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Preface

“Never tell people how to do things.

Tell them what to do and they will

surprise you with their ingenuity.”
General George S. Patton, Jr.

This quote is fitting for today’s entrepreneurial spirit and reflects the spirit of this publication.
America is experiencing a boom in new business start-ups. Entrepreneurs are the heros. They
develop new products, they encourage innovation, they create new jobs. Unfortunately, many of
them fail because they don’t know what they are getting into to begin with. This knowledge gap
has given rise to “entrepreneurial consultants” and “new business experts.” There are probably
as many “professional advisors” out there as there are new business startups. Because each new
business start-up is different, a lot of this advice is confusing and even conflicting.

This Business Planning Guide is a series of exercises. It tells you what to do (or be thinking
about), not how to do it. Starting a business requires perseverance. You must take initiative and
utilize whatever resources are available to you. We don’t have all the answers and there is no
way we can tell you where to go to find them without making this publication so voluminous, it
would be unreadable. The guide may be imposing for some, as is, but it is so by necessity.
Writing a business plan can be a time consuming and tedious task. It can also be very
enlightening and rewarding. No matter what your objective may be with a start-up venture, you
stand a much better chance of profiting from it with a well thought out business plan.

This guide was written to help you identify basic issues, address the details, and write a
comprehensive business plan. First and foremost, it is a guide that recognizes that effective
business plans must be tailored to unique circumstances. There are many “how to” publications
and seminars being promoted about business planning that do not truly embrace this simple fact
in their material. They may be good for motivating people, but usually they neglect the details
involved in starting or expanding a venture, along with the features that make it unique. Each
venture has its own problems and opportunities, and each must address distinct issues that are
separate from other kinds of start-ups.
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What To Do

In keeping with General Patton’s Advice, there are three other things you should do
before you prepare your business plan.

First, you can save considerable time and produce a better business plan if you do a
“venture feasibility analysis” before working on this guide.

Second, the financial produced for a good business plan are often the most difficult and
time-consuming aspect of business planning for most entrepreneurs. You cannot delegate
this part of “your” plan to others. You need to know the numbers. The best treatment of
this topic is Entrepreneurial Finance: Taking Control of Your Financial Decision
Making. This short book will introduce you to the key issues and questions about
financing your venture.

Third, the actual development of your financials and their subsequent revision (as you
develop your enterprise and revise your business plan) is handled best by the use of
financial planning software. Find one that contains great finance, accounting, and
entrepreneurial expertise, requires minimal training, and generates linked or integrated
financial projections, including revenue statements, income statements, balance sheets,
cash flow statements, key measures, and breakeven statements. If you are not computer
inclined, we’ve included guidelines in this planning guide for you to produce manual
calculations. However, you should recognize this approach has definite limitations in
answering key questions about your likely cash requirements, about the timing of these
cash needs, and about alternative financial strategies.
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Introduction

How High Can You Jump?

You need to feel comfortable with why you must go through the exercise of writing a
business plan. If you don’t understand the reasons and benefits it will bring, in all
likelihood you will do a less than adequate job. You will defeat your purpose before you
ever get started. To be sure, writing a business plan is one of those hoops you must jump
through. The players (investors, customers, suppliers, etc.) are simply not going to let
you play until you are good enough to be on the team. Besides, if you can’t put your plan
on paper, then you haven’t really thought it out. You may think this is an exercise in
futility, especially since times and events change, and your company will certainly
change with them. And that is exactly why you need to have a business plan.

Your plan must reflect your ultimate goal. Be honest up front. What will be the extent of
your involvement? Do you want to own and/or manage this startup? If so, be prepared to
show why you are capable and how you will compensate in the areas that you have no
expertise. Perhaps your real aim is to sell you idea or license your product to an existing
company in exchange for your royalties. Your plan must be written according to what
YOU want. You must then tailor it to a specific use.

The Uses of a Business Plan

Your plan can accomplish many things for you and your proposed venture, but it is not
prudent to try to make it be all things to all people. One plan will simply not suffice for
all possible uses. Indeed, most seasoned entrepreneurs will write (or revise) a business
plan at each stage of the company’s development. The most successful of these will then
write several plans, each adapted for specific players.

Sounds like a pain, doesn’t it? Actually it is not that difficult or time consuming. Once
you have done your homework and decided to go ahead, it doesn’t take much more effort
to expand and/or adapt a business plan. The basic format of a plan is essentially the same
for all uses. The trick is to beef up the sections that are of most interest to your target
audience: investors, the management team, suppliers, customers, etc.
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2 The Business Plan - Introduction

A Development Tool

A plan of this nature is written for yourself, your partner(s) if you have any, and any
other principals concerned with the startup. You will want to concentrate on the section
dealing with overall schedule and milestones (Module 12). This plan functions as a
detailed “to do” list. It helps you set realistic deadlines and delegate assignments. It
keeps you on track in the early stages.

At this point, the other sections of your plan are sketchy, just some initial thoughts on
how you think (or would like) the whole venture to come together. It serves as a
blueprint for filling in the details in the other sections and substantiating “how” and
“why” your idea will be successful. If your objective is to develop your idea along just
far enough to prove it feasible, then sell it and go on to something else, then tailor your
plan to that objective.

A Management and Planning Guide

If you’re in for the long haul, this is the plan you want to develop. This use is at the heart
of all good plans. Since it is the most comprehensive, most of the other uses of a
business plan are adapted from this one.

This type of plan becomes and operating bible for the management of your company.
Since you can’t predict the future, the best you can do is monitor and measure actual
performance against expected performance. When events deviate from your plan you can
quickly take corrective action.

This use forces you to identify opportunities and threats, strengths and weaknesses. It
will prompt you and your associates to agree upon goals, strategies, and objectives in a
systematic and realistic manner. You will want to concentrate on the sections dealing
with Organization and Personnel (Modules 9, 10 and 11).

A Mission Statement

No matter what stage of development your idea may be in, you are going to have to let
certain key people know what you are all about. This type of plan is used to team up with
suppliers, inform consultants and other professionals that may be needed (lawyers,
accountants, etc.), and to pre-commit customers. You will not always be granted a forum
to explain in person what they need to know to act on your idea. You should always be
prepared to give them a plan to review — one that is tailored to their interest or expertise.

An overview of each section may be appropriate, but you may not want to share detailed
or confidential information with certain parties. For suppliers, it may be appropriate to
beef up the section on the Product and the Technological or Manufacturing Operations.
It may be that if suppliers knew these things, they could pose a competitive threat. Use
your judgement, giving each player a plan that goes into detail in sections that are
applicable to them, while giving only a brief sketch of the other sections.
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A Sales Document

The vast majority of business plans are written exclusively for this use. Most end up as
nothing more than shallow sales material. Sophisticated investors recognize these right
away and pitch them in the circular file. No one can deny that a good business plan is
one that raises money as long as all sections are well researched and documented and the
financial projections and assumptions can be substantiated.

If you’re going to romance money, you have to have appeal. The problem is, what
excites one person doesn’t necessarily excite another. Again, you will have to tailor this
kind of plan to the type of financing you are seeking (or think you stand the best chance
of getting). It is not unusual for some entrepreneurs to cover all the bases by writing
several plans, each designed to address the interests and concerns of different financial
groups.

Bankers, for instance, are usually more conservative than venture capitalists and
private investors. They will be primarily interested in the company’s fixed assets
(building, equipment, etc.) and the collateral you can offer. They often don’t care
how innovative your idea is, what industry you are in, or how many trillions of
dollars you are going to make. They just want to know if their loan can be paid
back at the going interest rate.

Venture capitalists (and other sophisticated independent investment groups, by
any other name) are more willing to roll the dice. They may want a chunk of your
company and its profits for their risk. They like innovative products and services
that address a growth or “glamour” industry. They want to earn at least a 45
percent compounded annual Return on Investment (ROI one of those catchy
phrases people like to see in a business plan). In other words, they want to get
back six times their money in 3-5 years. The sections to beef up for this use
are, in order of importance: the Executive Summary, the Financial Data and
Projections (particularly a current balance sheet and terms of the deal); the
Management Team, and the Product or Service.

Private investors are the most common financiers of startups. They are
usually family, friends, and other well wishers who want you out of their hair, but
have a sincere desire to see you succeed. These people can’t be taken for granted.
Many of today’s most successful companies were started in garages just this way.
They deserve to see a plan, especially if you want them to take you seriously.
After all, business is business.

Limited partnerships and other types of deals can also be structured through more
sophisticated private investors. If you are targeting local investors to fund your
startup, they look for who else is in the deal. They like to see a big name they
know (or have heard of) and respect. You will want to beef up the section on
Management, particularly the Board of Directors.

Center for Innovation - 2001-2006



4 The Business Plan - Introduction

Very simply, a plan tells the reader where you have been, where you are now, and where
you hope to go. Don’t worry about raising money at that point. Money will be attracted
to a good business idea which can be feasibly implemented. There are plenty of avenues
open. Your first objective is to write a good plan that can be tailored to a specific use.
Just don’t lose sight of the fact that you are writing the plan ad much for yourself as
anyone.

Who should Write the Plan?

You should write the business plan.

So, you may not be a literary genius. That’s not the point. It is the process, not the
writing, that counts. If someone else writes the plan, then it is their plan, not yours. The
people interested in this startup want to see that you know and understand the functional
areas of a company. They want to be sure you have the big picture and will pay attention
to the details as well. If you cannot write it for lack of time or circumstance, you should
maintain as much control and direction in the writing as possible.

“...remember, people buy people. Most products and services cannot be patented.
Contrary to popular belief, you can build a better mousetrap but the world will not beat a
path to your door. A plan is only as good as the people who implement it. Investors put
more stock in the management than they do the product. That is why there is generally
more money chasing well developed ideas than there are ideas chasing money...” These
statements are all cliches often heard in the venture capital world. They are reinforced
here because they are all true.

Investors know that if your business plan is not done right, you probably will never do
anything of substance beyond it. This guide gives you what you need to demonstrate the
credibility and competence of a workable plan. The confidence and commitment to get
through it can only come from you. In this sense, the guide serves as architect and
engineer. It will help you build a well designed plan that is structurally sound. You’re
the builder. What you put into it — the thought, research facts and figures, and other
information — are bricks and mortar.

Authenticity and Style

You may have noticed that this guide takes an unusually informal and personal approach.
It is unique because it doesn’t look or talk like a textbook. Its purpose is to communicate
with you, not impress you with complicated theories and formulas.

Your business plan is uniquely yours. Use your own style. It should be a personal
expression (an art form) as much as a professional document (scientifically and
structurally sound). Feel free to express yourself in the fist person (we, I, ours). In you
first draft do not be overly concerned with spelling, punctuation and grammar. Let is
flow naturally from your heart and mind, utilizing your research notes and experience.
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The Business Plan - Introduction 5

Someone who writes well can help you put the finishing touches on it later. For an
excellent guide on writing, check out Elements of Style, Strunk and White. This
paperback should be available through your local library.

You will want your work to transmit enthusiasm, but try to avoid using flowery language
and superlatives. Phrases like, “Fantastic sales” and “Tremendous profits” send up red
flags and will lessen the impact of truly significant messages. There are certain words
and phrases that investors and other professionals look for (like ROI). These are noted in
each section in bold print and a glossary is included to help you understand the lingo.
Incorporate them into your text in your own way. Above all, use clear layman’s
language. Remember, some of the people who will be reading you plan will know
nothing about your product, the technological or manufacturing process involved, or even
the industry it addresses.

