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You will be ablg to:

e Describe the sources of information available to help iﬁ
estimating the financing necessary to start your new business.

e Determine the ﬂnancing necessary to start your new business.

© Prepare a projected. proﬁt and loss statement and a pro]ected
‘cash flow statement for your new business.

t

e Prepare a loan application package.
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BEFORE YOU BE\LIN el Co. . ) ] ) ;
1. Consult the Resource Guide for instructions if this is your first PACE unit.

2. Read the Unit Objectives on the front cover. If you think you can meet these objectives now,

- consult your instructor.
3. These objectives were met at Levels 1 and 2:

Level 1-

>

] Explain the. 1mportance of financing in the success of a new business .

e List the different types of costs that must be considered when starting a new business
L Explain the two maJor methods of f1nanc1ng a new business. ,
e Identify the various sources for obtaining financing for a new bus1ness

e List the financial statements that should be included in a bus1ness plan

P L. .

Level,2 - f ' '

e Explain how to determine the different types of costs that must be considered when
starting a new business

- e Compare the advantages and disadvantages of the various sources of financing for T new
+ business . )

e Describe the sources of loans that may be available for financing a néw business .

e Describe the information that must be provided.in a loan application package

rey

e Explain the criteria used by lending institutions to evaluate 1_oan applicants
If you feel unsure about any of these topiCs, ask your instructor for materials to review them.

4. "Look for this business term as you read this unit. If you need help thh its meaning, "turn to

"‘the Glossary in the Resource Guide. ‘

disbursement -

.
. .
- ) 2 J ¥
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WHAT IS THIS UNIT ABOUT?

FINANCING THE BUSINESS _ '

Financing is the 11feblood of a business. Without capltal a blisiness
cannot begin, grow, or ever hope to become successful. Now that you

-t

.

WHAT ARE SOME SOURCES OF
INFORMATION TO, HELP
DETERMINE FINANCING
NEEDS?

have decided to start a business, here arethe two most cruc1al
questions you must ask: . .

e What are my financial needs?
e How do I satisfy them?

-
Y

This -unit should assist you in. answerlng these two,extremely
important questlons The first part of this unit presents information
you can use to investigate and study your financial needs. Then you
will look at how you prepare estimates of your capital needs and the

, necessary financial statements. After you have examined the -

preparation of the projected profit-and-loss and cash flow statements,
you will study the production and use of the loan application package

Through an application of the material presented in this unit, you
should have a foundation of knowledge that you can use to ‘determine

_ the amount of the financial lifeblood yoyr business needs and the

sources for supplymg‘lt\ Good luck!

Maklng a proflt is necessary if a business is to succeed, so careful
study and investigation of your financing needs are 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

WL E uﬁ““ 4 5¢ .
W Fuee® Bhcse .

TR MINING |
\NANGWG' ‘ e

be required to operate it during the first year Money needs will vary
accarding to the type of business—whether it is manufacturing,
-wholesaling, retalllng, or service—the kind of merchandise or serviee
offered, the incomeé level of your customers, your personal trade
connections, the location of your business, and many 7ther factors.

-
-
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When determining costs, there is no substitute for first-hand
knowledge about your prospective business enterprise. It is far better
for you to spend a few hours and dollars now to make these initial.
investigations than to wait and learn through trial and error.
Therefore, get all the information you can from other people in the

same or a similar business, from trade associations, fovernment
agencies, libraries, and from other likely sources. Many of these
sources may be within your own community.

<
>

The followmg sources can be contacted either by mail or by referrmg '

to their publications in your local library: . . .
Small Buisiness Administration
Washingtén D.C. 20416
—or a field office in your area. .
(Ask for catalog 115A and 115B.)
o
Dun & Bradstreet p
99 Church Street 7.

all Business Reporter
Department 3120

P.0O. Box 37000

San Francisco, CA 94137

Robert Morris Associates
. Philadelphia National Bank Bldg.

Philadelphia, PA 19107 L
- National Cash Register Corporatich

8095 Kettering Blv‘d ; .

1st Floor . o . ' )

Dayton, OH 45439
(Ask for annual “Expense i in Retallmg publication.)

Here are some other orgamzatlons or 1nd1v1duals who.may be
contacted .. o

. Colleges and universities
Your own present or potential customers
Trade associations
Chambers of commerce
Better Business Bureaus
- Credit bureaus
Business sections of libraries -
Mmorxty economie and business development centers

11
® e 0 0.0 000

The more sources of mformatlon that you c0ntact the more accurate
your projection of the financing peeds for your business will be. All of
the sources listed have an abundance of information, sueh as typical
operating ratios for the kind of.business in which you are in rested
An example of some mformatlon that is"available 1s in figure 1.

e e
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THE MONEY IT TAKES TO GET A SMALL BUSINESS GOING. -

Total Capital
Investment (for

Type of ‘Business Investment in . " Start-up and First
and Annual Gross Sales Inventory * . Three Months’ Operation)
Buﬂdiﬁg Maintenance - '
Service . . .
$25,000 to $75,000 $8,000 to $16,000
Plant Shop o -
$25, 000 to $80,000 $5,000 to §10,000 $11,000 to $24,000
" Bookstore . -
$75,000 to $100,000 $12,000 to $20,000 $25,000 to $53,000
Beauty Salon : .
under $100,000 . $15,000 to $29,000
Yarn Shop 7 , )
$50,000 to $100,000 $8,000 to $12,000 $16,000 to $25,000
* Repair Servige , .
Furnituré $10,000 to $20,000
ar . . 15,000 to -40,000
TV/radio . 10 000 to 25,000
Appliance 6,000 to 20,000
Clock/watch 8,000 to 12,000
Shoe 15,000 to 25,000
Business machine 6 000 to 10, 1000
Bicycle 6,0(50 to 10,000
« Contractors
(plumbing,.
carpentry, -
electrieal,
etc.) : . 10,000 to 30,000
Equipment Rental-Service v '
$50,000 to $200,000 .
Campmg/recreatlon $7,500 to $15,000 $15,000 to $25,000
Soft goods (party, i ‘ ‘
s1ckroom) . 12,500 to 21,000 25,000 to  35,000-
Fabric store e .
. $]P0 000 to $200,000 * 25,000 5,000 38,000 to 58,000
Hobb\slcxa.fts store ) ' T
20,000 to 30,000 ‘ 36,000 to 56,000’

under $200,000

Figure 1 Sample of fmanclal start-up mformatxon

SOURCE Changing Times, August 1977 p. 40 Reprmted by permxssmn from Changmg Times,
. the Kiplinger Magazine, August 1977 issue. Copyright 1977 by the Klplmger Washington Editors,
Inc., 1729 H Street, N.W. Washington, DC 20006. Based on data in Bank of America’s Small

Busmess Reporter series.
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WHAT ARE OPERATING |
EXPENSES?

One method of comparmg and analyzing what ouy business expenses

_ should be is to use operating ratios. Operating rati e percentage ™

figures showing what. proportions of the sales dollar sinesses spend
on various components of their operations, For example the average
bookstore with sales of $250, 000 £0-$500,000 might spend 43 percent

HOW ARE OPERATING RATIOS
USED?

of its sales on wages and salaries. A bookstore owner in this size
range who spends 60 percent of sales in salaries might decide to.
examine her or his employment policies after finding that the ’
average, for similar busmesses is 48 percent

In.order to obtain operating ratios, first find out both the total
volume of sales.and the operating ratios for busmesses like yours.

