
BUSINESS PLANS 
 
A business plan is absolutely essential to the creation of a new business entity as 
well as the continued profitable operation of an established business.  The 
conduct of a business in the absence of a current and comprehensive business 
plan is at best an invitation to sub-par performance and at worst could result in 
the ultimate failure of the business and the loss of money to the investors and 
lenders. 
 
A business plan serves as the management and financial blueprint for a start-up 
business or the profitable operation of an on-going venture.  It outlines how a 
business will function and details how it will be capitalized (financed).  The 
ultimate objective of a commercial business is to repay debt and provide a 
reasonable return on the owners’ investment.  A business plan is intended to 
convincingly demonstrate that the venture will accomplish these two objectives.  
It is important to realize that the two parties to a business – the investors 
(owners) and the lenders – must be convinced of the potential viability of the 
business.  A prospective business owner who prepares an overly optimistic 
business plan solely to obtain a business loan, places himself at great risk.  If the 
plan must be embellished to obtain a loan, it is likely that the business will not 
only be unable to repay debt but will likewise not be able to deliver a proper 
return on the owners’ investment.  In fact, it may result in a significant loss to the 
owners/investors.  If for no other reason, it is vital that a business plan be 
realistic, comprehensive, objective and above all else, honest. 
 
All business plans contain certain basic items of information such as the 
business objective, the product or service to be delivered, the sales and 
marketing effort, the qualifications of management, financial projections, etc., etc.  
However, there is no such thing as a standard business plan.  Each plan must be 
unique and designed to describe the particular business for which it is written. 
Fortunately, many successful business plans have been written in recent years 
and are now available to new entreprenteurs as samples.  The United States 
SBA, on its web site, http://www.bplans.com/samples/sba.cfm, provides more 
than sixty such samples, covering almost every type of small business venture.  
Other useful SBA web sites are: 

- http://www.sba.gov, 
- http://www.sba.gov/training/courses and 
- http://www.sba.gov/starting_business/startup/basics 

 
.  The best part of this is that it is free! 
 
 



NEW BUSINESS FINANCING 
 

1. Almost all new business ventures will require money to begin operations. 
 
      2.   The primary objective of a business venture is to repay debt and          
            provide a reasonable return on the owners’ investment. 
 

3. There are essentially only two sources of new venture funding – equity 
and debt.  Equity is the money invested by the owners of the business.  It 
does not have to be repaid to the owners.  If the business is profitable, 
dividends (part of the profits) may be periodically paid to the owners.  
Additionally, the owners will profit if the business is sold for an amount 
greater than the investment of the owners. If the business fails however, 
whatever assets the business owns will be sold and the cash used to 
repay the debts of the business.  If any money remains, it will be paid to 
the owners in proportion to their ownership interest. 

 
4. The amount of equity (owner’s investment) that will be required will 

depend on the amount of money that can be borrowed.  And, the amount 
of money that can be borrowed will depend on the expected debt 
repayment ability of the business.   The business will not be allowed to 
borrow more than it can be expected to repay. Therefore, the minimum 
investment required of the owners is the difference between the total 
amount of money needed to establish the business and the amount that 
may be borrowed.  A secondary purpose of equity is to assure the owner’s 
continued interest in the business. A substantial investment in a business 
venture by the owners promotes the owners’ best efforts in the profitable 
operation of the business.   

 
5. Business loans are generally of two types.  One, a working capital loan, is 

used to satisfy the temporary need for cash caused by the purchase of 
inventory, the carrying of accounts receivable or any other short-term cash 
drain.  The loan is paid down as cash becomes available from such 
activities as the sale of inventory, the collection of accounts receivable or 
any other activity that produces cash in amounts in excess of what is 
necessary to operate the business. The other, a term or capital loan, 
provides funds to purchase assets necessary to do business such as land 
& buildings, equipment, the payoff of other capital loans or to purchase a 
business.   The term loan is usually repaid monthly over a number of 
years in the form of cash from the profitable operation of the business.  
The amount of the capital loan and the term over which it may be repaid 
will be determined by the borrower’s debt repayment ability, a description 
of which follows. 

 
6. The projected debt repayment ability and the expected return on the 

owners’ investment in the business is demonstrated by the preparation of 
a realistic, conservative and convincing cash flow budget. The budget is 
prepared on a monthly basis for the first twelve months and then annually 



for two years.  The format is essentially a standard operating or profit and 
loss statement to which has been added a cash flow projection at the end 
of each month and year. For each of the first twelve months, the expected 
revenue (money received from customers) is projected and entered on the 
budget.  Likewise, all monies that will be paid out during the month such 
as cost of merchandise sold, general and administrative expenses (rent, 
salaries, etc), will be placed on the budget in each of the twelve months.  
The difference from revenue and all funds paid out will equal the profit or 
loss for the months and years.  The cash flow portion of the budget 
adjusts the net profit or loss to show the amount of cash available at each 
month end as a result of cash inflows and/or cash outflows. This produces 
the expected cash flow at the end of each month, which is used to 
determine the ability of the business to repay the debt.  (Refer to sample.) 

