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CHAPTER

4

Visual Literacy
Independent business owners work hard 
to make their ventures successful. How can 
having a business plan help increase a 
business’s chances of being profi table?

Developing a 
Business Plan

90
UNIT 2  
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$

ASK

Evaluation  Download an assessment rubric.

Discovery Project
A documented business plan is 
necessary for any business to 
grow and succeed.

Business Plan
Q My older sister and I are running 

a very successful business 
making children’s birthday cakes. 
Since we are already doing well, 
why do we need a business plan?  

A Just because your business is 
successful now does not mean 
that it will remain successful. 
By creating a business plan, you 
can defi ne clear goals for things 
like sales and profi tability that 
will help you keep your business 
on track. Your business plan 
can help you to assess how 
infl ation may aff ect your 
business over time. 

Writing Activity
There are many other 

advantages to having a written 
business plan in addition to 
keeping your goals in focus. Write 
an analysis of some of the other 
advantages.

Evaluation  Download an assessment rubric.Evaluate  Download an assessment rubric.

Solve Problems 
What might you do if you had two clients request your 
services for events on the same evening?

Preparing a Strategic Plan 
Key Question
Why is it important to have a documented, strategic 
plan for any business?

Project Goal
You have decided to start a party planning business to 
help others organize and plan events. You realize the 
importance of having a written business plan for your 
venture. Create a strategic plan for your business that 
includes a mission statement, company description, and 
product and service plan. You may want to locate some 
samples online to learn more about how to develop an 
eff ective strategic plan and what information is useful or 
necessary. Your mission statement should include both 
the vision and the values of your business. Be sure that 
your company description is detailed, explaining your 
business’s goals, challenges, and potential customers. 
Your product and service plan should outline the specifi c 
products and services you will off er to your clients, and 
how you will deliver them. 

Ask Yourself...
•  Will you work alone or hire employees?
•  Will you purchase needed decorations, food, and other 

items for your client’s events?
•  What goals will you set for your business?
•  What action steps will be needed to achieve your goals?
•  Who will you market your services to?
•  What values are important to incorporate into your 

business?

connectED.mcgraw-hill.com
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See the Teacher Manual 
for the Chapter Lesson 
Plan.
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Reading GuideCHAPTER 4

Graphic Organizer
Before you read this chapter, draw a pie chart like the one 
shown. As you read, look for the four guidelines that will 
help you set your business goals .

Main Idea
For a business to grow and succeed, a sound business plan 
and effective financial management are essential. 

The Essential Question What type of research might you conduct 
to help develop a business plan? 

Before You Read

Content Vocabulary
• free enterprise system
• business plan
• strategic plan
• marketing plan
• financial plan
• accounting
• transaction
• generally accepted accounting 

principles (GAAP)
• budget
• merchandise
• inventory

• cash flow
• negative cash flow

Academic Vocabulary
You will see these words in your 
reading and on your tests.
• contingency
• components
• monotonous
• project

Guidelines for Goals

connectED.mcgraw-hill.com Download this graphic organizer.
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See the Teacher Manual for answers.

0092_C04_BPF_RG_XXXXXX.indd   920092_C04_BPF_RG_XXXXXX.indd   92 1/7/15   4:32 PM1/7/15   4:32 PM



The Business Environment
What do all businesses have in common?

When you hear the word business, do you think of large businesses, 
such as Microsoft , Ford, Coca-Cola, Disney, or IBM? Maybe you 
think of smaller businesses, such as your neighborhood fl ower 
shop or hardware store. All of these businesses are part of the free free 
enterprise systementerprise system, which is an economic system in which people can 
choose what they buy, what they produce and sell, and where they 
work. Businesses in such a system must compete to attract customers.
 One of the main measurements of success for a business is the 
amount of profi t it generates. Remember, profi t is the amount of 
money earned over and above the amount spent to keep the business 
operating. Large and small businesses must do two things to survive: 
1) operate at a profi t with eff ective fi nancial management and 2) 
attract and keep individuals who will run the business.

Defi ne What is a free enterprise system?

Reading Check

Developing a Business Plan
What is a Business Plan?

Whether you are starting your own business or taking over a family 
business, you must fi rst develop a business plan. A business planbusiness plan 
is a written proposal that describes a new business and strategies to 
launch that business. It helps you focus on exactly what you want 
to do, how you will do it, and what you expect to accomplish. It sets 
goals for the business just as you set goals for yourself. A business plan 
is an important part of a proposal to secure funding from investors. 
Before they invest or loan money, they want to see that prospective 
owners have fully developed ideas.

Components of a Business Plan
A business plan can have as many as 15 components: an executive 
summary, mission statement, company description, product and 
service plan, management team plan, industry overview, market 
analysis, competitive analysis, marketing plan, operational plan, 
organizational plan, fi nancial plan, growth plan, contingency (or 
emergency) plan, and supporting documents, as well as a cover page, 
title page, and table of contents.

Section Objectives
•  Discuss the importance of 
fi nancial management for a 
business.

•  Explain the components of a 
business plan.

•  Describe the aspects of a 
fi nancial plan.

A Plan for BusinessSECTION 1

Question Why is a good 
marketing plan necessary 
for any business? 

As You Read

93
Chapter 4

Developing a Business Plan

As You Read Answer 
Eff ective marketing can increase 
customers and profi ts.

Motivating Students 
Ask your students: “Why is 
competition important in a free 
enterprise system?”

Reading Check Answer 
In a free enterprise system people 
choose what to buy, sell, and 
where they work.
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 Th ree basic parts of a business plan, that can include many of 
the 15 components, focus on a strategic plan, a marketing plan, and 
a fi nancial plan. Th e overall strategic planstrategic plan is a written outline of the 
business goals and the steps to take to achieve them. Th e second part 
is the marketing planmarketing plan, a written outline of how the business will 
be promoted to increase customers and sales. Th e third part is the 
financial planfinancial plan, which is a written outline of how the business will get 
money to start up and operate, and how the business will maintain 
fi nancial operations and business records. Basically, the fi nancial 
plan determines how you will keep track of your money. Figure 1 
illustrates the components of a business plan.

The Strategic Plan
Both new and ongoing businesses must have sound strategic plans to 
be successful. In the classic novel, Alice in Wonderland, Alice asks the 
Cheshire Cat which way she should walk. Th e Cheshire Cat replies, 
“Th at depends a good deal on where you want to get to.” Th is is an 
appropriate observation about decision making and planning. Every 
person and every business needs goals and a specifi c course of action 
to achieve those goals.

FIGURE 1 Business Plan Components
 Planning Your Business Any business should have a thorough, 
documented business plan. How will a business plan help you? 