© Among the sour'ces for sales volume figures and operating ratios are

Bank of America’s “Small Statement Studies,” Robert Morris
Associates’ “Annual Statement Studies,” Dun & Bradstreet, Inc.,
tradeassociations, trade magazines, specialized accounting f1rms

. public‘!sgions prepared by industrial companies (for example,

“Expenses in Retail Business,” by National Cash Register Co.), and
colleges and unfiversities. Next etermine how sales volume can be
broken down ifito the various categories 2f expenses and profit.

Once you have the operating ratio information, it is'relatively easy to
determine expenses. The typical ratios for your type of business,
multiplied by your estimated sales volume, will serve as a benchmark
for estimating the various items of expense. Howexer you should ’
never rely gxcluswely on this method for estimating each’expense
item. /

~Asan example of this approach, consider the following hypothetical

circumstances. You are plgnning to open a syhall retail flower -
business. Let’s suppose that, through the Refail Florists Trade
Association, you find that the average flower shop operates on a gross
margin of 50 percent, and overhead expenses are.30 percent of sales.
The dpplication of this information can help tremendously in
determining what thé amount of your overhead expenses and what
the cast of your merchandise would be . .

“To apply this information you will have to estimate your first year’s
sales. If you estimate $100,000 i in sales your first: year, this 1s what
you would find:

L3

$100,000 in sales x 50% = $50,000 gross margin

) $100,000 1n sales x 30% = 30,000 in overhead expenses

$ 50,000 gross margin  —  $30,000.in overhead
expenses = $20,000 net profit before taxes

Furthermore if you found that the average rate of invertory turnover
for retail flower shops was ten times annually, you could also figure
the average dollar inventory you would need. Since you estimated
your gross margin to be $50,000 on sales of $100,000, the cost of the
flowers you sold were $50,000. Now, using the followmg formula, you
can determme the average amount of inventdry you need to have on
hand. .

’
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WHAT IS SPECIAL ABOUT

FINANCING A MANUFACTUR-
ING BUSINESS?

A

WHAT IS SPECIAL ABOUT
FINANCING A SERVICE
- BUSINESS?

. necessary, computed at a 4 percent_profit.. How many units must be

[

Cost of merchandise (flowers)sold .-  Average Inventory

Average rate of inventory turnover To Have in Stock
B 1 $50,000 "= "$5,000 \ v
10

L3 < ]

One of the first considerations in finanging your business is to
determine how much money is needed for inventory, accounts
receivable, and, of course, for cash. All of these will comprise your
current assets. To a Iarge extent, your mvestment in current assets
will depend upon what you anticipate your current liabilities to be on ]
the opening day of business: A rule of"thumb is that current assets
should be twice that of current liabilities.
In estimating inventory requirements for a wholesale or retail
husiness, 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 example, assume
that net sales # your type of business are typically six times the -
inventory. Then for anmual net sales of $375,000, your inventory
should approx1mate $62,500. You should make this type of calculation
to establish a maximum dollar figure for inventory and not go above
it. -

OtherWise, you or your suppliers might be over enthusiastic about the
amount of merchandise you should stock for your initial inventory.

The procedure for estimating the money needed to start a small.
factory is similar, put somewhat more complex. For example, suppose
you wish to manufacture an automotive part and hope to make an -
annual net profit of $20,000. Yearly sales of $500,000 will be )
produced to attain-this volume? Assume you plan to manufacture one
part that will sell for an average of $20. To reach a sales volume of
$500,000, you must sell 25,000 units. This means an average of 500 -
units per week for fifty weeks. How much machinery ‘and equipment
will be required to produte 500 units per week? How much
downpayment for the equipment will be necessary? Should you ledse

" some of the equipment? How many operators will be needed? To the

equipment cost you must add estimates for materials, wages, rent,
sales, office, and other expenses for a perlod necessary to produce
enough units for one complete turn, that is, the annual production’
(25,000 units in this case) divided by the expected number of stock
turns per year. .

NS ' »

-

Estimating the money needed to start a service edtablishment will
involve a combination of the methods used for merchandising and

* manufacturing businesses. To the extent that the service business

carries goods for sale, estimates could e made in the'manner
outlined for wholesale and retail concerns. To the extent that it sells
labor or machine work, money needed for equipment and wages could

_be estimatéd in a similar fashion as for a factory.




WHAT IS SPECIAL ABOUT
FINANCING A FRANCHISED
BUSINESS?

v
) J
, ‘
.
.

Holiday Inn, Kentucky Fried Chicken, and McDonald’s are all
familiar franchlsmg organizations. The capital required to purchase
an outlet of many of the large, successful franchise‘organizations can
range from hundreds of thousands to several million dollars. Yet )
some franchise outlets can still be purchased for a thousand dollars.

A
<

HOW DO YOU DETERMINE THE
FINANCING NEEDED TO
START YOUR BUSINESS?

Those franchises that require the least start-up cash are in the-
business aids and service areas—areas that are expected to have
rapid growth -

Franch1smg offers a means of becoming an entrepreneur, being your
own boss, and profiting from being a part of a big business with
national or regional advertising, large-scale. purchasing power, and

i exclusive distribution of name brands. If you can provide the capital,

franchising may be the way to own your own busmess and make
respectable profit. .
Informatxon on Franchising. If you are considering opening a
franchise, you should check several resources. Write for annual
reports and other brochures from the parent company. Ask to-be sent
disclosure statements. Several publications are good sources for
names, addresses, and other details on franchising enterprises:

e The U.S. Depértrnent of Commerce’s Franchising
Opportunities Handbook, available from the Supermtendent

of Documents, Washmg:ten DC 20402 : "

. ‘Classzfzed Directory of Members, available from International
Frgnchise‘ Association, 7315 Wisconsin Avenue, Washington,
D.C, 20014 °

-

e The Small Business Administration booklet, Franchise:
Index/Profile, available from the’ Superlntendent of .
Documents, Washington, D.C. 20402; this provides step- by‘
step procedures for opening a franchlse outlet

e The U.S. Commerce Department’s anchzsmg in the
- Eeconomy, also available from the Superintendent of
Documents; this provides current 1nformat10n on trends in the
franch1smg bUSlne§§_ - L
Figure 2 lists the median amount of startup costs and median tota] .
investment needed to get various types of franchise businesses gomg
Some of the service businesses can be started with a relatively small
tal investment. Tax preparation businesses are & good example..

‘O er businesses, like fast food: restaurants, may re uire large

f - \

, \
If you. have heen thorough in your mvest1gat10n you-should have
sufficient information about industry averages, operating ratios, and
other general factors affecting the type and amount of fmancmg that
your particulal type of business requires. Hopefully, you will have °
also talked with bankers, suppliers, competitors, and other

« knowledgeable people in or related to your mdustry

\‘.

-
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'FRANCHISE SALES AND INITIAL COSTS 1977

(in thousands)

.

