
Developing a 
Financial Plan

When you have completed this 
chapter, you will be able to:

Section 18.1
• Explain start-up capital.
• Identify start-up costs.
• Describe operating capital.
• Explain projected income 

statements.
• Discuss the role of reserve 

capital.
Section 18.2
• Identify the elements of a 

financial plan.

$ What You’ll Learn
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To get the most out of your reading:
Predict what you will learn in this chapter. 
Relate what you read to your own life.
Question what you are reading to be sure 
you understand.
React to what you have read.

Reading Strategies

CHAPTER 18



In the Real World . . .
Years of ballet, jazz, and tap dancing have stressed Teri 

Kim’s feet, and she has found that she cannot wear shoes if they do 

not have proper cushioning and arch support. Unfortunately, most shoe 

stores do not carry stylish shoes that fi t her requirements. After discovering that 

others share her frustration, Teri has decided to open a boutique that sells sensible 

but stylish footwear. She has contacted several companies that manufacture shoes 

that meet her standards and has found a perfect location for her store. Her next 

tasks are to fi gure out how much start-up capital is required and to create a 

strategy to make the store profi table. She realizes that developing a fi nan-

cial plan will help her dream become a reality.

As You Read What elements of a fi nancial plan are 

necessary to create a successful business?

Financial Plan
Q: Since the projections in a financial plan are just 

guesses, why is the plan so important? Why should 

I bother spending time making financial predictions that might not come true?

A: A financial plan is essential to understanding what will make your business profit-

able, how much cash you will need to operate the business, and the future value of 

the business. Even though your financial plan will need to be updated regularly, it still 

provides you with a solid idea of where your business should be headed.

Ask Yourself Why is it important to be able to figure out how much cash 

you will need to operate your business?

Go to finance07.glencoe.com to complete the Standard & Poor’s Financial 

Focus activity.

ASK
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Identifying Required 
Capital

Elements of a Financial Plan
Why is a financial plan an important part of a 
business plan?

A financial plan is often considered the most important part of 
an overall business plan. Without adequate planning and cash, your 
business may not survive. Figure 18.1 on page 576 shows how wise 
financial planning can help you make your business dream a reality.

An effective financial plan enables you to determine required 
capital. Capital is the money you will need to establish a business, 
operate it for the first few months, and expand it once it stabilizes. 
The process of determining required capital will include identifying 
and analyzing the assets and costs that are involved in starting a new 
business. Once you have identified these items, you will assign an 
estimated dollar value to each one.

A financial plan also addresses the various sources of funding 
you will use to acquire or purchase the needed items. In addition, 
the plan outlines how you will record, summarize, and report the 
finances of your business. This section will examine the process of 
determining required capital.

Determining Required Capital
Why is it necessary to have a clear, concise, and 
realistic financial plan?

The first aspect of a financial plan is to determine how much 
capital you will need. You may be shocked at the amount of money 
that is required to start a business and ensure its success. The purpose 
of a financial plan is to give you a realistic idea of what you will need. 
The quality of your financial plan will affect not only the success of 
your business, but also your ability to qualify for financing. A clear, 
concise, and realistic financial plan will give lenders confidence in 
your business knowledge and skills.

There are three types of required capital: start-up capital, oper-
ating capital, and reserve capital. To begin a financial plan, you will 
need to analyze carefully all three types of required capital and esti-
mate the amount of each needed to start up your business.

Section 18.1
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Focus on
Reading

Read to Learn
• How to explain start-up 

capital.

• How to identify start-up 
costs.

• How to describe operat-
ing capital.

• How to explain projected 
income statements.

• How to discuss the role 
of reserve capital.

Main Idea
The first step in developing 
a financial plan is deter-
mining how much capital 
you will need. The next 
step involves creating a 
future financial picture of 
your business by devel-
oping projected financial 
 statements.

Key Terms
• capital
• start-up capital
• start-up costs
• operating capital
• financial forecasting
• projected financial 

 statements
• fixed expenses
• variable expenses
• reserve capital
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Start-Up Capital
Why do many start-up businesses fail within the first 
five years of operation?

The first type of required capital is start-up capital—the 
money required to start your business. Sufficient start-up capital is 
essential to the survival of a new business.

Establishing a business is an expensive and risky venture. The 
U.S. Small Business Administration reports that most small businesses 
fail in the first one to five years of operation. One of the reasons these 
businesses fail is that they lack sufficient start-up capital. If money 
is not available to purchase necessary merchandise or to pay current 
bills, a business will not  survive.

Start-up capital is divided into two basic categories. The first cat-
egory is the capital required to purchase the assets you will need to 
start your business. Before you can open the doors of your business, 
you will need to buy various items. These items may include equip-
ment, display racks, and inventory.

The second category of start-up capital is start-up costs—the 
costs or fees involved in establishing your business. Start-up costs 
may include permits, legal and accounting fees, and security depos-
its. Some start-up costs are one-time expenses, such as permits, legal 
fees, and deposits for telephone service. Other costs are continuing 
expenses, such as rent, maintenance, and insurance.

Identifying Required Assets
Some assets are common to all businesses, both new and estab-

lished. These are the items that most businesses need in order to oper-
ate. Other assets are unique to specific types of businesses or to certain 
geographic areas.

When preparing a financial plan, you will need to identify both 
common and unique assets. Be sure to record the types and quanti-
ties of items that you will need. To start, list the assets that are com-
monly needed by businesses. Assets might include office furniture, 
such as desks and file cabinets; computer hardware and software; dis-
play cases or shelves; store equipment, such as copiers and cash reg-
isters; merchandise inventory; transportation or delivery equipment, 
such as cars or vans; store and office supplies; carpeting and lighting; 
and security and communication systems.

Next, list the assets you will need that may be unique to your 
particular type of business or to your geographic area. Such assets 
might include unique pieces of production or repair equipment; spe-
cial types of display equipment; special electronic, security, or main-
tenance equipment; or required health or safety equipment.

