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About Save the Children
Save the Children Federation (SC/US) works to help disadvantaged children and
their families overcome the devastating impact of poverty and conflict. Founded in
1932, SC/US is a leading provider of development assistance, working in 40 coun
tries worldwide., Save the Children's Economic Opportunities (EO) sector strives to
increase economic security for women and children in need through microfinance
and business development programs. EO and its partners are currently making last
ing, positive changes in the lives of 63,000 women microentrepreneurs and their
children. This manual is a product of Economic Opportunities Technical Unit.

About the Author
Sutia Kim Alter holds a MBA and is currently an Economic Opportunities Specialist
at Save the Children in Washington DC. She was formerly a Strategic Analyst in
commercial marketing and an Entrepreneur.

Sections of this book may be copied for use in training and technical assistance, or
adapted to meet local needs without permission from Development Alternatives Inc.
and Save the Children Federation. Please credit the author, Sutia Kim Alter, and Save
the Children Federation for those sections excerpted.
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'Profltand morality are a hard
combination to beat."

- Hubert H. Humphrey

This manual is dedicated to social entrepreneurs and their enterprises
around the world.
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"If you apply business principles
and practices to entrepreneurs in
developing countries, it really works.
Capitalism employed in a positive
manner can do a lot for social change
and economic development."

- Rochelle Beck, Founder, Cultura Del Sol

is manual is intended to equip business development services (BOS) practi
ers with a business planning tool for their market-led social enterprises.

Information, case studies, examples, and planning methodology in this manual are
steeped in Save the Children's philosophy and approach to BOS programs, and
although its opinions resonate throughout, the manual is not expressly about Save
the Children's methodology, which at this point continues to evolve.

Terminology

The term "social enterprise" was coined by U.S. nonprofit professionals who sought
to create jobs and training opportunities for low-income, homeless, and other at-risk
individuals by starting businesses. Their definition of social enterprise is a nonprofit
enterprise, social-purpose business, or revenue-generating venture founded to create
jobs or training opportunities for very low-income individuals while simultaneously
operating with reference to the financial bottom line.'

In light of its mission and program focus, Save the Children defines its social
enterprises as "founded to afford economic opportunities to women microentrepre
neurs in developing countries."

Save the Children's BDS Philosophy

ENTERPRISE PERSPECTIVE
Save the Children believes in creating "businesslike organizations."2 To this end, the
BOS program is viewed as an enterprise and is separated from nonbusiness activities
of the lead or implementing organization. The BOS intervention is structured as a
social-purpose business or social enterprise to best address the combination of social
and business interests unique to these programs.

FINANCIAL VIABILITY

Viability is at the forefront of Save the Children's approach. SC employs pricing,
marketing, production planning, and financial tools to measure and achieve cost
recovery objectives. SC is convinced that without a viable social enterprise, it will
be unable to have a long-term positive economic impact on the poor.

'Emerson, Jed, and Fay Twersky. 1996. New Social Entrepreneurs: The Success, Challenge and
Lessons of Non-profit Enterprise Creation. San Francisco: Roberts Foundation.

2Gibb, A.A., and G. Manu. 1990. Design of extension and related support services for small scale
enterprise development. International Small Business Journal 8, no.3.
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SUSTAINABILITY

Save the Children stresses the sustainability of the local social enterprise. Capacity
building of enterprise management and entrepreneurs through training and technical
assistance has a high price tag yet is important to ensuring longevity of the program.

MARKET LED
Being market led (also referred to as demand led) requires clearly understanding
who the customers are and responding to their wants and desires. SC's approach
advocates thorough market research to ensure that the social enterprise has the
potential for healthy performance in a competitive free marketplace. Additionally,
products are developed with a mind to the benefits enterprise customers seek.

SOCIAL IMPACT OBJECTIVES

The mission, and cornerstone, of the social enterprise are its commitment to
serve the poor, which is ultimately what separates a social enterprise from private
business.

WOMEN FOCUSED

Save the Children is a child-centered agency whose mission includes improving
economic security of children. Thus, its social enterprise programs target poor
women under the assumption that affording them increased economic opportunities
will directly benefit their children.

Business Planning Methodology

Save the Children's methodology merges private-sector tools and methods with
development practices to create dynamic, market-driven social enterprises as a
means to effect increased economic opportunities for poor women in developing
countries. Social enterprises are what the donor committee refers to as a BOS meso
level intervention. Below are some examples of the forms such an intervention can
take. Save the Children's business planning methodology has been field-tested in
programs in several countries.
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AUDIENCE

As a business planning guide for social enterprises, this manual is meant to be used
by whomever is concerned with supporting these efforts (see exhibit "Business
Planning Methodology").

• Foremost, it is intended for BOS practitioners and technical staff at the interna
tional PYa, local intermediary, or social enterprise management levels.

• Second, it can also be a useful reference for organizational leaders and donors to
help them better understand the nature and requirements of social enterprise
programs.

Manual Contents

Save the Children's approach distinguishes eight discrete stages in the social enter
prise development cycle, beginning with generating ideas for a new business and
ending with an exit plan. This manual centers around, step six, business planning.
Exit strategy is also treated superficially and information on market research as it
relates to creating business plans is included in two chapters.

2. MARKET RESEARCHj
1.

ENTERPRISE IDEA

GENERATION C0
@~

~ 3. FEASIBILITY TEST

o<::>Wj
SV ~

4.
'.' ~ REJECTION

.. \,r---> NON-VIABLE

6. 5. IDEAS

BUSINESS PLANNING DEVELOPMENT OF

VIABLE BUSINESS IDEA

EVALUATION

8. EXIT

SOCIAL ENTERPRISE DEVELOPMENT CYCLE
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Thusly, this manual addresses key issues of human resources, marketing, finance,
and operations and guides the reader in a step-by-step formulation of a business
plan. It provides goal-setting and planning tools required to establish sustainable and
viable enterprises geared toward achieving both social and business objectives.

None of the information or tools in this manual can be considered wholly new;
market research and business planning guides have previously been exploited.
Indeed, the author felt some reluctance about reinventing business planning for the
BOS field. Save the Children's perception is that although significant lip service is
given to employing "business planning" and "private-sector tools," in practice few
development professionals know how to apply them. Therefore, this manual
attempts to bridge the gap between formal business and international development
disciplines by setting business planning in the context of development, an approach
that may be more palatable to development practitioners. The "newness" of the
standard business plan discussed herein is in its emphasis on achieving the "double
bottom line"-social and business objectives-inherent in social enterprises.

The Manual's Purpose

This manual aims to help practitioners improve BOS program performance by:

• Sharing Save the Children's stories from the trenches, including lessons learned
that lend themselves to developing best-practices BOS programs as well as expe
riences that are better avoided.

• Equipping practitioners with program planning and management, market
research, and business planning tools that can be applied to any type of BOS
intervention.

• Furnishing a guide that can also be used as part of a training curriculum by prac
titioners providing business education or technical support services to microen
trepreneurs (MEs) and Small and Medium Enterprises (SMEs).

Throughout, the manual aims to engender strategic thinking. Exercises are con
ceived to be multidimensional, pushing practitioners "to think outside the box."
Starting, then running, a social enterprise is far from a static process. Businesses
need to reinvent themselves constantly to adapt to ever-changing environments. This
entails endless strategic reflection and analysis on the part of social enterprise man
agers and stakeholders, with an understanding that each decision they make may
have a ripple effect on other aspects of their business.

What This Manual Is Not

This manual is not a "how-to guide" for creating the perfect social enterprise pro
gram. The preface details the mistakes Save the Children made in its early BOS pro
gram in Haiti, the lessons drawn from these experiences, and the changes that SC
implemented as a result. Save the Children does not profess to know all the answers
in this field, which is immature, dynamic, and rapidly changing.

It is also not a reference book for the other seven stages of social enterprise
development. Although all stages are critical for program success, each topic is vast,
warranting its own product, and well beyond the scope of this manual.

Managing the Double Bottom Line:



About the Case Study

Throughout the manual a case study called "TARTINA Enterprise" is used to illus
trate business planning for BDS social enterprise programs. This example is heavily
based on Save the Children's "TOPLA" social enterprise program in Haiti, but it is
not representative of TOPLA and should not be read as such. Although many of the
examples are drawn directly from the TOPLA business plan, details have been modi
fied both to protect program staff and to support the manual's business planning
methodology. Save the Children felt it was important to use a real-life study to sub
stantiate the approach used herein but, at the same time, did not want to detract
from it by discussing the particulars of TOPLA. For reader reference and edification,
the TOPLA case study is documented in the preface. Nevertheless, huge credit is
due to those involved in TOPLA, who greatly contributed to this work.

How to Use the Manual

The introductory overview in each chapter highlights the chapter's contents and
learning objectives. As well, exercises begin with an explanation of the purpose and
rationale behind them. This format is intended to be user-friendly. By seeing the
content and purpose upfront, readers can decide if a particular section is pertinent
to their needs and skip certain exercises as desired. However, completing all sec
tions of the business planning manual culminates in an actual social enterprise busi
ness plan in the final chapter of the manual. The results of some exercises are docu
ments used in their entirety in the business plan, whereas others provide back
ground or preliminary information. It is recommended that readers at least peruse
the entire manual, since business planning is a cumulative process, with each sec
tion elaborating on information obtained in the previous section. This manual may
be used to produce sub-plans-Le. marketing/operations plans-to assist market
research or to prepare complete business plans.

To guide the reader through the business planning process we use icons. This
what they mean:

~ . .
r- = a written exercIse.

~/

• J::' = a potential caveat or problem area to watch out for.

= implications for human resources.

= financial implications.

= a written exercise included in the actual business plan document.

Selected blank forms and tools are provided at the end of the manual and indexed
in the annex.

Use of Language

This manual uses and defines mainstream business vocabulary throughout. The aim
is to help practitioners gain access to a plethora of related resources available in the
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private sector. A glossary of terms is available at the end of the manual.

History 01 the Manual

This manual has been through two distinct incarnations. Former Save the Children
staff, Alexandra Overy-Miehlbradt and Kim Berman wrote the first version. It repre
sented early BDS work, referred to as women's microenterprise networks (WMEN),
pioneered by the authors during their tenure at Save the Children. The first manual
was essentially a guide to designing and implementing a WMEN methodological
approach to BDS programs.

As fate would have it, publication of the manual was delayed and leadership
changed in the Save the Children's Economic Opportunities Office. The time lapse
gave us a curious 20-20 hindsight advantage with which to view the waning per
formance of our two WMEN programs. This, coupled with advances in BDS best
practices and new SC staff, meant revisiting the unpublished manual.

The new manual takes a commercial approach to BDS reflective of experiences
gained from the WMEN programs, the present culture of Save the Children's
Economic Opportunities Office, and the state of the art today. This new work in no
way devalues the foresight and innovation of Save the Children's first BDS architects.
Their courageous leadership and valuable contributions laid the foundation for Save
the Children's social enterprise programs and helped to move the field significantly
forward.

The final result: Managing the Double Bottom Line: A Business Planning Guide
for Social Enterprises was written under severe time constraints leaving Save the
Children to make difficult choices regarding which information could be included in
its contents. In addition, Save was faced with the challenge of developing a generic
tool for a wildly heterogeneous discipline. Thus, in instances where information is
insufficient for a particular type of enterprise, situation or aspect of the business
plan, we recommend consulting other sources to augment this resource.

Our hope is that readers will describe this manual as "comprehensive", but
some may find it "daunting". Save the Children found similar business planning
products for the private sector contained approximately the same volume of infor
mation. Developing a solid guiding document-business plan-for a social enter
prise is a huge task involving immense amounts of time and effort. Rather than feel
overwhelmed, it is important to bear in mind that no one practitioner should engage
in business planning alone. This process should be actively supported by all stake
holders in the enterprise program and, if necessary, with the aid of external assis
tance.

Finally, unlike many management books, this one was written without the bene
fit of a team. The work was compiled by a single author with substantial input from
colleagues at home office and in the field. Remarks and suggestions by users as to
improvements are welcome and will be considered in subsequent revisions or edi
tions of this work. Save the Children also invites readers to send us copies of their
completed business plans. We may be contact at:

Economic Opportunities Unit
Save the Children Federation
Suite 202
1620 I Street, NW
Washington DC 20010

or Sutia Kim Alter directly at:
vid@csi.com
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"In a difficult business, no sooner is
one problem solved than another
surfaces-never is there just one
cockroach in the kitchen."

- Warren Buffett

, hildren's business development services (80S) experience began in
r:m~tW'Ine"Philippines. The program targeted poor women microentrepreneurs in
metropolitan Manila working in the remnant subsector of the garment industry. A
second 80S program, launched in 1997, centered on rural women in Haiti engaged
in the transformation of agricultural products. These programs expanded on subsec
tor approaches and analysis techniques, adding a substantial focus on women and
pioneering an approach called women's microenterprise networks (WMEN).

Save the Children's first 80S architects used what little documented industry
experience was available as the basis from which to blaze the methodological trail of
WMEN programming. In brief, the WMEN concept envisioned enabling poor
women microentrepreneurs to increase their economic opportunities and income
through services that would alleviate or minimize constraints they faced in their
businesses. The objective was to make women's activities more profitable without
increasing their workload. Thus, the methodology emphasized augmenting women's
existing economic activities with services that would improve their terms of trade,
link them to markets, enhance their products, or give technical support. These serv
ices would be provided through an intermediary that would organize women work
ing in the same subsector to help them increase their collective influence over
power structures and discrimination within the subsector. The program was con
ceived to become a viable venture through various fee structures incorporated in its
design. Scale would be realized by serving large numbers of poor women microen
trepreneurs through a "network"-hence the name women's microenterprise net
works.

WMEN program trials in the Philippines' fabric remnant industry and in Haiti's
agricultural food-processing sector sought to "lead the drive toward effective, large
scale, and sustainable [business development services programs] and help define
standards for cost-effectiveness, cost recovery or profitability, and scale in [the] 80S
sector.'" At that time, proclamations of this type were prevalent in development
speak, yet just how these goals could be achieved in the business development serv
ices sector remained uncertain. The WMEN programs were launched to test and
develop the network methodology's ability to achieve the objectives of scale and

'WMEN Program Haiti proposal.

A Business Planning Guide for Social Enterprises

Business development
services (BDS) • develop
ment service interventions
that aim to reduce barriers
faced by microentrepre
neurs such as market
access, restrictive regula
tions, and poor infrastruc
ture, all of which impede
microentrepreneurs' pro
ductivity, profits, and
income. BOS programs
may also seek to leverage
opportunities for the pur
pose of profit maximization.
Through addressing barri
ers, business development
services not only increase
the profitability of enterpris
es but transform them as
well as the environment in
which they operate.
Business development
services fall into a number
of categories: linkages to
markets, technology, refer
ral services, business skills
development, common
service facilities, organizing,
and advocacy. (Nelson,
1996).

Subsector Analysis·
Subsector Analysis offers a
framework for rapidly evalu
ating Micro and Small
Enterprise (MSE) dynamics
and the prospects for cost-
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effective intervention. It does not pre
judge the nature of intervention.
Subsector analysis can lead to proj
ects involving technology develop
ment, input supply, marketing, man
agement assistance, or credit.
(Haggblade, Gamser, 1991)

Target population - the poor
microentrepreneurs whose income or
economic opportunity 80S programs
seek to improve.

viability through services with mass-market appeal for paying microentrepreneur
customers. The hope was that the WMEN programs would be experimental cases
that would answer many pending BOS questions.

Over the past six years, Save the Children's experience has yielded many les
sons; unfortunately, none has proved to be the Holy Grail of business development
services. Neither pilot simultaneously achieved financial viability and large scale. In
retrospect, SC has concluded that the main shortcoming of the WMEN approach
was its lack of application of business modalities and market research. The WMEN
program design gave justifiable consideration to socioeconomic development needs
of the target population and donor expectations, yet it underemphasized business
elements-the "B" of BOS-in its formula. SC learned that to achieve cost recovery
and meet targets, the interventions would have to adopt a market orientation and
operate like a business.

Today, the original precepts and principles of
WMEN remain valid, though Save the Children's
BOS programming methodology has evolved. The
WMEN approach metamorphosed into a new
methodology called social enterprises for women,
which builds on the work of the Save the Children
BOS forerunners, adding tools and methods adapt
ed from private-sector business disciplines. Save
the Children has chronicled several of the lessons
learned, which served to shape the new program
ming methodology. They are detailed in the fol
lowing case study.2

2 The WMEN program in Haiti is the only example provided
in this manual. For internal reasons, documentation of the
WMEN program in the Philippines is not included. The "les
sons learned," however, are based on SC's experience in
both the Philippines and Haiti.
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Case Study: WMEN Program "TOPLA" from Haiti3

PROGRAM BACKGROUND

Prior to initiating a WMEN program in Haiti, designers used subsector analysis tech
niques to study the economic activities of poor women microentrepreneurs. They
observed that many were engaged in food transformation activities to generate
income for their families. In the citrus fruit and peanut agricultural subsectors, rural
Haitian women purchased raw materials from local producers and made peanut
butter and jam, which they sold in their communities. These women were unable to
realize maximum profits, however, because of market saturation and the low pur
chasing power of their rural customers. 8DS designers noticed that in large urban
markets such as Port-au-Prince, in contrast, consumers ate peanut butter and jam
purchased from retail outlets. Rural microentrepreneurs were unable to reach these
urban markets with their products because of a lack of transportation, marketing
knowledge, and retail contacts. Save the Children designers concluded, therefore,
that they could substantially increase economic opportunities for these poor women
through an intervention aimed at bridging this market gap.

A marketing intervention that sought to link rural microentrepreneurs to urban
markets was the first incarnation of the SC/Haiti 8DS program. The design itself was
based on the WMEN premise of adding value to existing food transformation activi
ties of poor women microentrepreneurs. It called for a decentralized approach
whereby microentrepreneurs obtained their own raw materials and produced their
own goods at the household level, while the Association des Paysans de Vallue
(APV), SC/Haiti's local partner, managed the centralized marketing, sales, and distri
bution functions-using the brand name TOPLA-and SC/Haiti provided oversight
and technical assistance to the program.

3 Major contributions to the TOPLA case study were made by Heather Shapter, Save the Children
technical advisor in Haiti, and the APV and SC/Haiti program team. Additional contributions are
courtesy of Kellogg Corp. volunteer management consultants from the J.L. Kellogg Graduate School
of Management, Northwestern University.

EXHIBIT A: HAITI WMEN NETWORK MODEL

MICROENTREPRENEURS

DECENTRALIZED

SalesDistributionMarketing

ASSOCIATION DES PAYSANS DE VALLUE (APV)

CENTRALIZED

Production
FUNCTION

Raw Materials
Sourcing
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Break-even point - the point at
which revenues from sales equal
costs.

Vertical integration - expansion by
moving forward or backward within an
industry. See also backward and for
ward integration.

WHAT HAPPENED
The WMEN model was founded on several assumptions that proved to be false. A
key assumption, that processing of peanut butter, jam, and other foods is a tradition
al activity of poor entrepreneurs in Haiti, was flawed. As it turned out, training,
supervision, and product development were required to produce standard TOPLA
products. The second assumption was that microentrepreneurs would source their
own raw material inputs. This was false on three counts: Microentrepreneurs faced
constraints on acquiring some key inputs to production, notably containers and
labels; microentrepreneurs lacked the means to realize cost savings by purchasing in
bulk, which elevated unit costs beyond the break-even point; and finally, this model
did not account for the seasonality of raw materials. The third false assumption was
that an adequate market for a variable product existed. In fact, SC!US and APV dis
covered that TOPLA customers demanded a highly standardized product. But
WMEN's decentralized approach to production did not support the manufacturing
of consistent products, despite the merits of the network concept and its ability to
achieve scale. These oversights resulted in additional management burdens and pro
gram costs.

This "market test" had a forceful impact on the WMEN program. Save the
Children and APV sought to steer the program toward viability by first concentrating
on producing a salable product. Although they supported an outstanding effort to
adapt the program to market realities, the result was a slow, unintended shift from a
loose, decentralized network structure to a centralized manufacturing facility.
Investments were made in production site plant and equipment, and functions were
vertically integrated one by one without attention to a business strategy. Although
these proved to be legitimate business decisions aimed at producing higher quality,
standardizing products, and reducing constraints on access to raw materials, their
consequence was to shift the WMEN microentrepreneur-focused model to a more
classical enterprise model. Acquisition of citrus fruit for raw material inputs and the
home-based peanut-roasting stage of production are the only remaining decentral
ized functions (exhibit B).

EXHIBIT B: TOPLA SOCIAL ENTERPRISE MODEL

SalesDistributionMarketingProduction

Peanut Grilling~~

MES ~~
Citrus Fru it

Peanuts & .---""
Passion Fruit
Production
Inputs (AVP)

FUNCTION
Raw Materials
Sourcing

ASSOCIATION DES PAYSANS DE VALLUE (APV)

CENTRALIZED
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In Year 2, the program underwent a strategic realignment. Partners reassessed
the original social and economic goals and objectives and reached a consensus on
the mission. A business plan was developed that articulated new targets, with inter
mediate benchmarks to measure progress and social impact and concrete steps to
achieve them. Targets for scale were also adapted to more realistic levels and to cap
ture TOPLA's target population, which extends beyond microentrepreneurs to
include small producers.

During the strategic planning period, APV and Save the Children unanimously
decided to abandon the WMEN methodology in favor of the more market-based
social enterprise approach. The program has since taken on a business orientation,
and its structure has become more like an enterprise than a development program.

The WMEN program in Haiti was restructured, and though it remains a "pro_
gram" under the auspices of APY, the NCO intermediary, it has been segregated
from APV's other activities and operates as an enterprise (see exhibit 3). The WMEN
program has its own guiding mission and objectives, maintains its own accounting
system, and shares few personnel functions with AP\f. The bulk of the food transfor
mation process for all products in the TOPLA product line takes place in one pro
duction center, which has been outfitted with basic, semi-industrial equipment to
improve productivity and enhance product standardization. Although final questions
of structure and ownership are yet to be resolved, the program has evolved into a
viable enterprise. This Save the Children considers notable.

EXHIBIT C: SC HAITI WMEN PROGRAM
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EXHIBIT D
Excerpt From the TOPLA Business Plan

Experience of the past two years has shown that the original decentralized pro
gram design is not appropriate to meet the WMEN program's long-term goal and
targets. The primary reasons for this are:

.. Customers demand a highly standardized product. The best way to
achieve a high volume of sales in a cost-effective manner is to serve urban mar
kets, the closest of which is Port-au-Prince. This places the products (brand
name TOPLA) in the competitive, formal market with high standards for prod
uct quality and consistency. The demand for product standardization and qual
ity control cannot be met through a home-based production model.

..The assumption of traditional knowledge of the transformation process of a
number of the products has proved to be false. Centralized training, follow-up,
and continuous supervision by production agents have been required .

.. Bottlenecks to raw material acquisition. In the decentralized model, the
WMEN program loses needed cost savings that can be gained through central
ized bulk purchases of production inputs. As well, some key inputs are not eas
ily accessible to the mlcroentrepreneurs, most notably containers and labels.
The client preference for product standardization also extends to the need for
tight quality control and standardization at the raw material purchasing stage.

A CLOSER LOOK

The following excerpts chronicle specific challenges TOPLA Enterprise encountered
in the early part of the program (and to some extent continues to face) and the strat
egy it used to overcome them. This section is intended to give the reader an in
depth look at issues that drove the evolution of the current social enterprise
approach from the previous WMEN program. Italics denote excerpts taken from
Haiti program reports between Year 1 and 2.

Management and Human Resources
To keep pace with the many challenges the WMEN program has faced, SC/Haiti and
APV have fallen prey to reactionary management practices. There is an acute need
to invest time into setting up systems for systematic planning and for prioritizing
decisions. Management is also plagued by a poor definition of program roles,
responsibilities, and accountability. Moreover, program management personnel are
just that-those with experience in program management but with little experience
in running a business or in the techniques of food transformation. Also, marketing
continues to be one of the principal areas requiring immediate strengthening.
Despite its attempts, APV has been unable to attract a qualified candidate for mar
keting manager at the designated salary.

These issues were addressed by reallocating the budget and recruiting a half
time business manager and a marketing manager at a higher salary. Technical assis
tance in food transformation has been and will continue to be contracted for as
required. Roles and responsibilities were clearly delineated in a program organiza
tional chart, and job descriptions were created.
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Product Selection
The TOPLA products peanut butter and grapefruit jam are in the mature phase of
their life cycle, a stage characterized by brand recognition, stable and high sales lev
els, numerous competitors, declining profit margins, stiff price competition, and
market saturation.

Peanut butter and grapefruit jam's entrance into the decline stage of
the product life cycle were postponed by introducing product modi
fications-new packaging, new flavors, etc. This approach served to
differentiate the product from its competitors and temporarily escape
the heat from direct competition. The WMEN program has identified
a market niche for sweetened peanut butter. This flavor is not offered
by the competition and will serve to more directly target the tastes of
children.

TOPLA also inaugurated new products, passion fruit jam and Karapinia (a sugar
and spice- coated peanut snack), which in contrast to peanut butter and grapefrUit
jam are in the introductory stage of their life cycle, a stage characterized by little
direct competition, low sales volume, limited distribution, low revenue levels, and
increased risk. The feasibility test and market research pointed to great potential for
these products, making the risk of introducing them into the market a worthwhile
one.

Product Line
Twenty-three products make up the TOPLA product line. With such a long list,
product specialization is very difficult to achieve, creating problems of standardiza
tion and quality control. Similarly, preparing a cohesive marketing strategy for such
a sprawling line of products within the framework of a small enterprise is not possi
ble. Potential economies of scale through bulk purchases are also being lost with the
addition of every new product size. A wide-ranging product line significantly com
plicates enterprise management of inventory control, accounting, and sales and pro
duction reporting.

The product strategy has been reformulated, by reducing product line from 23
to 7, to balance the need for focus with that of offering a large enough variety of
products to decrease fixed costs per product. Focus is needed to build expertise,
especially in the areas of food transformation and marketing. Seven complementary
products, with synergistic value have been retained in the TOPLA product line.
Simply put, peanut butter and jam belong together.

Raw Materials
The inconsistent availability of raw materials remains the main production con
straint. The microentrepreneurs are unable to find the necessary raw materials or are
not able to afford them because of insufficient planning or lack of cash.

During the first year, APV began centrally purchasing and stockpiling peanuts, a
key raw material, before its price increased in the off-season. This eased some of the
constraints for the microentrepreneurs. Unfortunately, no technical assistance was
available to advise the WMEN program staff on proper preservation or storage tech
niques. As a result, almost 30 percent of the original stock either spoiled or was
stolen, negating most of the cost advantage of the bulk purchase.

Production planning was incorporated in the business to minimize situations in
which raw materials sit in storage for long periods of time. Purchasing, originally left
to the microentrepreneurs, is now centralized under the direction of the TOPLA
production center. Economies of bulk purchase are realized when prices of seasonal

A Business Planning Guide for Social Enterprises 19



20

raw materials are most favorable. Assistance in proper preservation and storage tech
niques was acquired through Partners of the Americas Farmer to Farmer Program.

Procurement of Other Inputs
The WMEN program has faced a continuing shortage of jars (plastic and glass), hav
ing had only one supplier of the containers. Other suppliers have not been willing to
sell to APV because of the small order size. Last year, the supplier was unable to
provide stock, which resulted in suspension of production for an extended period.
To reduce dependency on a single supplier, APV searched for other sources of sup
ply, including the Dominican Republic, a neighboring country. Of the three types of
packaging required, APV was successful in identifying two in the DR, but the cost of
one of those two appears prohibitive.

Also, by covering a longer production period, APV has increased its order size
for suppliers in Haiti who will only accept larger orders. As well, APV is in the
process of assessing the possibility of procuring the containers from nearby Miami or
from Venezuela.

Quality Control
Since the shift from an individual to a centralized production model, quality control
(QC) has improved significantly. However, each product type still requires QC
improvements, especially if the products are to continue to be sold in the competi
tive, sophisticated market of Port-au-Prince.

One particular quality control problem has resulted in product returns. TOPLA's
peanut butter is 100 percent natural, with no additives or preservatives. With this
all-natural recipe, the peanut oil separates and rises to the top after a certain period
of time. Supermarket owners have been unable to sell the TOPLA peanut butter
when this occurs. The WMEN program is considering several options to address this
urgent issue: Educate the customer on the characteristics of all-natural peanut butter,
add the necessary chemicals to reduce the oil separation, or tighten up distribution
and inventory control to get peanut butter on grocery shelves and sold before the
product separates. APV has already received a sample of a chemical fixing agent
from the United States, which will be tested during the coming reporting period. As
well, channels are being analyzed for more efficient distribution and sales turn
around.

Local technical assistance organizations specializing in food process
ing were contracted to provide training to the microentrepreneurs
and production staff to ensure that a high level of quality in produc
tion is maintained.

Step-by-step quality control improvements were identified by production agents
for peanut butter and jam products, and a "Quality Control Program" was devel
oped. To augment quality control, certain microentrepreneurs are trained as special
ists to champion QC, and QC has become a standard part of microentrepreneurs'
training.

Financial Outlook
The WMEN program has been unable to meet its cost-recovery targets because of
the costs of implementing the centralized production model and other unanticipated
expenditures. Although this model requires more initial investment, the long-term
return should be higher than that of the individual production model.

The program budget was revised to reflect the activities of the new business
plan. Some of the current budget line items will be reallocated to cover the new
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financial requirements. The new target is to break even by TOPLA's seventh year of
operation.

Enterprise Model
The feasibility test and the business planning processes confirmed that the original
decentralized WMEN program design could not respond to the Haitian consumer
market demands of high standards of quality control and competitive pricing. A
centralized food transformation model, however, does translate into a potentially
successful business concept. The biggest drawback to the centralized model is that
it cannot impact the thousands of entrepreneurs originally targeted. In particular, the
analysis that laid the groundwork for the business plan showed that the centralized
model could support 120 part-time entrepreneurs for the coming year and 358 by
the end of seven years, at which time the enterprise is projected to be financially
viable.

Peanut farmers should also be included in the beneficiary count. The
program will need to take a more active role in ensuring timely
access to the required quantity and quality of supply. Peanut farmers
in the production region will need technical support to improve pro
ductivity yields and the quality of peanut varieties currently under
cultivation.

Lessons Learned

"Good [organizations] are good
because they've come to wisdom
through failure. We get very little wis
dom through success, you know."

- William Saroyan

THE NEED FOR A FOCUSED STRATEGIC DIRECTION AND CLEAR OBJECTIVES

The heart and soul of business development services is its "double bottom line"
the social and business objectives it seeks to achieve. Understanding the delicate
balance between the two is the ultimate challenge for BDS practitioners; it requires
a focused strategic direction and clearly stated objectives.

Sustainability of the Enterprise as the Overriding Goal
Save the Children believes an enterprise built on sound business practices is the best
vehicle for achieving social objectives. The goal of viability drives strategic direction
and decision making. Without that goal, BDS pursuits will have limited benefit and
life span.

Avoid Mission Dissonance
It is crucial to begin an enterprise program with a clearly articulated vision and a
mission statement ratified by all BDS program stakeholders. Doing so will help to
define the strategic direction of the enterprise and ensure that stakeholders are
behind it. Business programs are not appropriate for all Private Voluntary
Organizations (PVOs) or NGOsi they can challenge the core of an institution's con
ceptual and practical framework, presenting serious dilemmas. If all stakeholders
are not on board at the start, resources will be squandered fighting institutional
resistance.
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Set JlSMART" Targets
Business development services cannot be the panacea for all social and economic
ills. Setting goals to change the human condition or eradicate poverty is grandiose
and unrealistic. Even targets such as microentrepreneurs' accumulating assets or
increasing self-esteem are slippery and hard to measure. Two types of targets are
appropriate to set, however: first, objectives for each business function, including a
viability goal; and second, social impact. Set "SMART" targets-those that are
Specific, Measurable, Achievable, Relevant, and Timebound.
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Write a Business Plan
A concrete business plan is the road map to
accomplishing BDS program goals and objectives.
Simply put, you will be lost without one.

CONDUCT A THOROUGH MARKET ANALYSIS

Although subsectors were examined in excruciat
ing detail for Haiti and the Philippines, relatively
little attention was given to studying the larger
markets. Subsector analysis, though an important
tool, is not a sufficient measure of the market
potential for a specific industry to justify launching
a BDS program. A thorough market analysis must
be done on two levels: the market environment
and the enterprise. The first analysis examines
external factors that influence the operating envi
ronment and industry forces, and the second
analysis focuses on industry trends, customers,
costs, and competitors. Finally, a market test must
be conducted to verify solidity of the business
concept and potential for financial viability.

Market - all the people who have a
specific, unsatisfied need or want and
are willing and able to purchase a
service or product to satisfy that need.

Demand - the willingness and ability
of buyers to purchase different quanti
ties of agood at different prices dur
ing aspecific time period.

Test marketing - conducting asmall
scale promotion or introduction of a
good to gather information useful in
full-scale product introduction or pro
motion.
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Understand Market Demand
To sell a product or service, there must be a market for it. Simple market and pric
ing research helps to clarify who the customers are, what their needs are, and
whether they have the ability to pay for the services or products. A customer's will
ingness to pay for a product or service is a good real-world indication of demand.

Analyze Viability Potential
Financial viability hinges on selling a product or service that customers want. To be
viable, a program must be cost-effective, Le., offer a demanded product or service
at a price and volume that cover costs without continued external subsidy or assis
tance. Banking financial viability, yet overlooking the final customer, could be the
epitaph of a BDS program.

Market Test Products and Business Concept
Before investing in a social enterprise program, and after analyzing the market, con
duct a feasibility test. Use market-driven criteria to evaluate how products and
ideas actually fair in the marketplace on a small scale. Find out if the target cus
tomer buys product or services at the price projected to achieve financial viability.
Amarket test determines which products, services or business concepts are feasible
enough to support a social enterprise.
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Do Not Try to Outmaster Subsector Players
In the short term, a donor- or PVO-backed NCO enterprise can wield awesome
power, but it cannot endure the pressures of a free market once heavy subsidies
cease. Competition and traders are part of the market mosaic, and a 8DS interven
tion must be designed according to this reality.

Study the Industry
Understanding the attractiveness of a particular industry largely shapes the structure
of the program: the design of the intervention, the number of clients who can be
served, and ultimately the viability of the program. Market research probes essential
questions to determine if an industry is attractive enough to realize healthy revenues
and sustain its comparable advantage while still assisting the poor.

Be Market Driven
The market should drive the 8DS intervention, not the target population. Even if
these two are the same, Save the Children advocates first conducting market
research that leads to selection of a target population based on a 8DS intervention
that can compete in the marketplace. This approach by no means dismisses working
with the poor; it merely encourages identifying poor populations in subsectors,
industries, and markets that offer a healthy potential for viability. If the market leads,
the enterprise will be better positioned to serve its target population.

CREATE A DYNAMIC MODEL

A successful social enterprise model has the ability to maneuver in the marketplace
by identifying and entering new markets. The only constant in business is change.
8DS models cannot be based on fixed program designs and left to stagnate; they
must be dynamic and flexible, responding to new opportunities and circumventing
arising threats, if they are to survive in the long run. Dynamic models build in a
feedback loop whereby practitioners' eyes and ears are constantly attuned to what is
happening in the strategic and operating environment. Processes and products are
continually retooled based on information siphoned back to the enterprise.

The BDS Intervention as a Business Entity
The structure of 8DS interventions can vary dramatically. Whether the program
remains an NCO or formalizes into a business, Save the Children takes the perspec
tive that the 8DS intervention should be recognized as an enterprise that is distinctly
separate from other programs and activities. Cost recovery, return on investment,
cost per client, management capacity, etc. are quantified using this entity as the
measure.

Clearly Define Ownership
Ownership status of the 8DS program and assets at the close of external funding
and support should be stated in the beginning and factored into program design.
This has been an issue of hot debate in Haiti, where SC has attempted to set up
shared ownership of TOPLA Enterprise by the microentrepreneurs and APV, the
local implementing NCO, whose visions for TOPLA are divergent. Although APV, as
a social organization, in theory has the microentrepreneurs' best interests at heart, it
also sees itself as benefiting from enterprise returns in the future, which is an unset
tling temptation for any NCO hard-pressed for funds.

Include External Audits
External audits should be a de facto practice to develop enterprise professionalism.
Audits evaluate the capacity of enterprise management and staff from an objective,
nonemotional vantage point. When incorporated into a performance-based plan,
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Market research - sys
tematic, objective gathering
of information to support a
business' marketing efforts.
Market research uses spe
cific methods and tools
such as surveys, inter
views, focus groups, prod
uct tests, etc., to under
stand the size and scope of
certain markets and con
sumer behavior as it relates
to the product or service
the company sells.

23



24

audits can be constructive tools. Their results serve as benchmarks to appraise
progress and can be linked to either "sticks" or "carrots" to encourage continued
proficiency.

Keep the "Entrepreneur" in Microentrepreneur
The centralized enterprise model has to some extent presented a challenge to the
preservation of entrepreneurial integrity. To avoid slipping into a "job creation"
mode that moves simply to employ poor people as laborers, Save the Children is in
the process of building, entrepreneurial components into the program. The key is
for microentrepreneurs to be stakeholders in the enterprise. Profit sharing, bonuses,
piece rate pay are some mechanisms that motivate microentrepreneurs' perform
ance and gives them control over income generation, rather than relegating them to
being wage laborers. Developing technical competence or specializations in produc
tion tasks places microentrepreneurs in the role of team leaders and puts the onus
on them to achieve targets. Equity or ownership stakes in the social enterprise are
another means of elevating the poor to the rank of entrepreneurs. Finally, electing
microentrepreneur representatives to the governing board gives them a voice in
management, oversight, and decision making.

Design for Risk Aversion
Risk aversion, although a known characteristic of the target population, was not
appreciably factored into the WMEN design. Living on the fringes of society and
many competing financial priorities compound microentrepreneurs' risk aversion,
making them extremely reluctant to reinvest their earnings in the business and con
sequently making it infinitely more difficult to give them ownership of the enter
prise. Two ways to mitigate this problem are (1) to build a savings component into
the program that can serve as a financial buffer in emergencies (illness, death, natu
ral disaster) and (2) to establish criteria for selecting entrepreneurs who are willing to
take risks.

Plan for "Comparative Disadvantages"
Although the goal is to create a social enterprise that can compete in the free mar
ket, this must be done within a realistic time frame and with technical and financial
support. BDS programs need time for capacity building, which is one distinction
between such programs and the private sector. The fragile nature of the target popu
lation as customers, owners, or laborers; the low skills and business acumen of the
social enterprise management; and the developing-country environment are costs of
doing business-or "competitive disadvantages"-unique to social enterprises. Long
learning curves, poor infrastructure, limited expertise, and the general frailty of
microentrepreneurs must be considered in capacity-building plans and viability fore
casts.

"Delight the Customer"
The famous words of Philip Kotler, the grandfather of marketing, are worth remem
bering for their wisdom. Social enterprises must set high standards of professionalism
and be directed by a vision to render the best possible services and products to their
customers. "Underpromise and overdeliver" should be their mantra, not only as it
applies to customers but also as it applies to investors (the donor). Giving customers
or investors more than they expect engenders loyalty (repeat patronage) and a good
reputation.
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Market Research Is a Continuous Process
Market research should not end when the social enterprise begins; it must be a con
stant part of the feedback loop. Customer satisfaction, derived through market
research, is a barometer that indicates whether the enterprise continues to meet its
customers' wants and needs. Market research also acts as a watchful eye on the
changing environment-so the enterprise can stay ahead of the curve and respond
to changes rather than get crushed by them.

Have- an Exit Strategy
Plan the departure at the start of the BOS program. Issues related to type of struc
ture-i.e., NCO business, subsidiary, local enterprise, NCO program, franchise,
etc.-and ownership of assets and revenue often are sticking points for BDS pro
grams. Next steps can be sketched at a program's outset, framing an unambiguous
vision for the future of the enterpr'ise.

(NSTA[f! (;000' MANAGEMENT AND HUMAN RESOURCES

Select a Busi'ness-OrientedJPartner
The right local partner-one'with common values-is essential. For BOS programs
this usually means a business-oriented partner. At this juncture, SC favors teaming
with private businesses or operating without a conduit and directly creating a local
enterprise. Before embarking on any partnership agreement, thoroughly screen
potential partners to ensure that they are- committed to a business strategy and
understand the rigors it entails and are not just looking for cash. Multisector or char
ity-oriented organizations without strong business acumen generally have limited
capacity and lack the business values necessary to develop their programs into sus
tainable enterprises. Much unnecessary grief on the part of the partner and the
PVO can be avoided by teaming with organizations·that share core values.

Use Performance Contracts
Sign contracts that outline performance expectations and specific targets or deliver
abies and detail how the partnership will be conducted. Performance contracts
serve four purposes. First, they set concrete results that advance larger goals.
Second, targets and expectations specified in the contract function as a program
management tool, reducing the need for the PVOs to micromanage partners. This
system promotes partners' integrity, enabling them to "opt out" of the relationship
through nonperformance if they so choose. Third, performance contracts can be
used as an evaluation tool or incentive if renewed funding is linked to them. Finally,
performance targets define boundaries and deter potentially emotive relationships
that can deteriorate to the level of parent-child interaction.

Clearly Delineate Roles and Responsibilities
Most BOS programs serve a multitude of players, including the donor, the technical
assistance provider, the local implementing institution, the enterprise, and the target
population. Save the Children has discovered that a lack of clarity about roles and
responsibilities complicates the BOS business, decreases efficiency, creates tension,
and muddles objectives. It is important to clearly delineate the role of all players in
the BOS program and their respective reporting lines.

Hire the Right People
BOS programs require human resource skills that are not typically available within
NCOs or PVOs. Unlike in the private sector, where a shortage of capital often leads
to business failure, in BOS enterprises poor management is usually the reason for
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Meso-Ievel- the level of the 80S
intermediary, also referred to as the
local partner or counterpart organiza
tion. Meso-level interventions aim to
develop management and institutional
capacity of local partners to render
services to small and medium enter
prises and microenterprises.
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failure. Weak management has been one of the main pitfalls of the program in the
Philippines. And in Haiti, TOPLA Enterprise had to hire a business and marketing
manager from the private sector and contract for technical assistance in marketing
and food processing. Sales agents were also hired externally. Only the production
and inventory managers were brought through APV's staff ranks and trained for their
jobs. External hiring may unsettle NCO leaders who hope to underwrite salaries of
existing staff with the BDS program budget.

Accounting for human resource needs during the design phase dispels any mis
conceptions the local institution may have about money for salary allocations. It also
improves budget estimations, since private-sector personnel may be more expen
sive. Social enterprises need both development practitioners and business profes
sionals. To be successful, they need a marriage of skills.

Build Local Capacity
The crux of a meso-level social enterprise intervention is building local capacity to
sustain business operations in the absence of third-party assistance. This requires
well-targeted technical assistance and training and the appropriate resource alloca
tion to underwrite these activities. Capacity building can also be managed struc
turally, through a human resource plan that supports professional development and
skills transfer.

Incorporate Monetary Incentives
Monetary incentives are one of the best ways to dramatically shift a "program men
tality" to an "enterprise mentality." Incorporating incentives for both enterprise staff
and microentrepreneurs motivates performance and helps self-select entrepreneurs
who are not risk averse.

SELECT PRODUCT/SERVICE MIX CAREFULLY

Aside from analyzing market conditions for products or services, designers should be
cognizant of certain product/service characteristics that might present complexities
that could threaten the enterprise's viability. A product or service that is highly vul
nerable to seasonality, spoilage, or technological change may be beyond the scope
of local capacity to manage or may require cash in excess of the social enterprise's
resources (i.e., high technology). To some extent, all products or services face these
market challenges. Designers must determine which ones are navigable and which
ones pose imminent peril.

Specify and Budget for R&D
Businesses are under constant pressure to improve their products and services and
to develop new ones that respond to changing market forces and customer desires.
To this end, investments in research and development should not be overlooked. In
the original SC/Haiti program budget, ample resources were earmarked for microen
trepreneur training but none for product development. Although R&D needs vary
depending on the industry, social enterprises should include a specific plan for R&D,
including budget allocations for technical expertise, personnel, equipment, product
testing, etc.

Choose Viable Products/Services and Markets
Income is a function of price, volume, and efficient operations. One challenge in
this equation is to select products or services that offer sufficient margin potential to
sustain the enterprise. The products in both SC's BDS programs, peanut butter
(Haiti) and cleaning rags (Philippines), have extremely narrow margins, which makes
viability difficult. Social enterprises that sell products or services directly to microen-
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trepreneurs face the additional challenge of finding products with mass-market
appeal that they can sell for a low price while still recovering their costs. The finan
cial service industry has been able to meet these criteria, but BOS programs have yet
to arrive at a magic formula.

Save the Children is not convinced that selling products and services to microen
trepreneurs should be the focus of social enterprises. "Market" denotes customers
who are "willing and able" to purchase a product or service. Poor people rarely
constitute a feasible market, despite the assistance they may need. Based on its
experience, SC/US believes that BOS programs are more aptly suited to assist the
poor and achieve viability by focusing on markets for entrepreneur-made products
(see chapter 1, exhibit 1A, model 2, "Market-led," for further explanation) than by
selling services directly to entrepreneurs. This approach not only works to provide
much-needed technical assistance to poor entrepreneurs but also allows for greater
cost-recovery flexibility for the social enterprise (through price markups, income per
centages, commissions, etc., rather than income from fees for services paid by poor
microentrepreneurs), and creation of wealth in the community.

FINANCIALS

Plan for Capital Requirements
As much as BOS programs have tried to set themselves apart from microfinance pro
grams, capital, particularly as it relates to cash flow, is a social enterprise reality.
Money for both fixed assets and working capital is needed to run a business pro
gram, and like credit the latter usually increases relative to growth. Financing for
SC's programs was on a typical percentage disbursement schedule that did not cor
respond with the ebbs and flows of the business cycles.

Manage Cash flow
Poor cash flow management is one of the principal reasons micro and small busi
nesses allover the world go under. Ironically, a good product or service and a well
targeted market are not enough to ensure success; unforeseen cash shortages for
even relatively short periods can render a crushing blow to these fragile businesses.
Building capacity of enterprise management to manage cash flow is a critical ele
ment of sustainability.
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Cash flow - the actual
movement of cash; used to
measure cash inflow minus
cash outflow.
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"I have always thought that one man
of tolerable abilities may work great
changes, and accomplish great affairs
among mankind, if he first forms a
good plan, and, cutting off all amuse
ments or other employments that
would divert his attention, make the
execution of that same plan his sole
study and business."

f

- Benjamin Franklin

Social Enterprise?

ocial rprise is a generic term for a nonprofit enterprise, social-purpose
in~S&:: ,- enue-generating venture founded to support or create economic

opportunities for the poor (small enterprises or microenterprises) while simultane
ously operating with reference to the financial bottom line'. A social enterprise can
take many forms: a direct employer of at-risk or poor populations; a customer of
goods produced by poor entrepreneurs; a seller of products or services to poor or
at-risk business owners; a for-profit business whose revenue is used to cross-subsi
dize social programs; or, the corollary, an income-generating social service program
that covers a percentage of its costs.

THE DIFFERENCE BETWEEN A SOCIAL ENTERPRISE AND A BDS PROGRAM

A social enterprise is simply one type of business development service (BDS) pro
gram. By working through an existing local partner, or by creating a new one, this
meso-level intervention seeks to achieve the objectives of social impact and finan
cial viability through the creation of an enterprise that serves the poor. A Private
Voluntary Organization (PVO) or other technical assistance builds local capacity to
manage the enterprise in a sustainable way. Save the Children's social enterprise
approach is distinct only in that it uses modified private-sector business tools and
puts viability at the forefront as the means to achieve social impact.

'Emerson, Jed, and Fay Twersky. 1996. New Social Entrepreneurs: The Success, Challenge and
Lessons of Non-profit Enterprise Creation. San Francisco: Roberts Foundation.
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Intervention - to
come in or between
by way of modifica
tion. Social enter
prises are one type
of intervention
aimed at economic
development, job
creation, or poverty
alleviation.

Social impact· a
positive effect on
the target popula
tion as aresult of
an intervention.
Social impact can
be measured
numerous ways;
Save the Children
primarily uses
increased economic
security and its
reverberations for
children.
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Exhibit 1A shows two possible social enterprise scenarios. Model 1, an entrepre
neur-led social enterprise, is also an archetypal 80S program model, where services
are rendered to microentrepreneurs (MEs) and small and medium scale enterprises
(SMEs). Model 2 illustrates Save the Children's market-led social enterprise model,
where the enterprise acts as an intermediary between the entrepreneur and the
market and is focused on achieving viability through the sale of entrepreneur-made
products to the final customer. It is the later model that is portrayed in the context
of this manual.
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Business Planning for BDS Social Enterprises

Business development service programs are inherently highly differentiated, making
it difficult to fit them into a neat framework. Mass customization at this point can
take place only in the tools we are able to provide, one of which is business plan
ning. The type of business intervention you choose and how it is structured will be
largely dependent on the conditions specific to your market, industry, operating
environment, and target population and, therefore, will be unique to your program.
Nevertheless, a business plan is a standard business tool that can be applied to most
BOS models. The focus here, however, is on Save the Children's version of a social
enterprise; it is up to you to make necessary adaptations to fit the needs of your
BDS program.

WHY A BUSINESS PLAN?

Development programming is changing. Economic opportunities programs, such as
BDS and microfinance, are increasingly part of the development agenda. The
inevitable consequence is that "business" is being integrated into development cul
ture. Phrases like "operational sustainability," "financial viability" and "cost recov
ery" have become a standard part of the nomenclature. There is now considerable
agreement among agencies of the importance of operating in a businesslike way.2
Indeed, more and more organizations and donors are viewing interventions through
a business lens-with respect to performance-based objectives, results-oriented out
puts, and viability-thus leading the way for mainstream change. Tools and methods
borrowed from the private sector are being adapted and applied to development
programs as a means to better serve underprivileged and disenfranchised popula
tions.

Save the Children is also taking this approach. At the same time, we recognize
that standard business tools are not necessarily distributed through normal develop
ment channels; nor are they translated for use in the development context. Business
terminology, corporate case studies, and the single bottom-line focus often act as a
smoke screen, barring development professionals from utilizing the important
resources available in the private sector. Nonetheless, as we have witnessed in the
microfinance discipline, tools borrowed and adapted from the banking sector can
help practitioners "do better at doing good." To this end, SC/US is attempting to
bridge the "culture gap" between the business and development sectors with a
modified business planning tool that addresses the "double bottom line" (social and
business goals) of social enterprises.

BUSINESS PLANNING FOR YOUR SOCIAL ENTERPRISE PROGRAM

Developing a business plan does not mean that you have to compromise or forsake
your organization's social objectives in favor of running a profitable enterprise. On
the contrary, a business plan is a tool intended to help increase the overall perform
ance and impact of your social enterprise program. A good business plan should be
personalized for your program, embodying its goals, culture, and values. At the same
time, it furnishes you with a proven instrument to operationalize your goals into a
program that both provides business services to poor women and can withstand the
pressures of the marketplace. In sum, a business plan is a prescribed method for
clarifying the objectives of your social enterprise program and developing a compre
hensive plan to realize those objectives.

2Gibb, A.A., and G. Manu. 1990. Design of extension and related support services for small scale
enterprise development. International Small Business Journal 8, no.3.
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Stakeholder - aperson entrusted
with astake or an interest; something
staked for gain or loss. (Merriam
Webster) Astakeholder is someone
vested in-or willing to invest in-a
social enterprise, someone willing to
take a risk as to its success or failure.
Stakeholders can be donors, interna
tional PVOs or local NGOs, enterprise
statt, board members, microentrepre
neurs, etc.

Strategy - acareful plan or method
for achieving ends. In abusiness
plan, these ends are the objectives.
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WHAT Is A BUSINESS PLAN?

A business plan is the road map of your social enterprise program; it directs your
stakeholders and staff on how they will execute the intervention, manage the pro
gram, and ultimately realize the program's goals and objectives.

A business plan:

... articulates the mission of your program;

... defines a strategy based on needs of the target population and customers, market
conditions, industry forces, operating environment, and institutional profiles;

... outlines specific actions to achieve program goals and objectives;

... establishes targets for planning, measuring, and improving performance;

... motivates employees;

... communicates your ideas and plans to your stakeholders (board of directors,
donors, partners, clients);

... projects necessary resources, costs, and revenues of your program;

... provides a basis for sound decision making.

WHY Is A BUSINESS PLAN IMPORTANT?

The success of your social enterprise depends largely upon the decisions you make.
A business plan is fundamentally a planning tool; it allocates resources and measures
the results of your actions, and it helps you set realistic goals and make decisions. A
lack of planning leaves you poorly equipped to anticipate future decisions and
actions you must take to run your social enterprise. Inherent within a business plan
are several tools that facilitate planning and, hence, decision making.

"Those who fail to plan, plan to fail."

- George Hewell

-A Design Tool
The rigors of developing a business plan help you think through the design of
your intervention and conceive a program that is realistic and doable within the
given context. Precursors to creating a business plan-such as analyzing the mar
ket, the operating environment, implementing partners' capabilities, and financial
needs-lend themselves to examining your social enterprise program in its entire
ty from an objective, critical perspective to determine whether what you are plan
ning is feasible, and how it can best be implemented.

-'A Strategic Planning Tool
The combined tasks of inward and outward examination in a business plan, from
institutional self-assessment to competitive analysis, help you plot a strategy for
your social enterprise program. Strategic thinking is necessary if your social enter
prise is to survive in a competitive marketplace. Business plans pit your products
or services against those of competitors, examine your market position, and keep
you abreast of the twists and turns in a dynamic operating environment to help
you make strategic decisions based on these fluid variables.
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.A Performance Tool
A business plan is an operating plan that guides the management of your social
enterprise program and helps you work effectively toward its success. It allows
you to set realistic targets and thus also provides a basis for measuring and moni
toring your program's performance against these targets. Using the business plan
as an ongoing performance tool helps practitioners modify future targets based on
actual performance of the social enterprise.

• A Communications Tool
The business plan communicates your program's mission, management approach,
objectives, and proposed methods of achieving the objectives to staff, leadership,
clients, and donors. A business plan also helps you gain credibility with potential
partners and donors by demonstrating that your social enterprise program has a
clear direction and thoroughly conceived strategy to achieve its ends.

• A Financial Tool
The financial section of the business plan serves several financial management
functions. The budget establishes how resources will be allocated in your pro
gram. Financial statements help you understand your financial position and the
cash needs of your business. Calculating your enterprise's break-even point tells
you how much income is required to cover expenses and gives you a basis for
pricing services or products. Finally, the financial section provides estimates of
how much money is needed for financing start-up expenses, the day-to-day costs
of running operations, and your income.

• A Management Tool
As previously stated, a business plan tells stakeholders where you are going and
how you plan to get there. It is important for the social enterprise program man
agement team to continually refer to the business plan to ensure that the enter
prise is not going off course and that the business plan accurately reflects changes
in the strategic environment or market conditions. This process of creating and
then frequently revisiting and refining the business plan hones critical thinking and
analytical and decision-making skills, enabling the management team to trou
bleshoot problems related to competitors or changing economic factors and take
advantage of new promotional or product opportunities.

• A Human Resource Tool
A well-articulated program mission, clear goals and objectives, and a comprehen
sive plan are the keys to rallying motivation and teamwork in your social enter
prise program. Low motivation stems, in part, from poor planning and ambiguity
in the workplace. If staff, management, and leadership do not know precisely
what they are trying to achieve, it is hard to create a coherent, collaborative, and
productive work environment. Business plan targets and outputs are aligned with
human resource plans and can also be used as benchmarks for individual and col
lective performance.

• A Marketing Tool
The target market segment of the business plan gives you important information
from which to derive your marketing plan. Market research techniques help you
identify who your customers are and where they are located, in addition to distin
guishing their preferences, needs, and desires. The marketing plan that results is a
strategic guide to reaching your customers through promotional efforts, product
enhancements, and changes in price and distribution channels.
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.A Donor and Investor's Guide
In the private sector, a business plan is used to attract investor financing. The
plan is a prospectus of sorts for financiers to verify that the person seeking funds
has (1) a solid business idea built on a market that is sizable enough to support
continued viability; (2) a concrete plan to reach that market and manage opera
tions; and (3) realistic financial forecasts of the business' future profitability. In
short, investors want a return on their investment, and a sound business plan is
the best means to communicate that potential to investors.

In the world of business development services, donors are the investors. As the
return on their investment, they want recipient institutions to meet their targets
for social impact, cost-effectiveness, revenue, cost recovery, and scale. It is Save
the Children's belief that, as in the private sector, business plans are the most
comprehensive guides to our BDS programs that we can give our investors.
Although we won't venture to guess whether business plans will become a stan
dard requirement for BDS requests for applications (RFAs), donors are demon
strating a heightened interest in them.

Business Plan Brass Tacks

NEW VERSUS EXISTING SOCIAL ENTERPRISES

The business planning process is somewhat different for new social enterprises than
it is for existing ones. Established social enterprises and even BDS programs have a
track record and historic information to draw from regarding their operations, costs,
marketing experience, and staff that contribute to the development of a solid busi
ness plan. Every enterprise, however, has to start at the beginning and develop a
first plan. If you have been involved in an existing social enterprise, you should be
able to make fairly accurate projections and devise strategies steeped in experience.
But if yours is a new business, we recommend that you develop your plan for the
first year of its operations only. Additionally, start-up enterprises may not have all
the information required to complete some of the exercises in this manual.

COMPONENTS OF A BUSINESS PLAN

The structure of a business plan is a series of plans built around your vision and mis
sion statements that are intended to execute your objectives and business concept.

BUSINESS PLAN OUTLINE

• Executive Summary

• Vision and Mission Statements

• Objectives

• Description of the Social Enterprise

• Target Market

• Business Assessment

• Operating Environment

• Competitive Analysis

• Marketing Plan

• Operations Plan/Production Plan

• Human Resource Plan

• Financial Plan

• Exit Plan

• Appendices
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EXHIBIT 1B: BUSINESS PLAN INFORMATION FLOWS
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BUSINESS PLAN ESSENTIALS
A good business plan conveys your ideas, goals, and plans for the social enterprise
program. To accomplish this, a business plan should:

.' Indicate focus. What is the core thrust of your social enterprise?

• Demonstrate an understanding of the target market. Who are your cus
tomers; where are they; and what are their needs and wants?

,. Evidence an appreciation of stakeholders' interests and needs. What are the
essential interests of your donors, leadership, staff, clients, management, and
partners; and how are their needs embodied in your social enterprise program?

.. Confirm that your business concept is solid and market driven. How does
your business concept respond to the market, and what strategy will you use to
weather this concept in the face of changing market conditions?

,. Prove there is a sufficient market to support the products or services you
are selling. Is there a large enough pool of potential customers with a need or
desire for, the income for and the willingness to pay for your products or services
to support your business? Is this market reachable?

,. Post financial projections that are healthy and realistic. Do your financial
projections clearly show that you will be able to meet your financial objectives
(Le., you will cover a specified percentage of your expenses with income that
your business will generate)? Or are you over- or underestimating expenses or
revenues?

• Demonstrate that key staff and management personnel are competent and
experienced. What skills and experience do your management and staff have to
operate your business successfully?

OUR EXAMPLE: "TARTINA ENTERPRISE"
Throughout this manual we use a fictional case, "TARTINA Enterprise," based on
Save the Children's 80S program in Haiti, to depict business planning processes. 3 In
our example TARTINA is a food-processing social enterprise located in a rural
Haitian village called Colline, about 2 1/2 hours outside Port-au-Prince. Its business
is to transform agricultural products-peanuts and fruit-into peanut butter, jams,
and jellies. TARTINA began as a 80S marketing intervention by Save the
Children/Haiti to link rural food transformers to commercial markets and was funded
by a donor called ASSIST. The intervention was initiated as a program through SC's
local partner, an Non Governmental Organization (NGO) called the Association
pour Ie Developpement Economique (ADE), then gradually evolved into a social
enterprise, assuming its marketing brand name, TARTINA. "TARTINA" comes from
the French verb tartiner, to spread, and the noun tartine, a sandwich. Although the
enterprise is still warehoused in ADE, a multisector organization that specializes in
education and community development, little programmatic crossover remains.

3 See "About This Manual" in the introduction for a complete explanation of our case study
approach and philosophy. Also see "Lessons Learned" in the preface for a summarized overview
of Save the Children's experience in Haiti with TOPLA, from which this example is drawn.
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Today, TARTINA operates as a business with its own mission and objectives and has
hired many new enterprise staff. It has just completed its first one-year business
plan, which is used as a running example in this manual.

Please keep in mind that depending on the industry, the type of social enter
prise, and the products or services it provides, your program mayor may not bear a
close likeness to our example. Our fictional social enterprise manufactures products,
whereas many social enterprises render services. An enterprise that sells services
directly to its target population-poor women entrepreneurs-will be configured
differently from our example, which is operated by the target population but sells its
products in a commercial market. The same is true for a social enterprise that is
composed of several partner organizations or a network, since the TARTINA works
with only one local partner.

The TARTINA case is intended to be a user-friendly aid and not an example of a
flawless social enterprise program that practitioners should emulate. Therefore, the
example herein should be regarded simply as an illustration of the various forms a
social enterprise business plan can take. While the sections of a business plan
remain more or less constant for every social enterprise, the particular emphasis
given to each section will vary according to the type of business and its stage of
development.

The Business Plan Process

PREPARATION TIME: THIS CAN BE BROKEN DOWN INTO TWO SEGMENTS
MARKET RESEARCH AND THE ACTUAL BUSINESS PLAN•

..... Market research should be extensive and can take weeks or months depending
on depth of study, techniques chosen (surveys, questionnaires, or focus groups),
and availability of information. To some extent, time needed for market research
will be driven by the number of products or services you are offering, the loca
tion of your target market, the complexity of the industry, and the competitive
and operating environments. We strongly recommend not taking shortcuts when
it comes to doing market research; the overriding reason identified for SC's past BDS
program failures was inadequate market research prior to launching the program.

..... Business plan preparation is to some degree dependent on coordinating the
available time of key participants and stakeholders in your social enterprise.
Segments that require the participation of executives, senior staff, or those with
dual responsibilities are harder to schedule than those that involve staff members
dedicated 100 percent to the social enterprise. If you are planning to hold a
series of workshops, meetings, discussion groups, or miniretreats with partici
pants, allow a minimum of six to eight weeks to complete the business plan.
Consensus building sometimes takes time. What's more, we have been surprised
by how this process has illuminated the need to go back and do additional
research. In short, give yourself ample time, including contingency time of a few
weeks, for completing unforeseen necessary research and smoothing any ruffled
feathers.

FINANCIAL CONSIDERATIONS

Preprogram research and business plan development take considerable time, which
implies a financial cost. Prior to embarking on social enterprise planning and devel
opment, allocate a budget for preprogram expenses to be incurred during the mar
ket research and business plan development phases. Although the upfront costs
may be considerable, careful planning will payoff in the long run.
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LENGTH
A good business plan must be thorough, which will be a factor in its length. It should
be long enough that your information is complete but not so long that it is verbose
or redundant. There is no hard and fast rule, so you must use your own judgment.

TIME PERIOD
Business plans need to cover a specific period of time. Although there is no pre
scribed duration, most are developed for one to five years of operation. As is the
case with private companies, a business plan may be linked to financing needs for a
certain stage of enterprise development, like start-up or expansion. If you are writ
ing a business plan as part of an RFA requirement, it may coincide with the funding
cycle but should nonetheless reflect business reality and not be driven solely by the
time frame or price tag of the donor-investor.

CHANGES
Business plans are fluid documents, a blueprint for your enterprise that must be
revisited and modified periodically. Modifications usually result from changes that
occur in the operating environment, industry forces, or customer preferences. For
example, a new law regulating health and safety standards, an increase in direct
competition, or an upturn in economic conditions could positively or negatively

----rmpact your business. When this happens, it is essential to make changes to your
business plan to reflect the current reality as well as projected future trends.

EXHIBIT 1C: BUSINESS PLANS RESPOND TO THE MARKET AND THE

ENVIRONMENT

Operating
Environment

Target
PopUlation
SME
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Methodological Framework for Business Planning

Clearly, writing a business plan is a process which involves a significant amount of
time, effort, resources and advanced planning. The methodological framework is a
preparation guide to address these issues. Practically, it is a projected timeline, a list
of participants and key stakeholders of the various business segments, and a descrip
tion of the methods that will be used for deriving information. More importantly, the
framework facilitates a thorough and efficient business planning process, helping to
promote consensus throughout the business planning process and create a sense of
ownership upon its conclusion.

CONSENSUS AND OWNERSHIP

Consensus throughout the business planning process and ownership of its conclu
sions by key stakeholders are essential at each stage. A business plan unilaterally
developed, or one prepared despite discord, is bound to fail during imple
mentation. Stakeholders of the social enterprise must be 100 percent on board
before the venture is launched. In addition, to imbue ownership, the social enter
prise stakeholders should be the ones to actually write the business plan, regardless
of whether you hire a consultant to help facilitate the process.

METHOD

Save the Children recommends using a participatory process throughout business
planning. Most development and nonprofit organizations are well versed in partici
patory processes. Use your discretion, style, and experience to approach business
planning with your partners and clients in a participatory way. Common methods
include workshops, discussion groups, meetings, retreats, and collaborative fact find
ing or research.

PARTICIPANTS

It is very important to include the appropriate participants when preparing your
business plan. As previously explained, a business plan is the compilation of a subset
of plans for the different segments of your business. It contains plans for marketing,
production, finance, operations, and human resources. Include key decision makers,
staff, and external resource people implicated in each function to help develop the
related plan. For example, to develop your marketing plan, include the business
and marketing manager, the sales staff, and an independent market researcher or
specialist as you see fit. Whether or not you choose to use an external specialist
depends on the level of in-house expertise. Also, include input from your target
population where opportune. If your social enterprise is rendering services directly
to the target population, they will contribute greatly to your market research and
product strategy. In the case of TARTINA Enterprise, microentrepreneurs manufac
tured the products, so their input was invaluable when developing the production
plan.

BUILDING YOUR METHODOLOGICAL FRAMEWORK

A sample of the Methodological Framework for TARTINA Enterprises is provided in
exhibit 1D. This example demonstrates how the framework steers the business plan
development by addressing key questions in each section of the plan. Individual
chapters in this manual correspond to sections of the business plan, providing tools
and explanations of how to complete them. The approach is intended to be flexible,
enabling practitioners to use a participatory method reflective of their preferred
organizational style. In addition, the framework helps direct participation at each
level of planning and delineates a timeline for completing the sections.
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Preparing a Business Plan Framework

.... Locate the blank Business Planning Framework in appendix 1-1 .

.... As you work your way through each chapter of this manual and learn more, list
which participants will be included in the planning exercises, the methodology
you will use, and the anticipated time period to complete each segment.

.... It is not necessary to use every section or answer every question laid out in the
framework, as the particulars of your program may not warrant it. This tool is
intended as a guide; make adjustments where necessary to fit your business
planning needs.
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EXHIBIT 1D: BUSINESS PLAN FRAMEWORK FOR TARTINA ENTERPRISE
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I. Mission & Objectives

1. What is the vision and mission? 1. Workshop 1. Board members(TP/ADE),
Business Advisor (SC), Senior
Project Staff (ADE/TE),
Executive Management (ADE),
delegate microentrepreneurs
TE)

1. One day

2.

3.

What social impact and busi
ness objectives will be accom
plished?

What is the description of this
business?

2.

3.

Workshop

Workshop

2.-3 Same less board members 2. - 3. Two days

3 B. Half day: orient
sales staff; one
week study

3.C. One week to
conduct survey:
combine with
market test survey

3.A. Half day

2. Half day

1. One day

3.8. Sales staff (TE), Marketing
Manager (TE), Business
Manager (TE)

3.C. Sales staff (TE), Marketing
Manager (TE), Business
Manager (TE)

3.A. Sales staff (TE), Marketing
Manager (TE), Business
Manager (TE)

1. Program Manager (SC),
Marketing Manager (TE),
Business Manager (TE), sales
staff (TE), Business Advisor
(SC), Program Manager (ADE)

2. Same as 12. Discussion/workshop on mar
ket segmentation.

3.A. Debrief sales staff, marketing
manager on what they know
about customers' buying habits
and motives.

3.B. Observation method: At point
of purchase, observe buying
patterns and habits.

3.C. Survey current and potential
retailers with questionnaire.

1. Discussion/workshop on pre
ferred target market: consumer,
purchaser, and Actual customer
levels.

3. What are the primary buying
motives/habits of the target mar
ket for each product?

2. How is the market segmented?

1. Who is our target market(s) 
Actual customer and final con
sumer and decision-makers for
each product?

'There is crossover between participants identified from ADE and
those from TARTINA Enterprise. Some staff from SC or ADE are
allocated on a time percentage to the enterprise program and
may wear more than one hat. At the time of developing this
business plan, TARTINA was still a "program" of ADE with its staff
on the ADE payroll. (See Chapter 7, Human Resources, for more
information.)
2TE = TARTINA Enterprise

........................................j ! ··················· ···..·..·· ..·..·..········..1·········· ·························l······················..··..·· .

j II. Understanding 1 j
1 Target Markets 1 1
j tor Each Product 1 j
~ : :

~
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4. What are the future trends and
size of the target market?

3.0. Conduct focus groups with
consumers.

3.E. Synthesize information/discus
sion on strategic implications

4. Workshop

3.0. Sales staff (TE), Marketing
Manager (TE), Business
Manager (TE)

3.E. Same as 1 & 2 + Business
Advisor (SC)

4. Same as 3. E.

3.0. 2 weeks to
organize and
conduct focus
groups

3.E. One day

4. Half a day

III. Institutional,
Environmental
and Industry
Assessments

1. What are TE's strengths and
weaknesses?

1. Business Assessment workshop 1. Program Manager (ADE), 1 1. Half day
Production Manager (TE),
Business Manager (TE), produc-
tion staff, (TE) marketing staff
(TE), Business Advisor (SC),
microentrepreneurs (TE)

s:..
t'

2. What are the opportunities and
threats in the external environ
ment that TE faces?

3. Is the industry hospitable or hos
tile for TE's business? What
aspects of the industry will
impact business and profit
potential?

2. Environmental Assessment
workshop

3. Industry Analysis workshop

2-3. Same as 1 2. Half day

3. One day
workshop
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PLEASE NOTE:
Information on
product testing
has not been
included in
this manual.

:,~': ,~>,: ,; Key Questions
L_,~

IV. Competition
Analysis

1. How are the main competitors
and their overall strengths and
weaknesses? And per product?

2. How much market share does
the competition have relative to
TE's?

3. What the competition will look
like in the future?

4. What is TE's strategy with
respect to the competitors?

V. Product Test

1. What 4-5 products (maximuml
will offer the greatest feasibility
of achieving the enterprise pro
ject's objectives?

.: ,~ ::,;,;:~ « :' 'Method
" < < <

1. Discussions with sales staff,
retailers, market resource peo
ple. Printed information/reports
if available.

2.-3. Discussions with sales staff,
retailers, market resource peo
ple. Printed information/reports
if available.

4. Workshop to synthesize find
ings. Plot strategy.

1.A. Systematic evaluation of prod
ucts using market-driven crite
ria and sales performance fig
ures using a workshop forum.

1.B. Feasibility test: Desk review of
financial feasibility in workshop
forum.

1.C. Market research: Sample of
current and potential target
markets for reduced product
line list using survey method.

;' ,pr~~~;lJal Participants

1. Business Advisor (SC), sales
staff (TEl, Marketing Manager
(TEl, Business Manager (TEl,
market resource people.

2 -3.Business Advisor (SCl, sales
staff (TEl, Marketing Manager
(TEl, Business Manager (TEl,
market resource people.

