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Beginning

Section I, “Starting the Process,” shows how to organize your plan-
ning activities, clarify your business concept, and gather the data you
need. The chapters in this section give you insight into the practical
details that will make your plan more compelling to future readers,
particularly potential funding sources.

The Parts of a Business Plan

Section II, “Business Plan Components,” clarifies the standard sec-
tions comprising a business plan and provides you with detailed infor-
mation on each. You do not need to work through this section in any
particular order; however, you will most likely find it helpful to identi-
fy your target market (Chapter 7) and competition (Chapter 8) before
describing your marketing strategy (Chapter 9).

After Your Plan Is Completed

Section III, “Putting the Plan to Work,” describes how you can use
your completed business plan to meet your particular needs. It pro-
vides advice for existing and large corporations on the use of the plan
for internal purposes, and gives specialized information for retail,
manufacturing, and service businesses. But perhaps most importantly,
this section tells you how to organize and conduct your search for
financing. If you are looking for money for your business, you will
find this section particularly beneficial.

Reference Materials

Additional information is provided at the end of this book to give you
greater resources and knowledge in your planning process. You will
also find a glossary of commonly used business terms.

Worksheets and Forms
Four kinds of worksheets and forms. described below, are used
throughout this guide.

General Worksheets

Use these worksheets to do your internal planning and gather and coor-
dinate the information you will use in your completed plan. The infor-
mation on these worksheets is not necessarily included in the plan itself.

Plan Preparation Forms

These forms help you outline the information you will include in your
completed business plan document. To complete these forms, synthe-
size the information you have recorded on the general worksheets. If
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showing that the concept has been rigorously assessed and that the
entreprencur has carefully thought through the issues for steps neces-
sary to take the idea and fashion it into a successful company.

At Kleiner, Perkins, Caufield, & Byers, the venture capital firm I co-
founded in 1972, we had a diligent system of evaluating business
plans. A plan had to stand up to the most exacting scrutiny and tough-
est standards. Most plans, of course, never made it past the initial
screening phases. Only the most interesting and well-conceived plans
warranted the allocation of resources necessary for a more thorough
examination. From that group, we narrowed our selection down even
further, spending a great deal of time investigating each plan’s merits.
Finally, before deciding to invest in a company, part of the staff would
serve as “devil’s advocate,” suggesting all the pitfalls. Only the plans
that made it through that process were considered for final funding.

In this book, Rhonda Abrams has given you the tools you need to cre-
ate a successful business plan. Working with Rhonda over the years.
[’ve developed a strong appreciation and respect for her grasp of the
business planning process. We have had many sessions evaluating what
it takes to make a successful company, and ['ve seen her take what I've
shared with her about long-term and strategic planning and expand
upon that knowledge, bringing to bear her own experience with clients
and her intelligent, practical approach to the entrepreneurial process.

Eugene Kleiner



Introduction

It you don't know where you are going,
how will you know when you are lost?

Why Are You Developing a Business Plan?

Quite possibly, you are developing a business plan because someone
else wants you to do so. Perhaps the bank is requiring a business plan
before granting you a loan. Or an investor or venture capitalist needs
one to decide whether to finance your business. Maybe your attorney
or accountant said you must have one, or your company president
requires a strategic plan for your new division.

Reasons enough. But entrepreneurs are self-motivated people, used
to setting their own goals and determining their own tasks. They
undertake endeavors not merely to please others, but because they
understand ihe importance of an activity in reaching their overall
objectives.

Creating a business plan only as a response to an external request
makes the process seem like a burden instead of an opportunity.

What a Business Plan — and this Book — Can Do for You

As you start developing your business plan, keep in mind that the
greatest beneficiary of this project is not your banker, investor, or
accountant — it’s you. A complete, thoughtful business plan is per-
haps the best tool you can have to help you reach your own long-

term goals.

“With the first edition of

your plan, you shouldn’t
even think about getting
money. Use the plan-
ning process to decide
if the business is really
as good as you think it
is. Ask yourself if you
really want to spend five
years of your life doing
this. Remember, that’s
about 10% of your
active working life, so
seriously examine
whether the enterprise
could really be worth-
while to you.”

Eugene Kleiner
Venture Capitalist
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“The intensity in football

incorporates, in one
season, what a corpo-
ration must have over
five years or so. You
deal with people under
stress; performance is
measured by the bot-
tom line; success is
what the group accom-
plishes. To succeed,
you must set goals,
define roles, recognize
excellence, acknowl-
edge failure, recover
from disappointment,
and stay abreast of the
competition. You must
always be evolving sys-
tematically. improving
the mechanisms for
developing progress,
and bring along
younger players.”

Bill Walsh

Former Coach and
President, S.F. 49ers

Whether your business is large or small, a startup or long established,

developing a business plan enables you to:

= Make the crucial business decisions that focus your activities and
Maximize your resources.

= Understand the financial aspects of your business. including cash
flow and break-even requirements.

= Gather crucial industry and marketing information.

= Anticipate and avoid obstacles your business is likely to encounter.

= Set specific goals and measurements to assess progress over time.

= Expand in new and increasingly profitable directions.

= Be more persuasive to funding sources.

Remember that when you start or expand a business, more than your
money and time are at stake:; you risk your dreams as well. A good
business plan helps you realize your dreams.

Insiders’ Secrets

Wouldn't it be nice to have an opportunity to learn directly from those
who deal with business plans professionally? Bankers, chief executive
officers. and venture capitalists all review business plans frequently
and know what goes into a strong and compelling plan.

To enable you to gain the benefit of these experts’” knowledge, some of
the most successful and well-respected business leaders were inter-
viewed for this book. Their views on every aspect of business plans
were sought. and they shared their insider views and advice.

They were asked for their secrets — how to create a business plan that
stands out from the pack: and for their strategies — how to develop a
business that is successful and profitable over time. You can now put
these secrets and strategies to work for yourself.

What They’ll Teil You

This book addresses your real-life concerns; it is far more than just a
textbook description of what a business plan should be. You will learn
from a venture capitalist whose firm funded companies such as Ross
Stores and Avia Shoes what must go into a retai! operation to make it a
likely candidate for venture capital. The President of See’s Candies
tells how his company manages to keep costs down and quality up
through constant inventory control.

Champion manager Bill Walsh shares his advice on how to deal with
competition. And owners of smaller businesses let you know the steps
they took to get their companies started. This is practical information
that will make a ditference in the quality of your business plan and the
success of your business.



A Roadmap to Success

A business plan is essentially a map to your targeted destination. Ideally,
1t gets you from your starting point to your goal: from your basic busi-
ness concept to a healthy, successful business. It gives you a clear idea
of the obstacles that lie ahead, and points out alternate routes.

Many people view the business planning process as a chore; in fact, it is
an opportunity. While creating your business plan, you have the chance
to 1) Learn about your industry and market; 2) Gain control over your
business; and 3) Obtain a competitive edge.

Learning Your Industry and Market

One of the major benefits you'll receive from developing a business
plan is getting to know your industry and market thoroughly. Even a
small amount of information in this area can make a difference.

For example, one new entrepreneur, in the course of developing a
business plan for his print and frame shop, learned that his target cus-
tomers, middle-class women in the age range of 28 to 45, preferred
Impressionist paintings and the colors blue and mauve. As a result, he
chose a well-known Impressionist work as his company logo, and he
always keeps a blue or mauve print in his window. This entreprencur
learned about his market and acted on what he learned. Business is
booming.

Getting Control of Your Business

The business plan process also helps you, as the person most responsi-
ble for the growth of your company. gain more control over both the
short-term and long-term progress of your business.

While developing your business plan. you'll increase your understand-
ing of the many forces that have an impact on your company’s success,
which in turn will give you a stronger sense of control. A business plan
provides mechanisms to enhance your management in these areas:

= Marketing. By developing a marketing plan based on a well-defined
target market and evaluation of your industry and competition.

= Qperations. By cvaluating and establishing the procedures, labor
deployment, and work flow necessary to run your business from
day to day.

= Finances. By realistically projecting cash flow, income and expense,
break-even points, and by creating channels of information to keep
you fully informed of your financial picture.

= Long-Term Development. By sctting specific goals and objectives:
identifying milestones: devising an exit plan, if appropriate: and
dewermining how your company will be positioned to respond to
both internal and external changes.

Introduction xxvii

“Strategic planning is
pait of the ongoing
management job. The
plan itself is only a
snapshot; planning
should be going on all
the time. And it’s not
enough to just have
planning at the top, each
division should have the
resources to do its own
planning.”

George James
Sr. V.P. & CFO
Levi Strauss & Co.

“It’s easy to sitin an
office and think up a
brilliant strategy, but
you have to be able to
execute it. The deciding
factor of a plan is really
whether it's able to be
executed. We kept look-
ing for what we could
do, rather than what we
wanted to do.”

Larry Leigon
President, Ariel Vineyards
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Obtaining a Competitive Edge

By evaluating and refining your business concept through the planning
process, you will be far more effective when you attempt to convey
your message to your target market. Your message will be clearer, and
customers will be better able to distinguish your company from the
competition. Evaluating your competition and your company’s
strengths and weaknesses provides you with a better sense of how to
position your company in relation to competitors. Focus and consis-
tency give you a competitive edge.

Why Preliminary Plans Don’t Do the Job

It may be tempting to consider developing only a preliminary plan or
“concept paper” to circulate to potential funding sources before making
the effort to develop a complete business plan. The presumption is that
through this abbreviated process, you can determine whether funders
are likely to support your business concept and, if not, you can save the
time it takes to create a full-tledged business plan.

This is not a good idea. Preliminary plans are not a realistic way to
determine whether your business can succeed in securing financing, and
they can hurt your subsequent etforts to obtain funding.

Sending a preliminary plan (which by its very nature is incomplete
and raises unanswered questions) may leave the impression that you
are not a careful planner and your business concept is flawed. It will
most likely reduce your chances of having a subsequent complete plan
examined fairly, if at all. The funder will just remember, “Oh yes, 1
looked at that. It had a lot of problems.” Remember, you have only
one chance to make a good first impression.

Moreover. the process of sending a plan, even a preliminary one. and
receiving an answer takes a great deal of time; you may wait weeks,
or even months, for a funder to respond. You may have to use valu-
able contacts to get your plan into the hands of the right investor, so
you should ensure he or she will see you and your business in the
best possible light.

A Good Business Plan Gan Take You to the Top

A good business plan for a sound business concept helps you achieve
your business goals. It saves you money and time by focusing your
business activities, giving you more control over your finances, mar-
keting, and daily operations, and helps you raise the capital you need.
Virtually no other endeavor propels you as far forward in your enter-
prise as building your business plan. The process is challenging. cre-
ative, and rewarding. It may even be fun!
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“We were clear on our
basic concept: to bring
collective buying power
to independent small
businesses. We realized
that independent busi-
nesses were doing a
better job serving their
customers than chain

- store operations, but

i they lacked the buying

| power of large compa-

| nies. My father had

| experience setting up

distribution centers as

the founder of FedMart,

a discount department

Store chain, and we per-

ceived that if we could

bring the distribution

center concept to inde-

pendent businesses, it

would give them signifi-

| cant financial advan-
tages.”

| Robert Price
Chairman of the Board
| The Price Club

“When starting on a new
project, we always keep
the negatives in mind.
We don't try to sell our-
selves.”

Charles Huggins
President, See’s Candies

Edison recognized this fact when he said, “Anything that won’t sell, |
don’t want to invent.”

Typically, entrepreneurs get their original business inspiration from
one of four sources: 1) previous work experience; 2) education or
training; 3) hobbies, talents, or other personal interests; or 4) recogni-
tion of an unanswered need. Occasionally, the impetus will come {rom
the business experience of a relative or friend.

As you refine your business concept, keep in mind that successful
businesses incorporate at least one of these elements:

= Something New. This could be a new product, service, feature, or
technology. An example of something new was the fax machine.

= Something Better. The something-better element encompasses a bet-
ter service, lower prices, greater reliability, or increased conve-
nience. Disposable diapers were one such product.

= An Underserved or New Market. Most often this is an unaddressed
niche market, an unserved location, or a market for which there is a
greater demand than competitors can currently satisty. Publishers of
guidebooks for computer software recognized a niche market.

= Increased Integration. This situation occurs when a single product is
both manufactured and sold by the same company, or when a com-
pany offers more services or products in one location. An example
of increasing integration was the one-hour photo shop.

Your business should incorporate at least one of these factors — more
than one if possible. Ideally, you can bring a new or better product or
service to an identifiable but underserved market. For example, com-
puter companies opened a new market of small businesses by utilizing
technology to make less expensive, less complicated laser printers.

Evaluate the ways your business concept addresses the four elements
described above. If your concept isn’t strong in at least one of them,
assess whether your company will truly be competitive. The Basic
Business Concept worksheet on the opposite page helps you evaluate
the strengths and weaknesses of your basic business idea.

Understanding the Market

It is not enough to have a great idea or new invention as the basis of
your business: you must also have a market that is sufficiently large,
accessible, and responsive. If you can’t reach your market, or it isn’t
ready for you, your business will fail. Consider the automatic teller
machine (ATM) now seen on virtually every street corner. It was
invented more than 10 years before it became popular, but the company
that initially marketed the ATM was unsuccessful — people weren't
yet willing to trust their banking to machines.
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“The main thing is to
keep going back and
talking to the people
who actually use what
you're making. See if
what you’re making is
truly helpful to your cus-
tomers.”

Larry Leigon
President, Ariel Vineyards

“The planning process
starts from the ground
level. It begins with the
sales force, estimating
sales by product line.
Then we develop a man-
ufacturing and market-
ing plan to achieve
those sales. The corpo-
rate office defines cer-
tain assumptions about
the economic condi-
tions, but a division is
free to challenge those
assumptions if they can
make a case. The plan is
vital, and bonuses are
based on how perfor-
mance meets or exceeds
the plan.”

George James

St VP &CFO

Levi Strauss & Co.

Market readiness is one of the most difficult and most unpredictable
aspects to measure when examining your market. That is why compa-
nies spend substantial amounts of money on market rescarch before
launching a product.

Even if you are not creating an entirely new product or service. you
should attempt to determine if your market is ready for you. For
instance, if you are opening a flower shop in a neighborhood where
none currently exists, what indications are there that the neighborhood
residents are interested in buying flowers? Do they currently purchase
flowers at a nearby supermarket? Does the national demographic data
on flower purchasers coincide with neighborhood demographics? Per-
haps you should conduct a survey of the neighborhood’s residents,
asking about their flower-buying habits and preferences.

You may not have the funds to undertake extensive market research,
but even a small amount of analysis can help you gauge the receptivity
of a particular market to your idea.

In addition to market readiness. key market factors such as demo-
graphics, size of market, and price points must be analyzed. As you
develop your business plan, these factors will influence your choice of
marketing strategy and help you make realistic financial projections.
Methods of conducting market research and evaluation in a practical,
economical fashion are discussed in chapters 2 and 7.

