How to write a business plan ____________________________________________________________

____________
'Fail to plan, plan to fail ' is a useful adage especially for anyone starting a new business.
Today it is a non-negotiable fact of business life: any bank or other financial institution you approach to invest in your new (or existing) business will demand a business plan.
Key lesson:
A business plan has four main purposes.
(1)   To help the founder(s) consider important aspects of a potential new venture before deciding to actually start the enterprise and to arrive at a 'go' or 'no go' decision on its viability as quickly as possible.
(2)   To become the initial planning document for the new venture.
(3)   To become an important way of controlling the venture's actual creation and progress over its first few years of operation.
(4) To be presented to potential investors and to bankers as the key way of obtaining the bilk of the money needed to start and to grow the business over its first few years.
Related sub-lessons:
1.   The plan should be written around the probable questions of its readers.
  If the plan is to be used to obtain external finance, there is a common and standard list of questions, and therefore a Exhibit of contents which need to be convincingly answered.   These questions are outlined in this note.
2.   Write it yourself but use relevant outside help and get an independent assessment of the plan.
The founders of the enterprise and its initial senior managers must have, or at least know how to assemble, the detailed

knowledge of the product (or service)   its target market, its competitors, its unique or sustainable advantage over these competitors, and the enterprise's long-term potential rewards and its inherent risk factors.   In summary, these people are best placed to plan its creation and on-going and successful development.
  There are a variety of outside support agencies and professionals (e.g. accountants, business consultants and government agencies) which can help.
3.   Show the plan is both imaginative and realistic.
Remember that planning is by definition about the future.   Unless the business plan's
  writers have a 'crystal ball' or are omniscient, it is highly unlikely that they can forecast the new enterprise's results — especially its financial ones — with 100%   accuracy. Most consultants suggest that the plan present three separate but related forecasts - ie, a best case, a worst case, and a most likely case. Before submitting it to a financier, it should be checked out by an independent reviewer.
Recap and review:
A business plan is a communication and planning device which addresses questions which are vital to the birth and progress of an enterprise. It must be as thorough, realistic, concise, clear and persuasive as possible. It is also a 'living' document.
Major references:
Sims, B. and Williams, S. (1993): The Australian Small Business Guide Melbourne, Penguin Books, Chapter 6.
O' Donnell, M. (1988): The Business Plan: A State-of-the-Art Guide, Mass., Lord
Publishing, Inc.
  Key lesson: Business plans have four main purposes

    A business plan is normally a written study of what an enterprise plans to do over a several year period, with special emphasis placed on such issues as the enterprise's situation to date (if it is already in business); its aims and objectives for this future period; how it plans to go about achieving these aims (ie. its strategy); what resources it will need to carry out this strategy; what financial outcomes will therefore be achieved; and how its managers plan to either keep its projected profits in the enterprise to fund new initiatives, and / or to distribute these profits to its owners.

    For a completely new enterprise, a business plan serves four main purposes:
    (1)   to help the founder(s) consider important aspects of a potential new venture
      before deciding to actually start the enterprise and to arrive at a 'go' or 'no go'
      decision on its viability as quickly as possible;
    (2)   to become the initial planning document for the new venture;
    (3)   to become an important way of controlling the venture's actual creation and its
      progress over its first few years of operation; and
    (4) to serve as a primary tool to communicate the business idea to potential
    investors and to bankers.

    This note places emphasis on the fourth of these purposes.

    There are many potential sources of money for both new and existing enterprises.   A lot of small enterprises are started with a little money either provided by the founder(s) or their immediate circle of family and friends.

    If the business

enterprise however wants to grow quickly, then other sources of money will usually have to be approached. Often a bank is contacted. It is most important to understand that such potential financial backers as banks are also business enterprises and therefore are primarily interested in making profits.   Their managers are people who are responsible to their company's owners (ie its shareholders) to make as much money for the company and these owners as possible, while keeping their level of financial risk to an accepExhibit level   They almost always demand to see a formal business plan very early on in the negotiation process. They will very quickly want to see from the business plan what is the most probable balance between projected financial returns and financial risk.

    One of the newer types of business finance is venture capital. It is a special form of business finance:
    (1) which is primarily equity (or risk) capital, rather than a loan and therefore not secured by some asset like a motor vehicle or a factory   or a person's house;
    (2) that is invested in new or young enterprises with a view to gaining a capital gain
    usually over a three -to - five year period ; and
    (3) it normally provides both money and on-going management support to the
      business.