The Complete Plan:

The 3 Basic Parts:The 3 Basic Parts:

1) Strategic Plan
Your business goals and
how you will achieve them

2) Marketing Plan
How you will promote your
business and increase sales in

3) Financial Plan
How you will fund the creation
and operation of your business,

and keep business records

Cover Page, Title Page,
Table of Contents

Executive Summary
Mission Statement
Company Description 
Product and Service Plan
Management Team Plan
Industry Overview
Market Analysis
Competitive Analysis
Marketing Plan
Operational Plan
Organization Plan
Financial Plan
Growth Plan
Contingency Plan

Supporting Documents

94
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Figure Caption Answer
The business plan will help you focus on 
exactly what you want to do, how you will do 
it, and what you expect to accomplish. 
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Document Detective

FIND  the SolutionsFIND

Review Key Concepts 
1. How will the owner be compensated?

2. What skills and background are required for 
the job of accountant?

3. What are the job functions of the director of 
operations?

 
4. Why is the accountant’s salary pro-rated over 

the year?

5. How much experience does the director of 
operations need?

A Job Description
When you write a business plan, it is important to think about how you will build a staff of employees. 
You start by defining the positions and listing the qualifications of the people who will fill those 
positions. A job description contains the following information:

• Job title • List of required skills and education

• Description of responsibilities

Key Points Job descriptions are an important part of a business plan because investors will want to 
know how you will staff your organization. The descriptions can be advertised in the classified section 
of a newspaper or magazine, or posted on Internet job sites.

Premier Building Company
Title/Compensation Description Job Specifi cations

Entrepreneur/Owner
•   Full time
•   Salary/Wage: Varies 

based on revenues; 20% 
of sales

•   Estimated after year one: 
$120,000

•   Oversees all operations
•   Responsible for setting up all policies, 

procedures, and guidelines
•   Performs all hiring and employee 

evaluation functions
•   Responsible for setting long-and 

short-term organizational goals
•   Allocates resources

•   Excellent communication skills
•   Ability to motivate and lead

Accountant
•   Part-time contract 

professional; 12 hours 
per week

•  Pro-rated salary: $30,000

•  Responsible for supervising payroll, 
accounts payable, and accounts 
receivable functions

•  Responsible for, and coordinates with, 
vendors and subcontractors

•  Works with owner to obtain fi nancing 
and lines of credit

•  Responsible for payment and 
compliance with local, state, and 
federal requirements

•  Excellent verbal and written 
communication skills

•  Ability to work with others
•  At least 2 years experience in 

construction or a related service 
or manufacturing industry

•  Certifi cation as a CPA

Director of Operations
•  Full time
•  Salary: $55,000 per year

•  Develops operational procedures
•  Responsible for implementing all 

policies, procedures, and guidelines
•  Manages all operations and assists 

with hiring and employee evaluation
•  Troubleshoots all problems, customer 

service issues, and employee 
complaints

•  Ability to work with people of 
all backgrounds and skills

•  Ability to motivate and lead
•  At least 4 years experience in 

the construction industry or 
2-year degree in management

•  A minimum of 2 years 
management experience

Chapter 4
Developing a Business Plan 95

See the Teacher Manual for answers.
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 If you are a business owner, your ultimate goal is to have a 
successful and profi table business. In order to realize that objective, 
you must fi rst determine the strategic plan you will follow to keep the 
business growing and moving in the right direction.

 A strategic plan is similar to a game plan you might have for your 
sports team. Simply saying “We want to win!” will not bring a victory. 
Th e coach must devise a plan that outlines how the team will achieve 
the big win. Th e team must work together to apply the strategies that 
the coach has developed. Similarly, a business owner or operator may 
say that he or she wants the business to succeed, but without a sound 
business plan, it probably will not happen. Th e fi rst step in writing a 
strategic plan is to set goals.

Setting Goals Businesses set both short-term and long-term 
goals. In the business world, short-term goals are goals you expect to 
reach within one or two years. Long-term goals are those that may 
take three or more years to reach. Because long-term goals require 
a considerable amount of time, they may be less specifi c than 
short-term goals. You will probably revise them as you go.

Goals for businesses have the same guidelines as goals you might 
establish for your personal fi nances:

• They should be realistic.
• They should be specific.
• They should have a clear time frame.
• They should help you decide what type of action to take.

Whether you own a small convenience store in the city or run a 
multinational corporation such as Kodak, the goals can be similar. 
Common objectives might include increasing sales, adding new 
customers, or updating equipment.

 

Business, Big and Small
Both lar ge and small 
business can be successful 
and profi table, even side 
by side. How might this 
location actually help the 
small business to succeed?

Business Planning 
So ware 
There is a variety of software 
available to help the budding 
entrepreneur write a business 
plan. These programs, such 
as Business Plan Pro, help 
you develop a professional 
business plan for any size 
or type of business. Many of 
these programs also provide 
sample business plans that 
you can review for ideas.

96
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Photo Caption Answer 
Responses may include that 
consumers going to the large, 
recognizable store would be 
introduced to the small business 
adjacent to it.
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 However, goals can also diff er, depending on the size of the 
business. For example, the goals of a small business might include 
buying a computer system, introducing a new line of merchandise, or 
moving to a better location. Medium-sized businesses may want to 
open more stores or begin operating online to increase sales. Larger 
corporations have more complex goals. Th ey may want to expand 
their international markets; change distribution systems; or acquire 
other, smaller corporations.

 Businesses should design goals according to the basic guidelines, 
regardless of the size of the business. Goals should be well thought 
out and compatible with the philosophy of the business. In all cases, a 
business needs to determine if its goals are fi nancially possible.

Identify Steps to Achieve Your Goals For personal fi nances, 
people set fi nancial goals and then decide on ways to achieve those 
goals. For example, suppose that you have a short-term personal goal 
of making the honor roll. Th is is an admirable goal, but how do you 
accomplish it? You analyze the situation and plan your course of action. 
You identify specifi c actions you can take, such as taking better notes, 
doing your homework more carefully, and asking more questions in 
class.

 Long-term goals involve more steps over a longer period of time. 
Suppose that your long-term goal is to become a successful graphic 
designer. What must you do to become a designer? You will need a 
career plan. Th en you will have to identify short-term steps, such as 
taking related high school courses, selecting schools or colleges to 
attend, and completing the application process. Later you may focus 
your attention on long-term steps, such as graduating, getting a job, 
and acquiring professional experience. Hopefully, by taking these 
steps, you will achieve your goal of becoming a designer.

 When developing a strategic plan for your business, you should 
use the same technique. First, identify your short-term and long-
term goals. Th en create a plan that consists of specifi c steps toward 
each goal.

Personalized Goals
Just as peo ple have 
personalized goals, 
businesses must also set 
individual goals to meet 
their specifi c needs. What 
are three goals that this 
small business might have?