When gathering information for your business plan, spend consider-
able time learning about your market. The more thoroughly you
understand the various factors that affect your market, the more likely
you are to succeed.

Industry Health

Your business does not operate in a vacuum: generally, your company
is subject to the same conditions that affect your overall industry. If
consumer spending declines and retail industries as a whole suffer,
there’s a good chance your neighborhood boutique will also experi-
ence poor sales.

As you develop your plan, you need to respond to the industry-wide
factors that will affect your own company’s performance. While it is
certainly possible to make money in an industry that is experiencing
hard times, you can only do so if you make a conscious eftort to posi-
tion your company appropriately. For example. if you are in the con-
struction business and the number of new-home starts is down. you
may want to target the remodeling market rather than the new-home
construction market.

It is also harder to raise money to start or expand businesses in trou-
bled industries. Even though opportunities exist in such fields.



investors and bankers are concerned about the increased risk a new
enterprise faces in entering an unhealthy industry. Conversely, if your
business is in a healthy and expanding industry, investors are likely to
be more receptive.

If you are seeking outside funds, your business plan must reassure
investors or bankers that you understand the industry factors affecting
your company’s health and that you have taken those factors into con-
sideration when developing your business strategy.

Capabie Management

Perhaps more than any other factor, competent management stands out
as the most important ingredient in business success. The people you
place in key positions are crucial in determining the health and viabili-
ty of your business. Moreover, their apparent experience and skills
often determine whether your business plan is acted upon favorably by
investors or banks.

Because of the significance of management to business success, many
venture capital firms place the single greatest emphasis on this factor
when deciding on their investments, and they review the management
section of a business plan with special scrutiny. Your business plan
must inspire confidence in the capabilities of your management.
Before submitting your business plan to investors, conduct your own
analysis of your management team. Evaluate each individual (and
yourself) to see if he or she fits the profile of a successful manager.
Some of the traits shared by successful managers are:
= Experience. They have a long work history in their company’s indus-
try and/or they have a solid management background that translates
well to the specifics of any business in which they become involved.
= Realism. They understand the many needs and challenges of their
business and honestly assess their own limitations. They recognize
the need for careful planning and hard work.
= Flexibility. They know things go wrong or change over time, and
they are able to adapt without losing focus.
= Ability to Work Well with People. They are leaders and motivators with
the patience necessary to deal with a variety of people. They may be
demanding, but they are fair.

In developing your own business plan, determine whether key mem-
bers of your management team possess these characteristics. If not,
perhaps you can increase training, add staff, or take other measures
to enhance your management’s effectiveness. For instance, if you have
little or no experience in your chosen field, perhaps you should first
take a job with an existing company in that field before opening your
own business.

Chapter 1: The Successful Business

' “Before planning my own

restaurant, | went to
work at my friend’s
restaurant. I learned
about inventory control,
personnel, and financial
management. It's
invaluable to get real-life
experience before start-
ing your own business.”

Martha Johnson
Owner, Suppers
Restaurant
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“We don’t just want to
make secure loans; we
want to make good
loans. A good loan is a
loan with a high proba-
bility of being repaid
from the primary source,
such as the business,
without interrupting the
lifestyle of the borrower.
Collateral makes a loan
‘safe,” not necessarily
good. It's not fair to
make a loan if the collat-
eral is good if the busi-

| ness plan is shaky.
We're not interested in
getting people’s homes,
we’re interested in suc-
cessful businesses.”

- Robert Mahoney

. Executive Director
New England Corporate
Banking, Bank of Boston

| “What tips me off that a
business will be suc-

| cessful is that they have

| a narrow focus of what

| they want to do, and
they plan a sufficient
amount of effort and
money to do it. Focus is
essential; there can be
the possibility of the
business branching out
later, but the first phase
of a company should be
quite narrowly defined.”

Eugene Kleiner
Venture Capitalist

Financial Control

Key to any business is how it handles money. Not fully anticipating
start-up costs can immediately place impossible pressures on a new
business. Inadequate cash-flow management can bring down even a
seemingly thriving business.

As you develop your business plan, make sure you have the informa-
tion to understand your financial picture on an ongoing basis. What
does it take to open your doors each month? Where is your real profit
center? How much expansion do you need to maintain growth? What
are the hidden costs of marketing your company? What are the conse-
quences of your credit policies?

Build in mechanisms to keep you continually informed as your busi-
ness develops. It is easier to establish good financial procedures right
from the start than to wait until you face a financial crisis. How fre-
quently will you do your billing? What kind of credit policies will
your business follow? How will you keep informed on inventory?

Make certain you receive detailed financial statements at least month-
ly and that you understand them thoroughly. Examine financial reports
for any deviations from your plan or any indications of impending
cash-flow problems.

Controlling and understanding your finances makes decisions easier.
And you’ll sleep better at night.

Consistent Business Focus

An often overlooked but crucial factor for a successful business is the
necessity of developing a clear, consistent focus. All too often, busi-
nesses fail because management loses sight of the central character of
the enterprise.

Understanding the basic goals and nature of your company will enable
you to maximize the use of your resources, motivate your employees,
and develop a competitive edge.

To clarify your company’s focus, as part of the business plan process
you should define a Statement of Mission (or Mission Statement).
This Mission Statement should guide your company’s short-term
activities and long-term strategy, position your marketing, and influ-
ence your internal policies. Such a Mission Statement, however, can-
not be developed until you have conducted your basic industry and
market research.

Distinguishing Yourself from Your Competition

In putting together your Statement of Mission (a worksheet to help
you do this is included in Chapter 5, “Company Description™), keep in
mind the overall goal of your company. Different companies may be



selling a similar product, but each may have a very different sense of
what its business is really all about.

For example, suppose four companies are making jeans. Company A
defines itself as selling work clothes: Company B sees itself as a
sportswear manufacturer; and Company C defines itself as being in
the business of selling youth and sex appeal. But Company D has
never clarified its mission — it just sells jeans.

These different self-concepts will greatly affect the way each company
markets itself, what subsequent products it develops. even the employ-
ees it hires. The first three companies may succeed and rarely be in
competition with one another. But Company D, which misses the big
picture, is almost certain to fail over time, as it flounders in its
attempts to compete with all of the other, more focused companies.

Developing a Company Style

The second aspect of company focus is the development of a company
style or corporate culture; you should give serious consideration to
your company’s style as you develop your business plan. By creating a
consistent style that permeates every aspect of your enterprise. from
the design of your stationery to personnel policies, you give your cus-
tomers and employees a sense of trust in your company.

Imagine two different restaurants on the same street, both with basi-
cally the same business mission: providing good, fast food, priced at
only a few dollars a meal.

The first restaurant is a national burger chain. Its style is characterized
by consistency, cleanliness, and impersonal friendliness. A strong cor-
porate image is important, which is reinforced through the restaurant’s
decor, the food’s packaging, and the employees’ uniforms. The meals
are prepared by standardized routines, and every customer is given the
same greeting.

The second restaurant is a diner. Management characterizes 1ts corpo-
rate culture as that of a friendly neighbor. To help make sure that
employees know customers’ names and food preferences, manage-
ment aims to retain employees for many years. A bulletin board fea-
tures notices of local events. This restaurant’s target market is the
neighborhood regulars who know they will feel at home there.

With a strong company style, each restaurant clearly distinguishes
itself from its competitors and gives its target customers a clear under-
standing of what to expect.

Every business, even a nonretail company, needs to consider its style
as it relates to the company’s overall mission, and then infuse that
style into virtually all aspects of its undertakings.

Chapter 1: The Successful Business 7

“Each year we select a
‘theme’ for the year and
a slogan suggested by
team members. Once a
year, we hold an anrivual
meeting of the entire
company, all team mem-
bers. At this meeting, the
president and senior
managers articulate the
goals and objectives for
the year. The entire plant
is shut down while we
hold this meeting. We
have seven areas in
which we define each
year's goals and objec-
tives: 1) quality; 2) cost
reduction; 3) human
resources, 4) corporate
citizenship; 5) communi-
cation; 6) quantity; and
7) material management.

Michael Damer
New United Motor
Manufacturing Inc.
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“We follow new develop-

ments in taste prefer-
ences, nutrition con-

| cerns, and interests in

new products. We're
always working to
develop our line. But we
have one basic philoso-
phy: We won't bring a
new product out until
it's as good as or better
than what we're
presently making and
we can be proud of it.
The most important
aspect of maintaining
the See’s mystique is
insuring quality. After
that, it is staying consis-
tent with our image
while developing new
products to respond to
market trends.”

Charles Huggins
President, See’s Candies

Anticipating Change

Change is inevitable, and the rate of change gets ever faster. As you
develop your business plan. anticipate that changes will occur affect-
ing your company and consider how you can respond appropriatety. A
company caught off guard by changing conditions is likely to fail.

In ptanning for change. keep in mind the kinds of conditions that can

affect your business future. They include:

= Technological Changes. It's impossible to predict the exact techno-
togical developments that will affect your industry, but you can be
sure that you will be faced by such changes. Even if you are making
old-fashioned, home-baked cookies, advancements in oven design
or food storage will place competitive pressures on your business.

= Sociological Changes. Demographic and lifestyle trends should be
evaluated in light of their potential influence on your business. In
the cookie business, for example, new information on nutrition may
influence the number and kind of cookies you sell. What sociologi-
cal factors make your company most vulnerabte? Don’t build a busi-
ness dependent on passing fads.

= Competitive Changes. New businesses start every day. How hard is it
for a new competitor to enter the market. and what are the barriers to
entry? Can you capture and hold sufficient market share to with-
stand new competition?

When developing your business plan, consider how your company
deals with these outside changes. Also anticipate major internal
changes, such as growth, the arrival or departure of key personnel, and
new product or service development.

No business is static. Planning a company responsive to change will
make the inevitable changes easier.

] A ,
Personal Satisfaction: The Four C’s

For start-up businesses, smaller enterprises, or businesses that are
heavily influenced by one or two key members of management, issues
of personal satisfaction can be a central clement in influencing long-
term success.

Thus, you must evaluate and consider your personal goals when decid-
ing upon the course of your business development. For most
entrepreneurs, these goals can be summed up by the Four C’s: Control.
Chaltenge, Creativity, and Cash.

Control
How much controt you need to exercise on a day-to-day basis helps deter-
mine how large your company can be. tf you are unwilling to delegate
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or share authority, your business should be designed to stay small.
Likewise, if you need a great deal of control over your time (because
of family or personal demands), a smaller business without rapid
expansion is more appropriate.

If your company is large, put mechanisms in place and structure man-
agement reporting systems to ensure that as the company grows, you
continue to have sufficient direction over developments to give you
personal satisfaction. Understand the nature of control your funders
will have and be certain you are comfortable with these arrangements.

Challenge

If you are starting or expanding a business, you are likely to be a prob-
lem-solver and risk-taker. enjoying the task of figuring out solutions to
problems or devising new projects.

It is important to recognize the extent of your need for new challenges
and develop positive means to meet this need; otherwise, you may
find yourself continually starting new projects that divert attention
from your company’s overall goals. As you plan your company, estab-
lish personal goals that not only provide you with sufficient stimula-
tion but advance the growth of your business.

Creativity

Entreprencurs want to leave their mark. Their companies are not only
a means of making a living, but a way of creating something that bears
their stamp. That's why many businesses carry the founder’s name.

As you develop your company, make certain it reflects your larger
values. You’ll want to shape your business so it is not just an instru-
ment for earning an income but a mechanism for maintaining cre-
ative stimulation and making a larger contribution to society. But
don’t overpersonalize your company, especially if it is large. Allow
room for others, particularly partners and key personnel. to share in the
creative process.

Cash

Understand how your personal financial goals have an impact on your
business plan. For instance, if you need substantial current income,
you may need investors so that you have sufficient cash to carry you
through the lean start-up time. You will most likely have to share equi-
ty. and the business must be devised for substantial profit potential to
reward those investors appropriately.

If your current income needs are less exacting, but you want larger
long-term financial rewards. you may be able to forego giving up a
piece of your company to investors and instead look for loans of
smaller amounts.

9
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“You don’t need a big
| market research survey
with lots of statistics.
You just have to show a
real need and that there
is a market that’s ready
or is not being properly
| served. Then you have
‘ to have an honest inno-
vation, not just a gim-
mick. You don't make
money just because you
want to make money.
You make money
because you supply a
needed and excellent
service or product.”

Eugene Kleiner
Venture Capitalist

of what happens in businesses similar to yours, as well as a better
understanding of your own company.

In this chapter, you will learn how to find and interpret the data you
need. You can then evaluate and refocus your concept in light of your
newly acquired information; a worksheet provided at the end of this
chapter will help you with this evaluation.

Only after you have compiled sufficient information and re-evaluated
your business concept should you begin to actually write your plan.
Follow the subsequent chapters of this book and complete the Plan
Preparation Forms to shape your plan into a compelling document.

Developing a business plan is much more of a business project than a
writing assignment. The process itself, as well as the document pro-
duced, can positively affect the success of your business. During the
everyday operation of your business, you do not have time to think
through the issues you examine while putting together your business
plan; the preparation process gives you a rare opportunity to enhance
your knowledge of how your company, market, and industry work.

Gathering Information

Knowledge 1s power. With accurate information at your fingertips,
you can make a persuasive presentation of your plan when meeting
with a banker, potential investor, or divisional president.

For example, after two partners thoroughly researched their plan for a
new flower shop, they presented their plan to a bank officer and were
initially viewed with doubt. But the two entrepreneurs had solid data
proving their numbers were right in line with national averages. They
turned skepticism into support and received their loan.

Take time to do your homework. Sufficient research prevents you from
including inaccurate information in your plan — a mistake that can keep
you from getting funded — and enables you to make informed decisions.

To begin your information-gathering efforts, start by checking the refer-
ence materials listed later in this chapter for general information about
each of the areas you’'ve identified in your Basic Business Concept
worksheet from Chapter 1. As you progress, focus your research on
more specific issues, compiling the information necessary to make
operational and financial decisions. Chapters 5 through 13 outline the
data you need to complete each section of your business plan, and in
some cases include suggestions of possible sources of such information.

How Much Information Is Enough?

Once you begin to gather the material you need, it is natural to feel
either overwhelmed with too much information or frustrated because
some data is proprietary and unavailable.



Don’t try to be exhaustive in your research efforts; it’s not necessary
or possible. You are merely looking for information that will answer
basic questions about your business. At the same time, your research
must be thorough enough to give you, and those reading your plan,
confidence that the answers are accurate and from reliable sources.

For example, if you are manufacturing dolls. you might identify your
target market as girls between the ages of four and ten. One of the
questions you need to address in your plan is “How large is the mar-
ket?” For this, you may have to consult only one source, the U.S. Cen-
sus Bureau, to find a reliable answer. However. other questions that
arise, such as “What are the trends in doll-buying habits?”, may
require consulting three or four industry sources or undertaking your
own market research to compile information you can trust.

