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Strategic Planning

Strategic Planning: What is It?

• Development of a plan for
understanding and dealmg with
competitors
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STRATEGIC PLANNING

(1) We need to explam what strategIC planrung IS, but should start that explanatIOn wIth what
It IS NOT It IS not synonymous WIth the commonly used term long~range planmng

(2) StrategIC plannmg IS the development of a plan for understandmg and dealmg wIth
competItors SpecIfIcally, If we are planrung for our company, we are lookmg for those
factors of compentlOn whIch WIll create advantages for us m the marketplace



Strategic Planning: What is It?

• Development of a plan for understandmg and dealIng
wIth competItors

• The procedure of qualifying and
quantifying the company's
objectives.

Strategic Planning: What is It?

• Development of a plan for understandmg and deahng
wIth competitors

• The procedure of quahfymg and quantlfymg the
company's objectives

-Fixed asset acquIsitions
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(3) StrategIc planmng IS the procedure of qualIfymg and quantIfymg the company's
objectIves, startmg wIth the phIlosophy of the busmess and ItS personnel

(4) It takes mto account major fIxed asset acqUISItIons -land, bUIldmgs, eqUIpment would be
examples



Strategic Planning: What is It?

• Development of a plan for understandmg and deahng
wIth competItors

• The procedure of quahfymg and quantlfymg the
company's objectives

- Fixed asset acqUIsitions

- TramIng ofpersonnel

Strategic Planning: What is It?

• Development of a plan for understandmg and dealIng
wIth competItors

• The procedure of quahfymg and quantlfymg the
company's ObjectIVes

- Fixed asset acqUIsItions

- Trammg of personnel

-AddItIonal (or fewer) people
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(5) It takes mto account the need for tnumng of personnel

(6) It takes Into account the need for addttIonal (or fewer) people

1



Strategic Planning: What is It?

• Development of a plan for understandmg and deahng
with competitors

• The procedure of quahfymg and quantIfymg the
company's objectives

- Fixed asset acqUISItions

- Trammg of personnel

- AdditIOnal (or fewer) people

- Requrrement for funds

Strategic Planning: What is It?·

• Development of a plan for understandmg and dealIng
with competitors

• The procedure of quahfymg and quantIfymg the
company's objectives

- Fixed asset acqUIsItions

- Trammg of personnel

- AdditIOnal (or fewer) people

- ReqUIrement for funds

• Must be a true self-examinatIon
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(7) It takes mto account the requtrement for funds to allow the company to achIeve Its
objectives

(8) It IS not effectIve unless It IS a true self-exammatIOn and analysIs of the company's
strengths and weaknesses The busmess strategy requtres a careful look not only at the
company but also at the customers and the competItors



KOUCYAllTaqoOUDWI tPHPM8 IIpOtPeCCHODM MCDCA*CP'"

lfmo maKoe "cmpameaUR"?

CTpSTell1R 3TO Ha60p np~H4~nOB AllR np~Hm~R peweH~~ KOTOPbIM~

opraH~3a~R pyKOBOACTByeTcR B CBoeH AeRTellbHO~

CYll.leCTBYfOT 'IeTblpe rpynnbf np~HL\~nOB ~1l~

'IeTOlpe 061laCT~ np~MeHeH~R CTpaTer~~

1) oL\eHKa pe3YllbTaTOB AeRTellbHOCT~ cjl~PMbl B HaCToRlI.IeM ~ B nepcneKT~Be

2) nOCTpoeH~e OTHOWeH~H cjl~PMbl Cee BHeWHe~ cpeAo~ (cmpameaufl 6u3Heca)-

• KSKlole BIolAbl npoAyK41ol1ol (ycllyr) 101 TBXH01l0rlollol ClleAyeT pa3pa5aTbiBaTb

• KYAa ~ KOMy c5blBaTb npoAYK4~fO (yc.nyr~)

• KaK~M o5pa30M Ao6~TbCR npeBOCXOACTBS HaA KOHKypeHTaMIol

3) onpeAelleH~e OTHoweHIol~ BHyTplol opraHlol3a41ol1ol (opaaHU3al.lUOHHafi KOHl.lenl.lUfI)

4) nplolH4~nbl no KOTOpblM cjmpMs BeAeT CBOfO nOBceAHeBHyfO AeRTellbHOCTb
(OCHoBHble onepamuBHblMe npueMb/)
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Company

ICompetitors I
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(9) It IS now tIme for Vltaly Nlshanov to enter mto the discusslOn wIth a look at what IS
mvolved WIth the strategIc plannmg process

[Vztaly wzll explamfour pnnczples mvolved m developmg a strategy (a) Evaluatmg current
andfuture actzvztzes, (b) Establzshmg company relatzons wzth external envzronment, (c)
Recognzzmg relatzonshzps wzthm the company, and (d) Establzshmg rules and procedures for
everyday actlvztzes 1

(10) In EnglIsh, we call these The Three C's ofBusmess Strategy Customers, CompetItors,
and Company When consldenng the customer It IS necessary to focus on three mam factors
(The order of words here on the slIde IS sImply determmed by the length of the words [m
EnglIsh] so that the text fItS better mto the tnangle)

Channel refers to where the customer buys And we have to get our products to those places
as effIcIently as possIble Demographzes refers to the customer's age, mcome, educatlOn,
race, gender, etc Psychographlcs refers to why the customer IS a customer, why he or she
buys, what the "hot button" IS, what the buymg motIve IS

WIthOut an understandmg of the customer, any attempt at planmng WIll be only partially
successful, and any attempt at understandmg competItors WIll be useless By deflmtlOn, a
competItor IS one who IS trymg to wm the same pnze you are In busmess, the pnze IS the
customer Agam, we have three majors factors to consIder

What are the competItors' costs of domg busmess? Do they have manufactunng advantages
or dlstnbutlOn advantages? How much busmess (volume) IS the competItor domg? Is thIS
busmess that our company could have or IS It m targeted mches that are really not SUIted for
our company? What advantages (or disadvantages) accrue because of thIS volume?
Descnbmg thefunctlon of the competItors' products or servIces IS another way of answenng
the questlOn, "What need does thIS meet?" Here the pnmary questlOn IS not, "How does the
product functlOn?" but IS, "What does It do for the user?"

