
CHAPTER 7

BUSINESS PLAN DEVELOPMENT FOR INNOVATIVE AND TECHNOLOGY-BASED VENTURES

EUGENE B. KONECCI, FRED PHILLIPS, AND JOHN VERHARDT

“If you don't know where you are going, any road will get you there. So you had better know where you might end up, and have a plan for getting there.”

Professor William A. Sahlman, Harvard Business School, 1996

To plan or not to plan?  A start-up entrepreneur is so busy that buckling down to a detailed plan document may seem like an ill use of precious time.  Indeed, “a business plan takes so long to develop and is so tedious and not fun that if you spend all your energy on that, there’s nothing left; you’ve lost your creative drive” (Rich Schmelzer, in Heffernan 2008). This is why Rich Schmelzer advised his wife Sheri, founder of the shoe company Jibbitz, not to write a business plan. 

Not every entrepreneur, though, has a spouse/advisor like Rich, who is himself an experienced entrepreneur with two technology start-ups to his credit! The truth is that every entrepreneur needs a business plan. Not every new CEO needs to write every word of the plan personally – entrepreneurship is after all a “team sport” – but every member of the top management team must be fully invested in the plan and in agreement with all details.

In the United States the desire to be self-employed is so strong that somewhere between 600,000 and 1.5 million men and women try to start new enterprises each year. In spite of their drive, dedication, long hours and hard work, approximately fifty percent of them will fail in their first year of operation. Failures in the first three to five years could be 75 to 80 percent.
Some of the reasons for their failure are:
	· Poor or inadequate management 
	· Legal problems 

	· Poor, inadequate or no planning 
	· Economic conditions 

	· Undercapitalization of the venture 
	· Location

	· Accounting problems 
	· Personnel problems 

	· Under-estimation of domestic and foreign competition 


Of these, poor planning is the most important.  Indeed, insufficient planning is the root of all other reasons for failure. An entrepreneur might say (and many have said) that the lack of the right advice and information is a leading reason for business failure.  And that is true – but it is the entrepreneur’s job to acquire the best available advice and information, and fold that advice and information into the business plan.
The entrepreneur should develop a talent for writing business plans (“b-plans”), not least because investors often demand that a start-up not meeting its initial goals must come up with a new plan – usually “by the end of the week.”  Even experienced entrepreneurs go through several plans for each start-up they’re involved with.  They soon learn that investors value a particular business plan much less than they value a management team that knows how to plan and does it. Even if the investor does not demand a modified plan, the wise entrepreneur will continually update the plan for his or her own purposes. The creator of a B-Plan should always be ready to create a “Plan B.”
LEARNING OBJECTIVES FOR THIS CHAPTER
Use elements covered in the previous chapters to synthesize your existing ideas and assets into a formal and credible business plan for action, one that will be capable of attracting investment and resources from professional investors, suppliers of debt and credit, and suppliers of skills and time. 
THE BUSINESS PLAN - OVERVIEW
Writing a business plan is an essential process for launching a new venture. Writing the plan entails asking questions such as "Who is the customer"?  "How does the customer make decisions"? "What is the business model for this venture"? "Is it attractive"? "How can it be improved"? Other questions are "What can go wrong"? "What can go right"? "What decisions can management make today to ensure success in the future"?

Your business plan will probably be the most important document you will ever create when starting and operating your new enterprise. Writing the business plan is the critical task for converting your current plans and operations into a growth-oriented firm that can attract investment. The business plan allows the entrepreneur to think through every practical aspect of the new or expanded business, and allows him or her to foresee and plan for potential obstacles, and to see and plan for potential opportunity. All aspects of the firm are considered in the plan, from staffing and marketing to operations, control and financing. As the business plan follows a globally recognized, set format, there is little room for flexibility or imagination in the format and layout of the plan. However, the content of the plan must demonstrate compelling reasons why the new business is unique and special, either in its approach to the market, or in its organisation.

Business plans are hard to write.  They require innovation, creativity and all the help you can get.  Business plans are dynamic and must be kept current. They should include aspects of: 

	• Accounting 



• Law

	• Technology



• Finance

	• Marketing 



• Management

	• Manufacturing



• Management Information Systems

	• Other related factors


Instant “cook book” type business plans are not business plans. They are, at best, valuable guides to the writing of your personal plan. Your business plan has to be tailored to meet your specific objectives, mission and goals. It has to be integrated with today’s real world conditions and reasonable future forecasts. Business plan software, outlines and guides are helpful, but professional help and guidance may be essential.

The economist Joseph Schumpeter (1934) believed that creativity and innovation distinguished entrepreneurs from other businesspeople. To Schumpeter entrepreneurial activity included: developing new goods or services; introducing new methods of production; identifying new markets; finding new sources of supply; and developing new organizational forms.  

Today with the rapid evolution of technology especially in the information industry, we are faced with an information explosion and dependence on multi-and inter-disciplinary expertise.  Although possible, it is rare to find entrepreneurial talent that possess the technical, financial, legal, managerial and other expertise required for forming and running a technology-based new venture.  Hence, entrepreneurial management teams are formed to provide the needed information and talent. 

Local communities and states/provinces are establishing formal and informal “Know How Networks” to assist men and women desiring to form their own businesses. Seek out and take advantage of all that help you can obtain locally and nationally. These networks can help develop your business plan to the level of acceptance your company needs. An example prominent in the news in 2008 is Endeavor (www.endeavor.org), a New York group of highly successful executives and entrepreneurs who focus on helping new entrepreneurs in emerging economies (Economist 2008).
Shaw (undated) offers additional important points to understand before you begin laying out your own business plan:

· The writing of the plan reveals a lot about the management team. The plan document represents a team consensus and reflects the capabilities of the team. “The business plan should provide for the team a single-minded understanding of the business orientation, its key issues, and, finally, an agreement on how the activities will be executed” (Shaw, undated).

· The business plan must show not only “why the investment would be an attractive opportunity for the venture capitalist” (ibid.), but why the opportunity is superior to any alternative use to which the investor might put that money. 

· “While the document is primarily a selling tool, the plan must reflect realism in its projections; therefore, the authors must temper their enthusiasm with a prudent view of what is likely to happen as the business and its markets begin to interact” (ibid.)”  That is, the plan should optimistically put the company’s best foot forward, but should also reflect complete honesty. 