Start Your Research by Asking Questions

Start your research process by making a general statement that is the
basis of your business (or one portion of your business). For example, if
you are planning on opening a dry cleaning establishment, the state-
ment might be. “There is a substantial need for a new dry cleaner to
serve the Laurelwood neighborhood.™

Next. make a hist of questions that logically follow from and challenge
that statement. Here are some questions you might then ask:

= How many dry cleaners now serve the neighborhood?

s How profitable are the current dry cleaners in the neighborhood?

s Are residents generally satisfied with the current dry cleaners?

= [s there more business than current dry cleaners can handle?

= What are the trends in the dry cleaning industry nationally?

s What are the demographic trends in Laurelwood?

s How do Laurelwood demographics relate to national dry cleaning
trends and statistics?

After formulating this list of questions. look for answers. You will
find some of your answers by consuluing reference material and trade
associations identified through a library or business development
center. Others will come through information from government agen-
cies. To get some answers, you will have to conduct your own market
research by talking to local merchants and residents, and watching
foot traffic at existing dry cleaners.

As you start the business plan process. use the Research Questions
worksheet on the next page to record the general questions you have at
this point and the issues you will investigate.

How much information you gather will be. to a large extent, a result of
your resources, both of time and money. 'f you are working on a business
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“In our planning, we try
. to get away from just
arithmetic projections,
and try to get to the
underlying issues. Plan-
ning is more than just a
numbers game.”

George James
Sr. V.P. & CFO
Levi Strauss & Co.






plan for a one-person business while concurrently holding down a
full-time job, you don’t need to compile the same amount of informa-
tion appropriate for a large corporation with a market research budget
and staft.

Sources of Information

It this is your first time conducting business research, you may be
surprised at just how much information exists. Mountains of statistics
and bookshelves of studies are available concerning virtually every
endeavor and activity of American life. Without difficulty, you can
find data revealirg the average purchase in a fast-food restaurant,
how many photocopying machines were sold last year, and the likely
number of new housing units that will be built in your community in
the coming year.

You can locate most of the general information you require from gov-
ernment sources, business publications. and trade associations. To find
more specific information relative to your particular business or indus-
try. you may have to undertake some market research.

In a limited number of cases, either when you lack the time to do the
research yourself, or are involved in a new industry or one in which
data is mostly proprietary, you may have to utilize paid sources of
information.

Main sources of general information are listed on the next page.
Sources of more particular information relating to costs. equipment, or
other specific areas of your business are listed in the appropriaie chap-
ters of this book.

Local Libraries

The best place to start your research is at the library. Ideally, you will
want to go to a library that is a depository of U.S. government docu-
ments. Most large urban and university libraries serve as such depos-
itories, and each Congressional District has at least two depository
libraries.

Choose the largest library convenient to you; the larger the library,
the more likely it is to have the business and industry publications
you need. Don’t be surprised if it takes you a full day at the library
just to begin your rescarch.

Review articles about your industry from business and trade publica-
tions, read any appropriate studies from trade organizations. and
examine government statistics that relate to your business. A large
library will have many of the articles and most of the government
statistics you need. but you will probably have to contact trade asso-
ciations directly to order their publications and studies.

Chapter 2: The Business Plan Process

“You need a detective-

like mentality to gather
information. You have to
know how to track down
experts, find key
sources. Eighty percent
of the information is
available from comput-
erized, on-line sources,
but the rest takes ola-
fashioned leg work.”

Christine Maxwell
President
Research on Demand

“Every major newspaper
has a research depart-
ment. This department
may have information
about shopping centers,
such as attendance and
demographic makeup of
shoppers. The state
Board of Equalization has
information on taxable
retail sales by location.”

Charles Huggins
President, See’s Candies
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U.S. Government Sources

The U.S. government is a voracious compiler of statistics, and you
can reap the benefits of its relentless appetite for numbers.

The single best source for locating government statistics is the Amer-
ican Statistics Index (ASI). which is published annually by the Con-
gressional Information Service of Bethesda, MD, with monthly sup-
plements. The AS/ provides an index to all the statistical publications
of the U.S. government in one handy location. It lists documents
from the U.S. Census Bureau, Current Industrial Reports (CIR), the
U.S. Bureau of Labor Statistics, and special studies by governmental
agencies.

You will find the ASI particularly helpful, not only because it contains
an index, but because its second volume, ASI Abstracts, briefly sum-
marizes the actual reports listed in AS/. Thus, you can avoid wasting
time trying to locate a document that may not contain information use-
ful to you.

U.S. Department of Commerce

The U.S. Industrial Outlook, published annually each January by the
U.S. Department of Commerce, provides a general economic outlook
by forecasting growth rates for the coming year and reporting on pro-
duction in the past year. You may find it a useful reference for anticipat-
ing trends in your industry.

U.S. Census Bureau

The U.S. Census Bureau publishes more than 100 Current Industrial
Reports on 5,000 manufactured products, accounting for 40% of all
goods manufactured in the United States. CIRs provide information
on production, shipping, inventories, consumption, and the number
of firms manufacturing each product. The U.S. Census Bureau also

publishes Economic Censuses and Related Statistics for a variety of

industries, such as retail trade. service, transportation, and manufac-
turing. These publications report on monthly sales figures and trends,
and information on sales by geographic area. zip code, and merchan-
dise line. The U.S. Census Bureau also offers an on-line database
called “Cendata.”

A source of industry information analyzed by geography, the U.S.
Census Bureau's County Business Patterns is useful in evaluating the
performance and trends of your industry in your target location. The
printed version of County Business Patterns includes listings for each
industry having more than 50 employees in an area, and a computer-
ized version has listings of every Standard Industrial Classification
(SIC) category with at least one employee.
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“To begin, | started by
talking to people. | went
to stores to see what
products were already
out there. | went to the
Fancy Food Show and
looked around for prod-
ucts similar to mine. |
called the city Health
Department to get
names of commercial
kitchens, so | could talk
to people who made
food products locally.
From these kitchens, |
got a lot of information
about what | would
need, as well as leads
for production facili-
ties.”

Deborah Mullis

Founder
D.A.M.E.’S Foods
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Most federal government publications can be ordered from:

Superintendent of Documents
U.S. Government Printing Office
Washington, D.C. 20402

(202) 783-3238

(202) 275-0019 (fax)

To gain access to government statistics by computer, contact:

Data User Services Division
Bureau of the Census
Washington, D.C. 20233
(301) 763-4100

(301) 763-4794 (fax)

In addition to the agencies listed above, check your state and local
agencies: these can be good sources of information specific to your
geographic market or regional industry. State sales tax receipts are a
good indicator of the health of your local economy. Local planning
department information regarding building permits indicates popula-
tion growth or stagnation.

Trade and Industry Sources

If you have a small business, you can locate many of the trade refer-
ences you need in the Small Business Sourcebook, published by Gale
Research of Detroit, M1. Although the Small Business Sourcebook is
limited to a relatively few types of businesses, with a strong orienta-
tion towards retail trade, if your business happens to be included,
you’ll find substantial information, well-organized for easy accessi-
bility. The book lists trade publications, industry associations, trade
shows and conventions, even venture capital firms and consultants
active in each business.

For bigger businesses or those not listed in the Small Business Source-
book, try Gale Research’s Encyvclopedia of Business Information
Sources. Arranged by industry, this guide lists trade associations and
major sources of statistical information, including databases, directo-
ries, and major publications in the field.

If you still need help finding information on your industry’s sources,
consult Gale's Encyclopedia of Associations or the National Trade
and Professional Associations of the United States, published by
Columbia Books of Washington, D.C. These two publications offer
information on more than 30,000 trade associations and also list the
major publications of such associations.



General Business Sources

The publications discussed in this section are available from most
libraries.

Standard & Poor’s Industry Surveys, while designed for investors, can
be a source of insight about your overall industry and major competi-
tors. The “Basic Analysis™ section gives overviews of trends and issues
in the industry. The remaining sections define some basic industry
terms, report the latest revenues and earnings of more than 1,000 com-
panies, and occasionally list major reference books and trade associa-
tions. When using Standard & Poor’s, consider the broad industry cate-
gory under which your business falls, for instance, “Retail” or “Tex-
tiles™ for an apparel or home furnishings store.

Predicasts F&S Forecasts provides an index to articles from more than
750 business and trade magazines. newspapers, financial publications,
and special reports. This index helps you find interesting and useful sto-
ries about new developments and products, mergers and acquisitions, and
general sociological and political issues that may affect your business.

Predicasts is divided into two sections: “Industries and Products™ and
“Companies.” “Industries and Products™ is arranged by Standard Industri-
al Classification (SIC), the number the government has assigned to identi-
fy each industry. You will find an alphabetical list of industries with their
SICs at the beginning of the book, and it will be useful for you to know
the SIC number of your business when referring to other documents.

When consulting Predicasts” “Industries and Products™ section, took for
citations for articles about your industry, product, sales, and market
demand. The front of this section includes an index of general econom-
ic subjects, including information about the economy. wages, popula-
tion, and other sociological factors. The “Companies™ section will help
you find articles about competitors or possible business customers.

Business Periodicals Index, published by H-W. Wilson Co. of Bronx.,
NY, is an index to articles in major business publications. It is
arranged alphabetically and is easier to use than Predicasts, but the
articles it refers you to are likely to contain fewer details.

Consumer’s Index, published by Pierian Press of Ann Arbor, MI, lists
articles evaluating products and services. This can help you in assess-
ing your competitive position. as the articles report what consumers
are saying about the products they use.

The Thomas Register, published by Thomas Publishing Company of
New York, NY, may be an invaluable source of information as you
develop your business. It’s a good place to identify suppliers, distribu-
tors, potential customers, or competitors. There are three sections to
the Thonmias Register: “Products and Services,” which lists companies
according (o their products; “Company Profile,” an alphabetical listing
of companies and their products: and “Catalog File.” which has copies

Chapter 2: The Business Plan Process 19

‘u

When starting on a new
project, we always keep
the negatives in mind.
We don't try to sell our-
selves.”

Charles Huggins
President, See’s Candies
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“To come up with projec-
tions of customer
turnover and sales, we
went around to restau-
rants in the neighbor-
hood and similar restau-
rants in the surrounding
communities. We
counted the customers
at different times
throughout the day and
timed them to see how
frequently tables turned
over. Then we knocked
those numbers way
down for our own con-
servative projections.”
Martha Johnson

Owner, Suppers
Restaurant

“The conventional ways

of gathering information
don't suffice anymore. It
used to be that you
could get enough infor-
mation from trade
shows, magazines, and
meetings with key peo-
ple. But there's so much
information out there
that if you don’t have
access to on-line
searching capabilities,
you can't be sure you're
getting all the informa-
tion you need.”

Christine Maxwell

President
Research on Demand

of company catalogs. The Thomas Register is particularly useful as
you develop the marketing and operations sections of your business
plan.

For nongovernmental statistics, refer to the Sraristical Reference Index
(SRI), published by Congressional Information Service of Bethesda,
MD. SRI indexes reports and statistical studies from major organiza-
ttons and trade associations. A second volume. SR/ Abstracts, pro-
vides brief summaries of the information included in these reports.

One often overlooked source of business information is the Yellow
Pages of your local telephone directory. The Yellow Pages can give
you insight about the nature and scope of your local competition and
potential suppliers.

Computer Databases

You can locate a great deal of the information you need to develop
your business plan by using computerized on-line database services.
Major public libraries have linkups to these databases; if you are
equipped with a modem and have an ongoing need for specialized
information, you can subscribe to such services yourself. More conve-
nient and economical if you are conducting a limited amount of
research are services. such as Research On Demand or NEXIS
EXPRESS (see below), which you can reach by telephone, even with-
out a computer.

Libraries are most likely to have Dialog (1-800-3-DIALOG), one of
the oldest services to supply access to computerized information. Dia-
log incorporates more than 300 different databases, including Dun &
Bradstreet and Standard & Poor’s. Dialog contains “Findex,” which
catalogs and describes industry and market research studies that are
available commercially. “*Business Dateline” indexes articles, itemized
by industry, from regional business publications.

NEXIS (1-800-227-4908) is one of the most popular on-line databas-
es. featuring a wide variety of useful information. In addition to
indexing most newspapers, this service includes “Investext,” which
lists industry reports from more than 100 brokerage houses; corpo-
rate filings with the Securities and Exchange Commission; interna-
tional news: legislative-bill tracking; public relations and advertising
information; medical and pharmaceutical information; and, through
its LEXIS service, legal documents. Of particular interest is NEXIS’
thorough listing of trademarks and patents.

NEXIS EXPRESS (1-800-843-6476) allows you to reach the NEXIS
service without subscribing, even if you do not own a computer. You sim-
ply telephone with a question to find a statistic or to check a state law,
and a researcher conducts the search for you. This service is relatively



inexpensive, and you can obtain a cost estimate before beginning a
search. The search can be charged to a credit card, and the information
will be delivered to you by phone, mail, fax, or computer. These costs
add up when you ask for many printed pages. NEXIS EXPRESS cannot
check legal documents for you because the law prohibits the service
from acting as an attorney. However, you can check trademarks and
patents with NEXIS EXPRESS by telephone at a competitive price.

Maxwell Online (1-800-955-0906) operates two databases: BRS for
business, social sciences, medical, and pharmaceutical information; and
Orbit Search Service for patents, chemistry. electronics, and other sci-
entific information.

Maxwell also operates two services you can reach with or without a
computer. Information on Demand (1-800-999-4-10D) will retrieve a
specific document for you if you know the citation. Research on
Demand (1-800-227-0750 or 1-415-841-1145) will, like NEXIS
EXPRESS, conduct a search for you. Unlike the NEXIS service, how-
ever, Research on Demand has a minimum fee, but it will quote you a
price before beginning a search. Maxwell also operates Maxwell
Business Information Services which provides you with information
on European industries and companies.

The Dow Jones News Retrieval Service (1-800-522-3567). which
encompasses 50 databases supplying information on business, finan-
cial. corporate, and leisure news, is another well-known database ser-
vice, though it is generally more expensive than others.

Paid Research Services

In some cases, you will want to use a private research firm as a
source of data. Private firms gather information (sometimes from
confidential sources), provide more detailed competitor-sales esti-
mates, and undertake market research projects. These firms are all
relatively expensive, so you should use them only when your time is
very limited, when undertaking an unusually large or expensive
enterprise, or when the information you are seeking is hard to find.
proprietary, or has never been compiled.

Check with your industry trade associations for research firms that
are particularly knowledgeable about your industry. Each firm pro-
vides different services, and costs vary dramatically. Sometimes
these firms have reports or surveys they prepared for private corpo-
rate clients which, after a few months. they are able to sell to the gen-
eral public. The reports may be a good source of information and a
relative bargain.

Chapter 2:

The Business Plan Process

“Time costs money.

