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LEARNING OBJECTIVES

After Finishing this module you will be able to:

 Understand basic (but important) financial terms

 Understand the Business Model Canvas 

 Create your own Business model Canvas
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Once you have decided on your idea and initially analyzed its potential, 
you need to outline and define how you will make it successful, and what 
you need to get there. One of the most important steps in this process, 
is to create your budget, and become aware of your financial options. 
Furthermore, you must understand how the different parts of your 
startup interacts. For this part the Business Model Canvas (BMC) is a 
highly practical tool.

INTRO



FINANCIAL LITERACY

What is Financial literacy?

The Organization for Economic Co-operation and Development (OECD) 
and the International Network on Financial Education (INFE) define 
financial literacy as:

“A combination of awareness, knowledge, skill, 
attitude and behavior necessary to make sound 
financial decisions and ultimately achieve 
individual financial wellbeing”.
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There are various reasons why new startups fail - no market need, running 
out of funds, impractical business models, competition, lack of resources, 
unskilled employees, incorrect forecasts, etc. but financial capability and 
poor planning is amongst the top cited reasons.

*In module 2.3 you will learn about basic accounting (income statement, 
balance sheet, etc.) and in module 2.5 you will learn about investment 
methods and strategies. This module will focus on budgeting and 
borrowing (followed by the Business Model Canvas).



BUDGETING

Business budgeting is one of the most powerful financial tools.  
Designing and maintaining a good short- and long-range financial plan  
enables you to control your cash flow instead of having it control you.

The most effective financial budget includes both a short-range,  
month-to-month plan for ONE CALENDAR YEAR and a long-range,  
quarter-to-quarter plan (used for financial statement reporting).

The long-range plan should cover a period of at least THREE YEARS.  
The long-term budget should be updated when the short-range plan is prepared.
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your business in order to establish your budget.

You will need to answer questions such as:
  • How much can be sold in year one?
 • How much will sales grow in the following years?
 • How will the products and/or services you’re selling be priced?
 • How much will it cost to produce your product?  
  How much inventory will you need?
 • What will your operating expenses be?
 • How many employees will you need? How much will you pay them?  
  How much will you pay yourself? What benefits will you offer? 
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  • What will the income tax rate be?
 •  What will your facilities needs be?  
  How much will it cost you in rent or debt service for these facilities?
  • What equipment will be needed to start the business? How much will it cost?  
 • Will there be additional equipment needs in subsequent years?
 • What payment terms will you offer customers if you sell on credit?  
  What payment terms will your suppliers give you?
  • How much will you need to borrow?
  • What will the collateral be? What will the interest rate be?
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budgeting function that comes with most bookkeeping software packages. You 
can also purchase separate budgeting software.

The first step is to set up a plan for the following year on a month-to-month basis. 
Starting with the first month, establish specific budgeted levels for each category 
of the budget. THE SALES NUMBERS WILL BE CRITICAL since they will be used to 
compute profit margin and will help determine operating expenses, as well as the 
accounts receivable and inventory levels necessary to support the business. 

For your operating expenses, also consider items such as advertising, auto, 
depreciation, insurance etc..



ELEMENTS OF THE INCOME STATEMENT

REVENUES

• Sales
  Selling goods
  Rendering services
• Performing other 
 business activities
  Interest revenue
  Dividend revenue

*More info and in depth explanations of the income Statement in module 2.3

OTHER
Increase or  
decrease equity

• Sale of investments  
 or assets
• Settlement of liabilities
• Depreciation of assets

EXPENSES

• Cost of goods sold
  Selling goods
• Costs of doing business
  Salary expense
  Rendering services
• Other type of expenses
  Depreciation expense
  Interest expense 



BALANCE SHEET BUDGETING

Many financial budgets provide a plan only for the income statement; however, 
it is important to budget both the income statement and balance sheet. This 
enables you to consider potential cash-flow needs. For example you need to 
budget the effect debt service will have on cash flow.

On the balance sheet assets, break down inventory by category. For instance, a 
clothing manufacturer has raw materials, work-in-progress and finished goods. For 
inventory, accounts receivable and accounts payable.

