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Introduction

nline businesses have finally found a permanent foothold in today’s

marketplace, leaving little doubt that the Internet is not only the conduit

for a viable online business model, but is often a necessary tool for
building, managing, and growing any type of business. Even traditional retailers
are increasingly seeing their e-commerce sales eclipse in-store sales throughout
the year, and especially during major shopping holidays, such as Black Friday.

We are excited about the potential that an online business holds and the fact that
e-commerce and digital marketing are now thought of as necessary components
of almost any business. Since beginning our own online endeavors, we have had
the privilege of meeting and working with a variety of entrepreneurs — people
who, much like you, share a dream of finding economic independence by running
their own businesses. As you might have guessed, many of them found success
on the Internet.

The Internet provides not only a legitimate resource for starting a business that
will offer a steady source of income for your family, but also a nearly endless
source of ideas and opportunities to market and grow your company. It can even
give you the flexibility to work from home, the freedom to work part-time, or
the ability to earn an additional source of income to help make your life more
enjoyable. And maybe your online business could be the next Amazon, eBay, or
Facebook! Almost anything is possible with the Internet, but the pursuit of success
starts with a good idea, a solid business foundation, and an endless amount of
determination and hard work.

In this book, we help get you started by sharing with you the knowledge and tools
we’ve picked up along the way and by providing you with a few shortcuts to help
further your own online endeavors.

About This Book

Much has changed since we wrote the first edition of this book in 2006, but much
has stayed the same. Our number-one goal for the book — to cover the many
ways you can start or expand a business by using the Internet — is still the same.
Likewise, many of the basic principles for starting your online business are still
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tried-and-true methods. For this sixth edition, we took great care to update all the
key information that has remained valid in the past few years. Our second goal for
the book is to expose you, the reader, to new trends and tools that can be utilized
by all types of businesses from nonprofit organizations to traditional retailers.
We searched out many of the new opportunities that have recently evolved. For
example, the expanding use of mobile applications, smart home devices (such as
Alexa), virtual reality (VR), and video and voice search, all of which are forever
changing the way businesses must operate online.

Mobility, alone, has affected almost every area of online businesses, from site
design principles and shopping cart features to downloading mobile applications
and making mobile payments. In 2019, mobile devices accounted for more than
52 percent of all web traffic, and some researchers anticipate that number to
expand to 90 percent by 2022. Similarly, where most online searches are currently
originating from mobile devices, it’s anticipated that voice search (saying the words
as opposed to typing them into your mobile device or smart home device) will
eventually be the leading way to find information online. Those same smart home
devices, from Alexa to Nest, along with VR, are making the consumer experience
even more personalized, connecting customers to online brands, in some cases
without even needing the consumer to say a word! Although this seemingly
futuristic state of shopping online may seem intimidating to some, for entrepre-
neurs it all leads to new ways to make money online, which we delve into in depth
in this edition of the book.

Similarly, another change that continues to gain momentum and provide online
business opportunities is social commerce. Social media networking sites, such as
Twitter, Facebook, Pinterest, Snapchat, and Instagram, are now staples for both
promoting your business and making money. Industry giants such as Amazon
pioneered the way in which online shoppers can make purchases directly through
Twitter by using special hashtags, and even nonprofit organizations are realizing
significant boosts in fundraising dollars thanks to the power of donations through
social media. Powering all these platforms and online businesses is the use of
content to help drive website traffic (customers). Google continues to emphasize
the importance of quality content and rewards those online businesses that fol-
low suit and produce with better search engine rankings. Knowing what type
of content visitors want to see and understanding how to deliver it for the best
results are now critical parts of managing and growing an online business. It may
seem like a lot of information, but don’t worry! All these changes (and more!) are
captured in this newest edition of our book.

The book also provides you with details regarding specific online business strate-
gies and moneymaking opportunities but also covers basic offline information.
It’s the stuff that every small-business owner needs to understand, such as how
to apply standard accounting principles and keep up with the legal side of running
a business.

Starting an Online Business All-in-One For Dummies



Of course, using this book doesn’t guarantee that you will make a lot of money —

or any money, for that matter. We provide you with just enough knowledge and
inspiration to keep your online business dreams on track. Running a business
is hard work and requires persistence, dedication, and perhaps an equal mix of

patience and luck.

Foolish Assumptions

While we wrote this book, we assumed a few things about you:

»

»

»

»
»
»
»
»

»
»

You're a smart, inquisitive person who is seeking information about running a
business on the Internet.

You have an entrepreneurial spirit and are a bit of a risk taker — at least in the

area of starting a business.

You may be looking for ways to use the Internet to build an existing bricks-
and-mortar business or to increase online donations for a nonprofit
organization.

You're comfortable using computers and browsing the Internet.
You use email regularly.

You're willing to find out about new technologies.

You want to use websites and online technologies to build a brand.

You're open to the idea of reaching out to others on the Internet using social
media, such as Facebook, LinkedIn, Instagram, and Snapchat.

You want to use the Internet to make money.

You've bought items online and maybe even sold a few things.

Icons Used in This Book

REMEMBER

Throughout the book, icons call attention to important details.

This friendly reminder serves up important information. Whenever you see this
icon, know that this information is something worthwhile to keep in mind as you
move forward.

Introduction
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TIP
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WARNING

You can usually understand an idea without having to know its behind-the scenes
details. Even when we point them out with this icon, feel free to skip them and
move on.

Check out this helpful hint. We picked up this information somewhere along
the way.

Pay special attention when this icon appears. It could save you from making a fatal
error — at least in your online business!

Beyond the Book

In addition to what you’re reading now, this book also comes with a free
access-anywhere Cheat Sheet that gives you even more pointers on how to build
a loyal online customer base and promote your business through social media.
Also check out our list of web resources for online businesses as well as our handy
checklist when launching your online business. To get this Cheat Sheet, simply
go to www.dummies.com and type Starting an Online Business All-in-One For
Dummies Cheat Sheet in the Search box.

Where to Go from Here

4

You can start reading any section of the book that most interests you or that you
think is helpful to you and your business. For example, if you’re starting a busi-
ness for the first time, you might want to begin with Book 1. For those needing a
boost in marketing or expanding an existing business, you probably want to go
directly to the books that discuss those specific topics. However, you should at
least browse through every section of this book.

Even if your e-commerce skills are more advanced, it never hurts to have a
refresher course on some business basics. Considering that the Internet touches
many different aspects of people’s lives, you never know what unexpected tidbits
of information you might discover.

If you have questions or comments, you are welcome to share them with us on
Twitter (www.twitter.com/shannonbelew and www.twitter.com/joelelad) or
connect with us on LinkedIn.

Starting an Online Business All-in-One For Dummies


http://www.dummies.com
http://www.twitter.com/shannonbelew
http://www.twitter.com/joelelad

Start-Up
Essentials



Contents at a Glance

CHAPTER 1:

CHAPTER 2:

CHAPTER 3:

CHAPTER 4:

CHAPTER 5:

CHAPTER 6:

Starting fromScratch................................ 7
What Are You Waiting For? Start Your Business Now!............ 8
Choosing Just the Right Business ..., 10
Getting Started. .. ... e 14

Turning Ideas into a Viable Internet Business. .. 17

Thinking Like an Online Entrepreneur........................ 17
Putting Your Business Idea under the Microscope ............. 20
Identifying Your Market and Target Customer................. 27
Competing to Win: Analyzing Your Competition................ 29

Getting Real: Creating a Usable

BusinessPlan ............ ... 31
Understanding the ValueofaPlan................ ... ...t 31
Recognizing That the Parts of the Plan Make a Whole........... 33
Getting HelptoWritethePlan............ ... oo i, 35
Using a Business Plan Today, Tomorrow, and Always........... 38
Funding Your Online Business..................... 39
Bootstrapping the Low-Cost, No-Cost Site ...............c..... 40
Finding the Perfect Investor. ..., 44
Checking Out Alternative Financing . ...t 49
Taking a Shortcut: Purchasing an Existing Site . .. .............. 52
Creating Policies to Protect Your

Website and Customers ............................ 57
Taking Care of CuUStOmMers . ...ttt 57
Putting PoliciesinPlace ....... ..., 59
Delivering on Your Promises .. ......c.oovveiiiineeinnneennnn. 65
Setting Up Shop: What You Need

for Online Efficiency ................................ 67
AFloor Plan for Success . ...t 68
Must-Have Equipment . ... ..o 70
Tools for Your Desktop. .. ovvvven e 76
Your Essential Software Toolkit. ............ ... .o it 80



IN THIS CHAPTER

» Recognizing when the time is right

» Understanding the different types of
online businesses

» Gathering your thoughts and getting
started

Chapter 1
Starting from Scratch

t’s sometimes difficult to remember a time when we didn’t have instant online

access to almost anything desired, from finding a phone number for a new

business (no phone book necessary!) to buying a hard-to-find bottle of your
favorite wine (even if it’s located in a vineyard across the country!). The Internet
has replaced or supplemented trips to the library, grocery store, travel agency,
bank, auto dealership . . . the list is almost endless. You name it; there’s little you
cannot find, access, or buy online. Behind each of these unique and convenient
online retailers are entrepreneurs that started out just like you — with a good idea
for an online business and the motivation to turn it into a reality.

Of course, it doesn’t hurt that everyone from consumers to investors now
recognizes the legitimacy of online businesses. It was once considered risky to
shop online. But an Internet-based business model has proven to be a worthwhile
investment time and time again, with the same potential risks and rewards as any
other type of business. Add to the mix that technology has also come a long way,
and shopping online using everything from a desktop computer or laptop, to a
tablet or a web-enabled mobile phone (smartphone) is as easy as ever. And indi-
viduals are not the only ones spending more on online transactions. Increasingly,
businesses of all sizes are also buying products and services online. Those same
companies are also spending money to advertise on the Internet and reach their
customers through traditional websites and social media sites. All these inter-
actions represent a business opportunity by which people earn a living on the
Internet. Why shouldn’t one of those people be you?
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Online revenues continue to grow — for all types of products and services in
almost every industry. Even during challenging economic conditions, when
traditional retail stores have struggled with growth, online retail sales continue
to surge. Increasingly, retailers are seeing more revenue come from their web-
sites, accounting for more than 10 percent of total retail sales in the first part
of 2019, according to the U.S. Department of Commerce. More than 270 million
consumers are expected to browse and buy online by the year 2020, generating
$523 billion in online sales, according to research and advisory firm Forrester.
U.S. companies selling services online to other businesses (B2B) are also seeing
impressive growth. Companies adopting an online software as a service (SaaS)
business model are experiencing two times the revenue growth and three times
the customer growth, according to research from management consulting firm
McKinsey and Company. Even social media sites are providing an avenue for
making and increasing online sales, with revenue from social commerce reaching
$14 billion in the United States and $30 billion worldwide, according to eMarketer,
an independent market research company.

Speaking of worldwide sales, consider that North America represents only a small
portion of potential online consumers. The international market is growing, with
Europe accounting for more than 20 percent of Internet users and Asia account-
ing for close to half, according to Internet World Stats. Some European countries
continue to have double-digit growth in online sales, and $53 billion in online
sales will come from Southeast Asia, alone, by 2023, according to Forrester. These
statistics represent substantial potential from online shoppers around the world.
Isn’t it time you join this generation of online entrepreneurs and take advantage
of these rapidly growing markets and start an online business? In this chapter, we
describe the kinds of businesses that exist online, and motivate you to get started.

What Are You Waiting For?
Start Your Business Now!

8

You might have dreamed for years about starting an online business. Or perhaps
you woke up just yesterday with a brilliant idea. What are you waiting for? The
truth is that the most difficult part of beginning a new endeavor is making the
decision to do it. You can easily get bogged down with excuses for why your busi-
ness won’t happen. To keep you motivated and on track, here’s a list of the top
reasons to start an online business now:

3 You can gain financial freedom. One major incentive for owning any
business is the potential for a better income. The Internet offers the
opportunity to create your own wealth.
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»

»

»

»

»

»

»

»

You have unlimited customer reach. No geographical boundaries exist
when you run a business over the Internet. You can choose to sell your
products or services in your community, in your own country, or to the
entire world.

It's affordable. You can now create a website inexpensively and sometimes
for free. The cost to maintain your site, secure products, and cover related
expenses is often relatively low. This low start-up cost is especially evident
when you compare the start-up costs of an online business and a traditional
bricks-and-mortar business (a physical building from which to sell retail
merchandise).

Your schedule is flexible. Part time, full time, year round, or seasonal: Your
schedule is up to you when you operate your virtual business. You can work in
the wee hours of the night or in the middle of the day. An online business
affords you the luxury of creating a schedule that works for you. (Of course,
the more time you invest, typically the greater your earnings potential)

Novices are welcome. As the Internet has grown, e-commerce (or electronic
commerce, a type of business activity conducted over the Internet, such as
sales or advertising) applications have become increasingly simple to use.
Although you benefit by having experience with your products or services, the
process of offering those items for sale online is easy to understand. You can
set up shop with little or no experience under your belt!

You can start quickly. From online auction sites such as eBay to storefronts
powered by Amazon.com, the tools that can help get you started are readily
available, essentially overnight. Many of these sites (such as Amazon) handle
all the details for you — they set up the website infrastructure, manage the
payment and shopping cart system, and even provide easy access to
merchandise.

You can expand an existing business. If you already own a business, the
Internet provides you with the most economical and most efficient way to
expose your business to a huge new group of customers and increase sales.

No age barriers exist. You might be retired and itching for extra income, or
perhaps you're a teenager who's only beginning to consider career opportuni-
ties. Online businesses provide economic opportunities for entrepreneurs of
all ages.

A variety of ideas qualify. As proven time and again, the Internet supports a
broad range of business concepts. Although some ideas are better suited to
long-term success, almost all your ideas have potential.

Niche markets hold unlimited potential. Thanks to the reach of the
Internet, unique or custom products and services have a potentially lucrative
home in e-commerce. These products and services may not generate a large

CHAPTER 1 Starting from Scratch
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enough demand in a local market to sustain an offline business, but can
find a significant niche customer base through the broad reach of an online
audience.

3 Everyone else is doing it. Okay, maybe your parents wouldn't approve of
using this logic. It's certainly true, though: People around the world are finding
success and more financial freedom by starting businesses online. It's one
leap you should be proud to take!

If you’re still hesitant, consider this bonus reason: The information you need to
take your business online is right at your fingertips — literally. This book gives
you most of what you need to get started. Whatever else you require, such as
information about conducting business in your specific state or regulations for
your specific industry, is on the Internet (put there by some other enterprising
entrepreneur, no doubt). You have no more excuses!

Choosing Just the Right Business

10

©

REMEMBER

After you decide to start your own online business, you should look at the differ-
ent categories of online businesses from which you can choose. In this section, we
conveniently provide those categories.

Not all online businesses will explode like Amazon, eBay, LinkedIn, or Facebook.
But even if your business never grows into a megabrand, you need to plan for
the long haul. You want your business to succeed and survive. Also, selecting the
right type of online business is just as important. Losing interest or lacking an
understanding of your chosen business area can hinder the growth of your new
online business. Putting some thought into the type of online business you want
to pursue pays off.

Creating online businesses
for today and tomorrow

The secret to e-commerce success is to create a business that will stand the test of
time. Sure, some people take advantage of relatively short-lived trends and make
a mint (from Pet Rocks to Neopets, for example). The odds that you could create
the same magnitude of buying hysteria with a product or service, however, are
small. Instead, hundreds of thousands of entrepreneurs are quietly and steadily
making a respectable living by using the Internet, and their ideas will find a mar-
ket for many years. They’re not making millions of dollars a month, but they’re
paying their bills and making a profit.
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The widely used term online business can be used in different ways. It sometimes
refers to a company that operates only over the Internet and has no other physical
location from which to sell goods or services. It can refer to a traditional bricks-
and-mortar business that also sells over the Internet. And we sometimes use it
to reference a segment of revenues generated from the web for traditional busi-
nesses or organizations. In this book, an online business is any entity (or person)
using the Internet, in whole or part, as a source of income for itself, its business,
or its organization (such as a club or a nonprofit agency).

Finding a business that's your type

You can pursue a variety of businesses to earn money online. Almost all types of
income-generating opportunities fall into one of two categories:

3 Business to consumer (B2C): Customers are typically the individual consum-
ers who make up the general public. They buy products or services designed
for personal use.

3 Business to business (B2B): Customers are most likely other businesses.
They might buy hospital equipment, steel by the ton, employee uniforms, or
anything that would be used primarily by a company.

Crossover between the two categories can occur. Sometimes, either type of cus-
tomer can use the products or services you offer, as is the case with office supplies.
And with more businesses now shopping online, this crossover occurs frequently.

Knowing whether your primary customers are individuals or businesses helps you
to create more effective marketing campaigns. Typically, these two groups buy
from you for very different reasons. By marketing to each individual group, you
can better target your advertising messages for increased sales. You may find that
your primary customers require (or respond better to) one type of marketing and
that your secondary customers require another type.

Within the two primary categories, you find the different types of businesses you
can operate. Here are a few examples of the ways in which you can generate rev-
enue online:

¥ Online retail: When you have a bricks-and-mortar (or traditional retail) store
and offer your products for sale online as well, you enter the world of online
retailing. You're responsible for hiring the resources and purchasing the tools
needed to sell your wares over the Internet. One example of an online retailer
is the Barnes & Noble bookstore — you can buy your books online or visit the
bricks-and-mortar store. As mentioned, most traditional businesses now have
some component of revenue that comes from online sales.

CHAPTER 1 Starting from Scratch 11
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¥ Pure e-commerce: E-commerce is a broad term used to describe the

transaction of business via the Internet. E-commerce can also refer to any
website where you sell merchandise but lack a physical location for customers
to visit in person (bricks-and-mortar store). For years, the term commonly
used for this type of online business has been an e-commerce storefront.
(Offline, the retail industry uses this term to describe the outside of a building,
which includes its signage, front door, and overall image.) As online busi-
nesses, and e-commerce, have matured, the term storefront isn't used as
often. Instead, you may hear someone simply refer to a business as an
e-commerce site (regardless of how it's structured) or online merchant. In this
book, we continue to use storefront to refer to a one-stop shop for setting up
an online presence to sell products. Amazon Marketplace (www . amazon . com),
CafePress (www.cafepress.com), and Etsy (www.etsy . com) are examples of
storefronts. These storefront sites provide you with a custom page that
displays all your wares. Etsy allows you to customize the page from which

you sell your handcrafted or vintage wares. Amazon allows you to set up a
presence or page to sell your items through its broader website. Your page on
CafePress has a structure that matches the overall CafePress site. Think of it
as a flea market or one of those small kiosks you see in the mall — you get
your very own little shopping area that you can customize, and visitors to your
page see your merchandise and can learn a little about you if you choose to
include personal information about yourself or your business.

We discuss e-commerce fundamentals, including simplified solutions for
storefronts, in more detail in Book 8. For now, you need to know that good
storefront providers offer the following:

Templates for your website: You don't need to build a site from scratch.
Many storefront providers offer wizards or HTML files that you can
customize for your storefront.

Hosting options: Many storefront providers have a variety of options for
you, some free and some for a fee. These options might include shopping
cart systems, phone support for your storefront, and discounts on fees if
you pay rent by the year rather than monthly.

A shopping cart solution: When selling items on your website, online
customers need a place to hold items as they shop, and then complete the
purchase process. This virtual shopping cart is actually a back-end solution
that enables customers use to buy products from you.

Payment options (possibly): The capability to accept online payment (credit
card or debit card) is an absolute must. But other options allow payment to
be deferred or even allow financing of purchases.

Products (in some cases): Your preferred storefront solution may offer you
everything but the kitchen sink, as the saying goes. Increasingly, you have
the option to use a provider that also supplies the product. Your
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contribution is providing unique artwork or content (as with CafePress), or
simply providing traffic, or customers (as with an Amazon storefront).

An auction (in some cases): The way your customers buy products is
somewhat different when you auction items. Your customers can bid on
the final purchase price, as opposed to buying at a price you set. (eBay, the
daddy of all online auction sites, has become so popular, however, that it
has blurred the lines among auction, storefront, and online retail. We
discuss eBay in Book 8, Chapter 4.)

Service business: You don't have to sell products to have an online business.
From doing taxes to writing brochures, most professional services can be sold
online, just like physical products. Web-based services or applications, also
called software as a service (SaaS), is another type of service business and is
often sold B2B.

Content site: Charging a fee for content and information products has
become an accepted business model, provided the content has sufficient
perceived value, whether informative, educational, or entertaining. And as
a content site becomes more popular with visitors, options such as paid
advertisements on the site can also generate income. The growing use of
electronic readers (such as the Kindle and Nook) as well as Apple’s iPad is
helping create more acceptance and demand for paid content of all types,
from e-books to podcasts. Similarly, the popularity of YouTube and other
social media sites is driving interest in video. When you consider types of
content to offer for sale, include video as an option for your paid content
offerings.

Social commerce: A growing online moneymaking opportunity is found in

a category labeled social commerce. People are discovering ways to earn
revenue from Facebook, Pinterest, Instagram, and other social sites (online
venues that connect and engage consumers). Whether it's selling games and
apps through social media sites, opening an online boutique on Instagram, or
boosting online sales of products and services through engagement in social
networks, one thing is certain: Social commerce is a real opportunity for a
viable online business.

E-commerce applications: If anything lends itself for sale over the Internet,
it's technology. E-commerce applications continue to provide lucrative
growth for innovators. Think of e-commerce as any type of technology
product that makes doing business online (and offline) easier. Inventory
programs, shopping cart solutions, and payroll management software are
all examples of innovations that fit nicely in this category.

CHAPTER 1 Starting from Scratch

In Book 4, we explain how to create a revenue model for your business; you can
apply this model to any of the types of businesses in the preceding list.
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As you can see, you have no shortage of opportunities to satisfy your urge to start
a business. After you officially decide to take the plunge, you can narrow the field
and get started.

Getting Started

14

Even after reading this entire chapter, you might still consider having an online
business to be a dream — a vision for your future. You might want to take small
steps, testing the water to see whether an online business is right for you, just
as you dip your toe into a pool before diving in. At some point, though, you have
to decide to go for it. To that end, this checklist describes what you need to do to
begin wading into your own online business:

3 Make the decision to commit. Although you don't have to quit your day job,
you need to acknowledge that you're ready to pursue your goal. Say aloud,
“l want to start an online business!”

3 Set clear goals. Write down why you want this business and what you expect
to gain from it. These goals can be related to financial objectives, lifestyle
goals, or both. If you know what you're looking for, you can also more easily
choose the right business to meet your needs.

3 Talk with your family. After you commit to your idea and establish your
goals, share your plan. If you're married or living with a partner, talk about
your vision for the future. After all, your dream for an online business affects
that person’s life too. Discussing your plans with family is also a helpful step
in making your business a reality.

3 Create an action timeline. Unlike the broad goals you set in the first item in
this list, writing down specific action steps can help you realize tangible results.
From researching business ideas to obtaining a business license, assign a
targeted date of completion to further ensure that you make each step happen.
(Figure 1-1 shows an example of an action timeline to use with your business.)

¥ Identify a business. As we show you in the preceding section, you can
choose from different types of businesses to operate online. Before going any
further, however, you have to decide which business to pursue. Narrow your
choices by thinking about what you enjoy doing or which specific qualifica-
tions you already possess. Consider your professional experience and your
personal desires. You might even have a hobby that can be developed into a
moneymaking business.

3 Develop your business idea. Define your idea and determine how you will
turn it into a profitable online business. (Read Book 1, Chapter 2 when you're
ready to evaluate whether your idea is feasible.)
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After you make it through this checklist, you’re ready to go to work and transform
your dream into a legitimate business.