97
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Developing a Business Plan

Photo Caption Answer 
Responses will vary but may 
include buying a computer system 
or moving to a better location.
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A Strategic Plan Case Study Mike and Erin have plans to start 
up an eco-friendly landscape business. Th ey realize the importance 
of setting realistic, achievable goals. Because their business would be 
new, their short-term goals include getting a new business loan with 
a low interest rate, purchasing basic equipment, locating suppliers for 
plants and fl owers, and purchasing a low-cost phone system. 

 Long-term goals include acquiring a storage facility, purchasing a 
hybrid (gas/electric) vehicle to transport equipment, and increasing 
the number of customers by 20 percent each year.

Steps to Achieve Business Goals Mike and Erin have worked with 
other landscapers and have experience taking care of a variety of fl owers, 
plants, and trees. Th ey plan to start their business as a service, and then 
open a retail nursery as well. In their strategic plan, Mike and Erin 
identify the steps they will take to achieve each of their goals. One of their 
short-term goals is to show a profi t aft er two years. To reach that goal, 
they plan to increase the number of customers and keep expenses low.

Economic Indicators
Unemployment figures and the Consumer Price Index are economic  
indicators that help economists determine how well the economy 
is doing. As unemployment rises, the economy slows down because 
consumer spending and confidence drops. The Consumer Price Index 
(CPI) is a market basket of some 400 goods and services that an 
urban household purchases, such as food, housing, utilities, clothing, 
entertainment, and gasoline. Changes in the CPI provide insight into 
whether prices are going up, which is inflation, or if they are going 
down, which is deflation. The goal for an economy is stable prices; 
prices that do not fluctuate significantly.

Personal Finance Connection When developing a business plan, 
economic indicators, like unemployment figures and the CPI, help in 
setting realistic goals. The current state of the economy needs to be 
part of your analysis of the industry, market, and competition, as well as 
your marketing, financial, and operational plans. In a robust economy, 
your goals will be different than when the economy is faltering. On a 
personal level economic indicators need to be part of your financial 
plans as well. If the economy is in a recession and job security is not 
guaranteed, your spending habits need to be adjusted accordingly. You 
may save more and watch your investments very closely; as you adjust 
your financial goals to reflect the current economic times. 

Critical Thinking Why do business plans and personal household 
plans need to be reviewed periodically and revised? What changes 
would you make in your household plans if you lost your job and 
became one of the unemployed? 

Economics and You

Activity Download an Economics 
and You Worksheet Activity. 

Consumer Price Index

Item

1 $1.40 $1.49 $2.25
Toothpaste

(7 oz.)

Description
Price Base

Period
(1982–1984)

Price
Second
Period
(1998)

Price Third
Period

(January 2006)

2 $1.29 $1.29 $1.79
Milk

(1 gal.)

3 $2.50 $2.65 $3.73
Peanut Butter

(2-Ib. jar)

4 $.45 $.48 $.65
Lightbulb
(60 walt)

connectED.mcgraw-hill.com
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Economics and You Answer 
Business and personal household 
plans need to be reviewed 
periodically and revised Sample 
responses for changing household 
plan: cut down on non-essential 
purchases, postpone expensive 
purchases; reduce utility use. 
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The Marketing Plan
A marketing plan outlines the ways in which you will promote your 
business. Promotional activities include advertising and promotions. 
Advertising is any paid message that a business sends about its 
products. Promotion is any form of communication a business 
uses to inform, persuade, or remind people about its products or to 
enhance its image. You will show a profi t or expand your operations 
by increasing customers. Th erefore, you want to communicate with 
as many potential customers as possible to tell them about your 
goods or services. For example, Mike and Erin plan to place ads with 
photographs of their projects in a local newspaper.

 As with the creation of a strategic plan, you have to address some 
specifi c questions. If you have something to sell, how do you sell it? 
How do you reach people in an effi  cient manner? What promotions 
or advertising can you aff ord? To begin to answer these questions, you 
should research the existing market for your goods or services. See 
Figure 2 for an illustration of this process.

 Larger corporations may hire private marketing fi rms to assist 
them in developing marketing plans. Some corporations, such as 
Levi-Strauss, McDonald’s, and Ford, have been very successful over 
the years. Eff ective marketing plans have allowed these corporations 
to introduce new products, maintain sales of existing products, and 
keep their names in the public eye.

Mark eting Money
A good marketing plan is 
essential to help a business 
bring in new customers 
and gain an edge over its 
competitors. What forms of 
advertising can you think of 
that small businesses use?

99
Chapter 4
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Photo Caption Answer 
Responses might include 
Web sites, online banner ads, 
newspaper ads, radio ads, or 
printed fl yers.
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FIGURE 2 Steps to Prepare a Marketing Plan
Do Your Research Before developing a marketing plan, you must first 
do your research. What types of information should you look for in your 
marketing research? 

To prepare a marketing plan, you fi rst need to research the existing market. By 
seeing what is out there, you can better develop an eff ective marketing plan. Th is 
plan will become your road map for reaching new customers and expanding 
your business. Take these steps to prepare your marketing plan, an important 
component of your overall business plan.

1 Assess the competition.

3 Research the current pricing 
and advertising.

2 Identify services off ered.

4 Identify potential customers.

100
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Figure Caption Answer
Research should provide information 
about your competition and your 
potential customers.
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The Financial Plan
You have probably noticed that the elements in the strategic plan and 
the marketing plan involve the need for the effi  cient management of 
money. In order to make intelligent fi nancial decisions regarding the 
direction and future of your business, you must record and report 
your fi nances in an orderly, consistent manner. Many people consider 
a fi nancial plan to be the most important document for a successful 
business venture. Sound fi nancial decisions provide the opportunity 
for:
• Sales to rise
• Expenses to fall
• Profits to increase
• Assets to be acquired
• Liabilities to be paid
• Credit to expand
• Customers to increase
• New products to develop
Aspects of a Financial Plan A fi nancial plan outlines the essential 
elements for starting and running a business. An eff ective plan 
addresses three aspects of operating your business (See Figure 3): 
• Assets needed
• Purchasing methods 
• Daily financial operations
First, it identifi es the assets you will need to purchase in order to 
begin or continue operating the business. Assets are property or items 
of value owned by a business. Th ese might include products to sell or 
machines, supplies, offi  ce equipment, and transportation necessary 
for operations.
 Second, your fi nancial plan should address the method that you 
will use to acquire or purchase these items. How will your business 
pay for the things it needs? Do you have suffi  cient cash available? 
Should you borrow money from a bank or credit union?
 Th e third and most important aspect of the fi nancial plan involves 
the daily fi nancial operations of the business. Th is feature addresses 
the recording, summarizing, reporting, and analyzing of your 
business’s fi nances.
Identifying Needed Assets Th e fi rst aspect of creating a fi nancial 
plan is to identify the assets that are necessary to start the business 
and then to make it grow and increase its profi ts. 
 Suppose that the two entrepreneurs, Mike and Erin, want to buy 
a computer system. Th e system should be able to handle their present 
business operations as well as increased business activity in the future. 
Th ey should consider features such as processing speed, memory 
capacity, upgradeability, and the soft ware that is included.