~

. ] ) 1977 Average Median " Median "~
- ‘ \ i Franchise Sales Starttup * Total °
Type of Business v . per Unit Cash+ Investment
Automobile Products/Services 98 15 ) 50
Bus'iness Aids and Services: / 38 6 15

Accounting, Credit, Collection,
and General Business Services -

o . ;

' Empioyment Sel"vices , 218 - 15
Printing'and Copying Services 94 10
Tax Preparation Services - ' 23 . 3
. Miscellaneous Business Seriices 60 . 10 ’
Constnictilon, Home Improvement, . 79 | 10
= Maintenance, and Cleaning Services
Convenience S&or:'es ‘ o, ‘39‘2 . - . 10
Educational Products gnd Services : 121 . 10 \
Fast l;‘ ood Restaurants 335 . 30
Hotels and Motels 5 Tg52 - 100 . °
~ Campgrounds ‘ 9.9 50 &+ . 200
- Laundry and Dry Cl‘eaning‘Services ~ 81 16 50‘
N : Rec;:ehtion, Enteriainme_agt, Travel 51 . 15 .30 .
Rental Ser'vicef (Auto-Truck) : 168 40 100 _
. Rental Sérvices (Equipmeﬁt) . ‘ 102 10 . 50 .
| . Retailing (Nonfood) ) B T 25 50 )
 Retailing, Food (Other than . 152 - 21 © 60
N Convenienpg Stores) ‘
Miscellaneous . 221 10 .38

14

Figure 2. Median start-up and investment costs for franchises.

, .SOURCE: U.S. Depgatment of ‘Commerce. Franchising in the E\conomy 1977-79. Washington, .
y DC: U.S. Governméfit Printing Office. ¢ N

[ ' 'l : #‘ ) ' /
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Now is the time to put what you have learned to. work, Using the’
p T information you have gathered, the next section will assist you in
determining your f1nanc1ng needs on a step-by-step basis. Thefirst
step involves éstimating your sales. The second step is estimating
ro startup costs.. The third is calculating monthly opérating expenses.
The fourth is figuring personal living’ ‘expense requirements. The L{
fifth step is adding the start-up, operating, and persopal living -
expenses together to determine the total financing needed to put your
"\ . . business inta operation. L .
WHAT IS INVOLVED IN The first step in determining the financing you need is to estimate
_ESTIMATING ANNUAL SALES sales volume for.your first year of operation. Your estimated sales
- VOLUME?  yolume becomes the target or the goal that all of your expenses—in
: time, effort;and money—are aimed at hitting. Your annual sales goal
prov1des the parameter or means by which you can keep your
estimate of financing realistic. There should be a very definite
relationship between sales and expenses .They go hand -in-hand .
together o e

. ’ There are many factors to consider. when estimating,sales volume.”
* The volume will depend on the total amount of business in the area,

- " the number and ability of competitors now sharlng that business, and
_your own ability to compete for the customer’s dollar.

' ' One approach to determlnmg your 1ndependent estlmate is to start
with.the income you desire. Suppose you hope to earn annual profits
1 of $15,000. Your research reveals that the rate of net profit on sales
. for the type of business you plan to operate is 4 percent. To bring an
‘ N annual ‘return of $15,000, sales of $375,000 ($15 000, divided by .04
. ) percent) w1ll be requlred

In reach1n your final estimate of sales, be cautious. A new business
. generally grows slowly at the start. If you ovérestimate sales, you are
likely to+invest too much in equipment and initial inveritory and
commit ‘yourself to heavier operating expenses than your actual sales ' .
: . ‘ volume.will-justify. You may obtain assistance in making your sales
T estimate from wholesalers, trade associations, your banker, and other
. business_people. The counsel of others can be compared with your
. ¢ independent estimate of what you believe is needed to make the effort
. . worthwhlle to you. - .

\

b

HOW DO YOU ESTIMATE The 1nvest1gat10n you completed of the financing of your business
START-UP COSTS AND should now enable.you to make educated estimates of. your start-up
MONTHLY %‘;g%ggsﬁ costs and nfonthly operating expenses. The worksheet in figure 3
SO provides a logical approach for getting your estimates.on paper and a
means of comparing your figures with those of others. You will notice
also that'a section of the WOrksheet is prov1ded for your estl"!'nated
) . sales figures. S . ‘
The In1t1al Estimates of Start-up C'(;sts and Monthly Operat1ng
5 ‘ ‘ Expenses Worksheet is divided-into five columns. The first column at
the left is a breakdown or listing-of the various startup costs and
, onnthly operating expenses you will have In the remaining four
= olimins you will write in the figures you have dlscovered or
calculated in your, mvest1gat10n e .

‘v
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" The sécond column is your estlmate of a¢ figures of the dollars . -

that a friend, re]atlve, or business ¢tolleague has invested in a similar
bysiness. ’Fhe third column is your estimate of the investment made

in a business operated- by your prmmpal competitor. Competition in -
this case does not necessarily mean the §trongest fir agamst which
you will compete. Rather, it means a business of a sihilar size that .
has been engaged in the type of sales or services that you'want to .
establish.

.

o h . K - N o JRAN
The fourth column is the average of the two firms you surveyed. ’If
pos31ble make: an estimate of more than two. competing firms. This .

2

 will make thé average flgure more accurate. Much of this .0

information will be difficult to obtain, especially information about a -
competitor’s investment. However, this data is vital and will help you"
make a more accurate estimate. . -
As an illustration, consider the estimates listed on the worksheet i in .y
figure 3 for a flower shop that is being started. By carefully
analyzmg the estimates; you may conclude that the individual . .+
opening thjs business foresaw .a’smaller operation than the average..

The average estimated sales were $116,000, whereas this flower shop

entrepreneur estimated ‘sales at a'more eonservative $100,000. *%

Correspondingly, the start-up costs and"?‘nonthly operating expenses
were estimated at lower levels that are in lme with the estimated

sales. " - . .

Now that estimates have been made, you must consider how many

months it will také before you will be in a position to pay-the mornthly
expenses from cash generated from the business. Most sources

suggest that a business should start with at least two.or three months |

of operating expenses. The worksheet shown in figure-4 provides a

format for taking this multiplier effect into account. This worksheet ‘
is reproduced from the SBA pubhcatlon, “Checkllst for Going into L
Business.” : > '

.

At this time you mightfind it helpful to get from your mstructor the
three worksheet forms being discussed in this section 6f the unit. You
will use them for an activity later, but you will fmd them helpful now _
to follow the discussion. - oL o

As you can see from the example in, flgure 4, the’ prospectlve owner of
the retail flower shop has used the worksheef to account for the
multiplier effect and to determine the money needed to start-the :
business. By transferring the figures from the worksheet in figure 3
and completing Column 2 in figure 4, the entrepreneur has a total
cash figure. To handle the monthly operating expenses, $9,000 is -,

needed. This, added to the $18,775 of start-up costs, shows a total Lo

+

need of $27,775 to get the retail flower shop open and operating.

Since the lists of start-up costs and monthly expenses between the two
worksheets do not match exactly, it was necessary to adjust’the. - .
miscellaneous/other category. Under monthly operating expenses,
maintenance was included in the miscellaneous/others area on the
first worksheet (flgure 8). It is a separate item on the worksheet in-
figure 4. “

11
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Figure 3. Initial estimates of startup costs and
_ monthly operating expenses worksheet.

