CHAPTER THREE
BUSINESS PLAN

“Failing to Plan is Planning to Fail” Kottler 

3.1 WHAT IS A BUSINESS PLAN? 

A business plan can be defined in different ways. A business plan is a comprehensive set of guidelines for a new venture. A business plan is also called a feasibility plan that encompasses the full range of business planning activities, but it seldom requires the depth of research or detail expected for an established enterprise.

A business plan (feasibility plan) is an outline of potential issues to address a set of guidelines to help an entrepreneur make better decisions. This plan would present your basic business idea and all related operating, marketing, financial and managerial considerations. In a sense, it would represent your “game plan”.  It would crystallize the dreams and hopes that provide your motivation. It is sometimes called a “deal” by those who invest in new ventures. Whatever the name, it should lay out your idea, describe where you are, point out where you want to go, and how you propose to go there.

The business plan may present a proposal for launching an entirely new business. More commonly, perhaps, it may present a plan for a major expansion of a firm that has already started operation.

3.2 IMPORTANCE OF THE BUSINESS PLAN
One of the most important steps in establishing any new business is the construction of a business plan. It can help the owner/manager crystallize and focus his ideas.  A moment’s reflection would alert a prospective entrepreneur to the danger of jumping into a business venture with a “half–backed” idea or “wild eyed” proposition. Any activity that is initiated without adequate preparation tends to be haphazard and unsuccessful. Although planning is a mental process, it must go beyond the realm of thought. Thinking about a proposed business becomes more rigorous as rough ideas must be crystallized and quantified on paper. It can help the owner/manager set objectives and give him a yardstick against which to monitor performance perhaps of more immediate importance. It can also act as a vehicle to attract any external finance needed by the business. It can convince investors that the owner/manager has identified high growth opportunities, and that he has the entrepreneurial flair and managerial talent to exploit that opportunity effectively and that he has a rational, coherent and believable program for doing so. It entails taking a long – term view of the business and its environment. It emphasizes the strengths and recognizes the weaknesses of the proposed venture. The plan can uncover weaknesses or alert the entrepreneur to sources of possible danger.
The well – conceived plan thus offers a sound basis for operation and can be used at different times, with benefits for several audiences.  
A. WHEN

Business plans are produced:
1. At the start up of a new business: After the concept stage of initial ideas and feasibility study, a new business start up many go through a more detailed planning stage of which the main output is the business plan.
2.  Business Purchase: Buying an existing business forces not negate the need for an initial business plan. A detailed plan, which tests the sensitivity of changes to key business  variables greatly increases the prospective purchasers understanding of  the level of risk they will be accepting, and the likelihood of rewards being available.
3. Ongoing: Ongoing review of progress, against the objectives of either a start – up or small business purchase, is important in a dynamic environment. An initial business plan is not a document to be put in a drawer and forgotten. It can be the live, strategic and tactical planning that focus of how a small business responds to the inevitable changes around it.
4. Major decisions: Even if planning is not carried out on a regular basis, it is usually instigated at a time of major change. Again it may be liked to a need for finance: for example, the need for major new investment in equipment, or funds to open a new outlet. It may be linked to failure; such as a recovery plan for an ailing business.
B. WHO

Three types of people will be interested in a business plan: the managers who run or intend to run the business on a day to day basis; the owners, or prospective equity investors; and the lenders who are considering loans for the enterprise.

1. Managers: Are involved in small business planning both as producers and recipients of the plan. The management of a small enterprise is the only people likely to be sufficiently knowledgeable to produce a business plan. Business plans are also written to aid small business managers. An obvious conclusion, but one that is often overlooked, is that the managers themselves can be very important beneficiaries, not only of the plan, but also the planning process.
2. Owners: The managers of a small enterprise may also be the owners and take a keen interest in the planning process, wearing their shareholders’ hat. A plan may be intended for prospective equity partners, either a sleeping partner looking for an investment, or an active partner looking to join an existing small business. Owners may also be lenders, as in venture capital companies, who take an equity stake in return for providing loans.
3. Lenders: The traditional recipient of the business plan is the bank manager.  It is true that the major banks all encourage the production of business plans to justify overdrafts and loans, offering advice on putting together business plans. Other lenders of money, from private individuals to venture capital companies, will also expect to make their investment decision after the presentation of a formal business plan.
C. WHY

These three groups will have some shared, and some more separate, motives for using a business plan. Managers, owners and lenders will all be seeking to investigate the following issues:

1. Assessing the feasibility and viability of the business or project: Will it work and become commercially and financially viable? It is in every one’s interests to make mistakes on paper, hypothetically testing for feasibility, before trying the real thing.
2. Setting objectives and budgets: What is the overall direction and financial target set by the plan? Having a clear financial vision with believable budgets is a basic requirement of everyone involved in a plan.
3. Calculating how much money is needed: What level and type of finance is required to make the plan work? A detailed cash flow with assumption is a vital ingredient to precisely quantify earlier guestimates of the likely funds required. 
Managers involved in producing the plan can, in addition, gain from the process itself in the following ways:
· Clarifying ideas: Putting together a business plan often acts a powerful focus bringing together generalized and random thoughts into a clearer understanding of the concept, and how it can be made to work.
· Finding out the unknown: The information gathering process of a plan can uncover many interesting and irrelevant facts. The day to day pressure may obscure much in the business environment – a new competitor about to open; opportunities for cheaper premises or suppliers; new equipment available; successful marketing methods used by others; or useful ideas of other staff
· Building a team: Developing a plan can be a catalyst to promote a feeling of participation among all those involved in a small business. Contrary to popular belief, small enterprises do not necessarily benefit from shorter communication lines by encouraging participation in decision-making processes. Some owner managers are deliberately secretive about their plans; others leave insufficient time to effectively communicate with their staff. Even before a business has been launched, future partners may develop ideas themselves, which remain unexpressed to each other. The business plan provides a useful forum for all people involved in a small enterprise to express their ideas and feelings, in a way which develops a spirit of teamwork among them. The separate parts can find some unity not only in the plan, but also in the process of putting it together.
· Practice in using analysis and presentation: A plan can be an aid to training and management development. The research and analysis involved in a business plan, with quantification into forecast profit and loss and cash flows, is a widely used learning tool at centers of business education and also in practice elsewhere. For some would – be and practicing small business managers the planning process in their first experience of market research and detailed budgeting. The presentation of a business plan to raise funds from banks or investors is good experience in selling a concept of any kind  
· To assist in raising money: A well presented business plan is no guarantee of raising money, but it helps. Research into why banks decline finance for small business cites “inadequate information" as a common reason. Bank and venture capital companies receive many requests for finance. A professional – looking business plan at least helps overcome the first hurdle of gaining a hearing.

Lenders: of finance will look to a business plan to provide them with additional information, particularly:

1. To evaluate the security offered for funds versus the risks involved: Any source of funds for a small business will seek the security of tangible assets for their loans, and the comfort of a very high probability of receiving their money back.. The assets of a business, such as its debtors and fixed assets are likely to be investigated for their underlying quality and not just balance sheet value. Although personal guarantees are frequently needed from owners, these are not necessarily a passport to successful loan negotiation. Financiers will not lend money for ideas they do not believe viable, even when fully backed by security. The higher the assessment of the risk, the greater the security needed to obtain finance.
2. To apprise the quality of management: A lender of loan capital will be aware that in a small business the intangible asset of the quality of its management is more important than tangible assets in guaranteeing the security of a loan. The best opportunity they may have to assess the quality of that management may be in observing the production and presentation of the business plan. It is not just what the plan says but how it is put together, and communicated, that will count for or against a lending decision.
3.3 FORMAT AND ORGANIZATION OF A BUSINESS PLAN 

There is no one correct formula for a business plan. After all, no one plan will work in all situations. But, in general, a business plan is a document that outlines the basic idea underlying a business and describes related startup considerations. A business plan is an entrepreneur’s game plan; it crystallizes the dreams and hopes that motivate an entrepreneur to take the startup plunge. The business plan should lay out your basic idea for the venture and include descriptions of where you are now, where you want to go, and how you intend to get there. 

· Where are we now? An analysis of the current situation of the market place, the competition, the business concept and the people involved is a necessary first steps. It will include any historical background relevant to the position to date.
· Where do we intend Going? The direction that is intended for the business need to be clear and precise, if others are to share its vision for the future. As well as qualitative expression of the objectives, quantifiable targets will clarify and measure progress towards the intended goals. Identification of likely changes to the business environment will build on the opportunities outlined, and assess possible threats.
· How do we get there? Implementation of accepted aims is what all the parties to a plan are interested in as a final result. Plans for marketing and managing the business, with detailed financial analysis are the advisable preliminaries before putting it all into practice.