Writing One That Works

Writing a business plan is tough work. A typical timeframe for writing a plan would
exceed 300 hours over one to six months, depending on how much time can be devoted
to the research and writing. The plan must be comprehensive, but concise. Only in
exceptional cases should the exceed fifty pages (typewritten/double spaced), and twenty-
five pages would be a good target. A too sketchy plan will be viewed as evidence the
entrepreneur has not done his or her homework — sure grounds for rejection. If it is too
long and brought in on a wheelbarrow, it won’t be read, which is the same as rejection.
You have to write a plan that people will read and give them confidence in you and your
idea.

The Executive Summary

The most important section of you 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 in the first two pages, the reader certainly won’t
hunt through the chapters for what makes your venture truly unique and worthy of
support. The executive summary should highlight the most significant points of your
business plan and entice the reader to read on. In six paragraphs, the following needs to
be described:

=

Your product and why it is unique and profitable,

2. What business you are in and the milestones reached with financial
results,

3. What is the market for your product, what size it will be, and your

share of the market,

The management team and their expertise,

What are the financial terms and profit potential, and

What your unique strengths and advantages are that will contribute to

the success of this venture.

ISR A
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6 The Business Plan - Introduction

It is best to write the executive summary after you have written the rest of the business
plan, because that exercise will also help you sort out the important information.

Financial Information

The next most important portion of the business plan is your financial projections — after
all you are in business for profits. The financial section should be clearly indicate the
amount of funds needed and what those funds would be used for. This section is highly
scrutinized by the people with money. If the company is already in operation, you will
need to provide a profit and loss statement and a balance sheet. An existing or startup
company needs to provide projections for these statements for a three to five year period.
These statements should indicated the upside, downside, and expected financial results.

It is also to your advantage to provide a breakeven analysis. The five-year requirements
may seem impossible to meet with any accuracy and often is. One solution is to generate
three scenarios for the five-year period. Use conservative projections based on a weak
market performance, aggressive projections based on robust demand, and the most likely
results of your efforts. It is also recommended that you explain key assumptions and
show how the numbers were derived. Prepare to justify your figures.

The Management Team

After the reader has summed up the unique business opportunity and the financial
projections, the final determination is whether the entrepreneur can really do the job. The
credibility of the business plan will be under siege, and if it survives the analysis, the
focus will be on the entrepreneur and if they can meet company objectives and make
money. The management section of the business plan must outline experience, expertise,
and past accomplishments, and the tone of the business plan must be honest and evoke
trust. The entrepreneur has to identify the weaknesses and negatives and address them.
The reader wants to reduce his risk, and he wants to know if you’re going to do that.

If the reader is still with you, they will finish reading the business plan with a critical
eye. If you have managed, however, to romance your reader, they may be looking for
reasons why they should support your business opportunity. If interested, they are selling
themselves and justifying their decision. Write the rest of the chapters well, and give
them reasons why they should be involved.

What to Avoid

Most bankers, investors, venture capitalists, and consultants have too much to do in too
little time, so entrepreneurs need to avoid the turnoffs often associated with business
plans. We have already talked about being too long or too short. The business plan
needs to be “crisp,” indicating clearly and concisely what this venture is all about.
Readers expect a professional business plan, neatly typed with no spelling errors, but a
too polished business plan with a fancy cover raises eyebrows and red flags. The
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emphasis should be on substance, not on form and style. Other turnoffs include a poor
marketing plan, failing to identify details about competitors, not identifying key
employees, weaknesses in the management team, massive advertising budgets, high
salaries, and unrealistic sales forecasts.

Remember, you want to push the hot button of your reader, not raise flags and eyebrows.
Do your homework, evaluate it critically, and check it again. Whether the reader is you,
your partners, your Uncle Harry, the banker, or a venture capitalist, your business plan is
written for a good purpose.

In Summary

A business plan is a necessary exercise, often required by investors, suppliers and
customers. Most importantly, it is a vital planning tool for the entrepreneur.
= A business plan must reflect the entrepreneurs ultimate goal for the venture.
= A business plan may be tailored for several uses:
= As adevelopment tool for the founders
= Asa planning and evaluation guide for the managers and others
= Expect to spend a minimum of 300 hours developing the business plan.
Planning is a vital component to properly and strategically position a new
venture. It is you road map to business success.
= By the way, some people will tell you that researching and writing a business
plan that results in the successful startup of a company is equivalent to an
MBA degree any day. While this statement is certainly debatable, no one can
argue that the experience is an educational one. An exciting one at that.
Good luck and many happy revenues
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The Modular Approach

A Word on Format

This guide is written in modular format, where each module represents a “chapter” or
“section” of a good business plan. Each module is designed to stand alone. It assumes
that people collect, organize, and absorb information in blocks, rather than in large doses.
While keeping the “big picture” in perspective, this guide attempts to make writing the
business plan a series of mini lessons. Work one module at a time. There is no reason to
frustrate yourself with too much material or information at once.

Some modules may not apply to you. If yours is a service business, the module on
product manufacturing will be of little interest. Pick and choose what you need. Most of
the modules are part of a well designed business plan which must be addressed by all
startup companies in any industry. Depending on the scope of the venture, it may be
appropriate to combine and condense several modules into one section.

Each module breaks down the essential components of a business plan. They are
presented in logical sequence, in workbook fashion. Each module will tell you:

Suggested Length

This is purely a judgement call. Use as much space as you need, but be concise and to
the point. Business plans less than ten pages long have been known to raise millions, but
rarely. Again, the length will be largely determined by the intended use of the plan.
Avoid the “wheel barrow” approach. These plans are so long, you need two people to lift
them. Too much information is as damaging as too little information. It only confuses
and overwhelms the reader. All totaled, you plan should not exceed 50 pages (not
including appendices), typewritten, double spaced.

Objective of the Module

This is why the entire module is written.
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10 The Business Plan - The Modular Approach

Questions to be Answered

Note: The questions have been eliminated in this condensed version. To upgrade to the
full workbook at a discounted price, please contact The Center for Innovation.

Subheadings to Include

This simply highlights the most important aspects of each module of your business plan.
Subheadings help make your plan more readable. The subheadings we recommend are
standard issues of each topic. They are only suggestions. Include whatever subheadings
you think appropriate for your situation.

Description of What to Accomplish Under Each Subheading

This is how each issue will be addressed. It is a guide to refer to as you outline and
write each module. Again, it is not all-inclusive. Your gut feelings and unique style
will be your best guide as you develop and write each module.

A List of Common Mistakes to Avoid

Note: The Common Mistakes to Avoid have been eliminated in this condensed version.
To upgrade to the full workbook at a discounted price, please contact The Center for
Innovation.

The order of sequence in which each module appears was carefully chosen. Research
indicates this is the preferred order of review among investors, bankers, and other
professionals. It is not carved in stone. The order of sequence for the contents of your
plan is entirely up to you. A reader who has a particular interest in a certain module can
find it in the table of contents and go right to it.

There is one trap to avoid as you begin. The order of sequence in which your plan’s
contents will appear is not necessarily the order in which you will research and
write each module. For example, the Executive Summary appears first, but it is usually
the last module to be written. The first thing you need is market information. Second,
can your idea be put into a profitable plan of action? Therefore, the market research and
financial projections are usually most important. All other modules are developed from
these.

Suggestions on How to Proceed

1. Flip through this entire guide to acquaint yourself with the modules. Decide of you
should combine one or more of the modules into one section (see Module 2 — Table
of Contents).
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2. Decide where you would like (or should) begin. Complete one module at a time. It is
suggested that you start with Module 3 or 6.

3. Make sure you understand the objective of each module. Keep the objective foremost
in your mid as you write that module of your plan.

4. Read through each module carefully, noting areas where you will have to do some
additional research before you are able to write that section of the plan.

5. Pick up your pencil and go to work! You should not expect to complete each module
on your first attempt, but do as much as you can the first time through.

6. Decide on the subheadings you want to include in each module. Using the
“description of what to accomplish” as a guide, outline each subheading according to
your research and experience as reflected by your answers to the questions.

7. Write each module of the business plan in your own style according to the outlines
provided.

8. Have your plan proofread by a person well versed in English grammar. Have it
reviewed by your accountant and other professional advisors. Finally, have it bound
in an attractive binder (see “Packaging Your Business Plan” under the “Finishing
Touches” section.
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Module 1 — The Executive Summary

Suggested Length 1-3 pages

Objective To get the reader to keep on reading; to highlight the most

significant points of each module.

Subheadings to Include

The Executive Summary is one complete Module. A Fact Summary Sheet at the back of
the section is recommended.

What to Accomplish

The entire summary should be clear and to the point. Use short, choppy phrases. The
language should be simple and demonstrate clarity of management objectives. Above all,
the summary should show opportunity.

The following a suggested sequence of presentation:
Concept

The opening statement should grab attention. State something about being the first to
introduce this product or the customer demands being generated from your initial market
research. Describe the nature of the business; i.e., type, location, business form, length,
and state of operation. Describe current milestones reached and their financial results;
i.e., reaching X amount in sales, evaluation and testing completed, prototype built. State
what industry your product addresses.

Product/Service

Describe your product. Discuss specialization, significant or unique features. Discuss
where you are, or would like to be located. State why this location will be advantageous.
If the product is to be sold or distributed through other outlets, discuss how this will be
done and their locations. Describe and precommitted sales or contractual relationships
you have with manufacturers and/or distributors for your product.

Market

Describe the market for your product, your current or projected share, and overall
potential. Discuss the competition and what advantages you have over them. Discuss
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your plans for introducing your product and your strategy for gaining market acceptance
and loyalty. Mention any letters of intent you have with prospective customers.

Manufacturing/Operations

Discuss the process involved in producing your product and getting it into the
marketplace. Highlight areas of specialization and technology that you may have
pioneered in the production of the product. If you plan to subcontract or license
Manufacturing/Operations, describe the arrangement and why it is advantageous.

Management

Discuss the people involved in the venture, their management expertise and experience.
Highlight their distinctive competence. Discuss support personnel that will be needed as
the company grows. Show that the people involved are qualified and committed.

Funding Request and Times of Investment

State how much money has been invested to date in the venture. State the additional
funds needed and their use. Discuss what you are offering in return for the money.
Include the payback period and potential return on investment. State what the earning
projections are for the next 3-5 years. State any tax benefits that will result from
investment.

Milestones and Timeframes
State what must be done and expected completion date to move venture along. Describe

the phases and timeframes with which the business will be concerned. Summarize the
unique advantages and strengths that will contribute to the success of the venture.

The Fact Sheet stands alone and appears at the back of the Executive Summary Module
as a separate page. It enables the reader to scan the vital information that makes up the
company. Fill in the following fact sheet and have it typed on a separate page.
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FACT SHEET

Name of Company:

Location: (address, city, county, state, zip, phone)

Zoning Classification: (obtain form city ordinance)

Type of Business and Industry: (example — manufacturing, agriculture)
Business Form: (proprietorship, partnership [type], corporation [type])
Product or Service Line: (example — electronics, household)

Patent, Trademark or Service mark: (type, number, date issued)
Length of time in business: (or in development)

Number of Founders/partners/employees:

Current and/or projected share of market: (example — 10% of GF market 1985, 20%
1986)

Invested to Date: (estimate equipment, supplies, time)

Net Worth:

Additional Financing Needed: (estimate total dollar amount)
Minimum Investment: (dollar amount for stock, partnership unit, etc.)
Terms and Payback Period: (example — equity position, limited partnership shares, 3-
year buyback, 40% ROI)

Total Valuation: (after placement)

Legal Counsel:

Financial Counsel:

Management Counsel:

Description of any related party transactions, contracts or relationships that the company
may be involved in.
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Module 2 — The Table of Contents

Suggested Length 1-2 pages
Objective To allow the reader to quickly access particular sections of interest.
Subheadings to Include

The following is a list of topics or issues you might include. Depending on the
importance of each issue to your startup, any one can stand alone as a separate section or
be combined with another issue. Also listed are possible subheadings that may be
organized under each main topic.