    Studies of such venture capital organizations have generally noted that these type of investors in new and growing enterprises have very clear financial aims and specific requirements which any business plan must address.   Some of the main ones are summarised in 

Exhibit 1.

  Exhibit 1: Venture capitalists' rules of investment in enterprises

      • Some will only invest a large amount of money in a business, eg. $250000.
      • Most venture capitalists will only invest in a business for around a five year period.
      (     They need to see a clear 'exit' strategy.: i.e. they will need to be shown
            how they will be able to get out of thew investment cleanly and at an
        adequate profit over the total venture capital investment)
      • They will all want a return on their financial investment that is greater
      than what could be earned from a very low risk investment, e.g. the
      projected yield on ten year government bonds.   The higher the risk, the
      greater the return they will want.
      • They will often only consider investing in certain industries or technologies (i.e. most tend to specialize their investments)

    Sims and Williams (1993) are instructive about these potential financiers needs when it comes to a business plan.

        To persuade someone to lend or invest enough money in your business to enable you to achieve your [objectives and] strategy, you will need to:
        • show that the lender or investor stands a good chance of being paid     back [the amount of their business loan] or getting a good return on their [equity] investment;
        • instil confidence about your abilities to manage the business and, if   applicable, show that you already have the beginnings of an               experienced management team;
        • demonstrate

that there is a good market for your product or service.

        To achieve these objectives you must bring out what is exciting about the prospects of your business, combined with a thoroughly prepared presentation of the back-up figures and research … you must allow the reader of your plan to be able to identify instantly what is so interesting about your business (Sims and Williams, 1993: 62 emphasis added).

    Studies have indicated, in fact, that most business plans only have a five minute window of opportunity.   That is to say that the founding team has only about five minutes to grab and keep a potential investors interest in the team's business plan.   This is obviously a very small amount of time.

    Clearly the team must be able to distill and persuasively communicate their new venture’s essential features, competitive advantages, key strategies, resource requirements, financial needs and prospective investment returns.

    Sub lesson number 1:
    The business plan around should centre on answering key questions

    There are several important communication and presentation guidelines for writing a plan as a finance raising document. Exhibit 2 presents some communication tips for business plan writers (they are taken largely from Sims and Williams 1993).

      Exhibit 2: Some communication tips for a fund-seeking business plan
      (1) Show care in presentation both of the Plan and of yourself as its 'owner'
      (2) Be brief but informative and remember you readers' time constraints:
      •   Keep the Plan's

length to the minimum possible
      • Place the very detailed information in appendices
      • Use 'pictures' or graphics wherever possible.
      (3) Practice your verbal presentation of the plan.
      (4) Limit its circulation - treat it as an important document.
      (5) Have a credible third party submit it for you to potential investors
      (6) Facilitate an active response: eg
      •   Listen carefully to questions & make sure you answer them as asked.
      • Include strong and authoritative statements of support.
      (7)   Keep your projections and strategies realistic.
      Source: Based on Sims and Williams (1993)

    If you are using the plan for seeking external finance, there is a fairly standard list of important questions that the business plan must credibly answer. These are detailed in Exhibit 3.

      Exhibit 3: Important questions for a business plan to answer

      (1)   What is the company's present status?
      (2)   What are its current needs?
      (3)   What is its expected future? (over the next 5 or so years)
      (4)   What specific business objectives will it be pursuing and why?
      (5)   What are its
        ¶ Essential products or services?
        ¶ Unique business features?
        ¶ Customers and their requirements?
        ¶ Marketing strategies?
        ¶ Production or product supply plans?
        ¶ Research & development and innovation plans?
        ¶ Management team's credentials and experience (if any) in this     type of business?
  