When considering
whether to use a paid
research service, ask
yourself if you have the

. time to look up informa-
. tion yourself. Put a

value on your time. The
kind of information we
gather can be very tinie
consuming to the
entrepreneur. For
instance, we had an
international client inter-
ested in the sewing
machine market—mar-
ket size, trends, market
Share distribution, dis-
tribution systems,
names of importers and
wholesalers, prices,
warranty standards,
habits of the home-
sewing market. The
budget for that in 1990
was $750.”

Christine Maxwell

President
Research on Demand
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“We taste-tested our

| product in all the places

we wanted to sell it
eventually: hotels,
restaurants. We wanted
to see what our poten-
tial consumers wanted
and spent an enormous
amount of time talking
to them. We tested at
supermarkets, parties,
polo matches. We
watched how people
reacted physically as
well as what they told
us. We changed the
product a dozen times
in the first couple years
in response to con-
sumers. You have to be
willing to make radical
changes.”

Larry Leigon
President, Ariel Vineyards

Historical Performance of Your Company

If yours is an ongoing business (not newly established), you also need
to gather historical data about your own company. In particular, you
should examine your past internal financial records. Here is some of the
information you may need to locate:

» Past sales records, broken down by product line, time period, store,
region, or salesperson.

Past trends in costs of sales.

Overhead expense patterns.

Profit margins on product lines.

Variations from budget projections.

If you cannot gather this information easily, change your reporting
system so that in the future you will be able to have the data you need
for adequate planning.

How to Conduct Your Own Market Research

Some of the most important information you need will not be available
from any published source, particularly information that is quite specif-
ic to your market or new product. To obtain this data, you will have to
undertake your own research. For most businesses, even very large
businesses, this research needn’t be expensive or prohibitively time-
consuming.

Personal Observation Is an Easy Method

One fundamental way to gather information — and also one of the
easiest — is through personal observation. Watching what goes on in
other businesses or the way people shop gives you insight into fac-
tors affecting your own business. You can observe auto and foot-tratfic
patterns near a selected location, how customers behave when shop-
ping in businesses similar to yours or for similar products, and how
competitors market or merchandise their products or services.
Personal observation is a vital tool in your planning process and
applicable for almost every business.

Informational Interviews Can Be Structured or Informal

The second principal method of market research is informational inter-
viewing. Since the amount of information you can garner from personal
observation is limited and colored by your own perceptions, you
should talk with as many people as possible who can provide you with
information relating to your business.

Some of these interviews may be highly structured. For instance. you
might make personal appointiments with those you want to interview



and have a prepared list of questions. In other cases, such as when you
go into a competitor’s store and chat with a salesperson, your ques-
tions will appear to be more casual.

Surveys Help You Spot Trends

If you decide you need information from a large number of people.
you may want to conduct a survey. either by phone or by mail. Sur-
veys are a good way to spot trends and are particularly useful in
assessing customer satisfaction and desires. Mail surveys have a
notoriously low response rate, so if you conduct one. it is a good idea
to include some kind of incentive. such as discounts or free gifts to
encourage people to respond. But don’t depend on a mail survey
alone to provide you with information.

Focus Groups Offer Candid Opinions

A popular form of market research 1s the focus group. a small group
of people brought together to discuss a product. business concern, or
service in great detail. For example. a few joggers might be brought
in to examine and evaluate a new pair of running shoes. Focus group
participants are often paid a small fee.

Market research firms conduct focus groups for businesses, bringing
together the participants and leading the group discussion in a room
with a one-way mirror. so that the businessperson involved can
observe. However, if you do not have the funds to hire a market
research firm. you might still consider assembling a focus group of
vour own, perhaps a group of potential consumers. Try, however. to
find focus group participants you do not know personally.

Accessible Sources for Market Research

Here are some sources to consider for your market research:

s Potential customers. both end-users and buyers or disiributors. if
you are in a wholesale business.

= Potential suppliers.

s Businesses related geographically or by product line.

= Similar businesses serving different cities.

= Banks, real estate agents. universities. local or regional chambers of
commerce. merchant groups. or others observing the local economy.

= Your competitors.

Suppliers, distributors, and independent sales representatives can give
you a great deal of information about industry trends and what your
competition is doing without violating confidentiality. Because they are

Chapter 2: The Business Plan Process 23

“Vendors are a good
source of information
and even professional
aavice. We had a lot of
help on kitchen design
from our vendors.”
Martha Johnson

Owner, Sugpers
Restaurant
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“You have to be very self-

critical in business. My
father says he doesn't
subscribe to the theory
‘If it ain't broke, don't fix
it.” That's exactly the
time to fix things. We
constantly assume that
things are able to be
improved. At the same
time, you have to main-
tain a positive attitude.
There's a fine line
between keeping your-
self challenged and yet
sometimes patting your-
self on the back.”

Robert Price
Chairman of the Board
The Price Club

in touch with the market. these individuals know which products and
services are in demand.

Learn from Other Businesses

Likewise, those 1n related businesses often know about conditions
affecting your company. For example, if you are considering locating a
retail store in a mall. managers of other mall shops can give you a real-
istic idea of foot traffic. slow periods. and shopper demographics.

Try talking to people who are in the same type of business as yours
in a different city: they are an excellent source of information. espe-
cially for retail or service enterprises. If you are starting an office
machine repair company in San Antonio. Texas. you might arrange to
meet with a similar company in Houston. Since you will not be com-
peting with Houston businesses. they may be very helpful in provid-
ing information not only on marketing but on operations and finan-
cial considerations.

In addition, large banks and universities frequently maintain informa-
tion about the health of the local economy and particular industries.
They are a good and reasonably reliable source of future-growth
forecasts. Don’t overlook real estate agents. They often have more
up-to-date information about neighborhood trends than any other
source.

Talk to Your Competition

Sometimes you can even talk to your competitors. In certain profes-
sions and in those instances where there 1s more work than the market
can handle. vour competitors may be willing to talk with you directly
and openly. In other cases. vou need to use less direct ways of
approaching them.

However. be careful not to use illegal or unethical methods of dealing
with your competitors: not only is it wrong, but you'd be surprised at
how such activities can come back to haunt you. Today’s competitor
may one day be a source of referrals. and possibly. in a merger or
acquisition, it could end up owning your company.

Evaluating the Data You’ve Collected

Once you start compiling information. you might feel you have more
facts than vou know what to do with. Here are a few tips to keep in
mind about the information you gather:

= Use the most recent data you can find: printed information is often
two years old and a lot can change in two years.




= Translate data into units rather than dollars whenever possible. Due
to inflation, dollars may not give you consistent information from
year to year.

» Give the most reliable source the most credence. Generally, the
larger the group sampled for information, or the more respected the
organization that conducted the research, the more trustworthy the
numbers you collect.

s Integrate data from one source to another in order to draw conclu-
stons. However, make sure the information is from the same time
period and is consistent; small variations can lead to vastly inaccu-
rate results.

» Use the most conservative figures. Naturally, you'll be tempted to
paint the brightest picture possible, but such information often
leads to bad business decisions.

Bringing Your Business Concept into Focus

Once you complete your initial research efforts, but before you lay out
the specific components of your plan, re-examine your business con-
cept. In light of the information you now have, check to see if your
idea. as originally conceived, needs to be modified or refocused.

The business planning process is a learning process; it is appropriate for
you to adapt your business in response to your increased knowledge.
Now is the time to ask yourself some hard questions. such as:

» Can the business be viable?

= Does a real market exist?

= [s there too much competition already?

= How does the financial picture look?

The Evaluating Your Business Concept worksheet on the next two
pages helps you answer these and other crucial questions. Be sure to
complete it after finishing your initial research.

Chapter Summary

The business planning process offers you an outstanding opportunity to
better understand your business, market. and industry. Keep in mind that
this process is a business activity, not a writing assignment.

Steps in the process include laying out your concept, gathering informa-
tion. assessing that information and. finally. refocusing your business
idea. A thorough planning process gives you ammunition to use when
looking for inoney to fund your business, and an honest examination of
your business concept increases your chances of success.

Chapter 2: The Business Plan Process
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Evaluating Your Business Concept ,

This worksheet. which should be completed after conducting your initial research, helps you further refine your
focus and determine whether your business idea is viable. In answering the questions, be honest, and be tough.

Your Business Industry

How economically healthy is your business industry or sector?

Explain how your industry/sector is sensitive to economic fluctuations.

Yes No

Are the forecasts for your industry or sector positive?

Your Product/Service

Yes No

Is your product or service viable?
Can it be developed in a reasonable period of time?
Are the costs of development prohibitive?

Are necessary supply and support systems established?

Your Market

Yes No

Is your market clearly identifiable?

Is your market large enough to support your business?

Is your market too large, and the costs to reach it prohibitive?
Is your market growing, shrinking, or remaining stable?

[s your market ready?

Is your product/service too new for customers?

Do customers have strong loyalty to existing companies?

s it costly for customers to convert to your product or service?

Does your product/service integrate easily with existing products or services?

Your Competition

How formidable is your ccmpetition?

Yes No

What barriers to market entry will your future competitors face?

Do one or two competitors dominate the market?
Is market share widely distributed, making it easier to get a foothold?

Is there a competitor with “deep pockets™ who can drive you out?
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Your Suppliers/Distributors

How close are you to sources of supplies?

How reliable are your suppliers and distributors?
Yes No
Are you dependent on orie or two suppliers or distributors?

Are your suppliers/distributors well-established and dependable?

Your Operations Concerns

Yes No

Does your business entail unusually difficult operational problems? If so, describe them.

Will personnel be hard to find, retain, or train?

Is manufacturing particularly complex?

Must you make substantial initial capital expenditures?
Will you need to maintain large, expensive inventories?

Does new technology exist that will help you reduce costs?

Your Insurance Concerns

Yes No
Are you able to secure the necessary insurance?

Is there a significant liability issue?
Will you have to carry heavy insurance premiums?

Your Financial Concerns

Describe any financial problems you anticipate:

Yes No
Is overhead unusually high, thus putting extra pressure on cash flow?

Will credit be hard to establish?

Are profit margins narrow, miaking the business vulnerable?

Will you have to carry a large amount of debt?

Do the principals have the expertise necessary?

Will ongoing training be required?

Will it be costly to retain additional experts?

Is the industry or market changing rapidly?

Are there demographic or sociological factors likely to affect the market?

Are there rapid technological changes that will affect costs and competitiveness?
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“I certainly don't go from
page one to the end
when first reviewing a
plan. | skip around to
the various sectiorns,
perhaps only reading

| the Executive Summary

completely. | don’t need
10 reasons to turn down
a plan — | only need
one. So the first thing |
look at, after the Sum-
mary, is whatever
aspect seems weakest.
Then, if | cannot find a
solution to the problem,
I don’t have to read the
rest.”

Eugene Kleiner
Venture Capitalist

How Your Business Plan Is Read

When evaluating a business plan, experienced business plan readers
generally spend the first five minutes reviewing it in this order: first,
the Executive Summary; second, the Financials; third, the Manage-
ment section; and next, the exit plan and/or terms of the deal, if
applicable.

The Most-Asked Questions
Funding sources primarily look for answers to these questions con-
cerned with the heart of the plan:

= [s the business idea solid?

= |5 there a sufficient market for the product or service?

= Are the financial projections healthy. realistic. and in line with the
investor’s or lender’s funding patterns?

= |s key management described in the plan experienced and capable?

= Does the plan clearly describe how the investors or lenders will get
their money back?

Within the first five minutes of reading your business plan, readers
must perceive that the answers to all these questions are favorable.

Increasing the Reader’s Interest

Three sections — the Executive Summary, the Financials, and the
Management description — must spark enough interest and inspire
sufficient confidence to make the reader decide it is worthwhile to
spend additional time reading other sections of your plan. You may
have done a bang-up job of describing how your company will oper-
ate, but it is unlikely the Operations section will even be read if your
Executive Summary and Financials aren’t enticing to the reader.

Some venture capitalists and investors have specific areas of interest,
or are known for giving certain aspects of a plan more weight than others.
If you know this information, highlight those areas that are consistent
with the particular investor’s funding patterns when sending out your
plan; do this in the Executive Summary and in your cover letter.

For instance. if you know a venture capital firm is especially interest-
ed in new technology, emphasize any patents you have secured and
the aspects of your company that represent ground-breaking techno-
logical developments. Or. if a member of your management team (or
one of the Board of Directors) is known and respected by a particular
investor, you may want to discuss management near the beginning of
your Executive Summary.

If you are preparing your business plan on a computer, you can tailor the
order of the Executive Summary, even the entire plan, for individual



recipients. Information about how to research your intended funding
sources is discussed in Chapter 19.

Length of the Plan

How long should the perfect business plan be? No magic number
exists, but here are some guidelines:

» Limit the plan itself (not including the Financials and appendices) to
15 to 35 pages: 20 pages are enough for nearly any business.

= Only a plan for a complicated business or product should be more
than 30 pages (not including the appendices). If you need 40 pages
or more, your plan had better be intended for a very motivated,
sophisticated reader, or for use solely as an internal document.

» [f you have an uncomplicated small business, you may not need 15
pages, but anything fewer than 10 pages will seem somewhat unsub-
stantial to the reader.

» Limit appendices to no more than the length of your plan. While
they are a good way to present additional information, appendices
should not be so long as to make the entire document appear bur-
densome.

= Make sure your business plan fits easily and comfortably into a
briefcase; you don’t want your plan to be the one left behind when
an investor goes on a business trip. After all, it will receive uninter-
rupted attention if reviewed on a plane.

These guidelines apply to most business plans. But if you are confi-
dent that your business requires a different configuration, go ahead!

What Period of Time Should Your Plan Cover?

Most plans should project three to five years into the future, or until
you have reached your anticipated exit strategy, whichever is earlier.
However, you need only include monthly financials for the first year
or two, depending on development time. For the second and third
years, quarterly financials are usually adequate; annual projections
suffice for the fourth and fifth years.

Similar time guidelines apply to how much detail you should include
when describing your business operations. Quite thorough information
should be provided for the first year or two: for subsequent years, a
more general Operations description is acceptable.

Plans for existing businesses and in-house corporate use should include
historical performance information for the past five years, or the dura-
tion of your business, if less than five years. If your business is long-
standing, you may want to examine trends over the life of the business,
or the last 10 years; this gives you insight into cyclical patterns and
helps you anticipate events that are likely to recur.

Chapter 3: Making Your Plan Compelling

“If | have a stack of busi-

ness plans to go
through, I'll pick the thin

" ones first. After all, I'll

feel I've accomplished

" more if | get through

five thin ones instead of
just one thick one.”

Ann Winblad
Venture Capitalist

“I don't like a plan that's

too long. To avoid that,

- put detailed plans in the

appendices so that peo-

- ple can refer to them

only if they want to. A
well-written plan should
be no more than 25
pages, 100 pages total
or less with appendices.
If an investor is interest-

. ed, they'll ask for more

details.”

Eugene Kleiner
Venture Capitalist
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| “l want to see detailed

' month-to-month reports

for the first year, and
quarterly projections for
the next two to three
years. After three years,
the numbers become
less significant.”