~

12

B e
| . -
) . . " : Friend Gompeti{ Average | , Yours
. . . Sorios ot : i tion N
® . tart-up Costs i -
] v * ‘% v &: )
. y _Purchase of real estate/ren 1,000 - | 1,500 1,250 .| M,000 _
' i > Decorating /remodeling 2,000 .3,000 2,500 1,500
' Fixtures and equipment . ) 7,600 6,500 7,000 7,000.
Y e . o Initial inventory 5,000] 6,000 5,500 5,000
- ’, . Accounts receivable 500 1,000 750 500 -
Utility deposits . 250 - 250 250 , 250
s Initial advertising 200 . 200 150 200
Office supplies 1256 - 175 - 150 125
¢ installation of equipment 750 1,250 1,000 650.
- Legal and professional fees N 1,500 2,000 |+ 1,750 1,250
Licenses and permits  * . 300 300 300 |~ 300
~ Miscellaneous/Others 1,000 1,500 1,250 1,000
) { ' ‘ "Total $20,025 [$23,675 [$21,850 [$18,775 -
. Monthly Operatirig Expenses ‘
- Salary of Sfner s ~0— .| 1,000 500 | ~ 0 —
- Other salaries « . 1,000 300 - 650 750
Rent/mortgage 400 450 425 400
’ Advertising 50 100 75 175
’ Qelivery expenses 100 100 100 . 100
Supplies 200 250 225 - 150
. Telephone 100 100 100 100.
. ~ Utilities 300 350 325 275
- tnsurance 200 250 225. 150
. . Taxes 200 © 250 225 |* 300
Loan repayment 400 .- 350 375 400
v Travel . i -0- 50 25 -0-
. Legal and Professional fees « . 100 100 100 100
‘\-_V-‘*/ Miscellaneous/Others - 250 250 250 200
- ) . .
° Total $3,300 $3,900 $3.600 $3,000
N ' \ -
) “ Projected Sales Income (in th®usands) ' \
| . J:.‘;E‘...M.M.&J..J..AE_E_N_B_
' . Friend s| 1| 7| 7| 10| 8| 9| o]10] ef10}10
' , Competition 7114l 1211012 9f 9{ 9| 1| 1n]|10]12
" v JAverage 6.5 125} 95«85 | 11 |85 9 9105} 10| 101 1
: Yours 5] 10 i 6 9 7 8 9 g9l10]10] 1




ESTIMATED MO!\:T_HLY'EXPENSES LT
Y . -l Your.estimate of monthly| Your estimate of how What to put in column 2
expenses based on sales of] much cash you need to (These figures are typical for one
: start your-business , kind of business. You will have
Item per year (See column 3.) to decide how many months to
: . - allow for in youY business )
. . Column 1 Column 2 Column 3
Salary of owner/manager s 0 s 0 2 times column 1
. ,r
All other salaries and wages 1 750 2,250 3 times column-]
? . - r
Rent . f 400 1,200 3 times column 1
t an ‘ . j .
Advertising . fx 75 2256 3 (imes column 1 -
f Z
Dehwvery expense : 100 305( 3 imes column 1
Supplies i 150 460 ¢ | 3times column 1
- 'Telephone and telegraph 100 800 3 times column 1 )
Other utihties . 275 825 3 times column 1
- Payment required by insurance
1560
Insurance 150 company ’
Taxes, including Social Secunty 300 1,200 4 times column 1
Interess (and Principal) 400 1,200 3 tumes column 1
Maintenance 100 300 3 times column 1 .
L;gal and othér professional fees 100 300 3 times column 1
Miscellaneous 100 300 3 times column 1
STARTING COSTS YOU ONLY HAVE TO PAY ONCE / Léave 'column 2 blank
. . . Fill in worksheet 3 on page 12 and
«7,000
Fixtures and equipment put the total here
' Decorating and remodeling 1,500 Talk it over with a contractor
Installation of fixtures and equipment 850 ;I:el:elo suppliers from who you buy
L Starting inventory , 5,000 Suppliers will probnbly help you !
estimate this . -
Deposits with public utilities - 250 Find out from utilities companies !
Legal and other professional fees ' ) 1,250 Lawyer, accountant, and so on
Licenses and permits 300 . Find out from aity offices what you
have 10 have
' Advertising and promouion for opening 200 Estimate what you'll use
. . What you need to bu.y more stock
Accounts receivable 500 until credit customers pay
For unexpected expenses or l0sses,
Cash 500 special purchases, etc, .
Olher 1,626 | Make ;sepnrale list and enter total
TOTAL ESTIMATED CASH YOU NEED TO START WITH [ § * 27776 ' Addup all the numbers in column 2
. Figure 4. Worksheet for figuring the multiplier efféct in start-up costs. C. e
SOURCE: Reproduced from “Checklist for Going into Business.” Small Marketers Aid, no. 71
Washmgton DC: Small Business Administration, 1975, pp. 6-7. ~
'
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! “Purchase. of real es ate/rent” is listed as a startup cost on the first
. worksheet but it is included in miscellaneoys/other on the worksheet

g in flgure 4. The office supplies item is a parfof the
: ' , mlscell‘aneous/other category on the second worksheet (figure 4 It is
! . an individually listed startup cost on the first worksheet (figuré 8).
Also-under the startup costs classification, cash was a part of the
o . miscellaneous/other item on the first worksheet, whlle it is a separate
entry on the second worksheet. ' , . .
Entrepreneurs should also remember to ‘consider the1r personal living
expenses when determining the total financing needed to start the
business. In'some situations, an entrepreneur will have to take money
from the business each-month to pay for all or part of the personal
living expenses. If this is the-case, it is critical that the amount, . -
‘ needed be known and at least that much be paid to the owner as a
. Salary . .
The bus;ness owner’s living expenses are handled i 1n numerous ways.
. Sometimes the owner will continue to hold a regular paylng job in
order to receive a &eady, paycheck until the new business is large ‘
enough to support the entrepreneur, Other times the income of the' . .
owner’s spouse is sufficient, and it is not necessary to considgr
personal living expenses when determinifig*how much cash is needed
to get the business going. Then, too, some entrepreneurs will have
several months of personal living expenses saved to use.until the
business has grown enough to take a salary. ’e

- s

The personal living expenses worksheet in figure 5.is an effective
means of determining the entrepreneur’s costs of living. With a total
figure in mind, the business owner can then calculate how the ~
expenses will be handled. The entrepreneur who star‘ted the flower
shop did not take a salary. This was to keep monthly operating

expenses (and, consequently, the cash needed to start the business) as

low as possible. Also, this was practical because the entrepreneur’s
spouse earned enough income to pay all of their personal living

‘expenses. The example, Personal Living Expense Worksheet,

illustrates this situation. According to the flower shop entrepreneur,
personal living expenses totalled $1,775 per month. The spouse’s take-
home pay was $1,815.

HOW DO YOU DETERMINE THE With the completion of this the fourth step (figuring the amount,
TOTAL CASH NEEDED TO needéd to cover personal livihg expenses), the procedure for
STARTTHE BUSINESS?  determining the total amount of cash needed to start the business is
nearly completed. The fifth and final step simply involves adding the -
» total needed for manthly operating expenses and start-up costs from
the second worksheet'(figure 4) with the total needed to pay for
personal living expenses (flgure 5). In the flower shop example, the
total cash needed was $27,775 since the spouse’s income was sufflclent
to handle all the personal 11v1ng expenses. )
- HOW DO YOU PREPARE TO Over the past seven years, the entreprene‘ur starting the flower shop
2 ARRANGE THE'FINANCING?  has saved $10,000 to use in getting the business off the ground. The
- question the entrepreneur faces now is where the remalnlng $17,775
will come from. Since sharing ownershlp in the business is not

. S
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Based on average month—does not cover purchase of any ﬁf items except emergency replacementé.