      ¶ Organizational structure and human resource development processes?
        ¶ Most important assumptions and their justifications?
        ¶ Inherent risks and plans to minimize their negative consequences?
      (6)   What are its financial requirements and return on investment projections?
      (7)   Specific plans for investors to be able to 'exit' from the business?
      (8)   What are its long-term growth and development strategies?
    There are no hard and fast rules about the contents of a business plan.   However most experts suggest that the written business plan should consist of the sections specified in Exhibit 4.   A much more detailed Example template for a Business Plan is attached to this note.   It uses the same sections

      Exhibit 4: Standard contents of a business plan

      •   Covering letter
      • Executive Summary (see below for more guidance)
      • Exhibit of contents
      • Enterprise mission & objectives: enterprise overview
      • Products and related services
      • Market and customer analysis
      • Environmental and Competitor analysis
      • Marketing strategy
      • Operations strategies
                  - Product (or service) acquisition and / or material procurement and
                      manufacturing strategy
      - Technology and Research & Development strategy
      - Management and human resources strategy   (including senior
                      management profile)
            - Implementation schedules and proposed time lines for major events

          •   Risk identification and risk management plans
          • Financial objectives, strategy and financial projections and venture finance proposal
      • Appendices

    As a general rule, the total business plan, excluding appendices, should be brief- no more than fifty pages is a suggested guideline.

    The Executive Summary listed above should be just that: namely a brief but both convincing and exciting summary of your business plan written for the attention of a very busy person, ie. a potential investor.   As a guide, it should be no more than 3 pages in length and preferably less than 2 pages.

        The most important section of your business plan is the executive summary. After months of work, if you haven't sold the business opportunity in the first five minutes of reading, you have lost your reader.   If not excited on the first two pages, the reader certain won't hunt through the chapters for what makes your venture truly unique and worthy of [financial] support.   The executive summary should highlight the most significant points of your business plan and entice the reader to read on.   [O'Donnell (1988: 5)]

  Without limiting business plan writers' freedom to adopt a unique approach to communicating with potential investors, Exhibit 5 is one recommended skeleton format for a verbal presentation of an business plan and a written   Executive Summary of a Business Plan.

  Exhibit 5: Suggested content of an Executive Summary

  [pic]

    Sub lesson number 2: Write it yourself

    The enterprise's creators

and probable initial management team are the ones that must have (or acquire) the most detailed knowledge of the product, its target market, its competitors, its unique or sustainable advantage over these competitors,   its long-term potential and its inherent risk factors. Therefore they are the ones who should write the business plan. There are several possible traps that this team may fall into in taking charge of writing the Business Plan.   Several major ones are shown overleaf in Exhibit 6.

      Exhibit 6: Frequent mistakes made by inventors who write business plans

      • Over-emphasizing and uncritically extolling the product's
      underlying technology or its uniqueness.
      • Under-estimating the probable strength of retaliation from existing
      competitors.
      • Writing it from your viewpoint, not the potential investors: in other
      words assuming that everyone is as excited about its potential as
      you are.
      • Forgetting the risks you are asking potential investors to take /
      being upset by how much of the profit and potential returns you
      will have to give up to the greedy 'bankers'.

    Exhibit 7 overleaf presents some useful set of guidelines for business plan writers is provided by Professor Karl Vesper and Rich and Gumpert (1985).

  Exhibit 7: General guidelines for self-written business plans

      • Emphasize the enterprise's customers and how you plan to service
      their needs and requirements better than all competitors.
      • Address investors' needs sensibly

and credibly and be aware of their
      priorities and expectations of you.
      • Focus the written plan on key areas, not on what interests you as a
      professional (and/ or an inventor) .
      • Make the plan happen: ie. show you have specific action programmes
        and have thought through issues like patents, total quality management,
        and responsibility assignment.
      ● Use hard data wherever you can rather than making assumptions.
      • Identify the plans most important (or key) variables and do some
      sensitivity analysis around the impacts of changes in these variables.
      • Be realistic: show inherent weaknesses and risks and how you plan to tackle them. However, do not be over-pessimistic.
      • Pre-test the plan before you submit it to potential investors.

    To write a winning business plan can take a lot of time - some say up to several hundred person hours.   It possibly all sounds too hard, a 'mission impossible'.   Do not despair - there are a host of readily accessible and relatively low cost sources of assistance that you can, and should, call on.

    Sub lesson number 3: show your plan is both imaginative and realistic.

    Remember that planning is by definition about the future.   Unless you have a crystal ball or are omniscient, it is highly unlikely you can forecast your new enterprise's results - especially its financial ones - with 100% accuracy.

    The solution most consultants and business advisers offer is that you present three separate forecasts - ie, a best case,

a worst case, and a most likely case - in your business plan. This applies equally to the marketing sections of the plan, and production or product supply section and especially the financial projections section of the business plan. What you may well decide to do is to put the most likely forecasts in the main body of the business plan and the other two projections (that is best case and worst case) in an appendix or a series of appendices.