When you make these lists, it is a good idea to observe estab-
lished businesses that are similar to your business, to read trade jour-
nals, and to consult with vendors in the industry. This will give you a 
better idea of what assets you will need for your business.

PREDICT

Before 
You Read

What is the difference 
between start-up capital 
and operating capital?

Shopping for a 
Used Car or Van
1. Test-drive the car 

on streets as well 
as highways.

2. Have a reputable 
mechanic inspect 
the car.

3. Make sure the oil 
and other fluids 
are clean.

4. Compare the ask-
ing price with 
prices in news-
paper ads and in 
Kelley Blue Book.

5. If you want a 
 warranty, buy the 
car from a dealer 
instead of an 
 individual seller.

      Chapter 18      Developing a Financial Plan
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3Plan your  process. In your  financial plan, you will 
show how you will record,  summarize, and report 
your  business’s finances once you get started. 4Prepare for opening.  A good  financial 

plan will ensure that you have money to 
cover all the  supplies and preparation 
 necessary to open your  business.

2Secure funding. Your plan will describe 
how each  business expense will be paid. 
Financial institutions will consider the 
accuracy of your financial plan before 
agreeing to lend money to your business.

Figure 18.1 Creating a Business

1Analyze your needs and costs. Research the 
supplies your business will need and the fees and 
costs that you will have to pay to get started.

Creating a new business 
requires lots of preparation 
and hard work. By creating a 
 thorough and realistic financial 
plan, you will ensure that your 
business has the money it 
needs to prosper and grow.
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Identifying Start-Up Costs
Next, identify and list the start-up costs for your business in 

your financial plan. This can be a complex task. You have to iden-
tify common start-up costs and determine which of those costs you 
should include in your financial plan. You must also become familiar 
with required local and state licenses, permits, and fees. Local trade 
associations, banks, and the U.S. Small Business Administration can 
help you identify these costs. Some common start-up costs include 
business insurance; legal and professional fees; licenses and permits; 
banking and credit card fees; marketing and advertising costs; rent 
and utilities security deposits; remodeling and renovation costs; and 
maintenance and repair expenses.

Unidentified costs are a serious problem for entrepreneurs who 
are beginning new businesses, so be sure to include any type of cost 
that you feel you may encounter in starting up your business. Too 
often, unexpected or hidden costs consume start-up funds. If that 
happens, money may not be available for other needed items.

Assigning Costs to Identified Items
Once you have identified your required assets and start-up costs, 

you must estimate how much you will have to pay for each item. 
Be careful to assign a realistic dollar value to each required asset and 
start-up cost. If you underestimate, you may have to reduce costs in 
other areas, and then you may not have enough cash to pay for essen-
tial items. If this occurs often, your business may face a serious cash 
flow problem.

RELATE

As You 
Read

Think about a job you or a 
friend have had. What were 
some assets unique to that 
business?

� LARGE CAPITAL 

 INVESTMENTS Some 
businesses, such as patio 
and garden supply stores, 
require a great deal of 
start-up capital. Can you 
name other types of businesses 
that require large amounts of 
capital to begin operating?
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Play it safe by estimating on the high side. For example, suppose 
that your business will need a photocopier machine. You determine 
that it will cost between $1,400 and $1,800. When you assign costs 
to your required assets, you should use the higher estimate, $1,800. 
If you pay only $1,600 for the photocopier, you can apply the addi-
tional budgeted amount ($200) to other costs.

The final step in calculating how much money you will need to 
launch your business is to prepare a statement of required start-up 
capital. For example, Amanda Woodland is opening a new business 
called “The Silver Lining Gift Shop.” She has developed a state-
ment of required start-up capital. Amanda’s statement is shown in 
Figure 18.2.

Amanda realizes that there will be unexpected costs and small 
items that she will need to purchase, which are not on this statement. 
But she thinks that she has identified all major required assets and start-
up costs. After listing the items, she realizes that she will need approxi-
mately $90,000 in start-up capital. If Amanda had not researched and 
analyzed all her costs carefully, she probably would have guessed that 
she could start her gift shop with much less than $90,000.
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Operating Capital
Why should you predict the amount of operating 
capital you will need?

After you determine how much capital you will need to start 
your business, you must focus on the second type of required capital. 
This is called operating capital—the amount of capital needed to 
operate a business for the first few months or years.

Although the sale of your products or services will generate rev-
enue, this money is often not enough to cover business expenses and 
expansion plans. You will need money to purchase additional mer-
chandise and increase sales to keep your business running. Cash must 
also be available to carry out your strategic plan and marketing plan.

As part of your financial plan, you must do financial 
 forecasting, which is the process of estimating a business’s operat-
ing capital. This future financial picture of your business is reported 
in projected financial statements—statements that predict the 
financial position of a business in the months and years to come. 
The projected financial statements will include income statements, 
 balance sheets, and statements of cash flows.

Projected Income Statement
An income statement for a merchandising business will report 

revenue, cost of merchandise sold, gross profit on sales, operating 
expenses, and net income (or loss). This type of financial statement 
usually reports what happened in the previous accounting period.

In contrast, a projected income statement is an estimate of the 
way in which income amounts will change over the next few months 
or years. You create this statement before you begin business opera-
tions. This statement reveals where you expect your business to be in 
the future.

� HIT OR MISS? It is 
impossible to know for sure 
how successful your busi-
ness venture will be. What 
individuals or groups might 
you consult for reliable advice?

Easy Planning Many 
entrepreneurs are skilled 
at sales and promot-
ing their businesses but 
have trouble applying 
financial math. However, 
when you must create 
a financial plan to start 
or expand a business, 
technology is available 
to help. Financial plan 
software can analyze a 
financial situation, make 
projections, and create 
financial statements for a 
financial plan. 

Read more about 
financial plan 

software and list three 
types of statements that 
it can create through 
fi nance07.glencoe.com.

