DOWNTOWN @ DovnTown

BOOST
PROGRAM

(Black-Owned and Operated Storefront Tenancy)

The Downtown Partnership of Baltimore and its partners are proud
to launch the Downtown BOOST Program to propel Baltimore's
most unique and purpose-driven Black-owned retail businesses.
The Downtown BOOST Program will support the long-term
success of five creative, Baltimore-based entrepreneurs in prime
storefronts in Downtown Baltimore, while simultaneously
developing signature amenities for Downtown Baltimore
residents, employees and visitors alike.

GENERAL LINKS

WEBINAR SESSIONS

2/13 10:30AM 2/15 1:00PM 2/17 1:00PM

THE PLAN

A Step-By-Step Business Plan Seminar

City of Baltimore Small Business Resource Center

Paul E. Taylor p.taylor@baltimorecity.com




THE PLAN

A Plan will help you:

= Move ideas from your head to paper in an organized, clear,
convincing manner.

= Avoid the most common
mistakes

= Keep your focus on key points
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INTRODUCTION

Planning is your map to success in the business world.
You need to write a business plan if you are:

» starting or buying a business
» financing or refinancing your business
» e raising debt or equity capital
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INTRODUCTION

THE PLAN helps you find hidden
business flaws and makes you think
carefully about each phase of your

business.




INTRODUCTION

It is important that you write
your business plan.

Why?

You will gain in-depth knowledge about your business
which will make it easier to answer lenders’ questions.
The process of writing your business plan will clarify
what is involved in making your business work
successfully.




Resources Available to Assist:

Baltimore Source Link: www.baltimoresourcelink.com
Baltimore Sizeup: SizeUp Baltimore - Baltimore SourceLink
SBA: www.sba.gov

BCAN: https://baltimorecreates.org

SCORE: www.SCORE.org

IBISworld: https://www.ibisworld.com/

Dun & Bradstreet: Dun & Bradstreet - Accelerate Growth and
Improve Business Performance (dnb.com)



http://www.baltimoresourcelink.com/
https://www.baltimoresourcelink.com/si/
http://www.sba.gov/
https://baltimorecreates.org/
http://www.score.org/
https://www.ibisworld.com/
https://www.dnb.com/
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Business Loan Basics

» ASK YOURSELF THESE QUESTIONS:

e How much money do | need?

» What type of lender do | need? (bank, state or federal agency, venture
capitalist firm, or other investor)

e What is the lender’s minimum and maximum loan size?

« Can the lender meet my present and future needs?

» What types of businesses will the lender finance?

vV v v v v Vv Y

» What collateral does the lender accept?




vV v Vv Vv vy
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Business Loan Basics

LENDERS USE THE EIGHT “C’s” RULE:

1. Credit (must be good)

2. Capacity (ability to repay)

3. Capital (money going into the business)

4. Collateral (your assets that secure the loan)
5. Character (you)

6. Conditions (economy, finances, anything that affects
your business)

7. Commitment (your ability and willingness to succeed)

8. Cash Flow (can it support the business’ debt and
expenses?)




Business Loan Basics

» BASIC QUESTIONS A LENDER WILL ASK YOU:

e How much money do you want?

 How much are you investing in the business?

e How will the loan be used?

» How long do you need to repay the loan?

e How will the loan be repaid?

« What collateral do you have to offer?




Business Loan Basics

» BEFORE MEETING WITH A LENDER:

» Call to find out the rules for their business loans.

\ 4

Make sure the lender is looking for loans of your size and
type.

Ask for a loan application.
Make an appointment.
Rehearse your presentation.

vV v v Vv

Remember, the lender is like a customer. You have to
convince the

» lender that your business has merit.




Business Plan Outline

i.
ii.
iii.

iv.

Vi.

Vii.

Viii.

Executive Summary
Business Description
Managers and Employees
Operations and Location
Marketing
Buying a business
Buying a Franchise

Loan Request



Financial Statements

. Personal Financial Statement
1. Balance Sheet
1. Income Statement

V.  Cash Flow Statement
l. Ratios
Il Formulas

Il Apendix




EXECUTIVE SUMMARY

» The Executive Summary » The Executive Summary

(your Cover Letter) should include:
» briefly explains the rest of » the owners’ names and
your business plan in about their credentials
one or two pages. » your products or services
> Page two is the Table of » your market(s) and the
Contents. It shows the competition

lender on which page each

section can be found. » the amount of money

needed

» how the loan will be
repaid

» how long you want the
loan to last




Executive Summary

R COVER LETTER S

Leave off your
return address if
the letter is on
YOUT COmpany’s
statiomery.

List the purpose

of the loan
(shartimg, buying,
o expanding

@ business).
Include owners’
names and
ExpETience.
Mention your
products and
SETVices.

Briefly mention
your markets
and customers

Include key
facts about your
competition.

Tell the lender
who should be
contacted

and provide a
phone number.

Imclude all
signature(s) and
typed name(s).

Decambar 31, 2004

The Grean Hoss
456 Oak Stresat
Thia Town, T8A 67880

Mr. John Nelson
ABRC Bank
13 Main Strest

Anytown, U8A 12348
Re: Loan Raguest for $300,000

Dear Mr. Nelson,

With 20 years of MENAgement EXHETIens 10 the residanial landscsping
bUSITIESS, WE ATE TeUESLINE & 1087 t0 Bart Cur OWTL landscapng HIAnesa,
called The Green Rose.