4. Same as 2.

1.A. Business Advisor (SCl, Project
Advisor (SC), Business Manager
(TEl, sales staff (TEl, independ
ent resource person with rele
vant market overview

1.B. Marketing Manager (TEl, Bus
iness Manager (TEl, Accountant
(TEl, Financial Director (SCl,
Business Advisor (SC)

1.C. Business Advisor (SCl,
Marketing Manager (TEl,
Business Manager (TEl, sales
and production agents (TEl,
Program Manager (ADEl

:!i~~ ReCl"ired

1. One week to
hold discus
sions with vari
ous players; do
research.

2-3. Two weeks to
collect and
analysis com
petitive infor
mation.

4. One day

l.A Half day
preparation

1. B. One day

l.C One day'to
develop/
translate survey.

Half day enu
merator train-
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VI. Marketing Plan

1. What are our marketing objec
tives for the TE product line?
Sales targets?

Part 'I. Product Strategy

2. What are the features and bene
fits of TARTINA's products?

3. What stage of the product life
cycle is each product in?

Method

1.D. Discussion on technical feasi
bility of products with food
processing resource person.

1.E. For those products passing the
first three steps of feasibility
test, evaluate on social feasibil
ity terms - management team
discussion.

1. Discussion/workshop

2. Discussion/workshop

3. Discussion/workshop

~~... .,."...-----~_ .. ~~ --

.:, '., Principal Participants

1.D. Project Manger (ADE),
Production Manager (TE),
Business Manager (TE), produc
tion staff (TE) resource person,
Business Advisor (SC), repre
sentative microentrepreneurs

1.E Senior Project Management
(Save/ADE/TE), Business
Advisor (SC)

1. Project Manager (SC), Program
Manager (ADE) , Marketing
Manager (TE), Business Advisor
(SC), sales staff (ADE)

2&3. Sales staff (TE), Marketing
Manager (TE), Business
Manager (TE), Business Advisor
(SC)

?rimeRequired

ing on market
survey

Ten days 
Market test!
collection of
Market data

One day
Analysis of
market test
results

1.D Half day
discussion.

Two weeks to
locate resource
person.

1.E. Half day
workshop

1. One day

2-3. Half day
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4. What is the desired position of
each product relative to the
competition for the most impor
tant purchase criteria?

5. What is the plan for the product
in terms of physical characteris
tics and servicing to help achieve
marketing objective?

6. What are the cost implications
for product changes?

7. What is the strategy for each TE
product? For the product line?

4.A. Discussion based on primary
information collected to date.

4.B. Product changes should first be
tested on sample target group
prior to full-scale commercial
ization. Testing can be done
through limited regular sales
approach (limited quantities)
and focus group market
research.

5. - 6. Discussion/workshop

7. Workshop

4.A.& B. Project Advisor (SC), sales
staff (TE), Marketing
Manager (TE), Business
Advisor (SC), Production
Manager (TE); Production
Agents (TE)

5.- 6. Same as 4.A. & B.

7. Sales staff (TE), Marketing
Manager (TE), Business
Manager (TE), Business Advisor
(SC), Production Manager (TE)

4.A. One day

4.B. 2 months
(ongoing)
Implementing
changes and
testing impact
of changes on
marketing
objectives.
Depends on
magnitude of
changes.

5.- 6.0ne day

7. Two days
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PaM 2.
Diistwiibutiion Stwstegy

8. Where should we sell? What are
the priority markets?

9. What are the best methods and
distribution channels to reach
priority target markets?

10. What is the distribution plan the
TE products to achieve market
ing objectives?

Pswt 3. P1l"icang S!1l"stegy

8.-10. Workshop and desk review
of historical sales perform
ance to help evaluate most
lucrative sales opportuni
ties; market study on target
markets, cost advantages of
distribution markets and
methods.

8.-10. Project Advisor (SC),
Marketing Manager (TE),
Program Management (SC
& ADE), sales staff (TE),
Financial Director (SC).

8-10. Two days

11. What is the break-even point for
units and revenue?

12. For the planning period, at what
level should the basic price be
set for each product?

13. For the planning period, what
will the strategy be for elements
beyond the basic price?

11.-13. Workshop 11.-13. Sales staff (TE), Marketing
Manager (TE), Business
Manager (TE), Business
Advisor (SC), Project
Manager (SC), Accountant
(ADE)

11-13. One-two
days

..x:.
~

: _ ..;. .

i Ps~t 4. j I
E Pwommmon Si!!"'aftegy ~ ~

114. What are logo and 14. Workshop/ designer presents /14A. Marketing Manager (TE), Sales 114. Half day
j promotional message? prototypes j Staff (TE), Business Manager 1
1 1 (TE), graphiC artist (external) ~

I I I
~ ~ ~

~ ~ ~
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15. What types of promotional vehi
cles and tactics should be used
to meet the marketing objec
tives?

16. How do we want to package TE
products?

17. How many staff and what kind
will we need to market TE prod
ucts?

18.What is the promotional strate

gy to achieve marketing objec

tives?