(Sample) Start-Up Action Timeline for Your Online Business
Start date: January 15
Estimated start-up date: June 30
Action Completion Date  Status/Comments
Finalize/validate business idea 1/30
Write formal business plan 2/15
Select business name 1/30
Register business name 2/15
Choose domain name 1/30
(if different from corporate name)
Register domain name 1/31
Identify business location 2/01
Check zoning laws (if home-based) 2/05
Set up office (computer, telephone, and so on) 2/15
Decide organization status of company 1/30
(sole proprietor, corporation)
Legalize business structure 2/28
(file incorporation papers)
Obtain business license 2/05
(and other necessary permits)
Set up business bank account 2/05
Meet with accountant to review tax requirements 2/10
Obtain Employer Identification Number (EIN) 2/15
Secure business insurance/health insurance/other 2/28
Secure funding (if using outside sources) 3/31
Apply for sales tax certificate (if applicable) 3/01
Select:
Hosting service 3/02
Web developer 3/02
Distributor or drop shipper (if applicable) 3/30
Create content for website 4/29
Select products, or finalize services, or both 5/20
Develop website 6/10
Add shopping cart or other e-commerce applications 6/15
Obtain merchant account 6/15
File trademarks and/or copyrights 6/16
Submit site to major search engines 6/17
FIGURE 1-1: Initiate marketing plan 6/20
Atimeline for Test (and correct) all site functions 6/28
starting your Launch site to public! 6/30
online business.
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IN THIS CHAPTER

» Training yourself to think like an
online entrepreneur

» Evaluating your business idea’s
chances for success

» Scrutinizing your future customers

» Picking apart your competitors

Chapter 2

Turning Ideas into a
Viable Internet Business

ongratulations! After you make the emotional commitment to get started,

you have to shift gears and concentrate on the next set of actions that will

make your Internet business a reality. From evaluating the potential suc-
cess of your idea to identifying who will buy your products, in this chapter you
gain the tools to help get your idea off the ground. In the process, you begin
thinking like an online entrepreneur and find out how to start your business on
the right track.

Thinking Like an Online Entrepreneur

Using the Internet to conduct business is similar in many ways to operating a
traditional company. In fact, many traditional offline businesses now conduct
part of their business online. Today, consumers research products and services
online and expect to be able to buy products or services online, even from bricks-
and-mortar stores. For those reasons, the lines between online and offline busi-
nesses are increasingly blurred.
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Profitability (or how much money you make after subtracting your expenses),
taxes, marketing, advertising, and customer feedback are other examples of
factors that affect your business whether it’s online or offline. However, some
exceptions set apart an online business, particularly in regard to how you deliver
products and service your customers. Even the most experienced entrepreneur can
get caught in the trap of forgetting those differences. Your attitude and how you
approach the business as an online entrepreneur can make a huge difference in
how successful you are online.

Adjusting your attitude slightly and viewing business from behind the lens of an
online entrepreneur isn’t difficult. Doing so is simply a matter of recognizing that
the Internet changes the way you can and should operate your online business.

When you think like an online entrepreneur, you

3 See the invisible storefront. Although the doors, walls, and even the
salesclerk for your online business might be invisible, they definitely exist.
In fact, every part of your web business leaves a distinct impression. Yet
rarely do you hear or see the response to your storefront directly from
customers. Consequently, and contrary to popular belief, a website demands
your continual care and attention — adding products, fixing bugs, replying to
email, and more.

3 Understand who your customers are. Even if you don't personally greet
your online visitors, don't be fooled: The Internet offers the unique opportu-
nity to learn and understand almost everything about your customers. You
can learn where else they shop, how much time they spend on your site, what
products they're interested in, how they prefer to shop (on a desktop com-
puter or on a mobile device, for example), what triggers or offers they
respond to best, where they live and work, how much they earn annually,
and on what other websites and social media networks they spend their time.
Online entrepreneurs collect and use this information regularly in an effort to
increase sales and better serve their customers. (When you're ready to meet
your customer, turn to Book 6, where we explain the basics on how to get and
use this wealth of customer information. We go into even more detail on
understanding the online buyer’s journey in Book 11.)

3 Respond to fast and furious changes. The way people use the Internet to
buy, sell, or search for products and services changes rapidly. Also, the rules
for operating an online business as imposed by both the government and the
business world in general are modified almost daily. Sustaining success online
means that you must take the initiative to keep up with new trends, laws and
regulations, safety and security concerns, technology, and even marketing and
social media tools.
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Speak the language. Communicating to your customers through a website
can be challenging. Your buyers want and expect quick and easy access to
information. Because attention spans are limited, content should always be
relevant, easy to find, and to the point.

Communicate visually. Equally important to the words you choose are the
images and videos you incorporate into your site. Whether you use purchased
stock photos or pictures that you take yourself, you want images to be crisp
and clear. Videos, whether professionally produced or ones that you film
yourself, are best when the quality is good, the video length is short, and the
content is relevant to the message you are communicating. In addition,
product images and videos should be the best quality possible.

As an entrepreneur, you must choose your words, images — and even
music — carefully. Your site’s content, including the words and pictures you
use on your web, will

Help sell your products or services to visitors.

Serve as interesting and useful content to share on social media, which is
an important method of marketing your online business.

Play a big role in search engine optimization (SEQ), or the way you can
increase visits to your site by placing higher on the list of rankings by
Internet search engines. (Yes, images, like words, are searchable and can
help increase your rankings in search engines!)

Know when (or whether) to innovate. You might be able to develop a new
or different method for doing business online, although it's probably not
necessary. Innovative tools already exist, and you can often find them on the
Internet quickly and cheaply. You don't need to reinvent the wheel — you just
have to know how to find and apply the tools that are already out there.

Reap repeated rewards. Establishing multiple streams of revenue or
maximizing a single source of revenue is a common practice online. For
instance, you might have an outstanding information product for sale on your
site. The same product can just as easily be sold on other websites in
exchange for a small percentage of earnings. Or you can choose to add a
product from another website to your site and pay that site a percentage of
earnings. (To begin increasing your earnings, read about affiliate programs in
Book 4.) Similarly, you may decide to sell cloud-based or web-based services
to other businesses on a monthly basis. This Software as a Service (SaaS)
online business model provides recurring revenue for your online business. (If
this is your preferred route, we delve further into running a Saa$S business in
Book 10.)

CHAPTER 2 Turning Ideas into a Viable Internet Business
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Putting Your Business Idea
under the Microscope

20

Every successful business begins with that first idea. From fast-food restaurants to
selling cosmetics from home, Ray Kroc first dreamed of hamburgers at McDonald’s
and Mary Kay visualized selling makeup door to door. When the Internet first
provided similar opportunities, Jeff Bezos visualized a way for consumers to buy
everything from books to clothing and have it delivered straight to their doorsteps
through Amazon. Your dream for an innovative new business is no exception —
and the Internet has continued to make it easier than ever to launch a successful
business. Maybe you have several unique concepts to choose from or are firmly
set on a single one. Either way, how do you decide whether you should quit your
day job and focus on your brilliant idea? You have to pick apart the idea, observe
closely, and determine whether it merits a full-time (or part-time) business.

One question often asked is whether or not the idea has to be original. Inno-
vative, never-before-broached ideas for an online business certainly exist. But
being the first to have and implement an original idea is not a guarantee for suc-
cess. Likewise, there may be exceptional opportunities for updating or modifying
an existing business to an online format. Consider that Netflix became an online
streaming version of bricks-and-mortar video rental stores. The video rental con-
cept was not new, but Netflix took video rental online and eventually became part
of the reason for the demise of the leading offline video rental giant, Blockbuster.
Ultimately, your concept for the business, whether it’s a new idea or a twist on an
existing idea, must be well thought out to increase your probability for success.
This section describes the three methods you can use to decide whether your idea
has potential.

Using informal research to verify your idea

The best place to begin gathering information is from sources closest to you.
Be prepared to receive varying opinions — both positive and negative. Use this
input as a general gauge of whether to continue reaching out to the next source of
information. You and your idea are in the center, surrounded by three rings from
which to collect input, as shown in Figure 2-1. If the ring closest to you provides
mostly positive input, proceed to the next ring.

Ring 1 consists of your friends, family, and coworkers. Ask them these questions:

¥ Have you ever heard of this type of product or service?
3 Would you buy this product or service?

¥ Do you think it's a good idea?
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FIGURE 2-1:
Using your close
contacts and
moving outward
is a good method
for gathering
information.

»

»
»

Three Rings of Decision

Customers

Experts

Friends

What challenges do you think | will encounter?
What are the benefits?

Can you envision me selling this product or service? Why or why not?

In Ring 2, seek input from industry professionals, investors, other entrepreneurs,
and organizations that offer support to small businesses. Ask questions similar
to those listed for Ring 1. Because of the experience of the people in Ring 2, you
should give more weight to their responses. Small-business support resources
include the following:

»

»

»

»

Small Business Administration (SBA) (www.sba.gov): The SBA, a
government-sponsored organization, helps small-business owners
with loans, paperwork navigation, free seminars, and other services.

Small Business Development Center (SBDC) (www . sba.gov/sbdc): The
SBDC is a partnership between the SBA and universities. Together, they
provide support, mentoring, training, and educational services to both new
and established small businesses. SBDCs are available through local branches,
often located in a partnering university or Chamber of Commerce.

Chamber of Commerce (www . uschamber . com): From small towns to large
cities, all local chambers help owners develop their small businesses.

SCORE (www . score.org): This network of retired executives matches
small-business owners with business-exec retirees who volunteer their
time to help small businesses develop and prosper.

CHAPTER 2 Turning Ideas into a Viable Internet Business
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In Ring 3 are your potential customers. Ask them these questions:

3 Would you use this product or service?

¥ Have you used something similar?

3 How much would you be willing to pay?

¥ How often would you use it?

3 Where would you normally go to buy this product or service?

3 Would you order it over the Internet?

If you find that you’re receiving a majority of positive feedback from sources in all
three rings, you can consider your idea worthwhile. Or at least you have enough
validation to continue to the next phase of your evaluation process. Later, you may
want to return to this list of friends and customers and ask them to “beta” test,
or try out an early version of your product or service before it is fully available to
the general public.

Applying a SWOT analysis to your idea

Another popular method for determining the pros and cons of an idea is referred
to as SWOT analysis. (SWOT is short for strengths, weaknesses, opportunities, and
threats.) Companies use it for several reasons, including as a decision-making
tool for product development. The simple process also lends itself to a more thor-
ough investigation of your business idea. This section covers how you can put your
idea to the SWOT test!

Create your own SWOT chart by following these steps:

1. on paper, draw a cross (or a box divided in half both horizontally and
vertically) to create four quadrants, and label them as shown in
Figure 2-2.

After you draw and label the chart, you can begin to fill in the details.

2. Ineach quadrant, write down the factors that influence or contribute to
each of your four SWOT categories.

Strengths and weaknesses are considered internal factors that control or
specifically contribute (good or bad) to the business concept. Opportunities
and threats are external factors that are influenced to some extent by the
TIP environment or are otherwise outside of your control.
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SWOT Chart

Strengths Weaknesses

Opportunities Threats

FIGURE 2-2:
Start your SWOT
chart to help
investigate your
business idea.

3. Analyze the information you filled in. Ask yourself the following
questions to start developing your SWOT analysis:

Strengths
What advantages does the product or service offer?
Do | have expertise in this business or industry?
Can | get a patent to protect the idea?
Weaknesses
How much does developing the product cost?
Is getting suppliers difficult?
Am | learning a new industry from the ground up?
Opportunities
Does my idea take advantage of a new technology?
Is my product or service in demand?

Have changes in policies or regulations made my idea necessary?
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Threats
Does my product or service have established competitors?
Do my competitors sell the product or service for less than | can?

Will changes in technology make my product obsolete?

Use the feedback you receive from your informal research (during the Three
Rings exercise) as factors in your SWOT quadrants. Combining other people’s
opinions with your own provides a more comprehensive — and useful —
TIP SWOT analysis.

4. After you fill in the categories of your first SWOT analysis, take a look
at which quadrants contain the most factors or the most significant
factors.

The listed strengths and opportunities indicate the advantage you might have
in the marketplace. If you're lucky, they outweigh your weaknesses and
challenges. Perhaps you can now see what you must do to offset those
disadvantages if you really want your idea to work.

Whatever the outcome of your analysis, you should have a better feel for the value
of your business idea after viewing the completed SWOT analysis.

Creating a feasibility study
to validate an idea

After your idea gains a nod of approval from friends and family and the SWOT
analysis indicates that your product has merit, your idea must jump through one
more hoop for complete validation. A feasibility study is a somewhat formal, writ-
ten process that helps you determine whether your idea is realistic. The goal of
the study is to provide you with final proof that your business concept is viable.

A feasibility study answers these basic questions:

¥ Will the product or service work?
¥ How much will it cost to start?
¥ Can your idea make you money?

¥ s the business concept really worth your time and energy?
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CHOOSING THE BEST IDEA FOR YOU

Perhaps you have no trouble dreaming up new ideas for a business. Instead, your
challenge is deciding which one to pursue. Unlike the SWOT analysis or feasibility study,
no established test determines which of your many pursuits is best suited for you. This
decision is much more subjective and personal. When deciding which idea is best for
you, consider the following questions. Use your answers to help gauge such things as
how passionate you are about a particular idea or which ideas may be better suited for
your current skills or lifestyle.

® Does this idea interest you?

® Does this product or service excite you?

® Do you have experience with this product or service?

® Does it require a large investment?

® Do you have money readily available to fund the concept?

® Will starting this business require you to alter your lifestyle?

® Are you willing to change your lifestyle for this idea?

® Does this business reflect your personal goals?

® Does this idea reflect your professional goals?

® Can you imagine owning this same business in 10 years?

A feasibility study kicks your analysis up a notch. It relies on in-depth research to
provide more detailed answers to questions in five primary areas:

3 Your product and service
What is the product or service?
How will my customers use it?
Where or how will my customers buy it?
How is it designed, and how is it delivered to my customers?

Am | testing to ensure that my product works correctly? (Describe these
tests in detail.)
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¥ Your experience (including your management team'’s experience)
Who is my management team?
What experience do | (and my employees) have?
What are my specific skills and credentials?
Which skills am | missing, or in which areas am | weak?
How much time can | devote to my business?
¥ The market in which you're competing
What is the demand for my product?
Who are my customers? (What is the target market?)
How big is the market I'm selling to?
What is the status of the market? Is it growing or stagnant?
Where and how can | reach those customers?
3 Your competition

Who are my primary and secondary competitors? (Describe each of your
competitors in detail.)

How do my competitors market their products or services?
What makes me different from or better than my competitors?
Is my product easy to copy? How can | prevent copycats?
¥ Your costs
How much does it cost to make my product or produce my service?
What other business costs do | have?
How much money do | need to start?
Do | have access to funding?

When will | make a profit?

Now you know how much information you have to gather in your feasibility study.
As you answer all these questions, make sure that you back up those answers with
detailed research. Then write your results in a one-page summary that discusses
what you discovered. Your summary should answer all the questions in each
category and provide proof of whether you have a viable idea. After the validation
process is complete, you can turn your attention to the next piece of the business
success puzzle: potential customers.
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Identifying Your Market
and Target Customer

The terms target market and target customer are defined as the entities that buy
your product or service. Although these phrases are sometimes used interchange-
ably, market is often used to describe a collection of individual target customers.
The term buyer persona is also used as a way of providing a detailed description
(or persona) of your typical customers. You most likely have several types of cus-
tomers, each with a unique persona — and you mostly likely have several buyer
personas that make up your target customers.

Classifying your customer

Knowing your target customer is an important advantage when you begin mar-
keting. As we explain in earlier sections in this chapter, recognizing your primary
customers lends credibility to your business concept. The more you know about
your target customers, the more easily and cost-efficiently you can build your
business and market to these folks.

How do you decide who this person is or who the groups of people are? You can
create buyer personas by describing or segmenting your customers based on dif-
ferent traits or classifications. The two most common classifications are

3 Demographics: Age, income, gender, and occupation are examples of
common factors used to describe your customers.

3 Psychographics: Music choices, hobbies, and other preferences make up this
category. Usually, psychographics reflect lifestyle choices.

You can describe your customers in other terms as well, such as these categories:

¥ Benefits: Describe why customers use your product or service. For example,
customers might need it for medical purposes. Or they might receive a luxury
benefit, where they don't need the product or service but choose to invest in it
for perceived benefits.

¥ Geographic preferences: Point out where people live. The location can
include a specific neighborhood, city, state, region, or even country.
Customers can also be segmented according to home (or residential)
locations versus business locations.
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Technology has made it easy to target your customers by location. Knowing
where your customers are in terms of geography can be a critical competitive
REMEMBER advantage.

¥ Use-based preferences: Specify how frequently customers want or need
your product.

Typically, your target market includes customers described by a mixture of the
terms and categories in this list, which you use to develop your buyer persona. For
instance, if you sell trendy men’s clothing at discounted prices, one buyer persona
for your target market might be described this way:

Male
Age 2510 30
Professional

Owns home or rents high-end apartment, with a total annual household income of
$50,000 or more

Lives in urban area or major metropolitan city

Buys clothing at least monthly and updates style seasonally to enhance
appearance

Depending on what type of product you sell, your target market most likely
includes a wider mix of customer types — not just one.

REMEMBER

Going to the source

In the preceding section, we talk about the components of a market description.
Where do you get the information to build this type of description, though? You
can use any or all of the following methods to gather information for your cus-
tomer profile:

3 Survey potential (or existing) customers. Conduct a focus group in which
you interview a small group of likely customers. Or distribute a survey or
registration form online to gather the data.

3> Observe competitors’ customers. Stake out your competitors by visiting
them online. You can often discover exactly what competitors think about
their own customers by reading through their sites. (This information is often
readily available on competitors’ websites in sections labeled About Us or
Company Information.) For competitors with retail locations, visit their stores
and observe the customers and their habits in person.
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Use published market research. To identify the types of customers most
likely to buy your products, read about trends in reputable market reports. You
can find much of the research for free online. Larger research firms charge a
fee (which can range from several hundred dollars to several thousand dollars
per report) for detailed reports. If this type of research interests you, start with
companies such as Forrester (https://go. forrester.com), Gartner (www.
gartner .com), or IDC (www . idc . com).

Use this information to pinpoint who your customer is.

Competing to Win: Analyzing
Your Competition

If you’re serious about developing a successful online business, you need every
advantage possible. That means getting to know not only who your customers are
but also who else is after their business. Start by writing down a list of your top
three to five competitors.

Keep this list on hand, and document basic information, such as

»
»
»
»
»
»
»
»
»

Website address

Physical address (if they have one) and number of locations
Annual sales (if publicly available)

Number of employees

Types of products or services offered (with full description)
Strengths and weaknesses

Copies of ads, flyers, and brochures

Special promotions (especially online offers)

Pricing information for products or services similar to yours

As a quick and easy way to keep up with your competition, visit their websites and
sign up for their newsletters and other promotional offers by email. You can also
follow them on social media sites such as Facebook, Instagram, and Twitter.

TIP
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Be sure to maintain a list of your secondary competitors, too. These companies
don’t sell your exact products or services but come close enough to compete for
your customers’ dollars.

Hooray! You completed your due diligence and have a fat file of information about
your stiffest competition. What now? This kind of data does you no good when it
just takes up space in a filing cabinet. Use it to your advantage.

Sift through your collected information again to refresh your memory (because
you probably have lots of information), and then follow these steps:

3 Compare apples to oranges. Using the information you collect, compare
both your strengths and weaknesses to that of the competition. (You can even
do a complete SWOT analysis on each of your competitors!) This comparison
identifies where you fit in the marketplace relative to other players in your
area of interest.

3 Plan your marketing strategy. You have access to your competitors'
marketing material, so use it to define your own marketing strategy. Play up
your company’s strengths in ads; advertise in markets that your competitors
missed; and plan to educate your customers on the benefits that separate
you from your competition.

3 Create a competitive pricing model. Maybe you discovered that you could
beat a competitor's price. Or perhaps your research shows that you must price
lower to survive. Use a competitor's pricing data to map out the best pricing
model for your product or service.

3 Determine growth models and financial requirements. Suppose that a
major competitor is ready to partner with a big distributor. Although you
might not be able to compete immediately, this information helps you plan
for growth. Use this knowledge to better understand your competitor's
growth and financial strategies, and then adjust yours accordingly.

The old cliché is still accurate: Knowledge is power. Don’t let good information
go to waste. Use what you learn to differentiate yourself and win points with your

customers.
REMEMBER
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» Understanding the purpose of a
business plan

» Organizing the pieces of your dreams
into tangible goals

» Determining when you need help and
what to expect

» Getting long-term value from the
plan you make today

Chapter 3

Getting Real: Creating
a Usable Business Plan

ne big complaint from entrepreneurs, especially those running small

companies, is “Why do I have to write a business plan?” Quite honestly,

you don’t. Some entrepreneurs who choose to forgo a business plan do
just fine, but others struggle.

In this chapter, we tell you why having a business plan is a good idea and show

you the benefits you can reap from not only having one but also reviewing and
updating it regularly.

Understanding the Value of a Plan

Starting and managing a business without a business plan is, like it or not, the
same as searching for a buried treasure without a map: Although you know that
the gold is in the ground somewhere, you’re wasting an awful lot of time by
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randomly digging holes in the hope of eventually hitting the jackpot. Without a
plan, the odds of success aren’t in your favor.

Why, then, do people resist using this tool? They resist it for two reasons:

3 Having a plan involves a great deal of work. Don't despair: You can
minimize the amount of work involved, which we get to momentarily.

3 They don't understand the importance of having a plan.

To help you overcome your business plan angst, we provide these reasons for hav-
ing a plan — you can decide whether to take another step without one:

3 You can more easily secure money. This goal is probably the most common
reason for the creation of a business plan. If you decide to ask strangers to
lend you money, whether those strangers are bankers or private investors,
they want to see a plan. Lenders have a better chance of protecting (and
recouping) their investments when a formal strategy documents your
projected income and profits. Even if you're counting on family members for a
loan or are using your own funds, having a business plan confirms that you
have thought about how to use the money wisely.

3 Aplan creates a vision that gives you a well-defined goal. Coming up with
a great idea and transitioning it into a viable business opportunity can be
challenging. Having a written plan forces you to fully develop the long-term
vision for your product or service. With those clearly defined goals in place,
you stand a much better chance of accomplishing your vision.

3 Aplan can provide timeless guidance. Done correctly, this document
provides a concrete plan of operation for your business — not only during
your start-up phase but also for three to five years down the road. Keep in
mind that the plan might need occasional tweaking (as discussed at the end of
this chapter). However, investing the time now to create a strong foundation
ensures that you have a barometer to help you make decisions for managing
your company.

Chances are that at least two of the three reasons on this list are valuable to you.
Even if you don’t plan to attract investors, you’re already forming a picture about
what your company looks like, and you’re setting goals to make sure that you get
there. The only remaining step is to make your thoughts more permanent by writ-
ing them down in a business plan.
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Recognizing That the Parts
of the Plan Make a Whole

REMEMBER

Q

TIP

A traditional business plan is sectioned into seven or eight major parts. At first,
that number of parts might seem a bit overwhelming. Consider, however, that
most experts recommend keeping a finished business plan to fewer than 20 pages.
(You can usually get by with many fewer pages.) When you break down that rec-
ommendation, each section becomes only 2 or 3 pages long, which translates to
5 or 6 paragraphs per page. It’s not so much after all.

Each part plays a critical role in your overall plan. Although each section can
almost stand alone, the sections work together to present a complete picture, or
vision, of your business. Don’t even think about omitting one of them.

Depending on your main purpose for having a business plan, you can develop sec-
tions with more diligence. For example, if you're seeking outside funding, make
sure that the financials section is as thorough and accurate as possible.

