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  Graphic design offers an unusual blend of challenges, from the creation of effective designs to the management of a business. Graphic design gives you the chance to succeed on your own terms but, even if you start as an employee and eventually become a partner in a firm, you are likely to have to shoulder the responsibility of being on your own at some point in your career. This book is designed to help you make informed and intelligent choices about the business of graphic design. In particular, it maps out the business practices that are important to your future success. To gather excellent advice from across a broad spectrum of areas, I asked a number of experts to contribute chapters to The Graphic Design Business Book.


  “Building and Protecting Your Business” is discussed in part I. Chapter 1 explains how you should plan your business to give it a firm foundation from which to succeed. If you’re going to have a studio, Chapter 2 examines the key considerations with respect to location and leases. Some of the important steps to get your business up and running are scrutinized in Chapter 3. Studio management, a necessity as growth takes place, is the focus of Chapter 4. How to evaluate and improve the health of the business through understanding and using financial reports is reviewed in chapter 5. Insurance protection against both business and personal risks is covered in Chapter 6, while more advanced insurance issues are dealt with in Chapter 7.


  No business can succeed without clients, so part II, “Marketing Your Graphic Design,” is a topic that must be understood and mastered. Chapter 8 deals with how to bring in clients. Mastering portfolio presentations is covered in Chapter 9 and Web site marketing strategies are explored in Chapter 10. How to write a strong proposal is developed in Chapter 11. And Chapter 12 covers the important topic of satisfying clients and having repeat business.


  Success in marketing requires that you feel at ease with “Proposals, Pricing and Contracts,” which is the title of part III. This starts with a discussion of how to determine prices in Chapter 13. Then Chapter 14 gives insights into how to be a good negotiator. Chapter 15 offers specific contract forms that can be adapted for use or serve as checklists in evaluating forms offered by clients. Steps to ensure that clients pay are covered in Chapter 16.


  Part IV deals with “Graphic Design and the Law.” Chapter 17 covers ways in which the designer can protect and benefit from copyrights. Taxes, including potential tax breaks, are examined in Chapter 18. Anyone using images has to be concerned about invading people’s privacy and has to know when releases are needed, which is elaborated in Chapter 19. Chapter 20 highlights other legal areas to make sure the designer does not run into difficulties. Finally, Chapter 21 explains how to settle disputes or, if necessary, find a good attorney.


  The appendixes include the Code of Fair Practice for the graphic communications industry and a list of organizations that graphic designers might join or be interested in. The Selected Bibliography includes many books that belong in your bookcase if you want to succeed in the creative business you have selected for your career.


  Graphic design has its challenges, but it certainly also has great potential rewards—not only financial, but artistic and personal as well. I hope that The Graphic Design Business Book helps ensure that the road ahead will always rise up to meet you.


  Tad Crawford


  New York City


  July 2005


  PART I


  BUILDING AND PROTECTING YOUR BUSINESS


  CHAPTER 1


  YOUR BUSINESS PLAN
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  Starting a business requires planning. You have to estimate your expenses and your income, not just for the first year but also for as many years into the future as you can reasonably project. Some expenses happen only once, while others recur each year.


  For starting costs you may have to pay only once, consider the following list:


  • fixtures and equipment


  • installation of fixtures and equipment


  • decorating and remodeling


  • legal and other professional fees


  • advertising and promotion for opening


  Of course, you must realistically think through the outlays you are going to have to make. Daydreaming can be pleasant, but in business it can easily become a nightmare.


  What about the outlays that you’ll have to make every month? Here’s a partial list:


  • your own salary


  • any other salaries


  • rent


  • advertising


  • materials and supplies


  • insurance premiums


  • maintenance


  • legal and other professional fees


  • taxes (usually paid in four installments during the year)


  • miscellaneous


  Maybe the last category is the most important, because it’s the unexpected need for cash that leads to trouble for most businesses. If you can plan properly you will ensure that you can meet all your needed outlays. And don’t leave out your own salary. Martyrs don’t make the most successful business owners. If you worked for someone else, you’d get a salary. To see realistically whether your business is making a profit, you must compute a salary for yourself. If you can’t pay yourself a salary, you have to consider whether you’d be doing better working for someone else.


  Your income is the next consideration. What sort of track record do you have? Are you easing from one field of graphic design into another field in which you’re likely to have success? Or are you striking out toward an unknown horizon, a brave new world? You have to assess, in a fairly conservative way, how much income you’re likely to have. If you just don’t know, an assessment of zero is certainly safe.


  What we’re talking about is cash flow. Cash flow is the relationship between the influx of cash into your business and the outflow of cash from your business. If you don’t plan to invest enough money in your business initially, you are likely to be undercapitalized. This simply means that you don’t have enough money. Each month you find yourself falling a little further behind in paying your bills.


  Maybe this means your business is going to fail. But it may mean that you just didn’t plan very well. You have to realize that almost all businesses go through an initial start-up period during which they lose money. Even the Internal Revenue Service recognizes this. So after you plan for your start-up expenses and your monthly expenses (with an extra amount added in to cover contingencies you can’t think of at the moment), you can see how much cash you’re going to need to carry the business until it becomes profitable. Your investment should be enough to carry the business through at least one year without cash-flow problems. If possible, you should plan to make a cash investment that will carry the business even beyond one year. Be realistic. If you know that you’re going to have a profit in the first year, that’s wonderful. But if it may take you a year or two before you have a profit, plan for it. It’s easy to work out the numbers so you’ll be a millionaire overnight, but it’s not realistic. In fact, it’s a direct path to bankruptcy. But once you realize you need money to avoid being undercapitalized when you start or expand your business, where are you going to be able to find the amount you need?
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  The most obvious source of funds is your own savings. You don’t have to pay interest on it, and there’s no due date when you’ll have to give it back. But don’t think it isn’t costing you anything, because it is. Just calculate the current interest rate—for example, the rate on short-term United States Treasury notes—on what you’ve invested in your business. That’s the amount you could have by relaxing and not working at all.


  What if you don’t have any savings and your spouse isn’t keen on donating half of his or her salary to support your studio? Of course you can look for investors among family, friends, or people who simply believe you’re going to create a profitable business. One problem with investors is that they’re hard to find. Another problem is that they share in your profits if you succeed. And, after all, isn’t it your talent that’s making the business a success? But if you’re going to have cash-flow problems and are fortunate enough to find a willing investor, you’ll be wise to take advantage of this source of funds.