    With the range of computer-based forecasting packages available today, including such 'household' standards as LOTUS 1-2-3 and EXCEL, plus more specialized financial programs like GOALFIX there really is no valid excuse for complaining that it is all too hard, especially for small businesses and / or development teams with very limited dollars to spare on such perceived niceties.

    The other tactic that is strongly recommended by most sensible business advisers and many 'bankers' is that you have your draft business plan thoroughly reviewed by an experienced business practitioner before you submit it in earnest to a potential investor.
    By way of final guidance, Exhibit 8 is a list of essential review questions for your consideration.
    Exhibit 8: Essential review questions for a business plan

      • Is it written with its intended readers clearly and consistently in mind?

      • Is it relatively free-standing or does it need cross referencing to other
      documents?

      • Does the plan realistically assess the customers' demand for the product?

      • Have target customers and

markets been test marketed or at least surveyed?

      • Has the projected target market been realistically quantified? Have its intended level of commitment to the new business been realistically demonstrated? Has it be proven to be large enough to support a new business?

      • Are competitors (both current and potential) realistically identified and
      analyzed?

      • Have the key ingredients for success been identified? Does the planned
      business seem to meet them?

      • Is the founding management team right for this type of business?

      • Are all it projections /forecasts reasonable?

      • Are these forecasts supported by credible 'hard' evidence?

      • Are all major assumptions explicit and tested for sensitivities?

      • Have major areas of risk been considered and planned for?

      • Does it make sense overall?

      • Is there something unique or different about it?

      • Would you invest in this business as it is presented in the business plan?

Example template for a business plan

1.0 Executive Summary

1.1 The business and its strategic aspirations

          1.2.1 Type of business venture (e.g. manufacturing business, retail business,   import/ export business…)
1.2.2 Brief summary of the enterprise's vision, mission and strategic objectives.
1.2.3 Major business milestones and proposed time frames
1.2.4 Major business risks and plans to minimize them.

1.2 The target market and customers' requirements

1.2.1 Who is the potential market
1.2.2 Why customers will

buy the product or service
1.2.3 What is the target market
1.2.4 Target market's size and value and market share aimed for
1.2.5 Marketing strategy to service the target market.

1.3 The product and its unique features

1.1.1 Description of product or service
1.1.2   Customer benefits offered by product
1.1.3 Unique aspects of product or service
1.1.4 Intellectual property protection (if any)

1.4 Marketing objectives and strategies

1.4.1 Key marketing objectives

1.4.2   Key marketing strategies

1.5 Operations strategies

1.5.1 Key marketing objectives

1.5.2   Key marketing strategies

1.6 Proposed business structure and Management team and its expertise

1.6.1   Proposed Business legal and organizational structure
1.6.2 Summary of management team and its experience
      1.6.3 Distinctive skills and abilities - how it will succeed.
1.6.4 Outline of management and staff development plan.

1.7 Financial projections and proposed financial arrangement / the venture 'deal'

1.7.1 Summary of financial projections over five years.
1.6.2 Statement of money needed to achieve enterprise's objectives
1.7.1 Type of finance sought
1.7.2 What is being offered to investors in return for their finance
1.7.3 Projected financial returns to investors

2.   Body of business plan

1.0 Enterprise mission and objectives; enterprise overview

1.1 Business Mission Statement
1.2 Statement of enterprise objectives and strategic performance indicators
1.3 Explanation of basic value proposition
1.4 Distinctive

skills and abilities - how it will succeed.

2.0 Products and related services

2.1 Description of product / service
2.2 Proprietary features / intellectual & industrial property protection plan
2.3 Quality assurance and product standard maintenance plans
2.4 Future product development plans
2.5 Product liability / safety issues

3.0 Market and customer analysis

3.1 Outline of customers' needs, purchase behaviour and buying processes
3.2 Estimation of current overall market size (both in volume and dollar
    value)
3.3 Market segment analysis and quantification
3.4 Identification of targeted customers and target market
3.5 Estimation of market's and segments' potential growth rates and future size. (both in volume and dollar value)
3.6 Estimation of size of served market (ie. target markets' size and value now and in future).

