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our Association is on the march. The year 2009 is starting out to be a very dynamic year for the Texas Association of Licensed Investigators. Each year we grow stronger,
provide more services and meet more needs.
By now two major events have taken place. In February we
held the annual Mid-Winter Meeting in Irving. For the first
time this meeting was held in conjunction with NALI. Not only
were several NALI members in attendance but they also held a
Board of Directors meeting. I continue to be pleased with the
quality of the speakers we are able to attract. Program Chairman
Ken Heldenfels of Austin did an outstanding job for this event.
The ethics presentation was on ethical report writing. Highly respected plaintiff’s attorney Frank Branson of Dallas enlightened
everyone on his industry standard investigation of 18 wheeler
accidents. And the highlight of the conference was a personal
presentation by U.S. Congressman Pete Sessions.
We continue to get very high marks from attendees and
the vast majority return for another conference within the year.
TALI meetings are the best place in the Southwest to learn and
network. No one does it better than TALI, and I am proud of
that.
The other event was Walk the Halls held on St. Patrick’s
Day in Austin. This again is a critical year for our profession,
and thanks to many of you for turning out to make our presence
known once again in Austin. You should know that TXDPS and
thus the PSB is in sunset legislation in this session. That means
we must be very diligent as anything can be added to the Sunset
bill at any time without committee hearings. We expect to be
on guard the entire session. Our legislative efforts are being led

by Mark Gillespie and Sherrie Lacy, working with our lobbyist
Keith Oakley and myself. If asked to assist it is important you
answer the call.
Next for the Association is the summer convention which
will be held in Austin on August 6-8. I have seen the early work
on the speakers and pre-conference seminars, and you must be
there. If you want to build your business come and meet with
fellow TALI members and pass out those cards. It works.
At this meeting we hold the TALI Annual Business Meeting with the election of officers. This year will be watermark
year for TALI as we will select our first President-Elect. Also two
Directors at Large positions and two Regional Directors will be
elected. Watch for a detailed e-mail regarding the election process, and if you want to be a part of this movement raise your
hand and run for office.
Soon we will start the announcement of the National Investigators Conference which will be the work of PI Magazine
and TALI. This meeting will be in Dallas in March 2010. The
reason we are doing this is so you—the local member—will be
able to meet with investigators all across America and the Free
World. This will be big—the biggest event for investigators ever
held in Texas—many are already working to make this a success.
You being there will make it a success—do not regret missing
this opportunity.
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Jim Bearden, TCI, JD - TALI General Counsel

2009 will mark my 40th year as an investigator. While it’s true that
most people nowadays think of me as an attorney and TALI’s general counsel, I have been registered or licensed as an investigator since 1969 when
I was registered at the tender age of 17 years. I am so old that when I first
registered, the board did not exist and I went to Dallas County Sheriff
Clarence Jones who interviewed me and gave me a “Special Deputy Sheriff
Commission” which allowed me to conduct investigations in Dallas County. I vaguely remember some years later registering and eventually in 1972
becoming licensed by the then Private Investigator Board. I am told that
in 40 years of being in the investigative industry I have weathered at least
seven and possibly as many as nine separate recessions. I started off in 1972
as a one man shop and gradually grew the company up to where Bearden
Investigative Agency is in multiple cities and is one of the larger private
investigative firms in Texas generating several million dollars a year. So I’ve
had the experience of being a one man shop, a two or three person shop
and then eventually the bigger shop that we are today. Contrary to what
you may read elsewhere, generally recessions are very good for the private
investigative industry.
 TTI • The Texas Investigator • Spring 2009
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The reasoning is simple. When times are bad people tend to
fight over money more. Whether it’s insurance claims, business
theft, litigation or divorces, people tend to need to hire outside
professionals to assist them to retain or expand their fortunes.
However, having just seated a new president, a partially new Congress, expanded the hopes of a nation and a war apparently winding
down with multiple federal proposals for pumping money into the
economy, it still appears that the recession we are in will continue
for a period of time and, unfortunately, it appears it is a tight money recession. Recessions have many phases.
I am not an economist but over the years I’ve seen most recessions simply be a downturn in business, people tightening their
belts a bit but continuing with optimistic business plans and the
hiring of investigators to help them retain or expand their fortunes.
However, I remember only one other “tight money” recession. It
was some time in the 80’s and it smelled like, tasted like and looks
like the recession we are in today. I learned that because money was
tight, nobody would loan money and often there was not an availability of ready cash for payrolls and inventory purchases and this
was reflected by a lack of money to “prime the well” for the hiring
of professionals such as investigators, attorneys and accountants to
battle to retain fortunes. I am not even close to being an economist.
However, I have been a pretty good business man and I expect that
through the third quarter (September or October), 2009 is going
to be a very tough for private investigators and particularly for the
overwhelming majority of investigators who are one or two man
shops. I expect that by December of 2009 absent a miraculous recovery, that 50% of the investigators who receive this magazine will
be out of the investigative business. Don’t feel too bad for them. In
many cases that will reflect that they are smart business people and
they will get out while the getting is good without accumulating
a bunch of debt. They may then come back in later when times
are good again. The less fortunate
ones will be the ones who stay in
the business because of ego, run
up substantial bills and debt and
have little recourse other than
bankruptcy or personal disaster
by the end of the year. Even considering that, a 50% attrition rate
in a recession is not statistically
that bad. A recent study indicated that 90% of private investigative businesses don’t survive three
years. If you don’t believe that,
go to the public library and look
at some old yellow pages and go
back five years. Call the numbers
and you’ll find that a very high
percentage are out of business. As
TALI general counsel it is my job

