefor Smdl Busness (Publication 334)
- Employer's Tax Guide (Publication 15)

The IRS dso operates a generd information hotline: 1- 800/829-1040. To register with the State of Illinois,
contact the Department of Revenue:

100 W. Randolph, Concourse 300 PO Box 19030

Chicago, Illinois 60601 Springfield, Illinois 62794-9030
Voice1-800-732-8866
TDD: 1-800-544-5304

Federal Employer Identification Number (FEIN)

Every partnership, corporation and S Corporation must have a FEIN to use as its taxpayer identification
number. A sole proprietorship must lso have aFEIN, if it:

1) Payswagesto one or more employees, or
2) Hlesany excisetax returns, including those for dcohol, tobacco or firearms.

Otherwise, sole proprietors can use their socid security number as their business taxpayer identification
number. To apply for a FEIN, use form SS-4, Application for Federal Employer Identification Number. To
receive an gpplication, contact the IRS Hotline a 1-800-829-3676 (TDD 1-800-829-4059).

IMMIGRATION REFORM AND CONTROL ACT
The Federa Immigration Reform and Control Act of 1986 requires every employer to keep on file aform for

every employee certifying such employee's identity and work digibility. For further information, contact the
U.S. Immigration and Naturdization Service.
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Immigration and Naturalization Service

10 West Jackson Boulevard

Chicago, Illinois 60604

Voice: 1-800-375-5283 (TDD:1-800-767-1833)
www.ins.usdoj.gov

WAGE WITHHOLDING FOR CHILD SUPPORT

Federa and state laws require judges in domestic relations cases to order employers to withhold a portion of
an employee's income for payment of child support. An Income Withholding Notice is prepared and served
immediately upon the payor unless a written agreement by both parties to an dternative arrangement has been
mede. If the payor becomes ddinquent, the Income Withholding Notice will be issued. The order is
mandatory in cases involving Public Aid recipients.

When an Income Withholding Notice is served on the employer, the employer withholds the amount stated
and sends the amount withheld to the State Disbursement Unit.  If the employer fals to withhold wages as
Specified in the Notice, the employer will be ligble for the amount that should have been withheld, and may
have to pay afine.

An employer may not discharge, discipline, deny employment or otherwise pendize an employee because
he/she is subject to an Income Withholding Notice. An employer who does so may be ordered to employ,
reingtate and/or pay restitution to the employee. A fine lso may be imposed by the Court on the employer.

The Illinois Department of Public Aid is the Child Support Enforcement agency for the State of Illinois. For
more specific information on provisons of Wage Withholding For Child Support, contact the lllinois
Department of Public Aid:

Divison of Child Support Enforcement
Voice: 1-800-447-4278
TTY: 1-800-526-5812
www.state.il.us.dpa

Statewide

P.O. Box 19153

Springfield, Illinois 62794-9153

Voice: 217/782-1380 or 877/225-7077

For EFT-EDI: 630/784-3722 or 217/557-3127

UNEMPLOYMENT INSURANCE

You may be required to make unemployment insurance contributions to the Department of Employment
Security. Generdly, you are liable for such contributionsif you have:

1) employed one or more workers in each of twenty weeks in a calendar year; or

2) paid at least $1,500 in total wages during a calendar quarter

You adso may belidble if you acquire dl or part of abusiness aready subject to the Unemployment Insurance
Act. To deemine liability, complete a "Report to Determine Liability" form and submit it to the
Unemployment Insurance Revenue Divison of the Depatment of Employment Security. If it is

13



determined that you are ligble, an account number will be assgned and reporting forms mailed to you each
quarter. Reports and contributions are due no later than the last day of the month following the end of the
cdendar quarter. Most new employers are responsible for making contributions at the current rate of 3.1
percent of each worker's wages up to $9,000 per calendar year. (There are other rates for certain industries
such as condruction, mining and agriculture.)  Reports must be filed quarterly listing the workers wages even
if there is no contribution due because dl of the workers have aready reached the $9,000 threshold. Contact
the Department of Employment Security to receive a State Unemployment Insurance New Employer Packet
at:

IDES

Employer Hot Line

401 South State 4 North

Chicago, IL 60605

Voice: 1-800-247-4984 (in lllinois only) or 312/793-4880

TDD: 312/793-9350

www.idesgtateil.us

WORKERS COMPENSATION

By law, an employer is required to provide insurance for employees accidenta desths, injuries, and
occupationd diseases arising out of and in the course of employment. The insurance requirement is applicable
to amog dl businesses and must include provisons for adl medica expenses, rehabilitation and retraining,
temporary and tota disability, permanent disability and death benefits. Insurance generdly is purchased
through private firms or agents, dthough business can apply to the commission for permisson to sdf-insure.
Annua premiums are based on total company payroll, loss experience and type of business. Employers must
post a notice in the workplace liging the insurance carrier and explaining workers rights under the law.
Temporary workers who otherwise do not receive any company benefits are ill provided workers
compensation. For further information on workers compensation, contact:

[llinois Industrid Commission
100 West Randolph, 8-200
Chicago, Illinois 60601
Voice: 312/814-6611

TDD: 312/814-2959
www.Stateil. us/agencyfiic

If you are refused coverage by two or more companies, you can obtain insurance from the Assigned Risk
Pool. Rates will be approximately 20 percent higher than the open market. To obtain information on
Assgned Risk coverage, cdl the Nationd Council on Compensation Insurance (NCCI) Customer Service
Lineat 1-800-622-4123.
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POSTERS THAT MUST BE DISPLAYED AND OTHER LABOR REQUIREMENTS

Federal and state laws require that certain posters be displayed on business premises to inform employees of
their rights and benefits. These posters may be obtained at no cost from the applicable agencies listed:

Equa Employment Opportunity Commission (EEOC):
Businesses with 15 or more employees must display the poster from the EEOC entitled Equal Employment
Opportunity is THE LAW. This poster is available upon request from:

EEOC Publication Office
PO Box 12549
Cincinnati, Ohio 45212
Voice: 1-800-669-3362 or Fax: 513/489-8692
TDD: 1-800-800-3302 Material Orders and Inquiries

U.S. Department of Labor (USDOL )

Businesses with one or more employees must display these pogters to inform employees of ther rights.
Occupational Safety and Hedth Adminidration's Safety Poster, Family Medicad Leave Act, Fair Labor
Standards Act and the Employee Polygraph Protection Act. All requests for posters mugt be in writing.
Pease write or fax:

USDOL / Forms and Publications
230 Dearborn Street / Room 1086
Chicago, Illinois 60604
Fax: 312/353-0127

[1linois Department of Employment Security (IDES)
The lllinois Department of Employment Security poster is included in the IDES Employer Start-Up Kit (see
Unemployment Insurance section on previous page).

lllinaisindustrial Commission

Employers must display a workplace, notice listing the insurance carrier and explaining workers' rights under
the workers' rights under the Workers' Compensation Act. For copies, call 312/814-6633; 217/785-7087;
309/671-3019 or 815/987-7292. The notice is aso available at www.gtae.il.usagency/iic/iicformshtm

llinois Department of Labor (IDOL)

The Illinois Department of Labor (IDOL) requires employers to display the poster entitted "Notice to
Employers and Employees.” IDOL is respongble for enforcement of laws which protect 1llinois workers.
These laws provide a workplace in which employer and employee are each bound by the same impartia laws
and standards. For IDOL posters and/or information about labor laws, contact IDOL at:

160 North LaSdle Street, Suite C-1300 #1 West Old State Capitol Plaza, 3rd Floor
Chicago, Illinois 60601 Springfield, lllinois 62701-1217
Voice: 312/793-2800 Voice: 217/782-6206

TDD: 312/782-2000
www.gtate.il.us/agency/idol
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OCCUPATIONAL SAFETY AND HEALTH ADMINISTRATION

The Industrid Services Office of the Department of Commerce and Community Affairs offers free, confidentia
pre-ingpection consultation services which are designed to prevent citations and penalties resulting from the
actua federd OSHA inspection. Conaultants assst employers in complying with OSHA workplace safety
and hedth slandards in developing a complete safety and hedlth program to diminate employee lost time,
production downtime and materid damage in their operation. For further information contact:

Department of Commerce and Community Affairs
Industria Services Divison

100 West Randolph, Suite 3-400

Chicago, Illinois 60601

Voice: 312/814-2337 or 1-800-972-4216

TDD: 1-800-419-0667

BUSINESS SERVICES

Obtaining Lega Counsdl

Many business owners consder legd services only when their firms are in trouble. However, costly and
time-consuming lega problems can be averted by retaining a competent attorney who can advise on such
business areas as choosing the type of business organization that best suits your needs and objectives,
protecting your family's financid security from the business risks advising you as to locd, date and federad
regulations which affect your business, obtaining licenses and permits, preparing or ingpecting contracts;
resolving tax questions, assigting in obtaining financing; and giving practica advice on many business problems.
Attorneys aso can provide professona help when dealing with

other parties such as financid inditutions, owners of possble store or plant locations, union officids,
governmenta bodies, franchisng companies, contracts with suppliers and customers and insurance coverage
negotiation with employees. In addition, other problems may arise requiring the services of an atorney. For
ingance, the employer may be served with wage deduction orders against employees which, if not handled
properly, can result in persond liability on the part of the employer. Other examples:

- The business may face collection problems with its cusomers.

- Thebusiness may become involved in disputes with its trade creditors.

- The business may have disputes with both present and former employees.

- The business may have expansion opportunities or restructuring may need to beconsidered.

When seeking an attorney's counsel or assstance, be as prepared as possible. Collect pertinent data, do
necessary research and have as much information as possible about your busness. This will save your
attorney time and you money. When congdering an attorney, use discretion. Remember, an attorney will
provide services fundamentd to the success of your busness. There are severd methods for sdecting an
attorney. It may be prudent to seek recommendations from other business owners. The Martindale-Hubbel
Law Directory contains alisting and rating of atorneys in your city; a copy may be found at the local library.
The public library is aso a place to obtain reference books on lega topics. Included in this group isthe Smdl
Busness Legd Advisor by William A. Hancock, published by McGraw-Hill. Another method of finding an
attorney is to contact the lllinois State Bar Association Lawyer Referra Service at 217/525-5297 (TDD:
217/525-9006). Reddents of Cook County may contact the Chicago Bar Association's Referrd Service a
312/554-2001 (TDD: 312/554-2055).
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Insurance Coverage

Many people starting a smal business fall to congder ther insurance needs. A well planned insurance
program is essentid for protecting a business from unforeseen losses and sgnificant financid burdens. Four
types of insurance coverage are essentid: fire, liability, vehicle and workers compensation. In addition, there
are severd desirable types of insurance coverage: business interruption, crime and key employee.

In organizing an insurance program, there are four basic consderations:

1. Recognizeyour risks. Recognize the perils facing the business and the potentia loss
from each.

2. Study insurance cods. Before purchasing insurance, investigate the methods by which
you can reduce the cost of coverage. Thisincludes "shopping” for the appropriate
insurance plans.

3. Haveaplan Prepare aninsurance plan that is compatible with the operation and goals
of the business.

4. Get professona advice. A qualified insurance agency, producer, broker or consultant can
explain options, recommend the best coverage and help save money.

Bookkeeping
Access to proper information is provided by a sound bookkeeping system. Functions of a good system
include:

- Starting and keeping an accounting system for the accurate and timely recording of
the company's cash receipts, disbursements, sales and operating expenses

- Preparing periodic statements. This includes statement of assets and ligbilitiesas of a
given date (balance sheet), tatement of results of operations for agiven period of
time (income statement), Statement of changesin financid position and establishment of
systems that track accounts receivable and payments due

- Preparing sate and federa income tax returns

Preparing socid security, withholding, property and other tax returns

These responghilities may be undertaken from within or outside of the busness. This will depend on the sze
and nature of the business and your own experience and available time. Y our accountant, attorney or banker
can help decide your needs for a bookkeeper or bookkeeping service.

Accounting

In addition to bookkeeping requirements, you may need the services of a certified public accountant (CPA),
an accountant who has passed a written examination prepared by the American Ingtitute of Certified Public
Accountants and who has received a state license for their public practice of accountancy. CPAS provide the
following services.

Auditing - Although you may have hired a bookkeeper to maintain accounting records and prepare
financid datements, there are many reasons why you may need financiad statements certified by a CPA.
For example, banks and other lenders frequently require an audit before aloan is granted and during the
period that the loan is outstanding.

Taxes - Most businesses do not have employees who are experts in tax matters and, therefore, must rely
on professond assstance. Thisis paticularly true today when the tax laws are complex and continualy
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changing. The tax services provided by CPAs include planning transactions for the lowest present and
future tax liabilities, preparation of tax returns, conferences with taxing authorities who are examining prior
years tax returns and estate planning.

Consulting - Because of their experience with many companies in many industries, CPAs may be able to
assg you in cogt reduction, improvement of reports, ingdling or upgrading accounting systems,
budgeting and forecasts, financid analyses, production control, qudity control, compensation of
personnel and records management.

The Independent Accountants Association of [llinois (IAAL), established in 1949, dso can refer a competent
accountant to the potentia 1llinois small businessperson.  1AAI's membership is composed of both CPAs and
non-CPA accountants. Many of the IAAI accountants are licensed to represent a client before the IRS.
Non-CPA accountants can assst with accounting, saes and payroll tax preparation and other business
consulting needs.  For more information, contact:

I ndependent Accountants Association of 1linois
PO. Box 1506

Gdesburg, Illinois 61402-1506

Voice: 1-800/222-2270 or 309/342-5400
illinoisaccountants.com

The lllinois CPA Society is the state professiona association representing more than 25,000 certified public
accountants. The Illinois CPA Society is one of the largest state CPA Societies with members in education,
government, industry and public accounting. Members of the Illinois CPA Society are bound by professona
ethical andards. The lllinois CPA Society sponsors severa public service programs.

Some of these incdlude: Disaster Rdlief Assigtance for those in need of tax assstance after a naturd disaster
(floods, tornadoes, €tc.), teaching educationa courses for small business owners, and speaking engagements
for various associ ations/organi zations throughout the state. For more information, contact:

Thelllinois CPA Society

222 S. Riversde Plaza/Suite 1600

Chicago, Illinois 60606

Voice: 1-800/993-0407, Fax: 312/993-9954
WWW.icpas.org
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CHAPTER TWO
FINANCIAL CONSIDERATIONSIN STARTING A BUSINESS

OBTAINING FINANCING

Financid resources avalable to smal businesses can vary depending on whether you are starting a new
business or purchasing an exiging busness. The most common source of financing for a smadl busness is
persond resources. Many businesses begin on a"shoestring” or household budget until their financid Stuation
and cash flow are dable. Friends, rdatives and financid inditutions aso are potentid sources of financing.
Business loans for start-up enterprises are not easily obtained, but fortunately there are various dterndtives to
consider.

