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DO NOT LET THIS HAPPEN TO YOU! The State of the Privately-Held Business
Yet another business scam affecting Onge @ year we take & look al how the privately held business has lared during the

business sellers has surfaced recently year, This year we focus on the growth of small privately held businesses. Small is not

an the east coast. The modus operandi whal you might think itis, according to how Lhe US, Government's Small Business

is to acquire a business by purchasing Administration (SBA] locks al Lhe size requirements for small business,

the company's stock with a low down

payment, gain ::::-nt_ru!‘ of company The “Official” Breakdown of U.S. Business

assets, factor the businesses'

receivables, terminate the employees Here is the breakdown by size according to 2003 statistics {he latest available) from the
(many with bad checks as severance), Office of Advocacy, Although the Government does use several factors in their definition
and not dEpDSit withheld federal tax, of just what a small business is, the main factor seems to be employee size,

state tax, medical insurance and other
items. Most of the suppliers are either

never paid or are paid with bad checks. US Business Numberof Eiploydes o “I::::a;t ;: ;:t::s -
Deposits are received from customers

and orders never shipped. And, finally, Very Small Business 19 or fewer employees 892.2%

they default on any seller financed Small Business 20 to 99 employees 9.3%
promissory notes leaving the seller Medium-Size Business 100- 499 employees <1%

holding a very large (but empty) bag. Large Business 500+ employees <1%

This is just one more good reason to It should be noted that the Very Small Business category represents almost 90 percent

engage the services of a professional
intermediary when its time to sell. We
know when a deal doesn't make sense
and have no trouble saying so...to all
parties. If you've been approached with
a deal like this we'd love to hear about
it.

of all businesses, where the other three categaories comprise the remaining 10 percent,
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A Historical Look at Small Businesses

Let's take & ook at how small business hasevolved, or remained

the sarme, ovar the years,

In reviewing some data fron the Office of Advocacy (3 braneh
of the SEA), we see that there really hasn't been:any malor shift
in the growth of simall businesses with under 20 employees, We
[ooked at these statistics becalse we felt that If there were any
slgnificant growth of small business, it would be In-this sector—

thosa businesses with 12.employess orless.

Because these figures wers so-statle, we also looked at those
businesses with Just 1 to 4 employees, thinking that mayke
ittook longer than we thought for small businesses to add

empioyces We-found the samo resulis aSyoucan sea balovy:

Percentage of the Total Number of
Businesses with an Annual Payroll

Under 19

1-4 Employees Employees

Year

What does this tell UST It means that the only Increasein amall
blusiness s from the overall Incregae nthe numbet of businesses
in general. Hereisthe actual Increase inthe-number oftotal
businesses for the following pericds.

69,368
«39,985
By 230
-3, 801

2000-2001.
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These are nat Impressive figures, With all of the hoopla wWe
hear about the growth of small business in general, according to
the SBAS own-numbers; there s no growth, The (nckease In'the
percantage growth of businesses from 2002 to 2002 15 slightly

over 1 percant.

These figures, if really accurate, are alarming. [fithe:purpose
of the SBA |s to help businesses grow, something s wrongs The
trend, unforturately, seems to be that big business is getting

bigger and small business may be growing simailer.

How Many Small Businesses Open and
Close Each Year?

1995 594,369 497,246 51,959
2000 574,300 542,831 35472
2001 585,140 553,291 40,099
2002 589,700* 569,000 38,500
2003 572,900% 554,800* 35,027

¢ = Estimane using pereentape changes nsimilan gala |prewdiclech by Lhe
.5, Departoent of Laboi, Employment and Training Aediristration

“Egtimaies for busineases with gmployess indicate thet there ware
577,900 new firms and 554800 closures (both aboul L0 percent of the
tokal) in 20067

Gagicee The abave numbers and comment e ron 5B dacdmants.

Looking at the statement above from the SBA, it looks as
if the closutes outnumbered the new firms by some 12,900,
Looking at e aumbers From 2000 ol gh 2003, the closures

autnumberad the new firms by 45990,

Somuch for the growth af srmall business| Despile what we
Wear and read, it looks to us as i small businoss growlh - a

misnamer ot besl - 15 4 negalive number.

How Many Small Businesses Are There?