to encourage you to make smart business moves. Nothing in this
article is absolute, I am pulling on a lot of experience, some surveys and some good common sense and hopefully encourage you to
think through what your business plan will be during the coming
recession. Since World War II, most actual recessions have lasted
about three quarters or nine months. However, that is somewhat
deceptive because of the definition of a recession. Business activity,
primarily gross national product (GNP) can go up and down for a
long period of time so that it still feels, looks and smells like a recession but the scientists say that we came out of the recession for a
short period of time and nobody knew it.
As some investigators for their own reasons get out of the business, that allows those who are able to survive to actually expand.
Expanding investigative firms can become specialists and that
means that for those investigators who come back into the industry
in a year or two they have a larger market with fewer comparable
competitors and they can often times develop a niche more quickly
to re-establish their businesses.
Every company and every person who acts as an investigator
has a different circumstance. The purpose of this article is simply to
get you to think about your game plan for 2009 and well into 2010
so that you personally maximize your opportunities and minimize
your risks.

Evaluate Your Business
The first issue that needs to be addressed is to ask yourself “Why
am I in the investigative business?” Is it ego? Are you simply in love
with the idea of saying you are an investigator? Is it a supplemental
income that’s really not necessary to your survival? Are you drawing

description
surviving
retirement and just do investigations occasionally to supplement
your income? Are you a full time solo? Is investigation the only
source of income you have but you have no realistic hope of growing your business into a company? Or, are you actually taking steps
to grow your company to something that you can sell upon your
retirement or death?
Think hard and ask your spouse for their opinion why you
are in the business. We all lie to ourselves so find someone close to
you and have them answer why they think you are in the business.
Ego is okay. A large percentage of the retired police officers who
are drawing pensions and only work occasionally are doing it less
for the income it provides than the fact that they simply can’t turn
loose of investigations. Look, investigations can be like a drug. If it’s
ego that drives you, you’ll probably want to try to minimize your
expenses, work as a registrant for another licensee or go to work
in-house for a company during the tough times ahead. It will allow
you to continue investigations with little down-side risk.
If you are working for a supplemental income, you too have
many options to share workload with others, network or work for
companies in house. There are a lot of options available to you to
obtain supplemental work without heavily investing in infrastructure and marketing since it’s not your goal to generally build a large
business with all the problems and investment involved.

Probably the most severely impacted is the investigator who is a
full time solo operator. Oh, you may have two or three people who
work for you part time but you’re still a solo operator. These are the
guys who’s actual livelihood and survival depends upon them generating enough net income to pay their bills. These are the people
who I mentioned before may thrive but others may go bankrupt
if they allow debt to accumulate or they become overly ambitious
at the wrong time. The full time solo has the greatest opportunity
during this recession but also the greatest risk. This group of investigators really needs to think through and have a business plan for
the coming year.
Lastly you have the person trying to build up their practice into
a true company. There are actually relatively few of these. Hoping
to grow it or wishing that it would grow is not what I am talking
about. I am talking here about the person who already has a long
history of sacrifice of their personal paychecks so they can pay employees. I am talking about the person who has already invested
significant sums in marketing, infrastructure, good will and the intangibles that will someday allow them to have enough people to
generate sufficient income where they don’t have to come into work
every day. I am generally not really worried about this group. They
have a history of sacrifice, they know how to manage their businesses and while their dreams are likely to be delayed during this
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surviving
recession, if they are prudent they will tend to survive and be the
ones who will hurt the least but actually benefit the most towards
the end of this recession.
Now consider your normal clientele. Consider their position in
this recession and how that will impact your business:
Background Clients: These are usually for new employees and
we are losing tens of thousands of jobs a month. Few companies anticipate hiring new employees in 2009. I suspect that background
firms are going to have a very difficult time over the next year because demand is likely to drop significantly. If you do backgrounds
and you’re determined to survive, check into the governmental
sectors because many governmental positions require repeat background checks. Unless required by law, all background checks are a
discretionary cost to companies. Over the years I have found that
when a company’s money gets tight, the first thing they cut are
outside contractors and non-essential expenses. Unless mandated
by law, most background checks are not mandatory expenses.
Attorneys: Attorneys are some of the tightest people God ever
produced. They are perfectly willing to spend other people’s money
(clients, court appointments, etc.) but as things get tighter in 2009
more attorneys are either going to cut investigation or begin to do
the investigations themselves to grab those billable hours. However,
I think that in the last quarter of 2009 or perhaps the first of 2010
that may change. The legislature is in session this year and laws will
be changing. The courts are on salaries so there will be long summer
vacations during the summer but as the economy recovers in the
end of 2009 or beginning of 2010, there will be a very large build
up of cases that will quickly be put to trial. Frankly, every year is
that way. Attorneys work and try a few cases from January through
June then judges go on vacation through August and from September through December the judges try to push their dockets and
cases hard so it looks like they’ve been busy all year. If your primary
clientele are attorneys you will probably see some of that business
rebound in the latter part of 2009.
Business Clients: Depending upon the type of businesses you
represent, 2009 could be a good year. If a business spending for
investigative services yields them a good return on investment you
are likely to be very busy this year. Almost all business revenue’s are
off so far in 2009 and the investigator who can show that a dollar
spent on him returns multiple dollars to the company could wind
up being a rich person. However, many small businesses are not going to have sufficient surplus money to prime the well. They simply
won’t have surplus monies beyond payroll, inventory and overhead
to hire investigators regardless of how much money is returned by
the investigator.
Insurance Companies: 2009 to 2010 could be good years for
investigators who’s primary clientele are insurance companies. As
the economy worsens, false claims and insurance claims are likely to
increase. So, many insurance investigators may well thrive through
2009 and 2010. The negative is two-fold. First, insurance compa-