 
7. The cash flow statement is intended to convincingly demonstrate the 

business venture’s ability to repay the debt and provide a reasonable 
return on the owners’ investment.  An overly optimistic cash flow 
projection will likely be rejected by the lender and, if not, could cause 
financial loss to both the lender and the owners.  Therefore, it is essential 
that the projection be carefully, objectively, conservatively and honestly 
prepared to ensure a realistic projection of expected cash flow. 



BASIC LOAN REQUEST INFORMATION 
 
Most new businesses will need funding initially and from time to time as the venture 
grows or as opportunities arise.  There are essentially only two types of business 
funding – invested capital and debt.  The owners typically provide the invested capital 
but this is rarely sufficient to fully finance a start-up business or to provide funding for a 
growing enterprise.  A lender, usually a commercial bank, must therefore provide the 
funding shortfall. Both parties to a loan, the debtor and the creditor, will benefit if the 
business is successful and able to repay the debt, but both will be damaged if the 
borrower fails to generate sufficient cash with which to retire the loan. Thus, the lender 
has an obligation to itself and to the borrower to thoroughly evaluate the repayment 
ability of the borrower.  To perform this evaluation, the lender requires certain 
fundamental information on the debtor’s historical and proforma financial performance.  
The required information for a new venture differs slightly from that of an established 
business.  What follows is a brief description of information required from a new 
business for venture funding.  This format may serve as the financial portion of the 
business plan. 
 
The total funding required to establish the business should be clearly stated.  This 
includes both the amount of money invested by the owners and the amount required to 
be borrowed and provides the lender with a measurement of the financial size of the 
proposed venture. 
 
The expected uses of the total funds required supports the total funding requirement.  
The use of funds falls generally in the following categories; 1) to acquire fixed assets 
such as land, buildings, equipment, etc.; 2) to acquire current assets including inventory 
and accounts receivable, etc.; 3) to retire existing debt; 4) to purchase an existing 
business and 5) to provide temporary working capital. 
 
The sources of the total funding required specifies the amount of money provided by the 
investors and the portion expected to be furnished by the lender.  This clearly states the 
amount of the loan requested.  The loan request may consist of two loans, one to be 
used to provide working capital as needed and the other to provide funds to acquire 
fixed assets, purchase a business or retire debt.  The working capital line of credit will 
be drawn when cash is needed and paid down as cash becomes available.  The second 
type of loan, a capital loan, is usually repaid over a number of years from the profitable 
operation of the enterprise.  The amount of the capital loan and the term over which it 
may be repaid will be determined by the borrower’s debt repayment ability, a description 
of which follows.  A balance sheet detailing projected cash, fixed and current assets, 
debt and capital on the opening day of the business will answer the three questions 
described above.  
 
A realistic and conservative cash flow projection establishes the debt repayment ability 
of the borrower.  This document is a schedule of the expected revenues, cost of goods 
sold, general and administrative expenses and the resulting net profit and cash flow for 
the budgeted period. The assumptions used in the preparation of this document must 
be footnoted thereto. This schedule should be presented in a monthly array for the initial 
twelve months and an annual presentation for the subsequent two years. The standard 
profit and loss statement format augmented by a cash flow projection is the usual 
manner of presentment.   This is a vitally important document upon which the lender will 



base his/her lending decision.  It will receive a thorough analysis by the lender to 
determine its credibility. The business will not be allowed to borrow more than it can be 
expected to repay. The importance of this document cannot be overemphasized.    
 
Depending upon the risk involved, the lender may require collateral to secure the loan.  
Collateral provides the lender with a secondary source of repayment in the event the 
primary source fails.  The application should include a listing of all collateral offered, i.e., 
real estate, fixtures, automobiles, equipment, etc. and the estimated fair value of each 
item. This additional security may sometimes take the form of a second mortgage on 
the personal residence of the owners. 
 
Most lenders require that the owners personally guarantee the loan to the business 
entity.  This affords an additional source of repayment and ensures the owners’ 
continued interest in the business.  To establish the business owners’ financial where-
with-all, the lender usually requires personal financial statements and copies of prior 
years tax returns. 
 
The degree to which an accountant or other professional should be consulted for help in 
the preparation of a loan request will depend on the financial knowledge of the business 
owner.  Unless the owner has a financial background, it is recommended that a 
professional be engaged to prepare the loan package, especially the cash flow 
projection. 
 
The U.S. Small Business Administration, through its web page, offers an enormous 
amount of information for small business owners.  The basic web address is 
http://www.sba.gov.  More than 60 sample business plans may be found at 
http://www.bplans.com/samples/sba.cfm.  On-line entrepreneurial training may be 
accessed at http://www.sba.gov/training/courses.  Business startup basic information is 
available at http://www.sba.gov/starting_business/startup/basics. 