Before you start writing, get a sense of the scope of your plan by reading these
brief descriptions of the basic parts you need to cover:

3 Executive summary: Although this part comes first in your plan, you typically
write it last. This brief page does just what it says: It highlights the major
points from each of the other parts of the plan. This page is usually the first
one that investors and other advisors read, and how well it's written can
determine whether they turn the page or show you the door.

3 Business or product description: This section provides a detailed descrip-
tion of your overall business and your product or service. You should include
a vision statement (or mission statement), which summarizes your goals for the
business. When you describe your product or service, don't forget to pinpoint
what makes it a unique and viable contender in the marketplace.

3 Market analysis: Provide a thorough description of your target market. In
this case, discuss both the overall industry in which you're competing and the
specific customers to whom you're marketing. Don't forget to include a
description of any market research you conducted.

3 Competitive analysis: In much the same way as you describe your target
market in the market analysis, in this section you provide an in-depth view of
your competitors in that market. The more detail you can provide, the better,
to show exactly how well you understand (and are prepared for dealing with)
your competition. Address your competitors’ weaknesses and also state how
you can counter their strengths.
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Don't double up on your work. Use information you gather during your SWOT

@ analysis and feasibility study (see Chapter 2 of this minibook). Adapt the
research and results of both to include in the market analysis and competitive
TIP analysis sections of your business plan.

¥ Management team: Whether you're flying solo on this operation or working
with a team, highlight the expertise that you and your executives bring to the
table. Include summaries of your key professional experience, educational
and military background, additional certifications and completed training
programs, and all other relevant accomplishments. Remember to include a
copy of your full résumé.

3 Operations: Here's where the “rubber meets the road.” Use this section to
describe your marketing and operations strategies. Then detail how you plan
to implement these strategies in your business. Think of the operations
section as your chance to prove that you know how to convert innovative
ideas into a successful business.

¥ Financials: Start talking money. In this section, you include projections (or
estimates) of how much money the business will earn and your expenses, or
costs of doing business. This combination is typically referred to as a profit-
and-loss (P&L) statement. For the first year, break down this information for
each month. (This listing demonstrates how far you must proceed into your
first year before you start making money and indicates where seasonal slow
points might occur, with smaller amounts of income coming in.) After the first
year, show your projections annually. (See Book 2 for complete descriptions of
legal and accounting requirements.)

When you're pursuing outside funding, try to be optimistic about your

@ financial projections. Don't be unrealistic, but don't be too conservative,
either. If you're using the plan only internally, you can play it safe and esti-
TP mate your future profits toward the lower end.

¥ Appendix: Consider this area a catchall for important documents that
support portions of your business plan. Place copies of your loan terms,
patent or copyright documentation, employee agreements, and any other
contracts or legal documents pertaining to your business.

You might wonder whether you can use an easier, or shorter, business plan format
with an online business instead of the traditional format. No, not really. As you
can see from the descriptions in the preceding list, each part or section of the plan
is generic. You can use almost any business plan template, tailor it slightly to your
specific type of business, and achieve the same results.

BOOK 1 Start-Up Essentials



TIP

Having a sample plan written for an organization similar to your online business
is helpful. Check out one of the business-planning resource centers on the web,
such as Bplans (www.bplans.com), to locate a sample plan specifically for online
businesses to use as a guide. Free resources and tips are available to help create
your plan, or you can pay for additional tools and software.

Getting Help to Write the Plan

TIP

TIP

Even though you will probably feel better about writing a business plan after you
read the rest of this chapter, more options can help make writing one easier. When
creating a plan feels like more than you can handle alone, the solution is to hire a
professional to write it for you or purchase business plan software that walks you
through the process.

Don’t think that a business plan template or other software package is cheating.
Your goal is to get your business off the ground — don’t close any doors or turn
away any help. The money you spend on your business plan is an investment that
has the potential to pay back many times. The time you spend on your business
plan can likewise shorten the time you must spend later in preparing your busi-
ness for success.

Several good options for business plan software exist, including buying an
off-the-shelf version, such as BusinessPlan Pro from Palo Alto Software. You can
also use LivePlan (www.liveplan.com), an online version of Palo Alto Software’s
business plan software, which offers a monthly billing option in its pricing plans.
If you need limited guidance on developing a plan, check out the free business
plan builder from LawDepot (www.lawdepot.com/contracts/business-plan)
and from the U.S. Small Business Administration (SBA) (www.sba.gov/tools/
business—plan).

Determining when to hire a professional

Not everyone needs outside help to construct a solid business plan. If you’re start-
ing the business part-time or you plan to be a one-person company for a while,
the plan doesn’t necessarily have to be lengthy and complicated.

As a sole proprietor (one-person company), part-time operator, or home-based
business owner, you might write a condensed version of the business plan, with
the same sections but less detail. Rather than use a 20-page document, you might
be able to achieve the same objective in only 8 pages.
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REMEMBER

Alternatively, if you need to secure a large amount of money for your online busi-
ness start-up, it just might pay (literally) to get help — especially if you plan
to pitch (sell) your business idea to savvy investors, such as venture capitalists.
Bringing in a seasoned business plan writer helps you

3 Add polish to your plan
3 Remember to include pertinent information

¥ Phrase the wording of your business plan in the best possible way so that you
speak the language of investors

If you’re pressed for time, getting assistance might also speed the process for you.
Additionally, if you commit to using the business plan to its full potential (as a
long-term operational guide), hiring an experienced consultant almost guaran-
tees that your plan is a top-notch piece of work.

Knowing what to expect from
a business plan consultant

After you decide to seek assistance with your plan, you might be surprised to
find that you’re still expected to contribute information. Business plan writers are
often referred to as consultants, and for good reason: You consult these folks to
get advice and guidance on how to make the most of your plan.

A consultant translates your thoughts into the final written document. Consul-
tants aren’t mind readers, though: You're still responsible for providing all the
initial information, often in written form.

You might be wondering how much this service costs. After you realize that
you’re still doing a good bit of the work, your expectations on price might change.
Regardless of the amount of work you must contribute, however, writing the plan
still takes a great deal of time, and you’re paying for the consultant’s exper-
tise. Expect to pay the minimum national average of $1,500 to $5,000 for a busi-
ness plan written by a professional, with consultants’ fees ranging from $50 to
$150 per hour, on average.

Keep in mind that wide variations might still exist, on both ends of the price scale,
for this service. Much of the final price depends on

¥ Your requirements for the plan

¥ What you can contribute (to save the consultant time)
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TIP

¥ The consultant’s experience level
3 The complexity of the business concept

¥ The amount of research required to substantiate the plan

Although more knowledgeable consultants might charge a higher hourly fee, they
could complete the project much sooner because of their experience. A consultant
who lowballs the price of the project might not fully understand the amount of
time involved and might try to increase the quoted price later.

When you’re working with a professional, the length of time to complete your
plan depends on several factors. Here are some examples:

3 How much information you can provide
¥ How quickly you can provide the information
¥ How extensive a plan you need

¥ The availability and accessibility of the facts about your business

If you decide to hire a professional, check first with experienced advisors who
offer free assistance. Your local Chamber of Commerce or SCORE, an organization
that offers guidance to new and established businesses, might provide enough
to support writing the plan yourself. In addition, the SBA offers online videos,
including one for writing a business plan called “How to Write a Business Plan.”
You can access it at https://sba.gov/videos.

When you’re ready to hire a professional, keep these points in mind:

¥ Look for someone with experience in your product or service industry.

¥ Find a consultant who's comfortable with, and knowledgeable of, online
businesses.

¥ Review samples of other business plans the consultant has written.
¥ Ask for written testimonials and references you can contact.

¥ Get a firm price quote.

¥ Agree on a reasonable timeline for completing the plan.

¥ Putyour final terms into a written contract, including specifics of what you're
responsible for providing.
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Ignoring your business plan or forgetting to maintain it is the same as failing to
plan. To ensure that your business plan passes the test of time, consider these
suggestions for ways to use it:

3 As reference material: Refer to your plan often. Rereading your original plan
is a good way to make sure that you're staying on track.

3 As a decision-making tool: When major operational issues occur or expan-
sion opportunities arise, turn to your business plan. Decide whether the issue
at hand fits your original goals and timeline before taking action.

3 As a troubleshooter: When problems surface, minimize your frustrations.
Use your own words of wisdom to resolve your problems. Take a look at your
plan to see where the hiccup is. More than likely, you addressed potential
problems in the operations section of your business plan.

3 As a hiring tool: When you're ready to expand your executive team, or add
any other key staff positions, a business plan can show prospective employ-
ees that the company’s course has been carefully charted. Having proof of a
game plan for growth and showing you have been sticking to it is particularly
important when trying to hire executives or recruit advisors and a board of
directors.

3 As avision guide: After your business is running, you can easily lose sight of
the big picture. Concentrating on daily tasks and problems can derail your
overall progress. Check your plan frequently and refocus your vision.

Every January, schedule at least two business plan preview sessions for the
coming year. If necessary, pencil in a date and time on your calendar. (Block out
3 or 4 hours.) Do this task semiannually or quarterly, depending on whether you

TIP made, or will make, significant changes to your business.
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Chapter 4

Funding Your Online
Business

ne of the most important choices you make when you’re creating a com-

pany is how to fund your brave new endeavor. The amount of money you

have available and where it comes from truly helps you begin defining the
rules by which you must operate the business.

If you borrow $25,000 from a bank, for example, right away you know what’s at
stake. Each month you have to come up with at least enough money to cover that
loan payment or else you risk jeopardizing your personal credit record (if you’re
a sole proprietorship and aren’t incorporated). On the other hand, if you borrow
$5,000 from your in-laws, you’re potentially inviting additional decision-makers
into your business because there’s no such thing as “silent” in-laws.

Whether you need $500 or $500,000 to get your business going, this chapter

shows you various financing options and describes what each one means to the
future of your business.
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TIP

We won'’t lie to you: Just like starting a political campaign, starting a business is
easier if plenty of money is available. Fortunately, having a lot of money isn’t a
requirement to start an Internet business. If you don’t have access to megabucks,
you can always bootstrap your new business. (The term comes from the idea of
pulling yourself up by your own bootstraps, or making your own way.) In the case
of financing your entrepreneurial dream, bootstrapping is a matter of making a
little money go a long way.

Making the leap to the
bootstrapping lifestyle

One of the first rules of bootstrapping is to hang on to other sources of income for
as long as possible. In other words, keep your day job! You might have to design
your website during lunch breaks or work past midnight to prepare customer
orders for shipping. Although keeping a regular job while starting a business can
mean a grueling schedule, it provides you with much-needed financial security in
the early stages of building your company.

Try something between maintaining a full-time job and starting a business. Many
entrepreneurs worked part-time jobs at night so that they could dedicate them-
selves to their new businesses during the day.

If you’re the all-or-nothing type, perhaps you want to throw yourself completely
into the business. Or maybe you’re confident enough in your idea that you just
know success (cash!) will materialize. However, you should still plan for alterna-
tive sources of income. Look for freelance work, short-term consulting jobs, or
whatever else it takes to keep money coming in while building your business.

Saving money to make money

Making sure that cash is coming into your business is only your first step. Learn-
ing to conserve your cash is the second rule of bootstrapping. Controlling the out-
flow of money, or how that money is used, is quite important.

Here are some ways that any good bootstrapper can conserve cash:

3 Become frugal. Spend only when absolutely necessary, and then buy on the
cheap. Rather than buy brand-new office furniture, for example, find what
you need by shopping garage sales, thrift stores, and eBay.
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3 Budget wisely. Create a financial plan that helps you track income, expenses,
and projected sales. By monitoring the money you have coming in and going
out every day, you're less likely to get into trouble. Book 2 shows you how to
establish this type of budget and set up your accounting procedures.

3 Use other people’s money. Rather than borrow money from banks or
investors, “borrow” money from your suppliers and customers. You can
negotiate terms with vendors that allow you to pay for supplies 30, 60, or
90 days out (in other words, after you receive them). Then ask customers to
pay for your product or services up front or in net 15 days. This strategy lets
you use your customers' money, rather than cash out of your pocket, to pay
your expenses.

¥ Sacrifice for the business. The cash coming into your business should be
just that — money for your business. If you're using revenues to support your
personal lifestyle, the business doesn’t stand a chance. Bootstrappers
commonly forfeit luxuries and even downgrade their living circumstances
while growing a company. Could you live in a smaller house for a while or
drive a less expensive car?

3 Inspire, don't hire. The early stages of building your company can be
overwhelming, with lots of hats for you to wear. Rather than hire full-time
employees, inspire others to work with you gratis (for free). Not everyone
wants or needs immediate compensation, so sell people on your skills as a
leader and get them excited about where your company is headed. College
interns are a good source of free or inexpensive labor for your business.
When the economy is weak and jobs are scarce, even out-of-work profession-
als are willing to accept internships in an effort to improve or expand their
marketable skills. The promise of a job (after you're on more stable financial
ground) may be enough to get someone working 5 or 6 hours a week right
now. Some individuals are also willing to work for free, in return for a recom-
mendation from your company. For example, a lot of people design comple-
mentary websites in exchange for using those websites as client referrals. By
seeking out this type of synergistic swap, you can avoid hiring employees in
the beginning.

3 Find a mentor. Hiring a consultant can break the bank before you even open
your doors for business. Mentoring is an alternative way to get advice from
established professionals that costs you absolutely nothing. These experts
probably won't do the work for you, but they can advise you on critical
decisions, introduce you to other professionals and suppliers, and sometimes
even help you find your first customers. People are generous with their time,
especially when you ask them to share their personal expertise with you.
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Getting resourceful

In addition to locating experts or finding cash, you need to identify other means of
getting what you need. Check out these resourceful alternatives to help you jump-
start your online business:

3 Barter and trade: One way to keep a lid on your spending and still acquire
supplies and services is to trade with other companies. Rather than pay a
professional to write copy for your web pages, for example, barter with a writer
for her service. Barter, or trade, is a method of paying for products or services
without using cash. When you barter, you exchange your services or products
for those of another person (or company). This method of conducting business
has become so popular that you can now join formal barter-exchange
organizations. Membership is usually free. You can find barter organizations
online that serve your specific state or region or find one that has a national
reach. You can learn more about bartering and find organizations near you
from the International Reciprocal Trade Association (IRTA; www. irta.com).

The Internal Revenue Service (IRS) doesn't mind bartering, as long as you

@ record on your taxes whatever you receive as income. Any transaction
involving the exchange of a product or service that doesn’t involve cash
TIP changing hands is considered “barter” by the IRS. The IRS has guidelines and

reporting requirements for individuals and formal barter exchanges. For
example, barter amounts should appear as income for both parties when you
complete Form 1099. You can read the complete guidelines for how to report
bartering as income on the IRS website (www . irs.gov).

3 Try out trial versions before you buy. When you stock up on necessary
software for your online business, don't rush to buy expensive off-the-shelf
products, which can cost several hundred dollars. Instead, use free demon-
stration (demo) versions that are good for a specified period. Eventually these
free trials run out of time, so budget accordingly if you anticipate needing to
make a more permanent software purchase.

¥ Use free tools. Lots of free business-related software (called freeware or

open-source software) and free or almost-free applications are accessible over
the Internet. Independent software developers and small companies typically
offer software applications, graphics, games, and developer tools at no cost to
you, and with no strings attached. Other apps cost just a few dollars. And even
if you don't find a recognizable brand-name product, you might find one that
has similar features. Be aware that freeware and free business apps may have
no technical support or very limited support. If you are using open-source
software, there is usually a community of developers on forums who help
answer questions, but it is not support in the traditional sense of the term.
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If you find a software solution you really like, but there’s not a free version pub-
licly available, consider contacting the company directly. Sometimes you can get a
2-week or 30-day trial with all features enabled if you ask for it!

Looking at the pros and
cons of bootstrapping

Bootstrapping may sound like you’re flying by the seat of your pants (or your
boots), but it’s quite the opposite. It requires adopting a rigorous thought process
that includes detailed and innovative planning.

Although bootstrapping may seem painful, consider the alternative of bringing in
other investors or borrowing money. Is it worth the sacrifice? Take a look at how
a bootstrapping approach can affect your business now and down the road, and
then decide for yourself:

3 You retain ownership. Keeping full ownership or controlling interest of the
business is one of the most important benefits of bootstrapping. You get to
make all the decisions, without having to run them by investors or sharehold-
ers or even lenders first. You also choose how and when the company grows.
And if you need to bring in capital (money) down the road by selling shares of
your company, you don't jeopardize your control. You can sell off a minority
interest and maintain controlling interest.

3 You can make quick decisions. Typically, you don't have layers of depart-
ments or managers in a bootstrapper organization. You can make decisions
without getting bogged down by bureaucratic red tape. The ability to make
agile decisions is an important advantage over competitors, especially when
you're heavily into the research-and-development (R&D) process. Your
organization can offer new products or make other changes much faster than
many of your competitors can.

3 You assume minimal risk. Without putting much money on the line, your
risk (or what you can afford to lose) is greatly reduced. You also have the most
to gain because your investment and your risk factor are small. This motivat-
ing aspect can spur you to success.

3 You maintain a cash-is-king mindset. Being frugal pays off now and later.
Initially, your conservative decisions will assist you in building a positive cash
flow for your business. As a bootstrapper, you'll tend to hold on to those same
decision-making philosophies in an effort to maintain your cash reserves as
the company expands. This mindset may help to keep your online business
debt free.
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Finding the Perfect Investor

Not everyone has what it takes to grow a successful company from nothing or
while operating on a shoestring. Or maybe your business concept requires a sig-
nificant injection of capital right from the start. If so, you have other alternatives
to bootstrapping. The most popular approach is to find an investor.

Investors, either individuals or a group of individuals, buy into your idea and pro-
vide the money you need in exchange for stock (or a percentage of ownership) in
your business. You can choose from several types of investors; each type comes
with its own pros and cons, of course. The trick is to find the best type of investor
for your needs.

Turning to your friends and family

You’re probably familiar with the idea of turning to your friends and family (F&F)
network for start-up funds. A major advantage of this strategy is that you have a
lot of flexibility in how you structure the terms of the agreement.

The simplest method is to simply ask for a loan. You need a certain amount of
cash, and your mom or best friend is happy to oblige. As a bonus, the interest
amount on the loan is usually minimal or nonexistent, and the time for repaying
the money is often more flexible — not a bad deal.

An alternative is to take on your friends and family as investors. In other words,
you give up a percentage of shares or stock in the business for the amount of
money they agree to provide. On the upside, you don’t repay that money. How-
ever, if you no longer want those people to own a piece of your business, you have
to buy back their stock to get rid of them.

Websites that offer free or low-cost legal documents, such as Nolo.com
@ (www .nolo.com), sometimes offer promissory note templates or other sample loan
agreement documents that you can use to define lending terms when borrowing

TIP money from friends and family.

Here are some advantages of acquiring investors from your F&F network:

3 You can easily obtain the money. You have an established circle of friends
and family members who already know and trust you. Sometimes, you don't
even have to sell them on your business idea — let alone show them your
business plan. They just want to help you.
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3 You can get cash quickly. Unlike going to a bank or venture capitalist, you
don't have to jump through any lending hoops or participate in a series of
drawn-out meetings. Friends and family may be able to get their hands on
cash quickly and hand it over to you sooner.

3 You have a potentially large pool of investors. You can easily find small
amounts of money from lots of different sources. If you need $50,000, you
can get ten friends to contribute $10,000 each rather than try to find one
person who can contribute the entire amount.

This method has a few disadvantages too, of course:

3 You can have problems with unstructured terms. Because you know each
other, you tend to keep things informal. That opens the door to uncertainty
and inconsistency and big misunderstandings. Be wary of taking on friends
and family members as investors without structured, written agreements that
clearly define the terms of their investments in your company or the payback
terms of your loan.

3 You may give up too much stock. You want to gratefully reward those who
take a chance on you, especially when you're close to them. For that same
reason, however, you can end up giving away too much interest in your
company. Or if you turn to a large group of friends to invest, you may have to
ante up a large block of stock for a small amount of cash. This uneven
exchange can put you in a precarious position as the company grows.

3 The business can interfere with relationships. Taking on your most trusted
circle of friends or family as investors can lead to heated disagreements, hurt
feelings, and your fair share of misunderstandings. Damage to these friend-
ships or to relationships with family members isn't easy to repair.

Finding angels

If the uncertainty and lack of structure of the F&F network bothers you, turning
to an angel may be more appealing. An angel investor can be an individual inves-
tor or a group of investors who are willing to put money into start-up or young
companies.

Several important differences separate angels from other types of investors.
Angels are private investors and usually bridge the funding gap. Raising more
than $100,000 or $200,000 from friends and family is tough, yet a venture capi-
talist usually isn’t interested in investing less than a million dollars, especially in
a company without a track record. An angel meets midlevel funding needs.
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Another important difference is that an angel investor typically doesn’t take an
active role in a company. An angel wants to provide capital, not run the business,
although that person sometimes becomes a member of an advisory board or board
of directors. (We discuss the board of directors as part of your formal business
structure in Book 2.) In addition to taking this hands-off approach toward your
business, an angel is less likely to demand an immediate return on an investment.
Whereas your father-in-law may expect to recoup his money in a couple of years,
an angel’s target return may be 5 years.

This network of investors has become more careful and savvy, performing due
diligence and examining every aspect of proposed businesses. As with any type
of investor, angels invest in businesses they believe will give them a good return
on their money. For that reason, angels are influenced by fluctuations in business
trends, or what’s considered hot at a given time. One year it could be something as
general as social media networks (like Snapchat and Instagram) and the next year
it could be mobile apps for the healthcare industry. Regardless what types of busi-
nesses are popular investment targets, generally angels are more willing to take
risks on new, unproven businesses. But keep in mind that the overall require-
ments for investing are increasingly the same as those used by venture capitalists
(as outlined in the next section).

A hands-off approach to long-term lending sounds great, right? It’s not all roses,
though. Among the negative factors in seeking money from angels is that they
often require a larger stake in a business. Having a higher percentage of own-
ership in a company offsets their risk. When the return on investment comes, it
equates to a significant amount of money for your angels. Also, acquiring money
from angel networks is getting tougher. Increasingly, angels are using the same
or similar funding guidelines as those of venture capitalists. Angels expect you
to have a polished business plan, an experienced management team, and an exit
strategy (a way for the angels to recoup their initial investment and then some).

If the negative side of working with an angel doesn’t bother you, how do you
locate one? Examine your own network of colleagues, friends, and family — ask
if they have any contacts that might be interested. If that strategy doesn’t provide
any leads, search for angels at the regional or national level. Here are some places
to begin your search:

3 Chamber of Commerce or other local business-support organizations
¥ Professional associations (local and statewide) focused on technology
¥ Your accountant, banker, or attorney (who often works with or knows angels)

¥ Investment clubs
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Online resources for angel networks and entrepreneurs, including crowdfunded
sites that match entrepreneurs with prospective angel investors, include

¥ EquityNet: www.equitynet.com
3 Funded.com:www. funded.com
¥ Gust:www.gust.com

¥ Social Venture Circle: www . svcimpact.org

Venturing into the world of venture capital

Venture capital (VC) funding isn’t the easiest route for securing money for your
business. Maybe you remember the stories of the dot-com era when millions of
dollars were thrown haphazardly into Internet start-ups. Well, in spite of that
bursting bubble, venture capitalists are still out in force. In the first half of
2019, $55 billion of VC funding was raised in the United States, according to the
MoneyTree Report. By comparison, $120 billion was raised in a full year during the
record-setting year of 2000. Even though VC money is being raised at near-record
levels, getting their money is still challenging.