nies are notoriously disloyal and will go with the cheapest investigator. As you may have read above, there will be a rising surge of
investigators who are willing to lower their rates to take investigative business that they would not normally have taken. It may be a
very difficult year for insurance investigators who are not willing to
be competitive on their rates. Yet, if there is an insurance investigator who has a loyal adjuster clientele then 2009 could be a banner
year.
Individuals: For individuals who want to know about infidelity,
custody or missing persons cases, there will always be a substantial
market. Since most of these users are one-time clients whose need
is urgent, there will remain a strong demand even though the total
numbers will drop because of the weakness of the economy. Many
of these people will gravitate to the lowest rate because of their own
economic problems so persons dealing with individuals will likely
have to drop rates and get competitive as the year goes on.
Experts & Specialists: Experts and specialists are inextricably
tied to the legal business. The legal business looks bleak until the
end of 2009. The early part of the year though, many firms will be
spending monies to prepare for that end-of-year rush so it is hard to
estimate how these experts and specialists will do. Long term however those investigators who specialize in civil expert testimony or
specialty testimony are going to have a difficult time. This is largely
tied to the dramatic decrease in the number of actual trials that are
being tried in today’s courts. Because of tort reform in 2003, cases
have dropped throughout the state to as little as 1/6th of the number of trials tried in 1999. There will always be work for experts,
but—where they were paid thousands of dollars for their testimony
in the past—the general move from trials to mediated or arbitrated
proceedings will likely allow them to reach a conclusion, write it in
a report but actually testify less and less as time goes on. Make no
mistake about it. In Texas, the day of the true civil trial is limited.
Numerous speakers on the legal circuit talk about how lawyers need
to get away from expecting actual trials to mediating or arbitrating
conflicts. As you can well imagine, lawyers don’t love this but it has
a big impact beyond lawyers, it will clearly affect support personnel
as well as lawyers in coming years.
So now think about why you are in this business and the nature of your existing clientele and whether it is worthwhile trying
to survive in the coming recession. If it is, try to get your business
in shape.

Evaluating Your Business
If you opt for survival, then generate a positive business plan.
Figure out how you are doing currently in your business. Coming
up with proper ratios is a slippery slope for one man shops. There
are Standard and Poor ratios available for larger investigative companies but they are primarily for publicly traded guard/investigation companies and they frankly are not appropriate for most Texas
investigators. For over 20 years we’ve kept computerized accountSpring 2009 • www.tali.org



surviving
ing that allowed us to look at our ratios to see where we were. None
of these ratios are magic but they seem to work. I have broken the
ratios into two categories. The first is those companies making less
than $100,000.00 a year gross revenues and the second those in excess of $100,000.00 a year. Don’t use a single month’s revenue but
average out a year’s revenue and see where your company stands:
Your
Company’s %

Item

% < $100k

$ > $100k

Gross Revenues

Less than $150k

Greater than
$100k

% ___________

All Payroll
(including
owner)

45%

50-55%

% ___________

Fixed Overhead
(office, phones,
copier, utilities,
etc.)