· “It is advisable to seek professional aid in the fields of law and accounting during the preparation of the plan. This early assistance will be of significant help in formulating the business approach and will reflect on the entrepreneur's willingness to seek outside counsel when needed” (ibid.). 

· “Plans do not have to be elaborate, although if they add clarity to the subject, pictures, tables, and graphs are welcome” (ibid.). Loading videos or accessing web sites, however, may strain the patience of the potential investor. 
· “While authors should strive for completeness, it is understood that not all questions can be answered at this early stage. Therefore, the team should identify those issues which need further examination” (ibid.). 
PLANNING TO WRITE THE PLAN

This section lists the items you should think about and analyze before writing the first word of your business plan.

There are four dynamic components of any venture:

1. The people. To what degree do the people have the right experience, skills, and attitudes, given the nature of the opportunity, the context and the deals struck?

2. The opportunity. To what degree does the opportunity make sense, given the people involved, the context and the deals struck?

3. The external context. To what degree is the context favourable to the venture, given the people involved, the nature of the opportunity, and the deals struck?

4. The deal. To what degree do the deals involved in the venture make sense, given the people involved, the nature of the opportunity and the context?

To guide the analysis of any business venture, three key questions can be asked about each of the components: What can go wrong? What can go right? What decisions can management make today and in the future to ensure that what can go right, does go right, and that what can go wrong, is avoided, or prevented from critically damaging the venture? To put these three questions in other words: What decisions can be made to tilt the reward to risk ratio in favour of the venture?

The people. Key questions regarding those involved in the new venture are:

· Who are the founders?

· What have they accomplished in the past?

· What experience do they have that is directly relevant to the opportunity?

· What skills do they have?

· Whom do they know and who knows them?

· What is their reputation?

· How realistic are they?

· Can they adapt as circumstances warrant?

· Who else needs to be on the team? Are the founders prepared to recruit high quality people?

· How will the team respond to adversity?

· Can they make the inevitable hard choices that need to be made?

· What are their motivations?

· How committed are they to this venture?

· What are the possible consequences if one or more of the team leaves?

Successful venture founders have two key characteristics; they know and they are known. The founders need to know the industry for which they propose to raise capital and launch a venture; they need to know the suppliers, the customers and the competitors. At the same time, they are known in the industry; people can comment on their talents and their record. Suppliers, customers and employees are willing to work with them despite the obvious risks in dealing with a new venture.

The opportunity. The next key issue is the nature of the opportunity that the venture is planning to exploit. Some early questions are: Is the total market for the ventures' products or services large and/or rapidly growing? Is the industry one that is now or can become structurally attractive?

Entrepreneurs and investors look for large and growing markets because it is often easier to obtain a share of a growing market, than to fight with strong, entrenched and experienced incumbents. Professional investors generally try to identify high growth industries early on in their evolution. It is also useful to determine the appropriate analogies for the venture. If the venture is successful, what will it look like? Identifying opportunities is a complex game of pattern recognition, aided by experience. The new venture will probably share an underlying pattern with an existing industry or firm, and recognising the right pattern can aid the venture founders in planning the growth of the firm.

Major “Opportunity” issues that a business plan must address:
· Who is the customer?

· How does the customer make decisions?

· To what extent is the product or service a compelling purchase for the customer?

· How will the product or service be priced?

· How will the venture reach the identified customer segments?

· How much does it cost to acquire a customer?

· How much does it cost to produce the product or service?

· How much does it cost to support a customer?

· How easy is it to retain a customer?

Possible the most important of all of the above issues, is the question of pricing. The best proposals will entail opportunities that provide value for which a customer is willing to pay a high price. This cannot be done without a clear idea of the value of the product or service in the eye of the customer. Matching the price to the customers' perception of value determines the difference between a good businessman and a mediocre one, and determines the likelihood of the success or eventual failure of the new venture.

The external context. Opportunities exist in a context; macroeconomic, regulatory and technological. The entrepreneurial team should be aware of the context and how it helps or hinders the specific proposal. Also, the entrepreneur should be sensitive to changes in the context, and how they will affect the business. 

Naturally, the context includes the current and potential competition for the market. Specific issues relating to competition which the business plan must address include the following:

· Who are the current competitors?

· What resources do they control? What are their strengths and weaknesses? 

· How will they respond to our decision to enter their industry?

· How might we respond to their response?

· Who else might be able to observe and respond to the opportunity?

· Are there ways to co-opt potential or actual competitors by forming strategic alliances?

Business is like chess. To be successful you must anticipate several moves in advance.  Former IBM R&D Vice President James C. McGroddy remarked (in Branscombe et al. 2000) that innovation and entrepreneurship are even more like poker; you must anticipate based on incomplete information (that is, luck plays a part), and the other parties may be bluffing.  Investors recognize this element of luck.  This is why they are often willing to fund the second venture of a good entrepreneur whose first try failed.

The deal. An important purpose of the business plan is to raise capital from professional investors. However, capital is not the only thing which investors generally provide. Because they are co-owners or partners, they play a significant role in the direction of the venture, if for no other purpose than to protect their investment. Therefore, from whom capital is raised is often more important than the terms of the deal. 

Ventures are inherently risky. Murphy is always a member of the team; if anything can go wrong, it will. And ventures always take more time and money to reach a given point than was originally planned, even after the most rigorous and informed analysis. The name of the game is not to minimise dilution at every stage of financing, but to maximise the value of the entrepreneurs' share at the end of the process, when the time comes to "cash out." This can generally best be ensured by choosing a partner who can provide experience and know-how along with capital.

The best deals have the following characteristics:

· They are simple.

· They are fair.

· They reflect trust rather than legalese.

· They are robust. They do not come apart if actuality differs from the plan.

· They do not provide perverse incentives that will cause one or both parties to behave in destructive ways.

· They do not foreclose valuable options.

· The papers used to describe the deal are no greater than 50mm thick!

Other aspects of the deal involve the valuation of the company, the risks that owners will face, and the exit strategy (“liquidity opportunities”). 

There is no formula for calculating the value of a venture. The relative negotiating skill of the parties will determine the value of the venture for investment purposes. A wide range of values is acceptable, depending on the skill and strength of the parties to the deal. 