The Advertising Dollar
Many businesses, large 
and small, plan to spend 
a certain amount of their 
budgets (about 5 percent or 
more of their net sales) on 
promotional activities, such 
as advertising promotions. 
This expense pays off with 
more customers and profits.

Concept Application 

If a surf and skateboard shop 
earns $35,000 a month in net 
sales, what might be a good 
annual advertising budget for 
the store?

101
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Common Cents Answer 
$35,000 × .05 = $1,750.
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 Aft er Mike and Erin have determined the computer components, 
or parts, that their business needs, they should analyze the prices of 
diff erent systems. Th ey will need to purchase the best system for the 
best price. When their analysis is complete, Mike and Erin can decide 
what computer system to buy. Th is research process should be a part 
of buying any major asset.

 

FIGURE 3 The Financial Plan
A Three-Step Plan The first step in a financial plan should be to 
identify what assets are needed. What type of assets should be 
considered for a business? 

Asset Analysis
Before purchasing new 
assets for your business, 
you should adequately 
research product features 
and prices. Can you name 
fi ve assets that a business 
owner might research prior 
to purchase? 

The Financial Plan

Purchasing Methods Daily Financial OperationsAssets Needed

Products to sell
Equipment
Supplies
Transportation

Available cash
Existing credit
New loan

Recording
Summarizing
Reporting
GAAP

102
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Figure Caption Answer
Assets might include products 
to sell, equipment, supplies, and 
transportation.

Photo Caption Answer 
Responses might include 
computers, copiers, telephones, 
coff ee makers, and fax machines.
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Around the World

D A T A B Y T E S
Capital
Paris

Population
66,259,012

Language
French 

Currency
Euro

Gross Domestic Product (GDP)

$2.739 trillion

GDP per capita
$35,700

Industry
Machinery, chemicals, 
automobiles, metallurgy, 
aircraft, electronics; textiles, 
food processing; tourism

Agriculture
Wheat, cereals, sugar beets, 
potatoes, wine grapes; beef, 
dairy products; fish

Exports
Machinery and transportation 
equipment, aircraft, plastics, 
chemicals, pharmaceutical 
products, iron and steel, 
beverages

Natural Resources
Coal, iron ore, bauxite, zinc, 
uranium, antimony, arsenic, 
potash, feldspar, fluorspar, 
gypsum, timber, fish

France
Auto-Entrepreneurship
Before beginning a business of your own, you must first decide what 
form of business ownership you will establish. Unfortunately, one 
consideration for this decision is often the amount of legal fees and 
paperwork involved. In an effort to encourage more small businesses, 
France introduced a new class of business ownership in 2009, 
called auto-entrepreneur. This new system of business ownership is 
designed to make it easier, quicker, and cheaper for individuals to 
start a small business. Under the new system, there are no required 
courses or registration fees to register your new business. Another 
major highlight of the auto-entrepreneur system is that new business 
owners will be exempt from paying taxe professionnelle, or the French 
business tax, for the first three years and social charges and taxes will 
be deferred until the business begins to generate sales. Once sales are 
generated, the business will be required to make monthly or quarterly 
payments to the French social security authorities. These charges will 
include a payment for affiliation to the French health system, as well 
as pension, invalidity, benefits, and the welfare levy (CSG/CRDS). 

Critical Thinking
1. Expand Research business ownership in France. What other two 

options are there for business ownership status for individuals 
starting a business in France?

2. Relate Do you think a business plan would differ based on the 
type of business ownership?
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Purchasing Assets Th e second step of a fi nancial plan is to 
determine the method to use to purchase the items. Mike and 
Erin need to ask several specifi c questions: Can they purchase the 
computer system with their available cash or should they get a loan? 
Will they be able to get a reasonable interest rate? Can they take 
advantage of alternatives to purchasing, such as leasing? Can they 
get a better deal if they wait? In answering these questions, Mike and 
Erin will have to perform a careful analysis of their existing fi nances 
regarding their debts, available cash, and future expenses.
 Th ey must also investigate all sources of credit. Will the company 
that is selling them the computer extend credit to them? Should 
they apply for a short-term loan from a bank? By examining these 
and other questions, Mike and Erin are practicing eff ective fi nancial 
management.
 As a high school student, you make similar decisions about your 
personal fi nances. If you want to buy an inexpensive item, such as 
a CD, you might pay cash. You will give the purchase little fi nancial 
consideration. However, if it is a more expensive item, such as a 
sound system or a used car, you should examine your situation more 
carefully. Consider some of the following questions: Do you really 
need it? What is the most you can spend? How much money do you 
have now? Is there anything else you might need? By considering 
these questions, you are performing a fi nancial analysis of your 
purchase—and practicing eff ective fi nancial management.
 As a business owner or operator, you might fi nd that some items 
you want to purchase are beyond your means. You may not have 
enough cash. Especially when you are starting a business, you will 
have to accept the fact that you will not be able to obtain everything 
that you want immediately. You will have to work within your 
fi nancial resources until your business begins to make a profi t and 
you can aff ord to expand your assets. If you are working with limited 
resources, you must make decisions based on your need for the items 
and your ability to pay for them, whether with cash or credit.
Recording and Reporting Business Finances Th e third aspect 
of a fi nancial plan involves the fi nancial operation of a business. How 
will Mike and Erin keep daily fi nancial records? Will sales cover their 
expenses and produce a profi t? Will cash be available for unexpected 
costs? Will they be able to pay their bills on time?
 Mike and Erin must know where their business stands fi nancially 
at all times. Th e recording and handling of fi nancial information, 
in an accurate and effi  cient manner, is essential. It includes using 
accepted accounting procedures, analyzing fi nancial statements, 
controlling cash, and paying debts. If data is not recorded in a timely 
manner, or if the information is not analyzed correctly, inappropriate 
fi nancial decisions can result. For a new business or a small existing 
business, this could be disastrous. Th ousands of small businesses close 
each year due to poor fi nancial decisions.
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AssessmentSECTION 1

Review Key Concepts
1. Identify What are the three aspects of a 

financial plan?

2. Explain How can you practice good financial 
management when purchasing assets for a 
business?

3. Describe What are the three main parts of a 
business plan? What is the role of each part?

Higher Order Thinking H.O.T.

4. Determine The mission statement is one 
component of the strategic plan part of a 
business plan. Determine how the mission 
statement is important to the marketing plan 
as well. 

