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ABSTRACT
This three-part curriculum [or entrepreneurship
education is primarily for postsecondary ler.., itcluding four-year
colleges and adult education, but it can be adaptea for special
groups or vacat;cna; teacher education. The emphasis of tne seven
instouctional units in Part II is establishing a pusiness. Unit F
___focuses—on financ;ug the business. It introduces some basiz financial
concepts and statements and provides help in locating and
distributing one's financial resources. Material is organized inte
three levels of learning which progress from simple to compiex
concepts: Exposure, Exploration, and Preparation/Adaptation. Each
level contains preassessment: teaching/learning objectives:
substantive information (questions in margins guide the students?®
reading) ; activities, including a postassessment; and a
self-evaliluaticn. Definitions of important terms are found at the
beginring of the unit; a bibliography and listing of sources for
further information are appended. The four-page instructor®s guide
—contains the teéaching/learning ab]éctlves. teaching/iearning delivezy
sugges*ions, and pre/postassessment suggested responses. ({LB)

* Rep:aductlgns sapplled by EDRS are the best tndt can be made =
* from the original document. #
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THE NATIONAL CENTER MISSION STATEMENT

The National Center for Research in Vocational Education’s mission is
to increase the ability of diverse agencies, institutions, and organizations

10 solve educational problems relating to individual career planning,
preparation, aid prog “--ion. The National Center fulfills its mission by:

s Generating knowledge through research

@ Developing educational programs and products

e Evaluating individual program needs and outcomes

. @ Providing information for national planning and policy
e lInstailing educational programs and products
e Operating information systems and services

# Conducting leadership development and training programs
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Project Number: 498AHADZ18
Educational Act Under Voecational Coamended in
Which the Funds Were 1968 and
Administered:

Source of Contract: De

Project Officer: David H. Pritchard
Contractor: The National ter for Research in Vocational Education
ni iversity
71

Disclaimer: The material for this publication was pur
to a contracc with the Bureau of Occupational and A
Education, U.S. Department of Health, Education. and
Welrare. C@ntr ctor undart3k1rg guch projects under
Government spon xpress freely
their judgm
Points of v
sarily repr
position or
Discrimination Title VI of the t of 1964 states: "No
Prohibited: persun in ths Uni all, on the grounds of
race, colar, or n , be excluded from
participation in, bunefits of, or he
subjected to disc ion under
activity receivin 3
Title IX of the E stales:
"No person in the 111‘1]1 on the bas

ﬁaftiljvatxon in, be denied

the benefits of, o subjected to discrimination
under anv educatic sram or activity recelving
Federal financial rance. ! Therefore, the Nationnl
Center for search in Vacatimnal Edueation, like every
program or activity receiving f{inancial sistan from
the U.S. Department of Health, Education, and Welfare,

must operato Inosury cowith thcae 1o
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and Lees Kopp, Program ASS ciate. Appreciation
the many who reviewed and revised the drafts
Moody, Hannah Eisner, and Sandra Gurvis. We o
those consultants who contributed to the conte:
T '

e

a

i t
Carol Lee Bodeen, Louls G. Gruss, Douglass Gui
Philip 5. Manthey, Charles 5. McDowell, Mafv E;
Miller. Barbara 5. Riley, Barbara A. Rupp,
Suttle, Florence M. Wellman and Roy H. Youngi




O

ERIC

Aruitoxt provided by Eic:

. It is pflnaxlly for p
e olleges and 1
f special groups. PACE is dividad
ing Rea dy o Become an Entrerreneur, {7
‘ntrepreneur ( i ﬁ
Entrepreneur (ope

o
a

mﬂ

111 enable you to us e
You may find it best te

and the exploration lev

ne level throughout th

1=
cagh two or more levels

assessments for
check the list
for that level.,

When you are

ready to satart, turn to th vel ve ¢ n,
take the preassessment and identifv those items which you feel need
spoecial attention i he unit, ; 1ook at the learning objectives;

v will te yo. .+t yi - should be able to do by the time vou
finigh that level of learning.
As you read, you will notice questions in the m« ongside
the substantcive con~ont P of each level. Use thes. ions

Foogeide vous

the end ot ench level of learning are
: buecume invoelved with the content presentec
vour instructor cih decide on how many activiti

[
may want to do several or you many need to do all.
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EXPOSURE PART 11, UNIT F
HOW TO FINANCE
THE BUSINESS

'PREASSESSMENT
Here are some questions that test for knowledge of the
contents of this level. If you are very familiar w?th the
information needed to answer them, perhaps you should go to
! another iEVEl or unit - check with your instructor. Otherwise,
jgt down your answers. After you've read through this level,
take the postassessment at the end of the "Exposure Activities"
section and measure what you've learned.
1. What are start-up costs?
2. Estimate your net worth.
3. Who would you consult to get the information you
need on preparation of financial statements?
4., What is the difference betweeniequi;y financing and
debt financing?
5. ﬁhat is a business plan and what do you think it

should inciude?

[
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How to Finance
the Business

TEACHING/LEARNING.OBJECTIVES
Upon Qompiecign of this level of instruction, you
should be able to:
1. Describe the information needed to determine
start—up costs for a business.
2. Explain the difference between equity and
debt financing.
3. Describe alternative sources of financing
small businesses.
4. Describe the information that should be included
in a business plan.
5. Describe three financial statements needed

for developing a business plan.
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SUBSTANTIVE INFORMATION

DETERMINING CAPITAL NEEDS

How can you make your dream of opening your own
business become a reality? You must think about your
business in terms of déllafs and cents. Tt is going to
take money to open the business and financial prepara-
tion is all-important.

Having enough capital is crucial to business success.
Every business mgst have enough funds from income, in-
cluding sales and interest from reserve capital, to
cover méﬂfhlg operating expenses as well as inventory
and equipment purchases, credit sales if vou extend cus-
tomer credit, and émetgenzy needs.

- Whéfe do you begin? You should start by developing

a business plan that includes financial-statements. A

[

written business plan simply explains what your busines
venture will be like and describes how you intend to
operate it. Information concerning start-up costs,
operating expenses, personal living costs, ¢..d net worth
yill help you prepare the reports needed to develop a

workable plan, at least in financial terms. These

{

for the first

M

financial reports will help you prepar

lean months of your new venture.’ Preparation of the

i

later in this level.

(]
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Make a list of your probable business and personal
needs and their costs. Then compare your costs with the
actual costs of operating a business similar to the one
you are expecting to open. Be sure to check your nceds

with your available funds. Do you have the [unds required?

For the time being, don't concern yourself with determining

f=!

1]

where the funds will come from; concentrate sclely on

determining what the necessary funds are. )
You need to make a list of needs and probable costs.

Your list should answer the following questions:
. How much will it cost you to start up

your business?

. How much money will it take to operate the
business for the first year?

. What are your living expenses?

In sum, you need to estimate the overall start-up

costs, in addition to the operatin g costs once the business

o make a wild guess.

Ty
a1
et
T

gets going. It is not necessa
Reasonable estimates can be obtained by gathering informa-

tion from a variety of sources, and through doing the

o

activities necessary to. open your business.

-
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Part 77 Unit F

! nnLce
L
One-Time Only Business Costs
WHAT ARE ONE-TIME Whether you are starting up a new operation, or
BUSINESS COSTS? purchasing an existing business, you will want to estimate

your one-time costs. One-time or start-up costs are those
expenses that wiil occur only once. One-time costs might
include the following:

+ Fixtures and equipment

. . Starting inventory
. Decorating and/or remodeling
\ . Installation of =quipment
'\ . Qffice suppli=s
5
. Dzposits fo Jitdes
ot
. Legdl and proieszional fees
. Licenses and pe.zits
Advertising for opening
. Accrunts receivable (if applicable)
. Operating cash
{Adaprad from Eu%lﬂeq% Flan For Retallers)
Yaowing these one-time costs will give vou some idea
20 whae vooo wrofit nust be to simply'reﬁaVEF your initial
i eghpr i (woe 22L0his A). These costs should become an
iwpoooapt o0 - sage financial planning and represent a
0% seint. Later you will decide how to amortize
these cosecs over one or more years, dépending'upan your
plan to recover this investment.
s\\ =
\.
\

e
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Part 11, lUnit F

Exhibit A

START-UF CO5T"
MONEY NEEDS FOR FIRST ' uivly HOVIHS
| .
From last paychecsk Lo cponing o
LIVING EXPENSES Moving expense e

For three months ajfter opening
day (from cost-of-living budg. ') o

Last month's business rent (lst
three months in operating
expenses below)
DEPOSITS, Telephone and utility deposits
PREPAYMENTS, Sales tax deposit &

LICENSES ' Business licenses & _

Insurance premiums v .

Remodeling and redecorating v

LEASEHOLD Fiztures, equipment, displays & o

Eﬂ%&ﬁﬁﬂﬂﬁly;Imﬁaﬂaﬁbnldmﬁ & - _
Signs--outside and inside
Servieé, delivery equipment,
and supplies S

INVENTORY Merchandise (approximately
65% of this- amount to be ,
‘invested in opening gtock) s

i \
TOTAL OPERATING EXPENSES FOR THREE 1‘&1@11}‘:’}1’5
(Taken from projected profit & loss St?tgméﬂt) d -

RESERVE TO CARRY CUSTOMERS' ACCOUNTS ’ 3

CASH FOR PETTY CASH, CHANGE, ETC.

TOTAL v

.,

- ﬁeﬁriﬁted?with Péfnixisrsii'@nr from Bank of Amariéa NT&SA;'{SCI’;[_;S Lo
Starting a Business," Vol. 10 No. 10, Small Business Reporter.
Copyright 1976 . ‘

o 19




WHAT ARE FIRST
YEAR OFERATING

EXPENSES?

i

HOW IMPORTANT IS IT

|

7O KNOW YOUR PER-

SONAL LIVING
\

EXPENSES? '\
\

\

Part 1II, Unit F
How to Finance
the Business

Operating Expenses

To estimate your first year's expenses, vou will need
to calculate operating expenses. These are the expenses
necessary in operating the entire business on a month-to-
month or year-to-year basis. You should also include
stafﬁéup costs for at least the first three months, and

preferably for the first year. These projections include

‘"the following:

. Inventory

. Rent

. Utilities/phone
. Supplies |

. Advertising

. Delivery expense

. Repairs

. Loan repayments

Personal Living Expenses

Your- business income must be greater than your operating

expenses if your business is to succeed. You must show a

1

profit if your business is going to grow. One of the factor

that will detérmine how much income your business must

generate to survive will be the minimum salary you need to earn
from the business to cover your personal living expenses,

7
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Part 1I, Unit F
How to Finance
The Business

At first, your business income may be very small: so (0 meet

, you may need another source af

]

the required business expense

1

income or you may find vou need to cut living expenses. Consider

the experience of one couple wiio successfully opened a hcalth
food restaurant:

The first month the restaurant grocced aboul
84,000 against $8,700 in the cost of the fo
(coot of sales) and 51,200 to {1,300 in over-
head (not including any salary for the omers).
Diana continued her medical office job, and
paid the household bills ...

Six months after they opened the door, they we
showing a profit--an extraordinary attuation for
most new businesses ...

The restaurant's sales continued t grow. LY
June, Jim began to ipaw a monthl; . lary of
81,200, which at thie stage wae considered tle
restaurant 's préfit Previously; he had p~ .l
himself varying amounts as the.cash flow allowed
and their household operating costs required.
(Changing Times, The Kiplinger Magazine, June ]977
pg. 26) Reprinted by permission rrom Changing Times
The ¥inlinger Magazine, June 1977 issue. Cnpyrlgh'
1977 by The Kiplinger Washington Editors, Inc.,
1729 H. Street, NW, Washin'gton, DC 20006.

Just how much do you require for living expenses each month?

_When you figure yaurihﬂnzhly expenses, you will want to include

following types'cf information:

the

. Regular monthly paymenLa such as rent or house payments: car

payments, and health or life insurance payments

-1 e
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. chaehald Gperatlng expenses. including

telephone, and water expenses

. Monthly food .allowance including meals away from home

2]

[ws]



WHAT IS PERSONAL.

NET WORTH?
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Part II, Unit F
How to Finance
the Business

. Personal expenses including medical expenses,

clothing, newspapers, auto expenses, gifts, etc.

. Tax expenses.

There are many different formats which you can use to
determine your cost-of-living expenses. Exhibit B will pro-
vide }@u With a summary of your living expenses. This infor-
mation will help yéu determine if you can afford to open a
business.