  The next source is your friendly banker. Banks are in the business of making money by lending money, so you’d think they’d be happy to have you as a client. You may be the lucky graphic designer who finds such a bank, but most loan officers know that a graphic design studio can be unpredictable in terms of income. So if you’re going to have any chance of convincing the bank to make a loan, you must take the right approach. You should dress in a way that a banker can understand. You should know exactly how much money you want, because simply saying “I need a loan” or asking for too much or too little money is going to create a bad impression. It will show that you haven’t done the planning necessary to succeed. You should be able to detail precisely how the money will be used. You should provide a history of your business from a financial standpoint and also give a forecast.


  It’s important to keep good business records in order to make an effective presentation to the bank. The loan officer must believe in the quality of management that you offer to your business. One other point to keep in mind is the importance of building a relationship with your banker. If he or she comes to know and trust you, you’re going to have a much better chance of getting a loan.


  But, frankly, bank loans are going to be difficult for many designers to obtain. Where can you turn next? The most likely source is borrowing from family and friends at a reasonable interest rate. Of course, if you give personal guarantees (and also to keep family harmony), you have to pay back these loans whether or not your business succeeds. (If you didn’t have to pay back the money, you’d be dealing with investors rather than lenders.) Another possibility is borrowing against your whole life insurance policy, if you have one. You can borrow up to the cash value, and the interest rate is usually far below the current rate at which you would be borrowing from a bank. And, if you have been able to obtain credit cards that have a line of credit (that is, that permit you to borrow up to $2,500, $5,000, or more on each card), you can exercise your right to borrow. Depending on the number of cards you have and the amounts of the credit lines, you may be able to borrow several thousand dollars in this way. You should plan to repay credit card cash advances promptly to avoid the high interest rates imposed on money borrowed in this way.


  Trade credit will undoubtedly be an important source of funds for you. It’s invisible, but it greatly improves your cash flow. Trade credit is simply your right to be billed by your suppliers. The best way to build up trade credit is to be absolutely reliable. In this way your suppliers come to trust you and are willing to let you owe greater and greater amounts. Of course, you must pay promptly, but you are paying roughly 30 days later than you would pay on a cash transaction.


  The other side of the coin is your own extension of credit to your clients. This creates accounts receivable, which are an asset of your business. But how can you convert accounts receivable into cash when you desperately need it? You can factor your accounts receivable. This means that you sell your accounts receivable to another company—the factor—that collects the accounts receivable for you. What does the factor pay for the accounts receivable? The factor gives you the full amount of the accounts receivable, less a service charge. The effect of the service charge can be an annual interest rate of 30 to 50 percent for a small business. So take warning. Using factors isn’t the magic trick it appears at first. In fact, it’s inviting disaster. If your cash flow is bad, factoring is likely to make it much worse in the long run.
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  Expanding is much like starting a business. You must be adequately capitalized for the expansion to be successful. This means reviewing your expenses and your income so you can calculate exactly how the expansion will affect your overall business. Then you have to decide whether you have the cash flow to finance the expansion from the income of the business. If you don’t, once again you must consider sources of financing. If you’re buying equipment, keep equipment-financing companies in mind as a potential credit source.


  One of the most important reasons to expand is an economic one—the economies derived from larger-scale operations. For example, pooling with a number of other designers may enable you to purchase equipment you couldn’t otherwise afford, hire a receptionist that your business alone couldn’t fully utilize, or purchase supplies in quantities sufficient to justify a discount. If you can hire an assistant who earns you enough money or saves you enough time to make more than the assistant’s salary (and related overhead expenses), the hiring of the assistant may very well be justified.


  On the other hand, expansion is hardly a panacea. In the first place, you’ll probably have difficulty financing any major expansion from the cash flow of the business. Beyond this, expansion ties you into certain expenses. Suddenly you have an assistant, a secretary, a bookkeeper. You need more space, and your rent goes higher. You’re taking more work, so your expenses increase for all your materials. You find that you must take more and more work in order to meet your overhead.


  Suddenly, you realize that you’ve reached a very dangerous plateau and that you’re faced with a choice that will have lasting consequences for your career. You expanded because you wanted to earn more. But the more resources that you brought under your control—whether equipment, personnel, or studio space—the more time you had to spend managing these resources to make them productive. Now, you must decide whether you are going to become the manager of a successful design business or cut back and return to being primarily a designer. If you choose to be a manager, you had better be a very good one. If you go the expansion route, it’s very painful to have to cut back if the business temporarily hits hard times, firing employees, giving up space you’ve labored to fix up, and so on. The alternative to being a manager is to aim for building a small business with highly productive accounts. You can be an artist again without worrying so much about the overhead and the volume you’re going to have to generate in order to meet it. Of course, you’ll make your own decisions, but be certain that you’re keeping the business headed in the direction that you want it to take.
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  The Small Business Administration was created in 1953 to help America’s entrepreneurs build successful small enterprises. The SBA now has offices in every state, the District of Columbia, the Virgin Islands, and Puerto Rico to offer financing, training, and advocacy for small firms. The Agency also works with thousands of lending, educational, and training institutions nationwide. Its Web site at www.sba.gov has an abundance of useful information, including advice on “Business Plans,” “Frequent Startup Questions,” “Expanding Your Business,” and “Managing Your Business.” Check the “Publications” link on the SBA Web site to get an overview of the extensive offerings available online.


  In addition, if you have questions that you can’t find answers for on the Web site, you can send an email to the SBA at answerdesk@sba.gov or call your local SBA office and speak to or meet with a counselor who will help you with your specific problem. While these counselors are likely to have had limited contact with graphic designers, you may still get some helpful advice. The Service Corps of Retired Business Executives (SCORE) has been formed under the SBA and brings the experience and wisdom of successful business people to the counseling program. SCORE offices can be found across the country and are listed on the SBA Web site.


  CHAPTER 2


  LOCATION AND LEASES
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  The location of your business is extremely significant. Although the Internet is a marvelous tool, it is still helpful to be able to reach the buyers with whom you’ll be transacting business, whether they come to your studio or you go to their offices. You must consider the location not only from the marketing viewpoint but also with respect to rent, amounts of available space (compared to your needs), competition, accessibility of facilities that you need, and terms under which you can obtain the space. Speak to other designers operating similar businesses in the area to find out all you can.