The Company
Background
Current Status
Future Plans

The Industry
Chief Characteristics
The Participants
Analyst Summaries
Trends

Product and Related Services
Product/Service Description
Facilities Description
Proprietary Features
Future Development Plans
Product Liability

Technology: Research and Development
Concept Development
Research, Testing and Evaluation
Milestones and Breakthroughs
Current Status and Continuing R&D

Market Analysis
Target market and Characteristics
Analyst Summaries
Market Share, Trends, and Growth Potential
Sales, Distribution, and Profits by Product/Service
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Competitive Analysis
Competitors Profile
Product/Service Comparison
Market Niche and Share
Comparison of Strengths and Weaknesses

Marketing Strategy
Penetration Goals
Pricing and Packaging
Sales and Distribution
Service and Warranty Policies
Advertising, Public Relations, and Promotions

Manufacturing Process and Operations
Location
Facilities and Equipment
Manufacturing Process & Operations
Labor Considerations
Environmental and Economic Impact

Management and Ownership
Key People and Experience
Board of Directors
Ownership Distribution and Incentives
Professional Support Services

Administration, Organization and Personnel
Administrative Procedures and Controls
Staffing and Training
Organizational Chart
Management Control Systems

Milestones, Schedule, and Strategic Planning
Major Milestones (What/Why)
Schedule (When/Who)

Strategic Planning (How/Where)

Critical Risks and Problems
Summary of Major Problems Overcome
Inevitable Risks and Problems
Potential Risks and Problems
Worst Case Scenarios

Financial Data and Projections

Funding Request/Terms of Investment
Current Financial Statements
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Financial Projections
Assumptions

Appendices
The following is a condensed version of the Table of Contents utilizing all the modules.
Executive Summary

l. Business Summary
A. The Company and the Industry

B. Management and Ownership
C. Administration, Organization and Personnel
Il. The Product and Services
A. The Technology: Research and Development
B. Manufacturing and Operations
I1l.  The Market

A. Market Analysis
B. Competitive Analysis
C. Marketing Strategy
IV.  Schedule and Risks
V. Financial Data
VI.  Appendices

What to Accomplish

All major sections should be listed in bold print in the order in which they appear in the
plan. Designate each major section with a roman numeral along the left-hand margin.
All major sections and subheadings should have a corresponding page number listed
along the right-hand margin. Example:

l. THE COMPANY ...t e et esre e e reesaeenaeeneenrs
2 T3 (o | (01U o USSR
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Module 3 — The Company and the Industry

Suggested Length 1-3 pages

Objective To describe the startup and background of your company. To
provide a brief sketch of your industry and how your venture
addresses it.

Note: The first part of this Module is primarily for ventures that
have some operating history. If your company has a significant
history, you may want to have this section stand alone as its own
chapter.

Subheadings to Include

The Company
Background
Current Status
Future Plans

The Industry
Chief Characteristics
The Participants
Analyst Summaries
Trends

What to Accomplish

Make the reader a part of your dreams. Describe how your work and decisions got the
company where it is. Show how past performance will pave the way to future success.
Demonstrate how you will become an important addition to the industry, that you
understand the industry, and where it is headed.

The following is a suggested sequence of presentation:
THE COMPANY

Background

Describe the startup and history of your company from the time of inception. State where
and when it was organized. State what form of business it is and where it is located.
Discuss significant milestones, such as obtaining a patent, building a prototype or signing
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a major contract. Discuss the people involved and the roles they have played. Mention
any trademarks on the company’s name or logo.

Current Status

Discuss where you are now. Talk about the reputation you have built, your strengths and
what limitations are being experienced. Describe how your product is performing in the
marketplace. State the amount of money that has been invested to date, by whom, and
how it has been used. Give an overview of your sales and services record, if any.
Discuss the kind and amount of funding the business needs to begin operations or
improve operations.

Future Plans

Discuss your goals for the next 3-5 years. Describe how you plan to achieve them and
what resources will be needed. Allude to improvements and expansion of your existing
product line, as well as your hopes for increasing your market share and sales.

THE INDUSTRY

Chief Characteristics

Describe the industry your company is in. Discuss the industry’s profile, including: size,
geographical dispersion, market, history summation, current status, and its total sales and
profits for each of the last three years.

The Participants

Discuss the competition and other players (suppliers, wholesalers, distributors, etc.)
within your industry. Summarize each participant along a spectrum of weakest to
strongest. Briefly discuss their product/service lines and market niche. Discuss more
thoroughly the participants with whom you will have direct involvement or competition.

Analyst Summaries

Provide a series of quotes and statements that summarize significant facts, figures, and
trends about the industry from various reputable sources. Make sure you properly credit
the source and provide the date of publication. Use quotes and statements from diverse
sources; i.e., industry magazines and newspaper articles. Quotes from personal
interviews can also have a powerful impact. These statements should clarify where the
industry is headed and the various markets to be served within the industry.

Industry Trends

Discuss where your industry is headed. State whether it is declining, improving, or
holding steady and what opportunities there may be. Discuss where it might e in 5-10
years and your relative position within it. Discuss the future of the industry in terms of
market need and/or acceptance and profit potential. Describe significant events or
changes within the industry that will affect your business positively or negatively.
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Module 4 — Product and Related Services

Suggested Length 1-3 pages

Objective To describe the product and related services, special features,
benefits, and future development plans.

Subheadings to Include

Description of product/service
Description of the facilities
Proprietary features

Future development plans
Product liability

What to Accomplish

In layman’s language, explain your product and services, what they do (that’s special or
different), and who they serve. Briefly highlight future plans for improvements or for
introducing new products/services.

The following is a suggested sequence of presentation:

Product/Service Description

Describe exactly what your product/service is and for what it was designed. Discuss how
it works, special features, capabilities, and resulting benefits (economic, social,
environmental, leisure, etc.). If more than one service or product line is involved, discuss
each one and how they function together and/or affect each other. State what stage of
development the product/service is in.

Facilities Description

If the facilities are a focus and part of the product or service (such as a hotel would be),
describe them in this section. If the facilities are an adjunct, rather than interrelated with
the product or service (such as a machine manufacturing and assembly plant), it would be
best to describe them along with the operations description in Module 9.

Describe the facilities and why they are unique or better; i.e., none other like it, more
attractive, better proximity to customer base, offers more, etc. Discuss location and why
it is advantageous. State what percentage of the facilities are used for revenue producing
services, operations, storage, etc.

Proprietary Features
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Discuss any patents, copyrights, trademarks, servicemarks, or other legally binding
agreements that protect your product or service. State if a patent is pending. Overall,
discuss how you intend to protect the integrity, confidentiality and competitive nature of
your product and services. Briefly mention any regulatory or approval requirements your
product or service must meet. State who has jurisdiction and how you will satisfy these
requirements.

Future Development Plans

Describe the nature and application of future development plans. Discuss whether these
plans are improvements, and extension of the current product/service line or plans for
other products/services. State whether these plans will address your current market or
other markets. Discuss the timeframes for these plans. Justify why these plans are
important by showing increased or newly generated profits.

Product Liability

Discuss the liability and insurance considerations that are inherent in manufacturing
and/or marketing the product. Describe how you plan to limit the company’s liability.
Provide an estimate of the percent cost of the product that will be applied towards
liability coverage.
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Module 5 — Technoloqy: Research &
Development

Suggested Length 1-2 pages

Objective To provide an overview of the unique technology your product
utilizes. To outline the Research and Development phase and
significant accomplishments.

Subheadings to Include

Concept Development

Research, Testing and Evaluation
Major Milestones and Breakthroughs
Current Status and Continuing R & D

What to Accomplish

Describe how the idea came about. Discuss how you developed the product from the
idea stage through to a viable business opportunity. Highlight what you learned in the
process and what still needs to be done to move the product into the marketplace.

The following is a suggested sequence of presentation:

Concept Development

Describe how the product came about. Discuss how long it has been in development and
the related cost factors. Describe the initial concept and how it has changed and
improved through the development process. Discuss any new applications or
opportunities that have resulted. State who owns what portion of the concept and/or
product and give the percentages of each. Describe the technology employed in
development.

Research, Testing and Evaluation

Describe all related research, testing, and evaluation activities. Mention any surveys,
articles, or studies that may have been published as a result of these activities. Present
your findings as factual conclusions and document them as supporting materials in your
appendix. State what makes the product reliable. Discuss the results of your research in
terms of production needs, cost factors, time requirements, documentation, maintenance,
and updating requirements. Describe the facilities, conditions, instrumentation, and
supervision with which the research was conducted.
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Major Milestones and Breakthroughs

Discuss the significant milestones and accomplishments that were achieved during R&D.
State when, and under what circumstances, the breakthroughs happened. Describe what
impact they had or will have on the venture. Discuss how the technology or process is
different or superior to similar products. Describe what risks and problems were
overcome to reach these milestones.

Current Status and Continuing R&D

Discuss where the project stands now. Describe how much of the product has been
developed and what still needs to be done to protect, manufacture, license, market, and/or
distribute it. Discuss how much of this you will be involved in doing or who may take
over the development of these things. State when R&D will be completed. Discuss what
contacts you have made regarding the product and the results of the contacts.
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Module 6 — Market Analysis

Suggested Length 3-5 pages

Objective To demonstrate that you understand the market, that you can

penetrate it, and that you are in control of the critical success
factors which will enable the company to reach its sales goals.
Above all, to prove there is a demand for your product/service.

Subheadings to Include

Target market and Characteristics

Analyst Summaries

Market Share, Trends and Growth Potential
Sales, Distribution and Profits by Product/Service
Service and Warranty Policies

What to Accomplish

Citing facts from your research and experience, show why and how your company will
be successful. Most importantly, prove there is a market for your product/service and
that your potential share and resulting profit projection are realistic.

The following is a suggested sequence of presentation:

Target market and Characteristics

Describe your target market, who or what, and give a profile. Discuss how your
product/service meets the needs/wants of this market. Discuss the “buying” record and
habits of your customers. State pertinent facts concerning the size, age, location/area,
profession, income and other demographic information about the market. Allude to any
self-performed or professional research, studies, or surveys conducted. Include a list of
these in a biography in the Appendices.

Analyst Summaries

Provide a series of quotes and statements that summarize significant facts, figures, and
trends about the market (and market potential) from various reputable sources. Make
sure you properly credit the source and provide the date of publication. The objective is
to pinpoint specific market opportunities that exist within the industry, and how your
products/services capitalize on these opportunities. The quotes and statements should
make it clear what problems and needs exist in your market. It should become evident to
the reader that your products/services can solve these problems and/or meet these needs
better than existing methods.
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Market Share, Trends and Growth Potential

State the percent share of the market you now have or hope to penetrate. Discuss the
trends of the market, industry wide, regional, and local. State of the market is seasonal,
the timeframes, and how you will adjust and compensate during the off-season. Discuss
how the market may change over the next 3-5 years. Discuss the growth potential of the
entire market and your increased share. State on what assumptions you base these
growth patterns (i.e., technology, development, changing customer needs, costs, etc.).
Discuss your rationale and the costs and risks associated with achieving higher levels of
penetration.