To be honest, we don’t recommend even considering venture capital as a resource
for a brand-new company. This type of funding is designed for businesses that
need an aggressive (or very large) amount of money to support the next level
of business growth. Venture capitalists are institutional investors (professionally
managed funds) that invest anywhere from $500,000 to $10 million or more in a
company. Most often, this investment is made in preparation for an initial public
offering (IPO) on the stock market, a sale, or a merger with another company.

Suppose that you’re thinking big and are intrigued by venture capital as a funding
source. How do you know whether your company is ready to pursue VC money?
Although the funding criteria vary among venture capitalists, most of them gen-
erally expect the following from your company (and you):

3 The company has already used seed money. Your company is long past the
point of obtaining money from friends and family as part of its start-up stage.
Seeking money from a venture capitalist means that you have already
received additional rounds of financing from angel investors and are now
ready for a more substantial investment boost.

3 The company has a proven track record. Establishing a history of success is
a necessity for venture funding. Investors expect your company to have
experience under its belt and proof of the underlying business concept.
Having an offline (bricks-and-mortar) business that has verifiable financial
records greatly increases your success of finding funding.
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3 An experienced management team is in place. Being the sole employee of
a company isn't a good thing when you're seeking venture capital. Instead, you
must have a seasoned team of executives with the experience to take your
company to the next level.

3 The company is in a hot industry. Venture capitalists invest in more than a
company — they invest in an industry. And some industries or markets are
hotter than others at any given time. Your business doesn't have to be in the
top three industries of interest, although it certainly improves your chances
for funding.

3 The company is in a high-growth stage. Securing venture capital means that
your company is no longer in an early growth stage. It's now positioned for
significant earnings. Although the amount can vary, a good rule is that your
company can achieve annual revenues of $25 million within a 5-year time
frame.

¥ You're willing to relinquish control. If you don’t have in place a top-notch
team of heavy hitters (including yourself), relinquishing executive control may
become a condition of funding. If you previously held the title of CEO and
president, you can expect to be replaced by an outsider of the venture
capitalist's choosing.

If you’re serious about pursuing venture capital, you should do a few things first:

1. start making connections early.

Go to seminars on venture capital funding (usually sponsored by professional
organizations in your community) and meet the venture capitalists involved in
giving the presentations.

2. Contact other companies that have recently secured funding.

Seek out other small businesses and ask for referrals to VC firms. In addition,
ask questions and get a general understanding of what the process may be like
for a company similar to yours.

3. As you're building these networks, start your own form of recordkeeping.

Securing venture capital is a tedious, time-intensive process. The sooner you
begin to understand the process, the more likely you are to be successful.

4, Begin making a list of potential venture capital firms.

Keep track of the companies in which they invest, how much they invest, and in
which industries they most actively invest.
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When you’re ready, two established resources can assist you in locating and learn-
ing about venture capital firms that might be a good match for your business:

3 Guide to Venture Capital & Private Equity Firms, 2019 Edition: This extensive
guide, at www . greyhouse . com/guide-to-venture—capital-and-private-
equity-firms, offers direct access to more than 3,000 venture capital and
private equity firms worldwide. In addition to presenting basic overview
information about each firm, the guide also lists extensive contact informa-
tion, including phone numbers and email addresses. Grey House Publishing,
the publisher, offers a hardbound copy ($395) and includes free access to an
online version.

3> MoneyTree Report: This quarterly report lists detailed information about
venture capital funding in the United States. It's a collaborative effort between
PricewaterhouseCoopers and the National Venture Capital Association with
data from Thomson Reuters. For information, and to review the quarterly
reports, visit the website at www . pwcmoneytree. com.

Check your local library and used books sold through Amazon for a copy of either
resource on this list. Although you may get a slightly older edition of the book, you
can save the out-of-pocket cost of several hundred dollars that you would spend
for a more current edition, and many of these resources stick around for a while.

During economic downturns or when the economy is generally weakened, both
venture capitalists and angel investors become increasingly selective about where
and how they invest. Having a solid business plan with a strong road map to a
return on investment becomes even more important.

Checking Out Alternative Financing

When all else fails, a diligent online entrepreneur still has a few alternative financ-
ing options, although they are not necessarily your best choice. These options can
help you open your doors for business, so to speak. Many times, you end up com-
bining a variety of these sources to fund your great idea:

¥ Credit card: For better or worse, a credit card is a popular choice for funding
a business. More than 80 percent of small businesses have used personal and
business credit cards as a source of money, according to the Small Business
Administration (SBA). Especially during economic periods when lending
tightens from banks and other traditional resources, credit cards can some-
times provide the only source of fast cash for a new or growing business.
Although credit cards may be a quick and easy alternative, they can also be
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expensive. Some credit card companies charge interest at 20 percent or more,
even during times when interest rates are historically low. In addition, they
can slap you with hefty fees for late payments or for exceeding your credit
limit. Financial advisors also caution that fully paying down the balance of
your credit cards can take decades when you're making only the minimum
monthly payments.

Consider moving balances with high interest terms to another card. Credit
card companies often offer limited introductory low- or no-interest rates for
transferring your balances from other cards. If these offers don't come in the
mail, don't be afraid to call credit card companies (including your existing one)
to negotiate for a better rate.

Crowdfunding: An amazingly successful fundraising alternative hit the
Internet in recent years that helps generate money for individuals, businesses,
and non-profit organizations. Crowdfunding works as its name indicates and
allows almost anyone to invest in a creative project or business. Establish how
much funding you want to raise and a period of time in which the project
must be funded. You can allow people to fund anywhere from a few dollars to
a few thousand dollars. Funding investments are typically paid out only if the
project is fully funded in the specified time period. You may also provide a
return on the investment based on the funding level, such as a product
prototype, early access or beta access to a solution, or even a small number of
shares in the company.

Several crowdfunding sites make it easy to set up funding projects. Some
popular sites are Kickstarter, Indiegogo, and GoFundMe. Typically, the site
takes a small percentage of your total funds raised if the project is successfully
funded and may charge additional processing fees. Although these sites
expose you to a much wider audience of potential investors, often the
investments still come largely from people you know. Unless you have a very
unique business idea or interesting way of pitching the idea and get picked up
by the national media, in most cases it is up to you to promote the funding
campaign through your social networks. That means crowdfunding, while still
a terrific alternative source of funding for your online business, is largely
dependent upon your ability to promote the campaign.

Retirement cash: A personal savings plan, such as a 401(k), has long been a
source of money for someone opening a start-up business. Before draining
your account, consider the penalties for early withdrawal and seek advice
from your accountant on the pros and cons of this source of funding.

Home equity loan: Depending on the state of the housing market and
interest rates on various types of home loans, you may be able to use your
home as a funding source for your business. As a homeowner, you can cash
out the equity in your house, use it for other purposes, and pay it back at a
fixed interest rate over 5, 10, 15 or more years. Similarly, you can refinance
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your home and use the additional funds for starting the business. Another
option is to open a home equity line of credit, which gives you a fixed amount
of money that you're approved to borrow. You take out the money only as
you need it, rather than in one lump sum. As is the case with any type of loan,
you must have solid credit scores, among other things, to qualify.

Borrowing money against your house is always risky! Many business experts
hesitate to recommend this method as an option because you could lose your
home. Consult with your accountant, or other financial advisors, before
making this decision.

High-interest loan: Some specialized lenders finance loans (even high-risk
ones if you have poor credit) at high interest rates. These rates are usually
similar to, or higher than, credit card rates. When all other options fail, this
method may be a possibility; be cautious, though, about taking this route.

Microloan: If you're looking for a smaller amount of capital, the SBA has a
microloan program for amounts up to $50,000. The average loan size is
approximately $13,000. The loans are backed by the SBA but are distributed
and managed by local, approved community lenders. As with any loan, there
are collateral requirements, but funds can be used for working capital,
equipment, inventory, and supplies. To find out who offers loans in your area,
contact your state or regional SBA office or visit www. sba. gov.

Online lenders: There are a host of non-traditional lenders now offering
loans online to new and existing businesses. These lenders are known for
having quick, easy application processes with flexible terms, and are thought
to be generally open to working with start-ups and e-commerce businesses.
Lenders like Kabbage (www . kabbage . com) are ideal for new businesses that
need smaller loan amounts. On the flip side, OnDeck (www . ondeck . com)
provides loans to businesses that have been around at least a year, and need
larger amounts of capital. PayPal's Working Capital program (www . paypal . com/
workingcapital) allows businesses flexible terms for borrowing money
without a credit check, but you must be a PayPal business.

Grant or award: If your business concept is innovative, you may want to
search out grant opportunities or contests offering financial rewards. Grants
are monetary awards that you don’t have to repay. Some organizations —
such as business magazines, office-supply chains, and other large retailers —
sponsor business-plan-writing contests with financial payoffs or award cash
and prizes as part of their general business contests. No all-in-one resource
tracks all sources of grants and awards. You have to do your homework by
diligently searching the Internet and thumbing through business publications
for opportunities. However, the shot at free money may be well worth

your time.
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Be wary of websites that charge for a list of “free money” resources from

& government grants. Although legitimate grants are available, you don't have
to pay for them: You can obtain a list for free from the Catalog of Federal
WARNING Government Assistance at the U.S. government’s grant site (www. grants.gov).

You can download a free app from the site to easily track grants from your
mobile device.

3 Incubator: This type of entity or organization, established to support entre-
preneurial development, usually provides shared resources for businesses.
Sometimes, a shared resource refers to a physical location (such as an office
building) or access to volunteer or hired professionals who are shared by the
organization’s entrepreneurs. Although incubators don't traditionally provide
start-up money, they're still considered an alternative funding source because
they provide your business with a range of tools, resources, and services.
Many types of incubators with different levels of services are available.
Examples range from offering free support (such as educational workshops
and training for entrepreneurs) to providing shared workspaces or office
space for a reduced fee. Depending on the arrangement, incubators may
require a small percentage of ownership in your business, ask for stock
options, or charge a small fee for services. In most cases, this situation results
in a nominal expense to you compared to other funding options. The amount
of savings and the invaluable assistance (which can accelerate the growth of
your business) translates into a wise investment of your start-up dollars.

Locate technology and small-business incubators in your area by contacting
InBIA, previously known as the National Business Incubation Association, at

www.inbia.org.
TIP

Taking a Shortcut: Purchasing
an Existing Site

52

Securing financing for an online business takes time and persistence — no
doubt about it. If you’re interested in a completely different path, you can take a
shortcut. Have you considered purchasing an existing website? Don’t get
excited — you don’t have to march up the virtual steps of Amazon or eBay and
put an offer on the table. (To be realistic, you’d be laughed right out the door.)
Somewhere between the people dreaming of starting a business and the giants
dominating the Internet, hundreds of thousands of other mom-and-pop busi-
nesses have already established a small presence online. Many of them are doing
quite well, others are struggling, and some just don’t have any sense of direction.
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Those latter categories provide you with the largest opportunity to jump-start
your online dreams. Check out the following sites, which provide lists of online
businesses for sale:

¥ BizQuest (www.bizquest.com): Claiming to be one of the original business-
for-sale websites, BizQuest has a healthy number of business listing in all
categories. To get the most relevant list of available online businesses, use
its search tool to search for the term Internet. Last time we checked, this search
term returned nearly 20 pages of results for available Internet businesses
for sale.

¥ Website Properties (www.websiteproperties.com): Unlike traditional
business brokers, Website Properties specializes in just that — websites. You
can search a list of available sites directly from its site, and you can easily and
immediately view a great deal of information about available sites, without
having to request access to the details from a broker.

WHAT MAKES AN EXISTING SITE A SMART
PURCHASE?

Buying an existing online business is basically the same as purchasing any other type
of business: You have to do your homework and determine whether the purchase is a
wise one. Find answers to these questions about a business before you sign on the
dotted line:

® |s the online business a viable business model?

® Does the purchase include existing inventory or customer contracts?

® Even though the site is established, does its concept pass your feasibility test?

® |s the site generating revenue? How much? (Ask for financial statements verified by
a certified public accountant.)

® \What expenses does it incur?

® Can you reduce the amount of overhead by making different management
decisions?

® Can you increase the percentage of profit by making different management
decisions? If so, how long would it take to implement these changes?

(continued)

CHAPTER 4 Funding Your Online Business 53

Funding Your Online

Business


http://www.bizquest.com/
http://www.websiteproperties.com/

(continued)

When was the site established?

What is the annual percentage of revenue growth? (How much more money does it
make over the previous year?)

How many people visit the site each day? (Ask for verification.)

Does the owner maintain any logs or records verifying the number of visitors and
other stats?

What are the site’s popularity rankings in all the major search engines?
What, if anything, has the owner previously done to increase rankings?
Has the site been featured in any magazines or other websites?

How many other websites link to this site, and vice versa?

If a product is being sold, does the site use a dedicated supplier? Are other supplier
sources available?

If the site sells an information product or is a service business, do you have the
skills and staff to duplicate it?

Does the site have a poor reputation or many unhappy customers?

Is the site in good standing with the Better Business Bureau and other
organizations?

Does it have a current business license?
Are its taxes current?
Has its URL expired, or is it about to?

Does it have a valid Secure Sockets Layer (SSL) certificate to allow protected, prop-
erly encrypted transactions over the Internet?

Which hardware and software, if any, are included with the sale?
Do you gain any proprietary software in purchasing the site?
Why is the current owner willing to sell?

Can you create your own site and generate similar results in a short time for less
than the selling price?
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Override start-up costs: Finding an existing online business means that you
don't have to worry about all the initial costs and hassles of getting the site
started. Maintaining or building an existing site is usually cheaper than
starting from scratch.

Eliminate time to market: Although you may have a business up and
running in just a few weeks, establishing yourself in the market and gaining a
presence in the search engines takes much longer. Buying a ready-made site
(even a fledgling one) removes at least some of this concern.

Gain established customer base: The “build it and they will come” theory
has repeatedly been disproved when applied to websites. Purchasing an
online business with existing customers is a definite perk.

To make sure that the site you're considering buying has real value when it
comes to customers, ask to see proof of a current email list or database of
customers or members (not just a log of daily visitors).

Get a site for a steal: Do your homework and you can purchase a site for
little money. Look for businesses in which the owners

Are tired or bored of the site

Have no time to maintain it

Ran out of money after putting the basics in place
Are in a cash crunch

These factors don't necessarily mean that the business is bad — just that it
was under poor management.

Negotiate payment terms, with no out-of-pocket costs: Even if you end up
with a large (but reasonable) price tag, you still have a money-saving alterna-
tive. For instance, offer to make a small down payment on the site. Then let
the owner know that you will make monthly payments until the balance of the
sale price is paid in full. (If the site is producing revenue, you can use a portion
of that income to cover the payments, so only the deposit comes out of your
pocket.)

Lease to own: In this strategy, the seller retains ownership of the site and you
manage it. You pay the owner a set monthly fee, plus a percentage of the
profits, until the sale price is paid.
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» Establishing a customer service
pledge

» Developing policies for operating
your business

» Delivering the goods as promised

Chapter 5

Creating Policies to
Protect Your Website
and Customers

ustomers are the reason you’re in business. All too often, though, their role

in your success is an afterthought. Even though you spend a great deal of

time thinking about what they can do for you, sometimes you forget about
what they expect of you, until a problem surfaces.

In this chapter, we show you how to invest the proper time into the “care and
feeding” of your most important business asset — your customer.

Taking Care of Customers

Consider the process of starting your business. You think about your future
customers, right? You anticipate who will buy your product. You research their
needs and painstakingly detail how to meet those needs in your business plan.
You develop a marketing plan that explains how to reach your customers, and
you calculate, dollar for dollar, how their spending translates into profit for you.
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Something is missing, though: Where in all that research and planning is your
pledge to your customers — your vow of how you will treat them? Most business
plans don’t include this type of pledge, unless one of your company’s competitive
advantages is defined as an unprecedented level of customer service.

| pledge to you

What is a customer pledge, and how do you develop one? A pledge to your custom-
ers is a written guideline of what they can expect when doing business with you.
The pledge should be the basis of your overall customer service philosophy.

Start your customer service pledge internally, and make it something used only
by you. From there, you can create an external (public) customer service pledge.

Put it in writing
How do you create a customer pledge? Here are a few simple steps you can follow
to get going:
1. Answerafew general questions about how you really feel about custom-
ers (be honest!):

How do you view your customers? Do you know them personally or speak
with them on the phone, or are they anonymous?

How important are customers to you and your business?
How important is repeat business?

What are you willing to do for customers every single day?
What are you not willing to do for your customers?

2. Define realistic parameters of how you plan to communicate with your
customers every day, as shown in these two examples:

How can customers contact you? Can they
Send email 24 hours a day?

Call a toll-free phone number and leave a message 24 hours a day, or
call a long-distance number during set business hours?

Send or post a message on any social media platform 24/7?

Write a letter and send it by snail mail (through the U.S. Postal Service)?
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When and how will you respond to customers?
Immediately when you respond by email?

Within 24 hours (or less) when you respond by phone or email; or
within 30 minutes when you respond on social media?

3. Identify what, if anything, is special about the way you treat customers.

For example, do you call customers personally to make sure that they received
their orders? Or do you invite them to regular online sessions to discuss how
your products or services could improve?

4. Draft a written document detailing your customer service pledge for your
internal use.

The document can consist of a short list of bullets or several paragraphs based
on your previous answers. This guideline is your personal reminder of how you
incorporate customers into your business every day.

5. writea pledge to your customer.

The pledge, which can be as general or specific as you choose, should reflect
your internal customer service philosophy but be a written document that can
be read and judged by the customer about how your business responds. You
can find sample pledges online from other companies, including one from
Zappos athttps: //zapposforgood.org.

Putting Policies in Place

As you might expect, creating your customer service pledge is only the beginning
of the customer care policy. To manage your online business successfully and
legitimately, you have to put several policies in place. The government mandates
some policies, and others are the result of common sense to minimize confu-
sion for yourself, your employees, and the people with whom you do business.
For example, when working with franchise organizations, one of the most criti-
cal components of doing business is the policy manual, a small booklet filled with
written policies establishing an unwavering set of guidelines and procedures for
operating. The policy manual serves as an easy reference tool when you have
questions about how to operate.

Policies are equally important to customers, employees, and vendors. Although
you don’t have to create a formal manual filled with your policies, you must write
them down somewhere. In many cases, you should also publish them on your
website, to protect yourself from misunderstandings and reassure your customers
about how you do business.
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Privacy policy

A privacy policy details how you collect, treat, and use the information you receive
from customers and from other people who visit your website. This policy not
only covers information that customers knowingly provide but also applies to the
use of cookies, or the information files that web servers create to track data about
people and the online sites they visit.

In some cases, online businesses are opting to blatantly expose the fact that the
website tracks cookies so there is no misunderstanding that data is being col-
lected. For example, the very first time the user visits the site, a pop-up message
appears, explaining that the site is tracking cookies and what that means. The
visitor must exit out of the message before continuing to the website.

Even if you choose not to use this type of tactic, your privacy policy should clearly
state your commitment to customer privacy and data security. It should also
include information about options or choices visitors and customers have in how
their data is used. When operating a contest or any type of prize giveaway, the
rules of the contest would be added to your privacy policy. The Better Business
Bureau offers tips for writing an effective privacy policy, and provides a sample
policy to use as a template, such as this one from the BBB in St. Louis, Missouri:
www.bbb.org/stlouis/for-businesses/understanding-privacy-policies/
sample-privacy-policy.

A privacy policy is a requirement for your online business if you’re based in the
United States. The U.S. Federal Trade Commission (FTC) mandates this policy.
The policy must be properly labeled on your website and easily accessible within
your site.

Your privacy policy should include these elements as well:
¥ Adescription of how you collect information from your site visitors
and customers
¥ Details of what information you collect

3 An explanation of what you do with the information and how and where you
store it

¥ Adisclosure of with whom you might share customer information

¥ Instructions for how visitors or customers can change their information or
remove it from your records
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Your policy on how you handle a customer’s credit card data should be in line
with the requirements of the Payment Card Industry Data Security Standard
(PCI DSS). As an online retailer, you're required to comply with certain regu-
lations for handling and storing sensitive customer data under the PCI DSS, or
else you could face a steep financial penalty. The PCI Security Standards Council
provides up-to-date information for online retailers. To find out more, visit
www.pcisecuritystandards.org.

User agreement or terms and conditions

Increasingly, sites are implementing user agreements. Just like a written contract,
this agreement specifies terms or conditions by which you allow visitors or cus-
tomers to use your site. You might choose to post on your site a static (unchang-
ing) page that simply lists these points. A more legally binding version of this
agreement, however, requires visitors to acknowledge that they have read the
terms and agree to abide by them. Usually, before visitors are allowed to go to
certain areas of your site, download an application, register for a service, or make
a purchase, they’re forced to click a button verifying that they agree to the terms.

When you’re creating your site’s terms and conditions, you should include this
information:

3 How visitors or customers can or cannot use your site: Rules that apply to
not only your customers but also your employees, such as posting personal
information (phone numbers or physical addresses, for example) on a
discussion forum

3 Who is allowed to view your site: Whether visitors meet age or U.S.
citizenship requirements, for example

3 Which other policies are in place: Shipping, returns, or complaint proce-
dures, for example

¥ Legal and liability issues: For example, details of responsibility by you and
third parties for providing information and taking actions, and for specifying
geographic location where legal disputes will be settled

Shipping policy

Your shipping policy should clearly explain the details of how and when customer
orders are handled and shipped. Although you can determine some conditions of
this policy, you must also comply with the FTC’s mail or telephone-order mer-
chandise rule.
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According to the FTC, your online site must

»

»
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»

»
»

Ship an order within the time frame you promised at the time of ordering or
as stated in your advertising or on your website.

Ship a product within 30 days after it's received, unless you specify an earlier
time frame.

Most online retailers ship products within 5 to 7 business days at the longest.
The exception is when a product is on back order, out of stock, or available for
pre-order (in which case, an approximate shipping date is given). The FTC rule
sets the maximum limits of what's acceptable for shipping products.

Give notice to a consumer as fast as possible whenever you cannot ship that
person’s product when promised.

Include a revised shipping date in the delay notice you send to a customer.

Allow a customer to agree to a delay or to cancel an order and provide a
description of the time required for a refund.

Return policy

Include in your return policy the conditions under which you allow customers to
return a product or decline a service. Will the customer receive a full or partial
refund from you? A good policy should protect both you and your customers. Be
specific about your return policy so that customers clearly understand (and aren’t

surprised by) your rules. Your policy should include these elements:

»

»

»
»
»

»

»

Time limit: Set the maximum number of days within which a return will
be accepted.

Conditions of use: Maintain the right to reject a return if an item shows
obvious signs of use, for example.

Restock fee: Explain any fees incurred by restocking a returned item.
Exceptions: Specify any items that cannot be returned.

Shipping responsibility: Determine who pays for the cost of shipping when a
product is returned.

Refunds issued as cash or credit: Decide whether to issue store credit rather
than give cash back.

Third-party rules: Direct customers to consult the return policies of third-
party vendors if you sell their items.

BOOK 1 Start-Up Essentials



TIP

REMEMBER

As e-commerce grows, so does the problem of customers taking advantage of
online retailers. Let your return policy protect you by limiting the number of days
you agree to accept returns. Customers must have enough time to evaluate prod-
ucts (3 to 5 days is a reasonable length of time) but not use it indefinitely before
demanding their money back.

When you’re selling products through a third-party vendor, such as a storefront
or an auction site (for example, Etsy.com or eBay), be sure to check whether the
company has a mandated return policy. The vendor site’s policy can override your
internal return policy.