19. What is the implementation
plan for promotional strategy
April 1999- April 2000?

VII. Production Plan

Part 11: Diagnostic

1. What is the production process?
Who is responsible for opera
tions stages and production
steps?

2. What is TARTINA's level of pro
ductivity?

3. What are our constraints to pro
duction?

~~~~_...,..__"r-_; __

IL:" ,";,,' ,>, ,Method,
" v ,~, .' , , v

15. A. Workshop

15. B. Market test promotion

16. Workshop

17. Workshop/discussion

18.Workshop/discussion

19. Implementation (i.e., develop
ment of promotional materials)
will be done outside of work
shop.

1-4. Workshop at production site

t:Y;:~'P~I~e;):lpal pa.1icipants
('w',,' ::-v'}" <

15A

& B. Sales staff (ADE), Marketing
Manager (TE), Business Manager
(ADE), Project Advior (SC)

16. Same as 15 + Purchasing,
Accountant

17. Marketing Manager (TE),
Business Manager (TE); Business
Advisor (SC)

18. Business Advisor (SC), Program
Manager (ADE), sales staff (TE),
Marketing Manager (TE),
Promotional resource people
(external)

19. Managed by Market Manager
(TE); All Marketing & Sales Staff,
Business Advisor (SC)

1-4. Business Manager (TE),
Production manager (TE), pro
duction staff (TE), Inventory
Manager (TE), microentrepre
neurs, Business Advisor (SC)

~- ••~ t t'<~,-_",' - -

!!~~e, "R~qui..ed

15.A. One day

15 B.One month
test for new
promotional
strategy

16. One day

17. One day

18. Two days

orientation on
promotion and
development
of promotional
strategy.

19. Three weeks to
prepare
promotional
materials.

1.-4.Two days
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4. At what level of capacity are we
1 operating?

Pawot 2~ Pfl"oduc;UI:~~ P~a~

5. What are TARTINA's production
objectives? For quality control,
product improvements? What
are the production targets?

6. How can we improve production
process? Improve capacity uti
lization and productivity?

7. How can efficiency and quality
control of production process be
improved?

8. How can we respond better to
customer wants with our prod
ucts? Will this help us to meet
business objectives? What are
the costs associated with R&D?

5.

6.

7.

8.

Workshop

Planning sessions with produc
tion staff and microentrepre
neurs

Workshop/planning session
facilitated by external technical
assistance.

Workshop/planning session

5.

6.

7.

8.

Business Manager (TE),
Production manager (TE),
Marketing Manager, production
staff (TE), Business Advisor
(SC), Program Manager (ADE),
Finance Director (SC)

Business Manager (TE),
Production manager (TE), pro
duction staff (TE), Inventory
Manager (TE), Business Advisor
(SC), microentrepreneurs: TA
(external)

Program Manager (ADE),
Production Manager (TE),
Production TA (external),
Inventory Manager (TE), pro
duction staff (TE), MEs.

Program Manager (ADE),
Production Manager (TE),
Marketing Manager (TE), pro
duction and production staff
(TE), Business Advisor (SC),
R&D (TE)

5.

6.

7.

8.

One day

Two days; facil
itated by exter
nal technical
assistance

One day on
Quality
Control, one
month training
of production
staff and MEs
following B
Plan

Two days
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9. How can information sharing be
improved between production
steps and throughout the busi
ness? How can we track this
information?

10.What will the production sched
ule be? What is the plan to man
age purchase of raw material
supplies?

11. How can the inventory be better
managed? What type of controls
can we put in place to reduce
spoilage, loss or theft?

12. What are the costs of the pro
duction plan and the cash flow
requirements? What are the unit
costs for each product?
Production targets and their
impact on the bottom-line?

IX. Human Resources
Plan

1. What kinds of human resources
are required to support the mar
keting, production, enterprise
management? On what salary
scale?

2. What is the staff recruitment plan
and timeline to hire new
employees?

Method

9. Workshop/planning session

10. Workshop and training of pro
duction staff and microentre
preneurs

11. Workshop and training of pro
duction staff and MEs

12. Financial planning workshop

1-4. Workshop, staff inventory

, < 'Principal Participants
',<, "

9. Program Manager (ADE),
Production Manager (TE),
Production TA (external),
Inventory Manager (TE), pro
duction staff (TE), MEs,
Accountant (TE), MIS Specialist
(external)

10. Production Manager (TE), pro
duction staff (TE), MEs,
Business Manager (TE),
Business Advisor (SC)

11. Production Manager (TE),
Inventory Manager (TE), pro
duction staff (TE), MEs,
Business Advisor

12. Program Manager (ADE),
Business Manager (TE),
Financial Staff (SC, ADE, TE),
Production Manager (TE),
Business Advisor (SC)

1-4. Senior Program
Management (SC, ADE, TE)

Time Required

9. Three day
workshop;
faci Iitated by
external techni
cal assistance

10. Two days to
develop pro
duction sched
ule with
Production staff
and MEs

12 Two days on
finance plan to
support pro
duction plan

1-4. One day
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3. What organizational structure is
most appropriate?

4. What are the outputs, objectives
and responsibilities of each posi
tion?

5. What kind of incentive plan can
we employ to motivate and
retain staff?

6. What type of development
plans do we need for staff and
MES to build capacity? What are
the specific training and TA
needs for the enterprise staff?
The MEs? Who will provide
training; what are the associated
costs?

7. When and where will plan be
implemented; by whom and
with what money (H R budget)?

x. Financial Plan

1. What are the financial objectives
and targets?

2. What are the financial require
ments to support above plans
(Budget planning)

3. From where will additional funds
be sourced? Resource acquisi
tion plan.

5. Discussion/financial projections

6. Needs assessment; internal
skills inventory; planning ses
sion to schedule training and
technical assistance.

7. Planning session; budget pro
jections

1.-3. Workshop

5. Program Manager (ADE), Busi
ness Manager (TE), with assis
tance from project financial staff

6A. Business Manager (TE)
Marketing Manager (TE),
Production Manager (TE),
Business Advisor (SC); Financial
Director (SC), Program
Manager (ADE)

6B. Include production agents in
discussion on ME development
needs.

7. Business Manager (TE),
Program Manager (ADE) with
assistance from financial staff

1.-3. Senior Project Management,
Financial Director (SC).
Business Manager (TE),
Program Manager (ADE) finan
cial staff (ADEffE), Business
Advisor (SC)

5. Half day to
prepare imple
mentation plan

6A. Five days for
needs assess
ment

68. One-two days
to develop
technical assis
tance and
training plans.

7. One day to
prepare imple
mentation plan

1.-3.0ne day
workshop.

A number of
calculations
should have
been made dur
ing preparation
of above plans.
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4. How is TARTINA performing i 4. Presentation of financial state- 1 4. Same as 1-3. i 4. One day

financially at present? i ments by Financial Director i ~

Development and analysis of i (SC) and Business Manager 1 ~

financial statements. What are ~ (TE)i followed by discussion ~ i
the strategic implications? ! ! I

.......................................'1' · · · 1 ··..····· ··········..· ·..1 · ·..· ··..······ 1 ······· ···..· ·

1 XI. Exit Strategy 1 1 1

11. What is the long term goali and i 1.-3. Seminar, with guest speakers ; 1.-3. All leadership, executive and 11.-3.one day
i its strategic implications? from the business and legal senior management (SC, ADE, i seminar

! 2. What type of business model will com~unity. ~iscus:i?n and TE), .delegate MEs (TE), Business I
i TARTINA become? How will plannmg session faCilitated by AdVisor (SC)i external speakers ~

1 ownership be structured? external consultant. (business professionals), lawyer ~
1 . . enterprise consultant with 1
~ 3. What are the best eXit options to experience in this area. i
1 employ? 1
: :

14. What is the exit strategy? What is 4. Planning workshop facilitated 4. Same as 3, less business profes- 14. One-two days
; the implementing plan for it? by external consultant. sionals. I

\l\-
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"Strategic planning is worthless
unless there is first a strategic vision."

- John Naisbitt

. ~ view: The overriding challenge to managing a social enterprise is bal-
~efftg the business objectives with the social objectives. The final goal of your pro

gram is inevitably to improve the lives of your target population through new or
value-added economic opportunities. On the other hand, you are tasked with mak
ing your social enterprise (totally or in part) financially viable. In the private sector
the bottom line is very clear: to increase the company's value for its shareholders, in
other words, to make money. Social enterprises have two bottom Iines-a financial
and a social one-and the culture of one is very different from the other. Many
development professionals fear compromising their social objectives by succumbing
to pressure to increase the income of their enterprise. The irony, however, is that by
focusing solely on achieving social objectives, they put their entire program at risk
because it may not be sustainable in the future. So how does one maintain equilib
rium between these seeming polar opposites?

A clear vision and mission statement, objectives, and business description
are important points of departure. The vision is your social enterprise's guiding
torchlight; it is the "big picture" illustrating what you expect to achieve. The mission
statemenLdefines who you_are and where you are going. The objectives give you
tangible milestones by which to get there. Finally, the business description summa
rizes your business profile and asserts what business you are in. In this chapter you
will begin developing your business plan with exercises that answer fundamental
questions about your social enterprise, which will ultimately help you strike a bal
ance between social and financial objectives as they pertain to each section of your
plan.

We suggest that all key stakeholders participate in this stage of business plan
development.

A Business Planning Guide for Social Enterprises

Mission state
ment - ashort
declaration of the
central purpose,
strategies, and val
ues of asocial
enterprise.
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EXHIBIT 2A: TARTINA ENTERPRISE PRIOR TO VISION AND MISSION

REALIGNMENT

This program has an identity crisis. It wants to know: "What am I, a program or an
enterprise?" Save's perception is that the social enterprise is a program on its way
to being an enterprise that has both social and profit motives. A united vision for
the social enterprise is desperately needed. Whether TARTINA remains a pro
gram or becomes an enterprise has radically different implications for its objec
tives and priorities.

One the one hand, if we decide that TARTINA is to be a true enterprise, then
stakeholders must commit to engage only in business activities that can eventually
survive in "the real market." In the extreme case, they may find that none of the
products currently being produced have any hope of being competitive. This will
present a different set of alternatives for the enterprise. In this business model,
objectives of full cost recovery and certain profit targets will come first and social
objectives will follow. On the other hand, if we proceed on an assumption that
TARTINA is an "enterprise program," that will realistically always be subsidized,
then more attention can be focused on meeting social objectives. In addition, this
type of incarnation would relieve stakeholders of making potentially painful deci
sions.

Save the Children believes that social enterprise stakeholders are striving for
the former scenario-a true enterprise model that is self-sufficient first and sec
ondly meets the desired social objectives. The question is whether we are ready
to make some of the hard business decisions that come with this prioritization of
objectives within the mission.

Therefore, before we can proceed, all stakeholders in the social enterprise
program must develop a common vision and mission for the TARTINA venture,
one that embodies its identity, priorities, objectives, and vision for the future.

Vision statement

A vision is a global concept; it is the mental image of the successful accomplishment
of your social enterprise program.

Rationale:
A vision statement should remain relatively constant well beyond the life of your
involvement as an international organization or intermediary in the social enterprise.
The normal life span of a vision statement is 10 to 20 years. It articulates the ulti
mate long-range goal for your social enterprise. The time to revisit your vision state
ment is the point when your enterprise either has achieved its vision or has substan
tially moved away from it. For example, Microsoft's corporate vision since 1975
was "to put a compu1ter on every desk and in every home." In March 1999 the
Microsoft drafted a new company vision that focuses on the power of the Internet,
"offering people and businesses the ability to be connected and empowered any
time, anywhere, and on any device."

54 Managing the Double Bottom Line:
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t,- - Creating a Vision Statement

Use the following questions as a guide to formulate your vision:

.... How do you envision your social enterprise in 10 years?

.... How is what you hope to achieve embodied in this vision? In one or two lines,
write a vision statement for your social enterprise. An example is given for TARTI
NA Enterprise in Haiti (exhibit 28).

I Vision Statement is included in Business Plan

EXHIBIT 28: SAMPLE VISION STATEMENT FOR TARTINA ENTERPRISE

"To develop the self-determination of a large group of disenfranchised microentre
preneurs, mostly female, engaged in food transformation of agricultural produc
tion in rural Haiti by way of viable enterprise that contributes to a higher standard
of liVing for the families of the microentrepreneurs."

Mission Statement

Rationale:
The mission statement is the heart of your social enterprise. It describes its central
purpose and the basic principles that guide the actions of employees, partners, and
management. As well, it articulates the strategy you will use to accomplish your
goals and objectives. A mission statement also defines your target population and
embodies the organizational values of your social enterprise.

The mission statement is also the beacon of your social enterprise. If the busi
ness plan can be considered the road map of your social enterprise and the vision is
the direction in which you are going, then the mission statement consists of the
street signs to get there. Your business plan must be consistent with your mis
sion statement, so use it as an anchoring guide in each step of the planning
process.

"If you don't know where you are
going, it doesn't matter which way
you go."

- Cheshire Cat in Alice in Wonderland
Lewis Carroll
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Five Steps to Developing a Mission Statement

A Developing a mission statement entails defining the "who," "what," "why," "for
whom," and "how" of your social enterprise.

A Work through the following exercises with your stakeholders to develop a
comprehensive mission statement that clarifies these key questions.

A Arriving at a mission statement that all stakeholders can support may require sev
eral iterations.

1. Client Statement
The client statement is the "for whom" of your social enterprise; it identifies the
members of your target population and the basic strategies you will employ to reach
them. In one sentence, articulate whom your enterprise is intended for, using the
following questions as a guide:

A Whom have you identified as the target population of your social enterprise?

A What needs have they stated to you?

A What activities and subsector are they engaged in?

A Where are they located?

A How will you reach them?

Example: "The target clients of the Haiti social enterprise are poor
women engaged in food transformation of agricultural products in
the Goavian region, the community surrounding the local implement
ing partner".

2. Problem Statement
The problem statement is the "why" of your program. It defines the problem you
are seeking to mitigate through your social enterprise intervention. In a few lines
summarize the problem, using the following questions as a guide:

A What is the predominant need you identified among your target population?

A What are the constraints the target population faces in maximizing profit in its
businesses?

If you find that you have identified several problems, be
pragmatic about which ones can realistically be tackled in
your program. You will not solve all the country's ills with
one social enterprise program, so it is best to focus on
what is doable.

Example: "The main problem faced by these
women microentrepreneurs is access to markets in
which to sell their products."

A Is the prevailing problem of a business nature, such as poor-quality products, raw
material limitations, or lack of working capital? Or is it of
a social nature, such as gender discrimination or other
social dynamics within the industry or subsector?

A Can this problem realistically be alleviated through
a social enterprise intervention?
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3. Statement of Purpose
The statement of purpose describes "what" your social enterprise seeks to accom
plish. It answers the question, "What will the ultimate result of your work be?" The
statement of purpose uses infinitive verbs such as "to eliminate," "to increase," "to
improve," and "to prevent," indicating a change in status related to the problems
you seek to alleviate.

..6. In defining purpose, focus on results rather than methods. Consider questions
like "How is the situation going to be different because of the social enterprise
intervention?" and "What is going to change for the target clients?" For example,
the purpose of a marketing intervention would not be "to provide marketing
services to poor women entrepreneurs" but "to increase income of poor women
entrepreneurs. "

..6. In one or two sentences, using infinitive verbs, describe the desired result of your
social enterprise and the problem or condition that you aim to change.

Example: liTo increase economic opportunities and income of
poor women entrepreneurs engaged in food transformation of
agriculture. "

4. Business Statement
The business statement describes "how" your social enterprise will achieve its pur
pose by depicting the activities you will undertake to this end. In doing so, the busi
ness statement characterizes the basic strategy you will use. Most purpose state
ments yield several potential strategies, each one constituting a different "business"
or intervention. To increase poor women entrepreneurs' income, you could provide
access to affordable credit, business training, and improved production technology,
among other options. Writing a business statement clarifies the means to accom
plishing your purpose and gets everyone reading off the same page.

..6. If the word "and" appears in either your statement of purpose or your business
statement, ask yourself if you are equally committed to both ideas connected by
the word "and" and, if not, acknowledge that one idea is more important. In
other words, prioritize your ideas while writing your mission statement.

..6. Write a business statement for each statement of purpose.

Example: liTo increase economic opportunities and income of poor
women entrepreneurs through production technology, research and
development, and marketing services that enable them to produce
commercially competitive, high-quality goods and link them directly
to markets."

5. Value Statement
The value statement communicates the "who" of your social enterprise by embody
ing the beliefs and principles of your program. Values guide staff, management, and
leadership in performing their duties. Often, the values of an institution, such as
commitment to economic justice for the poor, integrity, honesty, innovation, cost
recovery, or religious conviction, are important elements in a staff member's deci
sion to work with an organization or are the reason a donor or board member sup
ports a particular program. Ideally, the personal values of stakeholders are aligned
with the values of the social enterprise program. Through a participatory process of
developing a written value statement, program staff and leadership have an opportu-
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nity to delineate the values they want the organization to encompass and realign
them if necessary. In addition, such a statement holds stakeholders accountable in
programming and operations.

.... In a few lines, write a value statement for your social enterprise.

Example: The social enterprise is committed to bridging gaps of eco
nomic disparity among poor women microentrepreneurs and devel
oping self-determination. The guiding principle of the social enter
prise is to operate as a business with the goal of full cost recovery,
believing this to be the only viable means to achieve sustainable
objectives of economic justice and improved quality of life for poor
women in the Goavian region of Haiti.

Writing a Mission Statement

.... Synthesize the work completed in the previous five steps into a comprehensive
statement. Although length is not specified, a mission statement should be brief,
consisting of just a few lines or sentences.

I Mission Statement is included in Business Plan.

" ,"

,;" ,--
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Example of Mission Statement for TARTINA

liTo increase economic opportunities and income of poor women entrepreneurs
engaged in food transformation of agricultural production in the Goavian region of
Haiti through the creation of a financially viable social enterprise that provides
them with commercialization services and market linkages so they can supply
high-quality products to their customers."
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Social Enterprise Objectives

FINANCIAL

SUSTAINABILITY

OBJECTIVES

MISSION

STRATEGIES AND TACTICS

SOCIAL

IMPACT

OBJECTIVES

EXHIBIT 2C: OBJECTIVES ALIGN WITH MISSION AND VISION

"Efficiency is doing things right.
Effectiveness is doing the right thing."

- Zig Ziglar

A social enterprise requires both efficiency and effectiveness.

Rationale:
An objective is an end result, and it is often referred to as a "target" in development
literature and proposals. Objectives serve as quantitative measures within a fixed
time frame that propel your social enterprise toward accomplishing its mission. The
time frame for achieving the objectives should correspond with viability, and other
mid-term goals set forth in the mission statement. Sub-or functional objectives for
marketing, human resources and production flow from these main objectives, and
subsequently, operational strategies are built upon them. For example, financial via
bility is determined by forecasting the enterprise's break-even point (see Chapter 5,
"Break-even Analysis"), then benchmarks are set and aligned with the business plan,
which details strategies for achieving these objectives. (See Chapter 8, "Setting
Financial Targets".)

T
I

M

E

A Business Planning Guide for Social Enterprises 59



Profit sharing - acompensation
arrangement whereby employees
receive additional payor benefits
when the company earns or increases
profit.

Financial viability - asocial enter
prise is considered financially viable
when it no longer requires subsidies.
It may still require loans or other
investment to support its business
operations as many profitable private
sector enterprises do. Afinancially
viable social enterprise would be one
that is able to secure the necessary
funds through regular, unsubsidized
financial channels.
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The objectives must address both bottom lines-business and social-of your enter
prise and can be divided into 2 categories: social impact objectives and financial
sustainability objectives'.

Regardless of type, objectives must be SMART:

... Specific - well defined and clearly stated

... Measurable - quantifiable or absolutely calculable

... Achievable - realistic under the circumstances

... Relevant - supporting accomplishment of the mission and contributing to real
izing the vision in the long term

... T imebound - are time based (corresponding to the period of the business plan

Social Impact Objectives
The social impact objectives enable you to measure the social aspect of your mission
statement.

Two objectives among these can be easily defined as SMART objectives:

.Sca/e - the number of the target group-microentrepreneurs, small producers,
NCO staff, customers, etc.-that your social enterprise will benefit. How scale is
quantified depends on the goals and design of the program, but it is often
expressed as a number of individuals.

• Income Leve/- the level of net income distributed to the target population. It
can take the form of wages, salaries or profit sharing. It is often expressed in dol
lar or other currency value, as a total income per individual.

Other social impact objectives can be slippery and difficult to measure, and are like
ly to vary greatly among enterprises based on the needs of the target population and
mission. Some generic examples are:

.Skill and management capacity to run enterprise operations measured by the abil-
ity to conduct certain tasks;

.. Percentage of children of microentrepreneurs in school;

,. Decrease in out-migration;

"Increase in women's empowerment or social status.

Financial Viability Objectives
Financial viability objectives represent the business component of your mission by
addressing the social enterprise's financial bottom-line and measuring its viability.

"Cost recovery - gauges the ability of the social enterprise to cover its costs
through generated revenue. Cost recovery is expressed as the percentage of
expenses covered by the revenues in a given period. For instance, a 25% cost

'At the time of this writing, conferences and virtual discussions were being held globally with
prominent BOS leaders and practitioners aimed at developing a framework of best-practice per
formance indicators to measure BOS program success. As well, the Roberts Foundation, one of the
leading architects of u.s. social enterprises, plans to publish methods for measuring program
returns.
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recovery means that 25% of the total cost was covered by 25% of the total rev
enue, the remaining 75% being covered by subsidies.

• Net Profit/Loss - measures social enterprise profitability via the financial bot
tom-line. A net positive number indicates a profit, whereas a net negative number
indicates a loss. Net profit/loss can also be considered a "test of the market" indi
cator demonstrating the enterprise's ability to operate as a successful business.
Net profit/loss is reflected in the last line of the income statement and expressed
in dollar or other currency value.

• Cost-efficiency - measures the ability to render services at a decreasing cost
over time. Cost-effectiveness is often quantified as a net loss or profit per individ
ual, expressed in dollar or other currency value. If the cost-efficiency amount is a
negative value, it represents the amount of subsidies per individual necessary to
support the social enterprise. If it is a positive value, it represents the profit gener
ated by each individual.

Combining the Objectives

lf7f:. "There are potential conflicts between some of these [social impact
and financial sustainabilityJ criteria. For example, strong outreach
(scale) performance may occur at the expense of both business and
development impact. High levels of financial sustainability may well
be at the expense of outreach, particularly among more disadvan
taged groups. Looking at performance in relation to only one or two
criteria can easily distort the true picture of performance. "2

If your objectives seem incompatible or incongruous, it is a red flag that they may
not be achievable. In this case, adjusting expectations and objectives within limits
that all partners can agree on - i.e. reconsider the target income level or the scale
of the program; change the cost structure of the business to increase efficiencies; or
increase the number of years before financial sustainability - can help you find a
better fit between your objectives and mission. If this approach doesn't yield stake
holder satisfaction, you may need to rework your mission statement and repeat the
process until a workable mix is found. Finally, if dissatisfaction prevails, you are
probably in the wrong type of business or industry to support a social enterprise
venture (see chapter 4), therefore, you will have to select another business.

In TARTINA's example, the enterprise is projected to break-even in a little more
than six years, however, the scale and impact targets may not be sufficient to fulfill
its mission. The enterprise cost-efficiency is very low in the early years, which could
be due to high costs of capacity building, typical in social enterprises. TARTINA's
stakeholders may decide to scrutinize enterprise objectives and renegotiate them
before moving forward with this venture.

'Business Development Services for SMEs: Preliminary Guidelines for Donor Funded Interventions,
October 1997.
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Net profit - what remains
after all expenses have
been subtracted from rev
enue; also referred to as net
income.
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Developing Objectives

..... Establish social enterprise objectives. Use the TARTINA example in exhibit 20 as
a reference to help you complete this exercise.

..... Our approach does not require using exactly the same objectives we define in
this manual. You may use any objectives in your business plan provided that they
(1) address both bottom lines-business and social-of your enterprise; (2)
advance the enterprise mission; and (3) are SMART.

I Objectives are included in Business Plan.

EXHIBIT 2D: TARTINA SOCIAL ENTERPRISE OBJECTIVES

TARTINA PROJECT'S VIABILITY IN SEVEN YEARS, THEREFORE OBJECTIVES ARE

PROJECTED OVER THAT PERIOD.

Social Impact Objectives

SCALE3

TARTINA's objective is based on beginning with 120 Microentrepreneurs and
increasing that number by 20% each year over a seven-year period.

Year
1# of Microentrepreneurs

1
120

2
144

3
173

4
207

5
249

6
299

7
358

INCOME LEVEL

Income potential must be greater than what microentrepreneurs earn in other
income generating activities and more stable in order to raise standards of living.
A base-line analysis on current income levels of microentrepreneurs is conducted.
Based on this information, TARTINA following objectives for income level on a
seven-year period:

Year
Monthly Income per ME

Total Annual Income per ME

1
$67
$804

2
$73
$876

3
$78
$936

4
$85

$1,020

5
$91

$1,092

6 7
$98 $106

$1,176 $1,272
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'The SC/Haiti social enterprise program is in the process of widening "scale of impact" to other
beneficiaries. In addition to the project's microentrepreneur clients, raw material suppliers, notably,
rural Haitian peanut farmers, are also receiving benefit from the social enterprise program. Peanut
farmers need assistance in improving productivity yields and the quality of peanut species. This
vertical integration is needed to ensure timely access to the required quantity and quality of sup
ply. (Note that the expected number of peanut farmers to be reached by the social enterprise pro
gram has not yet been determined.)



Net Profit/Loss Formula: Total estimated revenue minus total estimated expense

Total revenue $15,000 $45,000 $95,000 $145,000 $190,000 $215,000 $235,000
lrrotal expense $205,000 $265,000 $280,000 $285,000 $270,000 $225,000 $185,000
Net Profit/Loss($190,000) ($220,000) ($185,000) ($140,000) ($80,000) ($10,000) $50,000

Total revenue $15,000 $45,000 $95,000 $145,000 $190,000 $215,000 $235,000
I/Total expense4 $205,000 $265,000 $280,000 $285,000 $270,000 $225,000 $185,000
Cost recovery 7% 17% 34% 51% 71% 96% 127%

N

ci
L.,''':;
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ax

Entity - something
that has adistinct
existence or con
ceptual reality.

7

7

7

6

6

65

5

54

4

4

3

3

3

2

2

2

1

1

1

Year

Year

Year

OTHER SOCIAL IMPACT OBJECTIVES FOR TARTINA

By the conclusion of year 7, the social enterprise aims to:

• Create 370 new job opportu'nities: 358 microentrepreneurs and 12 ADEffARTI
NA staff.

• Decrease rural out-migration by 50 percent.

• Link a minimum of 65 percent of microentrepreneurs ADE's other development
activities, including agricultural extension, education, and health services.

• Develop organizational and management capacity, as measured by achievement
of specific performance targets identified in human resource plan.

ESTIMATING THE FINANCIAL VIABILITY OBJECTIVES

Business Description

In pace with the widespread notion that "the guiding paradigm for the management
and operations of BDS organizations should be SMEs [small or medium enterprises]
themselves/'S Save the Children champions this kind of businesslike organization6 by
creating the BDS program as a separate entity or social enterprise. Therefore, regard
less of the type of intervention (marketing, training, advocacy, technology, etc.), it
should be treated as a business with its own guiding mission and objectives, human
resources and accounting system, and be definitively segregated from other NCO or
PVO programs.

'Save the Children does not include 5C!Haiti overhead or technical assistance costs as part of pro
gram expenses in this calculation (see chapter 8, Financial Plan, for more information).
sGibb, A.A., and G. Manu.1990. Design of extension and related support services for small scale
enterprise development. International Small Business Journal 8, no.3.
6Jbid.

Cost-efficiency Formula: Net Profit/Loss divided by number of clients

Cost Recovery Formula: Total estimated revenue divided by total estimated
expense, multiplied by 100.

Net Profit/Loss($190,000) ($220,000) ($185,000) ($140,000) ($80,000) ($10,000) $50,000
II by# of MEs 120 144 173 207 249 299 358
Profit/Loss ($1,583) ($1,528) ($1,071 ) ($675) ($322) ($33) $140
per ME
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The danger of not using this approach is the confusion that can arise on all
fronts among the lead organization (PVO), the implementing partner (NCO), and
the social enterprise program itself. Income and expenses blur. Accountability for
realizing business objectives is unclear. Human resource roles and functions are
vague when the social enterprise is considered an extension of the partner organiza
tion. Priorities related to achieving the partner's mission versus the enterprise's mis
sion become muddled. Hot debate occurs around issues of asset ownership and the
use of enterprise revenue.

Save the Children employs two different methods of social enterprise creation
(exhibit 2E). In the first method', SC launches a new local social enterprise without
working through an intermediary. Start-up costs for this strategy of enterprise cre
ation may be higher, but this structure performs better as a business in the long run.
SC builds management and technical "business know-how" capacity so the enter
prise becomes viable. The second model8 (center) is implemented in two phases.
The enterprise begins as a program of the local intermediary, some crossover exists
between personnel, leadership, and resources, although the vision, mission, objec
tives, and "business of the two entities" are distinctly separate. Capacity building is
achieved through the external assistance of the lead organization (in SC/Haiti, a
PVO). In the next phase, formalization, the enterprise spins off as a business that is
completely separate from the local intermediary (NCO, private company, etc.).
Once formalized, the enterprise shifts from subsidized third party technical assis
tance and seeks fee-based specialized support from the private sector, or another
SME service provider.

EXHIBIT 2E: SAVE THE CHILDREN'S ApPROACH TO

SOCIAL ENTERPRISE CREATION
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7At the time of this writing this new enterprise creation strategy had been successfully execut
ed only in SC's microfinance programs.
8TARTINA Enterprise in Haiti follows this model.

Managing the Double Bottom Line:



The Name of the Business

• Narrie$ should be unique so people do not confuse
Y9ur business with others.

"

'. Pick a name that will sound good and look attractive in
print, such as on letterhead, posters, brochures, etc.
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Brand - the name
associated with one
or more items in the
product line that
share one of several
possible forms of
the product.

:~HJse descriptive names unless you are certain that a
, person or pla;ce name will be recognizable and under

stood by your target customers.

••All stakeholders should agree upon the name of your
" social enterprise.

• -00 not' lise a name that will limit you in the future if you
, want 1'6 diversify your products, services, or the geo
graphical areas you serve. Choose a name that will
allow you to expand.,

l "

~ • Use adescriptive name that tells potential customers
about th~ attributes you want them to remember.

, '

: • Avoid difficult names. Names should be easy to remem-
,. ber, spell, ,and pronounce.

, ..A name should sound positive.

: '.It should reflect your identity (self-determination for the
, poor, local identification, high quality, etc.)

: Suggesti~ns for.Choosing Names
, "

.Fanciful names, like Nike
or Lotus. Marketers spend
a lot of money trying to
associate a name in cus
tomers' minds with a prod
uct that is unique or special.
This is called developing
brand image.

.. Descriptive names. These
are names that give specific
information about your
enterprise or product; they
often mention product
attributes. For example, a
microfinance institution in
Lebanon is called 'AI Majmoua," or "the group" in Arabic, stressing its group lend
ing methodology. "TOPLA," (see preface) includes "top" to indicate its mountain
ous rural location; and "top" is a Haitian colloquialism meaning "the best."
"Msasa Phone and Fax Bureau" tells you exactly what the business does, but it
may be limiting if the firm decides to offer other services, like e-mail.

.People or place name. Businesses can be named after a person, usually the
founder, or a place, indicating the actual location of the business or referencing a
place that conjures up an image related to the business. For example, "Rocky
Mount Bar-B-Q" in the Illinois flatlands suggests Southern-style barbecue from
Rocky Mount, N.C Consulting firms often use the name of the principals in their

Rationale:
Many BDS programs use the local NCO or PVO name rather than creating an inde
pendent name for their enterprise. If your organization has an established image or
reputation for its other programs, such as in health and education, you may lose
potential enterprise customers who think they already know what the organization is
about. What would you think about a name like Save the Chifdren Peanut Butter? It
is best to give your social enterprise its own name. A name also helps to mentally
separate the enterprise activity within your organization and position it for formaliza
tion and viability.

About Social Enterprise
Names
The name should reflect your
social enterprise's image and
attributes. In choosing a name,
decide what you want people
to know about your business.
Remember that the name is
the first impression prospec
tive customers have of your
social enterprise.
Here are a few types of names
to consider:
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title, such as Coopers and Lybrand or Morehouse and Associates. The problem
with using people or place names is that they may not be recognizable to your
customer. If the social enterprise's name does not ring a bell in the mind of the
customer, too much time and money will be spent on branding.

• Combination. Some businesses combine descriptive terms and names of people,
such as "Ncube Construction" in Zimbabwe.

Creating a Name

.... Brainstorm potential names with the key stakeholders in your social enterprise.
What image or attributes do you want people to think about when they hear
your enterprise's name?

.... Select a name for your social enterprise.

Description of the Business

Rationale:
The business description defines the business identity of your social enterprise. The
exercise that follows will help you segregate your social enterprise program from
other programs in your portfolio and conceive of it as a business.

.... Write a description for your social enterprise business using the Business
Description Template (exhibit 2F).

.... In brief summary form, describe the nature of the social enterprise business as
well as the key factors that will contribute to its success. The nature of your busi
ness encompasses the reasons you chose this particular business, namely the pre
vailing needs of your clients and demands of your marketplace. Without going
into great detail, include how you plan to satisfy these needs using your products
and services. The key success factors can often be translated as comparative
advantages and might include a superior ability to satisfy your customers' needs,
an efficient method of delivering your services, or the availability of highly quali
fied personnel.

.... If your social enterprise is a business start-up rather than one that builds on an
existing enterprise or program, you will not be able to give details of its history or
performance to date. Instead, focus on the experience and background of your
organization and partners that led you to the decision to start a social enterprise.
Describe the problems in your target market and what solutions you will provide.
Demonstrate how your and your partners' expertise will contribute to these
solutions.

!III Business Description is included in Business Plan.

Although this section raises several important questions about your social enter
prise, the business description is considered an overview and should be no longer
than a few paragraphs to one or two pages. You will have ample opportunity in
other sections of the business plan to develop and expound on the topics broached
here. Focus on the subjects that will help you conceptualize your program as an
enterprise and portray that concept to your stakeholders.
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EXHIBIT 2F: BUSINESS DESCRIPTION TEMPLATE

• Date the enterprise began

• Name of the enterprise

• Sector
• List of products manufactured or services rendered

• Legal status

• Location

• Description of the nature of the business

• Key success factors

• List of service providers involved

• Management and leadership

• Description of facilities or plant

• Financial status

• Description of relationship with partners and/or donors

• Description of organization's and local partners' relevant experience

• Summary of the business' history

• Summary of future plans for the business

< ,

EXHIBIT 2G: BUSINESS DESCRIPTION FROM TARTINA ENTERPRISE

Date the enterprise began: May 1997.

Name of the enterprise: TARTINA Enterprise.

Sector: Manufacturing; food processing.

List of products manufactured or services rendered: Mamba, peanut butter;
four flavors-salted, unsalted, sweetened and spicy; Chadeque, grapefruit jam;
Crenadia, passion fruit jam; and Karapinia, sugar- and spice-coated peanut snack
food.

Legal status: NCO, a program of ADE.

Location: Colline, a rural, hilltop village two and 1/2 hours from Port-au-Prince
(PAP).

Description of the nature of the business: TARTINA Enterprise adds value to
existing food-processing activities of poor rural women living in and around
Colline by commercializing their products. In doing so, TARTINA imparts manage
ment and manufacturing skills, and extends income and employment opportuni
ties to these women, as well as providing Haitian families with the nutritious,
high-quality, high-value domestically produced foods they desire.
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Key success factor~: AII·r~w materials and produ~ti~n inputs are domestically
sourced; m[croentrepreneurs have equity stake in TARTINA; all production staff,
management, and some sales staff are from the Colline community; marketing
and sales staff support the social mission behind the product; TARTINA is a social
ly responsible community enterprise.

List of service providers involved: Association pour Ie Developpement
Economique (ADE}.

Ma'nagement and leadership: Charismatic, welkonnected executive director of
ADE; an expatriate business advisor based in PAP; a production manager with 1
1/2 years' experience in food processing; a part-time TARTINA business manager
with extensive management experience; and a financial director and accountant.
ADE is currently recruiting a TARTINA marketing manager.

Description of facilities or plant: Production center-one vented building with
two production rooms, one for peanut products, one for jam, and a courtyard for
sorting raw materials, crating products, etc. Two peanut silos for raw material stor
age. There are two grinders, four industrial cookers, and storage space for jars
and materials.

Financial status: Seed capital and operating costs funded and underwritten by an
ASSIST grant for a total of $700,000 for three years. At the close of this grant peri
od, additional donor funds will be reqUired. TARTINA is projected to earn a prof
it in seven years.

Description of relationship with partners and/or donors: Save the Children
and ADE have an open and collaborative relationship with ASSIST. Despite
changes in the original design and model, ASSIST has continued to invest in the
social enterprise project, leveraging lessons learned in order to define standards
for cost-effectiveness, cost recovery, and scale in the business development servic
es sector of international development.

Description of organization's and local partners' relevant experience: ADE is
a community-based organization with experience in education, community devel
opment, and microcredit. ADE currently has a portfolio of 8,000 clients receiving
financial services. ADE had no food-processing or manufacturing experience prior
to the TARTINA launch.

SC supports enterprise, credit, and 8DS programs in 15 countries worldwide.
In 1993 SC launched its first social enterprise in the Philippines, then called
"WMEN." Economic opportunities staff (U.s. & Haiti) have appropriate credentials
(MBAs and CPA} and several decades of cumulative business experience.

Summary of the business' history: The original three-year program agreement
was designed as a decentralized network in which microentrepreneurs sourced
their own raw materials and produced their own food products at the homestead
level. ADE managed marketing and distribution functions through the creation of
TARTINA Enterprises.

As it turned out, TARTINA customers demanded a highly standardized prod
uct, which could not be achieved through decentralized production. TARTINA
therefore pursued a strategy of backward integration, assuming production and
raw materials acqUisition aspects of the business. Decentralization remained only

Managing the Double Bottom Line:



in the form of home-based peanut roasting and acquisition of fruit for grapefruit
jam. The new centralized model stabilized product quality and realized some
economies of scale and cost savings (economies of bulk purchase). During this
time ADE also tested 23 products. After analyzing break-even points, profit mar
gins, and demand for each product, TARTINA's product line was narrowed down
to seven products. ADE also experimented with distribution channels, settling on
a formal sales staff structure to reach commercial and artisan markets.

Summary of future plans for the business:

.The customer preference for product standardization and quality control will be
met through centralized microentrepreneur training and follow-up and supervi
sion on a continuous basis. Standardization also extends to the need for tight
quality control at the raw material purchasing stage.

• Cost savings will also be realized through centralized bulk purchases of produc
tion inputs, and seasonality of raw material inputs will be reduced to some
extent through storage facilities and proper storage techniques.

• TARTINA will pursue a deep market penetration strategy in large urban mar
kets. The product strategy will focus on two established products and invest in
two new products.

• To increase economic opportunity and income, microentrepreneurs will be paid
wages plus a percentage of profits.

" ~", :," ~ • + ~"'

.'<, ", '
" ',.
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"I don't know the key to success, but
the key to failure is trying to please
everyone."

- Bill Cosby

)I¢L: It is not enough to have a great idea as the basis of your social
crtfrise; you must also have a market that is sufficiently large, accessible, and

responsive to sustain your business. If you can't reach your market or it isn't ready
for you, your enterprise will fail. The lack of a well-defined target market has been
the undoing of numerous business development services programs, including our
own. Many a sustainability plan has
hinged on neat calculations of prod- [~:-:-' ,i<:,7--:; ,- - ,-----'--

ucts or services that will be sold to -' ~~~IIClient"'vs'. "Customer":
cover program costs, without regard :,::' ~A: Note on Vocabulary
to the needs, wants, or preferences ~:Targ~t population-the microentrepreneurs on whose lives
of the customers buying these prod- ;, yqur social. enterprise program is trying to have a positive
ucts. Considering these factors is impact by increasing economic opportunities-is often
what is meant by being "demand : refetred to as the client. The word customer refers to the
led," a term used frequently in 8DS _targetinarket, those purchasing the products or services
literature. , being sold by your social enterprise. The distinction

This chapter will help you define : should be clear-inyour mind before you begin this
and understand the target market or : segin~nL
customer for your social enterprise. . _
The activities involved are in essence
a market study, yielding information about what makes your social enterprise cus
tomers tick-their likes, dislikes, buying habits, and tastes. Later, when you create
your marketing plan in chapter 5, you will use this information to devise a strategy
to reach them.
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The Customer

Determining Customers

... Who is your customer? Who is paying for your service or product?

... What customers are you not reaching who might be potential target markets for
your social enterprise?

... Which customers are the most important (primary, secondary, tertiary, etc.)?
(See TARTINA market example, exhibit 3A.)

... Most important using which criteria? Do you need to sell many or a few
products?

I!lnduded in Business Plan

'Wh'o Is the Social
.'lE"ti8.rprise Customer?

A~cievelopmentpractitioners, the
, rriostobvious response is that we are
~'l?erving the poor. In BDS programs
t: the customers and the client may be
fthesam~j as in microfinance, servic
res are usually, but not always, sold
'direCtly to microentrepreneurs. Many
,.BDS programs serve the target client,
'rnicroentrepreneurs, by providing
,themwith a service to improve their
;,b\;/sinesses, but the' final customer is
, ~h'e one who buys the "client-made"
" products. '

Market segmentation - dividing the
total market into distinctive groups of
consumers who share common char
acteristics.

"There is only one boss. The cus
tomer. And he can fire everybody in
the company, from the chairman on
down, simply by spending his money

somewhere else."

-Sam Walton

IDENTIFY CUSTOMERS

Rationale:
A social enterprise may have several different groups of customers, or
target markets, in its total market; it may sell products or services to non
profit organizations, individuals, companies, traders, artisan markets,
vendors, microentrepreneurs, etc.

The task of dividing up the larger market into smaller units with com
mon characteristics is called creating market segments. Segmenting the
market serves to prioritize the principal target markets you will concen
trate on. Throughout the chapter we discuss numerous ways to segment
and analyze markets to gain intimate knowledge of your customers.

Profit margin - an accounting term
that describes the ratio of income to
sales.

72

EXHIBIT 3A: MARKET RATING FOR TARTINA

TARTINA Enterprise

PRIMARY MARKET I SECONDARY MARKET l TERTIARY MARKET

Retailers I Institutional Sales I Individuals
Criteria: (1) sales volume' (2) mofit mare:ins

Although TARTINA products are made by microentrepreneurs, the target market
is consumers of peanut butter and jam. Since profit margins are low on these prod
ucts, covering social enterprise costs requires identifying markets where TARTINA
can sell the products in high volume. Haitians who buy peanut butter and jam do so
first from grocery and convenience stores, then from artisan markets. Therefore,
wholesaling to retailers is the best means by which to reach large numbers of cus
tomers. Selling directly to institutions or individuals reaches fewer customers, though
there is a higher profit margin because there is no retail markup.
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DISTINGUISH CUSTOMER LEVELS

~jNh;-~; tl1~ Social Enterprise
I" : t e"' ~ , " ,

'. Customer? .
;:'6tReriafordetermining which customers, or mar
: )<ets; a~e the most important are based on your
" business objectives and mission, established in
: ,chfl,pter,2. Usually these criteria are a combination
: of who pays,how many they buy, and how much
; they' pay (Which customer, volume, and revenue).

;'Which Customers Are
:'Most Imp~rtant?
If your social enterprise is providing training servic
es' to r'llicroeritrepreneurs, yet is paid as a percent
qge of mi9Joentrepreneurs' income, you have a

'vested interest in the purchasers of the entrepre-
.neLir-made products. In another example, a social

,~e'?terprise provides market linkage services to
"m'iC~roentrepreneurs by selling their products to
" industrial and commercial markets. The enterprise
; pays producers directly for their goods, then sells
'thelii at a markup to cover the costs. Who is the
, customer ofthis social enterprise- the companies
b.LJyingthe products or the microentrepreneurs?

Rationale:
Once you have identified your principal target markets, you will have to probe
beneath the surface a bit. Customers can be more complex than they appear. Often
there are people other than those who purchase
the product or service who have an influence on
the purchase decision, and they have to be viewed
as customers as well.The following is an exercise in
vertical market segmentation intended to help you
distinguish customer levels in your target markets.
You need to identify all customers first to begin to
understand their buying habits and motivations.

Explanation of Customer Levels
Within a given target market there may be several
layers of customers, or additional markets, to
understand. If your social enterprise does not sell
its products or services directly to the end user, but
instead sells them to wholesalers, retailers, or dis
tributors, you have two markets-the final cus
tomer and the actual customer-to define. For
example, if your enterprise is a grain mill that pro
duces and sells sorghum flour to retailers, your
actual customers are stores, bakeries, and coopera
tives, but your final customers are individual con
sumers of sorghum flour products. And in some
businesses, even the final customer and the pur
chaser may not be the same. For a training organi
zation that contracts with governments to train
their staff, for example, the final customer is the
people getting trained, whereas the purchaser is the one paying for the training, the
government. Women are often charged with purchasing food for their families,
which includes items they do not consume themselves but that have been requested
by other family members. In such a case, there might be as many four customer lev
els: (1) the actual customer (the store carrying the product); (2) the decision maker
(a father who requests the purchase); (3) the purchaser (the mother who buys the
product at the store); and (4) the final consumer (the child who eats it). Be sure to
carefully distinguish all of your markets. (see exhibit 38)
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EXHIBIT 38: TARTINA MARKET STUDY OUTLINE AIMED AT DEFINING

TARGET MARKETS

In the analysis of our target market we will attempt to understand:

Level 1: The Actual Customer
Currently, the lion's share of sales are to supermarkets and "institutions" (consign
ment sales to organizations) in Port-au-Prince. These customers will ultimately
agree to purchase TARTINA products if they can be guaranteed a high sales
turnover. That part 1s easy enough. But we must understand and address the
other buying motives of the retailer. Likely priorities for the retailer include timely
delivery of product, favorable payment terms and conditions, and responsive serv
icing of product.

Level 2: The Decision Maker ~ The person who makes the decision to pur
chase TARTINA products.

Level 3: The Purchaser. The person who actually purchases the product.

Level 4: The Consumer ~ The person who primarily consumes the product.

Levels 2·4 are not necessarily the same!

Understanding buying motivations of these three levels is tricky. For instance, chil
dren are the biggest consumers of peanut butter and jam. They also playa role in
deciding what brand is purchased, a bigger one than was initially expected.
Children push around their own shopping carts in PAP and put all of their favorite
items into themi they are thus in a position to exercise a significant degree of con
trol over the purchase decision-making process. We need to learn a lot more
about the tastes and buying preferences of these young consumers because they
affect every aspect of production and marketing. For example, promotion (includ
ing product packaging) should be primarily targeted at children, placement of
TARTINA product on shelves in supermarkets should be at a child's eye level, etc.

Children don't completely rule the roost, however. Parents still playa role in
deciding what brand of peanut butter and jam to buy-whether to buy Mamba at
all and so on down the line for each TARTINA product. For each product, we
need to know who in the household bears the greatest influence on the decision
to make the purchase. The assumption is good old Mom. Likewise, the assump
tion is that it is the female head of the household who physically makes the pur
chase at the supermarket. So we need to know as much as we can about her buy
ing habits and motives.

The above levels have to be considered for every product that TARTINA
plans to market.
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Identifying Enterprise Customer Levels

.... Identify customers for each product or service, following the example given for
TARTINA Enterprise (exhibit 3C).

EXHIBIT 3C: CUSTOMER LEVELS FOR TARTINA ENTERPRISE

Product Actual Customer Decision Maker Purchaser Final Consumer

1. Mamba Retailers (1), Women(1), Women (1), Children (1),
institutions (2) children (2) men (2) adults (2)

2. Chadeque Retailers (1), Women (1), Women (1), Children (1),
jam institutions (2) children (2) men (2) adults (2)

3. Grenadia Retailers (1), Adults (1), Women (1), Adults (1),
jam institutions (2) women (2) men (2) children (2)

4. Karapinia Retailers (1), Men (1), Women (1), Men (1),
street vendors women (2), men (2), children
(potential market) children (3) children (3) (potential

market)

':' \

, . »

> -

Test Results for TARTINA Target Market

Results for the market study reveal that in most instances women are the primary
purchasers of TARTINA products.

In the case of Mamba (peanut butter) and Chadeque (grapefruit jam), howev
er, children playa very influential role in the decision to purchase the product
and the brand. The ultimate decision, however, rests with the mother, who exer
cises the "power of attorney" over her children.

Grenadia (passion fruit jam), on the other hand, is a relatively new product in
Haiti, so most children have not yet been exposed to it and consequently have
not developed a taste for it. Taste for and use of this savory, zesty jam rest pre
dominantly with adults, who prefer jam products that are less sweet than
Chadeque. Men in particular are motivated to buy Grenadia, or strongly suggest
its purchase to the female head of household, because they believe it to be an
aphrodisiac.

Karapinia, another new product, is a sugar- and spice-coated peanut snack,
and at present men largely consume it. They buy Karapinia directly from conven
ience stores, or female heads of household buy it when they shop for their family.
A potential market for Karapinia is street vendors because it can be packaged in
small, individual satchels. Children's tastes for sweets also make them possible
future consumers of Karapinia.
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CUSTOMER PROFILE

Rationale:
Your customers are the bread and butter of your enterprise. In order to sell your
products or services to them you must understand their characteristics, needs,
wants, and likes and dislikes, as well as what motivates them to make a purchase.
The three exercises in this section are intended to obtain this information, which will
then be used as the basis of your marketing plan-or the strategy for getting your
goods and services to your customer. For example, the market segmentation exer~

cise will uncover the markets with the highest concentration of customers and pro
vide important data for reaching them through promotional efforts.

....................................... u , u u .
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Explanation of Customer Traits and Characteristics
Customers are examined by characteristics of demography, geography, psychology,
and behavior to determine the customer levels most critical to your enterprise.
Note that this exhaustive guide is intended solely as a reference; use it as such, and
try not to get bogged down in examples that don't fit the specifics of your context or
target market.

Market Segmentation and Decision to
Purchase

It is tempting to describe your target market in the broadest
terms, as the second shoe business owner did. For TARTINA
Enterprise this would mean that anyone who ate peanut but
ter or jelly was the target market. That would not be an accu
rate portrayal, however. In Haiti many people make their own
peanut butter and jelly and therefore have no reason to pur
chase them. On the other hand, affluent Haitians have a
well-developed taste for imported products and when pur
chasing peanut butter are inclined to buy u.s. brands like
Skippy or jif. Thus, the minimum criteria for TARTINA cus
tomers are that they have the financial means (but are not too
wealthy); that they have a taste for peanut butter (without a
preference for imports); that they want the convenience of
prepared peanut butter; and that they are willing to pay for
that convenience.

Demographic: any tangible traits that describe your target market.

.... Individual customers. What is the age, gender, occupation, income level, and
marital status of your target cus-
tomer? What is the size of his or
her family? Where is the cus-
tomer in the family cycle (chil
dren/no children; young children,
teenage children, or adult chil
dren)? What is the customer's
level of education, ethnic group,
religion, etc.?

.... Business customers. In what
sector are your target business
customers? How long have they
been in this business? How many
branches or outlets do they have?
Are they large or small business
es? How many employees do
they have? Who owns the busi
nesses? Are the owners active in
the operations and in decisions
regarding which products to
carry? Are the businesses family
run, or are they corporations?

MARKET FOR PEANUT BUTTER SEGMENTED BY INCOME

At this point we need to scrutinize the market more closely
to better understand income characteristics of TARTINA
customers and determine where they lie on the income
spectrum.

Buy
Imports

WEALTHY

Potential TARTINA
Customer

?

LOWER TO UPPER-MIDDLE

INCOME

POOR

Makes own
peanut butter

Geographic: the physical character
istics that define where your cus
tomers are located. Geographic
characteristics are often similar for
individual customers (where do your
customers live?) and business cus
tomers (what geographical areas are
served by the business?).

.... Does your social enterprise
intend to sell its products or serv
ices internationally, nationally,
regionally, or locally? Be as spe
cific as possible. For example, if
your social enterprise is focusing
on local markets, what are the exact names of the cities, communities, or areas
your enterprise intends to serve? What is the size of the potential market? What
is the population density? What is the nature of the location (rural, urban, periur
ban, etc.)? Is climate a consideration? For example, if you are selling snowshoes
or sunscreen, presumably your potential market is located in a cold or hot
climate.
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Psychographies - psychological
profiles of potential customers in a
market (attitudes, interests, opinions).

Psychographic: psychological traits related to the social class, lifestyle, and person
ality of your customers. (Note that social class is different from income level and
may be more a function of education or family heritage than actual wealth.)

.&.Individual customers. How people want to be perceived by others influences
their habits in buying certain brands over others. Are your target customers
upper, middle, or lower class or somewhere in between? Are they blue-collar
workers or white-collar professionals? Do traits of their lifestyle influence their
decision to buy your products? For example, working couples may buy premade
meals or patronize restaurants frequently because they do not have time to cook.
Do their personalities have any bearing on whether or not they purchase your
product? Frugal individuals may focus on good value for the money or economi
cal products. Socially conscious consumers will go out of their way to purchase a
product that contributes to a favored cause.

.&. Business customers. They can also be described by psychological traits. Are
your business customers socially responsible? Do they like to carry products that
have a positive social impact on communities? Are they conservative-do they
prefer to take new or high-risk products on consignment? Are they financially
prudent, expecting credit to be provided by their suppliers? Are they innovative
or environmentally conscious? Do they cater to an elite clientele or customers
that may have brand preferences other than your own? Are they industry leaders
or small players?

Behavioral: traits that relate to individual customers' responses to product use, or
brand. (No behavioral characteristics need to be identified for business customers.)

.&. Use. On what occasions do your target customers use your product or service-
is it for regular use or for special occasions only? How frequently do your cus
tomers use your product or service? Are you selling a commodity product that can
be used daily or something people tend to use infrequently? Are your customers
first-time users or regular users? Are you introducing a new product that you want
people to try (in which case your target customer would be a potential user)?

.&. Brand. How aware are your customers of your brand? Do they buy the brand of
your product or service intentionally or haphazardly? How loyal is the customer
to your brand or social enterprise? What is your customer's attitude toward your
product or service-enthusiastic, positive, indifferent, negative?

Describing Customers' Characteristics

.&. Complete the Customer Profile Tool found in appendix 3-1; an example of the
completed tool for TARTINA Enterprise follows (exhibit 3D).

.&. Use the descriptive questions under each category as a guide, discarding or
appending parts as appropriate for your enterprise.

.&. If you discovered in the previous exercise that you have several levels of cus
tomers, we recommend you simplify the process by detailing the characteristics
of your actual customers and whichever other customer plays the most influential
role in purchasing the product. For TARTINA, the primary decision maker and
the purchaser are often the same, the mother, so our example focuses on her.

.&. If you have a different customer base for each of your products and services, you
will have to complete a customer profile for each product or service.

.&. Focus on common characteristics of your potential customers that relate to their
decision to purchase your product or service.
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EXHIBIT 3D: CUSTOMER PROFILE FOR MAMBA

TRAIT ACTUAL CUSTOMER: ACTUAL CUSTOMER: PURCHASERS;

GROCERY STORES CONVENIENCE STORES DECISION

MAKERS

DEMOGRAPHIC

Retail-many products Retail-high-volume Female heads of
products and commodities household

Work both in and out
side the home

Several employees Usually owner operated Married, with children
ages 2 to 12

> 1 branch 1 outlet Income to purchase

Large Small

GEOGRAPHIC

Port-au-Prince Port-au-Prince Port-au-Prince
Colline community
(direct purchase from
ADE)

Risk averse-high-demand Economical
products that turn
over quickly

PSYCHO

GRAPHIC

Socially responsible

Fiscally prudent
new products supplied
on credit by seller

Innovative-will
try new sales and
marketing approaches

Sawy operator-
will try products but
will not continue to carry
them if they don't turn
over

Conservative-little
shelf space for products
that don't move.

Frugal-little working
capital to prepay
for products

Upper-lower to
upper-middle class

Moderately socially
conscious
Family-oriented

Moderately con
cerned with health
and nutritional value

Limited time
will choose saving
time by purChas-
ing peanut butter over
making it
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BEHAVIORAL

NA

PURCHASING HABITS

NA Regular to heavy user
of Mamba

Positive about
product in general

Interested in benefits
of quality, flavor,
price, convenience

Little brand aware
ness of or loyalty to
TARTINA

eo

Rationale:
Analyzing customer buying habits is an important marketing strategy, particularly as

" it pertains to product/service strategy development and promotion.

"If
... Complete the Customer Purchasing Habits Tool found in appendix 3-2; an

example for TARTINA's peanut butter (Mamba) follows (exhibit 3E).

EXHIBIT 3E: CUSTOMER PURCHASING HABITS FOR MAMBA

PURCHASING HABITS GROCERY STORES PURCHASER (MOTHER)

Reason for purchase Customer demands for product In response to children's
wants and nutritional needs

Number of times will try Once, maybe twice, if product Once
does not sell

Frequency of purchase Purchase based on quantity Will purchase product
in stock as long as children
Will buy continuously as long consume
as product moves

Quantities purchased Small quantities to test product Single containers
Large quantities after successful
test period-to meet demand

Motivation for use Pleases customers; socially Pleases children
responsible

How/where product is purchaseq TARTINA sales agents; TARTINA Grocery stores
distributors

Payment method Credit paymenVconsignment Cash

Time to make purchase decision Decision to purchase can be slow Immediate



BUYING SENSITIVITIES

Rationale:
Understanding customers' buying sensitivities helps you prioritize and emphasize
certain aspects in the marketing mix when you prepare your marketing plan (chapter
5). This information is also useful in product/service design or retooling and in
deciding how to distribute and promote products.

.... Complete the Buying Sensitivities Tool found in appendix 3-3; an example of
the completed tool for TARTINA Enterprise follows (exhibit 3F).
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EXHIBIT 3F: BUYING SENSITIVITIES FOR TARTINA MAMBA

LEVEL OF INFLUENCE ACTUAL CUSTOMER DECISION MAKER; FINAL USER

PURCHASER

Key: H = high
M= medium
L = low
o = no influence

SENSITIVITY TRAITS H M L 0 H M L 0 H M L 0

Price • • •
Quality • • •
Brand name • • •
Product features • • •

Salesperson • •

Promotions/special offers • • •
Advertising • • •
Convenience of use • • •
Convenience of purchase • • •
Location • • •
Store decor/environment • • •
Customer service • •
Return policy • •

Credit availability • • NA

Peer recommendations • • •
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Marketing mix - the com
ponents of marketing
described as the "four P'S":
product, the products and
services that an enterprise
furnishes; price, the
amount charged to cus
tomers for a product or
service; promotion, the
awareness created for a
product or service in the
marketplace; and place
(distribution), how products
and services are brought
together with customers.
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SUMMARY AND STRATEGIC IMPLICATIONS OF ACTIVITIES

~
/, .. Synthesize the results of the previous exercises by answering the following

questions:

... Which markets segments have the highest concentrations of your customers?

... Which are the most important factors motivating a customer to buy your product
or service?

... What impact do customer buying habits have on your products/services or on
how your social enterprise does business?

... What are the most important purchasing considerations for customers buying
your products?

I Customer information is included in the Business Plan

Market Size and Trends

"Markets change, tastes change, so
companies who choose to compete in
those markets must change."

-Or. An Wang

Rationale:
Once you have defined the characteristics of your target market, you must then
assess the size of this market and evaluate the trends likely to influence both the
market size and customer behavior in the near future.

DETERMINING MARKET SIZE AND TRENDS

... Size. It is essential to confirm that your customer base is large enough to sustain
your social enterprise as it grows. Obviously, if the market is too small, you will
not have enough customers to make your enterprise profitable. By the same
token, a large market invites numerous well-financed competitors. Trying to take
on large competitors in promotional efforts alone could be enough to sink your
social enterprise. This is particularly true in industries with low barriers to entry,
a characteristic of most social enterprises.

In many of the developing countries where you work, you will not have the luxu
ry of public statistical and demographic information. Therefore, determining
whether the market for your social enterprise is sufficiently sizable will be largely
a matter of intuition and observation. But don't despair: Although public infor
mation does augment analysis, most small businesses in the West use this
method. You may also want to supplement intuition and observation by con-

-- ducting some additional market research.
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... Trends. Of equal importance is evaluating the trends that may impact the market
in future years. Doing so will give you a sense of the continuing viability of your
social enterprise, the strategic opportunities these changes present, and how your
social enterprise will respond to the changing needs or behavior of its customers.
Trends such as upturns or downturns in the economy, out- or in-migration,
increased health consciousness, changes in attitudes about domestically pro
duced or imported products, environmental or labor concerns, etc. can all influ
ence your target market and affect how you do business.

Evaluating trends is not so much forecasting the future as it is analyzing the past.
Many trends can be determined by reflecting on observable changes in demo
graphics, economics, and customer behavior in the recent past. For example, we
identified the main purchasers of TARTINA-brand products as women, so which
trends might indicate changes in the market or behavior of these customers?
Have changes in the economic or social climate caused more women to work
outside the home, leaving them less time to make labor-intensive food products
like peanut butter and jelly? Have disposable incomes risen with more women
working? Are households purchasing more prepared foods or buying more
imports? Has there been an increase in domestically produced products? Are
shopping trends changing? Are more women shopping in supermarkets, and is
this to save time or because it is considered fashionable?

Describing the Market

... Describe the size of your market and trends likely to affect customer behavior in
the next few years.

... Use the Market Size and Trends Questionnaire below as a guide; an example
for TARTINA is given in exhibit 3G.

I Market information is included in the Business Plan.

Market Size and Trends Questionnaire

1. What is the approximate size of your target market?

2. What is the rate of growth in your target market?

3. What changes are occurring in the makeup of the market?

4. What changes might affect customers' ability to afford the product/service?

5. How are customers changing their use of the product/service?

6. What changes in social values and concerns are affecting the product/service?
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EXHIBIT 3G: MARKET SIZE AND TRENDS FOR TARTINA

1. What is the approximate size ofyour target market?

• 8 million inhabitants in Port-au-Prince (PAP). Estimated 10 to 15 percent
shop at supermarkets and therefore fall into our target market.

2. What is the rate ofgrowth in your target market?

• Was not able to get specific statistics on this. We know that the urban pop
ulation is increasing; so is the number (although not necessarily the per
centage) of supermarket/convenience store shoppers. The latter is evi
denced by the increase in the number of new supermarkets in PAP. I
would estimate conservatively and say that the target market is growing at 5
percent annually using the base of 180,000.

3. What changes are occurring in the makeup of the market?

• Increasing number of women in the work force, leaving less time for prepa-
ration of products at home.

• Increased focus on convenience goods and convenience shopping.

• Convenience stores built into gas stations are on the rise.

• Increased purchasing power as indicated by the increase in the number of
supermarkets in PAP.

• Growing health consciousness, which impacts, for example, peanut butter.

• ''All-natural'' is an advantage. Likewise, the more fruit in the jam, the more
natural this product is and the less sugar (fewer calories) it has, making it
more appealing to the target market.

• Increasingly educated consumer market. Nutritional information on TARTI
NA labels is a competitive advantage. TARTINA brand is the only one of
the local brands bearing this information.

• The TARTINA target market continues to desire imported goods. While it
cannot afford the additional 40 percent in price for imported brands, the
target market is attracted to local brands that resemble the imported brands
in image and presentation.

4. What changes might affect customers' ability to afford the product/
service?

• The political insecurity in the country has the potential to affect product
purchases at two levels. It might affect the safe operation of retail outlets,
perhaps forcing some to keep shorter hours or to close down. In addition,
political insecurity could lead to reduced employment and a decrease in
disposable income. Peanut butter and jam products are not considered sta
ple goods, as are rice and beans, in Haiti.

5. How are customers changing their use of the product/service?

• The importance of peanut butter and jam as healthy snacks has grown.
Peanut butter and jam are consumed not only at breakfast but also during
the day as a snack.

Managing the Double Bottom Line:
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;~f Men, in parti~ufar, view the n~w 'passio~ fru'it flavor as an aphrodisiac.

6. What changes in social values and concerns are affecting the
product/service?

• We're hoping that the target market will value more the social benefit that
the products bring to rural microentrepreneurs. This could be a compara
tive advantage. The challenge is balancing this advantage with the desire to
purchase imported brands and not local products. The new TARTINA
labels at least partially resolve this dilemma by their similarity to imported
brands.

A satisfied TARTINA customer
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"In the business community, the ability
to be market-directed, to respond to
external forces and adjust one's posi
tion accordingly, and the capacity to
change the terms of engagement con
stitute the difference between success
or annihilation in an increasingly com
petitive global economy."

- jed Emerson and Fay Twersky

\
rview: Strategic frameworks help you analyze your social enterprise rela

J. 0 your operating environment, industry, and competition. The information
gather~d in this section will enable you to ascertain its comparative advantages and
subsequ~ntly craft your business strategies.

The first strategic framework presented in this chapter is called a SWOT analy
sis, SWOT being an acronym for strengths, weaknesses, opportunities, and threats. It
is an analytical tool that helps managers build strategies that emphasize the strengths
of a social enterprise and the opportunities available in the operating environment
and diminish the weaknesses of the enterprise and the risks of potential threats. The
second, an industry analysis, examines factors and trends in the industry that may
impede the viability of a social enterprise. The final framework is a competitive
ana1ysls~-wliidfevaiuatesthe intentions~-actions,products or services, and market
position of competitors.

Strategic frameworks analyze both the firm and the environment. These analyses
should be conducted as part of market research prior to selecting an industry or
deciding on a social enterprise intervention and as part of ongoing strategic planning
once you have launched your enterprise. There may be some overlap among the
frameworks depending on the characteristics of your chosen industry, environment,
or enterprise.
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Comparative advantage 
factors within an enterprise
that give it an edge over its
competitors. These factors
can include a business'
internal strengths or poten
tial opportunities it has in
the marketplace with
respect to its competition.
In the private sector, firms
use the term "competitive
advantage" to describe the
same phenomenon.
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EXHIBIT 4A: STRATEGIC FRAMEWORKS PRESENTED IN MANUAL

The Firm Chapter Frequency The Environment Chapter Frequency

Strengths & 4 Annually Opportunities &Threats 4 Annually
Weaknesses

Cost Structure 5,6,7,8 Continually Five Forces (Porter) 4 Once thor-
oughly

Customers 3 Continually during
market
research

Industry 4 Annually (prior to
program);

Competitors 4 Annually as needed
thereafter

Analyze the Social Enterprise

BUSINESS ASSESSMENT: STRENGTHS AND WEAKNESSES

Strengths are internal conditions-skills, apti
tudes, and aspects-that enable your social enter
prise to effectively deliver products or services
based on your customers' needs. Strengths enable
your social enterprise to distinguish itself from its
competitors as well as block their attempts to imi
tate your products or services. Examples of
strengths include skilled staff, a good reputation,
and ample resources.

Weaknesses are internal conditions that can lead
to poor performance. Examples of weaknesses
are obsolete technology or equipment, poor quali
ty control, and weak managerial skills.

Rationale:
In this section you will analyze the strengths and weaknesses of your social enter
prise as they relate to the ability to carry out enterprise objectives. Understanding
your enterprise is an invaluable exercise that also has strategic implications for how
you will build and operate your business. For example, if you discover that your
product is recognized for its high quality but your operating efficiencies are low, you
might either focus on a strategy for improving your production and delivery methods
to lower your costs or employ a marketing strategy to strengthen your brand and sell
high-quality products at a premium price.

Definition of Strengths and Weaknesses".~/ ~

,',_, ,f':1i. Weakness Can Also Be a Strength
" and Vice Versa

The'TARTiNA piant and administrative offices are located
,in Colline, a rural community on a steep incline about two
"hours from TARTINA's primary market in Port-au-Prince.
'"lHis location is a weakness in terms of the distance
, ~lJ1ployees must travel to distribute or service their prod
; iubtS and the poor roads and communications. On the
~,other hand, Colline is home to the microentrepreneurs
! l,o/ho produce TARTINA products, and the land, plant, and
;.office facilities were provided free by Save the Children's
(implementing partner, ADE. Operating and production
I' costs are also cheaper in Colline than in Port-au-Prince.
[I :r~erefdre, the advantages. of TART~NA's locati~n to some
, ,extent offset the cost and Inconvemence resultIng fromI;popr.lnfr'astructure and the distance from the primary
f."market: .
I',c""', ' ,. , '

!:)/6ifmust weIgh strengths agaInst weaknesses to deter
bhih.e;their relative benefit or detriment.
~~ .~:~:,: ~ "-, .
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GUIDE TO ANALYZING STRENGTHS AND WEAKNESSES

Social enterprise strengths and weaknesses are evaluated according to two differ
ent perspectives: (1) customer perceptions of products/services, brand, and reputa
tion and (2) stakeholders' and management's view of internal operations.

Customer Perceptions

.Product/service features. Do the features of your product or service meet your
c1ients'stated needs? Features are both tangible and intangible attributes of your
product or service that yield a benefit (see chapter 5, Marketing). Theyencom
pass customer tastes, like "creamy" or "crunchy" for peanut butter, and prefer
ences, like "short terms," "easy application procedure," or "small working capital
loans" for financial services.

• Value. Does your product or service provide good value to the client for the price
(meet customers' stated needs)? Be sure to consider value-added aspects of the
product such as proximity, availability, and purchase terms and factor them into
the perceived value of your products.

_Quality. What is the quality of your product or service relative to similar products
or services on the market? Is your product or service perceived as having excep
tional quality, or does it have another advantage, such as a low price, that attracts
customers?

-Reputation/name recognition. What kind of reputation does your product or
service have? How well known is your brand or enterprise? When people hear
the name of your brand (or enterprise), do they recognize it? Do they identify the
name with your product or service?

.Social image. What image does your social enterprise have with customers? Is
your enterprise seen as making a contribution to the community by, for example,
employing local labor, selling products produced by poor microentrepreneurs, or
sourcing raw materials from local producers and suppliers? How is your social
enterprise viewed with regard to its attention to the environment, fair trade, and
just management practices?

Stakeholders' and Management's View of Internal Operations

_Mission statement. Does your social enterprise have a clear mission statement
that articulates its central purpose, spells out its chief objectives and the main
strategy it will pursue, and embodies the spirit and values of the enterprise? Do
all key stakeholders in the enterprise agree with the mission statement?

-Resources. Does your social enterprise have adequate resources to dependably
meet your clients' and customers' needs and expectations? Does your social
enterprise have ample working capital to weather the ebbs and flows of your
business cycle? Is financing sufficient to cover capital investment purchases and
asset maintenance and to pay operating costs and overhead, such as salaries, rent,

A Business Planning Guide for Social Enterprises

Product features - the
characteristics that describe
agood or service.
Marketers use product fea
tures to attract customers.
They must be careful, how
ever, when developing the
marketing campaign to cre
ate afit between the prod
uct's features and the stated
needs of the customer.

Perceived value - the cus
tomers' perception of a
product's or service's worth
to them; it is afunction of
the product'S or service's
benefits to customers.
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Complementary products - prod
ucts that can or must be used togeth
er, such as cameras and film. Neither
product can be substituted for the
other, and the sale of one increases
the sale of the other.

Economies of scale - lowering
costs through the production of high
er volume. Economies of scale occur
by spreading fixed costs-costs that
remain constant despite increases or
decreases in sales-over agreater
number of products. Fixed costs typi
cally include rent, equipment, admin
istration, and salaries. Therefore, if
the rent on your factory is the same
regardless of how much you produce,
by making and selling more you
spread the costs of your rent.
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utilities, and raw material supplies? Are resources available for research and
development, contract expertise, and staff training? If your enterprise does not at
present have adequate resources, can it readily mobilize them?

.Strategic alliances. Does your social enterprise have strong partnerships with the
local implementing NCO, suppliers, buyers, and other producers? Do synergies
exist between partners and your enterprise? Do you have formal partnership
agreements that spell out the terms and expectations of the alliance?

.Infrastructure and capacity. Do your accommodations and infrastructure facili
tate your operations? Is there adequate office space, systems (administrative and
information systems, policies, etc.), and equipment (computer, fax, telephone,
etc.) to support your staff? Do you have the necessary physical space to support
your services, like a conference or training room? If you have a manufacturing
enterprise, what is the capacity of your plant or production facilities? What kind
of equipment and machinery do you have? Are the transportation needs of your
enterprise being met with your existing vehicles?

.Product/service mix. Does your social enterprise carry complementary
products/services in its product line? Is there market overlap between your prod
ucts or services, Le., do your products target the same customer? If customers are
familiar with one of your products or services, will they be inclined to try another
product? Are there synergies within your product line-for example, can you use
the same resources or raw materials in your different products or services?

.Operating efficiencies/economies ofscale. Do production and delivery meth
ods keep costs low and reduce time? What is the ability of your social enterprise
to reduce per-unit costs of its products or services? Are you able to produce your
goods or provide your services in volume? Are your operations running at full
capacity, or could your social enterprise manufacture more products or offer addi
tional services without adding overhead?

:t:Location. Is the location of your social enterprise close or far from your target
market? If your enterprise is far away, are there comparative advantages that offset
the distance, for instance, lower operating costs or proximity to suppliers or
microentrepreneurs? Is physical access between your enterprise and the market
barred at any time during the year because of inclement weather or other prob
lems?

.Client relationships. Do social enterprise management, leadership, and staff
have strong relationships with clients? Do they value client input regarding the
product/service or business process improvements? Do your clients feel that your
social enterprise responds to their business or economic needs?

ttHuman resources. Do you have competent staff and management with the nec
essary skills, background, and experience to efficiently operate and manage your
social enterprise? Are any functional skill areas, for example, financial or produc
tion management, lacking in your enterprise?

.Leadership. Is there full endorsement of the mission and objectives at the levels
of (1) the social enterprise's stakeholders and senior management; (2) staff of the
lead organization; and (3) senior management and the board of the implementing
partner? Do all the key leaders champion the venture and support the accom-

Managing the Double Bottom Line:



plishment of the social enterprise's mission? Or is there dissent or tension among
certain leaders regarding introduction of a business culture or interventions into
development practices? Have leaders have expressed other reasons as to why
they are not wholly on board with the social enterprise? Is there a strong leader
ship capable of leading the enterprise in times of controversy?

.Structure. To what extent does the enterprise run autonomously? How much
crossover exists between the social enterprise and other implementing NCO or
lead organization programs in staff, premises, systems, resources, etc.? Is the social
enterprise structured as a program or a business? Is the income generated by the
enterprise's activities being directly applied to its expenses? Are ownership and
legal issues well defined? Is there a plan for enterprise formalization? Or is there a
clear exit strategy for intervening organizations (PVO, NCO, etc.)?

Analysing the Social Enterprise
... Fill out the Business Assessment Tool found in appendix 4-1 .

... Use the preceding questions as a guide to help you determine whether your
social enterprise is strong or weak in the given areas.

... Feel free to add any categories that pertain to your enterprise, or omit those not
relevant, to portray an accurate profile of the business.

... Indicate strengths under the heading "5" in the second column, and weaknesses
in the third column marked "W".

... Write descriptive comments specific to each category. Detailed observations in
your business analysis will help you develop successful strategies for your social
enterprise.

... Strengths and weaknesses should be evaluated based on stakeholders' and man
agement's perception of the internal operations of the social enterprise as well as
on the perceptions of current and potential customers about your enterprise.
Refer to the TARTINA example (exhibit 4B).

... It is important to recognize that some strengths can also be weaknesses and vice
versa.

I Business Assessment is included in the Business Plan
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EXHIBIT 4B: BUSINESS ASSESSMENT TOOL

i. Customer Perceptions S W Comments

Produc'Vservice features S W S- new products, grapefruit jam stable;
W-peanut butter oil separates

Value S TARTINA is positioned as the economical
choice

Quality W Products are inconsistent; poor quality control

Reputation/ W TARTINA brand largely unknown
name recognition

Social image S Socially conscious, though this is alow
priority among Haitians

II. internal Operations Comments

Mission statement W Difficulty balancing social and commercial objectives

Resources S Grant funding for start-up; operations; free technical
assistance

Infrastructure/capacity S W S- have production center; W- communications
difficult (radios only); production capacity limited by
size of facility

Operating efficiencies/ W Poor distribution system
economies of scale Variable-cost business, so difficult to achieve

economies of scale

Strategic alliances S SC, looking for business linkage opportunities

Location S W S• close to target clients; W- far from target market

Structure S W S• structured as abusiness, not aprogram;
W- ownership unclear; NGO disengagement difficult

Client relationships S Positive impac'Vrelationship with microentrepreneurs

Produc'Vservice mix S Peanut butter and jelly are complementary products

Human resources W W- lack key marketing manager; lack technical
expertise in-house

Leadership S Charismatic leadership

......................................................................................................................................................................................................................................................................
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Analyze the Operating Environment:
Opportunities and Threats

"The reason a lot of people do not rec
ognize opportunity is because it usual
ly goes around wearing overalls look
ing like hard work."

- Thomas Edison

Rationale:
Opportunities and threats are external forces outside the social enterprise and
beyond its control. These factors comprise the operating environment and can
enhance your program by providing new opportunities or threaten its success;
sometimes they do both. Determining potential opportunities helps direct planning
to both prioritize and maximize new opportunities that are compatible with the mis
sion and objectives of your social enterprise and that leverage your strengths and the
strengths of your partners. Identifying potential threats can help you avoid pitfalls,
minimizing the negative impact of external factors. You will use the information
gleaned in the following exercise to formulate your business strategy and operational
plan in the body of your business plan.

Definition of Opportunities and Threats

Opportunities are current or future conditions in an environment that a social
enterprise might be able to turn to its advantage. An example of an opportunity is
an increase in consumer awareness of cause-related businesses that might offer a
marketing opportunity. Or a change in laws that reduced import tariffs from devel
oping countries might be an opportunity for a social enterprise to expand its market
and export its product. The corollary, an increase in import duties, could present an
opportunity for domestic production of similar or substitute products by driving up
prices or fueling preferences for local products.

Threats are current or future conditions that might harm a social enterprise. A
drought or a season of heavy rain could pose a threat to products in an agricultural
subsector. A change in health and safety regulations that required protective pack
aging or seals on food products or pharmaceuticals might threaten production meth
ods, packaging technology, and invariably cost.
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Operating environment 
external forces outside a
business and beyond its
control that constitute the
landscape in which it must
function. Also called the
strategic environment.
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GUIDE TO ANALYZING OPPORTUNITIES AND THREATS

.Legal and regulatory policies. Do government policies in your subsector prohib
it or restrict your operations in any way? Are there existing laws, or new ones on
the horizon, that govern production processes for, or handling or disposing of, cer
tain materials you use in your business; employment taxes; or duties on imports?
Less often in developing countries than in the United States and Europe, there are
health and safety regulations that may require changes to your product or facilities
that are outside your financial reach, such as wheelchair access or hazardous
waste disposal requirements.

• Economic environment. Is inflation a major factor in the economy, and is it pre
dictable or does it fluctuate? During inflationary periods does demand go down
for your product or service? Are economic conditions improving or declining?
What bearing does the economy have on your enterprise? For example, if wages
decrease, will customers buy more or less of your product? Will they decide to
make the product themselves, or even forgo it, instead of purchasing it? Are there
trade barriers or embargoes that hinder or benefit your enterprise?

.Political instability or insecurity. Could the political environment in the country
jeopardize business operations in any way? Does political insecurity affect cus
tomers' spending habits? Does a possibility of violence or theft threaten distribu
tion, sales, or operations or limit raw materials acquisition or other necessary pro
duction inputs?

.Transportation and communications. What are the conditions of the roads and
public transportation? Are there plans to resurface old roads or build new ones or
to open or close a rail line? Are communications reliable and adequate to meet
your business needs? Do you have a variety of communications options-are
new communications technologies, such as cellular phones, available and afford
able?

.Physical climate. What is the topography of the social enterprise's location? Is
access difficult as a result of natural barriers such as rivers and mountains? Are
there certain times of the year when access is restricted because of snow or
floods? Is access to the market a problem during such conditions? If your social
enterprise operates in an agricultural sector or uses agricultural inputs, how does
the weather affect your business?

.Market. Is there demand for your products or services? Are the features of your
products or services shaped by the stated needs of your customers? Are your tar
get customers willing to pay for these products or services? What is the size of
your target market? What is the growth trend in your target market? What is any
growth based on-adding new products or services, differentiating the features, or
marketing, i.e., getting the word out about your products or services to potential
customers?

.Technology. Are there technological innovations that could render your equip
ment or processes obsolete and cause your social enterprise to lose its competi
tive edge? Are technologies available that could help improve the quality of your
product/service or decrease your production costs? Is technology available that
would improve your communications or augment your access to information
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(Internet access, cell phones, e-mail, fax)? Are the technological inputs you
need-knowledge or innovations-available to you?

#Raw materials. Are sufficient raw material supplies available? Can you purchase
raw materials from several suppliers or only a few? Is your source of raw materials
local or international? Do many other producers buy the same raw materials?
Are your suppliers reliable? Are there substitute raw materials for your product?
What factors could change to impact your raw material supply or acquisition?

.Demographics. Is there a high incidence of illiteracy among your staff or the
microentrepreneurs you work with? Does illiteracy impede the ability of your
social enterprise to perform? What about language-does a diversity of languages
in target communities or markets and the resulting need for translation or inter
pretation hamper your business? Are there gender issues that constrain or height
en men's or women's participation in the social enterprise?

'/fr - Analyzing the Operating Environment

... Fill out the Operating Environment Analysis Tool found in appendix 4-2 .

... The list of opportunities and threats is intended only as a guide; add or omit
items as needed for your social enterprise.

... Remember that opportunities can also be threats and visa versa.

... When considering opportunities and threats, it is important to look beyond the
present and ask, "How will this impact the social enterprise in the future?"

... After completing the Operating Environment Analysis synthesize the information
by answering the following questions:

• Which are real opportunities, as opposed to distractions (poor strategic
choices)?

• How can you take advantage of these opportunities? When?

• What measures can you take to mitigate pending threats?

• What are the implications of these threats for the operations of your
enterprise?

... Refer to the TARTINA example in exhibit 4C.

I An analysis of the operating environment is included in the Business Plan.
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EXHIBIT 4C: OPPORTUNITIES (0) AND THREATS

(T) FOR TARTINA ENTERPRISE

T High-quality standardized products demanded: The best way to achieve
a high volume of sales in a cost-effective manner is to serve urban markets,
the closest of which is Port-au-Prince. This places the TARTINA products in
the competitive, formal market with its high standards for product quality
and consistency. The demand for product standardization and quality con
trol cannot be met through a home-based production model.

o Growing demand for processed food products: This is particularly true in
urban areas such as Port-au-Prince, where population and income levels
continue to rise. Also, more women in the professional work force translates
to less time available at home for home-based production of peanut butter
and jam products.

orr Low barriers to entry: It is relatively simple for new companies to start up
their own small-scale food-processing operations. There is a minimal degree
of bureaucratic red tape, little capital investment is required, the recipes are
simple, and labor is available. Consequently, there is lots of competition in
the production of peanut butter and jam.

T Infrastructure and security: Distribution to urban markets from rural areas
remains a constraint given the poor roads and lack of security, especially
after nightfall.

orr Microentrepreneurs' knowledge of food transformation: They do have
some traditional knowledge of peanut butter and jam production, although
this alone is not sufficient to satisfy the high standards of the urban markets.
The traditional home-based production provides a good foundation for
training in standardization of transformed products.

orr Locally available raw materials: This is particularly true for citrus fruit jams
and jellies. Peanut shortages will be a constraint on higher production levels
in the near future.

T Lack ofpublished industry information: What little industry information
exists is either outdated or extremely difficult to access.
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Industry Attractiveness

EXHIBIT 40: FIVE-FoRCES MODEL

Industry - agroup of firms
offering the same products
and services, or ones that
are close substitutes of one
another, and the supply and
distribution systems sup
porting such companies.

Strategic implication 
how certain information
impacts or influences a
strategy or plan to meet
specific goals or objectives.

BUYERS

t Barriers to Entry

Bargaining Power of Buyers

INDUSTRY
RIVALRY

Intensity of
Competition

THREAT OF
NEW

ENTRANTS

SUBSTITUTES

Bargaining
Power of Suppliers

Threat of Substitutes

SUPPLIES

Rationale:
Attractiveness of an industry is a critical piece of the market research puzzle when
planning your social enterprise intervention. An industry is attractive if it offers
above-average potential for healthy long-term profitability and sustainable compara
tive advantage. Determining industry attractiveness requires analyzing trends in the
business environment and the likely behavior of competitors.

Structural characteristics of the industry define the business environment in
which social enterprises and companies compete and to which each competitor
must adapt. The most influential and widely used structural analysis method is
Michael Porter's "five forces" modeL' According to Porter, a Harvard Business
School professor, five forces shape industry structure: barriers to entry, buyer power,
supplier power, the threat of substitutes, and industry rivalry. These forces set limits
on prices, costs, and investment requirements-the basic factors determining the
profitability and hence the viability of your social enterprise. Thus, if you understand
the forces that constrain these basic factors, you can determine whether the business
environment will be hospitable or hostile to your social enterprise. Also important is
to understand the strategic implications of these forces for the design of your inter
vention.

'For more information refer to Porter, Michael E. 1980. Competitive Strategy: Techniques for
Analyzing Industries and Competitors. New York: Free Press.
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'The examples from the retaso industry were prepared retrospectively, and to accommodate the
exercises in this manual, so some inaccuracies may exist. The intention is to illustrate the five
forces model and to assist practitioners with its application, not to provide a case study of SC's pro
gram in the Philippines.
'Business Development Services for SMEs: Preliminary Guidelines for Donor Funded Interventions,
October 1997.
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:,;:I7#:;;emand Is Not the Only Measure ot Viability:
: Y Aft, Example From Haiti

A study of potential subsectors in Haiti established that a strong demand
for peanut butter existed and that a large concentration of women microen
trepreneurs was engaged in making peanut butter for local sale. This

i demand analysis also indicated interest by several larger retailers and
~ wholesalers in the capital city of Port-au-Prince in carrying locally madeipeanut butter, thus potentially prOViding poor women entrepreneurs with
t new economic opportunities. Sounds like a great subsector, right?

I' -Wrong. The information not established in the demand stUdy was mar-
t 'ket oonditions for peanut butter. First, natural peanut butter separates (oil
i from' giound nut paste) after a period of time. This was not a problem for
! local, consumers, who bought the fresh peanut butter and consumed it
i rightaway. There was a longer lag ,time, however, from production to con
;sumerwhen selling through commercial distribution channels. Consumer
! preference in Haiti is for peanut butter that does not separate. The result
rwas that commerCially distributed products were returned, or left unsold,
!. causing revenues to decline. In addition, consumers thought that the
! microentrepreneurs were adding oil to the peanut butter, and the microen
, trepreneurs thereby earned a reputation for cheating their customers.

!Second, raw materials for peanut butter are seasonal. The successful
; firms competing in this subsector purchased grain silos to store peanuts so
, they could produce year-round. Silos or advanced technology to emulsify
; and'store'peanut butter was too costly for microentrepreneurs. And with
\' outyear-r6und production and storage capabilities, microentrepreneurs
! could not secure contracts with commercial retail and wholesale outlets,
: .whibhrelY on product availability to attract and retain custom'ers.

I, . An assessment of the market conditions-I.e., the strategic environ-
, ment~would have made apparent the major constraints on the viability of
this subsector. Had they made such an assessment, program designers
would probably have selected a different subsector to concentrate on in

I Haiti, or designed their intervention to circumvent or mitigate these con-

'I straints.

The lesson learned: Do not use demand as the sole indicator of sector viability.
L; ,

Subsector - Asubsector is delineated
by aparticular final product and
includes all firms engaged in raw
material supply, production, and distri
bution of that product. In some
cases, however, the defining charac
teristic is a key raw material, with the
subsector describing the alternative
transformations and distribution sys
tems emanating from it. (Haggblade,
Gamser, 1991)
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CASE STUDY FOR PORTER'S

FIVE-FORCES MODEe

In 1993, Save the Children
began a 80S program in the
Philippines in the remnant sub
sector of the garment industry. In
this subsector, poor women use
fabric scrap ("retaso") from gar
ment factories as the raw materi
al for weaving or sewing floor
mats, children's clothes, cleaning
rags, hair ribbons, and other
products. The primary objectives
of SC's initiative were to reach
large numbers of poor women
and increase their incomes,
build coalitions (linkages with
the government, the private sec
tor, and other NGOs), exert
influence on the policy environ
ment, and create a self-sustain
ing enterprise. Subsector analy
sis was the central feature of the
pursuit of these objectives.3

Therefore, Save the Children
used subsector analysis to exam
ine 14 different subsectors in
which poor Filipino women
work, then chose the fabric rem
nant subsector in part because it
employs approximately 50,000
women in metropolitan Manila
with annual earnings below the
poverty line. SC also noted that
this subsector was growing;
demand for retaso products had
been increasing by approximate-

ly 7 percent per year. Additionally, opportunities existed to secure contracts for
retaso products with large corporations in the Philippines' fastest-growing industries.
Finally, SC believed it could mitigate unfavorable government policies toward the
retaso workers by integrating an advocacy component into the program.

Subsector analysis has largely served well to identify characteristics compatible
with SC program objectives. The method falls short, however, in distinguishing favor
able industry factors for long-term viability. Thus, although subsector analysis is an
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I Barriers to Entry as a Force in
~'SoCial,Ent~rpriseDesign
1 ' , :' " '"

t: M'iddentrepreneurs are typically engaged in activities in
; i'ndustries where barriers to entry are low. Lack of capital
f&:start~up co~ts, low technology, and lack of expertise
are the,predominant reasons they enter industries where
the barriers are low.: As a result, markets in which
micro,~ntreprenE;ursoperate'tend to be saturated and

'highly competitive'-In crafting your social enterprise in
such a business environment, consider value-added inter
ventiQns that wili enhance products and marketing tech-

:riiClues tfu:lt'will help microentrepreneurs access new mar
:. kets where purchasing power is higher and competition is
:16wer. '

Market conditions - factors in the
marketplace-taste and preferences,
income, prices of related or similar
goods, number of buyers, scarcity of
similar items in demand, and future
expectations of market price-that
cause consumers to re-evaluate the
amount they are willing to pay for a
product.

Barrier to entry - any fac
tor, tangible or intangible,
that prevents or deters a
social enterprise from enter
ing a market or industry.

important tool for 8DS programs, it is not a sufficient determinant of viability inde
pendent of a larger market study. For example, SC designers of programs in both
Haiti and the Philippines used subsector demand as one of the chief indicators of
viability in isolation from the larger market context, including market conditions and
other industry forces (see example on the previous page for Haiti). To date, the 8DS
program in the Philippines has been unable to generate enough income to cover
operations. One reason is that certain forces in the retaso industry constitute a hos
tile environment for a social enterprise. The five-forces model to determine industry
attractiveness, i.e., the potential for social enterprise viability, should have been
completed in addition to a subsector analysis.

In this section we use Save the Children's 8DS program in the Philippines to
illustrate Porter's model as an analytic framework for social enterprise programming.
The Haiti example in the box below underscores the importance of augmenting sub
sector analysis with additional methods of environment analysis for social enterprise
ventures.

THREAT OF NEW ENTRANTS: "BARRIERS TO ENTRY"

Rationale:
The threat of new entrants in the market depends largely on what barriers to entry
exist in the industry. Conducting an analysis of these barriers is one criterion that can
help you determine the potential attractiveness of the industry. Discovering whether
these obstacles are insurmountable
or navigable will assist your deci
sion on whether to enter the indus
try.

Additionally, recognizing which
barriers may hinder you from
entering the market will help you
later in defining the marketing,
product/service development, and
operational strategies of your social
enterprise. Understanding market
barriers also gives you important
information in planning your budg
et and managing your cash flow,
indicating, for example, whether
additional cash reserves are need
ed to fund high start-up costs or long lag times are anticipated before you will reaize
revenue from your business.

Market Barriers Might Include ...

-High investment costs for start-up. It is often prohibitive for small players who
lack adequate cash for investment to enter the market.

.The time to establish your enterprise. The ability to defer returns on invest
ments if set-up time is long requires substantial financial resources.

• Substantial expertise required. It can be difficult to enter a given market if one
does not have the specific product or process expertise that is required.
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"Lack of suppliers or distributors. A deficit in one or both of these areas hinders
the ability to operate a business competitively.

"Market saturation. The existence of many competitors reduces the ability of new
businesses to penetrate the market.

"Changing technology. The introduction of new technology can render equip
ment obsolete and prevent an enterprise from competing effectively or entering a
new market.

.Restrictive regulations. Tough laws or regulations can have cost implications or
bureaucratic ones, for example, if government permits required to operate the
business are difficult to obtain.

"Lack of high-quality personnel. The inability to recruit and retain high-quality
staff can be a deterrent to entering an industry.

"Customer resistance. Customers who have long-standing relationships with an
existing company or strong brand loyalty can be difficult to win over by a new
market entrant.
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"Existing patents and trademarks. These are not usually a constraint in develop
ing countries, but an industry that is patent or trademark driven restricts new busi
nesses from entering.

Determining Barriers to Entry

.. Analyze the barriers to entry in the industry in which your social enterprise oper
ates or in industries you are exploring for a new intervention.

.. Fill out the Barriers to Entry Tool, including the attractiveness-rating columns, in
appendix 4-4. An example for retaso is in exhibit 4E.

.. Determine how this information translates into "overall attractiveness" for the
industry. You may use a rating system or weighted averages to quantify your
results. (Instructions for calculating weighted averages are given in appendix 4-3.)

.. Note the strategic implications of barriers to entry for your social enterprise.
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EXHIBIT 4E: EXAMPLE OF BARRIERS TO ENTRY FOR RETASO INDUSTRY

Measure of Highly Unattractive Neutral Attractive
Barriers to Entry Unattractive

High investment costs Low •
The time to establish Medium •
your enterprise

Substantial expertise Low •
required

Lack of suppliers or High •
distributors

Market saturation High •
Changing technology Low •
Restrictive regulations High •
Lack of high-quality Low •
personnel

Customer resistance Low •
Existing patents and None •
trademarks

Attractiveness rating •

Strategic implications: Despite other factors contributing to attractiveness, the lack of suppliers
and restrictive government policies present potentially formidable barriers to entry for a formal
ized social enterprise in this industry where the market is highly saturated by informal players. To
ease supply and legal constraints, the social enterprise intervention could include an advocacy
component to encourage Filipino lawmakers to lift restrictions and tax disincentives on garment
industry disposal of fabric remnants. In this situation, the enterprise should not try to compete
head-on with informal players but, rather, bypass them by targeting a different market (if one
exists).

BUYER POWER

Rationale:
If buyers have considerable power over the selling price of the products or services
your social enterprise offers, this can seriously restrict profitability, thus reducing
overall industry attractiveness. If you choose to enter an industry in which buyer
power exists, you must be conscious of your cost structure-what is the lowest price
you can charge for your product or service and still earn a profit?-and consider
strategies you can employ to reduce the effects of buyer power on the viability of
your social enterprise.

Buyer Power Is Usually High When •••

tE:There are few customers. For example, the industry may rely mainly on govern
ment contracts or sell to only one or two large customers.

_Buyers are well informed about competitors' products or services and these
are readily available. This is typical in industries where there are many produc
ers and little product differentiation to bind customers.

A Business Planning Guide for Social Enterprises

Buyer power - the ability
of customers to pressure a
firm to reduce its prices for
products or services.
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Backward integration - a strategy in
which a company takes over control
of the supply of its raw materials or
parts, or the suppliers themselves.
See also vertical integration.

-The costs of switching from one product to another are low. Consumers of
TARTINA peanut butter, for example, need only select another brand on the
supermarket shelf.

_Firms in the industry can pursue a strategy of backward integration and
manufacture the product or offer the service themselves.

Implications, of Buyer Power for Social
I',E.nt~rp~lse Design:

t,~n Example From Retaso

tlnthe case "of the retaso industry, middlemen represented
lanomlnous buyer power force against microentrepre-
,neurs. Although private companies purchased retaso
p,roducts, the womenmicroentrepreneurs who made them
where unable to access this market because they lacked

Lcontacts and marketing sawy and could not meet the
f' '
I" qu~ntlty ,oemands or the preferred terms of companies
! ,(which otten bought on credit). Therefore, the primary
f~marketfQr retaso microentrepreneurs was middlemen,
r,who bought their products at lo~ prices and then sold
i th~rn to companies 'at a substantial markup. If women
I:.r~fused to'yield to the extortionist practices of middlemen,
~~tn.ey ended Lip being cut off from the market and replaced
!,wittJanother retaso producer who accepted the middle-
r,me~'sprices. '

t:' " :'Oesigners of the BOS program in the Philippines
!:,sought to override middlemen's buyer power through an
;' intervention that targeted women retaso producers and
; prOvided them with services to increase their competitive
; ability. The enterprise (at that time called an association)
, organ'ized:hundreds 'of microentrepreneurs, enabling them
to meet the quantity requirements of private companies.
Enterprise management staff handled marketing efforts to
s\?cure corporate cbntracts and offered credit sales to

narge customers.
L', " ,

• The seller competes on a cost basis. A busi

ness that establishes itself as a low-price com
petitor is prone to consumer pressure to remain
"low cost at all costs." Therefore, if a new com
petitor enters the market using a low-price mar
ket penetration strategy, the low-price seller
must lower its prices to maintain its position.

.The seller is not profitable. An unprofitable
business is vulnerable to reactive strategies like
"any sale is better than no sale at all" to
diminish losses and is thus highly susceptible
to buyer price pressure.

Strategic Options for Operating in a Buyer
Power Industry

Bundling, or grouping several products together, is
one mechanism for reducing buyer power. For
example, an enterprise selling spare auto parts
might include a service or installment agreement in
the sale of the parts. Or an enterprise might team
up with another company to offer product group
ings rather than develop an additional competence
itself. Bundling makes it difficult for a customer to
determine the cost of each component in the
package when comparing prices across companies.
Bundling has a psychological advantage, too: Even
when customers pay more, they have the sense
that they are getting more for their money.

Differentiation is another strategy. Social enterprises can reduce buyer power by
................................................................... strongly differentiating their products from the competition's, by adding unique

Market penetration - using market- product benefits that respond to customers' wants and needs. Augmenting customer
ing t~ctics, such as lower prices or service is an important means of differentiating products and services. Examples of

~b~~a~~~~~~'cioo~~te~~i~e~ustomers custo~~r service include providing favorable financi~g terms, servi:ing pro?ucts,
Market penetration is astrate-:~ and giVing refunds on returns (see chapter 5, Marketing, for more information).
gy companies may use to ~

enter a market in which they. ~;, Determining Buyer Power
do not yet have a presence; It
can be an important element in build- ... Follow the same directions as for barriers to entry. Fill out the Buyer Power Tool
ing brand awareness an.d loyalty. A in appendix 4-4. An example for retaso is in exhibit 4F. You can use a rating sys-
penetrated market consists of cus- tem or weighted averages to quantify your results for "industry attractiveness"
tomers who have already purchased a .
prodUCt. Knowing the penetrated (see appendiX 4-3).
market allows marketing managers to ... Note the strategic implications of buyer power for your social enterprise.
gauge their position against
competitors.
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Value chain - a network of
facilities that procure raw
materials, transform them
into intermediate products
and then finished goods, and
transport them through the
distribution system. It spans
procurement, manufacturing,
and distribution. A supply
chain is sometimes referred
to as asupply chain.

*Number of Customers - Be
careful not to confuse "number
of customers" with "demand."
There may be high demand for a
product or service yet few cus
tomers to whom you would be
selling. This might be the case ~
if you were selling intermediary ~
products or wholesaling. ~

'"~

Supplier power· the ability
of asupplier to control or
influence buyers.

Forward integration - a
strategy of downstream
expansion into new areas of a
company's value chain,
such as distribution, whole
saling, retailing, etc. See also
vertical integration.

Measures of Highly Unattractive Neutral Attractive
Buyer Power Unattractive

Number of customers* Some •
Availablity of competitors' Many •
like product.services
Switching costs Low •
Threat of backward Low •
integration

Possibilities to Medium •
differentiate

Price competitor Many •
Attractiveness rating •

Rationale:
Supplier power is the flip side of buyer power. Powerful suppliers in an industry can
substantially reduce the profitability of an enterprise by raising prices or restricting
the quantity of their goods. For many social enterprises constraints on raw material
supply have been a recurring theme, largely because of powerful suppliers who
dominate the market. Social enterprises are susceptible to supplier control because
they often produce in low volume and lack formal market connections.

EXHIBIT 4F: EXAMPLE OF BUYER POWER IN RETASO INDUSTRY Differentiation - an emphasis a
company puts on the specific
benefits of its products or servic
es, thus creating value for the
customer and setting the compa
ny apart from competitors. A
company might emphasize serv
ice, innovation, donation of a
percentage of the sale price to a
social cause, etc. as part of a
differentiation strategy.

SUPPLIER POWER

Strategic implications: Emphasizing marketing strategy is important to succeed in an industry
with relatively high buyer power. The social enterprise can focus on securing commercial con
tracts directly from large companies in growth industries, thus circumventing powerful middle
men. This is a more cost-effective approach than selling to individuals, who exercise more buyer
power than companies. The enterprise can also leverage its social position to market its products,
differentiating them as "socially responsible" or "community development oriented." Large com
panies have relatively low sensitivity to marginal price differences between retaso and substitute
products. Additionally, they may consider buying from a social enterprise as a means to improve
their image or strengthen their relations within a community.

Supplier Power Exists When ...

.The industry is controlled by a small number of companies. By the economic
theory of supply and demand, buyers have few options and little leverage to pur
chase from other suppliers.

• Suppliers are able to pursue a strategy of forward integration. If a supplier
can easily develop capacity to manufacture a product or offer a service, this sub
stantially increases its power.

-A supplier does not face a threat of substitute products. Until substitutes
exist, the purchaser is bound to use the particular raw material or product.

.Suppliers' products are differentiated or carry high switching costs. It may
be difficult to find substitutes or other suppliers for specialized products. And
buying new processing technology or equipment to incorporate a different suppli
er's product may not be an option because of high switching costs.
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EXHIBIT 4G: EXAMPLE OF SUPPLIER POWER IN RETASO INDUSTRY

_The purchasing industry is not an important customer to the supplier. If the
supplier does not recognize the purchaser as a valued customer, the customer is
unlikely to be treated favorably.

Strategic implications: A social enterprise intervention could serve to augment customer value
by consolidating purchasing for individual retaso customers. The enterprise would buy retaso in
bulk quantity, thereby considerably increasing customer value to retaso suppliers. Moreover, the
enterprise would constitute a united voice for retaso producers, raising their bargaining power
with suppliers, Additional market research could be conducted on substitutes for retaso such as
bulk used clothing imported from abroad. An effort to legalize raw materials sales through advo
cacy is another way to decrease supplier power.

•

•

Attractive

SUBSTITUTES

Rationale:
Substitutes take the place or function of another product or service, such as mar
garine for butter or a bus for a taxi. In industries where the threat of substitutes is
high, sustained profitability is often difficult to achieve. Availability of substitutes
increases customer buying power and gives them more purchasing options. As
well, companies producing substitute products and services heighten the competi
tive environment in which an enterprise operates. Some products are more vul
nerable to the threat of substitutes than others, such as poorly differentiated prod
ucts or those in market segments where extreme price sensitivity exists (this is usu
ally the case when selling to poor people). For example, in Haiti, if the price of
peanut butter increases, people may use jam or butter as a substitute. Scanning an
industry for availability of substitutes is another component of assessing industry
attractiveness for your proposed intervention.

Measures of Highly Unattractive Neutral
Supplier Power Unattractive

Number of suppliers Few •
Availablity of substitutes Low •
SWitching costs NA
Threat of forward Low
integration
Differentiated products Low

Customer value Low •
Attractiveness rating •

Determining Supplier Power

A Follow the same directions as for buyer power. Fill out the Supplier Power Tool
in appendix 4-4. An example for retaso is in exhibit 4G.

A You can use a rating system or weighted averages to quantify your results for
"industry attractiveness" (appendix 4-3).

A Note the strategic implications of supplier power for your social enterprise.

r~upi:Jli;'r Power:
(:,An Example for
t,Retaso

Raw materials in the reta
,'so Industry-fabric rem

nants-are byproducts of
the garment industry. In

: metropolitan Manila
;,:approximately 700 gar-
~: JTlent makers import tex
, tiles a'nd manufacture
"clothing for export. By
Filipino law, fabric rem

I,nants are considered
~' waste and must be, '

Lburned. If remnants are
i'sold;companies are sub
iJ~ct' to 'taxation.
I Ne'.(eriheless, a retaso
: 'industry thrives informally
f iii the'sector. Raw mate
l rials for the retaso indus
r, tty araacquired by a few
i' traders who have con-
~, naotions in garment fac
~,tories, The extralegalrhatura of the retaso
r Industry represents an

extreme Gase of supplier
,p~wer. ,
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Substitutes Pose a Threat to Industry Attractiveness When ...

• Many similar or substitute products or services exist. Businesses with poorly
differentiated products and services are at greater risk to lose customers if lower
cost substitutes exist. In the retaso cleaning rag business, substitutes can be pur
chased in many stores. Additionally, potential customers may use old clothes or
linens as cleaning rags, for which they pay nothing.

• User switching costs are low. Switching costs are low if buying a substitute
product, rather than the actual product, bears no price or other burden.

• The perceived value of the product does not justify its price when a lower
priced substitute exists. Customer purchasing decisions constantly weigh value
against price. This is especially true in price-sensitive markets, where customers
will readily buy a low-cost substitute if they perceive it as a good value that satis
fies their needs.

/oj; .. Determining Availability of Substitutes

.... Follow the same directions as for supplier power. Fill out the Substitutes Tool in
appendiX 4-4. An example for retaso is in exhibit 4H.

.... You can use a rating system or weighted averages to quantify your results for
"industry attractiveness" (appendix 4-3) .

.... Note the strategic implications of substitutes for your social enterprise.

EXHIBIT 4H: EXAMPLE OF THREAT OF SUBSTITUTES IN RETASO INDUSTRY

Measures of Highly Unattractive Neutral Attractive
Substitutes Unattractive

Availability of close Many •
substitutions
Availablity of substitutes Low •
User's switching costs Low •
Attractiveness rating •

Strategic implications: The marketing campaign to diminish "buyer power" through differentia
tion can also serve to increase product value and subsequently reduce the threat of substitutes.
In the long term the retaso social enterprise could pursue a strategy of diversifying with new
products, since there are many substitutes for cleaning rags and door mats.

INDUSTRY RIVALRY
Appraising the intensity of competition helps social enterprise designers or managers
determine the potential attractiveness of the chosen industry. Unless you have sub
stantial financial resources, it is usually very difficult to launch a successful social
enterprise in industries where competition is already intense. Running head-to-head
with competition is not a recommended strategy. Your enterprise will have a greater
chance of survival in a competitive situation if you identify an underserved niche
market to begin in and then grow beyond that. On the other hand, establishing
your enterprise in an industry with few competitors gives you time to position it and
develop comparative advantages before new players enter the market. Developing
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Niche Market - a small
segment of the market.
Marketing strategies may
specialize in serving a niche
market that is of little inter
est to competitors.
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technical competence, differentiated products and services, and customer loyalty by
selling to a well-defined target market are some of the strategies you can use to
position your enterprise against new competitors.

In the following exercise you will assess "attractiveness" by conducting a brief
examination of competitive intensity in the industries you are either currently work
ing in or exploring for your social enterprise. While doing so, bear in mind that
additional factors of low barriers to entry, the threat of forward integration by suppli
ers or backward integration by buyers, and readily available substitutes may further
aggravate competition in the near term.

Rivalry Is Intense When ...

• There are many competitors.

-Industry growth is slow. In industries where growth is sluggish, companies are
fighting for the same pool of customers.

• Product features are poorly differentiated. Companies that sell commodities,
such as coffee or sugar, often suffer from intense competition because the prod
ucts' features do not lend themselves to being distinguished from one another.

-Excess capacity exists. This occurs when companies have a surplus of resources
(human resources, plant facilities, physical space, equipment, etc.) that enables
them to offer more services or manufacture more products at little or no addition
al cost.

.The diversity of competitors is high. If different types companies are selling the
same goods and services.

Determining Industry Rivalry

... Follow the same directions as for substitutes. Fill out the Industry Rivalry Tool in
appendix 4-4. An example for retaso is in exhibit 41.

... You can use a rating system or weighted averages to quantify your results for
"industry attractiveness" (appendix 4-3).

... Note the strategic implications of industry rivalry for your social enterprise.
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EXHIBIT 41: EXAMPLE OF INDUSTRY RIVALRY IN RETASO INDUSTRY

Measures of Highly Unattractive Neutral Attractive
Rivalry Unattractive

Number of competitors Many •
Industry growth High •
Product features Low •
Excess capacity High •
Diversity among Low •
Customer value Low •
competitors

Attractiveness rating •

Strategic implications: Intense competition in the retaso industry by well-entrenched small
and medium enterprises and informal sector players (traders) means that the enterprise will have
to either find ways to cooperate or collaborate with competitors or fill a vacant niche. Because
retaso traders are extremely well established and connected, a strategy of head-on competition
by a new entrant, the social enterprise, is probably not wise. Providing linkages between traders
and microentrepreneurs, buying supplies from traders, and farming out distribution or another
function are possible strategies. Another option is to fill an untapped niche through a product
diversification strategy targeting new or underserved markets.

SYNTHESIS OF INDUSTRY ATTRACTIVENESS

Rationale:
To ascertain if an industry is attractive-whether it offers above-average potential for
healthy long-term profitability and sustainable comparative advantage-you will syn
thesize the results of your analysis of each of the five forces to form your conclu
sions. In addition to the attractiveness ratings, you must consider the feasibility of
possible strategies you detailed to reduce or undermine the constraints of these
forces. In almost every industry one or more of the forces will impose constraints on
the viability of an enterprise so the task at hand is to weigh attractiveness (or unat
tractiveness) against potential strategic options that will enable you to create a solid,
viable social enterprise in the industry.

Unfortunately, there is no neat, easy formula for doing this. Your conclusions will
rest on your ability to think strategically and realistically about how you will position
and maneuver your enterprise among the five forces. As a measure of the "feasibili
ty" of your strategies, reflect on potential financial and human resource needs and
the time needed to establish an enterprise in the industry. If you determine that the

. industry is too "unattractive" or risky, move on.
:f'.
I, '. Determining Overall Attrractiveness of Your Industry