TechByte

fi nance07.glencoe.com Chapter 18      Developing a Financial Plan
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Estimating figures for a pro-
jected income statement can be 
a challenge. You must analyze all 
information regarding revenue and 
expenses for your type of business. 
You can obtain this information 
from trade associations, vendors, 
local business organizations, and 
government agencies such as the 
U.S. Small Business Administration 
and the Bureau of the Census. The 
information from these sources is 
based on facts and averages. How-
ever, to create figures for your pro-
jected income statement, you will 
have to apply that information to 
your business and make educated 
guesses.

It is better to estimate pro-
jected revenues on the low side and 
to estimate projected expenses on 
the high side. This approach will 
allow some flexibility if sales do 
not reach your expectations or if 
expenses are higher than you had 
originally estimated. If you project 
yearly sales of between $130,000 
and $150,000, use the lower esti-
mate of $130,000. If you estimate 
your heating bill might be between 
$3,000 and $4,000, use the higher 
amount of $4,000.

It is important to determine the correct amount for a start-up 
 company’s expenses. Expenses are often classified as fixed or  variable.

Fixed Expenses Fixed expenses are expenses that remain 
the same regardless of business activity. These might include rent, 
insurance, or interest on a loan. Fixed expenses are fairly easy to 
project because they remain constant, or fixed, for a stated length of 
time. For example, no matter how much your business earns from 
sales in a particular month, you will still pay the same amount in rent 
for the duration of your lease.

Variable Expenses Variable expenses are expenses that may 
change. Sometimes variable expenses can be adjusted depending 
on sales. Such expenses might include supplies, advertising, wages, 
and sometimes utilities. For example, if sales are lower than you 
had predicted, you could purchase fewer supplies or reduce your 
employees’ hours. It is more difficult to project variable expenses.

� PRICEY PROMOTIONS 

Promotions are a  variable 
marketing expense that 
increases or decreases 
depending on the success of 
the business. Can you name 
a promotional activity that 
recently took place at a store 
near you?
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Some variable expenses, such as maintenance and repairs, have 
nothing to do with sales. These also cannot be projected accurately. 
When your computer or cash register no longer works, you must have 
it repaired or replaced. The principal characteristic of variable expenses 
is that they change with business conditions and other  situations.

Figure 18.3 shows a projected income statement for Skelly’s 
Craft Shop for the first four months of operation. You can see that 
the statement is projecting losses in each month. This is not unusual 
for a new business. In fact, it is common for a new business to go 
for several months or even a year without reporting a profit. Notice, 
however, that the estimated loss for Skelly’s Craft Shop decreases each 
month. With continued good financial management, it is likely that 
profits will be reported in the near future.

QUESTION

As You 
Read

In what way is a projected 
income statement  different 
from other income 
 statements?
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Figure 18.4 shows a projected income statement for Skelly’s 
Craft Shop for the first five years of operation. It provides a long-range 
view of business activity. Although the amounts are only estimates, 
if they are projected realistically, they may indicate the potential suc-
cess of the business.

Notice that by the end of the second year, the craft shop antici-
pates a profit. If all goes according to projections, the business should 
be doing quite well within five years. This is good news for the  business 
owners. It is also important information to include in a financial plan 
for banks or other financial institutions that might provide funding 
to the owner.
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Projected Balance Sheet
Financial institutions will also want to see a forecast of the overall 

financial position of your business. You provide this with a projected 
balance sheet. On a projected balance sheet, you estimate the future 
assets, liabilities, and net worth of your business one year, three years, 
or five years from now. A projected balance sheet for Ramos T-Shirts 
is shown in Figure 18.5.

Review the projected balance sheet for Ramos T-Shirts, and you 
can see that the shop seems to be headed in the right direction. The 
net worth of the business is projected to increase over the next three 
years, with the owner’s equity increasing from $37,600 at the end 
of the first year to $50,600 at the end of the third year. You will also 
notice that in this same three-year period, assets are projected to 
increase ($71,200 to $83,100), and liabilities are projected to decrease 
($33,600 to $32,500).
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Projected Statement of Cash Flows
A statement of cash flows reports how much cash a business has 

taken in and where the cash has gone. This document shows how the 
cash position of a business changed during an accounting period.

Many consider the projected statement of cash flows to be the 
most important projected financial statement. When you prepare a 
projected statement of cash flows, you analyze the amount of cash 
that you anticipate will be available for your business in the future. 
Will you have sufficient cash if your business operates on its projected 
path? Remember, success and growth depend on available cash.

Figure 18.6 shows a projected statement of cash flows for West-
port Sporting Goods for a period of three months. You can see that 
the business predicts a positive cash flow for the three-month period. 
In other words, more money is shown coming into Westport Sporting 
Goods each month than is shown going out. Realize that these three 
months—April, May, and June—are probably a particularly high sales 
period for a sporting goods store. Therefore, the business might not 
have such a positive cash flow throughout the entire year.
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Reserve Capital
Why is it important for a start-up business to have 
reserve capital available?

The third type of capital is called reserve capital—money that 
is set aside for unexpected costs or opportunities. Reserve capital is 
like cash in a personal savings account. If and when you need money, 
it is there.

When emergencies arise, reserve capital can be a lifeline for 
small businesses. Unexpected costs can occur at any time and usually 
require immediate attention. Examples of unexpected costs include 
repair bills and the expense of replacing broken equipment or lost or 
damaged merchandise. Without immediate access to cash to pay such 
costs, your business could face a serious financial problem.

Reserve capital is also needed to take advantage of business 
opportunities. Suppose that a competitor is going out of business and 
has offered you inventory at a great price if you pay for it in cash. You 
can use cash from your reserve fund to take advantage of the oppor-
tunity. In this situation cash must be available immediately, or the 
opportunity is lost. Good financial planning includes taking advan-
tage of business opportunities when they arise.