12-14%

8-10%

% ___________

Taxes
(Sales, 940, 941)

10.5%

12%

% ___________

Payroll Taxes

10% overall
(or 15% of
actual payroll)

9% overall
(or 15% of
actual payroll)

% ___________

Investigative
Expense
(database,
mileage, cell
phones, long
distance,
postage, etc.)

21%

18%

% ___________

Intangibles
(license, insurance, worker’s
comp., membership, etc.)

4-11%
(depending on if
you have
worker’s comp)

2-9%
(dpending on if
you have
worker’s comp)

% ___________

Profit

10%?

10%?

$ ___________

Some basic suggestions for surviving difficult times or start ups
in the investigative business include:
1. Hire a payroll company and pay yourself a salary. A phenomenal number of small businesses and investigative firms go out
of business because they get in trouble with the IRS for not paying
their payroll taxes. Payroll taxes are a complex matter and it is easy
to find a payroll company that will pay you a regular check and
make all of your tax deposits in a timely manner for you for as little
as $20 a month. Even if you are the only employee of your company, pay yourself through payroll for several reasons. First, you don’t
want the IRS showing up at your door and demanding a huge tax
payment from years past with all of the attendant fines and interest. The IRS’ top priority is to ensure that payroll taxes are properly
paid. Regardless of the form of your business, you have personal
liability as an owner or manager to make payroll tax deposits properly. The IRS is one of the few organizations that actually take your
house to satisfy your tax obligations. Payroll processors are cheap
 TTI • The Texas Investigator • Spring 2009

and will keep you out of a lot of trouble.
2. Find a good accountant - not a good CPA. Find somebody
who can computerize your billing, receivables and payables for a
reasonable cost each month. CPA’s, like attorneys, are expensive
and have a specific use. If you have a tax dispute with the IRS, you
want a CPA—you do not want a CPA to do regular accounting
work because they are often terrible at it and are too expensive.
Differentiate in your mind between an accountant and a CPA and
their uses.
3. Office rental. If you have a choice between offices, get one
that has street signage attached. Having that investigative firm
name up there for passing traffic is an extremely effective way of
generating business. Every person who passes your office who has a
problem that could be affected by an investigator will think about
using you. Absent your signage, it may never have dawned on them
that an investigator could be of use to them.
4. Automate your report generation process as much as possible. As an investigator, you are only as good as your report. When
a report goes out your door, it speaks about the quality of the work
that you do for the next 100 years. No client, no attorney and no
court throws away investigative reports. Decades from the date of
the report, people will be looking at your work product and judging
you on how good your report was. Frankly, as an investigative manager, our field work may only be as good as the competitor’s field
work but our reports almost always put them to shame. They look
detailed, professional and justify the higher rates we charge. Most of
the investigators who work for my investigative company will never
actually meet the client. The only way that the client can judge the
quality of that investigator’s work is through the report. Worry less
about the quality of the work you do in the field and more about
how you provide the information to the client. Remember, what
you know is absolutely useless unless it is conveyed to the ultimate
user fully and completely in written format. By definition, if there
is a trial or even a
hearing you are likely
to be excluded. When
you do testify, it will
typically be only regarding very focused
areas that remain in
dispute. You never get
to volunteer information. A good report
however can actually
be put into evidence
under the business
record statute even
if you are dead and
gone or out of state or
if the attorney frankly
doesn’t like your look

but loves your report. Master your reports
and you are far, far more likely to stay in
business than the great investigator who
doesn’t do good reports.
5. Cut unnecessary expenses but don’t
ruin your business. It can be a measure of
how bad a business person you are if you
cut expenses to the point to where you no
longer can conduct business. It is common
in difficult times for those investigators who
are not experienced business people to simply start slashing everything in sight. Databases, trade memberships, and vital personnel can all end your business if they are cut
arbitrarily. Think through what is necessary
and retain that, and deal only with necessary expenses using a long term approach
in deciding what is useful and what is not.
Costs you may want to consider cutting include: Your own paycheck. As owner you
are in a position to make it up when times
are better. If you want to stay in business
reconcile yourself to the fact that you may
have to cut or delay your own paycheck.
Re-examine your marketing costs. TALI
has some good seminars on marketing
but relatively few on selling. I am a lousy
marketing person. However, once I get in
front of a customer I will sell them nearly
100% of the time. Many companies think
that mail-outs or advertisements are good
marketing moves. Depending upon the clientele that you identified above it may be
wasted money. For instance, mail-outs to

