
CHAPTER 2 
 
 

Develop a 
Business 
Plan 

 
 
 
 
 
 
 
 
 
 

2.1  Why a Business Plan Is 
Important 
  
   
. 

 

2.2  What Goes into a Business Plan? 
  
  
  

 

2.3  How to Create an Effective 
Business Plan 
Describes resources available for researching 
your business plan and cites common mistakes 
to avoid when creating a business plan. 

 

CAREERS FOR ENTREPRENEURS 
Ask students what company comes to mind when 
they think of a delivery company. Ask them what 
company comes to mind when they see a brown 
truck. 

 

Think Critically Answers 
1. Strict company policies and principles and 

the company’s ability to adapt services to the 
changing economy contribute to its success. 

2. UPS has changed because the public’s needs 
have changed. Internet ordering is providing 
another growth opportunity for UPS. 

 
 
 
 
 
 
 
32 

 
 

Careers for 
Entrepreneurs 
 
 
 
 
 
 
 
 
 
UPS 
James E. “Jim” Casey began a messenger 
service delivering personal  messages to homes 
before most people had telephones.  In 1907, 
the U.S. Postal Service had no parcel post 
system, so there was also a need for luggage 
and packages to be delivered. By borrowing 
$100, Jim established  the American Messenger 
Company. His company  had strict policies: 
customer  courtesy, reliability, round-the-clock 
service, and low rates. In 1919, American 
Messenger Company became United Parcel 
Service (UPS), and these principles still guide 
UPS today. 

UPS’s services have evolved over the years. 
It changed its focus from messenger delivery 
to package delivery for retail stores. Several 
years later, UPS began offering common 
carrier services, such as automatic daily 
pickups, which put it in direct competition 
with the U.S. Postal Service. Technology 
plays a major role in helping UPS maintain 
efficiency, keep prices competitive,  and 
provide new customer  services. 
 

Think Critically 
1.  What do you think contributes to the 

success of UPS? 
2.  Why has UPS changed the way it does 

business over the years? 
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PROJECT  Get Started on Your Business  Plan 
 
 
 
Project Objectives 

 
• Use research sources and further planning to refine 

your business plan 
• Begin writing components of your business plan 

 
Getting Started 

 
Read the Project Process below. Make a list of any 
materials you will need. 
• Think about the business idea you came up with in 

Chapter 1. If you were to start this business, where 
do you think it would be in one year? Five years? 
Ten years? 

• Make a list of places and people you think you 
could consult for assistance in developing your 
business idea. 

 
Project Process 

 
2.1  Explain why there is a market/need for your product or service. Survey 

five or more people to learn how many show interest in it? Prepare a one- 
page report describing your product or service and what makes it unique. 

2.2  List your short-, medium-, and long-term goals. What steps do you 
need to take to achieve each of these goals? Begin the financial section of 
your business plan by writing a report that identifies the risks your business 
faces. For each risk, explain how you will overcome the problem. 

2.3  Contact the Small Business Administration, a Small Business 
Development Center, or a SCORE volunteer to get information for your type 
of business. Write about the industry in which you will be competing. 

 
Chapter Review 

 
Project Wrap-up  Key the information that you have prepared in this project 
in an attractive format. This will be the beginning of your business plan. 

TEACHING RESOURCES 
Instructor’s  Resource CD 
Lesson Plans, Ch. 2 
PowerPoint Slides, Ch. 2 
Data Activities, Ch. 2 
 

ExamView® CD 
Ch. 2 
 

www.cengage.com/school/ 
business/21biz 
NET Bookmark,  Ch. 2 
Flashcards, Ch. 2 
 

PROJECT 
Getting Started 
Ask students if they have ever 
gone on a long trip without 
planning first. Explain that a 
business plan is to a business 
as a road map is to a trip. 
You may want to create an 
advisory board of business 
and community members that 
students can use as a resource. 
2.1 Have the class choose 
a favorite product; then have 
students describe why they 
purchase that product instead of 
the competitor’s. 
2.2 On a board, write a sample 
goal for a business. Make a 
list of all the steps needed to 
achieve that goal. Ask what types 
of risks a business might face. 
2.3 Using the product students 
identified in 2.1, discuss 
changes that have taken place in 
the product over its life. 
Project Wrap-up Help students 
create a professional-looking 
document. Show them samples 
of other business plans. 
Explain to students that the 
components of the business plan 
are introduced in this chapter. 
However, students will not create 
their entire business plan at 
this point. A different part of the 
business plan will be created 
in each chapter as part of the 
chapter Project. 
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2.1  WHY A BUSINESS PLAN IS IMPORTANT 
 