.... Place the "attractiveness ratings" for each of the forces in the Five-Forces Model
in appendiX 4-4. An example for retaso is provided in exhibit 4J.

.... Synthesize the conclusions; this may give you enough information to decide
whether this is the right industry for your social enterprise.

.... If your enterprise is currently operating in this industry, do the strategies you
articulated for each component in the Porter model fit logically together, or will
you need to develop new strategies to operate successfully in this industry?

I An overview of industry attractiveness is included in the Business Plan.
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EXHIBIT 4j: EXAMPLE OF FIVE FORCES FOR THE RETASO INDUSTRY

BARRIERS TO

ENTRY

UNATTRACTIVE

SUPPLIER

POWER

UNATTRACTIVE

INSTENSITY OF

COMPETITION

UNATTRACTIVE

THREAT OF

SUBSTITUTES

UNATTRACTIVE

BUYER

POWER

UNATTRACTIVE

EXHIBIT 4K: SYNTHESIS TOOL: EXAMPLE FROM RETASO

Measures of Highly Unattractive Neutral
the Five Forces Unattractive

Barriers to entry Many •
Supplier power High •
Buyer power High •
Threat of substitutions High •
Industry rivalry High •
Attractiveness rating •

Attractive
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Strategic implications: High barriers to entry and extreme buyer and supplier power, particular
ly concerning the extralegal nature of selling fabric remnants, make the initial enterprise design of
the retaso program untenable. Suggested adjustments include changing from a centralized asso
ciation to a decentralized structure linking home-based traders to established retaso workers.
This would mitigate the need to compete with the current power structure. Additionally, the pro
gram could cease to aspire to be a viable enterprise and concentrate on macro-level BDS inter
vention focused on creating a more enabling legal environment for poor women microentrepre
neurs who work in the retaso industry.
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INDUSTRY ANALYSIS
In addition to the five-forces model, there are a few other aspects of an industry that
merit attention. Understanding a social enterprise's vulnerabilities to industry factors
will help you anticipate and plan for difficult times and prosperous times.

Seasonal Factors
Many industries have seasonal highs and lows that affect revenue inflows or outlays
of cash. Agricultural businesses are required to finance operations for several
months before realizing any income from sales. Seasonal businesses are associated
with holidays, weather changes, harvest times, etc. Business for sweater producers
most likely slows in summer and increases in winter, whereas for ice-cream sales the
reverse is true. Seasons often dictate customers' spending habits and preferences,
even when they have plenty of money. Weddings and holidays come during certain
times of the year and with them requisite purchases related to the occasion.

When preparing your financial statements, particularly cash-flow projections, it is
imperative that you understand and account for seasonal factors that impact enter
prise income and expenses. You might be selling your products in December but
have to buy raw materials for production in May.

?If· Use the following questions as a guide to determine the impact of seasonality
on your enterprise.

.... How do changing seasons impact the economic health of your enterprise?

Holidays:

• Which ones?

• Time of year?

• In what way?

Seasons (winter, summer, rainy, dry, etc.):

• Which ones?

• In what way?

I Seasonal factors are included in the Business Plan

Sensitivity to Economic Cycles
Economic upswings and downturns impact industries differently. Some industries are
dependent on a strong economy, such as tourism, restaurants, those selling luxury
products, and construction. Others thrive in times of recession, like discount stores,
low-cost substitutes, and businesses that promote cost-saving products. Finally, oth
ers are relatively immune to economic cycles-for instance, personal care products,
basic health inputs, staple foods, and public transportation continue to be purchased
despite economic hardship. It is important to understand how vulnerable your
social enterprise may be to changes in the economy. For example, if your social
enterprise provides training services to microentrepreneurs and SMEs, a large part of
your market depends on your customers' ability to expand, and an economic down
turn could slow growth and erode your revenues.
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Seasonality - changes in
business, employment, or
buying patterns that occur
predictably at given times of
the year.
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rT.e~h;:':;1~9YI" ~o Do or Not to Do?

!"Tech'noldgical"indlJstries,can offer excellent opportunities to social
r"enterprise programs, but beware that they tend to "boom" or "bust."
r Management must be qUick to respond to changes to capitalize on
f opportunities they present. Equipment is often expensive; cash
['must be on hand, or financing readily available, to purchase start-
!' up> andrepJacement technolo'gy. Research and development costs
t, in technology businesses can also be substantial.

!::'I:or excimple,if your social enterprise is a telephone and fax
l'bureau targeting ;SMEs, changes in the telecommunications indus
hry:"slJ,oh a~ the" introduction of e~mail and Internet access offer new
:':.ousinE,?ss possibilities. The social enterprise management, however,
I" must be forward thinking enough to exploit the opportunity, as well

as'liav,e:ttu3,resources available to do so.

How do these economic variables influence your industry?

... Low business expansion?

... Crowing unemployment?

... High interest rates?

... High inflation?

... Weak local currency?

I Economic variables are included in the Business Plan.

Sensitivity to Government Regulation
The regulatory and policy environment can affect your social enterprise's ability to
conduct business profitably. Some of the effects of the regulatory environment on
your enterprise may have come out during the Porter or "threats" section of the
SWOT analysis. At this juncture, it warrants a second look for your selected industry,
particularly if you are considering launching your social enterprise in the "gray"
areas of government regulation.

Many macro-level BDS advocacy interventions focus on changing the policy
environment to "level the playing field" for SMEs. Running a business whose suc
cess is dependent on policy reform is a dangerous proposition. Based on SC's les
sons from the retaso industry, undertaking advocacy and business interventions

~ simultaneously is a tall order.

/f,·" , How does government regulation affect your industry?

... Environmental policy? Performance standards?

... Taxation? Registration?

... Health and safety standards? Licensing/certification?

... Regulation/deregulation? International trade?

I Government regulations are included in the Business Plan.

Technological Change
Technology-driven enterprises-those that depend heavily on technology in their
processes or that sell technology products-tend to be highly vulnerable to change.

Sales can fall off dramatically if competi
tors introduce technology innovations
that result in a better product, faster pro
duction time, or lower costs. If technol
ogy changes rapidly in your industry,
then you will need to be prepared to
respond, in terms of both R&D and
investment in new or replacement
equipment. Also consider how techno
logical innovations might provide new
business opportunities for your social
enterprise. Assessing technology changes
in your industry over the past five years
is a good indication of future trends.
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.. Indicate the degree of technological change that has occurred in your industry
over the past five years in the business areas listed in exhibit 4L, Sensitivity to
Technological Change.

.. State to what degree does your industry relies on technology.

ill Notations on technological change are included in the Business Plan.

EXHIBIT 4L: SENSITIVITY TO TECHNOLOGICAL CHANGE

Business Areas

ProducVservice features

Manufacturing/production

Administration

Marketing/communications

Information retrieval

Dependence on Technology
(High, Moderate, Low, None)

Changes in Past Five Years
(High, Moderate, Low, None)

Delivery time/method

other

Financial Characteristics
Understanding the financial characteristics of your industry helps shape pricing deci
sions and cash-flow projections.

What are the Financial Characteristics of Your Industry?

.. Do customers typically buy products or services in this industry on credit? If so,
what are standard credit terms: more than 30 days, less than 30 days, or what?

.. Average percentage of returned sales?

.. Do buyers pay in advance? This is standard for conference registration and train-
ing.

.. What is the usual retail markup on products?

.. Distribution markup?

.. What is the general price breakdown of the product or service (mostly cost of
labor, materials, technical expertise, distribution/delivery, advertising, etc.) .

.. Are there other distinct financial patterns in this industry that may influence the
pricing of your product or service or how you will manage your cash flow?

ill Description of financial characteristics is included in the Business Plan.
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1/()oml;Jetition: ' Threat or Opportunity?

r'Gompetitors can either pose a threat or invite opportunity.
:~M,ilistitution orprivate company that offers similar prodruOts' or ,services, ill your area can either "steal" your cus
nomersor bar you from entering the market, therefore
!'jeppardizing ;your social enterprise's financial viability.
,Thisis particularly true if the competitor offers products or
~ ~services at lower prices or is better equipped to meet the
: stated needs Qf the customer. As well, a competitor can
:'cjffer an opportunity for collaboration, especially if its prod
: 'uct/service or market segments are slightly different from
;:yc;>ur own. In the case of TARTINA, a competitor produc-
: iing similar processed foods, such as compote, might pro
~:vide,ari opportunity to jointly purchase common materials
!, 'u'sed in manufacturing in bulk, such as jars or sugar, thus
i 'lowering per~unit costs. When analyzing your competitors
:' <it i~ important to identify potential synergies that exist
'between your enterprise and competitors as well as any
potential for head-on conflict.

Competitive Analysis

"In business, the competition will bite
you if you keep running; if you stand

still they will swallow you."

- William Knudsen

Rationale:
Competition is an integral element of your operating environment, so it deserves
special attention. Our experience has shown that practitioners often do not conduct
a thorough competitive analysis before embarking on a social enterprise program.
Underestimating the magnitude of your competition or failing to properly assess its
impact on your social enterprise can be its undoing. Although your social enterprise
may have superior products or services compared with those of your competition,
this element alone is not sufficient to ensure its success. Other market factors, such

as the competition's reputation or the extent of its
market penetration, are also important to consider.
A thorough understanding of competitors' opera
tions, products and services, and market segment
is an essential aspect of your market study.

The competitive analysis framework has sever
al components: (1) evaluating your competitors'
strengths and weaknesses; (2) estimating approxi
mately how much of the market your competitors
control; and (3) identifying any new competitors
that might enter the market.

EVALUATING COMPETITORS' STRENGTHS AND

WEAKNESSES

Competitors' strengths are comparative advantages
that your social enterprise, too, could potentially
provide. The combination of the completed com
petitive analysis and business assessment will
enable you to develop a strategy that maximizes
the strengths of your social enterprise and positions
it effectively against competitors.

If you identify weaknesses in your competition,
try to find out why it is having problems so you

can avoid the same mistakes it has made. If your target market is not important to
your competition and your idea is a good one, then you will most likely have an
open field to run in- at least for a while. If the competition is keen for your target
market, however, be prepared to overcome some hurdles.
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Analyzing Competitors

.... Fill out the Business Assessment Tool (found in appendix 4-1) you completed
in the beginning of this chapter for each major competitor.

.... Begin by identifying your competition by product line or service as well as by
internal operations; then assess its strengths and weaknesses much in the same
way you analyzed your social enterprise.

.... Your competitors' strengths and weakness present both opportunities and threats
for your enterprise. Reflect on the strategic implications for your enterprise as
you complete the exercise.

.... Be sure to include key competitors for each of your products or services; do not
limit your assessment to organizations that are similarly structured, such as NGOs
or community development organizations. Competitors are determined solely by
the products and services they provide-whether they are manufactured or
delivered by individuals, private companies, or NGOs.

.... Finally, identify indirect or secondary competitors that may have an impact on
the success of your social enterprise. Indirect competitors can be organizations,
companies, or individuals who offer similar or substitute products or services or
who serve a different market segment that may infringe on your target customer.
An Indirect Competitor Tool is shown in exhibit 4M.

I Competitor information is included in the Business Plan.

TARTINA Enterprise Direct and Indirect Competition

Processed food products in Haiti are sold in both artisan and formal markets.
Local brands of peanut butter, jams, and jellies have a significant presence in both
markets. Imports are not considered direct competition for the local TARTINA
brand as the consumers of imports and local brands are different. This segmenta
tion of markets between local and imported brands is partially a result of the sig
nificant price difference between them. The imported labels cost 40 percent more
than the local labels. Thus, the competition for the TARTINA products is local pro
ducers for each of the products in the product line.

An competitive analysis of the largest players in the local peanut butter and
jam markets revealed the following characteristics:

.Well-recognized companies

..Many years' experience in food transformation

.Most are private companies or family operations (no other enterprise
programs!)

.Diversity of promotional activities

'-One company has experience in the export market

Perhaps the most important finding of the analysis of the competition was the real
ization of how little TART/NA Enterprise staff knows about the competition. To
address this issue, ways of collecting information on the competition were identi
fied. The plan during the next year is to incorporate gathering "competitive intelli
gence" into the responsibilities of sales agents.
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Market share - the ratio of one com
pany's sales to total sales by all com
petitors in agiven market.

EXHIBIT 4M: INDIRECT COMPETITOR TOOL

Indirect competitor Impact on your business Possibility of becoming a
direct competitor(high/low)

#1

#2

#3

Determining Market Share for Products

• Estimate market share for your enterprise and competitors by following the
example for TARTINA in exhibit 4N and 4P.

• Use methods for deriving market share given in shaded box.

• Market share must be calculated for each product.

I Market share information is included in the Business Plan.

~~";;:"":_.- ,''''''''' ':'"',':ff T -: -:r w ~ -r T" ., ~- <

:' ,~alculating Market Share

,'Market share is reached oy dividing the sales of a
;~cQllJpany, either in volume (total units) or their dollar
; value, by the' total for all competitors in the industry.

r,~xample: About 15.1 million new cars and light
I trucks were sold in the United States in 1997.
I General Motors Corporation, which sold approxi
i, m,ately 4:7 million of those, garnered a 31 percent
:market share-4,700,000/15,100,000 = 0.31 or 31

,'-percent. (Kerwin and Vlasic)

;' Guesst,mation Approach to Deriving
: Market Share '

:: 'Ir('a meErting or workshop setling, have sales and
,marketing,people estimate the percentage of their

: 'comp,:etitors' market share for each prodUCt. Ask
:: them which competitors are selling the most and at
"wtlat percentage of the market volume. Unit sales
• volume is easier', to work with than dollar value when
: using this approach. Carving a circle up into a pie
',: proviges a good visual representation for this exer-
::cise,: Arriving at a group consensus is a justifiable
, means of educated estimation or "guesstimation"

and will serve as a quick comparison of competitors.
"Inthls case, TARTINA is a relatively small player in
:'Mamba peanut butler, lumped in the 20 percent"
; ,others"category.

DERIVING MARKET SHARE
In this section, the competitive analysis framework
helps you determine the market share of your
competition-what percentage of the target market
it is selling to-relative to that of the social enter
prise.

Assembling accurate information on market
share may pose a challenge. In many developing
countries, firms and governments do not make
sales statistics public. Moreover, privately held and
nonprofit social enterprises are not required to
publish their sales statistics in any country.
Therefore, if you cannot get concrete numbers on
overall industry revenue and companies' sales vol
ume or revenue, you will have to use a "guesstima
tion" technique. (Instructions for actual market
share calculations and "guesstimation" are given in
box.) Although the latter is a less than scientific
method, realistically, it is more likely you will
derive market share for your social enterprise with
this method than by compiling sales data. Even a
rough estimate is a helpful indicator of your com
petitive standing because it allows you to directly
compare your social enterprise and competitors in
the same industry. Other important aspects of this
exercise are to distinguish any trends among your
competitors-e.g., have they been selling more or
less over time?-and to note the most important
characteristics of market leaders in your industry.
These characteristics may be comparative advan
tages your social enterprise can emulate.
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EXHIBIT 4N: MARKET SHARE TRENDS FOR PRODUCERS OF PEANUT BUTTER

Competitor

#1 Pidy

#2 Rebo

#3 Dorey

Percent
of marker

45%

25%

10%

Market share
trend:

or

Most important characteristics
of market leaders

Local family-owned company;
consistent quality, strong
brand/image; good value option;
several flavors; no frills; possibly
losing market share to "import
imitators"

Import imitator via fancy packag
ing; premium price, yet cheaper
than imports; colorful label also
reaches children; supplier to
hotels; not the best-tasting peanut
butter, but marketing is slick

High quality, good taste, smooth
consistency, and attractive color;
afavorite among connoisseurs of
domestic peanut butter;
packaging is humble at best; has
the look of Grandma's kitchen in
market that favors fancy imports

'Using the traditional calculation for market share, this figure would be percentage of total rev
enues or percentage of total units sold.

#4 Others 20%
(Zoul, Tacha,
TARTINA, imports)

New players gaining market share
via various strategies
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EXHIBIT 4P: MARKET SHARE FOR MAMBA

Others
20%

Pidy
45%

116

TARTINA
jam production

Dorey
10%
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THE FUTURE

"Business more than any other occu

pation is a continual dealing with the
future: It is a continual calculation, an
instinctive exercise in foresight."

- Henry Luce

Rationale:
New competitors can enter the market at any time; this is especially true if you have
identified a lucrative or underserved market with few barriers to entry. In this sec
tion of your competitive analysis you will look into your crystal ball and make some
predictions of what your competition will look like in the future. Analyzing future
competition gives you a better idea of the long-term viability of your social enter
prise.

~
Projecting the Future

..&. Forecast your potential new competitors by first reviewing the analysis of your
indirect competitors and the likelihood that they will enter the market.

..&. Second, look at the product lines of other companies and organizations and con
sider whether expansion into your market is a logical strategy for these competi
tors.

..&. Next, based on product/service and current business criteria, contemplate which
competitors might leave the market.

..&. Finally, refer to the "barriers to entry" section of the five-forces model you com
pleted in this chapter. Think about which potential competitors might expand
their businesses into your market. This last step will help you determine if
expansion is actually a plausible or probable strategy for them .

..&. Use the Competitor Forecast Tool in exhibit 4Q to complete this exercise.
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EXHIBIT 4Q: COMPETITOR FORECAST TOOL

POTENTIAL FUTURE COMPETITORS PRODUCT/SERVICE

CURRENT COMPETITORS LIKELY TO EXPAND PRODUCT/SERVICE

CURRENT COMPETITORS POTENTIALLY PRODUCT/SERVICE

LEAVING MARKET

Horizontal integration - agrowth
strategy in which acompany buys,
acquires, or takes over acompetitor
that performs asimilar value-added
activity.
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COMPETITIVE STRATEGY

The competitive strategy is based on a synthesis of all the information you have
gathered in your competitive analysis. After you have completed all the analysis
tools, respond to the following questions; this should give you adequate information
from which to develop your competitive strategy.

Formulating Your Competitive Strategy

... How do your competitors' strengths and weaknesses compare with yours?

... What have you learned from their operations?

... How do their products/services differ from yours?

... What are the comparative advantages of your social enterprise? Of your competi-
tors?

... Can your social enterprise emulate these comparative advantages?

... What do predictions about the future tell you about emerging competitors?

... Is there any possibility for collaboration with any of your competitors? If so,
how?

... What strategy will your social enterprise pursue with respect to the compe
tition? Will you compete with it head-on? Identify a niche or market
where it does not operate? Pursue a strategy of horizontal integration and
cannibalize your competitor? Etc.?

I Competitive strategy is included in the Business Plan.

Managing the Double Bottom Line:



~~.,....."r:::l"'9;~"""""~''!"'O''"''''''·''"''f: ~~--;:-""'7:~~ ~--,~""~'"""''<t''"''"7:-: ,<TT''''- ~ - ~ - H~ __ ,
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~';:D4;!Vf:i.u;:G~er;Competitive' Intelligence?
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r'rti~mbStWestern countries it is relatiVely easy to get information on publicly held companies.
;"Most information is in ,the public domain, such as annual reports, sales reports, and compa
~hy profilesfr9m commerce .departments 'or brokerage houses. In developing countries and
f, in ihformal.:.sector enterprises, competitor intelligence-information on competitors, their
t, products,and how they do business-is not easy to come by. In Haiti TARTINA Enterprise
"competes directly with several private-sector companies, but printed information is scare

, 'pecause there is no stock exchange, nor are companies legally bound to publish their statis
tics. Be prepared to engage in a little espionage to gather competitor intelligence. Here's

~ how:: , ,: '

, ~Check with'government agencies such as commerce or trade to see if any printed information
'is available. '

'.Ask those who have contact with your customers, like the sales force; they are the eyes and
, earsotyou'r socia! enterprise. They interface directly with customers and often have contact
with competitors' salespeople.

;':.survey comp~titors"custb~ers; find out what their perceptions and preferences are about the
,', products/services and the company they are purchasing from.

lIfTalk directly to the competitors' senior management or owners. As a small social enterprise
, you might be surprised that you can gain access simply by asking. A competitor may not see
your enterprise, as a threat and give you information (and maybe some free advice, too).

,t ,

.Coritact low-level employees working for competitors, like support staff, guards, or chauffeurs.
•They are usually happy to be asked to share their opinions and observations and often do so
,reaqily. Chauffeurs and secretaries, especially, may be privy to conversations with important
:decisil;m makers. '

'-Competitors' former employees are a good source of information; the more disgruntled they
" : were at the time they left, the better for you.

, :-ASK your staff members whether any of them have worked for the competition. You might be
, surpriseq at how often this is the case and how often they are overlooked as internal
resources.

-Ask people'in your industry what they know about your competitors. For instance, your raw
: mcrterial suppliers might also sell to your competitors. Maybe they have seen a competitor's site

and,facilities during ~ previqus delivery.

'.Network'With friends and family members; if you ask enough people you are bound to find
someone who knows'something. ,For example, in a hotel restaurant, a Save the Children
employee meta personal friend of the Pidy family, owners and operators of one of TARTINA's

. major competitors., The conversation yielded a lot of information on the family's business phi
los9Phy and strategy.' One tidbit disclosed was that the company's matriarch and president
had,died the prior week-'-was thil? an opportunity or a threat?

;A nate on ethics: Gather competitive intelligence in an ethical manner. Don't misrepresent
: w.ho you are or your intentions. For example, don't call a competitor posing as a job appli
:. bent, rnarket researcher, or supplier. Companies are good about protecting domains that

are proprietary, but you will be surprised at how much information is forthcoming when you
. merely ask.. Besides, the bulk of the information you will need for your competitive analysis
·.Js not industry trade secrets.
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"Emerson said that if you build a better
mousetrap the world will beat a path

to your door, and that may have been
true then ...but it's not true now. No
one will come. You have to package

and promote that mousetrap. Then
they will come."

- Charles Gillette

e ew: Marketing is the process of planning and executing a strategy to
t go and services to customers. The components of marketing can be
scribed as the "four P's" or the marketing mix. Product consists of the products

and services that your social enterprise furnishes; it is characterized by quality,
assortment, packaging, and guarantees. Price is the amount you will charge cus
tomers for the products or services. Promotion is how you will create awareness of
your products or services in the marketplace; advertising, publicity, and sales are
aspects of promotion. Place (distribution) is how you will bring your products or
services to your customers; distribution comprises wholesalers, retailers, multilevel
marketers, and sales representa- ,-...,. -,··_~-c-_·-: ~'- '-"'-" '"''''-'''

tives. The marketing mix is a set . ,Marketing' Syn~rgies
of tools and techniques social ~ :'Th~ most effective an'd efficient marketing plans are
enterprises use to achieve their • those.th!:lt mro(imize the synergy between products, distri-
marketing objectives in their tar- . blJflon channers, price, and promotion. A unified promo-
get market. Your marketing plan ,: tionalstrategy across an entire product line saves money
will emphasize certain "P's" in its ' and presents a consistent image of the enterprise in the
mix more than others. : 'consumer's mir.ld. From a selection of complementary

Marketing is important ~products, significa.nteconomies of scale in raw materials
because it embraces nearly every ,andp,ackagil1g can'be realized. Products with similar pro
facet of your social enterprise. : ductionprbcesses allow for development of specialization
Production responds to what mar- ~', ana attainment of high-quality standards."
ket research discovers about CU5-! "

tomer preferences for quality and '- Heather Shapter, SC/Haiti Business Advisor
packaging, which in turn are fac- _v_,

tors determining price. Market research also lends itself to new-product develop
ment based on what consumers want and identifies promotion techniques to reach
new customers. Helpful or friendly marketing staff may inspire customers to buy
products or services. Finally, management makes strategic decisions impacting opera
tions based on marketing information about competitors' prices and positions.
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This chapter will help you understand the tools and techniques of marketing and
apply them to your social enterprise. It guides you through steps to develop your
marketing plan by setting objectives and deciding on a strategy for each marketing
component.

EXHIBIT 5A: INFORMATION FLOWS FOR THE MARKETING PLAN

SOCIAL

ENTERPIFUSE

OB.JECTIVES

MARKET RESEARCH

TARGET MARKET

STRATEGY ENVIRONMENT

COMPETITORS

INDUSTRY

ANALYSIS

HR PLAN

MARKETING/SALES

STAFF

MARKETING

PLAN

PRODUCT, PRICE.

PROMOTION AND """,rl7"-'==:=="
PLACE STRATEGIES

FINANCIAL

PLAN

OPERATIONAL

PLAN

PRODUCTION

TARGETS

PRODUCT

DEVELOPMENT

INVENTORY

CONTROL

DISTRIBUTION

•
SALES PLAN

SALES TARGETS
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Marketing Objectives

DETERMINING MARKETING OBJECTIVES

Rationale:
Once you have laid out the objectives for your social enterprise, you can develop
strategies for your marketing mix. Stating marketing objectives directs the develop
ment of your marketing plan. Marketing objectives should contribute toward
achievement of the overall business objectives (chapter 2)-i.e. how much do you
need to sell to achieve X% cost recovery or profit/loss-and should be based on the
information gleaned in market research (chapters 3 and 4).

Marketing objectives must:

.be clear;

.be measurable;

.be achievable;

.have a stated time frame; and

.include a sales forecast (at least one marketing objective).

Examples of Marketing Objectives

.Increase product awareness of new product Xwithin the target market by 25 per
cent in one year.

• Inform the target population about service Y's leading features and benefits com
pared with the competition's, increasing sales by 10 percent over the next six
months.

• Reduce price of product Z or service Z by 10 percent and increase market share
by 5 percent in the first quarter in target market W.

• Improve brand awareness so that a minimum of 50 percent of target customers
will recognize your brand over the next fiscal year.

.Change formula for product V and reintroduce it in a new target market by 2001.

.Enhance service W to include A, 8, and C features demanded by the target popu
lation to increase sales by 30 percent over the next year.

.Increase average gross profit margin 3 percent per product or service.

A Business Planning Guide for Social Enterprises

Gross profit margin 
gross profit expressed as a
percentage; shows the per
centage of return an enter
prise earns over the cost of
the merchandise sold
(costs of goods sold).
Gross profit margin is cal
culated by dividing gross
profit by sales.
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EXHIBIT 58: OBJECTIVES LINKED TO STRATEGIES

Developing Marketing Objectives for the Social Enterprise

.... Determine the marketing objectives for your social enterprise .

.... Refer to the examples below (exhibits 58 and 5C) for assistance or inspiration.

I Marketing objectives are included in the Business Plan.

Objective

Increase target market Wshare
by 5 percent in first quarter

Launch improved service Y
market in 2001

Introduce product Xin new target
market

Increase product awareness of
new product Zin target market
by 25 percent in one year

Marketing Strategy Mix

Reduce price of product Zby 10 percent Price

Redesign declining service Yaccording to new Product
customer specifications/wants

Expand distribution to sports concessions Place
to reach more youth and men

Aggressive sampling campaign using point Promotion
of purchase and coupons to encourage
trying new product
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EXHIBIT 5C: TARTINA MARKETING OBJECTIVES

APRIL 1999 - APRIL 2000

.Raise awareness of TARTINA brand by 50 percent

-Sales target of U.S. $58,976

.Total unit sales (all products) of 62,500 units

-Average gross profit margin of 16 percent per product

Product Strategy

PRODUCT/SERVICE FEATURES AND BENEFITS

Rationale:
The products and services that succeed are those that offer benefits to customers
that are greater than their costs. Customers are interested in products for their bene
fits, not their features.

Understanding the features and benefits of your products and services will help
you develop your marketing campaign by highlighting the aspects that are the most
important to your customers. It will also assist you in differentiating your products
from your competitors' and affect a variety of pricing and positioning strategies.

Managing the Double Bottom Line:



Definition of Product Features and Benefits

Features are characteristics of a product or service that deliver a benefit. Features
are usually easily describable attributes such as size, model, design, color, hours of
businesses, functionality, brand, packaging, quality, shelf life, etc. For instance, if
your social enterprise provides marketing services to its target population, features of
that service might include branding, professional sales and marketing staff, training
in promotion methods, employment opportunity, and technical assistance on prod
uct development.

Benefits are advantages a product offers the customer. Benefits are more difficult to
detect because they are often intangible. The most compelling benefits of a product
or service are those that render emotional or financial rewards. Emotional awards
make customers feel better about themselves, such as feeling socially or environ
mentally conscious, more attractive, or more self-confident. Financial rewards, like
saving money or increasing income, are other benefits a social enterprise might offer
customers.

Using the above example of the marketing service, benefits for your customer
(i.e., microentrepreneurs) are access to markets, or a guaranteed market for its prod
ucts; cost savings on-and access to-professional services; skills enhancement; and
increased self-esteem, income, and economic opportunity.

Clarifying Product/Service Features and Benefits

A Create a Product/Service Features and Benefits Table (see exhibit 50).

A Fill in the table identifying the features of each of your products or services and
their corresponding benefits.

A Be sure to complete this exercise from the customer's point of view, not your
own.

A Then, in a paragraph or two, briefly describe the service or product of your social
enterprise, emphasizing the benefits to the customer. Focus on the areas in
which your product or service has a distinct advantage over the competition's.
Refer to any problem in the target market for which your service or product pro
vides a solution. Make a convincing argument that people are, or will be, willing
to pay for your solution.
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r~~sure that your staff is
:~ intimately familiar with
;~ypur competitors' prod~

L1cts or services. When
i conducting this exercise
l,'
, with TARTINA staff, we

were surprised to find
out that this was not the
case, so we conducted
a product comparison

.:,during the business
plan development work

:' shop~ This was not the
: ideal approach because
, it limited us to compar-
, Ing physical features
"and considering only
: the opinions of the par
i, tiCipants. Obviously,
: comparative analyses
; such as this one are
I" ,.
, easIer for social enter-
; prises selling products
, than for those selling
'( services. At any rate,
: educating staff about
I f~atures and benefits of
'"pompetitors' products
~~ndservices is an oblig

\atory part of staff train~
"jng 'and' continuing

;~':?2V~lopment.

EXHIBIT 5D: PRODUCT/SERVICE FEATURES AND BENEFITS TABLE

TARTINA Peanut Butter Financial Services

Features Benefits Features Benefits

High in protein Good nutrition Small working capital Avehicle to grow the
loan business

Slightly sweet flavor Kids love it; easy for Weekly repayment Ease of repayment
mothers

"100% natural" Aclear conscience; Collateral free Access to credit
no worries about
unsafe chemical
additives

Expiration date Freshness guaranteed Easy application Convenient; low
progress stress

Economical Saving money Savings Economic security

20-oz. plastic container Convenient, reusable Solidarity group Emotional support,
technical assistance,
and networks

Produced by local Peace of mind; Short loan cycles Fits business cycle/
microentrepreneurs pleasure from other activities; lowers

"helping to make a risk
difference"

FEATURES AND BENEFITS OF COMPETITORS' PRODUCTS OR SERVICES

Rationale:
Analyzing the features and benefits of your strongest competitors' products and serv
ices may give you ideas on how to improve, refine, or change your products and
services when you develop your product strategy to increase your market share or
sales volume.

... Complete the Product/Service Features and Benefits Table for your competitors'
products and services that are the same as yours.

... If you completed this product study in your competitive analysis (chapter 4), skip
this section.

......................................................................................................................................................................................................................................................................
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PRODUCT LIFE CYCLE

Rationale:
The product's life cycle is the process through which a product enters, grows, satu
rates, and leaves the market. During the life span of your product or service, you
will reformulate your marketing strategy several times-not only as a result of
changes in market conditions or new competitors but also in response to changes in
customers' interest and requirements for the product. The four stages of a product's
life cycle are introduction, growth, maturity, and decline. Each stage is marked by
specific characteristics.

::'lfProduot sales'pass through distinct stages, each posing
cfifferent challenges to the seller.

:;' • Profits rise and' fall at 'different stages of the product life
.• cycle.' .

e..,

- Philip Kotler

: '.produds require different marketing, financial, manufac
turing, purchasing, and personnel strategies in different
stages',of Jheir cycle. .

rfP~~~~~t-lif~~~~~I~~ assert:
,:. '. ,. " .. '. .'
i ~.flrodLicts have'a limited life.

: : < :

.Maturity-marked by flattening ~,,~._~ .,-, ...-

sales and stabilizing, then decreasing, profits. The market becomes saturated and
price competition can be fierce. Marketing efforts at this stage concentrate on
targeting a new market of buyers and taking market share from competitors by
price cutting or relaunching the product. When you see a product advertised as
having a "new" or "improved formula" or as "now recyclable," that is usually a
good indication of a mature product after a face lift.

• Decline-indicated by falling sales and often rapid and eroding profits. At this
stage an enterprise must decide whether it wants to try to rejuvenate the product
by investing in development and aggressive marketing or to quietly admit defeat
and exit the market. For example, in the advent of electricity, gas lamp producers
either integrated the new technology into their products or went out of business.

Stages of a Product Ufe Cycle

.Introduction-when new-product sales are slow, and profits are nonexistent,
because of heavy costs of production and promotion. Often during this stage
there are few competitors, pro
motion is heavy, and the focus
is on getting potential customers
to try the product rather than
on the developing the brand.

• Growth-a period of rapid
market acceptance of the prod
uct and dramatic increase in
sales and profit. After a product
takes off, copycat competitors
enter the market. During the
growth stage marketing shifts to '.
creating brand preferences, and
promotion lessens.
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EXHIBIT 5E: STRATEGIC IMPLICATIONS OF PRODUCT LIFE CYCLES

Example From TARTINA Enterprise

Mamba peanut butter is in the mature stage of the life cycle. Sales increase dur
ing this stage, but at a declining rate. While Mamba sales level off, TARTINA profit
margins narrow. Price competition is severe. The best way to extend the life of
this product and keep profits healthy is to modify it (alter the taste, colort labeling,
packaging), design new promotion, or develop new product uses. TARTINA has
entered into the stage of the product life cycle where it is one brand among many
others already well known in the marketplace. It has to figure out its comparative
advantages and implement a promotion program that shouts them from the hill
topsl

Two strategic issues emerge from the recognition that peanut butter is in the matu
rity stage:

.The attraction to a large market where a product is already well known is
understandable. The TARTINA peanut butter brand will need to ensure that
within this market it can offer its product at a competitive price and still gain a
profit on the sale of each unit.

/l!Ways must be found to postpone peanut butter's entrance into the decline
stage of the product life cycle. One of the best ways to do this is to introduce
product modifications-new packaging, new flavors, etc. This approach serVes
to differentiate the product from its competitors and temporarily escape the
heat from the direct competition. The social enterprise has identified a market
niche for sweetened peanut butter. This flavor is not offered by the competition
and will serve to more directly target the tastes of children.

Karapinia is in the introduction stage of the product life cycle; it is a new product
in the Port-au-Prince retail outlet. This means that sales volume will be low, costs
high, and distribution limited; losses are likely. It is the riskiest stage of the life
cycle. The positive side is that there is little direct competition in this stage.
Knowing this will help TARTINA make decisions regarding whether Karapinia
should even be pursued at this time. Perhaps the business cannot afford any losses
and should wait until profits from other products are healthier. On the other
hand, the feasibility test and market research conducted prior to the preparation
of the business plan pointed to the great potential of these products.

One strategic issue emerges from the recognition that Karapinia is in the introduc
tion stage:

-The potential success of this product makes the risk of introducing it into the
market a worthwhile one. In addition, the expected revenues to be realized
from large sales of peanut butter and grapefruit jam will be used to finance
development of Karapinia. As sales for Karapinia increase, these revenues will
in turn finance TARTINA's future growth when peanut butter enters the decline
stage of the product life cycle.

Managing the Double Bottom Line:



EXHIBIT 5f: PRODUCT LIFE CYCLE FOR TARTINA

Mamba

INTRODUCTION GROWTH MATURITV'

PROFIT

DECLINE

Mapping The Life Cycle of Products/Services

..... Plot your products or services on the Product Life Cycle Chart (an example is
given in exhibit SF).

..... Write in narrative form the strategic implications that emerge from the stage of
your products in their respective life cycles (an example is given in exhibit SE)

PRODUCT POSITIONING

Rationale:
Positioning defines your products and services relative to your competition's.
Reviewing the features and benefits of your products or services against those of
your competition helps you see where you mayor may not have a comparative
advantage. Completing a positioning exercise is part of the analytical process of
determining your product strategy. The information obtained may lead you to
make specific changes to your product features, distribution, or price to gain a com
parative advantage against a certain competitor. Conversely, if a competitor is partic
ularly daunting, you might use this positioning information to move out of a given
market.
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;;;.
Ir- Positioning Products/Services

• Positioning is a matrix exercise. Price is always used as proxy down one side of
the matrix. On the other side, use product features that provide the most impor
tant benefits to your customers, such as quality, taste, packaging, etc.

• Prepare a matrix for each product (an example is given in exhibit 5G).

• Draw on information obtained in your competitive analysis and market research,
including customer surveys, and from your sales force, vendors, and outlet man
agers to get an indication of your position relative to your competition's.

EXHIBIT 5G: MAMBA PEANUT BUTTER PRICE/QUALITY POSITIONING

.Rebo

.nacha
.TARTINA

.Dorey
.Pidy

Adventist.

PRODUCT STRATEGY

"Cheat me on the price but not
on the goods."

- Thomas Fuller

Developing a product strategy requires synthesizing the information obtained from
your research on target markets and customers, comparison of product features and
benefits, competitor analysis and positioning analysis, and review of stages of the
product life cycle. This information paints a complete picture of the market and
your place in it, enabling you to develop a strategy for your product or service.

To ensure that new-product developments are feasible, it is important that both
production and marketing/sales staff participate in developing product strategy.



Rationale:
The product strategy is one part of your marketing plan aimed at achieving your
overall marketing objectives. (Remember that each "P"-product, price, place, and
promotion-in the marketing mix has its own strategic plan, with all four making up
the marketing plan in its entirety.) A product strategy consists of any changes you
make to the features of your product or service, information on in-process or future
activities related to the development of new products/services, consolidation of the
productUne, etc. The strategy informs how these-changes help achieve marketing
objectives for the product.

EXHIBIT 5H: "PRODUCT" CHALLENGES AND STRATEGIES FOR SERVICE

BUSINESSES

Nonmaterial Product
When you sell a service, you are selling intangibles-a technique, advice, a
process, or a result. From the customers' perceptive, it is often difficult to discern
what specific benefits they are buying.

Strategy: Define your services and package them so that their benefits are more
tangible to customers. Accompany services with complimentary manuals, tools,
and templates to make the services more "materiaL" Link services to a "product
output" so that customers feel they are dearly getting something concrete for
their money. For example, rather than sell generic business training, sell a "busi
ness plan" and ensure that customers walk away with one in hand. Bundling
services with products can make services more discernible; management infor
mation (MIS) technical assistance can be sold as a complete system with software
or manual records.

Quality Is Subjective
There are few standards for measuring quality in service businesses. When cus
tomers pay for accounting or legal services, they are not usually qualified to assess
the quality of the service itself. In this case, quality is based on trust or amiable
relationships with the service providers. For example, if your business sells counsel
ing services, your customers' patronage of your social enterprise is grounded in
their relationship with a staff member they like. This leaves your enterprise vulnera
ble to losing customers if the staff member quits.

Strategy: Develop your reputation and image as a high-quality service business by
using customer references and testimonials. Document your methodology and
emphasize training of your staff. Build customer identification with the enterprise
through branding-fIX Enterprise Marketing Methods"-and emblazon materials
with your logo and name. When possible, encourage customer contact with dif
ferent staff members.

Limited Use
Most small and micro businesses operate with narrow margins and limited cash and
therefore carefully weigh the benefits of each investment. Paying for professional
services is fairly low on such customers' list of priorities, and they may prefer to
invest their money in technology, equipment, or employees. Additionally, the
nature of many service businesses does not invite frequent, repeated use; for exam
ple, training, accounting, or legal services may be sought only a few times a year.

A Business Planning Guide for Social Enterprises

e..,

131



132

Strategy: Stay close to the customers, understand their needs and wants, and tailor
your services accordingly. Use customer satisfaction surveys or evaluations as a
standard procedure after providing a service. They are ideal instruments for fine
tuning services to fit the changing needs of customers. You may find that you need

" to diversify your service portfolio or seek greater market coverage.

I' Developing a Product Strategy

This exercise has two parts. Retrieve information from chapter 3 for background.

A Market description: In a few lines, describe your current target market and
future trends germane to each product. Give an indication of the demand ten
dency for your product relative to its life cycle stage. Describe customer demand
as it pertains to particular product features.

A Product strategy: State the sales target for the product or service. Indicate who
the primary consumer is, and specify whether the consumer is different from the
purchaser/decision maker. Detail which changes will be made to enhance each
product's features and how this will (1) help your products gain comparative
advantages in the marketplace and (2) meet your marketing objectives.

I Product strategy is included in the Business Plan.

The example in exhibit 51 illustrates how the product strategy for Mamba peanut
butter aims to meet overall marketing objectives in unit sales and dollar value as
well as to develop TARTINA brand awareness.

EXHIBIT 51: PRODUCT STRATEGY FOR MAMBA PEANUT BUTTER

Market Description
The overall demand for spicy and regular peanut butter appears to be experiencing
positive growth, although at a declining rate, according to supermarket manage
ment. (Industry statistical information on demand trends is not available.) Factors
explaining this growth trend include the rural to urban migration; increasing num
bers of women joining the professional work force, leaving them less time to make
homemade peanut butterj and the homemade peanut butter maker's lack of
access to peanuts. The spicy and regular flavors of peanut butter have consistently
been the biggest sellers in the TARTINApmductline,makingur50 percentof all
sales. In fact, the social enterprise has not been able to keep pace with the
demand for its peanut butter, particularly for the spicy flavor.

Product Strategy

Sales target: 18,300 units (U.S. $27,727)
The social enterprise will continue to emphasize the sale of spicy peanut butter as
the "star" of its product line. The spicy flavor will be complemented by the regular
flavor to meet customer demand. The regular flavor will be produced at a ratio of
1 :4 to that of spicy peanut butter.

The social enterprise proposes to introduce a new flavor, sweetened peanut
butter, in supermarkets in Port-au-Prince. This flavor is offered by international
brands such as lif and Skippy but is not produced by any local food processors.

Managing the Double Bottom Line:



With international peanut brands costing 40 to 50 percent more than local
brands, this flavor remains out of reach of most urban Haitians. By offering a more
affordable sweetened peanut butter brand, TARTINA can access a previously
untapped market.

Comparative Advantages
There are four primary comparative advantages to introduction of this new flavor:

'-It will serve to differentiate TARTINA from other brands. Even with planned
promotional efforts, it will be difficult for TARTINA to make a name for itself in
the spicy and regular peanut butter markets, where other brands are well estab
lished and have developed loyalty.

-It will offer a market niche that currently is not served by local peanut produc
ers.

-The lower competition for this flavor should alleviate some of the pressure on
profit margins.

_Offering new varieties of a product is one of the most effective ways to prolong
the product's mature phase before it goes into decline.

Thus, the TARTINA peanut butter product line will be as follows:

Rationale:
If your social enterprise offers more than one product, you will need to develop a
strategy for your entire product line.

Clarification of a Product Line Strategy
A product line strategy should maximize synergies in your marketing mix, produc
tion process, or raw materials acquisition. Examples of product line synergies are
cross-selling several products to a single market, economies of scale that spread fixed
costs over a larger number of products, economies of bulk purchase of raw materials
for products that have shared ingredients, and promotional vehicles to build brand
awareness for all products in the line under the same brand name.

A product line strategy capitalizes on wider benefits of product changes (or addi
tions and deletions). Examples include narrowing a product line by discontinuing
certain products or services because their costs of production, management, distri
bution, etc., are too high and they fail to offer synergic values. Product/service spe
cialization, or "niche" development, is one approach to narrowing product line.
Another option is to widen a product line by rendering additional services or pro
ducing new goods that add value to the product mix. TARTINA's introduction of
new flavors of Mamba peanut butter was a low-cost, high-value strategy to differen
tiate a mature product and leverage economies of bulk purchase and scale through
out its product line.

Cross-selling - amarket
ing strategy for selling sev
eral products across a
product line or brand by
placing them together in
display or using other tac
tics to encourage pur
chasers to buy more than
one item in the line or
brand. Cross-selling is a
strategy that leverages mar
keting synergies.

Product line - an enter
prise's group of products or
services that are recognized
as having acertain func
tional coherence and are
sold to the same market or
marketed through the same
outlets.

Economies of bulk
purchase - realizing cost
savings by purchasing in
volume.

Purchaser/Decision-Maker

Mothers/Wives
Mothers/Wives

Mothers

Primary Consumer

Adults and children
Adults

Children

Peanut Butter Flavors

Regular
Spicy (principal flavor)

Sweetened

PRODUCT LINE STRATEGY
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/1,
Preparing the Product Line Strategy

... Write a product line strategy for the products and services in your social enter
prise. Focus on synergies created across the line and on how changes to specific
product features or number of products will benefit your overall business.

I Product line strategy is included in the Business Plan.

EXHIBIT 5J: TARTINA PRODUCT LINE STRATEGY

The product line strategy has been formulated to balance the need for focus with
that for offering a sufficient variety of products to decrease fixed costs per prod
uct. The focus required refers to the need to build expertise, especially in the
areas of food transformation and marketing of a limited range of products. Prior to
the preparation of the business plan, 23 different products made up the TARTINA
product line. With such a long list, product specialization was very difficult to
achieve, creating problems of standardization and quality control. Similarly,
preparing a cohesive marketing strategy for such a sprawling line of products with
in the framework of a small enterprise was not possible. Potential economies of
bulk purchase for containers were also being lost with the addition of every new
product size. A wide-ranging product line significantly complicated enterprise
management of inventory control, accounting, sales, and production reporting.

In terms of specialization, the ideal TARTINA product line would consist of
one product. However, Ncross-sef/ingll of products is also required to reduce the
fixed cost of sales per product. The fixed costs of each sales visit, product delivery,
and payment collection need to be spread out over as many products as possible.

Seven highly complementary products have been retained in the TARTINA
product line. Simply put, peanut butter and jam belong together. Peanut butter
and jam or jelly spread on bread is a common Haitian breakfast. This combination
is also sometimes packed in children's lunch boxes or eaten as a snack during the
day. Karapinia stands apart from the jam, jelly, and peanut butter products. But
one of its synergistic values comes from the fact that, like peanut butter, its basic
ingredient is the peanut.
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Distribution Strategy

"If you can't reach your customers, you
can't stay in business."

-Anonymous

EXHIBIT 5K: EXAMPLE OF DISTRIBUTION CHANNEL FOR TARTINA
PRODUCTS

Distribution channels 
the various routes that
products and services take
as they travel from the
manufacturer or producer to
the consumer. Distribution
channels include all inter
mediaries, such as trans
portation, storage, sales
representatives, whole
salers, retailers, etc. Each
member of the channel
seeks to maximize profits,
and these costs are passed
on to the consumer.

Community members in
Colline and surrounding

area

t
Microentrreneurs

TARTINA Production Center

'~~VOc)~bulary
. Avoid '~onfusiori between "markets" and "distribution chan

nels"; often they,are one and the same. If you are not selling
: diredlyto your final customer, then your actual customer will
" be part of the distribution channel for your product or service.

As well, tQe method for distributing your products or services
"to the 'market is included in the distribution channel.

Customer

t
PAP institutional1stafI client

Sales agents

t
Transportation

\

Customer

t
PAP supermarkets

t
Sales agents

t
Storage at ADE in PAP

t
Transportation

t
TARTINA Production Center TARTINA Production Center

The distribution (place) strategy articulates how you will get your products or servic
es to your customers. It is a key component of alleviating a common constraint
microentrepreneurs and SMEs face, gaining access to markets. Both the TARTINA
and the retaso social enterprises 7' _,,_ '_'__: __ ' __ '_

focused heavily on distribution
strategy as a major aspect of their
interventions linking microentre
preneurs to markets. For service
industries, distribution strategy
may rest on the hours of opera
tion and location of your services
and on whether they are conven
ient and easily accessible for your '" -- ._~ - .... - --'

customer. For manufacturing businesses, distribution of products to markets entails
placing them in commercial or artisan outlets and often involves intermediaries like
sales agents, transportation services, storage, etc. A good distribution strategy should
give attention to efficacy, efficiency, cost, and customer service.

A Business Planning Guide for Social Enterprises 135



Identifying Markets and Methods of Distribution

... Review the list of current and potential actual customers you identified in chap
ter 3. Add any customers you may have overlooked.

... Put your actual customer markets in a table and rank them in order of impor
tance (in terms of potential volume of sales or revenue) for each product. In the
example in exhibit 5L, 1 is high, or very important, and 5 is low, or less impor
tant.

... Next, identify the best methods for reaching these distribution channels using the
Distribution Matrix (exhibit 5M).

EXHIBIT 5L: TARTINA RANKING OF ACTUAL CUSTOMER MARKETS

Product

Mamba

Karapinia

Supermarkets Minimarts

1 2

Institutions

3

2

Vendors

3

Center

4

Individuals

1

Markets for TARTINA Products

Retailers-supermarkets, convenience stores, artisan markets, specialty stores,
informal market vendors

Institutional customers-restaurants, hotels, organizations, agencies, trade
groups, schools, etc.

Production center-selling wholesale from production site

EXHIBIT 5M: TARTINA DISTRIBUTION MATRIX

Supermarkets Minimarts Institutions IndiViduals Vendors Center

Sales agents

Direct sales

Micro-entrepreneurs

Distributors

Staff

•

NA

•

NA

•
•

NA

•
•

NA
•

•

•
NA NA

•
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Methods for Distributing TARTINA Products

Sales force-sales representatives who sell products to retail or institutional mar
kets.

Direct sales (also called multilevel)-similar to sales techniques used by private
companies like Amway and Shaklee, TARTINA uses individuals as distributors to
sell products to colleagues. In return, individuals receive a percentage of profit
margin on per-unit sales.

Social enterprise or implementing NGO staff -selling directly to individuals,
institutions, retail outlets.

Microentrepreneurs-selling products in their communities.

ADVANTAGES AND DISADVANTAGES OF THE DISTRIBUTION CHANNELS

Rationale:
Prior to deciding which channels you will use to distribute products to your cus
tomers, you will need to assess the "return on investment" from distribution options
available by delineating the costs of each option. The return on investment is meas
ured by the benefits realized from making the investment, which is expressed in
actual sales and the potential for future sales through, for example, building brand
awareness.

Analyzing Distribution Options

Step 1

.. List the advantages and disadvantages for each potential market in the distribu
tion channel. An example is given in exhibit SN, Comparison of Distribution
Channel Options for TARTINA (Markets).

.. Synthesize your analysis of the advantages and disadvantages of your markets
and methods for reaching them.

.. Based on this analysis, summarize in one or two sentences the implications of
your analysis for your distribution strategy for both markets and methods of
reaching them.

Step 2

.. Repeat the steps above for potential methods for reaching your market in each
distribution channel. An example is given in exhibit Sp, Comparison of
Distribution Channel Options for TARTINA (Methods).

A Business Planning Guide for Social Enterprises 137



EXHIBIT 5P: COMPARISON OF DISTRIBUTION CHANNEL OPTIONS FOR

TARTINA
(MARKETS)

Implication for distribution strategy: Since the retail market is the only market that offers the
potential sales volume to make the enterprise self-sufficient, this will be considered the primary
market; other channels will be considered complementary to supermarket distribution.

The two ingredients necessary to achieve the program's cost recovery goal are significant sales
volume and ahealthy unit profit margin. Supermarkets offer the greatest potential for reaching
significant sales volume, but the unit profit margin in this market is unhealthy. The enterprise is
currently losing money when it sells in supermarkets. To pursue crucial supermarket distribution,
TARTINA will increase production and sales force efficiency to lower unit costs on mature prod
ucts. Institutions and individuals offer healthier profit margins as the expense of the intermediary
(sales staff) is cut out and because institutional employees are willing to pay more for the con
venience of having the product come to them. Significant sales volume will be very difficult to
aChieve in these markets, however, unless TARTINA can interest a large percentage of staff in
large institutions to purchase TARTINA Mamba on aregular basis or pursue contracts to sell to
schools, hotels, etc.
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Supermarkets/Minimarts

• Largest market. Offers
potential to achieve sig
nificant sales volume,
which is not possible in
other markets

• More economical to use
sales agents for this mar
ket than for sales to insti
tutions. One sales agent is
able to realize a greater
volume of sales

• Market demand for
Mamba is expected to
continue to increase

• Good visibility for bUilding
brand awareness

• Opportunities to cross-sell
products

• Stiff competition
• Gross profit margin is the

lowest of the three
options. When peanuts
are purchased for more
than 12 gourdes, money is
lost with every unit sale of
Mamba

• Follow-up/customer serv
ice necessary

• Product quality require
ments are high

Institutions

• Profit per unit is higher
than for supermarkets,
but lower than for sales to
individuals

• Little or no direct compe
tition at the point of sales

• Competitive advantage of
convenience of availabili
ty at the work site sells
the product

• Quality requirements are
lower than for supermar
kets

• Opportunities for con
tracts with hotels,
schools, etc.

• Limited sales volume
potential. Institutional
sales refer to staff sales
for personal consumption

Individual Vendors

• Most profitable per unit

• Purchase is in cash
• Simplest sales approach:

no sales follow-up neces
sary and accounting pro
cedures simplified

• Informal vendors offer
potential for distributing
small satchels of
Karapinia

• Quality requirements are
lower than for supermar
kets

/'

Currently only one indi
vidual purchasing from
production site. Poor
market potential to real
ize significant sales vol
ume
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EXHIBIT 5N: COMPARISON OF DISTRIBUTION CHANNEL OPTIONS

FOR TARTINA
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(METHODS)

Sales Agents Direct Sales Microentrepreneurs TARTINA Staff

• Can secure large • Low-cost alterna- • Direct sales to indi- TARTINA Staff
commercial con- tive to hiring sales viduals • Nollow sales
tracts staff • No sales costs cost

• Connections with • Able to sell to incurred • Can sell prod-
merchants organizations that • Cash sales only ucts on credit to

• Professional are not reached
• No follow-up customers;

image through center, attracts larger

• Focused only on
MEs or sales • Income impact on customers

selling TARTINA
agents MEs

~ Access to orga-

• Best method for
• Higher per-unit rev- nizational trans-

achieving target
enue on sales portation

sales volume Disadvantages

• Substantially • Difficult to control • Nollow market for-
increases costs quality of repre- mal access • Not trained inand reduces per- sentation
unit profit mar- • No transportation to sales techniques

gins • Low volume sell outside immedi- • Difficult to
• Potential for hid- ate area access commer-• Transportation,

storage, invento- den cost of inven- • Low-volume sales cial markets

ry, and manage- tory stagnation, because of Iimit-

ment complexities follow-up due to ed time, connec-
disinterested tions,

• Under the current salespeople sales skills
structure staff

• Usually cannot • Time dividedagents are deliv-
ering products, reach commercial between other
which is not a markets responsibilities
cost-efficient use • Successful direct • Adds complexi-
of their time sales require ties about roles

• Requires strong training, which and responsibili-

inventory man- cancels out cost ties
agement systems advantage

Aformal sales force is the best vehicle to secure a large volume of sales. Salary structures,
work schedules, and number of sales agents will be thoroughly analyzed to ensure maximum
benefit Management of sales personnel and staff development are key. Experienced sales
force translates into healthy sales levels and aconsistent, professional presentation of TARTINA
products. Direct sales reduce costs and help build brand awareness as employees tend to have
more time to listen to the TARTINA story than they would have when picking up their weekly
groceries, There is also no competition from local producers in this arena, However, there are
hidden costs of follow~up and inventory stagnation, and there is little possibility for reaching
sales targets, Microentrepreneurs offer little value in the distribution strategy toward achieving
marketing objectives, although there is direct financial benefit for MEs to sell their own prod
ucts. TARTINA staff members selling TARTINA products is aconflict of interest, so they will be
limited to distributing products on site to community residences.

Implication [or distribution strategy: Focus on professional sales staff as the main method
for reaching retail distribution channels. Sales staff will also take over aportion of institutional
channels; other methods will complement the sales force.

e.,.
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PRIORITIZE LOCATION OF MARKETS FOR DISTRIBUTION CHANNELS

Rationale:
Before deciding which channels you will use to distribute products to your cus
tomers, you will have to decide where you will distribute them. Location plays a
large role in determining return on distribution investment. You want to find the
most lucrative markets and the most cost-effective means of reaching them. In chap
ter 3, you located your target market and studied market trends. This should give
you useful information in deciding where to distribute products.

Deter.mining Market Locations
Criteria such as density of target customers, concentration of prospective distribution
outlets, and distance to and range of locations are important variables in weighing
cost advantages or disadvantages of a particular distribution channel. Consider sav
ings like distributing several products through the same channels; also analyze less
obvious expenses, for example, managing inventory, accounting procedures, and
servicing products. Although it is tempting to place your products in every location
with a viable target market, distributing to many different locations exacts a heavy
cost burden. Therefore, the most effective strategy, especially for a new social enter
prise, is to distribute to a few select markets.

Prioritizing Markets

.... Identify the location of markets for each product.

.... Prioritize them according to cost advantages and potential returns.

.... Compile the information into a table (see example in exhibit 5Q)

.... Write out a justification based on cost advantage for selecting market locations as
related to product or service distribution (see example in exhibit 55)

EXHIBIT 5Q: TARTINA PRODUCT LINE AND

PRIMARY MARKET LOCATIONS

Product Line Primary Secondary

Regular peanut butter Port-au-Prince Supermarkets Petit Goave Artisan
market/individual

Sweetened peanut Port-au-Prince Supermarkets Petit Goave Artisan
butter market/individual

Grapefruit jam Port-au-Prince Supermarkets Petit Goave Artisan
butter market/individual

Passion fruit jam Port-au-Prince Supermarkets Petit Goave Artisan
butter market/individual

Apricot jam Institutional staff Institutions Petit Goave Artisan
butter market/individual

Karapinia Colline and Individuals PG and PAP Individuals/
surrounding area vendors

Managing the Double Bottom Line:



FORMULATE A DISTRIBUTION STRATEGY

Rationale:
Your distribution strategy should be a synthesis of the exercises you did on types of
markets, market locations, and methods of distribution. Essentially, putting together
a distribution strategy requires answering the "where, when, who, how, and what" of
distribution.

Formulating the Distribution Strategy

... Prepare a Distribution Channels Map illustrating exactly how you intend to move
your product or service from the point of origin to your customer. (An example
for TARTINA is given in exhibit 5R.)

... Use the following questions as a guide in formulating your distribution strategy.
(An example of the distribution strategy for TARTINA is given in exhibit 55.)

• Where? Detailed plan for number and location of target markets.

• When? Plan for time period (should correspond to business plan).

• Who? 5taff/contractors required to carry out distribution strategy.

• How? Method that will be used to distribute product at every level of the dis
tribution chain.

• What are the budgetary implications? Cost to distribute product/service
according to proposed strategy.

• What synergies does your distribution strategy capture?

• How does your distribution strategy contribute to achieving the overall mar
keting objectives?

II Distribution strategy is included in the Business Plan.

••.•••u.un•• H ••un...u.uu......................... u •• u ...... u .... n ........................................ n ....... u ....................................................................

EXHIBIT 5R: DISTRIBUTION CHANNELS MAP FOR TARTINA PRODUCTS

Port-au-Prince Markets Markets Outside of Port-au-Prince

Customer PAP Petit Goave Coline Community

t institutional clients at sales customers members in

staff client point

1

Colline and
PAP

t t surrounding area
supermarkets tt Sales Sales

agents agents Micro-
Sales

\ 1
entrepreneursar TARTINA

Production tCenter
or TARTINA

TARTINA TARTINA TARTINA ADE office Production
Production Production Production Center

Center Center Center
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EXHIBIT 5S: DISTRIBUTION STRATEGY FOR TARTINA

I. Markets and Locations
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The social enterprise business plan focuses on markets where both significant sales
volume and healthy profit margins can be realized. In order of priority, they are
Port-au-Prince (PAP), the localities, Petit and Grand Goave, surrounding the pro
duction site, and PAP institutions. The combination of these three markets is
required to maximize marketing objectives.

Synergies: In each market, cross-selling of products is the focus. Cross-selling not
only increases sales but also increases sales capacity. Also, with cross-selling signifi
cant economies of scale can be achieved by being able to sell more products to
the same customer.

Port.au.Prince-Supermarkets: Port-au-Prince and the surrounding area have
the highest concentration of TARTINA customers. The PAP retail market is the
only market that offers the potential of a sufficient sales volume to make the
enterprise financially viable. Distribution expenses, including transportation,
inventory management and tracking, and accounting, will have to be carefully
managed to ensure cost-effectiveness of distribution. Competition for local peanut
butter and grapefruit jam is stiff, however, and will limit profit margins for these
more mature products.

Port·au·Prince-lnstitutions: PAP institutions will be considered complementary
to the supermarket distribution channel. Clients who purchase TARTINA products
one month at their place of work will be directed to make a repeat purchase at
the supermarket. Sales agents will prospect institutions for large contracts.

1. Petit and Grand Goave-artisan markets, vendors, and individuals in the two
towns located close to the TARTINA production site and ADE offices.

2. Production Center-direct sales to individuals in the community and sur-
rounding areas from the center itself.

Serving these markets is cheaper than serving the more distant PAP supermarkets
because of lower transportation costs and elimination of at least one link in the
distribution chain. Sales from the social enterprise production site and to nearby
community members constitute artisan markets.

Quality standards are much lower in Petit and Grand Goave's artisan markets than
in the sophisticated commercial markets of PAP. The artisan markets, however, do
not offer the large sales volume potential of PAP. Clients in these markets have less
disposable income and are far more price sensitive than their PAP counterparts.

Product sales in the vicinity of the ADE office in Colline are also an excellent pro
motional vehicle for ADE's community work done outside of the social enterprise.

Any other channel through which this market is served is complementary to the
supermarket distribution channel in PAP.

Managing the Double Bottom Line:
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ILMethod of Distribution

Sales force: Professional sales staff will be the main method for reaching large
retail markets in PAP. The experience of sales agents can well translate into
healthy sales levels and a consistent, professional presentation of TARTINA prod
ucts.

Direct sales: These are personal sales to employees within an institution or
organization. This is an appealing market for TARTINA products as institutional
employees are wiHing to pay slighter higher prices than at the supermarket
because of the convenience of having the products come to them. It is also a
good way to build awareness for the TARTINA brand. There is no competition
from local producers in this arena, and employees tend to have a little more time
to listen to the TARTINA story than they would have when picking up their week
ly groceries. On their own, institutional sales do not offer the potential to achieve
the sales volume required to meet the enterprise's commercial objectives.

Microentrepreneurs: Worthy of special note is the recent introduction of
microentrepreneurs (MEs) as sales agents for the Karapinia product in their com
munities. This is an exciting development at many levels. In the strict commercial
sense, sales have been impressive. As well, this opportunity has given the MES,
those who transform the peanuts and other ingredients into Karapinia, a new
understanding of the consumer's perspective. This is already having positive
effects on production processes. MES are also learning new sales skills and other
entrepreneurial abilities.

Price Strategy

"When it comes time to hang the capi
talists they will compete with each
other to sell us the rope at a lower
cost."

- Vladimir Lenin

Pricing your product or service is the linchpin of viability and, thus, one of the most
important business decisions you will make. The key is setting a price your target
market is willing to pay for your product or service that at a minimum recovers your
costs and preferably generates a profit for your social enterprise. No section in the
business plan can be completed in total isolation, and this is especially true for
price. Pricing decisions are based on your costs, the effect of competition, and the
customer's perception of your product's or service's value and the amount they are
willing to pay for it. This section provides a framework for developing a price strate
gy for your enterprise. The decisions you make later in your human resources and
operations plans have a bearing on price, which may necessitate returning to this
section when you prepare your final business plan.
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".Price is the amount per unit that customers pay for your
. product or service.

PRICE FLOORS AND CEILINGS

The term price floor is used to indicate your cost-the lowest price you can offer
and still break even. If you decide to set the price below cost, it should be for a

temporary, specific strategic purpose such as to
introduce a new product to the market.

The price ceiling is sometimes characterized
by "what the market will bear" and hinges on two
important variables. The first is customers' "per
ceived value," or the maximum price customers
will pay, based on what the product is worth to
them. The second is competitors' price for the
same or similar product or service.

Once you understand the price floor and ceil
ing, you can make an informed decision about how to price your product or serv
ice.

Most 8DS models use cost-based pricing. While it is important to be mindful
of costs when setting your prices, also think about your business from the cus
tomer's perspective. If the customer doesn't perceive value worth paying for at a
price that enables you to cover costs, you may have to diversify your product port
folio or even change the business you plan to enter.

BREAK-EvEN ANALYSIS

A break-even analysis determines at which point your revenues from sales equal
your costs. Called the break-even point or, aptly, in French, point mort or "death
point," it also establishes your price floor. Exhibit 5T is an illustration of a break
even in a business. The following exercises will help you determine the amount of
revenue your enterprise needs to generate and the number of units it must sell to
break even.

EXHIBIT 51

OPERATING PROFIT

$10,000

$7,500

$5,000

$2,500

o

OPERATING Loss

UNITS SOLD

1,000

UMBERS

5,000 10,000
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Determining Costs

Rationale:
The first step is to determine the costs to manufacture your product or offer your
service. Once you know your costs, you can calculate your break-even point.

Definition of Fixed and Variable Costs
Variable costs are the expenses that vary with the amount of services rendered or
goods produced. They include costs such as raw materials, transportation costs for
distributing products, inputs or materials used, and wage or piece-rate labor. For
example, the number of trainers you hire to teach business development courses
may be dependent on how many classes will be taught. For TARTINA, the quantity
of peanuts needed is dependent on the amount of peanut butter made. Some vari
able costs, like technical consulting expenses, are not specifically related to units
produced yet fall into this category.

EXHIBIT 5U: EXAMPLE OF UNIT VARIABLE COSTS FOR TARTINA

Plain Peanut Butter (16 oz.)
Peanuts
Transportation (1 sack of 16 marmites over 1 km at 1.50 gde/sack)
Storage (1 gde for 1 sack of 16 marmites of peanuts)
Wood for heating
Water (1 bucket/1 km)
Salt
Grinder (500 gdes/5,000 times)
Pot (100 gdes/1 ,000 times)
Wooden spoon (1 gde/1 ,000 times)
Metal spoon (5 gdes/1 ,000 times)
Straw winnowing tray (20 gdes/1 ,000 times)
Small bucket (3.5 gdes/1,000 times)
Small wooden table (100 gdes/10,000 times)
Apron (75 gdes/5,000 times)
Tablecloth (75 gdes/2,000 times)

Plain Peanut Butter (16 oz.)
Screen (75 gdes/5,000 times)
Gallon jug (3 gdes/500 times)
Labor (1/2 hour at 4 gdes per hour)
Transportation to PAP (1 bucket = 45 jars at 8 gdes/bucket)
Depot fee
Label
Jar

Total

lGourdes are the local Haitian currency; there are 16.5 gourdes to $1 US.
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Price in Gourdes1

5.000
0.060
0.000
1.000
0.060
0.200
0.100
0.010
0.001

..o..QO.5 /

0.004
0.100
0.015
0.004

Price in Gourdes1

0.015
0.006
2.000
0.180
0.050
1.000

10.000

19.531
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Calculating Variable Costs
Calculating variable costs is trickier than calculating fixed costs because it requires
breaking out costs of all inputs used in producing one unit of a good. Therefore, if
you are offering a training service, you will need to calculate all costs related to pro
viding that training. This might include a contracted trainer's fee, materials, space (if
you plan to rent space outside your regular office), snacks you will provide, etc.
Reusable supplies, such as pens, need to be costed by their estimated life span, or
their total cost divided by the number of times you can use them.

There are simpler methods to determine variable costs than ours, exhibit 5U; we
recommend that you round-off to make this task more user friendly. Our example
is presented this way for demonstrative purposes.

Explanation of TARTlNA's Variable Costs
TARTINA's variable manufacturing cost per 16-ounce unit of peanut butter is
19.531 gourdes (rounded off to 19.5). Prices for peanuts, TARTINA's largest variable
cost, fluctuate depending on the harvest, going as high as 16 gourdes per marmite
(5.5 lbs.) and squeezing margins. The competition sells its peanut butter for between
30 and 35 gourdes in supermarkets. This gives TARTINA only 10.5 - 15.5 gourdes
per unit margin ($0.63 - $0.93) when peanuts sell for the low price of 12 gourdes
per marmite to cover its fixed costs and earn a net profit (profit after expenses). In
addition, when distributing through supermarkets, TARTINA also has to determine a
wholesale price that includes room for retailers' 20% markup. Therefore, Mamba's
selling price to supermarkets is 25 gourdes per unit, and the supermarket's selling
price is 33 gourdes for TARTINA brand.

Fixed costs, or "overhead" (for development projects these costs are also referred to
as direct costs), are the expenses that don't vary according to production volume or
number of services rendered. They usually include rent for office and storage space;
insurance and utilities; office equipment, such as telephones, fax machines, comput
ers, radios, etc.; audits and evaluations; and salaries or a portion of salaries attrib
uted to the project. Depreciation of assets is also a fixed cost.

Total fixed costs are found in the Profit and Loss Statemet on line item "total
operating costs", (see Chapter 8 "Financial Plan").

Managing the Double Bottom Line:
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~ "FJr'BDs programs working'through one or more intermediary, difficulties in
: asslgning'overhead cEm occur. This is particularly true if the intermediaries

engage in severai'activities unrelated to the BDS program and if any costs
arEl shared between programs, such as office space, transportation, supplies,

j, and staff. ' ,, '

,One simplified, method of assigning overhead is as follows:
t. Add the total costs of the organization for all programs, excluding salaries
, ; ~nd frin~~ berlefit.

2. Then divii:::le by the total number of staff members. This will give you a
'dollar value of overhead per staff member, excluding salaries and fringe

'beneftts. '

3. ;Nexf, make a list of staff members involved in the social enterprise or BDS
, : program al)d

4:, In the next column the amount of time they dedicate to it.

The note ea.9h staff member's salary plus fringe benefits in a dollar
amount. In our example, the production manager spends 100 percent of

, his time working for the enterprise, ,and his full salary is $6,500 per year
including fringe benefits. The director spends 10 percent of his time on
ente'rprise,activities, and his salary is $25,000 per year including fringe

;, ,; benefits. ,
, ~" In the hext column, calculate a dollar value for overhead allocation based
'" : on the percentage of time worked on the project. For example, since

',director is charged 10% to the p~ogram, his allocation to overhead is
, ' $10% of $1,200, or $120.

l 7: Total the columns for salaries and overhead allocation. Adding the totals
: 'for the tWo columns will give you a figure for overhead or fixed costs to

'allocate to your social enterprise (See following example)

Obviously, this method is not 100 percent accurate, but it is probably a close
enough estimate. '

;,1Ex~mfJle (fictitious Organization):

(1) :,Total orgaAi~ational overhead: $30,000 per year (excluding salaries and
: , i fringe benefits)

'Total staff (kll' progr~ms): ' 25

(2), Formula: ' $30;000 = $1,200 for annual overhead per staff member
, : 25

,'(3)' '(4) (5) (6) (7)

:: Personnel nine on Percent of Salary + Overhead Allocation Total
Project Fringe in $

, Busioess Manager 50% $10,000 (.5 of $20,000) $600 (.5 of $1,200) $10,600

Production Manager 100% $6,500 $1,200 $7,700

'(rainer 30% $4,545 (.3 of $15,000) $363 (.3 of $1,200) $4,908
, ,

,Marketing Manager 100%: ' $18,000 $1,200 $19,200
:'Director ' , ' 10% $2,500 (.10 of $25,000) $120 (.10 of 1,200) $2,620

Secretary 25% : $1,000 (.25 of $4,000) $300 (.25 of 1,200) $1,300
.lotal: $42,545 $3,783 $46,328

_L..___ ....... _
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Calculate Break-even Points
The break-even analysis considers four variables: fixed costs, variable costs, quantity
and price. The most commonly used break-even point determines the number of
units that must be sold for an enterprise to cover its costs. Yet it can be also used as
a sensitivity analysis to derive the break-even at different levels of output, prices and
cost fixed and variable structures. The best approach is to isolate the variables over
which you have the most control and focus on them when analyzing your break
even.

Quantity - what does your market research tell you about the size of your target?
(chapter 3) What is your level of capacity; how much are you capable of producing?
(see chapter 6)

Price - how much are your customers willing to pay for your product? (chapter 3)

Variable costs - are your variable costs well estimated and calculated for present
time and near future? (chapter 5)

Fixed Costs - Are your fixed cost reasonable to support your operations? (Chapter 6,
7 and 8)

For example, making peanut butter is a variable cost business, meaning that a large
part of its cost depends on the price of the raw materials, peanuts, which range from
as low as 10 gourde per marmite to as much as 16 gourde per marmite. When
prices of peanuts go up, margins narrow, and TARTINA must produce and sell more
to cover its costs. Therefore, TARTINA should calculate its break-even at different
variable cost levels to determine how much the price of peanuts effects its bottom
line.

Break-even is presented here, rather than in the chapter on finance to emphasize
, the importance in formulating a price strategy based on real costs.

Ir Calculating the Break-even Point
To complete this section, you will need historic information on the variable and
fixed costs of your enterprise. If yours is a new venture, you may need to first
work through the rest of the manual to have enough information to calculate
your break-even point. Full details of TARTINA's financial information can be
found in chapter 8. Its production costs are presented in chapter 6.

.... A lot of pricing is chicken and egg stuff. Arriving at the right price takes several
iterations.

.... Begin by calculating your variable costs for each product or service (19.5 for
Mamba).

.... Then, estimate annual production costs by product. Production costs are derived
by multiplying variable cost per product by the number of products you plan to
produce over a year, these figure are then added together. Therefore, 18,300
total units of Mamba are projected at a cost 356,850 gourdes or $21,627 (19.5 x
18,300).

.... Total production costs for all products. TARTINA's total annual production costs
are $45,974 of all four types of products.

.... Now, what is the breakdown of production costs per product in percentage
(some products have higher unit manufacturing costs than others)? For example,
Mamba production costs are $21,627 out of a total cost of $45,974. Expressed
as a percentage, that's 47%, whereas, Karapinia and Grenadia represent 14%
each and Chadeque 25%.
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A. Next, you will have to allocate your total fixed costs based on the percentage of
production costs for each product manufactured.

• TARTINA's total fixed costs are $146,729; 47% of this figure is $70,372.
Therefore, $70,372 of fixed costs are then allocated to Mamba.

A. Input fixed and variable costs into the following break-even formulas.

A. Calculate break-even points for each product.

A. Perform a sensitivity analysis to test break-even by manipulating different cost,
output and price variables.

Formula for Calculating Break-Even Units
To determine how many units must be produced and sold to break even, use the
following formula:

Fixed costs = Number of units needed to break even
Price per unit - Variable cost per unit

Sensitivity analysis - atool
used to project expense and
income levels by manipulating
cost and revenue variables in a
company, such as changes to
production level, costs of inputs
(fixed or variable), or prices.

*The denominator for this formula is also called unit contribution margin (selling
price per unit - variable cost per unit)

EXAMPLE #1: CALCULATING BREAK-EVEN NUMBER OF UNITS FOR MAMBA

Data Needed:

• Variable costs per unit for Mamba = 19.5 gourdes ($1.18)

• 47% fix cost allocation for Mamba is $70,372

• Selling price for Mamba is 25 gourdes to supermarkets ($1.52)

• Currency exchange: 16.5 gourdes = $1 US

Unit contribution
margin - captures the
profit margin plus the fixed
costs per unit sold. Unit
contribution margin is used
in the break-even calcula
tion to determine how many
units of aproduct or serv
ice must be sold to equal
the fixed and variable costs.

e..,

TARTINA must sell 206,976 units of Mamba to break-even. Ouch!

EXAMPLE #2: CALCULATING BREAK-EvEN REVENUE FOR MAMBA

For demonstrative purposes only.

$70,372 = $319,872
1-(1.18/1.52)

$70,372 = 206,976
1.52 -1.18

FC = Q
P-VC

Formula:

Formula: FC = Q
1-(VC/Price)P-VC

Mamba has slim margins of just $0.34 per unit. Therefore, at the current selling
price and production costs, TARTINA needs revenues $319,872 just to cover its
costs of Mamba. Ouch!

This of course is not the full picture, TARTINA has not projected break-even
until year 7, which could mean that they are right on target with planned sales of
18,300 units of Mamba for revenue of $27,727 in the first year.
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Price elasticity - measures cus
tomers' responsiveness to changes in
price via quantities purchased.

Results
Results of the break-even analysis can tell you if your enterprise is potentially viable.
They beg questions like: Do we have capacity to manufacture X amount of product
or render X number of services? Is there a sufficient market for this quantity of serv
ices or products? Does our enterprise structure support the marketing functions nec
essary to sell this quantity at our break-even price or above it? If breakeven results
appear daunting, how are they projected over time? Do they become more attain
able as the enterprise operates with greater efficiency? If not, are you in the wrong
business?

PRICE ELASTICITY AND SENSITIVITY

Rationale:
In analyzing the buying sensitivities of your target market, one variable was price.
Understanding how sensitive your market is to changes in price helps you determine
how much "wiggle room," or price elasticity, you have to raise your prices. Factors
that influence price elasticity are supply and demand: the availability of the product
or service and of good substitutes, their respective prices, and the extent to which
the product or service is desired. If ample supply exists through competitors and
substitutes, that puts downward pressure on your price. On the other hand, if
demand is high for a product or service, exceeding what can be supplied through
competitors and substitutes, price elasticity is high, meaning that you will have room
to increase prices. Customer purchasing power and staying power to do without a
given product or service are other factors that contribute to price sensitivity.

Unfortunately, most social enterprises have little flexibility when pricing their
products and services. This is because they operate in industries characterized by
low barriers to entry and high competition or because they render services to SMEs
that have little money to spend on services.

This manual gives no explicit exercise to establish price elasticity for the products
or services in your industry. Merely reflect on the information you gathered during
market research (which should be sufficient to denote price elasticity) and apply it
when developing your price strategy.

PRICE STRATEGY
Once you have calculated your break-even points and studied price sensitivity, you
are ready to set your price.

r'-'-- -. -,' -, .., ,.
l?n~~u~lng $UbSi~Y In Price

Jf you'are considering subsidiZing your price with donor
funds,you should be clearly aware of (1) the amount of

.subsidy provided,.(2) how it is being used (subsidizing
What), (3) what its purpose is, (4) its duration, and (5) your

; :exit strategy. Using donor funds to artificially lower prices
l,':distorts the market and is not a sustainable strategy in the
I. '

: long term. We recommend that you use any subsidy
I toward covering your fixed costs and that you clearly
! reflect this in your financial plan (see chapter 8).

150 Managing the Double Bottom Line:



STRATEGIES FOR ESTABLISHING PRICE

.Set a low price on one or more products to make quick sales that will support
another product in development. (TARTINA could use this price strategy for plain
Mamba to support the costs of developing sweet and spicy Mamba.) This strategy
increases cash flow, even though it might mean a net loss for the period.

• Set the price to meet a desired profit or sales goal, indicated in the marketing
objectives.

• Establish a high price to make high profits initially. This strategy is used to recover
research and development costs or to maximize profits on an introductory prod
uct before competitors enter the market. (TARTINA entertained this strategy as an
option for pricing Karapinia.)

.Set a price equal to the competitor's. This strategy is often used with commodi
ties, when prices are relatively well established (e.g., peanut butter), or when
there is no other basis for setting the price. When using your competitor's price as
your "ceiling," the challenge is to lower your costs so you can generate more rev
enue.

• Establish a low price (compared with the competition's) to penetrate the market
and capture a large number of customers. This strategy can also be used to
achieve nonfinancial marketing objectives such as product or brand awareness. It
works if you are able to maintain profitability at a low price through high sales
volume and efficient service delivery/production. Most private companies that
use this strategy subsidize prices in the short term to achieve penetration, then
raise their prices.

• Base the price on the customer's perception of the value of your product or serv
ice. This price strategy is one of the most important, yet least used, in 80S pro
grams that render services to microentrepreneurs and SMEs. To use a value-based
price strat~gy, you will have to be thorough in your market research and fully
aware of the benefits your customers want and the perceived value of those ben
efits (how much are they willing to pay for them) .

• Charging "what customers are willing to pay" is usually a nonstarter. This passive
approach to pricing is sometimes used by practitioners who want to be fair to
their low-income clients. But price is a business tool. "Withstanding the test of
the market" is both pricing your products appropriately and giving customers
something they want.

PRICE STRATEGIES LINKED TO DISTRIBUTION AND PROMOTION

.Your pricing strategy might include discounts for customers who offer you a busi
ness benefit; for example, giving cash discounts to customers who pay promptly
or in advance of receipt. This rewards those who help your social enterprise
maintain a steady, positive cash flow. Offering discounts for large orders often
makes economic sense when the cost per unit to sell or deliver a product declines
as the quantity increases.

• Seasonal discounts given to buyers who purchase during a product's slow season
reward customers who assist the social enterprise in balancing its cash flow and in
meeting production targets.
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.Trade-in allowances for return of old products that you can either reuse or resell
for a profit may benefit both the social enterprise and customers.

• Promotional allowances often make financial sense and should be linked with
promotional strategies. For example, you might offer reduced-price coupons at
point-of-purchase displays or outlets that sell your social enterprise's product.
Flrst-ttme"low-price" offers are a way to attract new-eustomers.

Formulating a Price Strategy

.. Use break-even point analysis as a starting point for your price strategy.

.. Reflect on the price strategies described above and consider which ones may be
appropriate for your product or service.

.. Use the list of questions in the Price Strategy Framework (below) as a guide to
developing a basic price and beyond basic price strategy.

II Price strategy is included in the Business Plan.

PRICE STRATEGY FRAMEWORK
(Also see example of how questions are used to formulate a price strategy for TARTI
NA, exhibit 5V).

Basic Price

.At what basic price should each product or service be set?

.Will the basic price be different for different customers? For example, when dis
tributing through a middleman such as a retailer or trader, you must also consider
the price he will charge the consumer and leave room for the middleman's
markup.

The basic unit price of each product should be assessed with the following
points in mind:

.Prices should help achieve the marketing objectives.

• Prices need to be set to cover variable costs and contribute to covering fixed costs
with the sale of each product.

.Will prices be the same as, higher than, or lower than those of the competition?

.Can price be a competitive advantage for any of your social enterprise's products
or services?

.Is price one of the most important criteria used by the consumer in selecting your
product? How price sensitive is the target market for each product or service?

.With price comes a certain perception. A lower price is not always the best strate
gy. A higher price is often associated with higher quality. Is this the case for your
enterprise's products or services?

.Is the pricing objective to "skim" the market-take a small piece of the market
with a larger profit margin-or to "penetrate" the market-offer a lower price
with the objective of wider sales?

.How will pricing impact accounting systems? Is your social enterprise's accounting
system able to capture a complex pricing strategy?

.......................................................................................................................................................................................................................................................................
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Beyond Basic Unit Price

.Determine strategies for discounts and allowances, one price vs. flexible pricing,
different prices for different geographical locations, freight absorption (transporta
tion costs included in price) vs. free on board (FOa) pricing, etc.

.What are competitors' strategies on these fronts? Is there an opportunity for your
social enterprise to offer a competitive advantage?

Free on board (FOB) - when the
supplier bears the shipping costs.

I' .' , '.~

EXHIBIT 5V: PRICE STRATEGY FOR TARTINA ENTERPRISE:

1. Context
Market research into customer buying motives for the products in the TARTINA
product line was conducted in January 1999. This research confirmed that price
sensitivity runs high for every product in the product line. The degree of price
elasticity depends on the distribution channel and the maturity of the product. In
terms of distribution channels, direct sales offer the greatest room for flexibility
given that purchasers are willing to pay extra for the convenience of having the
product come to them. Supermarkets in PAp, however, offer little margin for price
flexibility because stiff competition from other local brands on the shelves pushes
prices down. There is an another element of the supe.rmarket distribution channel
that affects the ability of TARTINA Enterprise to raise its prices. In this market,
TARTINA acts as a wholesaler; the supermarket is the intermediary that sells to the
consumer. This additional link in the distribution chain limits TARTINA's ability to
raise prices.

The fewer links that exist in the distribution chain outside of PAP offers an
advantage in pricing flexibility. However, this advantage is offset by the lower dis
posable income of the customer target group in areas outside of PAP.

The "new" products of Karapinia, passion fruit jam, and sweetened peanut
butter will translate into some room to increase prices. Such increases will not be
significant, however, given the overall price sensitivity of clients purchasing food
stuffs and the unstable economic situation in the c01m!t"Y.

2. Pricing Strategy
The pricing strategy for products in the TARTINA product line reflects the follow
ing considerations:

.It covers unit variable costs and a percentage markup to spread over fixed costs.

• Sales prices will remain competitive, but competing on price is not the most
important basis of competition. The comparative advantages of TARTINA prod
ucts lie in characteristics and benefits other than price, and these will be the
most important factors in positioning the products vis-a-vis the competition's.

• The plan is not to undercut competition using donor funding because we want
customers to switch to TARTINA from the competition (for peanut butter and
grapefruit jam) for reasons other than price. We want to create brand loyalty.
Likewise for new products, we are targeting customers who are open to trying
to new products and new flavors-for whom price is not the No. 1 factor when
deciding to purchase a new product.
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~lhhe seasonality of raw materials (fruit and peanuts) is not reflected on the
supermarket shelves. For jams and jellies, shelf life is up to two years. This per
mits producers to process enough products during the harvest season to last the
rest of the year. No price increase is evident during the year for jams and jellies.
For peanut butter, there is a slight increase in supermarket prices toward the
end of the two peanut harvest seasons. This increase is kept minimal, however,
by the fierce competition between local brands.

3. Per-Unit Prices for Each Product (16 oz. size)

For Supermarket Customers:

Mamba: 25 gourdes Karapinia: 5 gourdes (small satchel)
Chadeque: 26 gourdes Grenadia: 26 gourdes

Prices will be modestly higher (2 to 3 gourdes) for individual and
institutional customers.

Note: Prior to developing the business plan, TARTINA conducted a feasibility test
that eliminated products that were not (and did not have the potential to be)
financially viable.

Promotion Strategy

The overall objective of your promotion strategy is to contribute toward achieving
the marketing objectives. It is the vehicle for informing your target market about
your enterprise and the products or services it is offering in the marketplace.
Although many BOS programs place significant emphasis on providing services or
products appropriate for their target market, ironically, few focus on raising aware
ness of their existence once they are available in the market. Attracting customers
through promotional efforts is a critical piece of the viability equation, and it
requires money. The original TARTINA budget allocated substantial financial
resources to training and supplies but included zero resources for promotion. It is a
mistake to assume customers will automatically become conscious of your products,
and of the benefits they offer, without an organized campaign to impart this infor
mation. Since money in social enterprise programs is always limited, your promotion
strategy must be developed with care and creativity. Much of the information gath
ered in chapter 3 on the characteristics of your target market and how to reach cus
tomers will help you with developing your promotional strategy.

The codfish lay 10,000 eggs,
The homely hen just one;
The codfish never cackles
To tell you what she's done;
And so we scorn the codfish,
And the homely hen we prize.
Which demonstrates to you and me
That it pays to advertise.

- Toronto Globe
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A promotion plan articulates:

.How you will raise customer awareness of your products or services.

• What message you will convey to your customers.

• Specific methods you will use to deliver and reinforce your message.

• How you will secure sales.

THE PROMOTIONAL MESSAGE

; .D9tittry to tell a complicated story with a logo; keep it
{ .~impl~,. -

-.Logos should use symbols that are easy to remember
:.. ' and recognize.
e . - .

: .put the: name of your social enterprise under your logo
: to; reinforce identification.

: -~Employ agraphic designer or use a computer art pro
t 'gram to help create a logo.,
,-

I "-'~"~~,-:-:--;--';-'-7'- -~~'''' --,
f Tips·for Or-eating Logos

!*A -I~go:'i~ a VisU~1 picture that reminds people of who
.Y0tlr business is .and what it does.

.Logos can be abstract.

LOGOS

Rationale:
A logo is a visual picture that
reminds people of who your
enterprise is and what it does.
Recognizable logos- for example,
for the Olympics, Mercedes, Nike,
or Microsoft-immediately remind
people of the firm and the prod
ucts or services it sells. Logos are
especially important promotional
tools for social enterprises that tar-

" get illitErate customers.

"'IT Creating a Logo

.... Create a logo for your social
enterprise. Solicit assistance
from a graphic designer if necessary.

.... All key enterprise stakeholders should agree on the firm's logo.

Rationale:
Every enterprise sends a message in its marketing; this message should motivate cus
tomers to purchase your product or service and state your competitive position.
The promotional message can emphasize particular benefits, such as "low-price
leader," "convenient one-day service," or "always fresh." A message can also
exploit a market niche, as in "Telecommunications Serving Kampala Small
Businesses" or "Palm Oil Marketers." It can also be more subtle, triggering a cus
tomer's emotions or self-image, like this one from an alternative-jobs newspaper:
"Change your job, change the world; work for social change." All Americans are
familiar with McDonald's marketing message, "You deserve a break today."
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EXHIBIT 5W: TARTINA PROMOTIONAL MESSAGE

TARTINA Enterprise changed the message "100% natural," which focused on
product benefits, because it seemed too limiting, since it applied only to spicy
and regular peanut butter. The new message-"Tastes and feels 500000 good!"
draws attention to product quality and to the benefits TARTINA products provide
to the community.

Creating a Promotional Message
We have already noted that customers mainly buy the benefits products and services
provide, not their features. In other words, a customer is more concerned about
how a product or service will affect their lives than about how it achieves those
results. In writing your promotional message, you must tell customers what they will
get when they purchase your product or service, such as security, an enhanced self
image, a more profitable business, etc., rather than detail what your product does.

... Begin by reflecting on three of the "four P's" of marketing discussed at the begin-
ning of this chapter:

Product: What are the benefits your product or service offers that customers
are seeking?

Price: Is there a cost advantage of your product or service for customers?

Place: Are there advantages of convenience or comfort associated with the
locations where your products or services will be sold?

... Next, use the "five F's" (below) to further analyze how your product or service
fills a range of benefits customers look for. Professional marketers use this "five
F's" formula as a way to remember advantages customers are seeking when they
make a purchase.

Functions: How does your product or service meet concrete needs of your
customers?

Finances: In addition to the actual price, how will the purchase of your prod
uct or service affect your customers' overall financial situation? In other
words, are there long-term savings benefits, such as increased productivity?

Freedom: Will customers gain time and worry less in other areas of their
lives if they purchase your product or service?

Feelings: How does your product or service make customers feel about
themselves? Will it improve their self-image?

Future: How will your product or service affect their lives over time? Will it
be available in the future? Does this increase your customers' sense of
security?

... Now you probably have a substantial list of benefits your product or service
offers customers. Customers want as many benefits as possible, but you will have
to prioritize which ones to emphasize in your promotional message. Bear in
mind that there are other ways than your promotional message to communicate
the benefits of your product or service, such as excellent service or a high-quality
product that speaks for itself. Concentrate on the one or two benefits that will
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i If1~T"e wr~ng Promotional Vehicle

i If your'enterprise offers business services to poor entre
i 'preneurs who cannot afford luxury items, or lack basic
! infrastructure like electricity, television is probably not the
• best way., to' reach them. Television is also a powerful
imedium that ca'n easily intimidate or alienate poor people,
I'possibly contradicting the image of a trustworthy business
: aimed at helping them. In addition, TV advertising is very
i expensive and a good way to blow your program's pro-
: motional bUdget in one fell swoop.

most effectively motivate customers to purchase your product or service and that
most strongly define the competitive position of your enterprise.

.... Write your promotional message. It should be very brief-no more than one
line-and simple, so that it is easy to remember.

THE PROMOTIONAL VEHICLE

Rationale:
Once you have decided on the message you want to convey, you must then figure
out how that message will reach customers. There are many marketing mediums to
consider. Advertising, trade shows, and public relations efforts are just some of the
possibilities. Some promotional vehicles will be more suitable for your enterprise
and product/service than others. This section is designed to help you focus on cost
effective promotional vehicles that will yield the best results-i.e., increase your
sales.

Selection of Promotional
Vehicles
Quantity, cost, mix, and fit are
important considerations when
selecting promotional vehicles for
your enterprise. Be sure that the
medium you choose will actually
reach your target customers and
that it is appropriate to your
image. Most customers need to be
exposed to marketing materials
several times before they decide ' ,- ,
to purchase a product or service. Therefore, repetition and exposure from a variety
of different sources are also important considerations. Finally, affordability can be a
strong factor in selecting which promotional vehicle you will ultimately use.

Types of Promotional Vehicles

• Brochures-leaflets, informational handouts, inserts. Brochures are an excellent
low-cost promotional vehicle as long as your target customers are literate.
Brochures are especially useful for service businesses because they enable you to
describe your services in lieu of demonstrating tangible products.

• Print media-advertising in newspapers, newsletters, magazines, and trade and
specialty publications. Cost varies greatly for print ads: from little to nothing for
ads in local newsletters to expensive ads in publications with national circulation.
Before buying ad space in a publication, be certain that its readership matches
your target market.

• Posters/fliers-a low-cost option. These can be posted locally or handed out in
communities. Fliers and posters are a good means of advertising events or "act
now" opportunities to try your product or service.

• Broadcast media-radio and television. Although television is inappropriate for
social enterprises in many markets, well-targeted radio advertising can reap sur
prising benefits.

• Direct mail-mass-mailed fliers, catalogs, brochures, and coupons. Direct mail is
generally associated with high costs and low returns. Moreover, it is a highly
impractical form of promotion in developing countries.
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• Public relations-public service announcements (PSAs), celebrity spokesper
sons, newspaper feature or news articles. These are seemingly attractive promo
tional vehicles for social enterprises because they are free. Although public rela
tions can yield positive benefits, relying on them as part of your promotional mix
is unwise because of the hidden costs of time spent writing and sending out press
releases or efforts to solicit journalists that go nowhere. And since it is difficult to
control what a journalist will write, PR can distort your enterprise's public image.
In the end, these articles often do not even reach your target customers. If you
choose to use public relations as a promotional vehicle, be discriminating, realis
tic, and clear about your objectives. Select community publications or newslet
ters that are compatible with your reputation and image. Pursue "celebrities" you
have access to who will draw the attention of your target customers. For exam
ple, a soccer player from a regional team may be more appropriate than a movie
star.

• Advertising gifts-giveaway items emblazoned with your enterprise's logo, such
as stickers, calendars, desk sets, T-shirts, and magnets. These items vary in cost
but can be an effective means of developing brand recognition. Stickers are rela
tively inexpensive and are popular in many countries.

• Sampling-distribution of free product samples. This promotional vehicle is
especially useful for introductory products, when you want to promote use or
knowledge of a new product rather than a known product There are costs of
staff time to give out samples and the cost of the product itself.

• Informal marketing-activities such as speaking at public events or attending
conferences. Like public relations, informal marketing offers a cost advantage
but often does not reach a social enterprise's target customers. There may be
other advantages to informal marketing, such as developing strategic alliances or
raising public awareness for your firm. Be clear about your objectives before
committing time to this promotional vehicle.

• Telephone directory listings-an often overlooked but cheap and appropriate
means of promotion for many social enterprises.

• Trade shows-useful for two reasons. Participation in trade shows raises your
profile and offers new business opportunities, such as strategic alliances with
commercial partners or sharing information. Trade shows, however, can be costly
in staff time and exhibition costs if not well targeted.

• Merchandising displays-on-site, point-of-purchase offers presented to cus
tomers at the time of sale to encourage impulse purchases. Merchandising dis
plays are good promotional vehicles for cross-selling products because they allow
an enterprise to display its full product line. They are also an effective branding
mechanism. Note that some retail outlets may charge for displays that take up
shelf space.

• Billboards-brightly colored signs with your logo and a strong visual image.
These are an excellent choice in countries sensitive to brand image and with low
literacy rates among target customers. The cost varies by country, depending on
whether the billboard is a formal means of paid advertising controlled by the
state or simply a sign erected on a public roadside by the enterprise itself.

• Special offers-discounts, two-for-one deals, free trials, etc. Such enticements
enable your social enterprise to increase sales and build its market share. The
costs of discounted prices or giveaways must be figured into your bottom line.
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• Information meetings-an oral presentation introducing your enterprise and its
services or products. This form of promotion, often used by microfinance institu
tions, is also a good way to attract potential customers, especially small-business
owners and microentrepreneurs, to service businesses.

-""If - Planning Your Promotional Vehicles

The Promotional Vehicle Worksheet (exhibit 5W) is a precursor to preparing your
promotional strategy and budget. Please photocopy this template for your use.

.... Reflect on the information gleaned about your target customers in chapter 3 as
you look through the list of promotional vehicles and answer the following ques
tions.

.... Reach. Which promotional vehicles will best reach your target customers, in
terms of both geographic location and your customers' access to the vehicles
used?

.... Fit. Which ones best fit your enterprise's image and the product you want to pro
mote?

.... Frequency. How often and when will you use the promotional vehicles? Are
there seasonal upswings or downturns in your business cycle?

.... Cost. What costs are associated with using the vehicles? Will you have to buy
space or contract for professional assistance (in design, printing, production,
advertising, or public relations)?

.... What are the annual costs for your promotional vehicles? This information will
be used as the basis of your marketing budget in the financial section of your
business plan. Don't forget to calculate costs of staff time or product samples in
your projected annual promotion costs.

EXHIBIT 5W: PROMOTIONAL VEHICLE WORKSHEET

.........:=::z:;::;;;;;&:"'Lt:iIL~

(per year)

Print
Broadcast
Direct Mail
Brochures
Flier/poster
Sampling
Informal
PR
Trade shows
Gifts
Phone book
Displays
Billboards
Information meetings
Special offers
TOTAL COSTS

VEHICLE REACH FIT FREQUENCY COST
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Lic!3nsing offers certain
I advantages to social
, enterprises concerned

with meeting the social
objectives. A licensing
agreement with a private,

; for~profit firm relieves a
: social 'enterprise from
: business management so
: it can stick to the social
i business of "doing good."
, Licensing also provides
"the enterprise with a guar~

; anteed market and high-
: quality technical assis~
: tar-tee,'although revenues
: Will be substantially less
: than if the social enterprise
; managed the business
;, itself.,
f "

r' For example, the social
~ objectives of your enter-
;, prise might be to supply
;, jops to and develop the
; technical competence of
: microentrepreneurs who
: 'produce leather goods.
, Your enterprise might
: choose to focus on core
; co'fnpetencies like produc
: tlon techniques and com
:'n10nity organizing rather
;' than manage multiple
; business functions. In this
'qase, the enterprise might
i'license the entrepreneur-
\ made products to a com-
, pal1y that would handle
~'marketing of the leather
; goods.
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PROMOTIONAL TACTICS

In addition to using the aforementioned promotional vehicles, you can employ a
number of creative options to promote your enterprise. Usually, little additional cost
is involved, and these tactics can produce tremendous benefits. Consider the follow
ing when you prepare your promotional plan.

,. Cross-selling-exhibiting several different products in one display. Cross-selling
builds brand awareness across multiple products and entices customers to try your
other products if they are already familiar with one.

,. Personal sales-sales by sales, marketing, or other staff at sales locations. Staff
members can add a personal touch by offering customers samples to try, telling
them about the products and the enterprise, and giving out coupons.

• Strategic alliance-a complementary company with which you share promotion,
sales, or distribution functions. Several types of alliances can be formed:

• Joint advertising-when two firms are mentioned in a single ad and share the
costs. Special events are popular among nonprofits; firms underwrite the costs
of an event and display their banners, T-shirts, and literature at the event.

• Licensing-when one firm grants another permission to use its name, trade
mark, or product. For example, Save the Children licenses its name and logo
to a clothing manufacturing company for a line of ties and scarves distributed
in retail outlets. SC receives financial benefit for its programs and increases its
name recognition without having to manage a clothing business.

• Professional or in-kind exchanges-a creative way to broker promotional deals
through nonfinancial exchanges with businesses that want services or products
from your enterprise. In the Moscow Winter Olympic Games, a noncash deal
worth more than $1 million, trading coffee and programming for advertising,
was brokered between Columbia House Coffee, the games' sponsor and
Turner Productions.

• Referrals and testimonials-a satisfied customer is the most powerful means to
promote your social enterprise. Your job is to "delight the customer" so the cus
tomer will refer your enterprise and services/products to others. You can capital
ize on customer referrals by inviting satisfied customers to speak at information
meetings or help with samplings, product demonstrations, or special promotions.
Also, you can make their comments indelible by including them as testimonials in
printed promotional material.

• Cause-related marketing-exploiting the social value of your enterprise for
advertising purposes. Cause-related marketing can take the form of a strategic
alliance (above) with another firm (usually a large corporation) that provides
money, technical assistance, and/or promotion in exchange for using your social
enterprise in its advertising. The corporation is usually motivated by the opportu
nity to improve its public image, smooth community relations to make way for
business expansion or penetrate new markets. Some well-known examples
include Benetton's sponsorship of AIDS awareness and American Express' raising
consciousness for hunger relief with Washington, D.C.-based Share our Strength
(SOS). Some social enterprise entrepreneurs find it demoralizing to join ranks with
large corporations, believing that they are exploiting their target population, while
others find that mutually beneficial relations are forged.
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A more applicable form of cause-related marketing is to allude to social objec
tives in your promotional messages, literature, and advertising. Although this is a
good way to get publicity, it can be a double-edged sword. A social enterprise bak
ery found that it lost customers when it advertised that its bread was made by inter
nally displaced people and refugees because that conjured up images of unsanitary
manufacturing conditions. TARTINA Enterprise discovered that social consciousness
was generally low among its poorly educated consumers in Haiti, but many retail
customers chose to carry TARTINA products because they wanted to support the
cause.

Planning Marketing Tactics

.A. Fill out the Tactical Marketing Worksheet, exhibit 5Y. Please make a photocopy
of this template for your use.

EXHIBIT 5Y: TACTICAL MARKETING WORKSHEET

VEHICLE REACH FIT FREQUENCY COST

(per year)

Cross-selling
Personal sales
Strategic alliances
Type:
Referrals
Cause-related
marketing
Other
TOTAL COSTS

PACKAGING
Packaging refers to a product's physical package (box, container, jar, wrapping, etc.)
or labels, or a service's presentation. Although packaging does not fall directly under
the auspices of promotion, good packaging can certainly help promote products and
services. Moreover, it is an aspect of marketing that is sorely undervalued by social
enterprises and, therefore,is worth mentioning here.

Packaging enhances your professional image and helps commercialize your
social enterprise at little or no additional cost, and it doesn't require changing the
product or service. TARTINA first used crude plastic containers for its peanut butter
that were difficult to open and close and sometimes leaked, dripping grease down
the sides and smearing the laser-printed label. Its new jars with screw-on tops are
marginally more expensive but, with their new label, are much more attractive and
commercial looking (see example in exhibit 588).

Tips for Packaging
Packaging has many variables and is difficult to address generically, so we simply
give you a few hints for packaging your product or service.

*' Remember that because the package of your product or presentation of your
service is the first contact a potential customer has with it, the package represents
the product's entire identity and image.
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.. Use the five F's to tailor packaging to customer wants (see TARTINA example in
exhibit SBB below).

.. Your packaging should attract-even call out to-your target customer.

• Your name and logo should be clearly visible.

EXHIBIT 588: NEW TARTINA LABEL

Nutrition Facts
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The new label, a significant improvement over the existing one, has the following
benefits:

.It is fashioned after import labels. There is a great demand for imported food
stuffs, which are considered to be of higher quality than the local competition.
The new label should have a positive impact on the TARTINA image. In addi
tion, it will attract customers who aspire to purchase imported peanut butter or
jam but can only afford local brands. (feelings)

• The label was designed with the female shopper in mind. (functions, feelings)

.. The label includes a paper safety seal, which is an inexpensive way to assure
the customer that the product has not been tampered with. This is an important
feature differentiating the product from the local competition, which does not
have safety seals. (freedom, future)

• Similarly, nutrition information is provided on the new TARTINA label, which is
a comparative advantage relative to the local competition. (freedom, feelings,
future)
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MARKETING PERSONNEL

After plotting the vehicles for your promotion strategy, consider the effect of these
choices on enterprise personnel. In the cost columns of the two previous work
sheets, you were to some extent tasked with reviewing human resource implica
tions. At this point you must examine personnel needs in concrete terms. Will you
need to hire marketing staff, or can you outsource the marketing functions?

;;.;' .
"If - Determining Marketing Staff Needs

The symbols CD and ~ below denote financial and human resource implications
marketing decisions, information that will be used to develop your financial plan.
These implications may cause you to revisit some promotional choices.

.&. Make a list of marketing personnel by position or task. ~

... Indicate whether staff is currently available in-house Clr you have to hire either
new permanent staff or contract for temporary staff. ~

... Indicate whether promotional staff is needed on a full-time or part-time basis. ~

... Estimate total annual costs for each person. If you need a full-time permanent
professional, include benefits in your projections.CD

::. . '

e..,

EXHIBIT 5CC: PROMOTIONAL PERSONNEL FOR TARTINA

PT Annual
1FT Cosij=

DurationContract One Time or
Recurring

In- Hire
house

:I: For permanent staff include salary plus benefits.

Position/task

,~~~-r-="~"-::.-'Z"·r.;~.r;-:::--:~':"%H':;"Z'~"'!:;;'~'~~~:::-:::.='"~"Z::":l;i'::~~~"~.~~~~_~T wv .... ~

Marketing Manager II FT
Marketing Assistant
Market Researcher II 1 time

(product study) 4 weeks
Events Coordinator II Recurring 8 weeks PT
Alliance Coordinator
Graphic Designer II 2 (label/logo)
Other

Formulate A Promotion Strategy

Your promotional strategy will be a synthesis of the work completed in this section
and will be included in your final business plan.

!

~fr-' Crafting a Promotional Strategy

... Develop a promotional strategy for your social enterprise.

... You will have to formulate a promotional strategy for each product or service you
are offering.
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..... Restate your marketing objectives in the first column, followed by products in
the next column, then the promotional vehicles you plan to use, and finally
your strategic rationale. The strategic rationale explains how your choice of
promotional vehicles will contribute toward the achievement of your marketing
objectives.

..... Refer to the example of TARTINA's promotional strategy in exhibit SDD for
assistance or inspiration.

I Promotional strategy included in the Business Plan.

EXHIBIT 5DD: PROMOTIONAL STRATEGY FOR TARTINA ENTERPRISE

Marketing '~ Product Promotional Vehicle
O~iective '

Strategic Rationale

Increase brand
awareness and
sales

Peanut butter Personal sales
and grape- Point-at-purchase (POP)
fruit jam displays

Customers are already aware of the existence
of the products. POP promotion will help
TARTlNA's voice be heard among the several
other competitors on the market.

Product aware
ness

Karapinia
and passion
fruit jam

Sampling
Point-of-purchase dis
plays

For success in launching the passion fruit jam
and the Karapinia products, it is not brand
awareness that should rule but awareness of
the products themselves, which are virtually
unknown.

Increase brand All products
awareness and
increase sale
levels
(sales target of
U.S. $58,976)

In summary, the promotional strategy will put its accent on per
sonal sales, product presentation, taste tests, and development of
promotional material tor in-store displays. Additional funds have

_been included in the business pian'S promotional budget to poten
: tially use in larger-scale publicity material, such as print advertis
ing, PR, and stickers with the TARTINA logo, which are popular
among children. The costs and benefits at this type of pUblicity
will be further evaluated before any disbursement of these promo
tional funds.

Sampling

In-store display posters

Point-at-purchase
displays

Cross-selling

Personal sales

Special offers

Trade shows

• "Tasting is believing!" It will encourage cus
tomers to switch brands, as is required in
the competitive peanut butter market, or to
purchase anew product, such as passion
fruit jam, instead of their regular flavor.

• POP and posters can increase the TARTINA
brand presence in some stores that current
1y do not have shelf space available for new
brands or new products.

• Multiple TARTINA products will be on dis
play, and promotional staff will offersam
pies of any or all at the products to interest
ed shoppers to taste (and purchase!).

• Cross-selling is cost-effective as it uses
one vehicle to simultaneously promote mul
tiple products.

• The sales will offer amarket research
opportunity. Promotional agents will gain
firsthand informa tion on customers' buying
motives and product preferences.

• Coupons and discounts at POP displays
will encourage impulse purchases by cus
tomers trying TARTINA products.

• These will be primarily aimed at forming
strategic alliances and increasing presence
in some stores that acurrently do not carry
TARTINA products.
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Sales Plan

The sales plan flows from the marketing plan. Remember that at least one marketing
objective must include a sales forecast expressed in unit sales or currency value.
TARTINA uses both in its objectives (see marketing objectives in the first section of
this chapter). The sales plan is concerned with turning prospective customers
reached through marketing into purchasers. It articulates the structure and strategy
of closing deals and the costs to do so.

SALES STRUCTURE
Staff members charged with selling responsibilities are the pulse of income genera
tion in your social enterprise. Simply put, without sales there is no income.

Estimating Sales Costs CD
Give careful thought to the following questions, and then project your social enter
prise's selling expenses based on your sales structure. All the information in this sec
tion will be used in the financial plan. An example is provided in SEE.

..... How are sales staff remunerated? Salary? Commissions? A combination of the
two?

..... Which out-of-pocket expenses incurred by sales staff are reimbursed?
Transportation, communications, travel, meals, etc.?

;..
7r-- Establishing a Sales Structure CD

The symbols CD and ~ below denote financial and human resource implications of
sales decisions, information that will be used to develop your financial plan.

What is your sales structure?

..... Do you have a sales force? How many people? ~ CD

..... At what point do sales personnel achieve "full capaciti'? When do you decide to
hire more sales staff?

..... Do you use internal staff (employees) or contract staff (sales firm,
free agents)? ~ CD

..... Do salespeople have additional responsibilities? If so, which ones?

..... Are other people charged with selling your product or service? Who?

..... Who supervises sales personnel/functions? Is this person charged with other
responsibilities? If so, which ones? ~

..... Are individual sales staff charged with different responsibilities? How are respon
sibilities organized?

..... How is territory divided up among sales staff? Geographical region, product, cus
tomer type?

..... What type of training do sales staff receive? How often is training
conducted? CD

..... Who is responsible for training sales staff? ~

..... How do you ensure that sales targets are met (use a quota system, assign targets
for sales staff, etc.)?

I Summary included in the Business Plan.

SALES COSTS
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A Do sales staff receive a petty cash advance?

A What type of incentive program do you use to motivate staff? Financial bonuses?
Nonfinancial rewards?

CD Sales cost information will be used in the Financial Plan (Chapter 8).

EXHIBIT 5EE: MONTHLY SELLING EXPENSES EXAMPLE

Sales Staff
and Status

Base or Commission
Salary

Bonuses Expenses Benefits Training and
Supervision

Martine Du Pre
Senior sales

15% of sales 20% of
$1 DO/mo. price per unit sales price

$1000 for per unit
targets after quota

(per/mo. quota)

$15 for
transport
per/mo.

Health, sick, 20% Marketing
vacation Manager

value salary spread
over 5 sales
staff - $55

Luc Dominique
Trainee

Total Costs

$80/mo. 15% of sales
price per unit

$800 for
targets

(per/mo. quota)

None
Bonuses
to trainer

$15 for
transport

No benefits
until post

trainee
status

Same (above)
Trainer $55
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SALES STRATEGY

The sales strategy explains the mechanics of the sales approach your social enter
prise will employ to realize its targets.

Developing a Sales Strategy
Use the following questions as a guide to craft your sales strategy:

A Who identifies potential new customers?

A Who makes the initial customer contact?

A What are the follow-up procedures after the first customer contact?

A Are incentives, bonuses, or rewards given for new-customer acquisition?

A How is customer contact made-in person, by phone, by mail?

A At what point does the sales staff decide to stop pursuing a lead?

A How frequently are existing customers contacted? Are they contacted for addi
tional, add-on, or new-product sales?

A What kind of customer service or terms do you provide to ens.ure repeat patron
age (credit, returns, etc.) ?

A To what extent do sales personnel participate in "personal selling" (a marketing
tactic), such as taste tests, or marketing events, such as trade shows?

II Narrative summary included in the Business Plan.
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THE SALES PLAN

The sales plan aligns quantitative targets with the sales forecasts in marketing objec
tives. Annual sales plans are segmented by product and broken down into monthly
or quarterly figures (see Exhibit SCC, Annual Sales Plan for Mamba). Subsequently,
monthly sales projections are made for individual sales representatives. Setting tar
gets and accomplishing them are a function of your sales structure and strategy. The
sales plan requires giving thought to the division of sales territory; time for sales calls,
new-customer acquisition, and servicing products; number of personnel; and sea
sonality of business cycles (see chapter 6) and capabilities of individuals sales agents.

Targets for individual sales reps are delineated for a certain time period by prod
uct, revenue, volume, customers, or a combination thereof. The sales plan example
in exhibit SHH shows monthly sales objectives for rep Martine Du Pre. There is also
a column for units sold. Comparing actual sales performance with projected targets