One of the great myths about entrepreneurs is that they are risk seekers. All sane people want to avoid risk. "True entrepreneurs want to capture all of the reward and give all of the risk to others," says Professor Howard Stevenson of Harvard Business School. Nonetheless, when a Vice President of General Electric invests in a new venture, it is GE’s money at risk (and maybe the VP’s job).  A start-up entrepreneur puts his or her own money at risk!  Entrepreneurs, whether because of their youth, their lack of alternatives, or other reasons, do tend to be more tolerant of risk than people in general.  It does not mean they seek risk.  It is a tough task for entrepreneurs to be honest and realistic about venture risks that their personalities may make them blind to.

Another important task for both the entrepreneur and the investor is to think hard at the beginning about the end of the process. When investors choose ventures to invest in, they like a wide range of exit possibilities. If the venture is successful, how will you get the money out? Presumably, you do not want to "grow old and die in the business with your boots on." Every successful business must outlast the involvement of the founders. By definition, then, the founders need an exit strategy, which will maximise their return. You cannot predict success or failure, but you can preserve the option to benefit if the venture is a success. 

The Concept of Fit

DIAGRAM HERE
BUSINESS PLAN OUTLINE
The plan should not be longer than 45 pages, excluding appendices, and should include detailed financial projections of the P&L, Balance Sheet and Cash Flow Statement. Begin with an executive summary of not more than two pages, addressed to an individual such as a potential partner, bank manager or professional investor.

Business plans generally start with an appropriate title page, such as: 

NEW ENTERPRISE INC.

Business Plan

September, 20______

(Month and year issued)

Business Plan Copy Number ______

Name of Chief Executive Officer

Address of Firm

City, State or Province, Postal Code

Telephone Number, Fax Number, Email, URL

The following outlines a Table of Contents for the business plan. This Table of Contents stresses the needs of high-tech ventures by including more detail on the Research and Development area as well as the Marketing area.  In addition, because of its importance, Strategy is included in this business plan outline. This New Enterprise Inc. example also illustrates the critical elements of the Executive Summary. This example Table of Contents highlights the elements of the business plan that are important to the investors, financial institutions, and management personnel you may need to start and operate your business.

Executive Summary


INTRODUCTION AND OBJECTIVES OF THE FIRM

Management and Organisation


Management Team


Compensation and Ownership


Contracts and Franchise Agreements


Board of Directors/Advisory Council


Infrastructure


Insurance


Employee Stock Option Plan and Other Incentives


Organisation Charts


Product and Service Plan: Purpose of the Product/Service


Unique Features


Stage of Development


Future Research and Development


Trademarks, Patents, Copyrights, Licenses, Royalties


Government Approvals


Product/Service Limitations


Product Liability


Related Services and Spin-offs


Production


Facilities


Environmental Factors


Marketing Plan


Industry Profile


Current Size


Growth Potential


Geographic Location


Industry Trends


Seasonality Factors


Profit Characteristics


Distribution Networks


Basis of Competition


Competition Profile


Customer Profile


Target Market Profile


Pricing Profile


Gross Margin on Products


Market Penetration


Distribution Channels


Sales Representatives


Direct Sales Force


Direct Mail/Telemarketing


Advertising and Promotion


Packaging and Labelling


Service and Warranties


Trade Shows


Future Markets


Operating and Control Systems


Administrative Policies, Procedures, and Controls


Receiving Orders


Billing the Customers


Paying the Suppliers


Collecting the Accounts Receivable


Reporting to Management


Staff Development


Inventory Control


Handling Warranties and Returns


Monitoring the Company Budgets


Security Systems


Documents and Paper Flow


Planning Chart


Product Development


Manufacturing


Financial Requirements


Marketing Flow Chart


Market Penetration


Management and Infrastructure


Risk Analysis


Salvaging Assets


Growth Plan


New Offerings to Market


Capital Requirements


Personnel Requirements


Exit Strategy


Financial Plan


Assumptions


Sales


Accounts Receivable


Inventory Purchases


Accounts Payable


Marketing Expenses


Administrative Expenses


Capital Expenditures


Depreciation/Amortisation


Cash Required


Interest Rates


Income Tax


Break-even Analysis



First Year Cash Flow Projections
Exhibit #

First Year Projected Profit and Loss Statement
Exhibit #

First Year Pro forma Balance Sheet
Exhibit #

Three Year Cash Flow/Projected Profit and Loss Statement
Exhibit #

Three Year Pro forma Balance Sheet
Exhibit #

Financial Analysis/Ratios
Exhibit #

(Source: Sahlman 1996)

Executive Summary.  The summary is written as a personal letter to the reader, not as part of an impersonal "plan" document. Therefore it ought to be addressed and signed personally by the person who led the preparation of the business plan. 

The executive summary is an abstract of your company’s present status and future direction. The summary outlines what the opportunity conditions are, and why they exist, who will execute the opportunity, how they intend to do it, why they can do it, the market, financing and cash flow projections, and how the venture will work in practical terms. 

The summary should not be more than two pages. It can be drafted first, as a means of gathering one's thoughts, and finalized last, as an actual summary of the plan.  The summary should be written so that it can be read as a stand-alone document.  Here is an Executive Summary template you can adapt for your own entrepreneurial venture. The bulleted lines and parenthetical phrases are hints for filling in the template.

NEW ENTERPRISE, INC.

Executive Summary

In ______ (year), New Enterprise Inc. _________________ (your group, company, product developers) was formed to __________________ (corporate goal).

· Corporate mission statement covering the line of products and services – What kind of company does yours want to be?

Background

For many years the market place has _____________________

· How people are managing to do without your product or service. What is the market potential of your product or service?

· How and where a similar product or service is now being used. Who is your competition?

The original development phase of ____________(product or service) is novel and proprietary (explain your unique position and capabilities). Our operation was producing ____________ (sales, units, products) by _______ (year) and has operated at ___________ (financial condition) ever since.  Revenue projected for fiscal year _____ without external funding is expected to be $___. Annual growth is projected to be $____ per year through _______ (year), i.e., ___ percent.

Concept
The state of the art (for product and/or service) today is such that we anticipate _______.

· Explain your place in the state of the art and your unique innovation.

· Description of product or service.

· Desirability of your product or service.