U.S. Smdl Business Adminigration (SBA) has an excdlent paphlet entitted "The ABC's of Borrowing" which
explains the process of borrowing money from banks or other lending indtitutions. To obtain a copy of thisand
other SBA publications and materias, contact the locd SBA digtrict office, nearest SBDC, vist the Internet at
www.sba.gov, cal the answer desk at 1-800-827-5722, or e-mail the answer desk at sba.gov.

How to Apply for al.oan

The following guidelines should be used for the current or prospective business owner when preparing to
request financia assstance. Those wanting to start a business should:

- Describe the type of business you plan to establish

- Submit information on the products or services the business plansto offer
and identify existing and potentid customers and competitors

- Describe your experience and management capabilities

- Prepare an estimate of how much you or others have to invest in the business
and how much you will need to borrow

- Prepare a current financid statement (balance sheet) listing dl persond assets
and dl liabilities

- Prepare adetailed projection of earnings for the firgt three years the business will
operate

- List collaterd to be offered as security for the loan, indicating your estimate
of the present market value of each item

- State the amount of the loan and exact purposg(s) for which it can be used

Those dready in business should:

- Submit a brief history of the business and its employment growth

- Submit information on your company's products or services and identify
exiging and potential magor customers and competitors

- Prepare a current financia statement (balance sheet) listing dl assets and
ligbilities of the busness

- Have an earnings (profit and loss) statement for the last two years and for the
current period to the date of the balance sheet

- Prepare a current persond financid statement of the owner, each partner or
each stockholder owning 20 percent or more of the corporate stock in the
business

19



List collaterd to be offered as security for the loan, with an estimate of the
present market value of each item

- State the amount of the loan requested and exact purposes for which it can be
used

Along with the preceding information, a business plan should be submitted to the lender outlining the basic
Structure and direction of the business. A business plan outlineis located in Appendix B of this handbook.

OVERVIEW OF FEDERAL AND STATE FINANCIAL ASSISTANCE PROGRAMS

There are a number of financid assstance programs available to the business community here in lllinois,
including aid from federd sources.

U.S. Smdl Busness Adminigration (SBA)

The SBA has a number of programs and services available. They include training and educationa programs,
advisory services, publications, financid programs and contract assstance. The agency dso offers specidized
programs for women business owners, minorities, veterans, internationd trade and rural development. For
more information call or write:

500 W. Madison 511 W. Capitol Ave.
Suite 1250 Suite 302

Chicago, IL 60661 Springfield, IL 62704
Voice: 312/353-4528 Voice: 217/492-4416
TDD: 312/886-0705 TDD: 217/492-4418

Sate of lllinois

The Department of Commerce and Community Affairs (DCCA) is lllinois lead economic development
agency, with a wide range of programs and services DCCA assgts lllinois busnesses to compete
successtully in the globa economy.  The First Stop Business Information Center can assist you in learning
more about DCCA and other public financing programs. For more information, cal the Illinois Busness
Assigtance Line at 1-800-252-2923 (TDD, 1-800- 785-6055).

BANKING SERVICES

Businesses have specia financia needs and the types of commercid accounts available are as varied as those
for individuds. Work with your loca banker to discuss the following banking services:

Commercia Checking Accounts

Checking account services are available for every size of business, with custom check design and a variety of
check formats that provide audit controls for the account. Service charges may be caculated on the number
of checks written and the number of checks deposited, plus a monthly maintenance fee. In most cases, an
account receives a monthly earning credit based on an average of previous weeks Treasury Bill rates which is
applied againg the service charges caculated for the account.

Commercia Depodst Services

Commercid Bulk Deposits dlow the business to process bulk change, pick up currency or drop off large
deposits. Also, with the advent of 24-hour automatic teller facilities, businesses as wel as individuas have
greater access to certain banking services.
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Federd Tax Depostory Services dso are available to help prevent a pendty for late payment of taxes. The
date the bank accepts the deposit establishes the date of payment.
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Commercid Savingdlnvestment Services

Business Savings Programs dlow a business to deposit up to a certain amount in a savings account that earns
interest on a percentage per year, compounded continuoudy for an effective yidd. Short-term investments
aso are available usng Certificates of Deposit and Repurchase Agreements.

Loan Services

In some ingtances, the bank can provide assstance in obtaining and financing loans. The following are some
possible areas of assstance:

- Working capitd loans provide short-term access to interim operating funds.

- Arevolving line of credit is a pre-established borrowing limit that can help meet
monthly expenses.

- Inventory financing or aseasond line of credit can help see the business through
cyclicd, capitd-intendve periods which are common to agriculture and certain
types of wholesde and retail operations.

- A letter of credit from a bank can improve purchasing power in business
transactions outside the locd area.

- Accounts receivable financing alows borrowing againg business dready on the
books.

- Equipment financing and leasing arrangements can help to properly equip the
business or expand it when it is ready to grow.

- Capitd loans provide venture capitd to help sart or invest in acommercia
enterprise.

- Red edtae mortgages are available to help acquire property and red estate
management services can help manage the property.

- Credit invedtigations can help protect the business owner when deding with
unfamiliar sources.

Other Services

The nature of banking is such that it lends itsdlf readily to other services. Following are some of the other
sarvices offered by banks:

Business advice - It frequently is said that the banker should be a business guide and friend to his clients.
Bank officers develop a broad understanding of the operations of their clients busnesses. Some banks
employ engineering and management experts who are made available to their dients for suggestions and
guidance. It isvery important to find a banker who is interested in you and your company.

Credit advice - Every szable bank has a credit department that handles problems that arise daily. A
bank with a good credit department frequently can be helpful to the business owner.

Agent services - Although it may act as an agent in many important and complex ways, the use of a bank
as an agent for collection and disbursement services of various kinds can be of invauable assstance to
smaler businesses.

Trust services - Mot banks have trust departments that, among other things, handle financid affairs for

people who want them to manage or hold investments, and to collect income and pay it out as agreed.
Also, many times a bank is named as executor in awill to take charge when an individud dies.
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Safe deposit boxes - Many banks provide safe deposit box services. The serviceisasmple one and is
frequently used for the safekeeping of various business records.

INVESTING PROFITS

Because it can be difficult to anticipate volume and a generd unwillingness exigts to take a market risk, many
busnesses prefer to leave profits in an interest-earning commercial checking (NOW) account. NOW
accounts are available only to sole proprietorships and partnerships unless a corporation is not-for-profit.
However, severd other avenues might be explored:

- High grade commercia paper

- Municipd bonds

- Tressury hills or tax anticipation notes

- Cetificates of deposit
Check with the bank's investment advisor or a stock broker for the best plan for your business.

UNIFORM COMMERCIAL CODE

Chapter 810, Illinois Compiled Statutes, Act 5, Article 9, Part 1, contains the provisons of the Uniform
Commercid Code - Secured Transactions. |f you borrow money using certain items of commercia property
as collaterd, the lender has the right to file alien on that property with the Secretary of State's Office, Uniform
Commercid Code Divison. This guarantees the lender firg rights to the property if you default on loan
payments or file for bankruptcy. For more information, contact the Secretary of State's Office at
217/782-7518 (TDD: 1- 800-252-2904).