The climate for & Succassfil landscaping bUsIness 18 perfoct. Last year, the
Tumber of NEw homes bl iIn Pembroks PInes Inereased by 16%. Just this
JUATtaT, NEwW bINLAINE parmits ara U 10% OVer 158t year. Of the 43,000
homes 1n the ares, 3,000 Wars bt 1858 year.

Cur target market 1= uwners. ut' new and older homes. We plan to resch tham
with focused marketing ICI will raad abouk 1n our plan. In additon,
we have good warum.g ra]s.mn&;ps WIith many bunlding conkractors, who
have mdicatad theay will refer us bo their chenta.

Two of our aix Jocsl competibors heve filsd Chapter 11. Two are family-
ownad businasses who CONcentrala on commercial contracka, The last two
are healthy compatiton, though they 1a0k our Markeling and MANAgement
experiae.

METHING LIKE THIS ONE:

Tor Brgilid the lender's
enibusiasm, make
raferences o whals
incinded in your
brusiness tlan

Wi are iInvesting §7SE 1n savings and are requasting & $300E koan from -
Four bank We would lke five YEars o repay the loan, using the cssh flow of
the busnesa, OUr 3condary aourca of repayment will ba from collataralized

eguIpmant. Cur homes and bumness asaats, valued ab §300E, are offored &a -

collateral for the loan.

Our busmass plan 18 aktached. In ik you will find the iIdformation you nesd.
H you hawve E.!'I.FEE,LIEEIU:IHE or nead more INformation, please contact Mr.
GI'EEI!I ak (a8 4-BETE

Respectfully submitted,

Ed Reie Tim Green

" Bd Rose 'runn:;reen

Mention how
miuch monay you
would like to
finance and the
temmis (how many
years). List the
source of re-pay-
ment {Joans showd
be repaid by the
busimess " cash
flows). Also include
hiow miuch you are
inwesting and
where your money
will come from.

List the secondary

source of repayment.
This is usually
collateral which
includes business
and personal assets
(see page 18B).

Also, fill in the equity
value of these assats.




Business Description

Tale D=

for starting, buying, or
expanding busimess.

Goals
Current goals (within the next year)

Long-term (ower the next five years)

Tale Dome

|:H:|—l' Industry

Provide a brief summary of what's going

on in your industry. Include economic trends,
outlook, growth patterns and forecasts. Include
details in the APPENDIX.

Describe the intent of youwr business.




Business Description

General: List the
business name, location,
miailing address,
telephone, fax, e-mail
and web site address.

Legal Business
Description:

Sole proprietorship, part-
nership, limited liability,
“C" or "5 corporation.
List the state where tha
bussimess is incorporated.

Purpose: Describe the
intent of your business,

Type of business:
Retail, wholesale,
service, manufacturing,
contracting, professional,

importing/exporting.

GEHNERAL

Nuams: MW Eal Dexipn

Addroas: 21 Loogwood Drive, Oslando, Florids Z3701
Fhome: (407) 125-43E7 Pax: (40T} 125-4TED
B-muall: amth Mg pom, Web: 2to: www ME. com

OWHNERE: =
Bob Bmith- 10 Boookfleld B, Oriando, FL 2701
Phone: 407-208-TEd1 Bocinl Beousiiy: S6T7-80-T088
Owee 20 yors of grparieno & orosiive Macagomant. Works: for
sovorsl deaign fiema. Mr. Emith owns S0% of tho buminos.
Lirs domas: 38 Elm B, Orlacsdo, FL 532731
Phome: 40T-587- 1554 Boolal Beouriy: E54-08-TEG ]
Ten years of aperianos an managee of large
markoiing sommunioiiors depariment. within
Fostuns: 1000 corpomsiion. Wa. Jooos owrs 40%: of the businass.

LEGAL ETATIIE: Flortds 8 Corpomstion

FURPDEE: Produca superios markoting eomsrumicaiions madcrial for
other buainoases.

ETATTIE: Bart-Tp. Wil open Deoconbor 2004 g
BUEINEEE TYFE: Sarvica

FROMNICTE AND SEEVICES: Graphio doaign, dhastration, and asiwosk
produsticn. Other services, supplied by waodorisapphers, inainde
writing, photography, pricting, and malting sorvicea.

REASCNE: Both partooes hove over S0 years of mdustey
Exparienm that will ba pad to profislblo U in car own Arm.. .

The demand for graphin communisations is ...oto.

i miers:

List each owner’s name,
business title, home
address, telephone
miumber, and social security
nmumker. Induede a brief
description of cwners amd
managers (expenence and
aredentialt i munning the
business) and their owner-
ship percentage of the
business.

Business Status:

Mew fstart up, ongaing,
expansion, or buying

a business. Inclede the
date your business started
o will start. If buping

@ business, incude a
detaied business history
in this section.

Reasons for starting,

buying, or expanding
busimess.




Business Description

Goals:
Include both cument and
long-term projections.

Industry:

Talk about what's going
on in your industry,
inChuding economic
trends, outlook, growth
patterns and forecasts.
Keep this section short.

Explaim more fully in
your Marketing section.

