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FUNDAMENTALS

As you start the planning process, begin with a
general view of the whole project. Review your goals
and consider your options.

PacGE 2




FUNDAMENTALS
Chapter 1.

IT°S ABOUT
RESULTS

» 1 It’s About Results About 10 years ago, I was having lunch with
Professor James March, a business school professor
whose class I'd enjoyed a few years earlier, as a grad
student. I was then in my late 30s, making my
living mostly through business plan consulting. I'd
had some successes. One of my plans was for a
company that went from zero to more than $100
million of sales in four years. Apple Computer’s
Latin American group increased sales from $2
3 The Mini-Plan million to $27 million during the fouryears I'd done
its annual plan. I'd had some failures too, but we
won’t mention those.

2 Pick Your Plan

“So what is the value of a business plan?”

4 Starting a Business )
Professor March asked at one point.

“Thousands of dollars,” I answered. “Tens
of thousands, in some cases.”

“Wrong,” he answered, to my shock. “Very
wrong.”

The value of a plan is the decisions it
influences, he explained, and ultimately, how
much money is in the bank as a result.

He was very right, although I was fairly
smug about my successes and didn’t like his

response. And the underlying lesson is vital to
this book.
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I've absorbed the idea into my work
on business planning. Plans should be
measured by results. No matter how
well researched, beautifully written, or
excellently presented, whatreallymakes
a difference is how it impacts the results
of the business.

What Makes a Good Plan?

Nustration 1-1showsabusiness plan
as part of a process. You can think about
the good or bad of a plan as the plan
itself, measuringitsvalue byits contents.
There are some qualities in a plan that

make it more likely to create results, and
these are important. However, it is even
better to see the plan as part of the whole
process of results, because even a great
plan is wasted if nobody follows it.

The plan depends on the human
elements around it, particularly the
process of commitment and
involvement, and the tracking and follow
up that comes afterward. I'm going to
deal with those elements in coming
chapters of this book. They are vital. But
for now, let’s look at the qualities that
make the plan itself better or worse.

INlustration 1-1: Planning is a Process, Not Just a Plan

Results

A business plan will be hard to implement unless it is simple, specific, realistic and complete.
Even if it is all these things, a good plan will need someone to follow up and check on it.
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CHAPTER 1: IT’s ABouT REsuLTs

Successful implementation starts
with a good plan. There are elements
that will make a plan more likely to be
successfully implemented. Some of the
clues to implementation include:

1. Is the plan simple? Is it easy to
understand and to act on? Does
itcommunicateits contents easily
and practically?

2. Is the plan specific? Are its
objectives  concrete and
measurable? Does it include
specific actions and activities,
each with specific dates of
completion, specific persons
responsible and specificbudgets?

3. Istheplanrealistic? Are the sales
goals, expense budgets, and
milestone dates realistic?
Nothing stifles implementation
like unrealistic goals.

4. Is the plan complete? Does it
include all the necessary
elements? Requirements of a
business plan vary, depending
on the context. There is no
guarantee, however, thatthe plan
will work if it doesn’t cover the
main bases.

Use of Business Plans

Preparing a business plan is an
organized, logical way to look at all of
theimportantaspects of abusiness. First,
decide what you will use the plan for,
such as to:

* Define and fix objectives, and
programs to achieve those
objectives.

e Create regular business review
and course correction.

* Define a new business.
e Support a loan application.

e Define agreements between
partners.

e Setavalue on abusiness for sale
or legal purposes.

e Evaluate a new product line,
promotion, or expansion.

No Time to Plan? A
Common Misconception

“Not enough time for a plan,”
business people say. “I can’t plan. I'm
too busy getting things done.”

Toomanybusinesses make business
plans only when they have to. Unless a
bank or investors want to look at a
business plan, there isn’t likely to be a
plan written. The busier you are, the

N
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more you need to plan. If you are always
putting out fires, you should build fire
breaks or a sprinkler system. You can
lose the whole forest for too much
attention to the individual trees.

Keys to Better Business
Plans

* Use a business plan to set
concrete goals, responsibilities,
and deadlines to guide your
business.

e A good business plan assigns
tasks to people or departments

and sets milestones and
deadlines  for  tracking
implementation.

* Apractical business planincludes
10 partsimplementation for every
one part strategy.

* Aspartof theimplementation of
abusiness plan, it should provide
a forum for regular review and
course corrections.

e Good business plans are
practical.
Business Plan “Don’ts”

¢ Don’tuseabusinessplantoshow
how much you know about your
business.

* Nobody reads a long-winded
business plan: not bankers,
bosses, nor venture capitalists.
Years ago, people were favorably
impressed by long plans. Today,
nobodyisinterestedinabusiness
plan more than 50 pages long.

A Business Plan Fable

Once upon a time there were three
entrepreneurs who set out to seek their
fortunes. Each of them developed a
business plan.

The first business plan was built of
straw. It was easy to complete, but it was
mostly just puffery. For example, it had
objectives like “being the best” and
“excellence in customer satisfaction”
without any way to measure results. It
had a lot of talk, but few specifics. I'd
almost say it was written like a sales or
public relations piece, except that not
even those can really afford to skip the
hard facts.

The second business plan was built
of sticks. It was built on what a venture
capitalist I know calls “hockey stick”
forecasts. You can probably guess what
that means. I've seen alot of them. Sales
grow slowly in the past but the forecast
shoots up boldly with huge growthrates,
just as soon as something happens.
Usually the something that is supposed
to happen is investment, usually with
other people’s money, and as soon as

PAGE 6
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this plan gets the money, then wonderful
things willhappen. As one of my favorite
teenagers would say, rolling her eyes
with eloquent sarcasm, “yeah, right,”
and “oh, brother.”

The third business plan was built of
bricks. You can see them in Illustration
1-1. Bricks are specitics, especially
“ownership”, such as in specific job
responsibilities, or specific people in
charge of well-defined activities. Bricks
are milestone dates, deadlines, budgets,
and concrete, measurable objectives.

Then came the real world, as
awesome as the big bad wolfin a similar
fable. The real world was phone calls
and daily routine. It was business
problems and changes in economic
environment, customers paying slower
than expected, costs going up on one
product, down on another. In business
school they called it the RW, pronounced
“are-dub.” I won't say anything about
huffing and puffing.

The real world blew the plan of straw
apart in an instant. It was worthless,
forgotten, lost somewhere in a drawer,
never to be referred to again. Nobody
remembered whatit said. It was useless.

The real world blew the plan of sticks
apart too, in an instant. Nobody had
paid much attention anyhow, because
the forecasts were so wildly optimistic.
Nobody had been given responsibility,
and nobody would have taken it. The
plan was simply ignored. It was useless.

The plan of bricks, however, stood
up to the real world. As each month
closed, the plan of bricks absorbed plan-
vs.-actual results. Managers looked at
the variance. They made adjustments.
Each manager kept track of milestones
and budgets, and at the end of each
month the actual results were compared
to the plan results. Managers saw the
performance of their peers. Changes
were made in the plan—organized,
rational changes—to accommodate
changes in actual conditions. Managers
were proud of their performance, and
good performances were shared with
all. And the company lived happily ever
after.

Summary

Beyond specificsin the menus, please
remember that your plan is yours. You
can easily omit the company chapter, for
example, in an internal plan, or the
marketing or personnel chapters, for that
matter. The planisyours, and the choices
are yours.

Business plans don’t sell new
business ideas to venture capitalists.
Venture capitalists invest in people and
ideas, notplans. Abusiness plan, though
necessary, is only a way to present
information.

N
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FUNDAMENTALS
Chapter 2:

PICK YOUR PLAN

1 It's About Results As we noted in Chapter 1: It’s About Results
business planningis about results. Make the contents
of your plan match your purpose. Don't accept a
standard outline just because it’s there.

» 2 Pick Your Plan In the United States business market, there

isa certain standardization aboutbusiness plans.
You can find dozens of books on the subject,
about as many websites, two or three serious

3 The Mini-Plan software products, and courses in hundreds of
business schools, night schools, and community
colleges. Although there are many variations
on the theme, a lot of it is standard.

4 Starting a Business
What is a Business Plan?

A business plan is any plan that works for a
businesstolook ahead, allocate resources, focus
on key points, and prepare for problems and
opportunities. Business existed long before
computers, spreadsheets, and detailed
projections. So did business plans.

Unfortunately, people think of business
plansfirst for startinga new business or applying
forbusinessloans. Theyare alsovital for running
a business, whether or not the business needs
new loans or new investments. Businesses need
plans to optimize growth and development
according to plans and priorities.
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What is a Start-up Plan?

Averysimple start-up planisabare-
bones plan that includes a summary,
mission statement, keys to success,
market analysis, and break-even
analysis. This kind of plan is good for
decidingwhether or not to proceed with
an idea or venture, to tell if there is a
business worth pursuing; but it is not
enough to run a business with. By the
way, we have a site where you can test
this quick plan for yourself, free, on the
web, at:

www.miniplan.com

Is There a Standard
Business Plan?

Anormal business plan, that follows
the advice of business experts, includes
astandard set of elements. Plan formats
and outlines vary, but generally, a plan
will include standard components such
as descriptions of company, product or
service, market, forecasts, management
team, and financial analysis.

Your plan depends on your specific
situation. If you're developinga plan for
internal use only, not for sending out to
banks or investors, you may not need to
include all the background details that
you already know. Description of the
management team is very important for
investors, while financial history is most
important for banks. Make your plan
match its business purpose.

What is Most Important in
a Plan?

What's most important in a plan? It
depends on the case, but usually it’s the
cash flow analysis and specific
implementation details.

¢ (Cash flow because it is both vital
toacompany and hard to follow.
Cash is usually misunderstood
as profits, and they are different.
Profits don’t guarantee cash in
the bank. Lots of profitable
companies go under because of
lack of cash. It justisn’t intuitive.

¢ Implementation details because
that’swhat makes things happen.
Your brilliant strategies and
beautifully formatted planning
documents are just theory unless
you assign responsibilities, with
dates and budgets, and lots of
following up and tracking of
results. Business plans are really
about getting results, improving
your company.

Can you Suggest a
Standard Outline?

There are predictable contents of a
standard business plan. For example, a
business plan normally starts with an
Executive Summary, which should be
short and interesting. People almost
always expect to see sections covering
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the Company, the Market, the Product,
the Management Team, Strategy,
Implementation and Financial Analysis.

If you have the main components,
the order doesn’t matter that much, but
here’s the order I suggest.

1. Executive Summary: Write this

last. It’s just a page or two of
highlights.

2. Company Description: Legal
establishment, history, start-up
plans, etc.

3. Productor Service: Describe what
you're selling. Focus on customer
benefits.

4. Market Analysis: You need to
know your market, customer
needs, where they are, how to
reach them, etc.

5. Strategyand Implementation:Be
specific. Include management
responsibilities with dates and
budgets. Make sure you can track
results.

6. ManagementTeam: Describe the
organization and the key
management team members.

7. Financial Analysis: Make sure to
include at the very least your
projected Profit and Loss and
Cash Flow tables.

I don’t recommend developing the
plan in the same order you present it as
a finished document. For example,
although the Executive Summary
obviously comes as the first section of a
business plan, I recommend writing it
after everything else is done. It will
appear first, but you write it last.

This book, therefore, discusses the
business plan in the order you develop a
plan, rather than the order of the
document outline.

Standard Tables and
Charts

There are also some business tables
and charts that are normally expected in
a standard business plan.

Cash flow is the single most
important numerical analysis in a plan,
and should never be missing. Most plans
will also have Sales Forecast and Profit
and Loss statements. I believe they
should also have separate Personnel
listings, projected Balance sheet,
projected Business Ratios, and Market
Analysis tables.

I also believe that every plan should
include bar charts and pie charts to
illustrate the numbers.

The following table includes a
complete standard business plan outline.
It explains in detail where the tables,
charts, and topics fall in a standard
outline and where you can find the
related discussions in this book.

N
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Outline order and sequence in a
standard business plan.

Where the process is covered in
this book.

1.0 Executive Summary
1.1 Objectives
1.2 Mission
1.3 Keys to Success

2.0 Company Summary
2.1 Company Ownership

2.2 Company History (for ongoing
companies) or Start-up Plan (for
new companies.

2.3 Company Locations and Facilities
3.0 Products (or services, or
both)

3.1 Product (or service, or both)
Description

3.2 Competitive Comparison
3.3 Sales Literature

3.4 Sourcing

3.5 Technology

3.6 Future Products

4.0 Market Analysis Summary
4.1 Market Segmentation
4.2 Target Market Segment Strategy

4.2.1 Market Needs

4.2.2 Market Trends

4.2.3 Market Growth
4.3 Industry Analysis

4.3.1 Industry Participants
4.3.2 Distribution Patterns
4.3.3 Factors of Competition
4.3.4 Main Competitors

Chapter 17, Strategy is Focus, helps you
write the main summary. Chapter 3, The
Mini-Plan, talks about Objectives, Mission,
and Keys to Success.

Chapter 5, Describe Your Company,
covers the company text section in your
business plan as well as the related tables,
either the Start-up or the Past Performance
table.

This is in Chapter 6, What You Sell.

We cover this in Chapter 9, Know Your
Market. Chapter 11, Market, also includes
the market analysis table and chart.

This is all in Chapter 8, The Business
You're In.
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N
Outline order and sequence in a Where the process is covered in
standard business plan (cont.). this book (cont.).
5.0 Strategy and Implementa- Much of this is covered in Chapter 17,
tion Summary Strategy is Focus. Chapter 18, Make it Real,
5.1 Strategy Pyramids also covers the recommended Milestones
. table. Implementation and plan-vs.-actual
5.2 Value Proposition . .
o analysis comes up again in Chapter 19, Plan
5.3 Competitive Edge for Implementation.
5.4 Marketing Strategy
5.4.1 Positioning Statement
5.4.2 Pricing Strategy
5.4.3 Promotion Strategy
5.4.4 Marketing Programs
5.5 Sales Strategy The sales forecast discussions and the
5.5.1 Sales Forecast forecast itself are all the subject of this
5.5.2 Sales Programs book’s Chapter 10, Forecast Your Sales.
5.6 Milestones
6.0 Management Summary Chapter 7, Management Team, covers
6.1 Organizational Structure this text and the Personnel Plan table.
6.2 Management Team
6.3 Management Team Gaps
6.4 Personnel Plan
7.0 Financial Plan Chapter 14, The Bottom Line, covers the
7.1 Important Assumptions Profit and Loss and General Assumptions
7.2 Key Financial Indicators tables. Chapter 3, The Mini-Plan, mclu.d-es
) the Break-even table as part of the Initial
7.3 Break-even Analysis Assessment. You deal with Cash Flow and
7.4 Projected Profit and Loss the Cash Flow table in Chapter 15, Cash is
7.5 Projected Cash Flow King, the Balance Sheet table in Chapter 13,
7.6 Projected Balance Sheet About.BusinessNumbers,'the Busingss Rajdos
. . table in Chapter 16, Finish the Financials,
7.7 Business Ratios -
and the Long-term plan in Chapter 18,
7.8 Long-term Plan Make it Real.
J
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Form Follows Function

However, as we noted in Chapter 1:
It’s About Results, business planning
is about results. Make the contents of
your plan match your purpose and adjust
the outline to match your type of plan.

For example, if you are developing
an internal plan for company use, you
don’tneed toinclude a section about the
company. If your plan focuses on well-
known existing products or services and
is intended for internal use only, you
may not even need to include the details
about the products.

Another example that comes up
frequently is the level of detail required
in your market analysis. Business plans
looking for investors need to have some
convincing market data, but a plan for a
small local business, to be used mainly
by a small group of people close to the
company, may not need as much
research. Is there an opportunity to
improve the company and the plan by
learning more about the market? Then
do it. If not, it may be overkill.

Investor Summaries and
Loan Applications

Whenaplanisused tobackupaloan
application or explain to potential
investors, it may require a special
summary documentaswellasacomplete
plan. Many investors like to see a brief
summary, and aloan application doesn’t

always require a complete plan. If you
develop your plan in the right way, you
can use the summary paragraphs of the
main sections—company, market,
product, etc.—to create these specialized
summary documents.

Timeframes: Is Three
Years Enough?

Regardingthe span orlength offocus
of a business plan—its timeframe—
opinions vary. I believe a business plan
should normally project sales by month
for the next 12 months, and annual sales
for the following two years. This doesn’t
mean businesses shouldn’t plan for a
longer term than just three years, not by
any means. It does mean, however, that
the detail of monthly forecasts doesn’t
pay off beyond a year, except in special
cases. It also means that the detail in the
yearly forecasts probably doesn’t make
sense beyond three years. Plan your
business for 5, 10, and even 15-year
timeframes; just don’t do it within the
detailed context of business plan
financials.

Summary

Beyond my outline recommenda-
tionsabove, or the specificsin the menus
ofaprogram such as Business Plan Pro™,
please remember thatyour planisyours.
You make the choices that best suit your
needs.
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FUNDAMENTALS
Chapter 3:

THE MINI-PLAN

1 It's About Results Startyour business planwith a quick assessment.
Even for an ongoing business, take the time to step
away from the business and look at the basics. Do
your business numbers make sense? One of my

> Pick Your Plan busi’nes.s school professors used to refer to this process
as finding out “is there a there there?”

For a first look, consider your objectives,
mission statement, and keys to success.
» 3 The Mini-Plan
Objectives

Objectives are business goals. Set your
market share objectives, sales objectives, and
profit objectives. Companies need to set
objectives and plan to achieve them.

4 Starting a Business

Make sure your objectives are concrete and
measurable. Be specific, such as achieving a
given level of sales or profits, a percentage of
gross margin, a growth rate, or a market share.
Don’t use generalities like “being the best” or
“growing rapidly” as your objectives.

For example, “being the best” or “maximize
customer satisfaction” cannot really be
measured. Much better objectives would set
measurable goals, such as holding gross margin
to 25 percent as a minimum, or selling more
than $3 million, or achieving six percent profit
on sales and 10 percent return on equity.

J
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If less tangible goals are critical to a
plan, find a way to measure them. For
example, if image and awareness are
vital, then plan for statistically valid
surveys to measure the improvements
in image and awareness. You can also
set goals for market share, and purchase
research to measure the actual share.
Or, if you want to focus on customer
satisfaction, plan for a survey to quantify
satisfaction or specify numerical
objectives regarding returns or
complaints.

Mission Statement

Use the mission statement to define
your business concept. A company
mission statement should define
underlying goals (such as making a
profit) and objectives in broad strategic
terms, including what market is served
and what benefits are offered.

What Business You Are In

Ask yourself what business you are
in, and don’t narrow yourself down.
One of the classic business examples is
the railroads, which lost a chance to
expandin the twentieth century because
they misdefined themselves. They
thought they were in the business of
running trains on tracks. They didn’t
understand they were in the business of
transporting goods and people. When
trucks and buses and highways grew,
the railroads were left behind.

My company, Palo Alto Software, is
not in the business of software
development. It is in the business of
helping people do their own business
plans, by providing business know-how
through software and documentation.
The broader definition helps us
understand what we’re up to.

Customer Satisfaction

Leading experts in developing
customer satisfaction look to a mission
statement to define customer satisfaction
goals. Developing customer care
programs depends onspreadingtheidea
and importance within a company. That
should normally start with a statement
included in your mission statement.

Workplace Philosophy

Some mission statements also define
internal goals such as maintaining a
creative work environmentand building
respect for diversity. Expertsin employee
relations look immediately to a mission
statement for a definition ofa company’s
stand on some of these fundamental
issues.

Value-Based Marketing

Experts developed the value-based
marketing framework to help companies
understand their business better. This
framework starts with a business value
proposition, which states what benefits
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a business offers, to whom, and at what
relative price level. For example:

e This automobile manufacturer
offers reliable, safe automobiles
for families at a relative price
premium.

e This fast food restaurant offers
quick and consistentlunches ata
low price.

Keys to Success

Focusing on what I call “keys to
success” is a good idea for getting a
better view of the priorities in your
business. Just about any business
imaginable is going to depend a lot on
three or four mostimportant factors. For
example, in a retail business, the classic
joke is that “location, location, and
location” are the keys to success. In
truth, that might be, for example,
location, convenient parking, and low
prices. A computer store’skeys tosuccess
might be knowledgeable salespeople,
major brands, and newspaper
advertising.

Focusisveryimportant, and the keys
to success framework helps you develop
focus. ThereiswhatI callalaw of inverse
focus. I can’t prove it with detailed
research but I've seen many times that,
beyond three or four keyitems, the more
items on a priority list, the less chance of
implementation. Thinking about keys

to success is a great way to focus on the
main elements that make your business
work.

Break-even Analysis

Next comes a simple Break-even
Analysis table as shown in Illustration
3-1.

Illustration 3-1: Break-even

Analysis

Break Even Analysis:

Monthly Units Break-even 1,222
Monthly Sales Break-even $397,262
Assumptions:

Average Per-Unit Revenue $325.00
Average Per-Unit Variable Cost $248.07
Estimated Monthly Fixed Cost $94,035

The Break-even Analysis table calcu-
lates a break-even point based on fixed
costs, variable costs per unit of sales, and
revenue per unit of sales.

Make the following three simple
assumptions:

* Averageper-unitsalesprice (per-
unit revenue):

The price that you charge per
unit. Take into account sales
discounts and special offers. For
non-unitbased businesses, make
the per-unitrevenue $1 and enter
your costs as a percent of adollar.

N
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* Average per-unit cost: * Monthly fixed costs:
The incremental cost of each unit Technically, a break-even
of sale. If you are using a Units- analysis defines fixed costs as
Based Sales Forecast table (for costs that would continue even if
manufacturing and mixed youwentbroke. Instead, youmay
business types), you can project want to use your regular running
unit costs from the Sales Forecast fixed costs, including payroll and
table. If you are using the basic normal expenses. This will give
Sales Forecast table for retail, you a better insight on financial
service and distribution realities.
businesses, use a percentage " ' h K
estimate. For example, a retail h I ustra’a?n ??"2 s owsiBrea f‘—e;./en
store running a 50% margin chart. A}s1 sa e; 1I;1crease, the proklt ne
would have a per-unit cost of .5, Fasses th roug k’c € Zero or break-even
and a per-unit revenue of 1. ine at the break-even point.
Illustration 3-2: Break-even Chart
$80,000 -7
$60,000 H
£40,000 4
$20,000
§0
-520,000 1
-540,000 15
-560,000 17
-$30,000 -1
o
-#100.000 —F—F—F—F—FFFF T+
0 200 400 600 @200 1000 1200 1400 1600 18200 2000 2200
The Break-even chart shows that the company needs to sell approximately 1,200 units per
month to break even.
\,
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[lustration 3-2 shows that the
company needs to sell approximately
1,200 units in order to cross the break-
even line. This is a classic business chart
that helps you consider your bottom-
line financial realities. Can you sell
enough to make your break-even
volume?

Of course the break-even analysis
depends on assumptions made for
average per-unit revenue, average pet-
unit cost, and fixed costs. These are rarely
exact assumptions.

Market Analysis

You don’t need to do major market
research for this initial market analysis.
You may want to, and even need to, do
real research later on, and we talk about
this in detail in Chapter 9: Know Your
Market (nowadays that is almost all
Internet research). For now, however,

you want to get a good educated guess
about how many potential customers
you might have.

What you want at this point is a
reality check. You've already developed
a quick break-even analysis that ties
your initial business numbers to your
required sales. So now you're going to
look at how many customers you might
have, so you can think about the
importance of breaking even.

Develop a basic Market Analysis
table. This table gives you a simple list of
marketsegments. Illustration 3-3 shows
a Market Analysis table. Each segment
is a group of customers. Define the
groups according to what needs you
supply, demographic characteristics,
buying habits, preferences, or whatever
other classification system works for your
plan. Fillin the total potential customers
estimated and the annual growth rate
expected for each segment.

Ilustration 3-3: Market Analysis Table

|Potentia| Customers Growth Total Cust’s
Consumer 2% 12,000
Small Business 5% 15,000
Large Business 8% 33,000
Government -2% 36,000
Education 0% 19,000
[Total 2.78% 115,000

This analysis table lets you show the estimated total customer base and your projected

growth rate for each group.

N
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You can also use a Market Analysis
chart as a visual guide to your market
segments.

Pause for Reflection

At this point, you've defined your
business, your financial break-even
point, and your total potential market.
How does your business look from this
viewpoint? Does it make sense? Can
you make the sales you need to break
even? Is the market big enough? Are
your projectionsrealistic? Can you bring
together the keys to success?

Especially for potential start-up
companies, a moment of reflection is
critical. Many people dream of starting a
business, but that dream turns into a
nightmare if the new business isn’t
successful.

Summary

Ifyouthink you canmake your break-
even numbers work, and you believe
you have enough customers to make it,
then go on to develop the plan. If not,
either do more research and revise the
idea, or give up and try something else.
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FUNDAMENTALS

1 It's AboutResults

2 PickYourPlan

3 TheMini-Plan

» 4 Starting a Business

Chapter 4.

STARTING A

It is dangerous to fall in love with the idea of
starting your own business without understanding
the realities.

Customers First

A business plan is not the most important
single requirement for starting a business. Many
other things are more important. For example:

Customers: The first thing you need to
start a business, maybe even the only
thing you really need, is customers. It all
starts with at least one customer.

Customer needs: Your business must
fulfill some type of customer need in
order to be successful. Sometimes
customer needs can be intangible, like
security or prestige. Some customer
needs seem frivolous, but they still
matter. Make sure there is a market for
your service or product. Your business
will fail if it doesn’t address a customer
need.

J
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Myths on Starting a
Business

There are several myths about
owning and operating a business that
should be avoided at all costs. These
common myths cause a lot of problems:

* The myth of “being your own
boss”: You are not your own
boss when you own a business.
Your customers are your boss.
Your bank is your boss. Your
fixed costs are your boss.

¢ The myth of “independence”:
Owningabusiness doesn’t make
you independent—not needing
money makes you independent.
Aslong as you need money, you
can’t be independent.

The folklore of business start-ups
generally underestimates the risks.
Imagine yourself missing mortgage
payments when you can’t cover your
business costs and facing employees
when you can’t make payroll. Those
negativeimages are also part of business
ownership.

A Simpler Plan for Start-ups

Business advisors, experienced
entrepreneurs, bankers, and investors
generally agree that you should develop
a business plan before you start a
business. However, not all business
plans are the same. You might develop

a fairly simple plan first as you start a
small business, and that might be
enough foryou. You can also start simple
and then elaborate as you prepare to
approach bankers or investors.

Don't let me, this book, business
plan software, or any other source force
you into doing more of a business plan
than what you need. A plan can help
you move forward, make decisions, and
make your business successful. Not
every plan is the same, not every
business needs the same level of detail.

For a simple example, imagine a
woman making jewelry at home and
selling it at a local flea market on the
weekend. A business plan could give
her a chance to step back from the
normal flow and look at ways to develop
and improve the business. The planning
process should help her understand
her business. It should help her define
what she wants from the business,
understand what her customers want,
and decide how to optimize her business
on her own terms. She might benefit
from developing a simple sales and
expense forecast, maybe even a profit
and loss, so she can plan how to use and
develop her resources. She might not
need to create detailed cash flow,
balance sheet, and business ratios. A
simple plan may be just what she needs
to get going.

For an example of the very early
stages of a plan, review the elements of
starting a business plan in the section
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Chapter 3: The MiniPlan. This first
stage of a plan focuses only on a few
starter elements. The Mission
Statement, Keys to Success, Market
Analysis, and Break-even Analysis give
you a critical head start toward
understanding your business.

However, not all start-ups are that
simple. Many of them need product
development, packaging, retail fittings
and signage, office equipment, websites,
and sometimes months or even years
of payroll before the sales start. Unless
you're wealthy enough to finance these
expenditures on your own, then you'll
need to deal with bank loans or
investors or both; and for that you'll
need a more extensive business plan.
Start-up company or not, the plan has
to meet expectations.

One suggestion for getting started is
to develop your plan in stages that meet
your real business needs. A few key text
sections might be enough to discuss the
plan with potential partners and team
members, as a first phase. You may well
want to add a basic sales and expense
forecast, leading to profit and loss, as
next phase. Adding business numbers
helps you predict business flow and
match spending to income.

This might be an intermediate plan,
incorporating a more extensive outline
and business analysis as shown on the
following page.

Ultimately, the choice of plan isn't

based as much on the stage of business
asitis on the type of business, financing
requirements, and business objective.
Here are some important indicators of
the level of plan you'll need, even as a
start-up:

* Some of the simpler businesses
keep a plan in the head of the
owner, but every business has a
plan. Even a one-person
business can benefit from
creating a plan document with
ideas written down, because the
process is valuable. The exercise
of producing a plan is a useful
process.

* As soon as a second person is
involved, the need for planning
multiplies. The plan is critical for
communicating values, goals,
strategies, and detailed
implementation.

* Assoon as anybody outside the
company is involved, then you
have to provide more
information. When a plan is for
internal use only, you may not
need to describe company
history and product features, for
example. Stick to the topics that
add value, that make you think,
that help support decisions.
Whenyouinvolve people outside
the company, then you need to
provide more background
information as part of the plan.

N
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Simplified Business Plan Outline
Outline  Topic Table Chart
1.0 Executive Summary Highlights
1.1 Objectives
1.2 Mission
1.3 Keys to Success
2.0 Company Summary Start-up Start-up
3.0 Product Description
4.0 Market Analysis Summary = Market Analysis =~ Market Forecast
4.1 Market Segmentation
4.2 Target Market Segment Strategy
4.3 Market Needs
44 Competition and Buying Patterns
5.0 Strategy and Implementation Summary Annual Sales
5.1 Competitive Edge
52 Sales Strategy Sales Forecast Monthly Sales
6.0 Management Summary
7.0 Financial Plan
7.1 Break-even Analysis Break-even Break-even
7.2 Projected Profit and Loss Profit and Loss
7.3 Projected Cash Flow Cash Flow Cash Flow
\.
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For discussion purposes, text is
enough to get a plan started. Try
describing your mission,
objective, keys to success, target
market, competitive advantage,
and basic strategies. How well
does this cover your business
idea?

Can you live without a sales and
expense forecast? Sometimes
the one-person business keeps
numbers in its (the owner's)
head. However, it's much easier
to use tools that can put the
numbers in front of you, and
add and subtract them
automatically. That's where a
plan helps.

Doyoureallyknow your market?
A good market analysis can help
you see opportunities that might
not otherwise be obvious.
Understand why people buy
from you. What are the needs
beingserved? How many people
are out there, as potential
customers?

Do you manage significant
amounts of inventory? That
makes your cash management
more complicated, and usually
requires a more sophisticated
plan. You need to buy inventory
before you sell it.

Do you sell on credit? If you are
a business selling to businesses,
then you probably do have to
sell on credit, and that normally
means you have to manage
money owed to you by your
customers, called accounts
receivable. Making the sale is no
longer the same thing as getting
themoney. Thatusuallyrequires
a more sophisticated plan.

Do you do your taxes on a cash
basis, or accrual basis? If you
don't know, and you are a very
small (one person, maybe 2-3
people) business, then you're
likely to be on a cash basis. That
makes your planning easier.
However, most businesses big
enough to work with a CPA and
have separate tax statements use
accrual accounting because they
want to deduct expenses as they
are incurred, even if they aren't
fully paid for. By the time you are
using accrual accounting, you'll
probably need more
sophisticated cash flowtools, and
a more extensive business plan.

As you approach banks and
otherlendinginstitutions, expect
to provide more detail on
personal net worth, collateral,
and your business' financial
position. Some banks will accept
a very superficial business plan

N
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as long as the collateral looks INlustration 4-1: Start-up
good. Others will demand to see Costs
detailed monthly projections. No Stari-up Plan
bank can lend money on a Start-up Expenses
business plan alone; that would ;egé' ;jgg

. . tationery, etc.
be against banking law. But a Brochures $450
good bank wants to see a good Consultants $100
lan Insurance $50
plan. Rent $0
) Research and Development $0
+ If you're looking for venture Expensed Equipment $500
investment, take a good look at Other $500
. ) Total Start-up Expense $1,750
your plan. Professional investors
will expect your plan to provide Start-up Assets Needed
. : I Cash Requirements $500
proof, not just promises. They'll Start-up Inventory 3250
want to see market data, Other Short-term Assets $25
Competitive advantagel and Total Short-term Assets $775
management track records. Long-term Assets $0
They'll want to see robust and Total Assets $775
comprehensive financial .

L T 11 h Total Start-up Requirements $2,525
projections. True, you ear Left to Finance: =
stories about investors backing
new companies without a plan, Start-up Funding Plan
but those are the exceptions, not r——
the rule. Investor 1 $2,525

Investor 2 $0
So, howeveryou cutit, your business Other $0
. . Total Investment $2,525
plan is very important, even at the early
start-up stage, and even if you can keep Short-term Liabilities
it in your head. Before you purchase Unpaid Expenses 30
. K Short-term Loans $0
business stationery, telephones, or rent Interest-free Short-term Loans $0
a locationl you should do a business Subtotal Short-term Liabilities $0
1 Long-term Liabilities $0
plan. Total Liabilities $0
Realistic Start-up Costs Loss at Start-up $1.750
) Total Capital $775
Businesses spend money before Total Capital and Liabilities $775
they ever open their doors. Start-up Checkline $0
expenses are those expenses incurred Start-up table for a hypothetical home
office resumé service.
\.
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before the business is running. Many
people underestimate start-up costsand
start their business in a haphazard,
unplanned way. This can work, but is
usually a harder way to do it. Customers
are wary of brand new businesses with
makeshift logistics.

Use a start-up worksheet to plan
your initial financing. You'll need this
information to set up initial business
balances and to estimate start-up
expenses, such as legal fees, stationery
design, brochures, and others. Don't
underestimate costs.

[lustration 4-1 reproduces a typical
Start-up table for a home office, service
business—in this case a resume writing
service. The assumptions used in this
illustration show how even simple,
service-based businesses need start-
up money.

Understand the Risks

I've spent many years as an
entrepreneur and working with
entrepreneurs. I understand and
sympathize with the urge to create
something, to build your own and make
it work. However, I've also seen the
disaster of the business start-up that
absorbs more money than it should,
and optimistic owners who keep
dumping more money into a lost cause,
digging themselves deeper into a hole
instead of getting out of it.

The following illustrations outline
the start-up costs for three different
companies. The first, Illustration 4-2,
shows actual numbers for a successful
service company. [llustration 4-3 shows
a successful product company, and
[lustration 4-4 shows a failed product
company.

[lustration 4-5 is a chart of all of
these start-up companies. The lines
indicate the cumulative balance for each
business. This balance stands for how
much money is spent or received, and
how much money is at risk.

Both the successful and the failed
product company launches look the
same in the beginning. The successful
launch turns upward and generates
money, but the unsuccessful launch
never does. The service company, in
contrast, generates less money but also
risks less money.

The chart in Hlustration 4-5 makes
two important points about money at
risk in different kinds of businesses:

* Product businesses usually
require more investment than
service businesses.

* “Bootstrapping” (starting the
business without start-up
capital) is much harder for
product businesses than service
businesses.

N

PaGe 27



HurbpLE: THE Book oN BusiNEss PLANNING

r
L] L]
Illustration 4-2: Successful Service Start-up
I. Buccessful Bervice Exanple
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Illustration 4-3: Successful Product Start-up
Il. Successful Product Example
Jan Feb Mar Apr May Jun Jul Aug Sep QOct Nov Dec
Sakes $50,000  $75,000 | $100,000  $125000 $150,000  $150,000  $150,000 $150,000
Cost of Sales $10,000 $15000 $20000 $25000 $30,000 $30,000 $30,000 $30,000
Expenses
General stari-up expenses $4,500
Product work $5,000  $5,000
Packaging work $5,000  $5,000
nitial inventory build $10,000
Preduct release PR $5,000  $5,000 | $5,000
Running cperating expenses  $5,000 $5,000 $5000 $10000 $10000 $20000 420000 $20000 $20000 420000 $20000 $20000
Total Expenses $9,500 $10,000 $20,000 $30,000 $15000 $20,000 $20,000 $20,000 $20,000 $20,000 $20,000 $20,000
Accounts Receivable $50,000  $125,000 | $175,000  $225000 $275,000 $300,000 $300,000 $300,000
Deposits
from Accounts Receivable $50,000  $75000 $100,000  $125000  $150,000 $150,000
Payments
Costs of sales $0 $0 $0 $0 $10000 $15000 | $20000  $25000  $30000 | $30000 0 $30000  $30.000
Expenses $9,500 $10,000 $20000 $20000 $15000 $20000 $20000 $20000 $20000 $20000 $20000 $20,000
Total Payments $9.500 $10,000 $20,000 $30,000  $25,000 $35000 $40,000 $45000 $50,000 $50,000 $50,000 $50,000
Net Cash ($9.500) ($10,000) ($20,000) ($30,000) ($25,000) ($35000) $10,000 $30,000 $50,000 $75000 $100,000 $100,000
Cumulative Cash ($9.500) ($19,500] ($39,500) ($69,500) ($94,500) ($129,500] ($119,500) ($69.500) ($39,500) $35500 $135500 $235500
A table comparison of start-up humbers for one service and two product businesses.
\
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IMlustration 4-4: Failed Product Start-up
. Fallé PFroclidct B e s pale
Sl Faen PR Ly AR ain F] i e st e [
Hakrs r L =F 1 14 =i i =1 i 1 T4
i B ¥ R i ¥ ¥ 11
I g
Ol e e |l v e e Fd W
" ek r T L &
(= B A TR L
ind v oy Eaid i
el e P [ & r 3 i
Parmmgy el sapar s ERT ERL T : : I . I P 1 " .
Tﬂlltipﬂ-h-ﬂ-- TR DO LR R R I R pen L= IO o IO L e
Arrmunls Feeels aloke r L L r ¥ L L ; E
Capesis
B AL £ LAiid & Hei-Le i w Bl T L T T T
Pagmranis
s ol N T =R L T 1 t L L
BN eE TE r 2 1 T Tl | ] T rl > Tl T
Tollal Faginismnls (L R [ BB LR LIE 32T A2 o (S .. [ E{8 - 3T o [ g i BJE D31 LDE B3
Hai Dmsh e e pibuse ) pbd po) RO ol B0y pi ey W m LRl e SF e e e
Carrealalise S ash - i (R ECET | EEE S0 JEA-EE OO0 (LW GOE) (R O] QU3 GR30G JEDT SO0 (8- ONET | L. R
Illustration 4-5: The Start-up Curve and Risk to Investment
$300,000
$200,000 /j
Product vs. Service
Start-Ups
$100,000
$l] T I T T T W/ T T 1
($200,000)
Jan Febh Mar Apr May Jun Jul Aug Sep Oct HNov Dec
|—<>—Senrice —~ Successful Product ——Failed Product |
The lines show the cumulative cash positions for a start-up product company and a start-up
service company. The product company risks more than the service company.
J
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Friends and Family Funding

If I could make only one point with
budding entrepreneurs, it would be that
youshould knowwhat moneyyouneed,
and understand that it is at risk. Don’t
bet money you can’t afford to lose.
Know how much you are betting.

