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QUESTION 14: How will you finance your business?

In this section, we will look at how you will finance your business. Do you know how much money you will need

to set up your business? Will you need extra money to begin operations? Where will you get it? What are pro
forma statements and why do you need them? Finding out the answer to each of these questions prior to startup
is essential.

Financing new tourism businesses

Starting up a new tourism business requires investment in the form of financing. Depending on the scale and scope
of your tourism business idea, you may need additional financing beyond the funding that you currently have on
hand. There are many options for financing new tourism businesses. The most common are are listed below:

1.

Personal Sources - includes readily accessible financing that the entrepreneur can provide themselves
(e.g. cash savings, credit).

. Family and Friends - includes the personal resources of your family and friends.

. Investors - includes private investment from business angels and venture capitalists seeking a return on

their investment.

. Bank Loans - includes money that banks lend to entrepreneurs with the requirement that the amount

(plus interest) be paid back at some point in the future.

. Opportunity Development Cooperatives - includes debt or equity financing from Opportunity

Development Cooperatives.

. Crowdfunding - includes money that is raised by collecting small amounts of money from a large number of

people. Typically, this is done through crowdfunding platforms on the Internet (e.g. ATB BoostR - see Appendix C).

Developmental Lenders - provide loans to businesses which cannot get financing at a bank or credit union
(e.g. Community Futures, Business Development Bank of Canada, Futurepreneur).

be risky. The interest on credit debt can accumulate quickly and hurt your credit rating - reducing your

! n l Relying too heavily on personal sources, such as credit cards or lines of credit, to start a business can

ability to secure bank financing in the future. Additionally, depleting your savings can leave you exposed.

If you have an existing business and you are developing a new line of business, you may have retained
earnings built up that can help finance the new venture. Alternatively, you may have assets that can be
used as collateral to obtain new funding.

The federal and provincial governments also offer funding opportunities for tourism enterprises
through grants, tax incentives, loans and other programs (see pg. 88 - 111 in the Tourism Business
Planning Guide https://open.alberta.ca/dataset/e5dcOb3f-eacc-4d52-83ae-eeb25e57740d/
resource/810fb7bf-ebee-4bae-ad81-d84badcfIbe9/download/2015-ct-tourism-business-planning-

guide.pdf



https://open.alberta.ca/dataset/e5dc0b3f-eacc-4d52-83ae-eeb25e57740d/resource/810fb7bf-ebee-4bae-ad81-d84ba4cf9be9/download/2015-ct-tourism-business-planning-guide.pdf
https://open.alberta.ca/dataset/e5dc0b3f-eacc-4d52-83ae-eeb25e57740d/resource/810fb7bf-ebee-4bae-ad81-d84ba4cf9be9/download/2015-ct-tourism-business-planning-guide.pdf
https://open.alberta.ca/dataset/e5dc0b3f-eacc-4d52-83ae-eeb25e57740d/resource/810fb7bf-ebee-4bae-ad81-d84ba4cf9be9/download/2015-ct-tourism-business-planning-guide.pdf

) ACTIVITY Financing your startup costs.
Now that you have an estimate of how much it will cost to start up your business, you need to figure out
PS how you will pay for these costs. Use the chart below to help you understand how your startup costs will
be paid for.

Operating Revenue ‘ Amount

Personal Sources $
Family and Friends

Investors

Bank Loans

Opportunity Development Cooperatives
Crowdfunding

Other Sources:

L= - - - B - B - A - -

&

*The total startup costs from Activity 19 should be equal to the total amount of financing above.

Banks often expect owners to be investing in their businesses before they will approve financing such
as taking out a loan. Investments of at least 10% - 30% of the startup costs that have been made by the
owner will encourage private lenders. This is commonly called “skin in the game”.
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o ACTIVITY Comparing startup costs to financing sources.
Lenders will want to see how your business’ startup costs will be covered by your financing sources.
°® Filling out the chart below is a helpful way to show this. You can use your answers to Activity 19 and 20
tofillin the chart.

Startup Costs ‘ Financing Sources ‘
Land $ Personal Sources $ ( %)
Building $ Family and Friends $ ( %)
Equipment $ Investors $ ( %)
Renovations $ Bank Loans $ ( %)
Furniture / Fixtures $ Opportunity Development Cooperatives | $ ( %)
Vehicles $ Crowdfunding $ ( %)
Utility Hookup $ Other Sources: $ ( %)
Inventory $ $ ( %)
Phone/ Cell $ $ ( %)
Marketing $ $ ( %)
Operating $ $ ( %)
Professional Services $ $ ( %)
Working Capital $ $ ( %)
Other Costs: $ $ ( %)
$ $ ( %)
$ $ ( %)
$ $ ( %)
Contingency $ $ ( %)
ota $ 0 $ D0%




MILESTONE 15

MILESTONE
Now that you have learned about financing tourism businesses and the funding options available to you,
/ take some time to answer the questions below.

