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It is a hot summer day in Atlanta. Chris Carlson is pondering over an important problem he has to solve in the next couple of months. Chris, a native of Atlanta, is a non-traditional student in an area college. He is in his late twenties. He could not continue his studies soon after graduating from high school. He had to support his family, his mother and three younger siblings. The jobs he had did not pay well. However, given his educational background and the dire financial straits which his family was in, the money he earned helped his family tide over a very difficult period when his siblings were still in school.
10 years flew by. Chris now has a wife, Jennifer, and a newborn baby, Emily. In spite of working for 10 years since graduating from high school, Chris's income has not increased much. Chris is considering changing the course of his life. He firmly believes a college degree will be the passport for better jobs, higher income, and a better life for his family. He wants to get a degree in business and, in the future, own a company. With this in mind, he applies to several colleges in Atlanta area and is successful in gaining admission in a few.
Although Chris has the talent and motivation to complete the degree requirements in the shortest possible time, his financial circumstances stand in the way. He and his wife Jennifer have saved only about $15,000. Jennifer thought it would be best to stay home and take care of the baby until Chris completes his education, as she could not get a good job. The source of income for the family therefore has to be Chris's earnings.
Chris is currently working for a grocery store chain, earning about $10 an hour. His annual income is about $20,000, not including the benefits such as health insurance, term life insurance, etc. Chris is sure that working full-time at the store will not give him enough time to pursue his studies. If he can devote all his time to studies, Chris believes he can complete the degree in three and a half years. If he works part-time (about four hours a day) and takes courses in the evenings and in the summer terms, he may satisfy the degree in four and a half years.
Chris's current employers are very satisfied with him and are happy to give him a part-time job at the store. However, they will not be able to pay him his current wages of $10.00 an hour with benefits. As a part-time employee, Chris will have to work for $7.00 an hour with no benefits. Further, his working hours will be determined by the needs of the store. Being a part-time employee, he will be last on the list of priority for preferred time slots for work. Chris knows from his prior experience at the store that most of the cleaning, receiving, and stocking work at the store take place late at night and the wee hours of mornings. His main reason for quitting the job was to free up time to focus on studies. He thinks the part-time work at the store could make it difficult to achieve his main objective of getting a college degree.
One day Jennifer's brother, who lives in Alabama, visits the Carlsons. He works for a taxi service company in Birmingham. He says he is quite happy with his job driving for a taxi company, but is considering starting his own. Jennifer wonders if it would be possible for Chris to own a taxi business.
When Jennifer suggests to Chris her idea of a taxi business, Chris is at first skeptical, but later thinks it could be worth exploring. Chris says he has to first figure out how much time he could spare for work. Assuming he will not take fewer than three courses, he will need about 32 hours per week: eight hours of class time, and a minimum of 16 hours of study time outside of class, the time needed for commuting to and from school, and the time between classes, etc. Chris says he may need approximately three days of the week for studies. That would leave three days to drive the taxi and a day off to be with his family.
On the days Chris drives the taxi, Chris thinks he can put in about nine hours on the job. Assuming he may spend at most 2/3rd of the day idle, waiting for business, he will be busy for about three hours a day. Based on this assumption, Chris and Jennifer wanted to examine the financial feasibility of the business plan.
Although Chris' primary objective is to compare driving the taxi part-time with the alternative of working at the grocery store part-time, he is also curious to find out how much time he may have to put into the taxi business at the minimum to make the taxi business profitable. If the part-time business requires less time than he currently intends to devote, he may be able to take more courses and complete the degree in less time.
Chris wonders whether he could use the car they now own as a taxi. But Jennifer thinks the car was so old and beat up that it could turn people off and would be bad for the business. Chris says, "Jennifer, I think it is possible to lease a taxi from a taxi company on a daily, weekly, or monthly basis. It is one alternative worth evaluating." Jennifer says, "Leasing is a possibility. But taxi companies have lots of cars. Some are new, some are old; some cars are good and some are not so good. We will have to depend on the taxi company to get a good vehicle to drive. Therefore, we should also consider buying a reasonably priced new car. In addition to being used as a taxi, it will also be good for our personal use. We have never owned a new car in our lives." Jennifer and Chris are thrilled at the prospect of having a new car. They think that although their family does not require a car bigger than economy size, the business would need a car that will seat four people comfortably. They decide cars such as a Ford Crown Victoria, Chevrolet Impala, Lincoln Zephyr, or similar cars, would be suitable models. Chris wants to find out how much the car would cost. He could visit some of the car dealers in the area. Another alternative would be to look up the price online. He knows that some websites also have information about new car prices.
Jennifer tells Chris, "Chris, we can easily find the cost of the car, but there is a lot more information we need to evaluate our plan." Chris says, "I think taxis charge about $1.50 per mile on average. That should give us an idea of how much money we can make." Jennifer says, "That is important information. Could you double check by asking some taxi operators or by obtaining the information on the web? We also need to find out about expenses such as gas, maintenance, etc."
Jennifer asks Chris, "Don't we have to pay tax on the income from the taxi business?" Chris says, "Because it will be a proprietorship, the income will be treated as personal income. If we can estimate our income, we can find the tax from the tax charts available from the IRS." Jennifer says she heard that something called depreciation which should also be considered as expense. She wants to know if that would reduce the money they will get from the business. Chris says, "Depreciation is a non-cash expense. It is important to first determine the economic life of the car in order to depreciate it. We can treat the car as a three-year property and use the ACCRS method."
Jennifer is quite excited by the new business. She is more thrilled by the opportunity to use the new car when she had to go out. She asks Chris, "If the car is depreciated in three years, does it mean it will be worth nothing by that time?" Chris says that the car will have some value three years from now and he is inclined to take the resale value of similar cars as an estimate. He says they need not sell the car then, but the information on resale value could be used for examining the feasibility of the business.
Jennifer suddenly seems disturbed. She says, "Chris, we have been talking about so many things without even considering how you will get customers. All the taxis we see on the road have some well known taxi company name on it, like Atlanta Cab Company, Marietta Cabs, etc. Are all these taxis owned by the company? I have also noticed taxi drivers talking to dispatching agents who tell them where to pick up customers. Do we have to be part of a company too?" Chris says, "If we work for another taxi company, we will get the help of a centralized service to pick up customers. But we will have to share the related expenses also." Jennifer says, "Why do we have to be a member of another taxi company? I am home most of the time. I can answer the calls and direct you to the places where you need to go. No one will know the difference. We have to operate as an independent company. That will give us more flexibility like providing transportation to a group of customers to work—similar to car pools. Besides, you said you wanted to own a business. This will give us an opportunity to start in a small way and get to know the basics." Chris is impressed with Jennifer's suggestion. He says, "That is a great idea. We can take a chance. Even if the business does not do well, we must be able to sell the car and wind up the operations at a reasonable value. And I can always be a part-time employee at the grocery store."
Jennifer says, "Sure. We must try this out. Otherwise we will regret it later. This is the best time to start our own business. But we only have $15,000 savings. I estimated our monthly expenses to be about $2,500. Assuming it takes about two months to get the business started, we need about $5,000 to cover household expenses, including rent. We have to keep $5,000 for emergencies; particularly because of Emily. We never know when we may need the money. The remaining $5,000 can be used as down payment for the car, registration of the business, etc. Therefore, we will definitely have to take a loan to start the business. I heard the interest rate on small business loans are about 20%." Chris said, "We can use the new car as collateral. Therefore, we can bring the interest on the loan down to slightly over new car loan rate—about 10%, but the bank will ask for information about the business. Can we prepare a plan to convince them and ourselves that it is worth the risk?"
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