Financial advisors suggest that = -~ wi L feel more

mfortable about your first few months in business if you
have set aside a minimum of three months' living expenses.

Many advisors state that, on the average, businesses take

i

between three tc nine months before they can begin to
show enough profit to support the personal living expenses

of the owmers. ow

Personal Net Worth

It is important to determine net worth because you may

be investing some of your own capital in the business in
: \

.addition to borrowing money. Lenders will want to know your

net worth. Determining net worth involves preparing a
financial statement which answers the question, 'How much am

I worth financially?"



Part II, Unit F
How to Finance
the Business

Exhibit B
COST-OF-LIVING BUDGET

Based on average month--does not cover purchase o f any new iien
except emergency replacements.

DETAILED BUDGET Food Expense
Regular Monthly Payments Food-At Home

Rent or House FPapments Food-/wa; #rom ‘
(tneluding taxes) & Home o

Car Payments (ircluding TOTAL 8

insurance) _ —
: o Personal Expense
Appliances/TV
Paymenrts . Clothing, Cleaning,
Laundry, Shoe Repair _____
Home Improvement
Loan Payments _ Drugs o

Pergonal Loan Doctors and Dentists

Payments o
Education o

Health Plan
Payments i Dues .

Life Insurance Gifts and
Premiums . o Contributions

Other Insurance Travel - . B
Premiums - o
' Newspapers, HMaga-

Miscellaneous zines, Books
Payments
Auto Upkeep, Gas

TOTAL ¢ and Parking

Household Operating Expense Spending Money,
; . Allowances

Telephone o R )

) 77 B TOTAL o

Gas and Electricity
Water .
Other Household Ex-

penses, Repairs,
Maintenance - %

TOTAL g
T - — = - 7&;(37
10
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_Part IL, Unit F
“ How te Finance
The Business

7 éxhibit B (eontinued)
Tax Expense BUDGET SUMMARY

‘Federal and State Regular Monthly

Income Taxes § __ Payments | s _

Personal Property Household C)pézfiitzsrzg

Taxes 3E§E¥,==z Expence ‘ $ B

Other Taxes 8 ___ Food Expense s

, TOTAL s Personal Expense §
I TCI;XI Expense S
MONTHLY TOTAL s
Aﬁéérlgtéd withu;Efﬁiégiggmgg;; Bank of Amé;;é; NT&SA "Steps to i
Starting a Business,'" Vol. no. 10, Small Business Reporter
Eapyright 197sa.

Your net worth is determined by subtracting yuu% liabilities
(what-you owe) from your assets (what you own). In figuring your
agsets, you should include available cash from Eaﬁk accounts in
addition to the following: real estate, furﬁituféj (paid) value
of your car, ;ash.value cf‘life insurance policies, and interest
accrued on savings and bonds.

4 Liabilities nclude ,current household bills and balances on
installment contracts, such as the car 1Daﬁ, real estate mort-
gageg'and>ather loans. Exhibit C is an example of a personal
financial statement. It is an important document which is used
Wh;ﬂ applying for a loan.

4
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Part II, Unit [
How Lo Finance
the Buslness

Exhibit C

PERSONAL FINANCIAL STATEMENT
' BALANCE SHEET
. 19
ASSETS  Everything you own with cash value
Cash Money jﬂh have on hand and in the bank 5
Savings Aéggunts 8
Stocks, Bonds, Other Securities v
Accounts/Notes Receivable &
Life Insurance Cash Value S
Rebates/Refunds &
Autos/Other Vehicles &
Real Estate s
Vested Pension Flan/Retirement Accounts 8
Other Assets : furnishings, appliances,
jewelry, furs, cameras, tools, pets,
trusts, ete. o .
TOTAL ASSETS
LIABILITIES  What you owe; your debts
Accounts Payable S
Contracts Payable I L
- ) ) \ s = T
Notes Payable s
: s
Taxes 8
—_ - Real Estate Loans S
Other Liabilities: court-demanded payments, ete. . s .
TOTAL LIABILITIES s
TOTAL ASSETS & __ e
LESS TOTAL
LIABILITIES s
NET WORTH : &
Répflntad w1th PEfmlSEiDﬂ fram Eank Df America NT&SA "Steps
Q to Starting a Business," Vol. 10 No. 10, Small Business

ERIC Reporter Copyright 1976. . oF
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Part 1I, Unit F
How to Finance
the Business

Sources of Information

s
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By now you have probably been askin

There are several sources. OQOther business owners in the

field represent one of the major sources of information.

What is the average monthly sales volume? Does the business

field have peak months and low months? What are the typical

business costs? What are suppliers charging for goods and

servicas? What are the typical costs for rent, utilities,
etc.?

Your library will have government publications, busi-

ness magazines, trade journals, and books that will give you

similar to yours. Trade association publications vwill be

quite helpful.

TYPICAL START-UP COSTS

How much does it cost to open and operate a plant shop
for three months? A bookstore? A TV/radio repair service?
A fabric store? Exhibit D  illustrates typical start-up

costs, operating expenses, and personal living expenses for

26



Parc 1, t'nit

How o Finance

1 Business
Exhihit
OLD CGRAVEYARD ANTTQUES

INTTIAL INVESTHENT FOR START-UP AND 3 MONTHS' OPERAT o

Inventory S - o ) $10,00
Equipmenc and fixtures 5,000
Remodeling of nremises It
Rental @ $400/wmo. U
Insurance B
Licenses and taxes 250
%;rvggas of pqug%bi@ﬁLl? ) 254

s .

Wagea. part tine em p ovee @ $300/mo.

Gwner's living expensas ¢ $700/mo

Working capital (i.e., cash on hand
to start businessg)

Total capital required 525, 30

Start-up costs vary censiderably denending on the size

and nature of the business. Some businesses cun be opuened on

little inventory at start-up because it is selling a service
rather than a preduct. On the other hand, a small facte v

will typically require a much greater investment in equipmeant
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service estahlishment or a retail store, such as 0ld Grave-

Franchise operations, which sell local outlets of their

retail or service firms to repreneurs, have varying start-

"monthly percentage of sales,” or a comb
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Part II, Unit F
How to Finance
the Business

arrangements. Often, the price of franchise outlecs oV small
companies is within the range of the beginning entrepreneur.

1

However, such well-hnows names as McDonald's, Ke-tucky

XA

Fried Chicken, .und Hoiidav Inn now cost a franchisee hundred

of thousands of dollars in start-up costs. sample start-up

Median st=rt-up

7 zales ot
nits ($000) required ($000)

%]
hodl
st

Tax prepara-
tion service

Fast food 335 30
restaurantes

Hotzis and 852 100
motels

es 13 and
[=]

(Béééaian ran chislng in the Ecnnmmy 1977-79, Tab

1
21, U.5. Deparzmeit of Commerce, Industfy and Trade Adminis-
trationn, 1979.)

FINANCING 'THE BUSINESS

HOW CAN YCU : Now that you've got .1 .erview of the financial invest-
FINANCE THE . ent required, vyou might wonder, 'How will I ever get enough
BUSINESS? money to start my own business?’" Most business owners finance

their own resources and borrowing.

Equity Financine

%

WHAT IS5 FEJUITY Equity financing is financing the busine=s with yeo.r

21

FINANCING? funds or the funds of other persons .instead of borrowing

15
O
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WHAT IS DEBT

FINANCING?

WHAT ARE OTHER

FINANCING METHODS?

QO
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funds. Any money that vou, vour friends, relatives, or

others invest in your company is equity rinancing. Private

ize in investing in husinesses also provide

their investment bv having a sav in how the business is

operated and obtaining a percentage or share of the profits.

obtainirz the money needed for the business. The loan must
be paid along with interest on the money borrowed. [n debt
financing you will probably sign a note for the loan and
not give up any ownership of the company. Loans will be

discussed further on in this level.

Alternate Financing Methods

Other methods for securing the capital needed include
(1) trade credit, (2) economizing, (3) customers, and (4) fi-
nancing through profits.

Ordinarily, suppliers extend trade credit to their

customers
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or to buy equipment on installment. Most suppliers extend
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credit terms on a thirty-day basis, althwough some supp

extend forty-.ive or even sixty-day terms. Shop around for
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the supplier with good credit terms wh
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equipment. Trade journals carry classifi
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equipment dealers; you can buy demonstrator or loaner equip-

ment; you can search out bankruptey or liquidacion auctions.
If :n for operating needs is really limited, you might do a

lot of the needed work, such as remodeling, yourself.

In some

product either when they place the order or on an installment

paid before delivery.

m
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; with some of the installme
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basi
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agazine subscriptions work this way: when you buy a two-

=

year subscription for a magazine, you are supplying the

company with necessary cash before receiving the product.
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There are similar plan

memberships in tennis elubs, health -spas, or dance studios

N

from manufacturers may pay a down payment plus making install-
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this option is not available to vou when vou first

open a business.
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A LOAN?

ARE THERE
DIFFERENT
TYPES OF

LOANS?
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Most likely, you will need to apply for a loan to
finance part of your start-up costs and your operating
expenses. Before you apply for a loan, there are several
questions that you need to answer:

. Why do you need the loan?

. How much do you need?

. When do y-u peas the loan!

. For how long will you need it?

. Where will you apply for the loan?

. How can you repay it?
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There are many different types of loans. For instance,
there are short-term, intermediate-term, and long-term

loans. Short=term loans, for one year or less, are usually
used for operating expenses such as meeting payroll or to
pay for merchandise in order to take advantage of the

cash discount offered by the supplier. Intermediate loans,
which are usually for one to five years, might be used to
finance new‘equipméﬁt or to replace long-term indebtedness.

Or mMore years.
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Lo

tions will want

lender will want

to chtain. Most banks and lending inmstitu-
some =vidence that the business has a good
d before thev consider g a lean .

to know your company

many lenders require that you invest a substantial percentage
of your own capital in the business before they will issue a

loan.

The lending
business plan.
business

tc operace it.

to answer the f@

L. What will your busir

Most banks will not lend over

plan which descr

The plan

institut your

Therefore, you will need to prepare a written

ibes your venture and how you intend

[¥ad

hould include enough information

llowing:

gractly?

za5 do

(Deseription of service or produzt and summary
of your key J@azg and objectives.)

g

Ry

5. How will you reach nour market?

6. Fho g
apurt?
weakne:

your competition and what sets you
(Outline their strengthsz and
sges.) '
19
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Your business plan should also include financial statements

which will help the lender evaluate the plan. At minimum, you
will need to prepare three financial statements:

. Estimate of start-up costs, including initial inventory,

-time costs, operating costs, and personal living

o
o]

expenses for three months. You have probably collected

much of the information needed to complete this state-

ment. It should be fairly simple to put together a

e

s

chart showing detailed start-up expenses, as well a

al capital needed.

\[j\
i

ected profit and loss statement

g

To

L_.u-.

at least three months.

It~y
o]

. TForecast of your cash flow

Trondd
e

ERIC

Aruitoxt provided by Eic:



WHAT 15 A

PROFIT AND LO5S stat

and cther income.

to

STATE!

i~

it shows the busines: s proiic or loss during i particular

In applying for a lean, vou will be using the
prol it and loss statement differentl: Ve ill ke ssri-

mating or projecting what will happen tc your husiness in

the next twelve months. You will be putting together a

financial preview of vour business so vou can compare it

tc your business goals. A projected profit and loss

statement gives the lending institution the information

it needs to make a decision about giving your business

a loan.

. Projected total sales
s Frojected cost of goods sold
. Projected gross profit or margin

. Projected operating expenses
. Projected net profit.