� CASH ONLY When you 
pay for pizza to be delivered 
to your home, you probably 
pay in cash. Likewise, when 
merchandise is delivered 
to a store, the store may be 
required to pay for the items 
in cash. What types of small 
businesses might have deliver-
ies every day that require cash 
payments?

Put on 
Your 
Financial
Planner’s 
Cap

Congratulations! You are 
successfully operating your 
own financial management 
company. A new client, 
Mrs. Brent, wants to open 
an old-fashioned ice cream 
parlor and seeks your help in 
preparing a projected income 
statement for the bank. What 
questions will you need to ask 
her in order to prepare such 
a statement? 
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In addition, business owners use reserve capital to expand and 
grow their businesses. For example, you might use cash from the 
reserve fund to buy new lines of merchandise, to expand or reno-
vate your facilities, or to purchase more up-to-date equipment. Such 
forward-thinking investments allow your business to develop and 
become financially successful.

The amount of capital set aside in a reserve fund will vary from 
business to business. Many businesses set up this fund as a line of credit 
at the bank. This money can also come from your personal funds. 

Although oil is Russia’s major natural resource, 
students may be its most important one. Each year 
Russia produces more than 200,000 graduates who 
receive degrees in the sciences. Schooled in computer 
science, physics, math, and engineering, they  provide 
a foothold for Russia’s economic future. However, 
the problem may be getting them to stay in Russia. 
Other countries can offer Russian scientists the power-
ful incentive of good salaries, something that is hard 
to find in Russia. For example, a professional with a 
postsecondary degree in Japan may earn up to $3,700 

a month, whereas 
in Russia the same 
person would only 
make about $100 a 
month. In response 
to this trend, the 
Russian govern-
ment has increased 
its monetary contri-
butions to the field 
of science by 90 per-
cent in an effort to 
boost  salaries.

Global Financial Landscape

RUSSIA

Think Globally
If you were a Russian graduate and had to choose 
between a good salary in a foreign country or a low 
salary at home, which would you choose and why?

Standard and Poor’s publishes the globally recognized 
S&P 500® financial index. It also gathers financial statis-
tics, information, and news, and analyzes this data for 
international businesses, governments, and individuals 
to help them guide their financial decisions. 

DATABYTES

Capital Moscow

Population 145,546,000

Language Russian

Currency Russian ruble

Gross Domestic 
 Product (GDP) $1.28 trillion (2003 est.)

GDP per capita $8,900

Industry: Mining and extractive industries, machine 
building, shipbuilding, road and rail transportation 
equipment, and communications equipment

Agriculture: Grain, sugar beet, sunflower seed, 
vegetables, and beef

Exports: Petroleum and petroleum products, natural 
gas, wood and wood products, metals, and fur

Natural Resources: Oil, natural gas, coal, and timber
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Your Motive: When you apply for a loan, 
you must present an accurate personal 
fi nancial statement so that banks and 
lenders can review your current fi nancial 
status. They want to be sure that you have 
resources to pay off a loan.

Key Points: The Small Business 
Administration (SBA) developed a personal 
fi nancial statement for loan applicants to 
complete when applying for an SBA loan. 
Similar to a personal balance sheet, the 
form details a person’s assets, liabilities, 
and net worth.

Find the Solutions
1. What is the purpose of a personal financial 

statement?
2. What is Sarah’s net worth?
3. How was her net worth calculated?
4. What is Sarah’s salary?
5. Why would the SBA want to know the 

names and addresses of noteholders?

Investigate: A Personal 
Financial Statement
This form lists the following information:
• Name and contact information 
• Assets and income
• Liabilities and loans
• Source of income
• Noteholder contact information

Learn to identify and understand the standard 
financial documents you will use in the real world.
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You should not use your reserve capital for the normal opera-
tion of your business. It should be used only for unexpected costs and 
worthwhile business opportunities.

By keeping a reasonable amount of money in your reserve fund, 
you will be able to take care of your business even in crisis situations. 
Also, you will be able to take advantage of business opportunities that 
require money above and beyond the income from your business.

Using Technology
How can technology assist in preparing 
financial information?

Recording, summarizing, and reporting financial information 
can be an extremely time-consuming activity. Computers offer small 
business owners the ability to automate all the accounting functions. 
Daily, weekly, monthly, and annual reports can be generated quickly 
and accurately. With software and hardware being very affordable, 
most small businesses use some form of automated accounting.

Section 18.1 Assessment

QUICK CHECK
1. What are two categories of start-up  capital?
2. How do you estimate the amount of oper-

ating capital needed to run a  business?
3.  Where is the financial information needed 

to create a projected income statement?

THINK CRITICALLY
4.  Explain why a sound financial plan is 

 critical to the success of a business.

USE COMMUNICATION SKILLS
5.  Projected Financial Statements 

Theo and Cole have an opportunity to start 
a business selling sunglasses at the beach. 
Theo knows it is very important to develop 
a written financial plan for the new busi-
ness. Cole, however, says that as long as 
they know what is going on, they do not 
need projected financial statements. 

Write About It Write a paragraph 
that will help Theo convince Cole 

that developing a written financial plan 
and creating projected financial statements 
will help their business succeed.

SOLVE MONEY PROBLEMS
6. Identify Start-Up Costs Jana plans 

to turn her love of basketball into a busi-
ness by offering summer basketball camps 
for children, one-on-one training for high 
school players, and skills assessment for 
college players. Jana is ready to create a 
financial plan for her business.

Analyze Help Jana identify the 
required assets and start-up costs for 

her business.

Be Your Own Boss
Learn all you can about 
the different ways entre-
preneurs finance their 
start-up businesses. What 
you know about how to 
obtain financing will make 
the difference between 
the success or failure of 
your business.

To continue with 
Task 5 of your 

WebQuest project, visit 
finance07.glencoe.com.
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Case Study: 
A Financial Plan

Starting a Business
What are some requirements to start a business?