Consider each specific item in fixed assets broken out for real estate, equipment, 
investments and so on. If your new business requires a franchise fee or copyrights 
or patents, this will be reflected as an intangible asset.



ELEMENTS OF THE BALANCE SHEET 

ASSETS

• Probable future economic   
 benefits
• Obtained from past     
 transactions or events
• Real estate, equipment,   
 inventory, patents, etc.

+ =

*More info and in depth explanations of the Balance Sheet in module 2.3

LIABILITIES

• Probable future sacrifices  
 of economic benefits
• Arising from present    
 obligations
• To transfer assets or provide  
 services in the future
• As a result of past     
 transactions or events
• Bank loans, accounts payable, 

EQUITY

The residual 
interest in  
net assets

How the money is invested Where the money came from
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for the stockholders’ equity (common stock, preferred stock, paid-in-capital, 
treasury stock and retained earnings).

Do this for each month for the first 12 months. Then prepare the quarter-to-
quarter budgets for years two and three.

You need to prepare the income statement budgets first, then balance 
sheet, then cash flow. You will need to know the net income number before 
you can prepare a balance sheet. For the cash-flow projection, you will need 
both income statement and balance sheet numbers.



FUNDING

Once you have your budget in place, you now know how much funding you 
need to bring your idea to life.

At this stage, many entrepreneurs instinctively think of investors, but be 
very aware that you have proved nothing yet, and an early stage investor 
(if you can even find one) will demand to be compensated for the risk you 
represent. 
Furthermore, the investor will most LIKELY REQUIRE INFLUENCE on how the 
company is run (this CAN however ALSO BE AN ADVANTAGE, if the investor 
has experience in the industry).
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of a success than 100% of a failure”, but if you are able of retaining all 
ownership in the startups beginning, you can get much better terms once you 
have proof of your concept (test results, sales, acknowledgement from the 
market, branding value, etc.). 

Furthermore, an early stage investor will often require rights to buy 
additional shares of your startup, at a price assumed lower than the expected 
price at that point in the future (and this will make potential new investors 
reconsider…).



BORROWING

The classic alternative to investors is business loans. Typically, entrepreneurs 
would go for BANKS or FINANCING INSTITUTIONS. 

These organizations will require that you ensure them that your business 
will become successful, through showing reliable numbers or signed sales 
contracts. As this is somewhat impossible in the early stage, they will most 
likely demand that you put up COLLATERAL (your house, apartment, car etc.) to 
compensate if the business fails, and they will demand high interest rates due to 
the uncertainty. 
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your loan application is the Debt Service Coverage Ratio (DSCR). 

To figure out your DSCR, you simply divide your net operating income by your 
total debt service. Some lenders may accept a 1.0 ratio, however, most require 
a DSCR that shows your annual net operating income is higher than your total 
debt, especially regarding early stage businesses.

=

NET OPERATING 
INCOME

TOTAL DEBT 
SERCIVE

DSCR
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  • can not show positive DSCR, 
 • weak cash flow (if any)
  • do not own sufficient assets to meet the collateral requirements, 
  • bad credit score
 •  lack of sufficient preparation (the loan application and business plan)
  • lacking industry experience (uncertainty in your ability)
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often forced to go for alternative solutions (where trust or interest in the 
startup idea is higher).

As described in earlier modules, Friends, Family and Fools (FFF) are very 
important in your initial testing and selling phase. They can also be the perfect 
solution for your initial funding, as they believe and trust in you, and are highly 
interested in you becoming successful. 

Be aware however that mixing business and pleasure can be tricky and risky…



FFF BORROWING

it’s important to be as disciplined as you would be in dealing with a professional 
investor/lender.

SOME BASIC RULES:
 • Treat them as if they were strangers.
  • Make it an “arm’s length” transaction, and insist on the same sort of legal  
  documentation you would prepare if they were a total stranger.
 • Check with a lawyer.
  Lending money can be tricky for people who can not view the transaction  
  at arm’s length; if they do not feel you are running your business correctly,  
  they might try to interfere. This can create a lot of hard feel ings. Have a   
  lawyer check and approve the contract and terms, whereby arguments can  
  be settled without feelings.