Exhibit Fis a sample profit and loss statement,

RIc - 34
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Exhibit 1

"Nov. | Dec. | J

1. Total Sales $3,000 1$3,500 | $1,000( $1,500] $32,00"

Inventory (beginning) 7.500
Purchases -0 -
Cost of Goods 4. ible

for Sale 7,500
Inventory (ending)

(subtract) 7,000

3. Gross Profit (or margin) 500

4., Other Operating Expenses

' Salaries 835
Payroll taxes 215 _

Advertising 600

Supplies 1,000

Loan Payment 100

(etc.)
Total $5,160
5. Net Profit *(4,660)
*Number ‘in ( ) indicates loss
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How to Finance

the Business

Cash Flow Projection

WHAT I5 A A cash flow projection 1s an estimated pattern in which

CASH FLOW cash will actually come in and go out of the business 'each

PROJECTICON? month. It will tell the months in which vou will need to find

=

The fol

owing chart shcws the basiec information in-

cluded in a cash flow projection report. According to IExhi-

bit G, you will need to estimate the cash on hand (balance)

at the beginning of the first month, the total income from

all sources, and the cash outflow to pay expenses.
Exhibit G
___CASH FLOW PROJECTION

_ o iiniﬁ@yguiiﬁeéi jan.7 Teb.
Sources of Casn
Cash on Hand
Cash Receipts
Sales
Accounts Reveivab.:
Payments
Total Cash Available
Cash Paid Out
Salary (Owner's draw)
Inventory
Sales Tax
Overhead
5elling Expenses
Payroll & Withholding Taxes
Total Cash Paid Out
Cash Balance at End of Month

23
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H 1is a cash flow pro'ection
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Total cash -available

Cash disbursements:
Inventory purchases
Owner salary
Employee wages
Rental
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Total cash disbursements 53,180
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End=of-month cash on hand 2,520

ecember month with the Christmas

\U\

Even though the
season is the most profitable month of the year, the cash
balance at the end of the month is only 5640 comparc. -1t

$2,320 at December 1. This situation occurred beciruse the

[

business purchased a lot of inventory in November on

hirty days' credit and did not pay f{or the merchandise

r

until December.

erences in timing as I chie above
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example, cash flow does not equal profit. Althou  the
profit and loss projecti.n is a useful tool to give you a

picture of what ycur business should look like during a
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They will help vou become more kr wledgeable about

Do you know the finan
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starting a business” Are you prepared tc make the necessary

“"’l\

estvle? Will vou plan ahead to make

adjustments in your 1if

I
L.Ju.

sure your finances are sound? A self-test follows. If you
can label .most of (he statements ''true,’ you have a good

grasp oi your finances.
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business is called . c
b. Money borrowed with a promise to
interest is a .
27
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Féw to ;éﬁaﬂeé
the Busin%ss

c. Money used to run the business is called
capital.
Iéa Caplgal'invested in the business is called
capital.
e. Borrowed capital is .
ILinancing.
f. Financing obtained from suppliers is .-
) ¢g. To cut start-up costs and operating
gipenses you may need to o )
h. One way to cut down on expenses may be
to rent or o equipment.
i. The statement of actual decllars coming
in and out of a business is the
_ statement.
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Part II, Unit F
How to Finance
the Business

2. Interview a local banke~ or savings and loan

assocliation officer. Include these questions:

Are loans to small businesses easy to get? Has

a small business been recently financed by your
lending institution? If so, what type of Busigess
was 1t? What did the owner need to prepare in K

| terms of financial reports? 1f a prospective \

small business was recently denied a loan by

%
) , )
your institution, why?

POSTASSESSMENT

\ = —

1. List all the expenses which should be considered
ks
when describing start-up costs.

calculations in your explanation. /’

3. Identify sources you would consult to get the
information you geed to prepare various financial
statements.

4, Explain the difference between equity financing
"and debt financing.

5. What is a business plan? Discuss the information
a business plan ought to include.

Compare your answers to your responses to the preassess-

ment. You may want to check your postassessment answers

with your instructor.

29
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SELF~EVALUATION
How well did you know the information needed to do the
activities?
( ) Very well
( ) Fairly well
( ) A little.
Be honest with yourself. If y@u‘féel you don't know
the material well enough, it might be helpful to review

this section before going on.

10 15
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EXPLORATION PART 11, UMIT F
HOW TO FINANCE

THE BUSINESS
PREASSESSMENT

Here are sone questicﬁé that test for kncwledgé of the contents
of this level. 1If you are very familiar wich the information needed
to answer them, perhaps you should go to another level or unit --
check with your instructor. Otherwise, jot down your answers.

After you've read through this level, take the postassessment at the

end of the "Exploration Activities" section and measure what you've

1. What are fixed costs? Variable costs?
2. What kind of information will you need to determine

start-up costcs for ycufybusiness? How will you pay
: \
. '\'

for thése costs?
3. Name some sources for businé;s loans.
4. Define the following: |
a. Profit and loss statemerts
b. Cash flow projections

c. Balance sheet statements.

i

"It is not uncommon to find lending institutions unwilling to
‘make loans if the owner has only a minimal investm in the
business.'" Why do you think lending institutions might feel

this way?

31
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the Business

TEACHING/LEARNING OBJECTIVES

Upon completion of this unit, yaulsh@uld be able

to:

1. Explain how to determine start-up costs for a
business.

2. Identify fixed and variable costs.

3. Explain the difference between equity financing,
debt financing, and trade credit.

4, »Qéscriba alternative sources for loans.

5. Explain why the business owner will need to invest
personal funds in the '~-ine 5.

eacribe these finai...al reports 1) balance sheet,

o
(=]

&%

) profit and loss statement, and 3) cash flow

. projections.
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Part II, Unit F
How to Finance
the Business

SUBSTANTIVE INFORMATION

DETERMINING CAPITAL NEEDS

HOW ARE CAPITAL ) The days when you could open a business with twenty-
NEEDS DETFRMINED? five dollars and a desire to succeed are gone. You can start
a few small businesses on a shoestring budget, but others
require much more capital than you might imagine. Today's
business owner not only needs the desire to succeed and a
willingness to do a lot of hard work, but also the knowledge
,Df how to plan for capital needs and how to manage finances.
You shaulﬁ bégin to determine the capital needs of the
buginassAaé soon as you decide to become an entrepreneur.
You should begin collecting information to answer the follow-
ing questions:
« How much will start-up costs be?
.= What are my monthly living expenses?
. How much manéy will be needed to operate the
business for the first three months, for the
first year?
. How much initial or start-up capital is avail=
able without borrowing?
. What is the projected business income?
Thi: information that you collect to answer these ques-
tions will provide th? basis for ccmpleting finmancial state-

ments on your business. These financial statements will

A+
f




Part II, Unit F

How to Finance

the Business
probably be needed when approaching a lendine institution
for a loan.

Start-Up Costs

WHAT IS IN&L?DED | vStartﬁup costs are those expenses that will occur only
IN ST&RT&UP. once. Thesa-includa items such as initial inventory, licenses
COSTS? and permits, and fixtﬁgés and equipment. Collecting current
local Estimatgs of what it will cost to prepare a business
site is fg;rly éasy. Real estate brgkers can tell you how
much you'll have to pay for a suitable building. Contractors
and vendors (suppliers).can give you cost figures for remodel-
| ing, fixtures, equipment, iﬁﬁenﬁéﬁy, and office furniture or
| store supplies.
/ Investigate the cost of the items using the following
checklist to estimate start-up costs for your business.
These figures are an important part of your financial plan.
/
Be sure to get cost estimates from various sources. For
example, comparz costs of leasing equipment or buying used

1

equipment with the costs of buying new equipment.

Start-Up Expenses

Fixtures and Equipment’

B - Parts and-MSEEEials
3 - _ Starting Inventory
) _ ~ Decorating and/or ﬁemadeling
B ___ Installation of Equipment

;o
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janiilys]

\\_ o Deposits for Utdilities

Legal and Professional Fees

Licenses and Permits

Advertising for Opening

_ .. Accounts Receivable (if applicable)
_ — Dpérating Cash
_ _ __ Office Sﬁpplieg

(Adapted from Business Plans for Retailers, Feb. 1975)

How much capital do you think you would need to open a
E\% ‘ ‘ shoe repair service? A bookstore? Or a TV/radio repair shop?

Start up costs vary from business to business. Service firms,

to open as retail stores with large inventories., Some businesses
require significantly more capital than others. For example,
it takes several thousands of dollars more to open a fabric
store than an appliance store. |
Exhibit E illustrates an example of start-up costs for a
restaurant opened a few years ago by a couﬁle named Russell.
. Their étaftaup costs were $13,592, including improvements to

the building.
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N
kY

Exhibit\{

_Start-Up Coste\

Leasehold improvements ;
Lumbing ' 8670 ' \\\
Wiring ' 380
" Lumber for interior con- g \\
atruction & decorating el \
Coating for floor 60 \
Miscellaneous decorating c
supplies . 100
Signe (for roof and window) 300
Electric service deposit 260
Phone service deposit 100 $ 1,920

Fiztures & equipment
Dining area (tables, chairs,
cash register) N
Kitehen avea. (grills, refriger-
ators, sink, worktables, '

utensile, ete.) 7,740

. Leage (first month's rent) 550
Food inmventory at opening
(packaged foods, fresh

produce, suppliea) 1,682

Initial advertising 60

Miscellaneous, ineluding licenses 140

813,592

(Changing Times, August 1977, p. 26) Reprinted by permission

from Ehanging Times, The Kiplinger Magazine, June 1977 issue..

Copyright 1977 by the Kiplinger Washington Editors, Imc., 1729
' ‘H. Street, NW, Washington, DE 20006.
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Start-up costs for another popular form of entrepreuner-

till possible

[Fa]

ship, franchising, also vary. However, it is

to open a franchise outlet with limited capital. Ther

I

are

more than 1,000 franchise companies of which 827 have 150 or
fgwar outlets; 6var 25%Z have ten or fewer outlets. These
smaller franchise outlets may ©+ - d with o ly il
investment. On the otlic - hand, it now costs hundreds of
thﬁusaﬂds of dollars to own a franchise outlet for such well-
known companies as McDonald's, Kentucky Fried Chicken, and
Holiday Inn. Regardless of the amount of cash needed, the
potential owner must raise additinnal funds "o p.. ‘e the
required total investment. So uf the addirional financing
include agreements with fran-!“--rs, loa- ¢

Exhibit J 4% ~strates r 'Y . gtart-ur -ash and total

investment for a variety of franchised businesses,
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Exhibit J

FRANCHISE SA LES AND INITIAL COSTS 1977

($000)
1977 Average Median Median
7 Franchise Sales Start-Up Total
. Type of Business  _  per Unit Cash _ Investment

Autcmébile Products/Services 98 15 50

Eusinéss Aids and Services:
Accounting, Credit, Collection, 38 6 15
and General Business Services

Employment Services 218 15 25
Printing and Ccp}ing Services 94 10 45
Tax Preparation Services 23 3 4
Miscellaneous Business Services 60 10 20
" Construction, Home Improvement, 79 10 25

Maintenance and Cleaning Services

Convenience Stores . 392 10 60
Educational frééuats énd Services 121 10 60
Fast Food Restaurants 335 30 100
Hotels andxﬁgtals 852 100 900
Campgrounds 99 50 200
Laundry and Dry Cleaning-Servicés 81 .16 50
Rercreation, -Enter calnmer Trével . 51 15 30
:‘Réﬁtal Services (Autaéfruck)‘ 168 40 100
Renta£ Services (Equipment) 102 10 50
Retailing (Non-Food) ! 223 25 50
Retailing, Food (Other than 152 21 60

Convenlence Stores)

Miscellaneous 221 10 38
(Franchising in the Economy 1977-79, Tables 13 and 21)

38
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Part II, Unit F
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the Business

DETERMINING OPERATING EXPENSES

How much capital will you need to carry you through
the first three months? What will be your apefating expenses
for the first year? What information will you need to project
your monthly operating expenses? These may not be easy
questions, but the estimated answers will prove very impor-
tant in developing a workable plan for your business. To
begin, you will need to have information about variable and
fixed expenses.

Variable expenses--those expenses that do change--

and include such items as:
Salaries
. Payroll taxes (dependent on salaries)
. iAdvertising
. ' Delivery expenses (if applicable)
. iLegal and accounting costs
< foiée supplies
. Telephone
. Utilities
. Inventory

Fixed expenses--those expenses that will remain

fairly. constant--and ineclude such items as:
. Insurance
. Rent
. Taxes and licenses
. L@an payments .

39
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WHAT ARE YOUR
PERSONAL
LIVING

EXPENSES?

F-rsonal Livine Fxper

U=

Par
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the

You should have enough initial capital

!

only sta@tsup axpenses and initial operating

also personal living expenses until the busin.-

break even or make a profit. This

four months to a year.

Many financial advisors suggest that vou snoulld
at least three months' living expenses set

bank. Many owners start a business while holding anoth

o

o

-

Cike

t

i

[

Hu= e

aside

Loy

job or the spouse may work to cover the personal

expenses., The easiest item to cut

in the budeor

"

ginning business 1is the owner's salary.