DETAILED BUDGET

Regular Monthly Payments
®©

DETAILEDYPERSONAL BUDGET

Food Expeils_e

T

¢ ® Rent or House Payments ® Food—At Home 150
(including taxes) $_350 .
‘ : ‘ ¢ Food—Away From Home — 50
+ ® Car Payments (including - ’ ’
insurance) ' 175 TOTAL $ 200
® Appliances/TV Payments 65 Personal Expense
° Hdme/lmprovement Loan ® Clothing, Cleaning, Laundry, -
Payments 0 Shoe Repair 65
® Personal Loan Pajvménts 35 ® Drugs 15
® Health Plan Payments 55 ® Doctors and Dentists 30
' ® Life'Insurance 'Premiur.ns; 110 e Education . 0
® Other Insurance Premiums 50 - . ® Dues 0
° Miscellaﬁeous Payments . 50 " @ Gifts and Contributions -10
F] 4 { -
TOTAL $_890 ® "Travel 0
Household Opgrafing Expense ® Newspapers, Magazines, )
) Books 15
® Telefhone -8 .. '
’ ® Auto Upkeep, Gas, and T
® Gas and Electricity 140 Parking 150
" @ Water 25 ® Spending Money, Allowances . 100
® Other Household Expenses, TOTAL $ 385
. Repairs, Maintenance 75 Total Personal Living .
" ' A Expenses $ 1,775
TOTAL $_300
_ Spouse’s Net Monthly Pay . $ 1,815
, ) ‘Figure 5. Personal living expenses worksheet !
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HOW DO YOU PREPARE THE'
. PROFIT-AND-LOSS
STATEMENT?

desirable to the entrepreneur, debt financing through some type of.

loan may be most realistic. With this in mind, the flower shop owner™

knows that commercial lenders will want f1nanc1al statements
projecting the activity of the business. In addition, a statement
. reflecting the personal financial position of the entrepreneur is

frequently. requlred If an enteepreneur does not have his or her.own

personal finanées in good condition, lenders will question whether the
finances of the business can be handled properly. Therefore, the
projected profit-and-loss statement, projected cash flow statement

and pensonal balance sheet must be prepared

To lend money to a business j J%I

projection of the monthly profi

statement provides an estimate of when the business will begin to
make money and-how much it will make. This js important to the
* lender, since loan repayments generally are made for business profits.

The projected profit-and- loss statement is falrly _pasy to construct if
you have used the worksheets previously presented to estimate sales:
and monthly operating expenses. The following steps make the

st being-started, most lenders require a

t or loss for the first year. This

development of the projected profit-and-loss statement simple.

Step 1. List your estimated gross sales on a monthly basis.
~ S

Step 2. List the costs of the merchandise (or service) you estimate

will be sold monthly.

»

¢
P

HOW DO YOU PREPARE A PRO-
- JECTED CASH FLOW
STATEMENT?

Step 8. Subtract the costs of the merchandise (or service) from
your estimated gross sales. The resulting figure is your gross

margin or profit.

Step 4. Itemize the monthly operating expenses. $

Step 5. Total the mo‘nﬂy ,Qperating expenses.

- Step 6. Subtract the monthly operating expenses from the gross
margin or profit. The resulting figure is the net profit or loss for

the month. Losses are shown by putting parentheses around the

number. For example a $500-Yoss would be listed as ($500).

The pro_1ected prof1t-and -loss statement for the retail flower shop is '

Day. Therefore, a $2,000 pro

and foirth months show an equal amount of gross margin or profit
and expenses, so there is neither a profit nor a loss. A profit is

. provided in figure'6. As you can see, the owner is projecting a $500
loss the first month of operation. Sales are estimated to be much
higher during February, the second month, because of Valentine’s

is estimated for the month. The third

estimated for the remaining months of the first year and,
subsequently, a $14,000 total proflt' for the first year

Will you be able to p y the suppliers in time to receive the discount?
When during the yegr will contracts be bringing in cash? To answer
these questions, you need to project your cash flow. The cash flow

projection gives yo{ a p1cture of the amount of cash that will come

16
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| Loan Repayment

@

o

_ Gross Sales '

Less Cost of Sales

Gross Margin or
) Profit

>

Expenses :
Salary of Owner
Other Salaries
‘Rent/Mortgage
Advertising
Delivery
Supplies
Telephone
Utilities
Insurance
Taxes

¢

FIRST YEAR

Trdvel .
Legal and Pro. Fees
Miscellaneous/
. Others

' Total Expenses

[ 4

Net Profit or
(Loss) o

L )

- . , -
) Jan Feb | March| April | May June July | August| Sept Oct Nov Dec | Totals
5,000 ﬂ.0,000 6,0(50 6,000 | 9,000.1 7,060, { 8,000 9,006 ‘9,000 10,000 (10,000 {11,000 {100,000
J N . ' .
2,500 | 5,000 | 3,000 | 3,000 | 4,500 | 3,500 | 4,000 | 4,500 | 4,500 |-5,000 | 5,000 | 5,560 | 50,000
2,500 | 5,000 | 3,000 | 3,000 | 4,500 | 3,500 .4,000 ’4,500‘ 4,500 | 5,000 | 5,000 | 5,500 50,0b0
—0-— ‘
750
* 400 ‘
75 | q
100 L
150 (Expenses for each month are the same as those listed for January) )
100 )
| 275 ‘ ]
. 150
- 300 . ‘
4001 3 o B R B s
_{’— h) ~ ¥
100 » ‘ ‘
A 4 v
200 |. :
— ; v
3,000 | 8,000 | 3,000 | 3,000 | 3,000 | 3,000 | 3,000 | 3,000 | 3,000 3,0Q0 3,000 | 3,000 { 36,000
(500) | 2,000 | —0—| —0—| 1,500 | 500 | 1,000 | 1,500 | 1,500 | 2,000 | 2,000 | 2,500 | 14,000|
Figure 6. Retail flower shop projected profit-and-loss statement "
. ) i
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be constant each month. Therefore, it is necessary to predlct the
month-by-month pattern in which cash will actually come in and go
out. You can then anticipate, for example, if you will need a loan to -
cover expenses, and can begin making arrangements to obta1n one
early. . ‘.

Like the\pnojected profit-and-loss statement the projected cash flow
statement uses much financial information that you have previously
calculated. The net profit or loss you have projected, plus any
additional disbursements or expenditures, are the two major
components. The step-by-step procedure for-preparing the projected

- cash flow statement is as follows

’.

Step 1. Add together any cash on hand and loans yqu halre to
determine the total amount of cash you have to start the buisiness.

Step 2. Subtract the start-up costs to project the actual a ount of
cash left over to start the business. (Steps | and 2 were completed
in the pre-operating column.) |

Step 3. For each month of the first year of operation, plug,;n the
estimated profit or loss that you have prev1ously determined.

Step 4. Determine other cash expendltures or disburséments and
list them: - _ -

Step 5. Total the disbursements .
. Step 6. Subtract the total dlsbursements from the cash received
dur1ng edch month. ThlS is the“net cash flow :

Step 7. Add the net.cash flow to the cumulatlve cash flow, which
fs the-total amount-of cash left over frot'the previjous months.
This gives you the total amount of cash you have accumulated

As an example, the % o.]ected cash flow statement for -the retall flower:
1

shop is- presentéd in figure 7. The entrepreneur s $10,000 in savings-is
added to the $17,775 that will be"borrowed in order to start up with

. $27,775. From this total, $17,775 in btart-up costs that will be
" expended in opening the business is subtracted. If you recall, the

start-up costs for this business were estimated at $18,775. However,
since $500 was for cash and $500 was for accounts receivable, and
since these.two items were not spent but were actually put into the
cash account of the business, they were taken out of the start-up costs
disbursement. This left the business with $10,000 in cash to begin
operatlng the business. © , ;

Each month the entrepreneu‘r is estimating some add1t1onal
disbursement beyond monthly operating expenses. In January it is
$150. -Although these disbursements are not specifically labeled in

- this example, theré should be a specific purpose intended for the

money The $150 in January mlght be for additional grand opening -

’

+ into and go out of your business. If you sell on credit, not all sales will )
_ -produce cash. Also, your firm’s income and expenses are not going to

N\




FIRST YEAR S .