Sales, Distribution and Profits by Product/Service

Discuss your projected sales record by product/service. State what each product/service
costs you to produce, distribute, and sell. Discuss how your product/service will be
distributed and sold. Describe any unique features of your sales and distribution network.
Discuss the implications of transportation, tariffs, duties, foreign exchange, and other
government regulations.
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Module 7 — Competitive Analysis

Suggested Length 2-3 pages

Objective To show that you are fully aware of the competitive forces at work
in your marketplace. To explain your strengths over the
competition, how you will counteract their advantages and
overcome or compensate for your weaknesses.

Subheadings to Include

Competitors Profile

Product/Services Comparison

Market Niche and Share

Comparison of Strengths and Weaknesses

What to Accomplish

Give a brief run-down on the other industry participants. Highlight your particular
competitive edge.

The following is a suggested sequence of presentation:

Competitors’ Profile

Discuss the competition: size, age, locations, sales volume, management, mode of
operation, and other characteristics. Discuss potential competitors who may enter your
market.

Product/Service Comparison

Discuss the similarities and differences between your product/service and that of the
competition. Compare your operations and management style with your various
competitors. Highlight whatever it is that makes your product/service and company more
attractive in the marketplace.

Market Niche and Share

State the approximate percentages each of your competitors’ holds in the market.

Discuss those that hold the large percentages and why they have an edge. Discuss the
competitors who have/are coming on strong and are making (or expected to make) bigger
gains in the market. Discuss the particular segments of the market that each of your
competitors addresses. Discuss your niche in relation to these and what percent of the
total market it makes up. Describe where the market is headed and how each
competitor’s niche and share may change over the next 3-5 years.
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Comparison of Strengths and Weaknesses

Discuss your strengths and weaknesses in relation to your major competitors. It is
helpful to list the variables down the left-hand column and the competition and your
company along the top of the page. The reader can quickly summarize the
characteristics, as well as the strengths and weaknesses of all participants at a glance.
The major strengths and weaknesses you should summarize are: product superiority,
price advantages, market advantages (large contracts with customers or suppliers,
proximity to a larger market, proximity of resources) and finally, management strengths
and weaknesses (experience and track record, skills, etc.).
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Module 8 — Marketing Strateqy

Suggested Length 2-3 pages

Objective To explain specifically how you will enter the market, obtain a
niche, maintain a market share, and achieve the state financial
projections.

Subheadings To Include

Market Penetration Goals

Pricing and Packaging

Sales and Distribution

Service and Warranty Policies

Advertising, Public Relations and Promotions

What to Accomplish

Describe your plan of action for being successful in the market. Discuss how your
internal policies and your utilization of the media will contribute to that success.
Reference your Marketing Plan if you have developed one independently of the Business
Plan.

The following is a suggested sequence of presentation:

Market Penetration Goals

Describe your plans for entering the market. State what your estimated sales and share
will be. Discuss the sales appeal among specific segments of the market. Discuss how
you will identify prospective customers within each segment, how you will prioritize
them, and how you will reach them. State your timetables for achieving these penetration
goals and how your strategy may be affected by the reactions of competitors. Discuss
any major customers who you have pre-committed and how they may help you to further
penetrate the market.

Pricing and Packaging

Describe your pricing policies and how they are determined. Discuss the influences of
the competition, discounts, cost of goods, market forces and other factors that will affect
pricing. Justify your prices, particularly if they are substantially above or below the
prices of similar products/services in the marketplace. Above all, demonstrate that your
pricing decision is based on your company’s ability to make a profit.
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Discuss your packaging and labeling design plans. Describe how the brand name, colors,
logo, and overall packaging appeal will entice customers to buy. Discuss the directions
of instructions that accompany the product and how you make the product easy to use.

Sales and Distribution

Discuss any relationships you have with suppliers and/or distributors. Mention any
distribution or licensing agreements that are in force or that you are seeking. Describe
how your product/service will be distributed an over what geographical area. Discuss the
method(s) of sales and retailing, direct sales and other methods. Discuss how these will
be attracted, compensated and controlled.

Discuss your selling arrangements in terms of cash sales, financing, leasing, credit and
payment terms. If you will be employing salesmen, discuss their quotas and incentives.
(Remember that sales volume will be directly proportional to the number of effective
sales calls made. Prospective investors will want to see you knocking on doors). Discuss
briefly your hiring, training and promotion program.

Service and Warranty Policies

Describe your service arrangements, product support, warranty terms and customer
orientation of these things. Discuss how these policies make your competitive and how
they may affect profits. Discuss the procedures for implementing these policies. State
how they are reviewed by management and how they may change or be improved upon
as you gain experience. Describe how you will handle customer complaints and other
problems with product/service.

Advertising, Public Relations and Promotions

Describe your advertising, public relations and promotional programs and campaigns.
Discuss the mediums you will use and any professional ad agencies you may retain.
Describe your overall approach and strategy for introducing your product/service and
gaining its market familiarity and acceptance. Discuss how the company’s name, or the
product/service name may contribute to market identity. Discuss your attendance at
conventions and trade shows within the industry.
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Module 9 —
Manufacturing/Process/Operations

Suggested Length 3-5 pages

Objective To explain how you will produce your product in a cost efficient
way and ready it for the market.

Subheadings To Include

Location

Facilities and Equipment
Manufacturing Process and Operations
Labor Considerations

Environmental and Economic Impact

What to Accomplish

Demonstrate you have a good handle on all aspects of your company’s manufacturing
process and operations. This is where most business plans fall short, because it is the
area that causes most business plans to fail. This is where the major costs and headaches
of a company are found. You want to show you have given these issues serious thought.
Describe how you will minimize the cost and inherent problems of manufacturing, while
maximizing profits through efficient operations.

The following is a suggested sequence of presentation:

Location

Describe your company’s location, or proposed location. State if the land will be
purchased, leased, or rented. Describe the surrounding area and other types of businesses
in the neighborhood. Discuss the advantages and disadvantages of your location in terms
of proximity to customers or markets; availability of labor, suppliers, and capital; access
to transportation, energy, utilities, and other resources. Discuss the state and local laws
such as zoning, licenses, and other regulations that may affect your company. Highlight
the favorable climate that exists in and around the location. Discuss how your location
will affect your operating costs. Finally, state whether your long range plans and needs
call for you to remain where you are, or move to establish a new location.

Environmental and Economic Impact

Describe how your company and its manufacturing operations will impact the
environment and the community. Discuss how you will dispose of waste; apply for
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applicable licenses; be affected by other restrictions, such as pollution and noise control.
Highlight the economic benefits that will result from your business operating in the
community. Discuss the “trickle down” effect of your business boosting others, creating
jobs, etc.

Facilities and Equipment

Describe the characteristics of the facilities in terms of size, structure, and condition.
Describe the kind of equipment used in your manufacturing operations and its condition.
State whether the facilities and equipment are purchased, leased, or rented. Discuss any
special parts of needs that must accompany the facilities and equipment. Discuss the
maintenance and replacement requirements of the facilities and equipment. Highlight
how and why the facilities and equipment give you better production or operating
advantages over similar businesses. Finally, discuss the long-range needs and plans for
your facilities and equipment.

Manufacturing Process and Operations

Describe how you will manufacture and produce your product, and/or conduct service
operations. Discuss the methods and processes involved. State how much of this will be
done internally and how much will be subcontracted. Discuss how internal operations of
subcontracting relationships may change over the next few years. Describe the raw
materials and/or components used in producing your product. Discuss how these are
supplied and your back-up system should your primary suppliers become unavailable.

State your current, or initial projected capacity for level of production or operations in
dollars and in units. Discuss how this may be expanded or changed in any other way.
Break down the fixed and variable costs of production and operations at different volume
levels. Describe the costs to produce each unit by material and labor. Include indirect
costs (utilities, taxes, insurance, etc.) and show the break-even point.

Describe the product/operations layout (a sample is included in this guide’s appendix).
Discuss workflow and production control procedures. Discuss your safety program,
quality control, and inventory control systems. Show how they are conducive to a
positive and productive work environment, and are cost effective as well.

Labor Considerations

Discuss what labor requirements you will have; how you will hire and train them.
Discuss how you will handle the possibility of strikes and other labor union activities.
Discuss how you will minimize turnovers, structure compensation, productivity quotas,
and employee benefits. Discuss how you will handle discipline cases and how you will
communicate company policies as they relate to infractions and expectations.
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Module 10 — Management and Ownership

Suggested Length 2-3 pages

Objective To demonstrate that the management and leadership is capable,
fairly compensated, and given every incentive to be successful. To
show the ownership distribution, who they are, and how much they
own.

Subheadings To Include

Management

Board of Directors

Ownership

Professional Support Resources

What to Accomplish

Show that your company has a proper balance. Having too many marketing and sales
type people in management is as bad as having too many bean counters (finance people)
making the critical decisions. Demonstrate adequate expertise in all areas of marketing,
management, technical finance, manufacturing, etc. Show you have recruited in the areas
where you personally are weak. Above all, differentiate between ownership and
management roles, even if the same individuals assume them.

The following is a suggested sequence of presentation:

Management

Discuss your management team. Give a brief background of the principals (decision-
makers). Describe each principal’s distinctive competence and what they bring to the
company. Discuss education, experience, knowledge of industry, special talents, training,
skills, and abilities.

Discuss each principal’s position, duties, and responsibilities. State how long they have
been with the project and any significant accomplishments with the company. Discuss
each principal’s compensation package, i.e.: salary, profit sharing, bonuses and
incentives, fringe benefits and other terms of employment. State what each principal’s
objective is with the company; i.e., what they want to get out of their involvement, short
term and long term. Discuss any noncompetitive agreements or other legal contracts that
each has executed with the company.

If all the management positions have not yet been filled, describe the qualifications that
will be needed in a person to fill these positions. State how and when you expect to
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recruit additional key people. Discuss how you intend to attract and compensate them.
Along these lines, describe any positions that may be created as your company grows.

Describe what options or alternatives you may pursue if you loose a key person. State
what your own personal plans are for grooming a successor. Discuss how you will
minimize the negative impacts of losing or having to fire key managers.

Allude to the resumes and personal references from customers, suppliers, bankers, former
employers, etc., on each of your key people that are included as supporting documents in
your plan’s appendix.

Board of Directors

Discuss who is on your Board of Directors and why they are valuable to the business.
State what their field of expertise is and their other corporate affiliations. Describe any
special contributions they have already made, or are expected to make. State how the
Board is compensated for their time and advice, how often they meet, and how much
control or influence they wield.

If you have not yet recruited a Board of Directors, describe the kind of individuals you
would like to place, how and when you expect to recruit them.

Ownership

Give a breakdown of the ownership interest of all parties, who owns what and how much.
Describe the form of ownership; i.e., stock, partnership percentages, notes, etc. State the

type of ownership, i.e., preferred stock, common stock, straight debt, debt with warrants,

convertible debentures, etc.

Discuss the amount and kind of ownership in reserve (not yet issued). Discuss how the
ownership breakdown may change by taking on additional managers and/or capital from
investors. Describe the proposed distribution of ownership if not yet firm.