In considering the content of a business plan, think first and foremost about the opportunity. Strategies and financial plans should come later. In the evaluation of an opportunity, give thorough consideration to the following basic and interdependent factors. Decisions about these factors will, in turn, help determine the content of a business plan for a startup. 

· The entrepreneurial team: Nothing is more important than the people who are starting and managing the venture -specifically, their qualifications and the depth and breadth of experience they bring to the venture.

· The opportunity: A profile is needed of the business itself what it will sell, to whom it will sell, and how rapidly it can grow. The industry and market outlook should include an assessment of everything that can go wrong or right, with a discussion of how the entrepreneurial team could respond to the various challenges.

· The resources: The critical resources for an entrepreneurial venture include not just money, but also the human assets (suppliers, accountants, lawyers, investors, etc.) and hard assets (accounts receivable, inventories, etc.). The entrepreneurial approach to resources is doing the most with the least. The entrepreneur should think of ways to work with minimal resources and focus on “minimizing and controlling” rather than on “maximizing and owning”.

· The financing structure: How a firm’s financing is structured (debt versus equity) and how the ownership percentage is shared by the founders and investors have a significant impact on an entrepreneur’s incentive to work hard. The goal is to find a win-win deal.

· The big picture: 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.
While the issues listed above are important on their own as a foundation for an effective business plan, there must also be a good fit among all the factors. There is no single format to be followed in writing a business plan. A plan for a retail store, restaurant, or wholesaling business will, by necessity, be moderately different in terms of topics, order of presentation, and what is emphasized. However, investors want to see a format that is familiar to them. Thus, you do not want to write a business plan that is fundamentally different from what they are accustomed to seeing.  
3.4 Formats of Business Plan

A. THE COVER PAGE

The purpose of a cover page is to tell readers what they are about to read and how to reach the business. The cover of the document is often the first impression of a business that any interested parties or investors get. Your cover page is also a way to make your business plan noticed. Financiers receive numerous business plans every week, but something as simple as a cover page on good-quality paper may attract their attention (and thus ensure that they give higher priority to the business plan). Your cover should bear the words "Business Plan" and should include:
  The legal name of the business;  

· The entity's logo

· The date of preparation or modification of the document, and the period it covers. 

· The address; the telephone number; the fax number; the E-mail address 
B. TABLE OF CONTENTS
 Table of contents provides readers with a quick and easy way to find individual sections in the plan. Be sure to list headings for major sections as well as for important subsections. If your table of contents is more than one page long, reconsider the length of the entries, the length of your plan and the number of documents you have attached.  

C. EXECUTIVE SUMMARY

The executive summary is probably the most significant part of the entire business plan. It is what most readers will read first. The Executive Summary appears first in the final plan, but should only be written after you have completed all other sections of the business plan. Lenders or investors in particular read executive summary before looking at the rest of a plan in order to determine whether they are interested in this business and want to learn more about it. 
Important points regarding executive summary are as follows: 

· It should be between one and two pages long, and should take only a few minutes to read. 
· In drafting your executive summary, you may include a few sentences from other important sections. 
· The words should be chosen carefully and should be comprehensive and interesting to read. 

The contents of the executive summary include: Purpose of the business plan  ,Type of business, Corporate structure, Markets and clients, Financial features and requirements , Major action plans 
D. BACKGROUND (BUSINESS DESCRIPTION )
This section of your business plan may consist of a few pages of background information that is specific to your particular business. The reader should be given a rapid overview of what your business is, how it started, how it developed over the years and where it is heading. This will be a useful preparation before the details are set out later. You should also briefly describe how the business is organized and the resources and infrastructure required for running it. The business background section generally covers:
· Main products, markets and clients 

· Location and premises
· Key data (personnel, total production, revenues)
· Legal form, ownership and management 
· Historical development and track record of the business
· Business strategy and mission
· General organization/operating units
E. PRODUCTS AND SERVICES 

In this section of your business plan, describe your products or services, emphasizing any distinguishing features that may give you a competitive advantage. Discuss what market demand your products or services will meet, and outline the plans for future development. The following specific information should be included.  

· Product description and history
· Product attributes 

· Research and Development
· Product Life Cycle 
· Costing and pricing 

· Production process 
· Quality assurance and control 
· Sourcing   

F. MARKETING PLAN 
· Identify and describe your market – who your customers are and what the demand is for your products & services

· Who are the main competitors? What are their strengths?, What are their weaknesses? How do you intend to capitalize on their weaknesses?
· Explain your sales strategy, specific to pricing, promotion, products and place (4Ps)
a. Product: refers to goods /services produced for sale.  
· The product/service should relate to the needs and wants of the customers.
· What product/service do you produce and sell, what makes the product different from other Competitors (quality, brand, packaging etc.
b. Pricing refers to the process of setting a price for a product/service. 

