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1.1. [bookmark: _Toc414214744]AN OVERVIEW OF THE BUSINESS PLAN
· A written summary of an entrepreneur’s proposed venture, its marketing, operational and financial strategies, its organisational form and management structure and a schedule or timetable for the implementation of the venture.
· Proof that the entrepreneur has studied the business opportunity and researched the feasibility of the new venture.
· Entrepreneur’s game plan
· Definition: a business plan is a written document that convincingly demonstrates that a business can sell enough of its product or service to make a satisfactory profit and to be attractive to potential backers.

· A business plan aims at achieving the following basic objectives:
· To identify and describe the business opportunity or new venture
· To present a written plan of how the entrepreneur plans to exploit an opportunity
· Explains key variables for a new venture’s success or failure;
· Guideline on the actions that should be taken to establish and operate the new venture;
· Provides instruments such as mission, goals and objectives, target markets, operating budgets, financial needs and so on, that the entrepreneur and managers can use to manage the venture successfully. These instruments form the key components of a business plan.
· To recognise factors that will determine whether the venture will be successful.

· A business plan has the following benefits:
· A systematic, realistic evaluation of the new venture’s chances of success in the market;
· Helps to pinpoint the key variables that will determine the new venture’s success and also identify the primary risks that may lead to failure;
· Game plan for the business successfully;
· Management instrument for comparing actual results against targeted performance;
· Primary tool for attracting money in the search to find financial resources.

· Planning is the fundamental element of management that predetermines what the business enterprise proposes to accomplish and how to go about this.
· An ongoing planning activity…
· The business plan may also be a response to some changes in the entrepreneurial environment that may lead to new opportunities.
· A business plan is vital not only for entrepreneurs, but also their employees, potential investors, bankers, suppliers, customers, and so on.
· Each group of so-called “stakeholders/users” of a business plan will study it from a different perspective…

· The entrepreneur has different reasons for compiling a business plan as indicated below:
· To sell himself or herself to the business. Main stakeholders are the founders; entrepreneurs need to convince themselves that starting the enterprise is right for them.
· To obtain bank financing. Banks require entrepreneurs to include a written business plan with any request for loan funds; essential component of any campaign to convince banks about a new enterprise.
· To obtain investment funds. “Ticket of admission” to venture capital or so-called “informal capital” from private investors.
· To arrange strategic alliances. Joint research, marketing and other efforts between enterprises have become increasingly common and all require a business plan.
· To obtain large contracts. When smaller enterprises seek substantial orders or ongoing service contracts from major enterprises, these corporations often request that entrepreneurs produce their business plans.
· To attract key employees. Could convince the best people that the enterprise will thrive and grow in the coming years.
· To complete mergers and acquisitions. Either side of a merger, a business plan can be invaluable if one wishes to sell one’s enterprise to a large corporation.
· To motivate and focus one’s management team. A business plan becomes an important component in keeping everyone focused on the same goals.

· The users of a business plan include:
· Insiders,
· The entrepreneur
· The management team
· Employees
· Outsiders,
· Potential customers
· Suppliers
· Investors
· Lenders

1.1.1. [bookmark: _Toc414214745]The balance between planning and executing
· What is important is not writing a plan, but implementing it. 
· Three situations where a business plan may not be of much benefit:
· The environment is too turbulent for extensive planning or there may not be enough information available (in a new field) to allow them to write a comprehensive plan.
· Planning may pose a problem when the timing of the opportunity is a critical factor – becoming operational as quickly as possible may have to take priority over in-depth planning, but is not an excuse for not writing a business plan.
· A shortage of capital may constrain planning.

1.1.2. [bookmark: _Toc414214746]What form will the business plan take?
· The issue for most entrepreneurs is not whether to plan, but rather how to engage in effective planning. An entrepreneur has two basic choices when it comes to writing a business plan: the short plan or the comprehensive plan.