21st Century Skills
5. Work Creatively with Others Follow your 

teacher’s instructions to divide into pairs. 
Choose a local business, such as a book store, 
a bicycle repair shop, a florist, or a deli. Now 
imagine that you are the new owners. You 
need to develop a sound business plan to help 
your business grow and succeed. Begin by 
considering the strategic plan. Work together 
to develop two short-term and two long-term 
goals for the chosen business. Be sure as you 
develop your goals that they are realistic and 
specific, and that they have a clear time frame. 

Mathematics 
6. Business Plan Terrell and Troy have created a 

business plan for their trophy manufacturing 
business. They have identified multiple goals 
including increasing their customer base by 
15 percent per year for the next 5 years and 
10 percent per year for another 5 years. They 
have also determined that they will increase 
revenues by 10 percent per year for the next 5 
years and then 5 percent per year for another 
5 years. If they start with 50 customers and 
$9,500 in revenue, what will their customer 
base and revenues be in 10 years? 

  Calculate Business Plan Growth To 
calculate the customer base and revenue 
growth over a period of time, multiply the prior 
period by the growth percentage and add the 
result to the prior period for each period.

 Starting Hint Determine the customer base 
after year 5 by using the following formula. 
P × (1 + g)n where P is prior period or base 
number of customers, g is the growth rate 
and n is the number of periods expected to 
grow at rate g.

 
connectED.mcgraw-hill.com Check your answers.
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Aspects of Financial Management
What economic theories and principles should you 
know for effective financial management?

As you learned in the fi rst section of this chapter, sound fi nancial 
management is critical to the survival of any business. Financial 
management includes all aspects of operating a business. It is the glue 
that holds the business together. At the same time, it is the oil that 
helps it run smoothly. 
 Also remember, business cycles occur regularly. Th ere are periods 
of expansion as well as periods of contraction. If the contraction of the 
economy lasts long enough and is deep enough it can develop into a 
recession. If the recession is bad enough it can turn in to a depression. 
Eventually the economy will hit the low point in the business cycle, or 
the trough. Th e increase in economic activity following the trough is 
the recovery. (See Figure 4) 
 Many business functions and procedures are based on economic 
theories and principles. Supply and demand, pricing, market 
segments, and competition are just a few of the economic principles 
you need to know about. An understanding of basic accounting 
principles and procedures is also useful. You should have the fi nancial 
knowledge and skills to be able to collect, summarize, and analyze 
fi nancial data.

Identify List four economic principles you should be familiar with 
to practice sound fi nancial management?

Reading Check

Accounting: The Backbone of 
Financial Management
What is accounting?

AccountingAccounting is the systematic process of recording and reporting the 
fi nancial position of a business. Th e fi nancial position depends on 
the transactions that occur in the daily operation of the business. 
A transactiontransaction is any activity that has an eff ect on the fi nancial 
situation of a business. Every time you buy supplies, sell merchandise, 
buy a photocopier, or pay utility bills, your business is making a 
transaction. Accounting records and reports can help a business 
operate effi  ciently—and profi tably—by keeping track of how much 
the business earns and spends.

As You Read

Predict What do you think 
the term cash fl ow means?

Section Objectives
•  Explain the importance of 

 accounting in fi nancial management.

•  Describe how investments in your 
business can improve productivity.

•  Identify the primary functions of 
accounting.

Financial ManagementSECTION 2
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As You Read Answer 
Possible response: cash fl ow is the 
money “fl owing” in and out of a 
business.

Springboard 
Tell the students you have an idea 
for a business. It will be successful 
because you are a hard worker, 
and your friends will buy your 
product. Ask students: “Why is this 
not enough to ensure success?”

Reading Check Answer 
Supply and demand, pricing, 
market segments, and 
competition.
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 Accounting is oft en referred to as the “language of business.” 
Accounting plays a vital role in the day-to-day activities of every 
business. Th e infl uence of accounting is demonstrated by the fact that 
many of its terms have become commonplace. You have probably 
heard terms such as assets, liabilities, expenses, revenue, and inventory. 
Th ese are all accounting terms. Business owners use this language to 
communicate with other owners of the business, their creditors, and 
customers. Th ey do this by issuing fi nancial statements.

GAAP
When recording and reporting fi nancial changes in a business, 
owners, bookkeepers, and accountants must use a standard set of 
guidelines, which are referred to as generally accepted accounting generally accepted accounting 
principles (GAAP)principles (GAAP) (pronounced “gap”). If General Motors, Ford, and 
DaimlerChrysler all prepared their fi nancial reports in diff erent ways, 
no one could compare the three corporations fi nancially. Using the 
GAAP guidelines allows investors, banks, suppliers, and government 
agencies to make comparisons of the fi nancial condition of various 
companies. Th ey can determine which businesses are fi nancially 
stable, which ones have the highest percentage of profi t, and which 
ones are growing the fastest.
 Every business must have an accurate accounting system, either 
manual or computerized. Computer soft ware programs can handle 
much of the basic accounting work for most businesses. By using 
modern technology, owners and managers can spend more time 
analyzing their fi nances and planning for the future, and spend less 
time doing monotonous, or boring and unchanging, paperwork.
 Th e accounting system has many functions and procedures. 
However, some of the most essential functions of accounting that 
most businesses use include budgeting, inventory, payroll, cash fl ow, 
and investments.  

FIGURE 4 Business Cycles
Trough and Recovery Improved economic activity will follow the 
low point in a business cycle. What factors could cause a recession 
to become a depression?
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Figure Caption Answer
If something happens to extend and 
worsen the recession such as a large 
business failing.
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Budgeting
One important function of accounting is budgeting. A budgetbudget for 
a business is a formal, written statement of expected income and 
expenses for a future period of time. For example, the entrepreneurs 
Mike and Erin can write a budget to project, or predict, the amount 
of money they think they will earn through sales or other income 
in their landscaping business. Th ey also project their production 
or operating costs (expenses) for the same period. Th e diff erence 
between these two amounts will be their projected profi t or loss for 
the period. Th is gives them a glimpse into the fi nancial future of their 
business. It provides the information they will need to make decisions.

 To be practical, you should regularly compare a budget with 
actual income and expenses. If you are working with a yearly budget, 
you should make monthly comparisons of the budgeted amounts to 
the actual amounts. If the actual amounts are not reasonably close 
to the budgeted fi gures, you need to make adjustments. If the actual 
amounts are far greater than the projected fi gures, you must take 
immediate action to avoid further fi nancial problems. An important 
aspect of fi nancial management is to recognize a problem and take 
action to remedy it. Accurate, current accounting statements and 
reports allow you to recognize a problem when it fi rst develops so that 
you can make fi nancial decisions and take corrective measures.