Safety for young users

Whether or not you plan to sell to children, establish a policy about minors. If your
site is targeted to children under 13 years old, has a separate section for kids, or
is a general site but you know kids access it, your website must comply with the
FTC’s Children’s Online Privacy Protection Act, or COPPA. The policy was updated
in 2013 to expand the definition of the types of sites and businesses that must
comply. COPPA also specifies additional permissions that must be obtained from
parents, especially involving the use of video, social media, and online games or
apps. In 2015, the organization initiated the process to further update the paren-
tal consent requirements. As you see, COPPA is an evolving standard and it’s up
to you (and it’s absolutely critical) to ensure your website continues to meet all
guidelines and legal requirements. See compliance details at www.business. ftc.
gov/documents/bus84-childrens-online-privacy-protection-rule-six-
step-compliance-plan-your-business.

Generally speaking, the COPPA rule requires you to

¥ Post a clear and comprehensive privacy policy on your website.
¥ Notify parents about how you collect information.
¥ Get parental consent before collecting information.

¥ Allow parents to see the information you collect about their children and let
the parents change or delete details.

¥ Maintain the confidentiality, security, and integrity of the information you
collect.
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Other online policies

Following are other polices you may want to include on your website:

3 Forum or chat room policies: In these areas of your site, visitors and
customers can share their opinions, ideas, and concerns. If your site offers
these communication options, set up some basic guidelines for how you
operate each one. Your policy should specify such items as who can partici-
pate and whether someone must register (or sign in as a member) first. Also,
indicate who is monitoring these activities and in what manner. The policy
should clearly specify which type of material is inappropriate for posting, and
how and when you might remove it.

¥ Social media: When you ask customers to engage with you through social
media sites, such as Facebook and Twitter, or even on your blog, these
external sites should be considered an extension of your business presence.
After all, on these sites you might obtain information about your customers,
such as contact information upon registration for contests and polls. We
recommend that you develop a social media policy that explains how your
customers’ personal information will or will not be used after it is collected.

3 Exporting: If your site sells to customers outside the United States, you might
be subject to special government regulations by the Commerce Department
and Defense Department and possibly other departments. What you sell (or
export) and to which countries you sell might be tightly regulated. If you
believe that this is the case with your business, seek advice from your attorney
about developing an exporting policy.

3 Spam: Depending on your type of business, you can include a spam policy in
your privacy policy. This policy states whether or not your site distributes
marketing email and how you respond to it.

3 Endorsement and linking to other sites’ policies: Whether you sell prod-
ucts or services from other sites, provide links to sites not owned by you, or
allow other sites to link to yours, you're smart to notify customers about it.
Your linking policy should simply state how external links are used and
whether you endorse the information found on these linked sites. Provide
customers with a way to notify you of problems with external sites or
violations to your policy.

As privacy laws increase, countries outside the United States are often leading the

@ way in protecting consumer data. If you have consumers in other countries, you
need to understand privacy laws. Even if you’re based in the United States, you

TP must comply with privacy laws in any region of the world where your customers
live. For example, in 2019, the European Union (EU) implemented the General

Data Protection Regulation (GDPR), which gives consumers more power in how
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and when personal data can be used. Businesses that fail to comply with the policy
face steep fines. We provide detailed information on how to comply with the GDPR
policy in Book 5, Chapter 1.

Delivering on Your Promises

TIP

After you establish your basic principles of operation, you have to deliver on
them. Executing, or following through, on the policies you create isn’t easy, but
it’s essential for several reasons. These policies represent promises to your cus-
tomers and determine what customers come to expect from you. Failing to meet
these expectations compromises your reputation and, ultimately, eats away at
your sales.

Equally important are the consequences when you fail to deliver and then incur
a legal liability. The government mandates and monitors several policies. Even a
small oversight can land you in hot water with both your customers and federal
laws.

Nobody’s perfect, and you might fail to deliver on a promise now and then. If you
fail, be sure to follow these steps:

1. Notify your customer immediately.

2. Apologize for your mistake.

3. Correct the problem.

4. offera partial or full refund, a free gift, or a discount on future

purchases.

Get help creating a privacy policy for your website, including shipping and
return guidelines, using the privacy policy generator tool from Shopify (find it at
www . shopi fy.com/tools/policy-generator).
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IN THIS CHAPTER

» Organizing your workspace

» Stocking your office with necessary
equipment

» Maximizing the power of your
computer

» Selecting applications to enhance
desktop performance

» Choosing software to increase
productivity

» Identifying the best way to access the
Internet

Chapter 6

Setting Up Shop:
What You Need

for Online Efficiency

or some of us, setting up a new office is part of the fun and excitement of

starting a new business. It makes it “real,” so to speak. But you should plan

your office space also for the practical reasons of budgeting start-up costs,
gaining a more efficient and functional work area, and ensuring that you have the
adequate tools to build your online business and service your customers. From the
chair you sit in to your filing system, you need to spend a little time setting up
your office with the correct equipment and software, as well as Internet access.
(That last one is obvious, eh?) Spending time up front on your workspace options
and business requirements can save you plenty of time — and money — later.
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A Floor Plan for Success

You might work from a cramped bedroom in your modest home or in a spacious
high-rise office complex. Either way, maximizing your workspace can be an
important step toward obtaining true efficiency in your business.

Follow these steps to create a floor plan for your office space:

1. Make alist of how you will use your space.
Ask yourself these questions:

Do I need a desk? If so, how much desk space do | need? What about a
standing desk? They're good for posture and they provide storage space
beneath, which is often in short supply in smaller startup offices.

Will I store paperwork and files in a central filing system or use some other
method?

Do | need storage space for inventory? Do | have a dedicated space for
packing and shipping products?

Will customers visit my office?
Do I need working space for employees?

2. Makea list of all your office furniture, equipment, and accessories
(including office supplies and other items that should be stored but
remain accessible).

belongings too. Or, if your office performs double duty as a bedroom or dining
room, include on your list the non-work-related furniture that will remain in the
REMEMBER room while you work. This is important at tax time when you want to take
advantage of a home office deduction. The IRS wants to know exactly what
percentage of your home is used exclusively for business purposes.

@ If you're sharing the space with others, make sure that you account for their

3. Onasheet of paper, sketch out the dimensions of the room with lines
that represent your walls, and then draw all your furniture and large
office equipment in position within those walls.

Rather than literally draw your furniture, you can draw different shapes and
label them to help plan the placement of furniture, equipment, and designated
work areas.

4, Arrange the furniture and office equipment in a way that best meets
your needs, based on the list you created in Step 1.

This arrangement should be based on function.
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1"

FIGURE 6-1:
Precise
measurements
ensure that
everything fits in
your space.

After your room has been put on paper, based on how you want it to function,
you can put the measurements to the test to confirm your furniture and
equipment fit (see Figure 6-1). This level of detail may seem like overkill, but it's
particularly important if you plan to lease office space (in which case, the less
you need, the lower your overhead).

When you arrange your furniture, address storage needs for your office
supplies. If you don't have designated architectural space (such as a closet or
built-in bookshelves), you'll have to bring in storage (for example, file cabinets,
baskets, and removable shelving).

Window Door
— 39" 3
—
3
v
I Round I 53"
_ Bookshelves table
3 Chair
Desk
Chair 43"
6'5'
|—
23"
Printer
table
Filing ,
cabinet

Measure all pieces of furniture and major equipment.

Using the room dimensions listed on your paper, compare measurements
to see whether everything fits. If you run out of room, keep trying different
arrangements until you find a floor plan that fits both your needs and your
measurements.
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Instead of working from a cramped home office all the time or leasing
expensive office space, consider a shared coworking space, such as Regus
(www . regus . com) or WeWork (www . wework . com). Often found in larger cities
(but quickly spreading to cities of all sizes), coworking spaces have open office
areas designed for technology start-ups and other small businesses. These
low-cost and flexible alternatives include standard needs, such as meeting
spaces and Internet connectivity, and also boast extras, such as access to
networking events with peers and investors, and are usually available on an
as-needed basis.

Must-Have Equipment

70

You no longer have to invest several thousand dollars in big, clunky pieces of
equipment because both the size and the price of these items have dropped tre-
mendously. For example, cloud-based offerings are readily available, which pro-
vide access to web-based products and services at low monthly (or annual) rates.
Typically, you don’t sign a contract, so you have the flexibility to drop or change
services. In addition, free and low-cost applications (apps) for mobile devices
such as smartphones and tablets can replace some standard office equipment or
services. All this serves as further testament to the power of the Internet, and how
easy and affordable it is to start an online business.

Make form follow function

Rather than think about your office equipment in terms of a collection of cartridges
and cords, think of each piece in terms of the function it provides. You need access
to some key functions (equipment) to run a business.

This list describes the functions most businesses need access to most often:

¥ Printing: Although most of your correspondence can be conducted online,
you still need to print invoices, offline marketing materials, and hard copies
(printouts) of items for your files. You can choose from different types of
free-standing or desktop printers with various capabilities. Printers can range
from $20 to $250. You can eliminate the need for printing invoices entirely by
using low-cost online services such as Zoho (www . zoho . com) or PaySimple
(www . paysimple.com), that let you invoice customers and manage and collect
payments entirely online.
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Rather than compare only printer functions, be sure to also compare ink
cartridge requirements before you buy a printer. An ink cartridge is often
almost as expensive as the printer itself; a $50 printer can require a $30 ink
cartridge, for example. Be sure to find out whether the printer requires a
particular brand of cartridge and how much the cartridges for that printer cost.

Faxing: The use and legal acceptance of electronic signatures has decreased
dependency on faxes. But some industries and businesses still require a fax.
Rather than purchase a separate fax machine, consider signing up for a
web-based fax service and receive faxes as attachments to your email.
Services such as eFax (www.efax.com) and MyFax (www . my fax . com) offer
complete fax solutions for as little as $10 to $17 a month. A business phone
system with unified communications features can also handle your fax needs
entirely through your phone system.

When comparing online fax services, make sure that you can send and receive
faxes from your iPhone, Android, or other smart device. Also be aware of fees
charged for overages of incoming and outgoing pages, fees for additional
users, and limits on storage time frames and volume for faxes sent or
received.

Copying: Having access to a small copier can be a good investment for your
office. When you shop for a copier, decide which features you need:

Do you want color printing, or is black-and-white print suitable?

Will you use a duplexing feature, which prints both the front and back of
the page?

Is collating (automatically stacking and binding papers as they print) a big
deal?

Also look for copiers that

Add large amounts of paper to trays at one time so that you're not
continually refilling them

Have a quick warm-up time (the time it takes the equipment to prepare to
print) so that you can start copying quickly

Are suitable for small to mid-size print job volumes

Scanning: A scanner enables you to scan images or documents into your
computer for manipulation or storage or to send as files or faxes to others.
This piece of equipment isn't as much of a requirement as it once was for many
types of businesses, but is still particularly useful when you frequently work
with photos and other images. Most scanners come with custom software you
must install. (Or try the Windows Scanner and Camera Wizard, in the Windows
Control Panel.)
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If you need a scanner for only documents or for limited use of image scan-
ning, consider downloading a scanner app for your mobile phone. Apps are
available for the iPhone, iPad, and Android smart devices and provide the
capability to scan documents or images and then email, fax, or print directly
from your phone. You can also share scanned files to Dropbox, Google Drive,
or Evernote. (Use this method to track business receipts, too.) Try DocuScan,
Scanner Pro, or Tiny Scanner Pro. The apps range in price from $2 to $8. Or
you can get a less robust version of a scanner app for free.

Mobile communications: Cellphones have gone from being nice-to-have

to being a must-have. Specifically, you need a smartphone that's capable of
accessing various applications for maximum efficiency, whether or not you're
in your office. You might even require a tablet (such as an iPad), too. These
devices are important tools to help you manage your online business.
Moreover, online consumers are researching and purchasing products and
services directly from mobile devices, so you need to be able to test function-
ality and accessibility of your website from those devices. Not to mention,
one of the benefits of having an online business is that you aren’t necessarily
hemmed into a certain geographic location; a smart device helps you stay
mobile and work from anywhere.

Business communications: Today, you have several options for using a
phone in your business. For example, some business owners opt to go
without a landline (traditional phone line) and use only a cellular (or mobile)
phone. Others save money by sharing a residential line with both their home
and business. (This option can be tricky and can come across as unprofes-
sional.) You may consider opting for VoIP (Voice over Internet Protocol), an
IP-based option that allows you to share data and voice over a single line.
Web-based options, such as Google Voice, Skype, and WebRTC applications,
also allow you to make calls over your computer. Most cable companies are
offering to bundle your Internet service and voice service. (We discuss Internet
connectivity options in more detail at the end of this chapter.) Going this route
is often much less expensive than using traditional phone lines and can
provide a wider range of functionality. Traditional business phone system
vendors also offer cloud-based versions so that you get advanced features
without the cost or hassle of managing a complex system. At the end of the
day, know that you have lots of options when it comes to how you communi-
cate with your customers.

Digital photography: You might not be used to including a camera in the
category of business tools. Yet, in building and maintaining an online busi-
ness, a digital camera and a video camera might be a requirement, especially
if you have an eBay store or any other online retail type of store. Cameras are
increasingly important with the growing use of social media as a marketing
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tool. Sharing pictures on social networks such as Pinterest or Instagram or
uploading videos to YouTube, for example, is almost a necessity. At the very
least, you need a camera to take product pictures that you can upload to your
site. (Some smartphones may be suitable for taking video or pictures to share
on social media, but a better quality camera is preferable for high-resolution
product pictures for use on your website.)

¥ Shredding: Considering the rise in identity theft (we discuss this in Book 5,
Chapter 1), disposing of documents that contain sensitive information — such
as billing statements with account numbers or credit card numbers — is more
important than ever. Shredding these documents is an easy way to protect
your business — and cuts down on storage. A small, portable shredder can be
purchased for less than $50; a shredder designed to handle large volumes of
paper may cost several hundred dollars or more. It may be worth the extra
expense to get a shredder that's hefty enough to dispose of credit cards. Data
thieves consider both items to be valuable finds. Alternatively, consider using
a mobile shredding service, such as Shred-it (http://www.shredit.com), for
particularly large amounts of documents.

Before destroying all your documents, be mindful of any business records
that the IRS requires you to keep for tax purposes. In Book 2, Chapter 4, we
review which type of documents must be kept and for how long. Consult a tax
advisor if you're not certain about how long you should keep some business
records.

If you can’t afford to purchase all your equipment right away, locate a small-
business service center close to your office. These centers offer fax, printing, bind-
ing, and other services at competitive prices. You can find these service centers in
copy stores, such as FedEx Office, or in retail office-supply stores, such as Staples.
If you rent a shared office space, or coworking space, these business tools and
services are often included as part of the monthly rent.

Revving up with a powerful computer

One important piece of equipment for your new online business is a computer.
It’s the heart and soul of your office because all your valuable data resides on it
and you use it to communicate with folks in all kinds of ways. How do you know
whether your existing computer makes the grade now that you’re an online entre-
preneur? Should you upgrade or buy new? If you buy a new one, how can you be
sure that you’re investing your dollars wisely? And most importantly, should you
buy a PC or a Mac? Although those questions are tricky, they have simple answers.
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Jumping into the upgrade-versus-purchase
debate

Overall, the cost of purchasing a basic PC computer is outrageously low. You prob-
ably receive promotions advertising new desktop computers for $299 — or less.
By the time you calculate your time or pay somebody else’s labor fee and buy
parts, can you truly upgrade an existing computer for that price?

Not so fast. You have to compare apples to apples by looking at more than just
the price tag. Compare capabilities. That off-the-shelf computer for $299 may be
a bare-bones, stripped-down model — probably no more powerful than that old
machine you used for the past couple of years. Sure, the new one might work a bit
faster; to get comparable features, though, you most likely have to add memory,
hardware, and other applications to truly address your needs. By the time you
upgrade your new computer, you may have sufficiently passed its original $300
off-the-shelf price threshold to make you reconsider buying new. Whether or not
it’s truly a bargain depends on the functionality and power you need.

If you have the skills and the comfort level to take apart your computer, add com-
ponents, and then put Humpty Dumpty together again, upgrading can be a cheap
and relatively easy solution.

Taking the plunge: Buying new

You might be more comfortable buying a computer with all its parts already
assembled. You can still design a custom computer by choosing the options you
want and letting a computer retailer customize it for you. Or you can purchase an
off-the-shelf machine that’s already loaded and ready to go.

How do you decide which computer is right for you? The simplest way to approach
this decision is by backing into it. Follow these general guidelines:

1. Decide how you will use the computer.

You're running a business with it, of course. Be specific about which type of
activities you're using it for, such as accounting, word processing, keeping a
database of customer records, or storing digital photos of your products.

2. Identify the specific software applications you're using for each of those
activities, such as QuickBooks, Microsoft Word, Microsoft Access, or
Photoshop.

Each of these applications recommends system requirements, including
available memory and processor speed.
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DESKTOP OR LAPTOP: DECIDING
ON A COMPUTER

Even if you're sold on the sleek, compact size of a laptop, consider the following four Cs
before you make a final purchase:

® Cost: Although desktop computers can be bulky, they're packed with options at
rock-bottom prices. Comparatively, you pay for the convenience and size that a
laptop offers. It's usually double the price of a desktop with similar capabilities.

® Capability: You can run the same applications on both a desktop and a laptop.
If you work with a lot of graphics, though, the laptop screen might not do them
justice. When you're working in one location, you can connect your laptop to a
larger monitor, of course — just remember that the monitor costs extral!

® Convenience: Putting a price tag on convenience is difficult. Whether you need to
tote your computer from room to room or from city to city, a laptop is your best
portable solution.

® Comfort: Adjusting to a smaller screen size, a button-size mouse, and a more com-
pact keyboard isn't always easy. Although you can attach a USB mouse or keyboard
to a laptop to overcome this problem, you might be more comfortable with the
larger components offered on a desktop.

Some laptops are just as powerful and full-featured as desktops. They're slightly larger
and heavier, with wider screens and full-size keyboards. Although they can be consid-
ered portable, the size and weight put them closer to desktops than laptops.

3. Matchand compare the requirements in Step 2 to the computer you're
considering purchasing.

Look closely at not only the computer’s processor but also the hardware and
features that come with the computer, including these items:

Hard drive space

Operating system (Windows, Mac, Linux/Unix)
Memory capacity (RAM)

Networking card (preferably wireless-ready)
USB (2.0 or 3.0 compatibility)

Monitor (with the option for a flat screen)
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Keyboard and mouse (wireless, to avoid clutter on your desktop)
External speakers
Installed software

4, Compare the support service and warranties.

Does the manufacturer or retailer offer customer support? Be sure to find out
whether this service is included in the cost of your purchase, and whether it
limits the amount of support you can receive before a fee kicks in. Find out
exactly what is covered under the warranty and for how long. You might have
to purchase an extended warranty to cover some computer parts. Keep in
mind that some manufacturers require you to ship back your hardware versus
sending a repairperson to your location. Before making a purchase, determine
whether on-site support is important to you.

What about a Mac?

Computer users are always debating which personal computer is better for busi-
ness owners: a PC or a Mac (Macintosh). The PC is usually associated with an
operating system (OS) that runs Microsoft Windows; the Mac OS was created by
Apple. For a long time, PCs seemed to be the preferred appliance for businesses,
and Macs were favored by graphic artists. Today, either is acceptable for business
use. With software compatibility for the Mac expanding, and Apple’s explosive
growth from the popularity of the iPhone and the iPad, business folks seem less
reticent to use a Mac.

We don’t want to get into a debate of which is better — that’s for you to decide.
But we do want to make you aware that you have options when purchasing a
desktop computer.

Tools for Your Desktop
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Your computer is unpacked. You’re ready to explore a world of business opportu-
nity. Before you dive in, make sure that you have these basic — but necessary —
applications on your desktop, ready to run.

Inventory the built-in (supplied) programs to determine which ones work for you
and which ones don’t. Using the built-in software can save you money, but don’t
sacrifice your need for functionality by using an inferior product. Buy what you
need to get your jobs done.
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Searching for a web browser

Your web browser is the software that lets you travel from site to site across the
Internet. You enter a site’s address, or URL (Uniform Resource Locator), and the
browser displays the site or page on your computer screen. For an online business,
having a good web browser is an absolute requirement.

Keep in mind that a browser is typically already included when you purchase a
computer, although which browser varies based on your operating system. You
can always download a different browser to your computer or update an older ver-
sion of your existing browser. Get started downloading the browser of your choice
by going to these websites:

3 Google Chrome: www.google.com/chrome

3 Microsoft Internet Explorer: https://windows.microsoft.com/en-us/
internet-explorer/download-ie

3 Microsoft Edge (for use with Windows 10): https: //www.microsoft.com/
en-us/windows/microsoft-edge/microsoft-edge

¥ Mozilla Firefox: www.mozilla.org
¥ Opera: www.opera.com

¥ Safari:www.apple.com/safari

Put access to all the major browsers on your desktop, especially as you begin
creating and maintaining your business website. Then you can check for consis-
tency among page views displayed with different browsers. For example, Internet
Explorer might display your web page in a slightly different way than Mozilla.
The difference might be subtle, or it might cause the loss of pertinent product
information or graphics. (We talk about these and other web design details in
Book 3.)

Sending and receiving messages with email

Email is a painless way to communicate with customers, vendors, and employees.
Unfortunately, the popularity of this communication tool has led to a bigger
problem: How do you keep up with, sort, store, and reply to all these messages?
And what’s the best way to combat spam, viruses, and other harmful or annoying
applications to your inbox?

You can resolve these issues by finding a good email program. In addition to act-

ing as an organizer and a system for filtering junk mail, your email system should
be simple to use and pack a few added features.
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One of these email programs might meet your communication objectives:

3 Thunderbird: The email program designed by Mozilla automatically detects
and sorts junk mail. Packed with features, it also offers an enhanced three-
column view of your email. Download Thunderbird for free at Mozilla.org
(www.mozilla.org/products/thunderbird).

¥ Gmail: Google Gmail is a popular, free, web-based email option. Gmail boasts
one of the highest storage capacities (which means you don't have to delete
old mail to make room for new mail) as well as offers some other cool
features. In addition to one of the best spam-blocking capabilities, it can
automatically sort messages based on conversations and uses tabs to further
sort and categorize messages. Gmail also includes built-in chat. You can
access your Gmail from your mobile phone by redirecting your phone's web
browser to a Google app.

For an additional charge ranging from $6 to $25 per year (per user), Gmail

@ offers businesses access to a suite of other business applications. You get
a business domain for your email, plus voice and video services, calendar
TIP functionality, and document-editing capabilities, for example. You can find all

the details athttp://gsuite.google.com.

3 Outlook or Outlook Express: Microsoft created two versions of its email
messaging system:

Outlook 365: Part of the Microsoft Office 365 suite of applications designed
for businesses, Outlook 365 is the more advanced email program that is
suitable for larger businesses.

Outlook: A personal version of Outlook is available if you have basic
requirements. The program'’s limited functions are suitable for your
small or start-up business.

To compare features and download the most recent version, go to the
Microsoft website (http://products.office.com/compare-all-
microsoft-office-products).

Using document-viewing software
and other useful applications

As you begin using the Internet and your computer to communicate, you might
find that several programs come in handy. Frequently, you receive a document as
an attachment to an email message. Depending on the program the sender used
to create the document, it can be in any of a number of formats: a Word file, a PDF
(Portable Document Format) file, or an image saved in one of a slew of formats,
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such as a TIF, GIF, BPM, or JPEG. Even if you don’t have exactly the same program
as the sender of the file, you can still open and view these files if you have the
right software.

We suggest installing the following programs on your desktop so that you’re
prepared to receive and view information in a variety of formats:

»

»

»

»

Adobe Acrobat (Reader): PDF files are electronic documents that you might
receive in email or download from a website. To view, print, or search PDF
files, you must have the free Adobe reader software loaded on your com-
puter. Depending on your needs, you may benefit from other services offered
as part of the Adobe solution, including Creative Cloud for business (which
starts at $34 per month). To get the free reader software, download it at the
Adobe Acrobat website (www . adobe . com).