Compared to competitive products (or the closest product available today) our (product) has the following unique qualities and capabilities:

· How would your customers compare your product with those of competitors?

· Advantages product or service has – its improvements over existing products or services.

Our strategy for meeting the competition is ____________ (lower price, higher quality, better technology, bigger/better – your unique selling proposition)

Our firm’s target market includes ________________ (type of customers).

(Your company name) is rapidly moving from R&D into its __________ (e.g., manufacturing and marketing phase).

The approach is generating a tremendous amount of interest throughout our industry.

(Mention follow-on products, R&D, new technology and prospective new customers, international prospects.)

All our firm’s products are protected by the trademark and copyright laws, and/or patents, etc. (Brief highlights and status regarding intellectual property protection and strategy).

Responses from customers indicate that ___________ (product) is enjoying an excellent reputation. Inquiries from prospective customers suggest that there is considerable demand for ___________. Relationships with leading OEMs, retailers, major accounts, manufacturers and distributors substantiate the fitness of our Company for considerable growth and accomplishment.

Objectives: Near term and long term

Our objective, at this time, is to take advantage of our advanced technology and propel the company into a prominent market position. We feel that within ____ years the Company may be in a suitable position for an initial public offering or profitable acquisition. To accomplish this goal we have developed a comprehensive plan to strengthen our management, and intensify and accelerate our marketing activities, product research & development, engineering, distribution and customer service. To implement our business plan we require an investment of $____________ for the following purposes. (Choose the activities below that are pertinent to your goals.)

· Build or find manufacturing facilities, settle on the design of the production model and increase production to meet customer demands.

· Maximize sales with an extensive campaign to promote our products.

· Reinforce customer support services to handle the increased demand created by the influx of new orders and deepened penetration into existing accounts.

· Augment company management and staff to support and sustain prolonged growth under the new marketing plan.

· Increase Research & Development to create additional follow-on innovative technology based products as well as to further fine-tune our competitive advantages.

Management

Our management team consists of ____ men and women whose backgrounds consist of ____ years of marketing with ____ (Fortune 500 company names look great here), ____ years of corporate development with ___ (more Fortune 500 company names look great here too), ___ people with ___ years of engineering and design with ___ (some more company names here as well), a chief financial officer with ___ years of ___ (experience) with ___ (top national company).

· Actually, any good company backgrounds pertinent to your management teams’ functions are good references to demonstrate a solid background and ensure a higher probability of future success.

Marketing
Note the worldwide/nationwide market for ____  (product) is estimated by __________ (name of market research firm) to be approximately $___ by the end of -______ (year). Conservative estimates suggest (company name) market share, with our intensified and accelerated marketing plan, product development, manufacturing and customer service would be about __% - generating $___ by the end of _____ (year).

· Describe the projections and trends for the industry or business field.

The fundamental thrust of our marketing strategy consists of __ (unique selling basis). We intend to reach ___ (market segment) by ___ (marketing/sales/promotional tactics).

· Who are your customers? Where are they and how do you reach them?

· Are they buying your product/service from someone else?

· How will you educate customers to buy from you?

Our company can be characterized as a ___ (the business and image for customers to see, e.g., high-technology innovative company).

Our company enjoys an established track-record of excellent support for our customers. Their expressions of satisfaction and encouragement are numerous, and we intend to continue our advances in the _____________ marketplace with more unique and high tech ___ (products).

A partial list of customers includes:

---------------------------------------------------------------------------

---------------------------------------------------------------------------

Also ___ prospective clients presently evaluating __ (product(s)) for use are ________________ (actual customers).

· List of customers.

Finance
· Summarize the financial status of the company and indicate how, when and where the invested and borrowed monies will be utilized.
· Briefly forecast financial expectations.

In ___ years we will have ___ (achieved goals) and our investors will be able to ___ (collect their _______ % return on investment).

Here are further explanations and hints for the subsequent business plan sections.

Introduction and objectives

Before you begin to write this section, answer these questions: Where do you want to go? What do you want the company to be? What do you want for yourselves (personally and financially) 1 year, 5 years, 10 years from now? What are the dominant drivers of your business objectives: The product/service offered? Satisfying a market need or filling a unique market niche? Introducing advanced manufacturing? Making profit and income? Commercializing R&D and advanced technology? Building a client/customer base?

Write down your answers as a side-note; do not include them in the plan.  Then, begin the Introduction and Objectives section of the plan as shown in the shaded box below.

The primary objectives of our organization are

A. ___________________________________

B. ___________________________________

C. ___________________________________
As you continue the section:

· Explain the product or service you will develop, and what you hope to achieve thereby.

· Show how investors will receive their return on investment: by virtue of your company going public in 5 years; being acquired in 4 years, etc.

· Articulate business goals for all or most of the following:




Profits



Customers




Products


People




Quality



Management




Growth


Community




Fields of Interest



· Give an example of your business priorities:

Compared to past performance of _________ (product name, type) in the _________ industry we intend to increase the quality and reduce the cost of our product/service.
· Match your performance expectations to industry realities and/or explain how and why your operation will be different:

Based on our experience with ______________, we feel that our product with its improved quality and lower cost will be superior to the competition.
· Show how and where your company will fit in the industry.

· Discuss objectives relative to common practices and procedures in your industry:

Most of our managers come from environments where they experienced ________ (managing a larger organization, R&D, Product development and commercialization, and/or were part of a rapid growth high-tech development team) and __________.
· Relate previous track record of managers and technical persons to demonstrate feasibility of actually achieving your objectives given the experiences of the people involved.

· Project return on investments (how much and by when): 

Based on ____% market share of our ___ product by ________ (year), we estimate our return on investment to be ___%.
· Investors (and you too) want to know how you will generate a return of 30-60+%, and how much the company will be worth in ___ years

· Use the following chart to summarize the basic dollar objectives:

Financial Objectives
Item


Last Year

This Year

Next year





$000 % Sales

$000 % Sales

$000 % Sales
Total Category Sales

Sales


$ Volume


Unit Volume


% Increase/Decrease

Share of market

Gross Profit


Manufacturing


Fully Burdened

Marketing Expenses


Advertising


Sales Promotion


Trade Allowances

Other
· Position for Growth: Discuss your company’s…

1. Understanding of its customers, foreign and domestic competition, and industry.

2. Product/channel/customer congruency.

3. Product life cycles.

4. Growth by fields of interest; means by which you take advantage of economic conditions.

5. Balance of people/management/business goals.

6. Transition from single-point to distributed management.

7. Increased operational efficiency through technology and training or employees.

8. Corporate philosophy with values and culture.

9. Plan to hire the best available management, staff and technical people.

Other objectives we have set for ourselves include ____
We expect to replace (competitive/existing products or services) by _______ (name new or updated products and services) by _____ (year), resulting in ___% of company revenues stemming from products introduced to market less than three years before.