SECURITIESREGULATION

Many financing plans for smal busnesses involve, a least in part, the issuance of securities. Some of the most
common forms of securities utilized by smal businesses are common or preferred stock, limited partnership
interests, debt with an option to convert into stock and warrants to purchase stock. Debt financing obtained
from parties other than commercia lenders so may involve a security.

Securities must be registered with the Secretary of State's Office, Securities Department, before being offered
or sold in lllinais, unless the securities are exempt from the regidration requirements.  Persons sdling the
securities dso may have to be licensed by the Securities Department. If the business is seeking  securities
financing in any other date, it probably will dso have to comply with federa and the other states securities
regigtration requirements. Consult an atorney about whether your financing plan involves securities and the
applicable regigtration requirements and exemptions. For more information, contact the Secretary of State's
lllinois Securities Department at 217/782-2256 (TDD: 1-800-252-2904).
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CHAPTER THREE
BUSINESS OPERATIONS
DETERMINING BUSINESSLOCATION

The location of the business often is determined by the type of business. Many sole proprietor operations are
run in the home. Indeed, some occupations make that desirable and you are entitled to certain tax deductions
which can be determined by discussing your business stuation with an attorney or accountant. Check local
ordinances regarding owning and operating a business from your home.

Opening an Office

If the decision is made to have an office outside the home, a reputable real estate agent specidizing in leasing
or selling commercid space can hep determine a qudity location. Take as much time and care in choosng a
business ste asin choosing ahome. The average employee spends 25 percent of higher time at work and the
environment should be as conducive to business as possible. In addition, a local office furniture and supply
gore can give vauable help in getting the office set up. It can asss with everything from color schemes to
company logo design. Shared office space is another dternative whereby space is rented on a yearly, monthly
or even hourly basis. Conference rooms, steno service and mailing address use are but afew options.

Smdl Busness Incubators are now operating throughout lllinois offering entrepreneurs extensive office
fadilities, shared clericd staff and equipment, as well as technicd business assstance. Contact the lllinois
Business Assistance Line a 1-800-252-2923 (TDD: 1-800-785-6055) for more information.

TEMPORARY/EMERGENCY PERSONNEL

If your business has additiona employees, chances are someone will beill or unexpectedly absent for persona
reasons. If this absence will creste mgor inefficiencies, condder contacting a local employment agency.
Temporary services can supply clerica personnel and, in some ingtances, workers for light industrid positions.
A temporary replacement can usudly be on the job within afew hours.

The company will charge an hourly rate based on job description. If dissatisfied with the help provided, there
generdly is no charge. Check the yellow pages of the loca telephone directory for Temporary Employment
Agencies.

If known in advance that an employee will be out of the office (vacation, for example), contact your loca
college or univergity and ask for their placement offices. Students often stop by to check bulletin boards for
local job offerings.

There will be instances, of course, when the business must go on without replacement help. If it is obvious that
the business is undergtaffed, explain the Stuation to the customers and request their patience. The mgority will
be quite understanding.
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CREDIT CARD SERVICE

In this age of plastic, most businesses accept major credit cards as payment for services or product. A loca
bank can make your business accessible to the Visa, MasterCharge, American Express and other credit card
sysems. When contacting a bank which handles those accounts, you will be asked to provide commercia
and financid statements, and the bank will do an andysis of the business solvency. If unable to estimate the
business income, a personal credit check will be conducted to ascertain dependability. Upon approval, the
bank will establish a commercia account for the business into which you deposit the credit card "bank” copies.
The bank recelves statements from the credit card company and remits payment from your account. Each
bank imposes a processing cost on the business account depending upon average sadles and volume. This can
be anywhere from two to twelve percent -- usualy the former. The bank and the credit card company can
either rent or sal one or more credit card machines. At some point the business may want to consder more
sophisticated equipment which automatically determines the vdidity of a credit card. After Sgning an
agreement with the bank, the business will receive monthly statements of account balance.

CHECK CASHING PROTECTION

A business can enhance its profits by welcoming a potentia customer's check, but along with a check cashing
policy comes the built-in risk of recelving a bad check. No busness is immune. There are severd ways,
however, to be as protected as possible when providing this service.

It is sound policy to have the check writer include their phone, driver's license and socid security numbers on
the check. The check should have the person's name and address pre-printed. In case of problems, the
writer can be reached.

In order to verify if acheck isgood at point of purchase, several companies provide a tracking system and can
tell a subscribing member (generdly via an 800 number) whether or not to accept a check. For a one-time
enrollment fee, a sdes representative will explain the service and provide training for employees on how to use
the system. Theresfter, a monthly fee entitles you to check verification and guaranteed payment if the service
indicates a check is good that subsequently is not.

There aso are check cashing protection systems that will guarantee, up to a certain limit, al bad checks you
receive. Acting as a type of insurance agency, the sysems charge a monthly rate based on the average
volume of checks you receive, and provide persondized service.

When you receive an "inauffident” or "non-aufficient funds' (I1SF/NSF) check returned by a bank, you have
severa recourses.

- Wait areasonable amount of time and redeposit the check

- Contact the individua who wrote the check requesting that they make the
check good

- Pogt a notice derting employees not to accept checks from the individua until
the outstanding check is made good

If satisfaction has not been received within a reasonable amount of time, send a written demand to the person's
last known address by certified letter, return receipt requested. By law, the individua who
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falsto pay the amount of the written check within 30 days s liable for triple the amount owed, plus attorney's
fees and court costs for recovery. In no case is that amount less than $100 or more than $500 plus fees and
costs.

In order to bring a civil suit in smal clams or other appropriate court, you will need a copy of the |etter,
certified mail receipt, acopy of the check (front and back), and aletter from the bank indicating that the check
is no good. Another course of action would be to contact the loca State's Attorney's Office. The State's
Attorney's Office may contact the maker of the check by letter to findly resolve any questions of inadvertence
or may initiate prosecution immediately. Upon initid contact with the State's Attorney's Office, you will be
asked to complete an incident report to aid in prosecution of the case. Remember that most people do not set
out to defraud or pass bogus checks, but there are enough who do, so remain dert. The loca police
department may be a source of assistance if forgery is suspected.

PUBLIC RELATIONS

Public relaions can be amply defined as "doing good things and then making an effort to aert people that
you've done them." In a practicd sense, it means getting the word of the postive, newsworthy things that
happen in or a your place of business to the media so they, in turn, will tell the story to their audiences -- your
potentid customers. When this happens successfully, the end result is publicity.

Good publicity is any news thet is of potentid interest to the people in the community. People make news.
Employee promotions and awards make news. Events make news -- business opening, specia promotions,
anniversary celebrations, participation in or sponsorship of a community activity. Innovations are news -- a
new product, anew service.

The more consumers read, see and hear about a business postive accomplishments, achievements and
activities, the greater the awareness will be of you and your busness in the locd community, resulting in a
better image. Awareness and agood image are what can set a business gpart from competitors.

PATENTS, TRADEMARKSAND COPYRIGHTS

In some indances, "protection” may be sought for a product, service or new invention or printed materia.
Following is a brief discusson of the three primary kinds of intelectua property protection. Each of the three
kinds i different and serves different purposes. A great ded of information gppears on the Internet. The
address for the Web page Patents and Trademarks is http://mww.uspto.gov. These are searchable databases
for patents and federd trademarks.