Eugene Kleiner
Venture Capitalist

“The important thing
about a business plan is
believability. | want to
see a simple logic to the
whole plan. The more a
plan relies on leaps of
faith, the less believable
itis.”

Robert Mahoney
Executive Director

New England Corporate
Banking, Bank of Boston

Use Language to Convey Success

The language you use in your plan can give the impression you are
thoughtful, knowledgeable, and prudent, or, conversely, it can make you
seem naive and inexperienced. Your fundamental goal is to convey real-
istic optimism and businesslike enthusiasm about your prospects.

Use a straightforward, even understated, tone. Let the information you
convey, rather than your language, inescapably lead to the conclusion
that your business will succeed. Avoid formal, stilted language.
Instead be natural, as if you were speaking to the reader in person;
however, avoid slang and don’t be “chatty.” Always be professional.

Listed below are some other pointers to keep in mind when writing
your business plan.

Be Careful with Superlatives

Readers are naturally skeptical of over-reaching self-promotion. Avoid
using words such as “best.,” “terrific,” “wonderful,” or even
“unmatched.” They reduce credibility. Rather, use factual descriptions
and specific information to make positive impressions.

Instead of saying “Our widget will be the best on the market, clearly
superior to all others,” say “Our widget will not only handle all the
functions of existing widgets, but will also add features x, y, and z,
and sell for $3 less than our closest competitor’s widget. No competi-
tor of ours offers these features at any price.”

When trying to get additional financing for your restaurant, don’t tell
the reader that the food and atmosphere are “terrific.” Instead provide
specific information that proves you are doing something right: “Due
to the restaurant’s popularity, there is an average 45-minute wait for a
table on Friday and Saturday nights, and a wait of 15 to 30 minutes on
other evenings.”

The only exception to this rule is when you use superlatives as part of
your goal in a Statement of Mission. Then it is appropriate to state,
“We intend to make a dog food unmatched in quality by any national
brand.”” Even then, however, it is important to include the specifics of
what you mean by such a goal.

Avoid Purely Subjective Comments

Everyone expects you to think your product or service is outstanding;
thus, your own comments are meaningless. Instead, use outside sources
to give the reader confidence in your competitiveness. Eliminate com-
ments such as “We believe this will be the best dog food on the market,”
or “Adeena’s fashions are equal to those made by top designers.” Such
statements use up valuable space in your business plan, and a reader is



likely to tune out when encountering such hyperbole. However. the
same comment, when made by an authority, becomes quite powerful:
“Women's Wear Daily states that Adeena’s fashions equal those of the
top designers.” or “The newspaper’s annual survey rated our restaurant
among the top 10 in its price category.”

You don’t even have to quote a well-known authority: anyone with
credible related experience will do, as this example shows: “The
breeder of the winner of last year’s Tri-County Dog Show tested our
dog food and concluded. *This will be the best dog food on the mar-
ket, superior to any national brand.™™

Use Business Terms

Although it is certainly not necessary to be a business school graduate
to develop a business plan, you should know and use appropriate basic
business terms. You don’t want to be discredited or misunderstood by

using words improperly. If business is new to you. familiarize yourself

with the Business Terms Glossary at the back of this book.

Also, become familiar with the basic terms of your industry and use
those words when appropriate in your plan. If you don’t know these
already, you should be able to pick many of them up while doing
background work for the Industry Analysis section of your plan. How-

ever, do not fill your plan with a lot of technical jargon in the hope of

sounding impressive; there is a good chance that someone totally
unfamiliar with your industry will be reading it. especially if you are
seeking outside funding.

Paints of Style

In addition to using the most beneficial and appropriate language in
your plan, you should pay attention to the elements of style discussed
below.

Use Numbers for Impact

People tend to put great faith in numbers. and using numbers to sup-
port your plan can add significant credibility. If the figures come from
a reputable source, they have even more power.

One particularly good technique you can use to make your plan
stronger is to make a statement such as “Our ___ is supported
by ... ..” followed by specific figures relating to demographics,
growth of market, information from other businesses. or market
research. For example: “Our foot-traffic projections are supported by
figures that show neighboring stores average 22 customers an hour on

weekdays and 43 customers an hour on Saturdays.”

Chapter 3: Making Your Plan Compelling

“The business plan had

15 pages of text. We
also included an open-
ing budget, cash-flow
projections. a summary
of return on investment,
a furnishings and equip-
ment list, a map of the
area, and a site analysis
based on Planning
Department information
on new and renovated
housing in the vicinity.
In the business plan for
our next restaurant, we
also included publicity
the current restaurant
had received.”

Martha Johnson
Owner, Suppers
Restaurant
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“Style shows thorough-
ness. Use lots of white
space, so | can make
notes in the margins.
Use a binder that keeps
the document together,
preferably one that
keeps the plan open to
the page I'm on. Use
bullet points. Use a
block style rather than
indented paragraphs.
Don’t misspell my name,
and don't address me as
‘Mr.” Imagine that you
have to hand your plan
to a customer. So if you

| don’t know how to make

a document look good,
get some help.”

- Ann Winblad

Venture Capitalist

Another good example is: “Our choice of the young adult market is
supported by U.S. Burcau of Census figures projecting a growth of
32% in that age category over the next five years.”

It is vital to bring data from your Financials into the text of your plan
to indicate specifically why you will be able to achieve certain goals.
For instance, state: “The new production method we utilize will
reduce each unit cost by 43% (currently projected savings: $1.57 per
unit), thus allowing us to offer additional features at a competitive
price while still maintaining our profit margin.” Do not expect the
reader to pick out these kinds of specifics just from looking at your
Financials; the information must be incorporated into the text.

Know How and When to Be Redundant

Writing a business plan gives you the rarely granted right to repeat
yourself. People do not read a plan from start to finish; they turn first
to the sections that most interest them and then skip around. For this
reason, it may be beneficial to refer in one section to conclusions you
have reached in another.

For instance, when addressing the issue of staff training in your
Operations section, you can refer to the importance of high-quality
service to your target market, and underscore the wisdom of choos-
ing this market by restating information provided earlier in your
plan: “Surveys indicate high-quality service is demanded by our tar-
get market — women ages 35 to 49 — who, as shown in the market
analysis, spend the most per capita on our product.”

Two cautions about repetition, however: 1) Only repeat information
that is important and impressive; and 2) Don’t repeat information
within the same section.

Use Bullet Points

Bullets are symbols that precede information offset from the text (such
as the small boxes before the three sentences below). Bullets:

= Draw attention to specific information.
= Make long material more inviting to read.

= Eliminate the need to write whole sentences.

Bullet points are an excellent way to convey information, and they
make writing your plan somewhat easier. Because they are read faster
than text and quickly get the reader’s attention, use bullet points only
with information you particularly want the reader to notice.

Be careful not to clutter a plan with too many bullets; use them selec-
tively. Bullets seem to work better with short items than with long
ones. Also. each list of bulleted items must be presented in a consis-
tent manner, such as starting with a verb or being a complete sentence.



Keep in mind that lists can be as few as one item or as many as ten,
but a long list weakens effectiveness.

Using Visuals in Your Plan

In the case of your business plan, a picture may be worth more than a
thousand words. A thousand words, after all. most likely will not be
read, but a picture will definitely be looked at. Graphs, charts, and
illustrations also are visually appealing; they catch the reader’s atten-
tion, forcefully explain concepts, and break up the monotony of the
text. Enhance your business plan by using visuals.

Photographs and lllustrations

Photographs can be extremely effective, especially if your company is
producing a product that is unusual or difficult to understand. You can
include pictures of your location, specialized equipment. or packaging
but not of yourself or individual members of your management team.
Photographs should be placed in the appendix only.

Hlustrations help present information about products or marketing
materials still in development. While generally placed in the appendix,
a small illustration can be inserted directly into the text. It an illustra-
tion is not of good quality, don’t use it; a business plan is not the place
for exhibiting amateur art.

Graphs and Charts

Graphs and charts are excellent tools for communicating important or
impressive information, and you should find ways of including at least
one or two graphs or charts in your plan. it appropriate. Place charts,
particularly of half-page size or less, in the text rather than in the
appendix; this will engage the reader with your plan. and many read-
ers pay minimal attention to the appendix.

A number of inexpensive computer software programs are available
for generating graphs and charts, or you can have them produced by
desktop publishing services (found i the Yellow Pages). Do not draw
charts and graphs by hand. The four examples on the next page help
you identify various types of charts and judge when each would most
appropriately be used in your business plan.

Layout, Design, and Presentation

Because you must limit the total number of pages in your business
plan, you may be tempted to fill each page from top to bottom. Resist
this urge. A page crammed with too much information intimidates and
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“The physical appearance

of a plan (layout, binder,
etc.) isn't significant in
making the investment
decision. But it sets
your mind in a certain
frame if it is well done.
And it is certainly a neg-
ative if it's done wrong
or poorly.”

Eugene Kleiner
Venture Capitalist






may even annoy the reader. (People make up their minds about how
difficult a page is to read before they actually start reading it.)
Therefore. leave sufficient “white space™ (unused, blank space) on the
pages of your plan to make the text appear inviting to the reader.

“Frame™ your text by leaving a border around it. Generally. leave about
a I margin on the top and right side. with a little more (such as 11/47)
on the bottom and left side (to allow for binding).

Single-space your text. but leave double spaces between paragraphs.
Keep your paragraphs short. Use either underlined or bold-print headers

(such as the one directly below this paragraph) to begin each section or

show a change of topic.

Desktop Publishing

Most business plans are produced using desktop publishing computer
software and a laser printer (or ink-jet), which give a more polished.
professional look than a plain typewriter. Typewritten plans are
acceptable though less desirable. However. do not submit a business
plan produced with anything less than true letter-quality print (in other
words. avoid most dot matrix printers).

[f you do not have desktop publishing capabilities yourself, such ser-
vices are readily available and inexpensive in most cities (see “Desktop
Publishing.” “Printers,” or "Computer Services™ in the Yellow Pages. or
check computer or copy centers near a college or university).

Choosing a Typeface

Desktop publishing offers many choices of serif and sans-serif type-
faces. A serif typeface is a more traditional style having small fine
lines or “feet™ which make words and lines of type easier to read: this
is especially effective when a document has a lot of text. as in the case
of & business plan.

More modern looking. sans-serif type has no fine lines. Use it for head-
ings. lists, and other places where there is a limited amount to read.

Shown below. in their actual form, are a few of the more commonly
used serif typefaces:

= Times or Times Roman (used in main text of this book)

Garamond (used in text of Sample Plan in this book)
New Century Schoolbook
Palatino

Here are some examples of sans-serif typefaces:

» Helvetica Condensed (used in worksheets in this book)
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“We fund software com-
panies. So if they're not
using a word processor
and desktop publishing
when putting together
their plan, it shows
they’re behind the tech-
nology. | can’t imagine a
typewritten plan getting
funded by us.”

Ann Winblad
Venture Capitalist
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“Automatic turnoffs for a
business plan? Writing
on both sides of the

| paper. Typing mistakes.

Not knowing how to
present financials.

| Always use straightfor-

ward financials, don't
get imaginative. Avoid
fancy covers; use black
or clear binders. Get it
professionally typed, or

- better, desktop pub-

lished. Looks count a
lot.”

Robert Mahoney
Executive Director

New England Corporate
Banking, Bank of Boston

= Avant Garde
= Univers
= Helvetica Bold (used in Sample Plan subheads)

When selecting type for your business plan. follow these guidelines:
= Choose type that is easy to read and businesslike in appearance.
= Use no more than two plain and one italic typeface in your plan.
= Use a serif for the text, and serif or sans-serif type for headlines.

Type size i1s measured in “points.” For text, 10-point type is recom-
mended: smaller than 9 points is a strain to read. (You are now reading
I1-point type.) Section headings and titles generally can be set in 12-
to 14-point type.

Binding and Report Covers

Binding your business plan, while not necessary, gives it a more pol-
ished. complete look. Professional binding (with a process such as
Velobind) is provided at most copy centers for just a few dollars.

Choose quality report covers in a professional color such as black,
deep blue, or burgundy. Use a clear cover, with a title page, or a label
on the front. Make sure the reader can see the name of your business
without having to open the plan.

The Final Step: Editing Your Plan

Once you finish your plan, go through it again thoroughly. Find ways
to make your sentences shorter and easier to understand.

Eliminate unnecessary words. Change passive verbs and jargon to
clear, active language. For example, instead of saying “Profitability
will have been reached by Teddy’s Dog Togs in its third year of opera-
tion,” be more direct with a sentence like this: “Teddy’s Dog Togs will
show a profit by year three.”

A business plan must inspire trust. Misspellings, typographical errors.
and improper grammar undermine trust. Proofread your plan for such
mistakes and have at least one other person proofread it as well.

Chapter Summary

When preparing your plan, remember that your most impressive infor-
mation must be grasped in less than five minutes. You can help ensure
this result by using language that is believable, professional. and
authoritative. Your plan should be visually interesting and attractive;
use bullet points, charts, and other devices to create this effect.

Keep your plan uncluttered and easy to read. make no mistakes, and
edit, edit. edit!









Chapter 4

The Executive Summary

If they don’t understand it at first,
they won't understand it at all.

The Executive Summary Is Crucial

Without a doubt. the single most important portion of your business
plan is the Executive Summary. If you can’t prepare a clear, concise,
and compelling condensation of your business right up front. no one
will spend time wading through the rest of your plan. No matter how
beneficial your product, how lucrative your market, or how innova-
tive your manufacturing techniques. it is your Executive Summary
alone that persuades a reader to spend the time to find out about your
product. market, and techniques.

Write Your Summary Last

Because of this, it is imperative that you prepare the Executive Sum-
mary last. Although it appears first in your completed document, the
Summary reflects the results of all your planning and should be crafted
only after careful consideration of all other aspects of your business.

The Executive Summary is so important. in fact, that some venture
capitalists prefer to receive just a Summary and Financials before
reviewing an entire plan. If you want to send out only a “concept
paper” to gauge investor interest before submitting a complete business
plan, the Executive Summary should serve as that document. As
important as the financial considerations are to investors and bankers, it
is the Executive Summary that first convinces them that yours is a
well-conceived and potentially successtul business strategy.

“A good Executive Sum-

mary gives me a sense
of why this is an inter-
esting venture. | look for
a very clear statement
of their long-term mis-
sion, an overview of the
people, the technology,
and the fit to market.
Answer these questions:
‘What is it? Who's going
to build it? Why will
anyone buy it?" To para-
phrase the movie Field
of Dreams, we want to
know, ‘If we fund it, will
they (buyers) come?”

Ann Winblad
Venture Capitalist
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“In a business plan, |
want to know the
answers to these ques-
tions: ‘What are they
going to sell, to whom,
and how?’ In other
words, what is the mar-
keting aspect of the

| business? What sales

force, advertising, and
other marketing tech-
niques are they going tc
use? And secondly,

what are the costs? |
want to know manufac-
turing or sourcing costs.
How reliable and stable
are these costs? At what
costs will they sell their
products or services? |
want to see believable
costs and believable
pricing.”