  Since some designers have their studios in their homes, it’s worth considering this as the first option. You’ll save on rent and gain in convenience. However, you may not be near your market, and you may also have trouble taking the fullest possible tax deductions for space that you use. The deduction of a studio at home is discussed in Chapter 18, “Taxes.”
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  Another potential problem with having a studio at home is zoning. In many localities, the zoning regulations will not permit commercial activity in districts zoned for residential use. If you didn’t realize this you could invest a great deal of money in setting up a studio only to find you could not legally use it. But even when the zoning law says a home may not be used for commercial purposes, problems usually only arise when your business requires a flow of people to and from the premises, whether they are clients or people making deliveries. The more visibly you do business, the more likely you are to face zoning difficulties. If you are considering setting up your studio in a residentially zoned area, you should definitely consult a local attorney for advice.


  What happens if you rent a commercial space for your studio and decide to live there? This has become more and more common in urban centers where rents are high. You run the risk of eviction, since living in the studio will probably violate your lease as well as the zoning law. Some localities don’t enforce commercial zoning regulations, but you must be wary if you are planning to sink a great deal of your resources and time into fixing a commercial space with the plan of living there. Especially in this situation you should ask advice from an attorney, who can then also advise you how to negotiate your lease.
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  It’s worth saying a few words of warning here about the risks involved in fixing your studio. You can lay out thousands of dollars to put up walls; to put in wiring and plumbing; and to redecorate and refurbish your space in every way so that it’s suitable for your special needs. What protects you when you do this?


  If you’re renting, your protection is your lease. The more you plan to invest in your space, the more protection you need under your lease. There are several crucial points to consider:


  • length of the lease


  • option to renew


  • right to sublet


  • ownership of fixtures


  • right to terminate


  • hidden lease costs


  You have to know that you are going to be able to use your fixed-up space long enough to justify having spent so much money on it. A long lease term guarantees this for you. But what if you want to keep your options open? A more flexible device is an option to renew. For example, instead of taking a ten-year lease, you could take a five-year lease with a five-year option to renew. But you want to guarantee not only that you’ll be able to stay in the space, but also that you can sell your fixtures when you leave. In most leases, the landlord owns all the fixtures when you leave, regardless of who put them in the space. If you want to own your fixtures and be able to resell them, a specific clause in the lease would be helpful.


  The right to sublet your space—that is, to rent to someone else who pays rent to you—is also important. Most leases forbid this, but if you are selling fixtures, who the new tenant is can be important. Your power to sublet means you can choose the new tenant (who can then stay there for as much of your lease term as you want to allow).


  On the other hand, you may not be able to find a subtenant. If your business and the rental market are bad, you may simply want to get out of your lease regardless of the value of the fixtures you’ve put into the space. In this situation, the right to terminate your lease will enable you to end your obligations under the lease and leave whenever you want to. Remember that without a right of termination, your obligation to pay rent to the landlord will continue to the end of the lease term, even if you vacate the premises (unless the landlord is able to find a new tenant).


  In every lease, you should look for hidden lease costs. These are likely to be escalators—automatic increases in your rent based on various increasing costs. Many leases provide for increased rent if fuel prices increase. Others require you to pay a higher rent each year based on increases in the consumer price index. Of course you want to know about all these hidden costs—whether to include them in your budget or to try to negotiate them out of the lease.


  This is a very brief discussion of the negotiation of your lease. For a more extensive analysis, you can consult Legal Guide for the Visual Artist by Tad Crawford and also the forms in Business and Legal Forms for Graphic Designers by Tad Crawford and Eva Doman Bruck. Your attorney can aid you with the ins and outs of negotiating a lease.


  CHAPTER 3


  THE GOING CONCERN
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  Most people don’t leap into a profession. They test and explore it first and gradually intensify their commitment. This is as true of graphic design as it is of any other entrepreneurial activity. Many designers start part time while going to school or working at another job. But once you begin to market your work effectively, questions inevitably arise as to the basics of operating a business. Should it be incorporated? Where should it be located? What kind of records do you need? What taxes will you have to pay?


  Making decisions about these kinds of questions requires knowledge. Your knowledge can be gleaned from experience or from advisers with expertise in accounting, law, and business. The important skill that you must have is that of problem recognition. Once you’re aware that you face a problem, you can solve it—by yourself or with expert help.
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  You will probably start out in the world of business as a sole proprietor. That means that you own your business, are responsible for all its debts, and reap the rewards of all its profits. You file Schedule C, “Profit or Loss From Business (Sole Proprietorship),” with your Federal Tax Form 1040 each year and keep the necessary tax records. The advantages of being a sole proprietor are simplicity and a lack of expense in starting out.


  However, you have to consider other possible forms in which your business can be conducted. Your expert advisers may decide that being a corporation, partnership, or limited liability company (often called an LLC) will be better for you than being a soul proprietor. Naturally you want to understand what each of these different choices would mean. One of the most important considerations in choosing between a sole proprietorship, a partnership, a corporation, and a limited liability corporation is taxation. Another significant consideration is personal liability—whether you will personally have to pay for the debts of the business if it goes bankrupt.


  As sole proprietor, you are the business. Its income and expenses are your income and expenses. Its assets and liabilities are your assets and liabilities. The business is you, because you have not created any other legal entity.


  Why consider a partnership? Perhaps because it would be advantageous for you to join with other professionals so you can share certain expenses, facilities, and possibly clients. Sometimes two or more heads really are wiser than one. If you join a partnership, you’ll want to protect yourself by having a partnership agreement drawn up before starting the business. As a partner, you are liable for the debts of the partnership, even if one of the other partners incurs the debts. And creditors of the partnership can recover from you personally if the partnership doesn’t have enough assets to pay the debts that it owes. So you want to make sure that none of your partners is going to run up big debts that you end up paying for from your own pocket. The profits and losses going to each partner are worked out in the partnership agreement. Your share of the profits and losses is taxed directly to you as an individual. In other words, the partnership files a tax return but does not pay a tax. Only the partners pay taxes, based on their share of profit or loss.