The strategIC plannmg must also reflect on the lIffiltatlOns of the company Where WIll the
money come from? Do we have the thzngs (assets, capItal eqUIpment) necessary for the
busmess we are m? What addItIonal thzngs must we have to accomplIsh our obJectIves?
What are our people capable of accomplIshmg? Are we hmdered by the people we have?
What people do we need?

il



• Participatory, open forum

StrategIc Plannmg: Benefits

Strategic Planning: Benefits
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• Participatory, open forum

• Morale IS enhanced
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(11) All sectors of the company and theIr key representatIves partIcIpate III an open forum so
that a cohesIve strategy develops and everyone's concerns have been expressed and
consIdered

(12) Because of the partICIpatory nature of strategIc planmng, staff morale IS enhanced and
everyone IS clearly addressmg the key objectIves of the company
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Strategic Planning: Benefits

• Participatory, open forum

• Morale IS enhanced

• MmIIDIZeS wasteful spendIng

13

KOOCYAOTOI\BOOOWl <!>OpMO Ilpocj>eccoo08A MeOeAlKep

CUHepaU3M unu 2+2=5
CMblCIl KOHl.\em-\1111 CI1Heprl13Ma COCTOI1T B TOM 'ITO !.lenoe oonbwe eYMMbI eao

'!Bemei]' .r:!pyrlo1MI1 C110BaMI1 cyMMapHafi npl16btnb OT Bcex KanI1Ta110B110lKeHI1I1

!fll1pMbl Bblwe 4eM cyMMa npl16bl1111 OT,l\e11bHbIX ee nO,l\pa3,l\e11eHI1Iii

Pa311Il'laIOT 'feTblpe B03MOlKHbie nmbl CHHeprH3Ma

• MapKeTHHrOBblH CHHeprH3M Kor,l\a OAI1H npoAyKT 111111 yC11yra OAAeplKlolBaeT
CTI1My11l1pyeT np0,l\alKl1 O,l\HOrO 10111101 6011ee ,l\pyrnx npoAyKTOB 111111 yCIlyr

• CHHeprll3M H3~eplKeK Kor,l\a ,l\Ba 111111 6011ee BI1,l\a npO,l\yKTa (yCIlyr) MOryT

6bITb pa3pa60TaHbi O,l\HOI1 H TOl1lKe rpynnol1 I1HlKeHepOB np0l13Be,l\eHbl Ha

OAHOM 101 TOM lKe 060pYAoBaHlo111 paCnpe,l\e11eHbl 'lepe3 0AHI1 101 Te lKe KaHa11bll1

npo,l\aHbl TeMl1lKe npOAaB4BMI1 (nplo1MeHlolM B IlI06blX c!flepax ,l\eflTe11bHOCTI1

opraH1013a41111 )

• TeXHOnOrH'feCKHH CHHeprH3M npe,l\n011araeT n011Hoe 10111101 4aCTI1'lHOe

lo1cn011b30BaHl1e TeXH0110rI1101 npl1 np0I13BO,l\CTBe HOBOIii npoAyK411101

• YnpaBIleH'feCKHH CHHeprH3M CBfl3aH C 0AHOlol CTOPOHbl C nepe,l\a4elii 3HaHI111
(yMeHlo1lii) OT MeHeAlKepa K nO,l\4101HeHHbIM a C ,l\pyrol1 CTOPOHbl C

B03MOlKHOCTblO n011H04eHH0I1 3aMeHbl npl1 He06xo,l\lo1MOCTI1 O,l\HI1M

MeHe,l\lKepOM ,l\pyroro
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(13) The process results m effectIve employment of eXIstmg company assets, vastly
IDlmIDlzmg wasteful spendIng That IS, the staff takes "ownershIp" of the plan because of
theIr actIve mvolvement

(14) TIme for Vltaly agam He WIll focus on the synergy that develops m the strategIc
planmng process

[Vltaly's focus here lS that "the whole lS greater than the sum ofzts parts" He dzscusses the
synergy mvolved wzth marketmg, costs, technology, and management1
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Internal Analysis

Internal Analysis

e Must be candid and truthful appraisal of the
company's strengths and weaknesses

• Must be candid
and truthful
appraisal ofthe

company's strengths

and weaknesses.

• Cannot Ignore weaknesses
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(15) The Internal analysIs IS the most Important part of the process, the foundatIOn To be
successful thIS must be a candId and truthful analysIs of the company's strengths and
weaknesses

(16) The planmng w111 be a fallure If personnel Involved beheve that there are no weaknesses
and, therefore, do not develop strategIes to deal effectively wIth problems Every company
has strengths and every company has weaknesses - at least relatIve to the competItIOn If the
plannIng process reveals weaknesses, but they are Ignored and swept under the rug, then no
good WIll have come out of the analySIS



Internal Analysis

• Must be candid and truthful appraisal of the
company's strengths and weaknesses

• Cannot Ignore weaknesses

• Comparing the company to Its
prmcipal competitors IS essentIal

Internal Analysis:
Questions to Answer

• What is drIVing competitIon in our
mdustry?

I
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(17) Companng the company to Its competItors IS essentIal The company does not - and
cannot - operate m a vacuum

(18) The company has to answer four mam questIOns dunng the mternal analysIs The fIrst
What IS drIvmg competItIOn m our mdustry?



Internal Analysis:
Questions to Answer

• What IS drlVmg competitIOn m our mdustry?

• What actions are competitors likely
to take, and what is the best way to
respond?

19

Internal Analysis:
Questions to Answer

• What IS drlVmg competitIOn III our mdustry?

.. What actIOns are competitors lIkely to take, and what IS

the best way to respond?

• How will our Industry evolve?

20
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(19) What actIOns are competItors lIkely to take, and what IS the best way to respond? Agam,
the company cannot operate m a vacuum

(20) How wdl our mdustry evolve? It wIll evolve, and the company should have an Impact
on the evolutIOn



Internal Analysis:
Questions to Answer

• What IS drlvmg competitIOn m our mdustry?

• What actIOns are competitors lIkely to take, and what IS

the best way to respond?

• How wIll our mdustry evolve?

• How can the fmn be best
posItIoned to compete ill the long
run?

21

Evolutionary Process of an
Industry

- Introduction

-Growth

- Maturity

- Decline
22
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(21) How can the fIrm be best posItIoned to compete m the long run? We need to break: the
elements of the competItIve envIronment mto SImple components, and then we need to fmd
those components that 1) are cntlcal to our customers and 2) are areas where our company has
or can obtaIn supenonty based upon the resources aVaIlable

(22) There IS an evolutIOnary process to mdustry The theory IS that an mdustry passes
through four phases mtroductIOn, growth, matunty, and declme The mtroductory phase
reflects the problem of overcommg buyer reSIstance (at sWltchmg products), thIS IS followed
by rapId growth untIl It reaches maturIty WIth maxImum penetratIOn havmg been achIeved
Then the compames become VIctIms of theIr own success as substItute products appear
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!J»HpMCHHblX CCIMCHTOB pblHlal npOH3BO,tlCmy H
npcq.epetnniRWlJI: peanmaWIH
DOtTOJlHHblX nOKYJIBTcneA
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(23 and 24) VItaly wIll now go through a more detatled dIscussIOn of the evolutIOn of an
mdustry or product, mcludmg dIfferent strategtes used at dIfferent stages of evolutIon

[In slzde #23, Vltaly dIscusses the four phases ofevolutIOn ofa product or mdustry
mtroductIOn, growth, maturity, and declme In slzde #24, he dIscusses the varIOUS strategIes
appropriate for the different phases ofevolutIOn]
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KOHcy.UT8l\110HH8lI 4>HpM8 llpocj>eccnOHM MeHeAlKep

Five Competitive Forces
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• Threat of entry
• Threat of substitution
• Bargaining power ofbuyers

• Bargaining power of suppliers
• Rivalry among current competItors
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(25) There are fIve major competItive forces You can read them on the screen Just as well I
can We wIll examme them mdIvidually after a look at them graphIcally

(26) Vitaly

[ThlS lS slmply a graphlc representatwn ofthe five competltlve forces and thelr mteractwns J



