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Frequent Suggestions

1. Innovative technology -very helpful

2. Marketing = helpful

3. Sales - even more helpful

4. Investors - helpful if needed

5. Partners -only if you need them
6. Money - very helpful

7. Customers - Yes!
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Presentation Notes
Innovative Technology – Most firms lack this including Google, Cisco, Apple, IBM, and GE.  Franchises lack this.  Rare companies: Skype, Xerox, Polaroid, Amana. 
Marketing – helpful but not required to start a business; helps attract customers.  Market research is more important in early stages. 
Sales – very helpful because it brings in money and customers, the very reason for starting a business
Investors – customers are superior to investors; with enough customers you don’t need investors.  ServiceWare and Tollgrade Communications started with customers who financed the company formation. Investors came later for expansion.
Partners – Valuable only if they have something you must have.  Otherwise try to avoid them. They might have customers or sales channels to them, complimentary assets (manufacturing, key patents or copyrights, suppliers, etc.)
Money – this makes up for a lot of deficiencies in other areas and is always extremely helpful because it helps you attract customers.
Customers – the most important asset for any business
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Finding Customers

- Find a problem
“What's wrong with , Is that it can’t
“....It always

- ldentify the customers
- Who will buy it?
- How much will they pay?
- How will they buy it / how is it delivered?

- Find a solution that fits the problem and the
customers

- What is required to make and deliver it?
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Quote from Rob Lowe, former professor at Tepper School
Fill in with Skype, Yahoo, municipal transportation, my bank, Linux, the Internet, my oven, etc. 
Customers: learn everything you can about them; disregard your selection bias, be open to all information, remove pre-conceptions and a priori assumptions; invest time, effort, and if you have it, money in researching customers.  
Fight the “Curse of Knowledge!” – Chip and Dan Heath, “Made to Stick – Why Some Ideas Survive and Others Die” 2007
The Solution – now study how it can be made, marketed, sold at a profit considering customers and competitors
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“Perfection Is achieved, not when

there is nothing more to add, but

when there Is nothing left to take
away.”

Antoine de Saint-Exupery
Aviator and Author (1900-1944)
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TouchTown story

Sony story – Masaru Ibuka, 1953 license to transistors from Bell Labs, 1957 success.
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Business Essentials

1. Desire to start a business
2. Willingness to continuously learn

3. Abllity to adapt - use what you are
learning

4. Compelling solution to an urgent
problem
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Business Accelerators

- Hard-working, smart people

- Customer and market knowledge
- Money

- Effective sales force

- Marketing support

- Access to complimentary assets: delivery channels,
manufacturing facilities, transportation, uniquely-skilled
workers, technology licenses, processes, materials, etc.

- Other: proprietary knowledge (tacit knowledge, know-
how, trade secrets); protected intellectual property
(patents, copyrights, trademarks, trade dress)
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Center for Technology Transfer and Enterprise
Creation - http://www.carnegiemellonctt.com/

. Anita Jesionowski — Chemistry, Chemical Engineering
412-268-5442, anitaj@cmu.edu

- Omer Riaz — Computer Science
412-268-1241, oriaz@andrew.cmu.edu

- Reed McManigle — Computer Science, CEE, ME, DSSC,
Materials

412-268-5443, reedm@andrew.cmu.edu

- Rob Conway — Electrical and Computer Engineering, Robotics
Institute

412-268-6439, rconway@cmu.edu
- Tara Branstad — Life Sciences, Biology
412-268-8007, branstad@cmu.edu
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Mechanics of Starting a Business

- Decide on form of entity (sole proprietorship,
partnership, LLC, subchapter S or C corporation)

- Register with the state of incorporation (not required
for a sole proprietorship) and establish basic
Incorporation documents — either with an attorney or
online

- Open a bank account for the entity; typically a
checking account with a revolving line of credit

- Obtain and Employer Identification Number (EIN) for
the entity from the Internal Revenue Service (not

applicable for sole proprietorships)
http://www.irs.gov/businesses/small/article/0,,id=97860,00.html

© Copyright 2008 Robert D. Conway All Rights Reserved



S Corporation |

C Corporation

Limited Liability Corp.

Doing Business As

Recommended
For

Owners wanting the liability
protection of a corporation, with the
simplicity of pass-through taxation

Owners needing maximum tax and
ownership flexibility, combined with
liability protection

Owners wanting the simplicity of
pass-through income taxation and
the liability protection of a

Owners desire to do business as a
particular name without creating a
new entity or amending an existing

of income corporation with less formalities entity
Ownership Shareholders Shareholders Members Owners
Personal Shareholders typically not liable for Shareholders typically not liable for Members typically not liable for Owners are personally liable for all
Liability corporate debts corporate debts debts of LLC debts of the business
Formalities & |Formal board and shareholder Formal board and shareholder Annual state reports Must renew application and publish
Eecofd meetings and minutes meetings and minutes; (if required) every 4-5 years
eeping

Requirements

Annual state reports

Annual state reports

depending on state

Taxation

No tax at entity level

Income/loss passed through to
shareholders

Taxed at entity level

Taxed at individual level (If dividends
distributed to shareholders, dividend
income taxed at individual level)