I'll always remember a talk I had
with a man who had spent 15 years
trying to make his sailboat
manufacturing businesswork, achieving
not much more than aging and more
debt. “If I can tell you only one thing,”
he said, “itis that you should never take
money from friends and family. If you
do, then you can never get out.
Businesses sometimesfail, and youneed
to be able to close it down and walk
away. I wasn’t able to do that.”

The story points out why the U.S.
government securities laws discourage
getting business investments from
people who aren't wealthy,
sophisticated investors. They don't fully
understand how much risk there is. If
your parents, siblings, good friends,
cousins, and in-laws will invest in your
business, they have paid you an
enormous compliment. Please, in that
case, make sure that you understand
how easily this money can be lost, and
that you make them understand as well.

Although you don't want to rule out
starting your company with investments
from friends and family, don't ignore
some of the disadvantages. Go into this
relationship with your eyes wide open.

Licenses, Permits, and
Legal Entities

See an Attorney

Make sure you know which legal
steps you must take to be in business.
I'm not an attorney, and I don't give
legal advice. I do strongly recommend
working with an attorney to go through
the details of your company's legal
establishment, licenses, and otheritems
covered here. By including this
information in this book, I don't mean
to imply you should do it yourself.

The trade-offs involved in
incorporation vs. partnership vs. other
forms of business are significant. Small
problems developed at the early stages
of a new business can become
horrendous problems later on. The cost
of simple legal advice in this regard is
almost always worth it. Starting a
company should not involve a major
legal bill except in special cases. Don't
skimp on legal costs.
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Licenses and Permits are
Usually Local Issues

It's hard to generalize on licenses
and permits, because some of these
depend on where you are, and some
depend on whatyou do. When in doubt,
you should check with local sources. If
you don't want to go straight to the local
government and ask your questions
directly, then ask at a Chamber of
Commerce, or Small Business
Development Center (SBDC).

For example, many cities have
zoning laws that define where you can
put retail stores, office space, and
industries. Few of these affect the small
home-based business, but it's not
unusual to have zoning laws prohibit
signs on lawns or houses.

Some types of businesses require
local or state licenses. This depends on
where you are, but businesses including
daycare, hair care, food service, and of
course bars and nighclubs often require
special licenses.

Resale Licenses and
Sales Taxes

In states that have sales tax, state
authorities manage a system that sets
reseller businesses into a special
category, so they don't have to pay
sales taxes on items they buy for resale.
The required paperwork and the state
offices that manage it are different in

many states, so you'll have to ask state
offices for your state as you establish
your business.

Taxpayer ID and
Employer Numbers

Employer ID numbers (EIN) are
assigned by the IRS and state tax
authorities. If you don't have employees
and you haven't established a
corporation, then your Social Security
number is your federal taxpayer ID. If
you've established a corporation or you
have employees, then you must have a
federal EIN, which is assigned by the
federal IRS. In most states, the state
assigns a separate state number.

The Business Entity

The pros and cons of different
business formations are worth
understanding. They vary by state --
this is not a good area for guesswork,
and not a good place to save money, so
please go through this with a local
attorney you can trust. The following is
for background information.

Although the details vary, it starts
with the choice between sole
proprietorship, partnership,
corporation, or the more trendy Limited
Liability Company, LLC. Within the
corporation classification you have
additional choices, between the
standard corporation or the small
business S corporation.

N
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The Simplest Form is the
Sole Proprietorship

The simplest form is the sole
proprietorship. Simply put, your
business is a sole proprietorship if you
don't create a separate legal entity for it.
This is true whether you operate it in
your own name, or under a trade name.
If it isn't your own name, then you
registeracompanyname asa "Fictitious
Business Name," also called a DBA
("Doing Business As"). Depending on
your state, you can usually obtain this
through the county government, and
the cost is no more than a small
registration fee plus a required
newspaper ad, for a total of less than
$100 in most states.

The main disadvantage of the sole
proprietorship is the lack of a separate
entity, which means you have personal
responsibility for it. If the business fails
then its creditors can go after your
personal assets.

Tax treatment is quite simple, your
profit and loss goes straight through to
your personal taxes. Your business
income is normally on Schedule C of
your tax return. This can be good or bad
for your tax situation, depending on
where you stand with other income.

Partnerships

Partnerships are harder to describe
because they change so much. They are
governed by state laws, but a Uniform
Partnership Act has become the law in
most states. That act, however, mostly
sets the specific partnership agreement
as the real legal core of the partnership,
so the legal details can vary widely.
Usually the income or loss from
partnerships pass through to the
partners, without any partnership tax.
The agreements can define different
levels of risk, which is why you'll read
about some partnerships that have
general partners and limited partners,
with different levels of risk for each. The
agreement should also define what
happens if a partner withdraws, buy
and sell arrangements for partners, and
liquidation arrangements if that
becomes necessary.

If you think a partnership might
work for your business, make sure you
do this right. Find an attorney with
experience in partnerships, and check
forreferences of presentand past clients.
This is a complicated area and a mistake
in the agreement will cause a lot of
problems.
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Corporations

Corporations are either the standard
C corporation or the small business S
corporation. The C corporation is the
classic legal entity of the vast majority
of successful companies in the United
States. Most lawyers would agree that
the C corporation is the structure that
provides the best shielding from
personal liability for owners, and
provides the best non-tax benefits to
owners. This is a separate legal entity,
different from its owners, which pays
its own taxes. Most lawyers would also
probably agree that for a company that
has ambitions of raising major
investment capital and eventually going
public, the C corporation is the standard
form of legal entity.

The S corporation is used for family
companies and smaller ownership
groups. The clearest distinction from C
is that the S corporation's profits or
losses go straight through to the S
corporation's owners, without being
taxed separately first. In practical terms,
this means that the owners of the
corporation can take their profits home
without first paying the corporation's
separate tax on profits, so those profits
are taxed once for the S owner, and
twice for the C owner. In practical terms
the Ccorporation doesn't send its profits
home to its owners as much as the S
corporation does, because it usually
has different goals and objectives. It
often wants to grow and go public, or it

already is public. In most states an S
corporation is owned by a limited
number (25 is a common maximum) of
private owners, and corporations can't
hold stock in S corporations, just
individuals.

Corporations can switch from Cto S
and back again, but not often. The IRS
has strict rules for when and how those
switches are made. You'll almost always
want to have your CPA, and in some
cases your attorney, guide you through
the legal requirements for switching.

LLC (Limited Liability
Company)

Be careful with this one, because the
LLC formis different for different states,
with advantages in some states that
aren't relevant in others. An LLC is
usually a lot like an S corporation, a
combination of some limitation on legal
liability and some favorable tax
treatment for profits and transfer of
assets. This is a newer form of legal
entity, and often harder to establish
than a corporation.

Why would you establish an LLC
instead of a corporation? That's a tough
legal question, not one we can answer
here. In general, the LLC has to be
missing two of the four characteristics
of a corporation (limited liability,
centralized management, continuity of
life, and free transferability of ownership
interest). Still, with the advisability and

N
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advantages varying from state to state,
here again, this is a question to take to
a good local attorney with small
business experience.

Business Names,
Trademarks, Copyrights,
etc.

The two concerns for start-up
business names are the legal
requirements, and the commercial use.
We are talking about the name of your
business, in this section, not your
trademarks, or service marks, logos, or
slogans. We are not attorneys, we do
not give legal advice, so be sure to check
with an attorney early on as you build
your business. Trademark law protects
product names, logos, trade names,
even some slogans as trademarks or
service marks. Copyright law protects
works or art, fiction, movies, art,
sculpture, and other creative works.
Business law, however, does not fully
guarantee you the exclusive use of your
business name. To get close to
exclusivity, you have to be first, you
have to be national, and you have to be
alert.

Owning and Establishing
a Business Name

The most common
misunderstanding about business
names is about registering, protecting,
andreservingbusinessnames. You can't
reserve a business name completely,
you can't have exclusive use. Think of a
business name as a lot like a personal
name, in that the first or oldest John
Smith cannot claim exclusive use of that
name. He can't make all the other John
Smiths change their names. So too, the
first Smith's Restaurant can't stop all
other Smith Restaurants from using that
same name. McDonald's Hamburgers
can'tmake McDonald's Hardware Store
change its name, and McDonald's
Hardware Store in Manhattan can't sue
McDonald's Hardware Store in San
Francisco.

However, just as you have rights to
your own identity, so does your
company. One John Smith can sue
another John Smith for using his
identity, having bills sent to the wrong
address, or purposely confusing people.
McDonald's Hamburgers can sue just
aboutanybody tryingtouse McDonald's
for a business selling fast foods.

The confusion starts because
business names are registered by
different authorities in different places,
and on different levels.
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The first and simplest business
name is your own name, which
might be enough for John Smith
using Smith Consulting or
hosting Smith's Restaurant. This
kind of business name normally
requires no  additional
paperwork, although most
business owners end up
registering a name anyhow to
establish their legal claim to it.

The second normal common
level of business names is called
DBA (for "Doing Business As")
or Fictitious Business Name,
which gives an individual the
right to operate under a business
name with signs, bank accounts,
checks, and so on. These are
generally registered and
legalized by county governments
within states. There might be a
McDonald's Hardware Store as
a DBA in many counties within a
given state, and across many
different states. To register a
businesswith a fictitious business
name, call your county
government for details. You can
expect that you'll have to visit an
office in the county government,
pay a fee of less than $100, and
do some legal advertising, also
less than $100, probably using
forms you can fill out in the same
office. Somebody will probably

look up the registry to make sure
that yours is the first business in
the county with that name.
Details will actually vary
depending on which county
you're in.

The third levelis the corporation,
regardless of its wvarious
corporate entities. Whether they
are S Corporations, C
Corporations, LLCs, or
whatever, a corporation is
registered at the state level and
no two can have the exact same
name in each state. However,
there is no guarantee that there
won't be many businesses
registered as McDonald's
Hardware Store in several
counties in a state, and a
corporation registered as
McDonald's Hardware
Corporation. This kind of
duplication happens. To
establish a corporation, you can
use national services such as

www.mycorporation.com,

oralocalattorney. The corporate
forms will go to the state, and
details will depend on which
state you're in.

N
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Even though duplicate business
names are very possible, and quite
common, you do still have the right to
protect and defend you own business
name, once you've built the business
around it. The key to this is confusion
and confusingidentity. Aswesaid above,
one John Smith can sue another John
Smith for purposely confusing their
identities. So too, McDonald's
Hamburgers can and should sue
anybody who starts a new restaurant
named McDonald's serving fast foods.

On this point, when one business is
confused with another, being first
matters. When somebody tries to
establish a second McDonald's
Hardware where it would confuse
people with the first, then the first
McDonald's has a legal right to prevent
it. It the second store puts up a sign,
then the first store should take quick
legal action to stop it. The longer the
first store ignores the second, the better
the case of the second store. When the
whole mess goes to court, the first one
to use the name islikely to win, butif the
first one sat quietly while the other one
built the name, then thereis more doubt.
An existing business should always
watch out for people using the same or
confusingly similar names, because the
sooner it complains, the better for its
legal arguments.

Researching Whether a
Name is Available

So you see you can't absolutely
guarantee that nobody has the name
you want, but you can at least try. The
fastest and simplest way to start
researching a name is to do an Internet
search. Search about half a dozen of
your favorite searchers and see whether
or not the name you're considering is
already taken. You don't want to name
a business with a name that can cause
problems later, because it confuses you
with other businesses. That's obvious,
but how do you research a name to
make sure there won't be a conflict?
There is no single sure way, but here are
some suggestions:

* Search the Web. Start with your
favorite searches and see
whether anything turns up on
the company name you're
considering. You can also go to
the U.S. Patent and Trademark
Office website

www.uspto.gov/
or KnowX.com
www.knowx.com

or similar searcher sites.
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e Search the Internet domain
names. There are several
searchers that offer access to the
"whois" database of Internet
sites. The most traditional site
for this is the one at Network
Solutions

www.networksolutions.com/cgi-
bin/whois/whois

* See an attorney. Since you
probably want to talk to an
attorney about the correct
business entities and other start-
up matters, you may also ask
your attorney about checking on
business names. Generally you
want to do your own check first
to catch any obvious conflicts.

Ultimately, you really protect your
business name only by using it.
Corporations are registered by states,
and factitious business names are
registered in counties. Registering a
name doesn't really protect it though,
because the same name could legally
exist in many other states, many other
counties.

You could be Acme Corporation in
Illinois and legally own that corporation
in that state, but there could be another
Acme Corporation in every other state,
and every one of them is legal until you
win a lawsuit proving that they are

trading on the commercial interests you
own. When you really get protection is
when you use that name, and therefore
when you find somebody else using it
you can prove that you had it first, so
they are trading on your name. There
are lots of McDonald's restaurants
around, and McDonald's can't stop
them from using that name if they had
it early enough, and especially if they
aren't pretending to be a fast food
hamburgerjoint. The attempt to confuse
is very important.

Choosing a Business
Name

The choice of a business name is
very important, worth taking time to
develop. Don't end up with a name that
you can't live with. Look for something
that describes your business, is easy to
explain, fits on the signs, and works.

N
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TeELL YOUR STORY

A standard business plan includes company
background information, history,and basic descriptions.
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Chapter 5:

DESCRIBE YOUR
COMPANY

This is a good time to explain your company and
some of its underlying strategy, such as competitive
edge and value proposition, as well as establishing
base-line numbers for your plan.

I find switching modes like this, from
numbers to text and back, helps keep the
process fresh as you develop your plan. This
chapter will cover a table or two, either past
performance or start-up costs, depending on
your specific plan.

You're probably noticing by now that
developing a business plan doesn’t really
happen in a straight logical order of steps. It
isn’t really a sequential process. For example,
you looked at your market numbers first while
doing the Initial Assessment, Chapter 3: The
MiniPlan, and will again as you focus on more
detail for the Market Analysis topic. You'll
probably visit those numbers again as you do
the Industry Analysis. In coming chaptersyou'll
project your sales, personnel, and profits, but
you'll probably have to revise those numbers
when you look at your balance sheet and cash
flow.

J
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If you are starting a business, please
go now to Chapter 4: Starting a
Business dedicated to issues in starting
a business. I don’t want to interrupt the
flow of the plan with that discussion at
this point, particularly for those who
are working on an ongoing business.
However, if you are starting a business,
and haven’t read Chapter 4, please read
that chapter now and then return here.

Company Information

As discussed earlier in Chapter 2:
Pick Your Plan, my recommended
business plan outline includes a chapter
topic on your company, right after the
Executive Summary. I pointed out then
that you may not need to include this
chapter if you are writing an internal
plan. However, any outsiders reading
your plan will want to know about your
company before they read about
products, markets, the rest of the story.

Summary Paragraph

Start the chapter with a good
summary paragraph that you can use
as part of a summary memo or a loan
application support document. Include
the essential details, such as the name
of the company, its legal establishment,
how long it’s been in existence, and
what it sells to what markets.

Legal Entity Ownership

In this paragraph, describe the
ownership and legal establishment of
the company. This is mainly specifying
whether your company is a corporation,
partnership, sole proprietorship, or
some other kind of legal entity, such as
a limited liability partnership. You
should also explain who owns the
company, and, if there is more than one
owner, in what proportion.

If your business is a corporation,
specify whether it is a C (the more
standard type) or an S (more suitable
for small businesses without many
different owners) corporation. Also, of
course, specify whether it is privately
owned or publicly traded.

Many smaller businesses, especially
service businesses, are sole proprietor
businesses. Some are legal partnerships.
The protection of incorporating is
important, but sometimes the extralegal
costs and hassles of turning in corporate
tax forms with double-entry
bookkeeping are not worth it.
Professional service businesses, such
as accounting or legal or consulting
firms, may be partnerships, although
that mode of establishment is less
common these days. If you're in doubt
about how to establish a start-up
company, consult a business attorney.
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Locations and Facilities

Briefly describe offices and locations
of your company, the nature and
function of each, square footage, lease
arrangements, etc.

If you are a service business, you
probably don’t have manufacturing
plants anywhere, but you might have
Internet services, office facilities, and
telephone systems that are relevant to
providing service. It is conceivable that
your Internet connection, as one
hypothetical case, might be critical to
your business.

If you're a retail store, then your
location is probably a critical factor, so
explain the location, traffic patterns,
parking facilities, and possibly customer
demographics as they relate to the
specific location (your Market Analysis
goes elsewhere, but if your shopping
center location draws a particular kind
of customer, note that here).

If you are manufacturing, then you
may have different facilities for
production, assembly, and various
offices. You may have manufacturing
and assembly equipment, packing
equipment, docks, and other facilities.

Depending on the nature of your
plan, its function and purpose, you may
want to include more detail about
facilities as appendices attached to your
plan.

For example, if your business plan is
intended to help sell your company to
new owners, and you feel that part of
the value is the facilities and locations,
then you should include all the detail
you can. If you are describing a
manufacturing business to bankers or
investors, or anybody else trying tovalue
your business, make sure you provide a
complete list and all necessary detail
about capital equipment, land, and
building facilities. This kind of
information can make amajor difference
to the value of your business. On the
other hand, if your business plan is for
internal use in a small company with a
single office, then this topic might be
irrelevant.

Think Strategically

One of the most valuable benefits of
developing a business plan is thinking
in depth about your company. You
started that as part of Chapter 3: The
MiniPlan, as you entered drafts of your
objectives, mission statement, and keys
tosuccess. A standard plan alsoincludes
sections in the strategy chapter that
provide deep background for strategy.
Thisis a good point for developing those
texts.

N
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Value Proposition

Value-based marketing is a useful
conceptual framework. The value
proposition is benefit offered less price
charged, in relative terms. For example,
the auto manufacturer, Volvo, has for
years offered a value proposition based
on the value of safety, at a price
premium. A more detailed discussion
of this framework can be found in
Chapter 17: Strategy Is Focus.

Competitive Edge

So what is your competitive edge?
How is your company different from all
others? In what way does it stand out?
Is there a sustainable value there,
something that you can maintain and
develop over time? The classic
competitive edges are based on
proprietary technology protected by
patents. Sometimes market share and
brand acceptance are just as important,
and know-how doesn’t have to be
protected by patent to be a competitive
edge.

For example, Apple Computer for
years used its proprietary operating
system as a competitive edge, while
Microsoft used its market share and
market dominance to overcome Apple’s
earlier advantage. Several
manufacturers used proprietary
compression to enhance video and
photographic software, looking for a
competitive edge.

The competitive edge might be
different for any given company, even
between one company and another in
the same industry. You don’t have to
have a competitive edge to run a
successful business—hard work,
integrity, and customer satisfaction can
substitute for it, to name just a few
examples—but an edge will certainly
give you a head start if you need to bring
in new investment. Maybe it’s just your
customer base, as in the case with
Hewlett-Packard’s relationship with
engineers and technicians, or it’s image
and awareness, such as with Compagq.
Maybe it is the quality control and
consistency of IBM.

The most understandable of the
competitive edges are those based on
proprietary technology. A patent, an
algorithm, even deeply entrenched
know-how, can be solid competitive
edges. In services, however, the edge
can be as simple as having the phone
number 1 (800) SOFTWARE, which is
an actual case. A successful company
was built around that phone number.

Baseline Numbers

While we’re focusing on the
company description, let’s establish the
starting numbers that form the basis of
your cash flow and balance sheet in
Chapters 13-16. For ongoing
companies, your starting balance for
the future is the last balance from the
past.
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Past Performance for [lustration 5-1 shows a sample
Ongoing Companies listing of recent financial results for an
. . ongoing company. Generally three
Past performance explained here is 59115 paty y
. . years is good enough. You should have
for ongoing companies. If you are a
: : . these numbers as part of your standard
start-up business, skip to the section busi i
usiness accounting.
called Start-up Costs for Start-up &
Companies.
Ilustration 5-1: Past Performance Table
1996 1997 1998
Sales $3,773,889 $4,661,002 $5,301,059
Gross Margin $1,189,495 $1,269,261 $1,127,568
Gross % (calculated) 31.52% 27.23% 21.27%
Operating Expenses $752,083 $902,500 $1,052,917
Collection period (day 48 52 65
Inventory turnover 7 6 5
Balance Sheet
Short-term Assets
Cash $55,432
Accounts receivable $395,107
Inventory $251,012
Other Short-term Assets $25,000
Total Short-term Assets $726,551
Long-term Assets
Capital Assets [ $350,000
Accumulated Depreciation $50,000
Total Long-term Assets $300,000
Total Assets [ $1,026,551
Capital and Liabilities
Accounts Payable $223,897
Short-term Notes $90,000
Other ST Liabilities $15,000
Subtotal Short-term Liabilities $328,897
Long-term Liabilities $284,862
Total Liabilities [ $613,759
Paid in Capital $500,000
Retained Earnings | ($161,860)
Earnings $74,652
Total Capital [ $412,792
Total Capital and Liabilities $1,026,551
Other Inputs
Payment days 30
Sales on credit $3,445,688
Receivables turnover 8.72
Important past performance items can be typed into the past performance worksheet. They
are used for comparing past performance to projected future, and to establish your starting
balances.
J
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Ongoing companies need toinclude
a summary of company history, as a
topic in your text. If you are an ongoing
company, then you'll need to present
financial results of the recent past, and
this text section is where you explain
them.

Explain why your sales and profits
have changed. If you've had important
events like particularly bad years or
good years, or new services, new
locations, new partners, etc., then
include that background here. Cover
the founding of the company, important
events, and important changes.

Your first consideration is the needs
of your reader. This isn’t a history
assignment. Give the reader of the
business plan the background
information he or she needs to
understand your business.

For your financial analysis as an
ongoing company, youwill want tomake
sure you have some very important
highlights of your company’s past
financial performance, as shown in the
previous table.

Start-up Costs for
Start-up Companies

The start-up company should
include a start-up table instead of the
past performance table. [llustration 5-2
is a simple example.

Start-up Expenses

The first portion of the sample start-
up table estimates start-up expenses.
Make, sure first of all, that you
understand expenses, which are
different from assets. You can check
with the glossary for a detailed definition
of expenses, but basically your start-up
expenses are like those shown in the
example. Start-up expenses are only
those expenses incurred before the start
of the plan. If they come after the start
of the plan, they belong in the profit and
loss table in the appropriate month. In
the example, the total is $18,350.

The table shows some common
types of start-up expenses, such as legal
costs, stationery, and brochures. One
category that frequently generates
questions is the so-called "expensed
equipment,” which is used for office
equipment such as computers and
telephones that the taxauthorities allow
a business to report as expenses. While
these purchases might normally be
assets, they are expensed because that
reduces taxable income, and the
government allows using them as
expenses instead of assets.

Product development expenses
occasionally cause confusion because
some people want to make them assets,
but they are almost always expenses.
The trouble is that although you'd like
to think of product expense as
developing future assets, that's not the
normal tax treatment.
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INlustration 5-2: Start-up Starting Assets
Table The second portion of the sample
Start-up Plan start-up table estimates the assets your
Start-up Expenses business will have at start-up, including
Legal $1,000 starting cash, inventory (except for
Stationery, etc. $3,000 . .
Brochures £5.000 service compar}les), and othgrs. The
Consultants $5.000 example shows just two categories, cash
Insurance $350 and other short-term assets, because it
E Equipment .
O)t(ﬁeern%d quipmen ﬁggg was taken from a service company that
Total Start-up Expense $18.350 had no starting inventory requirements.
Office furniture, shelving and signage
(S:tarht'“p AssetstNeeded — are often start-up assets. The total in
asn requirements ) .
Other Short-term Assets $7,000 the example 18 $32'OOO'
Total Short-term Assets $32,000 Don't confuse expenses and assets.
Long-term Assets $0 Assets are goods and documents that
Total Assets $32,000 have transferable value. Assets make
: the company's balance sheetlook better.
Total Start-up Requirements $50,350 . .
. However, given a choice, most
Left to Finance: $0 . .
companies prefer to deduct their
Start-up Funding Plan purchases as expenses rather than store
them up as assets. For example, in the
Leesiment United Stat mputer purchase can
T Vostor 1 $20000 ed States a computer purchase ca
Investor 2 $20,000 be treated either as an asset or an
?theil 310,000 expense, depending on conditions set
ota Investment B forth in federal tax law. When you can
Sherce LEkies choose, you normally want to expense
Unpaid Expenses $350 your purchases because then you can
Short-term Loans $0 deduct those expenses from income.
Interest-free Short-term Loans $0 .. "
Subtotal Short-term Liabilities $350 This is why we have "expensed
Long-term Liabilities $0 equipment" among the expenses.
Total Liabilities $350 . .
Your starting cash is your most
critical input. Don't expect to get it right
#gfasl égaspti?;’”p (iéﬁzgg) the first time without adjustments.
Total Capital and Liabilities $32,000 Normally you start by putting a simple
Checkline $0 educated guess into this cell, typing in
Use the start-up worksheet to plan your an amount equal to what you think
initial financing.
J
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should be your business checking
account bank balance when you start.
After that, you continue working with
other tablesin your plan, including sales
forecast, personnel, and profit and loss,
developing estimates for the values in
those tables. If you are like most start-
ups, as you refine your estimates you'll
discover that your Cash Flow table has
a negative balance. If you do have this
negative balance, that's an indication of
typical negative cash flow of start-up
companies. To complete your plan,
you'll have to go back to the Start-up
table and increase the estimate for
starting cash until the starting cash is
enough to eliminate any negative
balances in the cash flow projections
for the following months. For example,
if your cash flow indicates a negative
balance of $-8,000 in the worst month,
and your original estimate of starting
cash was $15,000, then you would need
to increase your estimated starting cash
by $8,000 to cover the estimated deficit
in the cash flow for the first few months.
That would require a starting cash
balance of $23,000 ($15K + $8K). In the
example the starting cash is $25,000
instead of $23,000 because that'saround
number and adds a slight cash buffer.

Ultimately the cash in the starting
balance comes from the money you
raise as loans and investments. If you
need more cash, you need to raise more
money. If you raise more money, then
you need to increase your cash. The

starting cash is often an importantlogical
check, which you increase or decrease
to make your balance correct. In the
example, this company s raising $50,350
as a combination of loans and
investments, and it has a total of $50,350
combined between start-up expenses
and start-up assets, so its start-up table
is correctly balanced. If it had raised
$100,000, but you only had $50,350 in
assets and expenses, then it would have
lost $49,650 as accounted for funding. It
could correct that situation by putting
an extra $49,650 into its starting cash,
which will increase your assets by
$49,650.

Important: The cash you want to
have in the bank at start-up is different
from the money raised to start the
business. The total money raised must
match what was spent as expenses and
assets. The cash at start-up is one of
the assets. If you increase the amount
of money raised, then you have to
increase the start-up assets, usually by
increasing the starting cash.

You have to fund start-up expenses
as well as starting assets.

The Start-up
Requirements

The total start-up requirements,
which is shown in the middle of the
table, is the sum of start-up expenses
and start-up assets. This is the money
you've decided you need -- by
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estimating start-up expenses and start-
up assets -- to start the business. The
"left to finance" amount shows up as a
positive number only when you haven't
provided enough funding to finance both
expenses and assets. If it shows as a
zero, you may have exactly the right
amount, or too much.

You can tell that you have not accounted
forallyour incoming financing by looking at
the "loss at start-up" value below. That
should be the same number as total start-up
expenses (except negative). If it is more
negative than start-up expenses are positive,
thenyou have brought in funds that haven 't
been accounted for. You can fix that by
adding more money into your starting cash
to account for the additional financing.

Start-up Funding

The third portion of the table
contains your estimates for start-up
funding, including investments, loans,
and unpaid bills.

Investment is money that you or
your investors sink into the business for
good. You don't expect to get it back.
Borrowing is money loaned to the
business -- including loans as simple as
purchases with credit cards and unpaid
bills, called unpaid expenses. Loans can
be unpaid expenses, short-term loans,
or long-term loans. You need to invest
and borrow enough money to equal the
start-up expenses and start-up assets.

Loss at Start-up

Your loss at start-up should be
exactly equal to your start-up expenses,
but in the opposite direction. In the
example, the start-up expenses total
$18,350, so the loss at start-up should
be exactly -$18,350. This is correct
accounting. These are expenses taken
against future income, and you have no
income, so you have a loss. This is
normal, since the vast majority of start-
up companies start with a loss.

The rule of accounting is that assets
are equal to investment plus loans. That
is the same as capital being equal to
assets minus liabilities, which is also
your company's net worth. In order to
make your balance correct as you start
your company, you must recognize a
loss at start-up that you can calculate as
whatever number it takes to make
capital equal to assets minus liabilities.
For example, if you have $32,000 in
assets and $3501in liabilities, your capital
should be $31,650 (assetslessliabilities).
If you invested $50,000 in this case but
your capital is only $31,650, then your
loss at start-up has to be $18,350. The
original $50,000 investment minus the
$18,350 loss at start-up gives you the
correct number for capital, $31,650
(assets are equal to capital plus
liabilities). Your loss at start-up should
normally be equal to start-up expenses,
but it will be calculated as whatever
number it takes to make investment
and borrowing equal to start-up assets.

N
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This makes your balance correct at the
start.

If your loss at start-up is greater
than your start-up expenses, this means
that you haven't accounted for all of the
money you raised in investments and
liabilities. Remember, all the money
has to be accounted for as either
expenses or assets. If your loss at start-
up is less than your start-up expenses,
you haven't raised enough money to
meet your funding requirements.

To reduce the loss at start-up, you
can do several things:

* Reduce start-up expenses.

* Increase start-up assets.
Normally you increase these by
increasing cash. This happens
often while you're developing a
plan, because you discover cash
needs by estimating future cash
flow. Remember, when you
decide you need more cash, you
have to increase both funding
and starting cash.

e Decrease investment or

borrowing.

Remember, however, that you must
show investment and borrowing to
match the total of your start-up expenses
and start-up assets. If you just add
funding without changing the resulting
cash, then every dollar of additional

funding, beyond the amount required,
increases your loss at start-up, which
isn't correct.

Text: Start-up
Explanations

Summarize your start-up plan.
Explain the list of start-up expenses,
which are expenses you make before
you start the business in the first month.
After the expenses, you list the assets
you want to have in the company as it
starts. For a service company that would
be cash in the bank account, and
possibly short-term assets such as
equipment. Service companies rarely
have starting inventory. Then you show
how you intend to finance both the
expenses and the initial assets, which
usually meansinvestment or borrowing.

Summary

You should include a good company
description, especially if you're
developing a plan to be shown to people
outside the company.

Don’t stop with just legal formation
and history; include some strategic
topics, such as competitive edge and
value proposition.

You need one of two tables, either
start-up or past performance, to
establish a starting balance for your
projected cash flow and balance sheet.
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TELL YOUR STORY
Chapter 6:
WHAT YOU SELL
5 Describe Your Company This step in the process is much more important

for a plan going to external readers, the banks or
investors, than for internal plans. A complete
business plan describes what you sell: either

» 6 What You Sell products, services, or both.

This part of the plan is mainly description.
Sometimes it will include tables that provide more
details, such as a bill of materials or detailed price
7 Management Team lists. More frequently, however, this section is
mainly text. It normally appears in the plan after
the company description, but before the market
analysis.

Start with a Summary
Paragraph

Every sectionin abusiness plan should have
an opening paragraph that describes the rest of
the section. These summary paragraphs can
alsobe used quite effectively in summary memos
and loan application support documents.
Readers may frequently skip the details, but
only when they have an effective summary. It
should be a clear and concise single paragraph
that can be merged into the executive summary
page. For this section, what do you sell, and to
whom?
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Detailed Description

The previous topic was the summary,
so in this topic, you need to provide
more detail. List and describe the
products or services you sell. For each
business offering, cover the main points,
including what the product or service is,
how much it costs, what sorts of
customers make purchases, and why.
What customer need does each product
or service line fill? You might not want
or need to include every product or
service in the list, but at least consider
the main sales lines.

It is always a good idea to think in
terms of customer needs and customer
benefits as you define your product
offerings, rather than thinking of your
side of the equation—how much the
product or service costs, and how you
deliver it to the customer.

As you list and describe your sales
lines, you may run into one of the
serendipitous benefits of good business
planning, whichis generatingnewideas.
Describe your product offeringsin terms
of customer types and customer needs,
and you'll often discover new needs and
new kinds of customers to cover. This is
the way ideas are generated.

Competitive Comparison

Use this topic for a general
comparison of your offering as one of
several choices a potential buyer can
make. There is a separate topic, in the
market analysis section, for detailed
comparison of strengths and weaknesses
of your specific competitors.

In this topic you should discuss how
your product lines and retail offerings
compare in general to the others. For
example, your outdoor store might offer
better ski equipment than others, or
perhaps it is located next to the slopes
and caters to rental needs. Your jewelry
store might be mid-range in price but
well known for proficiency in appraisals,
remounts, and renovation. Your hobby
shop has by far the largest selection of
model trains and airplanes.

In other words, in this topic you
want to discuss how you are positioned
in the market. Why do people buy from
your business instead of from others in
the same market? What do you offer, at
what price, to whom, and how does
your mixcompare to others? Think about
specific kinds of benefits, features, and
market groups, comparing where you
think you can show the difference.
Describe the important competitive
features of your products and/or services.
Do you sell better features, better price,
better quality, better service, or some
other factor?
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Sourcing and Fulfillment

In this section, you want to explain
your product sourcing and the cost of
fulfillingyour service. Manufacturersand
assemblers should present spreadsheet
output showing standard costs and
overhead. Distributors should present
discount and margin structures. Service
companies should present costs of
fulfilling service obligations.

For example, sourcing is extremely
important toamanufacturing company.
Your vendors determine your standard
costs and hold the key to continued
operation. Analyze your standard costs
and the materials or services you
purchase as part of your manufacturing
operation. Look for strengths and
weaknesses.

Manufacturing companies want to
have ample information about resource
planning and sourcing of vital materials,
especially if you are preparing a plan for
outsiders, such as bankers or investors,
or for business valuation. In this case,
youmay have additional documentation
you can copy and attach as appendices,
perhaps even contracts with important
suppliers, standard cost breakdowns,
bills of materials, and other information.

Where materials are particularlyvital
to your manufacturing, you might
discuss whether second sources or
alternative sources are available, and
whether or not you use them or maintain

relationships with them. This is also a
good time to look at your sourcing
strategy, and whether or not you can
improve your business by improving
your product sourcing.

But sourcing is not just for product-
based companies. For example, a
professional service company, such as
anaccounting practice, medical practice,
law practice, management consulting
firm, or graphic design firm, is normally
going to provide the service by
employing professionals. In this case,
the cost is mainly the salaries of those
professionals. Other service businesses
are quite different. The travel agency
provides aservice through a combination
ofknowledge, rights, and infrastructure,
including computer systems and
databases. The Internet provider or
telephone company provides a service
by owning and maintaining a network
of communications infrastructure. A
restaurant is a service business whose
costs are a combination of salaries (for
kitchen and table waiting) and food costs.

Technology

In this section, explain how
technology affects your business, the
products you sell, the means you use to
sell them, and the needs of the customers
you serve.

N
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In some cases thismight be a change
in scanning technology, retail point-of-
sale systems, or even video displays. In
others, technology changes the nature
of the goods or services you sell, such as
cellular phones or high-density videos
thatdidn’teven existafew yearsago. Do
you want to include the Internet? Will a
website change the way youdo business?

Sometimes technology can be vital
to a service company, such as the case of
the Internet provider that uses wireless
connections as a competitive edge, or
thelocal company that offers conference
rooms for video conferencing. An
accounting practice might gain a
competitive advantage from proprietary
software or wide-area network
connections to its clients. A medical
laboratory might depend completely on
certain expensive technologies for
medical diagnostics. A travel agency
might depend on its connection to an
airline reservation system.

Technology can be critical to a
manufacturing business in at least two
ways: first, the technology involved in
assembly or manufacturing, such as in
the manufacture of computer chips; and
second, the technology incorporated in
your product, such as proprietary
technology that enhances the value of
the product. In either case, technology
can be a critical competitive edge. If you
are writing a plan for outsiders, then you
need to describe the technology and
how well or thoroughly you have the

technology protected in your business,
through contracts, patents, and other
protection.