Discuss any plans or agreements you have pertaining to buy outs, dissolution of
company, managers/owners leaving the company and other possible developments.
Discuss the warrants, privileges, rights and options of all current and future owners.

If you are seeking financing through this business plan, allude to personal financial
statements included in the Appendix.

Professional Support Services

Describe your support team and how each has, or will, assist in the development and
ongoing management of your company. A partial list may include: lawyer, accountant,
banker, tax specialist, trade association affiliation, public relations consultant,
marketing/advertising consultant, technical/systems consultant, etc.
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If you have not yet used consultants, show the reader you are aware of the support
services your company may need. Discuss which professional you may use and when
they would come into play.
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Module 11 — Administration, Organization,

and Personnel

Suggested Length 1-2 pages

Objective To show control and efficiency of standard administrative

functions. To outline the company organization, lines of authority,
and responsibility. To give a sketch of your staffing needs.

Subheadings to Include

Organizational Chart

Administrative Procedures and Controls
Staffing and Training

Management and Control Systems

What to Accomplish

Your readers are going to want to know how the company is managed, as much as who is
managing it. Demonstrate your awareness and understanding of the administrative
details. Explain what personnel are needed, how you will fill and train these positions.
Include and organization chart that illustrates the company" structure, lines of authority,
responsibility and delegation. Finally, give a brief synopsis of your management style
and systems for ensuring excellence.

The following is a suggested sequence of presentation:

Organizational Chart

Illustrate the lines of authority, responsibility, and delegation with a chart. Make it clear
who answers to whom. Do not make these areas of accountability look too authoritarian
or rigid. Allow for flexibility and overlap of duties if appropriate to your situation. The
reader should be able to glance at the chart and get a clear understanding of the
management and personnel structure of the company. A sample organizational chart can
be found in this guide’s Appendix.

Administrative Procedures and Controls

Describe your administrative systems, procedures and controls. Mention specifically
how you will handle the accounting and bookkeeping functions. Discuss how you will
monitor and audit customer payments, bills incurred by the company, and accounts
receivable. State how you will track and control internal expenses and operating costs.
Discuss any other major administrative systems that are a necessary function of your
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venture, such as ordering, collecting, receiving, organizing, filing, storing, disseminating
and disposing of goods, services and/or information.

Staffing and Training

Discuss your current, or needed personnel and their functions. State how they
complement one another. Describe the nature, length, and cost of training needed for
employees. Discuss any present or planned employment contracts you expect to utilize
and enforce. Describe how personnel are identified, attracted, hired, and compensated.
State your current or planned number of employees and future provisions for growth.
Describe the learning and experience curve for different positions and the amount of time
before they are self-functioning and productive. Sample job descriptions may be
included in your plan’s Appendix.

Management Control Systems

Briefly summarize your management philosophies and style. Tie these in with how you
will go about getting the most out of your people. Describe your plans to encourage
group goals over individual goals. Discuss how you will prevent your team from
stagnating or becoming too bogged down in the routine and predictable decisions. In
general, discuss how you will keep the lines of communication open, encourage creativity
and commitment to company goals; remain lean, flexible and action oriented.
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Module 12 — Milestones, Schedule and
Strateqic Planning

Suggested Length 1-2 pages

Objective: To outline major company objectives and explain how and when
they will be achieved.

Subheadings to Include

Major Milestones
Schedule
Strategic Planning

What to Accomplish

Demonstrate that you know what must be done and how you will pursue these goals in a
realistic way, within a reasonable timeframe. Concentrate on the critical milestones.
Summarize the implications of not attaining these milestones, and what alternatives you
may then pursue. Your goals should focus on positioning yourself in the marketplace
through strategic planning.

The following is a suggested sequence of presentation:

Major Milestones

Summarize the significant goals that you and your venture have already reached.
Describe how you attained them and what you learned in the process. Discuss what
needs to be done and what must happen for you to be successful with the company. State
who is in charge of seeing these things accomplished. Refer to a timeline schedule for
things to be completed. Describe why these goals and timeframes are realistic. Finally,
give an example of the teamwork and unified commitment towards the attainment of
these goals.

Schedule

Include a timeline chart. This chart is a schedule of significant milestones and their
priority for completion. The far left-hand column indicates the day, month and year for
completion. The second from the left column states the milestone or goal to be
completed. The third column from the left states who is charged with the task of
overseeing or completing the goal. The last column states what options or alternatives
may be pursued if the goal is not attained.
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There are several ways to present the milestones within the chart. You may list them in
order of priority or in order of importance. (The two are not necessarily the same.) You
may also list them in logical order for completion. In other words, one must happen
before the other can be considered or reached.

A sample timeline chart is included in the Appendices.

Strategic Planning

This is normally a very difficult issue for an owner/manager to tackle. It takes quite a bit
of foresight and expertise, combining academic techniques with past experience in the
company/industry. As with all other issues in you plan, do not try to bluff or be afraid to
admit that you don’t have all the answers. Your best bet is to consult professionals in the
field. Lacking the resources to get professional help, get together with your partners,
managers, staff, friends, and other people involved, and conduct a brainstorming session.

In a brainstorming session, no idea or comment is too remote. Creativity and openness is
to be encouraged, without criticism or qualification. Have your team throw out ideas on
all major aspects of your product/service; and operations. After all ideas are exhausted,
prioritize, assign, and begin putting some direction toward their exploration.

You should strategize according to:

= Learning/experience curve

= |Industry participants

= Leadership/management style

= Available resources

= Security of information

= Flexibility, simplicity

= New approaches, element of surprise

The biggest factor in formulating effective strategies, while avoiding ones with inherent
risks and failure, is to have an honest assessment of your strengths and weaknesses and to
ask the right questions. In writing this section of your business plan, make it clear to the
reader you are indeed addressing the right questions.

Center for Innovation - 2001-2006



The Business Plan - Module 13 - 43
Critical Risks and Problems

Module 13 — The Critical Risks and
Problems

Suggested Length 1-2 pages

Objective: To demonstrate you knowledge of inevitable or potential problems
and risks; to show your willingness to face up to them and deal
with them in a forthright manner.

Subheadings to Include

Summary of Major Problems Overcome
Inevitable Risks and Problems

Potential Risks and Problems

Worst Case Scenarios

What to Accomplish

Address the negatives that exist or you think may develop. The reader, especially
investors, will appreciate your integrity by giving them the full story. Counteract the
downside by describing how you plan to avoid, minimize, or turn around the major
problems and risks.

The following is a suggested sequence of presentation:

Summary of Major Problems Overcome

Start by summarizing the major problems you have already had to deal with. Give
examples of how you attacked and resolved these. Highlight especially innovative and
creative approaches you have used to solve problems in your startup and what was
learned from addressing these problems.

Inevitable Risks and Problems

Describe the nature of the problems and risks that your venture will be faced with.
Discuss when these problems and risks are expected to present themselves. Discuss how
you may avoid or minimize their impact. Describe how you will deal with them. Discuss
any threatened or pending litigation or disciplinary action the company or principals may
be involved in. Discuss any other legal liability or insurance problems.

Potential Risks and Problems
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Describe and discuss in the same manner as above the problems and risks that may
present themselves. Discuss what circumstances or situations would prompt these to
happen and how you would deal with them if they did.

Worst Case Scenario

Give a “worst case” scenario of all inherent and potential risks that the company may
suffer. Summarize the downside and what, if anything could be salvaged or recovered if
these risks did materialize.
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Module 14 — Financial Data and Projections

Suggested Length

As needed
Objective

To illustrate current financial status and projection. To describe the type of financing
desired; the amount; payback terms; and potential return on investment.

Subheadings to Include

Funding Request/Terms of Investment
Current Financial Statements
Proformas

Assumptions

What to Accomplish

This section is highly scrutinized by potential investors. Most sophisticated investors
will undertake an independent financial analysis of the venture. This section must be
thorough and convincing. Document the need for funds. Demonstrate that you will use
them responsibly and how they will ensure your success. Use a standard format in the
preparation of all statements. Show that your projections are realistic, based on the
margins between your cost to operate and expected sales. Support these projections up
with reasonable assumptions. The use of a computerized spreadsheet program (Microsoft
Excel, Lotus 1-2-3, etc.) or other business planning software is recommended for the
statements.

Funding Request

State the amount and type (debt or equity) of funding being sought. Describe the
intended use of the funds. Give a breakdown of how the money will be applied, i.e.,
capital equipment, property, facilities, inventory and operating costs. Discuss what effect
the capital will have on the business in terms of growth and profitability.

State when the money will be needed. Include a graph showing the amount and timing of
the funds. Discuss the level of investment already made in the venture. State whether it
is funded internally or from outside sources. Discuss the amount of stock or ownership
that will be made available, but not issued in the current offering. Discuss future funding
expectations and the stages when it will be needed. Describe how the unissued
ownership may be used at future stages and how, if at all, this future fundraising will
effect the current offering.
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Describe the terms of investment. State the minimum amount to participate. Describe
how this offering will dilute the ownership of the initial and subsequent investors.
Discuss the rationale for the proposed distribution. Discuss the payback period and
potential return on investment. Describe why the investment is attractive and how it
compares to other deals within the industry. Discuss any provisions for investor liquidity
and the earliest date the investor can recover initial investment.

State any collateral being offered. Discuss whom you have already approached about
investing and the results of the contact. Discuss any access you have to additional
investors or funding sources. Discuss what the total exposure of the investor is if the deal
goes bad. Discuss what percent, if any, of the investment could be recouped via tax
benefits, liquidation or other means.

Current Financial Statements
If the venture is already in operation, you will need to provide three basic statements:

1. Income (Profit & Loss) Statement
2. Balance Sheet
3. Cash Flow Statement

Although it is wise to have complete itemized statements available for the purposes of
reviewing a business plan, the reader will be largely interested in the bottom line. For
this reason, simplified statements will suffice. Statement samples can be found in
Appendix B. It may also be necessary for you to have past tax returns on hand.

Another helpful tool to include is a budget deviation analysis. This simply shows the
difference between your budgeted figures, and the actual outcome. Not only is it an
excellent internal tool for management, it also shows potential investors that you gauge
expectations against actual developments. Be sure to explain unusual fluctuations.

Describe the terms of any existing leases, loan agreements, or contracts currently binding
the company.

Proformas
Your projections should be based on realistic expectations. Be ready to justify all profits
and losses for a 3-5 year period. You should provide proformas for the following:

1. Projected Income Statement
2. Projected Balance Sheet
3. Projected Cash Flow Statement

These statements should reflect the effect of the proposed financing on a monthly basis
for the first year, on a quarterly basis for the second and third year, and on an annual
basis thereafter. It is also helpful to present these statements in the three ways: upside,
downside, and probable. Prospective investors also like to see long-range thinking,
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which implies you plan to be involved and committed to the venture for many years.
Probable projections for 3-5 years are sufficient to carry this section. Include all other
statements in your appendix.

It is also to your benefit to provide a break-even analysis and estimated costs and budgets
for each department; i.e., marketing, manufacturing, inventory, administrative overhead,
etc.

When reviewing your projections, the reader will assess the potential of making a healthy
return on the required investment. But invariably, the reader will be thinking, “What is
the worst that could happen?” You should be prepared to discuss the alternatives if the
downside is realized.

Assumptions

Assumptions are a natural part of predicting the future, especially when it applies to
economics, markets, and financial projections. Your projections are only as good as the
assumptions under which the projections are based. The trick is in making reasonable
assumptions that those concerned with the startup feel are valid. Use this section of your
business plan to state the assumptions you are making. Discuss why you feel they are
valid and what alternatives you may pursue if they do not materialize.