Threat ofEntry

• Economies of scale

Threat ofEntry

• Economies of scale

• Product dIfferentIatIon

27
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(27) Threat of Entry New entrants bnng new capaCIty and pOSSIbly substantIal resources m
theIr effort to gam a share of the market It IS also lIkely that they bnng downward
competItIve pnce pressure The threat of entry depends upon barners that eXIst The fIrst one
IS econonnes of scale ThIS refers to large eXIstmg faCIlItIes that would have dIstmct
advantages because of low umt costs WhICh forces a new entrant to come mto the market at a
sIgmfIcant level (low pnces) m order to compete

(28) Product dIfferentIatIOn refers to what IS called "brand loyalty" developed over tIme by
users They have a general reluctance to change - because they are satIsfIed ThIs forces
large expendItures by new entrants on advertIsmg and publIc awareness programs m order to
have a chance to compete



Threat ofEntry

• EconomIes of scale

• Product dIfferentIatIOn

• Capital requirements

Threat ofEntry

• EconomIes of scale
Q Product differentIation
• Capital reqUirements

• SWltchmg costs

29
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(29) New entrants mto some mdustnes are dIscouraged by exceSSIve capital reqUIrements
(the automobl1e mdustry IS an excellent example) That IS not the case m many mdustnes, and
a new entrant may become a competItor by acqumng an eXIstmg company Under those
condItIOns, there IS a new competItor overnIght

(30) SWltchmg costs refer to costs to customers - retrammg and eqUIpment costs, for
example -- If they SWItch to a new product To compete, a new entrant w111 have to offer
sigruficant mcentIves to prospectIve customers to get them to SWItch
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• Cost dIsadvantages mdependent of
scale

Threat ofEntry

• Economies of scale

• Product differentiatIOn

• Capital reqUIrements

• SwItchmg costs

• Access to dIstribution channels

Threat ofEntry

• Economies of scale

• Product differentiation

• CapItal reqUIrements

• SWltchmg costs

• Access to distribution channels

31
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(31) Access to dlstnbutIon channels refers to how producers are gomg to get theIr products
or servIces to the customer New entrants wIll lIkely be forced to offer pnce reductIOns to
dIstnbuuon channels -- retaIl stores, for example - to get them to offer theIr products and give
them decent exposure

(32) Cost dIsadvantages Independent of scale refers to the fact that eXIstmg comparues may
enJoy "permanent" cost advantages over new entrants regardmg such thmgs as propnetary
product knowledge, long-term favorable contracts for raw matenals, favorable locatIOns,
government SubsidIes, and the long learnmg curve



Threat of Substitution
• Somebody comes along with another

product that can perform the same
function and offers it at a lower
price.
- Calculators
-Watches
-TextIles
- Sugar substitutes

33

Bargaining Power ofBuyers

• Very large fmns are often able to
bargam for extremely preferentIal
prlcmg.

34
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(33) SubstItutes can become a thorn m the sIde of companIes Just as they begm to achIeve
profits and market share We have cIted only four sImple examples here 1) Small, hand-held
calculators can do as much as early room-sIzed computers 2) If we are concerned wIth
knowmg the correct tIme, mexpensIve dIgItal watches do as good or a better Job than the
wmd-up kInds (Some people are more mterested m watches as Jewelry, so that functIon IS
dIfferent from the tImekeepmg one) 3) We have seen new textIles mvented over the years
4) Sugar substItutes have been around for many years They not only substItute for sugar (or
com syrup, WhICh IS also a sugar substItute) but now there IS consIderable substItutmg of the
substItutes

(34) Very large firms are often able to bargam for extremely preferentIal pncmg from theIr
supphers ThIS IS a fact of hfe wIth WhICh the smaller company must contend The suppher
may make only very httle, If any, money from the sale to the large company, but they wIll
keep theIr facIhtIes up and runmng and keep theIr costs low TheIr other customers end up
paymg hIgher pnces to make up for the lower profItS on the large orders



Bargaining Power of Suppliers
• A supplier group is powerful if:

- It is dommated by a few compames

- It is more concentrated than the mdustry to
which It sells

- It does not have to contend with substitute
products

- the supplier's product IS cruCIal to the
customer

- the mdustry to which It sells IS not Important
to the supplier

35

Rivalry Among Current
Competitors

• Takes on many forms

36
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(35) SometImes supplIers have factors m theIr favor over buyers of theIr products A supplIer
group IS powerful If It IS dOmInated by a few compames, It IS more concentrated than the
mdustry to WhICh It sells, It does not have to contend wIth substItute products, the supplIer's
product IS crucIal to the customer, the mdustry to WhICh It sells IS not Important to the
supplIer The expressIOn, "Take It or leave It" comes to mInd

(36) The mtensIty of nvalry mfluences pnces as well as costs of competmg m such areas as
physIcal plant procurement, product development, advertIsmg, and sales force



Rivalry Among Current
Competitors

• Takes on many forms

• Analyze what competitors will do
under various scenarios
(Comparable to a sports team
preparing for its competitIon)

37

Rivalry Among Current
Competitors

• Takes on many forms

• Analyze what competitors wIll do under varIOUS
scenarIOS (Comparable to a sports team preparmg for
Its competitIOn)

• Every mdustry is unique and has
its own unique structure.

38
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(37) Understandmg the fIve-forces framework does not elImmate the need for creatIvIty m
fmdmg new ways of competmg man mdustry Instead, It dIrects managers' creatIve energtes
toward those aspects of mdustry structure that are most Important to long-run profitabIhty

(38) Every mdustry IS umque and has ItS own umque structure The fIve-forces framework
allows a ftrm to see through the complexIty and pmpomt those factors that are cntIcal to
competItIon m Its mdustry, as well as to IdentIfy strategIC mnovatIons that would most
Improve the mdustry's - and Its own - profltablhty



Rivalry Among Current
Competitors

• Takes on many forms

• Analyze what competitors wIll do under varIOus
scenarIOs (Comparable to a sports team preparmg for
Its competition)

• Every mdustry IS umque and has Its own umque
structure

• Industries evolve

39

Three Strategies to Deal with the
Five CompetItive Forces

• Cost leadership

• Differentiation

• Focus

40
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(39) If the five competItIve forces remam statIc, then competItIve strategy would rest heavIly
on plckmg the nght mdustry and understandmg the fIve forces better than the competItors
The strength of the fIve forces vary from mdustry to mdustry, and can change as the mdustry
evolves In addItIOn, fIrms can mfluence the fIve forces and ShIft the rules of competition m
theIr mdustry

(40) There are three broad strategIes to deal wIth the fIve competitive forces cost leadershIp,
dIfferentIatIOn, and focus

Cost leadershIp IS perhaps the clearest to understand In It, a fIrm sets out to become the
low-cost producer m Its mdustry If a fIrm can achIeve and sustam cost leadershIp, then It WIll
be an above-average performer m Its mdustry proVIded It can command pnces at or near the
mdustry average

In a dIfferentiatIOn strategy, a fIrm seeks to be umque m ItS mdustry m ways that are WIdely
valued by buyers It selects one or more attnbutes that many buyers m an mdustry VIew as
Important, and umquely posItions Itself to meet those needs It IS rewarded for ItS umqueness
WIth a premIUm pnce An example IS Mercedes automobIles