Technology might be a negative
factor, something to be included in a
plan because a threat should be dealt
with. For example, that same travel
agency that depends on a computerized
reservation system might also note
growing competition from Internet
reservations systems available to
consumers who prefer to buy direct.

Not all businesses depend on
technology. Technology might also be
irrelevant for your business. If so, you
can delete this topic if it doesn’t seem
important.

Future Products

Now you want to present your
outlook for future products or services.
Do you have a long-term product
strategy? How are products developed?
Is there a relationship between market
segments, market demand, market
needs, and product development?

Here again, what you include
depends on the nature of your plan. In
some cases future products are the most
important point for investors looking to
buy into your company’s future. On the
other hand, a bank is not going to lend
you money for product development or
hopes for future products; so in a plan
accompanying a loan application, there
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would probably be much less stress on
this point.

You may also need to deal with the
issue of confidentiality. When a business
plan includes sensitive information on
future products, then it should be
carefully monitored, with good
documentation of who receives copies
ofthe plan. Recipients might reasonably
be asked to sign nondisclosure
statements and those statements should
be kept on file.

Sales Literature

It is generally a good idea to include
specific pieces of sales literature and
collateral as attachments or appendices
to your plan. Examples would be copies
of advertisements, brochures, direct mail
pieces, catalogs, and technical
specifications. When a plan is presented
to someone outside the company, sales
literatureisa practical way to both explain
your services and present the look and
feel of the company.

Ifitis relevant for your business, you
should also use this topic to discuss your
present situation regarding company
literature and your future plans. Is your
sales literature a good match to your
services and the image your company
wants to present? How is it designed
and produced? Could you improve it
significantly, or cut the cost, or add
additional benefits?

Summary

Depending on the purpose of your
plan, you should provide good, practical
information on the products or services
you sell. Give your plan readers what
theywillneed to evaluate the plan. Make
sure theyunderstand the need you serve,
how well you satisfy that need, and why
your customers buy from you instead of
somebody else. Ideally, the descriptions
in this chapter make your sales forecast
seem realistic and even conservative.

N
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TELL YOUR STORY
Chapter 7:

MANAGEMENT
TEAM

5 Describe Your Company A management team and bringing people
together is a lot more than just resumes and venture
capital. It is what makes a company work or not
work.

6 What You Sell
Planning for People

For example: It's a sunny March Friday in
Western Oregon, which is rare; so rare, in fact,
that the boss decides to have office pizza for
lunch.

» 7 Management Team

The controller is a former history major, Phi
Beta Kappa into grad school, who discovered
midway through her 30s that she really liked
making numbers work. As people gather in the
main room around the pizza, she announces
that all should enjoy her hair that day “because
I am having a rare good hair day.” Everybody
laughs.

The head of tech support turns the attention
to the “krinkly hair” of the marketing manager.
Everybody laughs again. There are jokes about
the pizza and the root beer.

The product manager demonstrates
ballroom dancing steps in preparation for his
upcoming wedding, and somebody thinks to
turn the music-on-hold up, through the phones,
as accompaniment.

J
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The documentation manager
emerges from her sunny office in the
back and announces that she has a new
couch in her office so people can escape
from all the administration in the front.

These people seem happy. The
technical support manager really likes
to explain to people on the telephone;
the documentation manager loves
teaching and writing. The admin
department includes a college student
and a soccer mom, both of whom
understand the accounting system very
well and usually forgive it its flaws. The
office manager, a former teacher, says
managing this diversity is nothing
compared to dealing with a classroom
full of adolescents. The product manager
and marketing manager both earned
their business degrees while working
part-time in tech support, and joined
full-time as soon as they graduated.
These people like their jobs and they like
each other. They work together well.

Flash back to the same company
four years earlier, with a totally different
staff. Then, the controller was worried
sick about the integrity of the computer
system. The technical support person
was tired of technical support and upset
thatthe controller had a better computer.
The sales manager spent half of her day
settling disputes between the controller
and the technical support person.

In other words, the jobs need to be
done and the people need to match
their job functions and preferences. A

manufacturing company can’t survive
without a production manager, a
software company can’t live without
technical support, and most companies
also need office management and
administration.

If we jump straight into personnel
plans and resumes and business jargon
related to the management team, we
can inadvertently forget that there is
something much more vital and alive
than just looking good for investors. A
company is where its employees come
together most every day, for the major
part of the day. If it isn’t a good place to
work, then it won’t be successful. Keep
this in mind as you plan your
management and develop this part of
your plan.

Cover the Bases in Text

Chapter Summary

The management chapter starts, like
the other chapters, with a good
summary. You may want to use that
summary as part of a summary memo or
loan application document, so cover the
main points. Consider what you'd say
about your managementif you only had
one or two paragraphs to say it.

Make sure you cover the basic
information first. That would include
how many employees the company has,
how many managers, and how many of
the managers are founders. Is your team
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complete, or are there gaps still to be
filled? Is your organizational structure
sound, with job descriptions and logical
responsibilities for all the key members?

Particularly with start-up companies,
you may not have the complete team as
you write the plan. In that case, be sure
to point out the gaps and weaknesses
and how you intend to fill them.

Organi ational Structure

The organizational structure of a
company is what you frequently see as
an organizational chart, also known as
an “org chart.” If you have access to an
organizational chart graphic, that works
really well at this point. If not, you can
just use the text to describe the
organizational structure in words,
without a chart.

Make sure you explain how job
descriptions work and how the main
company functions are divided up. Are
your organizational lines drawn clearly?
Is the authority properly distributed?
Do you have jobs that include
responsibility without authority? Do
your resources seem in line with your
organizational needs?

Management
Backgrounds

List the most important members
of the management team. Include
summaries of their backgrounds and
experience, using them like brief

resumes. Describe their functions with
the company. Resumes should be
attached to the back of a plan.

Management Gaps

You may have obvious gaps in
management, especially in start-up
companies, but even in ongoing
companies. For example, the
manufacturing company without a
production manager has some
explaining to do, and the computer
company without a service department
has some problems. It is far better to
define and identify a weakness than to
pretend it doesn’t exist. Specify where
the team is weak because of gaps in
coverage of key management functions.
Howwill these weaknesses be corrected?

How will the more important gaps be
filled?

Other Considerations

Applicability depends on your
company. Some questions that should
be answered include: Do any managers
or employees have “noncompete”
agreements with competitors? Who is
on your board of directors? What do the
members contribute to the business?
Who are your major stockholders? What
is their role in management?

N

PaAGE 59



HurbpLE: THE Book oN BusiNEss PLANNING

,
Develop Your Numbers you don't really need to include payroll
burden, because these additional
At this point you should normally expenses are irrelevant until you include
include a personnel table to project additional employees.
personnel costs, including direct
.conlqpensation. and indirec.t costs. The Two Personnel Variations
indirect costs include vacation pay, sick
pay, insurance benefits, education, and Aswith the sales forecastin Chapter
of course, payroll taxes and some other 10: Forecast Your Sales, a good
costs. There are different terms for all of personnel plan varies according to your
this, but my favorite is “personnel business and business plan needs. You
burden,” which is a cost over and above may want a simple list of names, titles,
the direct wages and salaries. or groups, each of which is assigned a
monthly cost. This model is shown in
Home Offices Nlustration 7-1.

Ifyouare workingas asole proprietor The _snnpler model tOtal_S all payroll
in a home office, you should still include only. It is pgrfectly appropriate for a lot
your own compensation as part of your of small b_usmesses. You can use each (_)f
business plan. What you pay yourself ’.che.hpes in the table to describe specific
should be added into the profit and loss individuals, or groups gnd departmepts.
as an expense. However, in this case When you have the list complete, just

Illustration 7-1: Standard Personnel Plan

Oct Nov Dec 1999 2000 2001
Partners $12,000 [ $12,000 [ $12,000 | $144,000 | $175,000 | $200,000
Consultants $0 $0 $0 $0 $50,000 $63,000
Editorial/Graphic $6,000 $6,000 $6,000 [ $18,000 | $22,000 |  $26,000
VP Marketing $5,000 $5,000 $5,000 [ $20,000 | $50,000 |  $55,000
Sales People $0 $0 $0 $0 $30,000 $33,000
Office Manager $2,500 $2,500 $2,500 $7,500 |  $30,000 |  $33,000
Secretarial $1,750 $1,750 $1,750 $5,250 |  $20,000 |  $22,000
Other $0 $0 $0 $0 $0 $0
Subtotal $27,250  $27,250  $27,250 $194,750  $377,000  $432,000

The standard personnel plan is a simple list of names, titles, or categories. The sum transfers
into your profit and loss statement. This illustration shows the last three months and subsequent
two years of a sample plan.

\,
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add up the totals for personnel costs in and so forth. The detailed model totals
your Profit and Loss (Chapter 14: The the planned payroll for each department,
Bottom Line ). Multiply that total times then calculates total payroll.
your Fuiden rate—say 15 Orl 20 percenth— For either the simple or detailed
to calculate your pirsonnf? burcien. The personnel table, you also want to
burden g?es into the profitand loss as a calculate apayrollburden asapercentage
separate fine. of the total, and make sure to include the
[lustration 7-2 shows the more personnel burden assumption in your
detailed personnel plan that divides the list of general assumptions. Personnel
rows into categories, such as sales and burden is the extra costs of payroll taxes
marketing, general and administrative, and benefits.
IMlustration 7-2: Detailed Personnel Plan

[Production Oct Nov Dec 1999 2000 2001

Manager $3,000 $3000  $3,000  $36,000 $40,000 _ $42,000

Assistant $1,000  $1,000  $1,000  $12,000  $13,000  $14,000

Technical $2,000  $2,000  $2,000  $24,000  $27,500  $27,500

Fulfiliment $1,500  $1,500  $1,500  $18,000  $22,000  $50,000

[Subtotal $7,500 __ $7,500 __ $7,500 _ $00,000 _ $102,500 _ $133,000

[Sales and Marketing

Manager $6,000 $6,000  $6,000  $72,000 $76,000 _ $85,000

Technical sales $5000  $5000  $5000  $60,000  $63,000  $80,000

Salesperson $2,500 $2,500 $2,500 $30,000 $55,000 $64,000

Salesperson $2,500  $2,500  $2,500  $30,000  $50,000  $55,000

[Subtotal $16,000  $16,000 _ $16,000 $192,000 _$244,000 _$154,000

[General and Administrative

President $5,500 $5500  $5500  $66,000 |  $60,000 _ $95,000

Finance $0 $0 $0 $0 $29,000 $30,000

Admin Assistant $2,000  $2,000  $2,000  $24,000  $26,000  $28,000

Clerical $0 $0 $0 $0 $0 $15,000

[Subtotal $7500 __ $7,500 __ $7,500 _ $00,000 _ $124,000 _$168,000

[Other Personnel

Programming $3,000 $3000  $3,000  $36,000  $40,000 _ $44,000

Other technical $0 $0 $0 $0 $30,000 $33,000

Other $0 $0 $0 $0 $0 $0

[Subtotal $3000 __ $3000 __ $3,000 _ $36,000 70,000 _ $77,000

Total Headcount 0 0 0 0 0 0

Total Payroll $34,000  $34,000  $34,000 $408,000 $540500  $532,000

Payroll Burden $4,760 $4,760 $4,760 $57,120 $83,090 $74,480

Total Payroll Expenditures _ $38,760  $38,760  $38,760 $4,651,200 _$623,590 _$606,480

The more detailed personnel plan shown here divides personnel expenditures into
classifications including production, sales and marketing, general and administrative, and other.
J
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The payroll assumptions in this
model will also be used for the other
financial projections. The Profitand Loss
(also called income statement) will use
personnel plan numbers.

Summary

As with your sales forecast, your
personnel plan is actually just an
educated guess. It is hard to make this
kind of guess if you aren’t used to
forecasting, butyoucandoitbybreaking
the assumptions down into rows and
thinking it through. If you're really
having trouble with it, it may help to
remember that a real business plan is
frequently revised to accommodate
changes in sales, marketing, and
finances.
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GATHERING INFORMATION

A good plan will include useful information about
your market, your customers, and the business you're
in.
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GATHERING
INFORMATION

»» 8 The Business You’re In

9 Know Your Market

Chapter 8:

THE BUSINESS
YOU’RE IN

In addition to the information you've already
developed, you also need to explain the type of
business you're in; not just your company, but the
business environment you’ll be operating in. This is
one step in a business plan’s comprehensive market
analysis.

You'll be expected to explain the general
state of your industry and the nature of the
business, especially if your planis going outside
your company to banks or investors.

Whether you’re a service business,
manufacturer, retailer, or some other type of
business, you should do an Industry Analysis,
describing:

* Industry Participants.
¢ Distribution Patterns.
e Competition.

This chapter will describe these topics in
more detail.
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Industry Analysis

A complete business plan discusses
industry economics, participants,
distribution patterns, factors in the
competition, and whatever else
describes the nature of this business to
outsiders.

This chapter emphasizes the
enormous impact of the Internet on the
state of business information. Finding
information isn’t really the problem any
more, after the information explosion
and the huge growth in the Internet
during the 1990s. Even 10 or 15 years
ago, dealing with information was more
a problem of sorting through it all than
of finding raw data. That generality is
more true every day.

There are websites for analysis,
financial statistics, demographics, trade
associations, and just about everything
you'llneed for a complete business plan.
We'll look at that in this chapter after
going through some of the topics to
cover. I'll also include some of the old-
fashioned reference works, just in case
you really need them.

Industry Participants

You can’t easily describe a type of
business without describing the nature
of the participants. There is a huge
difference between anindustrylikelong-
distance telephone trunk services, in
which there are only a few huge
companies in any one country, and one

like dry cleaning, in which there are tens
of thousands of smaller participants.

This can make a big difference to a
business and a business plan. The
restaurantindustry, for example, iswhat
we call “pulverized” which, like the dry
cleaning industry, is made up of many
small participants. The fast food
business, on the other hand, is
composed of a few national brands
participating in thousands of branded
outlets, many of them franchised.

Economists talk of consolidation in
an industry as a time when many small
participants tend to disappear and a few
large players emerge. In accounting, for
example, there are a few large
international firms whose names are well
known and tens of thousands of smaller
tirms. The automobile business is
composed of a few national brands
participating in thousands of branded
dealerships. In computer manufacturing,
for example, there are a few large
international firms whose names are well
known, and thousands of smaller firms.

Distribution Patterns

Explain how distribution works in
thisindustry. Is this an industry in which
retailers are supported by regional
distributors, as is the case for computer
products, magazines, orauto parts? Does
this industry depend on direct sales to
large industrial customers? Do
manufacturers support their own direct

PAGE 66




CHAPTER 8: THE BusiNEss YoU’RE IN

sales forces, or do they work with
product representatives?

Some products are almost always
sold through retail stores to consumers,
and sometimes these are distributed by
distribution companies that buy from
manufacturers. In other cases, the
products are sold directly from
manufacturers to stores. Some products
are sold directly from the manufacturer
to the final consumer through mail
campaigns, national advertising, or other
promotional means.

In many product categories there are
several alternatives, and distribution
choices are strategic. Encyclopedias and
vacuum cleaners are traditionally sold
door-to-door, but are also sold in stores
and direct from manufacturer to

consumer through radio and television
ads.

Many products are distributed
through direct business-to-business
sales, andinlong-term contracts such as
the ones between car manufacturers and
their suppliers of parts, materials, and
components. In some industries
companies use representatives, agents,
or commissioned salespeople.

Technology can change the patterns
of distribution in an industry or product
category. The Internet, for example, is
changing the options for software
distribution, books, music, and other
products. Cable communication is
changing the options for distributing
video products and video games.

The Distribution Patterns topic may
not apply to most service companies,
because distribution is normally about
physical distribution of specific physical
products. If you are arestaurant, graphic
artist, professional services practice,
architect, or some other service that
doesn’t involve distribution, just delete
this topic.

For a few services, distribution may
still berelevant. A phone service or cable
provider, or an Internet provider, might
describe distribution related to physical
infrastructure. Some publishers may
prefer to treat their business as a service
rather than a manufacturing company,
and in that case distribution may also be
relevant.

Competition

Explain the nature of competition in
this market. This topic is still in the
general area of describing the industry,
or type of business. Explain the general
nature of competition in this business,
and how the customers seem to choose
one provider over another. What are the
keys to success? What buying factors
make the most difference—Price?
Product features? Service? Support?
Training? Software? Delivery dates? Are
brand names important?

In the computer business, for
example, competition might depend on
reputation and trends in one part of the
market, and on channels of distribution
and advertising in another. In many

N
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business-to-business industries, the
nature of competition depends on direct
selling, because channelsareimpractical.
Price is vital in products competing with
each other on retail shelves, but delivery
and reliability might be more important
for materials used by manufacturers in
volume, for which a shortage can affect
an entire production line.

In the restaurant business, for
example, competition might depend on
reputation and trends in one part of the
market, and on location and parking in
another.

In many professional service
practices the nature of competition
depends on word of mouth, because
advertising is not completely accepted.
Is there price competition between
accountants, doctors, and lawyers? How
do people choose travel agencies or
tlorists for weddings? Why does
someone hire one landscape architect
over another? Why choose Starbucks, a
national brand, over the local coffee
house? All of this is the nature of
competition.

Main Competitors

List the main competitors. What are
the strengths and weaknesses of each?
Consider their products, pricing,
reputation, management, financial
position, channels of distribution, brand
awareness, business development,
technology, or other factors that you

feel are important. In what segments of
the market do they operate? Whatseems
to be their strategy? How much do they
impact your products, and what threats
and opportunities do they represent?

Finding Information

You'll end up getting almost
everything you need on the Internet,
using the World Wide Web. As it turns
out, a great deal of business information
and small business or entrepreneurial
help is readily available. Always start
first on the Internet. Market research
firms and industry experts publish much
of their information in websites, and in
trade and business magazines. Reference
sites index these magazines, many offer
the texts online, and if not, then libraries
stock them. Trade associations publish
many listings and statistics in their
websites as well as in hard-copy
publications. Public stock laws require
detailed reporting of financial results,
and stock market information sources
compile industry statistics from financial
reports.

If you have a personal computer,
you have most of what you need to
access the information on the Internet.
These services offer computerized
versions of publicationindices, statistical
abstracts, and even complete text of
published articles that are available
online. In some cases, you can
download information from a remote
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database into your computer and dump
it in a convenient format directly into
your business plan.

If you aren’t already online, I urge
youto getamodem and communications
software, get your Internet access, and
learn how touseit. Thereis no substitute
for the facility to dial up to the Internet
through a modem and communicate
with other people who have questions,
advice, and similarinterests. The Internet
offers an amazing array of information
and services. As you read through the
more specific suggestions to follow, you
can assume that most all of them have
websites available.

You can probably find everything
youneed on the Internet, using thelocal
library as an alternative. If not, you can
turn to university libraries, professional
information brokers, and United States
government publications.

Business Plan Websites

Palo Alto Software maintains an
Internet website that offers free
downloadable sample plans, tips,
outlines, and discussions of topicsrelated
to developing a business plan. Look for
them at:

www.bplans.com

This site includes suggested links to
other sources of small business
information, including the Small
Business Administration (SBA), Small
Business Development Centers

(SBDCs), and many other valuable sites.
It is stocked with the latest available
information, and references to
information, that might be available
elsewhere.

Illustration 8-1 shows Palo Alto
Software’s main website, as it looked
when this book was written. The website
address is:

www.paloalto.com

Both our main website and
www.bplans.com are linked to our
“Ask the Experts” and “Ask the
Authors” sections. Our “Ask the
Experts” team responds to general
questions about business planning,
entrepreneuring, and marketing
planning. There are more than 1600
answers currently available in the
database. You can post your question
and receive an answer as an email reply.

Our “Ask the Authors” team
answers specific questions about
working with our products. Over 400
answersrelatingto these programs have
been posted as of this writing.

Government Sites
We describe the U.S. Census Bureau
site in the sections on market analysis,

Chapter 9: Know Your Market and
Chapter 11: Market.

Visit the Small Business
Administration (SBA) website at:

www.sba.gov

N
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Illustration 8-1: Palo Alto Software’s Main Website
’; Business Plan Software by The Planning People - Microsolt Internet Explorer
J File Edt Wew Favoites Tools  Help
@ PaloartoSoftware i
The Planning People
Bplan
SAMPLES PRODUCTS PARTNERS CONTACT US
‘Send This Page to a Friend
The Market Leader Best—selling Planning Solutions
) Busi Plan P
;&::ﬂ;g %‘:C;g;dszlﬂgﬁ A;‘;T::: ta c?er:te ar:.lsiness plan.
g, e 2 Yo *“"ms mmvv sy Toe ot e st
" the go]d standard Best-selling business plan solution,
for creating a thorough Buy Now | More [nfo.
P'a“"“' business plan " Marketing Plan Pro
Chal live online with one of our For the marketing professional, all you
operators. They know al about [Choose vour Package: = need to create a complete plan
our products and servicas. Buy How | More Info.
First |
Web Strategy Pro :
o Celihon s e s Cuides o0
:g:: aﬂ”ﬁf:‘:r?rﬁ of  our Email ;:i;‘;gff;h:b(;i::hﬂn of a detailed plan
to coormnatepa teanrg and save I Euy How | More lfo...
lime: on your plan.
[ChckcHers | Order Mow Testimonials
| hawe used your software far
Money-Back Guarantee rhany years and am a great fan of B
The Palo Alto Software website is intended to provide valuable information to our customers,
including market information, sample plans, and links to other sources of information.
Nlustration 8-2 shows their home Each one of these websites lead to
page. turther links and more information.
Web Search Engines
Another excellent lead is Yahoo's The RMA
the main page at Yahoo, choose Business (which was formerly known as The
small business information. The specific membership organization sponsored by
page address is: banks which publishes an annual listing
www.yahoo.com/ of standard financial ratios, developed
business_and_economy/ by polling member banks, for actual
small_business_information business results of thousands of
Excite’s competition is a small different companies in small business.
business information page at: .
pag The RMA’s publication, called
www.quicken.excite.com/ Annual Statement Studies, is a very
small_business/
\,
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IMlustration 8-2: SBA Website
3 SBA: Small Business Administration Home Page - Microsoft Internet Explorer
J File Edit “iew Favoites Tool: Help
‘ Tools for the Entrepreneur...
4]+]
[ Headline News || What's New? |[ Calendars |[Site of the Week|
SBA
Disaster Assistance
Administrator, Aida Alvarez
aon L
U.S. Small Buginess -
Administration
&
|We||:0met0 the United States Small Business Administration..
[ _search | SiteMap |[ Privacy [ G )
Answer besk I Awards & Sh‘rsl <
The Small Business Administration Internet site offers a wealth of free information and links to
other sources as well.
valuable source of information. That As this is written, the RMA
study tells me, for example, that shoe organization is looking at making its
retailers selling less than $1 million per numbers more accessible, possibly
year make an average of 42 percent allowingadirectsearch on their website.
gross margins, they spend an average We are also looking at offering those
of 40 percent on operating expenses, numbers on the Palo Alto Software
and they net about one percent of sales website, if possible, at:
as proflts,. That number comes from www.paloalto.com
The RMA’s Annual Statement Studies from
1997. This publication sells, at this .
o p ’ Trade Associations
writing, as either hard copy or CD for
less than $30 for members or $150 for Many industries are blessed with an
nonmembers. You can find out more by active trade association that serves as a
calling (215) 446-4000, or visit their vital source of industry-specific
website at: information. Such associations regularly
www.rmahq.com publish member directories and the
J
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better ones publish statistical
information that track industry sales,
profits, economic trends, etc.

If you don’t know which trade
associations apply to your industry, find
out. Search the Internetin Yahoo, Excite,
and other search engines. Look for the
website of the trade association for your
industry. Ask at the reference section of
your library for listings of industry
associations. Ask someone else in the
same industry. Consult an industry-
specific magazine. Look in the readers
guide or businessindex (in the following
section, Business Publications) or
Ayer’s Directory, published by Gayle
Publishers of Philadelphia, which lists
periodicals. You can also look for
association listingsin Information U.S.A.,
published by Viking Press.

As a specific example, since we
mentioned a hypothetical shoe store,
the National Shoe Retailers Association
publishes a biennial Business
Performance Report, a statistical review
of more than 1,700 independent shoe
retail companies. They sell it for $25 to
members, or $50 to nonmembers. It
covers men’s, women’s, children’s, and
family shoe companies, and includes
financials and other information.

Business Publications

Business magazines are an
important source of business
information. Aside from the major

general-interest business publications
(Business Week, Wall Street Journal, etc.)
there are many publications that look at
specific industries.

Specialization is an important trend
in the publishing business. Dingbats
and Widgets may be boring to the
general public, but they are exciting to
Dingbatand Widget manufacturerswho
read about them regularly in their
specialized magazines. The magazines
are an important medium for industry-
specific advertising, which is important
to readers as well as advertisers.

The editorial staffs of these
magazines have to fill the space between
the ads. They do that by publishing as
much industry-specific information as
they can find, including statistics,
forecasts, and industry profiles. Paging
through one of these magazines can
sometimes produce a great deal of
business forecasting and economic
information.

Several good reference sources list
magazines, journals, and other
publications. They also offer indices to
published articles, which you can use to
search for the exact references youneed.
These willbekeptin thereference section
of most libraries:

e Readers Guide to Periodical
Literature indexes popular
magazines. Published by H.-W.
Wilson of New York. Available
inmostlibrary reference sections.

PAGE 72




CHAPTER 8: THE BusiNEss YoU’RE IN

e Business Periodicals Index, also
published by H-W. Wilson of
New York. Indexes business
magazines and journals only.

*  The Magazine Index, published by
Information Access Co.

Use the indices to identify published
information that might help your
business plan. When you find an index
listing for an article that forecasts your
industry or talks about industry
economics or trends, jot down basic
information on the publication and ask
the library for a copy of the publication.

Reference Libraries

Referencelibrarians follow reference
sources as a profession. They are
excellent sources of good advice and tips
on reference materials that may help
you provide the information your
business plan requires.

We have found Predicast Sourcebooks
particularly useful on several occasions.
These summarize forecasts that have
appeared in any of several hundred
business magazines and journals. The
presentation focuses on the most
important forecast information, and
provides the magazine citation—date
of publication, page number, etc.—as
background.

Small Business
Administration (SBA)

The United States Small Business
Administration (SBA) is most known for
its small business loans. However, it
also provides business training, business
information, and business services
including workshops, counseling,
publications, and videotapes. It has
program officesin everystate, the District
of Columbia, the Virgin Islands, and
PuertoRico.Ithasbusiness development
specialists stationed in more than 100
field offices nationwide. We noted its
website in Illustration 8-2.

The SBA publishes more than 50
business booklets and information
products. These products are free, but
the SBA suggestsasmall donation (under
$3.00 for most of them). They answer
many frequently asked questions and
provide important information for
business owners and would-be business
owners.

If you don’t have Internet access,
you can find out about SBA business
development programs and services by
calling the SBA Small Business Answer
Desk at 1-800-UASKSBA (1-800-827-
5722). The answer desk “hotline”
provides an information and referral
service staffed by the organization’s
office of business initiatives, education,
and training. In Washington D.C. the
local number is (202) 205-7151. It
operates during normal office hours
five days a week.
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Small Business
Development Centers
(SBDC)

Small business development centers
(SBDCs) are funded in part by the Small
Business Administration (SBA) and also
work with local colleges and some other
funding agencies. Every state has at
least one SBDC, and most states have
offices in several cities. We've found the
SBDCs to be an excellent resource for
businesses, offering high quality
professional advice at very low prices.
SBDCs also work closely with local
colleges to provide courses in business
planning, bookkeeping, employee
management, sales, marketing, and
other vital subjects. SBDCs also publish
books, surveys, and studies, and in some
cases even audio tapes, videotapes, and
workshops. Palo Alto Software has
worked with SBDCs to provide software
and seminar courses related to business
planning.

Service Corps of Retired
Executives (SCORE)

The SBA sponsors the Service Corps
of Retired Executives (SCORE), which
includes more than 13,000 volunteers
who provide training and one-on-one
counseling at no charge, in 389 oftfices
all over the country. You can find out
about SCORE at:

WWW.SCOre.org

U. S. Census Bureau

The United States Census Bureau,
part of the Department of Commerce,
has a wealth of information available for
business and educational purposes. I
refer toit, specificallyand with examples,
in the market analysis portion of
Chapter 9: Know Your Market. Most
of the Census Bureau’s reports cover
the entire United States and summarize
data for the nation. However, the Bureau
also publishes information on states,
counties in states, and even cities within
counties. Among the more valuable
special reports are city and county
reports that list the number of business
establishments by  type  of
establishment. These are special reports
available directly from the Bureau and
also from some libraries and electronic
database services. Many of these reports
are also available through online
services. The Census has an electronic
edition called CENDATA. It also has an
Internet website at:

Www.census.gov

Finding Business
Assistance

New businesses, small businesses,
and business planning are good for the
economy. Governments, higher
education institutions, and business
organizations know that and try to help
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businesses as much as possible. For
you and your business, there is probably
a great deal of help available.

SBDCs and SCORE

We've listed the SBA, SCORE, and
SBDCsin the previous section as sources
of information. Both SCORE and the
SBDCs are also sources of real business
assistance. They both exist to help
people in small business and entrepre-
neurs. Not all services are free, but
those that aren’t free are priced way
below market value. For business as-
sistance, go there first. You can get local
addresses for SBDCs on our website.

You can find local addresses for
SCORE at their website.

In these pages, I only describe the
United States organizations offering help
to small business and start-ups. In other
markets, similar organizations exist.
Check with your chambers of commerce
andindustry organizations, government
development organizations, and busi-
ness schools.

Consultants,
Accountants, and
Attorneys

Consultants, accountants, and
attorneys are the first line of business
assistance. They aren’t really the main
focus of this chapter, however, and not
because theyaren’t, in general, excellent
sources of information. We have the

utmost respect for the value of
professional advice. In this discussion,
however, we deal with relatively low-
cost sources of business assistance, such
as development agencies, local night
schools, and online information
services. We don’t have a lot to add to
the general doctrine of how to choose a
goodbusiness professional. Let the buyer
beware. A good business professional is
always worth the money, if you have
the money. Unfortunately, not all
professionals are good, and it’s hard to
know who’s good wuntil you've
committed money.

Always try to get some good
references on professionals—other
clients, satisfied clients — before you
use them, and don’t forget to check their
references. Furthermore, itis not always
true that with business consultants you
get what you pay for. In our experience,
there is not always a direct correlation
between the fees charged and the value
provided.

The SBA says consultants “can be a
great asset to a small business owner. A
business consultant’s fees typicallyrange
between $25 and $250 an hour. If you
decide to retain the services of a
consultant, make sure he/sheisreputable
and be certain that you understand the
tee schedule up front.”

N
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Business Organi ations

Explore what’s available through
local business organizations such as the
Chamber of Commerce. Many have
entrepreneurial interest groups, such as
a new enterprise forum or industry
associations.

Schools and Colleges

Many local community colleges
work directly with the SBA to house the
Small Business Development Centers
(SBDCs) discussed as part of the
government resources in the previous
section. The community college/SBDC
combination is often an excellent
resource for workshops, classes, and
even business consulting, all of it with
experts whose job involves helping
small businesses and start-ups, funded
at least in part by the school and the
government. Call your local community
college and ask about business classes.

Libraries

Libraries regularly carry business
periodicals and business books.
Reference sections have staff able to
help you find what you need. Look for
magazine indices, trade association and
government publications.

Banks are often involved in local
development activities, and even when
they don’t directly offer business help
(some do), they will at least know where
else you can go for help. The SBA says
“many bank officers have a broad
understanding of finance, business
operations, and the local economic
climate. Do not be afraid to ask your
banker questions.”

State Development
Agencies

Most states have development
agencies of one kind or another. They
also offer information related to small
businesses and start-ups, and can be a
valuable resource. Check with your other
resource providers about state agencies.
You can also look in your telephone
directory for governmentagencies under
the state category.

Trade Associations

Trade associations can be an
excellent source of good information
for some industry start-ups. Use your
library directory of trade associations
to explore associations related to your
industry.
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Publications

Many publications specialize in your
industry, and others specialize in small
businesses and start-ups. Explore
libraries, bookstores, and magazine
directories for publications for your
specific industry.

Summary

We are in a brave new world of too
much information, not too little. It will
be hard for you to sort through all the
information you’ll find on your business
or your industry, hard to summarize,
hard to decide what is most important.
Asyoudo, keepin mind that the business
planis supposed to guide decisions. Itis
not a school report or even a graduate
thesis. If it doesn’t have a business
purpose—which might be describing
the industry for bank or investor, or for
your own team, for example, but
certainly not just to prove you can—
then you shouldn’t include it.

N
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GATHERING
INFORMATION Chapter O:
8 The Business You're In What'sthefirst thing, themost essential element,
you need in business? No, not a plan: you need
customers.

In Chapter 3: The Mini-Plan, you took a good
first look at whether or not your business has (or
will have) enough customers to keep it healthy. For
the next step, you need to go further into a market
analysis. It doesn't have to be academic, necessarily,
and it doesn’t have to be a huge project that stalls
your planning process. What you want, ultimately,
is to know your customers.

» 9 Know Your Market

Practical Market Research

Some of the best market research is simple,
practical, and even obvious. You don’t get it
from reference sections in libraries, or even
from the Internet. Get it from real people,
particularly customers or potential customers.
Here are some practical examples.

Study Similar Businesses

Alwaystake alook at other businesses similar
to your own, as a very good first step. If you're
looking at starting a new business, you may
well be starting one similar to one you already
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know. If you're doing a plan for an
existing business, you are even more
likely to know the business well. Even
so, you can still learn a lot by looking at
other similar businesses.

Look at existing, similar
businesses.

If you are planning a retail shoe
store, for example, spend some
timelooking atexistingretail shoe
store businesses. Park across the
street and count the customers
that go into the store. Note how
long they stay inside, and how
many come out with boxes that
look like purchased shoes. You
can probably even count how
many pairs of shoes each
customer buys. Browse the store
andlookat prices. Look atseveral
stores, including the discount
shoe storesand department store
shoe departments.

Find a similar business in
another place.

If you are planning a local
business, find a similar business
far enough away that you won’t
compete. For the shoe store
example, youwouldidentify shoe
stores in similar towns in other
states. Call the owner, explain
your purpose truthfully, and ask
about the business.

* Scan local newspapers for
people selling a similar
business.

Contact the broker and ask for as
much information as possible. If
you are thinking of creating a
shoe store and you find one for
sale, youshould consider yourself
a prospective buyer. Maybe
buying the existing store is the
best thing. Even if you don’t buy,
the information you gain will be
very valuable. Why is the owner
selling? Isthere somethingwrong
with the business? You can
probably get detailed financial
information.

¢ Shop the competition.

If you're in the restaurant
business, patronize your
competition once a month,
rotating through different
restaurants. If you own a shoe
store, shop your competition
once a month, and visit different
stores.

Talk to Customers

If you're considering starting a new
business, talk to potential customers. In
the shoe store example, talk to people
coming out of the stores. Talk to your
neighbors, talk to your friends, talk to
your relatives. Ask them how often they
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buy shoes, what sizes, where, at what
price, and whatever else you can think
of. If you're starting a restaurant,
landscape architecture business, butcher
shop, bakery, or whatever, talk to
customers.

Atmostbusiness schools, when they
teach business planning, students have
to do amarket survey as part of the plan.
The plan isn’t complete unless they go
out and ask a credible number of people
what they want, why, where they get it,
how much they pay, and so forth.
Although you may not go through the
formality of a customer survey for your
business, this information is vital.

AtPalo Alto Software, we frequently
put a customer survey on two of our
websites on the Internet. People who
are browsing the Internet looking for
materials and information on business
plans can visit us at:

www.paloalto.com
www.bplans.com

One of the sites does no selling, but
provides free information, including free
downloadable sample plans, outlines,
and discussions, including answers to
several hundred specific questions about
details of developing a business plan.
We sometimes ask people stopping by
our websites to answer a few quick
questions that concern us. The invitation
promises just a few questions, and
promises also that we won't ask their

names or e-mail addresses, and we
won't follow up with sales information.
Whenwe do, we getabout 300 responses
a month, which provides us with
valuableinformation about the concerns
people have as they consider writing a
business plan.

If you have an ongoing business, the
process of developing a plan should
include talking to customers. Take a
step away from the routine, dial up some
of your customers, and ask them about
your business. How are you doing? Why
do they buy? How do they feel about
your competitors? It is a good idea to
take a customer to lunch once a month,
just to keep yourself in touch.

Potential Customers

Most business plans contain an
analysis of potential customers. We saw
that in Chapter 3: The Mini-Plan, as
part of the initial assessment. As an
essential first step, you should have a
good idea of how many potential
customers there are. The way you find
that out depends on your type of
business. For example, aretail shoe store
needs to know about individuals living
in a local area, a graphic design firm
needs to know about local businesses,
and a national catalog needs to know
about households and companies in an
entire nation.

N
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Good sources depend on what you
need. Government and commercial
statistics are usually more than enough,
but for some plans you may end up
purchasing  information  from
professional publishers or contract
researchers.

For general demographic data about
alocal area, if you have no easier source,
ask the reference desk at a local library.
A local university library is even better,
particularly abusinesslibrary. Chambers
of Commerce usually have general
information about a local market. In the
United States, there is the federal
government’s U.S. Census Bureau.
Nowadays the quickest route to the
census bureau s the Internet website at:

WWWw.Ccensus.gov

The oftficial statistics are good for
businessinformation aswell. Youshould
be able to find a count oflocal businesses
with some measure of size, such as sales
or employees. The U.S. Census Bureau
has a lot of information on businesses.
You can also find free information at the
Chamber of Commerce and probably at
a local library.