· The Short Plan
· Abbreviated form of the traditional business plan that addresses only the most important issues in a firm’s success, such as:
· The problem needing to be solved for customers
· The strategy
· Measures used to gauge success
· Milestones to be met
· Tasks and responsibilities of the team
· The business model (to be described concisely)
· Will frequently satisfy an investor who is trying to determine if he or she has any interest in investing in the business – they will request a more in-depth plan if they are interested in pursuing the investment opportunity.
· PowerPoint presentation

· The Comprehensive Plan
· Provides an in-depth analysis of the critical factors that will determine a firm’s success or failure, along with all underlying assumptions.
· Beneficial when you are (1) describing a new opportunity, (2) facing significant change in the business or external environment (changing demographics, new legislation, developing industry trends), or (3) explaining a complex business situation.

1.2. [bookmark: _Toc414214747]PREPARING THE BUSINESS PLAN
· Every entrepreneur should first conduct a feasibility analysis and only then write a business plan, if the idea seems viable. Three elements should be apparent from the feasibility analysis: (1) strong market potential, (2) an attractive industry, and (3) the right individual or team to execute the plan.
· Once the feasibility analysis has been completed, the process of writing the business plan can begin. For this, two issues are of primary concern:
· The content and format of the plan, and
· The effectiveness of the written presentation.
· The business plan should give thorough consideration to the following basic factors:
· The opportunity should reflect the potential and the attractiveness of the market and industry.
· Critical resources include money, human assets (suppliers, accountants, lawyers, investors etc.) and hard assets (accounts receivable, inventories etc.). The entrepreneur should consider ways to minimise the resources necessary for start-up.
· The entrepreneurial team must possess integrity, and breadth and depth of experience.
· The financing structure – how a firm is financed (debt versus equity) and how the ownership percentage is shared by the founders and investors – will have a significant impact on an entrepreneur’s incentive to work hard.
· The context (or external factors) of an opportunity includes the regulatory environment, interest rates, demographic trends, inflation and other factors that inevitably change but cannot be controlled by the entrepreneur.
[image: ]

1.2.1. [bookmark: _Toc414214748]The contents and format of a business plan

	Section Heading
	Information Provided

	Cover Page
	Company name, logo, tagline, contact information, copy number, date prepared and disclaimer (if required)

	Table of Contents
	Listing of the key sections of the business plan

	Executive Summary
	One-to-three page overview of the significant points, intended to motivate the reader to continue reading

	Industry, Target Customer, and Competitor Analysis
	Key characteristics of the industry, including the different segments, and the niche where you plan to compete

	Company Description
	Company objectives, the nature of the business, its primary product or service, its current status (startup, buyout or expansion) and history (if applicable), and the legal form of organisation

	Product/Service Plan
	Justification for why people will buy the product or service, based on its unique factors

	Marketing Plan
	Marketing strategy, including the methods of identifying and attracting customers, selling approach, types of sales force, distribution channels, types of sales promotions and advertising, and credit and pricing policies.

	Operations and Development Plan
	Operating or manufacturing methods, operating facilities (location, space and equipment), quality-control methods, procedure to control inventory and operations, sources of supply, and purchasing procedures.

	Management Team
	Description of the management team, outside investors and/or directors, and plans for recruiting and training employees.

	Critical Risks
	Any known inherent risks in the venture.

	Offering
	How much capital the entrepreneur needs and how the money will be used (section used to attract investors).

	Exit Strategy
	Ways an investor – and the entrepreneur – may be able to harvest their business investment.

	Financial Plan
	Contemplated sources of financing; any historical financial statements, if available; pro forma financial statements for three to five years, including income statements, balance sheets, cash flow statements and cash budgets.

	Appendix of Supporting Documents
	Various supplementary materials and attachments to expand the reader’s understanding of the plan.



· Cover Page
· Should contain the following information:
· Company name, address, phone number, fax number and website
· Tagline and company logo
· Name of contact person (preferably the president) with mailing address, phone number, fax number and email address
· Date on which the plan was prepared
· If the plan is being given to investors, a disclaimer that the plan is being provided on a confidential basis to qualified investors only and is not to be reproduced without permission
· Number of the copy (to help keep track of how many copes have been given out)

· Table of Contents
· Provides a sequential listing of the sections of the plan, with page numbers.