 
 

GOALS 
 

Explain the purpose of 
writing a good business 
plan 
Describe the importance 
of a business plan 

 
KEY TERM 

 

business plan, p. 34 
 
 

SCHEDULE 
Block 45 minutes 
Regular 1 class period 

 

FOCUS 
Jump Start 
Ask students why Nora and 
Samantha need to write a 
business plan even though 
they have many years of day- 
care experience. Explain that 
working at a day-care center 
is very different from owning 
and operating one. A business 
plan will help them visualize all 
aspects of the business as well 
as help secure financing. 

 

TEACH 
Explain that writing a 
business plan requires the 
strategies used by all effective 
writers. Students should do 
“prewriting,” or brainstorming, 
on paper. Have them quickly jot 
down answers to the following 
questions: What is my product/ 
service? Why is my product/ 
service unique? Who are my 
customers? Where will future 
customers come from? Who is 
on my business team? How will 
I finance my business? 
Explain the basics of good 
writing skills to students. Rule 
1 is to consider the audience. 
When writing a business plan, 
you should anticipate the 
questions potential investors 
will want to have answered. 

JUMP START 
 

Nora Ellis and Samantha Richards are qualified childcare workers who 
have worked together at a day-care center for many years. The center 
frequently turned away children because it did not have the room or the 
staff to take care of more toddlers. Nora and Samantha realized they 
could make a profit running their own day-care center and decided to 
open a center of their own. Everyone they talked to about their idea said 
it sounded good and wanted to see their business plan. They realized 
the need for a good business plan to help ensure their business would 
succeed. Why do you think a business plan is important for someone 
starting a business? 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Purpose of a Business  Plan 
 

Once you have worked  out the details of your business, you need to put 
everything down on paper. Writing out these details will help you visualize all 
the aspects of your business. It will also help you convince banks and other 
people to invest in your business idea. A business plan is a written  document 
that describes all the steps necessary to open and operate  a successful business. 
Writing a business plan is one of the most difficult and important things you 
will do as an entrepreneur. Writing a solid business plan is critical because the 
plan can make or break your business. 

The business plan 
 

• Describes what your business will produce,  how you will produce  it, and 
who will buy your product or service 
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• Explains who will run your business and who will supply it with goods 
 

• States how your business will win over customers  from competitors and 
what your business will do to keep customers 

• Provides detailed financial information that shows how your business will 
succeed in earning a profit 

 

The business plan serves three important purposes. 
 

1. A business plan explains the idea behind your business and spells out how 
your product or service will be produced or sold. To convince investors that 
your business idea is solid, you will need a completely new product or service 
or one that is better or less expensive than products or services that already 
exist. You will need to identify who your target customer  is and show how 
your company  will be able to obtain  and keep customers. 

2. A business plan sets specific objectives and describes how your business 
expects to achieve them. A good business plan includes sales projections 
for the short term (the first year), the medium term (two to five years after 
startup), and the long term (five years in the future). It describes what 
products and services will be introduced over the next five years and sets 
forth future business plans, such as expansion of the business. 

3. A business plan describes the backgrounds and experience of the people 
who will be running the business. Banks and other lenders make financing 
decisions based on how well they think a company  can meet its objectives. 
If you provide information on the background and experience of the people 
who will be running  your company,  the bank or investor will be more likely 
to invest money in your business. 

 
 
 
 

 
Why is a business plan important to the success of the business? 

TEACH 
A business plan should 
describe who, when, and why. 
For example, a business owner 
must determine who will buy 
his or her product or service, 
how often they will buy, and how 
much they will pay. 
Creating a business plan forces 
the entrepreneur to check 
and justify assumptions about 
the future. Advise students 
that lending institutions 
normally expect two- to five- 
year projections, called “pro 
formas.” 
Projecting into the future forces 
the entrepreneur to identify 
on paper the market, the 
competition, and the value of 
the product or service. 
 

THINK VISUALLY 
Ask students to answer the 
photo caption question. A 
business plan helps you 
visualize all aspects of your 
business and outlines the 
steps for opening and operating 
the business. 
 

TEAMWORK 
Have the groups share their 
examples with the class and 
write their answers on the 
board. Examples might 
include knowledge of home 
building materials for the 
roofing company, knowledge 
of programming languages 
for the software development 
group, knowledge of ordering 
procedures for the convenience 
store, and a CPA license 
and computer skills for the 
accounting firm. 
 