GOALE:
CTARENT BEring to profiianlo sabias thak will soqual or areoad
surrers inoome lovels, Croato relasiomalitipe with oiania.
Budld ...ota
LONG-TEEM: In four years, wa will huwe $0- 100 diemta.
Hire admimnistrative peescn ... oo,

NDOUETHRY:
100 disaign Srma and Jdeadgners oxist o our ferritcey. Advertising
Aganaien [ahout 250 are alec oompebitoss s tholr spocialty 1a
not dasign. Moy oompanics buore relooated to Orlando ao the
demand for cur servines 1a growing. The mambar of sart-1p oom-
panies musbared S000 loat yoar.. et

FROFESSINNAL RELATIONEHTPS: =%

ADDOTTHTANT.

Lasry Swanrs, CEA, 155 Main 5, Winier Springs,

FL Z27T81. Ph: 407-578-0012, Fax- 407-ETETAID
ATTORNEY:

Linds Johneon of Sohrson and Emith, %S Bim 8t

Wintar Park, FL Z27E0.

Fh: 407254 DETHE, Fax: 407-546-E5TH
BANHER

John Felson, Heritage Bank, ST8 Oak Bt Oriando,

FL Z2008. Fh: 407133 ARET. Pax- 4A07T.000T-EN4E.
INSUTRANCE AGHNT:

Linds Nog, Doa Insuranng, 321 Grove Ave., Wintar Fark, FL

Z27AD. Fh- 407-453-TENL. Pux: 407-BT5-5A33
FEOFRSSINN AL ATYWISOES:

Coadre Valionn, Velloo Comaltarts, 1 Farl B,

Orfandg, FL S2701 Fh- 407-223- 1406, Pax: 407-410-1080

Professional
Relationships:

Inclede name, address,
and telephone fax
murmbers for your
accountant, attomey,
banker, insurance agent,
and professional
advisor(s).




Managers & Employees

Managers The Good Earth Organizational Chart
How many departments and managers

do you need? What are thelr functions? -

If there are gaps In your management Pinanoe Manager Jalea/Marketing Manages _ Operations Manager
team, explain how they will be filled. |_ . o P B | R ——
Lenders also like to see a back-up plan. If I_ciml - =

you die or can no longer work, who will i Administrative Asst. | Ground Employes

run the business and repay the company’s
debts? One solution Is to buy enough life

Ground Employes

Ground Emaploges |
Insurance to cover the business debt. =

Mnanne

NITEE JONES {acocuntant and cwnes)
Employees 20 yeors of socounting srperisnoe in wartous indusiries...
How many part-time and full-time employees
are needed to run the company? [t o good
Idea to develop an organizational chart

{example below).

A bockkssper will be outsourosd.

Zalen & Marksting
LEE MYEHRS
10 yeurs of marke=ting sxperience. Myers will be responaible for the
malen maff (estimeadors), customer servios, peomotlonal plans. ..

How and where will you find employees and
keep them?

Two offioe staff: One foll-dme customer service repeesentative and ons
osts full-time adminissrastve assistant. Each will be pald §25,000 anrmundly:
They will reostve health insusance, ten pald sick days, paid holidags,

'
Include managers’ job descriptions, salaries, i en of sior. These benefies will ooss

benefits and resumes In the APPENDIX.
perations
JOHN SMITH
20 yurs of opsraticnal expesiencs In landsoaping tndwstey . Smith will
muperviss the grounds staff and handle ..

General
Describe any resources

avallable from outside the
business. For example, you
may use an gccourtant for
financial reparting.

How much are you going
to pay each employee?

What are the employee
benefits and thelr costs?

Four (43 full-ime grounds employsss starting ot minmum wage for
working Monday- Friday, 7:00 am. t0 Z:30 p.m. A two-day tralning
program is raquired before joining the company. Emplopsss will recelvs
pald helth insurance, five pald sick days, patd holideys, and one week
of vaoatlon. Thess benefits will cost ...

What employee training Is
needed and how much will

Some functlons can be
outsourced. The monthly
cost for this service s

It cost? How will It occur?




Operation & Location

How will the product be produced and sold?
Howe will your services be rendered?

What months, days, and hours will your
business be open? Is the business seasonal? |f

50, show how you will adjust your time, schedule,

Inventory, and personnel.

What furniture, fixtures, equipment and
machinery 15 needed? Will It be bought, leased
or rented? Include proposed purchases In your

SUPPLIERS
If you nead suppliers and other companies
to complete your product or service:
*What and how much will you need?
*Where will you get these products
and services?
* How much will they cost?
*What system will you use for materials
processing and Inventory control?
Include In the APPENDIX detalls about
your suppliers, Including names, addrasses,
products or services supplied, fquates,
[shipping fees and turnaround, terms
, contracts, and a purchasing plan.
) requested financlal, managerial, or
technical assistance from your suppliers,
Include detalls In the APPENDIX.

i

LOCATION
‘What kind of space does your business need?
¥ Why 1s the area and location desirable?
¥ Does this location affect your costs?
¥ How much are utliitles, taxes, and
other expenses?
» Is It easlly accessible?
Is public transportation avallable?
Is there adequate parking?
» Does your business comply with
oning laws?
» Do you own or lease the bullding? Include
zoning statements from local government In
the APPENDIX and approval letters from local
and state Inspectors. If owned, provide a copy
of the deed In the APPENDIX. If leased, the term of
the lease must be renewable to match the loan pen-
od you are requesting. Include a copy of the lease (or
proposed lease) with terms, conditions, length, and
Cost In your APPENDIX.
Are Improvements, rencvations, furniture,
fixtures, equipment or machinery necassary?
Show quotes In the APPENDIX.
Retallers:
= Research and show traffic patterns in the
APPENDIX.
= What other businesses are In your
Immediate area?
manufacturers and other businesses:
located near your customers and suppliers?
i have easy access to major highways,
and alrports?

o5 and a summary of your location

ovide pho
cluding a floor plan, blueprint or plot plan {if
liding) In the APPENDIX.