· Executive Summary (Overview)
· Provides an overview of the entire plan and should be written last.
· No more than  three pages in length
· Should include the following subsections:
· A description of the opportunity
· An explanation of the business concept
· An industry overview
· The target market
· The competitive advantage you hope to achieve in the market
· The economics of the opportunity
· The management team
· The amount and purpose of the money being requested (the “offering”), if you are seeking financing
· May be in the form of a synopsis or a narrative:
· A synopsis briefly covers all aspects of the business plan, giving each topic relatively equal treatment; it relates the conclusions of each section of the completed business plan; mundane reading for an investor…
· A narrative tells a story and conveys greater excitement than a synopsis; Requires a talented writer to communicate the necessary information and generate enthusiasm, without crossing the line to creating hype; appropriate for businesses that are breaking new ground with a new product, a new market, or new operational techniques; better format for ventures that have one dominant advantage; works well for companies with interesting or impressive backgrounds or histories.

· Company Description
· Informs the reader of the type of business being proposed, the firm’s objectives, where the firm is located, and whether it will serve a local or international market.
· Legal issues are addressed in this section.
· In compiling this section, the entrepreneur should answer the following questions:
· When and where is the business to be started?
· What is the history of the company?
· What are the firm’s objectives?
· What changes have been made in structure and/or ownership?
· In what stage of development is the firm – e.g. Seed stage or full product line?
· What has been achieved to date?
· What is the firm’s competitive advantage, or what we might call distinctive competence?
· What are the basic nature and activity of the business?
· What is its primary product or service?
· What customers will be served?
· What is the firm’s form of organisation – sole proprietorship, partnership, Limited Liability Company, corporation or some other form?
· What are the current and projected economic states of the industry?
· Does the firm intend to sell to another company or an investment group? Does it plan to be a publicly traded company, or do the owners want to transfer ownership to the next generation of the family?

· Industry, Target Customer and Competitor Analysis
· To present the opportunity and demonstrate why there is significant market to be served
· Describe the broader industry in which you will be competing – including industry size, growth rate, fundamental trends and major players.
· Identify different segments of the industry, and then describe which niche you plan to participate.
· Provide the context of the opportunity and demonstrate that a market segment is being underserved.
· Describe target customers in terms of demographics and psychological variables, such as their values, attitudes and even their fears – the more you can identify your customer, the more likely it is that you will provide a product/service that is actually in demand.
· Knowing who your customers are will also serve as a basis for understanding who your competitors are – these are to be analysed in terms of product or service attributes that they offer or are failing to provide.

· Product/Service Plan
· Describes the products and/or services to be offered to the firm’s customers
· Explain how your product or service fills a gap in the market or how your product/service is “better, cheaper and/or faster” than what is currently available.
· Try to provide a working model or prototype in the case of a physical product.
· Investors will naturally show more interest in products that have been developed, tested and found to be functional.
· Any innovative features should be identified and any patent protections explained.
· Growth strategy for the product or service should be explained in this section, as growth is a primary determinant of a firm’s value.

· Marketing Plan
· Describes how the firm will reach and service customers within a given market.
· This section should present:
· The marketing strategy, including all the methods of identifying and attracting customers;
· Pricing strategies;
· Selling approach;
· Types of sales force;
· Distribution channels;
· Types of sales promotions and advertising;
· Credit; and 
· Pricing policies.
· Sales forecasts will need to be developed, based on this information.
· Warranties and planned product updates should also be discussed.

· Operations and Development Plan
· Offers information on how the product will be produced or the service provided…
· Explains how the operations will contribute to the firm’s competitive advantage – that is, how its operations will create value for the customer.
· This section discusses such items as location and facilities, including how much space the business will need and what type of equipment it will require; describes the decision involved in choosing between in-house production and outsourcing to minimise costs.
· You should never outsource a part of production that gives your firm a competitive advantage!
· Explains the firm’s approach to assuring quality, controlling inventory and using subcontractors for obtaining raw materials.