Before the Internet became so
prevalent, I frequently turned to vendors
of mailing lists for general information
about people and types of business. The
mailing list vendors often have catalogs
listing total numbers of types of people
and types of business. For example, to
find out how many attorneys or CPA

offices there are in the United States, I
might look at the lists for sale at a list
broker.

Magazines provide another good
source of demographics. Ifyou're selling
to computer stores, for example, call
Computer Retail Week and Computer
Reseller News and ask both publications
foramediakit. The mediakitisintended
to sell pages of advertising to potential
advertisers. They are frequently full of
demographics on the readers. For
information on any specific type of
business, get the media kits for the
magazines that cater to those types of
businesses as readers.

Just browsing the Census Bureau
website while preparing this draft, it
took me about 10 minutes to discover
that my home county has 378 general
contractors, of which 360 have fewer
than 20 employees and the remaining
18 have between 20 and 100. There are
238 legal businesses in my county, of
which only 12 have more than 20
employees. Also, following the shoe
store example, there are 32 shoe stores
in the county, none of them having more
than 20 employees. There are 111,000
households in the county, 61 percent of
them owner occupied, and an average of
2.49 people per household. Some 22
percentofadultsin the countyare college
graduates, and the median household
incomeis $26,000. All of thisinformation
was available for free at the U.S. Census
Bureau website, listed above.
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Know the Customers

Aside from just counting the
customers, you also want to know what
they need, what they want, and what
makes them buy. The more you know
about them, the better. For individuals
as customers, you probably want toknow
their average age, income levels, family
size, media preferences, buying patterns,
and as much else as you can find out that
relates to your business. If you can, you
want to divide them into groups
according to useful classifications, such
as income, age, buying habits, social
behavior, values, or whatever other
factors are important. For the shoe store
example, shoe sizeis good, butyoumight
alsowantactivity preferencesand even—
if you can find it—psychographics.

Psychographics divides customers
into cultural groups, value groups, social
sets, motivator sets, or other interesting
categories that might be useful for
classifying customers. For example, in
literature intended for potential retailers,
First Colony Mall of Sugarland, Texas,
describes its local area psychographics
as including “25% Kid & Cul-de-Sacs
(upscale suburban families, affluent),
5.4% Winner’s Circle (suburban
executives, wealthy), 19.2% Boomers
and Babies (young white-collar
suburban, upper middle income), and
7% Country Squires (elite ex-urban,
wealthy).” Going into more detail, it
calls the Kids & Cul-de-Sacs group “a

noisy medley of bikes, dogs, carpools,
rock music and sports.” The Winner’s
Circle customers are “well-educated,
mobile, executives and professionals
with teenaged families. Big producers,
prolific spenders, and global travelers.”
The Country Squires are “where the
wealthy have escaped urban stress to
live in rustic luxury. No. 4 in affluence,
big bucks in the boondocks.”

Stanford Research Institute (SRI)
provides another example. Its VALS
service (values and lifestyles) offers
information on U.S. customers classified
according to the value sets shown in
[ustration 9-1. Customers and potential
customers are divided into groups,
including  fulfilleds, achievers,
experiencers, and others. More
information about that is available from
SRI from their website at:

www.future.sri.com/vals/
VALSindex.shtml

Their email is vals@sri.com, and the
main telephone number is (650) 326-
6200.

Internet Research for
Business Plans

I'm old enough to remember when
gathering information was a problem.
Business consultants could make money
just collecting the kind of information
youneed foragood business plan market
analysis. These days, however, the
problem is more sorting through all the

N
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Illustration 9-1: SRI’s Psychographics

The diagram illustrates SRI's VALS values and lifestyles psychographics research that
divides the U.S. market into various types of potential customers.

information than it is gathering
information. The World Wide Web on
the Internet has completely changed
practical business research.

This is far too large a topic to coverin
this book, but it is also vital to modern
business. By the time you're looking at
developing a business plan, I think you
should know how to use the World
Wide Web on the Internet. At the very
least, know how to find Yahoo and sort
through its catalog of business
information at:

www.yahoo.com

Another search engine for business
information is Excite at:

www.excite.com

New search engines and new
searchingtechniquesappearall the time,
so please try to stay current.

Just as an example, Illustration 9-2
shows Yahoo's main page. As you click
on any of the underlined words, the
view opens up to more information and
more specifics. Illustration 9-3 shows
the main search page at Excite.
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Illustration 9-2: The Yahoo Internet Catalog
Yahoo! - Microsoft Internet Explorer
J Eile Edit Wiew Favorites Tools Help |
|Address [&1 nrip e yahoo com/ ~] @co “ Links
@-0 YAHOO! -0-@
Wihat's Hew Check Email Personalize Help
. & - - Yahoo! Mail
Yahoo! Mexico free email for lie
I advanced search
Yahoo! Auctions - hid now! video games, stamps, Backsireet Boys, antiques, Pokemon...
Shopping - Auctions - Yellow Pages - People Search - Maps - Travel - Classifieds - Personals - Games - Chat - Clubs
Mail - Calendar - I -C ion - My Yahoo! - News - Sports - Weather - TV - Stock Quotes - more.
Arts & Humanities News & Media Inthe News
Literature, Photography Full Coverage, Mewspapers, TV + 70 dead in UK tram
crash
Business & Economy Recreation & Sports « Beport FBI fired at
Companies, Finance, Jobs, Speorts, Travel, Autos, Outdoors Damichans
= Onling: Sam Donaldson
Computers & Internet Reference - Tesse Ventura =
Totarmat U] Qb (oencn T dhvawian Thetiroasian Mhiantohann ntpriewr
b‘] | Fl@ Internet /A
The Yahoo site (www.yahoo.com), probably the best-known Internet navigational aid, sorts
and catalogs the World Wide Web according to logical categories.
o L L L
Illustration 9-3: Searching the Net with Excite
3 Excite - Microsoft Internet Explorer [_ [O]X]
J File Edit View Favorites Tools Help
JAgdress IQ hittp: fAwivner excite . cormf j @Go H Links
W\ iy ]
U - ' \
eXe I te Personalize Your Page! Chooss your favorite photol » S
* Mew Wembers Sign Up - Excite Members Sign In - Help - i A
My Excite “— Sk
2] FREE Voicemail/Email [Seereh | e FREE Waicemail
Calendar/Address Book Autos Entertainment Money Stock Quates
Free Excite Voicemai coolt | Businessnewt  Family Real Estate  Yollow Pages
Careers Games Relationships Store Builder new!
Today on Excite Computers Health Sports Mavie Showtimes
\Wednesday, October 6, 2:37PM EDT Education Lifestyle Travel %ﬂ%
“%Poll Appls Domination? % ; iewr: Fi Iodas Mews
N ey e I % Hot Movie Preview: Fight Club Classifieds
« Try @Home Cable Sewice Shopping Austions Classifieds Photo Gallery Maps & Directions
= Excite Love-O-Meter [ People & Chat] Cheat Now! 7941 Pecple Voice Chat More...
Discussions Personals People Finder More...
Get free golf software! Incredible newr AT&T offer
My Stocks edit| - x| My News edit| —| x| My Weather edit| | X
Top Stories | Photos s 2z Enter your Zip Code:
Schwab « Police Say At Least 70 Dead In Bitish Train _Subrt | =
é-‘ ’_’_@ Intermet i
The Excite Internet search engine at www.excite.com is another leading Internet search site
that you can use to help you locate market and business information.
J
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Summary

Projecting market growth is
particularly important when your plan is
related to finding investors or supporting
aloanapplication, because market growth
enhances the implied value of your
business.

Cite growth rates in terms that fit the
available information, whether growth
in the number of potential customers,
projected dollar sales, meals served,
website projects, tax reporting hours,
yards tolandscape, or whateveryouhave.
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Ch 11: Market
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FORECASTING

Forecasting is more art than science, a combination
of good research, logic, simple math, and educated
quessing. It’s hard to forecast but it’s harder to run a
business without forecasting.
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Chapter 10:

FORECAST
YOUR SALES

» 10 Forecast Your Sales The next step is developing your sales
forecast. Don't fear—it isn’t as hard as most

people think. Think of your sales forecast as
an educated guess. Forecasting takes good
working knowledge of your business, which is

11 Market much more important than advanced degrees
or complex mathematics. It is more art than
science.

12 Expense Budget Whether you have business training or

not, don’tthink you aren’t qualified to forecast.
If you can run a business, then you can
forecast its sales. Most people can guess their
own business’ sales better than any expert
device, statistical analysis, or mathematical
routine. Experience counts more than any
other factor.

If you've been following along with
this book, you've been through some
Internet sites and other information
sources to know your customers and your
industry. You were probably thinking
about your sales forecast while you went
through that information. The research
fora good forecastis almost always harder
than the final process of actually making
the detailed educated guesses. You've
probably already done the research.

J
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Sales Forecast - Simple Sales Forecast - Detailed
When the research is already done, Forecasting is usually easier when
the mechanics of sales forecasting are you break your forecast down into
relatively simple. components. As an example, consider a
Break your sales down into forecast that projects $1,000 in sale.s for
manageable parts, and then forecast the the month, comparedto one thatprojects
parts. Guess your sales by line of sales, 100 units at $10 each for the month. In
month by month, then add up the sales th.e seconq case, when the forecast is
lines and add up the months. price x units, as soon as you know the
. _ price is going up, you also know that the
Illustrauqn 10-1 gives you an resulting sales should also increase.
exqmple ofasimple sales forecast which Thinking of the forecast in components
estimates total dollar value for each is easier.
category of sales.
Ilustration 10-1: Simple Sales Forecast
|Sa|es May Jun Jul Augl
Retainer Consulting $20,000 $20,000 $20,000 $20,000
Project Consulting $30,000 $40,000 $20,000 $10,000
Market Research $8,000 $15,000 $10,000 $5,000
Strategic Reports $0 $0 $0 $0
Other $0 $0 $0 $0
|Tota| Sales $58,000 $75,000 $50,000 $35,000 |
|Direct Costs May Jun Jul Augl
Retainer Consulting $2,500 $2,500 $2,500 $2,500
Project Consulting $5,000 $6,500 $3,500 $1,500
Market Research $6,000 $10,000 $6,000 $4,000
Strategic Reports $0 $0 $0 $0
Other $0 $0 $0 $0
Subtotal Direct Cost of Sales $13,500 $19,000 $12,000 $8,000
This example of a standard sales forecast includes simple price and cost forecasts to
calculate projected sales and direct cost of sales. (Note: This graphic displays only four months
of the twelve-month table).
\
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[lustration 10-2 shows a units-based sales dollar values. Then it takes
sales forecast. It takes assumptions for assumptions for unit costs and uses
sales in units, then the assumed average them, along with unit sales assumptions
prices, and multiplies them to calculate above, to calculate direct cost of sales.
L] [ ]
Hlustration 10-2: Detailed Sales Forecast

Unit Sales Jan Feb Mar Apr

Systems 85 115 145 190

Service 200 200 200 200

Software 150 200 250 330

Training 145 155 165 170

Other 160 176 192 240

|Tota| Unit Sales 740 846 952 1,130

|Unit Prices Jan Feb Mar Apr

Systems $2,000 $2,000 $2,000 1,829

Service $75 $69 $58 46

Software $200 $200 $200 200

Training $37 $35 $39 41

Other $300 $300 $300 300

Sales Jan Feb Mar Apr

Systems $170,000 $230,000 $290,000 347,510

Service $15,000 $13,800 $11,600 9,200

Software $30,000 $40,000 $50,000 66,000

Training $5,365 $5,425 $6,435 6,970

Other $48,000 $52,800 $57,600 72,000

|Tota| Sales $268,365 $342,025 $415,635 501,680

|Direct Unit Costs Jan Feb Mar Apr

Systems $1,700 $1,700 $1,700 $1,700

Service $30 $60 $60 $60

Software $120 $120 $120 $120

Training $11 $11 $11 $11

Other $90 $90 $90 $90

Direct Cost of Sales Jan Feb Mar Apr

Systems $144,500 $195,500 $246,500 $323,000

Service $6,000 $12,000 $12,000 $12,000

Software $18,000 $24,000 $30,000 $39,600

Training $1,595 $1,705 $1,815 $1,870

Other $14,400 $15,840 $17,280 $21,600

|Su btotal Direct Cost of Sales $184,495 $249,045 $307,595 $398,070

The sales forecast multiplies unit forecasts by price and cost forecasts to calculate projected
sales and cost of sales. (Note: This graphic displays four months only of the twelve-month table).
J

Pace 91



HurbpLE: THE Book oN BusiNEss PLANNING

r

.

Graphics as Forecasting
Tools

Business charts are much more than
just pretty pictures; they are excellent
tools for understanding and estimating
numbers. You should always create
charts to illustrate your sales forecast,
then use them to evaluate the projected
numbers. When you view your forecast
on a business chart, does it look real?
Does it make sense? It turns out that
most humans sense the relative size of
shapes better than they sense numbers,
so we see a sales forecast differently
when it shows up in a chart. Use the
power of the computer to help you
visualize your numbers.

For example, consider the monthly
sales chart shown in Illustration 10-3.
You can look at this chart and
immediately see the ebbs and flows of
sales during the year. Sales go up from
January into April, then down from
Spring into Summer, then up again in
the Fall. When you look at a chart like
that, you should ask yourself whether
that pattern is correct. Is that the way
your sales go?

The next chart, in [lustration 10-4,
shows a comparison of three years of
annual sales. Here again, you can sense
the relative size of the numbers in the
chart. Ifyouknewthe companyinvolved,
you’d be able to evaluate and discuss
this sales forecast just by looking at the
chart. Of course you’d probably want to

IMlustration 10-3: Monthly Sales Forecast Chart

$1,000,000 45

$900,000

$200,000

§700,000

$600,000 +
$500,000

$400,000

$300,000
$200,000

$100,000

§0 4

B sales

Jan I Feh | Mar | Apr | hdany | Jun | Jul | Aug | Sep | oct | [eTals | Dec I

This chart shows planned sales for each month of the first 12 months.
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knowmore detail about the assumptions
behind the forecast, but you'd have a
very good initial sense of the numbers
already.

Explain Forecast and
Related Background

Although the charts and tables are
great, you still need to explain them. A
complete business plan should normally
include some detailed text discussion of
your sales forecast, sales strategy, sales
programs, and related information.
Ideally, you use the text, tables, and
charts in your plan to provide some
visual variety and ease of use. Put the
tables and charts near the text covering
the related topics.

In my recommended business plan
text outline, the discussion of sales goes
into Strategy and Implementation. You
can change that to fit whichever logic
and structure you use. In practical terms,
you'll probably prepare these text topics
as separate items, to be gathered into
the plan as it is finished.

Sales Strategy

Somewhere near the sales forecast
you should describe your sales strategy.
Salesstrategies deal with howand when
to close sales prospects, how to
compensate sales people, how to
optimize order processing and database
management, how to maneuver price,
delivery, and conditions.

Illustration 10-4: Annual Sales Forecast Chart

§10,000,000

$9,000,000

$5,000,000 4

$7,000,000 4
$6,000,000 -
$5,000,000 1
$4,000,000 1
$3,000,000 4
$2,000,000 -
$1,000,000 4

50 -

B sales

This chart shows the sales forecast for each year of the three-year sales forecast.
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How do you sell? Do you sell retalil,
wholesale, discount, mail order, phone
order? Do you maintain a sales force?
How are sales people trained, and
compensated? Don’t confuse sales
strategy with marketing strategy. Sales
close the deals that marketing opens.

To help differentiate between
marketing strategy and sales strategy,
think of marketing strategy as the
broader effort of generating sales leads
and sales strategy as the effort to bring
those salesleads into the system as sales
transactions. Marketing can affectimage,
awareness and propensity to buy, while
sales involves getting the order.

Forecast Details

Your business plan text should
summarize and highlight the numbers
you have entered in the Sales Forecast
table. Make sure you discuss important
assumptions in enough detail, and that
you explain the background sufficiently.
Try to anticipate the questions your
readers will ask. Include whatever
information you think will be relevant.

Sales Programs

Use this topic to list the specific
information related to sales programs in
your Milestones table, with the specific
persons responsible, deadlines, and
budgets. How is this strategy to be
implemented and measured? Do you
have concrete and specific plans?

Business plans are about results, and
generating results depends in part on
how specific you are in the plan. For
anythingrelated tosales thatis supposed
to happen, include it here and list the
person responsible, dates required, and
budgets. All of that will make your
business plan more real.

How Many Years?

I believe a business plan should
normally project sales by month for the
next 12 months, and annual sales for the
followingthree years. This doesn’t mean
businesses shouldn’t plan for a longer
term than just three years, not by any
means. It does mean, however, that the
detail of monthly forecasts doesn’t pay
off beyond ayear, exceptin special cases.
It also means that the detail in the yearly
forecasts probably doesn’t make sense
beyond three years. It does mean that
you still plan your business for 5, 10,
even 15-year timeframes; justdon’tdoit
within the detailed context of a business
plan.

Summary

A sales forecast is hard for many
people because they are unsure of how
to forecast. Don’t worry, if you know
your business, you can give an educated
guess of future sales. Remember, one
thing harder than forecasting is running
a business without a forecast.
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MARKET

10 Forecast Your Sales The market segmentation concept is crucial to
market assessment and market strategy. Divide the
market into workable market segments—age,
income, product type, geography, buying patterns,

» 11 Market customerneeds’, orother classifications. Define your
terms, and define your market.

Market Segmentation is Critical

12 Expense Budget Segmentation can make a huge difference in

understanding your market. For example, when
a local computer store business defines “high-
end home office” and “high-technology small
business” as its customer segments, its
segmentation says alotaboutits customers. The
segmentation helps the company plan focus on
the different types of potential customers.

When I was consulting for Apple Computer
in the middle 1980s, we divided the marketsinto
workable categories, includinghome, education,
small business, large business, and all others.
Some other groups in Apple also focused on
government as a specific market segment. As
you define the segment you point toward an
understanding of the market. In the 1970s, I
knew a company that was selling candy bars
through retail channels. They segmented the
marketin away that defined a range of products

\ J
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as “oral satisfacters” (their term, not
mine). That included candy, cookies,
soft drinks, and bagged chips. The
segmentation helped the marketers
understand theirreal competition, which
wasn’t just other candy bars, but also
other products targeting the same
customer money. That understanding
of competition improved the marketing
and sales programs.

In today’s business it’s easy to see
segmentation in action. Consider the
different tone, content, and media for
ads that sell products to kids, compared
to those that sell the same product to
parents. Car companies change their
advertising substantially from one type
of program to another. Stand-up
comedian Richard Klein used to joke
about the beer company ads that
changed the style of the music to match
the audience. He complained that he
kept getting the country music version,
butheliked the blues version better. The
company that did those ads used the
styles of music to address different target
customer groups.

In developing segmentation,
consider what factors make a difference
in the purchasing, media, and value
patterns of your target groups. Does age
matter in choice of restaurants, or is
style and food preference more
important? Is income level a key factor?
Education? I suspect some restaurants
will sell more meals to college graduates

than others. Is this because of education,
age, or income levels?

In your initial assessment you may
have already developed your first basic
Market Analysis worksheet for analyzing
potential customers. It will help you
define your market and understand your
key market segments. As you complete
your market analysis, look at your
segmentation critically and strategically.
Is this the best segmentation? Be sure to
revise and polish your numbers.

Market Analysis

As part of the business plan, you
should generate enough information to
develop a basic Market Analysis table.
Nustration 11-1 gives you an example of
a list of market segments, implemented
as a spreadsheet table. Each segment is
a group of customers that are classified
according to the market segments you
define.

You can create a simple market
analysis by estimating the number of
potential customers for each segment
and the growth rate, as shown in this
example. Once you have those numbers,
it should be a simple step to develop the
corresponding chartin [llustration 11-2.
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INlustration 11-1: Market Analysis Table

|Potential Customers Growth Total Cust’s
Consumer 2% 12,000
Small Business 5% 15,000
Large Business 8% 33,000
Government -2% 36,000
Education 0% 19,000
[Total 2.78% 115,000

This table shows a simple classification of market segments, each segment defined by its
total potential customer count and its estimated growth rate.

INlustration 11-2: Market Analysis Chart

Education Consumer

Small Business

Government
Large Business

This simple pie chart shows the potential market as the plan starts. The different segments of
the pie show the relative sizes of different target market groups.
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Filling Out the Text

After you find out about your market
for a business plan, you also want to
communicate that knowledge to the
readers of your plan. Keep your
explanations clear and concise. The
depth of detail in market analysis will
depend a lot on the type of plan. You
may not need to provide a complete
market study in a plan developed for
internal use, when all of your team knows
the market well. Maybe you'll just cite
the type of customers you attract, and
the part of town you serve. The market
analysis section in a business plan is the
section that is most likely to require
research for information from outside
your business, while most othersrequire
thinking and analysis of factors within
your business.

This is a good point to add a word of
caution about thelevel of detail required.
Remember that planning is about
making good decisions, applying focus
and enforcing priorities. A business plan
doesn’thave toinclude amarketanalysis
suitable for a Ph.D. candidate in market
research. Planning is not about testing
your knowledge. If you are looking for
investment, then you may have to use
this section to display your wisdom and
understanding of your industry, but
don’t overdo it. If you are planning an
internal plan and have no audience other
than your own team, I recommend
enough market research to make sure
you're not missing key points.

\_

The value of information is limited
byitsimpact on decisions. If more market
information is not going to help you do
something better, then don’t bother.

Begin With a Summary

Your market section should begin
with a simple summary. You should
generally describe the different groups
of target customers included in your
market analysis and refer briefly to why
you are selecting these as targets. You
may also want to summarize market
growth, citing highlights of some growth
projections, if you have this information
available.

Assume that this paragraph might
be included in a loan application or
summary memo, so you need it to
summarize the rest of the section. What
information would be most important if
you had only one brief topic to include
about your market? A good technique is
to skip this topic until you have finished
the rest of the section. Then go back to
the summary to write the highlights.

Explain your
Segmentation

Make sure to explain and define the
different segments in your table,
particularly since you refer to them and
they are the basis of your strategy. What
distinguishes small business from large
business, if this is part of your
segmentation? Do you classify them by

~
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sales, number of employees, or some
other factor? I've seen segmentations
that define customers by the channels
they buy in, as in the retail customer
compared to the wholesale or direct
customer, also compared to the Internet
download customer. Have you defined
which segment is which, and why?

As you deal with segmentation, you
should alsointroduce the strategy behind
it and your choice of target markets.
Explain why your business is focusing
on these specific target market groups.
What makes these groups more
interesting than the other groups that
you've ruled out? Why are the
characteristics you specify important?
This is more important for some
businesses than others. A clothing
boutique, for example, might focus on
one set of upper-income customers
instead of another, for strategic reasons.
An office equipment store might focus
on certain business types whose needs
match the firm’s expertise. Some fast
food restaurants focus on families with
children under driving age. Strategy is
focus; it is creative and it doesn’t follow
pre-written formulas.

Explain Market Needs,
Growth, and Trends

All marketing should be based on
underlying needs. For each market
segment included in your strategy,
explain the market needs that lead to
this group’s wanting to buy your service.

Did the need exist before the business
was there? Are there other products or
services or stores that offer differentways
to satisfy this same need? Do you have
market research related to this market
need? It is always a good idea to try to
define your retail offering in terms of
target market needs, so you focus not on
whatyou have tosell, but rather on what
buyer needs you satisfy. As a shoe store,
for example, are you selling shoes or are
you satistying the customer needs for
covered feet? Are therereallyunderlying
needs, such as style and prestige for
fashionfootwear, or padding forrunners,
or jumping for basketball players, that
relate to selling shoes? Are kids buying
status with their basketball shoes?

Understand and explain market
trends. Whatfactors seem tobe changing
the market, or changing the business?
What developing trends can make a
difference? Market trends could be
changes in demographics, changes in
customer needs, a new sense of style or
fashion, or something else. It depends
on what business you are in.

For example, a building supply store
mightnote the trend toward remodeling
older homes instead of buying new
homes, or a trend toward more roomsin
larger houses, despite smaller families,
because of home offices, dens, and
exercise rooms.

~
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A grocery store might note a trend
toward Asian foods or spicier foods, or
toward fresher, healthier foods, or
development of a new shopping area in
a different part of town.

A medical supplies store might note
demographic trends; for example, as
babyboomers age, this leads them more
toward the need for estate planning and
retirement planning.

Look to market trends as a way to
get ahead of the market, to know where
itis goingbeforeit gets there. Youshould
also understand and explain market
growth in each segment. Ideally you cite
experts, amarket expert, marketresearch
firm, trade association, or credible
journalist.

Summary

Projecting market growth is
particularlyimportant when your planis
related to finding investors or supporting
a loan application, because market
growth enhances the implied value of
your business.

Cite growth ratesin terms that fit the
available information, whether growth
in the number of potential customers,
projected dollar sales, meals served, web
site projects, tax reporting hours, yards
to landscape, or whatever you have.

Whenever you can, relate the growth
rates cited in expert forecasts to the
growth in potential customers that you
included in the market analysis table.
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» 12 Expense Budget

Chapter 12:

EXPENSE
BUDGET

Budgets are plans. They are spending plans,
activity plans, sales plans, marketing plans, all
linked to the disciplines of careful projection and
resource allocation.

Simple Math, Simple Numbers

The math of the expense budget is very
simple. The content takes work, but not the
design of the table. It's built on common sense
and reasonable guesses, without statistical
analysis, mathematical techniques, or any past
data. The mathematics are also simple, sums of
the rows and columns.

In the following example, rows are
horizontal, columns are vertical. Each line of
expense occupies a row, and months and years
occupy columns. The source spreadsheet hides
the monthly columns for March through
October, for the purpose of illustration, so you
can see the annual total. Those other months
are there, even if they don't show. The total
expense row sums the individual expense rows.
The annual expense column sums the months
for each row, including the total rows.

J
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Illustration 12-1: Simple Expense Budget

Expense Budget Simple Sample Feb Nov Dec 2000
Marketing Expense Budget $15,000  $15,000  $20,000  $10,000  $150,000
Advertising $2,000 $3,000 $2,000 $2,000  $25,000
Catalogs $3,000  $11,800 $8,000 $5,000  $113,300
Websites $0 | $15,000 $0 = $16,000
Promotions $0 $0 $0 = $20,200
Shows $7,000 $0 $0 $7,000
Literature $0 $0 $0 $1,000
Promotions $1,000 $0 $0 $0 = $31,000
Seminars $2,000 $1,000 $500 $250  $10,250
Service $5,000 $5,000 $5,000 $5,000  $60,000
Training $1,000 $1,000 $1,000 $1,000 $12,000
Other

Total Sales and Marketing Expenses $29,000 $43,800 $51,500 $23,250 $445,750

An expense budget can be as simple or complex as you wish, but greater detail in your plan
will give you more information about, and more control over, how you spend your money.

As you develop a budget, think of it
as the part of your plan you can most
easily control. Consider your plan
objectives, your sales and marketing
activities, and how you'll relate your
spendingto your strategy. Remember as
you budget that you want to prioritize
your spending to match your priorities
in sales and target marketing. The
emphasis in your strategy should show
up in your actual detailed programs.
That's your budget.

Budgeting is About People
More Than Numbers

Managing the budget numbers can
be simple, but managing a budget takes
people, not spreadsheets. While budget
numbers are simple, budget
management isn't. To make a budget
work, youneed toadd real management:

1. Understand that it's about
people: Successful budgeting
depends onpeople management
more than anything else. Every
budgeted item must be "owned"
by somebody, meaning that the
owner has responsibility for
spending, authority tospend, and
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the belief that the spending limit
is realistic. People who don't
believe in a budget won't try to
implement it. People who don't
believe that it matters won't
worry about a budget either.

. Budget"ownership" is critical:
To "own" a budget item is to
have the authority to spend and
responsibility for spending.
Ideally a budget management
system makes plan-vs.-actual
results visible to a group of
managers, so that there is peer
pressure that rewards budgeting
successes and penalizes
budgeting failures.

. Budgets need to be realistic:
Nobody really owns a budget
itemuntil theybelieve the budget
amount is realistic. You can't
really commit to a budget you
don't believe in.

. It's also about following up:
Unless the peopleinvolved know
that somebody will be tracking
and following up, they won't
honor a budget. Publishing
budget plan and actual results
will make a world of difference.
Rewards for budget success and
penalties for budget failures can
be as simple as peer group
managers sharing results.

N

The Budgeting Process

A budgeting process that brings
peopledirectlyinto the involvementand
ownership of the budget is strongly
recommended. Here's a simple step-
by-step way to increase the importance
ofbudgetingand implementation within
your business.

1. The budget preliminary
meeting: Start your budgeting
process with a preliminary
meeting that brings your main
managers together. Discuss
strategy and priorities, realistic
amounts, and the planning
process. Distribute a simple
template and ask each manager
to prepare a proposed budget for
his orherarea. Ask the managers
to create a proposal that includes
monthly  numbers, and
descriptions of the programs and
activities involved.

2. Budget development: Allow a
period for managers to develop
their budgets, working with the
standard template. Enforce
deadlines for preliminary
proposal and revisions.
Consolidate the proposed
budgetsintoasingle budgettable
that lists all of the proposed
programs and activities. In most
cases the total of all proposals
will be 2-3 times the real

Pace 103



HurbpLE: THE Book oN BusiNEss PLANNING

r

amount your company can
spend. Share that consolidated
table with all managers. Share
with them the difference between
proposed budgets and actual
spending limits, and ask them to
think about it.

3. Budget discussion: Bring your
managers back together with the
budget table. Ideally you setup a
conference roomwith a projector
and the consolidated proposed
budget table. Then you go
through the budget, item byitem,
and pare it down to a realistic
amount. Your managers will be
together in a group, so they will
have to defend different
proposals, and as they do they
will build up their personal
commitments and their
ownership of budget items and
programs. They will explain why
one program is more valuable
than another, they will argue
about relative value, and they
will increase the level of peer-
group commitment.

When this process works well, you
have a more accurate, more realistic,
and more useful budget. You also have
a high level of commitment from your
managers, who are now motivated to
implementthe budgetaswellas possible.

Your Budget and
Milestones Work Together

Asyou develop your budget, keep in
mind your business plan milestones.
That'swhere you set specific goals, dates,
responsibilities, and budgets for your
managers. It makes a plan concrete.
Make sure your budget matches your
milestones.

Ideally, every line in a budget is
assigned tosomebodywhoisresponsible
for managing that budget. In most cases
you'll have groups of budget areas
assigned to specific people, and a
budgeting process that emphasizes
commitment and responsibility. You'll
also need to make sure that everybody
involved knows that results will be
followed up.

The ideal plan relates the budgets to
the Milestones table which we will
discuss in more detail in Chapter 18:
MakeitReal The Milestonestable takes
all the important activities included in a
business plan and assigns them to
specific managers, with specific dates
and budgets. Italso tracks completion of
the milestones and actual results
compared to planned results.
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Illustration 12-2: Milestones Table
Business Plan Milestones Planned Actual Actual Date Budget
Milestone Manager Date Department  Budget Date Budget Variance  Variance
Corporate identity TJ 12/17/98 Marketingl  $10,000 1/15/99  $12,004 (29)  ($2,004)
Seminar implementation R 1/10/99 Sales $1,000 12/27/98 $1,000 14 $0
Business plan review RJ 1/10/99 GM $0 1/23/99 $500 (13) ($500)
Upgrade mailer R 1/16/99 Sales $5,000 2/12/99 $1,000 @7 $4,000
New corporate brochure T 1/16/99  Marketing $5,000 1/15/99 $5,000 1 $0
Delivery vans SD 1/25/99 Service $12,500 2/26/99 $0 (32) $12,500
Direct mail R 2/16/99 Marketing $3,500 2/25/99 $1,000 9) $2,500
Advertising RJ 2/16/99 GM|  $115,000 3/6/99  $100,000 (18) $15,000
X4 Prototype SG 2/25/99 Product $2,500 2/25/99 $1,000 0 $1,500
Service revamp SD 2/25/99 Product $2,500 2/25/99 $2,500 0 $0
6 Presentations R 2/25/99 Sales $0 1/10/99 $1,000 46 ($1,000)
X4 Testing SG 3/6/99 Product $1,000 1/16/99 $0 49 $1,000
3 Accounts SD 3/17/99 Sales $0 3/17/99 $2,500 0 ($2,500)
L30 prototype PR 3/26/99  Product $2,500 4/11/99  $15,000 (16)  ($12,500)
Tech99 Expo TB! 4/12/99 Marketing $15,000 1/25/99 $1,000 7 $14,000
VP S&M hired JK 6/11/99 Sales $1,000 7/25/99 $5,000 (44) ($4,000)
Mailing system ) 7/25/99 Service $5,000 7114199 $7,654 11 ($2,654)
Other
Totals $181,500 $156,158 10 $25,342
Using the Milestones table will assign responsibility and authority to the expense budget
plans.
The Budget Will be Part of ustration 12-3 shows a simple
Profit and Loss profit and loss, with the expense budget
showing as the expenses portion of the
As you build your expense budget larger statement.
ou are also creating your projected . .
you, & Your P This first example is a simple budget
profit and loss. The profit and loss g .
; that doesn't divide expenses into
includes sales, costs of sales, and i L
categories. This is ideal for smaller
expenses. . .
businesses with only a few employees.
With the way business numbers By the time you have workgroups and a
work, your expense budget will slightly larger business, however, you'll
eventually become part of your Profit probably end up dividing expenses into
3 7 3 . .
and Loss table which we’ll see in categories such as sales and marketing
Chapter 14: The Bottom Line. If expenses, administrative expenses, and
, . . :
you're using a personal computer with otherexpenses. This next example shows
spreadsheet or business plan software, how that might look when it's brought
you should expect to see automatic into the income statement.
linking so the expense budget is
absorbed into the Profitand Loss table.
J
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Illustration12-3: Standard Profit and Loss Statement
Oct Nov Dec 1999
Sales $85,000 $90,000 $55,000 = $592,000
Cost of Sales $24,000 $25,000 $19,000  $159,000
Other $0 $0 $0 $0
Total Cost of Sales $24,000 $25,000 $19,000 $159,000
Gross margin $61,000 $65,000 $36,000 $433,000
Gross margin percent 71.76% 72.22% 65.45% 73.14%
Operating expenses
Advertising/promotion $3,000 $3,000 $3,000 | $36,000
PR $2,500 $2,500 $2,500 $30,000
Travel $7,500 $7,500 $7,500 $90,000
Misc. $500 $500 $500 $6,000
Payroll expense $27,250 | $27,250 | $27,250 | $194,750
Leased equipment $500 $500 $500 $6,000
Utilities $1,000 $1,000 $1,000 $12,000
Insurance $300 $300 $300 $3,600
Rent $1,500 $1,500 $1,500 $18,000
Depreciation $0 $0 $0 $200
Payroll burden $4,760 $4,760 $4,760 | $30,100
Contract/consultants $0 $0 $0 $0
Other $0 $0 $0 $0
Total Operating Expenses $48,810 | $48,810  $49,010 $426,650
Earnings Before Interest and Taxes  $12,190  $16,190 ($13,010) $6,350
Interest expense short-term $400 $400 $400 $3,600
Interest expense long-term $417 $417 $417 $5,000
Taxes Incurred $2,843 $3,843 ($3,457) ($563)
Net Profit $8,530  $11,530  ($10,370)  ($1,688)
Net Profit/Sales 10% 12.81%  -18.85% -0.29%
This illustration shows the standard income statement (profit and loss). This is a partial
graphic, showing only three months of a 12-month table.
\
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Illustration 12-4: Detailed Profit and Loss Statement

| Oct Nov Dec 1999
Sales $754,505 $934,341 $739,799 @ $5,962,247
Direct Cost of Sales $565,402 $714,295 $567,100 | $4,356,077
Production payroll $14,500 $7,500 $7,500  $119,791
Other $500 $500 $500 $5,751
Total Cost of Sales $580,402  $722,295  $575,100  $4,481,619
Gross Margin $174,103 $212,046 $164,699 $1,480,628
Gross Margin % 23.08% 22.69% 22.26% 24.83%

Operating expenses:

Sales and Marketing Expenses
Payroll $32,000 $16,000 $16,000 $303,856
Ads $15,000 $20,000 $10,000 $138,570
Catalog $2,000 $2,000 $2,000 $25,395
Mailing $22,000 $8,000 $5,000 $113,569
Literature $0 $0 $0 $6,401
Seminar $0 $0 $0 $31,000
Service $500 $500 $250 $10,296
Training $450 $450 $450 $5,550
Total Sales and Marketing Expenses $78,950 $61,950 $33,700  $671,837
Sales and Marketing % 10.46% 6.63% 4.56% 11.27%
General and Administrative Expenses
Payroll $15,000 $7,500 $7,500 $135,000
Payroll Burden $10,320 $4,760 $4,760 $93,840
Depreciation $1,094 $1,105 $1,116 $12,681
Leased Equipment $2,500 $2,500 $2,500 $30,000
Utilities $750 $750 $750 $9,000
Insurance $500 $500 $500 $6,000
Rent $7,000 $7,000 $7,000 $84,000
Other $545 $550 $556 $6,331
Total General and Administrative Expenses $37,709 $24,665 $24,682  $376,852
General and Administrative % 5.00% 2.64% 3.34% 6.32%
Other Expenses
Other Payroll $3,000 $3,000 $3,000 $36,000
Contract/Consultants $125 $125 $125 $1,500
Other
Total Other Expenses $3,125 $3,125 $3,125 $37,500
Other % 0.41% 0.33% 0.42% 0.63%
Total Operating Expenses $119,784 $89,740 $61,507 $1,086,189
Profit Before Interest and Taxes $54,319 $122,306 | $103,192 | $394,439
Interest Expense Short-term $1,033 $2,533 $1,533 $15,133
Interest Expense Long-term $2,511 $2,489 $2,466 $29,628
Taxes Incurred $10,155 $23,457 $19,838 $69,935
Net Profit $40,619 $93,827 $79,354 $279,742
Net Profit/Sales 5.38% 10.04% 10.73% 4.69%
This illustration shows the more detailed profit and loss analysis that divides operating
expenses into categories. This is a partial graphic, showing three months of a 12-month table.
J
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Summary

Regardless of which budget style you
choose, youmakeveryimportantchoices
as you plan your profit and loss. This is
where you plan your expenses. You are
estimating expenditures across the
business, from rent and overhead to
marketing expenses such as advertising,
sales commissions, and public relations.
Decisions you make here are as
importantasthe mathematicsare simple.
Your sum of expenses ultimately
determinesyour company’s profitability.
This is the business plan equivalent to
budgeting, as you set your sights on the
levels of expenditures you expect your
company will need.
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FINANCIAL ANALYSIS

The financials aren’t as hard as you think, particularly
if you have the patience to follow the steps. A good plan
includes sales, cash flow, profits, and related financials.
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Chapter 13:

ABOUT BUSINESS
NUMBERS

A business plan depends on both words and
numbers. You can’t describe a business in words
alone, and the numbers don't work without the
words. In this chapter, we go through the basics of
how the numbers come together.