Inventory
Th e largest asset of many businesses is the merchandise they have on 
hand to sell. MerchandiseMerchandise is the goods retailers buy with the intent to 
resell to customers. Th e inventoryinventory is the merchandise retailers have 
for sale. Most cash transactions involve the purchase, control, and sale 
of merchandise. Th erefore, it is essential that inventory be carefully 
maintained and examined. By tracking inventory, businesses know 
the following facts about their merchandise:

• Amount of merchandise sold
• Merchandise that is selling well
• When to reorder merchandise
• Merchandise that should not be reordered 
Amount of Inventory Th e wrong level, or amount, of inventory 
can be costly for a business. Having too little inventory means that the 
business may not be able to satisfy its customers’ wants. For example, 
when you go to a store to buy CDs, and they have very few on the 
shelves, you might not bother to look around the store. Instead, it is 
likely you will go to another store to make your purchase. Lost sales 
mean lower profi ts for the store.

 If inventory is too high, too much money has been spent on 
inventory and is not available for other things, such as new computers, 
because cash is not available. Inappropriate inventory levels, either too 
high or too low, are signs of poor management.

connectED.mcgraw-hill.com

Activity Download a Career 
and College Readiness 
Worksheet Activity. 

Creativity 
Learning and innovation 
skills now separate 
candidates in the workplace. 
Creativity is an innovation 
skill that will prepare you 
for a more complex work 
environment that continues 
to progress. Those who 
are able to think creatively 
produce constructive and 
innovative ideas. These ideas 
may refine a current process 
or even drastically change 
an established approach. 
Creative thinkers are also 
able to assess and adjust 
their ideas as well as the 
ideas of others to get the 
most out of creative work.

Write About It 

Think of a situation in 
school which required 
creativity. Write one or more 
paragraphs to describe the 
scenario and explain how 
thinking creatively impacted 
the situation.
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 Most stores use computer programs to monitor inventory. Th ese 
programs provide daily reports that detail what items have been sold, 
what is still available, and what must be reordered.

Payroll
While merchandise is usually the largest asset of a business, payroll 
is usually the largest expense of a business. Large companies such 
as AT&T, Coca-Cola, and American Airlines employ thousands of 
people. Weekly payrolls are in the millions of dollars. Some small 
businesses employ fewer than a hundred people, and some very 
small businesses might employ fewer than ten people. Whether your 
business is large or small, payroll is usually your greatest expense.

 Because payroll involves so much cash, it is regulated by state and 
federal laws and must be prepared according to generally accepted 
accounting principles (GAAP). Most businesses use computer 
programs to process payroll checks, to complete payroll reports, 
and to examine payroll information. Effi  cient payroll management 
involves two important activities.

Determining Number of Employees First, you must determine 
whether you have the proper number of employees working at the 
proper times. Having too many employees or employees working at the 
wrong times means that you are paying more in wages and salaries than 
you should. Your payroll expense must be reduced. If you do not have 
enough employees or are understaff ed at certain times, your company 
risks losing sales. Both situations are indicators of poor management.

Using GAAP Th e second activity that ensures effi  cient payroll 
management is using generally accepted accounting principles 
(GAAP) to prepare payrolls. Paychecks must be issued on time. All 
payroll taxes must be paid, and voluntary deductions must be taken. 

Tracking Inv entory
By keeping accurate 
accounts of your inventory, 
you will know which 
merchandise is selling 
well. Why is it important to 
know which merchandise is 
selling and which is not?
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Photo Caption Answer 
Responses may include that 
business owners would want to 
buy more of the merchandise that 
is selling well and run promotions 
to help sell slow-moving stock.
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All payroll records should also be available for managers and owners 
to evaluate immediately. Accurate, complete, and readily available 
payroll information is essential. 

Cash Flow
Every person needs cash. Every business needs cash. Available cash 
oft en determines what a business can or cannot do. An adequate 
amount of available cash allows your business to pay its debts, take 
advantage of discounts, and pay for expansion.

 In personal fi nance, cash fl ow refers to the amount of money that 
actually goes into and out of a person’s wallet or bank accounts. For a 
business, cash flowcash flow is the amount of cash that is available at any given 
time. Money comes in, and money goes out—this is cash fl ow. 
A goal of eff ective fi nancial management is to maintain a constant 
fl ow of cash through the business. Th is is easy to say, but it is not 
always easy to do. Economic and fi nancial conditions constantly 
change. Sometimes sales are high, and then they may suddenly drop 

Marianne Cole • Bookkeeper
In my first part-time bookkeeping job in a small retail store, I learned 
to balance cash registers, determine if registers are over or short, 
complete daily reports, and count and deposit daily receipts. Now, as 
a full-time bookkeeper for a large company, I handle payroll, accounts 
payable and receivable, and profit and loss. I balance ledgers, tag 
and log invoices and claims, and forward pertinent paperwork to the 
general offices. I make numerous computations each day, so I use 
specialized accounting software, spreadsheets, and databases. If you 
love working with numbers and have a good eye for detail, you may 
enjoy bookkeeping. Take courses like business math, consumer math, 
and applied math, and computer classes, and then continue your 
preparation in college with a strong emphasis on topics like accounts 
payable and receivable, general ledger balancing, and quarterly tax 
preparation. You may also want to become a notary public so you can 
notarize financial documents.

Skills Education Career Path

High aptitude for 
numbers; accounting, 
computer, math, 
organizational, 
 customer service, and 
problem-solving skills

High school 
diploma, plus 
some accounting 
courses or relevant 
work experience; 
certifi cation is 
recommended for 
advancement and 
higher pay

Bookkeepers can 
become auditors, tax 
preparers, accountants, 
and tax examiners.

Careers That Count!

CAREER
FACTS

EXPLORE CAREERS

Visit the Web site of the U.S. 
Department of Labor’s Bureau 
of Labor Statistics and obtain 
information about a career as a 
bookkeeper.

1. What are some of the 
health and safety risks 
encountered in this 
profession? 

2. What measures should a 
bookkeeper take to stay 
safe at work?

connectED.mcgraw-hill.com

Activity Download a Career 
Exploration Activity.
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Careers That Count! Answer 
Bookkeepers may experience 
eye strain, headaches, and 
repetitive motion injuries from 
using computers on a daily basis. 
These injuries can be prevented 
by taking breaks, stretching, and 
using ergonomic chairs and offi  ce 
equipment.
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off . Expenses may also vary. When a business spends more money 
than it receives, it experiences a condition known as a negative cash negative cash 
flowflow, also called a cash crunch. When your cash fl ow is negative, your 
business suff ers.
 As a student, you have probably experienced similar cash 
crunches. For example, suppose that you want to go to the movies 
on Friday night with your friends, but on Wednesday you buy the 
wool sweater you want. So, on Friday night, you discover that you 
do not have enough money to go out. For you, this is a short-term 
disappointment. For a business, however, a shortage of money 
could mean serious problems. Without a suffi  cient fl ow of cash, 
merchandise cannot be replaced, bills cannot be paid, and funds 
for future growth and expansion cannot be invested. Maintaining a 
positive cash fl ow is a primary goal of fi nancial management.