· Management Team
· This section should detail the proposed venture’s organisational structure and the backgrounds of those who will fill its key positions.
· Ideally, a well-balanced management team – one that includes financial and marketing expertise as well as production experience and innovative talent – will already be in place.
· Investors would rather have an “A” management team and a “B” product/service than the other way around.

· Critical Risks
· Identifies the potential pitfalls that may be encountered by an investor…
· Common risks include a lack of market acceptance, competitor retaliation, longer time and higher expenses than expected to start and grow the business, inadequate financing, and government regulations.

· Offering
· Indicates clearly how much money is needed and when.
· Helpful to convey this information in a sources and uses table that indicates the type of financing being requested (debt or equity) and how the funds will be used.
· If equity is being requested, the entrepreneur will need to decide how much ownership of the business he or she is willing to give up.
· Typically, requested funds should carry the firm for 12 to 18 months

· Exit Strategy
· Investors in equity financing will want to know the possible options for cashing out of their investment, or what is called the exit strategy.
· Most investors will not invest in a start-up or early stage business if they are not reasonably confident that at some time in the future there will be an opportunity to recover their principal investment, plus a nice return on the investment.

· Financial Plan
· A section of the business plan that projects the company’s financial position based on well-substantiated assumptions and explains how the figures have been determined.
· Presents financial forecasts as pro forma statements.
· Pro forma statements, which are projections of the company’s financial statements, should be presented for at least three years and possibly up to five years.
· The forecasts ideally include balance sheets, income statements, and statements of cash flows on an annual basis for three to five years, as well as cash budgets on a monthly basis for the first year and on a quarterly basis for the second and third years.
· Projections must be supported by well-substantiated assumptions and explanations of how the figures have been determined.
· The statement of cash flows identifies sources of cash – that is, how much will be generated from operations and how much will be raised from investors; how much money will be devoted to investments in areas such as equipment and inventories; should clearly indicate how much cash is needed from lenders and prospective investors and for what purpose.

· Appendix of Supporting Documents
· Should contain various supplementary materials and attachments to expand the reader’s understanding of the plan.
· These supporting documents include any items referenced in the text of the business plan, such as:
· The resumes of the key investors and owners/managers,
· Photographs of products, facilities and buildings,
· Professional references,
· Marketing research studies,
· Pertinent published research, and
· Signed contracts of sale.

1.2.2. [bookmark: _Toc414214749]Advice for writing a business plan

· Analyse the Market Thoroughly
· In analysing the market for your product/service, you must answer some basic questions. Investors and lenders also require answers to these questions:
· What is your target market?
· How large is the target market?
· What problems concern the target market?
· Are any of these problems greater than the one you’re addressing?
· How does your product or service fix the problem?
· Who will buy your product or service?
· How much are they willing to pay for it?
· Why do they need it?
· Why would they buy from you?
· Who are your competitors?
· What are their strengths and weaknesses?
· It is critically important to provide evidence to support your claims when presenting your analysis of the market; Secondary data is important, but if you are not out talking to prospective customers, then your analysis has no credibility.
· Be prepared to revise your plan based on what you learn from customers.
· Understand that everyone has competitors.

· Provide Solid Evidence for Any Claims
· Factual support must be supplied for any claims or assurances made. Think of your assumptions and original beliefs not as facts, but as hypotheses to be tested.
· Investors want to know what is behind the numbers that are provided by the entrepreneur as this allows them to see how the entrepreneur thinks and whether he or she understands the key factors that will drive success or failure.


· Think Like an Investor
· Whether or not you are preparing a business plan to seek outside financing, you would benefit from understanding the world as an investor sees it.
· Prospective investors have a single objective: to maximise potential return on investment through cash flows that will be received, while minimising the risks they are taking.
· “How do I write a business plan that will satisfy what a prospective investor wants to know?”
· Investors have a short attention span and certain features attract investors while others repel them.
· The executive summary is key – because investors receive so many business plans, they cannot possibly read them all in any detailed fashion. The executive summary must spark the investor’s interest.
· Investors are more market-oriented than product-oriented, realising that most patented inventions never earn a dime for the investors – the essence of the entrepreneurial process is to identify new products or services that meet an identifiable customer need. It is therefore very important for the entrepreneur to appreciate investors’ concerns about target customers’ responses to a new product or service.