.What are your basic needs for one month’

|

to prepare a detailed budget and include items

sample budget below and on the following pages

Exhibit K

Yo

found

(Buhiti

Personal Budget Outline

I Monthly Payments

Rent or mortgage
Car payments
Insurance

Other

A

i~
[os]

1

i
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the Business

II Household
Telephone 5

Flectricity

[k alats

\
|
‘

III Food expenses
Home S
Away from home -
Total S
Iv Personal expenses
n1othing upkeep 5
Dirugs o —
. ) Doctors/dentists _
Gifts e —_—
Newspaper/magazines _ o
. Gas -
Spending money -
Other _ .
Total 5 o

- T . 41
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BUSINESS INCOME?
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V.urt 1I,

13, -3
Huw

Unit

to Finance

the Business

Ta::

Total S
VI Monthly Total S _

Projecting Busin

You are in business to make a profit. Do you have any

idea of how much income the business will generate? Ju:! as
you made estimates of expenses, you will need to make esti-

mates of income. First, you will need to gather informatlon

in order to estimate the prices of the products or service that

i

you are golng to sell. Second, you need to get more informa-

tion on the nature of the market.
Regardless of the type of venture, you may find your
seasonal

business subject to

canoes, what months produce the highest sales volume? 1f you

chat is

"lean'" ind a season when many contracts are signed?

[ Sl
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Sources of Information

I

costs, operating expenses, and projected income? First, ir

you are familiar with the
probably already have a good iiea of some of the estimates.
Finding the info tion vou need will take some time, it vou

want to gather accurate and useful data.

sources. Ask other business owners what their ovperatiug ex-
penses and costs zre. Your bank can provide vou with copies

of resources t'at give =zxpense and income information. A good
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Rent and the cos*t of utilities will depend on the site you
finally choose after considering several options. Advertising

costs will be determined after you learn more about your ad-

ising needs and local costs. You will want to check with

w
"
i
[

several suppliers to find the best terms available to vou.

FINANCING THE BUSINESS

How can you finance the opening and

=1y

]

neration of vour
business? First, you must determine how much of your own money

you can invest in- the firm and offer as a backing for othar

43
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financi..z. Make out a personal balance sheet that contains
the information listed in Exhib’c L. Your net worth will tell
you (and ycur banker) what you yocurself can invest.

Unleszs you are in a very fortunate position, your own
finances alone won't be enough to open your business. Where
can you get help? Two basic approaches are available:
equity and debt financing. Most business owners use a combi-

nation of the two for their capital needs.

Equity Financing

WHAT IS Equity financing refers to any lnvestment you or others

EQUITY make in your bugiﬁESS- If you are the sole proprietor, the

FINANCING? only equity finaneing 1s your own .nvestment in the company.
If you are operating a partnership, the other partners will
have alsg_invésted in the company. If you have decided to
incorporate the business, not only you but also the stock-
holders have invested in the company. Investment by others
in your company means a sharing of the ownership in and the
control of the company. Profits received by the company are
also distributed among the investors.

Debt_Financine

WHAT IS Debt financing is another way of raising capital for your

DEBT business. Debt financing is borrowed capital. To obtain debt
3

FINANCING? financing,\you must apply and be approved for a loan. A busi-

ness loan is like any other loan 1in that it must be repaid to

b 9§
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How to Finarnce

the Business

Exhibit L

i PERSONAL BALANCE SHEET STATEMENT

ASSETS: Everything you own with cash wvalue
Cash Money you have on nand and in the tank s
Savings Accounts 5 -

Stocks, Bonds, Other Securities S -
Accounts/Notes Receivable $
Life Insurance Cash Value S
Rebares/Refunds 5 ]
Autos/Other Vehicles S o
$
5

Real Estate .

Vested Pension Plan/Retirement Accounts

I Other Assets Furnishings, appliances, jewelry,
furs, cameras, tools, pets, trusts, etc. 5 B

~ Py &
N TOTAL AS5EIS 5 .

LIABILITIES: What you owe: your debts
Accounts Payable . $
Contracts Payable $__
Notes Payable S_

=]

$

$

Taxes

Other Liabilities Lourt-demanded payments, etc.)

TOTAL LIABILITIES S

TOTAL ASSETS $

LESS TOTAL LIABILITIES $

NET WORTH 5

Reprinted with Permission from Bank of America NT&SA, ''Steps to
Starting a Business," Vol. 10, No. 10, Small Business Reporter
Coayright 1976,




the lending institution or lender with interest within a
specified period of time. The loan pavments are considered
a fixed operating expense. When the loan is paid in full,

the obligation is completed.

Financing Alternatives

ARE THERE In addition to equity and deb “inancing, there are
OTHER WAYS other ways to finance the start-up and the operating costs

, Cust

TO FINANCE of a business. Trade credit, economizin

g

THE BUSINESS? profits are all alternative financial sources.
One of the largest sources of small business financing

is trade credit used when purchasing from trade sources.

7 Your suppliers may extend credit for purchasing merchandise,
supplies, and equipment. This credit is short-term financing
since the repayment terms may be for thirty, forty-five,
sixty, or ninety days. At times, suppliers offer a discount
for prompt payment, . .. interest may not be charged if payment
is made during the agreed time period.

Trade credit is an important source of financuiiy. It
will continue for vour firm only as long as your firm main-
tains good relations with vendors and a good credit rating
by paying bills on time. Talk with your suppliers. What are
the best extended credit terms you can negotiate? When
feasible, try to secure competitive bids from various

suppliers.
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emptying your own trash or shopping around for ae bost prices
when purchasing services and equipment.

When t
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You may find

and fixtures were fairly expensive., You may be able to cut

these initial costs by leasine secessary equipment and fixtures.
Or, if yon cannot find agreeable terms for leasing, consider
buying usz2d equipment, demonstrator or loaner equipment, ovr

bankruptcy or liquidation sale equipment and fixtures.
There are many sources for used equipment and fixtures,
such as:

Yellow pages of the phone directory under 'Used

Equipment Dealers," ''Second Hand Dealers,' '"Surplus
Merchandise,' ana "0ffice Furniture-Used"

. Yellow pages under "Auct*ons" or "Auctioneers' to
receive information on forthcoming auctions

. Trade journal classifiasd ads on liquidation sales or
closeout sales

. U. 5, Government surplus sales. Write to the Defense

1les Office or General Services Administration,
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treet, EW, Washington, DC. They can inform

nd locaticas.

]

you of auctions and surplus sale: dates
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tivee of these agcencies

10

1

Contact loeal rzpressn.

by checking your phone bood under "U.5. Covernment,

contact your own state agencv for specific information.

Would customers finance your untried business? Whether
vou realize it or not, you finance cther businesses all the
time. Every tire you buy a magazine subscription, you are
paving for products not vet availlable, but promised. If vou
have ever bought membership in a swim club, a racquetball
club, a tennis club, or a health spa, vou have paid for
services yet to be received. You have probably bought
é manufactured product with a down payment, a second payment
before the product was completed, and a third payment when
the product was finished. Perhaps you can think of some way
your Qustaméfs could help finance your business.

Prcfits can be reinvested in your company. Most often
prafiﬁs are reinvested to finance expanding the business

ource of

w

site and making facility improvements. This is one

finaneing that is not avallable to a new business. It w

=

11

take time for a new business to make a profi:.
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n t take out z loan is usuallv based upon an

[

Do ¥Y0U NEED The decisi

[

A LOAI? zstimate of start-up expenses, beginning operating expenses,

sidered include determination of how much personal equitv you,
entreprenceur, can invest in the companv, and lLow many ''corners

can be cut on expenses. Suppliers also need to be consulted fo

estimate

i)

on trade credit. If, after all this, you still do not
have enough initial capital, vou may decide that you need to
berrow money.

Before you apply for a loan, there are several questions
that you should answer. You need to decide what kind of loan
you want to apply for, Whether:sharcitarm, intermediate-term,
or long-term, and where vou want to seek a loan. VYou also
need to answe§ the questions below:

+ Why do you need the loan?

. How much capital do you neeag”

. When do you need the loan?

» For how long will vou need it?

. How will you repay the loan?

: . : 49 6}’
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WHAT ARE TEE
SCURCES OF

LOANS?

that you have studiad financing for your business.

Sources of Loans

Loans are not easily obtainad by the beginning entrepre-

The cld saying, ''You've got have
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! situation. There are
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can get money,' is appropriate for thi
a variety of approaches that ecan be vsed to borrow funds.

The list below indicates several sources worth investi-

s ad s
gacing-

. Life insurance companies

Market value of securities or other investments owned
s Personal finance companies

. Commercial finanze companies

. Commercial banks

s+ Savings and loan associations

. Small Business Administration (S5BA)

. Small Business Investment Companies (SBIC).

Probably the most difficult lean to obtain would be a

L

bank loan or a lean from some other lending imstitution. This
will be discussed further in Lne next section.

SBA loans are made to small businesses only. SBA defines
a small business as one that is individually owned and operated,
not dominant in its field, and meets employment and sales
Businesses are small if they

standards defined by the agency.

operate within these standards (1) manufacturing--up to



The Small Business Investment Companies
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ENDING that you must do. To begln, you need to prove that

about your business and about financing, which may increase

NSTITUTIONS?

4]

your chances of getting that needed loan. In addition to the

plan, vou should include certain

w
1
L

information in vour busine

\I"D

financial statements. These are (1) a statement of start-up

v
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e lending institution will be taking a look at rour hac cround,
including your experien.e in business, vour personal net wurth,

ard the amount of equity thst vou plant to invest in the business.

Tn terms of the latter, you need to show that vour own personal

should others? Lending institutions also believe that you will
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operate the firm with greater

.sked to match the awount of money you are requestliag to borrow.

Financial Statement

DO YOU KNOW Based on information given earlier in this lerel, vou
YOUR START=UP have a fairly good idea on how to compile your start-up costs
COST5? and your operating expenses. You have chosen a site and have

collected data on overhead costs. You have shopped around
for the best credit deals on supplies, inventorv, and equipment.

rured out where you can cut costs by doing certain
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start-up and operating jobs yourself. This information shculd

into a financial statement for the lending institution.
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art-up costs of a telephone inter-
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| -nows the actual
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Rent -~ lst moanth s 130
Legal fees 470
Improvements - paneling, paint, carpet 550
Utility deposits 93
Licenses 60
Printing 325
Magazine subscriptions 46
Materials for benches and work area 200
Insuraace 92
Inventories 1,360
Office equipment and furniture 710
Empioyee training 860

Bell Telephone installation of required
equipment and one month's bill 546
Total 55,424

Exhibit N shows the same company's monthly expense
projectionns, from which it can estimate the costs for the first
three months of operation. What figures now constitute the
bulk of total expenses? WEat“diffEfEﬂCéS do you note between

start-up costs and regular monthlv expenses?



Es*imated

Rent 5150
Utilities 75
Telephone 134
Parking garage 20 !
Insurance 25
Advertising ' 20
Office expense 50
Travel -0-
CPA fees -0-
Employee training 100
Interest 80
Cowpany Vehicle - Van -0~
Miszcellaneous and Unexpected -0-
Salaries:
Manager 1,
Installation supervisor 1
Installer 800
Secretary/bookkeeper 500

Total $4,209
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WHAT 15 A
PROJECTED PROFIT

AND LOSS

STATEMENT?

A

Part II, ﬁnic F
How to Fihance
the Busingss

Projected Profit and Loss Statement \

- '

The projected profit and loss statement, also called an\
income statement, 1s like a photograph. It shows you how to
expect your business to look during a particular period
of time. It is a summary of the business activites affecting

and
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revenue to show profit or loss.

.There are five main parts to a projected profit and
loss statement (1) total sales, (2) cost of goods sold,
(€) gross profit, (4) expenses, ané (5) net profit. The
relationship between these five parts is defined by (l) total
sales less actual cost of the merchandise so0ld equals gross prift
(gross margin); and (2) gross profit less operating expensaes,
which inclu&és all expenses other than merchandise costs,
equals net profit before taxes. If you have been collecting
cost data, you probably have the information needed to estimate

these expenses. fsee Exhibit 0 for sample chart.)

the casé of goods sold will be more complicated than it would

be for a retail or service business. You will need to calculate
the following in your praje;ted cost of goods sold: raw
materials iﬂVEQEDIy,-gDDngin*PrDQéSS inventory, finished

goods inventory, and direct labor and overhead costs.

ldr
W
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Exhibic O
SAMPLE CHART FOR

PROJECTED PROFIT AND LOSS STATEMENT

Jan | Feb | Mar |Apr | May June

Total Sales
Cash
Credit

Total
Cost of Goods Sold ,

Inventory (begin- i
ning)
T wchases
Tort of Goods

Available for

Sale
Inventory (ending)

‘(substract)

Gross Profit

Administrative Expenses ;
Salaries
Payroll taxes
Advertising
Supplies
Loan payment
i __ (ete.) _ _
: ;
Total |
e Net Profit. (Loas)

Y
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For example, the 0ld Graveyard Antiques shop has estimated

r
f=n
i

its total annual expenses to be $28,150. A chart for
projected profit and loss statement of the shecp is shown in

Exhibit P.