In a focus strategy, a fIrm targets specIal buyers, a partIcular geographIC market, or a
partIcular product or productIOn process
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• Conditions or events that are beyond
the company's control, but attempts
should be made to anticipate them.
-ElectIOns

- Governmental polIcy changes

- Tax changes

- Technological changes
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(41) VItaly wIll now use some drawmgs to help us understand cost leadershIp and product
dIfferentIatIOn

[ThlS sllde lS used to clearly show how costs, pnces, and profits are related Graph #1
mdlcates how lowenng costs, but mamtammg the normal pnce, results m a greater profit per
umt Graph #2 mdlcates how lowenng costs allows us to reduce unlt pnces and secure a
greater share ofthe market, especzally if the buyers are pnce-dnven Graph #3 mdlcates that
product differentlatwn - bUlldmg a product m whlch the buyers percelve a greater value ­
allows us to charge a hlgherpnce as a result ofhlgher costs, but mamtams an acceptable
profit margm J

(42) The strategIc plannmg process should mclude enough people, wIth dIfferent dIscIplInes,
to mcrease the lIkelIhood that external factors WIll not be overlooked Examples of these
events that occur beyond the company's control mclude electIOns, tax changes, and
technologIcal changes

Strateg1es should be developed to deal WIth condIt10ns no matter what person or 1ssue wms
the elect10n

Poss1ble changes m governmental poltc1es and regulatIOns should be momtored

Tax plannmg IS v1tal Overlookmg a pendmg modIf1catIOn m the levymg of taxes can cut mto
a company's profItS

People WIthout a "h1gh-tech" background are probably not gomg to know about pendmg
technolog1cal developments wh1ch could have a major 1mpact on a company



Market Analysis

• This is fundamental and involves
examination of the overall industry,
the company's position in the
industry, and a survey of the
customer base to determine if their
needs are being met and, if not, how
they can be.

43

Results of the Strategic Planning
Process

• The most important result will
be a synergy that evolves
allowing everyone to work
toward common goals.

• A Business Plan would follow.

44
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(43) Market analysIs IS fundamental and mvolves exammatIon of the overall mdustry, the
company's posItion m the mdustry, and a survey of the customer base to determme If theIr
needs are bemg met and, If not, how they can be

(44) As a result of a successful strategIc plannmg process, a synergy develops allowmg
everyone to work toward common goals After strategic plannmg, the next actiVIty IS the
wntIng of a busmess plan The wntmg of a busmess plan w111 be covered m a future semmar
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(45 and 46) In a short time, we WIll be fIllmg out some forms WhICh you wIll be usmg when
you assIst compames WIth theIr strategIc plannmg You WIll hear and read the term "SWOT
AnalysIs" S = Strengths, W = Weaknesses, 0 = OpportumtIes, and T = Threats Vitaly WIll
now take us through an exerCIse deSIgned to help us understand how these terms are used to
perform a VItal part of the strategIC plannmg process

[Vltaly wlll model the behavwr we expect from the paruczpants when we move along to the
SWOT analysls and other work znvolvzng the forms we are about to dzstnbute 1



Steps in Strategic Planning
• Describe the way the Industry functions

from raw materials to final consumers.

• Complete the SWOT analysis.

• Complete the Strategic Factors AnalysIs.

• Complete the Thirty Questions Sheet.

• Anticipate changes by competitors and
customers.

• Create a plan of action.

47
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(47) We have some handouts here to help you wIth strategIc planmng actIvItIes We WIll
dIscuss them at length In order that everyone clearly understand how they are to be used
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WRITING
A

BUSINESS
PLAN



Writing a Business Plan

Three Functions of a Busmess Plan

• A way to develop ideas about
how to conduct the business.
"Make mistakes on paper."

• Retrospective tool

• Raise money

2
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Busmess Plan GUIde

(2) IntroductIOn A busmess plan has three functIons (1) It IS aplan to develop Ideas
about how the busmess should be conducted It is a chance to refine strategtes and "make
mistakes on paper" rather than m the real world (2) It is a retrospective tool, agamst whIch
the company's actual performance over time can be assessed On a penodic basis, the plan
should be exammed to see where and even why the company strayed, whether that straymg
was helpful or harmful, and how the busmess should operate m the future (3) A busmess
plan can be written to raise money



I. Table ofContents

A business plan is a hybrid
document -- part pragmatic
projection and part sales
tool.

I Table of Contents

II ExecutIve Summary

III General Company DescnptIOn

IV Products and ServIces

V Markenng Plan

VI OperatIOnal Plan

VII Management and
OrgamzatIOn

VIII Major MIlestones
or Benchmarks

IX Structure and
CapltahzatIOn

X Fmanclal Plan

XI Attachments to

Busmess Plan

3
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(3) A busmess plan 1S a hybnd document - part pragmat1c projectlOn and part sales tool
InformatlOn m 1t must be accurate, yet 1t must convey a sense ofopt1m1sm and excItement
RJ.sks must be acknowledged, but not dwelled upon

(4) L Table of Contents Page numbers are not necessary DIvIde plan mto sectlOns, not
chapters It can mclude the followmg I Table ofContents

II ExecutIve Summary
III General Company DescnptlOn
IV Products and SeTVlces
V Marketmg Plan
VI OperatIOnal Plan
VII Management and Organ1zatlOn
VIII Major Mdestones or Benchmarks

IX Structure and Cap1talIzatIOn
X Fmanc1al Plan
XI Attachments to the Busmess Plan

- Management resumes
- Compet1tive Analys1s
- ProjectlOn of Sales by Market Lme
- Product Lme Profit Analys1s



II. Executive Summary
• Capsulized version of the entire plan

written after plan has been
completed.

• Offers quick understanding, but
generates immediate interest.

• Provides highlights of plan on a
section by section basis.

• Two pages is about right length.
5

III General Company Description

• Present fundamental activities and
nature of company

• Customer base

• Location

• Stage of development of company
and products

• Business objectives
6
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(5) II Executive Summary Thts IS a capsuhzed verSIOn of the entire plan It must afford
the reVIewer a good understandmg ofwhat WIll be presented m greater detal1 throughout
the plan The executIve summary appears at the begmmng, but IS wrItten after the plan has
been completed It offers a qmck understandmg, but needs to succeed m generatmg the
reVIewer's ImmedIate mterest The tone should be busmesshke and should convey a sense
of excItement and Importance, but do not get carned away wIth one's own hype It IS
effectIve to proVIde htghhghts ofthe busmess plan on a sectIOn-by-sectIOn bas1s The
summary starts WIth few sentences about the baSIC nature of the company and ItS current
stage of development Then focus on functIOnal areas, mcludmg product profile,
marketmg plan, operatIOnal plan, and financial plan, conveymg only the baSIC thoughts and
hIghhghts ofeach It could mclude a bnef sales and profit hIStOry along w1th projectIOns
for the same A dIScussIon ofbreak-even pomt and return on eqmty poss1ble, too Th1s
g1ves the reader an excellent feel for detal1ed mformatIOn to follow A personal note from
management 1S pOSSIble concernmg an assessment ofbusmess h1story and feelmgs about
the future C1tmg benchmarks IS a good Idea

(6) ill General Company DescrIptIOn ThIS should be no more than a few pages
Present the fundamental actIv1tIes and nature ofthe company Address such questiOns as
Is company a manufacturer, retal1er, or serv1ce busmess? What customers w1111t serve?
What 1S It proVidmg 1tS customer base and how? Where IS 1t located? Where w1l11t do
busmess? What stage m development has the company reached? Has It developed a
product hne? Is It marketmg ItS products? Is 1t expandmg 1tS scale ofactlVlty?