File compression: When you send or receive large files, you should have
the capability to compress the files so that you can more efficiently send
them by email. You can purchase a tool such as WinZip, which allows you to
zip (compress) and unzip files and complete folders and is available for
$29.95. But both Windows and Mac OS X come with a compatible compres-
sion program built-in.

File storage and sharing programs: You'll want to back up your important
files as well as access files from remote locations. In addition, you may need
an easy way to share files between employees or with clients and vendors. For
cloud-based storage, check out Apple iCloud, Google Drive, or Microsoft
OneDrive. One of the most popular solutions is Dropbox (www . dropbox . com),
which has a basic free service and a for-fee service (starting at just over

$100 per year per user, which can be paid monthly) that has more storage,
additional features, and increased security.

Movie and audio player: If you ever visit news sites, such as CNN, you
probably come across video or audio clips in news stories that you can view or
listen to online. More websites are offering audio and video clips, whether as
part of an online small-business training course or a preview of a newly
released Hollywood movie. To hear and see these clips, you must have a
viewer or player installed on your computer. Microsoft includes Windows
Media Player as a built-in player for the Windows operating system.

Apple makes the easy-to-install player QuickTime Player, which works on
either a PC or a Mac. To install the player, follow the download instructions at
the Apple website (www.apple.com/quicktime/download). Or try RealPlayer,
which also works on multiple platforms. It's available at www.real .com. Adobe
Flash Player is another browser plug-in that you may need, if it's not already
installed (for example, Google Chrome has Flash Player built in and will
automatically update new versions). To install it, visit www . get . adobe . com/
flashplayer.

CHAPTER 6 Setting Up Shop: What You Need for Online Efficiency 79

Setting Up Shop: What You

Need for Online Efficiency


http://www.adobe.com/
http://www.dropbox.com/
http://www.apple.com/quicktime/download
http://www.real.com/
http://www.get.adobe.com/flashplayer
http://www.get.adobe.com/flashplayer

Your Essential Software Toolkit

80

TIP

Most businesses require some robust software programs to handle their core
business activities, such as generating printed letters and invoices, juggling
finances, designing marketing pieces, and making sales presentations. As you
might expect, your choice of business software is almost endless. Some essential
programs, however, are important to add to your computer now.

When you buy a new computer, be aware that some basic software packages, such
as Microsoft Works, are often included with the system. If the included software
isn’t your first choice, negotiate with the salesperson to trade for different soft-
ware. Or if you order online, look for deals that let you add software programs at
the time of purchase for less than the full retail price. If you’re currently enrolled
as a student or an educator, you may also qualify for a discounted version of some
software packages.

This list describes some core software packages you should consider:

3 Word processing software: Working with documents, either creating or
reading them, is standard procedure in business. A few word processing
software solutions are available. For instance, your computer might come with
WordPad, a simple, easy-to-use program. For extended features, however, try
a more advanced program, such as Microsoft Word (www.microsoft.com/
office) or Microsoft Office 365 for business, which is available as a cloud-
based solution for as little as $5 per month, per user. WordPerfect (www.
wordper fect . com) is another affordable option, as is the popular Google
Docs (http://gsuite.google.com).

3 Graphics or imaging software: Any time you work with images, graphics
software becomes a necessity. You can use this software for everything from
creating logos to editing digital photo images. Your computer might come with
a paint program that allows you to draw images and do basic photo editing.
Depending on your needs, though, you can also explore more advanced
graphics software, such as Paint Shop Pro (www. paintshoppro.com) or
Adobe InDesign (www . adobe . com/indesign). Free alternatives are available,
including GIMP (www . gimp . org), which is available for the PC and the Mac.

3 Presentation software: This type of software allows you to create a profes-
sional presentation by using text and graphics and applying special effects to
the content. PowerPoint (www.office.microsoft.com/powerpoint), part of
Microsoft Office 365, is one of the most recognized presentation software
products. Its ease of use makes it a good match for use in your business. You
can create information on individual slides that can be viewed one by one or
run in sequence in a slide show. Good alternatives to PowerPoint are Keynote
for Mac (www . apple.com/mac/keynote) and Prezi (www . prezi . com), which is
easy to use and includes animation and sound.
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versions, which allow you to use the full program for free for a limited time, or
a cloud-based option, which provides an inexpensive, monthly pay-as-you-go

TIP plan. In this way, you can find out if you really need the program before spending
a lot of money on it.

; Many of these software programs can be expensive. Before investing, look for trial

Connectivity: Today’'s Internet
Options and More

Considering the variety of Internet service choices you have and the number of
providers in business, now is certainly a great time to start an online business.
You can select a plan that truly meets your needs and doesn’t break the bank. One
area that you should not skimp on for your online business is your Internet service.
After all, it (along with hosting for your site) is the backbone of your business.

An Internet broadband connection works by carrying many different channels of
data over a single wire, or source. The continued growth in e-commerce is cred-
ited to the ever-expanding number of consumers who have access to a broadband
connection in their homes, which makes shopping online faster and easier.

Three types of Internet connections are commonly available:

3 DSL: Digital Subscriber Service gives you a high-speed connection by using a
normal phone line and digital modem capabilities. Don't worry about your
phone line being constantly busy, though: After special equipment is installed
on your end, your phone line can be used simultaneously for accessing the
Internet and for regular voice communication. Because other options, such as
fiber and cable, are more common, DSL is used less frequently.

¥ Fiber: Fiber is one of the fastest and most advanced connections available. It
uses fiber-optic cable as opposed to copper cable. Similar to DSL, not all areas
have fiber-optic cable as part of the infrastructure, so availability is still limited
in many areas. However, Google Fiber is making its service options available in
more communities. You can get 1 gigabit of speed, with unlimited data, for
$70 per month. It also includes one terabyte of storage. This is an incredible
option for any online business!

3 Cable: Much like DSL and Fiber, cable provides a very high-speed connection.
Typically considered faster than DSL, but nowhere close to the speed of fiber.
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Cable modems use shared bandwidth, whereas DSL and fiber use dedicated
bandwidth. The shared cable network is associated with a higher security risk.
We discuss these and other security issues in Book 5.

to $60 per month. With the increasing demand for faster service, companies are
charging more, but bundled services (that combine connectivity for the web and

REMEMBER ~ Voice service) may offer a break in pricing. Shop around for the best deal before
you settle on a service provider, and check to see if Google Fiber is available in
your city for an even better deal.

@ Although pricing plans for cable and DSL fluctuate, plan to spend at least $40
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IN THIS CHAPTER

» Keeping your business within the law

» Determining whether you can legally
work from home

» Obtaining the necessary licenses to
operate your business

Chapter 1
Minding the Law

©

REMEMBER

ne of the first things you discover in owning a business is that you cannot

avoid certain specific legal requirements. An Internet business is subject

to not only traditional laws imposed on any company but also further
regulation. As with the rest of the Net, these rules change quickly, and the burden
to keep up is on you.

In this chapter, we review the basic laws so that you can start setting up shop.

We’re not lawyers, and laws differ from state to state. So if you’re the least bit
concerned, consult a local attorney to answer any of your questions.

Keeping Your Business Legal

Whether you have an online business or an offline business, you must do certain
things to set yourself up and operate legally. If you already have a business that
you’re taking online, this advice is probably old news. But if you’re starting your
online business from scratch, read on.

Admittedly, quite a few business-related laws exist. As an online business,
you must comply with any government regulations specific to e-commerce, as
determined by the Federal Trade Commission (FTC). In addition to all federally
imposed regulations, you’re also subject to any applicable state, county, and city
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laws. If you’re selling to companies or individuals outside the United States, you
must also comply with International Trade Law. On its website, the U.S. Small
Business Administration (SBA) provides good information about business law and
regulations, including specific legal requirements when launching your business
and then ongoing requirements after you’re up and running. You can find this
information as part of the site’s many resources, including the “Business Guide,”
when you visit www. sba. gov/business-guide.

At first pass, these legal obligations can be a bit overwhelming. Like everything
else in business, though, you take one step at a time and, before you know it, you
have a handle on the situation. The same is true with the legalities of operating
an online business. Start out on the right foot by getting up to speed with these
basic requirements.

Depending on the type of business you’re conducting over the Internet, additional
laws or regulations might apply to you. Several good sources to help you research
this information include

¥ Atrade association in your industry
¥ Your local Chamber of Commerce

¥ State and local government websites

HEALTH DEPARTMENT PERMIT

If you manufacture, package, or distribute food-related products as part of your online
business, you need a permit from the health department. The permit (along with any
necessary on-site inspections) is handled by your city or county health department.
There may be additional regulations or restrictions concerning the type of facility from
which you make and package your food, including home kitchens. Sometimes regula-
tions are based on sales volume of the food product. The legalities of selling food are
specific. It is important to complete your due diligence and adhere to the requirements.
You might also be subject to certain regulations of the Food and Drug Administration
(FDA). For instance, if you're making homemade jelly and selling it over the Internet,
you might be required to meet certain labeling standards that detail ingredients and
nutritional information. You can obtain a complete food-labeling guide, along with other
information about starting and operating an online food business on the FDA website
(www . fda.gov/food).

You can get a small-business food-labeling exemption if you don't exceed certain annual
sales levels or if you don't make nutritional claims in your advertising.
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Federal tax identification number

If you have employees or your business is a corporation or partnership, you need
a federal tax ID. Officially known as an employer identification number (EIN), this
9-digit number is used to identify a company whenever its owner files certain
forms and tax returns.

You can apply for a federal tax ID via the online EIN application at the Internal Rev-
enue Service (IRS) website at www.irs.gov/Businesses/Small-Businesses—8&-
Self-Employed/Employer—ID-Numbers-EINs. It’s free to apply online and you get
an EIN immediately — no waiting! Or if you prefer, you can download the required
Form SS-4 and submit the application by fax or regular U.S. mail.

The EIN is requested on many different types of business documents, from bank
accounts to loan applications. If you don’t have a federal tax ID number, you can
use your Social Security number instead.

THE $500,000 QUESTION: HOW DO YOU
PROTECT CUSTOMER DATA?

The Payment Card Industry Data Security Standard (PCI DSS) is a set of guidelines for
all merchants who accept credit cards, including e-commerce merchants. PCI DSS helps
ensure that merchants keep customer data secure when they're collecting, processing,
and storing personal and financial information.

The release and continued maintenance of this standard is in response to the ongoing
increase in identity theft and stolen credit card numbers obtained from Internet sites.
Credit card companies, under pressure to tighten security measures, collaborated to
issue this worldwide security standard.

Failure to comply with the standard can result in some outrageous penalties, including
fines of up to $500,000 per incident or possible cancellation of your merchant account.
Overall, the measure to increase the protection of your customers’ data is a good one.
Unfortunately, it's one more regulation that even very small companies must comply
with to avoid penalties. Among the requirements of the standard, companies must

® |nstall and maintain a firewall configuration to protect data

® Not use vendor-supplied defaults for system passwords and other security
passwords

(continued)
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(continued)

® Protect stored data

® Encrypt the transmission of cardholder data and sensitive information across public
networks

® Use and regularly update antivirus software
® Develop and maintain secure systems and applications
® Restrict business access to data based on job description and needs

® Assign a unique ID to each person who accesses the computer used for
financial data

® Track and monitor all access to network resources and cardholder data
® Regularly test security systems and processes

® Maintain a policy that addresses information security

The PCl Security Standards Council (www . pcisecuritystandards.org) manages and
publishes the most current guidelines for compliance with the standards, including
guidelines for small merchants and for accepting mobile payments with smartphones
and tablets. Payment card companies, however, are responsible for enforcing compli-
ance with the standards.

As a merchant, and as part of the validation process, you might have to complete a
PCI DSS Self-Assessment Questionnaire (SAQ). You can access the questionnaire by
visiting www . pcisecuritystandards.org/pci_security/completing_self_
assessment. For specific information about compliance, including information on
specific payment card company requirements, go to www. pcisecuritystandards.
org/program_training_and_qualification/payment_application-gsa_
certification.

Resale certificate

If you sell any type of product, your state might require that you collect and pay a
sales tax on every sale. If so, you need to apply for a resale certificate (often asso-
ciated with buying wholesale). Be aware that the amount of sales tax to collect,
the dates the tax is due, and the rules of collection vary by state. For that reason,
you should check the regulations for the state in which your business is physically
located. Because exceptions to the rules often exist or other details can be difficult

to understand, also consider talking with a certified public accountant.
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Business bank account

When you first begin to operate a business, you might be tempted to run all your
money through an existing personal account. Trust us: This technique happens
quite often and is rarely a good idea. Why do people do it? If you're just testing
out your business idea, opening a separate account might seem unnecessary. Or
perhaps you view it as a way to save some money on bank fees. Unless you plan
to maintain your idea strictly as a hobby, however, you need to open a business
bank account immediately. Otherwise, it becomes too easy to commingle personal
and business expenses. How can you possibly separate them if they share a bank
account?

When you open a business account, the bank needs specific information, such as a
copy of your business license, your federal tax ID number or Social Security num-
ber, and, possibly, proof of incorporation if you want your legally incorporated
business name on the account.

Consider opening two bank accounts: one for all your daily transactions and the
other for dealing with sales tax, employee withholding, and other regular tax pay-
ments. Keeping these items separate and using simple money transfers from one
account to another can help you keep your payroll and employee finances separate
and easier to manage. Meet with your bank’s manager to find out what perks may
be available when opening one or more business accounts.

Employee forms

When you hire others to work for your company (even if you are your only
employee), the IRS wants to be in the know, and that involves forms, of course.
You should be familiar with several forms required by the IRS:

3 Form W-9: When you hire independent contractors (nonemployees), consul-
tants, or self-employed individuals to perform work, have them complete IRS
Form W-9. This form provides you with the information you need to report
earnings to the IRS and generate a Form 1099 (see the next bullet point) that
reports their earnings at the end of the year.

When you're hiring independent contractors, be sure to check the IRS definition
of what constitutes a contractor (versus an employee). For instance, if you have
workspace available at your office for the contractor or require the person to
work a set schedule, you could cause an independent contractor to be consid-
ered an employee. If that's the case, you're responsible for withholding taxes.
You can even be fined (with interest) if you don't withhold wages and the
mistake is discovered later.
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3 Form 1099: If you hire someone (other than an employee or a corporation)
to do work for your company, you need to send that person a Form 1099 at
the end of the year. (You are legally mandated to provide a copy of the form
to the recipient by January 31 of the following year.) You're required to
complete this form only if you made one or more payments to the individual
totaling $600 or more within the tax year. If you're not incorporated and
provide a service for another company, you receive a Form 1099.

If you barter or trade services or products with another company, the IRS
expects you to report, on Form 1099, the value of that trade as income.

9 Form W-4: If you have employees, they must fill out Form W-4s so that you
can withhold, report, and deposit their correct amount of employment-related
taxes. You're responsible for withholding, or taking out, money for income tax,
Social Security, Medicare, and federal unemployment taxes (FUTA).

3 Form W-2: By the last day of January following the end of each calendar year,
you're responsible for sending this form to your employees. A W-2 reports the
total income an employee earned from you during the preceding calendar
year, along with the amount of money you withheld for various taxes during
the year.

Zoning for Business (at Home)

90

Your home is the ideal place to start an online business. Working out of your
house makes business setup quick and easy, and it equates to low overhead. Before
you convert that spare bedroom into an office, however, you need to determine
whether you’re allowed to operate a business from your home.

The answer typically comes down to a single word: zoning. Most cities and towns
have zoning ordinances that define how a particular piece of land or group of
properties can be used. They further specify which types of activities can occur
there. For example, some neighborhoods are zoned for residential, which means
that only single-family homes can be built in that area. Other areas might allow
multifamily (apartments) residential. In the area of commercial or business use,
the zoning becomes more complicated because businesses are often separated by
types of industry. An area might also be labeled mixed use, which allows both res-
idential and some types of limited commercial activity.

How do you decide whether your residential neighborhood is zoned for business?
Check with your city’s licensing or planning department. When you provide your
address, the city clerk can tell you whether your neighborhood has any restric-
tions that would prevent you from opening your business.
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Some cities and counties make zoning maps, along with a detailed list of city
ordinances, available online. If your city has a website, start there first.

Assuming that all goes well and you find no restrictive ordinances, you’ll be in
business quickly. But sometimes this isn’t the case and your home-based busi-
ness isn’t allowed. Then you have to ask for a variance, or an exception to the
zoning ordinance. Fortunately, because millions of people are working from home
now, many cities have already established criteria for such exceptions. Even if
your neighborhood isn’t specifically zoned for business, therefore, your city might
allow small home-based businesses if they meet certain conditions.

To grant a variance, cities and counties want assurance that your business
doesn’t have

¥ High-volume street traffic

¥ Increased activity (by customers) in and out of the home
¥ Large trucks on-site (delivery trucks or company vehicles)
¥ Required additional parking

¥ Exterior signage

3 The use or storage of harmful chemicals

¥ Warehousing of a large number of products

¥ The on-site sale of products to the public (such as what takes place at retail
locations)

¥ Employees (usually more than three or four) working on-site

These conditions are in place primarily to ensure that your business activities
do not adversely affect your neighbors nor have an effect on residential property
values. Luckily, most Internet-based endeavors don’t create such nuisances. Be
sure to reiterate this point with city planners when you’re pursuing a variance
request for your business.

If your business involves storing and shipping large numbers of products, you
might want to lease an off-site storage facility or arrange to have your products
shipped from a distribution facility. It not only eases concerns from city officials
initially but is also a good preventive measure to keep your neighbors happy.

Increasingly, zoning isn’t the only concern when you’re starting a home-based
business. Many cities are now requiring home occupational permits. If you want
to operate from your home, you’re required to have this permit — no matter what
your business. The good news is that certain occupations or business types are
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often automatically granted permits (and computer or Internet-related businesses
are almost always included). However, you might have to qualify for a permit
based on a long list of conditions that are similar to the criteria used in seeking a
zoning variance (noise, traffic, on-site sales, and employees, for example). When
you apply for a home occupational permit, you might also be asked to provide a
list of all your neighbors and their addresses. The city then sends notice of your
intent to operate a business from your home and gives your neighbors an oppor-
tunity to object. Even with this caveat, obtaining a home occupational permit can
be much easier (and faster) than having to get a zoning variance granted. When
you apply for the permit, expect to pay a small fee, ranging from $1 to $75.

& A home occupational permit doesn’t take the place of a business license. To oper-
ate legally, you must have both. See the next section to find out how to obtain the
all-important business license.
WARNING
Is that all you have to do? Not quite. Even if your home clears municipal zoning
ordinances and home occupational permits, other obstacles can stop you from
operating a home-based business, or alter the way in which you operate:

3 Your homeowners' association: Residents of subdivisions, condominiums,
and some neighborhood communities often have homeowners' associations.
If you're in this group, some restrictive covenants (or rules) probably govern
your home and what you do to it, with it, and in it. The rules might also cover
operating a business from your house. Read your covenants or bylaws
carefully because even if your city doesn't restrict your business use of your
home, these covenants might. If a problem exists, you can always go to the
board of directors that manages your homeowners' association and try to
obtain an exception.

3 Landlords: If you lease an apartment or house, the rental agreement might
prohibit you from conducting any business activity on the property. Review
your lease thoroughly for clauses that specify how you can use the property.

If you choose to ignore legal restrictions concerning how your property can be used,
& you’re taking a considerable risk. If your business activity is discovered, city offi-
cials could shut down your business, your homeowner’s association could impose

warning  Steep fines (and even put a lien on your home), or your landlord could evict you.

Obtaining Business Licenses

Regardless of where your business is located, you need a license to operate it.
A business license is a piece of paper granting you the right to do business within
a city, county, or state. Licenses are typically valid for a one- or two-year period
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and are nontransferable. (If you sell the business, the license is void.) You have to
pay a fee when you apply for your license. The amount is often based on the type
of business you operate and can range from $25 to several thousand dollars.

You (and not a city clerk) should specify which business category you fall under
when you apply for your license, because a category specifically for an Internet-
based, or e-commerce, business might not exist. Instead, you have to select a broad
category based on the specific activity conducted through your site. Some catego-
ries can require steep licensing fees and might not, in fact, apply to you. Scour the
entire list and the accompanying fees. Then choose the one most related to your
business and with the lowest fee.

In addition to obtaining a city-issued license, you might be required to have a
license for the county in which you’re operating your business. This license is
similar to a city license but is often less restrictive and less expensive. Be aware
that some occupations (building contractors, realtors, and other professional
service providers, for example) might further require that you obtain a state
license. Although you probably don’t need a state license to operate your online
business, you can double-check by visiting your state’s website.

To help you find out where to go for your city and county licenses, the SBA offers
an online list for all 51 states, plus Puerto Rico, Guam, and the U.S. Virgin Islands.
You can find the Where to Obtain Business Licenses list at the SBA.gov site: www.
sba.gov/starting-business/business-licenses-permits/state-licenses-
permits.
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» Deciding which business form is best
suited to you

» Establishing yourself as a sole
proprietorship

» Evaluating alternative legal
structures

» Operating by the rules of
incorporation

» Modifying your ownership structure

Chapter 2

Choosing the Right
Foundation: From
Partnerships to
Corporations

t the top of every start-up checklist is a line item that reads “Establish

the formal structure of your business.” This line means that you start by

deciding how you want your company legally organized. You can be the
sole owner or have 2 partners or 50 shareholders. Each form of business has defi-
nite advantages and disadvantages, depending on your goals for the business.

Read the information we provide in this chapter about all these options before
making your final decision.
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Strategizing for the Best Organization
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Choosing how to set up your business is easier than you might think. Consider-
ing that you have only four primary choices, the odds of narrowing the selection
quickly are in your favor. Yet one of the most frequently asked questions when
someone is starting a business is “Which structure is best for me?” To get started,
you need to resolve four key issues:

3 Ownership: Deciding who ultimately owns or controls your company is a
primary influence on your choice of legal structure. A second factor is the
number of people who control the business. Some forms of business are
limited by both the number of owners and the type of owner (individual or
corporation) it can have.

¥ Liability: You must choose where you want the legal responsibility for the
business to reside. Deciding whether you're comfortable accepting full liability
for the actions of the company or whether you need the protection (or veil) of
a corporation is an important choice.

¥ Taxes: Each of the business structures is subject to various forms of taxation.
For instance, you might pay a self-employment tax based on your earnings.
Or you could be taxed on the dividends paid out to all owners from the
business. In the case of one type of incorporation, you might even experience
double taxation — paying tax as the business and again as an individual
stockholder.

Because the tax issues are so complex, talk with a tax attorney or certified
public accountant to determine which option best fits your specific

circumstances.
TIP

¥ Funding: The way in which you finance the growth of your company can
play a significant role in determining its structure. If you're bootstrapping
(self-financing) the company, any of the structures might work for you.
However, if you seek outside financing from angel investors or venture
capitalists, you need the option of having stock available for distribution.
If another business entity plans to own stock in your company, your choice
of business structure is severely limited. See Book 1, Chapter 4 for more info
on how to fund your business.

Now that you understand these four primary areas of concern, you should have a
better idea of where your specific requirements fit in. To make your final decision,
read the detailed descriptions in the following sections for each business entity.
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Operating Alone as a Sole Proprietor

If you’re interested in simplicity, look no further. A sole proprietorship is recog-
nized as the quickest, easiest, and least expensive method of forming a business.
The main caveat is that only one person can operate as a sole proprietor. You and
the business are literally the same entity. The upside of that arrangement is the
ease of getting up and running. With the mere act of conducting business (and
obtaining a license), you’re considered a sole proprietor.