Listed below are some considerations you may have to address when discussing what
your assumptions are based on:

= Inventory turnover

= Accounts receivable collection period (and bad debt projections)

= Accounts payable payment period

= Purchasing in volume

= Extent of startup and future capital expenditures

= Useful life of company’s assets and related depreciation schedules

= Interest rates on debt

= Effective income tax rate

= Expected capacity and utilization of plant and equipment; availability of suppliers and
components

= Variable levels of production based on downtime, holidays, number of shifts and
employees, percentage of overtime, etc. (How are you arriving at your maximum
output?)

= Sales and share of the market based on characteristics of market, penetration
strategies, pricing, competition, and trends of the industry

= Growth and success based on management training and learning curve
— Addition of specialized services
— Salaries, commissions, profit sharing levels

= Sales by markets and products. Margins of each

Proformas Using Ultimate Business Planner Software
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To help you prepare financial projections, we recommend the use of a financial software
package called Ultimate Business Planner. Ultimate Business Planner was designed and
developed by Atlas Business Solutions for entrepreneurs who are neither financial or
computer experts. Since assumptions drive the venture creation process, you need only
enter the values for some underlying assumptions about the venture to generate a
complete set of financial projections. Financial ratios, along with many other helpful
tools are also included.

Ultimate Business Planner can also assist you in organizing and writing your business
plan. Example business plans are provided in the program to guide you on your way.
When used together, Ultimate Business Planner and the Business Plan workbook provide
an unbeatable guide to a winning business plan. For more information, visit
www.bptools.com.

If you do not use Ultimate Business Planner, you will have to prepare your financial
projections using more traditional methods, such as the following:

1. Select the statement from Appendix B you wish to complete.

2. Use that statement as a guide to create a spreadsheet that will be used in creating
your statement.

3. Gather the needed information for the statement.

4. Follow the steps in the Appendix for instructions on completion of the projected
Income Statement, Balance Sheet, and Cash Flow Statement.

5. Repeat steps 3 and 4 for other scenarios under consideration.

Using the information contained in the sets of financial projections (prepared from
Ultimate Business Planner or manually), you are now able to answer the key financial
resource questions.

How much money do you need to start or expand your venture?

When will you need this money?

Should the money be debt or equity?

Where should you get this money?

What is the value of this money to you in terms of the equity you will likely give
up for it?

arONOE

Financial Ratio Analysis

Whether the statements you include in your business plan are current or proforma, a
quick analysis of the financial ratios can provide a wealth of information. Liquidity,
efficiency of asset management, efficiency of debt management, and profitability can all
be determined with a few simple formulas. An analysis of current financial statement
ratios tells an investor how your company has been performing. Conversely, an analysis
of proforma financial statement ratios tells an investor how your company is likely to
perform in the future.
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You will want to perform a financial ratio analysis before you submit your business plan,
because this is likely to be one of the first steps performed by a potential investor. It is
not recommended to include the financial ratios in your plan, nevertheless be familiar
with where you stand on each. Investors will calculate the ratios they desire, regardless
of whether you have included them or not.

A ratio by itself is worth little until you compare it to another. Ratios can either be
compared to industry averages (often in the form of a range) to determine performance
within that industry, or to themselves over time to evaluate trends in position. There is no
magic ratio to obtain, nor is it best to be the highest or lowest for a particular ratio. The
purpose of comparing ratios to industry averages is to find ratios that fall outside the
normal range so further analysis can be done to determine if a problem exists. You can
find industry ratio averages on the Internet or in annually printed guides such as Risk
Management Association’s Annual Statement Studies (formerly known as Robert Morris
Associates). This annual publication includes financial ratio benchmarks from over 600
industries in an easy-to-read format and is available at most libraries.

Comparing ratios to themselves over a period of time is called trend analysis. This
comparison can give clues as to whether a given financial situation is likely to improve or
deteriorate in the future. Deteriorating ratios should be examined to determine what is
causing the problem and what can be done to fix it. Ratios that are improving should also
be examined to determine what caused the improvement.

There are five categories of ratios: liquidity, asset management, debt management,
profitability, and market value. Each category is described below and includes common
ratios that fall within the category. Remember that this is not a complete list, nor does it
fully explain all aspects there are to know about financial ratios. This overview is simply
meant to give you an introduction to some of the different types of ratios and how they
are used.

Liquidity Ratios are ratios that show the relationship of cash and other current assets to
current liabilities. They are used to help determine if a business will have trouble
satisfying its financial obligations. The most common liquidity ratios are the Current
Ratio and the Quick Ratio.

Current Assets
Current Liabilities

Current Ratio =

The Current Ratio measures short-term debt-paying ability. A declining Current Ratio
usually indicates trouble ahead in meeting financial obligations.

Current Assets - Inventories
Current Liabilities

Quick Ratio =

The Quick Ratio measures immediate short-term liquidity. It shows how well short-term
obligations can be met without relying on the sale of inventories to acquire the cash
needed.
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Asset Management Ratios measure how effectively assets are being managed. They are
used as a guide to determine if assets are too high or too low with respect to current and
projected operations. Two of the asset management ratios are Inventory Turnover and
Average Collection Period.

_ Sales

Inventory Turnover = ————
Inventories

Inventory Turnover measures the liquidity of inventory. A low Inventory Turnover may

indicate too much inventory on hand, obsolete inventory, or poor sales.

Average Collection _ Receivables
Period Average Daily Sales

Average Collection Period measures the liquidity of receivables. The Average Collection
Period should be compared to the terms on which sales are made to determine if the
quality of receivables is good and if credit terms are appropriate.

Debt Management Ratios measure financial leverage. As financial leverage (the use of
debt financing) increases, so does expected return at the expense of increased risk. Since
risk is a measure of the variability of earnings, this means the use of debt could raise
profits above normal during profitable times, but result in greater losses during non-
profitable times. In managing debt, a company needs to find a happy medium between
the added benefits of potentially higher return and the problems encountered with being
high risk. Two of the debt management ratios are the Debt Ratio and Times Interest
Earned Ratio.
Debt Ratio = —Total Debt
Total Assets
Debt Ratio measures the percentage of total assets provided by creditors. Creditors like
to see a low Debt Ratio to minimize potential losses, whereas investors like a high debt
ratio to increase leverage and maximize return.

Times Interest _ _Earnings Before Interest & Taxes

Earned Ratio Interest Charges

Times Interest Earned Ratio measures the ability to meet interest payments as they come
due. Itis the degree to which operating income can decline before a business can no
longer meet its annual interest charges.

Profitability Ratios provide information on the combined effects of liquidity, asset
management, and debt management on operating results. The most often used ratios here
are Profit Margin and Return on Total Assets.

Net Income

Profit Margin =
9 Sales
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Profit Margin measures the net income generated by each dollar of sales. This is a useful
ratio for benchmarking purposes, whether monthly, quarterly, or yearly figures are used.
Return on Total _ _Net Income
Assets Ratio ~ Total Assets

Return on Total Assets measures the overall profitability of assets. A low ratio indicates
assets are not being used efficiently, or that assets are simply too high.

Market Value Ratios give management an indication of what investors think of the
company’s performance. If the liquidity, asset management, debt management, and
profitability ratios are all good for a company, the market value ratios are likely to be
good also. Market value ratios include Price to Earnings (P/E) and Market to Book.

Price to _ Price Per Share
Earnings Ratio Earnings Per Share

Price to Earnings gives an indication of how much investors are willing to pay per dollar
of earnings. A high Price to Earnings Ratio indicates investors believe in the earnings
potential of your company.

Market to _ Market Price Per Share
Book Ratio Book Value Per Share

Market to Book gives an indication of how much investors value the potential of a
company. When this ratio is above one, investors believe the company is worth more
than the value of its assets. How much more is important when comparing multiple
companies or when comparing a company to the industry average.

Section revised August 2001 by Ryan J. Meyer, Center for Innovation, Grand Forks, North Dakota
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The Finishing Touches

The Big Test
Does your plan accomplish the following?

1. Makes it clear what business you are in.

2. Demonstrates that you are solving a problem or filling a customer opportunity in a unique
and special way.

3. Clearly identifies success determinants.
= Sales margin

Advertising/promotion

Price

Cost control/efficiency

4. Identifies major strengths and advantages.
= Credit availability
= Equipment/plant
= Management/personnel
= Existing contracts
= Letter of intent
= Limited competition

5. Identifies major weaknesses.
= Location
= Comepetition
= Suppliers

= Unskilled labor
= Undercapitalized
= Poor market identity

6. Shows that the venture has checks and balances between finance,
manufacturing/operations, marketing, management and other areas of expertise.

7. Demonstrates that the timing is right.
= Economical forces
» Financing/interest rates
= Market forces
8. Outlines your objectives and time frames, how you will get there.

9. Outlines the inherent problems and potential risks involved.
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10.

11.

12.
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Clearly states what you will do with the money invested.

Discusses what the terms of the deal are, potential return on investment over a specified
period, and reasonable assumptions on which the projections are based.

Summarizes how you will update, revise and refine the plan as situations and events
unfold.

The Investor Test

Are you prepared to address five proverbial questions asked of new ventures by prospective
investors?

1.

If this is such a great idea, how come no one else is doing it?

This question is designed to put you on the spot. The investor may be skeptical because
if no one else has tried this, or a similar venture before, it may be because there is no
money to be made in it. Your answer may very well be, “There will be competitors
emerging after we pave the way and create a sizable market.” They want you to justify
why it is a viable opportunity.

Why are you in this venture?

This question is designed to find out what motivates you. Some people want
independence; others are motivated by sheer profit. There are always more reasons to
shy away from a deal than there are to risk investing in it. For this reason, investors want
to know what you think you will get out of it and what makes you think you can do it.
Service to humanity is good and well, but investors want to be assured that you have the
confidence and burning desire to be successful. They want to know that you are in
business to earn a profit.

Have you talked to others in the same or similar business?

This question is designed to find out how much you know about the industry. Investors
want to see that you have done your homework, tat you have a good handle on most of
the operation’s variables, i.e., suppliers, transportation, location, labor, insurance, etc.,
and that you learn from others in the business.

Have you tried the product out in the market?

This question is designed to find out if you are market conscious. Investors want to know
people will buy the product and that you can adapt to their changing needs.

Has you plan been critiqued by an accountant, lawyer, banker, management consultant,
and/or other professionals?
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This question is designed to discover if this is a one—man show, or if you are a team
player. Investors want to see that you can access resources and harness expertise. They
want to see that all the appropriate disciplines are actively involved, which minimizes
their risk.

The Final Test: Do you and your plan have M.O.R.E.?

Motive — Are you and your team motivated? Do you have the drive and ambition to be
successful?

Opportunity — Does an identifiable opportunity exist? Is the opportunity big enough and
attractive enough to pursue?

Resource — Are the resources needed for success available, and how will you use these
resources if they are made available?

Experience — Have you been in this business before? Do you know it inside and out?
Have you recruited experienced people to manage and run the important operations?

Packaging Your Business Plan

Your plan should be typewritten and single-spaced. The headings and subheadings
should be clearly distinguishable and easy to access. Use standard elite, non-—script type
(except to emphasize significant points). Have a person who writes well check it for
spelling, punctuation and grammar.