  A variation of the partnership is the limited partnership. If you have a lot of talent and no money, you may want to team up with someone who can bankroll the business. This investor would not take an active role in the business, so he or she could be a limited partner who would not have personal liability for the debts of the partnership. You, as the creative party, would take an active role and be the general partner. You would have personal liability for the partnership’s debts. You and the investor could agree to allocate the profits equally but to give a disproportionate share of any tax losses to the investor (such as 90 percent). This hedges the investor’s risk, since the investor is presumably in a much higher tax bracket than you are and will benefit by having losses (although profits are naturally better than losses, no matter how much income the investor has).


  The next avenue to consider is that of a Subchapter S corporation. This is a special type of corporation. It does provide limited liability for its shareholders, which is what you would be. However, there is basically no tax on corporate income. Instead, the profit or loss received by the corporation is divided among the shareholders, who are taxed individually as partners would be. The disadvantage of incorporating is the added expense and extra paperwork.


  What you normally think of as a corporation is not the Subchapter S corporation but what we’ll call the regular corporation. The regular corporation provides limited liability for its shareholders. Only the corporation is liable for its debts, not the shareholders. You should keep in mind, however, that many lenders will require shareholders to sign personally on a loan to the corporation. In such cases you do have personal liability, but it’s probably the only way the corporation will be able to get a loan.


  The key difference in creating a regular corporation is that it is taxed on its own taxable income. There is a federal corporate income tax with increasing rates as follows:


  • 15 percent on taxable income up to $50,000


  • 25 percent on taxable income from $50,000 to $75,000


  • 34 percent on taxable income from $75,000 to $100,000


  • 39 percent on taxable income from $100,000 to $335,000


  • 34 percent on taxable income from $335,000 to $10,000,000


  • 35 percent on taxable income from $10,000,000 to $15,000,000


  • 38 percent on taxable income from $15,000,000 to $18,333,333


  • 35 percent on all taxable income over $18,333,333


  In addition, there may be state and local corporate income tax to pay. By paying yourself a salary, of course, you create a deduction for the corporation that lowers its taxable income. You would then pay tax on your salary, as would any other employee. If, however, the corporation were to pay you dividends as a shareholder, two taxes would be paid on the same income. First, the corporation would pay tax on its taxable income, then it would distribute dividends and you would have to pay tax on the dividends.


  The advantages of the regular corporation include the ability to make greater tax-deductible contributions to your retirement plan than you would be able to make as an individual. The disadvantages include, again, extra paperwork and the need for meetings, as well as the expenses of creating and, if necessary, dissolving the corporation.


  Many states have recently legislated into existence a new form of business entity called a limited liability company, which combines the corporate advantage of limited liability for its owners while still being taxed for federal income tax purposes as a partnership. The limited liability company offers great flexibility in terms of the mode of ownership and the capital structure of the company as well as what corporate formalities the company must observe. Its very newness suggests the need for caution when considering whether a limited liability company might be appropriate for a design firm.


  From this brief discussion you can see why expert advice is a necessity if you’re considering forming a partnership, a corporation, or a limited liability company. Such advice may seem costly in the short run, but in the long run it may not only save you money but also give you peace of mind.
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  Registering the name of your business is usually done with the county clerk in the county in which you have your studio. The purpose of this registration is to ensure that the public knows who is transacting business. Thus, partnerships must file and disclose the names of the partners. Individuals doing business under an assumed name must disclose their true identity. But an individual doing business under his or her own name is usually not obligated to file with the county clerk. In any case, you should call the county clerk to find out whether you must comply with such requirements. The fee is usually not high.
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  Many states and cities have taxes that affect graphic designers. Included here are sales taxes, unincorporated-business taxes, commercial-occupancy taxes, and inventory taxes. You should check in your own state and locality to determine whether any such taxes exist and apply to you. By far the most common tax is the sales tax, and it deserves a more extensive discussion. The sales tax is levied on sales of tangible personal property. For example, if a book is sold by a bookstore, a sales tax must be paid. When you are finding out about the sales tax in your state, be certain to check on the following points:


  • If you only sell reproduction rights—and you get back your original art without any retouching—is the sale taxable? Since reproduction rights are not tangible property, many states do not tax their sale.


  • If you do sell the artwork itself as well as the reproduction rights, can you accept a resale certificate from your client instead of collecting the tax? If the client is going to resell the art, you may not have to collect the sales tax. Instead, the client collects the sales tax when it resells the art as part of its finished product.


  • If you sell out of state, do you have to collect the sales tax? If an out-of-state sale is exempt from tax, you should keep shipping receipts and the like so you can prove where you delivered the art in the event of an audit.


  • If you include expenses in your bill, should the tax be collected only on your fee for the sale of the art or should it be collected on your fee plus the amount of the expenses? If you are advised to collect on the total amount, find out what would happen if you billed the expenses separately from your fee for the art.


  • If you sell your art to certain charitable or governmental organizations, are they exempt from having to pay the sales tax? If so, they will probably have to provide you with a certificate showing that they are exempt from paying the tax.


  • Finally, if you register with the sales tax bureau, you may be entitled not to pay tax on items that you purchase for resale or production. This might cover anything to be incorporated into an artwork that will be resold or any item to be used in producing a product for sale.


  These laws vary from state to state and city to city. You must check in your locality. The simplest way is by calling your local sales tax bureau. Find out how your state handles the issues listed here so that you can collect the tax—or refrain from collecting it—in a legal manner. Also, if you are relying on someone’s exemption as a reason not to collect the tax—perhaps because he or she will resell the art, or the art will be used to produce tangible items for sale, or the sale was to a charity—be certain to obtain written proof of the exemption. Otherwise, you may be liable to pay the tax if, in fact, it should have been collected. Your client may also be liable, but that will be small consolation if the client is no longer in business.


  CHAPTER 4


  MANAGING YOUR STUDIO


  by Eva Doman Bruck


  Eva Doman Bruck has been a design industry professional for twenty-five years and has managed the business and legal aspects of large projects for Time Warner’s Digital Production Studio, Milton Glaser, Inc., and other companies. She is a member of the faculty of the School of Visual Arts MFA in Design program and co-author with Tad Crawford of Business and Legal Forms for Graphic Designers.


