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STARTING A GREENHOUSE BUSINESS - AVOID THE FINANCIAL PITFALLS 
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Surveys show that 25% of all new businesses fail in the first year, 
more than half become failures in their first five years of operation -
while 8 out of 10 fall by the wayside within 10 years. The greenhouse 
growing business is no exception to these facts. The principal cause of 
failure in the greenhouse business, as is true with most business ventures, 
is not the lack of technical knowledge on the part of those running the 
business, but the absence of sound business management practices. In short, 
mismanagement of business finances is the major cause of most business 
failures. 

Financial difficulties occur when the business does not generate enough 
cash, above operating expenses, to meet current debt commitments. This 
(Ondition is perhaps more prevalent among beginning businesses since there 
is often a lag in revenues from the time the initial investment is made to 
when sufficient cash is available for payment on the debt created to get 
started in the business. Although cash deficiencies are often characteristic 
of the beginning businessman, they are not confined to him. It is not 
uncommon with the beginning greenhouse operator for total liabilities to 
exceed net worth - in which case, the creditors have more at stake in the 
business than the owner. 

It is particularly critical to do some financial analysis before starting 
into the greenhouse business. It is important to estimate what level of 
debt is likely to be created and how much cash the business can be expected 
to generate, above cash operating expenses, for debt retirement. The following 
illustration will serve to demonstrate, in a very abbreviated way, some 
essential financial considerations concerning the beginning greenhouse business: 

Mr. Grower is thinking of starting a greenhouse business in 1980 and 
has decided, in view of a recent business failure experienced by a close 
friend, that some financial planning would be appropriate. His initial 
plans are to construct four plastic-covered greenhouses 25' x 100' which will 
provide about 8,000 sq. ft. of production area (based on production area = 
80% of total area). He plans to go into year-round production of potted 
plants and bedding plants. 

*Extension Specialist, Farm Management, and Extension Specialist, Floriculture 
and Nursery Production, respectively, VPI & SU, Blacksburg, Virginia. 

Virginia Cooperative Extension Service programs, activities, and employment 
opportunities are available to all people regardless of race, color, religion, 
sex, age, national origin, handicap, or political affiliation. 

AN EQUAL OPPORTUNITY/AFFIRMATIVE ACTION EMPLOYER 



2 

Mr. Grower has estimated his initial capital outlay as follows: 

--Buildings - four 25' x 100' Greenhouses (foundation, 
superstructure excl. plastic cover@ $2.00/sq. ft.) 

--Environmental Control System (heating, ventilation, 
electricity, water @ $2.00/sq. ft.) 

--Storage and Work Shed 
(30' x 50' @ $10.00/sq. ft.) 

--Machinery & Equipment 

Step Van Truck w/Racks 
Sprayer 
Soil Mixer & Sterilizer 
Small Tools & Equipment 

$8,000 
500 

l '500 
2,500 

--Land (2 acres @ $2,000/ac.) 

Total Investment 

$20,000 

$20,000 

$15,000 

$12,500 

$ 4,000 

$71 ,500 

After considerable shopping around, Mr. Grower found it possible to 
finance the land and buildings at 10% for 20 years and the environmental 
control system and other machinery and equipment at 12% for 7 years. Based 
on these financial arrangements (the first monthly payments begin in July), 
his debt commitment in 1980 (the first year of operation) would total $5,706 
($1,806 principal + $3,900 interest). 

To get a feel for the amount of cash the business might generate in 
the first year of operation and how much of an operating loan might be needed, 
Mr. Grower prepared a Proforma Operating Statement for calendar year 1980. 
The facilities would be constructed in the early part of the year and sales 
are anticipated at roughly 60% of what would be expected in a normal year of 
operation. (See Table 1) 

Based on the estimates shown in the first year Proforma Operating 
Statement, it was obvious to Mr. Grower that, although a profit of $4,125 
might be anticipated, an operating loan would be needed to cover the projected 
cash deficiencies. To gain a closer insight to the total cash position 
anticipated in the first year of operation, the following summary was prepared: 

Cash Position 
Grower's Greenhouse, Inc. 

Year 1980 
(First Year) 

Total Business Cash Receipts 
Less: Total Business Cash Operating Expenses 
Less: Operator Draw (if not included above) 
Pl us: Interest Paid 
Cash for Debt Payments Due in 1980 
Less: Debt Payments Due in 1980 

(principal + interest) 
Cash Deficit - First Year 

$36,000 
42,350 

0 
3,900 

($-2,450) 
-5,706 

($-8,156) 
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TABLE l 

Cash Receipts 
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Proforma Operating Statement 

Grower's Greenhouse Inc. 