4.0 Environmental and Competitive analysis

4.1 Outline of key macro-environmental trends and characteristics that are
          likely to most directly impact on the new business. Identify key   opportunities and threats and their strategic requirements.
      4.2 Outline of most important available alternative (or substitute) products
available to target market
4.3 Identification and outline of the companies or organizations supplying
these substitutes (including their ownership, size, resources,   major
  strategies and skills)
4.4 Assessment of their relative strengths and weaknesses from target
market's perspective
4.5 Discussion of competitors' probable responses

to a new rival

5.0 Marketing strategy

5.1 Statement of marketing objectives and related Performance Indicators
- Include Sales forecast and market share objectives (if appropriate)
5.2 Identification of marketing resources needed to achieve objectives
5.3 Assessment of resources available and plans to overcome any resource
gaps
5.4 Specification of the Marketing Mix
          (i.e. Product, Place, Promotion and Price Strategies and tactics to be     used;
    if Plan is for a service, also specify the Processes, People and Physical
    evidence which will be developed and offered to target market)
5.5 Timing and marketing control systems

6.0 Operations strategies

      6.1 Product acquisition and / or material procurement and manufacturing   strategy

      6.1.1 Detail of Plan for ensuring that the finished product (or service) is available for sale to its target market

6.1.2 Internal Production (or external product supply) forecast volumes and integration with Sales forecast
6.1.3 Material and component parts procurement plans (i.e. how will the
          business purchase the materials and components needed to manufacture the product(s)
            6.1.4 Manufacturing processes and systems and / or
External (Subcontracting) product supply arrangements
          (eg. (a) contracts for manufacture and delivery of product to enterprise's   warehouse;   and / or (b) supply of components from local suppliers for further self-manufacture;   and / or (c) import strategy for finished product   or   overseas components

for further self-manufacture etc.)
            Or
          Service Delivery system and strategy
6.1.5 Production Equipment and related support systems acquisition plan
6.1.6 Product (or service) Quality assurance / management processes
6.1.7 Plans for Continuous Improvement of product supply

      6.2 Management and Human resources strategy
      6.2.1 Outline of senior management team and its experience and expertise
      6.2.2 Outline of management development plan
6.2.3 Plans for development of enterprise's people
(e.g. training, skills enhancement, team development, formal education …)

      6.2.4 Salary and motivation systems

      6.3   (Technology and)   Research & Development strategy (if relevant)

6.3.1 Brief history of product's development

      6.3.2 Current status of R&D / technological development (if relevant)
6.3.3 Assessment (and proof) of technical feasibility (if relevant)
6.3.4 Key R&D activities proposed; related milestones and risks

6.4   Facilities strategy

6.4.1 Plan to meet space requirements
6.4.2   Plan to optimize locational requirements

      6.5   Implementation schedule and milestone identification

6.5.1 Implementation schedule
(eg. GANNT chart development schedule)
6.5.2 Project Milestones and contingency plans

7. Risk analysis and risk management plans

7.1 Identification of the plan's major risk factors
      7.2 Plans to minimize the impacts of the major risk on the enterprise's
  Viability and its returns to investors/

8 Financial objectives, strategy

and financial projections and venture finance   proposal

8.1   Key financial objectives
            8.2 Identification of the plan's major assumptions that directly affect financial   forecasts and outcomes
8.3 Assessment of the plan's sensitivity to significant changes in these
assumptions
8.4 Profit and Loss forecast: statement of key outcomes for most likely case
8.5 Cash flow forecast: statement of key outcomes for most likely case
            8.6 Balance Sheet forecast: statement of key outcomes for most likely case
8.7 Projection of total amount of money required to fund the enterprise
over the business plan's time period
8.8 Projection of probable (most likely) returns to investors
8.9 Proposed investment 'deal'
(ie. How much money is being asked of outside investors?   In what form
will this money be provided - as a loan or as buying of shares in the           enterprise (an equity investment) , or a combination of both types? if as an
          equity investment, what percentage of the total ownership of the   enterprise will   each investor be given in return for their equity investment?   How     will equity investors be able to 'exit' from their investment in x years time?

9   Appendices

      9.1 Detailed financial forecasts by month for year 1 and yearly thereafter:   provide separate spreadsheets of forecasts for best case, worst case and most likely case.
      9.2 Letters of support or endorsement from (potential) customers
      9.3   Technical drawings/ circuit diagrams etc – if required / releva
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