Allow me to tell a personal story about
words and numbers, and why you need both to
make a complete plan.

In 1974, Iswitched from general journalism,
writing for United Press International from
Mexico City, to business journalism, writing for
BusinessInternational and McGraw-Hill World
News. With the switch, [ found myself covering
businessand economicsinstead of generalnews,
writing for (among others) Business Week and
Business Latin America. At this point, because I
thought it would be nice to have some idea
what I was writing about, I went to the local
graduate school at night for courses in general
economics, accounting, finance, and marketing.

As I learned about macroeconomics, and
how to read financial statements, I discovered
that the truth in business is almost always a
combination of words and numbers and can’t
be explained by either one without the other.
For example, when a Central American
government announced a new federal budget

J
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that it said was going to both develop
growth and reduce inflation, the
numbers said that was a contradiction.
You can’t do both; you can do one or the
other. You could only see that by dealing
with both words and numbers.

A business plan is like that, too. You
can’t describe a plan without both text
and tables, both words and numbers.
The single most important analysis in a
business planis a cash flow plan, because
cash is the most critical element in
business. With the way the numbers
work, however, you can’t do a cash flow
plan without looking at the income
statement and balance sheets as well.
Youreally can’tdo theincome statement
without looking at sales, cost of sales,
personnel expenses and other expenses,
so you need those too. And you’d have
trouble doing a sales forecast without
understanding your market, so amarket
analysis isrecommended. And then you
have the break-even as part of the initial
assessment, and tables for business
ratios, general assumptions, and other
numbers. Step by step, the business plan
becomes a collection of tables and charts
around the text.

Numbers Tell the Story

Although cashis critical, people think
in profits instead of cash. We all do.
When you and your friends imagine a
new business, you think of whatitwould
cost to make the product, what you

could sell it for, and what the profits per
unit might be. We are trained to think of
business as sales minus costs and
expenses, which equals profits.

Unfortunately, we don’t spend the
profits in a business. We spend cash.
Profitable companies go broke because
theyhad all their money tied up in assets
and couldn’t pay their expenses.
Working capital is critical to business
health. Unfortunately, we don’t see the
cashimplicationsas clearlyaswe should,
which is one of the best reasons for
proper business planning. We have to
manage cash as well as profits.

Cash vs. Profits - Example

One of the best ways to understand
the dilemma of cash vs. profits is to
follow an otherwise-profitable company
going broke because it can’t meet its
obligations. This is a quick and simple
example. It also leads us into the
relationship betweenincome statement,
balance sheet, and cash.

Start with $100, which we’ll call
capital. Atthe beginning of this exercise,
your balance sheet has assets of $100—
the money—and capital of $100. Assets
are equal to capital plus liabilities. A
summary of the simple financial
statement at this point is shown in
lustration 13-1.

Pace 112




CHAPTER 13: ABouTt BusinEss NUMBERS

N
Illustration 13-1: Starting Buy another widget for $100 and
Numbers sell it again for $150, and now you have
$200 in the bank. Do it again, you have
- income Balance $2501in the bank. Yourincome statement
0 A
T e R e PP T T Tryy mar shows sales of $450, cost of sales of $300,
Profit $0 Total $100 and proflt Of $15O
Liabilities
Capital | [lustration 13-3 shows your income
Paid-In $100 . .
Earnings statementand balance sheetat this point.
Total $100
Ilustration 13-3: Sell Three
The simple financials show a Widgets
hypothetical widgets business as it starts.
Income Balance
If you buy a widget for $100 and sell Sales $450 | Assets
it for $150, you should end up with $50 o Sl (pank Balanee, 758
profit, which is what your income Liabiliies
statement covers. Sales minus costs are capita paid-n $100
profit. Youshould have $150in the bank. Earnings $150
Total $250
Now yourbalance sheet shows the same
$1OO_ n orlg}nal capltal plus $50 in At this point your business has sold 3
earnings, which are equal to the $150 units and made $150 profit. In theory it has
you have in cash as an asset. [llustration $250 in the bank.
13-2 shows you how the financials work
after the sale.
Adding Some Realism
Ohustration 13-2: Sell a Now go back a step and make the
Widget situation more realistic. For example,
most sales of products to businesses go
I Bal . .
Sales IR Fanee on terms, with the money due in 30
Cost of Sales| $100 Bank Balance | $150 days. Soifyousold that widget on credit,
Profi B0 3150 you don’t have $150 in the bank. You
Capital still have $50 in your bottom line, but
Paid-In $100 . .
Earnings 50 now you have nothing in the bank.
Total $150 Instead, a customer owes you $150,
which is what we call “Accounts
This financial shows how the company Receivable.”
looks after its first sale. ’
J

Pace 113



HurbpLE: THE Book oN BusiNEss PLANNING

,
Illustration 13-4: Selling on Illustration 13-5: Buying on
Terms Terms

Income Balance Income Balance
Sales $150 |Assets Sales $150 |Assets
Cost of Sales| $100 Bank Balance $0 Cost of Sales| $100 Bank Balance $0
Profit $50 Accounts Receivable $150 Profit $50 Accounts Receivable $150
Total $150 Inventory $100
Liabilities Total $250
Capital Liabilities
Paid-In $100 Accounts Payable $100
Earnings $50 Total liabilities $100
Total $150 Capital
Paid-In $100
Earnings $50
Sales and profits are the same as in Total $250
lllustration 13-2, but you sold on credit, so
now you have no money in the bank. Business looked good in Illlustration 13-
4, so you borrowed the money to buy
Compare Illustration 13-4 to another widget and continue.
Mlustration 13-2. This is what really . _ .
happens to the huge number of [ustration 13-6 shows the financial
businesses that sell to other businesses. picture _after the same .sales as 1
) i [llustration 13-3, but with sales to
Knowing you can buy a widget for : .
: businesses on credit and purchase of
$100 and sell it for $150, you get your . .
, _ inventory on credit as a short-term debt.
widget supplier to sell to you on the
same terms you sell, net 30, instead of Illustration 13-6: Numbers
for cash. Now you have .$100. that you Mount Up
owe to suppliers, which is called
“ Accounts Payable.” You also have $100 income Balance
. .. Sales $450 |Assets
worth of widget in inventory. Cost of Sales  $300 Bank Balance $0
. . . . Profit $150 Accounts Receivable $450
This gives you the case in Illustration inventory $100
. . . Total $550
13-5, in which you are now poised to sell Liabilties
. . Al ts Payabl $100
another widget and make more profit. s ayee 4200
. | liabiliti $
You have an extra $100 in assets (the T 0
o 3 : Paid-I $100
w1d_get. in inventory) and an extra $100 Earnings e
as liabilities (Accounts Payable), so you Total $550
arestillin balance. Also, youstillhave no
money You have the same sales and profits as
in lllustration 13-3, but the balance sheet is
more complex.
\
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Now the case is more like what you
have with real business numbers, in
which you have to manage your cash
very carefully, and the amounts sitting
ininventory and accounts receivable are
significant.

More Realism: Working
Capital

Even in the case of [llustration 13-6,
the example is completely unrealistic.
Where are the running expenses, such
as rent, salaries, telephones, or even
advertising those widgets? How would
they affect the cash situation? How far
would we get if we couldn’t pay the rent
or the telephone bill while waiting for
customers to payus? Furthermore, what
supplierwould give usawidget on credit
when we have no history and no assets?
What bank would loan us money in this
situation? Banks do loan against
inventory and receivables, but only to a
certain percentage of total value. What
was missing here, allalong, was working
capital.

Important: In strict accounting
terms, working capital is equal to
short-term assets minus short-term
liabilities. In real terms, however,
working capital is the glue that holds
your cash flow together. Get it into
the bank before you need it, or you
won’t survive the unexpected.

[lustration 13-7 goes back to the
beginning of this whole example and
does it right, with enough capital in the
beginning to finance the company.

INlustration 13-7: Working

L]
Capital
Income Balance
Sales $450 |Assets
Cost of Sales| $300 Bank Balance $300
Profit $150 Accounts Receivable $450
Inventory $100
Total $850
Liabilities
Accounts Payable $100
Short-term debt $200
Total liabilities $300
Capital
Paid-In $400
Earnings $150
Total $850

In this illustration the business has
enough working capital to survive the
unexpected.

Instead of starting with $100 as
capital, this business looks a lot better
with a starting capital of $400. With this
additional capital from the start, buying
on credit and borrowing against assets
is more realistic. In I[llustration 13-6 the
working capital of $250 just wasn't
enough, but in this scenario, working
capitalis up to $550. Now it has a proper
input of working capital at the beginning.
With even the barest of business plans,
we could tell that $100 wasn’t enough to
get this business going.

N
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Ihope the theoretical examplesmake The first graph, in Illustration 13-8,
the concepts clear. If you followed these shows a representative sample business
illustrations, you can see some enormous plan cash flow for 12 months, given
implications for running a business. standard assumptions for sales, costs,
expenses, profits, and cashmanagement.
Important: Every dollar in ac- The sample company is profitable and
counts receivable means a dollar less growing. It sells about $6 million
in cash. Every dollar of inventory is a annually, produces about 8 percent net
dollar less in cash. Every dollar of profit on sales, and is self-supporting.
accounts payable is a dollar more in
cash. The chart shows a 12-month
projection of cash resources. The lighter
of the two sets of bars represent the
A Real Case Example checkbook balance at the end of each
, R month, and the other represents the
Now let’s look at the implications in C
. cash flow, which is how much the
a real case. The real case is a computer . :
: ) . balance changesinamonth. The first set
store in a medium-sized local market.
of bars should never drop below zero,
IMlustration 13-8: As the Cash Case Starts
c7 6
General Assumptions -
Jan Cash Analysis
Short-term Interest Rate % ao0% T
Long-term Interest Rate % 0.50%
Payment Days Estimator 35
Collection Days Estimator 43 L
Inventory Turnover Estimator E.00
Tax Rate % 1
Expenses in Cash %
Sales on Credit % ]
| | at I CashFlow
B Cash Balance
Fa0,000 1
50 - .
-§&0,000 4
100,000 e ——— —
Jan |Feb | Marl Aar |May|Jun | Jul |Aug |Sep l et | Noleecl
With the first take of the cash case, the business looks good and the cash plan is acceptable.
\.
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because if your checkbook balance is In Illustration 13-9, only one
less than zero, then you are bouncing assumption has changed: that same
checks. The mathematics doesn’t care, company now waits an extra 15 days, on
but the banks do. The cash flow bars, on average, to receive money from
the other hand, can drop below zero customers on invoices presented. The
without major problems, as long as the average wait, which is called “collection
balance stays above zero. For example, it days,” goes from 45 days to 60 days.
a company’s balance was $10,000 at the Nothing else changes - no new
end pf ]anuag, and its February cash employees, no change in costs, no
tflowisanegative $5,000{ thenthebalance additional expenses.
at the end of February is $5,000 and the No other ch .
cash flow is -$5,000. The lighter bar o other ¢ alngss exgefpt waiting on
stays positive, but the darker one is averagean ezﬂ;a 5 i}’? etote recemgg
negative. money owe rom their customers. As
stated earlier, accountants call money
owed by customers “Accounts
Receivable.”
Illustration 13-9: Changing Collection Days Only
Ch 50
General Assumptions -
Jan | Cash Analysis
Short-term Interest Rate % s00% T
Long-term Interest Rate % 5.50%
P: ent [ Estimator 35
C?J:‘:::c‘tion :Z:s Estimator _m
Inventory Turnover Estimator 6.00
Tax Rate % 20.00%
Expenses in Cash % 14.00%
Sales on Credit % TOO0% | (o
1 | I LIJ 1 W Cash Flow
I Cash Balance
-$50,000 H
-5100,000
§150,000 = ——
Jan IFeb | Marl Apr |n|1ay|Jun | Jul |Aug |Sep | ot | Nuvl Dec |
A single change, from 45 to 60 days, makes a huge difference in the cash flow.
J
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Notice here the critical importance
of cash and the critical difference
between cash and profits. With this single
change in assumptions, the company is
still as profitable as it was, down to the
last dollar. Now, however, its projected
bank balance in January is more than
$50,000 below zero. Therefore, the
company needs more than $50,000 in
additional financing. This isnew money
needed, new investment or new
borrowing. The problem can’t be solved
byreducing expenses orincreasingsales.

Companies go out of business for
problems like these. Even otherwise-
healthy companies can go under for lack
of cash. This kind of projection can kill a

company if it sneaks up by surprise, but
can be easily managed when there is a
plan forit. Thisis an eloquent argument
for good business planning.

Inthethird case, showninIllustration
13-10, we set the collection days back to
the original assumption of 45 days, but
change the assumption for inventory.
Where previously it kept an average of
twomonth’s worth of inventory on hand,
in this changed assumptionitnow keeps
three months of inventory on hand.
Accountants call this Inventory
Turnover. The changed assumption
creates an inventory turnover rate of 4,
instead of the previous rate of 6. The
collection days are back to 45 in this next

Ilustration 13-10: Changing Inventory Only

Cash Analysis

c7 f4

General Assumptions e
Jan T |

Short-term Interest Rate % S5.00% T

Long-term Interest Rate % 5.50%

Payment Days Estimator 35

Collection Day= Estimator 45

Inventory Turnover Estimator I 4.DD|

Tax Rate % 20.00%

Expenses in Cash % 14 .00%.

Sales on Credit % TOO0% |

|| 3

1 B Cash Flow
Cash Balance

-$300,000 H

-$400,000

-$400,000

-$600,000 1

STO0,000

I I I I I I I I I I I ]
Jan |Feb | Marl Apr |May | Jun | Jul lAug ISep | Oct | Novl Dec |

The change in inventory turnover shows the cash balance is now well below zero.
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scene, butinventory turnover went from
6 to 4, which means keeping more
inventory on hand.

The implications of Illustration 13-
10 are massive. This is still a profitable
company, but it has a critical financial
problem. You see how the cash balance
bar falls to more than $600,000 below
zero in November. That means that this
company needs new money, new loans
or new capital investment to make up its
cash deficit, even though it is still
profitable. This is hard to swallow until
you see it happen in real business, but it
is the truth and it will happen.

Profits are not cash.

A Graphical View

As you can see from the examples,
the numbers in a normal business
analysis, and in a business plan, are very
interrelated. In previous chapters we
did the sales forecastand personnel plan,
which then reappeared in the income
statement, also called the profitand loss.
You can see from the examples how the
income statement links to the balance
sheet. We'llgointo cash flowandbalance
in following chapters, but the point here
is that the assumptions and estimates in
the standard business plan tables link
up to each other in a complex system of
relationships. You can see how these
relationships work in [llustration 13-11.

Illustration 13-11: Logic of Business Statements

Cash._.

Sales

Forecast

ol

O==

Balance
Sheet

Start-up or
Past Results

The business plan tables and charts should be linked together to reflect the practical realities

of business numbers.

N
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As

Linking the Numbers

the chart suggests and the

previous examples show, thereisalogical
link between the business numbers in a
standard analysis.

Your sales forecast table should
show sales and cost of sales. The
same numbers in the sales
forecast are the ones you use in
the profit and loss table.

As with sales, you should
normally have a separate
personnel plan, but the numbers
showing in that table should be
the same numbers that show up
for personnel costs in your profit
and loss table.

Your profit and loss table should
show the same numbers as the
sales forecastand personnel plan
tables in the proper areas. It
should also show interest
expenses as a logical reflection of

interest rates and balances of
debt.

Your cash flow reflects your profit
or loss, plus changes in balance
sheet items and non-cash
expenses such as depreciation,
which are on the profit and loss
table. The changesin the balance
sheet are critical. For example,
when you borrow money, it
doesn’t affect the profit or loss

(except for interest expenses
later on), but it makes a huge
difference to your checking
account balance.

e The balance sheet has to reflect
the profit and loss and the cash
flow tables.

e Your business ratios should
calculate automatically, based on
the numbersin the salesforecast,
profit and loss, personnel plan,
cash flow, and balance sheet
tables.

Summary

Use the charts along with the tables
to illustrate and enhance your analysis.
For example, keeping the Cash Flow
chartvisible while changingassumptions
gives you an instant picture of whether
or not you have exceeded available cash
resources as you plan your operations.
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FINANCIAL
ANALYSIS Chapter 14

THE BOTTOM
LINE

13 About Business Numbers The familiar phrase “the bottom line”, often
used as synonymous with the conclusion or the
underlyingtruth, is actually taken from the standard
Income statement in accounting, which subtracts
costs and expenses from sales and shows profits as

14 The B Li ]
» e Bottom Line the bottom line of the statement.

Now that you have projected sales and cost
of sales (discussed in Chapter 10: Forecast
15 Cash is King Your Sales) and personnel expenses (Chapter
7: Management Team), you're probably
starting to think about comparing expenses to
your sales.

16 Finish the Financials Expenses start with personnel. Then you
have rent, utilities, equipment, and probably
some advertising, maybe commissions, public
relations, and other expenses.

What we're leading to is profits. Profits are
what is left over after you start with sales, then
subtract cost of sales, expenses, and taxes.

The Income statement is the same as the
Profit and Loss statement. They are also called
“pro forma income” or “pro forma profit and
loss.” The pro forma income is the same as a
standard income statement except that the
standard statement shows real results from the
past, while a pro forma statement is projecting
the future.
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[lustration 14-1 shows a simple depend on the industry. According to
income statement. The formatand math the 1997 Financial Statement Studies of
starts with sales at the top. This example Robert Morris Associates, an average
doesn’t divide operating expenses into shoe store has a gross margin of 42
categories. percent. A hat manufacturer has a gross
First, subtract cost of sales from sales. margin of 30 percent, and a grocery
This gives you gross margin, an store about 20 percent.
important ratio for comparisons and The more detailed Profit and Loss is
analysis. Acceptable gross margin levels shown in [llustration 14-2.
L]
IMlustration 14-1: Standard Profit and Loss Statement
Oct Nov Dec 1999
Sales $85,000 $90,000 $55,000 = $592,000
Cost of Sales $24,000 $25,000 $19,000 | $159,000
Other $0 $0 $0 $0
Total Cost of Sales $24,000 $25,000 $19,000 | $159,000
Gross margin $61,000 $65,000 $36,000 $433,000
Gross margin percent 71.76% 72.22% 65.45% 73.14%
Operating expenses
Advertising/promotion $3,000 $3,000 $3,000 | $36,000
PR $2,500 $2,500 $2,500 $30,000
Travel $7,500 $7,500 $7,500 $90,000
Misc. $500 $500 $500 $6,000
Payroll expense $27,250 | $27,250  $27,250 | $194,750
Leased equipment $500 $500 $500 $6,000
Utilities $1,000 $1,000 $1,000 $12,000
Insurance $300 $300 $300 $3,600
Rent $1,500 $1,500 $1,500 $18,000
Depreciation $0 $0 $0 $200
Payroll burden $4,760 $4,760 $4,760  $30,100
Contract/consultants $0 $0 $0 $0
Other $0 $0 $0 $0
Total Operating Expenses $48,810 = $48,810 | $49,010 | $426,650
Earnings Before Interest and Taxes  $12,190  $16,190 ($13,010) $6,350
Interest expense short-term $400 $400 $400 $3,600
Interest expense long-term $417 $417 $417 $5,000
Taxes Incurred $2,843 $3,843 ($3,457) ($563)
Net Profit $8,530  $11,530 ($10,370)  ($1,688)
Net Profit/Sales 10% 12.81%  -18.85% -0.29%
This illustration shows the standard income statement (profit and loss). This is a partial
graphic, showing only three months of a 12-month table.
\,
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Illustration 14-2: Detailed Profit and Loss Statement
| Oct Nov Dec 1999
Sales $754,505 $934,341 $739,799 | $5,962,247
Direct Cost of Sales $565,402 $714,295 $567,100 ' $4,356,077
Production payroll $14,500 $7,500 $7,500 $119,791
Other $500 $500 $500 $5,751
Total Cost of Sales $580,402 $722,295 $575,100 ' $4,481,619
Gross Margin $174,103 $212,046 $164,699 $1,480,628
Gross Margin % 23.08% 22.69% 22.26% 24.83%
Operating expenses:
Sales and Marketing Expenses
Payroll $32,000 $16,000 $16,000 $303,856
Ads $15,000 $20,000 $10,000 $138,570
Catalog $2,000 $2,000 $2,000 $25,395
Mailing $22,000 $8,000 $5,000 $113,569
Literature $0 $0 $0 $6,401
Seminar $0 $0 $0 $31,000
Service $500 $500 $250 $10,296
Training $450 $450 $450 $5,550
Total Sales and Marketing Expenses $78,950 $61,950 $33,700  $671,837
Sales and Marketing % 10.46% 6.63% 4.56% 11.27%
General and Administrative Expenses
Payroll $15,000 $7,500 $7,500 $135,000
Payroll Burden $10,320 $4,760 $4,760 $93,840
Depreciation $1,094 $1,105 $1,116 $12,681
Leased Equipment $2,500 $2,500 $2,500 $30,000
Utilities $750 $750 $750 $9,000
Insurance $500 $500 $500 $6,000
Rent $7,000 $7,000 $7,000 $84,000
Other $545 $550 $556 $6,331
Total General and Administrative Expenses $37,709 $24,665 $24,682  $376,852
General and Administrative % 5.00% 2.64% 3.34% 6.32%
Other Expenses
Other Payroll $3,000 $3,000 $3,000 $36,000
Contract/Consultants $125 $125 $125 $1,500
Other
Total Other Expenses $3,125 $3,125 $3,125 $37,500
Other % 0.41% 0.33% 0.42% 0.63%
Total Operating Expenses $119,784 $89,740 $61,507 $1,086,189
Profit Before Interest and Taxes $54,319 | $122,306  $103,192 = $394,439
Interest Expense Short-term $1,033 $2,533 $1,533 $15,133
Interest Expense Long-term $2,511 $2,489 $2,466 $29,628
Taxes Incurred $10,155 $23,457 $19,838 $69,935
Net Profit $40,619 $93,827 $79,354 $279,742
Net Profit/Sales 5.38% 10.04% 10.73% 4.69%
This illustration shows the more detailed profit and loss analysis that divides operating
expenses into categories. This is a partial graphic, showing three months of a 12-month table.
J
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This example divides operating
expenses into standard categories,
including Sales and Marketing expenses
and General and Administrative
expenses. It provides a clearer picture of
the business expenses and what they
stand for, but for some cases the extra
detail may not be relevant.

Summary

Your profit and loss statement is
where you budget and forecast your
expenses. You also absorb the more
importantnumbers of your sales forecast
and personnel plan, to create a planned
bottom line for profit. This is educated
guessing. Keep it on a computer so you
canrevise often as the business changes.
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FINANCIAL
ANALYSIS Chapter 15:
CASH IS KING
13 About Business Numbers So, as we looked at business numbers in the

previous two chapters, we focused on the critical
difference between cash and profits. This chapter
looks at how to plan for cash in a business plan,

14 The Bottom Line understanding the critical elements that affect cash
flow. You don’t want to be one of those businesses
that goes broke even while producing profits.

» 15 Cash is King Basic Cash Planning Example

Let’s start again with a simple example.
Compared to the examples in the previous
chapter, Illustration 15-1 looks at the business
16 Finish the Financials froma completely different point of view; money
coming in and money flowing out. Sales and
profits are out of the picture, (although sales
influences money in and costs and expenses
influence money out).

In this very simple model, your sources of
money are cash sales, payments from
receivables, new loan money, and new
investment. Your expenditures include buying
widgets in cash, paying interest, paying bills as
they come due (i.e. paying accounts payable),
and paying off loans.
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Illustration 15-1: Basic Cash Plan

Sources of Cash Start Jan Feb Mar

Cash sales $0 $0 $0 $0

From receivables $0 $0 $0 $0

New loans $0 $0 $100 $100

New investment $400 $0 $0 $0

Total Inflow $400 $0 $100 $100

Expenditures

Interest payments $0 $0 $0 $0

Purchase widgets $0 $100 $100 $100

Pay payables $0 $0 $0 $100

Pay loans $0 $0 $0 $0

Total cash out $0 $100 $100 $200

Cash How $400 ($100) $0 ($100)

Cash Balance $400 $300 $300 $200

This sample shows examples of incoming cash and expenditures for our sample company.

Ilustration 15-2: Sample Case Income Statement
Income Statement | Jan Feb Mar Apr May Jun
Cash sales $81 $103 $125 $151 $193 $146
Sales on credit $188 $240 $292 $352 $451 $340
Total Sales $269 $343 $417 $503 $644 $486
Direct cost of sales $185 $250 $309 $400 $503 $368
Personnel cost of sales $10 $10 $10 $10 $10 $10
Other cost of sales $1 $1 $1 $1 $1 $1
Total cost of sales $196 $261 $320 $411 $514 $379
Gross margin $73 $82 $97 $92 $130 $107
Operating expenses
Wages and salaries $44 $44 $44 $44 $44 $60
Depreciation $1 $1 $1 $1 $1 $1
Other operating expenses $25 $40 $28 $41 $47 $35
EBIT $3 -$3 $24 $6 $38 $11
Interest $3 $3 $4 $5 $5 $4
Taxes $0 -$1 $4 $0 $7 $1
Net $0 -$5 $16 $1 $26 $6

This table shows some of the more important assumptions related to the cash plan for a
sample company (numbers displayed in thousands).
\
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Even at this basic level, you can see IMlustration 15-3: Sample
the potential complicationsand the need Case Starting Balance
for linking the numbers up with a
computer. Your estimated receipts from Current Assets
accounts receivable must have a logical Cash Balance $55
relationship to sales and the balance of A .
. oo ccounts receivable $395
accounts receivable. Likewise, your
payments of accounts payable have to Inventory $251
relate to the balances of payables and Other current assets $25
the costs and expenses that created the Subtotal $726
payables. Vital as this is to business
survival, itisnot nearly asintuitive as the Capital assets $350
sales forecast, personnel plan, orincome Accumulated depreciation $50
statement. The mathematics and the Subtotal $300
financials are more complex. Total Assets $1.026
A More Realistic Example Ciabilities Start
The cash plan can get complicated Current liabilities
quickly when you deal with a more Accounts payable $224
realistic business example. In the Current notes $90
tollowing illustrations, we're going to Other current liabilities $15
look at the cash planning for the Subtotal $329
company whose cash balances were ubtota —
described in Chapter 13: About Long-term liabilities $285
Business Numbers. This was the Total Liabilities $614
company whose cash flowvaried widely,
depending on cash assumptions. Capital Start
Paid-in capital $500
Beginning Assumptions Retained earnings -$163
With Tllustrations 15-2 and 15-3 we Earnings $75
set the starting points, which are the Total Capital $412
projected income and the starting Capital and Liabilities $1,026
balance. We see a simple example of
business income, which we’ll use as a This is the starting balance sheet for the
first step for planning cash. Sales hit a cash flow example whose income statement
peakin May. The example already divides s in lllustration 15-2.
J
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sales between cash sales and sales on
credit. We also have a simplified version
of wages and operating expenses so that
we can focus on the cash plan instead of
the income statement.

Cash Flow Breakdown

In the following sections, I will
explain the Cash Flow table, row by row,
and how the numbersinyour Cash Flow
have a direct impact on the Balance
Sheet, to help you better understand the
direct link of one table to another, and
how changes in one table directly affect
the other.

For the purpose of discussion, we
have divided a standard Cash Flow table
into separate sections, Sources of Cash
and Use of Cash.

Sources of Cash

Nlustration 15-4 lists possible cash
sources for our sample company. Most
of these have balance sheet impact, and
several come from theincome statement.
For now, we’ll focus just on the cash
flow. After dealing with cash, before we
go on to the balance in Chapter 16:
Finish the Financials, we’ll also look
briefly at the specific cash flow
implications on the balance sheet.

1. The first row, Cash sales, is a
simple estimate. It should link
with your sales forecast and
income statement to avoid
inconsistencies. Cash sales plus
sales on credit equal total sales.
Normally, credit card sales are
grouped into cash sales because
the business gets the moneyin a
day or two. Cash in this case

Illustration 15-4: Sample Case-Sources of Cash

Sources of Cash Jan Feb Mar Apr May Jun
Cash sales $81 $103 $125 $151 $193 $146
From receivables $212 $137 $190 $284 $292 $352
From sale of inventory $0 $0 $0 $0 $0 $0
From sale of other current assets $0 $0 $0 $0 $0 $0
From sale of capital assets $0 $0 $0 $0 $0 $0
From new short-term debt $0 $100 $30 $100 $0 $0
From new other current liabilities $0 $0 $0 $0 $0 $0
From new long-term debt $0 $0 $100 $0 $0 $0
New capital $0 $25 $0 $0 $300 $0
Total inflow $293 $365 $445 $535 $785 $498

In this section of the Cash Flow table, we describe the main sources of cash, such as cash
sales and monies received from accounts receivable.
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means cash, check, and credit you get by borrowing through
card, everything except the real normal lending institutions, as
sales on credit, which are sales standard loans, with interest
made on terms. payments. Therownamed From

new other current liabilities is
The second row, From for items like accrued taxes and
receivables, is an estimate of accrued salaries and wages,
the dollar amount received from money owed that will have to be
customers as payments of paid, butisn’t formallyborrowed.
accounts receivable. Normally there are no interest
The third row, From sale of expenses associated with this
. . row. The row named From new
inventory, shows special sales lone-term debtis for new mone
of inventory sold outside of the b 8 Y

. orrowed on longer terms.
normal business. For example,
sometimes a manufacturer sells The last row in Sources of Cash,
excess inventory of materials or New capital, is for new money
components, outside of its usual coming into the company as
and regular sales channels. This investment.
shouldn’t include the normal
sales of normal inventory, which
go on the income statement as Uses of Cash
sales. Mlustration 15-5 is an example of
The fourth and fifth rows are uses of cash for our sample company.
From sale of other current 1. The firstand most obvious use of
assets and From sale of capital cashistoPayaccounts payable.
assets. Selling short-term or The accounts payable balance is
long-term assets is another money you owe. Every month,
possible way to generate cash. you pay off most of this.
The next three rows are where The row named Payroll etc. is
you estimate amounts of money for wages and salaries and other
cominginto the company as new compensation-related payments
borrowed money. The difference you make every month to your
between each of the three is a employees and the government.
matter of type of borrowing and These obligations don’t go into
terms. Therow named From new accounts payable. Instead, you
short-term debt is for money pay them every month.
J
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Ilustration 15-5: Sample Case-Uses of Cash

Use of Cash Jan Feb Mar Apr May Jun
Pay accounts payable $134 $146 $229 $205 $333 $352
Payroll etc. $54 $54 $54 $54 $54 $69
Immediate expenses $6 $5 $5 $4 $5 $4
Immediate cost of sales $5 $5 $4 $5 $4 $5
Interest payments $3 $3 $4 $5 $5 $4
Principal payments short-term debt $0 $0 $0 $0 $0 $100
Principal payments long-term debt $3 $3 $3 $3 $3 $3
Inventory in cash $102 $143 $144 $251 $253 $0
New capital assets $25 $0 $15 $0 $50 $0
Total cash out $332 $359 $458 $527 $707 $537

This section of the Cash Flow table lists projected expenditures, such as payments on

3. The row named Immediate
expenses is for other expenses,
aside from the wages and suchin
the row right above it, that you
pay as incurred. They never go
into payables to wait their turn.

4. TheImmediate costofsalesrow
isverysimilar to the one aboveit,
the difference being that these
are costs of sales, instead of
expenses, that are paid as
incurred.

5. The next row, Interest
payments, assumes thatinterest
is paid as incurred instead of
waiting in payables to be paid
later. Therefore, interest
payments decrease cash. The
amounts have to match the
income statement.

accounts payable and direct payments of wages and salaries.

6. The next two rows, Principal
payments short-term debtand
Principal payments long-term
debt, are for principal payments
of debt. When you pay off your
loans, you lose cash. In the
example, thereis aregular payoff
of long-term debt, and a single
payoff of part of the short-term
debt.

7. In the second row from the
bottom, you record new
Inventory in cash. You'll have
to know how much new
inventory you’ll be buying, so
the portion of it paid in the same
month is part of calculating new
payables.
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8. Finally, in thelastrow, purchases Even with this detailed list, we've
of New capital assets reduce still missed some other items that might
cash and change the balance reduce cash. There is nothing in this
sheet amount for the related sample table for purchase of short-term
assets. assets. There is nothing showing for
owner’s draw or dividends. There is no
. row forinterestincome, or miscell
Calculating The Cash _OW © :}eh?St, ,CO & O_ Tce ane01lls
Balance %ncome. 1S 1§ just a simple gxamp e
intended to point out the relationships
When you’re done with both between the different tables, and the
sections, add the new sources of cash dependencies involved in calculating a
and subtract the uses of cash, and you real cash flow.
have an estimated ending Cash Balance
for each month, as shown in lustration
15-6.
Illustration 15-6: Sample Case-Cash Balance
Sources of Cash Jan Feb Mar Apr May Jun
Cash sales $81 $103 $125 $151 $193 $146
From receivables $212 $137 $190 $284 $292 $352
From sale of inventory $0 $0 $0 $0 $0 $0
From sale of other current assets $0 $0 $0 $0 $0 $0
From sale of capital assets $0 $0 $0 $0 $0 $0
From new short-term debt $0 $100 $30 $100 $0 $0
From new other current liabilities $0 $0 $0 $0 $0 $0
From new long-term debt $0 $0 $100 $0 $0 $0
New capital $0 $25 $0 $0 $300 $0
Total inflow $293 $365 $445 $535 $785 $498
Use of Cash | Jan Feb Mar Apr May Jun
Pay accounts payable $134 $146 $230 $205 $333 $352
Payroll etc. $54 $54 $54 $54 $54 $70
Immediate expenses $6 $5 $5 $4 $5 $4
Immediate cost of sales $5 $5 $4 $5 $4 $5
Interest payments $3 $3 $4 $5 $5 $4
Principal payments short-term debt $100
Principle payments long-term debt $3 $3 $3 $3 $3 $3
Inventory in cash $103 $143 $144 $251 $253 $0
New capital assets $25 $15 $50
Total cash out $333 $359 $459 $527 $707 $538
Cash Flow -$40 $6 -$14 $8 $78 -$40
Cash Balance $15 $21 $7 $15 $93 $53
The full cash plan lets you compare your Sources of Cash with Use of Cash and see the
Cash Balance.
J
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Links with Balance the previous illustration. Most of the
Sheet rows on this balance are directly affected

by the cash flow, and need to change
Even though I cover the balance y e ’ 5
. , every time the cash changes. To close
sheet in the next chapter, I can’t talk . . , , .
. ) the circle in this chapter, let’s look in
about cash without relating the cash detail at the bal
etail at the balance:
flow to the balance sheet. The three
most important financial statements in 1. The Cash Balance row is the
a plan, income statement, cash flow, balance in your checkbook. You
and balance sheet, are linked to each calculate this with the cash flow.
other.
. 2. Accounts receivable is the
Mlustration 15-7 shows the sample
: ) money owed to you by
balance sheet linked to the cash flow in
Illustration 15-7: Related Balance Sheet
Assets Start Jan Feb Mar Apr May Jun
Current Assets |
Cash Balance $55 $15 $21 $7 $15 $93 $53
Accounts receivable $395 $371 $474 $576 $644 $803 $791
Inventory $251 $332 $444 $545 $701 $878 $647
Other current assets $25 $25 $25 $25 $25 $25 $25
Subtotal $726]  $743  $964 $1,153 $1385 $1,799 $1,516
Capital assets $350| $375 $375  $390  $390  $440  $440
Accumulated depreciation $50 $51 $52 $53 $54 $55 $56
Subtotal $300| $324 $323  $337  $336  $385  $384
Total Assets $1,026] $1,067 $1,287 $1,490 $1,721 $2,184 $1,900
Liabilities Start Jan Feb Mar Apr May Jun
Current liabilities
Accounts payable $224 $268 $371 $431 $564 $704 $517
Current notes $90 $90 $190 $220 $320 $320 $220
Other current liabilities $15 $15 $15 $15 $15 $15 $15
Subtotal $320] $373] $576] $666/  $899 $1,039] $752
Long-term liabilities $285 $282 $279 $376 $373 $370 $367
Total Liabilities $614 $655 $855 $1,042 $1,272 $1,409 $1,119
Capital Start Jan Feb Mar Apr May Jun
Paid-in capital $500 $500 $525 $525 $525 $825 $825
Retained earnings -$163 -$88 -$88 -$88 -$88 -$88 -$88
Earnings $75 $0 -$5 $11 $12 $38 $44
Total Capital $412 $412 $432 $448 $449 $775 $781
Capital and Liabilities $1,026( $1,067 $1,287 $1,490 $1,721 $2,184 $1,900
The balance sheet should follow from the income statement and the cash flow. Notice how
long-term liabilities respond in March to a new loan and a principal payment of an existing loan.
\,
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customers for sales already
made. The balance increases
with sales on credit, and
decreases with payments of
accounts receivable. For any
month, the ending balanceis the
sum of the previous ending
balance, plus new sales on credit,
minus payments received.