Thete are over 4.7 million business entities filing income tax
returns (2004 figures from the Office of Advocacy, part of the
LS. Srnall Business Administration). Howewver, approximately 77
percent of the 247 million businesses had no employess, and
slmost 60 percant had annual revenues of 25,000 or less. And

99,9 percent of the 24.7 million have B0 emploveRs of |65

Sources: weew.bizstals.com, and the Small Business

Administration [SBA) data



A Word About the Figures

Several sourcas have been usad for the data below: Bizstats.
com, & wonderful site Tor all sorts of infarmation an busingss

in general; the Small Business Administration and its Offce of
Aohvocacy g alsea very informative site and one that we religd on
for a ot of slatistics: InfollS8 i@ mailing list firm that produces

an informative catalog,

Gf course each yvear brings new numbers, igures, and statistics.
However, in comparing the years 19599 1o 2003 there doesn’t
spem o be as mueh of a change as one would bave thought, The
same holds e for other data, The: problers & thal when you cite
F003 data (the latest we could find from the Office of Advocacy),
it sounds dated, However, uniess vou want to round parcentages
aff 1o |.|."|E,’ “nth” Hcﬁmr af numbers to the “Sth* rl;'_*.t:irnai..ml.he .
figures remain fairly constant. S0, for ballpark purposes, this
data, we feel, will provide ag acourate an overall picture as

possize.

Some Overall Observations

Using these percentages we can see |0 broad brush strokes
about the size of businesses in the .S

» Approximate 19 milllon had no emplovess, leaving only 5.7

millien with one emiployes or-more,

= 14,8 million had annual sales/revenues of $25.000 or |ess,

leaving only. 9.9 milllon that had annual sales/revenues of
mrigre than $25,000.

» Only about 25,000 businesses had 500 or more employees,

The Breakdown of Business with
One Employee or More

# of Employeas.

# of Businesses

¥ of Total

The pa

may represent way lass than

0 {Sos note Bofow) 77,325 13.4%
14 2,734,133 47.4%
58 1,025,497 17.8%

10-14 408,652 T.1%:

15-19 211,735 3.8%

20-24 130,748 2.3%

20-50 352,284 6.8%
50-100 122,772 2.1%
100-500 84,829 1.5%

500+ 16,926 <i% !

o 5,150,318 gszn B
5,542,600

ntages are misleading. The firms with 500 +em

the tatal number of firms; but

they do have 14 percent of the total number of establishments.

And, more importantly, this less than 1 per

contributes

er B0 per

tof the total U.S

Breakdown of the Legal Structure

Birstats data, as of July 2004, based on government figuras,

1t of allbus

z annual payrall.

shows that there are.25,007.5085 (25 million rounded)

husingsses filing ncente tax returms_ The breakdown iz 25 follows!

% of Total # of

Legal Structure Number of S
Sole
Proprietorships 17,904,731 T1.5%
Partnerships 1,338,796 5.4%
Limited Liability 718704 5
Companies
Corporations 5,045,270 20.2%

The Interesting thing about the number of businesses inthe L5,
15 thal it can be almost anything that anyone wanis, depending
on thelr wishes, Some people of companies may tell the world
that there.are over 25 million businesses, and others will say that

there are oy 5.7 million—and: thiy will both be right.
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A Breakdown by Number of Employees, Average Revenues, and Average Number
of Employees, and the Percentage of the Total Number of Businesses

Number OFf Employeas Sales Value Avarage it % of Total

Range Amount Employees # Businesses
e e e R LSS A s B L D O G Rt A A%,
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I e e s s R R Em o 134 10,00

LB B e L S e s 2 e g Tl 0.0 5.8%
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0 = e a0 0 4 | [T 688.3 A

Mote: We did not include those businesses that had some paymll such as seasonal businesses and
business cloesures: total number was 770,299 firms, which represented 13.4 percent of Lhe lotal number—
B, TET, 127, The =* represants less than 2 percent of all businesses: however, the actual percentags 1S mwch
less. In onder toarrive at the above percentages, we had o combine some categories, thus altering the

percentages, but only slightly,

It wis look at the 1-4 employes category, the average number of employees is actually 2.1 employees—a
far ary from 4 employess, In fact, the average number of employees in each category is considerably less
Lhan the top number used. Thisis not some sieight of hand math trick, butrather just a division of the
rumber af businesses by the total number ol emplovess for the category, Mo maller how you structure the
emploves size, he average would work out to be considerably less. The sleight of hand is Lhe way we ook
at each category. When we lnok at the 14 employes category, we tend 1o think 4 employess, when Lhe
actual average is only 2.1, lust as when one looks at the average number of employees for all businesses
with under 100 employees—it's only 7.2, When the 1-9 category represents 47 percant of all businesses

and the average is only 2.1, the numbers can be shewed.
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