ArtIculate busmess obJectIves, mcludmg seekmg a certam level ofsales or geograph1c
d1stnbutIOn, whether 1t plans to become pubhcly traded or an acqmsitIon candIdate, etc



IV. Products and Services

• Physical description

• Use and appeal

• Stage of development

v. Marketing Plan

• Market Definition and Opportunity:

Establish demand.

Define target-market segments.

Present general Industry background.

Describe market in terms of desired
market attributes, demographics,
and psychographies.

7
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(7) IV Products and Services
* Physical DescnptiOn Include photograph, drawmg, brochure, ifapphcable With

a service busIness, a diagram may help to convey what is beIng proVided
* Use andAppeal Comment on nature of Its vanous uses and what constitutes Its

appeal Emphasize umque features and estabhsh potential ofthe venture
* Stage ofDevelopment How have the company's products and services evolved to

therr present state? Comments as to "readIness for market" are useful (Include
details about research and development m the operatIOnal plan) This part ofthe
plan should convey as concisely as possible the nature of the busmess offenngs
Sometimes a prototype, sample, or demonstratIOn will be helpful Sometimes it is
helpful to proVide reViewer With a list of experts or pnor users who are familiar
With the products or sefVlces and WIll comment favorably on them (Such
testImomals may be Included m letter or report form m an appendix)

(8) V Marketmg Plan The very Important marketmg sectIOn explaInS how the company
Intends to mampulate and react to market condItIOns m order to generate sales The
marketIng plan should be both InterestIng and thought provoking The plan cannot SImply
explaIn a concept, it must sell the company as an attractive Investment opportumty, a good
credit nsk, or a valued vendor ofa product or servIce The marketIng plan IS wrItten for a
Wide varIety of readers

* Market DefinitiOn and Opportunity Must establish demand for the product or
sefVlce Should define market and the opportumty thIS market represents Should
define overall market, pnmary and secondary target-market segments, and the
Importance and nature of these segments Present general Industry background,
mcludmg growth or lack ofgrowth Might descnbe the market m terms of deSired
market attnbutes, demographics, and psychographics Will relative importance of a
market segment ShIft over time?



v. Marketing Plan

• Competition and Other Influences:
Describe competition and its impact.

Mention government regulations.

Cite future sources of competition.

Acknowledge changing character of
competition.

V. Marketing Plan
• Marketing Strategy:
Sales and DistrIbution Strategy

PrIcIng Strategy

AdvertIsing, PublIc Relations, and
Promotion

SIte AnalysIs

Related Budgets

Future Marketing Activities

• Market Research:

9
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* (9) CompetItIOn and Other Influences Descnbe the degree ofcompetItion
present and Impact It IS hkely to have on the enterpnse Also mentIon other
external forces, such as government regulatIOns IdentIfy speCIfic busmesses,
products, or servIces that WIll offer cOmpetItIOn If few, It IS appropnate to offer a
profile ofeach competItor, mcludmg relatIve strengths and weaknesses and the
lIkely Impact each wIll have on the company It IS pOSSIble to depIct thIs
mformatIOn m graphIC or tabular form Future sources ofcompetItIOn are to be
conSIdered and CIted Acknowledgmg changmg character ofcompetitIOn and how
these changes would affect the proposed enterpnse are good pomts to 10clude 10 the
busmess plan

* (10) Marketmg Strategy Explam how the busmess wIll manIpulate ItS
marketmg tools MIght embrace such factors as dIstnbutIOn, advertIs10g and
promotIOn, pnc1Og, sellmg mcentIves, and locatIon analysIs Address the schedule
ofthese actIVIties Focus attentIOn on each sahent market10g tool a company has at
ItS dIsposal

• Sales andDIstrIbutJon Strategy Explam mechanIsms and vehIcles used to
get products or servIces to customers WIll the company employ ItS own
sales force or WIll dealers, dIstnbutors, orJobbers be used? Descnbe any
specIal skIlls needed for sales force Outhne speCIfic selhng procedures to
be used

• Pncmg Strategy General pnc10g structure and ratIOnale should be
proVIded Pohcles regardmg dIscount1Og and pnce changes should be
addressed

• AdvertIsmg, Publzc RelatJons, and PromotIOn Focus on concept and
creatIve content ofthe commUnICatIOns campaIgn, vehIcles used (electromc
medIa, pnnt medIa, dIrect mall, e g ), and extent to whIch each WIll be used

• SIte AnalySIS Address demographIcs of surroundmg populatIOn,
accessIbIlIty, VISIbIhty, and cost Attachment may mclude pIctures

• RelatedBudgets PIe charts, graphs, tables, and other graphICS may be used
to present how market10g efforts WIll be organIzed and how company's
resources WIll be allocated among vanous marketmg tools

• Future MarketJng ActJvztJes Explam sales strategIes contemplated to
perpetuate growth Not much detaIl IS necessary here, but address10g the
concept IS a sound Idea

* Market Research ThIS can be formal or 1Oformal, and can aSSIst the entrepreneur
and reVIewer 10 an understand10g ofthe marketplace ThIS research can help
formulate market10g strategy and facIhtate contact WIth respondents who had
pOSItIve reactIons to the product or servIce



v. Marketing Plan

• Sales Forecasts:
Sales by period

Sales by products or services

Sales by customer group

Market share

• Support Material

11

V. Marketing Plan
• Key tests ofMarketlng Plan
Have a need and market been clearly IdentIfied?

Has a clear, persuasive case been made as to how
sales wIll be generated?

Have all relevant factors been mtroduced m a
manner that IS obJectIve, but also m a way that
wIll msplre confidence on the part of the
reviewer?

Does thiS sectIOn serve as a sound basIs for the
ImplementatIon of a marketmg strategy?

Is the sectIon readable and mterestmg?
12
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* (11) Sales Forecasts Detailed financIal projectIons are presented m the
financIal sectIOn, but are often useful here as well PossIble mcluslOns are
projected sales growth, projected market share, sales by penod, sales by product or
servIce, and sales by customer group

• Sales bypenod Patterns such as seasonabllIty are addressed here These
may be depIcted m graph or tabular form, but narratIve should be mcluded
explammg ratIOnale MultIple sales forecasts are possIble, mcludmg
conservatIve, "most hkely," and optImIstIc, e g Be realIstIc

• Sales by Products or ServIces ThIS breakdown IS useful m commumcatmg
the relatIve Importance ofthe company's products It also serves to explam
pnonties and manners by whtch the company Will allocate resources It IS
often appropnate to convey thIS mformatIOn graphtcally

• Sales by Customer Group Documentmg these sources wIth contracts or
letters of mtent Will show greater credlblhty

• Market Share ThIS measure becomes sIgmficant after carefully defimng
relevant market and level ofcompetItIOn

* Support Matenal There IS danger m presentmg too much matenal m the
marketmg sectIon, so be careful However, attachments may mclude such thmgs as
letters ofmtent, letters of support, flattenng artIcles and reVIews, brochures, artIsts'
rendenngs, and mdustry studIes

* (12) Key Tests ofMarketmg Plan
• Have a need and market been clearly IdentIfied?
• Has a clear, persuasIve case been made as to how sales WIll be generated?
• Have all relevant factors been mtroduced m a manner that IS ObjectIve, but

also m a way that wIll msplre confidence on the part ofthe revIewer?
• Does thIS sectIOn serve as a sound basIs for the ImplementatIOn ofa

marketmg strategy?
• Is the sectIOn readable and mterestmg?