Have your lawyer, accountant, and other professionals review the plan. Have them sign
off on the sections they helped prepare (as an example, you accountant may include his
name and company at the bottom of the financial section). You should number each plan
and have a place for the signature of those whom you are circulating the plan. This
conveys the value of the plan and helps protect its proprietary nature. If appropriate,
include a private placement disclaimer as the first sheet. It is also a good idea to include
a personalized foreword to each person to whom you circulate the plan, highlighting his
or her particular interests.

Finally, you will want your plan to make a good first impression. The cover should have
a rich feel and look, but not be ostentatious or overly expensive. You don’t want to give
the impression that you squander money. The name of your company or project should
be printed on the cover.
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Appendix A: Financial Projections

» Atlas Business Solutions’ Ultimate Business Planner

» Preparing Financial Projections Manually
= [ncome Statement
= Balance Sheet
= Cash Flow Statement
= Personal Financial Statement
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Ultimate Business Planner

Ultimate Business Planner™

Atlas Business Solutions” Ultimate Business Planner is a software
package that gives financial and non-financial experts a fast and easy
way to build a financial forecast and write a comprehensive business
plan. Ultimate Business Planner breaks down financial forecasting
and business planning into simple, easy-to-follow steps, complete with
“plain-English” instructions.

Take the guesswork out of business planning

Ultimate Business Planner guides you through each business-planning
step quickly and easily. Developed for entrepreneurs by small-business experts and small-
business owners, Ultimate Business Planner simplifies the process of writing a business plan and
gives you expert advice, tips, and hints based on proven business practices.

You don't need any special business expertise to use Ultimate Business Planner. Its easy-to-use,
step-by-step approach breaks down business planning into two main sections -- forecasting your
financials and writing your plan.

Financial forecasting made easy!

The first question in any new business is “Will my business make money?” In just minutes,
Ultimate Business Planner can help you build a comprehensive set of financial projections,
complete with reports and charts. You’ll not only know whether your idea will make money, but
when it will make money. Unlike spreadsheets, you won't have to deal with complicated
calculations, create formulas, or design and build reports or graphs.
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@I Step 1 - Setting up your business

This is where it all starts. The General section features a step-by-step interview specially
designed to help you easily input the information you need to set up your financial forecast and
business plan. You’ll be asked a series of general questions about your business, including:

e Business name e Business type e Credit policy
e Starting date e Employees e Credit information

@I Step 2 - Entering your monthly sales forecast

In the Sales section, you’ll input your monthly sales forecast and define your cost of sales. First,
you’ll need to define your sales categories. These are the products or services you plan on
offering. Each sales category can be forecasted in either dollars or units. Once your sales
categories have been defined, you can input your monthly sales forecast for each sales category.
Ultimate Business Planner is packed with features and functions that let you enter your numbers
quickly and try unlimited “what if” scenarios.

A,

ETEEE Step 3 - Entering your monthly expense forecast

In the Expenses section, you’ll input your monthly expense forecast. Simply enter an estimated
dollar for each of your expense categories. Similar to the Sales section, Ultimate Business
Planner is packed with features and functions that let you enter your numbers quickly and try
“what if” scenarios. Below is a list of some common expenses you may have in your business:

= Advertising = Franchise fees * Rent

= Automobile = |nsurance = Repairs

= Bank charges = Legal fees = Salaries & Wages
= Consulting fees = Office supplies = Telephone

= Entertainment = Postage = Utilities

Step 4 - Bringing it all together
In the Launch section, you’ll be asked a series of questions about things you’ll need for your
business. It includes questions about:

e Items you own or need to buy e Cash you have available to invest

e Inventory and supplier terms e Loans to secure funds
e Minimum cash balance
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Once steps 1 through 4 have been completed, Ultimate Business Planner automatically generates
the following reports and charts:

@ Reports

Beginning Balance Sheet Ratio Analysis
Profit & Loss Sales Forecast
Balance Sheet Expense Budget
Cash Plan
i

Charts
Profit & Loss Sales by Category
Financial Position Expenses by Category
Cash Summary Sales Forecast
Break-even — Sales Analysis Expense Budget

Break-even — Cash Analysis

Business planning simplified

Now that your financials are finished, you're ready to write your business plan text and put your
plan onto paper. Relax! Ultimate Business Planner walks you through every step with plain-
English instructions, advice, and how-to hints. Ultimate Business Planner even comes complete
with sample business plans.

Step 5 - Writing and assembling your business plan
A well-written business plan should cover all the important matters that will contribute to
making your business a success. These include:

Your basic business concept.

Your products and services and their competitive advantages.

The markets you'll pursue.

The background of your management and key employees.

Your strategy and the specific actions you plan for implementing it.
Your financing needs.
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That may sound like a lot of ground to cover, but Ultimate Business Planner makes it easy by
walking you step-by-step through every aspect. Below is the sample outline contained in
Ultimate Business Planner. With just a mouse click, sections can be added, deleted, or edited.
Ultimate Business Planner can be quickly customized to meet your business’s needs.

Executive Summary
Introduction
Business Opportunity
Product/Service Description
Current Business Position
The Request

Company Background
Introduction
Business Description
Company History
Current Position and Business Objectives
Ownership

Products
Introduction
Product Overview
Competitive Analysis
Suppliers and Inventory
Research and Development

Services
Introduction
Service Descriptions
Competitive Comparison
Service Delivery
Research and Development

The Industry, Competition and Market
Introduction
Industry Definition
Primary Competitors
Market Size
Market Growth
Customer Profile
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Marketing Plan

Introduction
Competitive Advantage
Pricing

Distribution Channels
Promotional Plan
Feedback

Operating Plan

Introduction

Location

Facility

Operating Equipment
Suppliers and Vendors
Personnel Plan
General Operations

Management, Organization and
Ownership

Introduction
Management/Principals
Organizational Structure
Professional Consultants
Ownership and Boards

Goals and Strategies

Introduction
Business Goals
Keys to Success
Future Plans

Financial Assumptions
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Packed with business start-up resources

In addition to everything you’ll need to complete your business plan, Ultimate Business Planner
comes jam packed with hundreds of business start-up resources. From a list of small business-
friendly banks and idea protection agencies to SBA district offices and economic development
departments, Ultimate Business Planner has all the contact information you’ll need to get your
business idea up and running. Each of Ultimate Business Planner’s resource sections is packed
full of contacts, associations, and web sites you can turn to for information on:

e Accounting and Taxes e Inventors and Idea Protection

e Advertising and Marketing e Online Services and the Internet

e Credit Services e SBA District Offices

e Customer Service e Small Business Development

e Equipment and Software Centers

e Franchise and Business e Small Business-Friendly Banks
Opportunities e Start-Up Assistance

e General Small-Business Resources e State Commerce and Economic

e Government Agencies Development

e Home-based Business Resources

System requirements

100% IBM compatible Pentium or higher PC

Windows 95/98/2000/NT 4 or higher

16 MB RAM

20 MB free hard disk space

VGA or higher resolution monitor (800 x 600 recommended)
CD-ROM Drive (if ordering CD)

How to get Ultimate Business Planner?
Ultimate Business Planner is available from StartUPbiz.com at a discounted price. Order by
calling 425-557-9439, or order on-line at http://www.startupbiz.com/Doit/Projections.htm.

Ultimate Business Planner is a trademark of Atlas Business Solutions, Inc.
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Preparing Financial Projections Manually

In order to answer the five key financial questions, you must develop three types of financial
projections for each alternative venture concept under consideration. The three types of
projections (or proforma analyses) are:

1. Proforma Income Statement,
2. Proforma Balance Sheet, and
3. Proforma Cash Flow Statement.

In addition, you will want to prepare a personal financial statement to better assess your own
ability to fund your venture and to show to outside investors/lenders as part of your funding
proposal. Any assumptions made in estimating the numbers should be footnoted and
summarized on a separate page after each appropriate financial statement.

You can generate a proforma income statement with nothing more than an estimate of future
sales and expenses. Certain expenses may increase in proportion to sales increases and should be
projected as such. If you have additional information about future production, sales, and
overhead charges, you will be better able to project profits or losses.

The proforma balance sheet statement lists all of your venture’s assets, liabilities, and equities.
Enter the appropriate figures as forecasted for the period. This forecast will show you whether
your venture has the resources it needs to meet its sales objectives.

Having enough cash on hand to pay all disbursements is essential if your venture’s survival. The
proforma cash flow indicates whether your venture will have sufficient cash for the coming year
or whether you will need outside funding. You should fill out the cash flow on a monthly basis
so that you can determine the maximum cash required during the period and when the maximum
cash need will occur.

WARNING: If you are preparing these projections with a spreadsheet, you must understand
that the individual statements are not integrated and consequently may contain inaccurate
numbers upon which you may (unknowingly) be basing important decisions.

The use of a software package like Ultimate Business Planner can reduce the chance of your
financial statements including errors.

Section revised August 2001 by Ryan J. Meyer, Center for Innovation, Grand Forks, North Dakota
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Assets:

Current Assets
Cash
Securities
Accounts Receivable
Inventory
Prepaid Expenses
Other Current Assets

Total Current Assets

Fixed Assets
Land
Buildings
Equipment
(less accumulated depreciation)
Other Fixed Assets
Total Fixed Assets

Total Assets

Liabilities:
Current Liabilities (due within 12 months)
Accounts Payable
State and Federal Taxes Due
Short-Term Debt
Current Portion of Notes Payable
Total Current Liabilities

Long Term Liabilities
Notes Payable
Business Mortgages Payable
Other Long Term Liabilities
Total Long Term Liabilities

Total Liabilities
Owner's Equity
Cash or Asset Value Invested

Retained Earnings (or loss)

Total Owner's Equity

Total Liabilities and Owner's Equity
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Sales Revenue
Sales

~___Month Period Ending

Proforma Income Statement

Less: Returns & Allowances

Net Sales Revenue

Cost of Goods Sold

Gross Profit

Operating Expenses
Salaries and Wages

Payroll Taxes
Commissions

Employee Benefits

Rent
Utilities

Repairs/Maintenance

Telephone

Office Supplies
Postage/Printing

Advertising

Professional Services

Auto/Delivery
Insurance

Licenses and Permits

Interest
Depreciation
Other
Miscellaneous

Total Operating Expenses
Income from Operations

Other Revenues and Gains

Other Expenses and Losses

Net Income (Loss) Before Taxes

Income Taxes

Net Income (Loss)
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Proforma Cash Flow Statement
~___Month Period Ending

Beginning Cash Balance

Cash Receipts & Disbursements

Cash Receipts
Cash Sales

Accounts Receivable Collections

Owner Input
Loan
Total Cash Receipts

Cash Disbursements
Merchandise
Salaries and Wages
Rent
Utilities
Repairs/Maintenance
Telephone
Office Supplies
Postage/Printing
Advertising
Professional Services
Auto/Delivery
Insurance
Permits
Taxes
Miscellaneous
Loan Payment
Capital Purchases
Owner Drawing
Other

Total Cash Disbursements

Net Cash Receipts & Disbursements Surplus (Deficit)

Additional Funding (Repayments)

Ending Cash Balance

The Business Plan
Appendices
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Personal Financial Statement
For Period Ending
Assets
Cash
Savings

Stocks, Bonds, and Other Securities
Accounts/Notes Receivable

Life Insurance Cash Value
Automobiles and Other Vehicles
Real Estate

Retirement Accounts

Other Assets

Total Assets

Liabilities
Credit Card Balance
Taxes Payable
Student Loans
Automobile Loans
Notes Payable
Other Accounts Payable
Mortgage on Real Estate
Other Liabilities

Total Liabilities

Net Worth
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The following words and phrases are frequently used business terms. Most of them are
found throughout this guide in the text of the various modules. The definitions are our
own. The context in which we use them may not necessarily be the same context in
which other sources use them.