  A well-organized, smoothly functioning studio that is profitable and turns out beautifully executed design work rests on three primary factors: talent, setup, and systems. In order of importance, first is talent—of high creative caliber, and with the right combination of skills and levels of experience; second is professional quality equipment in a clearly organized space; and, third is the consistent use of efficient design and production processes, project schedules, and systems for information sharing and data tracking. Some might argue that efficient systems actually contribute more to profitability, but, without the requisite equipment and space, in addition to being a discomfort and irritation for the staff, it would become necessary to outsource prints, production of comps, and other important elements, resulting in loss of time, control of quality, and potentially profitable mark-ups on such items.
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  A surgically clean, perfectly equipped studio with outstanding organizational processes does not produce brilliant work. Talented, motivated designers and production artists are the lifeblood of every successful design firm. The key to staffing a studio is finding people with the right levels and range of experience and expertise, so that there is a reasonable ratio of senior to junior personnel, as well as the requisite skill sets needed to produce the kinds of work demanded of the studio.


  The ideal studio has enough managers to lead assignments along with enough mid- and junior-level designers and production artists to actually produce the work. A top-heavy studio, one that has more leaders than doers, is in trouble on two fronts: financially, because there are too many expensive salaries being carried by fewer lower-salaried people; and in terms of morale, it’s a scenario that has high-level leaders competing for assignments and scarce staff. Too few leaders overseeing too many line staff find themselves spread thin, leading to lapses in design leadership, overall communication, and quality control.


  Roz Goldfarb, president and founder of Roz Goldfarb Associates, has been for over twenty years a major force in recruitment and career management in the design industry. She comments, “It’s better not to use key people for work that can be accomplished by those at a lower cost base. It makes more sense to hire appropriately, that is, not to have senior-level people assigned to low-revenue tasks or have them do work that can be accomplished by those better suited to those tasks. We find employers often don’t hire appropriately and the result is low morale, frustration, and loss of good people.”


  Is there an exact formula? Not exactly. Staffing depends on the nature of the assignments in the studio—whether a continuous stream of one-off designs or large-scale, long-term, multi-disciplinary projects—or somewhere in between. Analysis of annual revenues will reveal staffing capacity—how much and what kinds of staff the firm needs and can support. A detailed assessment of the number and kinds of assignments that pass through the studio will help to determine the specific skill sets needed. Of course, all bets are off in the case of huge, freestanding multi-million-dollar accounts. These require, in effect, wholly dedicated teams with their own organizational structure and people with skills to match the project requirements.


  Scale is the critical factor in determining staffing in a design studio. In terms of personnel, the difference between large and small studios is that smaller, more horizontal organizations need individuals who are capable of and enjoy taking on different roles and tasks and have a fairly wide skill set. Large-scale studios can afford to support designers who are more specialized—both in their skill sets and their roles. Roz Goldfarb emphasizes that in both scenarios, “Success depends on productive team work and consistent coordination between people in creative, marketing, strategy, account services, and studio management; and in the case of small studios, regardless of who wears which hat.”


  While titles vary, there is usually one overall executive creative director (whether as head of the creative studio, or as a partner and/or owner) who is responsible for the firm’s creative/visionary leadership, top-level client acquisition and management, overall quality of design and profitability, corporate communications, and mentoring of the next level of designers who are called either creative directors or art directors. These individuals have direct responsibility for the projects and staff they oversee. While they are capable of being hands-on and may contribute directly to some aspects of the design process, their most important tasks include pre-planning (overall project organization, client /industry assessment, strategy), leadership of the conceptual phase, guidance during design development, and general oversight /troubleshooting of implementation, as well as leading client presentations and communications, and mentoring of their team members. Depending on the scale and intensity of assignments, creative directors may be dedicated to one project, client or industry, or may oversee a number of different assignments. They are usually accountable, along with account directors, for the design portion of a project’s budget and profitability.


  In large-scale studios, design managers, or alternatively, creative services managers, form the next level of staff and are usually in charge of the day-today, hands-on design and management of their assignments—whether alone, or in tandem with other design managers for large-scale interdisciplinary projects. They help organize and oversee the work steps, lead design, and manage some administrative and communication tasks. In smaller studios, senior designers may fill this role.


  Senior designers and designers in large studios, along with production staff members, are the ones who carry through the bulk of design creation, refinements, and implementation. In some instances they may take on some administrative tasks, but for the most part, their role centers around the design process.


  Job descriptions for every person in the studio should clearly outline everyone’s role, responsibilities, special skills, and reporting relationships, along with basic minimum requirements for education, experience, and/or special training. It is also helpful to clearly articulate periodically the roles and responsibilities of all members of the studio in a public format, thereby keeping both communication and information about relationships clear, specific, and documented. In some firms, this is done annually; in others, this happens only when there are staffing or organizational changes being made. The purpose of this exercise is not about enforcing hierarchies; it is about seeking a common understanding about specific responsibilities, identifying knowledge leaders, mentors, and lines of communication.


  Periodic individual reviews that address the quality of design produced and issues such as work habits, productivity, and leadership/team efforts are an excellent way to establish goals, highlight strengths, examine weaknesses, and set up short- and long-term goals for professional development. Some firms practice 360-degree reviews, whereby staff members have an opportunity to review their managers. However reviews are conducted, they should be held on a regular basis, usually annually or bi-annually; they should be conducted in private and the person being reviewed should have an opportunity to present their self-assessment or a response; and individuals should have a voice in setting their goals for moving forward.


  What goes into the care and nurturing of creative people in a studio? Most experienced designers say that their main interest is in working on interesting assignments. For some that might mean exposure to prestigious clients and glamorous or exciting industries; for others it’s all about solving unique design challenges. Naturally, fair market wages, bonuses, paid time off to compensate for overtime and weekend work (“comp” time) are all important factors, but special perks such as museum passes, magazine subscriptions, cell phones, and PDAs are always welcome. Acknowledgement of exceptional work is especially appreciated—whether it’s a personal note, a widely circulated e-mail message, or inclusion in the company’s newsletter; as is recognition when entering designs in competitions and annual books. Opportunities for additional training, as well as a paid trip to a conference or trade show also contribute to making staff members feel valuable. More critically, fair, and equitable treatment by leaders who share their expertise, set and live up to high professional standards, and treat their colleagues with respect are the leaders who are considered ideal role models and attract and maintain loyal staff.
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  It’s easy to run a smooth operation when the pace is leisurely; the true test of a studio’s viability is how well it functions when the pressure is on and time is scarce. To ensure that staff is able to work to the best of their abilities, there needs to be appropriate furnishings, digital and electrical sources, lighting, air quality, and reliable, professional quality printers, copiers, and other equipment in a sensible physical layout.