We plan to add ___ (retailers, distributors) per month/year and we will have a total of ___ (retailers, distributors) by ________ (year).

Note: Objectives should be:

· Appropriate.....they “ring true” for what you expect to be doing.

· Acceptable.....within industry and socio-political environments.

· Feasible.....achievable given your resources and economic conditions.

· Flexible.....permitting appropriate responses to contingencies.

· Measurable over time.....number of years.

· Motivating.....aggressive, yet achievable.

· Understandable.....logical and makes sense to others not completely familiar with the concept or business.

· Develop a list of other objectives (e.g. awareness, distribution, competitive preemption, etc.). Make sure they fit the criteria set previously.

· Test your methodology in setting objectives. Make sure they are...

· Zero-based, not extrapolated from past trends or current budgets.

· Achievable given available or projected resources.

· Consistent with the information and projections in the strategic planning document.

Management and organization

This section covers all managerial aspects of the business, from financial and technical to production and marketing. It also provides information about the type and ownership of the company. Leadership is vital to the success of the venture; hence the section specifies who in the organization will provide it.

· A Background and History subsection outlines key features of the industry, the firm, its strategic business units (SBUs), and projects.

· An Objectives and Mission subsection explains company goals, corporate philosophy, and culture.

· A Current Status subsection gives a brief overview of current industry trends, events, and conditions.

· A Management and Organization subsection should include at least a half page summary professional biography of each executive director and key employee. This is followed by a description of each key person's function, and an outline of how the organisation will work and how the different functions combine to form a workable system. It is important to present evidence of the complementary nature of the team, along with evidence of skills and prior achievements. Is the company privately or publicly owned? . Who controls the organization? Who provides the leadership in the organization? Show the organization chart.  List the board of directors.  Note the specialized talents and skills of key personnel

· A Future Considerations subsection deals with opportunities, technology breakthroughs, new markets, and domestic and global competition.

Product and service plan

Product/service description and strategy. Describe in adequate detail the current and proposed products and/or services, and what they imply for how the company will interface with the industry in which it will be competing.

A product/service-oriented SWOT analysis. Describe the products’ and/or services’ Strengths, Weaknesses, Opportunities & Threats as they apply to quality, research and development, unique technologies, marketing, manufacturing, maintenance, servicing, and so on.

Research and Development Programs and Strategy. In this section, include R&D progress and issues, anticipated investment costs in special equipment, facilities and technical personnel. Discuss the status of patents, programs for the transfer and commercialization of technology, existence of any contracts with government or other agencies, and the availability of the technology.

Describe resources dedicated to R&D, and research and technologies acquired or to be acquired from outside the company. Describe the cost and difficulties of assigning or acquiring the needed professional scientific, engineering, and management personnel to do the research and development needed to meet established milestones and goals. Estimate the probability of success in commercializing research/technology through profitable products and/or services all performed in-house by the firm, and the requirements for sub-contracting or joint venturing with outside groups. What ar e possibilities and merits of selling or licensing the technologies?  Discuss risk factors in performing in-house or funding out-of-house research, especially in advanced avant-garde R&D (e.g., biotechnology, nanotech, virtual worlds, etc.).

Manufacturing and Production Strategy. Discuss the type of modern production methods to be used. Will automation, artificial intelligence and robotics play major role in your company’s manufacturing? Off-shoring and just-in-time supply chains? Are computers and special software involved in the production of the products/services offered by the company? What training programs will you require to teach the basic skills and do you contemplate further training programs to upgrade needed skills?

Risk analysis. Assess the degree of risk and rationales for dealing with risk in areas including industry, maturity, competitive position, strategy, assumptions, management, past performance, future trends, safety, warrantees, and insurance.

Marketing plan

In this section you will define and justify your choice of target markets/customers, analyze your markets and your competition, and relevant trends.  You will frankly describe market research already performed, and further planned market research.  You will lay out your marketing strategy.

Market Definition

Identify the total market, niche markets, market segments, industry trends, market growth rates, Strengths, Weaknesses, Opportunities, Threats (SWOT), and unexploited opportunities.

Key points in defining the market segment for (product) are _____ and _____.

· List these key points by product feature, by life-style of targeted consumers (or by business situation of business customers), by geographical locations, internationally, by season, etc.

· Include charts where appropriate.

Currently, the market distribution is shared by ____ participants

· How is share of market distributed among major participants?

· What are the share gain and loss trends?

Market and Competitive Analysis

In the Market and Competitive Analysis section, describe existing domestic and global marketplaces in which you will introduce your company and product/services. Summarize your view of the trade and implied opportunities.

We believe that the product/service ______ (resonates with the market in these ways). We expect the market to expand significantly.

Users of ______ (product) are looking for quality and productivity improvements and may not be overly sensitive to the price if it is not out of line or completely non-competitive.

The company’s product has the ability to operate/perform/provide better benefits than products “X”, “Y” or “Z.” Our product/service is unique to the industry because ________________.

________ (past/current/recent/lack of) development of ___ (product) has resulted in the need for ___ (changes, correction, applications of new technologies). This innovation is called “_____”, and allows _____ (product) to operate efficiently (or more efficiently) compared to ________ (competitive product “X”).

If yours is an existing business (your own or a recent acquisition, as opposed to a start-up), review:

· Sales history

· Profits

· Market share and position

· Marketing methods

Industry Trends. What is the future of your competitive arena and the products that will play in it?
The stability of this market segment is ________ (volatile, uncertain, assured), based on _______ product category performance over the past two years.

· What do industry forecasters predict for the next two years?

The ___ market is growing at a rapid rate. The market for ___ (similar products/services) amounted to $________ million* in ______ (year) – representing a ____% growth over $____ million* in ______ (year).