attorneys or advertisements to attorneys
are very expensive and near useless. My law
firm gets probably 20-30 pieces of mail propaganda a day which gets a very brief look
and, unless it is remarkable, it gets trashed.
What is far more effective is to either make
an appointment or show up at a building
housing attorneys and carry small gifts to
the paralegals and secretaries and then ask
for face time with the attorney. Most attorneys are polite and will take a few minutes
to talk to you. You don’t need to make wild
or outrageous claims because they will likely
hire you because of your personality rather
than believing how professional you really
are. Marketing doesn’t make you a penny.
Marketing simply may create an opportunity where you can get in a position to
sell. Reduce your marketing costs and make
your sales pitch more personal to whomever
your clients are.
6. Always answer your phones. People
who use private investigators don’t like to
leave messages on machines or with answering services. Call forward your office
phones to your cell if you’re going to be out.
It is better to have your wife or secretary answer and take a name and number than ask
someone to speak to a machine. Remember that people who use investigators are
dealing with confidential—extremely sensitive—information, and almost no customer
likes to speak to a voicemail or a machine.
Try to personalize the information flow in
your office as much as possible.
7. Increase the efficiency in your less
productive areas. Getting a strictly enforced
billing policy down is critical to survival.
I recommend that you have a minimum
1/4 hour billing for any individualized
work done on a matter. Take your normal
expenses and standardize them. Instead of
billing your client $2.00 for the database
you ran, bill them $25 for that database to
which they have no access and which you
took your time to run. Doctors, lawyers and
other professionals don’t typically bill anything at cost. A real word to the wise: a large
Stanford research project involving billable
time found that the average time biller under-billed 40% of his time. The quickest
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way to cure that has been found to
be to keep your notes as you work
throughout the day on multiple
cases. The last thing you do before going home at the end of the
day is to fill out individual billing
slips accounting for all the hours
you worked. For instance, it’s been
found that if you work on five cases during the day and you fill out
a billing slip after you work each
case, you’ll typically only bill four
to five hours in a full day. However you’ve been there and working for almost eight hours so you
are throwing three or four hours
each day in the trash. Instead, wait
until the end of the day and look
back and use this thought process.
“I got here at 9 a.m. and it’s now
5 p.m. that’s nine hours. I went to lunch
for an hour, sat down and talked about the
football game for about half an hour with
my next door neighbor. That means I was
working on something for seven and a half
hours today. Now let me look back over the
five cases I’ve touched today and equitably
and fairly divide up that seven and a half
hours on each of those five cases.” We all
know that we have more clarity with matters in the past than we do in the present. If
you will follow that simple command you
are likely to bill 40% more time in your
week.
8. Make your reports more efficient.
Learn how to use templates or programs
like HotDocs to generate out some standardized forms for your most common type
of investigative reports so that you are simply required to fill in the blanks. Learn how
to copy database reports so that you can
cut and paste the database information into
your report and then clean it up to lengthen your reports. Always keep in mind that
your reports exist for 100 years after they
leave your office and for most clients that is
the only real measure they have of the type
of work that you did. There is a real clear
dividing line between who survives bad
times. Those who write good reports are far
more likely to survive than those who write
 TTI • The Texas Investigator • Spring 2009

sketchy one page no letterhead amateur
looking reports.
9. If you have employees, control them.
Either train your employees or strictly control them. We are probably the worst industry in the world for taking an employee in
and just throwing a file at them and asking
them to do the best they can on it. While
that’s a great TV image, the reality is that
it creates a situation where the least experienced person in the office is then constantly
having to reinvent the wheel. That creates
billable time that you are going to have to
adjust and the field work and the report
rarely are going to meet a high standard.
Make sure employees are productive and
efficient in what they are doing. A few minutes training can yield tremendous results
in the field and in the pocketbook.
10. Look bigger than you are and be
safe as well. If you work out of your home,
obtain a private mail box. Most investigators don’t have clients come to their offices. A private mail box will have a street
address and a suite number satisfactory for
most people to believe that you have one
or more offices. It also protects your family
from that crazed person who has the ability
to show up at your doorstep. Incidentally,
how dangerous can the private investigative
business be? In 40 years I’ve had two of my
children attempted to be kidnapped. I’ve

surviving

been machine-gunned, shot at, had several
fights, and there was one guy caught outside my office who admitted to waiting to
throw a bomb into my office during a company meeting. While I acknowledge that
there are people who know me that would
claim that all of that is a normal reaction to
my personality, we have to recognize that
we personalize antagonism in the subjects
we investigate, and TV makes us out to be
ready to fight at the drop of a hat. Be careful and protect your families. Wash your car
license plates by registering your car tags to
the private mail box with the street address.
You can request through the phone company that the phones that are actually located
at your house will show the address at the
mail drop if that is where you are having the
bill sent. Think about your family and try to
make them as invisible as possible.
11. Keep your old clients. Take a client
who has not used you in a while to lunch.
I try to take a client or potential client to
lunch with me at least three days a week. If
your clientele is primarily attorneys, show
up in the civil court house and the criminal courthouse at 8:30 a.m. every Monday.
Find some reason to walk around through
the courthouse. Most judges have docket
calls. Different counties have different procedures but most counties have a procedure
where lawyers who have trials that week