helps managers project future sales more accurately and determine if sales person
nel are performing as expected. This example divides sales targets equally between
the five TARTINA sales reps (320 x S = 1,600) for the month of December 2000.
This plan is probably not realistic because it does not account for lower sales pro
ductivity of trainees like Luc Dominique or dense territories like Port-au-Prince,
which will yield a higher sales volume than secondary markets.

EXHIBIT 5FF: INFORMATION FLOWS FOR SALES PLANNING

SHARED wi
PRODUCTION

MONTHLY

PLAN

ANNUAL PLANS

CORRESPONDING SALES PLANS FOR REPS BY PRODUCT,

VOLUME, REVENUE, TERRITORY, ETC.

This diagram illustrates the steps involved in sales planning and shows that sales
information is shared with production or operations.

SAL.ES FORECAST

$58,976 & 62,500 UNITS

/ '"MAMBA CHAIDEQUE GRANAIDIA KARAPBNIA

18,300 7,400 6,400 30,400
UNITS UNITS UNITS UNITS

$27,727 $9,891 $10,085 $9,212
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Establishing Sales Targets
..... Develop an annual sales plan for each product.

..... Prepare monthly sales plans for each sales representative that are linked to annu
al sale targets (if you have a sales force). If you are using another structure to sell
your products or services, show how you will achieve sales targets using that
structure in a written monthly or quarterly plan.

..... Use TARTINA examples for inspiration or assistance.

I Sales targets are included in the Business Plan.

EXHIBIT 5GG: ANNUAL SALES PLAN

Month Quantity Unit Local U.S. $ Month Quantity Unit Local U.S. $
Price Currency Price Currency

J;.H".':/;-'::P,;':-;; "f_/-/'_$''''1~ "," "'>-'-:"""_-::f'" '''.:f :r::..';,.-,:"",~ .". .~""/-~~- :::r..; ;;':'':':'~~~'7'' "'.:t,,~;;:-'f- ;<::''Z.~7'''1';;''':;' ::.:=..."""'-::;;; Z;' ~/ ...::"" ";"7_ ~..,,-~/_

Apr-99 1,200 25 30,000 1,818 Nov-99 1,300 25 32,500 1,970

May-99 1,200 25 30,000 1,818 Dec-99 1,600 25 40,000 2,424

Jun-99 1,050 25 26,250 1,591 Jan-DO 1,600 25 40,000 2,424

Jul-99 1,050 25 26,250 1,591 Feb-DO 1,700 25 42,500 2,576

Aug-99 1,100 25 27,500 1,667 Mar-DO 2,000 25 50,000 3,030

Sep-99 1,250 25 31,250 1,894 Apr-DO 2,000 25 50,000 3,030

Oct-99 1,250 25 31,250 1,894 TOTAL 18,300 457,500 $27,727
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EXHIBIT 5HH: MONTHLY SALES PLAN3

Sales Agent: Martine Du Pre Month: December 1999 Territory: Port-au-Prince

e..,

[Sales/Mo. ·Sales/Mo. rUnits
: Objective Objective' Sold/Mo.
:Yolume .Revenue4 (Actuals)

150 3,750
An ~ nAn
'tu I,U'tU

75 1,950

'90 . 2,250
40 '1,040
50 1,300

40 ),000
10 260

100 500

25 .625
200 . 1,000

15 375
10 ' 260

,, .

25 i 650
100 500

320 Revenue: Total
110 Revenue
150 Realized:
400

.16,490=
. $1,000

" .

: Mamba
• t" ' .; vhadeque
,Grenadia

~ Mamba
: Chadeque
: Gr~nadia

I

! Mamba
· Chadeque
: (3renadia
; Karapinia

·Mamba
iChadeque
i
I .

i Grenadia
IKarapinia
i

Starmart

Super-Q

iBig Star

,; ~ , ,

;·Minimart

,.

:Villa Creole

: Oelimart

Supermarkets

.- ,-
,Market Channel

Existing Customers

3Template prepared by Kellogg Corps Consultants, J.L. Kellogg Graduate School of Management,
Aug. 5, 1998.
'Sales projections given in gourdes.

;Boutiques

'!~ T

;;Institutions

j; New Customers,.
?
~
t

r,

"lbtal Sales Objective
:, for the Montb

Mamba
!:Karapinfa.,--"-----------.,...----------------
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"It is not the employer who pays
wages-he only handles the money.

It is the product that pays wages."

- Henry Ford

view: The operations portion of a business plan is concerned with the
- o-day functions of running a business. Focused on administrative and produc

tion processes, the operations plan helps social enterprises increase efficiency,
improve quantity, and reduce ~,~,'---~T'-'-'-'-~-'O'-'-' , "

costs. It is the operations plan that ;~Treatmentof Qperations Planning in
an astute manager studies for : ,Ti1i.:l\ililnJlal', '
capacity gaps or bottlenecks that 'Jf,for~atio:n:need~d to for~ulatean operation plan for
may be costing the enterprise ~rnai:tufacturing and service industries converges in some
money or for opportunities tOare~s and diverges in others. Since "production" (see def
respond to customer demand Oninitioh) plannin'g and costing are more detailed and tech-
product or service specifications. ,rUcElI for a manufacturing business and include aspects of
The operations, or production,operations; this chapter is tailored to suit the needs of
plan is paramount for manufactur- manufacturers., It assumes that those who run service
ing companies that manage a ' 'businesses~will be able to adapt or extrapolate tools to
labyrinth of complex processes to'dev!3lop their operations plan. Note that if your social
fabricate raw materials and move ',enterprise:is new and lacks an operational history, you
them to the market as products. may not-be able to complete some of the exercises in
Service businesses, too, must havecha,pter. : :

a good operations plan to ensure,' :As With other sections of the business plan, opera
they are effectively managing their tions:components are inextricably linked with other busi
highly perishable product-time.

nessfunctions, which complicates the handling of thisWhether yours is a manufac-
, subject.; In the following exercises we have attempted to

turing or a service business, this : segregate operations variables, recognizing, however, that
chapter is intended to help you , changes to one will inevitably impact the others. Good
construct an operations or produc-

, operations planning is the ability to manage these vari-
tion plan. It includes situational ables,and understand that operations choices may require
analyses to help you set sound tar-, tradeotfs attimes.
gets by examining your current
operations process, capacity, and
productivity. You will analyze human resources, equipment, time and space needs,
and their costs to formulate the plan. The body of the operations plan is a series of
strategies aimed at accomplishing your operations objectives, including plans for
improving productivity, scheduling, information flows, inventory management,
quality control, research and development, and a budget for your operating
costs.

A Business Planning Guide for Social Enterprises

l2,
~
le
L..

L-

h\
1--'
L":':
L...l

l2'
L,
I--

Q'~

171



EXHIBIT 6A: INFORMATION FLOWS FOR THE OPERATIONS PLAN

Operations. most closely identified
with service businesses; operations
are the stages or steps required to
provide aservice or manage a
process.

SOCDAL

ENTERPIFUSE I't~~

OB,JECTDVES

OPERATION!

PRODUCTION

OB,JECTIVES

SALES

TARGETS

MARKET

RESEARCH:

CUSTOMER

PREFERENCES

Production· used in reference to the
stages or steps required to manufac
ture physical goods. Manufacturing
companies may also have operations
stages associated with the nonpro
duction side of their business, such as
tracking and managing inventories,
purchasing raw materials, or selling
goods.

INDUSTRY

ANALYSIS:

SUPPLmERS! -- ~==t::>

BUYERS

SEASOINALmTY,

ETC.

HUMAN

RESOURCE

PLAN

OPERATiONS MARKETiNG
PLAIN PLAN:

<-;::..-=:= PRODUCT &.

• DmSTRIBUTIOIN

STRATEGY

~
l~

~
~ i~

~
~ MARKETING

FiNANCIAL PLAN:

PLAN PRICE &.
PRODUCT

CD STRATEGY

~

Marketing =~Financials = CD

Guide to Icons

This chapter periodically uses icons (below) next to certain questions or sec
tions to alert the reader to the fact that decisions made in the operations plan
have implications for other segments of the business plan. The information flow
diagram in exhibit 6A illustrates these relationships.

Human Resources - ~
Operations = •
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Operations/Production Process

PROCESS MApPING

Rationale:
Step-by-step mapping of your operations or manufacturing is a useful way to visual
ize the whole process. Called a flow diagram, this instrument facilitates the identifi
cation of bottlenecks, inefficiencies, and information-sharing problems within your
social enterprise, which ultimately eat into your profits. The diagramming also helps
you determine operating and production costs and skill and labor requirements for
each stage. In the course of this chapter we use flow diagrams for three purposes
assessing process, productivity, and capacity. This exercise begins with the mapping
of each stage of your operations and production process (manufacturing businesses).

Diagramming the Operations Process

Step 1: Operations Stages

.... Map the process depicting each stage of operations. An example for TARTINA is
given in exhibit 68.

.... The diagram or corresponding narrative should answer the following questions
(exhibit 6C):

• What are the different stages?

• Who is responsible for each stage of operations? (Exhibit 6C)

• How does work get transferred from one stage to another?

• Is any part of your operations outsourced (contracted to another business or
individual)?

Step 2: Production Steps

.... Map the production steps; respond to the same questions as for operations stages
(above) .

.... If your processes vary dramatically among products (e.g., manufacturing is differ
ent for peanut butter and jam), draw a map for each product (see exhibit 6D for
Mamba).

.... Exhibit 6E identifies the responsible party for each production step.

A Business Planning Guide for Social Enterprises

Flow diagram· astep-by-step map
of your operations process. Flow dia
grams facilitate identifying bottlenecks,
inefficiencies, and information-sharing
problems within an enterprise, as well
as determining operating and produc
tion costs and skill and labor require
ments for each stage of the process.

Outsource . to contract to
another company or individ
ual abusiness function
such as assembly, distribu
tion, sales, etc.
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EXHIBIT 68: FLOW DIAGRAM FOR TARTINA OPERATIONS STAGES

1. 2 3. ":,,4,' 5. 6.

~
-- "'".

Purchase Transport Stored :Production Inventory Transport Sales
Raw eoUine Unfinished .Mamba& Finished To PAP

Materials Goods Jam', ,c Goods

EXHIBIT 6C: OPERATING STAGES FOR TARTINA

Operations Stage
1. Purchase raw materials and inputs

• Fruit (for jam production)
• Peanuts (Mamba) and labels,

containers,
other nonmarketing-related assets

2. Transport from purchase point to Golline
3. Store in unfinished goods inventory

(peanuts and production inputs)
4. Production (detailed separately, 6D)
5. Store in finished goods inventory
6. Transport to sales outlets/force in Port

au-Prince (PAP)
7. Sales in PAP

Responsible Party

1.
• Microentrepreneurs
• Approved by Business Manager;

executed by Production or Marketing
Manager (depending on item in
question)

2. Driver
3. Inventory Manager

4. Production agents &Manager
5. Inventory Manager
6. Driver

7. Marketing Manager & sales
force

EXHIBIT 6D: FLOW DIAGRAM FOR PRODUCTION OF MAMBA PEANUT

BUTTER

MmCIROENTREfPlRENEUIR FUNCT~ONS

TARTINA

Buy
Peanuts
Inputs

label
Box

Store Transport
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EXHIBIT 6E: PRODUCTION STEPS FOR TARTINA

- Lee lacocca

Productivity

"Volume times zero isn't too healthy."

e...,
10.Microentrepreneurs

11. Inventory Manager

12. Driver

Responsible Party

1. Approved by Business Manager;
executed by Production or Marketing
Manager

2. Guard

3. Inventory Manager

4. Production agents

5. Production agents

6. Microentrepreneurs

7. Microentrepreneurs

8. Microentrepreneurs

9. Microentrepreneurs

Production Step

1. Purchase peanuts and labels, containers,
other nonmarketing-related assets

·2. Shelled peanuts are dried in the sun

3. Store in unfinished goods inventory

4. Select and weigh high-quality peanuts

5. Record quantity of peanuts; distribute

6. Grill peanuts

7. Grind peanuts

·8. Add spices/salt (all except unsalted PB)

9. Fill containers with peanut butter; glue
labels

1O.Box containers for shipping

11.Store in finished goods inventory

12. Ship to customers

Explanation of TARTINA Model
What is not clearly evidenced in TARTINA's operations process is the role of the
microentrepreneur. In order to realize the cost advantage of buying production
inputs in bulk, and overcoming the microentrepreneurs' lack of access to supplies,
TARTINA centralized its purchasing and storage functions (see Lessons Learned in
the Preface). In turn, TARTINA sells peanuts, containers and labels directly to the
microentrepreneurs at cost. This system has two important benefits for TARTINA's
viability, to regulate quality and keep production costs down in this narrow margin
business. For microentrepreneurs, it allows year-round access, a time saving advan
tage of purchasing from the production site and higher income due to lower priced
inputs.

Productivity in operations measures the time and number of people it takes to pro
duce a good or deliver a service. If your social enterprise is able to increase its pro
ductivity by producing more goods in less time, it will subsequently be able to
increase its profitability.
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Identifying bottlenecks that constrain or slow processes is a good starting point
for increasing productivity. Cutting out unnecessary stages or eliminating duplicity is
one method for streamlining your operations process. The acid test is if you can
increase productivity without decreasing quality.

, Methods to Improve Productivity

, Labor organization. The organization of labor within your social enterprise has a bearing on your
overall productivity. The layout or floor plan of your facilities and the tasks at hand determine how
labor should be organized.

A line approach is when each worker is responsible for one particular task and, upon completion
the task, passes the work to the next person in the line. A line approach is an excellent method for
assembly businesses or when tasks can be isolated. Its drawbacks are worker boredom and the
potential for a vacuum effect if a worker is absent. Job rotation can reduce both of these problems.

A team approach is when a group of workers is responsible for all tasks related to an operations
or production stage. Using this approach depends on the complexity of the process and the skills
and training needs of the workers. For building human resource capacity, a team approach is pre
ferred.

80th approaches have implications for supervision. With a line, fewer floor supervisors are usually
.needed, whereas with a team, a supervisor is generally designated for each team. In the latter case,
workers can be promoted to be team leaders, which has the added benefit of motivating them. The
labor method chosen should contribute to the achievement of social and business goals.

Specialization. Workers' productivity can be increased if they develop particular technical compe
tence in a production or operations stage or product. Specialized workers produce at a faster pace
and with more precision than those who are not specialized. Specialization requires training and

, careful planning to ensure that enough workers are skilled in a specialization and that they can
cover for one another if one is out.

Technology. It is a given that using technology enhances the production or operations process.
A good computer system can manage inventories, billing, and distribution with greater speed and
accuracy than a human being. Machinery for manufacturing has the same benefits. The main con
straint to using technology in a social enterprise is its often prohibitive costs. Adding technology,
however, does improve product standardization and the ability to compete. Therefore, selective use
of appropriate technology (including low technology) is encouraged. For example, TARTINA
Enterprise added simple grinding machines, which it motorized with car batteries to produce peanut
butter. This enabled TARTINA to greatly increase its productivity as well as respond to customersl

demands for a highly standardized prodUCt.

Scheduling. Advance planning and operations scheduling are imperative to increasing productivity.
Not having materials on hand for production, adequate labor to fill a large order, or an audience for
a training course slows output and incoming cash. Scheduling prevents bottlenecks from occurring
and keeps operations running smoothly during cyclical swings. This is especially true for business
es prone to seasonality, regardless of whether the upturn or decline is in material supply or sales.
Our experience has shown that a lack of advance planning is one of the primary reasons for low
social enterprise productivity and weak revenues. Thus, an entire section on scheduling is provided
in section 8 of this chapter.

Financial incentives. Money talks, and it also motivates productivity. Financial incentives such as
bonuses for producing over quota, piece rates, profit sharing, etc. are all possible enticements to
spur productivity. (Incentive programs are discussed further in chapter 7, Human Resources.)
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Determining Productivity

..... Answer the following questions; your responses will be used later to shape the
strategies in your social enterprise production plan. Examples of bottlenecks in
Mamba production and counterstrategies to improve productivity are given in
exhibit 6G.

..... If you have historical experience with your social enterprise to draw from, where
do bottlenecks occur?

..... Using the flow diagram you created, indicate which constraints limit your ability
to run operations smoothly and where in the process they occur. (See example
6F for Mamba.) Ask yourself if production is delayed, slowed, or piling up at any
stage because of a constraint (e.g., the process itself is inefficient, labor is inade
quate, there is an inability to access a key supply, transportation is not available,
markets are not developed to sell the product or service, no inventory is ready
for sales, etc.).

..... Now analyze the flow diagram again. Are there extraneous steps in the opera
tions or production processes that you can eliminate to reduce the amount of
time or number of people it takes to produce a good or render a service? Are
tasks duplicated that could be consolidated?

..... How can you reduce or alleviate these bottlenecks in your production process to
increase productivity? What are the costs associated with changing your
process? CD

..... For each product or service, specify how much time it takes to produce one unit
(minutes, hours, days, months)?

..... How many units can each worker produce per shift (if less than one, use
fraction)?

EXHIBIT 6F: BOTTLENECKS IN MAMBA PRODUCTION

(PRIOR TO RE-ENGINEERING)

Hand
Label

Hand
Package

7. Poor scheduling

Add salt
spices

Hand
Grind

4. Slow,
Output irregular

t
Hand
Grill

2. Seasonality
No storage
facilities

8. Poor inventory
& distribution systems

t ~
Hand EJ D 0
Box Stock ~ L::.J

~

5. MES Lack knowledge ---- ~

6. Information not shared between
marketing & productiont

Source
Peanuts

1. MES obtaining
raw materials
(access & cash)

3) inputs not
available in MES
(cash, contacts)

I
~

uy
Inputs

Hand
Sort
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EXHIBIT 6G: CONSTRAINTS ON PRODUCTIVITY FOR TARTINA MAMBA

Bottleneck

1. Microentrepreneurs' difficulty
obtaining raw materials (cash and
access)

2. Seasonality of raw materials

3. Key inputs are not easily accessible
to MEs (containers and labels)

4. Hand grinding

5. MEs and production staff lacked
transformation knowledge

6. Poor scheduling by production
agents

7. Lack of information sharing
between sales/marketing and pro
duction

8. Inadequate inventory management
and distribution systems

Result

1. Variability of production output and
low capacity utilization

2. Same as above

3. Same as above

4. Same as above

5. Same as above

6. Same as above

7. Production unaware of customer
"wants" and unable to realize pro
duction targets

8. Inventory stagnation theft and
spoilage
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Counterstrategies to Unblock Bottlenecks

1. Invested in peanut storage silos to produce peanut butter during seasonal
downturns.

2. Centralized purchasing of raw materials (peanuts). MEs buy from TARTINA.

3. Centralized purchasing of containers and labels. MEs buy from TARTINA.

4. Purchased basic grinding machines.

5. Provided food transformation training for MEs and production staff.

6. Introduced monthly scheduling into production planning to address variability
of output and seasonality.

7. Instituted weekly meetings between marketing and production managers.

8. Upgraded inventory management by installing an automated system
(Peachtree); trained staff on its use.
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Capacity - ameasure of an organiza
tion's or company's facility or power
to produce, perform, or deploy an out
put.

Assessing Capacity

Capacity measures the volume of output your employees, or "labor force," facilities,
and equipment can achieve during a given period of time. The capacity of your
enterprise determines to what extent it will be able to meet its production objectives
and profit potential. If your social enterprise is operating at full capacity, you may
want to think about expansion, assuming that growth potential exists for your prod
ucts or services in the target markets. If your social enterprise has excess capacity,
then it has the ability to produce or sell more than it is at current levels of people,
space, and equipment. Excess capacity is wastage because it represents unutilized
paid earning potential (fixed costs). In other words, the more you produce, the far
ther you will be able to spread your fixed costs (see break-even analysis in chapter
5, Marketing).

Assessing capacity also relates to staff training and development. Bear in mind
these human resource needs as you assess your current capacity and develop a strat
egy to build your future capacity.

Calculating capacity requires weighing several variables, but exactly how a social
enterprise measures its capacity frequently depends on the industry. For example, a
public health clinic might determine its capacity by number of beds; a factory, by
unit costs and volume of units manufactured. A training institute might assess capaci
ty using amount of training per day, number of people trained, classroom space uti
lized, number of trainers teaching, or a combinations of these. In this section, sev
eral determinants of capacity are reviewed. How you use this information depends
on your particular industry and on whether your social enterprise is a manufacturing
or a service business.

CAPACITY ANALYSIS

"The myth of unlimited production
brings war in its train as inevitably as
clouds announce a storm."

- Albert Camus

Rationale:
Knowing the limits of capacity guides realistic planning to attain production targets
and future growth. Also, understanding capacity variables and their interconnectivity
may lead you to make minor adjustments or changes to your process that free up
capacity or improve utilization without adding substantial cost.

,.-
Analyzing Capacity

.... Return to the process map, and next to each stage indicate the amount of labor
employed in each production step, the person responsible for ensuring that each
step is executed, and the overall manager accountable for realizing the process.
Also label where you use machinery in your process. An example for TARTINA
Enterprise's production steps is provided in exhibit 6H. The same exercise can be
done for operations stages in service industries.

Unit costs - the costs to
produce one unit of output.
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.... Develop a narrative table to explain the diagram (see exhibit 61, which corre
sponds to 6H).

.... Respond to questions in the following sections concerning facilities, skills, labor,
time, and equipment.

.... Note where icons indicate costs and personnel needs. This information will be
used in the financial and human resource sections of the business plan.

.... Calculate the maximum capacity utilization (see exhibit 6J to understand how
capacity is derived).

EXHIBIT 6H: CAPACITY FLOW DIAGRAM FOR MAMBA

(AFTER RE-ENGINEERING)

PRlODUCTmON MANAGER

2. Driver

l
IStore II Freight I

t t
8. Marketing 9. Driver

manager

5. Individual MEs 6. Enterprise Groups 7. Enterprise Groups
Production (2} Production Agent (4-5) Production
Agent (train/supervise} Agent (train/

(tr~~~

IStore II ve~i~h18 EJ~ IPackageII L:~:II
'\

4. Production/
Manager/Agents

9
3. Guard, MEs

Buy BPeanuts Transport
Inputs

1. Production/
Marketing
manager

EXHIBIT 61

Production Step Responsible Party # Equipment
Purchase peanuts and labels,

containers, etc.
Production,

Marketing Manager
1

1

Vehicle

Transport (freight) to sales locations Driver 1 Vehicle
Shelled peanuts are dried in the sun Guard 2 None
Store in unfinished goods inventory Inventory Manager 2 Storage silos
Select and weigh high-quality peanuts Production agents 2 Scale
Record quantity of peanuts; distribute Production agents 2 Measuring cup
Grill peanuts ME individuals AlP Home stove/fire
Grind peanuts ME groups 2 Grinder

Add spices/salt ME groups 2 Measuring

Fill containers; glue labels ME groups 4-5 Spoons
Box containers for shipping ME groups 4-5 None
Store in finished goods inventory Inventory Manager Storage room

Transport (freight) to sales locations Driver Vehicle

'Peanut grilling is done by individual entrepreneurs in their homes.
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Facilities (Space)

... Describe your principal location. What are the
main uses of this site (manufacturing, mathe
matical, training, conference, administration,
storage, etc.)?

... How is the space organized? Are you using all
available space for productive purposes? Do
you have the room to expand your operations
if need be?

Labor

... What is the total number of employees working
in the production/operations process? ®

... Is variable labor used to meet seasonal
demands or during other periods when produc
tion levels are high? ®

... How are employees organized?
Team approach? Line approach?

... Who supervises employees?

... What basic qualifications are required of
employees? •

... What training is needed? ~

Skills

... What professional skills are needed to run your
operatiQns (technical, mechanical, managerial,
etc.)? ~

... What operation functions (or positions) require
professionals? What kind of professionals (engi
neers, operations or inventory managers, advi
sors, service technicians, trainers)? ~

,-----c-' -:-'.~",'-"'-" - • ..

"Using'Variable Labor Keeps
. Oper.a~ing,Costs Down

·lnc~eaSihglybusinesses use variable labor-tem
:porar:y contracted labor-to perform a specific
:' task as needed, rather than hiring new perma
~ nent employees. The logic behind this trend is
! that they can augment their labor force during

seasonal or other upswings without incurring the
'fixed costs associated with permanent staff.

, Consultants play the same function when
. special expertise is needed. TARTINA contract
~ 'eel with a market research firm to conduct a
" product test in its target market and an agricul
',tuJaI,specialist to improve peanut storage tech
,niques.

Managing variable labor can be challenging.
Temporary workers generally do not have a
stake in' the enterprise and therefore may lack

, the motivation to produce. In addition to con-
trolling 'expenses, however, using variable labor

; can i\1cre.ase' your social enterprise's outreach by
i rendering ecpnomic opportunities to more
:, microentrepreneurs. Outsourcing certain busi
; ness functions to SMEs is another method of
; controlling costs•

The most critical question to ask when deciding
,on the use of variable labor is whether this tactic
serves the enterprise's social mission and vision.
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Time

... How many shifts do you operate in one day? How long are these shifts?

... What are the hours of operation?

... How many days a month on average is your facility operational?

... What are the constraints on operating more shifts? Is operations/production time
limited by seasonal fluctuations? Infrastructure, such as no electricity or water
during certain times of the day or week? Observation of religious tenets? Security
issues, such as safe passage for workers or theft? Service business are usually con
strained by the need to operate during hours convenient to their customers. Are
there cultural mores that prevent labor from working at night, on weekends, or
on holidays?

... Are there options to extend the hours of operations? What are the costs associat
ed with this (new machinery, like a generator, or lights, additional fuel); providing
transportation or posting guards to accommodate safety needs, etc.)? ®

Equipment

... What equipment is needed for the operation of your social enterprise?

... What equipment do you already own?

Capacity Utilization
Calculating capacity should be done after bottlenecks are worked out (as much as
possible) and once the production process is streamlined.

... How variable is the production level? What is the average volume of output on
the "best" production days? "worst" production days"? What is the base average
output? (See exhibit 6J, Easy Estimations for Capacity.)

... How many units of goods or services can be produced in your current facility per
day? Per week? Per month?

... At what percentage of capacity is your social enterprise operating now?

... What is the maximum capacity possible? Follow instructions for calculating maxi
mum capacity in exhibit 6J-2.

Chadeque jam
under production

by TARTfNA
microentrepreneurs
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EXHIBIT 6J: EASY ESTIMATIONS FOR CAPACI~

Average best production days for each product over a given period (three-plus
months). Assume this can be reproduced every working day throughout the year.
This results in a theoretical capacity based on 100 percent utilization at average
best per day.

Formula (see below): Calculate average, best, and worst production days for each
product (column 2); then find overall average (column 3). Include labor (column
4) and average production per worker (column 5).

1 2 3 4 5
Product3 Criteria Daily Production # of MEs per Day Avg. Production

(Ibs.) per MES

Mamba4 Overall average 140 7.3 19.0

26 production Average best 258 14.4 26.6

days 5 days

Average worst 34 2.4 14.2

5 days

Karapinia Overall average 167 11.2 15.8

14 production Average best 221 20.3 26.0

days 3 days

Average worst 67 4 11.8
3 days

'Ibid.
30ut of 80 working days between January and May 1998, 26 were used to produce peanut butter
and 14 were used to produce Karapinia.
4The new peanut butter was installed in May 1998; output jumped significantly, and the top days
all occurred since the grinder was put into use.

A Business Planning Guide for Social Enterprises

e...,

183



,J
. ' .,

..................... : :. n " " h."•••••••~ U••••••

EXHIBIT 6J-2: MAXIMUM CAPACITY FOR MAMBA, KARAPINIA, AND

CHADEQUE5

Step 1: Fill in (col. 1) available annual production days; list results from above for
overall average production per day (col. 2) and average production for best days
(col. 4)
Step 2: Calculate potential annual rate (col. 3): available annual production days
(col. 1) times average production (col. 2).
Step 3: Calculate maximum annual capacity (col. 5): annual production days
(col. 1) times average production for best days (col. 4).
Step 4: Calculate projected utilization (col. 7): sales targets (col. 6) + average
production for best days (col. 4).

1 2 3 4 5 6 7 8
Product Available Overall Potential Average Maximum Sales Projected

Annual Average Annual Production capacity if targets for Utilization
Production Production Production for best produced year4 based on

Days per day if produced days2 as best potential
@average days product-

rate1 everyday3 ion

Mamba 200 140 28,000 258 51,600 4,450 16%

Karapinia 200 167 33,400 221 44,200 1,500 4.5%

Assumptions:
1. Potential production rate at average rate = 200 working days per year x

average production day for both products.
2. Average of the best five days for Mamba, Karapinia, and Chadeque.
3. Maximum capacity = 200 working days per year x best rate.
4. Sales projections from marketing plan.
5. Utilization = sales targets + potential production if produced at best-day rate
eve~ (column 4).

'The information in this table was produced prior to the re-engineering of TARTINA Enterprise; its
purpose here is to demonstrate how to calculate capacity, not for analysis.

........................................................................................................................................................................................................................................................................
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Operations Objectives

ESTABLISH OPERATIONS/PRODUCTION OBJECTIVES

Operations objectives are expressed in terms of (1) the number of units to be pro
duced; (2) production costs; (3) product or service enhancements; (4) capacity; and
(5) changes to the process, such as tightening quality control or streamlining stages.
Operations objectives are in part set using marketing and sales objectives established
in the marketing plan. Likewise, they are determined by the product and price strat
egy (chapter 5) and seasonality (this chapter.)

Rationale:
Operations or production objectives direct the operations and ensure that is it
moving toward the achievement of the overall business and social goals of the
enterprise.

)#"<

Ir . Setting Operations Objectives

.... Set "SMART" operations objectives.

.... At least one production/operations target should be a numeric target projecting
units to be produced or rendered, corresponding to the marketing plan, and
costs associated with it.

.... Refer to the TARTINA example (exhibit 6K) for assistance or inspiration.

II Production/operations objectives are included in the Business Plan.

EXHIBIT 6K: PRODUCf PLAN OBJECfIVES FOR TARTINA ENTERPRISE

.Standardization of product

.Improvement of quality control

-Commitment to make necessary changes to respond in a timely manner to con
sumers' changing demands

.Reduction of transformation costs to meet profit margin objectives noted in
marketing plan

.Building of MEs' capacity to manage and implement transformation process

.Production target of 62,500 units for a total cost of U.S. $45,974

If~""--'--·~·--""""-~ '«'.'- '1'"

~ ;~It:iadn9.Strategies to ·Objectives

;':Mosfsfrategfes do not independ~ntlysatisfy an objective but contribute
; toWard achieving it. It is the combination of all strategies working concurrent
i, Iyin a plan that accomplishes its ends.

A Business Planning Guide for Social Enterprises 185



1&6

Operations/Production Process Strategy

Based on your assessment of (or projections for) your operating process, the process
strategy articulates how you plan to use and build capacity to achieve maximum
prod uctivity.

Formulating a Process Strategy

.&. Use the operations/production objectives as a starting point for your strategy.

.&. The process strategy should focus on how you plan to accomplish (or contribute
to the achievement of) operations/production objectives.

Step 1: Capacity Strategy

.&. Based on the conclusions drawn from the capacity analysis exercise, formulate
a strategy to use excess capacity or expand the existing capacity of your social
enterprise. Here are some additional questions to guide your strategy
development.

• How will excess capacity be utilized?

• What options exist to use excess capacity?

• How can you provide for extra capacity if needed for growth?

• What training will pe needed to build capacity among your
production staff? ~

• What are the cost implications of these changes? ®
Step 2: Productivity Strategy

.&. Use the conclusions drawn from the determining productivity exercise to con
ceive your strategy. New social enterprises should use process projections.

.&. Refer to the TARTINA example in exhibit 6L for assistance or inspiration.

I Process strategy is included in the Business Plan.
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EXHIBIT 6L: STRATEGIES FOR INCREASING PRODUCTIVITY AND CAPACITY

Objectives:

.Improve product standardization

-Build MEs l capacity to manage and implement transformation process

.Realize production target of 62,500 units for a total cost of u.s. $45,974

.Reduce transformation costs to meet profit margin objectives noted in marketing
plan

Productivity: Specialization Strategy

_Production groups will specialize in one principal type of transformation. The
specializations will be three: peanut butter, Karapinia, and jams/jelly.

_Production agents will also follow product specializations with one Jlunderstudt
to ensure continuity in case of absence of the primary production agent special
ist.

.Specialist MEs will be developed within the production group. Specialists will be
selected and trained to IIchampion ll certain tasks of the production process.
Again, lIunderstudiesll should be assigned to ensure continuity in the case of
absence of the primary specialist.

.Financial incentives: Base payment to MEs will be based on quality and quantity
of output.

Note: Prior to developing this business plan, TARTINA Enterprise consolidated raw
materials purchasing to ease bottlenecks microentrepreneurs faced in raw materials
acquisition and to increase productivity. As well, TARTINA added basic machinery
to stabilize product variability and augment output.

Capacity

.This will largely fall on the shoulders of the production agents. They will require
training of trainer (TOT) training to achieve this objective.

Note: During re-engineering, excess capacity in plant facilities was considerably
reduced through shift scheduling.
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Quality Control

Rationale:
Quality control is the key to product standardization and repeat patronage. It should
not be confused with "high quality," although this does have merits. Perhaps the aim
of your marketing strategy is to position your enterprise as the "economic solution,"
offering low-cost goods or services, rather than vying for "high quality." Quality con
trol simply means that you are able to provide consistent products and services to
your customers. Consistency is an important product attribute for retaining cus
tomers because it gives them the comfort of knowing exactly what they will get with

'~ every purchase.

~
Devising a Quality Strategy

... As you did in the previous exercise, begin with operations/production objectives.

... An illustrative example for TARTINA is given in exhibit 6M.

~~.-,;"- _H''"1~'~ ,-",,~

',Fable of Quality Control

: Orice upon 'a time: in a land far, far away, there lived a benevolent king. Philanthropy and acts of random
kindness were the king's favorite pastime. Each day, as he executed public-spirited good works, he mulled
over possibilities for new humanitarian deeds. There was still poverty in his kingdom, and the inequities he
noticed among his SUbjects nagged him. Then he was struck by an idea.

hi this kingdom milk was considered a precious commodity, as it was thought to have mystical powers
and special health benefits. Milk was used as a mainstay in households for nutrients and restorative cures,
yet many people could not afford the magical elixir. Hence, the king decided that milk should be redistrib

'utedfrorn: the wealthy to the poor on occasion. The very next day, the king called on his subjects who
, raised milk-producing animals to each contribute a jug of milk to his cause. They were instructed to pour it

into the supply pool on the castle grounds, where indigent community members would come and collect
. the milk.

. ,Most of these t1wealthy" residents were small farmers who were unhappy with the king's Robin Hood-like
decision, since milk was vital to their livelihood. So as they filled their jugs they grumbled, "We pay our

'. taxes and now he wants our goods equal to one day's wages."

As night fell one resident shared these thoughts with her husband: "If I fill my jug with water, no one will
. notice once it has mixed with all the other jugs of milk in the pool; then I will lose no money."

By morning a small crowd had gathered outside the castle gates eager to fill their containers with the
cherished substance. The king awoke enthusiastically to witness the milky pool that symbolized his altru
isrri. 'Gleefully, he looked out the window and was astonished at what he saw: an ordinary pond filled with
.water.

Moral: Even in the most benevolent of ventures, one must have systems to control quality.

Inspired by a NepaH legend,
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EXHIBIT 6M: STRATEGIES FOR INCREASING QUALITY CONTROL

Objective: Improvement of quality control

_Development of a quality control program: Step-by-step quality control
improvements have already been identified by production agents for peanut
butter and jam products. The same will also be done for Karapinia. Quality
control "specialists" will be developed in each group.

_Training of MEs in product standardization and quality control will be required.

_Base payment to MEs will be based on quality and quantity of output.

Market Response/Product Development Strategy

The operations/production strategy has a direct relationship to the product strategy
in the marketing plan. Product development is market led because it responds to
the features and benefits customers in your target market seek from the products
and services they purchase (chapter 3). The product strategy attempts to meet cus
tomer wants through product development.

Thus, marketers and operations/production staff must work closely together to
come up with new products and services or enhance existing ones that fit both mar
ket demand and production capabilities. A common error of many businesses
occurs when marketing or sales personnel promise customers product specifications
that production is unable to meet because it does not have the capacity, equipment,
technology, expertise, or a combination of these to produce to specifications. In
addition, some customer demands may not be cost-effective for a social enterprise
to meet.

Rationale:
The next exercise is intended to help you coordinate the marketing and opera
tions/production functions of product development, as well as to consider the cost
implications. This exercise should be completed jointly by operations and marketing

--staff.

:'"
/tr-- Conceiving a Product Development Strategy

.&. Begin with operations/production objectives (see exhibit 6N for an example from
TARTINA). Then review your product strategy (chapter 5, Marketing Plan) .

.&. Create a Production-Market Response Matrix. An example for TARTINA
Enterprise's Mamba peanut butter is given in Exhibit 6P

.&. For each product, list the stated customer "wants" one byone.

.&. Indicate how your social enterprise plans to respond to customer "wants" through
its production or operations.

.&. Last, note the cost implications of incorporating the proposed changes.
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EXHIBIT 6N: STRATEGIES FOR MARKET RESPONSE/PRODUCT

DEVELOPMENT

Objective: Commitment to make necessary changes to respond in a timely manner
to consumers' changing demands

.Production and marketing managers will meet weekly to discuss customer feed
back on products.

• MEs will continue to both produce the Karapinia product and sell it to the arti
san market in the locality surrounding the production center. This offers an
excellent opportunity for direct feedback from customers to food processors.

EXHIBIT 6P: PRODUCTION-MARKET RESPONSE MATRIX FOR

TARTINA ENTERPRISE

R~::GIIJII,.AIR AND SP~CV Pfi!~INIUT BUTTER

190

Customer "Want"

Production Response

Customer "Want"

Production Response

Customer "Want"

1. Greater consistency in taste and color.

Improved standardization and quality control of peanut
roasting through ME training, specialization, and
adherence to higher quality control standards.

2. Reduction in amount of oil that rises to the top of
peanut butter. Three weeks after production, exces
sive amounts of oil are present.

Short term
• Recruitment for the Marketing Manager position is

an immediate priority.
• Closer coordination between sales and production

units. Monthly sales targets and aproduction
schedule have been prepared, which will aid this
coordination.

• The use of afixative is not desirable because of
overwhelming customer preference for an ali-natu
ral product, the need for an international food scien
tist to experiment with the addition of the fixative,
and the increase in unit production costs.

Medium to long term

• Research into improved peanut varieties.

3. Continued competitive pricing.
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Production Response Short term
• During their off-season, peanuts will be stockpiled.

Cash flow projections have been prepared to fore
cast needed bulk peanut purchases to take advan
tage of the harvest peanut prices.

• Cost reductions in production and sales will be pur
sued.

Budget Implications

Budget Implications

PRODUCT 2::

Customer "Want"

Medium to long term
• Availability of peanuts will soon pose aproblem for
the project. Increasing local peanut supply will be
required to meet growing peanut butter demand.
This will also help reduce pressure on prices.
International assistance has been identified that can
help peanut farmers increase their yields.

• Marketing Manager's salary has been increased to
attract qualified candidates for this position.

• Technical assistance in proper peanut storage and
improvement of peanut varieties will be provided by
specialists, whose fees will be covered by the
Partners of the Americas organization. Peanut stor
age instruments and insecticide have been included
in the bUdget for the storage component. Cost of
materials for local testing of new peanut varieties
has also been included.

SWEETENED PEANUT BUTTER

1. Potential market niche of children may have apref
erence for sweetened peanut butter.

Production Response
• Production team has already successfully produced

arecipe for sweetened peanut butter. The grinder
currently used for regular and spicy peanut butter,
however, is not appropriate for the new type. Local
technical assistance will provide information on
appropriate equipment and its cost, installation, and
use.

• Prior to making the final decision on adding the
sweetened peanut butter to the product line, the
increase in the unit production cost should be care
fully calculated to ensure that the sales price will
cover this increase.

• The above activities will be covered in the following
budget line items:

• Grinder

• Technical Assistance: Consultants in production
technique (2-3 days)

• Research and development
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Research and Development

"I have succeeded in getting my actual
work down to thirty minutes a day.
That leaves me eighteen hours for
engineering."

- Charles Steinmetz

192

Rationale:
Research and development is an invaluable part of your operations strategy because
it allows for continual product improvement and responsiveness to the changing
wants of your customers. R&D is often overlooked in social enterprise operations
planning and, consequently, so are the expenses associated with it. Depending on
the type of enterprise, industry, and research needs, R&D costs can be considerable.
When developing your operations plan, therefore, it is prudent to factor in anticipat
ed R&D and its projected costs, including technical assistance, development of pro
totypes, studies, product tests, etc.

Crafting a R&D Strategy

... Return to your Production-Market Response Matrix, and add in R&D require
ments opposite "production response." An example is given for Grenadia, a pas
sion fruit jam, and Karapinia, both new TARTINA products, in Exhibit 6Q.

... Be sure that your R&D plans respond to stated customer wants.

• Rule of thumb: R&D is particularly important for new-product development
or retooling of mature products; refer back to the product life cycle exercise
in Chapter 5, Marketing.

... Last, note the cost implications (as opposed to projected dollar value) of incorpo
rating the proposed R&D.

I R&D specification is included in the Market Response/Product
Development Section of the Business Plan.
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EXHIBIT 6Q: R&D STRATEGY

GRENADmA (PASSION FRUIT ,JAM)

Customer "Wants"

Production Response

R&D Budget Implications

KARAPRNRA

Customer "Wants"

Production Response

R&D Budget Implications

• Taste-will further bring out the taste of the passion
fruit.

• The jam production agent will add juice to the pas
sion fruit jam that normally is put into passion fruit
jelly.

• Experimentation will be coordinated with the R&D
agent.

• R&D agent will split his responsibilities with his pro
duction responsibilities. Line item is ''ADE Prod/R&D
Agent."

• Products used in recipe experimentation will be
charged to the R&D line item.

• Presentation-reduce powder found at the bottom of
the plastic bag.

• The R&D agent, together with the production agent
responsible for Karapinia, will experiment with
reducing the powder.

• R&D agent will split his responsibilities with his pro
duction responsibilities. Line item is "ADE
Prod/R&D Agent."

• Products used in recipe experimentation will be
charged to the R&D line item.
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Information Sharing

Sharing information throughout the operations stages and production steps, as well
as with other departments in the enterprise, such as finance and marketing, is criti
cal for creating efficient operations. It is often in the sharing of information that
social enterprise and development programs blunder. Exhibit 6R demonstrates
problems that affect output when pertinent information is not shared with other
links in the operations/production chain or related areas of the enterprise. These
problems can be remedied though meetings, management information systems
that track and disseminate details of enterprise activities, and other mechanisms
that foster open communications.

EXHIBIT 6R: ENTERPRISE INFORMATION FLOWS

Communication Flow

Procurement III. Production

Production III. Procurement

Production IIIl1t Purchasing

Production III. Marketing

Production III. Marketing

Production 1111" Finance

Inventory 111. Production

Inventory III. Sales

Inventory III. Sales

Inventory III. Distribution

Sales Illut Inventory

Sales 1111" Production
Marketing III. Production

Finance 1111" Marketing

Information Not Communicated

Late delivery of raw materials

Production input out of stock

Need new equipment

Capacity to produce

Costs to produce good/service

Need new equipment

High inventory

Inventory spoilage

Product out of stock

Number of units delivered

Number of units sold

Sales targets
Customer wants

Cash tied up in stock

Result

Production
stagnates/slows
Cannot meet targets
Production
stagnates/slows
Cannot meet targets
Production
stagnates/slows
Unable to produce to
customer specifications
Products underpriced,
losing $

Production slowed; await
ing purchase authorization
Overproduction-spoilage,
capital tied up in unsold
goods
Damage to reputation,
lose time, $, customer
Can't deliver customer
order
Oversell/undersell
inventory
No controls-shrinkage
No accountability for
sales
No controls-shrinkage
Over- or underproduce
Lose market share, sales
decline
Shortages of cash to pay
salespeople, promotion,
sales fall
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ENTERPRISE INFORMATION FLOWS

Rationale:
This exercise identifies critical information links within your operations and produc
tion processes and to other areas of your business. It will help you think through
strategies to improve communications.

Streamlining Information Flows

.6. Look back over the process maps and narrative tables you developed for the
process, productivity, and capacity exercises. What do these diagrams tell you
about information requirements in one stage or step needed to complete other
stages or steps?

.6. Use the productivity map to analyze which constraints resulted from a lack of
information.

.6. Reflect on exhibit 6R, Enterprise Information Flows, for possible scenarios.

.6. Review exhibit 6A, Information Flows for the Operations Plan. Consider
where critical information must be shared between functions. For example,
there is an interdependency between production cost and price.

.6. Brainstorm ideas to improve information flows. For example, TARTINA has
included weekly meetings between production and marketing managers as a
means to improve market response in product development (exhibit 6N).

.6. Incorporate information-sharing techniques into pertinent parts of your opera
tions plan.

INFORMATION TRACKING OR MANAGEMENT INFORMATION SYSTEMS

Rationale:
A good management information system (MIS) is vital not only for efficiency but also
for instilling internal controls in production and operations and providing managers
with important data. Information obtained in operations stages is fed into reports
that give a macro view of business activities. These reports are then used by man
agement for making decisions.

~/

."'A comprehensive "how to" for developing a strong MIS is a vast subject beyond
the scope of this manual. Additionally, such a system must be tailored to the specif
ic operations or production processes of the individual enterprise. Consult other
sources or hire a professional to help you develop a MIS, either manual or automat
ed, that will meet the particular needs of your enterprise. An example of informa
tion tracking (MIS) for TARTINA is given in exhibit 6S. Note that no examples of the
particular forms or reports are provided.
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EXHIBIT 6S: INFORMATION TRACKING (MIS)

OPEIRATIIONS STAGE

1. Purchase raw materials
and inputs

1.1 Fruit (for jam production)

1.2 Peanuts (Mamba) and
labels, containers, other
nonmarketing- related
assets

2. Transport from purchase
point to Colline

3. Unfinished goods stored
in inventory

(peanuts and production
inputs)

4. Production

4.1 MEs payment

4.2 Inputs and raw materials
used

5. Finished products placed
in finished goods
inventory

FORM/REPOAT

..-

1.1 None

1.2 Sales Receipt-records
cost per marmite for
peanuts + quantity pur
chase; cost per 100 con
tainers + quantity; labels
per 1,000, etc.

2. Transportation Record
registers mileage from
purchase point

3. Unfinished Goods
Inventory Record-regis
ters the quantity of new
raw materials and inputs
placed in stock (silo:
peanuts; storage room:
inputs)

4.1 Production Sales
Record-piece rate
payment to MEs

4.2 Unfinished Goods
Inventory Record-records
quantity of raw materials
and inputs withdrawn for
production

5.1 Finished Goods
Inventory Record-regis
ters new inventory in stock

5.2 Bin Card-indicates date,
batch number on product
itself

5.3 Physical Count of
inventory

RESPONSIlBIL.E PARTY

1.1 Microentrepreneurs; verified
by Production Manager or
agents

1.2 Approval: Business
Manager; execution:
Production or Marketing
Manager (depending on item
in question). SUbmitted to
Accountant

2. Driver; reviewed by
Production Manager

3. Inventory Manager; verified
by Production Agent, sub
mitted to Accountant

4.1 Prepared by production
agents, verified by
Production Manager, sub
mitted to Accountant

4.2 Inventory Manager; verified
by Production Agent, sub
mitted to Accountant

5.1 Accountant

5.2 Inventory Manager

5.3 Inventory Manager,
Production Agent
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6. Transport to sales out
lets/force in PAP

7. Sales in PAP

r---'-' ~ - _._- -~ .~ < .. '~ ~ - "

6.1 Transportation Record-
mileage report

6.2 Finished Goods
Inventory Record
records adjustment to
inventory withdrawn for
sales

6.3 Bin Card-removal of
inventory, based on time in
stock

7.1 Sales Record-registers
cash or consignment sales

7.2 Weekly Summary
Reports of sales and
terms of sale

~ """,~ 'r' ,...... ,"'_ ,<-N,_

6.1 Driver; verified by
Production Manager

6.2 Marketing Manager; submit
ted to Accountant

6.3 Marketing Manager; submit
ted to Accountant

7.1 Marketing Manager and
sales force

7.2 Prepared by Marketing
Manager, submitted to
Accountant and Inventory
Manager

).i, . Drafting an Information Tracking System

... With the assistance of a contracted professional or in-house MIS expert, develop
forms and reports that correspond to the information-sharing needs of your oper
ations and production process. A plan stating clear objectives in addition to who
will be responsible is a recommended starting point (see exhibit 6T).

... Records should be directed to pertinent areas of the enterprise, but foremost to
marketing, finance, and senior management.

... As in the previous section, much of the necessary information for developing a
MIS can be obtained from earlier mapping exercises.

... Indicate individuals responsible for completing forms, verifying their completion,
and managing the information.

... All information that has financial implications for the enterprise must be shared
with accounting or finance.

... A good MIS can be expensive to develop-what are the cost implications of devel
oping an MIS (see exhibit 6T)?

I MIS details are included in the Business Plan.
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EXHIBIT 6T: DEVELOPMENT OF MANAGEMENT INFORMATION SYSTEM FOR

TARTINA

The technical assistance (TA) requirements for an MIS include the following:

-First, technical assistance is needed for a better organization of the flow of infor
mation required for decision making and tracking performance indicators,
including necessary reports and division of tasks.

-Second, those responsible will require training in the computerization of the
forms and reports. Staff should be able to computerize and modify the MIS
tools to best serve the decision-making needs of the enterprise.

The first component of the MIS TA is best accomplished through the collaborative
efforts of ADE and SC/Haiti, which are most familiar with TARTINA Enterprise and
its information and decision-making requirements. The second training require
ment, however, is most efficiently met through the use of external expertise. An
initial group training is planned, with a period of on-site support to follow.

Cost Implications: U.S. $5,400

Scheduling

In operations it is easy to squander both time and resources as a result of poor plan
ning. Scheduling is an essential tool in the planning process, as it enables social
enterprise managers to appropriate human resources, labor, material inputs, space,
and time to best meet production targets.

SEASONAL SCHEDULING

Rationale:
Scheduling is particularly important if your social enterprise has seasonal fluctua
tions, driven either by production output for heavy selling periods or seasonal con
straints that limit raw material acquisition. This seasonal information is incorporated
into production planning to reflect upturns and downswings that will impact your
business' production or operations.

Preparing a Schedule Corresponding with Enterprise Business Cycles

A Refer to the industry analysis section in chapter 4. Recall which seasonal factors
affect your business cycle. High seasonal demand? Access to inputs? In the
industry analysis, how did you plan to respond to seasonal business cycles?

A Develop a timetable or matrix for the calendar year, with months or weeks on
the horizontal row and products/services down the vertical column.

A The table should be labeled according to seasonal information it encompasses.
Exhibit 6U shows an example of "harvest season" for raw material inputs for
TARTINA products.
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... Once you have mapped seasonal activity, schedule production/operations to
respond to seasonality. The schedule plans what and how much the enterprise
will produce during certain times of the year (see exhibit 6Y, Seasonal
Production Response for TARTINA) or what other support activities will be con
ducted during slow periods (see exhibit 6W).

Key to levels of seasonal activity:

None = D Low = I:·. :.:_~ ~~I Medium = High =

EXHIBIT 6U: HARVEST SEASON BY PRODUCT

Input Jan Feb. Mar. April May June July Aug. Sept. Oct. Nov. Dec.

Peanuts
Mamba
Grapefruit
Chadeque
Passion
Fruit

EXHIBIT 6V: SEASONAL PRODUCTION RESPONSE FOR TARTINA
(# of products/quality produced)

* Production for Mamba has been year-round since the investment in storage silos, although
production does dip moderately during periods when peanuts cannot be purchased on the
market.

,4QO:

feb. Mar. April May June July Aug. Sept. Oct. Nov. Dec.

1,320 1,320 1,173 1,173

',. "

Input Jan

Peanuts
Mamba
Grapefruit
Ghade ue
Passion
Fruit

The following exhibit (6W) shows two services, provided by an eco-tourism enter
prise, with distinct seasonal operations. Since the enterprise is located in the
Southern Hemisphere, rafting season begins in October and ends in March; the
busiest time is November through January because that coincides with vacation
schedules. Before October the weather is too cold and the water too high to raft;
after March the opposite occurs. During the winter season, this enterprise offers
rain forest trekking services. Both services require support activities to prepare for
the high season, that is, marketing, training and orientation of seasonal staff (trekking
and rafting guides), and logistics planning.

" >,
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EXHIBIT 6W: SEASONAL PRODUCTION RESPONSE FOR Eco-TOURING

COMPANY IN BRAZIL

Service Jan Feb. Mar. April May June July Aug. Sept. Oct. Nov. Dec.

River Rafting

Staff Training

Logistics

Marketing

Trekking

Staff Training

Logistics

Marketing

200

SCHEDULING LABOR

Rationale:
Labor needs also frequently fluctuate with seasons or business cycles. Scheduling
labor must therefore be incorporated into planning to reflect upturns and down
swings that impact your business production or operations.

Planning for Needed Labor
Prepare a labor schedule that corresponds to your production targets and seasonality
of the business cycle. Break down the schedule into a manageable time frame;
TARTINA chooses to schedule production in one-week intervals (exhibit 6X) .

.... Include relative information in your schedule, such as the supervisor in charge,
output per day, and tasks to be conducted (not used for TARTINA because enter
prise groups are responsible for all steps related to producing one type of good).
A column that tracks actual production levels against projected levels is advanta
geous for purposes of analysis and setting future targets.

.... Exhibit 6X shows an example for TARTINA Enterprise.

.... This information will be used in the human resource plan. ~
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EXHIBIT 6X: LABOR SCHEDULE EXAMPLE

*One shift per day, five shifts per week.

TARTINA work groups are comprised of 5-6 microentrepreneurs. On days when
fewer than 6 microentrepreneurs where scheduled, production targets were not
met. TARTINA production staff may want to revisit its current labor schedule so
that output realized is more in line with targets projected.

Products Quantity Output #of Group Prod.
Month Wk to per Realized +/-

Produce (units) Shift* Labor Leader Agent

1
Mamba 450 90 6 VV Marcel 465 +15

Jan-DO Karapinia 500 100 4 Denise 315 -185

2
Mamba 450 90 6 PL Marcel 448 +2

Karapinia 500 100 6 Denise 550 -50

4
Mamba 450 90 6 PL Marcel 470 +20

Karapinia 500 100 6 Denise 506 -6

4
Mamba 447 90 5 VV Marcel 432 +15

Karapinia 500 100 5 Denise 470 -30

Total Mamba 1,797 360 1815 +18
Karapinia 2,000 400 1841 -159

GANlT CHART
A Gantt chart (exhibit 6Y) is a good
tool for planning service delivery
and administrative processes.
There are no exercises in this
chapter requiring a Gantt chart; it
is presented only for demonstrative
purposes. Gantt chart lines can
easily be added to reflect individ
ual staff linked to operations or
production outputs, providing a
way to track and evaluate produc
tivity of human resources (see
chapter 7). Gantt charts are easy
to make, and software to create
them is inexpensive.

Soheduling .for a Servioe Business

"'Timebounci: SerVice businesses are extremely time
bound,. limitEid by the number of hours available when a
-service can be rendered. Time is thus extremely "perish-

, able/, meaning that it can easily be lost or wasted if mis
managed. As well, in a service enterprise the major cost
is expertise, that is, tlie people providing the service; if
they are.idle; the business will lose money.

, Strategy: Scheduling is an important part of time man
agement in' service businesses. Use Gantt charts or cal
endars to project the number of service offerings, the
time$ vyhen they will be rendered, and corresponding staff
l)eeds. Cross-training service staff so they can do other
things 'to fill excess capacity when rendering services is

'low-such as help with R&D, marketing, or administrative
detailS-improves productivity and reduces wastage.

: Contracting for professional expertise during busy sea
;"sons is another time management option for service busi
, 'nesses, Finally, developing standard service packages
l helps increase efficiency and drive down costs.
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EXHIBIT 6Y: GANIT CHART FOR TRAINING INSTITUTION

Project: New-Product Development
"Business Plan Training Series"

Project Schedule
Period: First two quarters of Year 1999

Phase Activity Hours Jan. Feb. Mar. April May June

1 Survey training needs/
wants of target market

Develop new training module
concept based on needs

Contact for consultant to
provideTA to develop

Develop curriculum

Logistics planning

Marketing

Hold introductory or test
training

Customer satisfaction/
evaluation

2 Retool training based on
evaluation feedback

Market new product

Logistics planning

Train staff on new-product
delivery

Launch new training product

Customer satisfaction/
evaluation

3 Standardize training product

Develop accompanying
materials

Train staff on final-product
delivery

Market aggressively

Hire contract staff

Begin regular multiple
training series
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Inventory Management

Inventory management is an important aspect of enterprise management. The type
of product your social enterprise sells will determine how you stock and distribute
your inventory. Some businesses must keep surplus stocks on hand to minimize
production delays and avoid shortages, particularly during high-volume sales periods
like holidays. Those that sell perishable products must turn over inventory rapidly
and keep precise records of how long each product has been stored to avoid
spoilage. Natural peanut butter is such a product and because its oil separates with
in a few weeks of manufacturing, it cannot sit in a stockroom for long periods of
time. Jam, on the other hand, has a shelf life of two years, so Chadeque and
Grenadia can be stored and distributed when the raw material is no longer in sea
son, which prevents disruptions in sales (and keeps customers happy). Another
important factor is that holding inventory costs money. Unsold stock means that
capital that could be used elsewhere in the business is tied up in inventory, which
has repercussions for cash flow. Managing inventory in a social enterprise requires a
delicate balance because finance usually wants inventory levels low while marketing
wants ample sales stock on hand. Finally, good inventory management acts as a con
trol system that prevents shrinkage, or loss due to theft.

INVENTORY FLOW DIAGRAM

Inventory - product that is either
completed or in some stage of pro
duction and is to be sold in the normal
course of the enterprise's business.

Shelf life - length of time before a
good spoils or becomes obsolete.

Shrinkage - theft.

Unfinished goods inventory
also called work in progress,
- the portion of inventory that
is in the production process
but is not yet afinished good.

Finished goods inventory 
completed products stored in
inventory and ready for sale.

Finished
Goods

Inventory

Work in
Progress

(Production)

Unfinished
Goods

Inventory

Raw
Materials

Tying inventory to sales and pro- ) Ellri~';;'rd-'-8-'-''--...
duction is one method of project-
ing necessary inventory levels. To the manager ofa modern business, bin cards probably
Exhibit 6Z show an example of .' seem archaic, but for a social enterprise they are a reli-
such a system. Sales and invento- r:ableand simplE:rmethod of inventory management.
ry plans are reconciled with actual Sknply attach a card to the product indicating the batch or
figures and built into the MIS. This ; ·Jot number and <;late the product is placed in the finished

."informationi3 used as well for;.goodS: !nventmy. , When marketing manag9l"S remove
scheduling production. Ending Inventory for sale, they select it by date. gin cards are par-
inventory is subtracted from sales titularly useful when managing perishable items or sea-
projections to determine the ; sdnal.products. They also serve to isolate lots or batches
amount that must be produced that have defects qr have suffered damage. Bin cards are
the following month (see produc- 'also, usedJn acqounting to record inventory valuation.

tion schedule, end of this chapter).
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Month: December

EXHIBIT 6Z: ·MONTHLY SALES AND INVENTORY PLAN

Prepared by: Marketing Manager
Submitted to: Accountant and Inventory Manager

Keeping Mamba Inventory low IS Important to prevent the product from spoiling.
Crenadia, on the other hand, can be stockpiled to sell during seasons when it is not
produced.

Sales Agent Product 1. 2. 3. 4. 5.
Monthly Beginning Planned Total Expected

Sales Objective Month Production Product Ending
(Units) Inventory Available for Inventory

Total Sale at Month's
End

Martine Mamba , 320
Du Pre Chac!eque 110

.Grenadia 150
Karapinia 400

tuc •Mamba 280
Dominique C.I1adeque 80

Grenadia 100
'Karapinia 400

Catherine Mamba 400
Gillet Ghadeque 150

Grenadia 150
Karaplnia 400

Isabelle Mamba 300
Benoit Chadeque 100

;Grenadja 200
:Karapinia 400

Patrice ,Mamba 300
Michaux Chadeque 160

Grenadia 150
Karapinia 400

(1) (2) (3) (2) + (3) (4) • (1)
Total for Mamba 1600 39 1,797 1836 236
Month Chadeque 600 87 600 687 87

Grenadia 700 123 1,080 1,203 503
Karapinia 2000 346 2,000 2,346 346

Column 1: Sales objective-taken from monthly sales plan for each sales agent

Column 2: Beginning month inventory-Finished Goods Inventory Record (exhibit 65) verified with physical
count

Column 3: Planned production-taken from the Monthly Production Plan for each product (exhibit 6V)

Column 4: Total product available for sale-Column 2 + Column 3.

Column 5: Expected ending inventory at month's end-Column 4 - Column 1.

. .

......................................................................................................................................................................................................................................................................
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" Plotting An Inventory Management System for Your Enterprise

Answer the following inventory management questions:

... Who is responsible for managing inventory?

... What is the minimum level of inventory to be maintained at anyone time?

... What is the minimum time needed to get raw materials from suppliers?

... What is the minimum amount of time necessary to produce goods ordered?

... What is the minimum time needed to distribute products to customers?

... What are the reasons for holding inventory (minimize production delays, maxi
mize sales efficiency, avoid shortages, strategically place product on market dur
ing certain times of the year, respond to known demand, etc.)?

... What management information system does your social enterprise use? Manual
or automated? How is inventory information linked to the MIS (see exhibit 6S,
Information Tracking, for TARTINA)?

... How is inventory management integrated with finance/accounting?

... How do you track inventory to avoid spoilage or overage?

... What steps do you take to reduce theft of inventory?

... What inventory control steps does your social enterprise use (such as MIS cou
pled with routine physical counts)?

II Inventory Management System included in the Business Plan.

Production/Operations Financials

DEDUCING COSTS CD
Rationale:
Operations and production costs are a major part of social enterprise expenses.
Thus, delineating costs helps the social enterprise manager control them and set pro
duction targets that cover these costs.

Figuring Out Your Costs

... Respond to questions in the following sections on: Facilities, Labor, and
Materials and Supplies.

... Complete the equipment schedule in sections entitled Equipment; an example
is provided for TARTINA.

Facilities (Space)

... What is the condition of the facilities? Is there a need for major improvements?
What type of improvements?

... Do you rent or own your building and/or plant? What are the costs associated
with this?

... Are maintenance costs regular costs, or do they vary between high and low pro
duction periods?

... What are your average monthly utility costs for electricity, water, gas, etc.; do
these costs vary according to production levels?

A Business Planning Guide for Social Enterprises
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Labor

~ Do you use variable (contracted or wage) labor?

~ What are your total labor costs? What percentage is variable labor costs and
what percentage is fixed labor costs?

~ What training for labor is needed? ~ How much does training cost?

~ How many salaried professionals do you have working in the operations of your
social enterprise? What are their total costs?

~ What training is included for professional staff? ~ What are the costs associated
with this?

Raw Materials and Supplies

~ What quantity of raw materials do you need to produce the desired amount of
output?

~ What is the cost of your raw materials?

~ Are raw material inputs available year-round? If not, are there additional costs
related to seasonal raw material acquisition, such as storage or stockpiling, off
season purchase, or advance purchase?

Equipment

~ When will your equipment need to be replaced?

~ What type of equipment will you purchase? When?

~ Use the Inventory Valuation Schedule, in the box entitled "Useful Life of An
Asset". This information will also be used in your financial plan (chapter 8) to
calculate depreciation.

~ An example of TARTINA's production equipment is provided for your reference.

TARTINA Production Equipment (partial list)

Type of Equipment Condition Number Owned Date Total Monthly Anticipated
leased Purchased Cost Payments Replacement

Date

Grinder Good 2 Owned May 1998 $1,212 None May 2002

Electric Generator Excellent 1 Owned Jan 1998 $2,277 None Jan. 2008
Blender Good 3 Owned May 1998 $88 None May 2008

Mixer Good 3 Owned Jan. 1998 $310 None Jan. 2008
Moped (used) Fair 2 Owned March 1999 $5,150 None Jan. 2001
Furniture Good 8 pieces Owned April 1997 $394 None April 2002
Gas Burners Good 4 Owned Nov. 1997 $150 None Nov. 2007

.......................................................................................................................................................................................................................................................................
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, r oca u a e annual 'depreciation for plant and equipment, it is neces-
~'sarY 'to determine "their useful life" or years of productive use the asset will
, provide: The equation begins with the "scrap value" of the asset, the approxi
; rmite:worih if resold as wast~ at the end of its expected life. Scrap value

C1epen'ds on to What extent o'riginal materials or components retain value after
:' th~':asset can no 'long be employed for its intended use. For example, the
;:scrap value for acomputer is zero, since none of its materials or components
~6an'be reused, whereas,for a car, steel and spare parts have resale scrap
'valUe;' " ',,"

e..,.Annual Depreciation'..Life
f '. , • ,

I'Fixed Asset
;", ~..::: _.~: ;:;;; .. ~:==..:':;--=-";;;,.;;; "" ' -'

:,: ~lC).r.n,l~I~=:" , ,(Price 'of ,Asset • Scrap Value)

, :, . , Years of productive life. '

- 'r ¥, ~:> ~~" "1., "_ ," ~ ~ _ ~: ,: ~ "'. < ~ - I:, '
:·'r.l.•~••f. With localgoverrim~nt tax offices or commerce departments in the
,cpuntrYwhere you work to confirm if an official depreciation schedule exists.
; ;hlnJay countries, the 'generally practiced asset depreciation schedule
;, followS8;'

,. .

"Depreciation schedule provided by CEFE , GTZ

5%

10%

15%

20%

10 Years

20 Years

5 Year

, 7Years

,.. Machinery ,

;' 'BuHdrng, '

I' Furnitur~'

i' Vehicle,
i
i
I ' , ,,'
[ 'b~pre'ciatj(m' Schethiles ~Iso estimate when you will need to replace
t equipment. , .
[:-' .' .,.
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:Calculaling Overhead

;.' $ome social enterpri~es split overhead to distinguish
r, •between factory and operating overhead The former

ilJcludes only those fixed costs associated with producing
,'a good or delivering a service, whereas the latter includes
;..fixea costs functions, such as accounting, secretarial,
, marketing, management, etc.

:' . There are several reasons why it is important to distin-l, , ,
rguish between the two types of overhead. First, factory
I~t>verhead is included in the calculation for costs of good
!, sold-all costs to make a product or render a service-used
: :ih'marketing and finance.. Second, tracking unit costs
, Before and after operating overhead is one means to
" incf;ementally benchmark advancement toward sustain-
; ability (see chapter 8, Financial Plan). Third, apportioning

overhead can be beneficial if you have several branch
,offioes or plants, and want to' compare costs between

, :thern. And finally, this method will alert you to programs
~:that have disproportionately high operating costs, not
f 'uncommon in NGO-run businesses or BDS programs.

PRODUCTION/OPERATIONS BUDGET

Once you have estimated all your operations/pro
duction costs, you are ready to prepare an opera
tions budget.

Rationale:
The operations/production budget gives you
important expense-side information to project
social enterprise operations costs. Operations
budget information is filtered into financiaf state
ments (chapter 8) and used to project enterprise
profit or 1055. Actual production costs (or budget
actuals) equaf costs ofgoods sold, which appear in
the income statement (profit and loss statement)
and are used to determine the gross profit margins.
Most practitioners are experienced in budget fore
casting and know that a budget is a working docu
ment. If estimates are too high when measured
against projected sales revenue (chapter 5), probe
budget line items to determine which ones can be
pared down, or make adjustments to price or sales
volume (see break-even analysis, chapter 5).

Overhead - the costs of operating a
business-osuch as utilities, adminis
trative offices, supervision, insurance,
and maintenance--that cannot be
linked directly to products or services
produced and regardless of any fluc
tuations in production volume.
Overhead can be separated to distin
guish between factory overhead, or
fixed costs associated with produc
tion, and operating overhead, or fixed
costs or general and administrative
expenses for operations other than
production.

Preparing an Operations Budget

.... Fill in the operations/production budget template provided in exhibit 6M. You
may photocopy our template for your use, or create new one specific to the
needs of your enterprise.

.... If your social enterprise already has an operating history, use past cost informa
tion. If not, verify that projected expenses are grounded on market prices.

.... Total fixed production costs (factory overhead), and variable costs.

Financial statements - the balance
sheet, income statement, and cash
flow statement (and sometimes
owner's equity), which together pro
vide afair portrayal of acompany's
financial condition at the end of an
accounting period and the result of
operations for the accounting period.

Costs of goods (COGs) sold - Costs
of inventory sold during an accounting
period by the selling enterprise. COGs
include all costs to make aproduct or
render aservice: labor, raw materials,
operations, factory overhead, etc. It is
important for social enterprises to list
costs of goods sold in their income
statement.

Profit and loss statement - afinan
cial statement that summarizes the
amount of revenue earned and
expenses incurred by a business enti
ty over a period of time; also called an
income statement. In nonprofit
accounting, the profit and loss state
ment is sometimes referred to as the
statement of activity.

......................................................................................................................................................................................................................................................................
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EXHIBIT 6AA: PRODUCTION/OPERATIONS BUDGET

*Budgeting for Research and Development
R&D falls under the fixed-costs category, and budgeting for it depends on the indus
try. If your social enterprise operates in a technology-driven or trend-based industry
(such as fashion), your research and development costs will probably be substantial.
The diagram in exhibit 6BB plots various industries by their R&D requirements.
The case of the dynamic computer industry is obvious; industries driven by patents,
like the pharmaceutical industry, also require ample R&D. On the other hand, the
tire industry has remained relatively unchanged for years. It is likely that most social
enterprises will have low R&D costs; still, the potential costs are important factors to
consider during your budget preparations, especially to avoid shocks down the road.

e.,.

AM

TOTAL OPERATIONS EXPENSES

OSTS PER ONTH MOUNT

Factory Overhead or "Fixed Costs"

Facilities
Monthly rent/mortgage payment
Improvements

Utilities
Average monthly utilities

Maintenance
Service and repair

Equipment
New or replacement equipment
Depreciation

Labor
Production worker (salaries + benefits)
Management and staff (salaries + benefits)

R&O*
Technical assistance
Other

Training
Other
Total Factory Overhead

Variable Production Costs

Variable labor
Wage or rate
Production bonuses

Production inputs
Raw materials
Other inputs

Variable utilities
Gas, electricity, water, etc.

Waste or spoilage
%of estimated product loss

Transportation (freight)
Total Variable Costs

c
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EXHIBIT 6BB

COMPUTERS PHARMACEUTiCALS FROZEN FOODS TiRES

High R&D Requirements Low
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Planning Production Output

SElTING NUMERIC PRODUCTION TARGETS

Rationale:
Setting annual targets directs production by establishing quantifiable goals (units to
be produced and the cost of production).

EXHIBIT 6CC: NUMERIC PRODUCTION TARGETS FOR TARTINA

Objective: Production targets of 62,500 units for a total cost of U.S. $45,974

In exhibit 6DD, four months are shown in addition to totals for the year comparing
sales targets against production targets. Here it is clear that production targets corre
spond to sales targets. Slight discrepancies occur between the two to accommodate
seasonal ebbs and flows and inventory management. Variable production costs are
inputted from the previous budget exercise or the variable cost break-out exercise
conducted in chapter 5.

EXHIBIT 600

ANNUAL SALES TARGETS9 ANNUAL PRODUCTION TARGETS

FOR TARTINA ENTERPRISE FOR TARTINA ENTERPRISE

Month Quantity Variable U.S. $ Month Quantity Variable U.S. $
Production Production

costs in LClo costs in LC

Apr-99 4,400 54,400 3,297 Apr-99 4,120 35,540 2,154

Aug-99 4,000 57,300 3,473 Aug-99 4,073 45,554 2,761

Dec-99 4,900 83,800 5,079 Dec-99 5,377 75,854 4,597

Apr-OD 6,400 99,300 6,018 Apr-DO 3,694 22,433 1,360

TOTAL 62,500 973,100 $58,976 TOTAL 62,500 758,570 $45,974

9For all TARTINA products.
10LC = Local Currency
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", Setting Production Targets

..... Set targets for the number of units to be produced during the year.

..... Calculate total variable production costs required to achieve annual output
targets.

PRODUCTION SCHEDULE

The production schedule is the center of operations plan; it is the strategy you will
employ to meet your annual targets. The production schedule details the amount of
each good to be produced, and fixes it to a timeline (see exhibit 6FF). Of equal
importance, it gives you valuable information needed to manage your cash flow. A
monthly production plan should be prepared by the production manager based on
input from the marketing manager.

Devising a production schedule requires taking the sales plan and working back
wards to the level of finished goods inventory needed to satisfy sales targets. An
example is provided in exhibit 6EE. Production and marketing should work closely
together to ensure that seasonal fluctuations are reflected in both sales plans and
production schedules (see seasonal scheduling in this chapter).

iv'

EXHIBIT GEE: DETERMINING PRODUCTION FOR MAMBA (FEBRUARY 2000)

* Surplus stock to hold over during high sales periods, when raw materials are not available for
production, or as a "safety stock" to avoid running out.

1,797

1700

150

103

EQUALS PLANNED PRODUCTION

PLANNED SALES (FROM SALES TARGETS)

PLUS REQUIRED INVENTORY*

LESS BEGINNING INVENTORY

Rationale:
A production schedule is a tool to ensure that adequate quantity of goods is being
produced to suffice the needs of sales. It also helps anticipate outlays of cash need
ed for production. Finally, a production schedule benchmarks incremental progress
toward achieving final targets, thus measuring whether you're on track.

Developing a Production Schedule

..... Establish a production plan for each product that demonstrates how you will
achieve stated production targets. Schedule by month for the year (or correspon
ding to your sales targets timeline). Tracking periods of longer than one month
leaves too much margin for errors to occur and too little time to correct them
when they do. Internally, production agents should have daily and weekly pro
duction schedules so that they can keep very close tabs on realizing output
objectives.
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... List a column for production costs in whatever currency is consistent with other
enterprise financial reports and a column for per-unit costs.

... Follow the TARTINA example in 6FF.

i.I Production schedule is included in the Business Plan.

....................................................................... u .........................................................................................................................

EXHIBIT 6FF: ANNUAL PRODUCTION SCHEDULE FOR

MAMBA PEANUT BUTTER

Month Quantity Variable Unit Costs Monthly Costs Monthly Costs
in Local Currency in U.S. $

Apr-99 1,320 19.5 25,740 1,560
May-99 1,320 19.5 25,740 1,560
Jun-99 1,173 19.5 22,874 1,386

Jul-99 1,173 19.5 22,874 1,386
Aug-99 1,173 19.5 22,874 1,386
Sep-99 1,393 19.5 27,164 1,646
Oct-99 1,393 19.5 27,164 1,646
Nov-99 1,393 19.5 27,164 1,646
Dec-99 1,797 19.5 35,042 2,124
Jan-DO 1,797 19.5 35,042 2,124

Feb-DO 1,797 19.5 35,042 2,124
Mar-DO 1,977 19.5 38,552 2,336
Apr-DO 594 19.5 11,583 702
TOTAL 18,300 356,850 $21,627
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"The people are a [social enterprise's]
most valued resource."

- Unknown

view: People are the heart of every business. Especially in light of the
~!l1'l5~ between social and economic goals, it is overwhelmingly the right mix of

high-quality people that ensures the success of a social enterprise. Talented, well
qualified people are needed to handle the occasionally tangled enterprise reins and
manage the realization of its targets. For this reason, investor-donors ask that
resumes be attached to 80S proposals and give generous scoring weight to enter
prise programs that are staffed with competent people. Indeed, the same is true in
the private sector, where many venture capitalists base their investment decisions
more on the strength of the skills and experience of a company's management and
employees than on its products or services.

Capacity building is a critical piece of the meso-level 80S intervention to cre
ate a sustainable and viable enterprise. How your program is structured among
donors, the lead organization, field offices, the implementing organization, the
enterprise, and microentrepreneurs has huge implications for the success of the
enterprise. The multiple layers in social enterprise programs add complexity, and a
lack of clarity about the roles and relationships of these actors can convolute busi
ness operations and diffuse accountability. Attention must also be given to training
and technical assistance as they apply to skills transfer among the target popula
tion, enterprise managers, and technical specialists.

Human resource requirements for social enterprises often fall outside the
realm of traditional development professionals, favoring functional skills acquired in
the private sector over those of project managers, development generalists, or tech
nical professionals in specialties like health, education, or emergency response.
Even professionals with experience in "income-generating projects" or "microcredit"
often do not have the sophistication in financial and business management and
strategic planning needed for a prosperous social enterprise. Striking a balance
among staff members who possess both hard skills and share the enterprise's social
values can be challenging. Finding nontraditional development staff requires new
recruitment strategies and incentive programs to retain employees.

Social Enterprise Actors

There are several layers of actors in social enterprises, which can complicate pro
gram execution and blur roles and responsibilities. First, there is the target popula
tion, the poor microentrepreneurs whose income or economic opportunity 80S
programs seek to improve. Second, there is the donor, to whom the lead organiza-
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tion is accountable to for reaching certain targets stated in the project's design.
Third, there is the local partner, the implementing organization (NCO, private sec
tor), whose capacity to execute is often largely dependent on the technical and
financial inputs provided by the lead organization (PVO). Fourth, there is the social
enterprise itself, which is being developed in the course of the 80S program. And
last, there is the target market, the customer who is purchasing the final product or
service that the social enterprise or the microentrepreneur is selling. To some
extent, all social enterprise actors are "customers," so it is imperative to delineate
who is serving whom, and their respective responsibilities, early on.

SORTING OUT WHO'S WHO

Rationale:
Our social enterprise experience has shown that a lack of clear roles and responsi
bilities leads to duplication of efforts, tensions around authority issues, and low effi
ciency. Identifying the layers in your program structure will help you avoid certain
pitfalls down the road. In Haiti, we were surprised to discover that six levels of
actors were involved in the social enterprise program. The following two-part exer
cise is intended to help you clarify these roles and responsibilities in your enterprise.

EXHIBIT 7A: ENTERPRISE ACTORS DIAGRAM FOR SAVE THE CHILDREN/HAITI

ASSIST SC/US

';(' = Technical Assistance

@=Money

~... =Management

$:n=Reports

•
=TARTINA Products

Wrt'if

TARTINA
ENTERPR~SE

MUCROENTREPRENERS
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I FONAL CUSTOMER

'-----
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ENTERPRISE ACTORS FOR SAVE THE CHILDREN'S PROGRAM IN HAITI

EXHIBIT 78: ENTERPRISE ACTORS CHART

Save the Children's Enterprise Program Structure
TARTINA Enterprise is centrally funded by a grant from a donor, ASSIST. SC/US
manages the grant, acting as a financial conduit and providing some technical assis
tance to the SC field office in Haiti. SC/Haiti manages the program, with overall
responsibility for developing capacity of the local implementing organization, ADE
(an NCO), to create a viable enterprise, TARTINA. The target population, women
microentrepreneurs living in the Colline area, are housed within the enterprise; they
are the producers of TARTINA's goods. ADE, with the assistance of SC/Haiti, man
ages the business and provides technical assistance to TARTINA staff, including
microentrepreneurs.

Donor: ASSIST

For Whom

Implementing
organization: ADE

Customer:
Buyers of TARTINA

products

Social enterprise:
TARTINA Enterprise

Lead organization:
SC/Haiti

, Target population:
, Poor micro-entrepre

neurs in Golline

Responsibilities

'3;· TA as requested by SG/Haiti
4.TA for specific technical constraints

1~& 2. Buiidproduction and management
skills and self-esteem of microentrepre
neurs; provide economic opportunity
and increased income (at some point,

. responsibility may be'transferred to
TARTINA)

Roles

2. Reporting

2. TA - TARTINA staff

2. Technical assistance
.(TA) as needed

1. Management

... - ~ -

'1. Financial conduit; com- 1. Achieve final and intermediate program
munication; oversight targets; on-going communications

w!ASSIST on behalf of project

2. Business plan, quarterly reports; sec-
: ondary responsibility for meeting project

targets

1. Technical support; '1. Technical assistance visits and support;
donor communication , communication with ASSIST on behalf

of SO/Haiti
...

1. Technical assistance; 1. 'Build sufficient capacity of ADE to man-
financial positioning age and sustain TARTINA Enterprise by

projecfs end; herp ADE gain access to
additional funding as required

2. Technical assistance as requested by
.. SC/Haiti

1. Management and oversight of business
operations

·2. TAin all components of business opera
. tions

2. SO/Haiti

2. SC/US

2. SO/Haiti

Who

1. SO/US

1. SC/US

1.ADE

3. SO/US
4. Consult

1.ADE

'1. SC/Haiti

.3.TA
4. Specific TA

i. Organizeimobilize
entrepreneurs; provide
TAT facility and equip
ment; limited financing

2. TARTINA .2. Training, scheduling,
staff targets, supervision,

skills transfer, encour- 2. Realize production targets
agement

1. Target 1. QualitY'production r'P~r~ha;e TARTINA products that meet
, population 2. Marketing, quality customers' wants and needs

2. TARTINA assurance, production, 2. Access to high-quality TARTINA products
inventory management, in the market; realize marketing targets;
customer service develop new product to better serve cus-

, ' tomer demands
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The flatter the program structure-e.g., a locally funded grant or direct implementa
tion of an enterprise program, thus bypassing the local intermediary-the simpler
your chain of command and, consequently, program execution. (See Lessons
Learned in the preface to this manual.)

Identifying Social Enterprise Actors

Step 1: Program Diagram

..... Begin by drawing a diagram of all actors involved in your program. Pictorial rep
resentation can sometimes make it easier to understand the distinct levels.

..... Use the Save the Children example in exhibit 7A as a guide for your diagram. It
may be useful to use icons to represent major responsibilities and arrows to refer
to whom each party is accountable.

Step 2: Roles and Responsibilities of Actors

..... Prepare and complete an Enterprise Actors Chart similar to the example provided
in exhibit 7B.

..... Give thorough consideration to all customer levels. The list in exhibit 7B appears
exhaustive, but there are other potential actors. An obvious one is when you
have more than one donor. Others are subtler-for example, if your suppliers
are small producers, you may want to include them in your chart.

..... Primary and secondary parties and their roles are indicated by descending num
bers. For example, Save/US plays a technical support role to Save/Haiti in the
enterprise program; therefore, in the first cell, under "Who," Save/Haiti is
denoted by the number 1 and Save/US by 2.

..... Write the name of each actor in the "Who" column; the actor's roles and
responsibilities in the next two columns, and whom each actor serves in the "For
Whom" column. Actors' roles and responsibilities should directly support the
achievement of the enterprise's vision, mission, and objectives (see chapter 2).

..... Important points to keep in mind when you prepare your Enterprise Actors
Chart:

• Be very clear on where the target population is in the structure of your social
enterprise program. Whether microentrepreneurs are integral to your busi
ness, as in TARTINA, whether they are suppliers, or whether they are cus
tomers has implications for human resources.

• Also take note of capacity-building responsibilities at the different levels.
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Staft Accountability

"Be a yardstick of quality; some people
aren't used to an environment where
excellence is expected."

- Steve jobs

Lack of accountability for achieving objectives at the employee and management
levels can be the epitaph of a social enterprise program. In this section we discuss
some strategies to increase accountability among staff members by linking them to
performance. There are no exercises at this juncture; rather, information herein is
incorporated in later sections on human resource planning.

Save the Children advocates an approach that gives enterprise managers wide
freedom to execute their program while maintaining strong external controls on
achievement of targets. This method yields positive results in building confidence
and self-esteem of staff, as well as in instilling integrity in and building capacity of
the enterprise. Micromanagement, though tempting because of the large financial
stakes involved in social enterprise programs, produces the opposite effect and often
leads to tension over power and authority. The program management approach
requires clear targets, defined roles and responsibilities, reporting lines, and a per
formance evaluation and appraisal process. Strategies are given below.

LINKING PROGRAM FUNDING TO TARGETS

If you are in the early stages of social enterprise development and have not yet
received funding, we suggest that you structure disbursement of funds to accom
plishing stated targets. It is much easier to begin a program on these terms than to
invoke them later. Results-oriented contracts are a growing trend among larger
donors and one that has worked well for Save the Children's microfinance programs.
Performance-based contracts are drawn up periodically at each level where money
is handed over to finance program activities. In TARTINA's case, ADE still has over
all management responsibility for enterprise results; therefore, the contract would be
between SC/Haiti and ADE. Milestones or "sub-objectives" are taken from business
plan objectives, for example, monthly or quarterly production/sales targets or bench
mark progress toward achieving annual or final objectives in the business plan.

Targets can be a powerful way to elicit program results. A caveat is in order,
however. Be careful about the timing of contract deadlines, as the aim is to stimulate
performance, not to disrupt business operations. Performance-based deadlines
should correspond to financial needs of the business cycle and should be done after
completion of the cash flow analysis in the financial plan (chapter 8). If you fail to
disburse needed resources at a critical period for enterprise investment or produc
tion, you could exacerbate the problem you are trying to resolve.

LINKING STAFF TO PERFORMANCE OUTPUTS

Individual enterprise staff members should be held accountable for realizing objec
tives under their jurisdiction. The simplest method for holding enterprise staff
accountable is to begin by spelling out key outputs for which they are responsible in
their job descriptions. For example, the "main outputs" for SC's Financial Director
in the enterprise program are "building capacity of partner NCO to maintain ade
quate financial information systems to support enterprise program decisions". For
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TARTINA's Marketing Manager, the output is "achievement of marketing plan objec
tives" (see exhibit 7C).

LINKING OUTPUTS TO PERFORMANCE OBJECTIVES

A staff performance plan highlights specific objectives for a defined period of time
directed at accomplishing the staff's "main outputs." Typically, performance plans
span a quarter, six months, or a year, but if you are using a contract approach to
funding, then individual staff plans should correspond to the contract's time frame.
Similar to performance-based contract objectives, these targets serve as milestones
to measure staff performance at scheduled intervals. In the example of SC's
Financial Director, performance objectives would indicate the specific number and
type of accounting training or technical assistance sessions to hold. Detailed within
her plan might be a three-day training with ADE and TARTINA management on
principles of accounting and basic financial analysis; three technical assistance visits
to help the ADE Financial Director, Business Manager, and Accountant prepare bal
ance sheets and income and cash flow statements; and bookkeeping training for
sales representatives. This might look like a light load, but the SC Financial Director
spends only 15 percent of her time supporting TARTINA.

Since individual staff members themselves are best equipped to judge the
demands required to meet objectives, they should prepare a draft of their own work
plan. Feedback and approval are given by supervisors. Using performance plans
requires regular appraisal of staff on progress toward reaching objectives.
Performance should be tied to a positive reward-such as bonuses, merit-based
salary increases, promotions, and nonfinancial enticements like training opportuni
ties, travel, etc.-and determined in the evaluation process. (See Incentive
Programs, in this chapter.)

STAFF ACCOUNTABILITY FOR TARGETS

Performance-based Contract

Performance Output Performance Output
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JOB DESCRIPTIONS

Unambiguous job descriptions are also important for ensuring staff accountability. In
addition to "main outputs," job descriptions should describe general responsibilities
and activities that support achieving the main outputs. Exhibit 7C is a sample job
description for TARTINA's Marketing Manager.
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EXHIBIT 7C
Title Marketing Manager (100%)

Location Port-au':Prince
--

Main Output

Responsibilities

- -

Achievement of marketing plan objectives

• Recruit new sales agents and train new recruits and existing sales

agents.

• Develop and implement plans for sales agent staff development to
improve productivity.

.. Monitor and evaluate sales staff performance. Make apriority the
quicker recovery of cash following credit sales.

.. Identify market trends and new sales opportunities.

.. Coordinate market research activities.

.. Collaborate with Production Manager on the preparation of an opera
tional plan for research and development.

• Manage finished product inventory, including that of Port-au-Prince
(PAP) and Colline (with support from the ADE Security Guard, who will
physically monitor inventory flows in PAP; for Colline, inventory

reports will be the responsibility of the Production Manager).

• Coordinate marketing and sales activities with those of the production
department on aweekly basis.

Human Resources

This section does not cover staffing enterprise programs at PVO headquarters, field
offices, or even the implementing NCO in great detail; rather, it focuses on the
staffing concerns of the enterprise itself. Before tackling enterprise staff issues, how
ever, we devote some attention to PVO personnel issues.

HQ AND FIELD PROGRAM STAFF (AND MANAGING NGOs)

Rationale:
Keep your program staff structure as light as possible. Avoid building in superfluous
headquarters (HQ), field, or organizational personnel who are not directly working
on the program. Social enterprises need support in technical functions apropos to
their operations, i.e., finance, accounting, marketing, inventory management, prod
uct specializations, etc. In short, there is no room on the payroll for generalist proj
ect managers. Most PVOs that launch enterprise programs will have to recruit at
least one business advisor to manage the program.
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EXHIBIT 7D

SCF Organization for Enterprise Program

SC/HABTI
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This organizational chart shows the program staffing at both PVO headquarters and
field offices for Save the Children. As a result of historical relationships prior to

------restructuring, we retained SC's Program Manager in the enterprise "organagram"
(though his responsibilities have dwindled to 25 percent). In the future, Save the
Children's business programs will be staffed solely by technical professionals. They
will report along technical lines rather than management lines directly to the
Economic Opportunities Unit in Washington. This new structure is aimed at increas
ing efficiency through technical support and keeping the business focus.

/j,' ,
Determining pva Staffing Needs

Note: This section can also be completed by local NGOs that have received direct
funding to provide assistance to an enterprise program distinctly separate from their
own structure.

Step 1: Responsibilities Summary

... Return to your Enterprise Actors Chart. Review the major responsibilities of PVO
staff (see exhibit 78). If you have or are seeking a centrally funded grant, you
may have two organizational levels, HQ and the field .

... Write a summary statement of PVO (or lead organization) responsibilities. An
example for TARTINA is provided in exhibit 7E. This summary directs staffing at
the PVO level, asking the question, "What kind of staff do we need to meet our
responsibilities?"

... List PVO staff members by position title and the percentage of time they will be
dedicated to the enterprise project. How many positions do you need to carry
out PVO responsibilities and achieve the enterprise's mission and objectives?
Which positions? Will these be full-time positions or part-time ones? If part time,
how much time will be dedicated to the program?
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Step 2: lob Descriptions

.... Elaborate a job description for each position that answers the following questions
(an example for TARTINA is given in exhibit 7F):

• What are the position's specific responsibilities?

• Where will the position be based? This question is important if the enterprise
site is different from the home office.

• For which output(s) will this position be held accountable?

• What qualifications do you seek?

• What are the anticipated costs for salary and benefits?

.... Draw an organigram (see exhibit 7D). Be sure that reporting lines are logical
with respect to achieving program objectives. In sum, are supervisors qualified to
oversee and support enterprise staff, or would a less traditional reporting struc
ture be more appropriate? Creating a program hierarchy for political or cultural
appeasement reasons normally does not serve program objectives.

••• n ••;, u ~ •• ...................................................................

EXHIBIT 7E: SC/HAITI'S MAIN RESPONSIBILITIES

SC/Haiti is the principal player in building the capacity of ADE management and
TARTINA Enterprise to emerge as a viable enterprise. SC/Haiti's main responsibili
ties lie in the provision of technical supportj training; evaluation and monitoring of
progress toward achievement of project and business plan objectivesj and ensuring
financial accountability as per the ASSIST cooperative agreement.

TARTINA microentrepre
neur cleans up after
production.
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EXHIBIT 7F: JOB DESCRIPTIONS FOR SC/HAITI'S ENTERPRISE STAFF
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Title

Location

Main Output

Responsibilities

Qualifications

Cost

Title

Location

Main Output

Responsibilities

Qualifications

Cost

Title

Location

Main Output

Responsibilities

Qualifications

Cost

Executive Director (10%)

PAP

Provision of strategic direction to the enterprise program

Provide oversight and institutional leadership to program

• Extensive development and management experience wi Save the
Children

.. Master's Degree in International Development, Public Administration or
Management

.. French/Creole

Salary + benefits based on percentage of time dedicated to the project.

Business Development Advisor (100%)

PAP and Colline

Build capacity of program personnel to meet project objectives

.. Facilitate business plan preparation and execution.

• Advise on all business aspects of the enterprise project.

• Provide training on subjects appropriate to skills and experience.

• Coordinate all outside technical assistance, including that in food trans
formation.

• Monitor, evaluate, and report progress on project activities to project
partners and ASSIST.

.. Private-sector experience

.. 5+ years of experience in BDS (some manufacturing preferred)

.. Master's degree in business administration

• French

Salary + benefits based on percentage of time dedicated to the project

Director of Finance (15%)

PAP and Colline

Building capacity of partner NGO to maintain adequate financial
information systems to support enterprise project decisions

Provide financial and accounting technical assistance (TA) and training to
partner and enterprise staff

'" Formal accounting/financial management credentials (CPA, MBA)

'" 5+ years of professional accounting/financial management experience

Salary + benefits based on percentage of time dedicated to the project
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ENTERPRISE STAFFING NEEDS

"Every successful enterprise requires a
dreamer, a businessman, and a
tyrant."

- Peter McArthur

"What type of staff will I need to run my social enterprise?" "How much will they
cost?" and "Where will I find them?" are questions typically addressed in human
resource planning. Much of the information you will need to develop a staff plan for
your social enterprise was uncovered in the marketing, sales, and operations plan
ning segments. In this section you will determine staff needs by consolidating data
from earlier chapters as well as examining other HR functions, such as management,
administrative support, and finance.

EXHIBIT 7G: INFORMATION FLOWS FOR ENTERPRISE STAFF

MARK.ETING

/ MARKETING PERSONNEL
- -- - PROMOTIONAL BUDGET...

ENTERPRUiE STAFF
OPERATIONS NEEDS

CAPACITY EXECUTIVE
PRODUCTIVITY GENERAL MANAGER
SCHEDULING LINE MANAGERS

BUDGET FUNCTIONAL STAFF ~
SALES

~
SALES STRUCTURE

ADMINISTRATIVE/SUPPORT

PRODUCERS*

*Manufacturing businesses

HUMAN RESOURCE CHART
Management falls into two categories: line managers and general managers.
Line managers are those responsible for certain business functions (operations/pro
duction, HR, finance, management information system (MIS), marketing, sales, etc.).
In a small enterprise it is not necessary to have a line manager for each function;
often one manager supervises complementary functions, like marketing and sales or
production and inventory. Or the enterprise might hire a part-time manager. Every
social enterprise needs a general (business) manager to oversee all the functions.
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~.'. Note on, .lob Sharing

r,As a result 'of limited resources, many development pro
f fessionals are multi-taskers, juggling several projects
I:~.imultaneousIY to the point of near schizophrenia. Job
I sharing therefore is often a necessary evil of this type of
j, work. Yet how jobs are divided can be controlled. In social
I,enterprise programs it is far better to split jobs within the
,Qusiness than between the enterprise and the implement
ing' partner. RemembE;!r chapter 2's discussion of the

,'importance of not confusing the missions of the partner
',ahd the social enterprise? Our experience is that job
, sharing between the two entities at times creates a conflict
,of interest, but always results in competition for time and
::,priorities; At least when a job is split within the enterprise,
:,the person wakes up each morning thinking about how to
,make the business succeSSful, even though he or she
~may be'concerned with more than one function.

-< .

, Unless the implementing NGO is a single-focus (busi-
.:!,ess), organization, rarely does it warehouse all the appro
priate business skills for a social enterprise. Check the
;!Ttotivations of partners that want to put partner staff in the
.el"\terprise program and be sure they are consistent with

I.YO,J..Ir obj13ctives. Staff development and capacity building
r~re integral to social enterprise interventions, yet they

should be done on a core basis of skills and potential. If
partners are trying to cover salaries of existing staff, they

':,.detinitely have the wrong motivation.
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Not having this person in place usually leads to a breakdown in process, communi
cations, and consequently, business performance.

Functional staff positions are those that sup
port general and line managers in a technical or
"functional" capacity, such as production or sales
agents and production workers. Functional staff
can have supervisory and management responsibil
ities, but they are not line managers. The
Accountant is a functional employee of the
Financial Manager or, in the case of TARTINA, the
Business Manager. The organizational chart in
exhibit 7) shows this relationship clearly.

Administrative and support employees are
the backstops who assist the work of enterprise
professional staff. These positions include secre
taries, drivers, couriers, guards, bookkeepers,
administrative assistants, etc.

Producers are the worker bees of manufactur
ing companies, fabricating goods the enterprise
sells. Those in SC's target population in Haiti are
the producers for TARTINA.

In staffing, the leadership usually consists of a
board or directors. The pva and implementing
organization often provide leadership to the social
enterprise during the intervention period; this
structure mayor may not continue, depending on
the implementing organization's exit strategy (see
chapter 9). Optimally, the enterprise's leadership
should be made up of its own staff and directed
by a board and eventually shareholders.

Rationale:
The Human Resource Chart is a tool to help you identify permanent staff needs for
your social enterprise. In addition, it serves as the basis for your recruitment plan

~ and human resource budget. An example for TARTINA is shown in exhibit 7H.

"7r Determining Enterprise Staffing Needs

Step 1: Responsibilities of Enterprise Staff

.... Return to your Enterprise Actors Chart. Review the major responsibilities of the
enterprise's and/or implementing organization's staff (see exhibit 7B).

Step 2: Identifying Individual Positions

.... Be careful to distinguish where partners overlap with the enterprise and where
they do not. In Haiti, human resources intersect at the general management
level of TARTINA only (see, "Partner Staff," the last column in exhibit 7H).

.... Locate the Human Resource Chart (exhibit 7H); a blank copy can be found in
appendix 7-1 .

.... Begin by sorting through the personnel information you obtained in earlier sec
tions of this manual (chapters 5 and 6).
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..&. Fill out the Marketing section in the HR chart using information from chapter 5:

• "Marketing Personnel" for staffing needs

• "Sales Structure" and "Sales Costs"

• Include both line management positions and functional staff.

..&. Fill out the Operations/Production section in the HR chart using information from
chapter 6:

• ''l\ssessing Capacity": labor and skills

• "Productivity": labor Organization and Specialization

• "Operations Budget": direct and indirect labor

• "Scheduling Labor"

• "Inventory"

• Include both line management positions and functional staff.

..&. Look for this icon: ~

..&. Check the box indicating whether you will be required to hire new staff, whether
the person can be found in-house, and what percentage of staff time will be
devoted to this position.

Step 3: Fill in HR Gaps

General and Line Management

..&. Fill out the Management section in the HR chart:

• The sections of chapters 5 and 6 mentioned above have information on line
management for marketing and operations/production functions; be sure you
include it.

• Consider line management for functions not addressed earlier, like HR, MIS,
and finance. Ask yourself these additional questions: Which functions do
you need line managers for? Can one manager oversee two functions? Can
someone in-house do the job part time?

• What is your human resource solution to general management? Will this per
son be full time or part time, internally or externally recruited?

Functional Staff

..&. Include functional staff members who support line and general managers, such as
accountants for finance and computer programmers or technicians for MIS.

Administration/Support

..&. Indicate support staff positions for your enterprise (secretaries, drivers, couriers,
guards, administrative assistants, etc.)

Producers (for Manufacturing Enterprises)

..&. Who is producing the goods for your final customer? How many production
workers are needed to achieve full capacity?

Executive

..&. Who provides the leadership for the social enterprise (board of directors, partner
senior management, lead organization, or executive body at the enterprise leve!)?
What are the implications for human resources of using this leadership structure
(paid staff positions, time of project, etc.)?

I Enterprise Staff Plan is included in the Business Plan.
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EXHIBIT 7H: HUMAN RESOURCE CHART FOR TARTINA ENTERPRISE

Staff Needs # Time on
Project

In-house To Hire Partner
Staff

PVO Field Office Staff (SC/Haiti)
Country Director 1 10%
Program Manager 1 25%
Director of Finance 1 15%
Business Advisor 1 100%

General Management
(TARTINA or ADE)
Business Manager 1
Financial Director 1
HR Director 1

Admin. &Support

50%
30%
25%

Accountant 1
Secretary 1
Driver 1
Security guards 2
Marketing 1
Marketing Manager 1
Sales 5

100% t/
40% t/
100% t/
100% t/

100% t/
100% 2 3

228

Production
Production Manager 1 100% t/
Production agents 4 100% t/
Purchasing agent 1 40% t/
Inventory Manager 1 50% t/
Logistics 1 60% t/
R&D Agent 1 50% t/
Production workers 120 25% -100% 85 35
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RECRUITMENT

"The question 'who ought to be boss?'
is like asking, 'who ought to be the

tenor in the quartet?' Obviously, the
person who can sing tenor."

- Henry Ford

Enterprise Staff
Qualifications and, hence, recruitment channels for social enterprise staff may be
somewhat different from those traditionally used by development professionals.
Jeffery Ashe, founder of Working Capital, refers to the quintessential social enterprise
(microfinance institution) manager as "Joan of Arc with an MBA." As previously
mentioned, this combination of business skills and social values is not encountered
readily. SC has found that entrepreneurial traits and business experience are prefer
able to academic credentials for social enterprise staff. Program facilitators (PVOs)
and implementing partners need to be clear about the type of qualifications they
seek for enterprise positions and recruit staff through relevant channels, which by
and large means the private sector.

Recruiting social enterprise staff from private business presents two potential
dilemmas for practitioners. The first is salary scale. Private-sector candidates gener
ally earn substantially more than development professionals. Thus, attracting and
retaining social enterprise staff from the private sector requires remuneration com
mensurate with commercial pay. Salary inequities between private-sector and tradi
tional development staff with similar levels of education and years of work experi
ence can cause tensions. Additionally, higher pay scales inflate social enterprise
overhead, requiring more donor capital for start-up and higher revenues to cover
costs. The second potential conflict relates to local capacity building. Since social
enterprises are development interventions destined to become sustainable local
businesses, questions arise regarding the role of the lead organization in developing
the human resource capacity of partners to reach this goal. For some organizations,
simply hiring experienced business staff from the formal sector runs contrary to their
mission. Save the Children believes that ample capacity-building needs exist regard
less of staff experience and that hiring ex-business professionals, provided they iden
tify with the social enterprise's mission, is part of a winning strategy for a successful
enterprise.

Target Population
Another consideration is recruiting microentrepreneurs from your target population.
In BDS little attention has been given to qualifying those we endeavor to help,
whereas in microfinance programs entrepreneurs are screened and selected by their
peers. SC's experience shows that it is important to set selection criteria (see
Design for Risk Aversion, in the preface). Initially, microentrepreneurs were expect
ed to have had food-processing experience. A criterion of sorts, this proved to be of
lesser significance than other factors because of the need to retrain production
workers for the shift to standardize TARTINA products. TARTINA learned that
"entrepreneurial traits," or the willingness assume risks, are more important than
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technical know-how or other prerequisites.
Selection criteria will differ depending on your type of enterprise and how your

target population figures into it. For example, if your target population consists of
your suppliers, you might establish criteria like on-time delivery, dependability, or
product consistency or quality. Setting selection criteria also helps guide your capaci
ty-building agenda.

TARTINA production agents and workers (microentrepreneurs) screen TARTINA
candidates through interviews, which use a rating system to determine if they meet
qualifications. Simple questions indicate if candidates have the following character
istics: opportunity seeking, persistence, commitment to work contract, demand for
quality and efficiency, risk taking, goal setting, information seeking, systematic plan
ning, and self-confidence.

EXHIBIT 71: RECRUITMENT SCHEDULE

Position

Business Manager

Qualifications

Entrepreneurial, results oriented, prior management or
business ownership experience in similar business,
strong financial skills, understands systems, good
human relations, able to delegate responsibilities and
supervise. Relevant higher education credentials.
Commitment to mission and targets.

Recruitment

Management
consulting firm or
like company

Permanent hire

Marketing Manager Entrepreneurial, creative, innovative, understands mar
kets/customers, previous professional experience in
marketing. Ability to motivate and mobilize sales staff.
Market research and statistical analysis skills.
Relevant higher education credentials. Commitment to
mission and targets.

Production Manager Production process experience in food transformation.
Relevant production and plant management experi
ence. Detail oriented. Knowledge of suppliers.
Commitment to mission and targets.

Market research
or marketing firm
or company seil
ing similar prod
ucts
Permanent hire

Manufacturing
company

Permanent hire

Sales agents

Product Developer
(R&D Agent)

Outgoing, knowledge of commercial outlets, excellent
communications skills and personal relations, motivat
ed, self-directed, networking skills, and the ability to
"close" asale. No formal education or pervious sales
experience required. Commitment to mission.

Highly creative and innovative, product development
experience with own business desirable, intimate
understanding of market (customers' wants ), expert
ise in production techniques, ability to communicate
product development to production staff. No formal
education required.

Local community
or private compa
ny, recent school
graduates
Permanent hire

Retail store or
chain; buyer or
product developer
for like company
Contract hire
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'7 - ·~production 'agents r- Res-pori'slbie:rell;bJe, commitment tomisslon:"'com
munications skills (local language and ability to impart
information to workers), proactive and literate.

Local community
Permanent hire

Production workers Diligent, entrepreneurial traits, reliable (for TARTINA
these are the microentrepreneurs). No formal educa
tion or literacy required.

Local community
Permanent hire

Local community
Permanent hire

Inventory Manager Honest, conscientious, detail oriented, strong basic
math skills, able to keep accurate records (former
ADE staff).

Rationale:
A recruitment schedule is a tool to identify the skills and experience you seek for
each position and the corresponding recruitment channel.

REPORTING LINES
Once you have identified your human resource needs, you will prepare an organi
zational chart (organigram). An organizational chart is useful in describing reporting
lines between management and employees, as well as in creating a visual image of
the hierarchical structure in your enterprise. (Frequently structures are heavy, filled
with middle management positions and extraneous "assistants," but a business
model requires a relatively flat and light structure for maximum efficiency and mini
mal cost.) Most important for a social enterprise, an organizational chart delineates
the relationship between the implementing NCO and the enterprise program. Our
recommendation is to separate these two entities, but early in an enterprise pro
gram, they usually overlap. An example is provided in exhibit 7J.

!

Y/f.'. Planning Recruitment

Step 1: Enterprise Staff

... Develop a recruitment schedule for social enterprise staff, including each position
and associated qualifications you seek. Also indicate where you propose to find
each person. You can add a column to include specific advertising sources or
recruitment means you will pursue.

... Refer to exhibit 71, which provides examples from TARTINA Enterprise.

Step 2: Target Population

... Develop basic selection criteria for your target population.

... Also develop screening procedures: Who will be responsible for selecting mem
bers of the target population to participate in the enterprise, and what process
will be used?

I Recruitment Plans for both enterprise staff and target population are
included in the Business Plan.-
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EXHIBIT 7J: TARTINA ENTERPRISE ORGANIZATIONAL CHART

In this example, the implementing NCO (ADE) staff, represented by the shaded
boxes, straddles the top of the hierarchy. Thus, TARTINA Enterprise is still controlled
by ADE. The Business Manager below ADE's Field and HR Director is second in
charge and may eventually assume the role of the enterprise's leader. Line mangers
for marketing and production and their functional staff can be seen to the left and
right. Line managers and the enterprise Accountant report directly to the Business
Manager.

Rationale:
Preparing an organizational chart allows you to organize the human resource and
reporting structure of your social enterprise. Additionally, you will recognize any per
sonnel gaps through this visual depiction and can plan for extra assistance.,

"fr- Preparing an Organizational Chart

... Prepare an organizational chart (see exhibit 7D). Be sure that reporting lines are
logical with respect to achieving program objectives-in other words, that super
visors are qualified to oversee and support enterprise staff.

I The Organizational Chart is included in the Business Plan.
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"-- WRITING JOB DESCRIPTIONS

Rationale: (See Staff Accountability: Job descriptions)

.... Write a job description for each position (see exhibit 7K):

• What are the specific responsibilities?

• Where will the position be based? This question is important if the enterprise
site is different from the home office.

• For which output(s) will this position be held accountable?

• What qualifications do you seek?

• What are the anticipated (new position) or current (existing position) salary
and benefit expenses?

EXHIBIT 7K: TARTINA JOB DESCRIPTIONS

Title

Location

Main Output

Responsibilities

Compensation .

Scheme

Title

Location

Main Output

Business Manager (50%)

PAP/Collina

Achievement of enterprise objectives as expressed in the business
plan

.. Monitor and evaluate progress against business plan. Develop and
coordinate implementation of required corrective action to meet busi
ness plan objectives.

• Supervise the integration of production, research and development,
and marketing activities.

• Oversee MIS, administration, and financial management.

.. Report to ADE Field and HR Director regularly on enterprise project's
progress toward achievement of objectives.

.. Directly supervise the Marketing and Production Manager positions.

.. Complete annual performance appraisal for these supervised positions.

• Participate in monthly WMEN Project Strategic Team meetings and in
weekly operational meetings as required.

*' Prepare quarterly project reports.

*' Recruit enterprise staff.

*' Salary + year-end bonus based on realization of targets

Sales Agents

Four in PAP (including existing) and one in Petit Goave

Achievement of sales objectives
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, Compensation
Scheme

Title

Location

Main Output

Responsibilities

, Comprmsation
Scheme

Title

Location

Main Outputs

Compensation
Scheme

., Prepare sales reports.

.. Collect information on buying habits and motives of final consumer,
purchaser for consumer (secondary consumer), and retailers.

.. Collect information on the competition.

.. 1/4 base salary + commission sales + bonuses

Production Manager (100%)

Coliine

Development and achievement of production plan objectives

.. Develop and implement production plan.

.. Coordinate production activities with marketing and sales activities on
aweekly basis .

.. Manage all stages of the production process including mobilization of
the MEs; collection, storage, and conservation of raw materials; prod
uct transformation; packaging; inventory; quality control; and finished
product storage.

.. Prepare plan for production research and development in collaboration
with Marketing Manager.

.. Maintain necessary MIS to support timely production management
decisions.

.. Initiate steps to increase productivity of production staff and of MEs.

.. Perform annual performance appraisals for production staff.

.. Participate in weekly operational meetings.

.. Provide weekly finished and unfinished product inventory reports to
Marketing Manager.

.. Salary + year-end bonus based on realization of targets

Production Agents (4)

Colline

Achievement of each product's production objectives for quality and
quantity

Building of MEs' capacity to prepare high-quality products at maxi
mum productivity levels

.. Base salary + performance-based bonus system
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INCENTIVE PROGRAMS

"Money is a terrible master, but an
excellent servant."

- P.T. Barnum

In SC's experience, the best universal "carrot" is money, particularly in developing
countries, where economic insecurity is a serious problem. Many enterprise pro
grams shy away from financial incentive programs because of their costs. However,
when employed wisely these programs result in high staff performance and yield
financial returns over and above their investment. Nonfinancial enticements can be
motivators, too, and though less effective, they also bear costs.

Remuneration should be at competitive, market rates. Enterprise staff often are
poorly remunerated because PVOs and NGOs have limited budgets. But underpay
ing staff members costs money in the long run because they either leave or under
perform. Paying staff at or close to market rates increases retention and reduces
recruitment, new-staff training, and lost time.

Financial incentives should be linked to targets and objectives that earn income for
the enterprise. They can be in the form of sales commissions; bonuses based on tar
gets, new customers, reduction of wastage during production, etc. (see exhibit 7M
and 7L). For example, TARTINA sales staff incentives are based on sales volume-a
commission on sales plus a bonus on sales over quota. Other financial incentives
are built in. For example, when a sales agent supervises a trainee, he or she receives
any bonuses the trainee earns; and for signing up a new customer, sales reps are
paid 3 percent of the value of the order. Financial incentives programs should be
employed throughout the enterprise in instances where the net effect is of financial
benefit to the enterprise.

Nonfinancial incentives include supplementary or staff-driven training for the pur
poses of career enhancement; travel; compensation time; flexible scheduling;
opportunities for advancement; assumption of new responsibilities; and awards,
recognition, and certification. Use of nonmonetary incentives benefits the enterprise
by keeping morale high and improving efficiency-for instance, when employees
receive cross-training to cover other employees' jobs. Giving awards and recogni
tion, such as picking an "employee of the month," sparks a little healthy competition
among staff and has only marginal costs.

Devising Incentive Programs
~,

/:"" ,6. Develop financial incentives linked to job performance and enterprise income.

,6. Calculate the costs of the proposed incentive program as well as the projected
tft1\\revenues. ~

,6. Refer to exhibits 7L and 7M for guidance or inspiration.

,6. Fashion a nonfinancial incentive program. What incentives will you use to moti
vate employees? What are the associated costs? CD Who will benefit from the
program?

I Information on Incentive Programs is included in the Business Plan.
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EXHIBIT 7L: INCENTIVE PROGRAM FOR SALES AND PRODUCTION STAFF

Sales Staff Base or Commission Bonuses Production Salary Bonuses
and Status Salary Staff

Senior sales $100/mo. 15% of sales 20% of sales Production $300/mo. 5% of sales
price per unit price per unit Agent price per unit,

$1000 for after quota if: targets are
targets (quota) met with

< 3% defect or
error margin
< 2% waste

Trainee $80/mo. 15% of sales None Agent in $200/mo. Bonuses
price per unit Bonuses to Training to Trainer

$800 for targets trainer
(quota) None

EXHIBIT 7M: FINANCIAL INCENTIVE PROGRAM FOR MICROENTREPRENEURS

MONTHLV

mNCENTIVES

FOR VEAR 1 2 3 4 5 6 "7

Base Labor $25 $26 $27 $28 $29 $30 $31
Piece Rate $42 $47 $51 $57 $62 $68 $75
Total revenue per ME $67 $73 $78 $85 $91 $98 $106
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"~~IIt;.:yq1.l..;.,..ople·,(for': Enterprise Managers)
~ .. ~ ,/" ,.. ~ -"". 1'· ~,", ..~ -. ..:.,', . ~ , .

. , IthO'tigh' people ~re 'motiVated 'by different needs, two important motivators
nor most in a'work situation are mutual respect and personal involvement.
"When employees feel good about themselves, the work they do, and the
tbrganization they. work for, it 'is much easier to elicit their cooperation. Below
'? isa Iistof ways in which social enterprise managers can get the best from
"'smpI6yees,benefiting not only the social enterprise but also those working
~pr ,it. ,"

, ,

: E~tablish a particfpatory decision-making process. Give staff members a
r:~hare in decision making. If they are not deciding what is to be done, then let
•·tl:lem decide how if is to be done or when, in what way, and by whom. Let
: their "share" increase over time.
, ~. +

; Maintain open communications. Keep staff informed about changes that
, 'directly affect them, such as policy changes, procedure or rule changes,
;'product information changes,' and performance changes. Always listen to
'an'd try to understand what employees are communicating.

! :Ask fPf suggestions. Be sure to invite suggestions and new ideas from
employees concerning work. Be willing to put good ideas into action by mak
ing changes.

Watch for changes in morale. Be sensitive to changes in morale. Know
when:~nd why it gQes up or down.

'Develop,employees professionally. A good manager trains, develops,
~ c9unsels, gUides, and'supports his or her employees. As well, opportunity for

professional advancement (via new skills acquisition and promotion) should
,p~ built into the enterprise structure.

[)reat all staff with respect. Be thoughtful and considerate of all employees.

r ,Flecognize your staff. Give 'employees the appropriate praise and recogni-
t{()h :tor ajob well done. '

Set clear job responsibilities and reporting lines. Make certain employees
know eXactly what is expected of them and how their performance will be
eval~ated.

, Create a high-quality work environment. Develop a favorable work environ
( inen~ with adequate res~:>urces and clear direction to enable employees to
!. work to· the best of their ability. Other factors that contribute to the quality of
:',the 'work environment are flexibility, creativity, responsibility, education oppor
: tunities;and social benefits. ,

i, ~rilphaslzethe'misSi~n. Hire people who strongly identify with the enter
"prise's,mission; they will be motivated by working for a "cause."

~ Malnt,ain high stantiards. Involving employees in establishing high stan
'dards of performance will build their pride and self-confidence.

'FIemunerate well. Pay people fair, competitive salaries and employ financial
" incentive 'progral1Js.
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i:Treatmentot Capacity Building in This
f" '-:.,:Manual ,

fi Numerous excellent approaches to institutional develop
i O1ent, !'r capacity building, have been developed, tested,
; ar'1d document,ed by BDS practitioners. For this reason,
; we barely scratch the surface of this SUbject here. If your
, enterprise has heavy capacity-building needs-and partie
, ul;:l.rly if you are working through a local NGO partner-we
~: suggest you augment the business planning materials in
~(tl1is manuafwith additional resources.
~ .

Capacity Building

"Success in business requires training
and discipline and hard work. But if
you're not frightened by these things,
the opportunities are just as great as
they ever were."

- David Rockefeller

The goal is to create a local business that can compete effectively in the market
place. This is done with external technical and financial support warranted by the
decision to work with a particular target population-poor microentrepreneurs
and to establish a venture in the difficult context of a developing country through an

inexperienced local partner. These characteristics are
what ultimately set a social enterprise apart from pri
vate business, making it a so-called intervention.
Capacity building is needed to overcome these obsta
cles-or "competitive disadvantages"-so that the
social enterprise can become viable and continue to
serve the target population over the long term.
Capacity building should therefore be considered an
investment that renders a net benefit to the enterprise
(exhibit 7N). The challenge is to determine at which
point the return becomes negative.

The mission and objectives direct the social enter-
prise's capacity-building requirements (see chapter 2).

So what are the implications of the program's mission for capacity building for the
enterprise, the local partner, and the target population? SC created a Capacity
Building Plan (see exhibit 7P) that charts the training and technical assistance
TARTINA Enterprise and ADE management need to accomplish their mission "to
create a financially viable social enterprise. II For SC's target population-microentre
preneurs-"increased economic opportunities and income" are the direct result of
job creation and skills training.
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EXHIBIT 7N: CAPACITY-BUILDING INVESTMENTS

MEs'
PRODUCTIVITY RETURN ON INVESTMENT'?

80S PLUS $$$$MINIMALIST $

AJob Hard Skills Soft Skills Credit/Savings Education Literacy Heath