REPAYMENT STRATEGY

Try to avoid obligations with fixed repayment schedules. Consider instead “cash 
flow” obli gations, in which your investor/lender will receive a percentage of your 
operating cash flow (if any) until they have either been repaid in full with interest 
or achieved a specified percentage return on their investment.

This can also be structured as milestone loans, where the next loan will only take 
place if you and your business meats certain goals at certain times. This creates 
additional reliability and comfort from the lender.



BUSINESS MODEL CANVAS (BMC)

The Business Model Canvas (BMC) enables you to design your business and 
communicate its potential. It is a highly effective INTERNAL and EXTERNAL 
tool, that should be PART OF ALL BUSINESS PLANS. The BMC will give you an 
overview of your business, and show you how the different building blocks 
interact.

BMC consist of nine building blocks, split in the Front Stage and Back Stage of 
your business.

BACK STAGE
 • Key Partners
 • Key Activities
 • Key Resources
 • Cost Structure

FRONT STAGE
 • Customer Segments
 • Value Proposition (in the middle)
 • Customer Relationships
 • Channels
 • Revenue Structure
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Business Model Canvas (BMC)

Key Activities 

Key Resources 

Key Partners 

Cost Structure 

Customer Relationships 

Customer Segments 

Value Proposition 

Channels 

Revenue Structure 

Back Stage Front Stage 



BMC FRONT STAGE

CUSTOMER SEGMENTS
The Customer Segments building block 
defines the different groups of people 
or organizations a company aims to 
reach or serve.

 • Mass market
 • Niche market
 • Segment
 • Diversified
 • Multi-sided platforms
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The Value Propositions building block 
describes the bundle of products and 
services that create value for a specific 
Customer Segment

 • Newness
 • Customization
 • Design
 • Brand
 • Price
 • Cost or risk reduction
  • Accessibility, Convenience and usability
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The Channels building block describes how 
a company communicates with and reaches 
its Customer Segments to deliver a Value 
Proposition

 • Sales force
 • Web sales
 • Own stores 
 • Partner stores
 • Wholesale
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The Customer Relationships building block 
describes the type of relationships a company 
establishes with Customer Segments

 • Personal assistance
 • Self service
 • Automated services
 • Communities
 • Co-creating
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The Revenue Structure building block 
represents the cash a company generates 
from each Customer Segment

 • Asset sale
 • Usage sale
 • Subscription fees
 • Renting/leasing 
 • Licensing



BMC BACK STAGE

KEY RESOURCES
The Key Resources building block 
describes the most important 
assets required to make a business 
model work.

 • Physical
 • Intellectual
 • Human
 • Financial
 • Experience
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The Key Activities building block 
describes the most important 
things a company must do to make 
the business model work.

 • Production
  • Problem solving
  • Platform
  • Network
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The Key Partners building block describes 
the network of suppliers and partners that 
make the business model work

 • Optimization and economy of scale
 • Reduction of risk/uncertainty
 • Particular resources and activities



B
M

C
 B

A
C

K
 S

TA
G

E COST STRUCTURES
The Cost Structure describes all costs 
incurred to operate a business

 • Cost driven
 • Value driven
 • Fixed costs 
 • Variable costs
 • Economies of scale or scope



CREATE YOUR BMC

Use the free tool:
https://canvanizer.com/



RESOURCES

https://www.entrepreneur.com/encyclopedia/budgeting

https://www.entrepreneur.com/article/286737

https://www.forbes.com/sites/jaredhecht/2016/11/29/18-budget-tips-all-new-entrepreneurs-
need-to-know/#4db946ca6d02

https://www.forbes.com/sites/theyec/2017/05/31/four-things-every-financially-literate-
entrepreneur-should-know/#1c7b74b61637

https://ec.europa.eu/epale/en/blog/building-sustainable-businesses-importance-financial-
literacy-entrepreneurs

https://www.entrepreneur.com/article/283998

https://www.entrepreneur.com/article/284001

https://www.entrepreneur.com/slideshow/314882

https://www.entrepreneur.com/article/286737
Osterwalder, Pigneur & al. (2010) Business Model Generation, self published