Pre_ /. 3 . L} , .
"operating{/Jan | Feb | March | April | May | June | July | August| Sept | Oct Nov Dec$
Sources of Cash . : / ol B : A |
Cash on Hand ~ $10,000 ) '
Loan . 17,775 | ~ b g . '
*Net Profit . (500) | 2,000 —0—'|{ —0— | 1,500 500 | 1,000: | 1,500 {1,500 {2,000 | 2,000 |-2,500
Total ' . 27,775 | (500) | 2,000 /,-0— —0— | 1,500 500 1,(-)06. 1,500 {1,500 {2,000 {2,000 ‘2,5(.)0
Disbursements - R | . ) ) i
Start-up Costs - . 17,175 . o - : . ‘ , . . : 1~
Owner’s Draw - - N - > ~ .
> ' Income Tax - . | | ) 1,500 | ' . ; ]
_— Others S o ‘ o AN ) _ ,
(beyond R g , N . . . -
{ ’ mqnthly \ - . o ‘ , b . o
4 operating .~ -, ! . h . ) - . K -
expenses) : " 1507 \‘2001 100 . 100 | *300 |. 100 | gOO' 300 | 3,000 300 3007 1,750 -
te ’ " ' ) - y - ¢ - P ( ) L] > ) 1
' Total - L 17,775 15H 200 | 100 1,600 | .300 |. 100 200 4" 300 { 3,000 300 300 { 1,750
-Net Cash Flow S 10,000' {(650) 1,800“ (100) {(1,600)} 1,200 400 | "800 .1,200‘ (1,500) { 1,700 .1,\‘70'0 750,
Cumulative * . -« R A R | .
Cash Flow . 10,000 | 9,350'| 11,150 {11,050 | 9,450 |10,650 |¥1,050 |11,850 13,050 (11,550 {13,250 (14,950 (15,700
\’ . ) v . - . . 1 ’ “ i Y
o . . Figure 7. Projected cash flow statement for retail flowershop : ~ Y .
4 ‘ . L
*Net profit is ca}'ried over from the projected profit-and-loss statement © 0 . ' . ' .
21 . . \) . . " ’ . , '
. -t ¢ ) . - . i ! ( N B . . .‘ Q ,
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PERSONAL BALANCE SHEETS?

HOW DO YOU DETERMINE
WHICH FINANCING SOURCES
TO USE?

expenses. The $3,000 in September is to buy a used van for deliveries.
Extra holiday personnel may be negded.in December, and $1,750 is
designated to pay these people. As you can see, it is important to plan
your cash disbursements on a monthly basis to deter,mme the impact
they will have on your cash flow. '

You may have a negative cash flow in some months. This occurs when
you spend more cash than you take in during the month. You will
notice this is the case in January, March, April, and September. This
is feasible for the flower shop entrepreneur because there will be
sufficient cash accumulated to make up the difference. If this were
not the case, some type of loan or cred'it arrangement mlght be

* necessary.

HOW DO YOU PREPARE YOUR _ Your personal balance sheet prowdes any potential lender W1th an
_overall view of your financial condition. If'you have a strong personal

financial position, illustrated by a sufficiently large net worth, you-
are generally more appealmg as a loan applicant. An entrepreneur
with a weak financial position and a.large number of debts may not
meet the standards of the lenders.

Y
The personal balance sheet includes a summary of your assets, what
you own that has cash value, and your liabilities or debts. The
example in figure 8 is for- the entrepreneur starting the ﬂowez‘ shop.

Preparmg your personal balance sheet mvolves just a few S1mple - .
steps . B . 5

Step 1. Determine the value of all your assets These wauld be .
the items you own that have cash value List them on the balance’
sheet. . ‘

i

Step 2. Total the value of your asse'ts. e
Step 3. List all of your debts. '
p 4 Total the amount of your debts and 1iabi1ities

Step 5. Deduct your total liabilities from your total dssets. This is
your het worth.

The financial position of the entrepreneur starting the flower
business is solid. The assets include cash, personal savings, life
insurance, an automobile,.real estate, and personal property. The
liabilities are fairly 11m1ted with the biggest loan being the mortgage .
on the real estate. There is about $2.22 worth of assets for every $1.00 .
of liability. It is evident that the entrepreneur. has handled his or her -
personal financial affairs well. This will certainly help impressa .
commercial or government lender, and should help obtain the . |
necessary debt financing to get the flower shop started. : |
) . . .
With the financial statements prepared, you are now ready to zero in .
on the specific financing\sgurc u wish to use. The choice of

200 . - ' ‘ l , .
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* PERSONAL BALANCE SHEET STATEMENT

19 -

ASSETS: Everything you own {vit‘h cash value ,

Cash money you have on hand and in the bank __ $__ 975.00
Savings accounts $10,000.00
_Stocks,bonds, other securities $ —— o
Accounts/notes receivable - . $ —— ;
" Life insurance cash value . $_2,139.00
_Rebates/refunds . o ‘ 8 ==
Autos/other vehicles $16,342.00 )
Real estate - /$62,500.00 L.
: Vested pension plan/retirement accounts N — '
NN Other assets (furnishings, appliances, jewelry, * . el
‘ ’ rs, cameras, tools, pets, trusts, etc.) $ 5,41'1.0)6\\
. . 4 \\
~ TOTAL ASSETS  ~ $87,373.00 o\

el bt Ll

LIABILITIES: What you owe; your debts

L Accounts payable ' ) $~ 350.00 .-
Contracts payable . $ 1:150.00
Notes payable . ' == :
Taxes ' L $ 2,485.00 oy
‘ 1 °  Real estate loans $35475.00
’ Other liabilities (court-demanded payments, etc.) ‘$ ——
~ ' TOTALLIABILITIES $39,460.00
" TOTAL ASSETS ] $87,373.00 . ' S E

LESS TOTAL LIABILITIES ~ $39.460.00

NET WORTH $47,913.00

Figure 8. Personal balance sheet for retail flower shop owner

- SOURCE: Reérinted with permission from Bank of America NT&SA, “Steps to Starting a
Business,” Vol. 10, No. 10, Small Busipess Reporter, Copyright 1976. _

¥
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sources that the entrepreneur will make will be based upon the et
interaction of several variables. Some of these variables are as _
follows: : . .- .

e The arrl_ourl't and ty;;e of morley needed_ .
¢ Current economic conc‘it’io‘ns and prevailing interest rates . - .
. ‘The credit record of the ent'reprenedr P
® The s‘pe(.:‘ific purpose that the fg;nancing.will be used for .
. 2® The type of bcusiness'being" started and its prospect for_' success
An aspiring entrepreneur s};ould study the situation carefully. It mastr
be wise to discuss the matter with your local banker, SBA office, or

financial consultant. The Small Business Fjnancing Guide presented
in table 1 on the followifig pages may be helpful, too.- .

N
. Type oF P neered + AtouoT oF B NEEDED
INTEREST RATES " Ecoonic. colpimons
AT & - ceetrT RECoRD
BEUSER, T o

wEfmm DRSS e
]ﬂWMMMﬂq

<

% PROSPECTS FOR

The choice of fmancmg'sources you qualify for and decide to use will
essentially dictate the contents of your loan application package.