have to show up early on Monday
morning and announce whether
those trials are ready to go. Simply hanging out in the lobby of a
large or small courthouse can be
very effective. Learn to introduce
yourself and say that you are an
admirer of the attorney and hand
out some cards. If there’s not a
rule against it, leave some cards
laying around in the courthouse.
Try to maximize your small areas
of concentration. If you belong
to a country club make sure everybody knows what you do for a
living in the country club. When
you introduce yourself or play
golf, hand out cards. If you go
to church, make sure everyone in
the church knows what you do.
Stay for social gatherings at the church and
get to know people. Offer to help a deacon
or the church hierarchy in some problem
that they have and then ask them to pass
the word that you helped. Join a rotary club
(best), Kawanis Club (2nd best), Lion’s
Club (3rd best) or other service club. Rotary clubs tend to be Presidents and CEO’s of
organizations. Kawanis tends to be Executive Vice President’s. Lion’s Clubs tend to be
Vice Presidents and department managers.

Decide which one fits your needs and try to
join. Leave your business cards around. The
courthouse is a great place to leave cards on
benches and counters as long as you don’t
violate local rules. Prime the pump by referring business that you might otherwise just
say you have no interest in to another TALI
member. It is understood that if you refer
business to a party that they will try to do
the same to you at some point.
Everybody in the investigative industry is likely to be hurting within the next
year. No business should be passed over just
because you don’t happen to do that type
of business. Familiarize yourself with other local investigators and try to refer them
business when possible. As long as you are
licensed, you can reach an agreement for
a referral fee without violating any rules.
Such fees can only go from licensee to licensee however.
Whatever you do, get a plan for the
coming year. Maybe things will go better
than anticipated, but maybe not, too. Like
any good boy scout … always be prepared.
Jim Bearden is a long time private investigator and as an attorney serves as TALI’s
General Counsel.
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TALI-Sponsored
Texas Civil Process Classes
TALI sponsors 2-3 Texas Civil Process Classes each month. This Class
will certify you to serve process in all 254 Texas counties. It is also a
great way to pick up 7-hours of PSB-approved Continuing Education
Credits. Complete details about class dates and locations can be found
on TALI’s web site at www.tali.org/civil_process.htm. All classes are held
on Saturday, unless otherwise noted.
•
•
•
•

April 4, 2009 -- Waco
April 11, 2009 -- Houston
April 18, 2009 -- Dallas
April 25, 2009 -- San Antonio
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Sherrie Lacy, LPI, TALI Secretary

T

he diverse nature of the security industry creates many
questions regarding sales tax. In September 2008, Carol
Tharp, Director Region 2, and Lee Young, Director Region 1,
held a joint regional meeting coordinated by Michael Christy
to cover this expanding and confusing topic. Two representatives from the Texas Comptroller of Public Accounts spoke to
the group, answered questions, and provided written opinions
previously issued by the Comptroller’s office.
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texas sales tax
Sales tax began for providers of security services on October 1,
1987,1 when we were required to obtain sales and use tax permits,
to collect state and all applicable local sales tax on the total amount
billed for security services, or accept a properly completed resale or
exemption certificate in lieu of collecting tax.
Security services for a government agency or a non-profit organization are exempt from sales tax. The work for the non-profit
entity must be in keeping with the exempt purpose of the organization.2
There is also an exemption certificate available for multi-state
benefit. For example, if a law firm in one state represents an individual in Texas and hires a Texas investigator to investigate a trust
case in a third state, a multi-state customer exemption may be applicable for a tax exemption. Additional information is available in
Rule 3.333, Subsection (o), Service benefit location – multistate
customer.3
Effective January 1, 2008, locksmith services and private security consulting services were added as a taxable security service.
Sales tax is due on most materials, supplies and equipment used to
provide a taxable security service.
If the seller of services is required to be licensed under the Private Security Agencies Act (Art. 4413 [29bb] V.A.C.S.),4 tax is to
be charged.

What Isn’t Taxable?
If the transaction is not taxable, expenses and mileage are not
taxable.
Purchaser/Client, Subject and Investigator all out of state. This
is not taxable in Texas. However, if anyone in Texas benefits from
the service, tax is charged. Records should clearly reflect what you
are doing.
Purchaser/Client and Subject out of state.5 “No Texas tax is
due on investigative security services conducted inside Texas when
the object of the investigation and the purchaser both are located
outside Texas, if:
1. The service provider delivers the results of the investigation outside Texas, and
2. The customer derives no benefit from and makes no use
of the investigative services in Texas.”