· Don’t Hide Weaknesses – Identify Potential Fatal Flaws
· One difficult aspect in writing a business plan is effectively dealing with problems or weaknesses.
· If there are weaknesses in the plan, the investors will find them.
· Consider all potential issues thoroughly – be open and straightforward about those issues, and to have an action plan that effectively addresses any problems.

· Maintain Confidentiality
· When presenting your business plan to outsiders: 
· Prominently indicate that all information in the plan is proprietary and confidential.
· Number every copy of the plan and account for each outstanding copy by requiring all recipients of the plan to acknowledge receipt in writing.
· Be cautious about divulging certain information.
· Do not, however, become fixated on the notion that someone may take your idea and beat you to the market with it!

· Pay Attention to Details
· Use good grammar. Find a good editor, and then review and revise, revise, revise.
· Limit the presentation to a reasonable length. Readers of business plans appreciate brevity and view it as an indication of your ability to identify and describe the important factors that will determine the success of your business.
· Go for an attractive, professional appearance. Make liberal, but effective use of visual aids, such as graphs, exhibits and tabular summaries. The plan should be in a three-ring loose-leaf binder to facilitate future revisions.
· Describe your product or service in lay terms. Present your product/service in simple, understandable terms, and avoid the temptation to use too much industry jargon.

1.2.3. [bookmark: _Toc414214750]Understanding the business model
· Explains in a systematic and clear way how an enterprise will generate profits and cash flows, given a firm’s (1) revenue sources, (2) cost and expense structures, (3) the required size of investment in the business, and (4) the sources of risk.
· A business model can provide the best evidence on whether a business concept can be translated into a viable, profitable business and how large of an investment will be required to make it happen.
·  A business model forces the entrepreneur to be more disciplined and avoid wishful thinking about financial projections.
· An entrepreneur should begin by developing the venture’s mission statement, its strategic goals and the principles that are to guide its operations. Four key elements then make up the business model: (1) the revenue model, (2) cost structures, (3) maximum investment, and (4) business model risk.
· The revenue model:
· Identifies the different types of revenue streams a firm expects to receive.
· Cost structures:
· Consist of the drivers that affect a firm’s costs and expenses.
· Include fixed costs, variable costs and semi-variable costs
· Maximum investment:
· Provides estimates of the types and amounts of investment required to achieve positive profits and cash flows. 
· It includes the amount of investment in hard assets, such as equipment and buildings, the amount of working capital in the form of operating cash, accounts receivable, and inventory.
· Managing business model risk:
· Identifies risks in the model and how the model can adjust to them.

1.3. [bookmark: _Toc414214751]RESOURCES FOR BUSINESS PLAN PREPARATION
· A variety of books, websites and computer-software packages offer extensive guidance on preparing a business plan, even step-by-step instruction. 
· Computer-Aided Business Planning
· Designed to help an entrepreneur think through the important issues in starting a new company and organise his or her thoughts to create an effective presentation.
· Can facilitate the process, but are not capable of producing a unique plan – can actually limit an entrepreneur’s creativity and flexibility if not used properly.
· Professional Assistance in Business Planning
· Some entrepreneurs may require a business planning advisor – someone accustomed to working with small companies, start-ups and owners who lack financial management experience.
· Include accountants, marketing specialists, attorneys, incubator organisations, small business development centres and regional and local economic development offices.
· For example, Small Business Administration (SBA) and the Service Corps of Retired Executives (SCORE) can be useful and may even have contacts that will help you reformulate your business plan entirely.

1.4. [bookmark: _Toc414214752]KEEPING THE RIGHT PERSPECTIVE
· An ongoing process, and not just as a means to an end.
· While your plan will represent your vision and goals for the firm, it will rarely reflect what actually happens.
· [bookmark: _GoBack]A business plan is in essence an opportunity for an entrepreneur and management team to think about the potential key drivers of a venture’s success or failure – anticipating different scenarios and the ensuing consequences can significantly enhance an entrepreneur’s adaptability.
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