Investments
Successful businesses invest for the future. As profi ts increase, money 
should be set aside or invested for future business needs. Th is reserve 
cash may be needed to purchase new equipment, relocate the business 
operation, or sell a new line of merchandise. For example, suppose 
that Mike and Erin form a business partnership. Th eir goal is to 
purchase a building for their landscaping business within the next 
fi ve years. Th ey should set aside a certain amount of money each year 
to ensure that suffi  cient funds will be available to buy the building or 
make a down payment.
 Successful businesses invest funds to improve productivity. 
Productivity is the measure of the amount of goods produced in a 
specifi c period of time using a specifi c amount of resources. It is the 
most important factor contributing to economic growth. Productivity 
goes up when more goods are produced using the same amount of 
resources in the same amount of time.  
A few of the areas in which a business can invest include: 
• human capital
• capital goods
• technology 
Human Capital Improvement to productivity can come from 
investing in human capital. Human capital is the sum of people’s skills, 
abilities, health, knowledge, and motivation.
 Businesses can invest in human capital by providing training that 
improves the skills of their workers. A business may also choose to 
pay for an employee to further his or her education in a related fi eld. 
When a business invests in human capital, its workers are more skilled 
and motivated. Increased productivity allows for more products to 
be produced at the same cost to the business. Th is increase in output 
causes the price of goods for the consumer to decrease.
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Capital Goods Another way to improve productivity is to invest in 
capital goods. Capital goods are resources used to produce goods and 
services, such as buildings, materials, and equipment. Capital goods 
include delivery trucks, cash registers, and medical supplies. A farmer 
may choose to invest in a new tractor or a corporation may invest in a 
new, larger building.
Technology Th e introduction of a new machine or a new industrial 
process can lower the cost of production and increase productivity. 
Lower production costs mean a business is able to produce more 
goods at all prices in the market. For example, improvements in the 
fuel effi  ciency of aircraft  engines have lowered the costs of travel for 
air travelers. Many business leaders believe that an organization that 
does not invest in technology cannot survive. Imagine an offi  ce without 
computers and the negative eff ect this would have on productivity. 
Investments and Reserve Funds
Businesses need reserve cash for emergencies or unexpected costs. If 
equipment breaks and needs repair, sales take an unexpected drop, 
or a natural disaster hits your area, you will need cash. Cash reserves, 
also called reserve funds, could save your business when any type of 
disaster strikes.
 Cash should be carefully invested and closely monitored. 
Investments by businesses are similar to personal savings. You should 
save money for unexpected bills or events, such as a broken water 
heater or a medical bill. You would also need to save for a new car, 
summer vacation, or computer for your personal needs.

Recall What is a cash crunch?

Reading Check

The Importance of Financial 
Management
What are some aspects of financial management?

Businesses must make a profi t and invest part of that profi t for 
future use. Making and monitoring investments is an important 
aspect of fi nancial management. In addition to investments, sound 
fi nancial management relies on accounting. You will learn more 
about accounting functions and managing a business’s fi nances in the 
remaining chapters of this book.

After You Read

React Is having a reserve fund as important as having a regular 
savings account? Why or why not? 
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Reading Check Answer 
A cash crunch is when a business 
spends more money than it 
receives.

After You Read Answer
Both accounts are important, but a 
reserve fund can save a business if 
disaster strikes.
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Assessment

Review Key Concepts
1. Identify What are the five essential functions 

of accounting that most businesses use?

2. Explain How can accounting help a business 
run efficiently and profitably?

3. Describe Why are investments important to a 
business?

4. Relate How can investing in human capital, 
technology, and capital goods improve the 
productivity of a business? What are the costs 
to the business of each?

Higher Order Thinking H.O.T.

5. Propose Suppose your office discovered it 
had a cash crunch one month. Prepare a list of 
three suggestions for ways to help cut office 
expenses. 

English Language Arts 
6. Budget Planning A budget is a written 

statement of expected income and expenses 
for a given period of time. A budget is 
important for individuals as well as businesses. 
Consider your personal finances. Write a list of 
income and expenses you might include on a 
personal budget. Then suppose you were the 
owner of a fast-food restaurant. Write another 
list of the income and expenses you might 
include on a budget for your business. Write a 
summary identifying how these budgets might 
be similar.

Mathematics
7. Accounting Help Needed Randy is an 

accountant at XYZ Store Co. In January the 
store had $150,000 in sales, $35,000 in 
payroll, $20,000 in rent and utilities, and 
$20,000 in inventory purchased. In February 
it had $175,000 in sales, $39,000 in payroll, 
$25,000 in rent and utilities, and $45,000 in 
inventory purchased. Randy has been asked 
to provide the net cash flow for each of the 
two months. He also needs to determine the 
percentage growth of cash flow from January 
to February. He has asked for your help in 
calculating these figures.

  Calculate Net Cash Flow To calculate 
the net cash flow for a period identify the total 
sales for the given period and subtract from 
this figure the total expenses paid by cash for 
the same period.

 Starting Hint Determine the percentage 
growth from January to February by first 
identifying the net cash flow for each month. 
Divide the net cash flow in February by the net 
cash flow in January and subtract the result by 1.

 

SECTION 2

connectED.mcgraw-hill.com Check your answers.
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Visual SummaryCHAPTER
REVIEW

Try It!
Draw a diagram like the one shown to document the steps for successfully 
preparing a marketing plan. 

Accurate Accounting 
Accounting records and reports 
allow business owners and 
managers to accurately analyze 
their finances and plan for the 
future of the business. 

Effective 
Business Plan
Each of the three basic parts of 
a business plan help lead and 
direct the other parts. They must 
be developed together to be 
effective. 

 Developing a Business Plan

Strategic 
Plan

Marketing 
Plan

Financial
Plan

Budgeting

PayrollCash Flow

Accounting 
Essential 
Functions

InventoryInvestments

Marketing Plan
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Chapter Review and Assessment CHAPTER
REVIEW

Chapter Summary
• One of the measures of success for a business is 

the amount of profit it earns.

• Businesses must do two things to survive: 
operate at a profit with effective financial 
management and attract customers. 

• The components of a business plan include: 
executive summary, mission statement, 
company description, product and service plan, 
management team plan, industry overview, 
market analysis, competitive analysis, marketing 
plan, operational plan, organizational plan, 
financial plan, growth plan, contingency plan, 
and supporting documents—plus a cover page, 
title page, and table of contents. 

• The three basic parts of a business plan focus on 
a strategic plan, a marketing plan, and a financial 
plan. 

• The financial plan identifies the assets you need, 
how you will acquire these assets, and how you 
will handle daily financial operations. 