Calculate the Inventory balance
as the previous balance minus
direct cost of sales plus new
inventory purchases.

Calculate Other current assets
as the previous balance plus new
assets purchased (from the uses
of cash) minus disposal of assets
(from sources of cash).

Capital assets are long-term
assets, usually plant and
equipment. Thismonth’sbalance
is equal to last month’s balance
plusnewassets purchased, minus
disposal of assets.

Accumulated depreciation
decreases the value of the capital
assets. This month’s balance is
last month’s balance plus new
depreciation, from the income
statement.

Accounts payable will be last
month’s balance plus additions
(a subset of costs and expenses)
minus payments of payables.

10.

New payables will include new
inventory not paid for when
purchased, plus indirect costs of
sales not paid as incurred,
operating expenses not paid as
incurred, and similar items.

Current notes (short-term) will
be equal to last month’s balance
plus new borrowing minus
principal payments. Interest
payments are not included,
because they go into the income
statement and don’t affect the
balance. Principal payments and
new borrowing should come
from the cash flow.

Other current liabilities are
things like accrued taxes and
accrued salary, liabilities you
know you have but haven’t paid.

Long-term liabilities (debt)
increases when you borrow and
decreases with payment of
principal. The balanceis going to
belastmonth’s balance plus new
borrowing as a source of cash,
minus principal payments as a
use of cash. In the sample case,
the March balance shows a $100
increase for a new loan, minus a
$3 decrease for payment of
principal, so that the $376 at the
end of March is exactly $97 more
than the $279 at the end of
February.

N
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11. Paid-in capital is money
invested. The balance should be
last month’s balance plus new
investment from sources of cash,
minus dividends from uses of
cash.

12. Retained earnings is the
accumulated earningsreinvested
in the company, not taken out as
dividends. Normally this changes
once a year when the annual
statements are prepared.

13. Earnings are the accumulated
earnings since the end of the last
year. This month’s balance
should be equal to last month'’s
balance plus this month’s
earnings. At the end of the year,
with an annual adjustment,
earnings still left in the business
become retained earnings.

Understanding Cash Flow

Your cash plan is the most critical
financial element of your business
projections. If it is going to be useful at
all, a business plan helps you develop a
realistic cash estimate, based on the
underlying relationships we explored in
the previous chapter. Whenever you
change an assumption in sales forecast,
personnel plan, profit and loss, or
balance sheet, it affects your cash flow.

The examples in this and previous
chapters describe the way cash flow
works. Profits are veryimportant to cash;
the more profits, the better the cash,
because profits are sales (that generate
cash) minus costs and expenses (that
cost cash). What is less obvious is the
impact of balance sheet items:

e An increase in assets decreases
your cash. A decrease in assets
increases cash.

¢ Anincreaseinliabilitiesincreases
cash. A decrease in liabilities
decreases cash.

These two principals lead eventually
to the impact of receivables, inventory,
and payables. As you look at your
assumptions for the cash flow, keep in
mind thatevery extra dollar of receivables
or inventory as assets is a dollar that you
don’t have in your cash balance. Every
dollar in payables is a dollar that you
have in cash, too. Although this simple
cash model doesn’t show the critical
impact as clearly as our examples in the
previous chapter, the mathematics and
financial principals are the same.

Summary

The cash planisvital, the most critical
financial analysis in the business plan. It
has to manage the difference between
cash and profits. The cash flow stands
between income statement and balance
sheet, and brings the two together.
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FINANCIAL
ANALYSIS Chapter 16:

FINISH THE
FINANCIALS

13 About Business Numbers If you've really followed through with the cash
plan, your financials are almost done. The balance
sheet should be completed by the time you have a
cash flow working. Business ratios should be almost

14 The Bottom Line automatic too, because they draw all of their
information from tables you've already finished.

The Balance Sheet

15 Cash is Kin
J I showed you some basic balance sheets,

firstin the previous sections, Chapter13: About
Business Numbers and Chapter 15: Cash is
King, because you can’t deal with cash without
addressing the balance. You've seen then that
the Balance Sheet table shows the business’
financial position, its assets and liabilities, at a
specified time. A standard business planincludes
a projected Balance Sheet table for each of the
first 12 months in the plan, and for each of the
three years.

» 16 Finish the Financials

The ironclad rule of Western double-entry
bookkeeping and accounting is that assets are
equal to capital and liabilities. This is what
balance means.

J
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If you think about it, you'll notice we previous year, depending on whether
also used that rule in the Start-up costs you are a start-up company or an
section of Chapter 5: Describe Your ongoing company. Then, for the first 12
Company. It comes up again with the months of your plan, it should give
Balance Sheet table as we use this rule to detailed projections of your assets,
calculate retained earnings, which makes liabilities, and capital as your business
the balance correct. progresses. The calculations for this
Ilustration 16-1 shows the Balance come mainly f;%m your mc;)lme
Sheet table, or pro forma Balance Sheet statementand cas IOW. ]}f’)letweer}t ose
table. The Balance Sheet table should twlo statements,lp us the behgmlmng
naturally start with either your start-up ba ancl:les, your Baf ance Sheet should be
costs or your ending balance from the virtually done before you start.
Ilustration 16-1: Sample Balance Sheet Table
Assets Start Jan Feb Mar Apr May Jun
Current Assets
Cash Balance $55 $15 $21 $7 $15 $93 $53
Accounts receivable $395[ $371 $474) $576  $644  $803| $791
Inventory $251| $332  $444  $545  $701  $878  $647
Other current assets $25 $25 $25 $25 $25 $25 $25
Subtotal $726] $743 964 $1153 $1,385 $1,799 $1516
Capital assets $350| $375  $375  $390  $390  $440  $440
Accumulated depreciation $50 $51 $52 $53 $54 $55 $56
Subtotal $300| $324  $323  $337  $336  $385  $384
Total Assets $1,026] $1,067 $1,287 $1,490 $1,721 $2,184 $1,900
Liabilities Start Jan Feb Mar Apr May Jun
Current liabilities
Accounts payable $224 $268 $371 $431 $564 $704 $517
Current notes $90 $90  $190  $220/ $320  $320  $220
Other current liabilities $15 $15 $15 $15 $15 $15 $15
Subtotal $320| 373  $576  $666  $899 $1,039  $752
Long-term liabilities $285 $282 $279 $376 $373 $370 $367
Total Liabilities $614]  $655  $855 $1042 $1,272 $1,409 $1.119
Capital Start Jan Feb Mar Apr May Jun
Paid-in capital $500 $500 $525 $525 $525 $825 $825
Retained earnings -$163 -$88 -$88 -$88 -$88 -$88 -$88
Earnings $75 $0 -$5 $11 $12 $38 $44
Total Capital $412(  $412  $432  $448  $449  $775  $78l
Capital and Liabilities $1,026] $1,067 $1,287 $1,490 $1,721 $2,184 $1,900
This illustration shows the first six months of the Balance Sheet table for the sample
company we used in the previous chapter (numbers displayed in thousands).
\
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Business Ratios Ratios are often misunderstood. They
. _ aren’tmagic. Correct, healthyratios vary
lllustration 16-2 shows the Ratios from industry to industry, business to
table. This table ca.lculates s.everal ra’qos business, depending on the nature of
that are common in financial analysis. the business. Chapter 8: The Business
You’re In lists sources for more
Ilustration 16-2: The Ratios Table
Profitability Ratios: 1999 2000 2001
Gross Margin 22.55% 26.13% 26.72%
Net Profit Margin 2.76% 5.62% 5.53%
Return on Assets 6.73% 13.76% 12.98%
Return on Equity 19.01% 43.64% 32.77%
[Activity Ratios 1999 2000 2001
AR Turnover 3.75 3.75 3.75
Collection Days 65 90 90
Inventory Turnover 5.89 3.76 3.86
Accts Payable Turnover 5.9 5.9 5.9
Total Asset Turnover 5.44 2.45 2.35
|Debt Ratios 1999 2000 2001
Debt to Net Worth 1.83 217 1.52
Short-term Liab. to Liab. 0.79 0.86 091
[Liquidity Ratios 1999 2000 2001
Current Ratio 1.67 1.38 1.37
Quick Ratio 0.67 0.52 0.49
Net Working Capital $881,815 $682,070 $758,509
Interest Coverage 5.45 7.10 7.10
|Additiona| Ratios 1999 2000 2001
Assets to Sales 041 041 0.43
Debt/Assets 65% 68% 60%
Current Debt/Total Assets 51% 59% 55%
Acid Test -0.28 -0.25 -0.31
Asset Turnover 2.44 2.45 2.35
Sales/Net Worth 6.88 7.77 5.93
Dividend Payout $0 $0 $0
Most standard business plans include some standard business ratios. You should let the
computer calculate them.
J
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information on businessratios, including
standards for your type of business.
Generally, the most important insight
gained from ratios is the change in a
ratio over time, rather than the specific
number at any given time.

While we do explain the standard
financial ratiosused here, there are better
explanations available in financial
management textbooks. Experts will
almost always agree on the importance
of following changesin aratio over time,
and on the wide variations of standards
depending on the type of business.

Profitability Ratios

* Gross Margin: sales minus cost
of sales, expressed as a
percentage.

* Net Profit Margin: net profit
divided by sales, as a percentage.

* Return on Assets: net profit
divided by the total assets.

* Return on Equity: also return
on investment (ROI). This ratio
divides net profit by net worth.

Return on equity or return on
investment (ROJI) is probably the most
important of these ratios. A business is
aninvestmentand it should yield profits
comparable to alternative investments,
unless there is additional compensation
(such as salaries for the owners). In

theory, atleast, if ROl is low, you should
sellthe businessand putyourinvestment
money to better use.

Return on assets and the net profit
margin provide a good basis for
comparison between your company and
the rest of the industry. They are also
good indicators of company performance
from year to year.

Activity Ratios

e AR Turnover (accounts
receivables turnover): sales on
credit divided by accounts
receivable. This is a measure of
how well your business collects
its debts.

¢ Collection Days: accounts
receivable multiplied by 360, then
divided by annual credit sales is
another measure of debt
collection and value of
receivables. Generally, 30 daysis
exceptionally good, 60 days is
bothersome, and 90 days or more
is a real problem. This varies by
industry.

* Inventory Turnover: cost of
sales divided by the average
balance of inventory. The higher
the turnover, the better for cash
flow and working capital
requirements.
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* Accounts Payable Turnover: a * Quick Ratio: this is the same as
measure of how quickly the the current ratio, except that
business pays its bills. It divides inventories are first subtracted
the total new accounts payable from short-term assets before
for the year by the average they are divided by short-term
accounts payable balance. liabilities. Many financial experts

consider this a better

e Total Assets Turnover: sales measurement of liquidity than
divided by total assets. the current ratio, because

These ratios are generally used to inventory 1s so of’Fen not

/ convertible toreal cash in a short
compare a company’s performance to , ,
the average for its industry. Levels of period of time.
acceptability tend to varywidely between e Net Working Capital: subtract
different industries. For example, large short-term liabilities from short-
manufacturing companies might have a term assets. This is another
verylow assets turnover, butretail stores measure of cash position.
should have a high turnover.
¢ Interest Coverage: profit before
Debt Ratios interest and taxes (operating
profit) divided by total interest

* Debt to Net Worth: total payments. A measure of how
liabilities divided by total net much a business is burdened by
worth. servicing its own debt.

* Short-term Liabilities to These are all measures of the overall
Liabilities: short-term debt financial position of a company and its
divided by total liabilities. This is ability to pay its debt. They are very
a measure of the depth and term important to bankers and for loan
of debt. applications. The acid test (included with

additionalratiosin the followingsection)
Liquidity Ratios is generally considered the best measure
of a company’s ability to pay all its

¢ CurrentRatio:short-termassets obligations without problems.
divided by short-term liabilities. Acceptable measures vary by industry.
This gives a view of a business’ Someindustries are quite heavy on plant
cash position and ability to meet and equipment assets, and others (for
short-term commitments. example, service businesses) have few

long-term assets.
J
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Additional Ratios

e Assets to sales: assets divided
by sales.

e Debt/assets: total liabilities
divided by total assets.

e Current Debt/Total Assets:
divides total assets by short-term
(current) liabilities.

e Acid Test: short-term assets
(minus accounts receivable and
inventory), divided by short-term
liabilities.

* Asset Turnover: a repetition of
the same ratio (Total Asset
Turnover) in activity ratios above.

e Sales/Net Worth: total sales
divided by net worth.

* Dividend Payout: dividends
divided by net profit.

Break-even Analysis

You prepared a break-even analysis
in Chapter3 Fundamentals: The Mini-
Plan. Now it’s time to go back to that
and review the numbers. [llustration 16-
3 shows (again) the standard break-
even analysis included in a standard
business plan.

Illustration 16-3: Break-even

Analysis

Break Even Analysis:

Monthly Units Break-even 1,222
Monthly Sales Break-even $397,262
Assumptions:

Average Per-Unit Revenue $325.00
Average Per-Unit Variable Cost $248.07
Estimated Monthly Fixed Cost $94,035

This section of the model calculates
technical break-even points, based on the
assumptions for unit prices, variable costs,
and fixed costs.

This is a monthly break-even
analysis. It assumes monthly fixed costs,
and per-unit sales price and variable
costs. It uses the standard break-even
formulas detailed below, but suggests
some modified assumptions. Where
standard fixed costs are supposed to be
costs that would be sustained even if the
business stopped, we suggest you use
operating expenses instead. I suggest
this change in standard financial analysis
because you are better off knowing
break-even points on real operations,
rather than on some theoretical
calculation of fixed expenses.

Units break-even point formula:

Fixed Cost + (Unit Price - Unit
Variable Costs)

Sales break-even point formula:

Fixed Cost + (1-(Unit variable Costs/
Unit Price))

Pace 140




CHAPTER 16: FiNisH THE FINANCIALS

N
The Break-even Chart Refine and Polish the
The break-even analysis depends on Financials
assumptions for fixed costs, unit price, Your financial tables are interrelated.
and unit Variable costs. Thfsse are rarely The sales, personnel forecasts, and
exact assumptions. This is not a true assumptions affect the profit and loss,
picture of fixed costs by any means, but the profit and loss affects cash, and the
is quite useful for determining a break- cash and balance sheet work together.
even point.
The analysis included in the chart in Summary
lustration 16-4 shows a general break- . ‘ o
even analysis for assumed fixed costs of Financial analysisis rar elyatruestep-
$94,035, average per-unit revenue of by-step process. You will probably hgve
$325, and average per-unit variable cost to go back through your tables to review
of $248. the assumptions for realism and
. ' accuracy. As you revise assumptions,
The line on the chart shows profits Y Y P
: . . make sure you constantly check back to
increasing and crossing the break-even K -
: . ) eep your cash flow positive.
line at approximately 1,250 units.
Illustration 16-4: Break-even Chart
$80,000 - -
$60,000
§40,000 //
$20,000 {1
i / /
-§20,000 /
-§40,000 /
-§60,000 /
580,000 -+
o
§100,000 ——F—F T T+ T 7
0 200 400 600 800 1000 1200 1400 1600 1800 2000 2200
This illustration shows the break-even analysis that compares unit sales to profits. It uses
data from the table in lllustration 16-3.
J
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Part 6:

STRATEGY AND
TACTICS

Ch 17: Strategy is Focus
Ch 18: Make it Real

Ch 19: Plan for Implementation
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STRATEGY AND TACTICS

Strategy is focus. You also need tactics to
implement the strategy, and tactics require concrete
milestones and well defined management
responsibilities.
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STRATEGY AND
TACTICS Chapter 17:

STRATEGY IS
FOCUS

» 17 Strategy is Focus With most of the financials now done, it’s time
to turn to strategy and tactics. You've been
developing strategy throughout, I know, because
you can’t do the numbers without thinking about
the strategy. However, now you want to explain
your strategy and develop the implementation. If
you refer back to the text outline we discussed in
Chapter 2: Pick Your Plan, you probably have
several topics still blank in your plan document. But
19 Plan for Implementation not in your mind. It's time to write your thoughts on
strategy and tactics into your text outline.

18 Make it Real

Define Overall Strategy

Think of strategy as focus. Of the whole
range of possible market segments and the
whole range of services and possible sales and
marketing activities, which are your main
priorities? Avoid making long lists of priorities.
More than three or four points makes them
more like a laundry list or to-do list than a
strategic focus.

J
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The Strategy Pyramid

Imagine a pyramid made of three
levels. The top of the pyramid is a single
box, which contains a strategy. Strategy
isan area of resource focus. In the middle
level, you have three or so boxes which
contain tactics. In the third level, you
have four to six boxes that stand for
programs. It would look something like
[lustration 17-1.

Illustration 17-1: Strategy
Pyramid

stz
Tae| Tate] [Tace
Progan Progan) fogam] [pogan|

Don't get lost in defining strategy and
tactics. Make the strategic view work
logically.

Your definitions don’t have to be
exact. A strategy is a main focus, which
might be on a specific target market,
product opportunity, positioning
statement, or some other important or
fundamental element.

Tactics are there to implement
strategies. For example, if a computer
store’s strategy is to build long-term
relationships with business customers,
its tactics might include increasing

networking , training, and support.

Programs are specific business
activities, each of which has concrete
dates and responsibilities, and probably
abudget. In the computer store example,
programs for the strategy might include
upgrade mailings, seminars, installation
services, network training and others,
each of which is built on specifics.

You don’t necessarily do a complete
business strategy in a single pyramid.
Each fundamental business strategy
might be a different pyramid.

Oneimportantbenefit of the pyramid
method is integration and alignment. If
your strategy is to focus on one thing,
you should be able to trace that strategy
into its tactics and, most important, into
your actual spending and activity
priorities. Compare your pyramid
strategy and your specific programs, and
ask yourself: do your programs match
the emphasis you put on strategy?

The Value Proposition

Value-based marketing is another
conceptual framework. Like the pyramid
described in the previous topic, it doesn’t
have to be in your business plan at all,
but we add it here because some people
find that the framework helps them
develop their strategy. Obviously, this
has to be a quick treatment. There are
textbooks written about value-based
marketing, and the business literature
on this topic is rich and varied.

PAce 146




CHAPTER 17: STRATEGY IS Focus

N
This framework begins with defining 1. Communicate the business
your business offering as a value proposition; and
proposition. The value proposition is _ _
benefit offered minus price charged, in 2. Fulfill your promise.
relative terms. The definition encourages For example, if a computer store’s
you to think ‘in broad conceptgal terms, business proposition has to do with
withemphasison the re‘a‘lbenefl‘t offered, reliable service for small business, peace
rather than the‘ specific tangible. Fpr of mind, and long-term relationships,
example, a national fast food c‘ham then it probably shouldn’t be taking out
probably offers the value of convenience full-page newspaper advertisements
and rgliabﬂity, probably at a slight price promising the lowest prices in town on
premium (at legst when cqmpared to brand-name hardware. It probably
the weaker chains). A prestigious lgcal should communicate that proposition
restaurant, on thg otherhand, is offermg withsalesliterature thatemphasizes how
a completely different set of benefits the computer store will become a
(luxur}lf, elteganci, 5‘“@ prestige, fCX strategic ally of its clients. It might also
examp c)a a marked price prefniuim. think twice abouthowithandles overdue
graphic designer is probably selling bills from customers, who might really
benefits related to communication and , .
dvertisi tust draw be holding out for more service or better
advertising, NOLJust dfawings. support. Illustration 17-2 shows how
Once you have a value proposition the store might lay out its strategy.
defined, look atyour business—and your
business plan—in terms of how you:
IMlustration 17-2: Sample Strategy Pyramid
Emphasize
Service and
support
Networking Excellent Custom
Expertise Training Solutions
I I I
, — .
Mailers, pricing, sales trainers Ii'rer‘zfur?le pros r‘amsg
Pricelist promotion 9
The computer store strategy is to emphasize service and support for its customers.
J
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Like the pyramid, the framework
helps you integrate your planned
programs into a logical whole plan.

Define Marketing Strategy

Your marketing strategy normally
involves target market focus, emphasis
on certain services or media, or ways to
position your company and your service
uniquely.

Your marketing strategy depends a
great deal on which market segments
you've chosen as target market groups.
You covered this in detail in Chapter 9:
Know Your Market and Chapter 11:
Market . You may also have developed
strategy using the pyramid or value
proposition. Obviously, you want to
make sure to preserve the same basic
focus and themes.

Aside from the target market
strategy, your marketing strategy might
also include the positioning statement,
pricing, promotion, and whatever else
youwant to add. You might also want to
look at media strategy, business
development, or other factors. Strategy
is creative, and hard to predict. The
material below will give you more ideas.

Positioning Tactics

Positioning Tactics can be a good
way to define your marketing strategy.
The tactics should include a strategic
focus on the most important target
market, that market’s most important

market need, how your product meets
thatneed, whatis the main competition,
and how your product is better than the
competition. Consider this template:

For [target market description]
who [target market need], [this
product] [how it meets the need].
Unlike [key competition], it [most
important distinguishing feature].

For example, the positioning
statement for the original Business Plan
Pro™, in 1994, was: “For the
businessperson who is starting a new
company, launching new products or
seeking funding or partners, Business
Plan Pro™ is software that produces
professional business plans quickly and
easily. Unlike [name omitted], Business
Plan Pro™ does a real business plan,
with real insights, not just cookie-cutter
fill-in-the-blanks templates.”

Pricing Tactics

You ought to provide detail on
product pricing, and relate pricing to
strategy. Your value proposition, for
example, will normally include
implications about relative pricing, and
therefore, you should check whether
your detailed product-by-product
pricing matches the implied pricing in
the value proposition. Pricing is also
supposed to be intimately related to the
positioning statement in the previous
topic, since pricing is probably the most
important factor in product positioning.
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Promotion Tactics

Think of promotion in a broader
sense than simply sales promotion.
Think of how you spread the word about
your business to your future customers.
Think of it in the broader context,
includingthe wholerange of advertising,
public relations, events, direct mail,
seminars, and sales literature.

Think strategically. What is your
strategy on communicatingwith people?
Do you look for expensive ads in mass
media, targeted marketingin specialized
publications, oreven more targeted with
direct mail? Do you have a way to
leverage the news media, or reviewers?
Do you advertise more effectively
through public relations events, trade
shows, newspaper, orradio? Whatabout
telemarketing, the World Wide Web, or
even multilevel marketing?

Are you satistied with how this is
working for you now, or is it a problem
area that needs to be addressed? Are
you meeting your needs, and in line
with your opportunities?

How does your promotion strategy
fit with the rest of your strategy? Check
for alignment between what you say
here and what you say in your strategy
pyramid, and your value proposition. As
you described market trends and target
market segments, did you see ways to
improve your promotion strategy?

Define Sales Strategy

Describe sales strategy as different
from marketing strategy. To help
differentiate between marketing strategy
and sales strategy, think of marketing
strategy as the broader effort of
generating sales leads on a large scale,
and sales strategy as the efforts to bring
those sales leads into the system as
individual sales transactions. Marketing
might affect image and awareness and
propensity to buy, while sales should
close the deals and get the order that
marketing opens.

Summary

Salestactics deal with howand when
to close sales prospects, how to
compensate sales people, how to
optimize order processing and database
management, how to maneuver price,
delivery, and conditions.

Aswithyour marketing strategy, your
sales strategy depends a great deal on
which market segments you've chosen
as target market groups. Obviously, you
don’tsellmajor deals tolarge companies
the same way you sell cereal boxes off
grocery store shelves. Think about how
you sell in your business. What is your
strategy for optimizing your way of
selling?

N
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STRATEGY AND
TACTICS

17 Strategy is Focus

»» 18 Make it Real

19 Plan for Implementation

Chapter 18:
MAKE IT REAL

At this point, you've been through the main
thinking and analysis. It is time to put some bite
into your plan and management by listing specific
actions to be taken.

Implementation Milestones

Each action is called a milestone. This is
where a business plan becomes areal plan, with
specific and measurable activities, instead of
just a document. Give it as many milestones as
you can think of to make it more concrete. Give
each milestone a name, a person responsible, a
milestone date, and a budget. Then make sure
that all your people know that you will be
following the plan and tracking plan-vs.-actual
results. If you don’t follow up, your plan will not
be implemented.

The value of a plan is measured in its
implementation.

The Milestones table should be the most
important section of the entire business plan.
Each marketing and sales-related program you
plan should be listed in the table and explained
in the related text, along with relevant details.
You want to cement your sales strategy with
programs that make it real. How is this strategy

J
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to be implemented? Do you have implementation chapter probably
concrete and specific plans? How will includes several summaries, one for
implementation be measured? strategy overall, one for marketing

In the sample table in Illustration strategy, and one for sales strategy. As
18-1, you see columns reserved for you develop these summaries, keep in
evaluating the actual results and the mind that many business plan readers
difference between plan and actual will read only the summaries that begin
results, for each program. You can also each chapter. You should make sure to
track actual spending and milestone include all the important points that you
dates need to make, even for browsers who

don’t read every word.
Manage Your Summaries One of the best tactics in preparing a
business plan is to write your chapter

Each of your business plan chapters summaries well enough to use them by
shouldbegin withasummary paragraph themselves as the core of a Summary
that describes all the high points of the Memo document. In seekinginvestment,
chapter. A good strategy and for example, you will need to have a

Illustration 18-1: Milestones Table

Business Plan Milestones Planned Actual Actual Date Budget
Milestone Manager Date Department Budget Date Budget Variance  Variance
Corporate identity TJ 12/17/98  Marketing $10,000 1/15/99 $12,004 (29) ($2,004)
Seminar implementation R 1/10/99 $1,000 12/27/98 $1,000 14 $0
Business plan review RJ 1/10/99 $0 1/23/99 $500 (13) ($500)
Upgrade mailer IR 1/16/99 $5,000 2/12/99 $1,000 @7 $4,000
New corporate brochure TJ 1/16/99  Marketing $5,000 1/15/99 $5,000 1 $0
Delivery vans SD 1/25/99 Service $12,500 2/26/99 $0 (32) $12,500
Direct mail R 2/16/99 Marketing $3,500 2/25/99 $1,000 9) $2,500
Advertising RJ 2/16/99 GM  $115,000 3/6/99  $100,000 (18) $15,000
X4 Prototype SG 2/25/99 Product $2,500 2/25/99 $1,000 0 $1,500
Service revamp SD 2/25/99 Product $2,500 2/25/99 $2,500 0 $0
6 Presentations R 2/25/99 Sales $0 1/10/99 $1,000 46 ($1,000)
X4 Testing SG 3/6/99 Product $1,000 1/16/99 $0 49 $1,000
3 Accounts SD 3/17/99 Sales $0 3/17/99 $2,500 0 ($2,500)
L30 prototype PR 3/26/99 Product $2,500 4/11/99,  $15,000 (16)  ($12,500)
Tech99 Expo B 4/12/99 Marketing $15,000 1/25/99 $1,000 77 $14,000
VP S&M hired JK 6/11/99 Sales $1,000 7/25/99 $5,000 (44) ($4,000)
Mailing system SD 7/25/99 Service $5,000 7/14/99 $7,654 11 ($2,654)
Other

Totals $181,500 $156,158 10 $25,342

These are the milestones, the heart and core of the business plan.

\,
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Summary Memo that describes the
complete plan in just a few pages. You
should be able to pick out your summary
paragraphs and use them to create the
Summary Memo.

The Executive Summary is the most
important of your chapter summaries. It
is the doorway to the rest of the plan.
Getitright or your target readers will go
no further. The best length is a single
page. Emphasize the main points of your
plan and keep it brief.

Long-Term Plan

While you're involved with
summaries, consider addinga discussion
of long-term plans. How do you expect
your company to change over the next 5,
10, or 20 years? What are the important
drivers of change? Whatis your company
doing to position itself to manage and
even thrive on future growth?

I don’t recommend including
financial details beyond three years in a
business plan. At the most, a brief
summary of a five-year plan in text is
sufficient. However, this is not because
I don’t believe in long-term planning.
Far from it. Businesses should indeed
plan for longer than three years, but the
long-term plans running five years or
more work better in different formats.
Theyare muchless dependent on specific
information, and specific business
numbers.

Summary

Is your strategy a reflection of your
company’s strengths and weaknesses?
Make it consistent and realistic.

A mediocre strategy implemented
well and with consistency will always
beat a brilliant strategy never
implemented.

Check your plan for consistency
throughout. Does your spending reflect
your strategy? Do your numbers,
including your sales forecast, expense
forecast, and personnel plan, reflect your
strategy?

N
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STRATEGY AND
TACTICS Chapter 19:

PLAN FOR
IMPLEMENTATION

17 Strategy is Focus Some plans are more likely to be implemented
than others. Successful implementation starts with
a good plan, one that is full of specific information
onmilestones, managers, responsibilities, dates and
18 Make it Real budgets. Beyond the plan itself, however, there are
other factors also critical to implementation. Are
you going to track results, comparing the planned
results to the actual results? Are you going to follow
up with your management team, making revisions

» 19 Plan for and checking on performance?
Implementation

Start With a Good Plan

[Nlustration 19-1 shows a view of what it
takes to develop and implement a business
plan. I call this planning for implementation.
There are some important factors beyond the
plan that are also critical:

1. Is the plan simple? Is it easy to
understand and to act on? Does it
communicate its contents easily and
practically?

2. Is the plan specific? Are its objectives
concrete and measurable? Does it
include specific actions and activities,

J
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each with specific dates of
completion, specific persons
responsible and specificbudgets?

Is the plan realistic? Are the sales
goals, expense budgets, and
milestone dates realistic?
Nothing stifles implementation
like unrealistic goals.

Is the plan complete? Does it
include all the necessary
elements? Requirements of a
business plan vary, depending
on the context. There is no
guarantee, however, thatthe plan
will work if it doesn’t cover the
main bases.

Track and Follow Up

Ironically, a good plan alone isn’t
enough. [llustration 19-1indicates other
elements that are also critical. Even a
good plan means virtually nothing if
somebody doesn’t follow up on its
concrete and specific milestones or
results. A plan won’t be implemented
unless responsibilities are assigned to
specific people, milestones are
established and agreed upon, and the
peopleresponsible know that somebody
will follow up to check on results.

Keep Your Plan Alive

Abusiness planisalivingdocument.
As you review implementation results
with the people responsible, you will

INlustration 19-1: Implementation Isn’t Automatic

Results .

Simple

Realistic
Complete

A business plan will be hard to implement unless it is simple, specific, realistic and complete.
Even if it is all these things, a good plan will need someone to follow up and check on it.
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often find the need to set new goals and The Starting Sales Plan
make course corrections. Keep track of The example begins in Tllustrati
gy X e begins in Illustration
the original plan and manage changes . .
S P & & 19-2 with the sales forecast portion of a
carefully. Although changes should be finished busin :
. ess plan.
made only with good reason, don’t be p
afraid to update your plan and keep it Illustration 19-2: Starting
alive. We recommend using a computer Sales Plan
for your financials so you can easily
make changes, as described below. ’u - ou ; b y
nit Sales an e ar
Prescription for Live Systems 85 115 145
Planning Service 200 200 200
Software 150 200 250
1. Afteryour planstarts, type actual Training 145 155 165
results into the sales forecast, oth 160 176 1o
. er
balance sheet, profit and loss, ‘ _
and cash plan. Watch what the Total Unit Sales 740 846 952
plan vs. actual worksheets tell
you. ‘Unit Prices
o Systems $2,000  $2,000  $2,000
2. Notewhenactualresultsindicate Service s75 560 o5
you need to make changes. Software $200 $200 $200
3. Stayinthe Actualmodeand make Training $37 $35 $39
adjustments to future months of Other $300 $300 $300
your Actual cash plan. After all, it
is already more accurate than the .
original plan becauseithasactual Systems $170,000 | $230.000 | $290,000
results for the months already Sorvice s15000 | $15.500 | $11600
completed. i ’ ’ ’
Software $30,000  $40,000  $50,000
4. Aseachmonthcloses, typeactual Training $5365  $5425  $6,435
results over your revised plan Other $48,000  $52,800  $57,600
numbers into the Actual area. Total Sales $268,365 _$342,025 _$415,635
To set the scene, this illustration shows
the sales forecast as the business plan is
finished.
J
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Actual Results for Sales Plan vs. Actual Sales
InIllustration 19-3, we see the actual lustration 19-4 shows you the plan
results for the same company for the vs. actual results (or variance) for our
first three months of the plan. hypothetical company.
IMlustration 19-3: Actual Illustration 19-4: Sales
Sales Results Variance
’Unit Sales Jan Feb Mar ‘Unit Sales Jan Feb Mar
Systems 63 74 108 Systems (22) (41) (37)
Service 168 171 174 Service (32) (29) (26)
Software 174 235 289 Software 24 35 39
Training 156 171 183 Training 11 16 18
Other 162 151 220 Other 2 (25) 28
‘Total Unit Sales 723 802 974 ‘Total Unit Sales 7) (44) 22
‘Unit Prices ‘Unit Prices
Systems $1,783 | $1,801  $1,791 Systems ($217) ($199) ($209)
Service $103 $106 $88 Service $28 $37 $30
Software $224 $185 $277 Software $24 ($15) $77
Training $48 $39 $46 Training $11 $4 $7
Other $291 $371 $222 Other ($9) $71 ($78)
Sales Sales
Systems $112,329 | $133274 | $193,428 Systems ($57,671) ($96,726) ($96,572)
Service $17,304 $18,126 $15,312 Service $2,304 $4,326 $3,712
Software $38,976  $43,475| $80,053 Software $8,976 $3,475 $30,053
Training $7,488 $6,669 $8,418 Training $2,123 $1,244 $1,983
Other $47,142  $56,021  $48,840 Other ($858)  $3,221  ($8,760)
Total Sales $223239  $257,565  $346,051 Total Sales ($45,126)  ($84,460)  ($69,584)
The actual sales flow at the end of Variance shows plan vs. actual results.
March shows actual cash flow numbers plus Actual results are subtracted from budget
adjustments and course corrections. results, leaving negative numbers when the
sales were less than budget.
\
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As you look at the variance for the 4. Salesarewellabove expectations
sales forecast for the first three months, for software and training.
youshould see severalimportant trends:
1. Unit sales of systems are Adjusting the Sales Plan
disappointing, well below i
PPo & One of the main advantages of
expectations. . ;
creating a plan on a computer is how
2. The average revenue for systems easily you can change it. Month by
sales is also disappointing. month, as yourecord your actual results,
you can make changes to your plan in
3. Unit sales for service are the future months of the actual tables,
disappointing, but dollar sales preserve the plan tables, and be able to
are way up. see the plan vs. actual variance.
[llustration 19-5 shows how this
company makes its course corrections.
Ilustration 19-5: Adjusted Sales Plan in Actual Table
|Unit Sales Jan Feb Mar Apr May
Systems 63 74 108 150 200
Service 168 171 174 175 225
Software 174 235 289 375 450
Training 156 171 183 200 250
Other 162 151 220 240 200
[Total Unit Sales 723 802 974 1,140 1,325
|Unit Prices
Systems $1,783 $1,801 $1,791 $1,775 $1,775
Service $103 $106 $88 $90 $90
Software $224 $185 $277 $275 $275
Training $48 $39 $46 $50 $50
Other $291 $371 $222 $300 $300
[sales
Systems $112,329 $133,274 $193,428 $266,250 $355,000
Service $17,304 $18,126 $15,312 $15,750 $20,250
Software $38,976 $43,475 $80,053 $103,125 $123,750
Training $7,488 $6,669 $8,418 $10,000 $12,500
Other $47,142 $56,021 $48,840 $72,000 $60,000
[Total Sales $223,239 $257,565 $346,051 $467,125 $571,500
The illustration shows revisions in the April and May columns, even before they happen, to
reflect the changes shown in the January-March period.
J
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Compare the difference in the
February and March columns in
[lustration 19-2, the original plan, and
Nlustration 19-5, the actual results area.

In this example, if the company
knows by March that sales will be
different than planned in April, they
should estimate the revised forecast, as
a correction to future results. When the
actual results are available, they can
replacerevised plan numbers with actual
results. The actual results area can then
become a plan area for course
corrections.

In Hlustration 19-5, notice how the
forecast has been revised for April and
May. Since the company knew systems
sales would be down, they planned on it
and made arevised forecastin the actuals
area. The samerevision affects projected
profits, balance sheet, and—most
important—cash.

Catching Trends As They
Develop

lustration 19-6 shows the plan vs.
actual cash for the same sample plan
shown in the previous illustrations.