Marketing

» MARKETING has been defined as “the activity of
presenting products or services to customers and
potential customers which makes them eager to buy.”

» Especially in today’s crowded marketplace, where
competition is fierce, savvy small business owners
should never underestimate the power of smart
marketing.

» The right product or service at the right price is only
the beginning. You must also identify your audience,
promote your product and find the best distribution
method.




Marketing

THE PRODUCT OF ALL YOUR HARD WORK

First and foremost, believe in the success potential of your
product or service. Then think about things like:

» Benefits of your product. If you’re not clear on them, no
one else will be.

e Research and development. Will you need it? If so,
include detailed plans and costs in the APPENDIX.

» What licensing requirements, restrictions, registrations or
regulations affect your business?

« What about legal issues? Are there patents, copyrights or
trademarks to think about? What are the costs involved?




Marketing

» THE PRICE IS RIGHT

Determining just the right price for your product or service
is a delicate matter. Keep in mind that:

» The price will be affected by the quality of your product,
customer demand and the competition.

» The selling price must cover all your operating expenses
(materials, labor and overhead) and also include a margin
of profit. To determine what this is, you need to calculate

your breakeven point.




Marketing

PLAN TO PROMOTE, THEN PROMOTE YOUR PLAN

Your promotional plan will be implemented with several
marketing tools. These days, a web site is paramount
and a mobile website is critical. In addition, there
are a handful of proven methods for promoting your
product, such as:




Advertising

» Advertising tells your target market about your
product or service.

» But how do you approach it, with so many choices
available?

» Which publications are best? Is radio and TV
advertising where you should be?

» Researching web sites is a good place to start your
advertising plan.

» Ask professional organizations for referrals when
looking for designers and writers to help develop
ads. Media buyers help you reach the biggest
audience for your dollar.

When putting together your business plan, include
advertising ideas, schedules and budgets in the
APPENDIX.




Direct Marketing means contacting prospects by traditional

>

>

Direct Marketing

mail, email or phone.

Take, for example, a nature camp company that wants
to mail out brochures.

Buying a list of subscribers to an outdoor magazine
seems smart. But measuring results is key. Say you mail
5,000 postcards and get 100 responses.

That’s a 2% response level. Of those, how many turn
into orders or become clients?

Keeping track of these things helps you determine which
databases are best, and how much it costs to gain an
order or client.



Public Relations

Public Relations (PR) is more than getting publicity.
It’s a great way to build an image or a brand identity.
Through your business activities, you influence the
attitudes of your audience.

» For example, your company makes sun block, so you
sponsor a sandcastle contest at the beach. In order to
get publicity — media coverage at no cost to you — you
send press releases with pertinent information well in
advance to area news-papers, radio and TV stations.




Promotional/Sales Material

» Promotional/Sales Material rounds out the marketing
picture. Items like:

v

a logo

v

a catalog,

v

a price list,
» and business cards

can position you as a polished marketer, helping the sales
process go more smoothly. Think about what promotional
materials you’ll need and what they’ll cost. Include
samples, costs and ideas in the business plan APPENDIX.




» Trade Shows can be a great way to get your product in
front of people, to get leads and take orders.

» Shows can be a great place for your sales force to meet
your customers in person.

» In addition, it’s a chance for you to talk with others in
your industry and share information.

Many times, trade associations are present at shows,
presenting an opportunity for you to gain valuable insights.




Marketing

» FULL SALES AHEAD
» Who will sell your products?

» Can you do it yourself or will you require a sales
staff, reps, agents, brokers or wholesalers?

» Think carefully about their compensation — will
they work for a salary, commission, or both?
Include sales expenses in the APPENDIX.




MARKETING

KNOW YOUR CUSTOMERS

e It is crucial to figure out who is most likely to use your
product

or service. These important group or groups are your
market or markets.

 In most cases, slicing your market into smaller groups (called
segments) is helpful in targeting them. For example, if your
product is gourmet dog biscuits and you want to do a
postcard mailing, you would naturally want to narrow your
mailing list down to dog owners.

» How do you get started gathering customer and marketing
data? There’s a wealth of knowledge on web sites, through
case studies, in magazines, newspapers, reference books,
trade journals and government statistics.




MARKETING

» QUESTIONS TO ASK YOURSELF
 Where are your customers — local, regional, national
or international?

» What’s the size or your target market? Is it small (ballet
students in Des Moines, lowa) or large (new parents
across America)?

» When will your product be used — daily, weekly,
monthly? Is there a peak season or will demand be
steady?




MARKETING

» If you’re targeting consumers, what are the demographic
similarities? Think about age, income, gender, education,
type of residence, marital status, profession, lifestyle,
hobbies and size of household.

» If you’re targeting businesses, what size are you targeting?
Know their annual sales, the number of employees and

the number of locations. Be sure to identify the decision
maker in the business. For example, if you’re sending

a letter to physicians, you should know that generally,

doctors only get the mail that makes it past the office
manager’s desk.




Marketing

YOU’VE GAINED A CUSTOMER. NOW WHAT?