· Your prices must be low enough to attract customers to buy and high enough to earn your business a profit.
· To set your price you need to know your costs, know how much customers are willing to pay. Know your competitors price, know how to make your prices more attractive.

c. Place: Place means the different ways of getting your products or services to your customers. It is also referred to as distribution.
If your business is not located near your customers, you must find ways to get your products/services to where it is easy for customers to buy.

· You can distribute your products to your customers through;

· Selling directly to the consumers of the products.

· Retail distribution and wholesale distribution.

d. Promotion: Promotion means informing your customers of your products and services and attracting them to buy them. Promotion includes advertising, sales promotion, publicity and personal selling.

· Use advertising to make customers more interested in buying your products or services.
· Some useful ways of advertising include signs, boards, posters, handouts, business cards, pricelists, photos and newspapers.

G. OPERATIONAL/PRODUCTION PLAN
· Describe briefly how you will operate your business

i. List the machines, equipment and tools required

· Describe the cost, capacity and supplier of required machines   and equipment

ii. Production strategy

· Outline the materials requirement, its cost, and sources of R.M and suppliers name.
· Production techniques and costs , Quality control ,Inventory control 

iii. Describe the type of location and facilities you’ll have.        

iv. Outline the estimated cost of product/service Direct Material cost+ Direct labor cost+Overheads 

H. ORGANIZATION AND MANAGEMENT 
Most lenders and venture capitalists base their investment decisions mainly on the strength of the company's management. In general, there is a common belief that the qualifications of the management are one of the most important criteria for a lender or investor in deciding to invest in a venture. It often happens that despite a well-presented business plan, an investor does not have the technical knowledge necessary for judging with confidence the viability of a specific business. Issues such as projections of future market potential, product competitiveness or technological trends can often be very difficult for persons not directly involved in the business. However, if they believe that the management has the necessary experience, track record, competence and reputation, they will be more inclined to finance the business.   

On the other hand, no serious lender or investor will ever finance a business before the management has been properly examined, regardless of how great the business opportunity appears to be. The same will apply if the management presented does not appear to have the required experience, competence and ethics.

For the above reasons, the management section of your business plan should: 

· Show that the key members of the management team have been identified, are available and keen to join the team;  

· Demonstrate that they have the required talents, skills and experience to achieve the objectives and goals.  

 It is also important that the individual skills of the members of your team complement each other and that they can cover jointly all the functions and disciplines necessary for running the business.     

Depending on the structure and type of business, management functions and input/support to management are provided by the following groups: 
· Shareholders, Board of directors, Executive management, Middle management, External support services
I. ASSESSMENT OF RISK(RISK MANAGEMENT STRATEGY )
· Every new venture will be faced with some potential hazards, given the particular industry and competitive environment .so 
· Indicate the potential risk to the new venture.
· Discuss what might happen if these risks become reality, meaning the impact of each risk on the new venture if it is materialized.
· State the strategy that will be employed to prevent, minimize,   or respond to risk.

· Major risks a new venture could result from a competitors reaction, weakness in the marketing, production or management teams and advance in technology. 

J. FINANCIAL PLANNING
Financial planning is a key element of your business plan. It is as important for you as it is for your lender or investor. Financial planning is an integral part of your overall business management concept. All decisions and assumptions you make will be reflected in the financial projections which are to be included in your business plan. If you introduce new products, change the focus to new markets, refurbish your machinery, change your human resource policies, change the advertisement mix, etc., each one of these actions will eventually have an impact on your financial statements.   

The two most important features of your financial planning are:

· An indication of how profitable your business is expected to be in the future, and possible financial risks involved; 

· A definition of additional funds required for developing your business, i.e. how much money you need, when you will need it and when you will pay it back.

The financial statements presented in your business plan (historical and projected) are the principal tools that will be used to analyze the performance of your business. Your lender or investor will particularly want to know what you will be doing with the money you get and how you plan to generate the necessary cash flow to pay it back. A decision on whether your business will be funded or not, and if so on what terms and conditions, will depend on how attractive and convincing the projected financial results of your business are.  
a. Financial history  

 Results of past and ongoing operations will support the credibility of your business plan. A proven track record is persuasive evidence of your chances of continuing success. Most probably, you have been creating and maintaining financial records since the inception of your business. If so, most of your work is already done.  