For the past five years, Molly Singer has worked at King Point Flo-
rist, a local flower and garden store. During that time Molly learned 
to create fresh flower arrangements, fruit and gourmet baskets, and 
dried flower displays. She has read several books on floral design and 
has received numerous compliments on her arrangements.

Because of her work at the florist shop, Molly has experience in 
purchasing flowers and arrangements, advertising, pricing, sales pro-
cedures, and recordkeeping. She has taken several business courses at 
the local community college and has attended two seminars on run-
ning a small business.

Molly now feels that she is ready to open her own florist busi-
ness. She realizes that running her own business will be very different 
from working for someone else. She is a little nervous about the chal-
lenges she will face as a business owner. However, she is confident 
that she has the knowledge and skills she needs to operate a success-
ful flower shop.

Molly has decided to call her business “Cricket Lane Flowers.” 
After researching locations and potential markets for a shop, she has 
found a small store that will fit her needs. It is located on a main 
street with a steady traffic flow and high visibility. No other flower 
shops are in the area, but there are several small businesses nearby 
that seem to attract customers. The store is in good condition, the 
monthly rent is reasonable, and the required painting and decorating 
should be affordable.

A Business Plan for 
Cricket Lane Flowers
What is an example of a business plan?

With some preliminary research completed, Molly is ready to cre-
ate her business plan for Cricket Lane Flowers. Her overall business 
plan consists of three parts: a strategic plan, a marketing plan, and a 
financial plan. This section provides brief summaries of Molly’s strate-
gic and marketing plans as well as all elements of her financial plan.
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Section 18.2

Focus on
Reading

Read to Learn
• How to identify the ele-

ments of a financial plan.

Main Idea
A good financial plan 
reflects your knowledge 
and skills and projects a 
picture of the potential 
financial success of your 
business.

Key Term
• chart of accounts

PREDICT

Before 
You Read

What is the advantage of 
having a thorough and 
solid financial plan?
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The Strategic Plan
For her strategic plan Molly researched the local flower market, 

identified the competition, and decided on the line of flowers and 
services that her shop will provide. After careful analysis, she set the 
following short-term and long-term goals.

Short-Term Goals:

• Rent a store in a good location.
• Secure a good telecommunication system.
• Computerize all accounting functions.
• Increase sales by 5 percent or more each month during the 

first year.
• Utilize all local advertising outlets.

Long-Term Goals:

• Increase sales by 30 percent or more in each of the first 
three years.

• Show a profit by the end of the second year.
• Expand inventory to include fruit and gift items.
• Develop business clients.

Molly’s strategic plan also outlines the steps that she will take to 
achieve each of her short-term and long-term goals.

� IN FULL BLOOM Molly 
will need more than a good 
location to make her dream 
of a thriving flower shop 
come true. What else will 
Molly need to build a successful 
new  business?

RELATE

As You 
Read

Which one of Molly’s long-
term goals do you think 
will be the most difficult to 
reach? Why?
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The Marketing Plan
In her marketing plan, Molly analyzed the competition, identi-

fied advertising outlets, developed promotional activities, and estab-
lished an advertising and promotion budget for Cricket Lane Flowers. 
The success of her sales goals depends on an effective marketing plan. 
At her previous job, Molly purchased advertising space in local and 
regional newspapers and magazines. Molly has decided to spend 
$2,000 in each of the first three months on advertising.

The Financial Plan
What must Molly do before she prepares her 
financial plan?

With her strategic and marketing plans completed, Molly is 
ready to develop her financial plan. As you may recall, the success of 
her strategic and marketing plans depends on the quality and accu-
racy of her financial plan.

Before preparing a financial plan, Molly must be sure that she 
has set realistic goals for herself and her business. She knows that 
although her figures are only estimates, they must be attainable. Also, 
Molly realizes that it will take time to earn a profit.

Background Information
To help start her business, Molly has saved money over the past 

five years, and her brother and sister will lend her some money. She 
needs to borrow additional funds, but she is confident that she will 
qualify for loans because of her well-established credit history. She 
has financed two cars and repaid her student loans. In addition, Molly 
uses her credit cards wisely and makes payments on time.

Molly has decided to organize her new business as a sole pro-
prietorship. Although she will have unlimited liability, this form of 
ownership is easier and less costly to establish than others. She has 
consulted with an attorney and an accountant. Molly will continue 
to work with her accountant throughout the life of her business. She 
will need to consult him in the future regarding issues such as busi-
ness expansion, tax filing, and the possibility of hiring employees.

Elements of the Financial Plan
Molly’s financial plan includes the following reports:

• Statement of Required Start-Up Capital
• Projected 12-Month Income Statement
• Projected 12-Month Statement of Cash Flows
• Projected 3-Year Income Statement
• Projected 3-Year Statement of Cash Flows
• Projected 3-Year Balance Sheet

LANGUAGE ARTS
A marketing plan helps a 
business owner to predict 
the cost of promoting and 
marketing his or her new 
company. An important 
part of developing a mar-
keting plan is analyzing 
the competition. By doing 
so, the business owner 
can determine the com-
petition’s strengths and 
weaknesses and plan his 
or her marketing strategy 
 accordingly. Write a short 
essay outlining the process 
for evaluating potential 
business rivals.

QUESTION

As You 
Read

What are Molly’s alter-
natives to setting up 
a business as a sole 
 proprietorship?



Starting the Business With this statement, Molly will not forget any important start-up costs.

Do you think Molly’s list of required start-up capital is accurate? Why?