Exhibit p

OPERATING INCOME AND EXPENSES

OLD GRAVEYARD ANTIQUES

Annual 'Ave:age MQnEhly
Total Sales 575,000 $ 6,250
Cost of Goods Sold 37,500 3,125

= Gross Profit : $37,500 - $ 3,125

Expenses: )

Owner Salary 515,000 $ 1,250
Employee Wages 3,600 300
Rent 4,800 400
- Utilities 900 75
Advertising 600 50
Insurance 1,000 83

Professional Services 750 62
Depreciation 500 42
- Miscellaneous Expenses 1,000 83

Total Expenses } 528,150 § 2,345

780

R

= Net Profit before Taxes $ 9,350
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WHAT IS IN THE
PROJECTED (CASH

FLOW STATEMENT?

Part 1I, Unit F
How to Finance
the Business

Projected Cash Flow Statement

like, "Will saies bring in erough cash to pay bills due?" or
"Jeill there be enough cash to keep the business zoing until the
next contract comes in?" The cash flow forecast will help
answer these questions before you open your business so f@u can

better plan your business's financial condition. A cash flow

projection will point out if you have sufficient funésrgggm,ﬁﬁf*”"ﬁﬂ

) e

sales income and your capital reserve to cover not only monthly
operating expenses but also periodic inventory and equipment
purchases, credit sales (if you extend credit to customers), and.
contingency cash needs. You can use the cash flow forecast to

plan for "lean" months and to determine when there will be

enough cash surplus to reinvest in the business or make other

investments. . . \

the Q1d Graveyard Antique Shop. The bottom line shows the
cumulative net flow of cash into the firm, month by month.
Exhibit R is a basic form for a cash flow projection.

Fill in the information applicable to your business. Do you

have all the data you need?

~J

ha

[y
fan)



Exhibit Q

Part IIL, Unit F
How to Finance
the Business

wews.  SIX MONTH CASH FLOW PROJECTION: OLD GRAVEYARD ANTIQUES
Nov | Dec [ Jan | Feb [ Mar [ dor

Beginning cash on hand
+ Cash from sales

+ Payments on
accounts recelvable

1
=3

otal cash available

- Cash éisbufsemEﬁ;ss
Inventory purchases
Owner salary
Employee wage
Rental
Insurance (quarterly)
Miscellaneous cash

expense .
Total

Ending cash on hand
- Beginning cash (line 1)

Month's net cash flow

Cumulative cash flow

$2,320

5,000

33,630
2,000

1,400

$1,000
1,250
300

400

$6,000
1,250
300

400

- - 250 - -
230 230 | 230 | __23c| 230

58,180

S 640
2,320

§ 360

§3,21C

$1,000
1,250
300

400
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12-MAONTH CASH FLOW

Projeciions
Month |Month |Month | Manth [Monih [Manth[Month [Manth [Month Month IMonth [Month [TOTAL
1 "2 3 4 5 6! 7 8 9 10 11 12

CASH (beginniig of month)
Cash on Hand AT . - _ 1 B I o
Cash in Bank A . . i 1 N -
Cash in investments I I I R i . L 4 U
Total Cash ' : N N i I T B S

Cash Sales 1 - L i A I R e —
Credit Sales Payments N I I S L _

Investment Income — S N I I

Loans . I S N I . ) 1 e

Other Cash Income I _ _ I D " S S I S

Tolal Income ] . N 1 I I
TOTAL CASH AND INCOME | ~ _ , SN N NN AUNN U S P

EXPENSES (duringmonth) P
inventory or New Material I S — A N -

! § , [ - 77' ’

Wages (including owner's) 1 U S D — S S—

Taxes _ — ) S S I

Overhead R _ A L
. Selling Expense — - B S I

Transportation S I NN — S N S

Loan Repayment — U SNSRI SESp— - N I R -
Other Cash Expenses I N . _ I B N B
TOTAL EXPENSES — I N I __

CASH FLOW EXCESS
(end of month) S R B I N o —
CASH FLOW CUMULATIVE
tmonthly) _ . N _ " R W e =

Reprinted with Permission from Bank of America NT&SA, ""Steps to Starting a
Business," Vol. 10, No. 10, Small Business Reporter @ 1976.
\ = = IEL=D A (€
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EXPLORATION ACTIVITiES
Do you feel competent enough in obtaining finanecing to
utilize some of thEEEEthiquEs discussed in the unit? The
following activities will help you experience some '"real"
financing siéuations and put into practice what you have
learned. After completing the activities, do a self-evalua-

tion to check your understanding of the material.

ASSESSMENT ONE

1. List and describe the various fimancial sources avail-
atle for starting a business.

2. Interview a2 loan officer at a local bank or savings
and loan institution. Take start-up cost projections,
projected profit and loss statements, and projected
cash flow statements for your anticipated business
with you. Ask the loan officer to review the documents
and answer Ehe following candidly 1) Are you in good
enough financial condition for a loan? 2) Are the
financial reports prepared correctly? 3) What addi-
tional data would be needed before the officer could
grant you a loan?

3. Project the cash flow for your business operation. Be
realistic about sales volume. Use resources sucﬁ as
banks, libraries, and other business persons for the

information vou need.
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the Business

4. Locate two financial institutions such as a bank,

credit union, or finance company in your area and
arrange to meet with representatives to discuss their
ipglicies regarding lending money to new businesses.
Note any dollar limitations they may have on loans.
Compare your findings. You might want to recor

your findings on the following chart:

Lending Institution | Funding Policies| Loan Limit Gampafisaﬁ Notes
1. , _ I I X -
2, etc. . — _ 7 , . _
x
A
[
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POSTASSESSMENT

Define fixed and wvariable costs.

[

2, Describe the information you will need to determine
start-up costs for your business. How will you finance
these costs?

3. Describe three sources for business loans.

4, Describe the ?inancia; statements listed beléwi What do
they tell? What information is included in each?

‘a. Profit and loss statements
b. Cash flow projections
¢. Balance sheet statements.

"It is not uncommon to find lending institutions

m

unwilling tormake loans if the owner has only a

minimal inveétmént in the business.' Assume this

statement is true and discuss why lending institu-

tions feel this way.

Compare your answers to your responses to the preassessment,
You may want to chv k your postassessment answers with your

instructor.
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. =
) SELF-EVALUATION
How wellldid you know the information needed to do the
activities?
\ ( ) Very well
( ) Fairly well
{ ) A little.

Be honest with yourself. If you feel you don't know
the méﬁerigl well enough, it might be helpful to review
this section before going on.

5
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PREPARATION/ PART 11, UNIT F
ADAPTATION HOW TO FINANCE
THE BUSTNESS

PREASSESSMENT

Here are some éuéétigns that test for knowledge of the contents
of this level. 'If you are very familiar with the information
needed to answer them, perhaps ygu should go to another level or
unit ~ check with your instructor. Otherwise, jot down ycuf answers,
After you've read through this lcvel, take the postassessment at
the end of the "Preparation/Adaptation Activiti:s" section and
measure what you've lesarned.

1. What sources can aﬁ Eﬁtfepfénau: consult if he or she

. waﬁfs to estimate puSiHESS expenses and sales vélume?
2. Do start-up costs vary according to the type of business?
Are manufacturing businesses the least expensive to open?
Why or why not?

3. Estimate a projected profit and loss statement for the

business you are considering owning.

4, Prgpare a projected cash flow statement for the business

you are considering opening.

5. What are the various means of obtaining -the necessary

césh? WEiQh might be best for your business? What

information will you need to provide a lending institution

if you want to obtain a loan?
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TEACHING/LEARNING OBJECTIVES
Upon completion of this level of instruction
you should be able to:

1. Determine capital needs for y@gglbusinass
4

/
/

venture. /
. ('i",,
2. Prepare a projected profit and loss state-

ment and a projected cashiflow statement
i

7

: : ' - ; /.
‘ for your business. ’

3. Describe saufées of information available
to help you prepare financilal reports for
your firm.

4. Describe the type of informatien you will

need about your business to obtain a loan.
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SUBSTANTIVE INFORMATION

— DETERMINING CAPITAL NEEDS

HOW CAN YOU Making a prgfit\is necessary if a business is to succeed,
" DETERMINE so careful study and investigation of your capital needs is
'CAPITAL NEEDS? essential. Not only must you estimate how much it will cost
‘to start up your business, but you must also provide figures
on how much money will be required to operate it during the
first year. Money needs will vary according to the typéAcf
business--whether it is manufacﬁurigg, wholesaling, repail;‘gr

service, and the kind of merchandise or service afféréd, the

)]

income level «f your customers, your personal trade connections,
the location of your business, general economic conditions at

: the time of starting the business, and many other factors.

Sources of Information

WHAT ARE SOME - When detefmining costs, there is no substitute for first-
SOURCES OF . hand knowledge about your prospective business enterprise. It
IyFQRMATIQN is far better for you to spend a few hours and dollars now to
TO HELP - make these initiél investigations than to wait.and learn throuzh
ESTIMATE trial and error. Therefore, get all the information gau can
CosTs? from other people in the same.or a similar business, from

trade associations, government agzencies, libraries, and other

likely sources. Many of these scurces may be within your own

community.
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The following sourc.s can be contacted elther by mai

or by referring to their publications in your local library:

The Bank of America
Small Buslness Reporter
Department 3120

P.0. Box 37000

San Francisco, CA 94127

Robert Morris Associlates
Philadelphia National Bank Bldg.
Philadelphia, PA 19107

Small Business Administration
Wasnington D.C. 20416

or a Field Office in your area.
(Ask for catalog 1154 and 115B)

National Cash Register Corporation
3095 Kettering Blvd.

lst Floor

Dayton, OH 45439

(Ask for arnual "Expense in Retailing"
publication).

Other urganizations or individuals who may be con-
i

tacted are:

Colleges and universities

Your <wn present or potential customers
Trade associations

Chambers of Commerce

Better Business Bureaus

Credit buneaus

~ Minority economic and husiness development centers.
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curces of information that you contact, the

W

The more

e

more accurate your projeccion of the capital needs for your
business will be. All of the sources listed have an abundance

of information, such as typiral operating ratios for the kind

of business in which you are interested.

Operating Ratios
One method of comparing and analyzing what vour husiness
expenses should be is to use operating ratios. Operating ratios

are percentage figures showing what proportions of rhe sales
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ations. For example, the average bookstore with sales cf
two hundred fifty to five hundred thousand dollars might spend
43% of its sales on wages and salaries. A bookstore owner in

o
5

this size range who spends 60%

[
T

of sales in salaries might

1

decied to exam.ne her-or his employment policies after finding

e

hat the average for similar businesses is 43%.
3 1 = = ! . Il :
In order to obtain operating ratios, first find out

both the total volume of sales and the operat?  ratios for busi-

- nessec like yours. Among the sources for sales voiume figures and

operating ratios are Bank of America's "Small Statement Studies,"
Robert Morris Associates' ''Annual Statement Studies,' Dun & Brad-
street, Inc., trade associatiohs, trade magazines, specialized

= ' : L 3 s ) N
accounting firms, publications prepared by industtial companies

'

for examj .e, "Expenses in Retail Business,'" by National Cash
I 3 P 'y

Register Co.) and colleges and uriversities. Next, determine how

-
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CAPITAL
NEEDS FOR
RETAIL AND

WHOLESALE
(eont 'd)

ERIC

Aruitoxt provided by Eric

sales volume can be broken down into the various categories of

expenses and profiit.

rr
e
<
i
st
-

Once you have the operatinz ratio infermation, It is relati
easy to determine expenses. The ~vpical ratios for your type
business multiplied by your estimated s:zles volume will serve as a

benchmark for estimating the various items ol expense. ilowever, you

[

should never rely evclusiveiy on this method for estimating cach

expense item.

Current Asset

|

One of the first considerations in finaneing your business
is to determire how much money is needed for inventory, accounts

h. All of these will comprise

L]

receivable, and of course, ca
your current assets. To a large extent, your investment in
current assets will depend upon what you anticipate vour current
liabilities to be ~n the opening day of business. A rule of

thumb is that current assets should be twice that of current

liabilities.