The overall ___ (usage segment) market for the _______ industry is projected to be $____ billion* by the end of ______ (year). The overall market potential for (product category) is estimated to be $___ billion by ______ (year), and the (additional products) portion of this market is estimated to be __ million*.

The area of greatest growth in the _______ market is in the area of “________”.

* Source(s) ________ (Name the industry analysis, census, or trade journal studies from which your statistics were drawn.)

Distribution.  Through what channels will your product/service be sold?  How does this leverage or differentiate your product/service from competitors’?

Possible Retail and Wholesale outlets include:

Store type



Volume



Department Stores


22,275



Garden Supply Stores


16,496



Hardware Stores


40,140



Giftware Wholesalers


  3,524



Electrical Equipment Wholesalers  
 41,313




Total


           124,748

· Collect mailing list catalogs and web sites – Look for all the possible outlets for your product.

· Complete the lines below – the list may surprise you and may prove to be a valuable resource for resellers.

The major market segments are

----------------------------------------------------------

----------------------------------------------------------

· List by broad category, the types of customers you are likely to sell to.

· Retailers, electrical contractors, mail-order catalogs, eBay, Amazon, etc.

The company has ______ as a specific market area and believes it can dominate the ______ market segment.

This segment of the market is generally based on ___ (products) and ____ (products) with retail prices in the range of $___ to $___. The vast majority of sales in this category will be handled by OEMs, retailers, and manufacturer’s representatives. The minority of sales will be through direct channels.

Over the past ___ years, ____ (similar product manufacturers) companies have proven that meaningful features can be developed on this class of ____ (product) (e.g. ____, ____, and ____). These companies have primarily focused on the use _____ (manufacturing technique, special materials, recipes, chemicals, machinery) to improve the quality of ___ in a (product). These products have been successfully distributed in many areas of the industry. Competitive products in this market are produced by ___, ___, and ___.

In the next ___ to ___ years, it is estimated that there will be more than ___ million of _________ (product)s distributed.  *

* Source of Statistics ___ (industry analysis, census, trade journal studies)

Competition. Who? What? Where? List competitive products and services. Perform a competitive round-up of the companies.  In a few pages, we will give you a form for the competitive roundup.  It implies taking a look at a competing company’s estimated sales, share of market, advertising budget, product line, quality, technology, advertising effectiveness, sales force excellence, distribution, manufacturing efficiency, standing in industry, and future potential, with an overall assessment of the seriousness of the competition the company offers. The competitive roundup will also list the competing firm’s number of employees, greatest strength, key weakness, and how your company should react to them. Make a competitive round-up of their product(s), comparing each competing company’s products with those of all competitive companies, by price, size, capacity, usage, installation, range, appearance, quality, design, and technology, making other observations and some conclusions.

Risk. Analyze the degree of risk (low, medium or high) multiplied by weighting factors that total 1.00 or 100% using the appropriate elements of risk for the particular situation, e.g., Industry (the company must be able to stay competitive as the industry matures); Maturity (there are likely to be competing models as the product matures); Competitive Position (few competitors if the market is wide open); Strategy (product quality, price distribution, promotion strategies); Assumptions (sales forecasts for new products are hard to predict. They are usually too optimistic, but if product acceptance is very good, sales estimates may be conservative); Management (careful planning and clear objectives with available resources should reduce the risk); and Past Performance (which should speak for itself).

Market Research. What customer groups have provided input? Domestic and/or global; consumer; governments; military?  What kinds of market research have been performed (focus groups, surveys, usability testing, lifestyle studies, etc.)? Involving how many potential customers?  Involving how many industry experts and potential competitors?

Put “topline” summary results of the research in this section, attaching more details of the studies in an Appendix if appropriate.
Independent market research (note source of research) indicates that there is currently only ____ (Qty) (product) for every _________ (number of) customers. The __________ (market/industry), as a whole, is looking toward ____________ (manufacturers/suppliers/retailers/experts) for use in the expansion of existing applications/product lines/services.

Of the ___ customers, approximately ___% will ___ (purchase, rent, or use) to help them ___ (deliver their work, expedite their production, reduce costs). ____ of these (products) will have a _____ capability, and about ____ of those (products) will require ____ (other features).

The market potential for a (product) in these quantities – with a current retail price of $___ per unit is approximately $____ million.

· Repeat the above information for as many market segments as are required.

Other sections of the business plan depend on the marketing plan research and analysis. This is where sales levels are determined, which flow through into every other aspect of the venture. Also, the margin analysis done here determines the profitability of the venture and of the opportunity.

Marketing Strategy. Your comprehensive strategic marketing plan will include:

	· Product Strategy

· Pricing & Profitability

· Positioning

· Repositioning the Competition

· International and Domestic Markets

· Marketing Responsibilities
	· Selling Tactics, including Salesforce Incentives

· Advertising and Promotion

· Public Relations

· Distribution

· Business Relationships

· SWOT


You have performed SWOT for your product/service earlier in the plan.  Now you will do it for your firm as a whole.  SWOT (Strengths, Weaknesses, Opportunities, and Threats) is a good way to analyze the company, its products, its marketing and other aspects of the business.  Strengths and weaknesses are internal to the company; opportunities and threats refer to external forces, competitors, and events.

Strengths. In covering your strengths, be sure to place at least as much emphasis on marketing as on your product, if not more.

In terms of product strength, our product has several distinct advantages over the competition. First is its marked advancement in ____ technology.

How else the product is favorably differentiated from the competition?

· In actual performance

· In quality and reliability

· In production efficiencies

· In breadth of line and/or options

In marketing, our most powerful assets are product quality, and _______.

In category/share leadership, our most powerful assets are our channel dominance, and _______.

In segmentation….

In distribution….

In pricing….

In awareness/image….

In the corporate arena, our company is supported by _____

What are the corporate strengths?

· Size

· Financial resources

· People resources

· Reputation

· Business Relationships (expand on this in the Business Relationships section)

Weaknesses.

There is /are _____ handicaps inherent in our product, financing, manufacturing or ______.

The only notable marketplace disadvantages are ____ and those are because _____ (explanation).

By ______ (year) we should be able to position ourselves in order to _____ (improve product, financing, etc) and thereby reduce these weaknesses considerably.

Corporate weaknesses, at this time, consist only of _____. However we are taking steps to ____ which we feel should alleviate this problem.