~~~:?:t"::r_.;lytTy~-.:r"?~'V~--,-"'7N-:-7""""'---'~-"'"' ~-- -,.- < "- ~-

~',Tlje'Wood~uttier'sTale-of Capacity Building
f v~"'.: '~' , c • ': ': <. ..~ • ~ " ..,

:Jhrare, once Was an apprentice woodcutter. He had all the strength, zeal, and
; ambition~o l"Qake a fine woodcutter. -On his first day he felled 25 trees in
;- i?ight hours of wOlk That evening he went to his Mentor and told him what
i: he raddQrl6' - _ _, _ , •

;: ,- "Och, 'lad, you've done a fine job for a day's work. Aye, you've done bet
ifer in many a men do in 10 years' cuttin' wood. You'll make a fjne woodcut-
!..ter. m~ lad." ~' ': '
I: '.; 'N, < ~, ': , :"

!-~- \ ,'- The boy left feeling proiJd;And he came to work the next day, and all

r
l-thatweek,tbfell ,25 trees in eight hours. And each day his Mentor smiled and
,tolC;t'him' he',ddbne a fine job.

:-' :rhe f~iioWi~g"Monday didn't go quite so well; the boy cut 20 trees in
!: eigttthours. On the next day, the boy worked longer hours to make up the
!~qifferencEl, yet in fjO'holirs he felled only 16 trees. By the end of the week,
:Jheb:oy was working16~hour days but could only manage to cut down four
:,'or,:fiv~,trees. That Friday evening, the boy came to his Mentor with his head
: hanging low: ,_

; ~- : , 'n don't un:dersJand'it, Mentor. I am now working harder and longer than
!,~ver, ~ncr rarh;able to cut fewer and fewer trees. Perhaps I will not make a
'-fine woodcutter afterafl." ,

; . Th~ Ment~r sm'iled warmly at the discouraged boy. "You've got to sharp
!~en your ax, me lad," ,he saiq with a wink.
! ~:;: •

, ~ J~ ,~ •

-Mora/:, Know,the importance and appropriate timing of sharpening staff skills.
.' ,
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EXHIBIT 7P: CAPACITY-BUILDING PLAN FOR TARTINA 1999-20001

~ Topic Benchmark Participants Method Provider

Management Complete operations, TARTINA/ADE
policies, personnel, 'Management
and financial systems .
manual

Strong system of 'TARTINA/ADE
internal financial Management,
controls established Finance

Three-day workshop SC/Haiti
on control system

Technical assistance SC/Haiti
(TA) to reinforce
learning

External audit . Audit firm

Two-day workshop SC/Haiti
to review opera-
tions, policies, and
financial documents

TA writing manual ; SC/Haiti

Two one-day 'SC/Haiti
workshops Guest

speakers

Finance

Governance Full agreement on
and structure future legal structure

of TARTINA reached,
Le., registered
business
Strategic plan
developed

:Management and
.Board

One-day workshop SC/Haiti

HR

Production

Food-processing
knowledge
transferred to MEs

New product (sweet
peanut butter) and
production
techniques developed

Production
agents

Production
Manager, agents,
and workers

TWO-day "training
of-trainers" (TOT)
training

Four-week technical
assistance visit
for product
development and
processing

SC/Haiti

Farmer to
Farmer
Program

Marketing New Mamba product Marketing and
tested in two markets sales staff

TWO-day market
research and
product-testing
workshop

Marketing
firm

. MIS Learn how to use and .Management and
maintain new inventory 'fina~cial staff
management system
and accounting controls'
to support the multi-
plicity of distribution
channels

Follow-up TA

Five-day compre
hensive training

, SC/Haiti

. Two busi
ness gradu
ate· students

240

'The plan is not a comprehensive one; selected capacity-building activities are shown for
illustrative purposes only.
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Rationale:
This three-part exercise will help you define the capacity-building needs of your
enterprise program and the best methods for meeting them.

Planning Enterprise Capacity-Building

Step 1: Capacity-Building Needs Assessment

... Start with your mission and objectives: What capacity-building activities will be
needed to realize these goals? Ask these questions:

... What are the projected capacity-building needs of social enterprise and local
intermediary staff?

... The lead organization and enterprise leadership (board) may also require some
development-what would that be?

... Augment mission information by employing needs assessment surveys or other
tactics (as per standard development practice-no example is included here).

... Review the business plan framework in chapter 1. Because the information is
organized along functional lines and the participants are indicated, it may serve
as an aid to thinking through capacity-building activities needed to support enter
prise functions and the target participants.

Step 2: Internal Skills and Competency Inventory

... What technical capabilities do you have in-house among the lead organization,
implementing partner, and enterprise staff?

• To take an internal inventory, list all social enterprise participants (lead organi
zation, implementing partner, enterprise staff, and leadership, Le., board
members). What are their functional skills and competencies? In what areas
are they particularly strong? Could they be asked to lead or assist with train
ing or technical assistance?

Step 3: Capacity-Building Plan

... Develop your capacity-building plan; use SC's Capacity-Building Plan for
TARTINA, exhibit 7p, as an example:

• Organize capacity-building needs of the enterprise by function.

• Set clear benchmarks you expect to achieve.

• Note the participants you have targeted for the capacity-building activity.

• Note the method you will use to impart knowledge.

• Note the provider that will deliver the information (specify internal or exter
nal).

• Specify the time period for institutional development (yearly, quarterly, etc.).

III The Enterprise Capacity-Building Plan is included in the Business Plan.

ENTERPRISE AND PARTNER STAFF TRAINING

Training is one of the chief capacity-building methods for all enterprise actors. Some
training needs are evident at inception; others evolve over time. The type of train
ing and who provides it are other planning decisions. Selective training can be done
in-house. For example, included in the Marketing Manager's job description is
"train new recruits and existing sales agents" (see exhibit 7C). Other training must
be conducted by external professionals.
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Rationale:
Training needs to be well defined, well targeted and followed up on.

;:" .
Preparing the Training Plan
The following exercise is aimed at helping you project and plan for training needs of
social enterprise participants and staff.

A Segregate training activities from your Capacity-Building Plan; in our example
there are two, HR and MIS.

A Write an outline for each training that includes the following information (two
examples are provided in exhibits 7Q and 7R):

• The objective of the training

• Who it is for (the participants)

• Approximate date of the training

• Who will provide the training (internal or external)

• The estimated costs CD
• The follow-up

Depending on the number of projected training sessions for a period covered by the
business plan, it may be too time-consuming to prepare an outline for each training.
Instead, prepare annual or semiannual training outlines.

A Schedule training for the year using a Gantt chart.

I Training plan for enterprise and partnership staff is included in the
Business Plan.

EXHIBIT 7Q: TARTINA INTERNAL TRAINING

Training Topic: Training of Trainers (TOT)

Participants: Production agents

Date: July 1999

Objective: Production agents will learn techniques to transfer food transformation
knowledge to the MEs.

Provided by: This TA will be provided by SC/Haiti.

Cost: No additional moneys required.

Follow-up: A regular training/teaching program will be initiated and supervised by
the TARTINA Production Manager to reinforce TOT training.

Managing the Double Bottom Line:
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EXHIBIT 7R: TARTINA EXTERNAL TRAINING

Training Topic: Inventory Management

Participants: TARTINA Accountant, Business Manager, Inventory Manager, ADE
Financial Director, Production Manager, Marketing Manager

Date: August 1999

Obiective: Management and financial staff will learn how to use and maintain
new inventory management system and accounting controls to support the multi
plicity of distribution channels.

Provided by: Two business graduate students from Northwestern University's J.L.
Kellogg Graduate School of Management

Cost: No additional moneys required (included in scope of work for inventory
system development-MIS packet, $5,400 total)

Follow-up: System to some degree is self-regulatingi SC and ADE management
will supervise implementation and monitor for noncompliance. Reinforcement of
technical assistance will be given if errors occur.

EXTERNAL TECHNICAL AsSISTANCE
Technical assistance reinforces enterprise staff members' ability to carry out their
responsibilities. Internal technical assistance, supplied by the lead organization, is
considered capacity building and is configured on an ongoing, as-needed basis for
the duration of the program. Although we believe that technical assistance should be
pre-programmed as much as possible (see example for SC's Financial Director in
exhibit 7F), the structure fosters continuous support. External technical assistance, on
the other hand, is usually short term and is aimed at alleviating distinct technical
constraints or knowledge gaps. This type of technical assistance usually implies a
cost and should be planned in advance.

Rationale:
External technical assistance is sought to maximize the likelihood of achieving the
enterprise project's social and commercial objectives by contracting for specific

, " technical expertise not warehoused within the business or supporting institutions.

~/i;:'"
Planning External Assistance

.... Segregate external technical assistance activities from your Capacity-Building
Plan; our example shows TA for production, marketing, and finance.

.... Write terms of reference for the provision of external technical assistance.
Include the following information:

• Type of TA

• Specific technical area

• Scope of work-goals and objectives, activities, and output (expected results)

• Which consultant will provide TA

A Business Planning Guide for Social Enterprises
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• Cost implications for TA CD
... Refer to the examples (exhibits 75 and 7T) for illustration.

11 Technical Assistance Plans are included in the Business Plan.

EXHIBIT 75: TERMS OF REFERENCE FOR EXTERNAL TECHNICAL ASSISTANCE

Type of TA Food transformation

Specific Area Product development (all peanut-based products)

Scope of Work Improvement of peanut storage and conservation. Peanuts are sea
sonal crops in Haiti. To be able to produce peanut-based products
year-round, the enterprise last year stored peanuts during the off-sea
son. Unfortunately, 30 percent of the stored peanuts were lost during
the year as aresult of inadequate storing techniques.
Increasing peanut farmer productiVity. Peanut supply will quickly
become aserious constraint to higher production volumes of peanut
based products.

'" Quality and variety of peanuts used in production. Better qualities
of peanuts are being searched for. These will make for tastier peanut·
based products. In the case of the peanut butter products, avariety of
peanut is also being searched for that will reduce the amount of oil that
rises to the top after ashort period of time.

'" Peanut-purchasing criteria. The enterprise needs to develop a
"peanut purchase checklist" to ensure consistent selection of the high
est grade of peanuts available on the Haitian market.

Consultant Two American specialists in peanut harvesting and storage from Farmer to
Farmer Program.

Cost Implications The costs associated with the continued international TA of the peanut
specialists will be covered by the Farmer to Farmer Program of the organi
zation Partners of the Americas, funded by ASSIST.

Local logistical costs will be covered by ADE, with the exception of trans
lation/interpretation expenses, which have been included in the business
plan bUdget.

Managing the Double Bottom Line:



EXHIBIT 71: TERMS OF REFERENCE FOR EXTERNAL TECHNICAL AsSISTANCE

Type ofTA Food transformation

Specific Area Product development (sweetened peanut-based products)

Consultant Haitian food technology specialist

Cost Implications Fees for consultation, possible installation of a new grinder, and training in
its use have been included in ADE's portion of the budget. This is expect
ed to take only two or three days. As well, the cost of purchasing anew
grinder and of regularly servicing it has been included in the business plan
budget, although this purchase may not be necessary if an alternative to
sugar is found.

TARGET POPULATION CAPACITY BUILDING

To meet your social enterprise's mission, what investments will you make in building
the capacity of your target population? Where on the continuum (exhibit 7N) do
you place your social enterprise in capacity-building activities? Will you simply pro
vide a job or one that includes technical training and "hard skills" like production
methods, bookkeeping, sales methods, use of new equipment, etc.? Maybe you
will incorporate "soft skills" training into your program, such as teaching microentre
preneurs the value of being reliable by showing up regularly and on time. Some
social enterprise programs go farther, offering credit and savings components, and
others integrate the training with nonbusiness disciplines such as environmental edu
cation, literacy training, or health care services.

Initial experiments conducted by ADE with this new product have produced
very flavorful results. The sugar, however, appears to damage the peanut
butter grinder used in the transformation of peanuts for the other flavors.

National TA will be sought to resolve this issue. TARTINA Enterprise will be
looking for recommendations for alternative sugar sweeteners that are less
damaging to the grinder or for another type of grinder suitable to produc
tion of this type of product.