» How will you get your product to the consumer? Consider the
cost of product storage, packing material, handling and

shipping.

e Will you accept credit cards? Determine (1) the cost of
leasing or buying credit card equipment and (2) the
percentage paid for credit card sales.

» Who will help customers with information requests, new
orders, status inquiries and returns?

» Will you allow customers to pay you at a later date? What are
your credit policies (for example, do you want invoices paid
in 30 days)? What is your follow-up procedure for slow-
paying customers?




Marketing - Websites

WHY DO | NEED A WEB SITE?

These days, having a web site is like having a business card.
Even a simple web site will:

e Act as a virtual storefront to sell your product or service

» Make your company more visible to a worldwide audience

 Position you as a resource for information

e Complement your other marketing efforts




Marketing - Your Competition

» DON’T
UNDERESTIMATE THE
POWER OF THE
COMPETITION

» PUT IT ON PAPER



BUYING A BUSINESS

QUESTIONS THAT NEED ANSWERS:
e Why is the business for sale?
« What is the value of the business?
 What are the company’s products and services?

» Who started the business? What is the history of the business?
Where is it located and where are its customers located?

e Has the competition increased or changed (see page 15)?

« What sales and marketing plans have you seen? What are the
business’ sales trends? How will you increase sales?

e Will you hire new employees and managers or use the
existing staff?




LOAN REQUEST

HOW MUCH WILL YOU NEED?
You must invest of 25%-50% your own money.

Show how much and where your money will come from.
Also provide information about money coming from
investors. Show how much money you are requesting
from the lender.




LOAN REQUEST

HOW WILL THE MONEY BE USED?

Uses include inventory, furniture, fixtures, equipment,
machines, repairs and improvements, and working
capital (money for the business’ day-to-day activities).
Your business’ income (and other money) must cover
your expenses.




LOAN REQUEST

HOW LONG ARE YOU ASKING FOR REPAYMENT?

e Short Term éless than a year): Short-term loans are called Lines of
Credit (LOC) or Revolvers and work like a credit card, with a pre-
determined amount. Lines of credit are primarily used for working
capital and must

be paid in full within that year.

e Intermediate Term (1-10 years): Like a car loan, payments are
monthly. Use for buying the business, equipment, or for long-term
working capital.

e Long Term (10 years or more): Like a mortgage, used to buy
commercial real estate, commercial vehicles, and heavy
equipment.




LOAN REQUEST

HOW WILL THE LOAN BE REPAID?

The lender wants to see the
loan repaid from the business’
income. If necessary, the
lender needs to know that the
loan could also be repaid by
selling an asset or by a cash Bortog

infusion from an investor. o By e

Ca Untgry,



Financials

IO

Personal Financial

Statement Balance Sheet

Four otwm personal This is a snapsboi of your
fimancial bealth will ) ;i
be carefully examined

by ihe lender. See page 20.

business. A moment frozen
in Hime. See fape 22.

HINTS FOR DEVELOPING FINANCIALS:

Income Statement
Think of ibis as your
business” “report card”
over a period of iime.

Sog hape 24,

e

Cash Flow Statement
This will show bow much
maney comes in and bow
much poes oul. See page 20,

* Make realistic assumptions. Lenders know there are risks, so explain how they
will be handled. They like to see business owners who recognize and solve them.
Make a record of your assumptions so you can prove to the lender that your
projections are realistic.

* Show reasonable links between the past (if buying a business), actual, and
future projections.




Financials - What for these
common financial problems:

Limited capital

Little or no record keeping
Failure to seek outside help
Poor management

Reluctance to invest in the business

vV v v. v v .Y

Failure to personally guarantee the loan repayment




Financials

There are two ways to handle your

ACCOUNTING accounting - accrual or cash.
METHODS

1. The cash method means you
don’t record a sale until you collect
money, and you don’t record an
expense until you pay for it.




ACCOUNTING
METHODS

2. The accrual method, the one

lenders want, means:

 Sales are made but payments are not
immediately collected. Your customers
pay later, which creates “accounts
receivable.”

 Business purchases are made, but paid
for later, creating “accounts payable.”

 Assets (like equipment) are depreciated
over their lifetime. This is tax
deductible.

e Net Income does not always mean cash
since money is tied up in accounts
receivable and inventory,.



Life Insurance:
In the APPENDIX,
provide face
amount and cash
surrender value
of policies, name
of insurance
companies and
beneficiaries.

Other

Property:
Describe in the
APPENDIX. If

any pledged as
security/collateral,
include name
and address of
lien holder, lien
amount, and
payment terms.

MNotes Payable:
In the
APPENDIX,
include the name
and address of
the noteholder,
original loan
balance, current
balance, pay-
ment amount,
and what collat-
eral is used for
security.

T
:

|7

LIABILITIES (what you owe)

PERSONAL FINANCIAL STATEMENT

Date

Your Name and Address

Business Name and Address

Bocial S8ecurity

Fhone: Fax:

Date of Birth:

ABSETE & LIABILITIES

ABSETS (what you own)

Cash

Sawvings Accounts
Retirement Accounts
Accounts & Notes Receivable

Life Insurance, cash surrender value

Btocks & Bonds (market value)
Heal Estate (market value)
Automobiles (market value)
Other Property

Other Assets

TOTAL ABSETS

Apcounts Payable

Notes Payable

Residential Mortgage, balance
Investment Mortgage, balance
Installment Loan Balance, auto
Installment Loan Balance, other
TUnpaid taxes

Other liabilities

TOTAL LIABILITIES

NET WORTH (assets leaa liabilities)
TOTAL LIABILITTES + NET WORTH

@ Gy Wy 4 de de o O e hhhhhh\hhhh

Stocks &

Bonds:

The total is
included here. In
the APPENDIX,
include the num-
ber of shares,
name of securi-
ties, cost, market
value with date.