ADMINISTRATIVE SYSTEMS - internal procedures for handling bookkeeping
functions, such as accounts receivable, accounts payable, checking/investment
accounts, payroll and other financial and office functions.

ADVERTISING ALLOWANCES - an arrangement with a supplier, customer,
distributor, retailer or other party to advertise or promote your product in
exchange for a reduced rate or higher margins for themselves.

ADVERTISING MEDIUMS - trade journals, newspapers, magazines, radio, TV and
other forms of communication that reaches your customers.

ASSUMPTIONS - preconceived notions or hunches on which you base reasonable
financial projections or other probable developments.

BACK-UP SYSTEM - procedure and contingency plans for switching to other available
equipment should your main equipment breakdown or become unusable.
Switching to other available suppliers should your primary suppliers go out of
business or stop servicing you.

BENEFICIAL IMPACTS - the positive results your product will have on customers,
the community, economy, environment or other societal force. The problem it
solves, the opportunity it fulfills, the needs it meets.

BRAINSTORMING - a management technique used to foster ideas, solve problems, set
goals, establish priorities and make assignments for their accomplishment.

BREAK-EVEN POINT - the point at which all fixed and variable costs associated with
manufacturing a product and doing business equals the amount of income from
sales.

COMMON STOCK - documents that represent the book value of the business. Also

known as capital stock, common stock certifies the amount of ownership in the
company.
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COMPENSATION PACKAGE - the total value a founder, manager, or other employee
receives for their involvement in the business. May include salary, share of
profits, stock or other type of ownership and other benefits (insurance, auto,
retirement plan, etc.).

CONSIGNMENT SALES - having a retailer, wholesaler or other sales outlet obtain and
stock your product at no charge, and taking a predetermined percent of the gross
receipts when they sell it.

CONVERTIBLE DEBENTURES - a loan that allows the debt holder to choose
whether or not to convert the remaining outstanding debt into stock at a
predetermined price.

CORPORATE AFFILIATIONS - the position, role, or association a member of your
Board of Directors or management team has with other companies. (Important to
show experience, contacts or possible conflict of interests.)

COPYRIGHT - legal protection that prevents any party from duplication or using any
material or information from a publication without expressed approval from the
owners of the publication.

CYCLE ORDER - as it applies to an inventory control system; a procedure for ordering
or replacing stock based on predictable levels of activity with production or
within the industry (seasonal factors).

DEBT WITH WARRANTS - a loan that obligates the company to repay a certain
amount of money over a certain period of time at an agreed upon rate, carrying
with it the right to purchase stock at a fixed price within a specified period of
time. (Differs from convertible debentures in that all debts must be repaid and, in
addition, the note holder is given warrants. Under convertible debentures, the
note holder might not recoup the full loan before buying the stock.)

DEMOGRAPHICS - a profile of the measurable distinctions of a target market,
including: age, sex, marital status, family size, income, profession, education
level, etc.

DIRECT MARKET - the easiest, fastest and least expensive area or contact with the
company’s target market for product information.

DISTINCTIVE COMPETENCE - the training, skills, talents, education, experience
and performance an individual or company possesses. Whatever it is that you do
well, makes you special from most others.

DISTRIBUTION NETWORK (or CHANNELS) — the method used to get the product

from manufacturing to the consumer. Common distributors are wholesalers,
retailers and manufacturer’s representatives.
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DOWNTIME - the periods or amount of time that equipment or operations stop running,
due to service maintenance, repairs, breakage or lack of business.

EARNING PROJECTIONS - the amount of revenue a business expects to receive from
sales, investment or other income producing operations within a given period.
Usually displayed on an income (profit and loss) statement and/or cash flow
statement. See proformas.

ECONOMIC BENEFITS (Trickle Down Effect) — the positive results your company
has on the economy, i.e., creating jobs, injection of new capital into the
community, increasing the revenues of existing businesses, etc.

EFFICIENCY RATIOS (Conversion Rates) — as it applies to marketing a
product/service the amount of time, calls, money, ads, mailing and other
marketing activities it takes to make a sale. Example: 50 calls to get 10
presentations. Ten presentations to get one sale.

FIXED ORDER - as it applies to an inventory control system; a procedure for ordering
or replacing a set amount of stock at a determined time (every three months).

FIXED vs. VARIABLE COSTS - fixed costs DO NOT vary with the level of output,
i.e.. salaries and rent. Variable costs vary with the level of output, i.e., supplies
and overtime.

GROWTH PATTERNS - the trends and positive speculations within an industry that
indicates a promising outlook for business. Growth patterns are based on the
overall economic condition, emerging technology, effect of government
regulation (or deregulation) and other indicators.

GROWTH POTENTIAL - the increased amount of money, expansion, activity and
other developments that are likely for a company based upon popularity and
marketing of its product/service, management skills, industry growth patterns and
other factors.

INDUSTRY PROFILE - the history, participants, total sales volume, trends, growth
potential, and other pertinent facts on a particular industry.

INDUSTRY STANDARD - a common basis of operating, pay levels, etc. between
companies in the same industry. Example: it is now an industry standard for fast
food restaurants to have drive-through windows.

INVENTORY CONTROL SYSTEM - a procedure for ordering, replacing and
accounting for required inventory. See fixed order and cycle order.

JURISDICTION - the agency or governing body that has the authority to impose and/or
enforce regulations.
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LEARNING/EXPERIENCE CURVE - expecting performance and results to improve
as one gains knowledge and experience. A person’s output will be directly
proportionate to how much they know about the product, the company, the
players and the industry as a whole.

LETTER OF INTENT - a letter addressed to your company from a customer, supplier,
distributor or other interested party, stating their desire to do business with you.
(A letter of intent does not necessarily oblige the party writing it, but can be an
influential device to sway prospective investors to finance the venture based on
evident industry and market support.)

LEVELS OF (MARKET) PENETRATION — how much of the market you expect to
reach. Reaching 10 percent of a nationwide market is a higher level of
penetration than reaching 60 percent of a local market. The percent of the market
you hope to capture must be specifically defined. The higher the percent, the
more resources it will take to reach and service.

LICENSING AGREEMENT - a contractual relationship with a manufacturer and/or
distributor to produce and/or sell your product (usually in exchange for royalties).

MBO (MANAGEMENT BY OBJECTIVES) - a management technique for setting
goals and objectives, and basing incentives upon their attainment.

MARKET IDENTITY - the ability to create familiarity and loyalty for your
product/company in the eyes of the customer through promotions, packaging,
labeling, product name and other factors.

MAKRET FORCES (BARRIERS) - ingredients in the market that will affect the
success of your product/company, i.e., government regulation, competition,
availability of suppliers, etc.

MARKET NICHE - a particular appeal, identity or place in the market that your
product/company has. What you do well, different or better than others in the
market.

MARKET SEGMENTS - a separation of markets by broad categories, i.e., by product,
by customer, by geography, by industry. Example: marketing computers for the
home is a segment different from marketing computers to businesses.

MARKET SHARE - the percent of the target market a company hopes to capture.
MARKET TRENDS - factors that indicate where the market is headed, i.e., changes in

customer needs or habits, shifts in population, establishment of new industries in
the area, etc.
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METHODS AND PROCESSES - the technology, operating, assembly or other features
that make the product viable and special.

MILESTONES - significant accomplishments attained in the venture, or major
junctures the business is steering towards (prototype completion, signing a major
customer, etc.).

NONCOMPETE/NONDISCLOSURE AGREEMENTS - legal agreements stipulating
that the signee not disclose confidential information about the company and
product, and/or preventing the signee from joining or starting a similar venture.

OPERATING ADVANTAGES - the strengths of the business, especially as they apply
to competition. Maybe better equipment, faster production, cheaper
transportation, and other factors that enhance the efficiency and marketability of
the company.

OPERATING COSTS - all expenses involved in running the business. See fixed costs
and variable costs.

OPERATING LAYOUT - how the production facilities will be set up. How equipment
will be grouped, workstations located, storage, tool shop, and other divisions
established.

OWNERSHIP INTEREST/DISTRIBUTION - who owns what and how much, i.e.,
partnership percentage, share of profits, kind of stock and number of shares.

PATENT/PATENT PENDING - a grant by the federal government to an inventor of
the right to exclude others for a limited time from making, using or selling his
invention in this country. A patent may protect the concept, process and/or
product itself.

PAYBACK PERIOD - the period of time in which an investor in a start-up business can
recover initial investments and earn a return on the investment. Most payback
periods are between 3 and 5 years.

PERSONAL FINANCIAL STATEMENTS - assets and liabilities balance sheet and
tax returns for three years. (Sometimes required by prospective investors of the
founders/managers of the start-up.)

PREFERRED STOCK - stock granting guaranteed dividends or other rights above that
of common stock.

PRIMARY SUPPLIERS - the critical major suppliers of parts, components and other
goods and services to your company, upon which your business depends.
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PRINCIPALS (KEY PEOPLE) - the founders, managers, Board of Directors and other
important decision-makers of a start-up company.

PRODUCT APPLICATIONS - the potential uses of your product, perhaps directed at
different markets.

PRODUCTION CAPACITY - the total amount of equipment, space, time or other
resources available to achieve maximum output.

PRODUCTIVITY QUOTAS - the amount of salary, commissions, bonuses or other
payments based on specific levels of production and performance.

PROFIT POTENTIAL - the amount of money, less cost of goods sols, that can be
made from a product in a particular industry based on predetermined levels of
production and set prices.

PROFORMAS - projected financial performance statements include: balance sheets,
income sheets, and cash flow sheets.

PROTOTYPE - a model, mockup or first assembly of a new product.

PROXIMITY TO CUSTOMER BASE - geographical location of a company’s target
market in relation to the company. Mode of marketing, delivery and service is
considered.

QUALITY CONTROL SYSTEM - procedures, checks and balances used to ensure the
integrity of each product unit.

REGULATORY (APPROVAL) REQUIREMENTS - the restrictions, licenses, laws
and regulations applicable to a product or company, imposed by federal, state or
local government agencies.

RIGHTS AND OPTIONS - as it applies to investment in a start-up; the agreement
outlining what, how and when ownership payback is exercised.

RIO (RETURN ON INVESTMENT) - the annual percent or money made from
investing in a start-up over a specified period of time.

STAGE OF DEVELOPMENT - as it applies to a product; prototype, research and
development, short-run production, full production (distribution or other level of
activity). As it applies to a company; start-up, expansion/diversification or other
level of operation. As it applies to an industry; introduction, growth, maturity,
peak/saturation, decline.

STRAIGHT DEBT - a form of financing a start-up. A loan at a specific interest rate to
be repaid over a set number of months.
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TARGET MARKET - particular segment(s) of the market, which the product is
directed towards. The initial customers you hope to win over.

TAX BENEFITS - the deductions, protection, savings and other shelters that result from
investing in a start-up.

TRADEMARK - protection of a company’s name, logo or other symbol, by the U.S.
Government, preventing another party from using it.

WORKFLOW/PRODUCTION CONTROL PROCEDURES - the best use of

equipment, personnel, supplies, materials, and other resources to maintain
efficient operations.
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