Needs for Types of Businesses

e . . - o 7,”?3\ . .
In estimating inventory requirements for a wholesale or

oF

retail buc ness, talk to your prospective suppliers. Such an
estimate should be checked against the typical ratio of inventory
in relation to sales if you have such a ratio for your kind of
business. For =xample, assume thét net sales in yvour type of busi-

ness are typically six times inventory. Then, for annual net sales

70
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of $375,000, your inver sry should approximate $62,500. You should
make this type of calculation to establish a maximum dollar figure
for inventory and not go above it. Otherwi=o. vou or vour

suppliers might be overenthusiastic about tiie amount of merchandise

you should stock for your initial ipventory.

Manufacturing Businesses

The procedure for estimatinz the mouney needed to start a small

[ll\
==
I
=

vou wish to manufacture an automotive part and hope to me
annual net profit of 520,000. Yearly sales of 5500,000 will he
necessary, computed at a 4% profit. How many units must be pro-
part which will sell for an averapc of 320.00. To reach a sales
volume of $500, )00, you must sell 25,000 units, This means an
average of 500 units per week for 50 weeks. How much machinery
and equipment will be required to: produce 500 units per week?

How much down payment for the equipment will be neceszary?

Should you lease some of the equipment? How many operators will

Ty

i

be needed? You must add to the equipment costs estimate
for materials, wages, rent, sales, office and other expenses for

a perlod necessary to produce enough units for one complete turn;

that 1s, the annual production (25,C0.. units in the case) dividad

by the expected number of stock turns per year.
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HOW CAN CAPITAL

WHAT ARE SOME
TYPICAL CHPITAL
REQUIREMENTS
TO COFEN A

FRANCHISE?

Service Firms

Estimat i~z the money needed to =. ¢ a service estab-
lishment will involve a combination of the above methods used
for merchandising and manufacturing businesses. To the extent

that the service business carries goods for sale, estimztes
. g p

T

could be made in the manner outlined for wholesal. and retail

,_,
=]
pui]
r
jo g
[
s
m
£
]
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concerns. To the exteni that it sells labor or

money needed for equipment and wages could be estimated

similar to a factory.

Franchises

Holiday Isn, Kentucky Fried Chicken and McDonald's

are all familiar franchising organi: tions. The crpital
franchise organizations can range from hundreds of thousands
to several million dollars. Yet some franchise outlets can
scill be purchased for a few thousand dollérsg Those franchises
that require the least start-up cash are in the businaﬁsiaids
ané services area, which is expected to have rapid growth.

In the April

The future of franchising is encouraging.

1977 issue, Changing Times reported that even during the recent

recession, the franchising field was remarkably successful.
your own boss; and profiting from being a part of a big busiress

with national or regional advertising, laige-scale purc afing

el
Kl
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capital,
own business and make a res

Information on Franchising.
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annual reports and otlLar brochures

Ask to be sent

franchising enterpri: Tre.

pectable profit.

L
H
Lo
i
o
o
[1x]
=
-
i€
¥
T
i
I
1]
=]
i
pasd
[
i
¥y
T
<
T
=
o
[
s
o
o
fp—t
-
[
T
rr
)
10
=]
i)

Washington, D.C. 20402, provides step-by-step

opening a franc.ise outlet: the 1],
Franchising in the Economy, also
tendent of Documents, prov.das

in the franchising husine
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s of the type of business you open, having

s

Regardla
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adequate capita

available tn start the business shoul: exceed the estimated

cash the business hy a safe margin. Yeu not onlv

1. Afford enough emplo~es to keep the business

2, Invest in proper ..juipment

3. Maintain adeq. ze .c . levels of merchandise
cr materials in ora o puild sales volume
4. Take advantage of discounts offered by creditors;

instead you will be burdenzd with heavy intarest

mzet cov cetition.

bad

5. Grant customel credit ¢
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you need to gather informarior rezarding typical current assets
and curvent liabili for the type of business you wish to open

estimate

and vour

in a business operafred by your principal competition. Competi-=
tion in this case dues not necessarily mean the strongest firm
againat which vou will compete. Rather, it means a business of
a simil size that has been engaged in the type of sales or
services "rhat vyou want to establish. The next to the last

cerluma is

the ave:age of the two firms you surveyed. If

possibl make an estimate of more thau two competing firms.
This will make the average figure more accurate. Much of this
information will be difficult to obtain, especially information
about a competito:'s investment. However, tHiS'daca is vital
and wil. help you make a more accurate estimate.
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Average

¥nit;al Capital Requirement -

Purchase of real estate/rent
Decorating/remodeling
Fixtures and equipment

Initial inventory
Accounts receivable
Uiility dépcsiﬁs

Salarv of owner
Othezr :1laries
Rent/moyr ' zage
Adv erti%i:g

Ty expenses
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HOW WILL 4
WCRKSHEET OF

EXPENSES
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change your cash requirements. Looking at the worksheet, vou

can see that the middle column is captioned "multiplier. Usinn
a multiplier allows you to build a margin of safety into your

estimate. This fipure - 111 wrobably be at least two, and some-

flow in your business. The higher the multirlier the more
conservative figure you will get. For safety, the multiplier
should be at lea: - two or three. Arfter estimating the monthly
expenses and applying the multiplier, vou have arrived at an

estimated cash figure for a busines
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own. Work through Exhibit T for your bus
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Exhi-it T

WORKSHEET OF EX
BASED ON ANNUAL SALE:S

0 m

E:timafed Cash Needed
to Start
tultiplier Business
G.mer's 5zlary
Othar Salaries
Cost of Goods Sold
Rent
Insurance
Advertising
Utilities & Telephone
Interest
Maintenance & Repairs
Taxes - Personal property
Social Security
Real Estate
Miscellaneous o -
Total

78 g~
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Parc II, Unit F
Heow to Finance
tne Businzss
Zxhibit U
THE FD{EV IT TAKES TO GE~ AﬁSgﬁLLgﬁUSIELSS GOIRG
Total Capitel
Iavestment (For
Type or Business Investment In Stari-Up and Fire:
_and Annual Gross Sales ~ Inventory Three Months' Operation)

Building Maintenance

Service
525 000 to 573 000 58,000 to $16,002
Plgnt Shcp
525,000 to $80,000 55,000 to 510,000 $11,0720 to $24,000
] B@fi-g re ) ) ) i - B

~5to
575,000 to $lOO§DGD $12,000 tc S;G,DDO $25,000 to $53,000

Bezuty S5alon
under 5100, DDD 515,000 to 529,000

Yarn Shop

550,000 to $100,060 58,000 to $12,000 516,000 to $25.002
Repalr Service
Furniture $10,000 to $20,000
Car 15,000 to 40,000
TV/radio 16,000 o 25,000
Aprliance 6,000 to 20,000
Clock/watch 5.000 to 12,000
Shoe . 15 000 to 25,000
Business machine 6,000 to 10,000
Bicycle 6,000 te 10,000
Contractors '
(plumbing,
carpentry,
2lectrical,
ete. 10,000 to 30,000
Equipment Rental Service
$50,000 to $200,000
Camping/recreation $7,500 to $15,000 $13,000 re $23,000
Soft goods (party, '
sickroom) 12,500 to 21,000 25,000 to 35,000
Fabric store

$100,000 to SEDD 000| 25,000 to 35,000 38,000 to 58,000

Habby/craftg store
_under $200,000 ) 20,000 to 30,000 36,000 to 56,000

(Ehang g Times, August 1977, p. 40) Reprinted by permission from Changing Time

the Kiplinger Hagazine,’Aungt 1977 issue. Copvright 1577 by the Kipiinger
Hashingﬁan Editors, Inc., 1725 4 Street, N.W., Washington, L.C. 20006. Based
data in Bank of America's Small Bg§}g§§s Reporter series. '
80 :
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veluma. The volume will depend on the total ;mDuﬁt of business
{. 77 . area, the number aud zbil. v of competitors now sharing
that business, and vour own ability compete fcr the customer's
follar.

o
annual profits of 515,300. Your research rev <15 ENst the

sales of $37°F 00 ($15,000 =+
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start. If you overestimate sales, you are likely

muchk in equipment and initial inventory and commit yourself :o

heavier then your actual sales volume will
justify. You may obtain assistance in making your sales esti-

mate from wholesalers, trade asscciations, your banker, and other

can be compared with

i}

business people. The counsel of other

It
o]
b

mate of what you beliemve is needed

[t

your independent est

the effort worthwhile t. you.

(-

9






Profit and Loss Stater
1t 15 a picture of vour
=] and
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(4) expenses, and (5) net profit
pened vou
2. The p

If wvou haven't vet

M_.l
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o
‘m‘
o
I

statem
ments that include in vour business :
ions asked by a potential lending institut

rt

you answer ques
as well as help you make plans for your business,
contact fri

determining start=up costs, you can
usiness

il

and colleagues who are in a busi
te

Then you can base your
When figuring your own profit
/ tima

W

s

information.

costs, expenses, and sales.
statement, you should also include

projected profit and loss statement (Exhibit V) 4

L]

and los
o
lowing page for Jones Gift Shop, a franchised

-

1

Absample
shown on the fol
business that operates during the summer months in a resort
The figures shown are the annual projected sales, cost
{s operat

area.
and expenses for the months when the business is

s



JONES GIFT SHOP

PROFIT AND LOSS

NET SALES

Ty

COST OF GOODS SOLD
Beginning Inventory
Plus Purchases (Freight)
Minus Enaing Inventory

$21,000

4,000
10,000
5,000

TOTAL COST OF GOODS SOLD 9,000
GROSS PROFIT 12,000
Less:
OTHER EXPENSES
Selling Expenses:
Salesforece Payroll 2,500
Commissions -0 -
Advertising 3,000
Operating Expenses:
Utilities 900
Rent 3,600
Other 600
TOTAL EXPENSES 10,600
NET PROFIT BEFORE TAXES 1,400

33




Parc II, ait ¢
Hew to
the Business

VHAT ARE The cost involved in obtaining funds, whether from

\I‘ﬂ\

ACQUISITION yourself or others, is commeonly called acquisition cost. It
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'QSTS? is the
your business. Money is a commodity that can earn interest.

Normally, acquisition costs are used in the context of borrow-

ing. However, there is usually a cost involved whether vou

if it were invested in some place other than your business.

Your funds could be earning interest in a savings account or

[a)
.

-t
T
™

it
sl

in some other type =~ investment such as real

you can earn more there than by investing them elsewhere.
As an entrepreneur, you should make a projection of
your acquisition costs for the first three years of operatioen.

srmine the

m

These costs should be calculated to realistically dete

economlc justification for going into business. These costs

e

should then be compared with the actual profits generated by
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personal funds and those borrowed with the actual net profit of
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the business, you can see if you are maximizing

return on your investment if vour

m

Would you receive a be
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WHAT SOURCES
OF FUNDS
ARE

AVAILABLE?
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funds were invested elsewhere? If so, vou will want to
review vour business very carefully. Your husiness shonld

of interest the funds could be earning if they were in a bank's

savings account. Of course, the owner mav have chosen to invest

these personal funds in real estate, for example, rather than

iiL]



- Year 1 Year 2

e
Sources of OQutstanding Annual
Funds Amount Interest Cost Amount Interest C

A

$ ) % S R

Personal Funds $6, 000 5 5300 56,500 5 51345

wg‘ H

Qutside Sources 1,000 10 100 500 10 a0
Friends/etc.
Bank

Finance Company

Trade 3,350 0 -0 = 3,850 0 -0 -

Other R o o o

‘11 3aey

Total $10,350
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owner anticipates paving off

accounts
the vear It represents th
suppliers who have sold th: owners products and services on

items purchased on credit and does not include any interest
charges for deferred payments.

Projecting Cash Flow

'"Will I be able to pay the suppliers in time to receive

)

o
[iv

o
(a1
e
o
oo
i

the discount? " "When during the year will contract

your cash flow. The cash flow projection gives you a picture

business. If you . noer , not all sales will produce

cash. Also, your firm's income and expenses are not going to be

constant each month. Therefore, it is necessary to predict the

out. Yoy can Lhes ue cipate, for example, when you will nced a

Ny

to cov - expeuse and begin making arrangements to obtain one

g7
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On the followi

form (Exhibit X).

eeds? Exhibit Y is a more comprehensive plan for projecting

;j‘

ash flow for twelve months. You czn apply this form to the

ﬂ
m

business you want to open.