Robert Mahoney

Executive Director

| New England Corporate
| Banking, Bank of Boston

Even if your business plan is for internal use only, the Executive Sum-
mary is still crucial. The Summary is the place where you bring all
your thoughts and planning together, where you make a whole out of
the disparate parts of your business, and where you “sum up™ all that
you propose. So, if you have not yet completed the other sections of
your plan, proceed to the next chapter and return to the Executive
Summary when you have finished the rest of your plan.

What to Convey in Your Executive Summary

The Executive Summary gives the reader a chance to understand the
basic concept and highlights of your business quickly, and to decide
whether to commit more time to reading the entire plan. Therefore, your
goal in the Executive Summary is to motivate and entice the reader.

To do so. you want to convey your own sense of optimism about your
business. This does not mean using “hype™; it simply means using a
positive. confident tone and demonstrating that you are well-positioned
to exploit a compelling market opportunity.

In a short space. you must let the reader know that:

= Your basic business concept makes sense.

= Your business itsell has been thoroughly planned.

= The management is capable.

w A clear-cut market exists.

Your business incorporates significant competitive advantages.

Your financial projections are realistic.
= Investors or lenders have an excellent chance to get their money back.

If someone reading your Executive Summary concludes that all the
elements above exist in your business, that person will almost certain-
ly commit to reading the rest of your business plan.

Targeting the Summary

Ask yourself: “Who will be reading my business plan?” You can
improve your chances for a positive reception if you know the answer
to that question before you prepare your Executive Summary. Since
the Summary is what the reader reads first (and perhaps is the only
portion read at all), try to find out what “buttons™ to push. Is the bank
mostly interested in managers who have had previous business suc-
cesses? Is the venture capital firm particularly interested in patentable
new technology? Does the division president like to see new markets
for existing products?

Do a little homework on your potential recipients (see Chapter 19,
“Sending Out Your Plan & Looking for Money™) and then organize



your Executive Summary so that the issues most important to each
recipient are given precedence.

Be careful. however, not to tailor the Executive Summary for just one
person at a bank or venture capital firm: your plan is likely to end up
in the hands of someone else. Target your Summary to address institu-
tional concerns rather than individual preferences.

The Two Types of Executive Summary

Depending on the nature of your business and the capability of the
writer, you can approach the Executive Summary in one of two ways:
the synopsis Summary or the narrative Summary.

The Synopsis Summary

A synopsis Summary is the more straightforward of the two: It simply
relates, in abbreviated fashion, the conclusions of each section of the
completed business plan. Its advantage is that it is relatively easy to
prepare and less dependent on a talented writer. The only disadvantage
is that the tone of a “synopsis™ Summary tends to be rather dry.

The synopsis-style Executive Summary covers all aspects of your
business plan and treats each of them relatively equally, although
briefly. In addition, it tells the reader what you are asking for in the
way of financing — which you also state in your cover letter.

The Narrative Summary

The narrative Summary is more like telling the reader a story; it can
convey greater drama and excitement in presenting your business.
However, it takes a capable writer to prepare a narrative Summary that
communicates the necessary information, engenders enthusiasm, and
yet does not cross over the line into hyperbole.

A narrative Executive Summary is useful for businesses that break new
ground, either with a new product, new market, or new operational
techniques which require considerable explanation. It is also more
appropriate for businesses that have one dominant element — such as
holding an important patent or the participation of a well-known
entrepreneur — that can be highlighted. Finally. the narrative Executive
Summary works well for companies with interesting or impressive
backgrounds or histories.

A narrative-style Executive Summary has fewer sections than the syn-
opsis Summary. Greater emphasis is placed on the business™ concept
and distinctive features. and less attention given to operational details.

With a narrative Summary, you want to get the reader excited about
your company; you do this by taking the one or two most impressive
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"“You need a business

plan so you have a Bible
of what you’re going to
do in your business, a
clear statement of your
company’s mission. The
important thing in a
business plan is to tell
the truth. If there's a
problem, we (the ven-
ture capitalists) are
going to learn it anyway,
so it's better if you don't
try to hide it.”

Ann Winblad
Venture Capitalist
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“What I'm looking for in

a business plan 1s
vision. passion. and
experience. The
entrepreneur \ith a
dream is the one who
makes it happen. but
you also need experi-
ence. The best team for
retail is two people: one
with the vision. who's
creative and knows how
to select product result-
ing in a clearly differen-
tiated and focused con-
cept. and the one who
knows operations. who
can evaluate. develop.
and manage people.”
Nancy Glaser

President. Golden
Gate Chips

“An Executive Summary

should be short. two
pages at most. one page
if possible. Spell out the
company's objectives.
what you plan to do. Do
not attempt to describe
details. Describe the
need for the product
and exactly what it s.
Tell the qualifications of
the principals as they
relate to the business.”

Eugene Kieiner
Venture Capitalist

features ot your company and giving the reader an understanding of
how those features will lead to business success.

A narrative Summary may do more “scene-setting” — recounting the
sociological or technological changes that have led to the development
of your company’s products or services. It may be more personal.
telling how the founders™ relevant experiences motivated them to start
the company.

You may place the topics of a narrative Summary in any order that
best showcases yvour company. The topics do not have to be covered
equally: the business concept may be described in three paragraphs
and the management team in only one or two sentences. Printing topic
headings is not necessary. although vou may do so if vou wish.

Do not feel it is necessary. however. to use a narrative Summary. Most
businesses are well served by a synopsis Summary. especially if the
business concept is easily understood and the marketing and opera-
uons relatively standard. A synopsis 1s @ very businesslike approach.
and experienced business plan readers are comfortable reviewing such
straightforward Executive Summaries.

Writing the Summary
Clear. strong writing can pay off in the Executive Summary more
than in any other section of your business plan. A dvnamic. logical
writing styvle can make the difference between a plan being consid-
ered or being discarded.

If vou are unsure about vour own writing ability. consider hiring a
protessional writer tor the Summary or asking help from a friend or
family member who is a good writer. Writing style 1s less important
in a synopsis than in the narrative approach to an Executive Summa-
ryv. and if vour writing ability is limited. use the synopsis form for
vour Summary.

Length and Design of the Summary

The great advantage to the reader of the Executive Summary is that it is
short. A busy funder must be able to read vour Summary in five min-
utes or less. Thus. an Executive Summary should be no more than two
to three pages in length. A one-page Summary is perfectly acceptable.

Reter to Chapter 3. “Making Your Plan Compelling.” for tips on page
layout. Remember to use white space to make the page less intimidat-
ing. Bullet points can also be used eftectively in the Summary. Since
vou are limited to so few pages. it may seem frustrating to have to
give up space for visual considerations. but these techniques make
vour plan more inviting to the reader.
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Synopsis Executive Summary Plan Preparation Form -

Take the highlights from each section of your completed plan and address the areas listed below. Remember,
you must be brief and clear. Cover each topic in no more than one to three sentences. Describe only the most
important and impressive features of your business. After the first two topics, “Company Description” and
“Statement of Mission,” place the remaining sections in any order that gives the best impression of your busi-
ness to your target reader. For the reader’s quick comprehension, print topic headings at the beginning of each
paragraph (see the Sample Plan at the end of this chapter). If you'd like a Summary that seems less like a list,
omit the headings. Feel free to combine related topics, such as “Target Market” and “Marketing Strategy,” to
create a more fluid document.

Company Description. List the company name, type of business, location, and legal status, e.g., corporation,
sole proprietorship, partnership.

Statement of Mission. Write the concise statement of company purpose you developed in Chapter 5, “Company
Description.”

Stage of Development. State whether your company is a Startup or continuing business, when it was founded,
| how far along the product or service is in its creation, and if you've already made sales or started shipping.

Products and Services. List the products or services your company sells or plans to sell; this can be generic for
a company with many products, e.g., women’s sportswear, or specific for a company with just a few.

Target Market(s). List the markets you intend to reach and why you chose them; indicate the results of any
market analysis or market research.

Marketing and Sales Strategy. Briefly describe how you intend to reach your target market(s), and the advertis-
ing, direct mail, trade shows, and other methods you will use to secure sales.
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Competitors and Market Distribution. /ndicate the nature of your competition and how the market is currently
divided.

Competitive Advantages and Distinctions. Show why your company will be able to compete successfully; list
any important distinctions, such as patents, major contracts, or letters-of-intent.

Management. Briefly describe the histories and capabilities of your management team, particularly those of
company founders.

Operations. Outline your key operational features, such as locations, crucial distributors or suppliers, cost-saving
production techniques, etc.

Financials. Indicate your company’s expected revenues and profits for years one through three.

Long-Term Goals. Describe the expected status, e.g., sales, number of employees, number of locations, market
share of your company five years from now.

Funds Sought and Exit Strategy. /ndicate how much money you are seeking, how many investors you plan to
have, hiow the funds raised will be used, and how investors or lencers will get their money out.

Use this information as the basis of your plan’s synopsis Executive Summary.
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Narrative Executive Summary Plan Preparation Form

This form provides you an opportunity to outline the Executive Summary portion of your business plan if you
choose to write a narrative type of Summary.

The Company. Describe how your company is organized, its stage of development, stage of product creation,
legal status, location, and company mission.

The Concept. Explain the background of your company, how the product came about, how the market opportu-
nity was recognized, the products and services.

Market Opportunity. Describe your target market, market trends that exist, why there was a need for the company,
the results of market research, the competition, and market openings.

Competitive Advantages and Distinctions. /ndicate why your company can compete successtully; list any impor-
tant distinctions such as patents, major contracts, and letters-of-intent; specify the barriers-to-entry for new

competitors.
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Management Team. Describe the background and capabilities of your key managers, and relate past successful
business experiences.

Milestones. List the milestones by which you will measure success and at what date you expect to reach them;
| these might include specific revenue or profit levels, the percentage of market share reached, shipments of first
product, and the number of employees or locations.

Financials. Specify the amount of funds sought, the number of likely investors, the use ot funds secured, and
how investors or lenders will get their money back — through an exit plan (acquisition, public offering, merger) |
| or security (collateral) for a loan.

Use this information as the basis of your plan’s narrative Executive Summary.




The ccesstu

States legal
status. loca-
tion. stock
ownership.
and industry
opportunity.

Provides a
sense of how
the company
views itself
and its long-
term goals.

Shows market
opportunity.

SAMPLE PLAN: Synopsis Executive Summary

Executive Summary

The Company

Computerkase, Incorporated. is an Indiana-based company providing com-
puter software training services to corporations in the greater Vespucci,
Indiana, area. Technology-related business services are among the fastest
growing and healthiest areas of the economy, and ComputerEase intends to
capitalize on the opportunities in that area. The company’s stock is currently
held by President Scott E. Connors and Vice President Susan Alexander.

The Company’s Mission

ComputerEase views its mission as increasing the corporate community’s pro-
ductivity by helping them realize the maximum benefit from their personnel
and computers through software training. CompurterEase is dedicated to
building long-term relationships with customers through qualitv training and
support, and to being known as the premiere software training company in
the greater Vespucci area. The goal is steady expansion, becommo profitable
by the third vear of operations.

Products and Services

The company provides software training seminars targeted to the corporate
markert. Classes are conducted either at the customer’s place of business or at
ComputerEase’s training center. Additionally, weekend classes are offered to
the general public. Trammo is offered for all leading software programs or
ComputerEa:e will devise custom programs at corporate customers requests.

Marketing and Sales Strategy

ComputerEase differentiares itself in the market by aiming to satisfy not only
students in the training classes, but the actual customers: the corporate
clients. The company does this by emphasizing training that increases pro-
ductivity and by providing comprehensive ongoing service and followup to
the corporate customer. Sales are secured predominantly through face-to-face
solicitation.

The Competition

No marker leaders have yet emerged in the corporate software training field,
and competition is diverse and uneven, creating substantial markert opportu-
nities. ComputerEase maintains the following adv antages over existing com-
petmon ongoing local support to clients, a strong mereUHO emphasn on
increasing customers productivity, a coordinated marketmo program, profes-
sional image, authorization from Software publishers, quahﬁed management,
consistent quality of training, and the availability of the ComputerEase train-
INg center.
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Target Market

ComputerEase operates in the greater Vespucci area, targeting large and
medium-sized businesses with high computer use. Vespucci is the 16¢th
largest city in the United States, with a diverse and healthy economy.
Reliable sources estimate that more than 10,000 companies and institutions
with more than 50 employees are located in the area.

Management

President and Founder Scott E. Connors brings significant technology-
related management experience to his position and previously co-owned his
own computer retail outlet. Immediately before starting ComputerEase, Mr.
Connors served as Regional Vice-President for Chanoff’s Computer
Emporium, a large computer hardware retail chain. Earlier, he was a sales
representative for IBM. Vice President Susan Alexander brings direct experi-
ence in marketing to, and contacts with, the target market from her prior
position as Assistant Marketing Director for AlwaysHere Health Care Plan
and sales experience as Sales Representative for SpeakUp Dictation Equipment.

Operations

On August 1, 1993, ComputerEase opened its first corporate training center
with 10 personal computer stations. The company ofters corporate training
sessions at this center as well as at the customer’s place of business. It plans to
open a second training center by January 1, 1994. ComputerEase utilizes the
excess capacity of the training center by offering Saturday classes to the non-
corporate community. All training equipment is leased, and training materials
are produced by the “just-on-time” method to reduce costs.

Stage of Development
ComputerEase began operations in January 1993, and opened its first
Software training center classroom in August 1993.

Financials

The financial strategy of ComputerEase emphasizes reinvestment of income
for growth during the first few years of operation, with the company reach-
ing profitability by year three. Annual revenue projections for the current

year are $233,000; for 1994, $493,875; and for 1995, $818,615.

Funds Sought and Utilization

The company is currently seecking $80,000 in investment financing in return
for 20% of the stock and a seat on the Board of Directors. These funds will be
used for expansion activities, including the opening of an additional training
center, hiring of new staff, and increasing marketing activities. Long-term
plans call for the company to either develop a franchise operation or expand to
become a regional chain, adding at least one training location annually.

Emphasizes
past business
ownership
and directly
related expe-
rience.

Tells investors
there is no
return on cap-
ital for at least
three years.