VI. Operational Plan

• Product Development:
Important to communicate

development efforts to further
company's products.

Sometimes the focus is on process
rather than product.

Present technical team.

VI. Operational Plan
• Manufacturing:
Examine in terms of resources,

processes, and output.

Profile the facility.

Discuss labor requirements
(organizational chart OK here).

Use illustration or flowchart to show
production process.

I3
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(13) VI Operational Plan
* Product Development It IS Important to commurucate development efforts to

further company's products Sometimes the focus IS on manufactunng process
rather than the end product (Even a company manufactunng "low tech" products
may use "hIgh tech" manufactunng processes) Ifa gap eXIsts between and Idea or
deSIgn and the actual product, the plan must demonstrate exphcItly as possIble how
It wlIl be bndged Do not make the busmess plan a SCIentIfic or research treatIse,
present development strategy m baSIC terms Presentmg techmcal team mstead of
research Itself IS often a good Idea, as theIr past accomphshments are more easIly
understood by the reVIewer

* (14) Manufacturmg Examme thIS actIVIty m terms ofresources, processes, and
output Resources mcIude manufactunng facIlIties, machmery, eqUIpment,
matenals and related assets, and labor CapItal wIll be used m acqUISItion of
tangIble assets, so comment on sources of the assets, theIr nature, the role they WIll
play m productIOn, and theIr capabIlities and constramts Profile the faCIlity that
wdl be used, mcludmg comments about SIze, locatIon, and related speCIfications ­
clearance, loadmg docks, and proXImIty to rad outlets and aIrports MentIon
sources ofraw matenals or components, avaIlabIhty, pnce volatIlIty, and key
supplIer relatIOnshIps A dISCUSSIon oflabor reqUIrements IS essential, mcIudmg
general background and speCIal reqUIrements Sometimes an orgaruzatIOnal chart
fits m thIS sectIOn as well as m the sectIOn devoted to personnel and orgamzatIOn
ConSIder an IllustratIOn or flow chart to dISCUSS productIon process

f IJ.p'
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VI. Operational Plan

VI. Operational Plan

• Service and Support:

Could be critical part of business.

In-house or contract out?

Can provide for continuing
relationship with customer.

• Manufacturing: (continued)

Discuss labor-intensive vs. automation.

In-house vs. contracted out.

Plant capacity and limiting factors.

Quality control plans.

Project capital requirements.

1mpact of growth on operations.
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(15) DISCUSS labor-mtensive route vs automatIOn Explam what processes wIll be
done m-house and whIch WIll be contracted out Descnbe manufactunng output,
mcludmg plant capacIty or other lImItmg factors Comment on qualIty-control
plans It IS very Important to project capItal reqUIrements and mdIcate sources of
fundmg, It IS undeSIrable for the company to exhaust ItS finanCIal resources before
addressmg all ItS needs ConSIder the Impact ofgrowth on operatIons [Non­
manufactunng compames should stdl have a sectIOn analogous to thIS sectIon
Offer mSIght for retaIl or servIce busmess regardmg key supplIer relatIOnshIps and
dIVISIon ofresponsIbIlItIes Descnbe resources and processes necessary to move
mventory, mamtaIn secunty, and serve clIentele]

* (16) Service andSupport Tills could be a cntical part of the company's
busmess success, dependIng upon the type of company - espeCially If It IS mvolved
WIth techmcal or new products ProVIdIng guIdance and support after a sale IS
sound Idea, and IS often another source of mcome, sometImes the mam source It IS
sometImes better to contract out servIce functIOn mstead ofaddressmg It In-house
The abIlIty ofthe company to proVIde effectIve mamtenance and servIce establIshes
contmuIng relatIOnshIp WIth the customer



VI. Operational Plan

• Other Influences:

Productive resources

Changing technology

Customers

Regulations

11

VI. Operational Plan

• Protections:
Includes explanations of patents,

licenses, trademarks, and copyrights..

What is being protected?

1mpact of protection.

Documentation.

18
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* (17) Other Influences The operatlOnal plan should sometImes focus attentlOn
on external factors or mfluences whIch can Impact the company

• ProductIve Resources ConsIder pnce and avaIlabIlIty oflabor and raw
matenals SupplIers may raIse pnces, or polItICal or economIC InstabIlIty
may eXIst at source HostIle labor envIronment mIght result In work
stoppages or upward wage pressure

• Changzng Technology The lIkelIhood and Impact of state-of-the-art
technologIcal changes need to be dIscussed CompetItIve products mIght
evolve that Will have Impact on company's operatlOns

• Customers Ifthe company has a domInant customer or group of
customers, dISCUSS Influences emanatIng from the customer base

• RegulatIon Government gUIdelInes, regulatIons, and laws may Impact
operatIons, and these Influences warrant attentlOn In the operatlOnal plan
Descnbe (1) the nature and source ofthe Influence, (2) the potentIal Impact
and resultIng nsks or opportumtles that are posed, and (3) the manner In
whIch the company may address the Influence

* (18) ProtectIOns ThIs sectlOn would Include explanatlOns ofpatents, lIcenses,
trademarks, or copynghts ThIs concept Includes secunng a lIcense to be the
exclUSIve dlstnbutor ofa product These protectIons often do not apply only to the
ultImate product or servIce, but could Include the manufactunng process Itselfor a
SIngle feature ofa multIdImensIonal product Such protectlOns can allow the
company to have or maIntaIn a competItIve advantage for a penod oftIme

• What IS Bemg Protected SpeCIfically define what forms ofprotectIOn are
beIng used for what product or part ofa product ExplaIn where the
company IS In the process ofsecunng protectIOn

• Impact ofProtectIOn Descnbe degree ofprotectIOn In terms of length of
tIme the company WIll hold any competItIve advantage

• DocumentatIOn It IS not necessary to proVIde It In bUSIness plan, but It can
be mentIOned that an eXamInatIOn of legal documents, agreements, and
related matenalls pOSSIble at the request of the reVIewer



VII Management and Organization
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VII. Management and Organization

• Organizational Chart:
Usually organized either by product or

by function.