  The coordination of hardware and software is particularly important to designers who are exchanging files when working together on a project. That means keeping operating systems and software compatible; providing routine backups for all working files; having a manageable archiving and nomenclature system; and enough space on servers for people to be able to locate such files with relative ease. Typically, in large firms such tasks are handled by the IT department; in small studios, either a specialist on a freelance basis or a staff person with the requisite skills is designated—in which case consideration should be given to the fact that these responsibilities are time consuming and require significant expertise.


  A studio manager typically handles the administrative tasks of the studio such as scheduling workflow across projects, coordination of production personnel, identifying and negotiating with outside resources, and reviewing vendor bills. They also oversee and direct or do the ongoing housekeeping needed to keep the studio organized and equipped. They make sure equipment is maintained on a regular basis, samples are filed, production areas are kept neat, and supplies are tracked and re-ordered routinely, as well as anticipated for special production needs. It’s the communal areas that are hardest to maintain, especially during frenetic deadline rushes. If there is no one assigned to clean up daily, then regularly scheduled all-studio housekeeping sessions (at least weekly, if not at the end of every day) should help keep the studio orderly.
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  While it’s possible to develop processes for just about any activity, the best way to develop procedures is to first examine why they may be useful or necessary.


  The compulsion among designers to create order around everything sometimes extends to trying to devise processes for design creation as well. It’s a slippery slope that starts with a systematic approach that leads to solutions. The creation of design has to allow for the unexpected, the leap of imagination that leads to breakthrough ideas.


  Having said that, the industry-wide term “creative process” is used with the understanding that there is a sequential way to approach design activities. In the broadest terms, the process begins with audits, analyses, and development of strategies, followed by brainstorming, concept development, and refinement, moving through design development and further refinements and finally to implementation. The point of this process is to provide a base of knowledge for the creative impulse, not to stifle it.


  There are, of course, many important activities that are necessary to codify. Anything to do with time, money, and the transmission of information is crucial to the well being of the organization, as well as necessary to fulfill legal, financial requirements. Since these are routine, repetitive activities, processes that function as conduits of information best manage them. It’s especially useful to devise systems that are integrated to avoid unnecessary, redundant recording of data.


  Tracking time is fundamental to understanding the financial status of projects, as well as gauging the staffing level in the studio. Studio members need to be educated about how to control and keep track of their time, not only to meet project deadlines, but also to allow for administrative and marketing activities. The knowledge that disciplined time management allows for significantly more productive design time may be a stronger incentive than just knowing that cost control and client billing is tied to timesheets. Whether time is billable or not, all aspects of the workday should be recorded. When staff members are working at over 90% capacity (that is, in an eight-hour day, they have less than an hour of down time), or that people are booking inordinately many hours for long periods of time, including weekends, it’s a signal that there may not be enough people to do all the work in the studio.


  Timesheets can be very detailed, capturing every aspect of assignment work, from briefing meetings to print/fabrication/supervision. This information is useful in tracing the relative levels of job costs phase by phase and can also be used to help price similar assignments. Unfortunately, it’s also an unwelcome effort to input this level of detail, and many design firms avoid such detailed subcoding. Agencies and design companies also track time spent on pitching accounts, administrative chores, and studio maintenance. This information reveals how much of a person’s time is billable, how much is used to generate new work, and how much is part of overhead. Since everyone is anxious to leave at the end of the day and the earliest part of the day is usually a good time to review the previous day’s work, early morning is best for doing the previous day’s timesheet. It’s not as complicated as it sounds.


  Another employee-related procedure is the use of expense reports to track reimbursable expenses incurred by employees. These may be bill-able to clients, or not; they may be unrelated to project work, but most assuredly it is important to have a written record of all moneys expended. When timesheets and expense reports, as well as other reporting tools, are integrated so that such data flows to job reports, it greatly simplifies the task of billing assignments.


  Every studio needs to manage its project information. Design specs, meetings, deadlines, budgets, scope changes—all must be recorded and distributed to the appropriate people. There have to be pre-set arrangements or tools (forms, memos, and /or briefing sessions) whereby such information is circulated to the people who need it. Minimally, as soon as a project is received, it should be assigned a job number and job files. Proposals, contracts, correspondence, meeting reports, specifications, change orders, and all other pertinent material should be kept in the job file.


  Most firms develop a certain style, or look, to their client communications, including marketing materials, proposals, meeting notes, etc. Obviously, it makes a lot of sense for a design firm to be smart about controlling its visual presentation. What is a little more difficult is creating routine formats, or boilerplates, for proposals. While it’s reasonable to organize them structurally, and of course to have all legal and financial terms kept the same, it’s almost always necessary to tailor the body of the proposal to the particular client, industry, and project situation.


  All outside services that are contracted by the studio should be documented. Services such as photo retouching, illustration, photography, model-making, outputting images, fabrication, press tests, and so on, as well as on-site freelance personnel require a written record of what is being requested, by when, at what prices, and (for illustration, photography, and copywriting) under what terms. Purchase order forms are the most common vehicle for such agreements and can adequately protect your interests when they include information about terms and conditions such as copyright, usage rights, credit lines, and so on. Use other standard forms for frequently needed agreements such as confidentiality, model releases, sale of artwork, and so on. Keep forms simple and clear. Most people would rather check off boxes than write paragraphs.


  A good rule of thumb in creating processes for a studio is to make sure that the procedures answer a need, are easy to use, and that their utility is clear and understandable by all of its audiences—inside and outside of the studio. A well-managed studio is one in which its staff members understand their responsibilities, feel empowered to do their best, and communication among its members is constructive. It’s a place where the physical setup is able to weather the tempest of rushed deadlines because it’s easy to find things and they can be depended to be in working order. And, finally, an efficient, harmonious studio has systems that exist only for the purpose of facilitating the flow of information as effortlessly and seamlessly as possible.


  © Eva Doman Bruck


  CHAPTER 5


  USING FINANCIAL REPORTS
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  Every business owner, including owners of firms offering creative products and services, should have an understanding of financial management tools that can be used not only to better the bottom line but also to rate the effectiveness of the firm’s operations. The accounting software used by every firm today is capable of breaking financial data into many helpful reports. If the firm’s owner has little exposure to accounting concepts, however, these reports may seem obscure and hard to evaluate. In such a case, the firm’s accountant can be a helpful ally in translating the reports and educating the owner with respect to financial terms and concepts. Once the owner is able to analyze these reports and develop appropriate action plans, the reports become a fascinating necessity rather than a mystery.