Figure 18.7 Cricket Lane Flowers—Statement of Required Start-Up Capital

CRICKET LANE FLOWERS
Statement of Required Start-Up Capital

                  Item                                                                          Cost
ASSETS
Refrigeration equipment $9,600
Display equipment 8,100
Maintenance equipment 2,900
Delivery van 19,000
Office furniture 1,900
Rugs, lights, ventilation 5,200
Computer system 3,500
Phone systems 750
Photocopier 1,800
Merchandise 17,000
Supplies 1,100
Alarm system 900

Total Assets $71,750

START-UP COSTS
Rent deposit 3,500
Insurance 1,400
Building signs 3,000
Artists‘ fees 150
Professional/legal fees 2,200
Business permits/licenses 250
Stationery/business cards 400
Flowers/wire fees 500
Utility deposits 700
Phone lines 450
Advertising 2,000
Repairs/fix-up costs 1,800
Banking fees 200
Other 500
Total Start-Up Costs 17,050
Total Required Start-Up Capital $88,800

Molly’s complete financial plan for Cricket Lane Flowers appears 
on the following pages. By reading and analyzing her six projected 
financial statements in Figures 18.7 through 18.12 (pages 592–597), 
you will see how she expects her business to develop over time.

Cricket Lane Flowers
Financial Plan

Prepared by Molly Singer

Business Objective:  To open and operate a financially 
 successful flower shop.

Required Capital:
Start-Up Capital $89,000
Operating Capital 12,000
Reserve Capital 15,000

Total Required Capital $116,000

Unit 5      Business Ownership and Planning592
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Sources of Capital:
Cash from Owner $30,000
Personal Loans 6,000
Sh ort-Term Commercial Loan 30,000

(SBA Guaranteed)
Home Equity Loan 50,000

Total Available Capital $116,000

Molly will invest the funds from the first three sources of capital 
(cash from owner, personal loans, and short-term commercial loan) 
in the business immediately. To cover the initial operation costs of 
the business, Molly has elected to use a home equity loan. As you 
learned in Chapter 7, a home equity loan is a loan based on the dif-
ference between the current market value of a home and the amount 
still owed on the mortgage. Home equity loans are an easy source of 
extra cash, but they must be used carefully. For example, if Molly’s 
business were to fail, she would have difficulty repaying the loan.

Saving Is Better
Spending money is easy, 
especially when you have 
a credit card. Resist the 
temptation to use your 
card to buy something 
you want but cannot really 
afford. Instead, be patient 
and save your money for 
that special item. Why is it 
important to use your credit 
cards wisely for business or 
personal expenses?

CommonCommon
CENTSCENTS

Business math and problem solving have always interested Glenn. As the controller for a start-up 
semiconductor manufacturer, Glenn is responsible for all aspects of the corporation’s finances. He 
handles banking, profit and loss statements, balance sheets, payroll, accounts payable, accounts 
receivable, collections, cost accounting, inventory valuation, and government filing. He also pre-
pares and analyzes weekly cash management reports, monthly expense reports, and quarterly finan-
cial statements complete with management analysis. Because the company works with a plant in 
Taiwan, Glenn is in the process of learning Mandarin Chinese. He enjoys studying the different parts 
of the business and seeing how he can help them “add up” to a more profitable company.

SKILLS:  Accounting, analytical, communication, computer, decision-making, 
management, math, organizational, and problem-solving skills

PERSONAL TRAITS:  Discreet, flexible, good judgment, likes working with people and numbers, 
and tactful

EDUCATION:  High school diploma or equivalent; bachelor’s or master’s degree in 
accounting, finance, or business; Certified Public Accountant certification; 
master’s degree in business administration also recommended

ANALYZE Why would a controller need to be a good team player?

To learn more about career paths for controllers, visit finance07.glencoe.com.

Glenn Danforth
Lovoltech

CREDIT ANALYST

Careers in Finance
CONTROLLER
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Figure 18.8

CRICKET LANE FLOWERS
Projected 12-Month Income Statement

MONTH 7 8 9 10 11 12

REVENUE
Sales $17,000 $17,800 $18,700 $20,400 $22,300 $24,000
Cost of Merchandise Sold 7,900 8,300 9,100 9,900 11,400 12,000
Gross Profit on Sales $9,100 $9,500 $9,600 $10,500 $10,900 $12,000

EXPENSES
Rent 3,500 3,500 3,500 3,500 3,500 3,500
Electricity 185 190 190 190 200 200
Heat/AC 370 350 340 340 350 360
Telephone 225 240 240 250 250 250
Insurance 480 480 480 480 480 480
Maintenance/Repairs 160 160 160 175 175 175
Miscellaneous 180 190 190 190 190 190
Wages 600 700 700 800 800 900
Taxes 525 595 615 640 660 675
Supplies 660 670 670 670 680 680
Interest 680 680 680 680 680 680
Advertising 1,200 1,200 1,200 1,400 1,500 1,500
Other  125 125 125 125 100 130
Total Expenses $8,890 $9,080 $9,090 $9,440 $9,595 $9,720

Net Income/<Loss>  <$210>       <$420>         $510         $1,060         $1,305         $2,280

Cricket Lane Flowers—Projected 12-Month Income Statement (cont’d)

Monthly Income This statement shows the progression of Cricket Lane Flowers’ income.

Is there a reasonable progression of income over the 12 months?



596 Unit 5      Business Ownership and Planning



      Chapter 18      Developing a Financial Plan 597



598

Accounting Procedures
Molly’s accountant has set up a chart of accounts—a list of all 

the general ledger accounts that a business will use. (See Chapter 20 
for more information on accounting.) This chart of accounts will pro-
vide Molly with a framework for recording and reporting her business 
transactions. Figure 18.13 shows the accounts she will use.

Molly’s accountant also recommended purchasing a software 
program to maintain Cricket Lane Flowers’ accounting records, so all 
accounting procedures will be computerized. By using a software pro-
gram, Molly will spend less time maintaining her accounting records 
and will have more time to run her business.

Molly will be responsible for entering all business transactions 
into the program. At the end of every month, the computer system 
will generate a trial balance, financial statements, and reports. Molly 
and her accountant will analyze Cricket Lane Flowers’ monthly 
income statement, statement of cash flows, and balance sheet.