• Policy and Strategy:
Timing

Selection

Compensation

• Management Team/Principals:
Founding entrepreneurs

Active investors

Key employees

Directors

Advisory board

Key advisors
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(19) VII Management and OrgamzatIon Most reV1ewers are reluctant to make any
kmd ofcomnutment to a venture unless they are comfortable w1th those mvolved m 1t
Success m generatmg the mterest ofreV1ewers and the ult1mate success ofthe busmess
often depend on effect1ve staffand orgamzatlOn The entrepreneur must begm with an
objective assessment of his or her personal strengths and weaknesses and an assessment of
the company's requrrements - then the compos1tion ofthe rest ofthe company may be
defined

* Management Team/PrmcIpals It is necessary to present backgrounds ofthose
mdiv1duals expected to play key roles m the company

• Foundmg Entrepreneurs Include mformat1on about mdiv1duals respons1ble
for conceptuahzmg, startmg, and runmng the venture - at least m the early
stages

• ActIve Investors It is reasonable to devote attentlOn to those who have
made slgmficant contnbutlOns of cap1tal and who wdl also provide
expertise and d1rectlOn to the company

• Key Employees These are people who are crucial to the venture, but who
do not have an eqUity stake m 1t Therr commitment should be secured by
some form of employment contract Such comm1tments would be
important to both the entrepreneur and the reV1ewer

• DIrectors D1rectors have a formal, legal reiatlOnsh1p with the company,
and a fiduC1ary respons1b1lity to 1t They often contnbute therr serv1ces on a
"part-t1me" bas1s

• AdvISOry Board Many compames tum to adVlsory boards for ass1stance m
technical, planmng, marketmg, operatlOns, or other matters The credib1lity
of adViSOry board members can also add cred1b1lity to a venture

• Key AdvIsors These have speClal relatlOnships with the entrepreneunal
team, but do not Sit on the formal adViSOry board They can mclude
lawyers, accountants, and other consultants

* (20) OrgamzatIOnal Chart It 1S 1mportant that a bluepnnt for the company's
orgamzatlOnal development be clearly 1dentified The prec1se form ofthe orgamzatlOn
wdl vary from busmess to busmess, but for the most part wdl be orgamzed either by
product or by functlOn, that is, employees Will be workmg on product a or product b,
and so forth, or employees wdl be workmg m the marketmg department, financial
department, and so on Some busmesses Will use a hybnd ofthe two approaches

* Pollcy and Strategy ThiS sectlOn should commumcate the phdosophy gUidmg the
company's organ1zatlOn and staffing Some factors to cons1der mclude

• TImmg Plan carefully how to begm or expand staffing Create a schedule
ofthe orgamzation's evolutlOn

• SelectIOn AttentlOn to hmng standards and procedures are often
appropnate m a busmess plan

• CompensatIOn It 1S usually ofmterest to a reV1ewer to see the salary
structure relat1ve to compet1tlOn, benefits packages, bonus and mcentive
plans, profit shanng, stock ownersh1p, and Slmilar 1tems - and how these
compensation pohc1es wdl evolve over t1me



VIII Major Milestones or Benchmarks

• Place plans and objectives into
some sort of time frame.

• Identify major events and when
they are likely to occur.

• Offer ambitious schedule, but
one that can be met or exceeded.

IX. Structure and Capitalization
• Capital Requirements:

Involves investigation, intuition, and
luck.

Easiest regarding tangible assets.

Documentation may be included.

More difficult to project non-tangIble
capital requirements -- usually a
function of cash flow.

21
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(21) VIII Major MIlestones or Benchmarks. It IS Important to place plans and
ObjectIves mto some sort oftIme frame Such a framework represents both a schedule and
set ofgoals agamst WhICh progress can be measured ThIS sectiOn should IdentIfy major
events m the enterpnse's development and when they are likely to occur Offer dates m a
genenc manner, not by actual calendar Offer a schedule that IS ambItIous but can be met
or exceeded Select benchmarks that can be clearly defined and easily measured

(22) IX Structure and CapitalizatIOn ThIs sectiOn IdentIfies the legal form ofthe
busmess (e g ,Jomt stock company, partnerslup, limIted habilIty company) and how the
enterpnse will be capItalized Descnbe the kmd ofresources reqUired and sources - past
and future -- ofIt The entrepreneur may have a varIety ofoptiOns to offer capItal
provIders for theIr partIcIpatIOn (e g , common stock, preferred stock, bonds, convertIble
bonds, etc)

* Capital ReqUirements Accurately determmmg an enterpnse's capItal reqUIrements
generally mvolves a combmatIon of mvestIgatiOn and mtUItIOn, as well as a degree
of luck m forecastmg future events that wIll have an Impact on the level ofcapItal
reqUIred Determmmg reqUirement IS eaSIest regardmg acqUIsItiOn of tangIble
assets such as eqUIpment, mventory, and real estate DocumentatIOn mayor may
not be mcluded mthe busmess plan, but the entrepreneur must go through the steps
ofgathenng It m order to feel comfortable WIth projectiOns It IS more drfficult to
project workmg and contmgent capItal reqUIrements In large part, these
reqUIrements are a functIon of cash flow, whIch wIll be covered m the finanCial
plan sectIOn ofthe busmess plan



IX. Structure and Capitalization

• Sources ofCapital:
Is source interested in enterprise?

Determine how a source evaluates
a deal before approaching that
source.

Consider personalities involved.

IX. Structure and Capitalization

• Sources ofCapital (Guidelines):
Get an introduction.
Be selective.

Be prepared to rethink a plan.

Summary only?

Multiple sources.
Identify appropriate individuals.

23
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* (23) Sources ofCapital The entrepreneur must research potential sources
closely An entrepreneur may waste time and resources by submIttIng a plan to a
capItal source that IS not Interested In speCIfic types ofenterpnses or deals
structured In certaIn ways The entrepreneur should have at least a baSIC
knowledge of how a partIcular source evaluates a deal before approachIng that
source ThIs WIll allow presentation of the bUSIness plan In a favorable manner
The entrepreneur should also conSIder the personalItIes Involved at the source of
finanCIng, thIS relatIOnshIp may be a long-term one and InteractIOns WIll occur
through dIfficult tImes as well as prosperous ones When approachIng a potential
source of finanCIng, the follOWIng gUIdelInes are useful

• (24) Get an mtroductlOn Arrange for an adVIsor such as a lawyer,
accountant, banker, or broker to provIde entrepreneur WIth a SupportIve
IntroductIOn USIng such an IntermedIary helps lend credIbIlIty to the plan

• Be selective Do not do a mass dIstnbutIOn ofbusmess plans, approach
attractIve sources ofcapItal selectIvely and focus attentIOn on each

• Be prepared to rethmk a plan ReCeIVIng consIstently negative responses to
the plan suggests that It has problems LIsten to the sources' ObjectIons to
the plan and reevaluate It

• Summary Some sources want to see only a summary ofthe plan In order to
faCIlItate theIr prelImInary evaluatIOn

• Multiple Sources WIth the antiCIpated partICIpatIon ofmore than one
source, be sure that all the sources have receIved the plan so that they can
reVIew It concurrently

• Identify appropnate mdlVlduals The entrepreneur should Identify the
mdIvlduals WIthIn the financmg organIzatIon With whom he or she WIll be
havmg the most InteractIOn



x. Financial Plan

• Purpose is to formulate projections
reflecting the company's anticipated
financial performance.

• Reliable data!

• Calculate more than one scenario.

• Review periodically and revise as
necessary.

25

X. Financial Plan

• Assumptions:

Present them clearly and concisely.

Most important one is sales volume.

Cost of goods sold and gross profit
also Important.

Cite specific sources of information.