By default, no tax at the entity lewel
if properly structured

Income/loss passed through to
members

No tax at entity level

Income/loss passed through to
shareholders

Tax Reporting

Income on Form 1120S

Salaries on Form W-2

Profit distribution on Schedule K-1

Income on Form 1120

Salaries on Form W-2

Profit distribution on Form 1099-DIV

Income on Form 1040, Schedule C
or Form 1065 & Schedule K-1 for
profit distributions

May also opt to be taxed as C or S
corporation

An operating agreement outlines
management duties

Schedule C

If Partnership Schedule K-1

Management &

Managed by directors, elected by

Managed by directors, elected by

Flexibility similar to a partnership

Managed by owners

Operation shareholders shareholders
Day-to-day operations run by Day-to-day operations run by An operating agreement typically
officers appointed by directors officers appointed by directors outlines management duties
Optional board of managers
Formation |State filing State filing State filing State or county DBA filing required

Requirements

Subchapter S election typically
required within 60 days of formation.

generally before using the DBA, and
Some states require a published
notice in local newspaper andproof
of fulfillment

© Copyright 2008 Robert D. Conway All Rights Reserved




Sole Proprietorship

Simple structure — single owner/operator
Owner receives all income and is responsible for all liabilities

Unincorporated business — registration with the state is
not required
- A business or professional license may be required

Company earnings are subject to self-employment tax

Payments for personal benefits (e.g. insurance) can't be
deducted as business expenses, but payments for
employee coverage are deductible

Advantages: simple, low startup costs, complete control

Disadvantages: owner responsible for all liabilities and
creditors can force use of personal assets; limited
opportunities to raise capital; cannot share ownership
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Presentation Notes
A sole proprietorship is the simplest business form: an unincorporated company owned and operated by one person who directly and personally owns the assets used in the company. To establish a sole proprietorship, the owner needs only whatever licenses are required in the line of work--there are no annual fees required to maintain ownership. 
Profits and losses flow directly to the owner’s federal tax returns. In lieu of Social Security taxes paid equally by an employer and employee, the company's net earnings are subject to self-employment tax. Generally, any payments for personal coverage under hospitalization, life insurance or medical plans can't be deducted as a business expense, but payments for employee coverage are deductible. You may establish a retirement plan and deduct contributions as an adjustment to total gross income.��The biggest advantages to a proprietorship are that you maintain exclusive control, it's simple (compared with other forms of ownership), there are lower start-up costs and you are not taxed as both an individual and a business (commonly referred to as "double taxation").��The primary disadvantage is that, as the proprietor, you are personally responsible for all business liabilities and, therefore, creditors may force you to use your personal assets to satisfy the company's debts. However, insurance may be available that will limit your liability for business debts. Another significant drawback that becomes relevant if you want to raise capital is that the proprietorship structure significantly inhibits the range of available money-raising strategies because there's no way to share equity, and you'll need to personally guarantee any debt.��The proprietorship may seem most appropriate to a typical "mom-and-pop" operation, but if the business fails, you and your family could face disaster. For most small businesses, it's better to choose a form of ownership that provides for limited personal liability. ��


Partnerships

- General Partnership

» Partners responsible for liabilities of the other
partners

- Limited Partnership

- Involvement and liability is limited for some
partners

- Limited Liability Partnership (LLP)

- Partners are not responsible for liabilities of
other partners
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Partnerships are an association between two or more people. The entity is separate from the individuals (partners) and is owned by the partners. Partnerships should be based on a written partnership agreement. With very limited exceptions, a partnership is not an income tax paying entity – profits and losses pass through to the partners' individual tax returns in proportion to their respective ownership interests. 
Unless continuity is established in the partnership agreement, a partnership is dissolved upon the death or withdrawal of one of the partners. Unless the partnership debt to asset ratio is very low, borrowing usually requires loan documentation signed by all partners and their respective spouses (if any). 
In a general partnerships all the partners are responsible for the debts of the other partners. (Example: husband-wife businesses, or partnership between corporations). Public notice of the partnership agreement is not required when a general partnership  is created. Public notice may be required if a partner is subsequently is added. 
In a limited partnership the liability and involvement of some partners is limited. This is useful for attracting investment partners to participate in the profits of the business but not necessarily its risks or daily operations. Examples are real estate and other investment ventures. Limited partnerships are registered with the state. 
In a limited liability partnership the partners are not liable for the other partner’s liabilities.  This is a popular partnership form for professional organizations such as architecture, accounting and legal firms. 