Patents
A Patent is a grant of a property right by the US Government to the inventor (or his heirs or assgns). The

grant is made through the Patent and Trademark Office. Presently the time of the right is 20 years from date
of gpplication.

Each patent gpplication is a unique document that is prepared individualy by the inventor, with or without the
help of a patent attorney. The first step in developing an gpplication is a search to be sure the ideais indeed
new, unobvious and, for utility patents, has usefulness. When the document is prepared, it is filed with and
examined by the Patent and Trademark Office. For autility application, a $345 filing fee must accompany the
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goplication.  All fees may be revised annudly, taking effect October 1, the beginning of the federd
government’ sfiscal year. For more information cal or write:
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Patent and Trademark Depository Patent and Trademark Depository

Chicago Public Library [llinois State Library

Harold Washington Library Center 300 South Second Street

400 South State Street Springfield, Illinois 62701-1796
Chicago, Illinois 60605 Voice: 217/782-5659

Voice: 312/747-4450 TDD: 1-800-526-0844

TDD: 312/747-4499 FAX: 217/782-8432

GENERAL INFORMATION CONCERNING PATENTS is published through the U.S. Government
Printing Office. Itisa primer of information about patents, their use and how to file. You may purchase it a
any U.S. Government Printing Office bookstore. Payment must be made in advance. Credit card or cash will
be accepted. You may dso cdl toll free 1-800-PTO-9199. The closest bookstore in lllinoisis:

U.S. GPO Bookstore

401 South State Street, Suite 124
Chicago, Illinois 60605

Voice: 312/353-5133
WWW.aCCess.gpo.gov

Federal Trademarks

Trademarks are any word, phrase, symbol or design or any combination which identifies and digtinguishes
goods and services of one source from those of another. To qudlify for regigtration as afederd trademark, the
mark must be used in "commerce regulated by Congress' or in more than one sate. Each trademark must be
unique and is "examined" by the Office to see that it meets various legd requirements. Trademarks are issued
"permanently” but must meet various periodic renewd requirements. Currently the nonrefundable filing fee is
$325.

The publication BASIC FACTS ABOUT TRADEMARKS, which aso contains the forms which must be
used, may be purchased or ordered as noted above for GENERAL INFORMATION. In addition, a specid
number to TAC, Trademark Assstance Center, 703/308-9000, can provide more speciaized information.

State Trademarks

Trademarks and servicemarks may aso be regisered in the Sate of Illinois. A mark must bein-usein lllinois
before it may be registered and examples of this use must be submitted with the application for registration.
Applications and further information may be obtained from the Office of the Secretary of State, Department of
Business Sarvices, Trademark Divison, Room 328, Howlett Office Building, Springfield, lllinois 62756,
217/524-0400 (TDD 1-800-252-2904).

Copyrights

Copyright can be "clamed" by marking the book, magazine article, fabric design, or other covered cregtive
at, onceitisinfixed format. Whileit is no longer necessary to mark it © the year, the author's name, it is il
useful to do so. Beyond that, with the gppropriate form filled out, a fee of $40 and the copy(ies) designated
for the type of work, the Library of Congress will provide regisration. Copyright protects the author,
generaly dlowing the "Author" to control the copying of hiswork.
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You may write the Copyright Office, Library of Congress, Washington, D.C. 20559-6000. You may aso
fax the Library of Congress for forms at 202/707-2600. Genera information about forms and publications to
use are available from 202/707-3000. A TTY number for the same information is 202/ 707-6737. Hours are
8:30 to 5:00 Monday to Friday. Additiond information, forms and dectronic filing copyright can be done
through the Library of Congress web page at http//www.loc.gov.

Information is adso available a the Chicago Public Library and the Illinois State Library on a limited basis.
Generdly no searching for copyright history is done at ether of these locations.
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APPENDIX A
FEASIBILITY CHECKLIST

Perhaps the most crucia problem you will face after expressng an interest in starting a new business or
cgpitalizing on an gpparent opportunity in your exising busness is determining the feasbility of your idea
Getting into the right business a the right time is smple advice, but advice that is extremdy difficult to
implement. The high failure rate of new businesses and products indicates few idess result in successful
business ventures, even when introduced by well-established firms. Many entrepreneurs drike out on a
business venture convinced of its merits, but they fail to evduate its potentid. This checklist should help you
evaduate a busnessidea. It is designed to screen out idess that are likdly to fal before you invest extensve
time, money, and effort in them.

Preliminary Analysis

Y ou should redlize your persond limitations and seek gppropriate ass stance where necessary (i.e., marketing,
legd, financid). Few people have expertise in doing a feashility study. A feashility study involves gathering,
andyzing and evaduating information by answering: "Should | go into busness?' Answering this question
involves a preliminary assessment of both persond and project consderations. Financid datistics are
available from most businesses, trade and industry associations, private companies, banks, universities, public
libraries and government agencies.

General Personal Consider ations

Thefirgt series of questions ask you to do sdf-introgpection.

- Are your persondity characteristics such that you can adapt to and enjoy smdl business
ownership/management?
- Do you like to make your own decisons?
- Do you enjoy competition?
- Do you have willpower and sef-discipline?
- Do you plan ahead and get things done on time?
- Canyou take advice from others?
- Can you adapt to changing conditions?
The next series of questions stress the physicd, emotiona, and financia strains of anew business.

- Do you have the physicd stamina and emotiond strength to handle a business?

- Do you understand that owning your own business means working 12-16 hour days, maybe six daysa
week and holidays?

- Areyou prepared to lower your standard of living for several months or years?

- Canyou aford to lose your savings?

Specific Personal Consider ations

- Do you know why you are considering this business opportunity?

- Do you know which skills and areas of expertise are critica to the success of your business?
- Do you possess these skills and know how to effectively utilize them?

- Canyou find personnd who have the skills, abilities, and expertise you lack?

- Canyou perform the feagbility study or have the time or money to do s0?

- Will this business opportunity effectively meet your career aspirations?
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General Project Description

Describe the business you want to enter.

List the products/services you want to sdll/offer.

Describe who will use your products or services.

Why would someone buy your product/services?

What kind of location do you need?

List product/service suppliers.

List your mgjor competitors (who provide smilar products or services).
List the labor and staff you require to provide your products/service.

Requirementsfor Success

To determine whether your idea meets the basic requirements for a successful new project, you must answer
one of the following question with a "yes'.

Does the product/service/business serve an under-served need?

Does the product/service/lbusiness serve an existing market in which demand
exceeds supply?

Can the product/service/business compete with existing competition because of
an "advantageous Stuation” i.e., better price, location, etc.?

Major Flaws

A "yes' response to these questions indicates the idea has little chance for success.

Are there any causes (i.e., restrictions, monopolies or shortages) that make required factors of
production unavailable (i.e., unreasonable cost, scarce skills, energy, equipment, technology,
materia, process, or personnel)?

Are capita requirements for entry or continuing operations excessve?

Arethere any extraordinary circumstances that would make financing hard to obtain (i.e..
bankruptcy or bad credit)?

Are there potentid detrimenta environmentd effects?

Are there factors that prevent effective marketing?

Desired I|ncome

The following questions should remind you that you must seek both a return on your investment in your own
business aswell as a reasonable sdary for the time you spend in operating that business.