gation of corporate locations in Texas.”6
If the investigation for an out of state client are for purposes of
due diligence of a business the client intends to acquire in Texas,
taxes are charged.
Process Service fees are not taxable. However, charges for surveillance and investigation in order to serve individuals are subject
to tax.7
Polygraph Tests are not taxable. Charges must be separately
stated to be non-taxable.8
Court Testimony and expenses related to testifying as an expert
witness are not taxable. “This service is commonly provided on a
stand-alone basis, and it is identifiable and distinct from taxable
security services.”9
Researching, Filing, Obtaining Court or Government Records,
and Certified Copies is not a taxable service. However, tax is due
on charges you bill customers over and above the cost of obtaining information required to be furnished pursuant to the Open
Records Act.10
Witness Statements. If an investigator is retained by an attorney and directed to meet a witness, take a statement, transcribe and
transfer the statement to admissible Affidavit form, file the original
with the court and copy the attorney, the services are not taxable.
However, the security service company is required to pay sales tax
on all taxable items used in providing these non-taxable services.11
Police Reports obtained from a governmental agency. A separately stated dollar-for-dollar reimbursement for the police reports
rebilled to your company is not taxable. However, any separately
stated service charge or markup is taxable. If the markup or service
charge is included in a lump-sum charge for the non-taxable report,
the total lump sum charge must be taxed.12

Tax and Double Tax
Incidental Expenses such as airfare, hotels, meals, parking, long
distance calls, document reproduction, etc. are taxed at the time of
purchase. Sellers of security services are required to add sales tax to
these taxed items upon billing to the client because these items are
part of the sales price of the taxable service. If the security service is
subject to Texas tax, the expenses are also taxable.13

Texas Tax Code Section 151.330(e) provides for services performed in Texas for use outside this state are exempt from sales
tax.

Goods and Services.14 Resale certificates can be obtained on
certain goods that are integral to performing the service that are
transferred to the customer. For example, CDs and DVDs purchased for the purpose of providing copies of the results of an investigation to the customer can be purchased without paying sales
tax. The security service provider then adds the tax to the total sales
price the investigator invoices to the client.

Services conducted outside the state. “Detective and investigation services of corporation locations or premises located outside
Texas are not taxable if the investigation is unrelated to any investi-

Credit reporting services purchased by a taxable security service
provider as a part of a background check are also eligible for resale
certificates.

If the customer takes delivery of the service (i.e., written report,
evidence, etc.) in Texas, sales tax is due.
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texas sales tax
Nontaxable security services. Persons providing nontaxable security services owe tax on all goods and services purchased to perform those services.
Security Consultants will charge tax on the consultation fee, if
the consultant sells tangible personal property or taxable services as
a result of the consultation with the client.15
Subject is located in Texas. Rule 3.333(d) specifies tax is due if
the object of the investigation is located inside Texas.

Mystery Shopping service is a taxable service.
Collection Agencies/Services.16 Taxes are collected on the total
charge for performing the investigation service for companies with
contractual arrangements with a collection business which includes
items in their billings relating to portions of rent, accounting fees,
telephone lines, gross wages, payroll taxes, management fees and
costs of searches performed to locate debtors. These types of itemized charges are expenses the client incurs in searching for and locating debtors for the debt collection company. “Texas Tax Code
Section 151.052 requires a seller who makes a sale that is subject
to sales tax to add the amount of sales tax to the sales price, and
when the tax is added, the tax becomes part of the
sales price and is a debt of the purchaser to the seller
until paid.”

licensed under the Tax Code Section 151.0075 – Security Service.
The Texas Occupation Code, Section 1702.104 defines an investigation company to include a person that accepts employment or
engages in the business of furnishing information related to the
locations of persons and/or the location, disposition, or recovery of
lost or stolen property. This includes assisting individuals in locating escheat property. This is a taxable security service.
Additional information on “sales price” may be found in Texas
Tax Code Section 151.007 and lists items that may not be excluded
from the sale price even though separately stated, and items that
may be excluded if separately stated.19

When To Pay
Returns and payments can be made online or postmarked no
later than the 20th day of the month following the period ending
date. Sellers owing $1,500 or more in state tax per quarter must file
monthly returns. Sellers owing $1,500 or less per quarter may file
quarterly returns for periods ending March 31, June 30, September
30 and December 31. Sellers owing less than $1,000 during a year
may file yearly returns. The yearly reporting period ends December
31.

“Texas Tax Code Section 151.007(a)(2) defines
the sales price of a taxable item to mean “the total
amount for which a taxable item is sold, leased or
rented, valued in money, without a deduction for
the cost of the materials used, labor or service employed, interest, losses or other expenses…” Rule
3.333(h)(3) concerning Security Services requires
the investigation company to include the charges
for expenses directly related to an incurred while
providing a taxable service and disallows the investigation company to separate the charges for the purpose of excluding those charges from the sales tax.”
Insurance Companies, Self-Insurance Funds
and Third Party Administrators.17 Investigative services provided to these businesses are a taxable security service if the work is conducted in Texas.
Multi-State. Charges for providing security services to property or persons located in Texas are subject to Texas
sales tax. If any portion of a security service originates in Texas,
Texas sales tax is due even though a portion of the service may be
performed in another state. Credit is not allowed against Texas sales
tax for use tax imposed by another state when the service benefit location is in Texas. A customer may claim multi-state benefit provided for in Rule 3.333(o). Rule 3.287 covers exemption certificates.
Heirs and Property.18 A person searching for heirs and property
is required to hold a Texas sales tax permit and is required to be