The downside of being a sole proprietor is the potential legal ramifications.
Because you and the company are one, you’re fully accountable for the losses of
the business along with any legal matters. Whether the business is involved with
lawsuits or problems with creditors, you’re personally liable. No corporate protec-
tion is available — your personal assets (such as your home) can be sold and your
personal bank accounts used to pay off creditors.

As a sole proprietor, you’re also responsible for all taxes. The profits and losses
of the business are listed on Schedule C on your personal tax return. And you
pay self-employment tax (Schedule SE), which is a combined Social Security
and Medicare tax. The self-employment tax is calculated as a percentage of your
earnings; as of the 2019 tax year, the percentage is 15.3 percent (12.4 percent
for Social Security and 2.9 percent for Medicare). Up to $128,400 of your self-
employment income is subject to the Social Security tax, and all your income is
subject to the Medicare tax.

In addition to obtaining a business license and paying taxes, you must address two
other topics if you’re considering operating as a sole proprietor:

3 Registering your company name

¥ Forming a sole proprietorship with your spouse

We discuss these topics in the next two sections.

Fictitious name registration

Unless you choose to operate your company under your exact legal name (or use
your last name), you need to register a fictitious name with the state. The name of
your company is different from that of its legal owner (you). Suppose that your
name is John Smith and you decide to name your company Online Information
Services. By registering that fictitious name, you become John Smith dba (doing
business as) Online Information Services. Your business name should then appear
on your checking account, business license, and any other legal documents.
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Check with your city and state governments to determine how you should register
your fictitious name. Some states require only that you submit an application and
pay a small filing fee. Others mandate that you publish in a newspaper your intent
to use the fictitious name before you begin to use it.

Marriage and the sole proprietorship

Togetherness is a wonderful thing, as you and your spouse might have found out
when you got married. You and your spouse might even want to operate a business
together. Does this mean that you no longer qualify for the simplified structure of
a sole proprietorship? That depends.

The IRS legally recognizes a sole proprietor as having only one owner. If a spouse is
working for the company, the IRS expects you to treat that person as an employee
(which means that you have to pay payroll taxes). Alternatively, if your spouse has
an active ownership role in the company, the IRS treats the business as a partner-
ship (which means that both of you are taxed separately on the income). However,
some tax advisors suggest that you can still file as a sole proprietor even if your
spouse participates in the company. When you file a Schedule C on your joint tax
return, all business income is viewed as one sum for both of you, although the IRS
still views your business as belonging to a single owner.

To avoid paying payroll taxes, you may choose to classify your spouse as a
volunteer. Your spouse is then only occasionally active in the business and doesn’t
get credit toward Social Security.

If the IRS determines that your spouse works regular, consistent hours, it could
mean instant classification as an employee. At that point, you might be responsible
for paying a hefty sum of back taxes and penalties. Always consult a professional
tax advisor to ensure that you’re operating within the allowable classifications
designated by the IRS.

Sharing the Load with a Partnership

98

In some ways, a general partnership is similar to a sole proprietorship: It’s relatively
simple and inexpensive to form. Issues of liability and taxes reside fully with its
owners. The primary difference with a partnership is that it allows you to have
multiple owners.

Although the terms of this type of partnership can be based on a verbal agreement,
you should spell out the conditions in writing, for two reasons:
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3 Dispute resolution: Having the specific details of your original agreement in
writing is handy if a dispute arises between you and your partner (or
partners).

3 Proof of partnership: If something happens and a written document cannot
be produced, you and your partners are assumed to share equally in all
aspects of the business. Proving otherwise in a court of law, or to the IRS,
could prove difficult.

When you define your partnership, the basic agreement should address these
areas:

¥ Structure: Shows what percentage of the company is owned by each partner

¥ Control: Defines which partner is responsible for which part of the daily
management of the company

¥ Profits: Details the division of profits and losses and the time frame for
distributing profits to the partners

A partnership arrangement brings up certain questions that you must consider at
the beginning of a partnership:

3 How much money and time will each partner contribute, and how will
decisions for the company be made?

¥ What happens if one partner stops contributing, can no longer be actively
involved, or wants out of the partnership?

¥ Can you buy out the interest of another partner, or will the partnership be
dissolved automatically when a dispute cannot be settled?

¥ How will ownership be transferred if one partner dies or is involved in a
divorce (especially if the partners are married to each other)?

¥ How will an owner’s share in the company be redistributed?

These questions are tough to answer. You probably don’t want to believe that any-
thing will go wrong between you and your partners. Unfortunately, for one reason
or another, partnerships go sour all the time.

The most successful partnerships are those in which issues such as these were
openly discussed and agreed on up front. Likewise, individual owners who have
survived a failed partnership have done so because a written agreement was in
place. Considering that you and your partners are personally liable for the actions
of your company, a formal partnership agreement is your best chance for avoid-
ing problems.
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Limited Liability Company

If you prefer entering into a business using an entity that offers a bit more legal
protection to you and your partners than a partnership, a limited liability company
(LLC) might interest you. (Although some states also recognize a limited liability
partnership, or LLP, the LLC is more common.)

The LLC combines the flexibility of a partnership with the formal structure and
legal protection provided by a corporation. As in a general partnership, income is
passed through to the individual partners, and profits can be distributed accord-
ing to your agreement. (Note that profit doesn’t have to be split equally among
partners.) An LLC allows you to have an unlimited number of partners, and per-
mits you to raise money for the business by taking on investors (including other
corporations) as members. Additionally, members or partners of the LLC aren’t
personally liable for the actions of the corporation.

If you choose to form an LLC, you have to file with the state, although the require-
ments typically aren’t as stringent as they are in a corporation. (You’re not
required to maintain bylaws or keep minutes of annual board meetings, for exam-
ple.) However, the requirements for forming an LLC vary by state, so you have to
research those requirements for the state in which you file.

Making It Official with Incorporation

100

One option to consider when you’re establishing a business is whether to incorpo-
rate. A corporation is a legal entity that’s separate from the individuals who create
or work for it. Stock in a corporation is issued to individuals or to other business
entities that form the ownership of the company.

Different flavors of corporations

Depending on your situation, you can choose one of two types of corporation:

3 C corporation (or C corp): This traditional form of a corporation typically
offers the most flexibility when you're seeking investors. A C corp is allowed to
have unlimited shareholders, usually with no restrictions on who they are. The
downside is the way in which this status of corporation is taxed. In a concept
commonly referred to as double taxation, the business is taxed first on its
income and then its individual shareholders must also pay tax.
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3 S corporation (or S corp): Electing to have Subchapter S status, or to become
an S corp, is an option for your company if you have a limited number of
shareholders (as few as just you and usually no more than 35). The sharehold-
ers must all be individuals (they cannot be corporations or other business
entities), and they must be legal U.S. residents. You also have to agree to
operate the business on a calendar year for tax purposes. The advantage of
becoming an S corp is that you avoid double taxation. (Profits and losses are
passed through to shareholders.)

The choice to incorporate

The biggest advantage to incorporating is that it offers legal protection to its own-
ers. As an individual shareholder, you’re not personally liable, as you are with
a sole proprietorship or general partnership. You might find that a corporation
offers significant tax advantages, too. If you’re seeking investment capital or plan
to take the company public with an initial public offering (IPO), a corporation
gives you the most flexibility to do so. Even if you have no plans to go public,
being incorporated provides the opportunity to build your personal wealth in the
form of an individual or one-participant 401(k) plan, which is also referred to as a
solo 401(k) plan. Saving for retirement using a traditional 401(k) plan can be a big
advantage of incorporating as an S corp.

Incorporating has a few disadvantages, too. For starters, you must file or register
your corporation with your state. This process involves a large amount of paper-
work, which takes some time. To file, you have to submit articles of incorporation
that state (among other information)

3 The purpose of your business
3 The name of the company
3 The name of the owner

3 The company's location

You also have to submit bylaws, which describe how the company is run, and a list
of officers, or the people who direct the company in its daily decisions, such as a
president, secretary, and treasurer.

After your corporation is approved by the state, your responsibilities don’t end
there. To maintain the corporation’s status, you’re required to issue stock, hold
annual board meetings (with its officers), and record minutes of these meet-
ings. These formal requirements of a corporation can be cumbersome for you,
especially when you’re starting a new business. In addition, a corporation has to
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file separate tax forms, which are typically more complicated than an individual
return. You could be doubling your efforts — and your expense — while trying to
comply with taxes.

If the corporate veil is pierced, you can be held personally responsible for the debts
and legal concerns of your corporation. This situation happens when you don’t
properly uphold the requirements of your corporation. Any protection offered by
the corporation is therefore forfeited.

Forming a corporation isn’t the cheapest method of starting a business, either.
If you hire an attorney to file the necessary paperwork with the state, expect to
spend close to $1,500 or more in legal expenses and filing fees. Even if you elect
to incorporate yourself or do it through an online service, it can still cost several
hundred dollars. You pay, at the least, an initial filing fee with the state and then
an annual fee to maintain your status.

Changing Your Organization as It Grows

102

Just because you select one form of structure when you’re starting your business
doesn’t mean that you’re stuck with it forever. As with other decisions you make
along the way, you might find that your growing company warrants a differ-
ent legal structure at some point. The ideal situation is to select a structure that
gives you the most flexibility at the time you start up. Sometimes, though, that’s
not reasonable. The next-best plan of action is to understand when and how you
should change your organization.

Perhaps the best indicators are those related to money and ownership. As a small-
business owner, if you use your money better through different tax strategies,
waste no time making the transition. Many businesses start out as sole propri-
etorships because that option is simple. When the owner hits a certain level of
income, however, it makes sense to incorporate based on the amount of self-
employment taxes being paid. The advantage of saving several thousand dollars
outweighs the compliance burden of incorporation. As they say, it’s a no-brainer!

Then there’s the matter of owner status. As a sole proprietor, if you take on an
additional owner, you have to convert to a partnership or some form of corpora-
tion. Similarly, if you’re operating a general partnership and then decide to seek
out other owners for investment purposes, forming a corporation and offering
stock might make sense.
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You can much more easily switch from a sole proprietorship or partnership to a
corporation than vice versa. After you incorporate a business, you’re expected to
meet payroll and wage-related tax requirements as defined by the IRS, and you’re

rememser  expected to hold shareholder meetings. If you decide that you cannot maintain a
formal corporation or that it’s no longer the best structure for your company, you
cannot simply stop meeting these requirements. Instead, you must follow certain
procedures to legally dissolve the business.

Before changing the status of your business, always consult with your certified
public accountant, attorney, or other trusted business advisor. Consider your

options carefully!
REMEMBER
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» Understanding trademarks and
the law

» Establishing copyrights and your right
to be covered

» Registering your work

» Hiring lawyers instead

Chapter 3

The Trademark-and-
Copyright Two-Step

our business is important to you, and protecting your hard work and assets

is probably high on your list of concerns. From your company logo to your

business documentation to your website, making certain your intellectual
property (IP) is protected from improper use, plagiarism, and defamation is a
never-ending process.

In this chapter, we show you how to protect your investment by registering for
trademarks and filing your copyright.

Understanding Why Trademarks
and Copyrights Matter

Creating a distinctive name, symbol, or phrase for use in your business can involve
a lot of work. After all, branding companies are paid tens (or hundreds) of thou-
sands of dollars to come up with the right names for new products or services.
The same hard work and amount of time invested applies to a written work of art,
a clever body of text used on your website, or an original piece of artwork: If you
go to the trouble of developing unique content, it’s probably worth protecting it
as your own.
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To understand how to protect yourself, you have to enter the Land of Legalization.
Start by wrapping your brain cells around some extremely important words, as
defined by the U.S. government:

3 Copyright: A form of intellectual property law that protects original works of
authorship, including literary, dramatic, musical, and artistic works, such as
poetry, novels, movies, songs, computer software, and architecture. The
Library of Congress registers copyrights, which last for the life of the author
plus 70 years.

3 Patent: A property right granted by the government of the United States to an
inventor that excludes others from making, using, offering for sale, or selling
the invention throughout the United States or importing the invention into the
United States, in exchange for public disclosure of the invention when the
patent is granted.

3 Trademark: Protects words, names, symbols, sounds, or colors that distin-
guish goods and services from those manufactured or sold by others and that
indicate the source of the goods. Trademarks can be renewed forever, or as
long as they're being used in commerce.

Obtaining one of these legal stamps to claim something as your own is a fairly
painless process. Taking this precaution can eventually translate into dollars
gained. Not having a product or logo protected makes it easier for someone to copy
or steal your idea. That’s money out of your pocket. Although having a trademark
or copyright might not prevent others from infringing on your work, it certainly
makes it easier to go after them in court if they do.

Although the rules for these protective marks are the same whether you’re conduct-
ing business online or off, the Internet has increased the stakes in some instances.
Having your information readily accessible by millions of people around the globe
makes it much easier for others to “borrow” from your hard work. That’s all the
more reason to make the effort to officially protect your information.

Making Your (Trade)Mark

106

Do you have to register your work to be protected? No. You might be surprised by
this answer, but a federal trademark isn’t a necessity. Suppose that you design
a symbol to be used as the logo for your online business. By placing that logo
on your site, and using it there and on any other business materials, you have
established rights to it. So, why bother to officially register it? Obtaining federal
registration acts as a notice to the public that you own the mark. It can also assist
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you if you decide to take action in a federal court to stop someone else from using
your work. Also, if you want to register your logo outside the United States, the
official registration provides the basis for you to do so.

Even if you choose not to formally register your work, you can use the trademark
symbol anyway. After you establish that brilliant tagline or artistic logo, go ahead
and place the trademark symbol (TM) near your work. However, you cannot use
the symbol showing that the work is officially registered until you apply for reg-
istration and receive final notification that your mark is registered. At that time,
you can use the registered symbol (®).

After your work is registered, it’s up to you to enforce it. This means you may have
to pay an attorney thousands of dollars to prove your trademark was violated. It’s
rememser  UD to you to decide whether it’s worth the investment or your time and resources
to fight infringement. If you don’t fight the illegal use of your trademark, you may
wonder why you should bother trademarking at all. It’s similar to having a lock
on your door. A trademark helps thwart a thief, but it doesn’t always stop him!

@ Having a registered trademark doesn’t prevent others from infringing on its use.

Protecting Your Investment
with Copyrights

As with trademarks, you don’t have to file for copyright protection to claim your
written work as your own. Copyright protection is in place at the time you create
your work. However, if you choose to file a lawsuit against someone for using your
information, the U.S. Copyright Office advises that you need the formal certificate
of registration as proof of ownership.

The good news is that copyrighting your information yourself isn’t expensive.
Online filing fees for a basic registration at the time of this writing are $35 to
$55 per work. The fees can escalate depending on the type of work and the amount
being registered. A group or work of published content can be registered for as
much as $85, for example. You may also require a copyright search for a fee of
$200 per hour. The purpose of a copyright search is to identify if anyone else
already owns the right to the content. However, copyright searches are sometimes
tricky because not all files have been digitized and made available online (a current
digitization project is underway, but not yet complete). This means that searches
of copyrights prior to 1978, approximately 45 million cards of information, must
be sorted through the old-fashioned way — offline, in the U.S. copyright office in
Washington D.C. You can learn more about the copyright search process online at
www.copyright.gov/circs/circ23. pdf.
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THE DIGITAL MILLENNIUM COPYRIGHT ACT

The Digital Millennium Copyright Act (DMCA) became law in 1998. This legislation
provides enhanced copyright protection, specifically within electronic media (the
Internet). Generally, the DMCA makes illegal the use of technology to copy or pirate
digital material, such as software, music, and video. The DMCA further prohibits you
from selling or distributing technology that could permit this type of activity.

How does the DMCA affect you? The answer depends on your type of business. If your
website distributes music in any way, this law requires that you, as a webcaster, pay
appropriate licensing fees for that right. If you're a nonprofit organization, a library, or
an Internet service provider (ISP), you gain some added protection if someone uses
your system to distribute copyrighted material. If you're the owner of copyrighted
material and discover an infringement, you can report it to the ISP that's transmitting
the information and request that the material be removed. Other than in these situ-
ations, the DMCA might not be a concern for you. You should be aware of it, though,
because this piece of legislation continues to be controversial. Potential changes to the
legislation are on the table because some technology companies view the DMCA as
being too restrictive and interfere with business. Opponents also claim abuses of the
legislation are commonplace and must be stopped by the courts. As court cases evolve
and changes occur, you might discover that you're more affected than you thought.

If you choose to register, certain rules pertain specifically to websites and other
material distributed online (such as documents you offer for download). For
instance, you can copyright any original information you include on your site.

Here are some other variables:

3 You can protect computer programs you have written.
3 You can protect entire databases.

3 You cannot copyright your domain name for your site (such as www.
mysiteisgreat.com).

¥ If you decide to send out an electronic newsletter to your customers
each week, it's protected under copyright laws, as long as the information
is original.

The rules become more complicated when you discuss the period over which a
work is protected or the amount of work that can be copyrighted. For instance,
the original words on your website pages are protected. However, if you make
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updates to any of your pages and change that information, it isn’t protected.
In other words, you aren’t given an unlimited copyright to your site’s content.
If you change the information (which you should do to keep your site fresh and
current), you must file another application and pay another filing fee.

Here’s an exception to this rule: An online computer program may be treated
separately. Online work that’s continuously updated can be classified as an auto-
mated database, which can have a single registration that covers updates over a
3-month period (in the same calendar year). Or if you have material, such as an
e-newsletter, that’s updated daily or weekly, you might qualify for a group regis-
tration (or a single registration that covers multiple issues).

For more flexibility when allowing others to use and share your online content,
such as blogs, website copy, and images, consider a Creative Commons license.
Creative Commons is a nonprofit organization that provides different types of
licenses for digital content that extend the way your copyrighted content is used
while remaining within the legal boundaries of copyright law. You can, for exam-
ple, grant users the right to share, edit, remix, or build upon your content based
on certain conditions. You choose to extend licenses based on the types of attribu-
tion and whether it is for commercial or noncommercial use. A Creative Commons
license works alongside a legal copyright and is not a replacement or an alterna-
tive to copyrighting your work. Copyright laws can be inflexible, but a Creative
Commons license allows widespread digital sharing while enabling you to retain
ownership of your work. You can learn more at www . creativecommons.org.

For complete details about copyrighting your online work, specifically as it applies
to your website, check out the official site for the U.S. Copyright Office and its
information about electronic content, “Copyright Registration of Websites and
Website Content,” at www.copyright.gov/circs/circ66.pdf. As with all advice
in this book, when it comes to legalities, we highly advise you to consult an attor-
ney if you have any questions or concerns about any actions you need to take.

Establishing Registration Yourself

As we point out in the preceding section, establishing your work as your own is
as simple as creating it and using it. When you’re ready to take the extra step
to obtain proof of ownership, you can easily file for a trademark or copyright
yourself.
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Getting your trademark

You can apply for a federal trademark all on your own. Follow these steps to work
through the registration process:

1.

Go to the website of the U.S. Patent and Trademark Office (USPTO) at
www . uspto.gov.

The main page of the site lists current news and information about trademarks
and patents. In the upper-right section of the page is a Find It Fast box with a
list of topics from which you can choose more information.

Under the Trademarks category in the main site navigation, click the
Apply Online (TEAS) link.

This step takes you to the Trademarks Electronic Application System (TEAS)
Online Filing page. The left side of the page contains links to detailed informa-
tion about enhancements to the system and important notices. The center of
the page contains important warnings, along with descriptions of filing options
and links to the application forms.

You can click on any of the Form links, which takes you to a new page with a
Note at the top which links you to information about What you should know
before filing. It provides complete filing information for first-time filers. You
can also access a link to an online video tutorial (https: //www.uspto.
gov/trademarks—getting-started/process—overview/trademark—
information-network#heading-2) that shows you each step in the
registration process so that you know exactly which information you need to
file. You should visit these links before you start the registration process.

Under the Apply Online section, click the Initial Applications Forms link.

A new page opens with information about form options and filing fees. It also
has links to begin the filing procedure.

Click the Start Filling Out TEAS Regular link to start the application
process.

Complete all steps.

After you complete the application tutorial, your mark is officially submitted for
approval.

Have your credit card ready when you file online. A filing fee, ranging from $225
to $400 per item, must accompany your online application.

Filing for a trademark can be tricky. You must be precise in the information you
provide, follow instructions to the letter, and complete the process within a speci-
fied time frame. The USPTO prefers that you get professional help and issues a
warning from the start, encouraging you to hire an attorney. If you are uncertain
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about the filing process, it may be worth paying for a few hours of time for a
trademark attorney.

When the online registration is processed, you’ll receive a serial number for your
application. Use this serial number to check the status of your application by call-
ing 800-786-9199 or by using the Trademark Status and Document Retrieval
(TSDR) system at http://uspto.gov/trademarks-application-process/
check-status-view-documents.

Filing for copyright

To file an application for obtaining a federal copyright of your work, follow these
steps:

1. Goto the website of the U.S. Copyright Office at www.copyright.gov.
The home page shows you a list of choices to get information.

2. Click the Register a Copyright image below the gray menu bar at the top
of the page.

3. Register with the Electronic Copyright Office by clicking the Log in to the
Electronic Copyright Office (eCO) Registration System button and then
the If You Are a New User, Click Here to Register link below the login
boxes at top left of the page to create an account.

4. select the Standard Application link under the Register a Work section of
the Copyright Registration menu tab on the left side of the page.

The resulting page provides a list of specific steps of how to register a
copyright.

5. Follow the three steps as outlined on the site.

These steps include completing an online application, paying the filing fees,
and uploading your work using an accepted file format. Tutorials for each
stage help you complete the filing process successfully.

If you have trouble filing electronically, you can instead send the completed
application and copies of your work, along with the designated filing fee, to this
address:

Library of Congress Copyright Office
101 Independence Ave., S.E.
Washington, D.C. 20559-6000

After your registration is approved, you receive a certificate of registration (usu-
ally in 4 or 5 months).
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Hiring an attorney who specializes in trademarks, patents, or copyrights can be
a good idea if your situation is complex or you’re not comfortable handling the
applications on your own. If you're pursuing registration in foreign countries,
hiring an attorney who’s familiar with international laws is invaluable. Because
U.S. copyright and trademark laws are recognized in some, but not all, countries,
using an attorney can ensure that you’re fully protected.

You can expect to pay big bucks for the expertise of a professional. An experi-
enced attorney might charge anywhere from $125 to $250 (or more) per hour for
his or her service. This money is in addition to any filing or application fees you
might have to pay. For this fee, you can expect a trademark attorney to conduct
a thorough search of existing and pending marks that might conflict with yours.
The attorney should also complete all forms on your behalf and act as the primary
point of contact with the U.S. Patent and Trademark Office or the U.S. Copyright
Office.

To protect your investment, follow these tips when you’re hiring a professional:

¥ Look for an attorney who specializes in intellectual property or trademarks,
copyrights, and patents.

¥ Getreferrals from others you know who have used attorneys to register their
businesses.

¥ Clarify which portion of the work is conducted by the attorney and which part
is handled by legal aides (or junior partners).

¥ Discuss the attorney's rate and whether you're billed up front.

¥ Ask for a written statement or estimate of how much you can expect the
process to cost.

¥ Confirm that the attorney is licensed.

You can search for an attorney in your area by using the referral guides on these
websites:

3 American Bar Association (ABA): Visit www . amer icanbar . org to locate
attorneys in your area who can help you with your specific legal needs.

¥ FindLaw: FindLaw, atwww. findlaw.com, can also help you locate local
attorneys who specialize in various legal subjects, including trademark
policies.
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Chapter 4

Accounting for Taxes
(and Then Some)

nless you have a penchant for numbers, along with a love of crunching

them, accounting is probably the least fun part of owning a business.

Even so, we also recognize that it’s one of the most necessary business
functions. Why? It boils down to these two issues:

¥ Taxes: The Internal Revenue Service (IRS) demands that you keep accurate
records of the monetary side of your business. That way, you're sure to
contribute your fair share of taxes to Uncle Sam.