• Accounting is the systematic process of 
recording and reporting a business’s financial 
position, including all transactions involving 
money. 

• Accounting functions include the preparation 
of financial statements, auditing, budgeting, 
payroll, inventory, cash flow, and investments.

Vocabulary Review 
1. Arrange the vocabulary terms below into 

groups of related words. Explain why you put 
the words together.   

Higher Order Thinking
2. Predict What might the consequences be if a 

company’s business plan did not include the 
strategic plan, marketing plan, and financial plan?

3. Infer How is having proper inventory levels 
important to financial management?

4. Hypothesize What research might you do for 
preparing a marketing plan for a local florist?

5. Theorize It is important for business owners to 
know where their business stands financially at 
all times. Theorize what might happen if an owner 
analyzed a business’s finances only twice a year.

6. Assess If you were to invest in your business, 
would you invest in human capital, capital 
goods, or technology? Why?

7. Recommend Your catering business has been 
showing steady profits for the last six months. 
Prepare a list of three suggestions for how to 
responsibly handle the profits. 

8. Deduce What might happen if a budget is 
not regularly compared to actual income and 
expenses?

9. Evaluate A small business owner sets a goal to 
double her profits. Point out why this is not a 
good goal and how the owner could revise it.

• free enterprise 
system 

• business plan 

• strategic plan 

• marketing plan 

• financial plan 

• accounting 

• transaction 

• generally accepted 
accounting 
principles (GAAP) 

• budget 

• merchandise 

• inventory 

• cash flow 

• negative cash flow 

• contingency 

• components 

• monotonous 

• project 

H.O.T.

115
Chapter 4

Developing a Business Plan

See the Teacher Manual for answers.

0114_0117_C04_CR_894580.indd   1150114_0117_C04_CR_894580.indd   115 1/6/11   5:21 PM1/6/11   5:21 PM



College and Career ReadinessCHAPTER
REVIEW

Social Studies
10. Cultural Research Imagine you are starting a 

business. Choose what product or service you 
will sell. In order to expand your business, you 
will need to sell to a broad market. As part of 
your marketing plan, conduct research about 
who will buy your product or service. Consider 
different cultures that might value your product 
or service. Determine if other regions, states, or 
countries would provide a good market. Conduct 
research to find three countries or cultures that 
would be a good source of potential customers 
for you. Write a summary of your findings, 
including an explanation of why those three 
markets might purchase your product or service. 

Mathematics  
11. Inventory Penny’s toy store requires 3-weeks 

worth of merchandise on hand. 2-weeks are on 
the shelves while 1-week is in the warehouse. 
They have a system in place where an order is 
processed once the total merchandise on hand 
reaches a level of 2-weeks. At this point, 2-weeks 
of merchandise is ordered which typically takes 
1 week to arrive at the store. If Penny’s toy store 
currently has 2-weeks of merchandise on hand, 
in 1 week, how many cases of product should 
the store have on hand? Assume 1-week of 
merchandise is equivalent to 100 cases.

  Calculate Inventory Levels Calculate 
the expected level of merchandise on hand 
by first determining the current level on 
hand. Adjust this amount by any merchandise 
depletion as well as purchases.

 Starting Hint First identify the current level 
of merchandise on hand. Subtract 1-week of 
merchandise from the current amount in order 
to arrive at the level of merchandise on hand 
prior to any reorders. Multiply this figure by 
100 to arrive at the number of cases. 

English Language Arts
12. Web Site Design Sam and Billy own a small 

business making and selling hand-carved 
wooden charms in the shapes of various animals. 
They began their business six months ago and 
have been selling locally. They would like to 
build a larger customer base and have decided to 
build a Web site to try and market their products. 
Sketch out a proposed plan for the Web site, 
including graphics and copy for the home page, 
as well as proposed links to other pages that you 
would recommend they include.

Ethics
13. Whistleblowing Many businesses have a code 

of ethics, many of which include a section on 
“whistleblowing.” Companies want employees to 
feel that if they witness inappropriate behavior, 
they can report it without fear of retaliation. The 
guidelines may encourage you to speak with your 
supervisor but also offer guidance if the situation 
is not resolved or you are uncomfortable speaking 
to your supervisor. Suppose that you have a good 
working relationship with your supervisor but 
witnessed him bullying your coworkers. Would 
you speak to him about his actions? Would you 
keep silent to maintain your relationship? What 
other actions could you take?

Real-World Applications
14. Evaluating Expenses Imagine that you and a 

partner have decided to start a business selling 
customized t-shirts. Follow your teacher’s 
instructions to form into pairs. With your partner, 
consider the assets and inventory you would need 
to start your business. Once you have developed 
your list of assets and inventory, research cost 
estimates for each item. Are there any expenses 
that you could put off until later? For example, do 
you need software to manage your accounting 
or can it be done manually? Could you buy the 
t-shirts as orders are placed or would you need 
to have them in stock? Note which items are 
mandatory and revise your start-up cost estimate.
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CHAPTER
REVIEWYour Financial Portfolio

Prepare a Plan
Select a merchandising business that you think you would like to 
own. On a separate sheet of paper, describe the type of business, the 
product(s) involved, and the factors you think would make it successful, 
and explain why you think you could make this business a success.

Planning for Success
For several years Tom has been going with his father to yard sales. His 
father buys old clocks and radios. He fixes them if they need repairs 
and sells them at the Millerton Flea Market. Tom wants to start his own 
business and organize his plans. 

Oldies but Goodies

Type of business:  Selling used CDs, DVDs, videos, and video games

Location:  Millerton Flea Market

Target customers:  All ages, but mainly ages 10 to 35 for the CDs, DVDs, and 

videos; and ages 10 to 25 for the video games

Potential number of customers:  About 300 to 800 people visit the flea market each day, which 

is open Fridays through Sundays.

Competition:  No one has been selling these products at the flea market since 

the Albertsons moved away.

Other competition:  The nearest place to buy used CDs is about 10 miles away; three 

local video stores sell used DVDs, videos, and video games.

Challenges:  Getting enough products to sell: Jaimie McKerry buys surplus 

stock for Franklin’s Discounts, and he will sell me used CDs for 

about $2.50 each if I buy at least 100 at a time. 

Costs:  Purchasing the products, Dad will share expenses with me for 

renting the table ($50 for the weekend), and gas for when we 

go look at garage sales.

Potential profit:  I used to look at all the DVDs, CDs, and videos when Vin Albertson 

had his table, and he seemed to move a lot of merchandise. I think 

I can make a profit of $3 a unit and sell 30 to 50 units a weekend.

Background and special skills:  I have been going to garage sales with Dad for several years. 

There are always old DVDs, CDs, videos, and video games that I 

can pick up at low prices. I like negotiating when I buy and sell, 

and I like helping Dad at his table. I also know popular titles.
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