 
 
 
 

TEAMWORK 
 

In small groups, 
brainstorm the ideal 
backgrounds and 
experiences of people 
who could run these 
new businesses: roofing 
company, software 
development group, 
convenience store, 
accounting firm. 
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NET BOOKMARK 
Barbara wrote her business 
plan as part of a class 
assignment. Writing the plan 
gave her confidence in her idea. 
It showed her that building a 
successful business based on 
her concept would be possible. 

 

TEACH 
Explain how writing a business 
plan can give an entrepreneur 
more confidence about the 
business idea. A business 
plan “forces” an entrepreneur 
to think about all aspects of 
the business, which helps the 
entrepreneur envision success. 
Discuss why it is important to 
communicate your business 
ideas to others. Many new 
business owners need to 
obtain financing. Lenders 
and investors will require a 
business plan before offering 
financial support. 

 
CheckPOINT 

 

What are the three main purposes of a business plan? 
The three main purposes of a business plan are to explain the main business idea, set 

specific objectives, and describe the background of management. 

 
 
 
 

Importance of a Business  Plan 
 

Every new business must have a business plan. When comparing  businesses that 
succeed to those that fail, there is often one important difference—the  business 
plan. Business owners that develop and follow a business plan are more likely 
to succeed than business owners who do not have a business plan. The business 
plan is important for several reasons. 
 

1. A business plan makes you think about all aspects of your business. Stan 
Meyer began a graphic  design business from his home. He spent many 
hours  visualizing the business and thought he was ready to start  it until 

he sat down  to write his business plan. He 
had not made sales and profit projections. 
He had also not thought about  the possibility 
of needing to hire staff if the business grew 
too large for him to handle  alone. Drafting 

 

The textbook lists several reasons why business plans are important 
to entrepreneurs. Access www.cengage.com/school/business/21biz 
and click on the link for Chapter 2. Read about Barbara Mulford’s 
experiences starting her own business. Why did she originally write 
her business plan? Identify at least one way her business plan was 
important to her becoming a business owner. 

 

www.cengage.com/school/business/21biz 

a business plan helped Stan gain even more 
confidence in his business idea. It showed  him 
that  building  a successful business based on 
his concept  would  be possible. Working  on his 
business plan also helped Stan think  through 
business strategies,  recognize limits, and 
identify problems  he might encounter. 
2.  A business plan may help you secure 

financing for your business. Lenders require 
a business plan before they will consider 
financing a business. Without a business plan 

 
TEACHING STRATEGIES 
Hearing Impaired Students 
Seat hearing impaired students 
in the front of the room. Always 
face a student when speaking. 
Keep instructions simple and 
clear. 

you will not be able to obtain  a business loan. Lenders will review the 
financial section of the business plan, which will state how much money is 
needed to operate  the business and how the money will be used. Lenders will 
also be interested  in the financial projections showing estimated  revenue, 
expenses, and profit. 

3. A business plan helps you communicate your ideas to others. By the time 
you write your business plan, you will have given much thought to the 
business that you want  to establish. You will also believe that your business 
will succeed. If you communicate your ideas well on paper, you will 
convince the reader that your business will succeed. This can help you get 
a loan from a bank. It also may convince suppliers  to extend credit to your 
business. 

http://www.cengage.com/school/business/21biz
http://www.cengage.com/school/business/21biz
http://www.cengage.com/school/business/21biz
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Business  Math Connection 
 
 

When making decisions about  loans, loan officers look at industry 
information, location,  marketing plans, and your qualifications and 
experience. They want to be sure that you and your business are good 
risks and that you will be able to repay the money they loan you. The 
amount of the monthly  payment  will be calculated, and the bank will 
determine  if you can meet the repayment  plan. If Nora  and Samantha 
need a bank loan of $55,000 and the bank offers them a five-year loan at 
an interest rate of 8 percent per year, what is their monthly  payment? 

 

SOLUTION 
To calculate interest, use the following formula. 

Interest = Principal X Rate X Time 
Interest = $55,000 X 0.08  X 5 = $22,000 

To calculate the monthly  payment,  use the following formula. 
(Principal + Interest)   ÷ Total Number of Payments = Monthly Payment 
($55,000 + $22,000) ÷ 60 months    = $1,283.33 

 
 
 

4. A business plan can serve as a tool fo 
business. Once your business is up a 
can use the business plan in your de 
It acts as a guide for business operat 
be used to track whether  your busin 
developing according  to plan. 