¥ Profitability: IRS aside, you need to understand how well (or not so well) your
business is doing financially. Then you can make good strategic decisions for
its future — and yours!

Dread it as you may, you have to embrace accounting. Okay, perhaps not embrace it,
but you can at least learn to appreciate its value and commit to keeping up with it.
To help prepare you for that financial road ahead, we start by introducing you to
some basics of accounting. Before long, you may even look forward to balancing
your checkbook. (Hey, anything is possible.) If you find that you just can’t hack
the accounting life, check out our advice on how and when to choose a profes-
sional to help you out.
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You've probably heard the saying that nothing in life is certain except death and
taxes. Suffice it to say that the latter is at least predictable. As a business owner,
you can count on the tax man regularly showing up on your doorstep. Rain or
shine, without fail, taxes come due at certain times of the year whether you like
it or not.

In Book 2, Chapter 2, we give you a glimpse of what to expect of the tax man when
we discuss the pros and cons of various ownership structures for your business
and how each form is taxed. Regardless of which type of business structure you
choose, you face many tax-related requirements when you run an online business.

For starters, several types of federal and state taxes are likely to apply to you, as
we describe in the next few sections.

Income tax

You pay income tax on the money your business earns. Almost every type of com-
pany has to file an annual income tax return. (The exception is the partnership,
which files only an information return.)

The important thing to know is that federal income tax is a pay-as-you-go
system — the IRS doesn’t want to wait until the end of the year to receive its
cut of your money. Instead, you must pay the amount of taxes that are due every
quarter. Because you don’t always know the exact amount to pay in time to file
by the IRS deadline (maybe an overdue invoice comes in at the last minute or a
refund has to be issued), you can estimate the tax amount for each quarter and
then submit that dollar amount. Table 4-1lists the appropriate IRS form to submit
when you’re estimating taxes, along with many other forms that the IRS says you
need, according to the type of organization you create.

Employment tax

Your tax responsibilities don’t end, of course, with reporting your income.
Employees play a role, too. Whether you have one person (even if that’s you!)
or 100 people working for your company, if you hire employees to work in your
online business, you’re responsible for paying certain taxes on behalf of those
employees. Even if they work only part-time, you still have to keep up with the
paperwork and pay up.
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TABLE 4-1 IRS Tax Forms Based on Business Type

Organization Type Potentially Liable for This Type of Tax  Form or Forms Required
Sole proprietor Income tax 1040 and Schedule C1 or C-EZ
(Schedule F1 for farm business)
Self-employment tax 1040 and Schedule SE
Estimated tax 1040-ES
Employment taxes: Social Security 941 (943 for farm employees)
and Medicare taxes and income tax
withholding
Federal unemployment (FUTA) tax 940
Partnership Annual return of income 1065
Employment taxes Same as sole proprietor
Partner in a partnership Income tax 1040 and Schedule E
(individual)
Self-employment tax 1040 and Schedule SE
Estimated tax 1040-ES
Corporation or Income tax 1120 (corporation) 1120S
S corporation (S corporation)
Estimated tax 1120-W (corporation only)
Employment taxes 940, 941, or 943
S corporation shareholder  Income tax 1040 and Schedule E
Estimated tax 1040-ES

These obligations are commonly referred to as payroll taxes. You must file with-
holding forms (along with the accompanying payment) to both the IRS and your
state treasury department. The types of taxes you pay on behalf of your employees
include

¥ Medicare and Social Security taxes (as part of the Federal Insurance
Contributions Act, or FICA)

¥ Federal income tax withholding

3 Federal unemployment tax (FUTA)
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WARNING

Calculating the withholding amount can be complicated. You start with the infor-
mation submitted by your employee on a Form W-9 and then use the tables in
IRS Publication 15, Employer’s Tax Guide (Section 9), which is available at www.
irs.gov/publications/p15/index.html. Withholding guidelines are updated
sometimes, so it is important to review the tax guide. The most recent changes
occurred in December 2017, as part of the Tax Cuts and Jobs Act, and has some
additional provisions that were effective through April 2019. If you are still not
sure how to calculate this amount or are uncertain of changes to requirements and
how they might apply to you, your financial advisor (bookkeeper or accountant)
can easily make the calculations for you and confirm any extensions or updates to
withholding guidelines for 2020 and beyond.

With calculated withholding amounts in hand, you need to fork over payroll taxes
every quarter. You must file Form 941, Employer’s Quarterly Tax Return, by the last
day of the month that follows the end of the quarter. Table 4-2 shows the payroll
due dates for both paper filing and electronic filing.

Due Dates for Payroll Taxes

Quarter Ends Normal Due Date Extended Due Date
March 31 April 30 May 10

June 30 July 31 August 10

September 30 October 31 November 10
December 31 January 31 February 10

In addition to providing payroll dates, the IRS website for small businesses offers
easy access to almost every other type of tax form you need to submit. The site
even contains an online learning center so that you can further educate yourself
about all tax and business start-up issues. You can see instructional videos online
atwww. irsvideos.gov/smallbusinesstaxpayer.

The rule of filing quarterly has some exceptions. Always check with your accoun-
tant or CPA to confirm that you’re filing properly. Otherwise, the IRS can slap you
with hefty penalties and interest (never a good thing).

If you believe that your employment taxes are $1,000 or less (and your liability for
Social Security, Medicare, and withheld federal income taxes is less than $2,500
for the year), you may be eligible to submit payroll taxes annually. To do so,
request Form 944.
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You might want to file electronically. (Come on — if you’re running an online
business, you ought to be set up for filing online, right?) Although the process is
fairly easy, some paperwork is involved. In other words, don’t assume that you
can wait until the day before your taxes are due to sign up.

To start making online payments, go to the official Electronic Federal Tax Pay-
ment System (EFTPS) website at www.eftps.gov/eftps. EFTPS is a free service
to business and individual taxpayers. Before you can file your taxes electronically,
however, you must enroll online. Click the Enroll button at the top of the page and
then follow the instructions to submit your information. Getting set up to make
electronic payments generally takes a few days. You must make payments the day
before the due date in order to be on time.

Before you can complete the online application, you must have an employer iden-
tification number (EIN) and provide your bank account number and bank routing
number.

Sales tax

Another tax responsibility is that of tracking and collecting sales tax from your
customers and then submitting it to the appropriate state and local agencies. If
you sell (or manufacture) products, you probably have to deal with this issue.

You may be wondering whether you can avoid sales tax because you’re selling
products online and not in a particular state. Generally, online businesses have
always followed this guideline:

If you sell to people in any state where you have a nexus, or physical presence (a
store, a warehouse, and sometimes that can also be the tiniest remote office), you
must collect tax from customers originating from that same state.

Increasingly, individual states are becoming more aggressive about collecting
sales tax from Internet-based companies, and that means the current ruling on
when to collect tax is changing on a state-by-state basis. For example, 21 states
have enacted economic nexus standards, which require online businesses to collect
sales tax if they have any connection to a state, and not only a physical pres-
ence. Other states have enacted similar economic nexus standards that are based
on reaching gross revenue thresholds within the state. If your online business
reaches more than $10,000 in sales in Pennsylvania or Oklahoma, you’re required
to collect sales tax in those states. Keep in mind that some states do not collect
any sales tax.
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Bottom line: It’s complicated, and the laws are changing quickly! Our advice is to
stay on top of the most current information at both the state and federal levels
and to have your accountant continually keep you updated. Using a good shopping
cart solution (which we discuss in Book 4) for your website may also help make it
easier to keep up with which online customers to tax and when.

You're also liable for filing and paying other state-related taxes (not just sales
tax). Because the amount varies greatly across states, check with your accountant
to find out which taxes apply to your online business. Or you can contact your
state’s revenue department to learn more.

The Federation of Tax Administrators (FTA) website has a direct link to the
appropriate agency websites for each state. Find the link at www.taxadmin.org/
state-tax-agencies.

By the Numbers: Accounting Basics

18

Although we freely admit that accounting isn’t our favorite activity, some ele-
ments of it are enjoyable. For example, at the end of every month, you have the
opportunity to look at the profit-and-loss (P&L) statement to see how well your
business is doing — on paper. It’s like getting a checkup (for better or worse) and
viewing a summary of every activity you performed during the month, as it relates
to the bottom line of your business. If all is well, yippee! If you encounter prob-
lems, a P&L statement is bound to expose your points of weakness.

If you’re still not sure what a P&L is, let alone what it means to your business,
don’t worry. You'll soak up the idea of a P&L in no time, along with several other
important pieces of financial information in the following sections.

Determining periods and methods

Before you can walk, you have to crawl. When you’re starting a business, one of
the first things you have to do is select your tax year, or the defined period that you
use to provide an annual snapshot of the financial state of your business.

You can choose from several types of tax year:

¥ Calendar year: This method is defined by the wall calendar you buy at the
beginning of every year. The 12 months start January 1 and end December 31.
Your calendar-year accounting system follows the same pattern: Move from
month to month and then start all over again on the next January 1.
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¥ Fiscal year: Although this type of tax year also has a fixed 12-month period, it
never ends on the last day of December — any other month, but not that one.
For example, you could choose to run from October 1 to September 30 of the
following year. Why bother? If you have a seasonal business, this method
provides an opportunity to adapt your operational schedule to an accounting
and tax schedule. If your peak season is at the end of the year, having to
worry about reporting or paying taxes can be cumbersome.

¥ 52 or 53 weeks: In this variation of the fiscal year, you operate on a 52- or
53-week period rather than on a 12-month schedule. The catch is that your
tax year must always land on the same day of the week (close to the end of a
calendar month), thus requiring that an extra week be added to the period to
end on the same calendar date each time.

A calendar year is probably the easiest reporting method for you to adopt. Depend-
ing on which type of business you form (an LLC or S corporation, for example),
you may have difficulty getting the IRS to approve anything other than a calendar
year. The IRS refers to it as a required tax year.

If you have good reason to think that the calendar year is a problem for your busi-
ness, you must file a request with the IRS to change your tax year. For this request,
you want to use the Application to Adopt, Change, or Retain a Tax Year. Unless an
IRS code provides for automatic approval, be prepared to pay a filing fee for the
change request.

Your next decision is to choose an accounting method for your business. You use
this method to arrive at your income and expenses. Just as you choose your tax
year, you select your preferred accounting method when you start your business.
You’re then expected to stick with it, unless the IRS approves a change.

Here are the two most common accounting methods for a business:

¥ Cash basis: Simply put, you report earnings when they're received and report
expenses when they're incurred. The IRS says that you cannot use the cash
method if any of these conditions applies:

You're a corporation (other than an S corporation) with average annual
gross receipts of more than $5 million.

You're a partnership that has a corporation (other than an S corporation)
as a partner, and the partnership has average annual gross receipts of
more than $5 million.

You're a tax shelter.

You have inventory.
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Special circumstances and exceptions to the rules always exist. Be sure to
check with your CPA regarding which basis is best for your business.

REMEMBER o .
3 Accrual basis: In this method, your revenues can be reported when you earn

them rather than when you receive the money (cash). Likewise, your expenses
can be reported on the date they're owed, as opposed to the date on which
you pay them. If you produce items or have inventory, accrual is considered
the best way to provide an accurate picture of your financial status from year
to year. Of course, that rule has some exceptions! You can use another
method, even if you deal with inventory, if you are

A qualifying taxpayer who passes the gross receipt test (with less than
$1 million in gross sales for each year of the test period)

A qualifying small-business taxpayer who passes the gross receipt test
(with less than $10 million in average annual gross receipts for each year
of the test period)

An eligible business as determined by the IRS
Also, you must not be
A tax shelter

Prohibited from using the cash method

And now, your balance sheet

No matter which accounting method you choose, you need to know how to make
sense of your company’s financial statements. A balance sheet, which is one of
those statements, is a detailed summary of your business’s financial status.

To understand your balance sheet, here are some terms you need to know:

¥ Assets: Everything of value that your business owns. Assets typically include
Cash: Available money in your bank accounts
Accounts receivable (A/R): The money that your customers owe you
Inventory: The monetary worth of whatever merchandise you have on hand
Fixed assets: Land, buildings, furniture, and equipment

Miscellaneous: A catchall term for anything that doesn't fit into any other
category

¥ Liabilities: All the debts of the business. Liabilities can include
Accounts payable (A/P): The money that you owe suppliers, vendors, or

credit card companies
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Accrued expenses: Wages, payroll taxes, and sales tax, for example, that
have been collected but not yet paid

Noncurrent: Notes payable to shareholders and the portion of long-term
debt that isn't yet due, for example

3 Net worth or capital: The amount of your ownership or equity or the
amount you invested in your company

3 Revenue or sales: All the income your business has earned, usually recorded
over a specific period

3 Expenses: Everything spent by your business, typically recorded (or totaled)
for a specified period

Now you know all the essential terms that relate to a balance sheet. The next
important point is that when a balance sheet is put together correctly, the bottom
line must “balance” by using the following equation:

Assets = liabilities + net worth

That’s it. See? It’s not that confusing! To help you grasp how a balance sheet
should look, check out the sample shown in Figure 4-1.

A quick glimpse: The P&L

Unlike a balance sheet, an income statement (commonly referred to as a profit-and-
loss statement, or P&L) provides a quick snapshot of your revenues and expenses.
It’s made up of line items, a sequence of items providing a monetary total for every
category of revenues or expenses. When you compile the statement, you can see
how much money your business earned (or lost) for that specific period.

You can create P&Ls on a quarterly basis. Looking at P&Ls monthly is more useful,
however, because you can more easily spot any unusual fluctuations in your sales
or expenses.

Suppose that you earn $750 in a month, which is deposited in your checking
account. Then you withdraw (or spend) $800 that month. The bank also charges
you $40 in overdraft fees for two bounced checks that were paid from your account.
You have lost $90 for the month (you were short $50, plus $40 in overdraft fees).

Your P&L shows you the same type of information as your bank statement. If you
pull up a record of your bank account online, you can see a list showing where
your money went that month. By looking at your initial balance, and the checks
you wrote against your deposits, you see whether you ended up with a positive
balance (a profit) or a negative balance (a loss) over that period.
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Balance Sheet
Ending December 31, 2016
2016

ASSETS
Current Assets
Cash $2,500
Accounts receivable 2,800
Inventory 5,500
Total Current Assets $10,800
Fixed Assets
Buildings $ 0
Land 0
Furnitures and fixtures 1,200
Equipment 7,000
Accum. depreciation (200)
Miscellaneous 0
Total Fixed Assets $8,000
TOTAL ASSETS $18,800
LIABILITIES AND SHAREHOLDERS' EQUITY
Liabilities
Accounts payable $3,300
Taxes payable 500
TOTAL LIABILITIES $3,800
Net Worth 15,000

FIGURE 4-1: TOTAL LIABILITIES & NET WORTH $18,800

A sample
balance sheet.

Check out Figure 4-2 to see what a P&L statement looks like.

In the example shown in Figure 4-2, notice two important characteristics of a P&L:

3 The dollar value for each line item is shown as a percentage of your
gross revenues (total earnings before anything is deducted). Using
percentages gives you a clearer picture of how much (or little) you're spend-
ing from your total earnings. For example, if you find that you're spending
32 percent for banner advertising and only 5 percent on keywords, consider
whether that's how you intended to spend your advertising budget.

Regularly review your P&L statement to track whether you're staying within
your budget for the year.

TIP
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FIGURE 4-2:
A sample income
(P&L) statement.

Income Statement (P&L)
For month ended July 31, 2016

Income:

Gross Sales:
Less Returns
Less Other Discounts

NET Sales

Cost of Goods Sold:
Beginning Inventory
Add: Purchases
Freight

Cost of Goods Available
Less: Ending Inventory

Cost of Goods Sold

Gross Profit (Less)

Expenses:

Advertising

Amortization

Bad Debts

Bank Charges

Commissions

Credit Card Fees

Depreciation

Dues, Subscriptions (Books)

Insurance

Interest

Loans

Maintenance

Miscellaneous

Office Expenses — General

Operating Supplies

Payroll (Wages & Taxes)

Permits and Licenses

Postage

Professional Fees

Property Taxes

Rent

Telephone
Landline
Cell

Training/Workshops

Travel

Utilities

Vehicle Expense
Gas/Mileage
Maintenance

Web Site Fees

Total Expenses
Net Operating Income:

Other Income:
*NET INCOME (LOSS):

*This is pre-tax income.

$500.00
250.00
50.00

(400.00)

150.00

50.00
55.00

15.00
145.00

40.00
137.28
124.56

2,800.00

95.00
275.00

650.00
289.00
150.00
20.00
280.00
4214

355.00

07/31/16

$9,115.00
(0.00)
(0.00)

$9,115.00

800.00

-400.00

$8,715.00

5,672.98
3,042.02

$3,042.02
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3 The total dollar amount and percentages from the preceding month and for
the year to-date are included. It's all on the same page. If the line item shows
that your company’s water fee jumped 50 percent in one month, you might want
to investigate. It could indicate a leak or other problem. Or the reason might be
as simple as you having accidentally made a double payment. Don't laugh: You
might be surprised at how easily events like these can slip past you.

Think of a P&L as a tool for keeping track of your business. Like the balance sheet,
it provides an important glimpse of your business, over a specific period. If you
review your financial statements regularly, you can catch mistakes and identify
positive trends and then use that information to make critical decisions about the
financial well-being of your online endeavor.

Choosing Software to Make
Your Tasks Easy

124

Accounting software allows you to enter your daily financial activities, press a few
keys at the end of the month, and — voila! — print your balance sheet and P&Ls.
It’s just a matter of picking the right software.

QuickBooks, the accounting software from Intuit (www.intuit.com), is a favorite
among many small-business owners because it simplifies the recordkeeping pro-
cess for your business and is extremely easy to learn and use. Many people are
already familiar with it, simply because they use it for personal accounting, too.
Popular brands such as QuickBooks and Sage (www . sage . com) offer many versions
of accounting software based on size, industry, and specific features.

Our purpose isn’t to sell you on a particular brand of software. Instead, we want to
help you understand which benefits and features to look for so that you can choose
the best accounting software for your online business.

Going online?

The first consideration for choosing software is whether you want to use a web, or
cloud-based, service provider. Many vendors provide online accounting services.
FreshBooks, Zoho Books, and Xero are some of the popular cloud-based options
available today. Traditional accounting software providers also offer online ver-
sions of their products, including QuickBooks and Sage.

One big advantage of a cloud-based product is that the data is stored off-site and
is easily accessible from any computer. Why does this matter? Well, if something
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happens to your office (such as a fire or a flood), you can still access your data
from another location. Or if you travel, you can manage your accounting details
while you’re on the road.

Another perceived advantage is pricing. Rather than pay several hundred dollars
out of your pocket in one whack, you pay it out every month (sometimes as little as
$10 a month). After a full year or two, of course, you’ve paid almost the full price of
a box of software. But that monthly fee can also include support and other benefits
that over-the-counter accounting software might not offer. Additionally, you have
a pay-as-you-grow option. In other words, you can easily upgrade to the next level
of service as your business grows or choose certain add-on services, as your needs
change — instead of investing upfront for services that you may not need yet.

What size are you?

Speaking of a growing business, when you’re shopping for accounting software,
one size doesn’t fit all. The amount of revenue your business pulls in, along with
the number of employees you hire, has a lot to do with which accounting program
you should choose. For that matter, solo entrepreneurs may not have any employ-
ees! If you run a small business, you’ll want to find entry-level software that is
designed for very small businesses. If you have a larger company, you may need
an enterprise edition that has more robust features.

How much do you want to pay?

Ah, it’s everyone’s favorite question: How much do you want (or are you willing)
to invest in your accounting program? You probably prefer leaning toward the
lower side of the price scale. Luckily, most over-the-counter software packages
suited to truly small businesses range from $30 to $400 for single users. The price
fluctuation largely depends on these factors:

3 Brand: As with most business products, you usually pay more when you're
using a more widely recognized brand of software. Our experience is that
QuickBooks and Sage are a little pricier than the Bookkeeper brand of
software (by Avanquest Software), for example.

¥ Features and users: Price is affected by not only the number of features
offered with various accounting software programs but also the complexity
of those features. The number of licenses you need, or number of users with
access to the program, often affects price. Keep these questions in mind:

Do you want software that easily integrates with your online banking
system, even if it costs more?
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Must the software communicate with your offline point-of-sale system,
your online inventory system, or your payroll service? Or do you just want
to track your invoices and expenses and spit out occasional reports to pass
along to your CPA?

The more you expect from your accounting software, the more you can
expect to pay for it!

¥ Industry: Similar to the issue of the type of features that are offered,
some accounting software is designed for your particular type of industry.
Consultants, manufacturers, retailers, and construction businesses are
examples of some of the most common industries that use specific software.
If you want accounting software designed for your kind of business, you can
probably expect to pay closer to $400 (or higher).

Do you need support?

Another important part of your purchasing decision is the issue of support. One
advantage of choosing software that has been around for a while is that the com-
pany is usually capable of providing decent support, both online and by phone.
Access to support is also an advantage of using a cloud-based solution. Not all
versions of a particular product or solution include the same level or type of sup-
port, so it is important to understand what is included with your monthly fee.

Before purchasing your software, find out the terms for receiving ongoing support
and compare the product across brands. Some software comes with unlimited online
support, and others offer only 30-day support and then charge a fee after that.

In addition to being able to turn to your software vendor for support, you should
know that your accountant and other financial advisors are better prepared to
help you when you use software that they know how to use. For that reason, don’t
hesitate to ask for their advice before making your final purchase.

Hiring a Professional
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Regardless of the type of accounting software you install or your own ability to
number-crunch, at some point you might need or want to hire outside help. An
array of tax and accounting professionals are available. In the following sections,
we tell you how to determine which one is right for you.
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Recognizing that it takes all types

Start by reviewing the types of professionals who can help you. They include

¥ CPA: These initials after a person’s name, which stand for certified public
accountant, indicate that the person has passed a state-regulated exam and is
recognized by the IRS as a paid preparer for submitting your tax returns.
Typically, a CPA fully understands accounting methods and is well versed in
tax regulations. Because tax laws are cumbersome and continually changing,
a CPA might even specialize in a particular area. Examples of industry-based
specialization are government, retail, and small business. Specialization can
also be classified according to function, such as a CPA who specializes in
mergers and acquisitions. Additionally, a CPA can legally conduct audits,
whereas other accounting professionals cannot.

3 Accountant: Except for the lack of a state-issued license or certificate, an
accountant has the same basic skills as a CPA. Even so, an accountant can
assist in preparing your taxes and file them, too. And like a CPA, a reputable
accountant can advise you about financial decisions and should be up to date
on changing tax laws.

3 Bookkeeper: Someone in this category can manage the basic recordkeeping
activities for your small business, including these tasks:

Make deposits

Log in accounts receivables
Handle account payables
Manage payroll

Send out appropriate forms, such as W2s and 1099s, to employees and
contractors

In addition to being able to keep the books, this person should be comforta-
ble with creating an income statement and a balance sheet each month. Of
course, bookkeepers come with all levels of experience and education. (Some
are professionally certified with a college degree, and others aren't.) A basic
bookkeeper is usually the most affordable outside help.

3 Tax consultant: This catchall term includes both independent advisors (who
can range from accountant to CPA) and tax preparers, such as the folks at
your neighborhood H&R Block office at tax time. Similar to a bookkeeper, this
person’s range of experience, knowledge, education, and certification varies.

3 Enrolled agent: This type of federally licensed professional understands both
state and federal tax laws. In addition to completing an exam issued by the
U.S. Department of Treasury, an enrolled agent has also passed a federal
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background check. He or she can also gain licensure after having worked for
the IRS for at least 5 years. An enrolled agent is certified in the eyes