How much income do you desire?

Areyou prepared to earn lessin the first 1-3 years?

What minimum amount of income do you require?

What financid investment isrequired for your busness?

How much could you earn by investing this money?

How much could you earn by working for someone el se?

Add theamountsin 5 and 6. If thisincomeis grester than what you can redisticaly expect from
your business, are you prepared to forego this additiona income to be your own boss with only
the prospects or more substantia profit/income in future years?

What isthe average return on investment for a business of your type?
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Prdiminary Income Statement

Y ou need to know the business income and expenses. Show profit/loss and derive operating ratios on income
satements.

- What isthe norma markup in thisline of business, i.e,, the dollar difference between the cost of
goods sold and sales, expressed as a percentage of sales?

- What isthe average cost of goods sold percentage of sales?

- What isthe average inventory turnover, i.e., the number of times the average inventory is sold
each year?

- What isthe average gross profit as a percentage of sales?

- What are the average expenses as a percentage of sales?

- What isthe average expenses net profit as a percent of sales?

- Takethe preceding figures and work backwards usng a standard income statement format and
determine the level of sales necessary to support your desired income level.

- From an objective, practical standpoint, isthislevel of sales, expenses and profit attainable?

Market Analysis

The primary objective of amarket analysisisto arrive a aredidtic projection of sales.

Customer Base

- Define the geographical areas from which you can redisticaly expect to draw customers.

- What isthe makeup of population in these areas, average family size, age distribution and per
capitaincome?

- What do you know about the population growth trend in these areas?

- What isthe consumer's attitude, shopping/spending patterns of business?

- Isthe price of your product or service important to your target market?

- Can you apped to the entire market?

- If you apped to only a portion of the market, isthat segment enough to be profitable?

Competition

- Who are your mgjor competitors and their strengths/wesknesses?

- Areyou familiar with factors concerning your competitors price structure, product lines (qudity,
breadth, width), location, source of supply, promotiona activities and image from a consumer's
viewpoint?

- Do you know of any new competitors or competitor's plan for expanson?

- Haveany firms of your type gone out of businesslately? If so, why?

- Doyou know the sales and market share and profit levels of each competitor?

- Do you know whether the sales and market share and profits of each competitor are increasing,
decreasing or stable?

- Can you compete with your competition?

- Determinethetotal sdesvolume in your market area.

- How accurateis your forecast of total sales? Isit based on concrete data?
- Isthe estimated sdlesfigure "normd” for your market area?

- Isthe sdes per square foot for your competitors above the normal average?
- Arethere conditions or trends that could change your forecast of total sales?
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Sales (continued)

Do you plan to mark down products occasondly to diminate inventories?

If you do not carry over inventory, have you adequately considered the effect of mark-down in
your pricing? (profit margin may be too low)

How do you plan to advertise/promote your product/service?

Forecast the total market share you can redigticaly expect--as adollar anount and asa
percentage of your market.

Can you cregte enough competitive advantages to achieve the market share in your forecast of the
previous question?

Isyour sdlesforecast greater than the sales amount needed to guarantee your minimum income?
Areyou optimigtic/pessmidtic in your forecast of sales?

Are you willing to hire an expert to refine the sales forecast if needed?

Can you make an itemized inventory list of operating supplies nesded?

Do you know the quantity, qudity, price ranges, technical specifications and name/location of
potential sources of supply?

Do you know ddlivery schedule, credit terms and sales of each supplier?

Do you know therisk of shortage for any critical materids or merchandise?

Do you know if the price dlows you to achieve an adequate markup?

Do you know which supplies have an advantage relative to trangportation costs?

Expenses

Do you know your necessary expenses rent, wages, insurance, Utilities, advertising and interest,
etc.?

Do you know which expenses are direct, indirect or fixed?

Do you know how much overhead will be?

Do you know how much sdlling expenses will be?

Miscellaneous

Areyou aware of the mgjor risks associated with your product/bus ness/service?
Can you minimize these mgjor risks or are they beyond your control?
Can these risks bankrupt you?

Venture Feashility

Are there mgjor questions remaining about your proposed venture?

Do the above questions arise because of alack of data, management skills, or a"fatd flaw” in your
idea?

Can you obtain the additiond data and management skills needed or correct the "fata flaw"?
Areyou aware that thereis less than a 50-50 chance that you will be in business two years from
now?
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APPENDIX B

OUTLINE OF A BUSINESS PLAN

A business plan is a description of your proposed or existing business and should include information on the
business products or services, markets, marketing drategies, manufacturing procedures, ownership,
management structure, needs (organizational, personnel and financid) and projections. A wel-prepared
business plan serves two important functions. Firg, it is a basic management tool that helps guide the future
direction of your company. Second, it isamandatory document if you plan to seek business financing.

How much detail should your business plan contain and in what order? What will hep make it effective in
communicating your proposed or existing company's strengths and potentia? The purpose of  this section of
the handbook is to help you answer such questions. Not dl plans need to be dike.  Some sections of this
outline may be more applicable to your company than others. Y ou should make every effort to tallor your
plan to your company's specific set of circumstances.

PLAN SUMMARY

A wdl-written business plan summary dlows prospective lenders and investors to quickly decide if they want
to examine the entire plan in detail. Therefore, your objective in the plan summary isto convince them to study
the plan further. Although a plan summary appears firdt, it should be the last part you write. The summary
should briefly highlight the key dements of your business plan and include the following points:

- A brief higtory of your business or business concept

- A description of your products or services with emphasis on their distinguishing
features, the market needs they will mest, the market potential and assessment of the
competition

- How the products will be made, or services performed

- Anoutline of your management team's experience and talent

- A summary of your financid projections

- How much money you are seeking, in what form, for what purpose and how it will be
repaid

COMPANY AND INDUSTRY

The purpose of this part of the plan is to provide background information on your company, and to describe
the condition and prospects of your industry. The following points should be covered:

COMPANY

- Thebusnessyou arein or plan to bein, including a description of your product or
services

- The background of your business, including when it was started, current ownership,
itslega structure, and highlights of its progress and prospects

- Theprincipas of your business and the roles each played or will play in thefirm



INDUSTRY

A brief discussion of your industry (e.g., restaurant, plagtics, executive recruiting, etc.)
-Your view of the current status and prospects for the industry
Description of your principal competitors and how they are performingintermsof ~ growth in
sales, profits and market share
An analyss of the effect of mgor economic, socid, technologica or regulatory
trends

PRODUCT OR SERVICE

In this section you need to thoroughly describe your product or service, dong with any proprietary features
and future development plans. The following information should be presented:

Description of product or service--Describe in detall and include engineering studies,
photographs and saes brochures, if needed, to help further the reader's understanding.

Research and devel opment--If gpplicable, describe the nature and extent of research
and development work that must be accomplished before your product or serviceis
placed on the market. Also indicate the time and costsinvolved.

Proprietary features-Describe any patents, copyrights and any other proprietary
features. Also discuss any other factors that have enabled you or could alow
you to obtain an advantageous position in your industry.

Future development--Outline any plans you may have for the extension of your
product or service, or development of new or related products.