The Comptroller’s office will determine, and notify you, at the
end of each year whether or not your company will be required to
pay monthly, quarterly or yearly based on the previous year filings.
Sales tax due is based on the company’s accounting method. If
the accounting method is an accrual basis, tax is due in the reporting period in which the service is billed. If the accounting method
is a cash basis, tax is due in the reporting period in which payment
is received.20
Are security service providers responsible for payment of tax
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texas sales tax
if they are not paid for the job? An accrual basis of accounting
requires that tax be paid in the reporting period. In the cash basis
accounting method, tax is due when payment is received.

Work in Multiple Cities
“For purposes of city, MTA, or county taxes, if the service provider’s place of business (the location where clients request service)
is within the boundaries of a local taxing entity, the taxable service
shall be deemed to be performed at the service provider’s place of
business. In the case of multiple locations, the place of business
where the customer contacted the service provider for service will
determine to which local taxing entity (city, MTA or county) the
tax is allocated. If the service provider’s place of business is outside
the boundaries of a local taxing entity, the service provider will be
required to collect local use tax if the client is within the local taxing
entity and the service provider has representation in the local taxing
entity. Even if the service provider is not required to collect local
use tax, the client is still liable for the tax if the service is performed
or a benefit is derived from the service within the boundaries of a
local taxing entity.”21
This same tax method applies to investigators who begin surveillance in one city and continue through several different cities.

Proof of Tax Charged
When performing a taxable service, the security service company must give their client a tax-paid receipt (invoice). “The statute
requires them to add the tax to the selling price and says that they
cannot absorb the tax.”22 The invoice may state “tax included” in
the selling price.23

Questions?
The State Tax Automated Research (STAR) System contains
edited letters, position letters and hearing opinions for your review.
Personal identifiers such as name, company, city, and, amounts of
fines are redacted.
The STAR system can be accessed at http://cpastar2.cpa.state.
tx.us/q_multi.html.
You may choose the Simple Query or the Advanced Query. Enter the word or words that describe your topic, without quotation
marks. The Advanced Query allows you to select the specific type
of tax for searches and search exact words or phrases.
Rules are also posted online and can be accessed via the web
address cited above and clicking the Rules/Statutes Query tab.
If you have any questions about the collection of sales tax on a
specific service related to the security services that you perform, you
should request a written opinion from the Comptroller’s office.
One appeals hearing opinion reviewed for this article stated the
Petitioner’s contention was he relied to his detriment on advice of
Comptroller personnel in not collecting tax on his services relating
to skip tracing. The Petitioner’s accountant allegedly contacted the
Comptroller’s Office by telephone to get an opinion and neither the
Petitioner nor the accountant had recorded the date or the name of
Comptroller’s employee. The hearing board denied this contention
based on the lack of proof.
The condensed opinions cited in this article were based on the
facts presented to the Comptroller when the opinion was issued.
Additional or different facts may change an opinion.

Endnotes
Record Retention24
Section 3.286(h)(1) of the Tax Code requires records to be
kept for four years, unless the Comptroller authorizes in writing a
shorter retention period. Exemption and resale certificates must be
kept for four years following completion of the last sale covered by
the certificate.
The records of both the sellers and the purchasers are subject
to audit and assessment of tax on any transaction on which tax was
due but has not been paid per Rule 3.282(I).
Section 3.286(h)(3) states “A person who intentionally or
knowingly conceals, destroys, makes a false entry in, or fails to make
an entry in, records that are required to be made or kept under Tax
Code, Chapter 151, commits a criminal offense.
Section 3.286(i)(8) regarding resale and exemption certificates
states that sellers have 60 days from the date on which they receive
a written notice from the Comptroller to deliver the certificates to
the Comptroller. Written notice is presumed to have been received
by the seller within three business days from the date of deposit of
the letter in the USPS.
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8710L0832B01, October 1, 1987; and, Texas Administrative
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8711L0850E04, Response 16, November 23, 1987.
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9701201L, January 9, 1997.
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9108L1123G11, August 2, 1991.
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9211L1204G09, November 6, 1992; and 9701201L, January
9, 1997.
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9701201L, January 9, 1997.
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8710L0832B01, Response 20, October 1, 1987.

8

8710L0832B01, Response 21, October 1, 1987.

9

9104L1097G10, April 2, 1991.

10

9608L1429F02, August 29, 1996.
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9808768L, August 17, 1998.

12
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8710L0832B01, Response 32, October 1, 1987. Also see
Rule 3.302.
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