In summary, determining how much money it will take to
open a business requires prujeccing profit ququisiti
costs, an analysis of start-up costs, and a projected cash flow

The more realistic the projections, the better chance the business

HOW DO YOU Often, after analyzing financial estimat the entre-
RAISE THE

NECESSARY

CAPITAL or funds should be invested to maximize the sales potential.

From what sources can this can’ 21 be obtained? Where can you

re are two general

ﬂ]

get the meney tc rinanc  your business? The

sources. The first source is vour own personal funds. e
other scur.: reoc = oo Lo 2 money from others. Most _irely yau

will use a combination of the two,
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You should have more of your ow

iders. Financial statements
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in the business than those ut

for your new business will probably have to reflect this

&
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Exhibit X

CASH FLCW PROJECTION

Jan Feb Mar

Accounts receiv-
able payments
Loans

Total Cash
Cash Paid Out
Salary
Inventory
Sales Tax
Overhead
Selling expenses
Total Cash
Paid Out

Cash Balance at End of Month

89




CASH (beginning of month)
Cash on Hand
Cashin Bank
Cash in Investments
“Total Cash
PLUSINCOME (during month)
Cash Sales
Credit Sales Paymenrs
Investment income
Loans
Gther Cash income
Total Income
TOTAL CASH AND INCOME
EXPEMNSES (during manth)
Inventary or New Material
Wages (including owner’s)
Equipment Expense
Overhead
Seiling Expense
Transportation
Loan Repaymaent
Other Cash Expenses
TOTAL EXPENSES
CASH FLOW EXCESS
{end of manth)
CASH FLOW CUMULATIVE
(mantiily)

No.

12-MONTH CASH FLOW

Frojections
MonthIMonth [ Manth | Month |Month |Month | Month [Morth [Month [Month [Month [Month [TOTAL
1 2 3 3 5 6 7 8 9 11 12
R _ _ i I —_—
) _ o _ [ S

ERI

Aruitoxt provided by Eic:
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assume the major risk of the businsss. To a leader, th
shows your commitment. A loan officer mas

f vour own
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all of their own savings and,

o7 meeting unexpected emergencies. Others want to minimi-e the

risk involved and hesitate to invest a great amount of their
personal funds. When projecting the capital funds necessarv to
start your venture, «eep in mind that vou will probabl

be able tc borrow an equal amount of what you have personally

invested in the business. Regardless of how much vou invest of

your savings or sale of your investments, you should always
< = ¥ <

There are two types of capital for finanecing a husiness:

equity and borrowed. Equity capitzl includes your own personal

L
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savings plus the investments of others into you:

Partners, stockholders, Small Business Investment Companies
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(SBIC's are licensed by
Minority Enterprise Investment Companies (MESBIC's), venture
capital groups, and local development corporations are some

of the sources of equity capital.
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(The Wall Street Journal, November 25, 1977, p. 1)

Rgprlnted by pEfmlsgi
Dow Jones Company

In those instances where you are

others, whether it be trade credit, leasing,

I

of The Wall Street Journal
e., 1977. All rights reserved.
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from individuals, make sure you know what the cost of borrowing

will be. TIf you can obtain out

cost, by all means do so. Only you can determine what

The easiest and least expens

on the cash value of your ordin

loan may be obtained directly
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Part II, Unit F
How to Finance
the Business

a comparatively low interest rate, and, as long as you continue

to pay the'premiums, the life insurance will remain in force.

(]

; Lo u

"—Ilm
(i

Anotth 't convenient method of obtaining funds
. ,
trade credit terms furnished by youn supplier. You should

examine carefully the terms under which merchandise and other

ccording

k]

goods are sold to ygu; If payment is not scheduled-:

to the usual net terms offered by suppliers of ten or thirty

dayé; tﬁen the cost of borrowing these funds (interest expense)
may be'highef than it would be for funds borrowed directly from
a lending institutign;

Leasing is a very common business practice. Leasing.

equipment and building facilities is a popular and convenient

amount of capital required to start the business. Most equip-
went and building leases are for ome to five years. 1In déciding
whethefjt@ buy or lease, rémémbér Lhaﬁ uéually after the terms
of the lease expire, you will ﬁave nothing to show for your
investment.

Bgf;ggingvfrgﬁ indiﬁidpglg sgch as relatives and friends

is sometimes difficult to do and does have cne underlying disad-
vantage. Ths individuals who lend_yéu money may decide they
would rather be "active' thaﬁ "silent" partners. When borrowing
from anyone, maké_éurésthe“téfms of Qhe:laan are clearly

understood by all parties concerned.

923



Part IT, Unit F
- How to Finance
T the Business
When starting a business, it is often difficult

to borrow from banks and other lending institutions.

Mést_beginn;?g entrepreneurs are unable to show a past "track
record" of doing business and being good credit risks. Until
you have proven yourself, a lending institution is going to be
hesitant about providing a substantial amount of money to your

business. However, once you have begun to operate profitably

_for two to three years and have demonstrated sound business

maﬁagEEEﬂt, then borrowing from lending institutions will be
much easier. Until that time, any loan will probably have to
be well-secured in terms of collateral. Borrowing procedures
will be discussed further on in this level.

The Smali Business Administration SSEA) iz a federal

agency which loans small businesses more than $2 billion

annually. SBA loans are only available to small businesses that

have been turned down by two local banks. If a bank will not

" fund the loan, it will then present the application to SBA to

be guaranteed by SBA. The 'small business may then apply for an
SBA direct loan of $150,000 or less. The letter from the bank
decliriing the loan must accompany the application to SBA. The

letter must refer to the size of loan requested and include the

_reasons why the loar was declined. The next section will discuss

SBA loans in detail.
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Small Business Administration Loans

WHAT ABOUT The following procgdures should be followed by applicants seeking
SBA LOANS? SBA loans:

The following information should be taken with
you to the bank(s) for review: Ask for a direct
bank loan and if declined, ask the bank to make
the loan under SBA's Loan Guaranty Plan or to
participate with SBA in a loan. If the bank is
interested in an SBA guaranty or participation
loan, ask the banker to contact SBA for dis-
cussion of your application. In most cases of
guaranty or partieipation loans, SBA will deal
divectly with the bank. If a guaranty or a
participation loan is not available, write or
call to make an appointment to see one of our
Loan Officers. To speed matters make your
finaneial information available when you first
R write or visit SBA. :

A. A brief description of the business: type,
market, operation, start-up date.

Description of location, with terms of
oceupancy and copy of lease if applicable.

"Uﬂ\

C. Brief personal resume of principals' education,
experience and present duties.

D. Complete breakdown of use of loan funds and
personal injection. Include source of
personal investment if not apparent.

1. Full deseription of-all business debt,
if any debt is to be covered by the
loan.

2. An independent appraisal of assets to
be purchased from an existing business
or of land and buildings to be purchased.

3. List of machinery and equipment to be
purchased, with costs.

"4, For mew construction, furnish a deserip-

tion of land, detailed description of
building, and contractor's cost estimate.

ERIC o o lu
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E. An existing business must fﬂrﬂzsh a current balanee
sheet and the past three years' profit and loss
astatements. IRS Schedule C's may be subgtztutgd
for P & L's if necessary. In large or §Omple$
operations, audited statements may be required,
Applicant must sign all financial statements unless
they hgve been certified by an accountant.

New bugznégs applicants must include a faetual (monthly)
two year projection or operating forecast. A cash
flow chart would be helpful.

=

G. Personal finaneial statements of principals and all
owners of 20% or more of company stock.
(From unpublished materials distributed at SBA workshops).

The following criteria are set by the SBA to provide loans to certain
. types of businesses:
AGRICULTURAL:

" Considered small if annual gross receipts for the prior year are below
$275,000., |

MANUFACTURING: _
Considered small if total employement is less than 250. Businesses
with up to 1,500 employees may also be considered eligible (Refer to

official. size staﬂdards )

WHOLESALING:

Considered small if annual sales for preceding year do nof. exceed

%9.5 million. Annual sales up to $22 million may be allowable by
--gize standards. .

RETATILING:

Considered small if annual sales fpr preceding year do not exceed

$2 million. Annual sales may be up to $7.5 million in certain busi-
nesses. : «

SERVICES ; o

milll@ﬁ;'aﬂn up tg $8 mllllan dependlng on the 1ndustry by 'size
standards.

/

—~
| T
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: CONSTRUCTION:
Considered small if annual sales for the three most recent years do not
exceed $9.5 million. Some special trade construction firms carry a
maximum of $1 million sales feor three prior years' average with
alternates up to $2 million.

Although the SBA's basie loan program s well publicized throughout

the business eommunity, a good many of the agency's spegzal—purﬁaué
 loans are barely known beyond govermment cireles. Entrepreneurs in

need of govermment-backed financing should be aware of the following

programs:

¥ Economic Opportunity Loans are available to those persons
considered to be socially or economically disadvantaged, This program
18 used most widely for assisting small companies owned by minority-
group individuals.

‘W Displaced Business Loans are.available to small firms suffering
economic injury as a result of their displacement by, or location
near federally-assisted construction projects. Funds are offered for
the purpose of relocating or revitalizing injured companies.

W Pool Loans are made to groups of small companies joined together
to achieve common objectives. Loan proceeds must be used to obtain
raw materials, equipment, inventories, supplies cr to contract for
research and development. The formation of a pool must be cleared:

with the Department of Justice.

» Revolving Lines of Credit are finaneial support arrangements worked
out by the SBA with the cooperation of local banks. Under this program
small firms engaged in construction or other contract work are granted
lines of credit for periods ranging up to 18 months. The SBA guarantees
the credit extended by the banks. :

lﬂk Haridicapped Assistance Loans are made to small fiyms owned by
handicapped persons as well as to nonprofit organizations where at least
75 of the worker hours are performed by handicapped individuals.

¥ Product ngczster Loans may be approved for companies suffering
economic zngury ag a result of diseased food products. To qualify,
' the companies involved must not be Pgspanszb2§ for the diseﬁséd

aonditions.

» Consumer Production Loans are authorized for small firms having to
eomply with standards set up under the Egg Products Inspection Act of
1970, the Wholesome Poultry and Poultry FP@ﬁucta Aet of 1968 or the
Whalésome Meat Aet of 1967, -
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x Oceupational Safety and Health Loans are made to companies
suffering economic injury as a result of having to comply with the
Occupational Safety and Health Act.

¥ Base Closing Economic Injury Loans may be authorized to small
companies hurt by inadequate supplies of fuel, electrical energy
or energy producing resources. The supply problem must be beyond the
eontrol of the companies invblved.

(The_Columbus Dispatch, lune 27, 1976, p. 10)

Legdingﬁ;gsgitgticgiErgg@du:ﬁs
/
HOW DO YOU | What techniques or procedures must be followed in obtaining
\ A
OBTAIN A ‘\ funds from a lending institution? The process of applying for a

AN , S )

-LOAN? - }oan is an important stop in starting A business, Unfortunately,
many people a.e unaware of the prepar::i.a required prior to

. appiying for a loan, Before approaching any lending institution,

vou should prepare information on and thiak through the following:

1. 4= erﬁlﬂﬁa%ian c¢f the purpcse of the loan. One of
the £irs; questicns that the loan officer will ask
18, "Why are you bhorrowing?" The purpose of the
loan i;‘vezy impoertant for a variéty'af reasons in-
wludiey, fﬁ;:aﬁéﬂt arrangemeﬁté;

ﬁgqtzviwg_;i;; Je repayment., A loan for working

caninty Wit omgr liﬁtlg be repaid in a different

m.nuer chan a loan for business equipmééﬁ, If the

loan i3 for working éapital or for a short period of

time, then the plan for repayment should reflect

#5\ the tEmp@fafy need of the funds. These loans are

\ _, | s | 11q:
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ugually repaid within three to six months from the

!daﬁe of the loan. If tﬁe 1Gan-was given to purchase

equipment, then the terms of the loan may be for

three or even five years.

SL A '"reasonable" rate of interest. Establishing a
r.ite of Iinterest acceptable to both tha 1§nder-and
thé.bcrrower is very important. The rate of inter-
esﬁ to be charged should be among the first Eqpizs
discussed during the loan interview. You Shcuia\
ask about the annual rate of interest as soon as

possible. ’

4. kaé history of your business and the nature of its
operation. This includes when it war ‘or is to be)
started, its location, tﬁe type of business, how many
people érelempléyed, your full-time or part-time
commitment to the business; the demand for your ser-
vice or merchandise, and Gthér beneficial background

Ainformatiang A written statement, or some printed
information or braeh£§e which describes y@ﬁr business
might be useful. Lénégrs are always'ingerested in know-

ing 'more about your opeérations, so propose a visit to

99
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A deseription of principal competitors in your market.