  Key among the many reports are the balance sheet, the profit and loss statement (P&L), and the statement of cash flows. The balance sheet gives a picture of the firm at a moment in time. It shows the firm’s assets, liabilities, and equity. The P&L is a historical statement of how the firm has operated during a particular time period, such as the current year or the preceding year. It gives income, shows expenses, and, on the bottom line, shows net profit or loss. The statement of cash flows shows how much cash has been generated by the business during a specified time period, how much money is invested for the business to operate going forward, and the source of these investment dollars. These reports can be used to yield various ratios, which relate the amount of one category to the amount of another category. Such financial ratios are indicators of the health (or lack thereof) in the firm’s functioning. Such ratios are most meaningful when compared to similar data, which might be the same ratios from earlier years in the firm’s history, industry averages of how firms of this particular type generally operate, or management objectives.


  According to Kenneth R. Pacheco, an accountant with designer clients who is a partner in the firm of Carney, Tiger, Krell & Pacheco, P.C., “Design firm managers who are comfortable reading financial reports do better in business than managers who cannot. For example, gross profit percentage is like a report card on how effectively your firm does business. If an owner sees that gross profit has fallen, it raises a red flag and the owner can investigate what is happening and take whatever actions may be needed to get the business back on track.”
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  The balance sheet shows the assets, liabilities, and equity in a business. A key equation for the balance sheet is that assets equal liabilities plus equity. So if a firm starts with an investment of $100,000 in cash, the balance sheet on that first day would show $100,000 in the asset account titled cash and $100,000 in the equity account. Assets are broken down into current assets (such as cash and accounts receivable), fixed assets (such as fixtures, buildings, land, and equipment), and other assets (such as security deposits or intangibles, which might include trademarks, patents, and copyrights). In somewhat similar subdivisions, liabilities may be current (such as accounts payable or notes payable, including a bank line of credit) or long-term (such as a mortgage or a bond). Equity consists of the capital invested to start the business plus the profit earned in each fiscal period. If $100,000 is invested to start the firm and the profit in the first year is $51,000, the retained earnings account will show $51,000 and the total equity will be $151,000. If the profit in the second year is $84,000, the retained earning account will show $135,000 and the total equity will be $235,000.


  Looking at a balance sheet from the first day of a fiscal year and then at a balance sheet for the final day of a fiscal year is like looking at two different snapshots. We see how the fiscal picture looked at two different moments, each frozen in time. What we do not see, and need to see, is the information that caused the balance sheet to evolve in the course of the fiscal year.
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  The profit and loss statement offers data on how the business has performed during a certain time period, such as an entire fiscal year or the year-to-date. The P&L starts with revenue, which for most creative businesses will come from clients (but would also include income from any other source such as interest on deposits or royalties on a book or licensed product). If there is a direct cost connected to the sales (such as a business with inventory), there would be a cost of sales category. Gross profit is revenue minus the cost of sales.


  Then the general and administrative expenses (such as salaries, office supplies, shipping, equipment rentals, and a health plan), plus depreciation (of purchased equipment) and amortization (of leasehold improvements), are calculated and subtracted from gross profit to reach net profit (or loss). A comparison of P&Ls for two years allows each item to be checked to see whether it has increased or decreased. If a particular item has grown too large, it can be a red flag for an investigation to discover the reason why and make appropriate changes.
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  A profitable company may still be starved for cash. Problems with short-term liquidity may impair long-term viability. There are many variables affecting whether a firm will have more or less cash, such as the amount of inventory that it keeps on hand, the amount of credit granted to customers, the amount of credit that suppliers will grant to a firm, whether shares should be issued or redeemed, whether long-term assets should be purchased or sold, whether to increase or pay off debt, and when to pay distributions (often in the form of dividends) to shareholders.


  The effect of decisions about these variables are reflected in the statement of cash flows, which is broken into three parts—cash flows from operating activities, cash flows from investment activities, and cash flows from financing activities. The typical firm will be most concerned with cash flows from operating activities. Starting with net income for the period, increases or decreases in current assets and liabilities will create adjustments to reach net cash from operating activities. For example, if accounts receivable increase from the starting date of the period to the ending date, then the firm has “invested” in the additional receivables owed to it and has less cash because of that investment. On the other hand, an increase in accounts payable means that an outside supplier is “giving” to the business in the form of credit and the firm will have more cash. A number of other accounts must also be included in the computation. By determining cash flows from operating activities, we gain an accurate measure of the cash-generating capacity of the firm.


  Then investment activities (such as depreciation and amortization charges, lending money, and collecting on such loans or buying or selling income generating assets) and financing activities (such as obtaining investment from owners, borrowing money and repaying amounts borrowed, and obtaining long-term credit from creditors) are then assessed to complete the statement of cash flows. The statement of cash flows is a record of what caused increases and decreases in cash. It is a valuable tool in ascertaining how to maintain the liquidity of the firm.
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  There are many ratios, but among the most useful are those that help evaluate liquidity, solvency, efficiency, activity, and profitability. Each of the ratios compares different numbers that assess the firm’s operations. The ratios are especially informative when compared to prior periods or industry averages (or the ratios of other firms).


  Liquidity ratios include the current ratio, the quick ratio, and the defensive interval ratio. Using the balance sheet, the current ratio takes current assets and divides them by current liabilities. This indicates whether the firm has sufficient assets to cover its liabilities. A good ratio for this would be 2, since it would show twice as many assets as liabilities. The quick ratio is current assets (excluding inventory and prepaid expenses) divided by current liabilities. Essentially, this compares cash plus accounts receivable with accounts payable. A ratio of 1 indicates that liquid assets are adequate to deal with the immediate future. Finally, the defensive ratio is quick assets (cash plus accounts receivable) divided by daily operating expenses. This shows how long the firm could survive without cash coming in. It should be at least thirty to ninety days.


  Solvency ratios detail the relationship of debt to equity. For example, the debt-assets ratio is liabilities divided by assets while the debt-equity ratio is liabilities divided by equity. If the debt-assets ratio becomes too high, it may foreshadow a solvency crisis and banks may be reluctant to extend additional credit to the firm.