Elevate reviewer's confidence level.
26

I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

1~ I



I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

(25) X FmancIaI Plan The purpose ofthe financIal sectIon ofa busmess plan IS to
formulate a credIble, comprehensIve set ofprojectIOns reflectmg the company's antIcIpated
financIal performance Ifthese projectIOns are carefully prepared and convmcmgly
supported, they become one ofthe most cntIcal measures ofa busmess's attractIveness
One cannot overemphaSIze the Importance ofrehabIe data It IS often advIsable to
calculate more than one finanCIal scenarIO, even If they are not all presented m the formal
document The finanCIal plan sectIOn should be revIewed penodIcally and revIsed If
necessary, ItS content must be current The finanCIal plan must conform to the detaIls
presented m the remamder ofthe busmess plan In general, the mformatIOn that should be
presented mcludes the followmg

* (26) AssumptIOns The set ofassumptIons on WhICh projectIOns are based
should be clearly and concIsely presented Because the rest ofthe financIal plan IS
an outgrowth ofthe assumptIOns, they can be conSIdered the most mtegral part of
thIS sectIon The most Important element m all ofthe projectIOns, and the one that
reqUIres the greatest degree of support, IS the antIcIpated sales volume The
credIbIlIty ofthIs forecast IS so Important that an entIre sectIon m the marketmg
plan may be devoted to ItS support Another Important assumptIOn pertams to cost
ofgoods sold and gross profit, and depends jomtly on the cost ofproductIOn or
acqUISItIOn and pncmg polIcy In statmg assumptIons, It IS useful to CIte speCIfic
sources of InformatIon It IS ImpOSSIble to elImmate uncertamty m assumptIOns,
but the entrepreneur should try to elevate the confidence level ofthe reVIewer
regardmg the company's abIlIty to translate projectIOns mto operatmg realIty



X. Financial Plan
• Projected Income Statements:
Prepare for 3 to 5 years, use quarterly

performance.

Divide into revenues, cost of goods and
services, expenses, and resulting
pretax profit or loss.

Be consistent with sales volume
figures.

27

X. FinancIal Plan

• Projected Cash Flow Statements:
Most critical forecast.

Many things similar to Income
Statement, but several distinctions
exist between them.

Show monthly for the first two years,
quarterly or annually after that.

28
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* (27) ProjectedIncome Statements These should be prepared for at least three
years -- typIcally for five years -- reflectmg, usually, quarterly performance ThIS
projectIon IS usually dIvIded mto revenues, cost ofgoods or servIces, expenses, and
resultmg pretax profit or loss It IS appropnate to also show after-tax performance
A reVIewer WIll normally scrutInIZe elements m the mcome statement as they relate
to sales volume The Illcome statement, and particularly profit, should be
conSIstent With potential and other lImItatIons dIscussed III other sectIOns

* (28) Projected Cash Flow Statements The most cntIcal ofall finanCIal forecasts
m a busmess plan IS the cash flow projectIOn In many ways It IS analogous to the
mcome statement, but there are some Important dlstmctIOns Instead ofrevenue
and expenses, a cash flow statement reflects cash actually flowmg mto and out of
the busmess from all sources, mcludmg sales, the mfusIOn ofdebt or eqUIty
proceeds, and the sale or lIqUIdation ofan asset An mcome statement reflects
depreCiatIOn because depreCIatIOn IS an expense However, depreCiatIOn does not
represent a cash oblIgatIOn, so It IS not mcluded m the cash flow statement
Repayment ofloan pnncipaiis conSIdered a cash oblIgatIOn and IS mcluded m a
cash flow statement, but It IS not conSIdered an expense, so It wIll not be mcluded
on an Illcome statement Other cash reqUIrements, such as acqUISItIon ofeqUIpment
or payment ofdIVIdends are not conSIdered expenses, so they wIll show on a cash
flow statement, but not on an mcome statement Cash flow statements should be
shown m as great a detaIl as pOSSIble for the first two years Quarterly or annual
cash flows are suffiCIent for years three through five



x. Financial Plan
• Current Balance Sheet:
Balance sheet shows "snapshot."

Summarizes assets, liabilities, net
worth.

Calculate the following ratios:
- Liquidity ,

- Asset Management,
-Debt.

29

X. Financial Plan
• Other Financial Projections:
Break-even analysis"
Contribution of specific products or

services to overall company
performance.

Historical financial performance
necessary for company looking to
expand or acquire another company.

30
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* (29) Current Balance Sheet Projected year-end balance sheets for three to five
years should be mcluded Rather than reflectmg performance over a penod oftlme,
a balance sheet allows a "snapshot" ofa company's financIal strengths and
weaknesses at a partIcular pomt m tIme A balance sheet summanzes the
company's assets (what It owns), lIabIlItIes (what It owes), and net worth (the
dIfference between assets and bablbtles) Some ofthe measures typIcally
calculated m order to assess projected or hlstoncal performance mclude the
followmg

• LiqUidIty Rattos These ratIos, such as the current or qUIck ratIos, typIcally
compare all or some ofthe company's current assets to ItS current lIabIlItIes
They suggest how capable the company IS to meet Its debt oblIgatIOns m the
near term

• AssetManagement RatIOs These ratIOS, such as mventory turnover and
accounts receIvable turnover, gIVe a sense about how effectIvely a company
IS employmg the assets at ItS dIsposal

• Debt RatIOs These ratIOS, such as debt to eqUIty, help place m perspectIve
how the company IS capItalIzed and how hIghly the company IS leveraged
These ratIOS can help one understand the company's stabIlIty and ItS
capaCIty to raIse further capItal

* (30) Other Fmanclal ProjectIOns A break-even analySIS could prove to be a
valuable addItIon Also, financIal summarIes that reflect the contnbutIOn of
specIfic products and servIces to overall company performance mIght be prepared
It IS appropnate to mclude hlstoncal financIal performance for an eXlstmg company
lookmg to expand or acqUIre another company



XI. Attachments to Business Plan

• Depends on type of business.

• Objective is to add to reviewer's
understanding and add credibility to
statements in the plan.

• Appropriate to create index If there
are a large number of documents.
Include one-page summaries.

31

In Conclusion...

• Good ideas

• Good businesses

• Good business plans

• The process of thinking through
a business plan is key.

32
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(31) XI Attachments to the Busmess Plan What to mclude as attachments to a busmess
plan IS hIghly dependent on the type ofbusmess, the kInds ofproducts or servIces It wIll offer,
and the complexIty ofthe plan Itself The objectIve m mcludmg attachments IS to add to the
revIewer's understandmg should he or she deSlfe to know more than what IS presented mthe
body ofthe plan, and to add credIbIlIty to statements made In the plan Ifthere are a large
number ofsupport documents, It could be appropnate to create an Index for them, and Include
one-page summanes ofeach, lettIng the reVIewer know that a full document wIll be sent on
request

(32) In ConclUSIOn
Good Ideas make good bUSInesses, and good busmesses make good busmess plans, but the
best busmess plan cannot tum a bad Idea Into a good bUSIness A good bUSIness plan,
however, can help make a good busmess credIble, understandable, and attractIve WntIng a
good busmess plan - and more Important, thInktng through a good bUSIness plan as It IS
wrItten -- cannot guarantee success, but It can go a long way toward reducIng the odds of
faIlure