Limited Liability Company (LLC)
Two or more members; entities may be members; no
limit on the number or type of member

Provides protection of personal assets for members (as
In a corporation)

Profit/loss passed to members for tax purposes (as in a
partnership)

Multiple levels of members
Management by members or designees

A member/manager may be subject to additional taxes
(social security and Medicare)

In some states, an LLC doesn't qualify for state tax
credits or sales and property tax exemptions (unlike a
corporation)
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Developed in Germany and used in Europe and Latin America for many decades the LLC was first used in the U.S. in 1977 and became popular in 1988 due to tax law interpretations. For federal tax purposes, an LLC is treated as a partnership, not a corporation, provided that it  lack at least two of the corporate characteristics: continuity of life, limited liability, free transferability of interest and centralized management. State requirements vary on these points.  
LLC members may manage the LLC themselves or designate one or more managers (who may or may not be members). Capital contributions to the LLC may be cash, property or services, and the profits and losses may be allocated among members in any manner they choose as long as it complies with tax laws. As with a corporation, there may be multiple classes of membership, including a "preferred" level. 
LLC must have two or more members. Legal entities may be members. Duration must not exceed 30 years. An operating agreement substitutes for the corporate bylaws, and the member control agreement, substitute for the shareholder agreement or the partnership agreement.
Advantages of an LLC 
Members are protected from personal liability. The LLC itself does not pay federal income tax. If properly structured, it is classified as a partnership for tax purposes and be exempt from state income or excise tax. It allocates taxable income to members, who pay at their personal rates (which avoids double taxation). The members can write off the LLC's losses to the extent of their tax basis in the LLC, including their share of the company's debts. (In contrast, shareholders in an S corporation can write off losses only to the extent that such losses exceed the money they have contributed to the company in the form of capital stock and loans) �No restrictions on the number or type of owners or multiple classes of stock. An LLC also differs from an S corporation in that distributions of property can be made without realizing a taxable gain. 
Disadvantages of an LLC
In most states, death or withdrawal of a member will trigger dissolution of the LLC. However, under most operating agreements members may elect to continue the company's operation. A member who is also a manager may be required to treat his share of the income as self-employment income subject to additional taxes to fund social security and Medicare. In some states, an LLC doesn't qualify for state tax credits or sales and property tax exemptions for which corporations qualify. 
Venture Capital firms do not usually invest in LLCs.


S Corporation

Provides protection of personal assets for stockholders
Perpetual corporate lifetime

Limited to 100 stockholders

Only one class of stock
Restrictions on some types of stockholders

Profits/losses passed to stockholder’s tax filings (like a
partnership)

Corporate-paid benefits (insurance) may be taxable income to
shareholders

Advantages of corporate structure can be lost
If corporate assets are used as personal assets
If annual meeting and report requirements are not met
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An "S Corporation" is taxed under Subchapter S of the US Internal Revenue Code. Eligibility for S corporation tax status is based on compliance with IRS regulations regarding the number and characteristics of stockholders, type of stock issued, and other characteristics specified in the regulations. Nonresident aliens, self-directed IRAs, some types of corporations, partnerships, and some types of trustees cannot hold stock in an S corporation. After 1996 a qualified retirement plan trust or a 501(c)(3) charitable corporation may be S corporation stockholder. Other restrictions on stockholder eligibility apply under some circumstances. Popular for family-owned businesses, particularly if LLCs own properties and are shareholders in the S Corporation.
Advantages of the S Corporation:
 Limits the liability of stockholders to their capital investment 
 The perpetual life of the corporation 
 Fractional ownership shares are easily accommodated 
 Liquidity of stock: purchase, sale, and gifting of stock without disturbing operations 
 Corporation pays no taxes - profit or loss is passed to the stockholders 
 Access to credit and resources may be improved over sole proprietorship 
 Earnings representing "return on investment" (interest, rental payments, etc.) are not subject to self-employment tax as long as stockholder-employees receive adequate compensation 
Disadvantages:  
 Lenders may require personal guarantees from corporate officers negating limitation of liability 
 Disagreements among stockholders in a small corporation may immobilize decision making 
 Through gifting and inheritance, stock ownership can move to people not participating in the business; can become a voting block that does not support business needs
 Over time, corporation paid benefits for stockholder-employees may become costly 
 If appreciated assets are owned by the corporation and the corporation is dissolved, significant income taxes on the appreciation amount will be generated 


C Corporation

Provides protection of personal assets for
stockholders

Perpetual corporate lifetime

Corporation Is responsible for taxes

- Double taxation: corporation pays taxes on income
prior to dividend distributions; stockholders pay taxes
on dividends

- Benefits for employees can be a tax-deductible
expenses for the corporation

No limitation on number and classes of stockholders

Stock is liquid — bought/sold without approval of
other shareholders
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C Corporation is taxed under Subchapter C of the US Internal Revenue Code. Corporation pays taxes on its taxable income prior to dividend distributions. Can issue multiple stock classes; unlimited number of stockholders. 
Advantages:
 The perpetual life of the corporation 
 Fractional ownership interests are easily accommodated 
 Shares are liquid: purchase, sale, and gifting of stock don’t disturb operations
 The annual meetings of stockholders and consultations with legal counsel 
 Benefits for employees can be a tax-deductible expenses for the corporation. 
Disadvantages:
Lenders may require personal guarantees from corporate officers negating limitation of liability 
Disagreements among stockholders in a small corporation may immobilize decision making 
Through gifting and inheritance, stock ownership can move to people not participating in the business; can become a voting block that does not support business needs
Over time, corporation paid benefits for stockholder-employees may become costly 
If appreciated assets are owned by the corporation and the corporation is dissolved, significant income taxes on the appreciation amount will be generated 
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