The startup of my business will be financed through the following sources ...
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Pro Forma Financial Planning Templates

This section describes in detail the financial tools utilized in planning for the financial health of your business.

Defensible pro forma statements are important to have when securing financing from lenders. Most businesses

seek assistance from an accountant to complete these statements.

Many new business owners feel overwhelmed with the idea of creating financial statements, but it really is as simple
as tracking the money that comes in and out of your business to monitor its performance. Creating financial
statements for your company is a necessary task that will help you know if your company is growing, shrinking or
staying flat. Examining the numbers can also help you grow your revenue by highlighting areas for improvement.

There are three basic financial statements: Cash Flow Statement, Income Statement, and Balance Sheet. Each will

be explained in the sections below.

Examples of completed financial statements are available at the
Business Development Bank of Canada’s website:
https://www.bdc.ca/en/articles-tools/entrepreneur-toolkit/templates-business-guides/pages/default.aspx

Ak

Cash Flow Statement

The cash flow statement is the most important forecast

for a new business because it demonstrates whether
or not you have the actual cash on hand needed to
meet your financial obligations when they come due.
A cash flow statement records the actual timing of
cash receipts and cash disbursements:

e (Cash Receipts are cash inflow from cash sales,
collections of accounts receivable, loan advances,
owner's contributions and sales of fixed assets.

e (Cash Disbursements are cash outflows for
operating expenses, payments to suppliers for
inventory purchases, repayment of loans and the
acquisition of fixed assets.

A cash flow statement is not based on accrual
accounting and does not include non-cash items
(e.g. depreciation, amortization). See the chart on the
next page for a cash flow template that you can use.

If you think that you will need help with financial projections, monitoring, analysis and management,
then be sure to employ the services of a qualified accountant or other financial expert. They will be able
to help you develop Cash Flow Statements, Income Statements, and Balance Sheets.

How to create your cash flow statement:

Select a time period for the cash flow statement.

In the first column (pre-opening) list the value of
things you put into your business and cash you
spent on your business before you opened.

In the Cash Receipts section, list how much cash
you will receive from revenue, rentals, loan proceeds
and any other sources for each month. Note that if
you are providing credit terms for your customers
that a cash sale is when you collect from your
customers.

In the Cash Disbursements section, list how much
money you estimate you will be spending each
month. (Some categories are given. Can you think
of others?)

If your Ending Cash is less than $0 then you

must have a plan to deal with it by either investing
more, securing an operating loan, collecting
receivables, etc.


https://www.bdc.ca/en/articles-tools/entrepreneur-toolkit/templates-business-guides/pages/default.aspx

Cash Flow Statement

PRE-
OPEN- | JAN | FEB | MAR | APR | MAY | JUN | JUL | AUG | SEP | OCT | NOV | DEC | TOTAL
ING
Opening Cash
Balance(a) $ $
Cash Receipts:
Sales

Rentals $

Loan Proceeds ¢

$
I A A

Cash

Disbursements:

Salaries &

Benefits $ $
Owner's

Salaries $ $
Marketing $ $
Office Supplies | $ $
Insurance $ $
Bank Charges | $ $
Utilities $ $
Property Taxes | § $
Professional

Fees $ $
Repairs/

Maintenance 9 $
Land

Improvements $ $
Vehicles $ $
Inventory/

Supplies $ $
Phone/Cell $ $
LoanInterest | ¢ $
Loan Principal | ¢ $
Total Cash

Disbursements | ¢ $
(c)

Ending Cash
(a+b-c)

97 INDIGENOUS TOURISM STARTUP WORKBOOK




Income Statement

An income statement shows the revenues and
expenses of a business given a certain time period.
Income statements use accrual accounting to best
represent the current state, which means:

A) Revenues are recorded at the time that the sale is
made, even though payment of cash for these sales
may occur earlier or later.

B) Expenses are recorded at the time that their
corresponding revenue was recorded, regardless
of when the actual outlay of cash was made.