Opportunities.

The upside potential for ____ and ____ (our products) in ___ (each of the currently addressed markets) over the next two years is _____.

Based on ____ (existing conditions), introduce in the Situation Audit and SWOT analysis it is apparent that _____ (justify potential with logical rationale).

Be sure to note opportunities you have not yet begun to exploit.

A new application altogether for this product would be tapping ______ markets.

Further opportunity for our product exists in ______ market(s).

Can the current line of products/services and technological capabilities be leveraged effectively? What is the estimated cost of entry, time frame, and attendant risk? Justify your estimates and strategy.

Still another possibility for development involves _______.

(e.g., alternative distribution, technology licensing, creating upmarket / downmarket brands, etc.)

Threats / Competition.

Environmental threats (declining markets, trade barriers, consumer trends, changing economy) include _______.

Other known threats include potential increased competition from ___.

· Look in the industrial directories at your university and local library, and on the Internet.

· Read industry magazines, journals, and newspapers, look at the ads.

· Let your fingers do the looking in the telephone book’s business pages.

However, our Company’s product(s) offer better ____ (outcomes like cleanliness, energy use, etc.) in _____ situations.

Competitive threats today come from _____ (other companies, industries, new/entrenched technologies, foreign countries), and ____.

Our Company’s products perform in virtually all situations where _____ (your uniqueness, benefits, or customers are likely to be).

The ability to ____ (what it can do) is unique to this product, and our research indicates that its performance is superior and maintainability better to anything else on the market today.

In all comparisons, our Company’s products provide more features and have superior performance than competitive products. In most cases, the number of differences are substantial. A complete technical comparison is available.

Summarize highlights here, then put all comparisons and test results in the Appendix.

Competitive Product(s).

Companies that compete in this market are ____, ____ and ____. All companies mentioned charge competitive prices. (List examples)

Company XYZ’s competitive product does not provide the same capabilities in a situation where ______ (describe circumstances).

This is the only way on which our product and Company XYZ’s product compete (spell out situation).

Our competition (name the companies that are a threat) advertises in ___, ____ and ____ publications (name the journals, newspapers, etc) and on local and/or national radio and television (name the stations and the frequency), as well as banner ads in sites such as _________ (list URLs).

Discuss results – if they advertise consistently/continuously, it must be working for them. What is the cost of their advertising? Can you suggest better ways to publicize your products/services at competitive or lower costs?

Companies providing competitive products/services in our chosen market area are _____, _____ and _____. Company XYZ is the greatest threat because ____________________ (give reasons).

Our other competitors’ products only operate in a _______ (limited geographical, seasonal, market segment, distribution channel, etc.) way.

There is a part of our market segment ____ (name it) is not shared with any competitors. Competition does exist, however, in the ____ (industries, countries, segments). Competitors in this area are ______, _______ and _______.

· Be sure to do a reasonably accurate job of due diligence and analysis on the threats and competition.

· False, misleading or incomplete information here translates as dishonesty and negligence, from the perspective of investors, bankers, etc

· Do not delude yourself (or your investors) regarding the current or future potential threats from your competition. Never say, “We have no competition.”

Competitive Roundup. 

The following chart illustrates how our Company’s product compares to the competition in several different key areas.

You can evaluate the competition using the following or similar table.  For each line, enter only the relevant columns.

Competitive Round-up – Company






Size

Growth
Capitalization

Product



____

____

____

Company



____

____

_____

Estimated ____(year) Sales (000)
$

Estimated Share of Market
%

Estimated Advertising Budget $

Rank: 1=Weak to 5=Strong

Product Line


____

____

____


Quality

Technology

Advertising Effectiveness

Sales Force Excellence

Distribution

Manufacturing Efficiency

Standing in industry

Future Potential

Seriousness of Competition

Number of Employees

Greatest Strength

Key Weakness

Competitive Round-up – Product





Inferior
Equal

Superior





____

____

____

Price 

Size

Capacity

Usage

Installation

Range

Appearance

Quality

Design

Technology

Observations and Conclusions.

It appears, from the above information, that ______________

· Are there market niche opportunities you have over looked?

· Are our resources being deployed against the most serious threats?

Place competitors’ advertisements and brochures in the Appendix.

Operating and control systems

This section includes plant location, type of facilities needed, space requirements and the systems established to control both the manufacturing (production) process, and the control of financial matters.

Resources/Constraints or Situation Audit. Assess your current situation and requirements as regards resources (available human, physical and financial capital) and constraints (management, financial, environmental, political, government regulations, laws, codes, taxes, permits, fees, cost of monies, etc.).

Risk. Include a comprehensive discussion of the elements of risk involved in the venture. Example: What are the health and safety risks involved in the use and maintenance of the product? Will insurance adequately cover the liability and the costs? Also include anticipated risk to potential investors.

Growth plan. No business can be a one-product enterprise. You must show where your firm is going after the current products and services are superseded or otherwise lose their marketability. This includes capital needs in the future.
Financial Plan

Financial Strategy. In this section you will explain sources and use of funding proceeds, including: 

· Personal invested capital

· Venture capital

· Bank and other debt capital

· Estimated expenditures on 

· R&D

· Manufacturing

· Marketing

· Capital equipment and facilities

· Salaries for key management personnel

· Contract obligations and leases

· Blue- and white-collar personnel costs - pay and benefits

· Estimated taxes, overhead, insurances, and 

· Emergency or contingency funds.

Financial Projections. According to Professor William A. Sahlman, "Spreadsheets (seem to) contain an innate virus, which turns normally sensible businesspeople into wildly optimistic, nonsensical maniacs."  Most business plan financial projections are too optimistic. Empirical studies have shown that fewer than 5% of start-up ventures' projections reach their target. The other 95% fall short, generally by a wide margin.

The purpose of the financial plan is to indicate the venture's potential, and to present a timetable for financial viability. By far, the second most important aspect of the business plan financial projection is the level of sales representing the break/even point. By far the most important issue is at what date the venture cash flow turns positive. Everything else is detail.

Also of importance is a sensitivity analysis. What would happen for example, if sales were 20% lower than anticipated? Or if a powerful competitor were to enter the market unexpectedly?