Unit 5      Business Ownership and Planning 
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By comparing these financial statements with statements from 
previous months, Molly and her accountant will be able to evalu-
ate the financial progress and position of her business. If a financial 
problem is identified, her accountant will make recommendations as 
to what Molly needs to do to correct the problem. It is only by careful 
and constant financial analysis that Molly can be assured her busi-
ness is growing according to the projections outlined in Cricket Lane 
Flowers’ financial plan.

At the end of each quarter or year, her accountant will also see 
that all required local, state, and federal reports are submitted to the 
appropriate agencies.

REACT

After You 
Read

Do you think that you 
could develop a reasonable 
financial plan for a business 
using the information pro-
vided in this chapter?

Section 18.2 Assessment

QUICK CHECK
1. What reports did Molly include in her 

financial plan?
2. Refer to Molly’s projected 12-month 

income statement in Figure 18.8 on 
pages 594–595. When does Molly predict 
that she will begin to show a positive net 
income?

3. As you can see from Figure 18.9 on 
pages 594–595, Molly is projecting a 
negative cash flow of $6,120 for the first 
12-month period during which she is 
in business. How did she arrive at this 
 conclusion?

THINK CRITICALLY
4. Summarize the steps that Molly has taken 

to ensure that her financial plan will be 
efficient and effective.

USE MATH SKILLS
5. Positive Predictions One of Molly’s 

long-term strategic goals is to increase sales 
by 30 percent or more in each of the first 
three years of business. As Molly reviews 
her projected income statements for the 
next three years, she knows that she made 
the “best guess” estimates for both revenue 
and expenses. Molly believes that she will 
meet or maybe even exceed her goals.

Calculate Using Figure 18.10 on 
page 596, calculate what Molly’s pro-

jected sales would be in the second and 
third year if they increased 35 percent from 
each previous year. How might a 35 per-
cent increase in sales impact  Molly’s pro-
jected expenses?

SOLVE MONEY PROBLEMS
6. Start-Up Capital According to 

 Figure 18.7 on page 592, Molly will need 
$71,750 to purchase assets for Cricket Lane 
Flowers. If the bank denies her applica-
tion for the short-term commercial loan of 
$30,000, she will not have enough money 
for all the assets that she has identified as 
necessary to begin operations.

Analyze How might Molly revise 
her list of assets and still have what 

she will need to begin to operate her busi-
ness? Explain your reasoning.



Communicating Key Terms
Imagine that you are planning to open a new business. Using the terms below, prepare some 

notes for a meeting with a commercial loan officer at your bank regarding a business line of credit.

Chapter 18 Review & Activities
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• capital
• start-up capital
• start-up costs
• operating capital

• financial forecasting
• projected financial 

 statements
• fixed expenses

• variable expenses
• reserve capital
• chart of accounts

Reviewing Key Concepts 
1. Explain the three steps in estimating start-up capital needs.
2. List the start-up costs of a business you would like to start someday.
3. Explain why operating capital estimates should be made “on the high side.”
4. Describe some ways of estimating income and expenses in order to prepare projected 

income statements.
5. Explain how reserve capital will enable you to take advantage of business opportunities.
6. Explain why the projected statement of cash flows is considered the “most important 

 financial statement” in the financial plan.

CHAPTER SUMMARY

• Start-up capital includes money required 
for the purchase of assets needed to 
run a business, including inventory, 
equipment, furnishing, supplies, and 
utilities, plus start-up costs.

• Start-up costs include legal, profes-
sional, and banking fees, licenses, 
permits, insurance, marketing costs, 
and remodeling and maintenance costs. 
Estimates of these start-up costs should 
be on the high side, as new business 
owners often underestimate or miss 
some of these costs.

• Operating capital is the money needed 
to operate the business for the first few 
years. Often, revenue generated from 
the business is not enough to meet 
these costs in the first few years of 
business.

• Projected income statements are an 
estimate of the way in which income 
amounts will change over the next 
few months or years. Estimates of 
fixed expenses and variable expenses 
are included in the projected income 
statement. Lending institutions see 
these statements when you apply for 
commercial loans.

• Reserve capital is money set aside for 
unexpected costs or opportunities, 
similar to an emergency fund.

• The elements of a financial plan include 
a statement of required start-up capital, 
a projected 12-month income statement, 
a projected 12-month statement of 
cash flows, a projected 3-year income 
statement, a projected 3-year statement 
of cash flows, and a projected 3-year 
balance sheet.
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Projecting Income As you can see on page 593, Molly, the owner of 
Cricket Lane Flowers, has the following sources of capital:
  Cash from Owner $30,000
  Personal Loans $6,000
  Short-Term Commercial Loan $30,000
  Home Equity Loan $50,000

  Total Available Capital $116,000

1. Calculate the percentage of the total available capital Molly is paying 
from her personal savings.

2. Compute using spreadsheet software to determine the percentage of total 
available capital from the other sources of capital.

Connect with Economics In every fi nancial undertaking, there are 
risks that can be controlled, and risks that cannot be controlled.

1. Research Go back through the chapter and look over Cricket Lane 
Flowers’ sources of start-up and operating capital (page 592).

2. Think Critically What are some risks over which Molly, the company 
owner, has no control? How would you respond if Molly asked you for 
fi nancial assistance with start-up costs? Why?

Economics After visiting the wholesale fl ower mart, Molly, the owner 
of Cricket Lane Flowers, discovered that prices are going up on many of the 
fl owers that the shop regularly purchases to sell to customers.

Plan and Budget Imagine you are the owner of Cricket Lane Flowers. 
Brainstorm some ways to reduce variable expenses to offset the rise in 
wholesale prices.

Round Up Your Consultants Everyone who runs a small business 
needs consultants to help him or her deal with various issues. A business 
owner may need a computer-support service or a promotional specialist.

Log On Use an Internet search engine to fi nd several sources of such 
services in your town. Answer the following questions:

1. How much would it cost to obtain services from these sources?
2. Molly has $2,200 for professional and legal fees (see Figure 18.7 on 

page 592). If she needs $1,000 for legal fees, would the remaining $1,100 
cover the cost of hiring a computer-support service?