Scope of Work
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EXHIBIT 7U: TARGET POPULATION CAPACITY-BUILDING NEEDS

Capacity Building

On-the-job learning

Processing skills

Peanut roasting

Labeling techniques

Specialization

Inventory tracking

Meeting behavior

Work etiquette

Decision making

Leadership
development

Understanding risk

Savings program

Credit program

Literacy

Environmental
education

Health services

Method

Provide ajob

TraininglTA

TraininglTA

TraininglTA

Training/practice

Training/practice

Savings service

Credit service

Literacy program
linkage

Improves product appearance, V'
worker productiVity

Higher self-esteem, morale, productivity, V'
self- management

Reduces risk aversion, more entrepreneurial V'

Reduces risk aversion through financial V'
security

Conservation of fruit trees No

Improved health =higher productivity No

..................................................... ~ ~ ~ ~ ~ ~ ~ ~ ..
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Rationale:
Target population capacity building is one of the most important aspects of your
social enterprise program; it is directed by the mission.

Developing a capacity-building plan for target population

..&. Start with your mission and objectives, and ask these questions:

• What capacity-building activities will be needed to realize these goals and
objectives?

• What will be the benefits to the enterprise from capacity building?

• What are the potential costs?

• What methods or capacity-building activities will be used?

• Who will be responsible for executing them?

• Refer to exhibit 7U for guidance.

I The target population capacity-building plan is included in the Business
Plan.

Human Resource Budget

Rationale:
A human resource budget is a good tool for scrutinizing the costs of capacity build
ing, and it will be used in the financial plan.

;}1f-"..&. Using the Human Resource Chart (exhibit 7H) as the template for your staffing
needs, assign annual personnel costs, including benefits, based on employees'
time percentage allocation to the program (an example for TARTINA is provided
in exhibit 7V).

..&. Project costs for external training and technical assistance based on the analysis
conducted in Capacity Building section.

..&. Information yielded in the human resource budget will be used in the financial
section of the business plan (chapter 8).
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EXHIBIT 7V: TARTINA HUMAN RESOURCE BUDGET

Staff Needs Time on Project

PVO Field Office Staff

Amount2

country Director
Program Manager
Director of Finance
Business Advisor

Management (TARTINA, ADE)
Business Manager
Financial Director
HR Director

Admin. &Support
Accountant
Secretary
Driver
Security guards

Marketing
Marketing Manager
Sales agents

Production
Production Manager
Inventory Manager
Production agents
Purchasing Agent
Logistics
Production workers
R&D

Incentives
Bonuses, commissions, profit sharing
Nonfinancial incentive programs

In-house training
External training
Technical Assistance
In-house training
External training

10%
50%
15%
100%

50%
30%

25%

100%
40%
100%
100%

100%
100%

100%
50%

100%
40%
60%

25% -100%
50%

248

2 Specific information on TARTINA Enterprise and Save the Children/Haiti salaries is not given to
protect individuals' privacy. Salaries include benefits.
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"The highest use of capital is not to
make money, but to make money to
do more for the betterment of life."

- Henry Ford

-, ve~¥,ew: The financial plan is the last section to be completed, as it reflects
the ded~s made in the other parts of your business plan. For example, if you
(5~elling a certain volume of products or services at designated prices, these

numbers are indicated in your sales forecast. Equally, the type and frequency of
advertising you have chosen as ;-.-,-.- f.-.--.~'- -" -~

well as the number of staff you l 1J1!. ' , ,:, . ' ,
will need to support these efforts f : -'~T..eatn:'ientot Accounting and Finance
bear costs evidenced in your mar- LBecause'there arev61urries of accounting and finance
keting plan. Each planning deci- ~ books available, technical information on preparing finan-
sion is associated with numbers ~ ,qi~:lI statements and budgets is treated in this manual (in
that when aggregated form the ~ relative terms) superficially. This does not diminish the
basis of your financial documents. ~importance of having an excellent accounting system in

This chapter examines useful '. place and qualified accounting professionals on staff.
financial targets for social enter-
prise business planning as well as
four critical financial tools: the balance sheet, profit and loss statement, cash
flow statement, and budgets. Also discussed are social enterprise cost structures
and how they differ from those in private businesses and why.

Financial Planning Objectives

As with the other operational components of the business plan, the objectives of the
financial plan must feed into the overriding objectives of the social enterprise (see
chapter 2). In fact, there should be some overlap between the larger financially ori
ented objectives, such as cost recovery or net profit/loss, and the objectives set out
in your financial plan (see exhibit BA). Other objectives stated in the financial plan
support attaining these larger objectives by giving enterprise management and PVO
advisors valuable information toward this end. For example, TARTINA uses several
ratios that determine profitability, efficiency, and liquidity to benchmark progress
toward achievement of its sustainability objectives.
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Selecting Financial Objectives

..... Financial objectives of the social enterprise must be separate from those of the
lead organization, or PVO and the implementing NCO (see chapter 2) .

..... When setting objectives, wear the hat of every important stakeholder and ask the
question, "What are the financial objectives for this social enterprise from my
perspective?"

..... Use exhibit SA as a guide from which to select your financial planning objectives.
This is not a complete list of possible objectives, so additions that suit your partic
ular social enterprise are fine.

..... Select financial objectives appropriate for your enterprise. No absolute number
is specified; you will need to set a sufficient number to track financial informa
tion pertinent to your social enterprise. TARTINA uses all the objectives in exhibit
SA. Remember that you will have to follow and evaluate any objective you
choose, a task that takes time and human capacity. The following exercise will
help you determine if you are being unrealistic in your selections.

A sales agent sets up
TARTINA display of
Mamba products.
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Gross income - all rev
enue before deduction of
any expenses.

Return on equity (ROE) - expressed as a percentage
that measures the ability of an enterprise to generate suffi
cient income to be a worthwhile investment. This is cal
culated by dividing net profit by owner's equity.
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Type of.Objective What It MeaSures .How to Calculate Primary Users Reporting Period Information Source

Cost Recovery Ability of enterprise to cover %= Gross income - Public donors Quarterly Profit/loss statement
its costs through generated expenses PVO Business Advisor Annually
revenue Enterprise Manager

Cost Efficiency Ability of enterprise to ren- $ = Expenses/# of MEs Public donors Quarterly Profit/loss statement
der services at adecreasing PVO Business Advisor Annually
cost over time Enterprise Manager

Average ME Revenue Ability of enterprise to gen- $ = Gross income/# of Public donors Quarterly Profit/loss statement
erate increasing revenues MEs PVO Business Advisor Annually
per ME over time Enterprise Manager

Net Profit/Loss Enterprise's progress $ = Enterprise gross Shareholders Quarterly Profit/loss statement
toward financial viability income - expenses Public donors Annually

PVO Business Advisor
Enterprise Manager
Entrepreneurs

Gross Profit Margin Ability of enterprise's prod- %= (Sales - cost of goods Enterprise Manager Quarterly Profit/loss statement
uct or service revenues to sold)/sales Annually
contribute to covering fixed
costs

Budget Expenditure Pattern Enterprise's implementation %= Actual Public donors Quarterly Budget
of activities as planned expenses/planned budgeted PVO Business Advisor Annually Profit/loss statement

expenses Enterprise Manager

Entrepreneurs Profit $ that individual MEs earn $ = Individual ME gross Entrepreneurs Weekly ME's financial records
income - individual ME Monthly
expenses

Return on Equity (ROE) Ability of enterprise to gen- Shareholders Quarterly Profit/loss statement
erate sufficient income to be Public donors Annually Balance sheet
aworthwhile investment Enterprise Manager

..................................................................................................... ..... Entrepreneurs
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Type of Objective What It Measures How to Calculate Primary Users Reporting Period Information Source

Current Ratio liquidity: how well the X = Total of assets able to Shareholders Quarterly Balance sheet
enterprise can meet its be converted into cash PVO Business Advisor Annually Cash flow
short-term cash require- within one year/ liabilities to Enterprise Manager
ments be paid within one year

Quick Ratio liquidity: ability to pay cur- $ = Cash + accounts Shareholders Quarterly Balance sheet
rent liabilities without relying receivable/current liabilities PVO Business Advisor Annually Cash flow
on the sale of inventory Enterprise Manager

Sales Growth Profitability: ability of the $ = Current years Shareholders Monthly Income statement
enterprise to make aprofit (month's, quarters) sales - PVO Business Advisor Quarterly Cash flow
through increasing sales last year's (month's, quar- Enterprise Manager Annually

ters) sales/last years Marketing Manager
(month's, quarters) sales

Accounts Receivable Efficiency: ability of enter- # of days = (Average PVO Business Advisor Quarterly Balance sheet
Collection Period prise to collect its accounts accounts receivable/sales) x Enterprise Manager Annually

receivable promptly # of days in the reporting
period (year, month, etc.)

Inventory Supply Efficiency: ability of enter- # of days = (Value of PVO Business Advisor Quarterly Balance sheet
prise to meet sales demand inventory/COGS) x # of Enterprise Manager Annually Profit/loss statement
with available unfinished days in the reporting period
and finished stock (year, month, etc.)
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Accounts receivable 
money due from cus
tomers for products or
services sold.

Accounts receivable
collection period - aver
age number of days it
takes for an enterprise to
collect its accounts receiv
able. It is calculated as fol
lows: number of days =
(accounts receivable/sales)
x number of days in the
reporting period.

Inventory supply ratio 
the number of days the
inventory will last given the
rate of sales.

Assets - items owned by a
company that are expected
to generate cash. Examples
include accounts receiv
able, inventory, and equip
ment.

Liabilities - debts, or the
obligations of a company
to pay money to others
(creditors, suppliers, pay
roll, etc.).
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Setting Targets for Each Financial Objective

''At too many companies, the boss
shoots the arrow of managerial per
formance and then hastily paints the
bull's-eye around the spot where it
landed."

-Warren Buffet

After selecting the most appropriate types of financial objectives for your social
enterprise, the next step is to set the targets for each one. Setting targets essentially
means quantifying objectives with a specific number or percentage and tying them
to a particular time frame. For example, to arrive at net profit/loss objectives, annu
al targets are sets for both revenue and expenses (exhibit 8B).

Total revenue $15,000 $45,000 $95,000 $145,000 $190,000 $215,000 $235,000
Total expense $205,000 $265,000 $280,000 $285,000 $270,000 $225,000 $185,000
Net Profit/Loss (&190,000)($220,000) ($185,000)($140,000) ($80,000) ($10,000) $50,000

EXHIBIT 88: NET PROFIT/Loss

Year 1 2 3 4 5 6 7

Explanation on How to Set Targets
You can set the targets in one of two basic ways:

1. Bottom up. This approach follows the format in this manual and is the best
method for new enterprises. Begin with marketing, operations, and human
resource plan calculations found in the respective budgets, sales forecasts and
production plans. Then "roll these up" to the financial target. Evaluate this target.
Is it achievable for the time period specified? (See chapter 2 for a complete list
of criteria for setting "SMART" objectives.) If not, recalculate original numbers in
the marketing, operations, and human resource plans. Roll them up to the finan
cial target again. Repeat until the optimal financial target is found. Note that all
of the targets that feed into the financial target must also be achievable for the
specified time period.

2. Top down. This approach can be used if you have at least one year of experi
ence operating your social enterprise and historical records to reflect perform
ance to date. Pick a "ballpark" target. Then work backward through the mar
keting, operations, and human resources plans to calculate what is required to
meet that target. Adjust the target as needed to ensure it is achievable for the
time period in question.

Whether you choose a top-down or bottom-up approach to establishing your
social enterprise's financial targets, you must decide how far into the future to proj
ect the financial targets. There is no one right answer. Generally, the detailed tar
gets should be set for one to three years into the enterprise's "financial future," and
broader-stroke calculations should be consistent with the time it takes to reach
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financial viability, usually five to seven years. BDS practitioners define financial via
bility in a variety of ways. For our purposes, a social enterprise is considered finan
cially viable when it no longer requires subsidies. It may still require loans or other
investments to support its business operations, as many profitable private-sector
enterprises do. A financially viable social enterprise is one that is able to secure
necessary funds through regular, unsubsidized financial channels.

In most cases of subsidized social enterprises, financial viability is one of the
financial objectives, which means that the financial targets should be calculated at
least to the point when the enterprise reaches financial viability. It is important,
however, to distinguish between overalf financial objectives as stated in chapter 2
and financial targets that support achieving these objectives, which concur with the
time frame of your business plan.

For TARTINA Enterprise, financial viability is estimated to be realized in the sev
enth year of operation. Cost recovery and net profit/loss are the objectives that
most directly indicate progress toward financial viability. By the end of Year 7, cost
recovery is expected to be at 127 percent for TARTINA Enterprise. Since TARTINA's
business plan is for one year, the cost recovery target of 7 percent is set for the first
year of operation (see exhibit BC).

EXHIBIT 8e

Year
\cost recovery

1
7%

2

17%
3

34%
4

51%
5

71%
6

96%
7

127%

TARTINA microentrepreneurs
wash up before beginning

production shift.
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EXHIBIT 3D: HINTS FOR SETTING TARGETS

Financial Objective* Guidelines for Setting Targets Over Time the Target Should •••

Budget Expenditure Within 5% of projections. Most %deviation decreases.
Pattern donors tolerate up to a10% devi- By the end of the subsidized period,

ation from projected budget line any overexpenditures must be
items. absorbed by the social enterprise.

Unspent funds are returned to the
donor.

Entrepreneur's Profit Equal to or greater than what ME Increase
can earn in other income-gener-
ating activities

Sales Growth Look for steady increase. If costs Increase
and inflation are on the rise, then
watch for related increases in
your sales. If not, this is an indi-
cator that your prices are not
keeping up with costs.

Return on Equity Equal to or greater than what can Increase
(ROE) be earned from the money (equi-

ty) if invested in alternative
income-generating activities

Current Ratio Aratio of 2:1 is generally consid- Increase
ered desirable. At least the value
of the current assets must be
greater than that of current liabili-
ties, which means that the social
enterprise can meet its short-
term cash requirements.

Quick Ratio A ratio of 1:1 is desirable. This Increase
means that you don't have to rely
on the sale of inventory to pay
your bills.

Accounts Receivable 30-90 days. The shorter the col- Decrease
Collection Period lection period the sooner cash is

freed up for other uses.

Inventory Supply A low number of inventory supply Approach a balance between high and
days may mean a risk of running low numbers of inventory supply days
out of stock. Ahigh number of
days may mean the stock is not
selling well. The "best" target is a
balance between the two.
Depends on the subsector the
social enterprise operates in.
Poor inventory management ties
UD cash.

A Business Planning Guide for Social Enterprises

Current ratio - measures
the ability of the social
enterprise to meet its short
term cash requirements. It
is calculated as follows: X
= total of assets able to be
converted into cash within
one year divided by liabili
ties to be paid within one
year.

Current assets - assets
that are expected to be
turned into cash within one
year through the company's
normal operations.

Current liabilities - liabili
ties due for payment in one
year.

*Annual targets for a
seven-year period for
objectives: Cost recovery,
cost efficiency, and income
per microentrepreneur are
detailed in chapter 2 of this
manual and therefore are
not reproduced here.
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I Financial targets are included in the Business Plan.

-It sets a platform for communicating results of financial target assessment, i.e.
published information in newsletters or reports.

-It assists planning by considering which objectives/targets should be measured
internally or externally during an audit.

-It incorporates cost implications in business plan budgetary projections.

Rationale:
Establishing an evaluation schedule at the beginning is important for several reasons:

-It brings the "M" of measurable down to earth. You may find that the time, ener-
gy, and resources required to measure the financial objectives are not worth it.

-It highlights whether or not you have qualified personnel to do the job byassign
ing an evaluation task to qualified personnel.

-It helps human resource performance management by linking responsibility for
financial target results to performance appraisals (see chapter 7).

EVALUATING FINANCIAL TARGETS

Setting financial targets helps you keep your social enterprise on track, serving to
measure and evaluate incremental progress toward achieving objectives. Therefore,
at the time of setting objectives, you will need to establish a schedule for evaluating
progress toward financial targets.

,
[R;le-~i' the Audit Ir' Setting Financial Targets
I",~r 'E"aluation • H~ve a ~ualified staff accountant or financial manager participate in preparing

!,;There are two different this section.
Uype's of audits: internal • Arriving at financial targets can be a time-consuming and rigorous mathematical
;: :(VI(hich vary in frequency) exercise; be sure to allow ample time for preparation and include key partici-
[:'and external (which usu- pants (see chapter 1, Business Plan Framework, exhibit 10).

rally are' annual). The pri- • Begin by projecting the financial viability of your social enterprise; at what point
"mary purpose of an inter- in time will this occur?
'~nElIaudjt is to check the .,
! :~' t f . • Usmg either the "top-down" or the "bottom-up" method to set targets for each
! sys ems 0 an organlza- f f' . I b' . h t d t . h b' I
f:~" d th t II 0 your manCla 0 Jectlves t a correspon to argets In ot er uSlness p an sec-
t ,Lion an ensure a a . II II 'b'I' b' .

\
" >t I t' I' tlons as we as support overa via I Ity 0 Jectlves.
'In erna con ro s are In
piace.' The primary pur- • Recalculate targets for marketing, operations, and human resource plans, if nec-

ipose of an external audit essary, until you are able to reach optimal financial targets.

Jis,to ensure that the finan
::¢ial statements of an
'~organization present a
:;~trueand fair view of its
:;,operations. External
:audits are generally a
~Iegal requirement for any
:'80cial,enterprise pro-

: grl3,m.:Sometimes donors
LEliso conduct audits of
r:;indlvidual projects ,or
L~~l3,nts. Any large Imple
[:rnenting organization or
!$OCil3,1 enterprise should
thave an'internal auditor
L;wno reports directly to the
:: board or, sometimes, the
t;he$dof the organization.
!,An'internal auditor usually
W;~s :some accounting
F,qu,alifications but may not
!;~~ fully qualified. '
t~EXt.ernal audit firms are
I:;g~nerally legally required

!Yirt,:mQst countries to be
"ry,anaged by fully quali
Jied'accountants.
:':Auditors in many coun-
iiries have a code of
"~ethics that recommends
,:they~ndeitake their work
'With an attitude of
,('healthy professional

I
,Skepticism," so expect
:your'answers to be ques

I !tioried at times.
t;'~"-::.." , , "
...............................n .
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/h~ Preparing an Evaluation Schedule

..... Develop an evaluation schedule for internal and external audits that corresponds
to the time frame of your business plan.

..... Include information on how evaluations will be conducted, who will conduct
them, and who will be responsible for oversight.

..... Be sure to link responsibility for target results to job performance (chapter 7).

I Evaluation Plan is included in the Business Plan.

Social Enterprise Cost Structure and
Financial Trends

By now you know that the difference between a social enterprise and a private busi
ness is that a social enterprise has two bottom lines-a social and a financial one
whereas the private business has only a financial one. Your social enterprise has to
both build local capacity and create a viable business; the private company is only
interested in increasing value for its shareholders. By the same token, social enter
prises are expected to have returns (quantified in terms of social impact) and are
answerable to their investors-donors.

Capacity-building and investment decisions are more dramatic for social enter
prises than they are for private businesses, with returns coming later, normally much
later, than what would be acceptable in the private sector. Capacity building implies
extra costs associated with training people and working in difficult developing-coun
try environments. We refer to these as the "comparative disadvantages" of social
businesses. Viability, however, is a condition of a social enterprise, not an excep
tion. You will not be able to satisfy your impact objectives if you cannot achieve
viability.

The next section distinguishes between investment capital and subsidies in social
enterprise programming. A good social enterprise business will need capital for
capacity building to achieve viability, whereas a bad one (a nonviable one) will need
subsidies to sustain its operations. Provided that you have selected a solid business
idea within a hospitable environment with a sufficiently large market in which to
launch your social enterprise (see chapters 3 and 4), revenue streams will be close
to those of a private business. Operating costs, however, are much higher for social
enterprises, which have to cover capacity-building costs before they break even.

As development practitioners can attest, capacity building per se is hard to
account for. PVO and NCO professionals have tried various methods to quantify
capacity building, including logging numbers of people trained or documenting skills
development. Save the Children's view is that capacity is the acid test of social
enterprise success and is measured by achieving business objectives (chapter 2) and
financial targets outlined in this chapter. Benchmarking progress toward reaching tar
gets and objectives over time indicates trends.

It is important to watch these trends closely; they can act as a warning system
and flag a problem endemic among NCO and pva business interventionists
understanding the difference between a subsidized social enterprise and a variable
one. A common shortcoming of social enterprise professionals is that they often
readily accept that costs are high. While this may be partly true, if trends show a
continued deviation from projections, that is an indication that structural problems
are present: Either the cost structure is too high or revenues are too low to support
the business without continued subsidy. What this means is that the extra costs are
not due to capacity building but, rather, the enterprise is not fully in the market and
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without adjustment will be doomed to failure. Ultimately, if capacity building is
accomplished successfully the social enterprise will be able to sustain its operations
after five to ten years without external aid other than what is provided by investors
or creditors, as in the case of any private business.

Exhibit BE shows this relationship using projected profit/loss trends for TARTINA
compared with a similar private business. The example gives a visual representation
of numeric projections. The balloon-like shape clearly portrays the high capacity
building costs inherent in social enterprises, but not present in private businesses.
After the enterprise achieves viability, though revenue between the two is close, cost
structures for social enterprises continue to be marginally higher than those of a pri
vate business.
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EXHIBIT 8E: FINANCIAL TRENDS

$250 ~ ---...3",,-::-_-+::~__

$0--------------------
1 2 3 4 5 6 7

YEARS

SE Revenue SE Expense Business
Revenue

Business
Expense

Projecting Financial Trends

... Using the graphics feature in a spreadsheet program, project the trend lines of
your financial targets and objectives.

I Social enterprise trend projections are included in the Business Plan.
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INCOME AND INVESTMENT

"Invest in inflation. It is the only thing
going up."

- Will Rogers

Investment: Subsidies
In the private sector, subsidies to a business are called investments, for which
investOis expect a retum on their money. Like investments, subsidies to social enter
prises are only warranted if their costs can be justified. Simply put, will they realize a
return? Subsidies represent a real cost, so you are accountable to your donors to
demonstrate the eventual break-even point that will ensure their investment does
not merely represent a several hundred thousand dollar injection into the local
economy. In short, you must show that you are not wasting their money. When
investors are dissatisfied with a business' performance, they withdraw their support,
evoking the proverbial "survival of the fittest" in the business world. By the same
count, this autoregulation of social enterprise programs is the power of the donor to
pull the plug if your program is underperforming.

Which costs should you subsidize and which ones should you try to cover?
Depending on the structure of your organization, and the requirements by your
donors for funding, you will need to decide how to treat certain costs. For example,
Save the Children segregates its field office and headquarters costs, considering
them a temporary but necessary expense to finance social enterprise capacity build
ing. We assume that these costs will be fully subsidized for the funding cycle of the
program. Additionally, start-up costs of initial fixed assets are subsidized. Operating
deficits are then subsidized on a declining basis to fill the gap between revenues and
capacity-building expenses. Unlike a private business that may borrow funds or use
venture capital to finance operating or fixed costs prior to breaking even, social
enterprises are not required to recuperate these costs and reimburse donors.

Exhibit SF illustrates how subsidies work in social enterprise programs. Although
all money is fungible, subsidy must be recognized separately from income generated
by the enterprise in financial statements and budgets (see following sections on
preparing financial statements).
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Fungible - being of such a
nature that one part or
quantity may be replaced
by another equal part or
quantity in the satisfaction
of an obligation.
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EXHIBIT 8F: SOCIAL ENTERPRISE PROGRAM COST STRUCTURES
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CAPITAL)
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INCOME
Until the enterprise actually breaks even, revenues simply represent a decrease in
loss, but they should be acknowledged and accounted for differently from subsidy in
financial statements (explained later).

There are a variety of ways in which social enterprise revenues can be handled:

Prior to breaking even:

- First, revenues should be used to cover variable and production costs (reflected in
cost of goods sold in the profit and loss statement, which gives you gross margin).

- Second, revenues in excess of variable costs should be used to cover the fixed
costs of the social enterprise (or the operating deficit for salaries and overhead
costs).

-Third, revenues are used for capital assets, such as equipment investments, that
will generate additional revenue for the enterprise.

- Fourth, revenues are contributed to a revolving loan fund, savings accounts, or
insurance schemes for the microentrepreneurs operated by the social enterprise.

After viability is achieved:

- Use revenues to finance the expansion phase of the social enterprise (after
achievement of financial viability).

-Invest revenues in diversifying enterprise business or other income-generating
activities in the formal or informal markets.

- Use revenues to cross-subsidize other sector activities or add new capacity-build
ing programs, such as literacy, that may have been too expensive to include in the
immature business.
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-Invest in an endowment or long-term securities to generate income for social pro-
grams.

- Return all revenues to the donor.

Remember to consult the enterprise's program donor(s) early on this matter, as they
are likely to have their own regulations and preferred approach. An agreement
needs to be reached before start-up of the program and the appropriate financial
instruments prepared.

',$ •

How TARTINA Dealt With Revenues

TARTINA negotiated with its donor that it would use enterprise project revenues
to cover fixed costs of the enterprise. This was considered the best strategy, as it
most directly contributed to the cost recovery and financial viability objectives. In
practice, this approach required that TARTINA plan in advance which fixed costs
the revenues would cover. TARTINA chose promotional and sales staff salaries
for this purpose, as these were expenses with some degree of flexibility. That is, if
TARTINA was unable to reach its revenue targets, the budget line items projected
to be covered by the revenues would need to be scaled back. As well, TARTINA's
revenues would cover depreciation of the enterprise project's vehicle, as this was
an expense that the donor could not subsidize because of its own regulations.

Planning for Revenue

.... Write a few lines on how you plan to use enterprise revenues.

i[lI Revenue information is included in the Business Plan with your trend
projections (previous section).
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Financial Tools

"Never ask of money spent
Where the spender thinks it went
Nobody was ever meant
To remember or invent
What he did with every cent."

- Robert Frost

An essential part of the social enterprise's financial plan is preparation of four key
financial tools, namely:

• Budget-details anticipated enterprise expenses and income.

• Profit/loss statement-measures the profitability of an enterprise over a period of
time.

• Balance sheet- provides a "snapshot" of the enterprise's financial position at a
given point in time.

• Cash flow statement-explains how cash was both generated and spent over a
period of time.

The last three tools are also
referred to as financial state
ments in accounting and finan
cial literature.

Financial tools represent
the financial strength and per
formance of a social enterprise
and are used for planning,
evaluation, and control purpos
es by the various enterprise
actors. There is some debate
about which financial tools are
most important. Proponents of
balance sheets advocate their
use over other financial tools
because they represent the
true value of the enterprise.
Others prefer profit and loss
statements, as they indicate
whether your enterprise is
making or losing money. Our
experience shows that social
enterprises most often falter in

cash management, hence significant explanation is given to the subject of cash flow.
All financial tools are linked and should be used together in order to fully under

stand the financial position of the enterprise (see exhibit 8H). Without these tools,

; Flnanciar:Control
i' :-,J '

, Financial statements are an important control mechanism and should be
;: produced regularly. They should not just be viewed as something that is
',' produced once a year for audit and registration purposes. The di~erent

"parts of financial statements are intrinsically linked. For example, If you ~ee

.your receivables increase, you might expect your cash to decrease and vice
, versa. ' If you see your inventory and receivables increase drastically, you
,are probably about to have significant cash flow problems. The effects of

:' good or weak internal control systems will show up in your financial state
:ments. As a social enterprise you must be strict about collection of receiv-
: abies or you will have no cash left. There's no quicker way to destroy an
: enterprise than to be slack in collecting what is owed to you. And pay

everything you owe to others earlyl You must know each week what is due
."from credit sales and take flrm action. Every dollar tied up in receivables

(or e~cessive inventory) is a dollar that cannot be used to exp~nd or ~~in
, tain your enterprise. Be strict on controls around cash. Imagine that It s
" your own money; You wouldn't allow your personal debts to go uncollect
: ~d, or pay too much for suppries because you didn't have time to walk 2~O

, meters farther to a cheaper shop, or leave your own money lying around In

an u'nlocked drawer rather than in a safe. But people frequently do these
things with m:oney that belongs to an enterprise.



you will not be able to prepare the enterprise's financial targets or measure its
progress against these targets. Exhibit 8G gives an overview of the purpose, time
frame, and main users for each financial tool.

............................................................................................................................................................................................

EXHIBIT 8G

Tool What It Tells You Time Frame for: Who Uses It
Planning Evaluation

ProfiVLoss Statement How much the Annually Monthly Shareholders
enterprise is making Quarterly Public donors
or losing Annually PVO Business

Advisor
Enterprise
Manager
Entrepreneurs

Balance Sheet Financial picture Annually Quarterly Shareholders
of the enterprise Annually Public donors
as of aspecific date. PVO Business
Lists assets, Advisor
liabilities, and equity. Enterprise

Manager

BUdget All of the expenses Annually Quarterly Public donors
of the social enterprise Annually PVO Business
(profit/loss statement) Advisor
and all relevant
expenses of the PVO

Cash Flow Statement Indicates cash surplus Annually Weekly PVO Business
or shortage for enterprise Monthly Advisor
operations. Shows all Quarterly Enterprise
inflows and outflows of Annually Manager
cash in the enterprise.
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rofit!Loss Statement Change in Balance Sheet

Sales Increase in accounts receivable; decrease in inventory

Less: Costs of goods sold Decrease in inventory

Equals: Gross profit No change

Less: Operating expenses Increase in accounts payable, decrease in cash, or

decrease in prepaid expenses

Equals: Net profit (or loss) Increase in retained earnings for profit or decrease in

retained earnings for losses

Plus: Subsidy Increase in donor contribution (net worth)

Balance Sheet Change in Cash
Increase in assets (use) Decrease in cash

Decrease in assets (source) Increase in cash

Increase in liabilities (source) Increase in cash

Decrease in liabilities (use) Decrease in cash

Decrease in net worth (use) Decrease in cash
Increase in net worth (source) Increase in cash

EXHIBIT 8H: INTERRELATIONSHIP BETWEEN FINANCIAL STATEMENTS FOR

SOCIAL ENTERPRISES1

Net profit - what remains after all
expenses have been subtracted from
revenue; also referred to as net
income.

Operating expenses - the costs of
the selling and administrative activities
of a business. Operating expenses are
reported in the income statement and
are usually categorized as selling and
general administrative expenses.

Gross profit - shows the value that
an enterprise is earning over the cost
of the merchandise sold (costs of
goods sold). Gross profit is calculat
ed by sUbtracting costs of goods sold
from total sales. It is called gross
profit because other expenses still
need to be deducted in order to arrive
at net profit.

Costs 01 goods (COGs) sold - Costs
of inventory sold during an accounting
period by the selling enterprise. COGs
include all costs to make aproduct or
render aservice: labor, raw materials,
operations, factory overhead, etc. It is -----pj'i
important for social enterprises to list
costs of goods sold in their income
statement.

Net worth - also called owners equi
ty, net worth is equal to assets less
liabilities. It represents the value of the
enterprise.

Fund Accounting - aconcept partic
ular to nonprofit organizations and
government agencies. Financial
records must be maintained for each
program that receives contributions
(in the form of grants and donations)
designated to support aspecific pro
gram. Each set of records is called a
"fund" and is considered aseparate
accounting entity with its own finan
cial statements.

Pro forma - aprojection or estimate
of what may result in the future from
actions in the present. Pro formas
budgets and financial statements esti
mate business performance results
based on certain assumptions.

Rationale:
A good accounting system and financial statements are the basis of a sound enter
prise. Do not rely on donor program reports or fund accounting, which only tell you
in cash terms how much you have spent on a particular line item during a month,
quarter, or year. Donor project reports will tell you almost nothing about the overall
health of your enterprise, nor will they assist you in making key decisions. For this
you need standard financial statements as used in the business world. They will
enable you to compare your enterprise with other enterprises. You are also far more
likely to be well received by the local bank manager when your enterprise one day
needs a cash-flow loan.

GUIDELINES FOR PREPARING FINANCIAL TOOLS

• Begin with projected financial statements and budgets. Projected, also called
pro forma, financial statements, forecast future expenses and income. Pro forma
financial tools provide the starting point for your social enterprise based on edu
cated estimates.

• Base projections on historical information or actual costs. Use cost informa
tion either from past experience (if yours is an existing enterprise) or from
research on market prices.

'Adapted from Bandler, James. 1994. How to Use Financial Statements: A Guide to Understanding
the Numbers. New York: McGraw-HilI.
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.Acc~ual. and Non:accrual (Cash)
, Jl.C~ountingSystems

'Pneofthe tensions betWeen the business and nonprofit
: worlds is which adcounting system to use. The nonprofit
:, world tends to. use cash accounting. The advantage of

this. is, simplicity:, Your financial statements reflect exactly
: whaf you have paid out in cash or by check. Some

donors also require cash accounting. The business world
ig'enerally, uses accrual accounting, which in fact is a legal
! requirement in most countries. Why? Well, consider a
~ social enterprise that paid its rent of $2,000 for calendar
',year 1998 on Jan. 1, 1998, and that paid its rent of $2,000
,torcalendaryear 1999 on Dec. 31,1998. Accrual
i accouoting would show rent of $2,000 in both the 1998
: and 1999 financial statements because that is the correct
. amount relating to each year. Cash accounting would
: show a rental expense of $4,000 in the 1998 financial

statement and nothing in 1999-a clear distortion of the
: picture: The only accurate way to evaluate financial per-
t formance month by month or year by year is to use accru
: al accounting.

• Set up a standard accounting
system. Whether it's an accru
al or a cash system (see box), a
social enterprise should use an
accounting system that gener
ates the same financial reports
as those used in the private sec
tor. Often NGOs/PVOs use
simplified cash systems or struc
ture their accounting to respond
to donor reporting requirements, which may leave out information essential for
financial analysis.

• Clearly state the assumptions behind your projections. This helps you think
through the logic and basis for your projections, and if you discover that your pro
jections are off, you can revisit the assumptions to verify whether they are still
valid. Some examples for TARTINA include 12 gourdes per marmite for peanuts
(based on last year's average prices plus a minor adjustment consistent with infla
tion) and $15,758 in annual pay for a Marketing Manager based on low-end
competitive rates for the same job in the private sector.

• Use the appropriate level of detail in your financial statements.
'~ppropriate" refers to information that is important for users of financial state
ments for analytic and decision-making purposes. This may mean preparing con
solidated statements that give financial information in summary form for external
users, such as donors and investors, and more detailed statements for internal use
by enterprise managers.

• Reconcile projected financial
statements with actual per
formance. Report projections
against actual performance.
Reconciling differences quarter
ly or monthly not only helps
enterprise managers verify
whether they are on track with
their estimates but signals prob
lem areas before they become
catastrophic. Finally, using this
approach systematically should
increase accuracy of projections
as the enterprise matures.
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,~et Technology Be Your Friend

i.-' .;:. . .
i Nowadays there are many good ofHhe-shelf accounting
I packages available, so don't reinvent the wheel unless
~ ;You have to. Try to choose one that has good technical
I support in the. country and, if you have donor grants, one
, that can deal with fund accounting (separating the funds
r of different donors). Powerful spreadsheet programs such
".as .Excel can also assist you with various financial tasks.
l But remember the old adage of garbage in, garbage out.
: Technology is no substitute for having a good, solid man
: val.system underneath it that feeds accurate information
~ to your computer.

:. There are also more specialized accounting/financial
management software packages that automate a number. . .

of functions, suoh as inventory management and ordering.
,. Spreadsheet or software macros should link to financial
i statements.

t.

"A computer does not substitute
for judgment any more than a

..pencil substitutes for literacy. But
...writing without a pencil is no par

.ticular .advantage."

- Robert McNamara

- Use technology to prepare financial state
ments. The days of the abacus are long gone:
Social enterprise managers need to embrace
technology to be able to react quickly. Relying
solely on a calculator means the enterprise
won't have a chance of competing.

- Be clear on tax implications for your social
enterprise. There are only two certainties in
life: death and taxes. Even nonrofits are liable
for various taxes, such as property, payroll, etc.
The best way to understand what taxes the
enterprise does or might owe is to consult a
good lawyer and/or accountant. It's money
worth paying upfront to avoid huge liabilities
later.

-Inventory valuation. Select a system for valu
ing inventory (see box) that is appropriate for
the type of business. Inventory valuation has
an impact on the bottom line and is frequently
overlooked by social enterprise practitioners.

- Depreciation method. Use a standard
method of depreciating fixed assets suitable for
your enterprise (see box on next page).

:.Inventor,. Valuation

The valuation of inventory is one of the most important parts of an organization's financial statements, as it
has a direct effect on profit (via cost of goods sold). Inventory is usually valued at the lower of cost or net
realizable value, I.e., the price you would receive if you sold it. With the exception of a few commodities
that increase in value with age (whiskey and wine), the net realizable value of many commodities decreases
over time as they become obsolete or their shelf life ends and may therefore be lower than cost. Finding
the exact cost of each unit of a commodity is obviously almost impossible if there are hundreds, so three
main methods are used: FIFO, LIFO, and average cost method. FIFO-first in, first out-assumes that the
oldest units are sold first and that remaining units are valued at the most recent prices paid or production
cost incurred. FIFO is the most commonly used and accurate method of inventory valuation. LIFO-last in,
first out-assumes that the most recent additions to inventory were sold first and therefore values inventory
at older prices. LIFO is not often used. The average cost method simply takes an average of purchase

. prices or production costs for a commodity; its advantage is simplicity. Generally an organization should
. use FIFO unless there is a good reason not to.

Average cost - a method of inventory
valuation that assumes inventory sold
during the period was purchased at the
average cost of all inventory available for
sale.
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F,'Dep~ciation,. ,', .

, Why depreciate? let's imagine you purchase a vehicle that has an estimated
, useful life of five years. It makes sense to spread the cost of the vehicle over
t~~five years it Is used in the social enterprise rather than take the whole
charge in one year, even though many donors would prefer that it be

',chargedin.'one y~ar for their accounting purposes. In business accounting,
:depreciation allows you to match the cost of assets with the revenues pro

, duced by them. There are two main methods: declining balance and
i, Straight.ljne. Most businesses use straight-line depreciation for its ease.
; Thus, for the "ehicle you would divide the purchase price (say $18,000) by its
::.l,Is~fi.iI.life (sayfiveyears or'aO months), and the depreciation charge would
:"Qe$3;aOO per year or $300 per month. However, this may not be that accu-
.rate for avehicle, which typically loses 20 percent of its value the moment it
is'drivenout.ot'the showroom. Itmight be more accurate to take a deprecia
fic;m,charge of3Q percent of"the net value of the vehicle each year. For Year 1

, the charge wOlJld be $18,000 x 30% = $5,400, and for Year 2 it would be
: '($1'8,000:"" 5,400) x~O% = $3,780 and so on. The main difference between
, the-rnethods is that straight line is easier, the asset is fully depreciated in a
,':certaiii time period, and the! charges are equal each year. With declining bal-
'anqet you have higher charges in earlier years and lower charges in later

"years" Generally,.youshouid use the straight-line method unless it seems
very inaccurate. ' ,

INFORMATION FLOWS

Perhaps you are wondering where financial statement information comes from. This
is a good question. Remember that in previous chapters the CD indicated informa
tion you would use in the financial section of your business plan? Exhibit 81 shows
how the information you compiled earlier will be used to prepare your financial
statements and budget.

A Business Planning Guide for Social Enterprises

Depreciation - the
decrease in the value of
equipment from wear and
tear and the passage of
time. Depreciation is
recorded as an expense
that allocates the cost of
the asset over the time it is
expected to generate
income.
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EXHIBIT 81: FINANCIAL INFORMATION FLOWS

Financial Characteristics Cash flow projections

Information Used in I Represented in Financial
Financial Plan Statements

Strategic Frameworks, Chapter 4

Seasonal Factors Cash flow projections
ProfiVloss statement

Balance sheet - afinancial state
ment that shows assets on the left
side and liabilities on the right. Abal
ance sheet gives an overview of a
company's financial position at any
given point.

Profit and loss statement - afinan
cial statement that summarizes the
amount of revenue earned and
expenses incurred by abusiness enti
ty over a period of time; also called an
income statement. In nonprofit
accounting, the profit and loss state
ment is sometimes referred to as the
statement of activity.

...................................................................

Cash flow projection - aforecast of
the cash abusiness anticipates
receiving and disbursing over agiven
span of time, frequently one month. It
is useful in anticipating the cash por
tion of abusiness at specific times
during the period projected.

Marketing, Chapter 5

Marketing Vehicles

Marketing Tactics

Sales Plan + Structure

Marketing Budget

Operations, Chapter 6

Facilities

Production

Equipment

ProfiVloss statement
Break-even

Cash flow projections

ProfiVloss statement
Marketing budget
Cash flow projections

ProfiVloss statement
Marketing bUdget

ProfiVloss statement

Cash flow projections

Social enterprise bUdget

ProfiVloss statement

Cash flow projections
Balance sheet

Social enterprise budget

ProfiVloss statement

Cash flow projections

Production bUdget

Break-even
Social enterprise budget

ProfiVloss statement

Balance sheet

Cash flow projections

Social enterprise budget

I Line Items

Sales, COGS, operating expenses
COGS, sales, marketing

Sales, returns, COGS, commissions,
salaries

Sales, COGS, operating expenses
Sales price (not a line item)

Operating expenses

Marketing and advertising
All-related to promotion
Operating expenses

Marketing and advertising
All-related to promotion

COGS, sales or marketing,
commissions, gross sales

Cash sales, accounts receivable

Marketing costs: salaries, benefits,
payroll tax, commissions

Rent, utilities, maintenance,
depreciation

Operating expenses, other expense
Fixed assets, depreciation

Rent, building maintenance

COGS (inventory), salaries, benefits,
payroll tax

Operating expense

All production expenses

Variable & fixed costs of production
Raw materials, factory overhead,
labor, salaries, benefits, payroll tax

Depreciation, equipment rental,
furniture and equipment

Fixed assets, depreciation

Operating expenses, equipment
purchase

Fixed assets: production equipment

............................................................•••••• u .
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Information Used in
Financial Plan

Represented in Financial
Statements

Line Items

Cash flow

Balance sheet

Research &Development ProfiVloss statement Operating expenses, allocated
salaries, or R&D

R&D, consultants, materials

Salaries, benefits, payroll tax

Salaries, benefits, payroll tax

Salaries, benefits, payroll tax

Operating expenses

Salaries, benefits, payroll tax

Salaries (projections for new hires)

Sales commission

Operating expenses

Training materials and services,
legal and professional services

Operating expenses

First month's operating expenses
allocated to relative lines

Current assets, fixed assets,
current and long-term liabilities (for
debt secured to pay costs) or net
worth (for subsidies or contribu
tions)

First month's operating expenses
and term payments for future
months

Social enterprise budget

Income statement

Cash flow projections

Income statement

Cash flow projections

Income statement

Cash flow projections

Income statement

Enterprise Staff

Capacity Building

Incentive Programs

Social enterprise budget

Human Resource Plan, Chapter 7

PVO Staff Social enterprise budget

Recruitment Plan

Cash flow projections

Financial Plan, Chapter 8

Start-up Costs ProfiVloss statement
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Budget

"The only good budget is a balanced
budget."

-Adam Smith

The social enterprise starts out as a program. Therefore, prior to addressing financial
statements-balance sheets, profit and loss statements, and cash flow statements
we begin this section with a budget, the financial management planning instrument
most development practitioners are already familiar with. A budget projects all
expenses of the social enterprise as well as any additional expenses of the PVO that
are charged to the social enterprise program, usually on an annual basis. Normally,
quarterly assessments are made of actual expenditures relative to those that have
been planned.

Much of the budget is drawn from financial information completed in previous
business plan chapters, such as marketing, operations, and human resources budgets
(see exhibit 81 and 8J). What has not been discussed in detail-other than PVO
salaries in the human resource chapter-is the lead organization's or PVO's budget
for staff, capacity building, and overhead as well as social enterprise operating over
head.

EXHIBIT 8j: BUDGET INFORMATION FLOWS

HUMAN

RESOURCE

BUDGET

OPERATiON

BUDGET

MAIAK.ET~NG

BUDGET
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i
~

..- ,-
ENTERPRIISE

PROGRAM

BUDGET
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BUDGETING START-UP COSTS

New social enterprises will need to prepare a budget for first-month start-up costs to
determine total capital requirements needed for fixed assets and working capital.
Start-up costs, or sunk costs, are the nonrecoverable costs of launching a business.
Unlike many businesses, social enterprises have the luxury of having these paid by
donors and are not required to recover this original investment. Considered pre
operating expenses, start-up costs are included in the financial needs section or
budget of your social enterprise program proposal, as well as in the financial state-

~ ments in your business plan.

/fy·-- .... Begin by looking over budgets completed in earlier sections of the business plan
(operations, marketing, and human resources). Which expenses will you have to
payout prior to opening your doors? Which expenses will you have to pay in the
first 30 days of operations?

.... Partial payments for assets, or those made on credit, are deferred payments and
will need to be included in your cash flow projections (discussed later in this
chapter).

.... Don't forget to include cash on hand for accrued salaries and working capital for
the first month of operations.

.... Use the Projected Start-up Costs template in exhibit 8K as a guide to projecting
start-up costs for your social enterprise. You may duplicate or photocopy this
chart, adding addition line items or omitting them as they pertain to your
business.

I Start-up cost projections are included in the Business Plan.

A Business Planning Guide for Social Enterprises

Sunk Costs - acost that has been
incurred and cannot be affected by
present or future business decisions.
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EXHIBIT 8K: PROJEcrED ENTERPRISE START-UP COSTS

Amount
Facilities First rent/purchase

Deposits (security, water, utility, other hookups)
Improvements/refurbishing/fixtures
Other

Equipment Vehicles
Production machines/equipment
Computers/software
Furniture
Telephones
Other

Materials/Supplies Starting inventory (or raw materials/work in progress)
Production inputs
Office and packing supplies
Promotional materials (brochures, displays, etc.)
Training supplies
Other

Professional Services Legal (tax, etc.)
and Fees Management/marketing/production consultants

Accounting
Insurance
Design/graphic arts
Promotion and advertising
Licenses/permits/registration
Membership or association fees

Pre-operations Technical assistance or training consultants
Training Tuition or fees (workshops, seminars, classes, etc.)

Per diem and costs associated with trainina (room rental)
Other

Cash For salaries (first month)
(First 30 Days) Reserves-operating expenses

Reserves-unanticipated costs
Other

Total Start-up Costs
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SOCIAL ENTERPRISE PROGRAM BUDGET

The budget for your social enterprise itemizes all the expenses projected for your
program. In other financial statements you may want to consolidate financial infor
mation into broad categories, but your budget should be detailed. Exhibit 8L pro
vides an example of a one-year budget for TARTINA Enterprise.

EXHIBIT 8t: TARTINA BUDGET: APRIL 1999-ApRIL 2000
$

:",",... "':"1
fmlfff.,,~:;

1'-"7~

I"".}uj",ar

Values given In US dollars

Amount1 01 02 03 04
I - PERSONNEL
Salaries
Field/HR Manager 25% 3,939
Production Manager 100% 5,909
Business Manager 50% 15}58
Marketing Manager 100% 15}58
Financial Manager 30% 2,955
Accountant 100% 5,909
Inventory Manager 50% 1,891
Production agents 100% 7,879
Production agents 100% 4}27

Secretary 40% 1,576
Driver 100% 1,970
Guard & Stock Keeper 100% 1,182
Guard 100% 1,733
Subtotal $71,185

13th Month 5,932
Subtotal Salaries $77,117
Fringe Benefits
Retirement Plan (DNA) 6% Salaries 4,330
Medical Insurance (4%) 2,887
Subtotal Fringe Benefits $7,217
TOTAL PERSONNEL $84,334

II - OPERATING COSTS
Rent 100% 3,939
Assets:

Motorcycle & Accessories 100% 6,000
Production Equipment 100% 4,000
Grinder (for sweetened peanut butter) 100% 970

Peanut Storaae Instruments:
Humidity Meter 100% 400
Thermometer 100% 200
Fan 100% 1,000

1
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01 02 03 04
Insecticide 100% 551
Grinder Maintenance 100% 121
Building Maintenance 100% 1,970
Vehicle Depreciation 100% 5,000
Vehicle Maintenance 100% 394
Fuel 100% 1,182
Travel 100% 788
Office Supplies 100% 788
Training Materials 100% 1,182
Technical Assistance:
Consultants in Production Technique 100% 5,666
Materials (for study on improving raw
materials production & quality) 100% 1,500
Research & Development 100% 1,300
Miscellaneous Expenses 100% 1,450
TOTAL OPERATING COSTS $38,400

III • MARKETING COSTS
Promotion and advertising 100% $10,145
Sale Agents: Base Salary
3 agents x 1 month x Gdes 3000 100% 545
3 agents x 2 months x Gdes 3000 x 1/2 50% 545
3 agents x 10 mos. x Gdes 3000 x 1/2 25% 1,363
PAP/Institutional Sales Agent 100% 2,364
PG/Sales Agent 100% 1,182
Subtotal Base Salary $5,999
Commission
Mamba (18300 Jrs x Gdes 25) x 15% 15% 4,159
Chadeque (12600 Jrs x Gdes 26) x 15% 15% 2,978
Grenadia (1200 Jrs x Gdes 30) x 15% 15% 327
Karapinia (8500 scs x Gdes 5) x 15% 15% 386
Subtotal Commission $7,851
Total Sale Agents $13,850
TOTAL MARKETING COSTS $23,995

SUBGRANT $146,729
Less: Revenues (14,922)

TOTAL OPERATING COSTS $131,807
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f Preparing the Social Enterprise Budget

.... Draw from institutional experience by having a qualified accounting staff profes
sional prepare program budgets.

.... Prepare a projected (pro forma) budget for one year, and include empty columns
to reconcile actual expenses quarterly.

.... Feed in budget information completed in earlier sections of the business plan
(operations, marketing, and human resources) to develop your overall program
budgets.

iJI The social enterprise budget is included in the Business Plan.

LEAD ORGANIZATIONS PROGRAM BUDGET

Most development practitioners have ample experience developing budgets for their
programs. Use the human resources information in chapter 7 to help you prepare a
program budget for the pya or other lead organization that will be providing tech
nical support and acting as a financial conduit. Exhibit 8M provides an example of
Save the Children's budget to support capacity building of TARTINA Enterprise; the
actual figures have been excluded for the sake of privacy.

EXHIBIT 8M: SAVE THE CHILDREN SOCIAL ENTERPRISE PROGRAM BUDGET

APRIL 1999-ApRIL 2000

I ~ Salaries + Fringe Amount2 01 02 03 04 Y~T~D

Headquarters:
Technical Advisor 10%
Field Based:
Country Director 10%
Business Advisor 100%
Marketing Manager 100%
National Staff:
Field and HR Manager 25%
Financial Director 15%
Driver 25%
Travel:
Domestic
International
Overhead:
Rent (based on
space allocation)
Utilities
Building maintenance
Computer + office
equipment

2SC salaries are withheld for reasons of privacy.
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!r Preparing the Lead Organization (PVO) Budget

... Follow the instructions for preparing a social enterprise budget (previous section).

... You can photocopy the TARTINA example in exhibit 8M to use as a template or
for reference.

... Lead organization budgets are not included in the social enterprise business plan.

- -

Amount Q1 Q2 Q3 Q4 Y·T·D
Equipment maintenance
Office supplies
Assets less than $5,000
Vehicle (fuel/maintenance
Telecommunications
Postage
Miscellaneous
Technical Assistance:
Training materials
Installation of MIS
Marketing training
Quality control program
Business management
Food/production
technology Program
Market research program
Consultants
TOTAL SC EXPENSES

/'

Profit/Loss statement

The profit and loss statement is a summary of the revenue and expenses of a com
pany for a period of time. Sometimes called the income statelJ!ent, the term profit
and loss is preferable because it embodies the business reality that enterprises can
lose as well as make money. The last line in the profit and loss statement indicates
the net profit or loss of the enterprise, hence the reference to the lithe bottom line."
The profit and loss statement is used for purposes of planning, evaluation, and con
trol. It is usually prepared for one-year increments and included in annual reports,
etc. Profit and loss statements, however, should be produced monthly for internal
management purposes.

Profit and loss statements are broken into a few sections:

Income
That which comes from sales of a product or service, as well as nonsales sources.

......................................................................................................................................................................................................................................................................
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Costs of Goods Sold
Is made of all the costs allocated to inventory sold during a certain period.* The
equation for calculating costs of goods sold follows:

Beginning Inventory

Add: Purchases or production costs

Equals: Costs of goods available for sale

Less: Ending inventory

Equals: Costs of goods sold

Deducting the costs of goods sold from income gives you gross profit, which repre
sents the contribution revenues make toward coverage of expenses not tied to pro
duction and toward net profit/(Ioss).

*Cost of goods sold is applicable only to production companies; services industries simply itemize
their income, then deduct expenses in their income statements.

Operating Expenses
Also referred to as general and administrative and selfing expenses, these are the
expenses necessary to keep daily business operations running even if no goods are
produced or services rendered. The general and administrative expenses include
management and administrative salaries, communications, utilities, vehicles, equip
ment-such as computers used for administrative support-and other costs not asso
ciated with production. Selling expenses include marketing and promotional costs
such as paid advertising and sales commissions.

EXHIBIT 8N: PROFIT AND Loss STATEMENT EXPLAINED

INCOME

1. Gross sales Total sales from producVservice line categories.
2. Less: Returns and allowances Products returned; credit or discounts given to

customers.
3. Net sales (1 minus 2) Total sales minus returns and

allowances.
Costs of Goods Sold
4. Beginning inventory Finished goods inventory on hand at the beginning

of the period.
5. Plus: Purchases or production costs Merchandise purchased for resale or costs

incurred during production: inputs, raw materials,
direct labor, depreciation on equipment used in produc
tion, factory overhead (see operations budget in
chapter 6).

6. Costs of goods available for sale (4 plus 5) Total costs of all goods for sale.
7. Less: Ending inventory Actual value of inventory left on hand at end of

period.
8. Costs of goods sold Costs of inventory sold during an accounting period

that includes the expenses incurred to make aproduct.
9. Other income Revenues not associated with product or service

"sales" such as rental, commissions, interest income,
services that are not included in sales.

A Business Planning Guide for Social Enterprises

General and administra
tive expenses - expenses
of running abusiness as
opposed to those directly
allocated to the cost of
making a product or render
ing aservice.
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10.Gross profit (3 minus 9) The value that an enterprise is earning
over the cost of the merchandise sold (costs of goods
sold). Operating expenses still need to be deducted
from gross profit to arrive at net profit.

OPERATING EXPENSES
11.Salaries Salaries of management and administrative staff not

directly connected to production.
12.Employee benefits Paid vacation and leave, health insurance, 13th

month, etc.
13. Payroll taxes Self-exPlanatory (laws are country specific).
14.Rent Non-factory real-estate expenses-rent or mortgage

payments.
15.Repairs & maintenance Cleaning services, repairs to property.
16.Equipment rental Leased equipment for nonproduction usage.
17.Furniture and equipment purchase Self-explanatory.
18.Vehicle(s) Purchase (moped, truck, car, etc.), mileage.
19.Vehicle maintenance & repairs Service and repairs.
20. Depreciation Value of fixed assets (depreciation).
21.lnsurance Liability, vehicle, theft, fire, equipment, etc.
22. Interest expense Interest owed on borrowed capital.
23. Utilities Water, heat, power, light not used in production.
24. Telephone Self-explanatory.
25. Office supplies Usual business supplies (pens, staplers, paper,

white boards, etc.) as opposed to production inputs.
26. Dues, subscriptions, licenses Membership dues for affiliations or trade associations;

fees for operating/product licenses, trademarks, or
patents.

27. Training materials + services Supplies and materials; contracted technical assistance.
28. Postage and freight Self-explanatory.
29. Marketing and promotion Advertising, design, premiums, samples, displays,etc.
30. Sales commission Self-explanatory plus bonuses.
31. Legal and professional services Any nontraining outside services (attorneys, consult

ants, auditors, accountants, technical specialists, etc.).
32.Travel Self-explanatory.
33. Miscellaneous Self-explanatorv.
34. Other Additional category pertinent to enterprise, but not

captured in itemized list.
35.Total Operating Expenses (sum of 11 through 34) All operating expenses.
36. Net profiVloss before tax (10 minus 35)
37. Provision for taxes Tax on profits. Country-specific requirements often

related to legal status of enterprise (see chapter 9).
38.NET PROFIT/LOSS (36 minus 37) The "bottom line"-how much the
(from operations) social enterprise is either earning or losing from

operations.
39.SUBSIDY Income from government and foundation grants or

private funds.
TOTAL NET PROFIT/LOSS (38 pius 39)
(after subsidy)
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7r -- Preparing the Profit and Loss Statement

£. Include the participation of qualified staff accountants and the financial manager
or director when preparing profit and loss projections.

£. Use the explanation of the profit and loss statement in exhibit 8N for reference
and use additional financial and accounting resources as desired.

£. Prepare a projected (pro forma) profit and loss statement for one year, and
include empty columns to reconcile actual balance sheet assets, liabilities, and
net worth. Copy our example or use a standard Profit and Loss Statement
Template, which can be found in any accounting book.

£. Be sure to list the assumptions behind your profit and loss projections.

I The profit and loss statement is included in the Business Plan.

EXHIBIT 8P

TARTINA Projections ACTUALS
Profit and Loss Statement (in $)

Year 1 01 02 03 04 Y-T-O
INCOME
Gross Sales 58,271
Less Cost of Goods Sold 43,349
Gross Profit $14,922
OPERATING EXPENSES
Salaries 77,117
Fringe Benefits (+ Taxes) 7,217
Total Personnel $84,334
Rent 3,939
Assets $5,000 or Less 17,570
Building Maintenance 1,970
Vehicle Maintenance 394
Fuel 1,182
Travel 788
Office Supplies 788
Training Materials 1,182
Consultants in Production Technique 5,666
Marketing Consultants ISales Agent 13,850
Miscellaneous Expenses 1,450
Equipment Maintenance 120
Insecticide 551
Materials for Raw Materials 1,500
Production & Quality Improvement
Study
Research & Development 1,300
Promotion & Advertising 10,145
Total Operating Expenses $62,395
Total Operating Costs $146,729
NET PROFIT/LOSS ($131,807)
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· Results: Comparing TART/NA's projected net loss with its financial objectives for prof
it/loss (exhibit 88), we see the relationship between the profit and loss statement and
financial objectives. The total projected expenses are $205,000, which includes costs
of goods sold of $58,271 plus operating expenses of $146,729. Therefore, total
expenses including production are slightly more than the projected $190,000 at
$190,078, after deductions for sales of $14,922, just shy of $15,000. Note that the
figure for total operating expenses of $146,729 is also the same as total fixed costs
used in the break-even analysis in chapter 5.

TART/NA, under its current legal structure as an NCO business, is not required to pay
taxes at this point. It receives a subsidy to offset its net loss of $131,807.

Balance Sheet

The balance sheet is a snapshot of a social enterprise's financial position-what it
owns (assets) and what it owes (liabilities and net worth)-at a given point in time.
The liabilities and net worth on the balance sheet represent the business' sources of
funds, whereas assets represent its use of funds. Liabilities and net worth derive from
creditors and donors (or investors) who have provided cash or its equivalent to the
enterprise or from earnings generated by the enterprise. As a source of funds, they
enable the enterprise to continue in business or expand operations. Assets include
all holdings of value that are owned or due to the business. Assets are either pur
chased with assets on hand, such as cash, or financed by liabilities (debt) or net
worth (contributions or profit). Therefore, values represented in these categories
reveal how efficiently an enterprise manages resources and finances its operations
and, finally, the extent to which it is viable.

As the name implies, a balance sheet must balance. The relationship between
the three sections of a balance sheet are shown in the following equations:

Assets = liabilities + net worth

Assets - liabilities = net worth

Rationale:
Sound financial management of an enterprise involves matching the sources and
uses of cash so that obligations come due as assets mature into cash. The balance
sheet is a financial tool that monitors the enterprise's ability to collect revenues and
manage inventory as well as assesses its ability to satisfy creditors, donors, and
investors. Although individual line items and category values change on a daily basis,
reflecting financial transactions and business activities, the balance captures the
financial picture at one moment in time, usually at the end of an accounting period
(see exhibit 8Q). Analyzing the changes in the balance sheet over several reporting
periods informs enterprise trends.
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EXHIBIT 8Q: BALANCE SHEET EXPLANATION

ASSETS Assets are shown at net book value rather than appreciated value.
Current Assets Assets that mature in less than one year,

Cash Cash on hand: checking, money-market and short-term savings
accounts.

Accounts receivable Money owed from customers who receive goods or services in
advance of payment. Inventory is sold and shipped, an invoice is sent
to the customer, and later cash is collected.

Inventory Finished goods for sale, work in progress, raw materials on hand
Prepaid expenses Goods, benefits, or services an enterprise buys or rents in advance of

use-Le., office supplies and insurance premiums.
Other current assets Interest- or dividend-yielding holdings expected to be converted into

cash within ayear-i.e., marketable securities, time deposits, etc.
Total Current Assets Self-explanatory.
Noncurrent Assets Assets that will not mature into cash within the next 12 months.

Fixed Assets Resources an enterprise owns or acquires for use in operations; not
intended for resale. Fixed assets represent the use of cash to pur
chase physical assets whose life exceeds one year.

Land Listed at original purchase price with no allowance for appreciation or
depreciation.

Building Property owned and used by the enterprise.
Machinery & equipment Used by the enterprise; listed at original purchase price.
Furniture & fixtures Furniture used by the enterprise or permanent installations, remodel

ing, or refurbishing of the premises.
Vehicles Used by the business and listed at their original purchase price.
Less accumulated Total assets (except land) lose their value through age and wear and
deprecation tear. The enterprise claims this loss of value as an expense of doing

business and deducts it from total assets. Accumulated depreciation
is the cumulative sum of all the years' worth of wearing out that has
occurred in the asset.

Net Fixed Assets Gross fixed assets (purchase price) - accumulated depreciation (not
including land) = net fixed assets (also known as book value).

Other assets Enterprise resources not listed in above asset categories-Le., scrap
value of obsolete equipment or intangible assets such as trademarks,
patents, goodwill.

TOTAL ASSETS Net fixed assets + other assets (scrap value) - amortization (for
intangible assets) = TOTAL ASSETS

LIABILITIES All monetary obligations of an enterprise and all claims creditors have
on its assets.

Current Liabilities All debts and obligations payable within one year.
Accounts payable Amount owed to suppliers.
Short-term notes Balance of principal on loans with terms of one year or less.
Interest payable Balance of interest due at period end but not yet paid on long-term

and short-term borrowing.
Accrued payroll Salaries and wages currently owed.
Taxes payable Amounts owed for real estate, Social Security, and income tax.

Total Current Liabilities Self-explanatory.
Long-Term Liabilities Debts such as mortgage and loan principal due in more than one year.

Book value· the value of an
asset whose historical cost has
been adjusted for depreciation
or amortization. Book value is
also referred to as net fixed
asset value and is reflected in
the balance sheet of an enter
prise.

Amortization - costs of an
intangible asset are allocat
ed of over its useful life.
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IT Preparing a Social Enterprise Balance Sheet

A. Include the participation of qualified staff accountants and a financial manager or
director when preparing balance sheet projections.

A. Use the balance sheet explanations in exhibit 8Q for reference and additional
financial and accounting resources as required.

A. Prepare a projected (pro forma) balance sheet for one year, and include empty
columns to reconcile actual balance sheet assets, liabilities, and net worth. Copy
our example or use a standard Balance Sheet Template, which can be found in
any accounting book.

A. Be sure to list the assumptions behind your balance sheet projections.

Mortaage payable Balance owed on property.
Long-term notes Outstanding balance on loans payable in more than one year.

Total Long-Term Liabilities
TOTAL LIABILITIES Total current liabilities + total long-term liabilities.
NET WORTH Also called owners' equity, net worth is equal to assets less liabilities.

It represents the value of the enterprise. Net worth includes subsidies,
investors' or owners' contributions, retained earnings, and revenue
surpluses.3

Donor contributions Donor grants or private NGO/PVO funds used to subsidize operations.
Owner contributions NGO/PVO or individual resources allocated as an ownership stake.
Reserves for bad debt Provision against loss for uncollectible loans.
Shareholder equity Value of investor stakes for social enterprises that have formalized

into business entities.
Retained earnings Amount of income (or loss) accumulated since the beginning of the
(Losses) prior years enterprise4 and reinvested (for profit).
Net surplus/(deficit) Amount of income (or loss) generated in the current vear5•

TOTAL NET WORTH Total value of the enterprise.

/- -'

I The balance sheet is included in the Business Plan.

'Adapted from SEEP Network Financial SelVices Working Group. 1995. Financial Ratio Analysis of
Microfinance Institutions. New York: Pact Publications.
'Ibid.
5lbid.
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EXHIBIT 8R

TARTINA Projections
Projected Balance Sheet Year 1 01 02 03 04 Y-T-O
ASSETS
Current Assets
Cash on Hand $7,482
Savings Account
Accounts Receivable 15,742
Inventory
Raw Materials 1,950
Finished Products 9,276
Total Current Assets 34,450
Fixed Assets
Property, Plant, EQuipment 23,524
Office EQuipment 3,351
Land and Buildings 5,500
Vehicles 24,000
Less Accumulated Depreciation (526)
Total Fixed Assets 55,849
TOTAL ASSETS $90,299

LIABILITIES
Current Liabilities
Accounts Payable 10,114
Accrued Payroll 6,487
Short-Term Notes Payable 1,738
Noncurrent Liabilities 0
Long-Term Notes Payable 0
TOTAL LIABILITIES 18,339

NET WORTH
Reserves for Bad Debts 0
Donor Contributions 203,767
Retained Earnings (Losses) 0
Net Surplus/Loss (131,807)
TOTAL NET WORTH 71,960

TOTAL LIABILITIES $ 90,299
&HETWORTH

Explanation: TARTlNA's projections assume a net loss of $131,807 in its first year of
operations. Donor subsidies of $203,000 from ASSIST will be used to cover start-up
costs for fixed assets as well as bridge TARTlNA's operating deficit. TARTlNA's current
value is $90,299, roughly two thirds of which is represented by fixed assets and the
other one third by current assets, cash, and inventory. In this example it is easy to
see the balance sheet equation at work.
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"Cash is ready money in the bank or in the business. It is
1J0t inventory, it is not accounts receivable (what you are

,: owed), and it is not property. These might be converted to
, Cash at some point in time, but it takes cash on hand or in
'-the bank to pay suppliers, to pay the rent, and to meet the
:. payroll. Profit growth does not necessarily mean more
, cash~as we will see.

A lesson thafall entrepreneurs learn is the difference
.' q$tween profit and cash. Profit is the amount of money
: you, expect tQ make if all customers paid on time and if
, y()ur. expenses were spread out evenly over the time peri
:' ad being measured. However, it is not your day-to-day
~reality. Cash is what you must have to keep the doors of

'. yoyr business open, while you are busy trying to make a
;, profit. Over time, a company's profits are of little value if
i they,are not accompanied by positive net cash flow. You
i'can'! spend profit; ,you can only spend cash.

I' , lack of liquidity can be a killer-even for profitable
. bU~inesses. Lack of profits won't kill a business nearly as
; quickly as the lack of cash to pay your trade creditors.
: Remember; non-cash expenses such as depreciation can

makeyour profits look negative, while your cash flow is
I ppsitive; And you could also be showing a profit but have
'. negative cash flow That's Why it is essential that you
,understand how to use cash flow projections, and use
•. them' on a regUlar basis.

"Excerpt from "The Importance of Cash Management," Women's Economic
Self-sufficiency Team, Albuquerque, N.M.; Women's Initiative for Self
Employment, San Francisco; and Charlotte Taylor, Venture Concepts, in
association with New Jersey Association of Women Business Owners, Inc.,
June 1997.

EXHIBIT 8S: USES FOR CASH FLOW PROJECTIONS

Cash Flow Statement

Too often, financially viable businesses fail because
of cash flow problems. In most enterprises, the
inflow of cash revenue from product or service
sales lags behind the outflow of expenses needed
to produce those goods or services. A cash flow
statement shows all the inflows and outflows of
cash based on when they actually occur. This
financial tool is critical for forecasting potential
cash shortages so that the social enterprise can
make plans to address these shortages. Likewise,
the cash flow statement also indicates the happy
case of excess cash, when the enterprise may
choose to invest this cash instead of leaving it idle.
For a new or growing business, the cash flow pro
jection can mean the difference between success
and failure. For an ongoing business, it can mean
the difference between growth and stagnation.

The cash flow projection enables you to pre
dict and plan cash outlays in order to:

.... Ensure that you have enough cash to purchase
sufficient inventory or raw materials for season
al cycles;

.... Properly plan equipment purchases for
replacement or expansion;

.... Prepare for adequate future financing and
determine the type of financing you need
(short-term credit line, permanent working
capital, or long-term debt).

Savvy social enterprise managers develop both
short-term cash flow projections to help them
manage daily cash and long-term cash flow pro
jections to help them develop the necessary capi
tal strategy to meet their business needs. (Exhibit 8S)

Time Period Purpose

Short term (monthly) To determine short-term cash position
To estimate working capital requirements
To plan for short-term investments account

Annual To determine amount of cash needed to run the business operations during the year
To ascertain where the cash will come from
To determine seasonal variations in cash flow
To estimate annual borrowing requirements and the ability to make repayments

Three to five years To support strategic planning.
To determine long-term equity needs
To estimate long-term borrowing requirements
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Cash flow statement -
afinancial document that
reports information about
cash receipts and cash
payments during an
accounting period. The
cash flow statement seg
ments cash sources and
uses into "operating",
"investing" and financing"
categories. It is generally
prepared for the same peri
od as the profit and loss
statement.

Preparing the Cash Flow StatementS

Preparing a cash flow projection is a something like preparing your budget and bal
ancing your checkbook at the same time. Unlike the income statement, a cash flow
statement deals only with actual cash transactions. Depreciation, a noncash transac
tion, does not appear on cash flow statements, whereas loan payments (both interest
and principal) appear on cash flow statements, since they require the outlay of cash.

Cash is generated primarily by sales, but for most social enterprises, not all sales
are cash sales. TARTINA found that commercial customers expected to either pur
chase products on credit or sell them on commission. Both instances demanded that
TARTINA finance costs for as much as a few months before receiving payment from
its supermarket customers. Therefore, social enterprises need to use cash flow pro
jections to estimate when credit sales will become cash in hand.

If you regularly prepare a monthly profit and loss statement, you will be aware
that there are certain items that may not affect your profit and loss statement for
some time, such as:

..A substantial increase in inventory purchases;

.. An increase in accounts receivable (money owed to you by customers);

..A reduction of credit by suppliers;

To reach conclusions on the changes in cash, the type of cash is distinguished
between that used for daily operations and that used for investment and financing .

... Operating cash flow-often [.,-"7......" .. _' ...,..._--~-..------ --" .
referred to as working capital, f·~Ys. to .GO~~ ,Cash Management
this is the cash flow generated :: !?l,.lsii"ess'analysts :report that poor cash management is
from internal operations, such ::the tTlaj6r reason why most business fail. It would be more
as product or service sales or :, accur~~e to say that business failure is due to poor cash
other revenues reflected in management.'

your income statement. :~Good-~ash m~nagement entails:7

... Investing cash flow-generat- ~ ;.K~oWin~YVhe~,where, and how your cash needs will
ed internally from nonoperating ;. ;' occur' ' :"
activities, such as capital invest- ;, .,' ,
ments in plant and equipment ~ -Knowing what the best sources are for meeting addi
or other fixed assets, and non- ", tiOIi~ cash ne'eds; and '

recurring gains or losses. ~':.Being~prkpared to meet these needs when they occur,
... Financing cash flow-the , bY.I<eeping good relationships with bankers and other

cash to and from external cr!?ditors. '
sources, such as donors,
lenders, investors, and share
holders. A subsidy or grant, a new loan, the repayment of a loan, and the pay-
ment of a dividend are some of the activities that would be included in this sec-
tion of the cash flow statement.