Revenues and expenses are projected based on data
from your research and reasonable assumptions.
Income, expenses and profits are categorized in the
income statement as shown in the list below. See the
Projected Income Statement on the next page for an
income statement template that you can use.

e Operating Income -income generated from
the sale of the company’s products or services.

e Other Income -income earned from other
activities (e.g. interest earned on bank deposits).

e Cost of Goods Sold - expenses directly related to
the production of goods and services (e.g. purchase
of materials, freight and labour).

e Gross Profit - revenue (i.e. operating income
+ other income) minus cost of goods sold.

e Operating Expenses - all selling, administrative
and depreciation expenses.

e Operating Profit - gross profit minus operating
expenses.

¢ Interest Expense - expenses resulting from
debt financing.

¢ Net Profit Before Tax - operating profit minus
interest expense.

How to create your income statement:

e Select a time period for the income statement.
e List how much you think you will sell each year.
e List how much you think your expenses will be

e Each year (some categories are given - can you
think of others?)

e Calculate the net profit using the formula in the
template. (Revenue minus expenses = profit or loss)



Projected Income Statement

Item Year1 Year 2 Year 3
Sales:
Sale of Products/Experiences $
Rental Income $
$
$
$
Gross Profit (a) $
Expenses:

Salaries & Benefits

Owner’s Salaries

Marketing

Office Supplies

Insurance

Bank Charges
Utilities
Property Taxes

Professional Fees

Repairs / Maintenance

Land Improvements

Vehicles

Inventory / Supplies
Phone/ Cell

Loan Interest

Total Expenses (b)

L - - - - e A < - - - - R -

Depreciation (C) (see tip below)

&

business to reduce its taxable income by the amount of the depreciation of the asset. For example, if a
business purchases a tour bus for $100,000 and expects to use it for 5 years, the business might have a
depreciation expense of $20,000 in each of the five years for that bus.

X Depreciation: Depreciation recognizes that the value of most assets will decrease over time. It allows a
ORO
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Balance Sheet

A balance sheet is a snapshot of the financial condition
of a business at a fixed point in time. It shows what the
business owns (assets), what it owes (liabilities), and the
owners' equity. Assets represent the total resources
the business has, stated in dollar terms. Liabilities and
equity are claims against these assets. The excess of
assets over liabilities represents the net worth of the
business.

Assets are listed in order of liquidity, which is the ease
of converting the asset into cash. This means that cash
will be listed first because it is the most liquid. Fixed
assets, such as land or buildings, can take a long time
to be converted into cash so they are listed last.

Liabilities are listed in a similar fashion. Current
liabilities, such as accounts payable or wages, are listed
first. Long term liabilities, such as debt, are listed last.
See the chart on the next page for a balance sheet
template you can use.

How to create your balance sheet:

Select a time period for the balance sheet. Because a
balance sheet is a snapshot of your company at a given
time, start the balance sheet at the end of your first-
year period.

Current Assets

e Include the value of any assets that you will likely
sellin the next year (For example: accounts
receivable, inventory. Can you think of others?)

Long Term Assets

e Include the value of any assets that you will not likely
sellin the next year (For example: property, vehicles,
equipment, deposits and prepaid expenses. Can you
think of others?)

Current Liabilities

¢ Include the amount of liabilities you anticipate
paying out in the next year.

Long Term Liabilities

e Include the value of any liabilities you are not likely to
pay off in the next year.

Owner’'s Equity

e Thisis the owner's value in the company (not the
amount invested). If you sold all your assets and
paid off all your liabilities, this is the amount you
would have left over.



Balance Sheet Template

Current Assets ‘ Opening Balance ‘ Closing Balance

Cash
Prepaid Items

Inventory

Other Current Assets

Total Current Assets (a) ‘ ‘
Land
Building

L e R

&£

Equipment
Vehicles

Furniture / Fixtures
Other Fixed Assets

Total Fixed assets (b)

@B hH P PH P L P L P ABENL P L P B PP

LR e -

Less Depreciation (C)

Current Liabilities

Accounts Payable

Current Portion of Long-Term Debt
Total Current Liabilities (e)

$
$
$
$
ClongTermapiites |5 s
$
$
$

& EZERRRCN &5

Mortgage
Shareholder Loans

@ Ph B

Long-Term Debt

Owner’s Equity
Share Capital

‘ Retained Earnings

‘ Total Owner's Equity (g)

@ P H | L R
@ P H | L R

‘ Total Liabilities & Owner’s Equity (e + f + g)

o M@ Somebanks may require three-year balance sheets in order to approve financing.
A You can work with your specific lender to find out their requirements of you and your business.