 If you are preparing a business plan for an existing business, you should include the following financial information for the last two to three years (or from the inception of the business if it is less than three years old):  

· An income statement, which lists the sales revenues, expenses and net profit of your business;  

· A balance sheet, which lists the type and book value of your business's assets, liabilities and shareholders' interest;  

· A cash flow statement, which lists the cash you generated, the cash you spent, and the cash balance at the end of the period (per month or quarter for the last year, and per year for the years before);

· The financial ratios derived from your income statement and balance sheet. 

b. Income statement projections 

 The income statement is also called the profit and loss statement. It shows your revenues from sales, expenses and net profit (or loss). The net profit (or loss) is equal to revenues minus expenses.  An income statement for a business plan should be broken down by month or by quarter for the first year. 
c. Cash flow projections 

An income statement shows the profit (or loss) made during an accounting period. It contains non-cash items such as accruals, income not yet received in cash, etc. A cash flow statement shows a company’s in-and-out flow of cash and how cash is generated to cover outgoing payments. The two basic elements of your business's cash flow are the cash inflows and cash outflows.  

d. Balance sheet projections 

The balance sheet is a statement of your company's relative wealth or financial position at a given date (say 31 December of each year). It is often referred to as a “snapshot” because it gives you the picture of the business at a specific moment, but does not in itself reveal how the business got there or where it is going next. That is one reason why the balance sheet is not the whole story. You must also look at the information in each of the other financial statements (including historical information) in order to get an overall picture of the financial situation of the business.  

If your business plan is for a start-up business, you will need to include an “opening” balance sheet. If your business already exists, include the balance sheets of the last two to three years. Analyze the balance sheet briefly and include this analysis in your business plan. 

 As in the case of the other financial statements, avoid large asset or liability categories that are lumped up without detailed information.  The balance sheet of a company limited by share capital consists of the following categories of items:

i. Assets: Assets are those things owned by your business that carry a certain value. They include all the physical and monetary items that are necessary for operating your business. Assets must be valued in money terms and they must be valued at their original cost.  Over time the value decreases by the accumulated depreciation. Assets are generally divided into two groups, long-term assets and current assets (short-term).

ii. Liabilities:  Liabilities are obligations/debts of your company to third parties. They are claims that creditors have on your business. Liabilities come from two sources. They can be placed in the business through a borrowing process, or they can be unpaid expenses incurred during business operations. Liabilities are generally divided into two groups, long-term liabilities and current liabilities (short-term). 

iii. Shareholders' equity:  Shareholders' equity (or net worth) represents those assets that were placed at the disposal of the business by the owners of the company. It enters a business in one of two ways: through investments by the owners (shareholders) or through profits retained in the business. 
A good project report or business plan should contain the following contents:
1. General Information:  Information on product profile and product details.
2. Promoter: His/her name, educational qualification, work experience, project related experience.
3. Location:  Exact location of the project, lease or freehold, locational advantages.
4. Land and Building: Land area, construction area, type of construction, cost of construction, detailed plan and estimate along with plant layout.
5. Plant and Machinery: Details of machinery required, capacity, suppliers, cost, various alternatives available, cost of miscellaneous assets.
6. Production Process: Description of production process, process chart, technical knowhow, technology alternatives available, production program.
7. Utilities: Water, power, steam, compressed air requirements, cost estimates, sources of utilities.
8. Transport and Communication: Mode, possibility of getting, costs.
9. Raw Material: List of raw material required by quality and quantity, sources of procurement, cost of raw material, tie-up arrangements, if any, for procurement of raw material, alternative raw material, if any.
10. Manpower: Manpower requirement by skilled and semi-skilled, sources of manpower supply, cost of procurement, requirement for training and its cost.
11. Products: Product mix, estimated sales, distribution channels, competitions and their capacities, product standard, input-output ratio, product substitute.
12. Market: End-users of product, distribution of market as local, national, international, trade practices, sales promotion devices, and proposed market research.
13. Requirement of Working Capital: Working capital required, sources of working capital need for collateral security, nature and extent of credit facilities offered and available.
14. Requirement of Funds: Break-up of project cost in terms of costs of land, building, machinery, miscellaneous assets, preliminary expenses, contingencies and margin money for working capital, arrangements for meeting the cost of setting up of the project.
15. Cost of Production and Profitability of first ten years.
16. Break-Even Analysis
17. Schedule of Implementation[image: image1.png]
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