Real Estate:

Total included
here. In the
APPENDIX,

list each and
include: type of
property, date
purchased,
original cost, and
the present
market value.
Also include

the mortgage
account number,
balance, and
monthly
payment.

Unpaid taxes:
Describe in the
APPENDIX the
type of tax, who
taxes are owed
to, the amount,
when it is due
and whether
there is a lien on

any property.




PERSONAL FINANCIAL
STATEMENT

B
Other Inc

Annual Expense:

In the APPENDIX, include copies o

+ Assets: life insurance statements, stocks and
bonds, real estate, and personal property.

+ Liabilities: notes payable, mortgages on real
estate and unpaid taxes.

+ Loans/mortgages: monthly payment amount
and a copy of the last statement.

+ Three years of tax returns for each owner.




BALANCE SHEET

Think of 1be bakamce sheal as
@ seesur. The assefs and
Habilites aone are oul of
balance. Capiial, the last weipht
you pf an the scale, makes
d ferfect bakmce.

Assets  Liabilities + Capital
|

L

Max Computar Company
Balanecs Sheat:
December 31, 2004

ASSETS
Current Assata:
Accounts Becatwsbla .. ... ... ...
Inventory (endingy . ... ....... .. ...
Total Current Assata
Non-Currant Asaaota

—= Tosa Accumulated Depreclation

Fixed Asscta {nat)
Advancaa to Ownera

Total Asseta (170 + 181)

LIABILITIES
Current Lishilities
Current Portlon of Long-Tarm Debt . . ... ...
Note Payable
Accrued Taxes . ... ... ..o e
Accounts PagablafAP) .. ... ...
Total Current Liahilitias
Long-Term Liabilitles
Losn Paysable
Total Long-Tarm Lisbilitias
Total Liabilitias (1680 + 54)

CAPITAT. OR NET WORTH

—= COrynora Imvestment .. . ... ..o e en s
Beataimad Earnings

Total Non-Current Assots . . ... ... ...t an



BALANCE SHEET

ASSETS
What the company ouns

Current Assets
Lan be converted into cash in one yea

Accounts Receivable
Sales made but not collected

Inventory
Inveniory on band, waifing fo be sold

Total Current Assets
Add up all of the Curreni Assels

Mon-Current Assets

lakes one year or more o furn
into cash

Fixed Assets
T'his includes property, plani,
and equipmmend

Less Depreciation
Sublract Accunulaied Depreciation

Fixed Assets (net)
Fived Assels minus Accumilatiod
Depreciation

Advances to Owners

Money that owners iake owt of ibe busi-
mess in The form of @ loan fo be repaid

Total Mon-Current Assets
Add wpr all the Non-Currenf Assefs

Total Assets
Add Curreni Asseis amd Non-Crorrent Assels

LIABILITIES

How much the company owes

Current Liabilities
Liahilities due within one year

Current Portion of
Long-Term Debt
One year's worth of loan paymenis

MNote Payable
e within one year

Msax Compuber Company

Balance Sheat

December 31, 2004

ASSETS
Current Assata:
Cash . ...

Ancounts Becatvable .. ................
Imventory (endinmg) ... .. .. ... ... ..

Total Current Asssts
Non-Currant Asasta
Fixod Assata

4—> Laaa Acoumulatad Depreciation

Fixed Assata (nat)
Advancas to Ownera

Total Assets (170 + 121)

LIABILITIES
Current Lishilitios

Current Portion of Long-Term Debt . . ... ...

Note Payable
Accrued Taxas . . . .

Accounts Payable(A/P) .. ..............

Total Current Liabilitias
Long-Term Liabilitias

Loan Payable

Total Long-Term Lishilitiaa
Total Liabilities (180 + 54}

CAFITAT. OF NET WORTH

— [Owmnera Imvestment ... ... ... ... .. ....

Betained Earninga

140,000

.. (85,000}

115,000
6.000

—_—

Total Non-Current Assata .. ... ... ... ... .. 181,000

201,000




INCOME STATEMENT

YOUR INCOME STATEMENT INCLUDES THE FOLLOWING:

SALES Less: Ending Inventory Operating Income

Met Sales This number becomes the beginning (or Loss)

Revenue or income. Gross sales inveniory for tbe next year's Income Shows bow the business performed
is ::_,I'E.lm refurns and .:In!l:-r;u;:;ﬂfr‘.i. Net Statement., Interest Expense

sales is after returns and allowances. Total Cost of Goods Sold Subtraci inleresi expense

I:EEE Cost of Gnﬂ{lﬁlinldl Compute the Cost of Goods Sold MNet Profit before taxes

"r‘m: r?ﬂzm;ﬂ:iﬂm including Gross Profit Less: Income Taxes

AATeriass & ' Sales less cost of poods sold, Tax rales depend on your
Beginning Inventory This is your profii margin business’ legal stafus

Comes from the Ending Inveniory

of the previous year EXPENSES PROFIT

Purchases Selling Expenses Profit left after all expenses

Used fo make produci Salaries and expenses related fo (including faxes) bave been paid
Labor sales only

Used fo make product only. Other General and Administrative

Labor-related expenses are included All oiber expenses used o run
in the Operating Expenses section fhe company




INCOME STATEMENT

Met vs. Gross Sales
Gross sales is the amount
before adjustments (like
returns and allowances).
The adjusted figure is
Met Sales.