Adam Rothwell  regularly uses his 
plan to help manage his company, 
Suburban Pools. Adam’s plan laid 
out his vision of how the company 
would grow over time. By following 
the strategies he described in his 
plan, he has increased sales by 

BUSINESS MATH 
CONNECTION 
If Carl needed to borrow 
$15,000 to start Bear Creek 
Embroidery and could get a 
three-year loan at an interest 
rate of 7.5%, what is the 
interest and monthly payment? 
15,000 3 0.075 3 3 years 5 
$3,375 in interest 
Monthly payment: ($15,000 1 
$3,375) 4 36 5 $510.42 
 

TEACHING STRATEGIES 
Gifted Students 
Have students research interest 
rates offered by several local 
lending institutions. Ask why 
the rates vary and what affects 
lending rates (i.e., length of the 
loan, collateral to secure the 
loan, inflation, Federal Reserve 
policies, etc.). 
 

TEACH 
Explain that business plans 
should be a work in progress. 
Plans should be updated every 
6 to 12 months, including 
the goals and strategies for a 
one-, two-, and five-year plan. 
Also explain to students that 
business plans face a lot 
of competition. People who 
read plans (bankers, lenders, 
venture capitalists, etc.) are 
presented with hundreds each 
year. The plan that stands out 
in a crowd will be read first. An 
attractive cover and interesting 
graphs and charts will help any 
plan get noticed. 
 

THINK VISUALLY 
Ask students to answer the 
photo caption question. A 
business plan can be used in 
the decision making process. It 
provides strategies for growing 
the business. 

offering new products and by 
targeting  a larger area. 

 
 
 

CheckPOINT 

 
How can a business plan be used to manage 
a business? 

 
ONGOING ASSESSMENT 
Ask students to state why a 
business plan is important in 
their own words. 

 

Why is a business plan important to an entrepreneur? 
Business plans help entrepreneurs think about all aspects of the business, communicate 

ideas to others, serve as a management tool, and secure financing. 



 

2.1 ASSESSMENT 
 
RETEACH 
Have students tell you in their 
own words the purpose of a 
business plan. 

 

ENRICH 
Have students interview 
entrepreneurs about how they 
wrote their business plans. 
Students can then make oral 

 
 
 

Think Critically 
 
1. Why do you think the quality of the business plan is so critical to an 

entrepreneur’s success? 
Answers will vary. Correct answers may include that a good business plan shows that the 

business idea is solid, aids in obtaining financing, and represents a way to measure the 

progress of a startup. presentations to the class on    
what they learned. 

 
ASSESS 
Ask students to explain why the 
business plan can mean the 
difference between success or 
failure. 

 

CLOSE 
Ask students to make a list of 
questions that a bank officer 
might ask an entrepreneur who 
is applying for a loan. 

 

Make Academic Connections 
Answers 
5. Answers will vary. Correct 

examples include making 

2. Melinda  Rosati wants to purchase  her uncle’s barbershop. Because it is an 
ongoing business, Melinda  doesn’t think she needs to write a business plan. 
Do you agree or disagree with Melinda’s opinion?  Why or why not? 
Answers will vary. Correct answers may include that Melinda should write a business plan 

because she will run the business differently than her uncle did, making it, in effect, a new 

business. 

3. Putting your business plan in writing helps you communicate your ideas to 
others. Do you think discussing your business plan out loud in a meeting can 
also help you get your ideas across? Why or why not? 
Answers will vary. Discussing your business plan with others might help because they can 

 
give you feedback on your ideas. sales calls to doctors and                                                                                                                                                                    

social service agencies 
and distributing fliers at 
pharmacies. 

 

Make Academic  Connections 
 

4. Problem Solving André Kitaevich uses the business plan he wrote to 
help him run the day-to-day operations in his jewelry store. On what specific 
issues might André consult his plan? 
Answers might include sales projections, new products and/or services to offer, and 

 
expansion plans. 

 
 

5. Communication You are starting  a business in the home healthcare field. 
Write a paragraph explaining  the idea behind the business. Be sure to spell 
out how you plan to market  its services. 

6. Math  If Nora  and Samantha need a bank loan of $75,000 and the bank 
offers them a five-year loan at an interest rate of 9 percent per year, what is 
their monthly  payment? 
Interest is calculated at $75,000 3 0.09 3 5 5 $33,750.  The monthly payment is 

 
calculated at ($75,000 1 $33,750) 3 60 5 $1,812.50. 
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