  Among ratios targeting efficiency are the net multiplier, net revenue per total staff, salaries per total staff, the chargeable ratio, and the overhead rate. The net multiplier divides net revenues by direct labor expenses. This shows how much the firm multiplies such direct labor expenses in its billings. Net revenue per total staff divides net revenue by the number of employees in the firm to find the average revenue per employee. Salaries per total staff divides total salaries by the number of employees to determine the average salary. The chargeable ratio divides direct labor expenses by total labor expenses and reflects how successful the firm is in having employees work on projects as opposed to doing general administrative work. And the overhead rate (computed before profit distribution) divides the sum of payroll plus general and administrative expenses by direct labor expenses.


  Activity ratios look at the speed with which certain key functions are accomplished. The average collection period divides average accounts receivable by average daily gross revenues to determine how long the average client takes to pay. Unbilled fees in work in progress divides the billable value of work in progress by average daily gross revenues to see how long revenue is tied up because the work remains in-house and cannot be billed. The net fee backlog as a percentage of net revenues divides the fee backlog for work under contract by net revenues to see what percentage of fees are unbilled compared to those that have already been billed. The net fee backlog can also be divided by daily revenue to show the number of days of daily revenue contained in the backlog.


  Finally, profitability can also be subjected to analysis by ratios. Profits can be divided by net revenues to determine the percentage of profits based on net revenue (net revenue is income from projects excluding reimbursables and consultant’s costs) or by gross revenues to determine the percentage of profits based on gross revenue (which would include all income). The return on net worth (which is the same as equity) is found by dividing the profit after tax by the stockholders’ equity. If this return is less than could be earned investing the money in bonds, for example, it may suggest that the investment in the business is questionable or that there may be ways to improve profitability.
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  Accountant Kenneth R. Pacheco states, “The most important ratio for a graphic design firm to watch is the gross profit percentage. First, direct project costs are subtracted from revenue. This leaves gross profit, which is divided by revenue to determine gross profit percentage. Graphic designers and many service industries should make 50 percent or better. Many design firms are as high as 67 or 68 percent. As firms grow and staff size increases, it becomes more difficult to keep the gross profit percentage that high due to management of staff. Another important ratio for a graphic design firm is the current ratio, which should never be less than 1 and ideally would exceed 2. Also, design firms should be able to calculate their breakeven point, which is overhead divided by the gross profit percentage. If overhead is $400,000 and the gross profit percentage is 55 percent, then the breakeven point is $727,272.”


  The balance sheet, P&L, and statement of cash flows are indispensable to the proper fiscal management of a firm. Likewise, while ratios may not be a source of delight, they can be a source of insight. What point is there to lavish energy on creative work when a firm’s financial management is given short shrift? Only the financial success of the firm allows the creative achievement to continue unabated. For the owner who feels challenged by not having been exposed to accounting concepts, there are many books available that explain the basic concepts. Using the financial management reports and mastering the ratios are important ways that an owner can guide his or her firm to ever-greater productivity and profitability.
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Other materals o ba provided

Form 3 computr
Qother spacified as

Delivery Date, Tha Dasigner agrees fo deliver the Work witin_____ days afte th sianing of 1 Agraeman.

Grant of Rights. Upen payment Designer

For usa @, languags
For the product or publicaion name,

I the following_terton
For the folowing time peiod.

Wit respest o oovs, he Clnt shall fla o tha cortrary
e,

Other Imitaticns

161ha Wtk i or Use as a conibution o a magazine,the arant of ighis hall be or one ime North Amerizan serial
tighis oy unless spsified 1 the contary above.

" e

ey
Poics revert o 1o Dasignar wihcut prefucics 1 he DSsiansrs ight fo ratain sums previously paid and collect
acklifcnal sums s,

Reservation of Rights. Allrights not xpracly aranted hereundar ara asarvad fo he Dasignar indluding but nat
It o5l iyl lconc e For s o s et dcteic 0
ored,

ot ik CORON sompuer dasasn ant ot e

Fee. Clisnt agress 0 pay the fllowing for ths usaga fiahts rariac:
3 an ackance of S____to be recouped agains ryalies o be computed a5 olows__
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2 . The Suppller agress to obtain roleasss for any ar, photography,or other copyrighted matsrials 0 be.
ncorporated by the Supplerntothe Images.

2. o

ights. nor pivacy of. o ibel, cther persans.
The Sl aarecs s iy and hld hamics. o Dicignr sganel any clame, slments, et oot
atomey's fess, and oher expensas arising fom any alagad or sctua braach of tis wananty
. Arbitration. undar th submitid

Tules of he American Afitation Associaton. Judgment upen he arbitraion award may ba snisred in any court
3 snall

i arbiation provision.
. Assignment. The Dasignar shall hava the ight to assign any o 3l of i fights and obligaions pursuant 0 tis
Agresrment s of tis Agresrment,
but sl not rrake any other assignments heraunde.
m and Termination. This Agreament shall hava  tam sncing ___ monife afier paymant pursuant to
o s
ant may tarminata therzafer i e Supplis fais 1o achera 1o the spacifcalions o schedua for he Imagas. This

the partas pursuant o Paragraphs 3, &, 9, 10, 1, 12,13, and 14 shall suniva teminaton of ths Agreement.

allany. This Agrserment consitules the onie understanding bstween the partes It ferms can bs modifed

crly by an instrument in wiling signed by both partis. A walver of 3 breach of any of the provisiens of this
e
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Suppier Designer.
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AGREEMENT arferad irto as of tha _
located at
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NOW, THEREFOFE,
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s intetal

. Payment, D
25 of tha cata of dalivary of he Images. In tha avent thal wark s postpened or canceled at the requast of e
Dasigner, the Suppler shall ha the ight t bil and b9 paidpro rata for werk completad firough the date of that
raquest butths Designer shall have 1o futher abilty hereunder

. Revisions or Reshoots. The Suppler shall be givan the st oppoRuTiy 10 maks any ravisicns of feshosts
raquestad by the Designar If tha favEions of rashaole ara nct cus o any faul cn the part of he Supplier, an
adiiicnal fea chall ba charged as follns
I 1he Supplier cbjects 1 any revisons 1o b3 ads by the Designe, e Suppller shal havs the ight o have any.
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I hereby grant to [your name| permission to use the following works:
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in the following manner: [name of publication, product or other use and extent of
usage, including whether the image can be used in traditional media, clectronic medic,

As an express condition of this anthorization, a copyright notice and credit
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Copyright Owner

Date
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