MARKET ANALYSIS

This section and the "Marketing Strategy” section are generdly the most difficult parts of the business plan for
an entrepreneur to develop. It is here that you show how you plan to turn your idea into a product or service
that people will want to buy. Y our objective isto convince lenders or investors that:

There isamarket need for your product or service

Y ou understand the potential customers or clients needs, and your product service
will meet such needs

Y ou can sdl your product or service a a profit

Included in this section should be the following information:

Market definition--Define the target market and your niche in it by describing the potentia
customers, their locations, why they buy or might buy your product or service, when they buy or
might buy, and that their expectations are for price, quaity and service. If your company hasa
track record, discuss how its products or services have been received in the marketplace. Itis
important to discuss any negative reactions to your product or service, aswdll as current or
planned actions to overcome such problems.

Market size--Describe the market's current Sze. The market should be determined based on a
review of satistica dataand discussons with potentid distributors, sales representatives and
customers.
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Market trends--Describe the market's growth potential. Discuss how big you believethe  market
will be in three years, five years and ten years. Support growth estimates with industry trends,
technologica developments, changing customer needs and other related factors. Y our sources
and assumptions should be clearly stated and redlidtic. If you overstate the size of the market or
your market share, investors will question the credibility of the entire business plan.

Competition--Name and describe the companies that will be your competitors, and describe their
market share potential. Compare products and/or services with your competition on the basis of
price, performance, service, warranties and other important features. Review your competitors
srengths and wesknessin financid, marketing and operationa aress. |If there are no competitors,
describe the possible development of competition and from where it islikely to come. Discuss
barriers to entry and the likelihood of technologica or other obsolescence factors.

MARKETING STRATEGY

The purpose of this section is to provide projections of sales, market share and target market(s), and to
support your belief that your marketing plan will achieve projections. It should include the following:

Edtimated sdles and market share--Provide an estimate of sales and market share (units and
dollars) based on your assessment of customer or client acceptance of your product/service,
potentiad market size and trends, and the competition. Also, identify any mgor customers who
have made, or are willing to make, purchase commitments.

Market strategy--1dentify your target market(s). It isimportant to target and/or segment your
market carefully. Concentrating your resources on the needs of a specific segment and carving out
amarket niche may mean the difference between success and failure. Also, outline your method
of identifying and contacting potential customers or clients, as well as the product or service
features that will be emphasized.

Pricing--Discuss the prices to be charged for your product or service and compare your pricing
policy with those of mgor competitors. Explain how your pricing or fee structure will enable you
to gain acceptance of your product or service, maintain and increase market share, and provide
for a profit.

Sales and distribution--Discuss your plans for sdling and digtribution. If adirect sdes force will be
used, describe how it will be organized and controlled. This should include the number and
location of sales personnel and the sdlary or commission each will receive. If digtributors or sales
representatives will be used, describe how they will be recruited and paid, and what geographic
territorieswill be covered. Also, you could discuss sdes efficiency issues such as how many sdes
cdlsit will take to get an order and how large an average order will be.

Service and warranty issues--Discuss your service and warranty policies and your methods for
handling service and warranty problems.
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Promotion--Discuss how you will generate awareness of your product or service, including the use
of suchtacticsas: trade show participation, trade periodica ads, promotiona literature, public
relaions, etc. Estimate the percentage of total expenses that will be alocated to promotion and
when such expenses are likely to be incurred.

OPERATIONS

In this section, you should describe how you plan to produce your product or perform your service, including
how and where it will be carried out, your physical space and equipment needs, and your labor requirements.
Included should be the following information:

L ocation--Describe the location of the business and the advantages and disadvantages of the Ste
with respect to labor and materia costs and availability, proximity to customers, accessto
trangportation, state and local laws (indluding zoning), and utility costs.

Physica space and equipment--Describe the physicd facilitiesin use or to be acquired (leased,
purchased or built) and the costs and timing of such acquisitions. Estimate future facilities and
equipment needs, based on sdes projections, including the cost of additiond capacity and its
timing.

Production processes--Describe the production processes necessary to develop your product or
provide your service, including: method of production; procedures for quality, production and
inventory control; raw materias required (including sources, codts, etc.); organization and control
of purchasing; breskdown of fixed production costs, and breskdown of variable unit costs by
product/service.

L abor--Other than management, describe to what extent the local labor force is adequate in terms
of quaity and quantity. If applicable, discuss the type of training needed and the cost to your

company.

MANAGEMENT AND ORGANIZATION

The experience, training and talent of your management team is very important, particularly if you are seeking
equity financing. Generdly, venture capital firms will conduct a complete reference check of each member of
your management team. Therefore, this section of your business plan should describe the following:

Organization--Explain how your company's management team is organized and describe the
primary role of each team member. If appropriate, include an organizationd chart. Demondtrate
how team members skills complement each other. Investors are looking for ateam with a
balance of management, financid, production and marketing skills, aswell as experience with the
product or service you intend to provide.

Key management--Prepare a brief summary of each key member of the management team to
include duties and responghilities, career highlights and significant accomplishments (include
resumes in the gppendix). The discussion of the management team should aso outline any
weaknesses and how they will be overcome (e.g., training, recruiting, outside advisors, etc.).
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- Compensation of ownership--Indicate how each member of the management team will be
compensated (e.g., sdary, profit sharing, incentive bonus, stock options, etc.), and what
investment each hasin the company. Include alist of key stockholders, with the number of shares
each owns.

- Board of directors-ldentify your board members, briefly discuss how they are expected to
benefit your company and list their investment in the company, if any.

- Professond services--List the legd, accounting, banking and any other service organization that
will advise your company or help fill gaps in the organization.

SCHEDULE OF ACTIVITIES

A redigtic schedule that shows the timing of activities for the mgor events of your business plan is criticd to
your company's success. It aso indicates the ability of management to plan the company's development. A
schedule should be prepared outlining steps to be taken in your company's development and the completion
date of each step for a period of three to five years. Entrepreneurs tend to underestimate the amount of time
needed to complete various tasks. Beredidtic.

CRITICAL RISKSAND PROBLEMS

The development and operation of any business involves risks and problems, and it is best to identify these
potentidly negative factors and explore their implications. To determine the risks and problems that require
discussion, you should identify the plan assumptions or potentid problems that are most criticd in terms of the
success of your venture. Then discuss them and outline possible ways for dealing with them or minimizing their

impact.
FINANCIAL INFORMATION

The amount of financid information needed in your business plan will depend on the stage of financing, the
amount of money needed and the nature of financing being sought. Generdly, the amount of informeation
required will increase as the amount of financing requested increases, as it will when equity (versus fully
collaterdized) lending is requested.

Your business plan should describe, in generd terms, the type and amount of funding you are seeking. Also,
information on your firm's present financid status (indude current financid statements if your firm is dready in
operation) and financid projections must be included. The part of the Financia Information section should
cover thefollowing:

- Desired financing--State how much money is needed and how it will be used.

- Cagpitdization--Explain the capitd structure of your company and what effect funding will have on
it.

- Useof funds-Explain how you plan to use the funds. The use should be consstent with your
financid projections. For example, if you need seed capitd, you might indicate that the money will
be used to further develop your product and set up a marketing organization.
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In subsequent rounds of financing, you can refer the reader to your financia projections for details,
but briefly explain how much of the money will be used for R& D, production, equipment, etc.

Future financing--Clearly outline your company's future funding needs. Discuss when you will
require future funding and what the milestones are for reaching that point.

Current financid statements--If your company has atrack record, provide financid statementsfor
the lagt three years or from inception.