Newsclip: Lacking Capital Many start-up companies make 
investments in their businesses but lack start-up capital.

Log On Go to fi nance07.glencoe.com and open Chapter 18. 
Learn more about how to write a fi nancial plan for your business. 

Explain the consequences of lacking capital.

O N L I N E

Chapter 18 Review & Activities
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ARE YOU A PERSUADER?
Your personality can help guide your future. On a separate sheet 
of paper, write down ten of the following character traits that best 
describe you and find out if you are a persuader, a communicator, 
or an individualist.

______ a. I like meeting people.

______ b. I am friendly.

______ c. I try to avoid conflict.

______ d. I like to spend time alone.

______ e. I like to talk.

______ f. I am sensitive.

______ g. I am interested in other people.

______ h. I am upbeat.

______ i. I am enthusiastic.

______ j. I like to be active.

______ k. I have perseverance.

______ l. I am persuasive.

______ m. I let other people do what they want.

______ n. I am cautious.

______ o. I am ambitious.

______ p. I like to feel in control.

______ q. I like to plan.

______ r. I like organization.

______ s. I like to be the center of attention.

Score 3 points for each of these character traits: a, b, e, g, h, i, j, k, l, o, or s.

Individualist: If you scored 6–12 points, you might enjoy a career and hobbies that gives 
you independence.

Communicator: If you scored 15–21 points, you enjoy activities in which you are a team 
player working toward a common goal.

Persuader: If you scored 24–30 points, consider a career in sales or another field in which 
you can influence people.
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Start with a Plan

Three brothers, Collin, Kyle, and J.C., plan to start a house painting business. All of them 
have experience painting, and they have identified plenty of work in an area downtown 
that is being renovated. They want to know how much start-up capital they will need 
to get their business going and to keep it going until it is solidly established.

Your Financial Portfolio

Identify

 Start-up costs depend on the type of business, the size of the business, and the 
amount and kind of inventory and operating expenses. Give an example of the follow-
ing types of businesses: service, retail, and manufacturing. Which might have the most 
expensive start-up costs? Why?

Start-Up Costs

One-time costs:

Equipment: 3 ladders $305

Paint sprayers 120

Roll ers, brushes, drop cloths, and other supplies 
(ongoing supplies will be expensed per job) 250

Down payment for van  $3,000

 Total one-time costs  $3,675

Continuing costs (monthly):

Insurance $120

Cell phone 25

Van loan 625

Van maintenance and gas 100

 Total monthly costs  $870

 Total monthly costs � 12 months  10,440

 Total start-up costs  $14,115

Chapter 18 Review & Activities



A Business Is Born

Overview
Carrie and David Lanier have two  children: 

Eva, age 23, and Jack, age 22. Eva and Jack 
graduated from college with a low amount of 
student loan debt, thanks to smart planning, 
saving, and investing by their parents. While 
Eva and Jack were in college, they worked and 
started saving their own money for a retail store 
they plan to open some day. They need help 
writing a business plan for Party Town. They will 
hire a bookkeeper to complete a financial plan.
Their store will offer party decorations, paper 
goods, balloons, and games. Now it is time to 
begin finalizing their plan. They hope to earn 
money from the store profits to expand their 
business in the future.

Procedures
The Process
Eva and Jack are aware that 

having a strong business and financial back-
ground will be crucial to the success of their 
business.  Therefore, they have asked you for 
some advice and assistance with writing a rough 
draft of the first two main sections of their busi-
ness plan.

1. Eva and Jack are ready to hire a bookkeeper. 
They have asked you to help them choose 
the right employee. Make a list of the skills 
and characteristics the new employee should 
have. Write a newspaper ad for the position.

2. a) Set up the first main section of the busi-
ness plan—the strategic plan for Party Town. 
Include the mission statement of the com-
pany, a description of the business and prod-
uct, a product plan with their short-term 
and long-term goals, and list the manage-
ment team and their roles. 

 b) Set up the second main section of the 
business plan—the marketing plan for Party 
Town. Include research and information 
on the target customers, the competition, 
advertising outlets, and ideas for promo-
tional activities as well as a budget for adver-
tising and promotion. 

3. Write a list of the elements of a financial 
plan as a guide for the bookkeeper to use.

4. Identify several books, magazines, news-
papers, and Web sites that could be used by 
someone interested in starting and manag-
ing a business. 

 STEP A
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     Resources & Tools
• Assorted magazines and newspapers
• Internet
• Portfolio (ring binder or file folder)
• Public or school library
• Word processor



Create Your Portfolio
As you work through the pro-

cess, save the results so that you can refer, 
review, and refine. Create a portfolio with four 
sections to showcase the information that you 
collect in Step A.

1. Section 1 should include the newspaper ad 
you created for the bookkeeper position.

2. Section 2 should include the strategic 
plan document and the marketing plan 
document with any supporting research 
 materials.

3. Section 3 should list all the elements of a 
financial plan in outline form.

4. The last section will be a bibliography of the 
resources that you identified.

Applying Technology
The globalization of the 

market place, advances in technology, and the 
downsizing of the workforce are trends that are 
transforming the workplace and the worker. 
Technology is providing ways for people to work 
anytime and anyplace. The successful  workers 
and entrepreneurs of tomorrow must have strong 
technical skills and be willing to update those.

1. Research an emerging technology and its 
impact on the workplace and retailing. Some 
topics include: computers, artificial intelli-
gence, e-books, video telephones, video con-
ferencing, and voice and eye recognition.

2. Contact a vendor who sells the products you 
selected. Find out how much they cost and 
next year’s projected sales. 

3. Create a poster, brochure, or other visual aid 
about your selected technology. Include the 
features and benefits of the product. Also, 
note how one type of technology could be 
applied to Party Town.

4. Write a two-page paper outlining your pre-
dictions for the ways in which technology 
will affect the workplace and the economy.

 STEP B  STEP C
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