Uses specific
numbers and
uses for
func's.
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SAMPLE PLAN: Narrative Executive Summary

Executive Summary

The Concept

Provides a Technology-related business services are among the fastest growing industries
sense of the in the United States. The explosion of the use of computers in Virtually every
health and

business setting has provlded unprecedented opportunities to companies pro-

fo:;:";’;;"es \1d1ng support and services for computer equipment. Because the field is rela-
. tively new, market leaders have not yet emerged, and customer loyalty has not
yet been established. This enables a well-conceived and well-executed compa-
ny to secure a leading position in the field.
Background
Scott E. Connors, President and Founder of ComputerEase, Incorporated,
Gives history recognized this opportunity when, as Regional Vice President for Chanoff’s
of motivation Computer Emporlum he conducted a study of the potential market for cor-
for business. porate software training in the Indiana, Ohio, and Illinois areas. As a result of
this study, he realized that a professionally managed software training compa-
ny could quickly become the region’s market leader.
The Company
BRI ComputerEase is positioned to become the premiere provider of corporate
mental stage, software training targeted to the corporate market. The company began oper-
products and ation in ]anmrv 1993 and was quickly able to secure corporate clients with
services, software training programs offered at the customer’s location.
long-term |
goals, legal | The client base expanded when ComputerEase opened its first Training Cen-
status, and ter in August 1993, with 10 personal computer stations, allowing corpora-
ownership. | tions to send their employees off-site for computer instruction. Comput-

erEase offers software training for all leading software programs, as well as
custom programs at corporate customers request. Additionally, the company
ofters Saturday classes to the general public.

ComputerEase is incorporated in the state of Indiana and stock is currently
held by Mr. Connors and Vice President Susan Alexander.

l The Market

| The company targeted large corporations in the greater Vespucci, Indiana,
area as the base of its initial operations. As the 16th largest city in the United
States, Vespucci offers a diverse and healthy economy. More than 10,000
companies employ more than 50 employees.

Competitive Position
Currently corporate software training programs are offered in the Vespucci
arca by small, local, underfunded, and generally poorly managed companies
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and through national programs providing no local support or sales. Market
research indicates an extremely high level of dissatisfaction with current providers
among current customers of software training. ComputerEase’s coordinated
marketing program o the corporate community, professional image, out-
standmg training, emphasis on training for business productivity, and its

ongomg customer support sets the company apart from 1€s competmon

Management Team

The current management of President Scortt E. Connors and Vice President
of Marketing Susan Alexander gives ComputerEase an excellent team with
which to begin operations. Mr. Connors brings extensive technology-related
management and sales experience from his years with Chanoft’s Computer
Emporium and IBM. Connors successfully managed his own business as a co-
owner of Chanoff’s downtown Vespucci retail store. He sold his interest in
that store to finance the founding of ComputerEase.

In her position as Assistant Marketing Director for AlwaysHere Health Plan,
Ms. Alexander gained significant experience in sales and marketing to Com-
puterEase’s target market: corporate human resource directors. Her personal
connections with this target audience are extensive, giving ComputerEase
immediate access to the potentially most lucrative clients.

The Future

Long-term development calls for the company to progress in one of two
directions. One, the company may become a franchise operation, selling fran-
chise licenses, materials, and training for independent operations under the
ComputerEase name. Two, ComputerEase may expand its own company-
owned and -operated training centers throughout the Midwest region,
becoming the dominant regional software training provider.

Financials

The company projects rapid growth, with sales revenues of $233,000 in 1991,
$493,875 in 1992, and $818,615 in 1993. It emphasizes the reinvestment of
income for expansion rather than profit taking, funding growth internally
rather than through additional investment beyond that currently sought.

Funds Sought

The company anticipates only one round of financing (unless franchising is
later undertaken) with $80,000 being sought from one investor in return for
20% of the equity and a seat on the Board of Directors. These funds will be
utilized to add a new training center, hire staff, and expand marketing activities.

Emphasizes
previous busi-
ness owner-
ship and
related
experience.

Provides
investors with
a sense of
growth oppor-
tunities.

Gives specific
rnumbers and
uses of funds.
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| “We ask each division to
| define its own Mission,

as well as having an

~ overall corporate Mis-

sion Statement. The
statement is only a few

- paragraphs and is

descriptive of what
we're trying to accom-
plish. It’s reviewed each
year, but we discourage
minor changes in the
mission statement. The
corporate mission state-
ment hasn't been
changed for five or six
years now.”

George James
Sr. V.P. & CFO
Levi Strauss & Co.

| “Our concept, a club with

a membership fee, gives
our customers a sense
of ownership, of belong-
ing. It’s a little like a
speakeasy: Our storas
are located where they
are not obvious, you
have to be a member to
getin, and you're in on
something special.”
Robert Price

Chairman of the Board
The Price Club

Company’s Objectives/Statement of Mission

Many. 1f not most, successful large companies describe the main goal
of their internal planning process as articulating and clarifying their
“philosophy™ or “mission.” All other aspects of a business should be
aimed at achieving the overall company purpose.

You should be able to sum up the basic objectives of your company in
just a few sentences. One statement should encapsulate the nature of
your business, your business philosophy, your financial goals, your
“corporate culture,” and how you expect to have your company
viewed in the marketplace.

A Statement of Mission provides focus for your company and should be
the guiding principle of your business for at least the next few years. It
should be the result of a meaningful examination of the foundations of
your company, and virtually every word should be important.

A finished Statement might be: “AAA, Inc., is a spunky, imaginative
food products and service company aimed at offering high-quality,
moderately priced, occasionally unusual foods using only natural
ingredients. We view ourselves as partners with our customers, our
employees, our community, and our environment. We aim to become a
regionally recognized brand name, capitalizing on the sustained interest
in Southwestern and Mexican food. Our goal is moderate growth,
annual profitability, and maintaining our sense of humor.”

The Statement of Mission worksheet on the opposite page helps you
outline your company’s objectives.

The Company Description Plan Preparation Form at the end of the
chapter asks you to describe your business in detail. The main aspects
of such a description are detailed on the next several pages.

Company Name

In many cases, the company’s name is not the same as the name(s) it
uses in doing business with the public. A company might have a dba
(doing business as) name under which it operates. It’s also quite com-
mon for one company to own a number of brand or trade names.

A fictitious business name is a made-up name, rather than the name of
a real person, that the company uses as either its legal or corporate
name or its dba.

In your business plan, include the legal name of your company and
any brand or trade names, dba’s, or subsidiary company names.

For instance, a company might list its legal name as AAA, Incorporat-
ed, doing business as Arnie’s Diner, operating the subsidiary business,
Rosie’s Catering Service, and selling products under the trade name
Arnie’s Atomic for its line of food products.









If yours is a new business and you have not yet chosen a name, con-
sider selecting a name that will give you maximum flexibility over the
years. A person’s name or one that is too narrowly descriptive may
fimit your ability to grow, change focus. or sell the company. Hill's
Airplane Repair is more confining than Take-off Aviation Services, or
even Take-Off Transportation Services.

Legal Form of Business

You must indicate the legal form of your company. Is it a corporation,
an “S™ corporation, general or limited partnership, or sole proprietor-
ship? In what state is it incorporated? Who owns the company, and if a
corporation does, how many shares are outstanding and who are the
major sharcholders?

Here is an example of how to handle the legal description of a business:
“AAA., Inc., is incorporated in the state of California, licensed to do
business in Jackson County, California. The three shareholders —
Arnie Matthews, Brendan Muir, and Aaron Joshua — each own 331/3%
of the total shares in the company.” If you need more information
about the various ways to legally structure a business and the regula-
tions likely to apply to your company, consult your state’s edition of
The Oasis Press’ Starting and Operating a Business series.

Management/Leadership

Next, include the name of the chairman/woman of the board of direc-
tors, president, and/or chief executive officer. If there are other key
members of management. especially those that might be knewn to
potential investors, list their names here. Also, if you have a board of
directors, advisory board, or other governing entity, indicate how many
people serve on that body and how trequently it meets. If the member-
ship of these bodies is particutarly impressive, include their names,
otherwise it is not necessary to do so.

Business Location

List the location of your company’s headquarters. main place of busi-
ness (if different), and any branch locations. If you have more than one
or two branches, you can list just the total number (although you might
want to include a complete list in your plan’s appendix). Also. it is very
important to describe the geographical area your company serves.

For instance, state: “The corporate offices of AAA, Inc., are located at
123 Amelia Earhart Drive, Jackson, California. Arnie’s Diner is locat-
ed at 456 Lincoln Street in Jackson. Rosie’s Catering Services oper-
ates from the diner and serves the entire Jackson County area. Arnie’s
Atomic food products will be sold in five Southwestern states.™

Chapter 5: Company Description

| “Kaizen is the corner-

stone of the company.
This is a philosophy of
continuous pursuit of
improvement. We
believe small, continu-
ous improvements cre-
ate greater value than
anticipating major leaps.
We can never stand still.
We have a program of
employee suggestions
and rewards. In 1990
about 90% of our
employees submitted
suggestions; we receive
over 10,000 suggestions
per year. The challenge
to managers is to get a
higher percentage of
employees making
workable suggestions.
In Toyota’s plants in
Japan, on average,
every employee submits
a suggestion per
month.”

Michael Damer

New United Molor
Manufacturing Inc.
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“Some potential mile-

| stones a business plan

could indicate include
product completion,
product testing, first
customer shipment, unit
volume goals, company
infrastructure develop-
ments, core agreements
reached, and second
product shipping.”

Ann Winblad
Venture Capitalist

Development Stage

Someone reading your business plan should be able to get a clear
sense of how far along your company is in its development and what
progress you have made in building the company.

Begin by stating when the company was founded. Next, indicate what
kinds of milestones have been reached and the company’s immediate
development goals.

Indicate your phase of development: a seed company (without a prod-
uct or service even finalized); a startup (in early stages of operation);
expansion (adding new product, services, or branches); retrenchment
(consolidating or repositioning product lines); or established (main-
taining market share and product positioning).

Indicate how far along your plans have progessed. Has the product
been developed or tested? Have orders been placed. the product
shipped? Are leases signed? Have suppliers been secured? Have
branch offices been opened? Has packaging been designed, market
surveys undertaken? What have been the past milestones and suc-
cesses of current operations?

Using the above example of AAA, Inc., this section might read:
“Arnie’s Diner opened in 1986, and the company began packaging
food products used in the restaurant in 1988. These were sold in gro-
cery stores on a local basis beginning in 1990. A distributor has been
secured to sell these products to grocery and speciaity stores in five
Southwestern states. The first orders have been received, placed, and
renewed, and the company now plans to expand its production facili-
ties to accommodate increased sales and develop new products.”

Financial Status

You also want to give a brief idea of the status of your company in
financial and personnel terms. For example, how you have been funded
to date and any major financial obligations. If seeking funding, briefly
indicate how much money is sought and for what purpose. You will
expand on your financial obligations and use of funds sought in the
Financials section of your plan.

Thus. this section might read: “AAA. Inc., has maintained overall
profitability through slow, careful expansion of its component compa-
nies. Total income for the previous year was approximately $991,000.
“Rosie’s Catering is presently the most profitable. last year showing a
profit of $128.,000 on sales of $525,000; Arnie’s Diner showed a profit
of $81.,000 on sales of $385,000; Arnie’s Atomic Foods projects a cur-
rent year loss of $27,000 on sales of $81,000. Currently the total work
force is five full-time employees and seven part-time employees.



“We are now seeking to expand the production facilities, add employ-
ees, and increase our sales and marketing efforts. To do so, we are
seeking an additional $250,000 in capital.”

Products and Services

You can include this next portion either in the Company Description
section of your business plan. or you can list it separately, as a section
of its own. If your product or service is particularly technical or revo-
lutionary, it is advisable to treat this as a separate section.

Here, you want to clearly identify the nature of your business and the
products or services you provide. You should be fairly specific, but if
you have a large line of products or services, you do not need to list
cach and every one, as long as you indicate the general categories.

&

You want to also indicate future products or services planned by your
company and when you expect to introduce them.

Once again using the fictional AAA. Inc., this section might read:
“Arnie’s Diner is a full-service restaurant specializing in Mexican and
Southwestern cuisine. Rosie’s Catering Services provides catering for
both business and personal occasions, offering a diverse menu, not
limited to Southwestern cuisine.

“The Arnie’s Atomic food line currently consists of seven shelf-stable
chili and salsa products. We anticipate releasing a line of four packaged
Southwestern spice mixtures in the next six months. In the second year
of this plan, we anticipate introducing a line of tortilla chips.”

Patents and Licenses

Next, indicate the trademarks, patents, licenses, or copyrights your
business has secured or has pending. If you have quite a few, merely
indicate the number and type. Thus, “AAA. Inc.. has trademarks to the
name Arnie’s Atomic Foods, which is used on its food product line.
and to the Triple A Shooting Star logo.”

Chapter Summary

Your plan’s Company Description communicates the basic aspects of
your business in a brief form. From the Description. a reader gets a
clear idea of what your company is about, how far along you have
developed, and what you plan to do. The Statement of Mission shows
that you understand the focus of your company and can articulate your
objectives concisely.

Chapter 5: Company Description

“I worked on a shelf-sta-
ble product for eight
months, but at the last
minute | changed it to a
fresh, refrigerated
sauce. Everyone told me
the down sides of such
a product: harder to get
shelf space, shorter
shelf life, more retailer
resistance. But | didn't
love the product in its
shelf-stable form. Peo-
ple kept saying not to
fall in love with your
product, but | had to
love what | sold. And |
found | didn’t end up
facing nearly as many
problems as they
warned me | would.”

Deborah Mullis
Founder
D.A.M.E.’S Foods
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Tells com-
pany basics:
incorporation,
location,
services.

States how
the company
intends to
distinguish
itself to cus-
tomers.

Shows how
the company
has grown
and estab-
lished
revenues.

Provides spe-
cific financial
cdevelopment
data.

SAMPLE PLAN: Company Description

Company Description

ComputerEase, Incorporated is an Indiana-based company providing com-
puter software training services to businesses in the greater Vespucci, Indiana,
area. Corporate headquarters and the software training center are located at
987 South Main Street, Vespucci, Indiana.

The Company’s Mission

Our goal is to increase the customers’ business productivity by helping them
realize the maximum benefit from their personnel and computers. We do this
by offering training programs of consistently high quality with an unequalled
staff, and backing our programs with ongoing support. We are a service com-
pany, dedicated to long-term relationships with our customers. We aim to be
known as the premiere software training company in the greater Vespucci
area. Our development goals are for steady expansion, with profitability by
the third year.

Services

The company offers software training seminars for all leading business soft-
ware programs, as well as devises custom training programs. These classes are
targeted to the corporate market, and training is conducted at the customer’s
place of business or at the training center. Saturday classes are oftered at the
training center for the general public.

Prior to opening the training center, the company was limited in the services
it could ofter potential clients. The most lucrative business, continuing corpo-
rate contracts, was severely restricted, and no public seminars could be
offered. Nevertheless, in the first nine months of operation, the company
conducted 21 on-site training programs and three Saturday public training
programs, and secured continuing training contracts with three of the prima-
ry target corporate customers. This produced revenues of $85,500 through
August 1993.

The company projects deficits for the first two years of operation, with
income reinvested for expansion. We anticipate that the company will be
profitable by the third year. In these three years, our goal is to become the
premiere software training company in the greater Vespucci area. Trends in
training, however, are toward nationally-known and marketed providers, so
the company anticipates either joining or starting a national franchise or
training association by year three.