January l through December 31, 1980 

(First Year) 

Cash Operating Expenses 

Plant Sales $36,000 Labor 
Repair-Maintenance 
Interest 
Seeds-Plants 
Fertilizer-Chemicals 
Plastic Cover 
Supplies 

Total Cash Receipts $36,000 

Advertising 
Gas-Fuel-Oil 
Insurance 
Utilities 
Office Supplies 
Other 
Total Cash Operating Expenses 
Net Cash Income 
Change in Operating Inventory 

(Plants & Supplies) 
Net Operating Profit 
Depreciation 

(Mach. & Bldgs. - ~ yr.) 
Profit 

$18,000 
100 

3,900 
3,500 

800 
800 

l '700 
300 

10,000 
1'500 

800 
600 
350 

$42,350 
($-6,350) 
$13,000 

$ 6,650 
($-2,525) 

$ 4' 125 



This analysis reveals that a cash deficit is likely in 1980. The 
business would, based on the financial arrangements for debt rerayrnent and 
estimates of cash receipts and expenses as shown, fail to generate sufficient 
cash (by about $8,200) to cover operating expenses and debt commitments in 
the first year. This kind of a cash condition is not uncommon with beginning 
businesses and there are alternatives for overcoming these cash deficiencies. 
In addition to arranging an operating loan or providing equity capital, 
these alternatives include increasing cash receipts, decreasing cash operating 
expenses, changing the repayment plan (pay interest only in first year) or 
some combination of these. The important point being - Mr. Grower has done 
some financial analysis on paper before the cash crunch that miqht cause 
business failure to occur. 

Following the analysis, Mr. Grower decided he should estimate his 
business finances for the second year of operation, which would more closely 
represent a normal business year. Debt commitments in 1981, based on the 
previously described financial arrangements on the initial capital outlay 
and repayment of a 121.. operating loan in April would be $20,601 ($12,028 
principal + $8,573 interest). An abbreviated Proforma Operating Statement 
for the second year shows the following: 

Abbreviated Proforma Operating Statement 

Grower's Greenhouse, Inc. 

January l through December 31, 1981 

(Second Year) 

Total Cash Receipts 

Total Cash Operating Expenses 

Net Cash Income 

Change in Operating Inventory 
(Plants & Supplies) 

Net Operating Profit 

Depreciation 
(Machinery & Buildings) 

Profit 

$63,000 

53,773 

$ 9,227 

$ 3,000 

$12,227 

($-5,050) 

$ 7' 177 

Estimates for the second year of operation reveal that a vast improvement 
could be anticipated in both net cash income (up $15,577) and profit (74% 
increase). Even with this apparent financial improvement projected for the 
business in 1981, the question of generating sufficient cash to also meet 
the debt obligations is still there. Thus, the need to again project the 
cash position. 
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Cash Position 

Grower's Greenhouse, Inc. 

Year 1981 

(Second Year) 

Total Business Cash Receipts 

Less: Total Business Cash Operating Expenses 

Less: Operator Draw (if not included above) 

Plus: Interest Paid 

Cash for Debt Payments Due in 1981 

Less: Debt Payments Due in 1981 
(Principal + Interest) 

Cash Deficit - Second Year 

$63,000 

53,773 

0 

$17,800 

20,601 

($-2,801) 

This analysis indicates that Mr. Grower would also need to borrow 
operating funds in 1981, but in a lesser amount than in the first year of 
operation. Projections into the third year would hopefully reveal higher 
profits and sufficient cash generation to meet both cash operating expenses 
and debt commitments. Also, should the third year show a cash surplus 
position, it would not be uncommon for Mr. Grower to need to borrow during 
cash deficit months to meet certain operating expenses. 

Financial analyses of this kind are critical to the success not only 
of the greenhouse business but also for any type of business where borrowed 
funds are a major ingredient. Preparation and use of these financial state-
ments along with net worth and cash flow statements (not discussed here) are 
not only essential when starting a business endeavor but should be used on 
a regular basis for an on-going business if management is to avoid financial 
pit fa 11 s. 

Issued in furtherance of Cooperative Extension work, Acts of May 8 and 
June 30, 1914 and September 30, 1977, in cooperation with the U.S. 
Department of Agriculture. W. R. Van Dresser, Dean, Extension Division, 
Cooperative Extension Service, Virginia Polytechnic Institute and State 
University, Blacksburg, Virginia 24061; M. C. Harding, Sr., Administrator, 
1890 Extension Program, Virginia State University, Petersburg, Virginia 23803. 




	image14624
	image14625
	image14626
	image14627
	image14628
	image14629