Operating Income:
Gross Profit less Selling
Expenses and General/
Administrative Expenses.

In the APPENDIX,
include three years' fiscal
year end statements plus
an Interim statement
(not more than three
months old).

Start-up companies:
Project month by
month for the first year,
quarterly for the second
year and one whole year
for the third year.

Max Computer Company
INCOME STATEMENT

December 31, 2004 -

SALES

NetBales . ..........cccuiiian.n.
Less Cost of Goods Sold:

Beginning Inventory

Less: Ending Inventory
Cost of Goods Bold (6285 leas 88)
GROSS PROFIT (900 less B40)

EXFENSES
Operating Expenses:
Selling Expenses
General & Administrative

Operating Income (S60 less 260)

FROFIT

Net Profit before taxes (100 less 207
Less: All Income Taxes

Net Profit (80 leas 27)

Date:

Represents activity for an

entire pericd, at the end
of that time period.

$75,000 was the ending
inventory for the previous year
and became the beginning
inventory for 2004.

This number is pulled
from the Balance Sheet
on page 22

Important Mote: Compare
numbers in the current year's
Income Statement with the
previous year. For control
purposes, you need to know if
income/profits and expenses
are going up or down.




Casn Wants vs, Neacds

People nave WANTS,

Businesses nave NEEDS




~ - .\, ~ M
Coola Jur Earciss
Monday Tuesday Wednesday | Thursday

Cash on hand
(in your pocket)

Plus cash in (from
your cookie jar)

Minus cash out

= Ending cash
(in your pocket)




CASH FLOW STATEMENT

WHAT'S THE
BIG IDEA?

The Cash Flow Statement is your
cash “register.” It shows money that
comes into the business and what
goes out. Profits do not guarantee
positive cash flow. You need to know
or estimate income and expenses
based on the direct and variable
costs of your products or services.
Cash must be available to pay bills on
time and for day-to-day activities.
This statement will also show an
important figure, the breakeven
point, when cash income equals the
cash outflow (see page 30).

Name of Business Month 1 | Month 2 Month 4 | Month 5 | Month 6 Month 8 Month 10 | Menth 11 | Month 12 | Total
CDS‘S FIRST MONTH'S START-UP COSTS
REVEMNUE - PLUS -
COMOMNS 1212
A. CASH ON HAND
(Beginning of month)
B. CASH RECEIPTS
1. Cash Sales

2 Collections from Credit Accounts

3. Loan or Other Cash injection (Specify)

€. TOTAL CASH RECEIPTS (B1+B2+83)

D. TOTAL CASH AVAILABLE
(A + C, before cash paid out)

E. CASH PAID OUT:
1. Purchases (Merchandise)

2 Gross Wages

3. Payroll Expenses (Taxes, vacations, etc.)

4. Outside Services (Outside labar)

5. Supplies (Office & operating, not for re-sale)

6. Repairs and maintenance

7. Advertising

8. Car, Delivery and Travel

9. Professional Services (Accounting, legal, etc.)

10. Rent (real estate only)

11. Telephone

12. Utilities (Water, heat, electricity, etc.)

13. Insurance (on business property & products)

14. Taxes (Real estate, sales, inventory, etc.)

Tips for preparing

15. Interest {on loans)

16. Other Expenses (Specify each)

Cash Flow Statements:

17. Miscellaneous (small expenses)

18. Subtotal

Mumbers in the Cash Flow

F. OTHER OPERATING COSTS:

Statement will also appear in the

1. Loan Principal Payment (include equipment)

Income Statement. However, the

2 Capital Purchases (Specify)

3. Other Start-up Costs

Cash Flow Statement differs

4. Reserve and/or Escrow (Insurance, tax, etc.)

because it records when cash is

5. Owner's Withdrawal {income tax, etc.)

received, when cash is paid, and

. TOTAL CASH PAID OUT
(E18 + F1 through F5)

how much cash you have reserved.

H. CASH POSITION
(End of manth, D minus G.
Becomes cash on hand for next month)

= Begin with income at the top,
followed by expenses and repayment

ESSENTIAL OPERATING DATA
(items explained on page 27)

of the loan.

1. Accounts Recetvable (End of month)

2 Bad Debt (End of month)

3. Inventory on Hand (End of month)

4. Accounts Payable (End of month)

5. Monthly Depreciation




July

August Sept

From Misc.

CASH OUT FOR GOODS
Food

Coffee

Supplies

CASH OUT FOR OPERATIONS

Wages

Tax on wages
Rent

Electric
Telephone
Insurance
Licenses/Permits
Heat/Utilities
Accounting/Legal
Office Supplies

Repairs/Maintenance

|  tomieaswoureomomeRaToNs
Continued. .




ne Coffsa Snop - Casn Flow Projzagleg)

| Continued from previous slide START-UP April June Juy  August  Sept
OTHER CASH IN
Sales tax collected
Owner contributions
Loan from

OTHER CASH OUT

Sales tax paid

BEGINNING CASH

ENDING CASH BALANCE



Triz Mapsin Tast

Cash price of one candy bar $1.00
Cash to purchase one candy bar $0.60
from vendor

Cash from sales $0.40

Gross cash margin percent




Tne plaogin Tast

If you want to take home $20,000, divide $20,000 by gross cash
margin percent to discover how much you will need to sell in one year

$20,000
40

—  $50,000 in sales in one year

If you want to take home $20,000 plus hire two employees at $15,000
each per year:

$50,000
40

$125,000 in sales in one yea




Tne plaogin Tast

If you want to have a business site that rents for, say, $1,000 per month
including utilities:

$1000 x 12 months = $12,000 plus your $20,000 owner draw plus your
employees at $30,000 = $62,000 cash out.