'Ibid.
8This section is adapted from "Preparing Your Cash Flow Statement," Women's Economic Self-suffi
ciency Team, Albuquerque, N.M.; and Charlotte Taylor, Venture Concepts, in association with New
Jersey Association of Women Business Owners, Inc., June 1997; and "Cash Flow Worksheet,"
Women's Initiative for Self Employment, San Francisco, 1997.
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., The purchase of equipment;

itThe unrecognized obsolescence of inventory (stale/spoiled items);

., A funder's refusal to renew or extend a loan; and

,. A lump sum payment of debt.

The cash flow statement details all the operating sources and uses of cash (cash rev
enues, purchases, salaries, rent, etc.), including those that do not show an immedi
ate impact in the profit and loss statement. Similar to methods used for preparing
other financial tools, this one can be applied first to projecting your cash flow, which
is then reconciled against actual cash expenses in a cash flow statement at the end
of the period.

To determine operating cash flow, start with net income and add back expens
es that did not result in inflows or outflows of cash. The most common noncash
expense is depreciation. When working with historical figures, adjusting net income
with depreciation and other noncash expenses is much simpler than determining all
the revenues and expenses that provide or require funds.

Next, identify all the balance sheet accounts that are associated with operations
and determine the change in the account from the end of the last period to the end
of the current period. Operating cash flow includes all the balance sheet accounts
that are a part of normal operations. Trade receivables and payables as well as
accrued expenses, prepaid expenses, and other current assets that are a part of day
to-day operations are included in operating cash flow.

Operating Cash Flow Example
Net Income After Tax
Depreciation
Increase in Accounts Receivable
Increase in Inventory
Decrease in Accounts Payable
Increase in Accrued Expenses
Total Operating Cash Flow

The remaining balance sheet accounts are either investing activities or financing
activities.

Investing activities typically include long-term assets used in the business:

Investing Cash Flow
Purchase of Equipment (Fixed Assets)
Decrease in Notes Receivable
Totallnvestinn Cash Flow

The financing activities show where the money came from:

Fmancing Cash Flow
Increase in Long-Term Notes Payable
Increase in Term Loan
Conversion of Note to Shareholder to Paid in Capital
Total Financing Cash Flow

Managing the Double Bottom Line:



Once again, you determine the change in each balance sheet account from the
beginning of the period to the end of the period, tally up the changes, and there
you have it-a complete picture of the cash flow for your social enterprise.

TOTAL CASH FLOW
Cash at beginning of period
Cash at end of period

Making Cash Flow Projections
The level of detail needed in your cash flow projection will vary depending on the
complexity of your business. You should set up your cash flow projections using a
PC spreadsheet. After the initial setup, this will make the process much faster. You
can enter formulas for the subtotals and totals to eliminate addition/subtraction
errors.

A Locate the Cash Flow Worksheet in appendix 8-1.

Step 1:

A Determine operating cash flow.

A Start with net income and add back noncash items.
Determine the change in all balance sheet accounts associated with daily opera
tions.

Step 2:

A Determine investing cash flow.

A Determine the change in all long-term assets of the business.

Step 3:

A Determine financing cash flow.

A Determine the change in all loans and equity accounts (exclusive of net income).

Step 4:

A Add the three components together to equal total cash flow.

Step 5:

A Add the cash balance at the beginning of the period, and you should get the
cash balance at the end of the period. If not, you've made an error somewhere.

A Recheck your math and the +/- signs for each of the balance sheet changes.

I The cash flow statement is included in the Business Plan.

EXHIBIT 8T

Explanation of TARTINA example: On the following pages is a cash flow statement
for a 12-twelve month period for the TARTINA social enterprise. This particular
cash flow statement highlights two other benefits of this financial tool. First, it high
lights the variability of TARTINA's cash needs reflective of the seasonality of the busi
ness. Second, because TARTINA planned its cash flow requirements in advance, it
was able to determine when it could outlay cash for bulk purchases of key produc
tion materials, such as containers and labels. This translated into cost savings for
TARTINA.
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TARTINA CASH FLOW STATEMENT
APRIL MAY JUNE JULY AUGUST SEPT OCT
1999 1999 1999 1999 1999 1999 1999

REVENUe-:., : . " , , , ,.

OPENING BALANCE 43,765 58,530 54,767 10,365 42,869 16,438
CASH SALES 27,200 35,600 22,325 26,875 28,000 38,475 38,800
ACCOUNTS RECEIVABLE 9,067 20,933 28,375 28,267 25,733 31,117 35,092
CASH NOT AVAILABLE UNTIL ENO OF MONTH (36,267' (20,267) 5,833 (4,442 1,408 (15,858 (4,300)

TOTAL REVENUE IN LOCALCRRCY . 80032 115,063 105.467 65507 96602 86,030
TOTAL REVENUE IN U.S.$ $ . $ 4;850 $ 6,974 $ 6,392 $ 3.970 $ 5855 $ 5214

SUBSIDY $ 11,279 $ 18,709 $ 8,709 $ 8,709 $ 8,709 $ 8,709 $ 8,709
TOTAL FUNDS AVAILABLE BEGINNING OF MTH $ 11279 $ 23.559 $ 15.683 $ 15,101 $ 12.679 $ 14564 $ 13923

EXPENSES· •. ,. .; :,

PRODUCTION COSTS' ' .'
Mamba (Peanut) : Peanuts 36,605 49,267

Spices 660 660 587 587 587 697 697
Labor 5,280 5,280 4,692 4,692 4,692 5,572 5,572
Other 1,452 1,452 1,290 1,290 1,290 1,532 1,532

Confitures (Jam): Chadeque & Spices 1,380 1,380
Sugar 2,820 2,820
Labor 1,020 1,020
Other 840 840
Grenadla & Lemon 1,440 2,520 3,888 4,248
Sugar 1,880 3,290 5,Q76 5,546
Labor 520 910 1,404 1,534
Other 200 350 540 590
Apricot & Lemon 1,600 1,600 1,600
Sugar 1,880 1,880 1,880
Labor 360 360 360
Other 200 200 200

Gelee (Jelly) : Sour Fnult & Lemon 360 360 360
Sugar 2,520 2,520 2,520
Labor 200 200 200
Other 600 600 600

Karaplnla : Peanuts 9,880 10,660
Spices 280 280 200 200 220 200 200
Sugar 3,360 3,360 2,400 2,400 2,640 2,400 2,400
Labor 560 560 400 400 440 400 400
Other 840 840 600 600 660 600 600

Containers: Mamba (Peanut Butler) 33,000 27,390
Confitures (Jam) 64,890 64,890
Gelee (Jelly) 13,440
Karapinia 2,400 2,400 2,400

Labels: Mamba (Peanut Butler) 10,000 8,300
Confitures (Jam) 6,300 6,300
Gelee (Jellv) 1,200
Karapinla 800 800 800

TOTAL PRODUCTION 'COSTS IN LCL CRRCY 190,947 20,152 11889 85056 17,599 135249 32579
TOTAL PRODUCTION COSTS IN US$ $ 11,573 $ 1221 $ 1,084 $ 5,155 $ 1067 $ 8197 $ 1974

M,E, Profit (6.70% 01 Production Costs)
( (3.165% 01 Sales) $ 775 $ 82 $ 73 $ 345 $ 71 $ 549 $ 132

TOTAL PROD. COSTS 8. M.E. PROFIT iN US CRRCY $ 12348 $ 1303 $ 1,157 $ 5500 $ 1138 $ 8,746 1$ 2,107

APV OPERATIONAL-COSTSIN U.S.$· . •
AID Funded Costs $ 11,279 $ 18,709 $ 8,709 $ 8,709 $ 8,709 $ 8,709 $ 8,709

APV Fees (21 ,5818% of Production Costs)
$( (10,196% 01 Sales) $ 2,498 $ 264 234 $ 1,113 $ 230

TOTAL APV OPERATIONAL COSTS IN U.S.$ 11,279 18,709 11,207 8,973 8,943 9,822 8939
TOTAL EXPENSES $ 23,627 $ 20,012 $ 12363 $ 14,473 $ 10,081 $ 18567 $ 11046

END OF MONTH SURPLIJS/DFICITIN U.5.$ (12348 3;547 3,319 628 2598 (4004 2.877
CREDIT $ 15,000 $ 5,000
END OF MONTH NET BALANCE IN U.S.$ 2,652 3,547 3,319 628 2,598 996 2,877
END OF MONTH NET BALANCE IN lCL CRRCY 43,765 58530 54,767 10,365 42869 16438 .47,471
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NOV DEC JAN FEB MARCH APRIL TOTAL MAY JUNE GRAND
1999 1999 2000 2000 2000 2000 2000 2000 TOTAL

47,471 22,787 24,408 13,496 54,504 98,179 24,020 156,669
39,925 40,600 40,600 42,350 52,900 52,900 486,550 486,550
39,067 39,775 40,375 41,183 45,283 49,383 433,650 35,267 17,633 486,550
(5,100' (1,383) (600' (2,558) (14,650) (4,100) (94,917' 102,283 7,366

121,363' 101,779'
' ,

104,783 94',471 138';038, ' 196363 825,283 161,570 174,302 980,466.-
$ 7,355' $ 6,168 $ , 6,351 $ 5,725 $ 8,366 $ . 11,901 $ '50,017. $ 9792 $ 10,564 $ 59;422
$ 8,709 $ 14,723 $ 8,709 $ 8,709 $ 13,715 $ 8,709 $ 136,807 $ 136,807

'$ 16064 $' '20,891 $ 15,060 ,$ 14,434 $ 22,081 "$ 20,610 $ 186,824 $ 9,792 $' 10564 $ 196229

29,933 29,933 29,942 175,680 175,680
697 899 899 899 989 297 9,150 9,150

5,572 7,188 7,188 7,188 7,908 2,376 73,200 73,200
1,532 1,977 1,977 1,977 2,175 653 20,130 20,130
1,380 1,380 2,300 2,300 1,380 11,500 11,500
2,820 2,820 4,700 4,700 2,820 23,500 23,500
1,020 1,020 1,700 1,700 1,020 8,500 8,500

840 840 1,400 1,400 840 7,000 7,000
3,888 3,528 3,528 23,040 23,040
5,076 4,606 4,606 30,080 30,080
1,404 1,274 1,274 8,320 8,320

540 490 490 3,200 3,200
4,800 4,800
5,640 5,640
1,080 1,080

600 600
1,080 1,080
7,560 7,560

600 600
1,800 1,800

6,310 6,370 6,240 39,520 39,520
220 200 200 220 310 310 3,040 3,040

2,640 2,400 2,400 2,640 3,720 3,720 36,480 36,480
440 400 400 440 620 620 6,080 6,080
660 600 600 660 930 930 9,120 9,120

60,390 60,390
129,780 129,780
13,440 13,440

1,920 9,120 9,120
18,300 18,300
12,600 12,600

1,200 1,200
640 3,040 3,040

" '65.032' 65924 ,72,404 ,24,123 22,711, 8,906 758,570 . . 758,570
$ " 3,941 $ 3,995, $ 4,388 $ 1,462 $ 1,376 $ 540 $ 45,974, $ · $ · $ 45,974

$ 264 $ 268 $ 294 $ 98 $ 92 $ 36 $ 3,079 $ · $ · $ 3,079
$ ,4,205 $ 4263 $ 4,682 $ , 1,560 $, 1.469 $ 576 $ 49,053 $ · $ · $ 49;053

-
-

$ 8,709 $ 14,723 $ 8,709 $ 8,709 $ 13,715 $ 8,709 $ 136,807 $ 136,807

$ 1,769 $ 426 $ 851 $ 862 $ 947 $ 316 9,508 $ 297 $ 116 9,922
,10,4i8: 15149 9,560 9',571' . 14,662 9,025 146.315 297 116 146,729

'$ :14683 $ 19412 $ 14242 $ 11,131 $ 16,131 $ ,9,600 '$ 195;368 $ 297 $' 116 $ 195,782
-

',1,381 1,479 '818 3.303 5950 11';009 "(8,544) 9,495 10,447 447
$ (10,000) $ 10,000 $ (10,000 $ -

1,381 1;479, 818 3303 '5,950 1009 1,456 9,495 447 447
'22,787, ,24,408 13,496 ·54,504 98179 '16,654 24,020 156,669 7,380 7380
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Sensitivity analysis - atool used to
project expense and income levels by
manipulating cost and revenue vari
ables in acompany, such as changes
to production level, costs of inputs
(fixed or variable), or prices.

Risk/Sensitivity Analysis

It is essential to know the financially vulnerable points of your social enterprise
(which are often in the categories where the largest expenditures occur). What hap
pens to social enterprise profitability if raw material costs increase by 10 percent? If
inflation goes up to 15 percent or 20 percent? What if the sales forecast is realized
only at 80 percent? What happens to cash flow if a major piece of equipment
conks out before its projected usable life?

Projecting financial statements and budgets requires troubleshooting different
potential scenarios that can impact your bottom line. Playing out "what if" scenar
ios enables you to see that financial impact and allows for contingency planning, so
that you are ready with plan B if necessary. Most changes in the operating environ
ment do not drop from the sky but can be predicted to some degree if enterprise
managers continually appraise the strategic environment, and enterprise's strengths,
and weaknesses of the business (see chapter 4). For example, TARTINA's peanut
butter and jam production is mainly a variable-cost business highly susceptible to
changes in the price of raw materials. Bad weather affects crop yields, causing
peanut prices to go up. Seasonality is another factor; when peanuts or fruits are out
of season, their prices increase. Therefore, TARTINA management makes its financial
projections at different peanut costs, beginning as low as 10 gourdes per marmite
and going up to as much as 16 gourdes, to see how price fluctuations impact the
bottom line and think through decisions it will need to make based on different
peanut price levels.

Preparing a Sensitivity Analysis
... Use a PC spreadsheet or other software program that generates your financial

statements. After the initial formulas are set up, computer programs make sensi
tivity analysis much faster and more reliable.

... Isolate the largest expenditures of your social enterprise, and use these as the
variables in your sensitivity analysis, develop two or three "what if" scenarios by
changing variable values, and then review the impact of these changes on finan
cial statements.

... Now select key variables reflected in anticipated or likely changes to the operat
ing environment based on your market research (i.e., inflation); plug these num
bers into your sensitivity analysis and repeat the previous step.

... Analysis: What decisions will you make based on the sensitivity analysis results?
How will these decisions affect business operations? For example, will you have
to lay people off, enter a market more rapidly than expected, forsake a fixed
asset purchase for several months, invest in new- product development to
remain competitive, take a short-term loan for operations to bridge income lags,
etc.?

... An explanation of how management plans to respond to certain risk exposure in
a given industry, market, or strategic environment can strengthen a business plan
by increasing the perception of the social enterprise management's credibility
and capacity, but it is not required for a business plan.

••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••• u •••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••
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"Know when to hold them, know when
to fold them, know when to walk away
and when to run."

- Kenny Rogers, "The Gambler"

iew: Using the analogy of a business plan as a road map, the exit plan
~!i4~lt'!-~rnal destination of your social enterprise program. It embraces the vision of

your social enterprise in concrete terms and defines what the enterprise will look
like some years into the future. Donor-investors are particularly interested in this
section of the business plan, as it demonstrates a consciousness of sustainable enter
prise creation. A well-conceived exit plan conveys the "return on investment"
donor-investors seek when they underwrite your program, including an assurance
that the program will continue to exist after external funding has ceased.

In the past, program proposals evidenced sustainability using cost recovery pro
jections and estimations of local management capacity. Today, we know that these
alone are insufficient measures and that consideration must also be given to an
enterprise's legal structure and ownership. Save the Children has often found these
issues to be sticking points, yet they are critical components of a social enterprise's
long-term viability and therefore must be entertained at the program's inception. At
the time of this writing, SC is in the midst of formally addressing these issues institu
tionally, so we do not have an example from TARTINA to illustrate the exit process.

This chapter explores different business models and exit plan options that a
social enterprise program might employ according to its long-term goals. This por
tion of the business plan should be prepared by all key enterprise stakeholders.

Long-Term Goals

"Hitch your wagon to a star."

- Ralph Waldo Emerson

The long-term goals of your social enterprise surpass the time frame of the business
plan to five, seven, or 10 years down the road. They essentially consist of the social
enterprise's vision, developed in chapter 2. Vision statements, however, can be
vague and may need to be rewritten so that they embody the vision in tangible
terms. To develop its long-term goals, TARTINA reviewed its vision statement and
asked what it meant in concrete terms.
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"To develop the self-determination of a large group of disenfranchised
microentrepreneurs, mostly female, engaged in food transformation of agricul
tural production in rural Haiti by way of a viable enterprise that contributes to a
higher standard of living for the families of the microentrepreneurs."

Key goals that the vision encapsulates are highlighted in bold. In exhibit 9A,
TARTINA Enterprise's goals are defined along with their strategic implications.

EXHIBIT 9A: TARTINA's LONG-TERM GOALS-SEVEN YEARS

Long-Term Goal Definition Strategic Implications

Self~determination for Income, ajob, economic opportuni- Social mission adherence
disenfranchised female ties, transferable hard and soft skills Microentrepreneur equity
microentrepreneurs for poor Haitian women

Large group 358+ Moderate growth

Rural Haiti Serve nonurban areas Rural manufacturing sites

Food transformation Core business competency Diversification in product line,
not in tYpe of business

Viable enterprise Amarket-driven business, which at Formalized business, private
aminimum breaks even and is ownership, professional staff
preferably profitable and management

296

Rationale:
Clarifying the social enterprise's long-term goals will help you understand their
strategic implications for the future, which subsequently will guide the choices you
make in your exit plan.

Setting Long-Term Goals

... Set the time frame for your long-term goals.

... Begin with your vision statement: Is it written in tangible terms that can be
achieved in the time frame indicated?

... Highlight the key words in your vision statement, then define them. Definitions
are encapsulated in the body of the business plan.

... What are the strategic implications of these goals?

Managing the Double Bottom Line:



Enterprise Models

"The wise man understands equity; the
small man understands only profits."

- Confucius

The overriding precept of development professionals is to work their way out of a
job, and the main goal of a social enterprise program is to create a viable local busi
ness that will continue to exist after external support ceases. This premise has impli
cations for the type of business model the social enterprise program will develop
into.

This section presupposes 80S program evolution to some form of a business
NCO, social-purpose business, or socially responsible business. Exhibit 98 very
generically outlines four types of enterprise models. Don't be alarmed if the charac
teristics of your social enterprise, or your vision for its future, doesn't fit these mod
els in their entirety. There are many gray areas among enterprise models, depending
on the type of business, the country context, and the long-term goals. Save the
Children foresees its enterprise programs as falling somewhere between a business
NCO and a social-purpose business.

Rationale:
Part of developing an exit plan is considering the type of model your enterprise pro
gram will become to be sustainable over the long term. Progression toward a partic
ular business model should be apparent in various sections of the business plan
before departure time is near, so planning at this stage is an invaluable exercise.

............................................................................................................................................................................................

EXHIBIT 98

Program Business NGO Social-Purpose Socially Responsible
Business Business

Q
Aprogram of the Legally registered as Abusiness founded Aprivate-sector ;t-.

~local intermediary or an NGO; single- to meet profit goals business that has ..,..
lead organization focus organization in amanner that also social concerns but

l">
~

:II: (PVO). Mission is committed to achiev- contributes to public whose overriding ~
0 based on the organi- ing social ends (I.e., good, Bound by a aim is to increaseiii
!Il zational mission to economic opportuni- social mission and shareholder earn- llL:E help target popUlation ty) through business forsakes business ings. Social objec- 't /"',

(I.e., poverty allevia- interventions. Often opportunities that tives mayor may <::• I>~
tioo). Vision is often PVO created or iden- deviate from mission. not be written into Lf

III
{),~SII: short term, not tified as alocal part- Gan be structured as mission, Business::»

~
longer than life of ner, Non-tax paying, aprivate business or strategy determined

lE::» funded project. Vision is longer term, cooperative. May by market demands,
II: not linked to funding have started as a curbed by social
~

f '.-'~

cycle. pva program or consciousness. (i\':
partner. Pays taxes, Pays taxes. Open- f.-;J
Longer-term vision. ended vision to be ~+

profitable. d
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Program Business NGO Social-Purpose Socially Responsible
Business Business

II! PVO or implementing NGO owns busi- Ownership may be Privately or publiclyC)
z partner organization ness. Board of mUltiple; flexibility to held by sharehold-
~z owns program and directors for the allocate ownership ers. Ownership
(i:

associated assets at organization, usually among PVO, NGO, issues largelyII!

~ the close of the pro- with little real power. MEs, and private resolved by market

" gram. Resources If started! assisted sector. Accountable forces. Shareholder
~ shared between by aPVO, final to governing board. governed.
a. implementing organi- responsibility lies
i zation and enterprise with PVO despitem
" program. Governance ownership.
II! not apriority.

~
Program manage- Personnel are more Highly entrepreneur- Solid combination of

Ii. ment mostly by staff specialized. ial. Professional entrepreneurship
Ii.

~ internal to organiza- Structure decentral- management and and professional
U) tion. Simple struc- ized from lead functional staff management.

~ ture. Some staff may organization. Strong technical and Highly specialized
I- be externally recruit- Innovative, techni- business skills. and strong financial
2 ed. Requires creativi- cally skilled employ- Manages invest- skills. ResponsibleII!
~ ty, community organ- ees. Staff remains ments, debt, and for management of
~ iZing, logistic man- close to operations. social interest. other people's

~ agement. Staff Manages capital money.
:E remains close to and social interest.

operations.

Puts social agenda in Business needs of Market led, but social Market led.
the forefront; led by poor central to core. costs are balanced. Business diversi-
mission, not by mar- Stays close to Marketing synergies. fies/expands in
ket. Highly participa- social mission; Products clearly response to cus-
tory. Large part of more accountability defined; tests new tomers' wants and
operations capacity to financial bottom product and market. market opportuni-
bUilding and training. line than programs. Efficient operations. ties. Leverages
Measures social Product driven. Jntegratlon of tech- social views in mar-

m impact. Focuses on Measures social nology in business. keting. Success
z putting structure in impact and busi- Management facili- measured in finan-0

i place, developing ness indicators. tates participation cial terms. Highly
internal controls. Large part of opera- but makes final deci- efficient, sophlsti-

II! Often inefficient. tions capacity build- sions. Measures cated operations;a.
0 Audits and evalua- ing and training. business impact, fol- may choose higher-

tions as reqUired by Decision making is lows social change. cost processes that
donor. a participatory Internal audit function promote social

process. Low or in place. ends. Full integration
appropriate technol- of high technology.
ogy. Increased effl- External audits per-
ciencies. Audits formed; regular
conducted by host internal audit func-
organization. tions. Management

...............................................................................................................................u ............................u ........................................................................................................
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Program Business NGO Social-Purpose Socially Responsible
Business Business

I ! I
decisions guided by
market; decision mak-

III ing from top down.UI
ll.
0

Not viable in the long Strong cost recov- Viability expected. Profitability expect-
term. Requires con- ery culture; capable May be slower to ed. If business is
tinued financing. of generating aprof- break even than pri- unprofitable over
Cost recovery is it above direct vate business time it will exit mar-
often seen as aside costs. High %cost because of operating ket. Profits retained

~ benefit rather than an recovery or financial with "comparative to finance business
:l expectation of the viability expected disadvantages." May growth and distrib-
iii program. over long term. use surplus revenue uted to sharehold-c
:> Often cost structure for social ends or ers. May fund social

is not sustainable. distribute dividends. programs directly or
May share profit through foundation
with target popula- giving.
tion or to cross
subsidize programs.

Grant and privately Grant funded, yet Access to soft loans Equity, venture capi-
funded, mostly some investment is as well as commer- tal, and commercial
through centralized selHinanced cial capital. Equity capital are main

e grants and organiza- through cost recov- and local investment sources of financ-
2: tion project funds. ery. Both central play increasingly ing. Very high capi-
6 and local grants. important roles. May tal needs for fixed
~ Some access to have some access to assets and workingz
II soft loans. Long- donor funds for spe- capital.

term donor invest- cial programs.
ing at adeclining Capital needs for
rate. Soft budget, working capital, fixed
bankruptcy difficult. assets. Q

~

Priorities jumbled Structural ambiguity Danger of forsaking Risks defined by ~
t'l-

between implement- stifles enterprise or compromising ability to respond to l'>..,
ing organization and growth. Difficulty social mission market forces. ~
the enterprise pro- accessing private because business Cause-related mar-
gram; mission con- financing. Risks decisions are made keting tactics could

~l~'fused; internal con- myopia, loses sight in reference to finan- exploit target popu-
fllcts arise; can pro- of market, business cial bottom Ilne; legal lation or backfire,

~ duce overall harmful prone to stagnation. constraints to causing loss in mar- i/'
In LL
Ii! effect on target pop- May also go up NGO/PVO holding ket share or sales. t':';'--

ulation if program market forsaking equity stakes; prone Overleveraging.
collapses or closes. needs of target pop- to internal disputes \2'May lead to poor ulation to meet cost over how to distrib-
assuming risk of recovery objectives. ute revenues L..:.

weak program. Rigorous to manage between retained (lr
L.,;....

business and grant. earnings, social pro-
~Heavy cost struc- grams, and divi-

........................................................................................................................................................................................................................................................................
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Program Business NOD Social-Purpose Socially Responsible
Business Business

ture threatens viabil- deods. Profit distribu-
ity. No shareholder tion to target popula-

II:
accountaoility, tion is good concept

III but difficult to
Ii: achieve. Bankruptcy

possible. Cash flow
problems can occur.

Integral role. Technical'oassis- Board member, Recipient of compa-

1&1 Business program tance provider to shareholder, and peri- ny giving program
..I part of PVO program NGO business; odically managing or strategic ally for0
I: portfolio (includes grant manager technical assistance. "cause-related"

g working through accountable to May partner to sup- marketing cam-
local partner). donor for targets. port new programs paign.

It or shorHerm proj-
ects/events.

identifying an Enterprise Model

A Using exhibit 9B as a guide, describe the characteristics of the business model
your social enterprise program will become based on your vision and long-term
goals.

A As well, consider new opportunities and threats in the operating environment
(chapter 4) that may arise if your business model changes.

Exit Options

There are several different choices you can make when planning your divestment
strategy (for a lead organization or implementing partner). Some overlap exists
among them, and exit options may also be combined to form a two- or three-step
process. For example, you might transfer ownership to the local implementing part
ner, then help it devise a strategy to spin off the business entirely or sell it to a pri
vate company, as is the case with TARTINA Enterprise.

Rationale:
The type of exit strategy you choose is based on many factors: (1) the social enter
prise vision; (2) the culture and priorities of your organization (whether lead or
implementing partner); (3) perspectives, desires, and priorities of key enterprise
stakeholders (donors, target population, senior management and leadership); and (4)
legal issues. All of these must be carefully considered as you shape your exit plan.
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EXHIBIT 9C: TYPES OF EXIT OPTIONS

OPTION

Merger

Sale/
Acquisition

DESCRIPTION

Join with existing organi
zation or company

To company/individual

PROS

Combining of resources;
potential synergies; may
increase likelihood of enter
prise success; continuity for
target population.

Total divestment; receive cash
or get relief from debt burden
or subsidizing costs.

CONS

Mission tension;
new partners, boss
es, culture; less
control and deci
sion-making power;
personnel may lose
jobs.

Must find ready
buyer or company.
Lose all control over
future of enterprise
and mission; staff
and management
may lose jobs; mis
sion may be com
promised. Unlikely
for social enterprise.

Transfer

Franchise

Transform

Ownership/responsibility Clean exit with assurance that Lose all control over
to other NGO/PVO miSSion will wholly or partial- future of enterprise

Iy be pursued. Possible management; mis-
opportunity to continue sion may change as
involvement. Continuity for well.
target population in the short
term. Possibility to continue
involvement-Le., support or
leadership (board).

~
Sell concept to replicate Receive income, recognition; Concept must be ~

brand development; possibili- appropriate to other ~
t"t-

ty for achieving greater scale; country contexts, l'>
~

validates concept. organizations, etc. ~

Legal issues can be
complicated. ~~j~Role/focus changes
from business to '<)

r;-,I
serving. franchisees. eli(:.:::;

Change into other legal Corresponds to meeting Difficult to execute;

Ustructure (Le., program changing needs of target pop- mission shifts, busi-
to NGO, NGD to busi- ulation, institution, and mar- ness suffers growing

f·~'i

ness, social business to ket. May be able to meet pains; period'tof @jNGD, etc.) objectives more effiCiently; ambiguity. HR needs
better likelihood of positive change, existing

~/ ~

impact on target population. staff and manage-
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OPTION DESCRIPTION PROS CONS

Sustainability more likely. ment may lose
Implies continued involvement jobs. Can be slow
by implementing organization and arduous
or pya. process; final divest-

ment of external
support difficult.

Spin off Formalize as independent Enterprise actualizes own Difficult to cut ties;
business/separate entity identity, culture, priorities, relations can be

growth, Mission pursuit con- ambiguous between
tinues, although may change parent organization
to align with other strategic and newly independ-
allies/partners. ent entity. Possibility

of failure or col-
lapse. Does not
ensure continued
involvement of pva
or local partner.

Close End enterprise operations Easy, good for businesses Target population
that will never achieve viabili- losses; no continu-
ty; clean finish. ity. Staff loses jobs.

Learning ceases.

302

Selecting an Exit Option

..t.. Choose the exit option that is most suitable according to priorities of your social
enterprise program, managing and supporting organization, and stakeholders.

The Exit Plan

"My work is done. Why wait?"

- George Eastman, founder of Kodak,
in his suicide note

Rationale:
The exit plan serves as a guide for the lead and implementing organizations and the
social enterprise through, on the one hand, a divestment process and, on the other
hand, a growth process. Certain milestones benchmark progress achieving long-term
goals and transforming the legal structure into the desired the business model.
Careful planning avoids leaving holes when support departs-Le., resource acquisi
tion to diversify donor funding, strategic alliances and linkages as alternatives to
PVO or NCO technical assistance, and governance to incorporate vested leadership
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into the social enterprise. These milestones should be detailed as objectives and
strategies in the body of the business plan you are currently preparing and subse
quent plans. The exit plan begins with present time and is forecast over the next
several years. The time frame depends on the planned involvement of the lead and
implementing organizations and may be a function of funding as well.

MILESTONES

An exit plan should contain the following milestones for measuring progress toward
achieving enterprise goals.

• Exit strategy is the exit option or combination of options you have chosen for
your social enterprise program. This may be a two-step process, with transfer to a
local partner occurring in Year 3 and spinoff in Year 5 or 7.

• Mission focus describes which aspect of the mission you will emphasize over
time. In the beginning viability may be at the forefront, whereas once the enter
prise is sustainable, you may channel revenues into new social programs to
increase impact or into new business development.

• Structure denotes the legal form your enterprise will take and the necessary
requirements, such as registering the business or incorporation.

• Enterprise growth/development states business milestones in projected sales,
profit margins, integration of technology, and product diversification to achieve
long-term viability.

• Staff and management address the number and type of staff needed to realize
goals.

• Strategic alliances are linkages formed with new business and technical partners.
They are particularly important for social enterprises whose survival requires con
tinued and more specialized support once the implementing or lead organization
has exited.

• Financing and viability chart financial targets as well as type of financing sought
and the desired mix of funds (from donors, soft loans, commercial capital,
investors). Goals in this section include retirement of debts and the building of
reserve funds.

• Social targets are the impact objectives outlined in chapter and beyond. As the
business matures, these targets may change or broaden to include other social
programs or additional objectives.

• Governance states how the leadership of the social enterprise will be configured
and prescribes the process of shifting from a program led by the lead or imple
menting organization to one that is independent.

• Ownership allocation describes how your enterprise will distribute equity
among the various stakeholders. Ownership may also be tied to legal structure.
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EXHIBIT 9D: EXIT PLAN

Present Year 3 Year 5 Year 7

Exit Strategy:

Mission Focus:

Structure:

Type of business model

Incorporation

Registration, licensing

Other

Enterprise
Growth/Development

Number of locations

Annual sales

Profit margins

Number of products

Add capacity

Add new product lines

Add technology

Other

Staff and Management:

Number of staff

Type of staff/management

Salaries/bonuses

Professional development

Other

Strategic Alliances:

Capacity building

Technology linkages

Specialized technical

Outsource function

Financing and Viability:

Cost recovery percentage

Net profit/loss

Cost efficiency

Resource acquisition

Managing the Double Bottom Line:



Financing mix

Debt retirement

Reserves

Other

Social Targets:

Jobs created

Income per target client

Programs funded/executed

Management capacity

Other

Governance:

Board structure

Shareholders

Ownership Allocation:

Microentrepreneurs

PVO and/or NGO

Private

Other
---

,
"'r' Preparing an Exit Plan

..... Photocopy the template in exhibit 90, and set a time frame appropriate for
achieving the long-term goals of your social enterprise. (The template provided
corresponds to TARTINA's seven-year financial viability goaL)

..... With the help of key stakeholders, develop an exit plan denoting important mile
stones along the way to achieving enterprise goals.

..... Are these milestones adequately reflected in your current business plan, i.e.,
encapsulated in its strategies and objectives? If not, you may want to rewrite cer
tain sections to ensure that your business plan is comprehensive and supports the
objectives of social enterprise sustainability to the fullest, including how you plan
to leave the enterprise program.

I The exit plan is included in the Business Plan.
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''A journey of a thousand miles must
begin with a single step."

-Chinese Proverb

Putting The Pieces Together

Congratulations for nearing the finish! Now you are ready to collate the various
parts of your business plan. Remember, a business plan is a cumulative process. All
the work you completed in previous sections of this manual culminates here in an
actual business plan for your social enterprise.

Business Plan Outline:

COVER PAGE

EXECUTIVE SUMMARY

VISION AND MISSION STATEMENTS

OBJECTIVES

DESCRIPTION OF THE SOCIAL ENTERPRISE

TARGET MARKET

BUSINESS AsSESSMENT

OPERATING ENVIRONMENT ANALYSIS

COMPETITIVE ANALYSIS

MARKETING PLAN

OPERATIONS PLAN/PRODUCTION PLAN

HUMAN RESOURCE PLAN

FINANCIAL PLAN

EXIT PLAN

ApPENDICES
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Preparation Basics

• Length. in chapter 1 we refrained from giving a specific business plan page
count. In practice a business plan should be anywhere from 15 to 35 pages (not
including financial statements and appendices). Length is predicated by the com
plexity of the business. A simple start-up enterprise, selling one or two products
in just a few markets, should have a brief plan. A more complicated business
with several products, serving multiple domestic markets (and possibly overseas
markets) will need a much longer business plan to accurately depict its opera
tions.

• Language· use clear, concise, straightforward business language and avoid jar
gon and rhetoric at all costs. The tone should be professional and knowledge
able with the overall goal of expressing confidence and optimism about the
prospects for your social enterprise.

• Graphics· as the old saying goes, "a picture paints a thousand words". When
appropriate use photographs, diagrams, graphics and tables to illustrate and sup
port arguments, conclusions and projections. Graphics also breaks up texts and
gives the reader a "snap shot" of the narrative.

• Numbers· using numbers lends credibility, especially in businesses where suc
cess is measured quantitatively. For example, projecting performance in percent
age change; referring to market size; supporting your conclusions with statistical
information, etc. validates your business acumen.

• Presentation· select a typeface that is easy to read and no smaller than 10
points. Use bullet points to offset specific information, and to break up text.
Avoid cramming too much information on a page. The layout should be "airy"
as opposed to "dense" with plenty of white space on the pages.

Preparing the Business Plan

... Look for this icon II from past exercises completed in this manual.

... Go through the check list below; mark off each box as you compile this
information.

... Some B-plan sections resulting from earlier exercises will need to be edited or
rewritten to improve their flow, logic or length in order to produce a comprehen
sive business plan.

... A few sections require improvisation. Some information was given in the manual
to prepare the section without providing an explicit exercise to do so.

o Cover Page, includes:
Name of Social Enterprise; Street Address; Mailing Address; Telephone Number;
Month and year the plan is issued; Time period covered by the business plan; and
Name(s) of Owner(s)

o Table of Contents

o Executive Summary

A one or two page summary of business plan highlights.

Managing the Double Bottom Line:



Chapter 2: The Vision, Mission, Objectives and
Business Description

o Vision Statement - pages 54·55

o Mission Statement - pages 55·58

Embodied in the mission statement are: 0 Client Statement; 0 Problem Statement;
o Statement of Purpose; 0 Business Statement; and
o Value Statement.

Objectives:

o Social Impact Objectives. - pages 59·63

o Financial Viability Objectives. - pages 59·63

o Business Description - pages 63·69

Chapter 3: Target Market

o Description of target customer (includes customer levels). - pages 72·76

o Synthesis of customer information. - pages 76·82
(includes: customer profile, customer purchasing habits and buying sensitivities).

o Summary of customer needs and wants. - N/A

Narrative summary of conclusions drawn from customer exercises.

o Market size and future trends. - pages 82·83

Chapter 4: Strategic Framework

o Business Assessment (strengths and weaknesses) - pages 88·92

o Operating Environment Analysis (threats and opportunities) - pages 93·96

o Summary of Industry Attractiveness (synthesis + strategic implications) - pages 97·108

Industry Analysis (in narrative summary form), including

o Seasonality - page 109

o Economic Factors - page 110

o Government Regulation - page 110

o Technological Change - page 110

o Financial Characteristics - page 111

Competitive Analysis

o Competitor Information - pages 112·113

o Market Share Distribution - pages 114·116

o Competitive Strategy - pages 118
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Chapter 5: Marketing Plan

o Marketing Objectives - pages 123-124

o Product Strategy (for each product) - pages 124-133

Included in the product strategy is: 0 Market Description; 0 Sales Target;
o Target Customer; 0 Description of Product Features/Benefits and Comparative
Advantage.

o Product Line Strategy - pages 133-134

o Distribution Strategy (for each product) - pages 135-143

Included in the distribution strategy is: 0 Channel Map; 0 Number of
Targeted Markets; 0 Staff/Contractors to Execute Distribution Strategy;
o Method of Distribution; 0 Budgetary Implications; 0 Synergies or Added
Value; and 0 Strategic Rationale and Implications.

Price Strategy (for each product) - pages 143-154

Included in the promotion strategy is: 0 Basic Price Strategy and Beyond Basic
Price Strategy; 0 Selling Price for Each Product/Service and Type Of Customer;
and 0 Strategic Rationale.

Promotion Strategy (for each product) - pages 154-164

Included in the promotion strategy is: 0 Promotional Message; 0 Promotional
Vehicles And Tactics Used; And 0 Strategic Rationale.

Sales Plan - pages 165-169

Included in the promotion strategy is: 0 Summarized Sales Structure;
o Summarized Sales Strategy; 0 Monthly And Annual Targets Per Product.

Chapter 6: Operations Plan

Operations Plan

o Operating Objectives - page 185

o Process Strategy (productivity and capacity) - pages 186·187

o Flow Diagram for operations (and production) stages (and steps) - pages 173·175

o Quality Control Strategy - pages 188·189

o Market Response/Product Development (for each product) - pages 189-191

o Research and Development Plan - pages 192-193

o Information Sharing/Tracking (MIS) - pages 194·198

o Inventory Management System - pages 203-205

o Production Schedule - pages 210·212
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Chapter 7: Human Resource Plan

Human resource plan:

o Enterprise Staff (HR Chart) - pages 225-228

o Background and qualifications of existing staff - N/A
A brief description of skills, qualifications and related experience for key staff
positions.

o Recruitment Plans (staff and target population) - pages 229·231

o Organizational Chart - pages 231·232

o Incentive Programs - pages 235·236

o Capacity-Building Plan for enterprise and partner staff - pages 338·241

o Training - pages 241·243

o External Technical Assistance Plans - pages 243·245

o Capacity-Building Plan for Target population - pages 245·247

Chapter 8: Financial Plan

o Financial Planning Objectives - pages 251·254

o Financial Targets - pages 255-258

o Evaluation and Audit Plan - pages 258·259

o Revenue use information and trend projections - pages 259·263

o Start-up Budget - pages 272·274

o Operating Budget (+ assumptions) - pages 275·277

o Projected Profit and Loss Statement (+ assumptions) - pages 278·282

o Projected Balance Sheet (+ assumptions) - pages 282·285

o Projected Cash Flow Statement (+ assumptions) - pages 286-291

Chapter 9: Exit Plan

o Exit Plan - pages 302-305

Appendices

Include only those documents that strengthen the case your business plan makes.

o Job Descriptions (for key positions) - pages 233-234

o Past Financial Statements - N/A

o Promotional Material - N/A

o Maps of the Geographical Area - N/A

o Other- N/A
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Concluding Word:

In preparing this business plan, you have put in a great deal of time and effort. At
this point you should have a solid prospectus of your social enterprise to give to
donors, investors and stakeholders. More importantly, however, you have created a
critical management tool to guide you in this venture. Once your enterprise has
opened its doors, you will undoubtedly be consumed with the numerous challenges
and joys of social entrepreneurship. At times it may be difficult to stay on course,
especially when the "going gets rough". Therefore, whether during periods of calm
or storm, rely on your business plan as a road map to chart your course to viability.
Set your goals and live by them, but also remember that your business plan is a liv
ing document, and should be referred to regularly, and revised to reflect changes
that occur in your business as well as in the market.

Good Planning and Good Execution!

"So be sure when you step,
to step with care and great tact

and remember that Life's
a Great Balancing Act.

And will your succeed?
Yes! You will indeed!

(98 and 3/4 percent guaranteed)".

-Dr. Suess
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ApPENDIX 1-1: BUSINESS PLAN

2. How is the market segmented?
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What is the description of this
business?

" key Questions

What social impact and busi
ness objectives will be accom
plished?

What is the vision and mission?

Mission & Objectives

3.

2.

I.

1.

II. Understanding
Target Markets
for Each Product

1. Who is our target market(s) 
Actual customer and final con
sumer and decision-makers for
each product?
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3. What are the primary buying
motives/habits of the target mar
ket for each product?
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en

4. What are the future trends and
size of the target market?
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j~hapter 1, .' . Key Questions
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III. Institutional,
Environmental
and Industry
Assessments

1. What are our enterprise's
strengths and weaknesses?

2. What are the opportunities and
threats in the external environ
ment that our enterprise's
faces?
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3. Is the industry hospitable or hos
tile for our business?
What aspects of the industry will
impact business and profit
potential?

IV. Competition
Analysis

1. How are the main competitors
and their overall strengths and
weaknesses? And per product?

. 2. How much market share does
the competition have relative to
our enterprise's?

3. What the competition will look
like in the future?

4. What is our strategy with respect
to the competitors?
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3. What stage of the product life
cycle is each product in?

4. What is the desired position of
each product relative to the
competition for the most impor
tant purchase criteria?

V. Market Research
& Product Test

1. What products will offer the
greatest feasibility of achieving
the enterprise's objectives?
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5. What is the plan for the products
in terms of physical characteris
tics and servicing to help
achieve marketing objectives?
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Key Questions

6. What are the cost implications
for product changes?

7. What is the strategy for each
product? For the product line?

Part 2.
DistrU:)ution Strategy

8. Where should we sell? What are
the priority markets?

9. What are the best methods and
distribution channels to reach
priority target markets?

10. What is the distribution plan
the products to achieve market
ing objectives?

Part 3. Pricing Strategy

11. What is the break-even point for
units and revenue?

12. For the planning period, at what
level should the basic price be
set for each product?

13. For the planning period, what
will the strategy be for elements
beyond the basic price?
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Part 4.
Promotion Strategy

14. What is our logo and
promotional message?

15. What types of promotional vehi
cles and tactics should be used
to meet our marketing objec
tives?

16. How do we want to package
our products?

17. How many staff and what kind
will we need to market our
products?

18.What is the promotional
strategy to achieve marketing
objectives?

19. What is the implementation
plan for promotional strategy?
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Part 1: Diagnostic

Part 2: Production Pian

VII. Production Plan
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7. How can efficiency and quality
control of production process be
improved?

5. What are the production objec
tives? For quality control, prod
uct improvements? What are
the production targets?

6. How can we improve produc
tion process? Improve capacity
utilization and productivity?

3. What are our constraints to pro
duction?

2. What is the level of productivity?

4. At what level of capacity are we
operating?

1. What is the production process?
Who is responsible for opera
tions stages and production
steps?
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8. How can we respond better to
customer wants with our prod
ucts? Will this help us to meet
business objectives? What are
the costs associated with R&D?

9. How can information sharing be
improved between production
steps and throughout the busi
ness? How can we track this
information?

10. What will the production sched
ule be? What is the plan to man
age purchase of raw material
supplies?

11. How can the inventory be better
managed? What type of controls
can we put in place to reduce
spoilage, loss or theft?

12. What are the costs of the pro
duction plan and the cash flow
requirements? What are the unit
costs for each product?
Production targets and their
impact on the bottom-line?
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I, Cha"pter
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, , ' Key Questions
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IX. Human Resources
Plan

1. What kinds of human resources
are required to support the mar-
keting, production, enterprise
management? On what salary
scale?

2. What is the staff recruitment plan
and timeline to hire new
employees?

3. What organizational structure is
most appropriate?

4. What are the outputs, objectives
and responsibilities of each posi-
tion?

5. What kind of incentive plan can
we employ to motivate and
retain staff?

6. What type of development
plans do we need for staff and
MES to build capacity? What are
the specific training and TA
needs for the enterprise staff?
The MEs? Who will provide
training; what are the associated
costs?
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.Key .Questions

7. When and where will plan be
implemented; by whom and
with what money (H R budget)?

x. Financial Plan

1. What are the financial objectives
and targets?

2. What are the financial require
ments to support above plans
(Budget planning)?

3. From where will additional funds
be sourced? What is the resource
acquisition plan.

4. How is our enterprise performing
financially at present?
Development and analysis of
financial statements. What are
the strategic implications?
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XI. Exit Strategy

1. What is the long term goal; and
its strategic implications?

2. What type of business model
will our enterprise become?
How will ownership be struc
tured?

3. What are the best exit options to
employ?

4. What is the exit strategy? What
is the implementing plan for it?
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ApPENDIX 3·1: CUSTOMER PROFILE

TRAIT

DEMOGRAPHIC

GEOGRAPHIC

PSYCHO

GRAPHIC

ACTUAL CUSTOMER

#1

',.' '

" ,

ACTUAL CUSTOMER

#2
PURCHASERS;

DECISION

MAKERS

BEHAVIORAL

'.1
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ApPENDIX 3·2: CUSTOMER PURCHASING HABITS

PURCHASING HABITS

Reason for purchase

Number of times will try

Frequency of purchase

Quantities purchased

How/where product is purchased

Payment method

Time to make purchase decision

ACTUAL CUSTOMER DeCISION-MAKER
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ApPENDIX 3-3: BUYING SENSITIVITIES

LEVEL OF INFLUENCE ACTUAL CUSTOMER DECISION MAKER;

PURCHASER

Key: H = high
M= medium
L = low
o = no influence

FINAL USER

SENSITIVITY TRAITS

Price

Quality

Brand name

Product features

Salesperson

Promotions/special offers

Advertising

Convenience of use

Convenience of purchase

Location

Store decor/environment

Customer service

Return policy

Credit availability

H M L 0 H M L 0 H M LO
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ApPENDIX 4-1: BUSINESS ASSESSMENT TOOL

I. Customer Perceptions S

ProducVservice features

Value

Quality
Reputation!
name recognition

Social image

11. Internal Operations

Mission statement

Resources

Infrastructure!capacity

Operating efficiencies!
economies of scale

Strategic alliances

Location

Structure

Client relationships

ProducVservice mix

Human resources

Leadership

W Comments

Comments

.... ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ ~
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ApPENDIX 4-2: OPERATING ENVIRONMENT ANALYSIS

Environmental Factors

Legal & regulatory
policies

Economic environment

Political instability
or insecurity

Transportation &
communication

Physical climate

Market

Technology

Raw materials

Demographics

o T Comments
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ApPENDIX 4-3: USING WEIGHTED AVERAGES

Rationale:
A simple ranking system helps in weighing the pros and cons of each subsector. The
objective of the ranking system is to determine the "real" value of each subsector. A
weight is assigned to each criterion, and each subsector is ranked in respect to each
criterion. This allows different programs to decide the importance of each criterion
according to their individual goals and priorities as well as the external environment.

Directions:

... The example below demonstrates the use of this method for the retaso and food
transformation subsectors. It can be used as a reference in completing the follow
ing exercise.

... Assign a weight to each criterion according to its importance. The sum of all
assigned weights should equal 1. The weights chosen for Country X are in the
table below.

... Next, rank the subsector according to how well or poorly it meets the criterion,
on a scale from 1 (does not meet criterion) to 10 (closely meets criterion). In this
example, the retaso sector was given a 10 for the first criterion because it serves
a large population of women, which was a high priority for the program.
However, because of strict government regulations in the textile industry, the
retaso sector received a rank of only 1 for government interest.

W = assigned weight

EXHIBIT A 1: SUBSECTOR RANKING

R = assigned rank

330

Potential #ofWomen Market Government Strategic
Subsector Micro- Demand/Growth Interest Environment:

entrepreneurs Threats!
Opportunities

W= .50 W= .25 W= .05 W= .20

Retaso R= 10 R=6 R=1 R=3

Food R=3 R = 10 R=3 R = 10
transformation

Result:
The textile industry faces strict government regulation while food-related industries
do not face many regulatory obstacles. Therefore retaso ranks lower than food
transformation on the criterion of government interest.
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.... Next, determine the weighted score for each criterion using the following formu
la: weighted score (WS) = W x R

RETASO SECTOR

# of Women Microentrepreneurs:
Market Demand
Opportunities:
Threats:
Government Interest:

Total score:

WS = .5 x 10 = 5.0
WS = .25 x 6 = 1.5
WS = .10 x 3 = .30
WS = .10 x 3 = .30
WS = .05 x 1 = .05

7.15

FOOD TRANSFORMATION SECTOR

# of Women Microentrepreneurs:
Market Demand:
Opportunities/Threats
Government Interest:

Total score:

WS = .5 x 3 = 1.5
WS = .25 x 10 = 2.5
WS = .20 x 10 = 2.0
WS = .05 x 3 = .15

6.15

Final result:
A sum of the weighted scores gives the two subsectors' overall scores across all crite
ria. Although the food transformation sector received higher rankings on some crite
ria, the greater weight assigned to the number of women microentrepreneurs result
ed in a higher overall score for the retaso subsector.
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ApPENDIX 4-4: PORTER 5 FORCES MODEL
FOR INDUSTRY ANALYSIS

PART 1
BARRIERS TO ENTRY Measures of

Barriers to Entry

High investment costs

The time to establish
your enterprise

Substantial expertise
required

Lack of suppliers or
distributors

Market saturation
Changing technology

Restrictive regulations

Lack of high-quality
personnel

Customer resistance
Existing patents and
trademarks
Attractiveness rating

Strategic Implications:

Industry Highly Unattractive Neutral
Standard Unattractive

Attractive
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Measures of
Buyer Power

Number of customers
Availablity of competitors'
like product.services

Switching costs

Threat of backward
integration

Possibilities to
differentiate

Price competitor

Attractiveness rating

Strategic Implications

Industry Highly Unattractive Neutral
Standard Unattractive

Attractive PART 2
BUYER POWER

Measures of
Supplier Power

Number of suppliers

Availablity of substitutes

Switching costs

Threat of forward
integration

Differentiated products
Customer value

Attractiveness rating

Strategic Implications

Industry Highly
Standard Unattractive

Unattractive Neutral Attractive PART 3
SUPPLIER POWER
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~ ,.., ~~ v,

PART 4 Measures of
THREAT OF Substitutes

SUBSTITUTES

Availability of close
substitutions
Availablity of substitutes
User's switching costs

Attractiveness rating

Strategic Implications

- ~" , .,,, ~ - , .

Industry Highly
Standard Unattractive

Unattractive Neutral Attractive

PART 5
INDUSTRY RIVAL

Measures of
Rivalry

Number of competitors
Industry growth

Product features

Excess capacity

Diversity among

Customer value
competitors

Attractiveness rating

Strategic Implications

Industry Highly Unattractive
Standard Unattractive

Neutral Attractive

......................................................................................................................................................................................................................................................................
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PART 6
SYNTHESIS TOOL

...
Measures of
the 5-Forces

Barriers to entry
Supplier power

Buyer power

Threat of substitutions
Industry rivalry

Attractiveness rating

Strategic Implications

~

Industry Highly
Standard Unattractive

Unattractive
" -~, >¥¥ ••

Neutral Attractive
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ApPENDIX 7-1: HUMAN RESOURCE CHART

Staff Needs # Time on In-house To Hire Partner
Project Staff

PVO Field Office Staff
Country Director
Program Manager
Director of Finance
Business Advisor

General Management
(TARTINA or ADE)
Business Manager
Financial Director
HR Director

Admin. & Support
Accountant
Secretary
Driver
Security guards
Marketing
Marketing Manager
Sales agents

Production
Production Manager
Production agents
Purchasing agent
Inventory Manager
Logistics
R&D Agent
Production workers

......................................................................................................................................................................................................................................................................
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ApPENDIX 8·1: CASH FLOW WORKSHEET1

Cash Flow Statement
For the Period From: To _

.pera In~ as ow

Net Income After Tax

+ Depreciation and amortization

+/- Decrease (Increase) in Accounts Receivable

+/- Decrease (Increase) in Inventory

+/- Decrease (Increase) in Other Current Assets

+/- Increase (decrease) in Accounts Payable

+/- Increase (decrease) in Accrued Expenses

+/- Increase (decrease) in Other Current Liabilities

Total Operatin~ Cash Flow

o f C h FI

Investin~ Cash Flow

+/- Decrease (Increase) in Fixed Assets

+/- Decrease (Increase) in Notes Receivable

+/- Decrease (Increase) in securities, investments

+/- Decrease (Increase) intangible, noncurrent assets

Total Investin~ Cash Flow

Financin~ Cash Flow

+/- Increase (decrease) in Borrowings (Notes, Payable)

+/- Increase (decrease) Capital Stock (Subsidiary, Contributions)

- Dividends Paid

Total Financin~ Cash Flow

TOTAL CASH FLOW

Cash at be~innin~of period

Cash at end of period

'Women's Initiative for Self Employment, San Francisco, 1997. "Cash Flow Worksheet"
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Glossary of Terms'

Accounts receivable - money due from customers for products or services sold.

Accounts receivable collection period - average number of days it takes for an enterprise to collect its
accounts receivable. It is calculated as follows: number of days = (accounts receivable/sales) x number of days
in the reporting period.

Amortization - costs of an intangible asset are allocated of over its useful life.

Assets - items owned by a company that are expected to generate cash. Examples include accounts receivable,
inventory, and equipment.

Average cost - a method of inventory valuation that assumes inventory sold during the period was purchased at
the average cost of all inventory available for sale.

Backward integration - a strategy in which a company takes over control of the supply of its raw materials or
parts, or the suppliers themselves. See also vertical integration.

Balance sheet - a financial statement that shows assets on the left side and liabilities on the right. A balance
sheet gives an overview of a company's financial position at any given point.

Barrier to entry - any factor, tangible or intangible, that prevents or deters a social enterprise from entering a
market or industry.

Book value - the value of an asset whose historical cost has been adjusted for depreciation or amortization.
Book value is also referred to as net fixed asset value and is reflected in the balance sheet of an enterprise.

Brand - the name associated with one or more items in the product line that share one of several possible forms
of the product.

Break-even point - the point at which revenues from sales equal costs.

Business development services (BDS) - development service interventions that aim to reduce barriers faced
by microentrepreneurs such as market access, restrictive regulations, and poor infrastructure, all of which impede
microentrepreneurs' productivity, profits, and income. BOS programs may also seek to leverage opportunities for
the purpose of profit maximization. Through addressing barriers, business development services not only increase
the profitability of enterprises but transform them as well as the environment in which they operate. Business
development services fall into a number of categories: linkages to markets, technology, referral services, business
skills development, common service facilities, organizing, and advocacy. (Nelson, 1996).

'Definitions of terms are adapted from a variety of sources, including: Bandler, James, How to Use Financial Statements: A Guide to
Understanding the Numbers; Dalsimer, Paul. Understanding Nonprofit Financial Statements: A Primer for Board Members;
Haggblade, Steve and Matthew Gamser, A Field Manual for Subsector Practitioners; Merriam Webster's Collegiate Dictionary; Meigs,
Robert, and Walter Meigs, Financial Accounting; Needles, Belverd, Henry Anderson, and James Caldwell; Financial and Managerial
Accounting; Nelson, Candace, The SEEP Non-Financial Services Working Group First Meeting Report; Nohria, Nitin, The Portable
MBA Desk Reference; Spiro, Herbert, Finance for the Non-Financial Manager; SEEP Financial Services Working Group, Financial
Ratio Analysis of Micro-Finance Institutions; and Women's Business Center, Small Business Administration on line services.

Previous Page Blank
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Buyer power - the ability of customers to pressure a firm to reduce its prices for products or services.

Capacity - a measure of an organization's or company's facility or power to produce, perform, or deploy an
output. (Merriam-Webster)

Cash flow - the actual movement of cash; used to measure cash inflow minus cash outflow.

Cash flow projection - a forecast of the cash a business anticipates receiving and disbursing over a given span
of time, frequently one month. It is useful in anticipating the cash portion of a business at specific times during
the period projected.

Cash flow statement - a financial document that reports information about cash receipts and cash payments
during an accounting period. The cash flow statement segments cash sources and uses into "operating",
"investing" and financing" categories. It is generally prepared for the same period as the profit and loss state
ment.

Client population - the poor microentrepreneurs whose income or economic opportunity 8DS programs seek
to improve. (also called Target Population)

Comparative advantage - factors within an enterprise that give it an edge over its competitors. These factors
can include a business' internal strengths or potential opportunities it has in the marketplace with respect to its
competition. In the private sector, firms use the term "competitive advantage" to describe the same
phenomenon.

Complementary products - products that can or must be used together, such as cameras and film. Neither
product can be substituted for the other, and the sale of one increases the sale of the other.

Contra account - an account whose balance is subtracted from a related account in financial statements-i.e.
accumulated depreciation.

Core competency - a skill or aptitude, or a collection of skills, that enables an organization to integrate business
processes in the creation and delivery of true benefits for customers and to distinguish itself from its competitors
as well as block their attempts at imitation.

Costs of goods - Expenses associated with producing and making a specific sale. Companies differ as to which
expenses they attribute to costs of goods, but generally included are direct labor, raw materials, factory over
head, sales commission, and freight.

Costs of goods (COGs) sold - Costs of inventory sold during an accounting period by the selling enterprise.
COGs include all costs to make a product or render a service: labor, raw materials, operations, factory overhead,
etc. It is important for social enterprises to list costs of goods sold in their income statement.

Cross-selling - a marketing strategy for selling several products across a product line or brand by placing them
together in display or using other tactics to encourage purchasers to buy more than one item in the line or
brand. Cross-selling is a strategy that leverages marketing synergies.

Current assets - assets that are expected to be turned into cash within one year through the company's normal
operations.

Current liabilities - liabilities due for payment in one year.
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Current ratio - measures the ability of the social enterprise to meet its short-term cash requirements. It is calcu
lated as follows: X = total of assets able to be converted into cash within one year divided by liabilities to be
paid within one year.

Demand - the willingness and ability of buyers to purchase different quantities of a good at different prices dur
ing a specific time period.

Depreciation - the decrease in the value of equipment from wear and tear and the passage of time.
Depreciation is recorded as an expense that allocates the cost of the asset over the time it is expected to gener
ate income.

Differentiation - an emphasis a company puts on the specific benefits of its products or services, thus creating
value for the customer and setting the company apart from competitors. A company might emphasize service,
innovation, donation of a percentage of the sale price to a social cause, etc. as part of a differentiation
strategy.

Distribution channels - the various routes that products and services take as they travel from the manufacturer
or producer to the consumer. Distribution channels include all intermediaries, such as transportation, storage,
sales representatives, wholesalers, retailers, etc. Each member of the channel seeks to maximize profits, and
these costs are passed on to the consumer.

Economies of bulk purchase - realizing cost savings by purchasing in volume.

Economies of scale - lowering costs through the production of higher volume. Economies of scale occur by
spreading fixed costs-costs that remain constant despite increases or decreases in sales-over a greater number
of products. Fixed costs typically include rent, equipment, administration, and salaries. Therefore, if the rent on
your factory is the same regardless of how much you produce, by making and selling more you spread the costs
of your rent.

Entity - something that has a distinct existence or conceptual reality. (Merriam-Webster)

FIFO - is an acronym for First In First Out, and a method of inventory valuation that assumes the cost of inven
tory sold during the period is the cost of the earliest inventory purchased and available for sale in the period.

Financial statements - the balance sheet, income statement, and cash flow statement (and sometimes owner's
equity), which together provide a fair portrayal of a company's financial condition at the end of an accounting
period and the result of operations for the accounting period.

Financial viability - a social enterprise is considered financially viable when it no longer requires subsidies. It
may still require loans or other investment to support its business operations as many profitable private sector
enterprises do. A financially viable social enterprise would be one that is able to secure the necessary funds
through regular, unsubsidized financial channels.

Finished goods inventory - completed products stored in inventory and ready for sale.

Fixed costs - costs that remain constant despite increases or decreases in sales.

Flow diagram - a step-by-step map of your operations process. Flow diagrams facilitate identifying bottlenecks,
inefficiencies, and information-sharing problems within an enterprise, as well as determining operating and pro
duction costs and skill and labor requirements for each stage of the process.

Forward integration - a strategy of downstream expansion into new areas of a company's value chain, such as
distribution, wholesaling, retailing, etc. See also vertical integration.
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Free on board (FOB) - when the supplier bears the shipping costs.

Fund Accounting - a concept particular to nonprofit organizations and government agencies. Financial records
must be maintained for each program that receives contributions (in the form of grants and donations) designat
ed to support a specific program. Each set of records is called a "fund" and is considered a separate accounting
entity with its own financial statements.

Fungible - being of such a nature that one part or quantity may be replaced by another equal part or quantity
in the satisfaction of an obligation.

General and administrative expenses - expenses of running a business as opposed to those directly allocated
to the cost of making a product or rendering a service.

Gross income - all revenue before deduction of any expenses.

Gross profit - shows the value that an enterprise is earning over the cost of the merchandise sold (costs of
goods sold). Gross profit is calculated by subtracting costs of goods sold from total sales. It is called gross profit
because other expenses still need to be deducted in order to arrive at net profit.

Gross profit margin - gross profit expressed as a percentage; shows the percentage of return an enterprise
earns over the cost of the merchandise sold (costs of goods sold). Gross profit margin is calculated by dividing
gross profit by sales.

Horizontal integration - a growth strategy in which a company buys, acquires, or takes over a competitor that
performs a similar value-added activity.

Income statement - see profit and loss statement.

Industry - a group of firms offering the same products and services, or ones that are close substitutes of one
another, and the supply and distribution systems supporting such companies.

Intervention - to come in or between by way of modification. Social enterprises are one type of intervention
aimed at economic development, job creation, or poverty alleviation.

Inventory - product that is either completed or in some stage of production and is to be sold in the normal
course of the enterprise's business.

Inventory supply ratio - the number of days the inventory will last given the rate of sales.

Liabilities - debts, or the obligations of a company to pay money to others (creditors, suppliers, payroll, etc.).

LIFO - is an acronym for Last In First Out, and a method of inventory valuation that assumes the cost of invento
ry sold during the period is the cost of the latest inventory purchased and available for sale in the period.

Margin - the difference between net sales and the cost of merchandise sold, from which expenses are usually
met or profit derived.

Market - all the people who have a specific, unsatisfied need or want and are willing and able to purchase a
service or product to satisfy that need.

Market conditions - factors in the marketplace-taste and preferences, income, prices of related or similar
goods, number of buyers, scarcity of similar items in demand, and future expectations of market price-that
cause consumers to re-evaluate the amount they are willing to pay for a product.
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Market penetration - using marketing tactics, such as lower prices or special offers, to get new customers to try
a product or service. Market penetration is a strategy companies may use to enter a market in which they do
not yet have a presence; it can be an important element in building brand awareness and loyalty. A penetrated
market consists of customers who have already purchased a product. Knowing the penetrated market allows
marketing managers to gauge their position against competitors.

Market research - systematic, objective gathering of information to support a business' marketing efforts.
Market research uses specific methods and tools such as surveys, interviews, focus groups, product tests, etc., to
understand the size and scope of certain markets and consumer behavior as it relates to the product or service
the company sells.

Market segmentation - dividing the total market into distinctive groups of consumers who share common char
acteristics.

Market share - the ratio of one company's sales to total sales by all competitors in a given market.

Marketing mix - the components of marketing described as the "four P's": product, the products and services
that an enterprise furnishes; price, the amount charged to customers for a product or service; promotion, the
awareness created for a product or service in the marketplace; and place (distribution), how products and servic
es are brought together with customers.

Meso-Ievel- the level of the BDS intermediary, also referred to as the local partner or counterpart organization.
Meso-level interventions aim to develop management and institutional capacity of local partners to render servic
es to small and medium enterprises and microenterprises.

Mission statement - a short declaration of the central purpose, strategies, and values of a social enterprise.

Net fixed assets - When a fixed asset is purchased for use in operations of the business it is recorded at cost. As
the asset wears out, an amount is charged to expense and accumulated annually in a contra account known as
accumulated depreciation. Accumulated depreciation is the cumulative sum of all the years' worth of wearing
out that has occurred in the asset. The gross fixed asset (purchase price) less the accumulated depreciation
equals the Net Fixed Asset Value (also known as book value).

Net profit - what remains after all expenses have been subtracted from revenue; also referred to as net income.

Net worth - also called owners equity, net worth is equal to assets less liabilities. It represents the value of the
enterprise.

Niche Market - a small segment of the market. Marketing strategies may specialize in serving a niche market
that is of little interest to competitors.

Operating environment - external forces outside a business and beyond its control that constitute the land
scape in which it must function. Also called the strategic environment.

Operating expenses - the costs of the selling and administrative activities of a business. Operating expenses are
reported in the income statement and are usually categorized as selling and general administrative expenses.

Operations - most closely identified with service businesses; operations are the stages or steps required to pro
vide a service or manage a process.

Opportunities - current or future conditions in an environment that a social enterprise might be able to turn to
its advantage.
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Outsource - to contract to another company or individual a business function such as assembly, distribution,
sales, etc.

Overhead - the costs of operating a business-such as utilities, administrative offices, supervision, insurance,
and maintenance-that cannot be linked directly to products or services produced and regardless of any fluctua
tions in production volume. Overhead can be separated to distinguish between factory overhead, or fixed costs
associated with production, and operating overhead, or fixed costs or general and administrative expenses for
operations other than production.

Penetrated market - those customers who have already purchased a product. Knowing the penetrated market
allows marketing managers to gauge their position against competitors.

Perceived value - the customers' perception of a product's or service's worth to themi it is a function of the
product's or service's benefits to customers.

Priee ceiling - the maximum price customers will pay based upon what the product is worth to them.

Priee elasticity - measures customers' responsiveness to changes in price via quantities purchased.

Price floor - the lowest price you can offer your customers and still break even.

Pro forma - a projection or estimate of what may result in the future from actions in the present. Pro formas
budgets and financial statements estimate business performance results based on certain assumptions.

Product features - the characteristics that describe a good or service. Marketers use product features to attract
customers. They must be careful, however, when developing the marketing campaign to create a fit between
the product's features and the stated needs of the customer.

Product line - an enterprise's group of products or services that are recognized as having a certain functional
coherence and are sold to the same market or marketed through the same outlets.

Production - used in reference to the stages or steps required to manufacture physical goods. Manufacturing
companies may also have operations stages associated with the nonproduction side of their business, such as
tracking and managing inventories, purchasing raw materials, or selling goods.

Profit and loss statement - a financial statement that summarizes the amount of revenue earned and expenses
incurred by a business entity over a period of timei also called an income statement. In nonprofit accounting,
the profit and loss statement is sometimes referred to as the statement of activity.

Profit margin - an accounting term that describes the ratio of income to sales.

Profit sharing - a compensation arrangement whereby employees receive additional payor benefits when the
company earns or increases profit.

Psychographies - psychological profiles of potential customers in a market (attitudes, interests, opinions).

Return on equity (ROE) - expressed as a percentage that measures the ability of an enterprise to generate suffi
cient income to be a worthwhile investment. This is calculated by dividing net profit by owner's equity.
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Revenue - gross income received prior to deductions for expenses, discounts, returns, taxes, etc.

Seasonality - changes in business, employment, or buying patterns that occur predictably at given times of the
year.

Sensitivity analysis - a tool used to project expense and income levels by manipulating cost and revenue vari
ables in a company, such as changes to production level, costs of inputs (fixed or variable), or prices.

Shelf life -length of time before a good spoils or becomes obsolete.

Shrinkage - theft.

Skim the market - take a small piece of the market with a larger profit margin.

Social enterprise - a generic term for a nonprofit enterprise, social-purpose business, or revenue-generating
venture founded to support or create economic opportunities for the poor (individuals or small and medium
enterprises) while simultaneously operating with reference to the financial bottom line. A social enterprise can
take many forms: as a direct employer of at-risk or poor populations; a customer of goods produced by poor
entrepreneurs; a seller of products or services to poor or at-risk business owners; a for-profit business whose rev
enue is used to cross-subsidize social programs; or, the corollary, an income-generating social service program
that covers a percentage of its costs

Social impact - a positive effect on the target population as a result of an intervention. Social impact can be
measured numerous ways; Save the Children primarily uses increased economic security and its reverberations
for children.

Stakeholder - a person entrusted with a stake or an interest; something staked for gain or loss. (Merriam
Webster) A stakeholder is someone vested in-or willing to invest in-a social enterprise, someone willing to
take a risk as to its success or failure. Stakeholders can be donors, international PVOs or local NGOs, enterprise
staff, board members, microentrepreneurs, etc.

Strategic implication - how certain information impacts or influences a strategy or plan to meet specific goals
or objectives.

Strategy - a careful plan or method for achieving ends. In a business plan, these ends are the objectives.

Strengths - skills, aptitudes, and aspects that enable a social enterprise to effectively deliver products or services
based on customers' needs.

Subsector Analysis - Subsector Analysis offers a framework for rapidly evaluating Micro and Small Enterprise
(MSE) dynamics and the prospects for cost-effective intervention. It does not prejudge the nature of interven
tion. Subsector analysis can lead to projects involving technology development, input supply, marketing, man
agement assistance, or credit. (Haggblade, Gamser, 1991)

Subsector - A subsector is delineated by a particular final product and includes all firms engaged in raw material
supply, production, and distribution of that product. In some cases, however, the defining characteristic is a key
raw material, with the subsector describing the alternative transformations and distribution systems emanating
from it. (Haggblade, Gamser, 1991)

Sunk Costs - a cost that has been incurred and cannot be affected by present or future business decisions.

Supplier power - the ability of a supplier to control or influence buyers.
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Supply chain - a network of facilities that procure raw materials, transform them into intermediate products
and then finished goods, and transport them through the distribution system. It spans procurement, manufactur
ing, and distribution. A supply chain is sometimes referred to as a value chain.

SWOT analysis - an acronym for "strengths, weaknesses, opportunities, and threats." It is an analytical tool that
helps project managers build a business strategy emphasizing the strengths of the social enterprise and opportu
nities within the operating environment and diminishes weaknesses and potential threats.

Test marketing - conducting a small-scale promotion or introduction of a good to gather information useful in
full-scale product introduction or promotion.

Threats - current or future conditions that might harm a social enterprise. For instance, a drought or a season of
heavy rain could pose a threat to products in an agricultural subsector.

Unfinished goods inventory also called work in progress - the portion of inventory that is in the production
process but is not yet a finished good.

Unit contribution margin - captures the profit margin plus the fixed costs per unit sold. Unit contribution mar
gin is used in the break-even calculation to determine how many units of a product or service must be sold to
equal the fixed and variable costs.

Unit costs - the costs to produce one unit of output.

Vertical integration - expansion by moving forward or backward within an industry. See also backward and
forward integration.

Weaknesses - internal conditions that can lead to poor performance.
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