While some lenders may request a very detailed presentation, .
others—who may already know you—may ask for less information. '

The breadth, depth, and quality of your loan apﬁlication package will
dramatically affect your chances. for approval. It is vital to put

. together a package that presents you, your ideas, and your business
plan in as impressive a manner as poss1ble '

'The followmg loan appllcatlon package outlme will- serve asa gulde ‘
in the preparatlon of your package.

N

" Loan Application Package Outlme

I. -Basic Application Information - . ) ’

Applicant’s,name, address, and telephone number
Busines$ name, address and telephone number
Type of busmess

Size of business

Type of ownership

F. Appllcant s financial contrlb,utlon to business

HEOO W
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TABLE 1 ' LS
; ’ SMALL BUSINESS FINANCING GU}DE ) -t
f * L4 ! .
3 7 i
. UseofFunds Type of Maney Source Financing Vehicle .
s Business Equity Nonprgfessional'investor « Partnership formation
" / ) Stock issue : .
Venture capitalist . -, . Stock issue ,
N SBIC-MESBIC .. .~ Convertible debentures
. ) - -_Debt with warrants .
Long-term debt # Bank Term Loan (limited)
s - 4, “ *Unsecured term loan «
- . Equipment loan |
. . Equipment leasing
. Real estate loan
' SBIC-MESBIC ) Term loan (limited) -
. . ‘ Unsecured term loan ,
» . L Equipment loan
. — Equipment leasing . : .
Commetcial finance company . Equipment loan .
' . - Equiprhent leasing .
. Y R .
' ' . . Life insufance company Policy lotn * .
- . . . Real estate loan . .
Savings and loan association Real estateloan )
Leasing company -Equipment leasing
. Consumer finance company Personal property term loan
, Small Business Administration Term loan guarantee
s ' Economic Development Administration Direct term loan (limited)
Local development company ~ Facilities/equipment financing
-, : Farmers Home Administration Term loan guarantee
Working —,Long-term debt. Bank . - Unsecured term loan
Capital ~ , . , s Equipment loan
. : Real estate loan
’ Commercial finance company Equipment loan -
) ) Real estateloan
! « Life insurance company Policy loan
. ) Real estate loan
. Unsecured term loan (limited)
Savings and loan association Real estate loan -
Consumer finance company Personal property loan ~
Small Business Administration ¢ - Term loan guarantee
' Economic Development Administration Dlrect term loan " (limited) ,
SBIC-MESBIC.
: Farmers Home Admlmstratlon Term loan guarantee
Seasonal , Short-term debt Supplier Trade credit '
Péak and . Bank ’ Commercial loan
Line of Credit . Accounts receivable financing.-
, . ' Inventory fmancing ‘
Flooring .
~ N T~ Indirect collection financing .
. . Unsecured line of credit .
) Commercial finance company Accounts receivable finaiicing
¢ ‘o Inventory financing
| Factoring
> ) Factor — _Factoring -
. Ljfe insurance comp_nny Policy.loan .

Consumer finance compgny :

Small Busjness Adfninistrgtjon :

pp. 30-31.

ERIC

Aruitoxt provided by Eic:

-

Personal propertyloan

Lme of credit guarantee (limited)

LR

SOUfiCE Reproduced from Financing Small Bus/ne&s Bank of Arﬁencn, Small Busmess Reporter Senes, 1980 a4 B
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’7“"‘ oL - TABLE 1 (continued) - -——
: . SMALL BUSINESS FINANCING GUIDE A g
Use of Fuq% Type of Money Source - Financing Vehicle i
N Equipment Long-term debt SBIC-MESBIC Term Loan
or . Bank Equipment loan
Facilities Commercial finance company Equipment leasing
Acquisition : Real estate loan
. Life insurance company Policy-loan -
Unsecured loan (limited)
’ < ‘ Real estate loan
Savings and loan association Real estate loan
. ; , Consumer finance company Personal property term loan \ t
: asing company v Equipment leasing
v Small Busihess Admlmstmtlon Term loan guarantee
Economic Development Administration Direct term loan (limited)
. Local development company Facilities/fequipment financin
Farmer’s Home Administration Term loan guarantee
Sharp, . Equity Nonprofessional investor Partnership formation
Sustained .« Stock issue
Growth o . Venture capitalist Stock-issue
R Convertible debentures
- Debt with warrants !
. Long-term debt SBIC-MESBIC - v Term loan '
Bank - = Unsecured term loan ’
- Equipment loan N «
Equipment leasing- -
R s
. " Commercial finance company - - Equipment leasing -
) : Real estate loan
i - Life insurance company . Unseciired term loan . )
o a - v Policy loan e R
- Real estate loan
Savings and loan associatibn Real estate loan |
. Consumer finance company Personal property 16an
Leasing company . Equipmentleasing .
- ‘Small Business Administration Term loan guarantee ta

Economijc Development Administration ¢ Direct term loan (limited o
o Local development company Fgcght;e;[eguxgmegt financing .
‘ ) Farmers Home Administration Term-loan guarantee o
Line o;' credit Supplier : Trade-credit
Bank |, o - Unsecyred line of credit )
. ’ Accounts receivable financing #
- ] . Inventory financing
) . <. Flooring 3
- i : Indirect collection financing :
. ) Commercial fingnce company - . Accounts receivable financing : ’
. : Inventory financing |
Factoring’ ; : o, j
. Factor Factoring .
Small Business Administration Line of credit guarantee (limlted) 3
;
L o N
) * - . v/ .
Q 24 . e et
B g N -t . . s - - s
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HOW DO YOU CONSTRUCT A

PLAN OF ACTION TO SATISFY
YOUR FINANCING NEEDS?

II. Loan Request , .

A. P%Opose ofloah *

B. ANount ]

C. Tefms, including desired interest rate - ‘
D. Debt/equity ratio ‘

E. Collateral .

F.

Specific use of money borrowed-

III. Applicant’s Personal Information }
A. Resume, including education, work experience, and business
background. :
B. Credit references '
C. Perdqnal balance sheet S
_ D. Past two to three years’ income tax statements

~IV. Business Information

t

. A. Business plan .
B. Life and casualty insurance coverage
C. Business licenses or permits -
D. Lease/facilities agreement
E. Other supporting information -

V. Financial Projections _
“ A. Projected monthls; profit-and-loss statement for at least'one
year .
B. ' Projected cash flow statement for at least one year )
_ C. Some lenders may also ask for a projected balance sheet fift
the first year .
Determining and satisfying the financing needs of your business
takes a great deal of thought, planning, and organizing. You need to
develop and execute a complete plan of action. The following -
Checklist for Financing Your Business should help you as you devise
your plan. The checklist items are organized by the steps you need to
take to arrange your financing. To determine whether you are being
thorough in completing'the financial steps, ask yourself each question

‘on the checklist. If you have é¢ompleted the activity, put a check mark.

&) beside the iterh. If you answer no'to the question, leave the line
blank. Then, ask yourself if the item is applicable to your situation. If
it is, you should plan to complete the activity. If it is not, put N/A
beside the question and go on to the next item. After completing all
the checklist itéms, your financing plan should he ready to go.

Checklist for Financing your Business
Step 1. Investigate Your Financial Needs. - .

Have you obtained a variety of published information from trade

-associations, the SBA, financial service companies, and other sources? .

[4 s . . .
Have you talked with others, including competitors in your field?