Illustration 19-6: Plan vs. Actual Cash Flow

Feb Mar Apr May

Net Profit $6,850 | ($24,952) $8,339  $36,752  $43,097

Plus:

Depreciation $1,000 $1,010 $1,020 $1,030 $1,040

Change in Accounts Payable ($22,692) $93,431 | $58,509 $109,308 $122,353

Current Borrowing (repayment) $0 | $100,000 = $30,000 ($50,000) $45,000

Increase (decrease) Other Liabilities $0 $0 $0 $0 $0

Long-term Borrowing (repayment) ($2,942) (%$2,962) $97,017 ($3,005), ($3,026)
Capital Input $0  $25,000 $0 $0 | $300,000

| Subtotal ($17,783) $191,527 $194,884  $94,086 $508,465

Less: |
Change in Accounts Receivable ($163,917) $35,549 | $91,638 $89,729 $115,438

Change in Inventory $7,391  $60,936 $109,654 $138,607  $154,543

Change in Other ST Assets $0 $0 $0 $0 $0

Capital Expenditure $25,000 $0 | $15,000 $0 | $50,000

Dividends $0 $0 $0 $0 $0

Subtotal

($131,526) $96,485

$216,292 $228,336 $319,981

Net Cash Flow

$113,743  $95,042

($21,407) ($134,251) $188,483

Cash Balance

$169,175 | $264,217

$242,809  $108,559 $297,042

The plan vs. actual cash flow shows how much can change, in the real world, despite good
planning. A company needs to adjust to change by keeping its plan live.
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You can see in this illustration how Tracking variances is the best way to
much the cash flow changed as the sales follow through in order to assure
came out different from plan. The implementation and the success of the
company had to make significant business plan.
adjustments to its short-term credit
management in order to compensate The Starting Plan for
for changed plans. It postponed Profit and Loss
payments of short-term debt onits credit _ o
line and planned on additional Follown_1g the example in this ;hap—
adjustments with the short-term credit ter, Illus.tratlon 19-7 shows a portion of
line. This points out the importance of the proflt_ and los.s for the sample com-
keeping a live plan and making pany, as it stood in the plan.
adjustments. The projected cash flow in
the revised scenario is acceptable to the
bank, if planned in advance.
IMlustration 19-7: Planned Profit and Loss
| Jan Feb Mar Apr May
Sales $268,365  $342,025 | $415,635 $501,680  $643,985
Direct Cost of Sales $184,495  $249,045 | $307,595 $398,070  $503,215
Production payroll $9,500 $9,500 $9,500 $9,500 $9,500
Other $500 $500 $500 $500 $500
Total Cost of Sales $194,495  $259,045  $317,595 $408,070  $513,215
|Gross Margin $73,870 $82,980 $98,040 $93,610  $130,770
Gross Margin % 27.53% 24.26% 23.59% 18.66% 20.31%
Sales and Marketing expenses:
Payroll $24,000 $24,000 $24,000 $24,000 $24,000
Ads $5,000 $5,000 $7,000 $10,000 $15,000
Catalog $2,000 $3,000 $2,000 $2,000 $2,000
Mailing $3,000 $11,800 $5,500 $10,500 $10,500
Promo $0 $0 $0 $0 $0
Shows $0 $0 $0 $0 $0
Literature $0 $7,000 $0 $0 $0
PR $0 $0 $0 $1,000 $0
Seminar $1,000 $0 $0 $5,000 $5,000
Service $2,000 $1,000 $1,000 $500 $2,500
Training $450 $450 $450 $450 $450
[Total Sales & Mktg Expenses  $37,450  $52,250  $39,950  $53,450  $59,450
This table shows the gross margin and sales and marketing expense area of the original
plan. This is a portion of the full table.
J
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Profit and Loss Actual
Results

Mlustration 19-8 shows the actual
results recorded in that portion of profit
andloss, after the end of March. Looking
at Illustration 19-8, the actual results
illustration means little without
comparison to the original budget in
Nlustration 19-7.

Unfortunately, manybusinesses also
forget to compare the original to the
actual. Especially if business is going
well—the operation shows a profit, and
cash flow is satisfactory—comparisons
with the original budget are made poorly
or not at all.

Illustration 19-8: Actual Profit and Loss Results

Jan Feb Mar Apr May
Sales $223,239  $257,565 $346,051  $467,125 $571,500
Direct Cost of Sales $141,394 $176,275  $240,051  $321,100 | $411,250
Production payroll $9,308 $9,224 $9,759 $9,500 $9,500
Other $33 $782 $436 $500 $500
Total Cost of Sales $150,735 | $186,281 @ $250,246  $331,100 | $421,250
[Gross Margin $72504  $71,284  $95,805 $136,025  $150,250
Gross Margin % 32.48% 27.68% 27.69% 29.12% 26.29%
Sales and Marketing expenses:
Payroll $23,456 $24,529 $23,871 $24,000 $24,000
Ads $0 $22,674 $7,896 $10,000 $15,000
Catalog $2,200 $3,100 $2,095 $2,000 $2,000
Mailing $1,873 $12,075 $6,621 $10,500 $10,500
Promo $0 $0 $0 $0 $0
Shows $0 $0 $0 $0 $0
Literature $0 $0 $6,401 $0 $0
PR $0 $0 $0 $1,000 $0
Seminar $1,000 $0 $0 $5,000 $5,000
Service $0 $3,023 $1,023 $500 $2,500
Training $0 $1,000 $500 $450 $450

|Total Sales & Mktg Expenses  $28,529

$66,401 $48,407 $53,450 $59,450

.

The illustration shows actual results on the actual worksheet. Note how actual sales, costs,
and expenses are different from planned results. This is a portion of the full table.
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Profit and Loss Plan vs. e In expense rows, variance
Actual becomes the planned amount

[lustration 19-9 shows the variance minus the actual amo unt. Lower

. expenses are a positive variance.

in expenses. The actual results are

subt.racted from the budget numbers, e In the profits and sales areas,

leaving negative numbers when the variance becomes actual amount

actual spending was more .than budget minus planned amount. In these
or when the sales or profits were less cases, higher sales are a positive
than budget. variance.
Variances are calculated differently
in different portions of the plan.
Illustration 19-9: Planned vs. Actual Profit and Loss
Jan Feb Mar Apr May
Sales ($45,126)  ($84,460) ($69,584) ($34,555) ($72,485)
Direct Cost of Sales $43,101 $72,770 $67,544 $76,970 $91,965
Production payroll $192 $276 ($259) $0 $0
Other $467 ($282) $64 $0 $0
Total Cost of Sales $43,760 $72,764 $67,349 $76,970 $91,965
[Gross Margin ($88,886) ($157,224) ($136,933) ($111,525) ($164,450)
Gross Margin % 196.97% 186.15% 196.79% 322.75% 226.87%
Sales and Marketing expenses:
Payroll $544 ($529) $129 $0 $0
Ads $5,000  ($17,674) ($896) $0 $0
Catalog ($200) ($100) ($95) $0 $0
Mailing $1,127 ($275)  ($1,121) $0 $0
Promo $0 $0 $0 $0 $0
Shows $0 $0 $0 $0 $0
Literature $0 $7,000 (%$6,401) $0 $0
PR $0 $0 $0 $0 $0
Seminar $0 $0 $0 $0 $0
Service $2,000 ($2,023) ($23) $0 $0
Training $450 ($550) ($50) $0 $0
|Total Sales & Mktg Expenses $8,921  ($14,151)  ($8,457) $0 $0
The illustration shows a portion of the Profit and Loss Variance. March results showed sales
below plan and costs above plan, for a large negative variance. Sales and Marketing expenses
were also above plan in March, causing another negative variance. This is a portion of the table.
J
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Understanding Variance
Analysis

Variance is the frequently-forgotten
other half of budgeting. Many
businesses, especially the small,
entrepreneurial kind, ignore or forget
the other half of the budgeting. Budgets
are too often proposed, discussed,
accepted, and forgotten. Variance
analysis looks after-the-fact at what
caused a difference between plan vs.
actual. Good managementlooks atwhat
that difference means to the business.

Variance analysisranges from simple
and straightforward to sophisticated and
complex. Some cost-accounting systems
separate variances into many types and
categories. Sometimes a single result
can be broken down into many different
variances, both positive and negative.

The most sophisticated systems
separate unit and price factors on
materials, hours worked, cost-per-hour
on direct labor, and fixed and variable
overhead variances. Though difficult, this
kind of analysis can be invaluable in a
complex business.

Look for Specifics

This presentation of variances shows
how important good analysis is. In
theory, the positive variances are good
news because they mean spending less
than budgeted. The negative variance
means spending more than the budget.

Variance Analysis for
Sample Company

In our earlier example, the $5,000
variance in advertisingin January means
$5,000 less than planned was spent, and
the $7,000 positive variance for literature
in February means $7,000 less than
planned was spent. The negative
variance for advertising in February and
March, and the negative variance for
literature in March, show that more was
spent than was planned for those items.

Evaluating these variances takes
thought. Positive variances aren’t always
good news. For example, the positive
variance of $5,000 in advertising means
that money wasn’t spent, but it also
means that advertising wasn’t placed.
Systems sales are way below
expectations for this same period—could
the advertising missed in January be a
possible cause? For literature, the
positive $7,000 in February may be
evidence of a missed deadline for
literature thatwasn’t actually completed
until March. If so, at least it appears that
the costs on completion were $6,401, a
bit less than the $7,000 planned.

Among the larger single variances
for an expense item in a month shown
ontheillustration was the positive $7,000
variance for the new literature expenses
in February. Is this good news or bad
news?
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Every variance should stimulate Ilustration 19-]..0: Sales
questions. Why did one project cost more Forecast Variance
orless? Were objectives met? Isa positive
variance a cost saving or a failure to [unit sales Jan Feb Mar
. . . Systems (22) (41) (37)
implement? Is a negative variance a Service 32) 29) (26)
change in plans, a management failure, Software 24 35 39
or an unrealistic budget? Training 11 16 18
A variance table can provide |Other : 5 () =
. . .. Total Unit Sales a7) (44) 22
management with  significant
information. Without this data, some of |unit Prices
these important questions might go Systems ($217) ($199) ($209)
unasked. Service $28 $37 $30
Software $24 ($15) $77
. Training $11 $4 $7
More on Variance Other $9) $71 ($78)
Forpurposes of example, [llustration Sals
19-10 shows the sales table (including Systems ($57,671) ($96,726) ($96,572)
costs) in variance mode, for the sales Service $2,304  $4,326  $3,712
forecast of our hypothetical company. Software $8,976  $3475  $30,053
Variance analysis on sales can be very Training $2123) S$1244) 1,983
complex. There can be very significant |Other SOt 8572, (93760
Total Sales ($45,126) ($84,460)  ($69,584)
differences between higher orlower sales
because of different unit volumes, or Direct Unit Costs
because of different average prices. Systems $6595  $10.99  $4267
The units variance shows that the zz:vi:re SE:;}) g::;? Z:Z
sales of systems were disappointing. In Training $4.49 ($0.25) $1.85
the expenses outlined in [llustration 19- Other $3.66  ($17.29)  $13.19
9, we see that advertising and mailing
costs were below plan. Could there be a Direct Cost of Sales (DE0S)

. Systems $41,555.00 $70,513.00 $67,508.00
correlation between the saved expenses corvice 549800 | $985.00 | $2.912.00
in mailing, and the lower-than-planned Software $55.00  $1,902.00  ($3,398.00)
sales? Yes, of course there could. Training $580.00  ($219.00)  $141.00

The mailing cost was much less than |Other $413.00_($361.00) _$381.00
Subtotal (DC0S)  $43,101  $72,770  $67,544
planned, but as a result the planned
sales never came. The positive expense The illustration shows the sales
variance is not good for the company. variance, including costs, for the example
used in other illustrations in this section.
J
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In systems, the comparison between
units variance and sales variance yields
no surprises. The lower-than-expected
unit sales also had lower-than-expected
sales values. Compare that to service, in
which lower units yielded higher sales
(indicating much higher prices than
planned). Is this an indication of a new
profit opportunity, or a new trend? This
clearly depends on the specifics of your
business.

It is often hard to tell what caused
differences in costs. If spending
schedules aren’t met, variance might be
caused simply by lower unit volume.
Management probably wants to know
the results per unit, and the actual price,
and the detailed feedback on the
marketing programs.

Measure a Plan by its
Implementation

The quality of a business plan is
measured, not by the quality of its ideas,
its analysis, or presentation, but only by
the implementation it causes. It is true,
of course, that some business plans are
developed only as selling documents to
generate financial resources. For these
plans, their worth is measured by their
effectiveness in selling a business
opportunity to a prospective investor.
For plans created to help run a business,
their worth is measured by how much
they help run a business—or, in other
words, their implementation.

Summary

Variance analysis is vital to good
management. You have to track and
follow up on budgets, mainly through
variance analysis, or the budgets are
useless.

Although variance analysis can be
very complex, the main guide iscommon
sense. In general, going under budget is
a positive variance, and over budget is a
negative variance. But the real test of
management should be whether or not
the result was good for business.
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Ultimately, the impact of your plan depends on
how you manage and implement it, how it’s
presented, and to whom.
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FOLLOWING UP
Chapter 20:

PRINT AND
PUBLISH

» 20 Print and Publish So you're about ready to print your plan.
Assemble your topics as indicated in the outline in
Chapter 2, Pick Your Plan. Browse through the
sample plans and look in the Workbook to get a
better sense of the topic sequence. Throughout this
book, we have discussed portions of the plan in the
order that you work on it, not in the final order it
will print.

21 Getting Financed

Please make sure to run it through a final
critical edit. Then make sure to publish it so that
commitments made by managers are clearly known
and acknowledged. Also make it clear that you will
be tracking results, comparing your actual results to
the planned results, and discussing the difference.

Publishing Management

Don'tforget the process of publishingwithin
your own company. In this case, publishing
means distributing the plan where all the
managers can see it. People who make
commitments as part of the plan need to see
those commitments on record. They need to
know that the plan will be tracked and that the
difference between planned and actual results
will be calculated and discussed.

J
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Final Edit

Always run a business plan through
afinal edit. Have youread it over again?
Do you have someone who can read it
for you? Sometimes you don’t see the
errors because you are too close to it.

Check the numbers in your charts
and tables. Make sure they match each
other, and go back and check the
references to numbers in the text. For
example, your objectives text might set
sales objectives of $500,000, but your
plan tables show sales projections of
$400,000.

Presentation

Presentation is important but only
to communicate content. Good charts
are dynamite when they make numbers
easier to read quickly, and they can be
essential when numbers are complex.

Good text formatting should make
the text easy to read. Use a legible font
and a good mix of section headings and
subheadings to make the organization
visible. Bullet points are generally easier
to read than long paragraphs. Color is
good for charts, when it makes numbers
easier to understand, but getsin the way
when used for text.

Fancy paper, expensive binding, and
excessive presentation is not needed.
Make the paper whatever quality it takes
to make the plan easy to read, avoiding
some of the more fibrous papers that

end up interfering with the printed
content. Make the binding a good coil,
or some other binding that will hold up
touse, butkeepitpractical soyouimpress
with content, not expense.

Related Documents

In the process of finding investment
financing people normally use a two-
to-four-page Summary Memo. It should
have the key points, such as competitive
edge, market needs, defensibility, and
of course track records and resumes of
main team members. Focus on real
content, not hype, and organize it so
that potential investors can understand
the main points quickly, then decide
whether or not they want to know more.

When looking for loans, you may
want to prepare a two-to-four-page
document, called a Loan Application. It
should include the Executive Summary
and company ownership detail as well
asfinancials, such as Profit and Loss and
Balance Sheet tables.

Summary

Review your plan from the point of
view of the business purpose. Does it
cover what you need it to cover? Are
there topics the plan’s audience will ask
about that you haven’t covered? Think
of the three most important questions
you would expect to get from your
intended reader. Have you answered
them?
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FOLLOWING UP

20 Printand Publish

» 21 Getting Financed

Chapter 21

GETTING
FINANCED

Contrary to popular belief, business plans donot
generate business financing. True, there are many
kinds of financing options that require a business
plan, but nobody invests in a business plan. Investors
need a business plan as a document that
communicatesideas and information, but they invest
in a company, in a product, and in people.

Time Value of Money, NPV, and
IRR

Venture capitalists and many other investors
look to Net Present Value (NPV) or Internal
Rate of Return (IRR) to measure their
investment return. If you are developing a
business plan for use with investors then you
need to know and understand these
measurements.

They both start with the concept of the time
value of money. What would you choose if you
could have $95 today or $100 a year from
today? What if you could have $10 today or
$100 a year from now? Most people would take
the $95 today in the first instance, and the $100
a year from now in the second. This would be
regardless of inflation. It illustrates the time
value of money, meaning that money now is
inherently more valuable than money later.

J
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Net Present Value (NPV)

The Net Present Value (NPV) is a
measure of the present value of future
cash. To calculate NPV you discount
future money at some assumed
discount rate. In the following
lustration 21-1you can see two sample
investments, both with the same NPV,
although very different cash flows. Both
are discounted at 10% for calculating
NPV.

In Mlustration 21-2, the selected cell
has an automatic function for calculating
NPV based on defined discount rate
and cash flows. Both of the investments
have NPV of $766, even though one
pays regular annual payments of $750,
and the other pays nothing until a large
payment at the end. Notice how the
time value of money changes. The total
payout of the first investment is more
than that of the second, but because the

Illustration 21-1: Net Present Value Comparison

rj Business Plan Pro - C:\My Documents\Sample Business Plans\5ample Software company. bp3... [Hi[=] E3
B File Edt Fommat Tewt Table Chat Wiews window Help 18] x|
| Table | UserDefined Table T g
Instruchons I Example I Tahle Help I Table Manager ]
This screen lets you create your own table. You can create from scratch, or paste 2
information from an existing fable created from another spreadsheet program.
H
| C4 | [-NevicacaiHR)
A i e
1 2000 2001 2002 2003 2004 2005
2 |Investor Cash Flow (F2,000 0 $0 $0 t0 $4578
3 MNPV Diiscount rate 10.00%
4 MNPV af that rate $768
5 |IRR 18.01%
6 | Investor Cash Flow ($2,000) £7ED $750 $750 £TE0 £7E0
§ NPV Dizscount rate 10.00%
8 NPV af that rate tTe6
9 |IRR 25.41%
10
pa Plan *—_ Task Previous Next
Previous UB:-:* | Help = Qutlinet— Manager Task o, TESH/

Calculated with Business Plan Pro.
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second's payout starts sooner, they both The formula shown is copied to the
have equal NPV. right in the cells in row 10, and then the
The NPVs in the illustrations were value in row 12 is the sum of the values
calculated using Business Plan Pro in its in row 10. That's complicated, but then
User-defined table, with the NPV the NPV formula does that
function as shown in the formula. The automatically.
cash flow for the first year is discounted Author's note: there's a good
by the discount rate as shown in the argument for not discounting the first
detailed formulas in the following value in the flow, which would change
Mlustration 21-2. the results. 1'd actually prefer that.
However, the standard spreadsheet
software NPV and IRR functions do
Illustration 21-2: Net Present Value Calculation
rj Business Plan Pro - C:\My Documents\5ample Business Plans\Sample Software company.bp3 - [T... [H=]E3
Bf File Edit Fomat Test Table Chart Wiews ‘window Help
| Text | 1.0 Executive Summary T
Inztructions I Example ] Table Help I Table Manager ]
This screen lets you create your own table. You can create from scratch, or paste il
information from an existing table created from another spreadsheet program. The
| |
L [=CcesQegcETrCl
e e e e e o e D e p e L
6  Investor Cash Flow 2,000 £750 £750 £750 £750 $750
I |MPY Discount rate 10,00% El
& MNPV af that rate $T86
9 |IRR 2541%
10 Detailed NPV 620 $563  $512  $4ee | 423
11 |Discount to the power of 1 2 3 4 5 f
12 |Sum of Row 10 LTa6
13
14
J7 f
Plan "=_ Task Preyi Next
Ereﬁ]us Uextbp | Help ? | Qamnlinet—| aMsi;ma r 'rl'%!sllﬂus‘\ ?Elsk/' |
Calculated with Business Plan Pro.
J
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discount the first value as shown, so Internal Rate of Return
this is becoming a standard. It's hard (IRR)
to argue with a standard established _
by Microsoft Excel™. The Internal Rate of Return (IRR) is
For more background on how the based on the NPV calculation. It is the

discounting calculation can be done discount rate at which the NPV is zero.
manually, you should consult a finance Notice in the following Illustration 21-3
7
textbook or search the Web for the term how the selected cell's formula uses the
"Net Present Value." built-in IRR function to calculate IRR for
the first investment option.
Illustration 21-3: Internal Rate of Return Calculation
rj Business Plan Pro - C:\My Documents\Sample Business Plans\Sample Software company.bp3 - [T... [H[=]E3
E File Edit Format Text Table Chart Yiews “Window Help & |E|5|
| Text | 1.0 Executive Summary T @
Instruchions I Example I Table Help I Table Manager I
Thiz screen lets you create your own table, You can create from scratch, or paste 2
information from an existing table created from another spreadsheet program. The
hd|
e [snPvica c2iHz)
A | B el e e el EE
1 2000 2001 2002 2003 2004 2005 —
2 |Investor Cash Flow (F2,000 $0 $0 $0 t0  $4,578
3 |MPVY Discount rate 10.00%
4 MNPV at that rate F786
5 |IRR 18.01%
6  Investor Cash Flow ($2,000) $750 $750 $750 $750 $750
¥ MNPV Discount rate 10.00%
8 MNPV at that rate $766
9 |IRR 25.41% =
| ' ' : LI_‘
P Plan *—_ Task Previous Mext
Previous uex* | Help = Qutlinet— Managﬂ:’ Task M, TEsk/'
Calculated with Business Plan Pro.
\ Y
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Oneimportant point with IRRis that
the two investments show, although
they have equal NPV, have very different
IRRs. That's because the better one
generates cash flow sooner.

Another important IRR point is that
venture capitalists expect very high IRR
on new investments. In recent years
venture capital funds have generated
overall IRRs of 50-100% or better,
meaning that the winning deals have to
generate IRRs of 200% or better. That's
a very high return.

Small Business Financing
Myths

» Venture capital financing is very
rare. I'll explain more later, but
assume that very few high-
growth plans with high-power
management teams are venture
opportunities.

* Banks don’t finance business
start-ups. I'll have more on that
later, too. Banks aren’t supposed
to invest depositors’” money in
new businesses.

* Business plans don’t sell inves-
tors.

Where to Look for Money

In Chapter 2: Pick Your Plan, I said
the plan matches the needs of the
company. So does the process oflooking
for money. Where you look for money,
and how you look for money, depends
onyour company and the kind of money
you need. There is an enormous
difference, for example, between a high-
growth Internet-related company
looking for second-round venture
funding and a local retail store looking
to finance a branch store. In the
following sections of this chapter, Iwant
to talk more specifically about the types
of investment and lending available.

Venture Capital

The business of venture capital is
frequently misunderstood. Many start-
up companies resent venture capital
companies for failing to invest in new
ventures or risky ventures. People talk
about venture capitalists as sharks—
because of their supposedly predatory
business practices—or sheep—because
they supposedly think like a flock, all
wanting the same kinds of deals.

This is not the case. The venture
capital business is a business, and the
people we call venture capitalists are
business people who are charged with
investing other people’s money. They
have a professional responsibility to
reduce risk as much as possible. They

N
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should not take more risk than is
absolutely necessary to produce the
risk/return ratios that the sources of
their capital ask of them.

Venture capital shouldn’t be thought
of as a source of funding for any but a
very few exceptional start-up
businesses. Venture capital can’t afford
to invest in start-ups unless there is a
rare combination of product
opportunity, market opportunity, and
proven management. A venture capital
investment has to have a reasonable
chance of producing a tenfold increase
in business value within three years. It
needs to focus on newer products and
markets that can reasonably project
increasing sales by huge multiples over
a short period of time. It needs to work
with proven managers who have dealt
with successful start-ups in the past.

If you are a potential venture capital
investment, you probably know it
already. You have management team
members who have been through that
already. You can convince yourself and
a room full of intelligent people that
your company can grow ten times over
in three years.

If you have to ask whether your new
company is a possible venture capital
opportunity, it probably isn’t. People in
new growth industries, multimedia
communications, biotechnology, or the
farreaches of high-technology products,
generally know about venture capital
and venture capital opportunities.

If you are looking for names and
addresses of venture capitalists, you
can look for links on the Palo Alto Soft-
ware websites:

www.paloalto.com
www.bplans.com

These are updated regularly and are
likely to have more specific informa-
tion.

Otherwise, start with the Internet,
with the net search engines I discussed
in Chapter 8: The Business You're In
and Chapter 9: Know Your Market.
Forexample, you'llgetatleast 50 venture
capital firms when you search
www.yahoo.com for “venture capital.”

The names and addresses of ven-
ture capitalists are also available in a
couple of annual directories:

The Western Association of Venture
Capitalists publishes an annual directory.
This organization includes most of the
California venture capitalists based in
Menlo Park, CA, which is the
headquarters of an amazing percentage
of the nation’s venture capital
companies.

Pratt’s Guide to Venture Capital Sources
is an annual directory available for $225
(at the time of this printing; prices may
change) plus shipping. Contact Venture
Economics, 40 W. 57th St., 11th Floor,
New York, NY 10019 (212) 765-5311.

PAGe 176




CHAPTER 21: GETTING FINANCED

“Sort-of’ Venture Capital:
Angels and Others

Venture capitalis not the onlysource
of investment for start-up businesses
or small businesses. Many companies
are financed by smaller investors in
what is called “private placement.” For
example, in some areas there are groups
of potential investors who meet
occasionally to hear proposals. There
are also wealthy individuals who
occasionally invest in new companies.
In the lore of business start-ups, groups
of investors are often referred to as
“doctors and dentists,” and individual
investors are often called “angels.”
Many entrepreneurs turn to friends and
family for investment.

Your next question of course is how
to find the “doctors, dentists, and
angels” that might want to invest in
your business. The discussion in
Chapter 8: The Business You're In
includes some government agencies,
business development centers, business
incubators, and similar organizations
that will be tied into the investment
communities in your area. Turn first to
the local Small Business Development
Center (SBDC), which is most likely
associated with your local community
college, or the Small Business
Administration (SBA) offices in your
area. Names and website addresses are

also in Chapter 8.

Youmaywant to try some secondary
listing services and online sourcing
businesses. I know the owners and
operators of the American Venture Capital
Exchange, and I know that they have
been working to provide fair and
respectful matching services between
investors and companies needing
investment. However, [ haven't actually
used the service. I've just dealt with the
people (they have occasionally included
literature in Palo Alto Software product
boxes). They offer an online database of
financing sources and a forum to list
businesses seeking financing. Their
website is:

www.avce.com

Phone numberis 800-292-1993, fax
number is (503) 221-9987; and email is
avce@aol.com.

Onmy personal website, [ havelisted
several consultants with whom I've had
dealings, including people Iworked with
while consulting for Apple and other
companies:

www.timberry.com

For legal reasons, I have to insist
that my recommendation is at your
risk, not mine, and I can’t be responsible
for third parties. I should also note that
my recommendation has never and will
never be sold for money or
compensation of anykind, evenin trade.

N
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At your own risk, the following are
some of the online services available
through bulletin boards and similar
sources. Deal with them carefully:

* Venture Capital Resource Li-
brary at www.vfinance.com

* Venture Capital Online at
www.vcapital.com

* Business Funding Directory at
www.businessfinance.com

* The Capital Network, 3925 W.
Braker Lane, Austin, TX 78759,
Telephone (512) 305-0826.
www.thecapitalnetwork.com

Important: Be careful dealing with
anyone who offers to help you find
financing as a service for money.
These are shark-infested waters. I
am aware of some legitimate
providers of business plan
consulting, but legitimate providers
are harder to find than the sharks.

Commercial Lenders

Banks are even less likely than
venture capitalists to invest in, or loan
money to, start-up businesses. They
are, however, the most likely source of
financing for most small businesses.

Start-up entrepreneurs and small
business owners are too quick to criticize
banks for failing to finance new
businesses. Banks are not supposed to

invest in businesses, and are strictly
limitedin thisrespect by federal banking
laws. The government prevents banks
from investment in businesses because
society, in general, doesn’t want banks
taking savings from depositors and
investing in risky business ventures;
obviously when (and if) those business
ventures fail, bank depositors” money
is at risk. Would you want your bank to
invest in new businesses (other than
your own, of course)?

Furthermore, banks should not loan
money to start-up companies either,
for many of the same reasons. Federal
regulators want banks to keep money
safe, in very conservative loans backed
by solid collateral. Start-up businesses
are not safe enough for bank regulators
and they don’t have enough collateral.

Why then do we say that banks are
the most likely source of small business
financing? Because small business
owners borrow from banks. A business
that has been around for a few years
generates enough stability and assets
to serve as collateral. Banks commonly
make loans to small businesses backed
by the company’s inventory or accounts
receivable. Normally there are formulas
that determine how much can beloaned,
depending on how much is in inventory
and in accounts receivable.
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A great deal of small business
financingisaccomplished through bank
loans based on the business owner’s
personal collateral, such as home
ownership. Some would say that home
equity is the greatest source of small
business financing.

The Small Business
Administration (SBA)

The SBA makes loans to small
businesses and even to start-up
businesses. SBAloansare almost always
applied for and administered by local
banks. You normally deal with a local
bank throughout the process.

For start-up loans, the SBA will
normally require that at least one third
of the required capital be supplied by
the new business owner. Furthermore,
the rest of the amount must be
guaranteed by reasonable business or
personal assets.

The SBA works with “certified
lenders,” which are banks. It takes a
certified lender as little as one week to
get approval from the SBA. If your own
bank isn’t a certified lender, you should
ask your banker to recommend a local
bank that is. Chapter 8: The Business
You're In lists the website and a toll-
free telephone number to contact SBA.

Other Lenders

Aside from standard bank loans, an
established small business can also turn
to accounts receivable specialists to
borrow against its accounts receivables.

The most common accounts
receivable financing is used to support
cash flow when working capital is hung
up in accounts receivable. For example,
if your business sells to distributors that
take 60 days to pay, and the outstanding
invoices waiting for payment (but not
late) come to $100,000, your company
can probably borrow more than $50,000.
Interest rates and fees may be relatively
high, but this is still often a good source
of small business financing. In most
cases, the lender doesn’t take the risk of
payment—if your customer doesn’t pay
you, you have to pay the money back
anyhow. These lenders will often review
your debtors, and choose to finance
some or all of the invoices outstanding.

Another related business practice is
called factoring. So-called factors
actually purchase obligations, so if a
customer owes you $100,000 you can
sell the related paperwork to the factor
for some percentage of the total amount.
In this case, the factor takes the risk of
payment, so discounts are obviously
quite steep. Ask your banker for
additional information about factoring.

N
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Words of Warning

Don'ttake private placement, angels,
friends and family as good sources of
investment capital just because they
are described here or taken seriously in
some other source of information. Some
investors are a good source of capital,
and some aren’t. These less established
sources of investment should be
handled with extreme caution.

Never, NEVER spend somebody
else’s money without first doing the
legal work properly. Have the papers
done by professionals, and make sure
they're signed.

Never, NEVER spend money that
has been promised but not delivered.
Often companies get investment com-
mitments and contract for expenses,
and then the investment falls through.

Avoid turning to friends and family
for investment. The worst possible time
to not have the support of friends and
family is when your business is in
trouble. You risk losing friends, family,
and your business at the same time.

Submitting a Plan

The information you submit to
investors depends a great deal on what
your objective is. Sometimes you’ll
submit a complete business plan,
sometimes a Summary Memo. In most
cases, even if you submit a short

summary, you have to have the
complete business plan ready to go as
soon as the investors or lenders ask for
it. If you're looking for lease financing,
receivables, or a bank loan, you'll want
to submit a loan support document to
the lender.

When the search has provided you
with alist of useful names, you can print
your Summary Memo or loan support
documents and send a copy to each of
the investors, along with a brief cover
letter.

Summary

Most businesses are financed by
home equity or savings as they start.
Only a few can attract outside
investment. Venture capital deals are
extremely rare. Borrowing will always
depend on collateral and guarantees,
not on business plans or ideas.
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This sample business plan has been made available to users of Business Plan Pro™,
business planning software published by Palo Alto Software. Our sample plans are
developed by existing companies or new business start-ups as research instruments
to determine market viability or funding availability. Names, locations and numbers
may have been changed, and substantial portions of text may have been omitted to
preserve confidentiality and protect proprietary information.

You are welcome to use this plan as a starting point to create your own, but you do
not have permission to reproduce, publish, distribute or even copy this plan as it exists
here.

Requests for reprints, academic use, and other dissemination of this sample plan
should be addressed to the marketing department of Palo Alto Software.

Copyright Palo Alto Software, Inc., 1999-2000
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1.0 Executive Summary

Acme Consulting will be formed as a consulting company specializing in marketing of high-technology
products in international markets. Its founders are former marketers of consulting services, persona
computers, and market research, al in international markets. They are founding Acme to formalize the
consulting services they offer.

Business Plan Highlights

$1,200,000 -

$1,000,000 +

$500,000 4

B Sales
B Gross
H B et

600,000

400,000

200,000 1

§0

18498 2000 2001

1.1 Objectives
1. Saesof over $1 million by 2001.
2. Gross margin higher than 80%.

3. Net income more than 10% of sales by the third year.

1.2 Mission

Acme Consulting offers high-tech manufacturers a reliable, high-quality alternative to in-house re-
sources for business devel opment, market development, and channel development on an international scale.
A truealternativeto in-house resources offersavery high level of practical experience, know-how, contacts,
and confidentiality. Clients must know that working with Acme is a more professional, less risky way to
devel op new areas even than working completely in-house with their own people. Acme must also be ableto
maintain financial balance, charging a high value for its services, and delivering an even higher value to its
clients. Initial focuswill be devel opment inthe European and L atin American markets, or for European clients
in the United States market.
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1.3 Keys to Success

1. Excelencein fulfilling the promise—completely confidential, reliable, trustworthy expertise and
information.

2. Developing visibility to generate new business leads.

3. Leveraging from asingle pool of expertise into multiple revenue generation opportunities:
retainer consulting, project consulting, market research, and market research published reports.

2.0 Company Summary

Acme Consulting is a new company providing high-level expertisein international high-tech business
devel opment, channel devel opment, distribution strategies, and marketing of high-tech products. It will focus
initially on providing two kinds of international triangles:

Providing United States clients with development for European and Latin American markets.

Providing European clients with development for the United States and Latin American markets.

Asitgrowsitwill takeon peopleand consultingwork inrelated markets, such astherest of Latin America,
the Far East, and similar markets. It will also look for additional |everage by taking brokerage positions and
representation positions to create percentage holdings in product results.

2.1 Company Ownership

Acme Consulting will be created as a California C corporation based in Santa Clara County, owned by
its principal investors and principal operators. As of this writing, it has not been chartered yet and is till
considering alternatives of legal formation.

Page 2
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2.2 Start-up Summary
Total start-upexpense(includinglegal costs, logodesign, stationery and rel ated expenses) cometo $18,350.
Start-up assetsrequiredinclude $3,000in short-term assets (of ficefurniture, etc.) and $50,000ininitial cashto
handle the first few months of consulting operations as sales and accounts receivable play through the cash
flow. The detailsareincluded in thefollowing table:
Start-up Plan

Start-up Expenses

Legal $1,000

Stationery etc. $3,000

Brochures $5,000

Consultants $5,000

Insurance $350

Expensed equipment $3,000

Other $1,000

Total Start-up Expense $18,350

Start-up Assets Needed

Cash Requirements $25,000

Other Short-term Assets $7,000

Total Short-term Assets $32,000

Long-term Assets $0

Total Assets $32,000

Total Start-up Requirements: $50,350

L eft to finance: $0

Start-up Funding Plan

Investment

Investor 1 $20,000

Investor 2 $20,000

Other $10,000

Total investment $50,000

Short-term Liabilities

Unpaid Expenses $350

Short-term Loans $0

Interest-free Short-term Loans $0

Subtotal Short-term Liabilities $350

Long-termLiabilities $0

Total Liahilities $350

Loss at Start-up ($18,350)

Total Capita $31,650

Total Capital and Liabilities $32,000

Checkline $0

Page 3
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Start-up Financing
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2.3 Company Services

Acmeoffersexpertisein channel distribution/devel opment, and market devel opment, sold and packaged
in various ways that allow clients to choose their preferred relationship: these include retainer consulting
relationships, project-based consulting, relationship and alliance brokering, sales representation and market
representation, project-based market research, published market research, and information forums.

2.4 Company Locations and Facilities

Theinitial officewill be established in aquality office spacein the Santa Clara County “ Silicon Valley”
area of California, the heart of the U.S. high tech industry.

3.0 Services

Acmeoffersthe expertiseahigh-technol ogy company needsto devel op new product distribution and new
market segmentsin new markets. Thiscan betaken ashigh-level retainer consulting, market research reports,
or project-based consulting.

3.1 Service Description

1. Retainer consulting: We represent a client company as an extension of its business devel opment
and market development functions. This begins with complete understanding of the client
company’s situation, objectives, and constraints. We then represent the client company quietly
and confidentially, sifting through new market developments and new opportunitiesasis
appropriate to the client, representing the client in initial talks with possible allies, vendors, and

channels.
Page 4
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2. Project consulting: Proposed and billed on a per-project and per-milestone basis, project consult-
ing offers a client company away to harness our specific qualities and use our expertise to solve
specific problems, develop and/or implement plans, and devel op specific information.

3. Market research: Group studies available to selected clients at $5,000 per unit. A group study isa
packaged and published complete study of a specific market, channel, or topic. Examples might
be studies of developing consumer channels in Japan or Mexico, or implications of changing
margins in software.