Knowing who your principal competitors are is of

vital interest to your banker. Be sure your banker

is aware of vyour knowledge as this will add credita-

bility to your request.

4 record of previous loans and bank deposit relation-
ships. Satisfactory handling of any prior loans
will be a plus factor. However, if previous loans
have been frequently late or unsatisfactcfily paid,
then Qaﬁvigcing the loan officer to give you the
loan will be more difficul%., Relationships with
banks where you have deposits are also very impor-—

tant. Most banks and other lending institutions

~will be hesitant to make a loan to you if your
deposit accounts are carried elsewhere. Obviously,
!the first financial institution vou should visit to
apply for a loan éhculd be the one in which you keep
your deposits. If that 1endiﬁg institution is un-
willing or unable to make the type of loan you

need, then you should promise atﬁér institutions

you visit that if the loan is made, you will tfansfér

i

your deposits to them.

100



Part II, Unit F

the Business

7; A description of the experience and financial
soundness of the business owmers. This ié probably
the most qualitative decision that the loan officer
will have £6 make.

8. A description of gch%éaZ and seasonal business
patterns and their effect on the financing of the
business.

9. A complete set of recent basic financial statements
about yourself and your business. Statements

such as a balance sheet of your net worth or your

o

usinaess's worth; a prfig and loss statement, or a
projected pquit and loss statement ror a new
business; and a cash flow projection are usually
raquesﬁédg

Lending institutiéns are iﬂterésged in how' much money
vou want té-bafrowg how you'll use ;g, and how and when you
will repéy it. Although some believe -''lending institutions only

! lend yéu money when you don't need it," all they really want is

assurance of your ability to repay.

\L“'ﬂ«
~ T
¥
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PREPARATION/ADAPTATION ACTIVITIES

Are you able to apply these financing principles to your business

aspirations? The following activites should help you check your

- knowledge of how to finance your business.

ASSESSMENT ONE

Are you a good loan candidate? Rate yourself on a scale from 1

to 10 on the following criteria which apply to business loans.

ji

Y ]

‘are the firm's goals? What would happen in the event of

Business Profile

Type of business; major products, how long e€ i ed? 1
Backgrormd, education and experience of business prinet-
pals. What is legal or organizational structure of firm
andy why? Is the business sound? Who are the eustomers,
suppliers and other business conmnections?

S

Loan Request

ey
w T

Is the request well defined and clearly stated? HOW will
the money be used? Can the loan be secured? Is the request

realistie? Is the amount reasonable for the intent?

3 T

-

Prospects - '

Ts it a growing industry? Does it have good long-term 1
prosects? Does the business have a viable plan? What

an acetdent or death of owner? What insurance is carried?
What is the competition?

Ty ey o WD

Finaneial Condition

Does the finanetial statement show strength? Does the 1
profit and loss statement show profitability? What s

the projected cash budget? How does current finaneial
pieture compave with previous periods (2-5 years) ?

How will loan be repaid? '

Dy ™y

. Growtk Plans

What ave anticipated sales? How much i{nventory will be 10
needed? Will there be expense for new facilities or house- 9
hold imporvements? Are more fixtures and equipment required?8
Are more personnel needed to meet growth demands? What will 7
changes in economy do to the business? How much cash will beb
needed? :

102 118
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6. Reputation 10
a
’  What is reputation of the business and the person to 8

whom the loan will be made? 7
a

P R |

2

Pt

(From unpublished materials distributed at SBA workshops)

POSTASSESSMENT

1. What sources of information can an entrepreneur consult to

her business?
- 2. Do start-up costs vary éccafding to the type of business? Are
manufacturing businesses the least expensive to open? Why? Why not?

3. Develop a projected profit and loss statement for the business you
are céﬁsidéri -~ opening.

4, Ereparé a prajééﬁéd cash flow statémeat for the business you
are cgnsideriﬁg opening. -

5. -ﬁescribe in detail the information yéu willlhave to prgvide to a
lending institution that is.consideriﬁg making you a loan. What
are other means of obtaining the necessary cash for your business?
Which would best suit yoq£ needs? 3

Compare your answers ,to your responses to the preassessment. You

may want to check your postassessment answers with your imsfructor.
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SELF-EVALUATION

==

How well did you know the information needed to do the
activities?
¢ ) Very well
( ) Fairly well
( ) A little,
Be honest with yourself. If you feel you don't know

the material well enough, it might be helpful to review this

L1y ]

ection before going on.
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SOURCES. TO CONSULT
FOR FURTHER TNFORMATION

- Anniial Statement Studies. Philadelphia: The Robert Morris
A Asnclates.

R Barometer of Small Business. San Diego, Ca.:Accounting
Cafpératian af America.

Key Business Ratios. New York: Dun & Bradstreet, Inc.

Kreps, C. Analyzing Financial Statements, American
Institute of Banking, Washington, DC: 1975.

Small Business Administration. Washington, DC: Government
Printing Office.

The ABC's of Borrowing, Management Aid No. 170.

__. Budgeting in a Small Service Firm, Small Markecers Aid
No. 146.

__+ 1s Your Cash Supply Adequate? Management Aid No. 174

. Ratio Analysis for Small Business, 4th Editionm, 1977.

Sound Cash Management and Borrowing, Small Marketers
Aid Na. 147,

Steinhoff, D. Small Business Management. New York: McGraw-Hill,
1974.

"What Going Into Business Costs.'" Changing Times, The Kiplinger
Magazine, June 1971.

"The Heartbeat of Business'" (14 min.) Available for purchase
or rental from Sales Branch, National Audiovisual Center--
General Services Administration, Washington, DC 20406,
Phone (301) 763-1954. :
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PRE/POSTASSESSMENT
SUGGESTED RESPONSES

EXPOSURE

1. Start-up costs are the one-time costs you will have to meet in establishing your business
and the cost of operating the venture until It begins to generate a profit.

2. Net worth is determined by substracting liabilities (what you Gwe) from assets (what
you own). .

3. Sources of information include other business owners, government publications, and
trade association publications,

4.  Equity financing is financing the business with your own money or funds provided by
athers. Debt financing is financing the business with borrowed funds.

5. A business plan simply explains what your business venture will be like and describes how
you intend to operate it. Plan should include start-up costs, c:peratmg expenses, and
_prcuected income. i o y

N,

EXFLGRATIDN

leed costs remain fairly cﬂnstant and mc!ude such items as msurance rent, taxes, and
Iu:enses Vaﬂable costs change accardmg ta valume nf prcductmn and mciude such iterns

L F¥L
i

' Ta determme the start—up cost fcsr your busmess you must knaw what it wnll cost TG
E establish the firm and operate it until it generates a praﬁt Respcnses should mdncate
- knawledge of the various methads of fmancmg

o 3. -Scurces of busmess loans mclude lifei msurance companies, persgnal finance cumpames
commercial finance ccmpanies, market value of securities or other owned investments,
.-commercial banks, savings and loan associations, Small Business Admmlstratlan (83A),

and Smal! Busmess Investment uomgames (SBIC)

E
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) mfarrnatmn.

A profit and loss statement shows whether a firm is making a profit or operating at a

loss and tells (a) total sales, (b) cost of goods sold, (c) gress profit, (d) expenses (e} net
profit. A projected cash flow statement illustrates the relationship between incoming and
outgoing cash. |t indicates when cash is being paid out to debtors and when cash is coming
in from sales, investments, etc. The balence sheet is a statement of the financial condition
on a given day. For example, the statement of start-up costs is an opening day balance
sheet. ,

Responses should note the fact that lending institutions do not like to invest a greater
percentage of money in a business than the owner has invested. They are reluctant to
risk funds that the owner is unwilling to risk.

e e SRR
£ Y

Dther business owners, tradg associations, government agergcnes trade magazinas,
specialized accounting firms, and EE”EQES aﬁd umvers:tles are gaad sources of P

Start-up costs do vary. It costs more to estabhzh manufacturmg concerns. Staﬁ:-up
costs must include machinery and equupment expenses cost of raw materials, and U
passnb!y specialized labor cast:; . ot :

Staternent shau!d include pFOjECtEd sales cost of gguds sold, expénses gross praf‘ t,
and net praflt, . . P

ii;,‘—.s

Statement shauld project all sources af income and all aﬁtsclpated debts,
B DA hﬁg e - -&"!fg, - ‘iﬁ-,r!i g =pﬁ;-ﬂ -t .

Cea w¥iat

Try to prepare as detailed an account as possible. Prepare an explanatmﬁ uf the purr:c:sa SN S
“of the loan, a tentative plan for repayment, a reasonable rate of interest, hnstory of the ’ ’
business and the nature of operations, description of competitors, record of previous STt
loans, and a complete set of recent basic financial statements. Respondents should e -
discuss other sources of obtaining cash such as trade credit, borrowing from individuals,

. ~borrowing from their own life insurance pallmes and leasing in relation to their planned

venture.




TEAGH!NG/LEARNING DBJEFTIVES

Upon complation of this level of instruction you should be abla to:

1. Describe the information needed to deteriming start-up cos!s
for n bilsiness,

user..' Tn help ,Jml nrgsmzé yaur wgrk aﬂd plan the Use c:f ﬁﬂs Iewl
se sgggcitlan! are iha

1. thvite an offices
group and discuss ¢

2. Explain the difference between equity and debt financing. fczrr small busin i 33
o 3. Deseribe alternative sources uf financing avallable to small busi- 2. i apenad 3 bUsiness w;thm th“- past h{-
= ne . © year to deschibe hcm? he Dr she obtained financing for the busi- +
2 1. Df“ru' 2 the inir atian that should be included in a hu-inass noes,
=l prdll
x 5. Describe three fmam:lal statemenfs needed for develcgmg a business : .
I:Jn . . - R i . = ’i . "
; g ki . o
- i - =
1. Explain how to determine start-up costs for a business. 1. lnvite representatiVes from a variety of Imwlim; institutions for
2 ddantify fixed and variable costs. 4 panel discussion on the avaitability of menes for anall business
3. Explain the difference between equity financing, debt loans, requirements to be satisfind by the apg’ ant Lo get o loan,
% financing, and trade credit. and general attitudes of the lending institutic s tc!wud issuing
= 4, Describe alternative sources for loans, . loans to small buslhesses. ¢ :
2 5. Explam why th busmésr owner will need to invest personal Z. Contact both the Small Business Administration and a lending ‘
2 funids i the i institutian té abtain information o0 their v niing policiss and
3 6. Describe these flﬂdﬂﬁlal reports: (1) balancc— sheet, (2) profit and loan progrant?
d loss statement, and (3) cash flow projection. 3. Invite a local CPA of public accountant to meet with tie ¢ yroup
' to ﬂxscuss the preparaucn and i |mpnrmn:e af fmancml statements. ;
- o ‘11 :
. .
= 1. Deterimine capital needs for vour business venture, - - s . )
4 2. Prepare a projected! profit and loss statement and a projected cash 1. Obtain infarmation bn typical business operating ratlos from such
] flow stalament for your business, sources as the Small Business - cporter serivs pubtished by Bank of
L 3. Deseribe sources of information available to help you pirpare America and Annual Statement Stud s putzlished by Hobeit Morris
3 financial reports in your firm, Associates.
3 4. Descrite the type of information you will need to obtain a loun. 2. Have alocal trade tredit supplier meet with the group Hnd dl:cugs
, : ’ 3 the firm’s pﬂllﬁes fﬂr‘ deallng with nev/ smalf busmEsses
? ' : | i‘
1 : N i
i
o - - 7 T - - il T
x%,’ u,-i E
i
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The PACE series consists of these parts and units,

PART I: GETTING READY TO BECOME AN ENTREPRENEUR

Unit A: Nature of Small Business

Unit B: Are You an Entrepreneur?

Uﬁiﬁ C: How to Succeed and How to Fail

PART II: BECOMING AN ENTREPRENEUR

Unit A: Developing the Business Plan

Unit B: Where to Locate the Business

Unit C: Legal Issues and Small Business

Unit Govermment Regulations and Small Business

o)

Unit

53

Choosing the Type of Ownership

) . Unit F: How to Finance the Business

Unit G: Resources for Managerial Assistance

PART III: BEING AN ENTREPRENEUR
Unit A: Managing the Business
/ Unit B: Financial Management

Unit C: Keeping the Business Records

o
=)

e
r
|

Marketing Management
Unit E: Successful Selling

Unit F: Managing Human Resources
Unit G: Community Relations

Unit H: Business Protection
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