Fnancid projections--Y ou should provide a three-year cash flow, projected income (profit and
loss) statements, and bal ance sheet projections (see Forms 1-VI1). If your company has been in
business for awhile, the cash flow projections should be on a quarterly bass for the first year and
annuadly theresfter. Otherwise, cash flow projections should be on amonthly basisfor the first
year, aquarterly basis for the second year and annudly thereafter. When making financid
projections, it is mandatory that you explain dl key assumptions. They can get involved, so make
use of your accountant and/or other professond advisors. There are so severa good computer
software packages available to help you accomplish these tasks.

Your financid projections and funding request must be keyed to your market expectations. 'Y ou should begin
your financid projections with a sdes forecast. Often, entrepreneurs make the mistake of darting at the
production cost level and assuming that everything produced can be marketed for a profit. Starting with a
sdes forecast will dso help you define how much cash you will have coming from operations and when it will

be coming in. Thisis essentid to forecasting cash flow and determining how much equity and debt capitd you
will require until the company generates a positive cash flow.

You may want to seek assstance from an accountant or one of Illinois Smdl Business Development Centers
(SBDCs) in devedoping the Financid Information section of your plan. To recelve information about the
SBDC nearest you, contact the lllinois Busness Assgance Line a 1-800-252-2923, (TDD:
1-800-785-6055).

CONCLUSION

In summary, your plan should describe:

Y our company and industry

The product or service

The market and marketing approach

How the product or service will be produced

Management of the company

How much money the company needs and what it will do with it

By following these guiddines, you should be able to describe your company and its market niche, your
operations drategy and future goas and objectives. Your business plan will aso be able to provide a
prospective investor or lender with information about your company that is well prepared and persuasive in
portraying the potentid of your company.
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FORM |I: PROJECTED CASH FLOW STATEMENT

CASH

Beginning Cash
Cash Sdes
Collections
Other Cash

TOTAL CASH
AVAILABLE

EXPENSES
Purchase of Inventory
Saaries and Wages
Other Employee

Expenses
Utilities
Rent/Lease
Office Supplies
Telephone
Printing/Photocopying
Misc.

(indluding postage)
Advertisng
Insurance
Auto/Trangportation
Travel/Entertanment
Taxes/Licenses
Packaging/Shipping
Subscriptions/Dues
Bank Charges
Interest
Commissons
Decorating
Lega/Accounting
Other - Ligt

TOTAL EXPENSES

CASH AVAILABLE
Payment on Debt

ENDING CASH

Month 1

Month 2

Month 3

Month 4

Month 5




Gross Receipts
Cost of Sdles

GROSSPROFIT
EXPENSES

Purchase of Inventory

Saaries and Wages

Other Employee
Expenses

Utilities

Rent/Lease

Office Supplies

Telephone

Printing/Photocopying

Misc. (incl. postage)
Advertisng
Insurance
Auto/Transportation
Trave/Entertainment
TaxesLicenses
Packaging/Shipping
Subscriptions/Duties
Bank Charges
Interest
Depreciation
Commissons
Decorating
Lega/Accounting
Other - Ligt

TOTAL EXPENSES

NET PROFIT/LOSS
BEFORE TAXES

LESS: Income Taxes
NET PROFIT AFTER

TAXES

LESS: Withdrawas
(only if Proprietorship

or Partnership)

UNDISTRIBUTED
PROFIT OR LOSS

FORM Il: PROJECTED INCOME STATEMENT
1st Year 2nd Year
% of % of

Amount Sdes Amount Sales

3rd Year

% of

Amount

Sdes
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FORM I11: SAMPLE INCOME STATEMENT EXPLANATIONS

Gross Sales: First year based on projections from business plan. Second year gross sales based on a5
percent growth rate and 4 percent inflation.

Cost of Sales: Used industry ratio of "X" percent.

Gross Profit:  Difference between gross saes and cost of sales.

VARIABLE EXPENSES

Sdaries and Wages First year based on business plan projections. Salaries and wages are projected to
increase 5 percent the second year and 5 percent the third yesr.

Other Employee Expenses. Includes employer's share of Socid Security and assigned rate for unemployment
compensation.

Utilities (Industry ratio -- " X" percent) Includes électricity, gas, water and trash removal.

Office Supplies (Industry ratio -- " X" percent) For stationery, forms, photocopy paper, €etc.
Miscdlaneous: 0.5 percent dlotted for postage, petty cash, etc.

Advetisng: (Industry ratio -- "X" percent) For advertisng in local papers, ydlow pages and trade
magazines. Four percent of sdes is dlocated in the first year to cover initia promotion of $1,000, $250 of
which will be spent prior to opening day (see Marketing Strategy section of business plan.)

Legd/Accounting:  (Industry ratio -- 1 percent) For legal services, bookkeeping and necessary accounting
and tax services.

(Explain other items as gppropriate.)

FIXED EXPENSES
Rent: Based on lease agreement.

Insurance:  Includes workers compensation, life insurance on presdent, generd liability, automobile and
equi pmen.

TaxesLicenses. Occupationa licenses for each city served by the business.

Interest: 10 percent interest per year on unpaid balance of 5-year bank loan ($800 firgt year on unpaid
baance of $8,000). A loan payment of $1,600 will be made at the end of the first year, decreasing the
interest paid in the second year to 10 percent on the unpaid balance of $6,400 (or $640), and the same
amount in the third year.

Depreciation:  On furniture, fixtures, and equipment including office equipment and automobile usng sraight
line depreciation method as follows.
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FORM IV: SAMPLE INCOME STATEMENT EXPLANATIONS (cont.)

Amount of
Origind Usful  Sdvage Depreciation
[tem Cost Life Vaue Per Year
Office furnitureffixtures $2,000 10 $ 200 $ 180
Office equipment 4,000 10 400 360
Automohile 12,000 5 2,600 1,880
TOTAL $2,420

Auto/Transportation: Repairs, gas/oil, maintenance.
Decorating: "X" percent of sales for improvements to leased premises. No decorating expected in second or

third years.
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FORM V: PROJECTED BALANCE SHEET
Opening Day

ASSETS
Current Assets;
Cash on hand and in bank $
Accounts recaivable
Inventory
Total Current Assets $

Fixed Assets:

Automobile

Furniture, fixtures and equipment
Less alowance for depreciation
Tota Fixed Assets

Other Assets:
Depost - utilities
Deposit - lease
Prepaid expenses - remodeling & advertisng
Total Other Assets

TOTAL ASSETS $

LIABILITIESAND CAPITAL

Current Lighilities:
Loan payable, due within 1 year $
Totd Current Liabilities

Long-Term Liabilities
Loan payable, 5 years, 10% $
Less. Current portion above
Tota Long-Term Lidbilities

TOTAL LIABILITIES

Proprietor's Capital

TOTAL LIABILITIESAND CAPITAL $

(A similar format will be used for projected baance sheets at the end of year one and year two.)



FORM VI: SAMPLE BALANCE SHEET EXPLANATIONS

Opening Day
Cash: $25,000 available 30 days before
Less 2,000 decorating

12,000 automobile
4,000 office equipment
2,000 inventory
250 advertisng in advance
$4,750

All cash expenditures prior to opening have been converted to assets. Unlike the other cash expenditures, the
$250 in advertising and $2,000 in decorating expenses are "temporary assets' (see Prepaid Expenses under
Other Assets). Once the business is open, these will be transferred to an expense account and will appear in
the income statement.
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