Key elements of the plan and projections are the Balance Sheet, Profit and Loss (P&L) Statement, and the Cash Flow Statement. Here are the key features of your presentation of the firm’s Profit and Loss Statement and Projections:

· Sales forecasts are used to project the P&L up to three years in advance.

· All underlying assumptions are fully explained.

· Risks are fully investigated and explained.

· Sensitivity analysis uses a best case, worst case and most likely case scenario.

Using the P&L, an enterprise Break-Even Point (B/E) and cash flow analysis are calculated.  The Balance Sheet (B/S) is prepared semi-annually in the first year, and annually thereafter for three years.

Cash Flow Analysis should include your plan for a “reserve cash” minimum that guards against the worst-case scenario. In the cash flow analysis:
· Project cash flows monthly for the first twelve months and quarterly thereafter.

· Discuss and justify the assumptions.

· Perform a sensitivity analysis in line with the P&L sensitivity analysis.

Ratio Analysis helps give investors the full picture of your plan.  Use these formulae:

Profit Ratios


Profit to Sales = Net Operating Income / Yearly Gross Sales


Profit on Net Worth = Net Operating Income / Total Equity


Return on Total Capital Employed = Net Operating Income / Total Assets

Current Position or Liquidity Ratios


Current Ratio = Current Assets / Current Liabilities


Acid Test Ratio = Cash and Equivalents / Current Liabilities


Accounts Receivable to Sales = Accounts Receivable / Yearly Gross Sales


Inventory Ratio = Cost of Goods Sold / Inventory

Capital Structure Ratios


Fixed Asset to Net Worth = Fixed Assets / Total Equity


Total Debt to Net Worth = Total Liabilities / Total Equity

Operating Activity Ratios


Sales to Net Worth = Yearly Gross Sales / Total Equity


Sales to Total Assets = Yearly Gross Sales / Total Assets

Conclusions and Summary

Your business plan has painted a picture of the future of your enterprise.  In a few words, what does it imply for your investors?

Based on the analyses shown in this plan, the management team is confident that the firm will be a dominant player in the  ______________ segment of the _______industry within ___ years, enjoying annual revenues of $_______ on costs of $_______.

We offer a ___% share in the firm for an investment of $_____, divided over several tranches as specified in this plan’s financial section.  

Investors will realize a ___% return, realized at a date only ____ months from funding.  Alternative exit strategies make New Enterprise Corp. a particularly attractive investment.

End Notes or References and Bibliography
Give the full bibliographic information for any published market research reports, scientific papers, and corporate white papers you might have cited in the body of the plan.

Appendices

The appendices should include all other items that are important to establishing the soundness and currency of the business plan:
· Information required to support the major points in the business plan.

· Résumés (CVs) of key management and technical personnel.

· Data supporting the firm’s ability to meet sales goals:

· Actual orders

· Personally known prospective key accounts

· Potential customers

· Everything needed to help readers understand the background of your plan and the basis for your thinking, rationale and projections.

Other items that might be included in the appendices are:

	· Pricing of product line or service
	· Equipment in inventory

	· Market Survey Data
	· Drawings

	· Advertising program
	· Agreements

	· Patents, patents pending, and/or letter from patent attorney stating likelihood of patent application being accepted.
	· Articles/Publicity


An appendix is a good place to put more detailed financial projections:

	· Profit and Loss statement
	· Summary of all Disbursement Spreadsheets

	· 5 year Market Projection
	· 5 year Projected Income Statement

	· 18 month Disbursement Schedule
	· Sales Forecasts for Year ______ (year)

	· Advertising & Promotion Disbursement Schedule
	· OEM and Maintenance Revenue Forecast

	· Staff and Equipment Disbursement Schedule
	· New Sales Revenue Forecast

	· Research and Development Disbursement Schedule
	· Other Revenue Forecast

	· Increased Expenses Disbursement Schedule
	· Summary of all Revenue Forecast


ABOUT SECRECY

Notably absent from the business plan is a nondisclosure agreement (“NDA”) preventing the investor from telling others about your innovation.  As a general rule – though everything is negotiable! – venture capitalists will not sign NDAs.  They argue that were they to squander their reputations by spilling one entrepreneur’s secrets, no other entrepreneurs would send business plans to them.  Whether you find this argument sound or not, these investors are often the only game in town – your only source for needed capital – and you may need to gamble on their veracity. Keep in mind that unlike physicians and lawyers, VCs have no professional board that can “disbar” them for violating client confidentiality.

A complete business plan has to describe the new company’s “secret sauce,” the core of the innovation that gives the start-up its unique advantage. (The business plan does not, however, have to include detailed technical specifications, CAD/CAM files, or the like.  The investor who likes your plan will have consultants or associates exercise “due diligence” before finalizing the investment, and technical details should be revealed at that time.) By clearly identifying the section of the b-plan describing your secret sauce, you will remind the investor that special discretion is indicated.
SUMMARY AND CONCLUSIONS

Entrepreneurship is not football; investors are not interested in “level playing fields” or “fair play.”  They want to see, in the business plan, that the entrepreneur has tilted the playing field in his or her favor, creating (as a common VC term has it) an unfair advantage. Your unfair (but legal!) advantage may lie in your technology, your organizational design and management talent, a new marketing channel, a new financing mechanism, or a new factory procedure.  Make sure your business plan emphasizes this advantage.
Your business plan is a very important and hard-to-write document. There is no “cook-book” for putting an instant business plan together. There are a large number of books, monographs, articles, and software programs that outline a number of aspects of the developing of business plans. This chapter has brought together the major common threads of the views of these sources concerning business plans. As you write your own successful business plan, you should adhere to the chapter’s principles even as you seek out and examine still more views.

QUESTIONS FOR DISCUSSION

1. Investors are wary of entrepreneurs who just “trace a hockey stick” (draw a seemingly arbitrary exponential curve) and present it as a financial forecast.  What kinds of supporting arguments can an entrepreneur add to a financial forecast, to clearly show that the forecast is based on logic, evidence, and realistic reasoning?

2. In what ways are the entrepreneur’s interests different from the investor’s?  How can the entrepreneur protect him/herself while maintaining a constructive relationship with the investor?

3. How can an entrepreneur identify his or her personality-based “blind spots” as regards identifying risks?  What steps should the writer of a business plan take to ensure a realistic identification and measurement of all pertinent risks?
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