-

-
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Have you talked with your banker, spppliers, and other
knowledgeable sources about your financing needs?

I3

‘Have you obtalned operating ratlo mformatlon‘?
Have you determme what is speeial about financing your particular
type of business? o 2 . )

Step 2. Determine the Type and. Amount of Financing'r You Need
Have you used the information gathéred in your investigation?

Have you used operating ratios to estimate your financial needs?
T
Have you used actual quotations of prices for.inventory and
equipment needs?

Have you estimated your sales volume for the first year‘?

Have you determined what type of startup costs and monthly o
operating expensef you will have? L.

Have you used the Initial Estimates of Startup Costs and Monthly
Operating Expenses Worksheets (figures 3 and 4)?

Have you used the second worksheet (flgure 4) from the SBA to
_ figure the total amount needed for start-up costs and operating
expenses"

Have you determmed where the money will come from to cover your
personal living expenses while you start the business? -

Have you used the Personal Living Expense Worksheet (figure 5 to
determine your monthly personal budget?

Sfep}'Prepare to Arrange the Financing You Need

.Have you determined how much you are personally going to invest in
the business? .

Have you determined how much addltlonal financing you are going to
need, beyond your personal investment, to get the business started"

°

Have you prepared a prOJected proflt-and loss statement (flgure 6)‘?

' Have you prepared a pro;ected cash flow statement (flgﬂre 0?
Have you prepared a personal balance sheet (flgure 8)? C
Step 4. Determine- whlch Fmancmg to Use

Have you considered the advantages and d1sadvantages of the equlty
.fmanclng alternatives?
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Have you considered the advantages and d1sadvantages of the debt
financing alternatives?

Have you considered which sources of financing you qualify for?

Have you determined the. type and form of financing that best suits
- the needs of your business? .

Have you determined the priority for approaching and using your
_potential financing sources?

Step 5. Prepare the Loan Application- Package

Have you discussed with potential lenders the1r loan appllcatmn
procedures? é

Have you determined the information requ1red for the loan -
appllcatlon package?

>

Have you determlned what collateral you w111 usé?

Have you gathered and organized the information needed for your
loan application package? ‘

Have you completed your loan appllcatlon package so that 1t is
thorough and impressive looklng

‘Step 6. Present the Loan Application Package and Negotlate the
Financing Needed to Start Your Business

’ 4 -




ACTIVITIES

INDIVIDUAL ACTIVITY

GROUP ACTIVI‘P‘{

CASE STUDY

The following ‘activities are @ovided so that you can try out what you
have learned about financing the business. After completing each one,
pause-and check your answers. This will help you to measure your
knowledge abolit financing the business.

1. Using the worksheet, forms provided by your instructor,

. determine the total amount of money needed to get your
business started. Include startup costs, monthly operatlng
expenses, and personal living expenses. .

e

2. Using the 1nformatlon developed in the first activity, prepare
the following financial statements:

P -,“L I

e A prOJected profit-and-loss statement

‘e A projected cash flow statement .

. ® A personal balance sheet . ’

13

" 8. Using the guldehnes of a local lendlng mstltutlon, prepare a .
loan application package. *

D1v1de into small groups of three or four students Taklng turns, each
student in the group should explain his or her startup costs and
monthly operating expenses estlmate, f1nanc1al statement angd loan
application package. .

-
1

Groupynembers should carefully consider one another s presentation,
and then comment on the following:

® Arethe start-up costs and monthly operat1ng expenses
complete? Should others be included? Are the.figures
reahstlc" Suggestions?

e Are the financial statements complete? Is the sales volume
estimate realistic? Are the calculations mathematically
correct? Suggestions?

_ @ Isthe loan application package complete? Does it have a neat

“  and businesslike appearance? Should any information be
deleted? Should any additional 1nformat10n be 1ncluded"
Suggestions? .

o

Mr. and Mrs. Harold DeBusko are very interested in opening a hobby
and craft store. They are currently trying to determine how much
money is needed to start their business. They have already agreed
that the store must make $15,000 net profit the first year so they can
pay all their personal living expenses. .

Through their investigation of financing, they have discovered the’
follow1ng information about hobby and craft stores: .

e They usually operate on a gross margin of 50 percent.

o Overhead costs are 40 percent of gross sales.




: - - ‘ . ‘. .. / ‘ .
® The average rate of invergtoryé:iérnover is six times per year,
7 - | .o The rate of net profit on sales is 10 percent.

Explain the use of operating ratios v&;hen determining financing
- needs to the DeBuskos. Show them how to calculate the following:

® Their first yéar sales goal ‘ ’ ;fv'._ :
: A L \
‘ o Cost of merchandise sold during the figst year- .- ~—— 7,
. l ® Monthly overhead costs

e Cost of beginning inventory

» ke ’

|
i
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ASSESSMENT Directions: Read the following questions concerning financing the
. business. They are for you to check your knowledge about this topic. ™

; them

1.

,appllcatlon package.

en you feel ready, ask you instructor to assess your knowledge of

Descrlbe the sources of information available to use in
estlmatlng the flnancmg necessary to start a new business.

Explaln the steps involved in determlnlng the flnanclng
needed to start a new business.

Explain the steps 1nvolved in preparing both a prOJected
proflt-and-loss statement and a projected cash flow statement
<

Describe the five basic parts (and their contents) ina loan

¥




NOTES Burstmer I. The Small Busmess Handbook Englewood Cllffs, NJ
Prentice- Hall, 1979." .

Dickson, F.I. Successful Management of the Small and Medium-Sized
'Busz'nes’s.xEnglewood Cliffs, NJ: Prentice-Hall, 1971.

. Financing Small Business. Small Business Reporter Series. San
Francisco, CA: Bank of America, 1980 '

- Loffel E. W Fmancmg Your Business. New York: John W11ey & Sons,

1977, v

- U.S. Small Busmess Admmlstratmn Your Business and the SBA )
Washington, DC: U.S. Small Business Admmlstratmn  Office of
Public Commumeatlons, 1981,

w= -For further mformatlon consult the list of addltlonal sources in the
PACE Resource Guide.
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Level 3
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Unit 1. | Understanding the Nature of Small Business

) - Unit2. -Determining Your Potential as an Entrepreneur
“ * - Unit3. Developing'the Business'Plan '
Unit 4. Obtaining Technical Assistance

Unit5. * Choosing the Type of Ownership

. . Unit6. Planning the Marketing Strategy . - *
. Unit7. Locating the Bus.inéss ‘ 7
§ D Units. Financing the Business . !rn
Unit9. Dealing with ljegal Issues | ‘ '“j
Unit10: Complying with Governmerit Regulatioﬂns o ) : D ;

Unit 11. Managing the. Business

. Unit12, Managing Human Resources

v

Unit 13. Promoting the Business <

Unit 14. Managing Sales Effortsn ' ’ “j,;

_ Unit 15. “Keeping the _Busine_ss(Re.coras o B ‘ . &‘

, Unit 16. Managing the Finances | o R
~ : .

AN

Unit17. Managing Customer Credit and Collections
Unit 18. Protzi;ting he Business

1
Resource Guite— .

Instructors’ Guid : : "9
Units on the above entrepyengurshi topics'are availablé at the following three levels:
< - o Level 1'helps you-understand the creation and operation of a business

- e Leve| 2 prepares you to plan for a business in your future,
o . o Level 3 guides you in starting and managing your own business

P
*

. ' |

! » 4 : . . ' » ’ ' i
) . < , |

N ~ ‘ L

" . {‘

. . i

. . . . z