$62,000
40

$155,000 in sales in one
year in order to pay your
rent, you, your employees,
and the candy bars you will
sell




7

$9.50 selling price

-$3.00 cost

$6.50 / $9.50 = 0.68 or 63% =
GROSS PROFIT MARGIN
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It will cost us $34,000 per year to operate our bakery. This includes
our owner draw of $16,000.

Breakeven= $34,000 . 550,000 annual sales
.68

How many pies is that per year? Total sales of $50,000 divided by
$9.50 per pie =

How many pies is that per week? 5,265 divided by 52 weeks =

How many pies is that per day? | only want to work 5 days a
week. 102 pies per week divided by 5 days =




Pl Baxery - Sansitivity Analys]
Sensitivity Analysis is asking uestions: )
1. Can we really sell 21 pies per day? N
2. Can we really make 21 pies per day?
3. What if there is a pie glut in the marketplace and the selling price
of pies drops to $6?
4. What is we don'’t sell 21 pies per day? What can we do?
5. What if we decide that making 21 pies, 5 days per week, 52

weeks per year doesn’t sound like a good time?

What if... what if...what if?




Casn Managearnar)

Accounts Payable

(A/P) \

(-
(M
N
!
(P

—

Pay

Collect

\

Sell

—

Inventory

Accounts Receivee




When a company has neither a profit nor a loss, it is the breakeven point. It is
BREAKEVEN POINT § Pany projLnora P
Important to determine your breakeven point so you know the sales neaded for

your business to be profitable. The numbers for this formula come from your Income Statement (see page 24).

MURBERS LISED IM THIS EXARMPLE COME
FROM THE INCOME STATEMENT OR PAGE 24,

Determine your Net Sales $900,000 rer sawes 100%

Total your Variable Expenses and divide them by the $540,000 cost oF coops sown 60% (540K/900K)
Net Sales to calculate the percentages they represent +$90,000 sewmic expenses + 10% (90K/900K)

$630,000 ToTAL vARIABLE EXPENSE 70% (630K/900K)
Subtract your Total Variable Expenses from your $900,000 ner saes 100%
Net Sales to calculate the Margin. -$630,000 roru vssmeewense = Z0%

$270,000 manci 30% or .30
Divide your Fixed EKPEHS-E'S b_':f' the Margln $1 70,000 reD expensEs (this number comes from page 24 General & Adminisirative)
and the answer is your Breakeven Point < .30 mancin

$566,667 sreaxeven amounT

This company needs sales of $566,667 to break

even. One dollar more and the business is profitable.
One dollar less and the business shows a loss.




1-2-3 METHOD FOR LOAN DECISIONS

USE THE 1-2-3 METHOD TO PRE-QUALIFY AND CALCULATE YOUR MAXIMUM LOAN AMOUNT.

EXPLAMATION

EXAMPLE: ABC Company

AMSWER

This Is a common discount formula usad with collateral:

DISCOUNTED
COLLATERAL
Also called

COLLATERAL
COVERAGE

THE ABILITY
TO REPAY
Also called

DEBT SERVICE
COVERAGE

Assume ABC Company wants to refinance a 375K
loan. The business has assets of $100K, liabilities of

EQUITY

Also called
DEET-TO-WOHRTH
or LEVERAGE

Every $1 borrowed must
be covered by 1 in col-
lateral. Lenders discount
the value of assets (collat-
eral) so the discounted
value must equal the
loan amount. This covers
the lender in case of fore-
closure. See page 18.

For every $2 a business
has in annual cash flow,
the bank will allow $1 in

loan payments.

A business can bomow
$3 for every $1 invested.

EXAMPLE: Market Discount  Discounted
Vaalue Percentage Value
* Inventory $30,000 50% $15,000
* Fixed Assets $50,000 50% $25,000
* Accounts $20,000 25% $15,000
Receivable
Total $10:0, 000 $55,000

The ABC Company needs to calculate how much they can
borrow and afford to re-pay for a seven-year loan:

* §12K net profit + 3K in depreciation = $15K annual cash flow
* $15K x 50% = $7.5K the maximum lenders usually allow in

annual payments is half of the annual cash flow
# §7.5K/12 months = $625 maximum monthly payment

* §625/317.13% = §36.48K rounded to $36.5K

*Monthly payment on a 1000, seven-year loan with an

imterest rate of 11% is $17.13

§75K, and MNet \Worth or Bquity of 325K,

Maximum loan based
on equity is $75K (325K
in equity x 3)

Moo
koan

based on
discounted
collateral is

355K

Moo
loan
based on
the ability
to repay is
$36.5K =

$75K

THE LOAN
DECISION
The lowest of
the three answers
calculated here is
the maximum
loan size. The
maximum loan
size for ABC
Company is
$36.5K.