The company owns the trademark to the name ComputerEase, under which
it does business, and to the slogan “We Speak Your Language.”
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Development to Date

Founded in January 1993 by Scott E. Connors, ComputerEase began opera-
tion by providing software training at customers’ sites. In August 1993, the
company opened its first software training center, at its present location. In
March 1993, Susan Alexander became Vice President for Marketing. Ms.
Alexander immediately began an extensive marketing program, targeting 200
large companies in the Vespucci area.

Legal Status and Ownership

ComputerEare is incorporated under the laws of the state of Indiana. Ten
thousand shares in the company have been issued: 6,000 are owned by Presi-
dent and CEO Scott E. Connors; 1,000 are owned by Vice President of Mar-
keting, Susan Alexander; and 3,000 shares are retained by the company for
future distribution.

Funding of the company to date has come from the personal savings of Mr.
Connors — a $15,000 loan from Connors’ family members — and from the
income generated by sales. The company is now seeking $80,000 from out-
side investors in return for 20% equity ownership. These funds will be used
to add a classroom, hire payroll trainers and additional staff, and expand mar-
keting activities.

Gives clear
picture of
current own-
ership and
equity avail-
able.
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Chapter 6

Industry Analysis

A company must kncw both how it is
like, and how it is unlike, other businesses.

Your Business and the Industry

No company operates in a vacuum. Every business is part of a larger,
overall industry; the forces that aftect your industry as a whole will
inevitably affect your business as well. Evaluating your industry
increases your own knowledge of the factors that contribute to your
company’s success and shows potential investors that you understand
external business conditions.

An industry consists of all companies supplying a similar product or
service, other businesses closely related to that product or service, and
supply and distribution systems supporting such companies. For exam-
ple, the apparel industry comprises companies making finished cloth-
ing, including the fabric and notion suppliers, independent sales repre-
sentatives and clothing marts, trade publications, and retail outlets.

What this Chapter Coes for You

In this chapter, you are given the tools to examine your industry.
Most of the forms are for your internal planning use, and once you
complete them, you will have the information necessary to compile
your Industry Analysis. In your plan, you want to focus on:

= A description of your industry.
» Current trends in your industry.

» Strategic opportunities that exist in your industry.

“Doing an industry analy-
sis reinforced our initial
business premise. The
analysis showed restau-
rants with limited
menus, such as the one
we planned, were the
most rapidly growing
segment of the industry.
Looking at industry sur-
veys, we saw the trends
in eating at that time
were towards smaller
portions and less formal
dining, particularly
among the demographic
group we intended to
serve. So we knew we
were on target.”

Martha Johnson

Owner, Suppers
Restaurants



68 The Successful Business Plan: Secrets & Sirategies

Naturally, you will need to do some research to get this information.
For guidance in your research endeavors, see Chapter 2.

Your Economic Sector

Your economic sector is the broad category into which your industry or
business falls; the four general sectors are 1) service; 2) manufacturing,
3) retail; and 4) distribution. Your business may belong to more than
one sector; for example, you could both manufacture products for resale
by others and sell them yourself at the retail level.

Economic sectors experience trends, and it’s useful to note your sector’s
patterns. Because an economic sector is large and diverse, your busi-
ness can vary dramatically from overall sector performance and trends.
It is unnecessary to do a detailed analysis of your sector, but you should
understand its past performance and growth projections. Study articles
in business publications. then fill in the worksheet below.

Past and Future Growth of Your Business Sector

Business Sector Past Growth Future Growth
(Low, Med., High)  (Low, Med., High)

1.

2.

3.

Your Industry

Your business may intersect two or more industries. For instance, you
may produce electronic devices utilized in new and used automobiles.
Thus. you are part of three industries: electronics, new automobiles, and
the automobile after-market. (The used car industry has many different
issues than the new car industry.) If your business falls in more than one
industry, research each of the applicable industries, giving particular
weight to issues most relevant to your business. Below list the industry
or industries in which your company operates.

- Your Company’s Industries




Size and Growth Rate of Your Industry
Pay particular attention to the rate at which your industry is expanding:
this gives you insight into the opportunities available for your business.

How does the growth rate for your industry compare with the growth
of the gross national product (GNP), which measures the national
economy? This comparison will give you an idea of the current
health of your industry.

For example. if your industry is growing at 2% a year, and the GNP
at 5% a year, your industry is losing ground and opportunities will be
few. However, if your industry is growing at 15% a year. while the
GNP is at 5%, you are in an industry with far greater potential.

If information for your overall industry is ditficult to find., you may
be able to estimate its approximate size and growth by evaluating the
largest companies in your field. Get copies of their annual reports or
analyses from stock brokerages and read articles about them in trade
and business publications.

After obtaining these basic facts about your industry. fill in the work-
sheet below, indicating the industry’s past and future growth.

Of course, your own company’s development may differ greatly from
industry averages — statistics may show that on a national scale,
fewer people are dining out, yet your restaurant could be booming.

Chapter 6: Industry Analysis

“Look at annual reports
of companies engaged
in similar businesses
and see what they're
doing in the way of
financials. Your num-
bers, of course, won't
be the same, but the
ratios should be similar.
If your plan shows you
doing much better than
these big companies (in
areas like profit mar-
gins), you won't be
believable.

Eugene Kleiner
Venture Capitalist

~ Past and Future Growth of Your Industry - ] .

Factor 2 Years Ago Past Year This Year

Total Revenue

B m 00 o - : I

Total Units \
Sold/Velume

i Total Employment \

i Industry Growth Rate

|
GNP Growth Rate ’
\

Rate Compared ‘
to GNP (+ or %) |

Next Year

Next 5 Yrs (Avg.) |

+

—

—
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“The big wineries aren't
willing to spend the time
and money on some-

- thing that looks too
' small. They want to see

a large number of cases
sold before they move
in. So we figured we had
a healthy niche for a
while. But as the market
gets bigger, we have to
either sell out to one of
the big guys or we have
to bring in additional
financing in return for

equity.”

Larry Leigon
President, Ariel Vireyards

If your business plan’s figures are far out of line with industry averages,
you need to explain in your plan how you account for the variation.

Industry Maturity

Industries don’t remain static; they may change dramatically over
time. Generally, the life cycle of an industry comprises four phases
1) new; 2) expanding; 3) stable; and 4) declining. The last phase,
decline, is not inevitable: many long-standing, stable industries show
no sign of decline.

Industries have distinct attributes in different stages of maturity. Even
industries that seem closely related are quite dissimilar based on devel-
opment stage. For instance, the soft drink industry is relatively stable,
and a few major companies dominate the field. Little room exists for
newcomers, and it would be extremely expensive to try to compete. On
the other hand, bottled waters are in a developing industry with lots of
competition and variation.

The Industry Maturity Chart on the opposite page describes characteris-
tics of industries in the four different stages. Examine the chart and the
descriptions of the growth stages, then list the maturity characteristics
of your industry and the opportunities and risks they represent on the
worksheet below.

Maturity Characteristics of Your Industry and Associated Opportunities/Risks

Growth Rate:

Opportunities/Risks:

Competition:

Opportunities/Risks:

Market Leaders/Standards:

Opportunities/Risks:

Marketing Goals:

Opportunities/Risks:

Market Share Strategy:
Opportunities/Risks:

Product Range:

Opportunities/Risks:

Customer Loyalty:

Opportunities/Risks:
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 Industry Maturity Chart

Characteristic

Development Stage

, New Expandihg Stable 7Declin7i7ng
Growth Rate Very High Very High Plateau 1 Minimal/None
Competition Increasing Shake-0Out Entrenched Decreasing

- ] B

‘ Market Leaders/ None In Flux/Emerging Fixed Contracting

Standards

I S I — R S

|
Marketing Goals Exposure. Differentiate Industry Leadership Survive
and Credibility from Competition |

\ Market Share
| Strategy

. Product Range

Customer
Loyalty

Gain Foothold

Limited

None

Build Maintain Share Cannibalize Weakened
Market Share Competitors
Expanding Wide Reduced
Hardening Strong Weakening

The four stages of an industry’s life cycle are described below.

New industries provide excellent entrepreneurial opportunities. Smaller companies are well-suited to respond to
rapid changes, and larger companies have not yet recognized the field’s potential. The market, however, is limited
because customers are not yet comfortable with the product or service.

Expanding industries enjoy rapidly growing markets as customers begin to recognize the need for the product or
service. Competition is brisk as well-funded companies begin to enter the field. All companies are vulnerable, even
those that looked strong when the industry was new.

Stable industries have arrived at a plateau with markets leveled off at a reasonably high level. The rate of growth is
slow, and customers maintain strong brand loyalty. It is relatively difficult to enter these industries.

Declining industries result from technological, demographic, and sociological changes, and from overwhelming
foreign competition. Corporations leave the field or go bankrupt, and the few major companies fight to survive by
stealing remaining customers from weakened competitors.
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| “With a $100 million

company, it is vital that
I'm tuned in to what's
happening in our indus-
try and with national
and global economic
trends, so | can take
steps both in marketing
and pricing that will lead
my competitors. | look
at least six months
ahead. To deal with eco-
nomic downturns, you
must be less aggressive
with pricing. You plan
for these times by mar-
shalling your resources
and building up liquidity
to take care of the rainy
day. The trick is to accu-
rately predict what is
happening out there,
and to decide whether to
scale back on capital

| expenditures or new

acquisitions. Knowing
when to pull back differ-
entiates the successes
from the potential disas-
ters. And when you can
see the bottom of the
downturn, resume a
more aggressive
approach.”

Andre Tatibouet
President, Aston Hotels

Sensitivity to Economic Cycles

Some industries are heavily dependent on strong economies, either
nationally or internationally, and it is crucial to understand how vul-
nerable your industry is to economic downturns.

Construction, large consumer items (autos, furniture, etc.), and
tourism all suffer substantially when the economy is in recession.
Industries dependent on new business formation or business expan-
ston, such as office and technical equipment, also suffer in poorer
times.

Industries such as discount department stores and used-car dealerships
are counter-cyclical, doing relatively better in poor economies than in
strong ones. And some industries, such as personal care products and
low-cost entertainment. are relatively immune to economic cycles.

If your business is located in a smaller community that is heavily
dependent on one industry or one major employer, consider the effect of
the economy on that industry or company and thus, your own business.

Considering the economic conditions or cycles that affect your busi-
ness helps you anticipate and plan for difficult times. On the work-
sheet below, describe the effect, if any. of each of the listed factors on
your industry.

Effects of Economic Conditions and Cycles on Your Industry & Business

Low Business Expansion/Formation:

High Interest Rates:

High Inflation:

Weak Doliar/Cheaper Imports:



Seasonality

For many industries. certain times of the vear produce higher revenues
than others. For example. toy companies are dependent on Christmas
sales. while summer is the big season for bathing suit manufacturers.
But many other industries also fluctuate throughout the vear. Most
retail businesses and consumer products are atfected by the Christmas
season. which may account tor one-third to one-half of all sales.
Spring is an important season for any wedding-associated industry.
Tourism-related businesses may depend heavily on the summer. And
nonessential products and services may actually suffer during the
Christmas season. as consumers reduce nongift expenses.

When preparing your financial forms. particularly cash-flow projec-
tions, it is imperative that vou understand and account for the seasonal
factors that have an impact on vour income and expenses. Your prod-
uct may be sold in December. but you may have to pay for raw mate-
rials in June.

On the worksheet below, describe the impact, it any. that the various
seasons have on the economic health of vour industry. Also describe
any additional seasonal factors.

How Seasonal Factors Affect Your Industry :

Christmas/Holiday:

Summer:
Winter:

Other:

Chapter 6: Industry Analysis

“Forty-seven to forty-

eight percent of our vol-
ume occurs around
Christmas. We keep his-
torical records of our
sales volume and timing.
S0 we know what the
sales pattern is likely to
be. both in the stores
and when mail order and
quantity orders will be
placed. If Christmas is
on a Tuesday this year,
we go back and look at
the last time it fell on a
Tuesday, to see sales
volume by day of the
week, so we'll know
what to expect the Friday
before Christmas. We
put together a ‘game
plan,’ a complete sched-
ule. so we can keep
fresh product churning.”

Charles Huggins
President, See’s Candies
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You have to work very

| hard to keep ahead. You
' have to keep the costs
of doing business down
through new technolog-
ical developments. We
constantly keep abreast
of new ways to improve
procedures through
technology to keep
costs down.”

Robert Price

Chairman of the Board
The Price Club

Technoiogical Change

In today’s society, technological advances affect every industry. Tech-
nology changes the way products are made, how information is man-
aged, and how costs are reduced. Technological developments change
manufacturing processes, the way inventory is tracked, communications
with customers, and the way paperwork and billing is handled.

It i1s, of course, impossible to imagine all the technological develop-
ments that may affect your industry in the next five years. But it 1s
useful to take note of the trends of the last five or ten years. If yours
is an industry in which technology changes rapidly, assume that you
will need to be positioned to respond to change, and indicate in your
business plan your strategy to do so and the financing it will take for
new equipment.

Some technological developments may provide you with strategic
opportunities that you want to emphasize when writing your plan.
Also, if you have to purchase new equipment periodically, be certain
to keep this information in mind when preparing the Financials section
of your plan.

On the checklist below, indicate the rate of technological change
each area of your industry has experienced over the last five years.

Technological Change in Your Industry Over the Last Five Years'

Product/Service Features High Moderate Low  None
Manufacturing/Production

Billing/Administration

Information Retrieval

Inventory Control

Delivery Time/Method

Marketing/Communication

Other:




Regulation/Certification

Certain industries are particularly affected by the actions of govern-
mental authorities. While all businesses are influenced by regulation
to some degree, regulation, licensing, and certification in some cases
can dictate in large part how an industry conducts its business. Take
time to think about how, if at all. your business and industry are
influenced by governmental regulations.

Consider the actions of governmental entities at all levels — national,
state, county, and municipal — as well as special regional bodies. when
analyzing the regulatory trends in your industry. Some regulatory mea-
sures actually create strategic opportunities. In the environmental field,
for instance, increased governmental regulation over pollution has led
to whole new industries dealing with waste management and energy
conservation.

You may also find your business is subject to certification, either by a
governmental body or an industry association. You may be required to
take state tests to qualify to conduct your business. If your company
benefits from regulatory actions, in your plan emphasize how you
intend to capitalize on these opportunities.

Indicate your industry’s sensitivity to regulation and certification on
the checklist below.

How Sensitive Is Your Industry to Government Regulation?

Area of Sensitivity High Moderate Low  None

Environment

Health and Safety

International Trade ]

Performance Standards [ ]
Licensing/Certificaticn

Fair Trade/Deregulation '
Product Claims [ ‘

Other: |

Chapter 6: Industry Analysis

“We started with the

technology; we didn't
really know what we
were going to make. We
could have used our
process to produce low-
alcohol wine, nonalco-
holic wine, bottled
water, or a soft drink. In
taste tests, we got a
very high response to
the soft drink, but it
would have been
beyond our resources to
get distribution for a
soft drink. We had con-
tacts and e<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>