3.2 Competitive Comparison

The competition comes in several forms:

1. Themost significant competition is no consulting at all, companies choosing to do business
development, channel development and market research in-house. Their own managers do this
on their own, as part of their regular business functions. Our key advantage in competition with
in-house development is that managers are already overloaded with responsibilities, they don’t
have time for additional responsibilitiesin new market development or new channel develop-
ment. Also, Acme can approach alliances, vendors, and channels on a confidential basis, gather-
ing information and making initial contacts in ways that the corporate managers can’t.

2. The high-level prestige management consulting: McKinsey, Bain, Arthur Anderson, Boston
Consulting Group, etc. These are essentially generalists who take their name-brand management
consulting into specialty areas. Their other very important weakness is the management structure
that has the partners selling new jobs, and inexperienced associates delivering the work. We
compete against them as experts in our specific fields, and with the guarantee that our clients will
have the top-level people doing the actual work.

3. Thethird general kind of competitor is the international market research company: International
Data Corporation (IDC), Dataquest, Stanford Research Institute, etc. These companies are
formidable competitors for published market research and market forums, but cannot provide the
kind of high-level consulting that Acme will provide.

4. The fourth kind of competition is the market-specific smaller house. For example: Nomura
Research in Japan, Select S.A. de C.V. in Mexico (now affiliated with IDC).

5. Salesrepresentation, brokering, and deal catalysts are an ad-hoc business form that will be
defined in detail by the specific nature of each individual case.

3.3 Sales Literature

Thebusinesswill beginwith ageneral corporate brochure establishing thepositioning. Thisbrochurewill

be developed as part of the start-up expenses.

Literature and mailings for the initial market forums will be very important.
Page 5
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3.4 Fulfillment

1. Thekey fulfillment and delivery will be provided by the principals of the business. The real core
value is professional expertise, provided by a combination of experience, hard work, and
education (in that order).

2. Wewill turn to qualified professionals for freelance backup in market research and presentation
and report development, which are areas that we can afford to subcontract without risking the
core values provided to the clients.

3.5 Technology

Acme Consulting will maintain the latest Windows and Macintosh capabilities including:

1. Complete e-mail facilities on the Internet, Compuserve, America-Online, and Applelink, for
working with clients directly through e-mail delivery of drafts and information.

2. Complete presentation facilities for preparation and delivery of multimedia presentations on
Macintosh or Windows machines, in formats including on-disk presentation, live presentation, or
video presentation.

3. Complete desktop publishing facilities for delivery of regular retainer reports, project output
reports, marketing materials, and market research reports.

3.6 Future Services

In the future, Acme will broaden the coverage by expanding into coverage of additional markets (e.g.,
all of Latin America, Far East, Western Europe) and additional product areas (e.g., telecommunications and
technology integration).

Wearealso studying the possibility of newsl etter or el ectronic newsletter services, or perhapsspecial on-
topic reports.

4.0 Market Analysis Summary

Acmewill befocusing on high-technology manufacturers of computer hardware and software, services,
and networking, who want to sell into markets in the United States, Europe, and Latin America. These are
mostly larger companies, and occasionally medium-sized companies.

Our most important group of potential customers are executives in larger corporations. These are
marketing managers, general managers, sales managers, sometimes charged with international focus and
sometimes charged with market or even specific channel focus. They do not want to waste their time or risk
their money |ooking for bargaininformation or questionabl e expertise. Asthey gointo marketslooking at new
opportunities, they are very sensitive to risking their company’s name and reputation.

Page 6
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4.1 Market Segmentation

Large manufacturer corporations: Our most important market segment isthelarge manufacturer of high-
technology products, such as Apple, Hewlett-Packard, IBM, Microsoft, Siemens, or Olivetti. These compa-
nieswill be calling on Acme for development functions that are better spun off than managed in-house, for
market research, and for market forums.

Medium-sized growth companies: particularly in software, multimedia, and some related high-growth
fields, Acmewill offer an attractive devel opment alternative to the company that is management constrained
and unabl e to address opportunities in new markets and new market segments.

Market Analysis
Potential Customers  Growth 1999 2000 2001 2002 2003 CAGR
U.S. High Tech 10% 5,000 5,500 6,050 6,655 7,321 10.00%
European High Tech 15% 1,000 1,150 1,323 1,521 1,749 15.00%
Latin America 35% 250 338 456 616 832 35.07%
Other 2% 10,000 10,200 10,404 10,612 10,824  2.00%
Total 6.27% 16,250 17,188 18,233 19,404 20,726 6.27%

Potential Market by Segment

[l u.s. High Tech
European High Tech

B Latin America
Other

4.2 Target Market Segment Strategy

Asindicated by the previoustableandillustration, wemust focuson afew thousand well-chosen potential
customers in the United States, Europe, and Latin America. These few thousand high-tech manufacturing
companies are the key customers for Acme.
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4.3 Service Business Analysis

The consulting “industry” is pulverized and disorganized, with thousands of smaller consulting organi-
zations and individual consultants for every one of the few dozen well-known companies.

Consulting participants range from major international name-brand consultants to tens of thousands of
individuals. One of Acme' schallengeswill be establishing itself asareal consulting company, positioned as
arelatively risk-free corporate purchase.

4.3.1 Business Participants

At the highest level are the few well-established major namesin management consulting. Most of these
are organized as partnerships established in major marketsaround theworld, linked together by interconnect-
ing directors and sharing the name and corporate wisdom. Some evolved from accounting companies (e.g.
Arthur Andersen, Touche Ross) and somefrom management consulting (M cKinsey, Bain). These companies
charge very high rates for consulting, and maintain relatively high overhead structures and fulfillment
structures based on partners selling and junior associates fulfilling.

At the intermediate level are some function-specific or market-specific consultants, such as the market
research firms (IDC, Dataquest) or channel development firms (ChannelCorp, Channel Strategies,
ChannelMark).

Some kinds of consulting are little more than contract expertise provided by somebody who, while
temporarily out of work, offers consulting services.

4.3.2 Distributing a Service

Consulting is sold and purchased mainly on a word-of-mouth basis, with relationships and previous
experience being, by far, the most important factor.

The major name-brand houses have locations in major cities and major markets, and executive-level
managers or partners develop new business through industry associations, business associations, chambers
of commerce and industry, etc., and in some cases social associations such as country clubs.

The medium-level houses are generally area specific or function specific, and are not easily able to
leverage their business through distribution.

4.3.3 Competition and Buying Patterns

Thekey element in purchase decisionsmade at the Acmeclient level istrust inthe professional reputation
and reliability of the consulting firm.

4.3.4 Main Competitors
1. Thehigh-level prestige management consulting:

Strengths: International locations managed by owner-partners with a high level of presentation
and understanding of general business. Enviable reputations which make purchase of consulting
an easy decision for a manager, despite the very high prices.

Weaknesses: General business knowledge doesn’t substitute for the specific market, channel, and
distribution expertise of Acme, focusing on high-technology markets and products only. Also,
fees are extremely expensive, and work is generally done by very junior-level consultants, even
though sold by high-level partners.

Page 8
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2 Theinternational market research company:

Strengths: International offices, specific market knowledge, permanent staff devel oping market
research information on permanent basis, good relationships with potential client companies.

Weaknesses. Market numbers are not marketing, not channel development nor market develop-
ment. Although these companies compete for some of the business Acme is after, they cannot
really offer the same level of business understanding at a high level.

3. Market specific or function specific experts:

Strengths: Expertise in market or functional areas. Acme should not try to compete with Nomura
or Select in their markets with market research, or with Channel Corp in channel management.

Weaknesses: The inability to spread beyond a specific focus, or to rise above a specific focus, to
provide actual management expertise, experience, and wisdom beyond the specifics.

4. Themost significant competition is no consulting at all, companies choosing to do business
development, channel development, and market research in-house.

Strengths: No incremental cost except travel; also, the general work is done by the people who
are entirely responsible, the planning is done by those who will implement it.

Weaknesses: Most managers are terribly overburdened already, unable to find incremental
resources in time and peopl e to apply to incremental opportunities. Also, thereisalot of addi-
tional risk in market and channel development done in-house from the ground up. Finally,

retai ner-based antenna consultants can greatly enhance a company’s reach and extend its position
into conversations that might otherwise never have taken place.

5.0 Strategy and Implementation Summary

Acme will focus on three geographical markets, the United States, Europe, and Latin America, and in
limited product segments: personal computers, software, networks, telecommuni cations, personal organizers,
and technology integration products.

Thetarget customer isusually amanager in alarger corporation, and occasionally an owner or president
of amedium-sized corporation in a high-growth period.

5.1 Pricing Strategy

Acme Consulting will be priced at the upper edge of what the market will bear, competing with the name-
brand consultants. The pricing fits with the general positioning of Acme as providing high-level expertise.

Page 9
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Consulting should be based on $5,000 per day for project consulting, $2,000 per day for market research,
and $10,000 per month and up for retainer consulting. Market research reports should be priced at $5,000 per
report, which will, of course, requirethat reports be very well planned, focused on very important topics, and
very well presented.

5.2 Sales Forecast

The sales forecast monthly summary is included in the appendix. The annual sales projections are
included here.

Sales Forecast
Sales 1999 2000 2001
Retainer Consulting $200,000 $350,000 $425,000
Project Consulting $270,000 $325,000 $350,000
Market Research $122,000 $150,000 $200,000
Strategic Reports $0 $50,000 $125,000
Other $0 $0 $0
Total Sales $592,000 $875,000 $1,100,000
Direct Cost of sales 1999 2000 2001
Retainer Consulting $30,000 $38,000 $48,000
Project Consulting $45,000 $56,000 $70,000
Market Research $84,000 $105,000 $131,000
Strategic Reports $0 $20,000 $40,000
Other $0 $0 $0
Subtotal Cost of Sales $159,000 $219,000 $289,000

5.3 Strategic Alliances

At thiswriting, strategic alliances with Smith and Jones are possibilities, given the content of existing
discussions. Given the background of prospective partners, we might al so be talking to European companies
including Siemens, Olivetti, and others, and to United States companies related to Apple Computer. In Latin
Americawe would be looking at the key local high-technology vendors, beginning with Printaform.

6.0 Management Summary

The initial management team depends on the founders themselves, with little backup. Aswe grow, we
will take on additional consulting help, plus graphic/editorial, sales, and marketing.

6.1 Organi ational Structure

Acme should be managed by working partners, in a structure taken mainly from Smith Partners. In the
beginning we assume 3-5 partners:
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Ralph Sampson.
At least one, probably two, partners from Smith and Jones.
One strong European partner, based in Paris.
The organization has to be very flat in the beginning, with each of the founders responsible for
his or her own work and management.
One other strong partner.
6.2 Management Team
TheAcmebusinessrequiresavery highlevel of international experienceand expertise, which meansthat
it will not be easily leveragable in the common consulting company mode in which partners run the business
and make sales, while associates fulfill. Partners will necessarily be involved in the fulfillment of the core
businessproposition, providing theexpertisetotheclients. Theinitial personnel planisstill tentative. It should
involve 3-5 partners, 1-3 consultants, one strong editorial/graphic person with good staff support, one strong
marketing person, an officemanager, and asecretary. L ater, weadd more partners, consultants, and sal es staff.
Founders' resumes are included as an attachment to this plan.
6.3 Personnel Plan
The detailed monthly personnel plan for thefirst year isincluded in the appendix. The annual personnel
estimates are included here.
Personnel Plan
1999 2000 2001
Partners $144,000 $175,000 $200,000
Consultants $0 $50,000 $63,000
Editorial/graphic $18,000 $22,000 $26,000
VP Marketing $20,000 $50,000 $55,000
Sales people $0 $30,000 $33,000
Office Manager $7,500 $30,000 $33,000
Secretaria $5,250 $20,000 $22,000
Other $0 $0 $0
Other $0 $0 $0
Total Payroll $194,750 $377,000 $432,000
Total Headcount 0 0 0
Payroll Burden $27,265 $52,780 $60,480
Total Payroll Expenditures $222,015 $429,780 $492,480
Page 11
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7.1 Important Assumptions
Thefollowingtablesummarizeskey financial assumptions, including45-day averagecollectiondays, sales
entirely on invoice basis, expenses mainly on net 30 basis, 35 days on average for payment of invoices, and
present-day interest rates.
General Assumptions
1999 2000 2001
Short-term Interest Rate % 8.00% 8.00% 8.00%
Long-term Interest Rate % 10.00% 10.00% 10.00%
Payment Days Estimator 35 35 35
Collection Days Estimator 45 45 45
Tax Rate % 25.00% 25.00% 25.00%
Expensesin Cash % 25.00% 25.00% 25.00%
Saleson Credit % 100.00% 100.00% 100.00%
Personnel Burden % 14.00% 14.00% 14.00%
7.2 Key Financial Indicators
Thefollowing benchmark chart indicatesour key financial indicatorsfor thefirst threeyears. Weforesee
major growth in sales and operating expenses, and a bump in our collection days as we spread the business
during expansion.
Benchmark Comparison
2.00 -
1.80 H
1.60 H
1.40 H
1.20 [ REEE
.00 2000
0.80 H W 00
0.60 H
0.40 H
0.20 H
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7.3 Break-even Analysis
Thistable and chart summarizes the break-even analysis, including monthly units and sales break-even
points.
Break-even Analysis:
Monthly Units Break-even 12,500
Monthly Sales Break-even $12,500
Assumptions:
Average Per-Unit Revenue $1.00
Average Per-Unit Variable Cost $0.20
Estimated Monthly Fixed Cost $10,000
Breakeven Analysis
$10,000 T
$5,000 //
$0 1 /
-$5,000
B e s e s s S s
8 28383888888 8 8 38
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7.4 Projected Profit and Loss

Thedetailed monthly proformaincomestatement for thefirst year isincludedintheappendix. Theannual

estimates are included here.

Profit and L oss (Income Statement)

Sdes
Direct Cost of Sales
Other

Total Cost of Sales
Gross Margin

Gross Margin %
Operating expenses:
Advertising/Promotion
Public Relations
Travel
Miscellaneous
Travel
Miscellaneous
Payroll Expense
Payroll Burden
Depreciation

L eased Equipment
Utilities

Insurance

Rent

Other
Contract/Consultants

Total Operating Expenses
Profit Before Interest and Taxes
Interest Expense Short-term
Interest Expense Long-term
Taxes Incurred

Net Profit

Net Profit/Sales

1999 2000 2001
$592,000 $875,000 $1,100,000
$159,000 $219,000 $289,000

$0 $0 $0
$159,000 $219,000 $289,000
$433,000 $656,000 $811,000
73.14% 74.97% 73.73%
$36,000 $40,000 $44,000
$30,000 $30,000 $33,000
$90,000 $60,000 $110,000
$6,000 $7,000 $8,000
$0 $0 $0
$0 $0 $0
$194,750 $377,000 $432,000
$27,265 $52,780 $60,480
$0 $0 $0
$6,000 $7,000 $7,000
$12,000 $12,000 $12,000
$3,600 $2,000 $2,000
$18,000 $0 $0
$0 $0 $0
$0 $0 $0
$423,615 $587,780 $708,480
$9,385 $68,220 $102,520
$3,600 $8,800 $12,800
$5,000 $5,000 $5,000
$196 $13,605 $21,180
$589 $40,815 $63,540
0.10% 4.66% 5.78%
Page 14
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7.5 Projected Cash Flow
Cash flow projectionsare critical to our success. The monthly cash flow isshownintheillustration, with
one bar representing the cash flow per month and the other representing the monthly balance. Theannual cash
flow figures are included here. Detailed monthly numbers are included in the appendix.
Pro-Forma Cash Flow
1999 2000 2001
Net Profit $589 $40,815 $63,540
Plus:
Depreciation $0 $0 $0
Change in Accounts Payable $25,896 $1,405 $10,967
Current Borrowing (repayment) $60,000 $100,000 $0
Increase (decrease) Other Liabilities $0 $0 $0
Long-term Borrowing (repayment) $50,000 $0 $0
Capital Input $0 $0 $0
Subtotal $136,485 $142,220 $74,507
Less:
Change in Accounts Receivable $100,000 $47,804 $38,007
Changein Other ST Assets $0 $0 $0
Capital Expenditure $0 $0 $0
Dividends $0 $0 $0
Subtotal $100,000 $47,804 $38,007
Net Cash Flow $36,485 $94,416 $36,500
Cash Balance $61,485 $155,901 $192,401
Cash Analysis
$80,000
$60,000
$40,000 -+
$20,000 1 B Cash Flow
Cash Balance
$0 H
-$20,000
N slslsisiaisasissag
§lglglelgl3I31Z1gl8l 214
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7.6 Projected Balance Sheet

Thebalancesheet showshealthy growth of net worth, and strong financial position. Themonthly estimates

areincluded in the appendix.

Pro forma Balance Sheet

Assets

Starting Balances

Short-term Assets

Cash

Accounts Receivable
Other Short-term Assets
Total Short-term Assets
Long-term Assets

Capital Assets
Accumulated Depreciation
Total Long-term Assets
Total Assets

Liabilities and Capital

Accounts Payable

Short-term Notes

Other Short-term Liabilities
Subtotal Short-term Liabilities

Long-term Liabilities
Totd Liabilities

Paid in Capital

Retained Earnings
Earnings

Total Capital

Total Liabilities and Capital
Net Worth

$25,000
$0
$7,000
$32,000

$0
$0
$0
$32,000

$5,000
$0
$0
$5,000

$0
$5,000

$50,000
($23,000)
$0
$27,000
$32,000
$27,000

1999
$61,485
$100,000
$7,000
$168,485

$0
$0
$0
$168,485

1999
$30,896
$60,000

$0
$90,896

$50,000
$140,896

$50,000
($23,000)
$589
$27,589
$168,485
$27,589

Page 16

2000
$155,901
$147,804

$7,000
$310,705

$0
$0
$0
$310,705

2000
$32,301
$160,000
$0
$192,301

$50,000
$242,301

$50,000
($22,411)
$40,815
$68,404
$310,705
$68,404

2001
$192,401
$185,811

$7,000
$385,212

$0
$0
$0
$385,212

2001
$43,268
$160,000
$0
$203,268

$50,000
$253,268

$50,000
$18,404
$63,540
$131,944
$385,212
$131,944
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7.7 Business Ratios
The following table shows the projected business ratios. We expect to maintain healthy ratios for
profitability, risk, and return.
Ratio Analysis
Profitability Ratios: 1999 2000 2001
Gross Margin 73.14% 74.97% 73.73%
Net Profit Margin 0.10% 4.66% 5.78%
Return on Assets 0.35% 13.14% 16.49%
Return on Equity 2.13% 59.67% 48.16%
Activity Ratios 1999 2000 2001
AR Turnover 5.92 5.92 5.92
Collection Days 31 52 55
Inventory Turnover 0.00 0.00 0.00
Accts Payable Turnover 8.75 8.75 8.75
Total Asset Turnover 351 2.82 2.86
Debt Ratios 1999 2000 2001
Debt to Net Worth 511 354 1.92
Short-term Liab. to Liab. 0.65 0.79 0.80
Liquidity Ratios 1999 2000 2001
Current Ratio 1.85 1.62 1.90
Quick Ratio 1.85 1.62 1.90
Net Working Capital $77,589 $118,404 $181,944
Interest Coverage 1.09 494 5.76
Additional Ratios 1999 2000 2001
Assetsto Sales 0.28 0.36 0.35
Debt/Assets 84% 78% 66%
Current Debt/Total Assets 54% 62% 53%
Acid Test 0.75 0.85 0.98
Asset Turnover 3.51 2.82 2.86
Sales/Net Worth 21.46 12.79 8.34
Page 17
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Acme Consulting - Ageendix Tables

Pro-forma Balance Sheet

Assets
Starting Balances

Short-term Assets

Cash $25,000
Accounts Receivable $0
Other ST Assets $7,000
Total ST Assets $32,000
Long-term Assets

Capital Assets $0
Accum. Depreciation $0
Total LT Assets $0
Total Assets $32,000

Liabilities and Capital

Accounts Payable $5,000
ST Notes $0
Other ST Liabilities $0

Subtotal ST Liabilities  $5,000

LT Liabilities $0
Total Liabilities $5,000
Paid in Capital $50,000
Retained Earnings  ($23,000)
Earnings $0
Total Capital $27,000
Total Liab. & Capital  $32,000
Net Worth $27,000

Jan Feb Mar Apr May Jun Jul Aug Sep Oct
$56,928 $36,767 $31,994 $37,163 $40,812 $35,086 $50,572 $71,398 $64,176 $43,072
$10,000 $14,795 $29,589 $44,000 $75,000 $104,000 $87,500 $60,000 $87,500 $120,000

$7,000 $7,000 $7,000 $7,000 $7,000 $7,000 $7,000 $7,000 $7,000 $7,000
$73,928 $58,561 $68,583 $88,163 $122,812 $146,086 $145,072 $138,398 $158,676 $170,072
$0 $0 $0 $0 $0 $0 $0 $0 $0 $0
$0 $0 $0 $0 $0 $0 $0 $0 $0 $0
$0 $0 $0 $0 $0 $0 $0 $0 $0 $0

$73,928 $58,561 $68,583 $88,163 $122,812 $146,086 $145,072 $138,398 $158,676 $170,072

$14,475 $16,656 $17,951 $21,403 $26,149 $30,896 $24,855 $21,403 $33,053 $35,211
$0 $0 $20,000 $40,000 $60,000 $60,000 $60,000 $60,000 $60,000 $60,000
$0 $0 $0 $0 $0 $0 $0 $0 $0 $0

$14,475 $16,656 $37,951 $61,403 $86,149 $90,896 $84,855 $81,403 $93,053 $95,211

$50,000 $50,000 $50,000 $50,000 $50,000 $50,000 $50,000 $50,000 $50,000 $50,000
$64,475 $66,656 $87,951 $111,403 $136,149 $140,896 $134,855 $131,403 $143,053 $145,211

$50,000 $50,000 $50,000 $50,000 $50,000 $50,000 $50,000 $50,000 $50,000 $50,000
($23,000) ($23,000) ($23,000) ($23,000) ($23,000) ($23,000) ($23,000) ($23,000) ($23,000) ($23,000)
($17,548) ($35,095) ($46,368) ($50,240) ($40,338) ($21,810) ($16,783) ($20,005) ($11,378) ($2,139)
$9,453 ($8,095) ($19,368) ($23,240) ($13,338)  $5,190 $10,218 $6,995 $15,623 $24,861
$73,928 $58,561 $68,583 $88,163 $122,812 $146,086 $145,072 $138,398 $158,676 $170,072
$9,453 ($8,095) ($19,368) ($23,240) ($13,338)  $5,190 $10,218 $6,995 $15,623 $24,861

Nov Dec
$43,674 $61,485
$132,500 $100,000
$7,000 $7,000
$183,174 $168,485

$0 $0
$0 $0
$0 $0

$183,174 $168,485

$36,074 $30,896
$60,000 $60,000

$0 $0
$96,074 $90,896

$50,000 $50,000
$146,074 $140,896

$50,000 $50,000
($23,000) ($23,000)
$10,100  $589
$37,100 $27,589
$183,174 $168,485
$37,100 $27,589




Pro-Forma Cash Flow

Net Profit
Plus:
Depreciation
Change in Accounts Payable
Current Borrowing (repayment)
Increase (decrease) Other Liab.
LT Borrowing (repayment)
Capital Input

Subtotal
Less:
Change in Accounts Receivable
Change in Other ST Assets
Capital Expenditure
Dividends

Subtotal
Net Cash Flow
Cash Balance

Jan Feb

$0 $0
$9,475  $2,181
$0 $0

$0 $0
$50,000 $0
$0 $0

$41,928 ($15,366)

$10,000  $4,795

$0 $0
$0 $0
$0 $0

$10,000  $4,795
$31,928 ($20,161)
$56,928 $36,767

Mar

($17,548) ($17,548) ($11,273)

$0
$1,295
$20,000
$0

$0

$0
$10,022

$14,795
$0
$0
$0
$14,795
($4,773)
$31,994

Apr
($3,873)

$0
$3,452
$20,000
$0

$0

$0
$19,580

$14,411
$0

$0

$0
$14,411
$5,169
$37,163

May
$9,903

$0
$4,747
$20,000
$0

$0

$0
$34,649

$31,000
$0

$0

$0
$31,000
$3,649
$40,812

Jun Jul Aug
$18,528  $5,028 ($3,223)

$0 $0 $0
$4,747 ($6,041) ($3,452)
$0 $0 $0
$0 $0 $0
$0 $0 $0
$0 $0 $0

$23,274 ($1,014) ($6,675)

$29,000 ($16,500) ($27,500)

$0 $0 $0
$0 $0 $0
$0 $0 $0

$29,000 ($16,500) ($27,500)
($5,726) $15,486 $20,825
$35,086 $50,572 $71,398

Sep Oct
$8,628  $9,239

$0 $0
$11,651  $2,158
$0 $0
$0 $0
$0 $0
$0 $0

$20,278 $11,396

$27,500 $32,500

$0 $0
$0 $0
$0 $0

$27,500 $32,500
($7,222) ($21,104)
$64,176 $43,072

Nov Dec
$12,239 ($9,511)

$0 $0
$863 ($5,178)
$0 $0
$0 $0
$0 $0
$0 $0

$13,102 ($14,689)

$12,500 ($32,500)
$0 $0
$0 $0
$0 $0

$12,500 ($32,500)
$602 $17,811
$43,674 $61,485




General Assumptions

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
Short-term Interest Rate % 8.00%  8.00%  8.00%  8.00%  8.00% 8.00%  8.00% 8.00% 8.00%  8.00% 8.00%  8.00%
Long-term Interest Rate % 10.00% 10.00% 10.00% 10.00% 10.00% 10.00% 10.00% 10.00% 10.00% 10.00% 10.00% 10.00%
Payment Days Estimator 35 35 35 35 35 35 35 35 35 35 35 35
Collection Days Estimator 45 45 45 45 45 45 45 45 45 45 45 45
Tax Rate % 25.00% 25.00% 25.00% 25.00% 25.00% 25.00% 25.00% 25.00% 25.00% 25.00% 25.00% 25.00%
Expenses in Cash % 25.00% 25.00% 25.00% 25.00% 25.00% 25.00% 25.00% 25.00% 25.00% 25.00% 25.00% 25.00%
Sales on Credit % 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%

Personnel Burden % 14.00% 14.00% 14.00% 14.00% 14.00% 14.00% 14.00% 14.00% 14.00% 14.00% 14.00% 14.00%




Personnel Plan

Partners
Consultants
Editorial/graphic
VP Marketing
Sales people
Office Manager
Secretarial
Other

Other

Total Payroll

Total Headcount
Payroll Burden
Total Payroll Expenditures

Jan
$12,000
$0

$0

$0

$0

$0

$0

$0

$0
$12,000

0
$1,680

Feb
$12,000
$0

$0

$0

$0

$0

$0

$0

$0
$12,000

0
$1,680

Mar
$12,000
$0

$0

$0

$0

$0

$0

$0

$0
$12,000

0
$1,680

Apr
$12,000
$0

$0

$0

$0

$0

$0

$0

$0
$12,000

0
$1,680

May
$12,000
$0

$0

$0

$0

$0

$0

$0

$0
$12,000

0
$1,680

Jun
$12,000
$0

$0

$0

$0

$0

$0

$0

$0
$12,000

0
$1,680

Jul
$12,000
$0

$0

$0

$0

$0

$0

$0

$0
$12,000

0
$1,680

Aug
$12,000
$0

$0

$0

$0

$0

$0

$0

$0
$12,000

0
$1,680

$13,680 $13,680 $13,680 $13,680 $13,680 $13,680 $13,680 $13,680

Sep
$12,000
$0

$0
$5,000
$0

$0

$0

$0

$0
$17,000

0
$2,380
$19,380

Oct
$12,000
$0
$6,000
$5,000
$0
$2,500
$1,750
$0

$0
$27,250

0
$3,815
$31,065

Nov Dec
$12,000 $12,000
$0 $0

$6,000 $6,000
$5,000 $5,000
$0 $0
$2,500 $2,500
$1,750 $1,750
$0 $0

$0 $0
$27,250 $27,250

0 0
$3,815 $3,815
$31,065 $31,065




Profit and Loss (Income Statement)

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
Sales $10,000 $10,000 $20,000 $34,000 $58,000 $75,000 $50,000 $35,000 $70,000 $85,000 $90,000 $55,000
Direct Cost of Sales $2,500 $2,500 $4,000 $8,000 $13,500 $19,000 $12,000 $8,000 $21,500 $24,000 $25,000 $19,000
Other $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0
Total Cost of Sales $2,500 $2,500 $4,000 $8,000 $13,500 $19,000 $12,000 $8,000 $21,500 $24,000 $25,000 $19,000
Gross Margin $7,500 $7,500 $16,000 $26,000 $44,500 $56,000 $38,000 $27,000 $48,500 $61,000 $65,000 $36,000
Gross Margin % 75.00% 75.00% 80.00% 76.47% 76.72% 74.67% 76.00% 77.14% 69.29% 71.76% 72.22% 65.45%
Operating expenses:
Advertising/Promotion $3,000 $3,000 $3,000 $3,000 $3,000 $3,000 $3,000 $3,000 $3,000 $3,000 $3,000 $3,000
Public Relations $2,500 $2,500 $2,500 $2,500 $2,500 $2,500 $2,500 $2,500 $2,500 $2,500 $2,500 $2,500
Travel $7,500  $7,500 $7,500 $7,500 $7,500 $7,500 $7,500 $7,500 $7,500 $7,500 $7,500 $7,500
Miscellaneous $500 $500 $500 $500 $500 $500 $500 $500 $500 $500 $500 $500
Travel $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0
Miscellaneous $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0
Payroll Expense $12,000 $12,000 $12,000 $12,000 $12,000 $12,000 $12,000 $12,000 $17,000 $27,250 $27,250 $27,250
Payroll Burden $1,680 $1,680 $1,680 $1,680 $1,680 $1,680 $1,680 $1,680 $2,380 $3,815 $3,815 $3,815
Depreciation $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0
Leased Equipment $500 $500 $500 $500 $500 $500 $500 $500 $500 $500 $500 $500
Utilities $1,000 $1,000 $1,000 $1,000 $1,000 $1,000 $1,000 $1,000 $1,000 $1,000 $1,000 $1,000
Insurance $300 $300 $300 $300 $300 $300 $300 $300 $300 $300 $300 $300
Rent $1,500 $1,500 $1,500 $1,500 $1,500 $1,500 $1,500 $1,500 $1,500 $1,500 $1,500 $1,500
Other $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0
Contract/Consultants $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0
Total Operating Expenses $30,480 $30,480 $30,480 $30,480 $30,480 $30,480 $30,480 $30,480 $36,180 $47,865 $47,865 $47,865
Profit Before Int. & Taxes ($22,980) ($22,980) ($14,480) ($4,480) $14,020 $25,520 $7,520 ($3,480) $12,320 $13,135 $17,135($11,865)
Interest Expense ST $0 $0 $133 $267 $400 $400 $400 $400 $400 $400 $400 $400
Interest Expense LT $417 $417 $417 $417 $417 $417 $417 $417 $417 $417 $417 $417
Taxes Incurred ($5,849) ($5,849) ($3,758) ($1,291) $3,301 $6,176  $1,676 ($1,074) $2,876 $3,080  $4,080 ($3,170)
Net Profit ($17,548) ($17,548) ($11,273) ($3,873) $9,903 $18,528  $5,028 ($3,223) $8,628 $9,239 $12,239 ($9,511)
Net Profit/Sales -175.48% -175.48% -56.36% -11.39% 17.07% 24.70% 10.06% -9.21% 12.33% 10.87% 13.60% -17.29%




Sales Forecast

Sales

Retainer Consulting
Project Consulting
Market Research
Strategic Reports
Other

Total Sales

Direct Cost of sales
Retainer Consulting
Project Consulting
Market Research
Strategic Reports
Other

Subtotal Cost of Sales

Jan
$10,000
$0

$0

$0

$0
$10,000

$2,500
$0
$0
$0
$0
$2,500

Feb
$10,000
$0

$0

$0

$0
$10,000

$2,500
$0
$0
$0
$0
$2,500

Mar
$10,000
$10,000

$0
$0
$0
$20,000

$2,500
$1,500
$0
$0
$0
$4,000

Apr
$10,000
$20,000

$4,000
$0

$0
$34,000

$2,500
$3,500
$2,000
$0
$0
$8,000

May
$20,000
$30,000

$8,000
$0

$0
$58,000

$2,500
$5,000
$6,000
$0

$0
$13,500

Jun
$20,000
$40,000
$15,000

$0
$0
$75,000

$2,500
$6,500
$10,000
$0

$0
$19,000

Jul
$20,000
$20,000
$10,000

$0
$0
$50,000

$2,500
$3,500
$6,000
$0

$0
$12,000

Aug
$20,000
$10,000

$5,000
$0

$0
$35,000

$2,500
$1,500
$4,000
$0
$0
$8,000

Sep
$20,000
$30,000
$20,000

$0
$0
$70,000

$2,500
$5,000
$14,000
$0

$0
$21,500

Oct
$20,000
$45,000
$20,000

$0
$0
$85,000

$2,500
$7,500
$14,000
$0

$0
$24,000

Nov
$20,000
$50,000
$20,000

$0
$0
$90,000

$2,500
$8,500
$14,000
$0

$0
$25,000

Dec
$20,000
$15,000
$20,000

$0
$0
$55,000

$2,500
$2,500
$14,000
$0

$0
$19,000




SAMPLE PLAN: AMT, Inc.

This sample business plan has been made available to users of Business Plan Pro™,
business planning software published by Palo Alto Software. Our sample plans are
developed by existing companies or new business start-ups as research instruments
to determine market viability or funding availability. Names, locations and numbers
may have been changed, and substantial portions of text may have been omitted to
preserve confidentiality and protect proprietary information.

You are welcome to use this plan as a starting point to create your own, but you do
not have permission to reproduce, publish, distribute or even copy this plan as it exists
here.

Requests for reprints, academic use, and other dissemination of this sample plan
should be addressed to the marketing department of Palo Alto Software.

Copyright Palo Alto Software, Inc., 1999-2000
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1.0 Executive Summary

By focusing on its strengths, its key customers, and the underlying values they need, American
Management Technology, Inc. (AMT, Inc.) will increasesal esto approximately $9millioninthreeyears, while
also improving the gross margin on sales and cash management and working capital.

Thisbusinessplanleadstheway. It renewsour visionand strategicfocus: addingvaluetoour target market
segments, the small business and high-end home office users, in our local market. It also providesthe step-by-
step plan for improving our sales, gross margin, and profitability.

Thisplanincludesthissummary, and chaptersonthecompany, productsand services, market focus, action
plans and forecasts, management team, and financial plan.

1.1 Objectives

1. Sdesincreasing to approximately $9 million by the third year.

2. Bring gross margin back up to above 30%, and maintain that level.
3. Sell $2 million of service, support, and training by 2001.

4.

$10,000,000

£9,000,000
§5,000,000
§7,000,000
§6,000,000
$5,000,000
§4,000,000
$3,000,000
§2,000,000
§1,000,000

§0

Improve inventory turnover to 6 turns next year, 7 in 2000, and 8 in 2001.

Business Plan Highlights

B sales

Gross

B et
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1.2 Mission

AMT isbuilt onthe assumption that the management of information technology for businessislikelegal
advice, accounting, graphic arts, and other bodies of knowledge, in that it is not inherently a do-it-yourself
prospect. Smart business people who aren’t computer hobbyists need to find quality vendors of reliable
hardware, software, service, and support. They need to use these quality vendors as they use their other
professional service suppliers, astrusted allies. AMT is such avendor. It servesits clients as atrusted ally,
providing them with the loyalty of abusiness partner and the economics of an outside vendor. We make sure
that our clients have what they need to run their businesses aswell as possible, with maximum efficiency and
reliability. Many of our information applicationsare mission critical, sowegive our clientsthe assurancethat
wewill be there when they need us.

1.3 Keys to Success

1. Differentiate from box-pushing, price-oriented businesses by offering and delivering service and
support — and charging for it.

2. Increase gross margin to more than 25%.

3. Increase our non-hardware sales to 20% of the total sales by the third year.

2.0 Company Summary

AMT is acomputer reseller based in the Uptown area. It was founded as a consulting-oriented VAR,
became areseller to fill the market need for personal computers, and is emphasizing service and support to
differentiate itself from more price oriented national chains.

2.1 Company Ownership

AMT isaprivately-held C corporation ownedin majority by itsfounder and president, Ralph Jones. There
are six part owners, including four investors and two past employees. The largest of these (in percent of
ownership) are Frank Dudley, our attorney, and Paul Karots, our public relations consultant. Neither owns
more than 15%, but both are active participants in management decisions.

2.2 Company History

AMT hasbeen caughtinthevisegrip of margin squeezesthat haveaffected computer resellersworl dwide.
Although the chart titled Past Financial Performance shows that we have had healthy growth in sales, it al'so
showsdeclining gross margin and declining profits. The moredetailed numbersinthefollowing tableinclude
other indicators of some concern:

The gross margin % has been declining steadily, as we see in the chart. Inventory turnover is getting
steadily worse. All of these concerns are part of the general trend affecting computer resellers. The margin
squeeze is happening throughout the computer industry worldwide.
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Past Performance

1996 1997 1998
Sales $3,773,889 $4,661,902 $5,301,059
Gross Margin $1,189,495 $1,269,261 $1,127,568
Gross % (cal culated) 31.52% 27.23% 21.27%
Operating Expenses $752,083 $902,500 $1,052,917
Collection period (days) 48 52 65
Inventory turnover 7 6 5
Balance Sheet
Short-term Assets 1998
Cash $55,432
Accounts receivable $395,107
Inventory $251,012
Other Short-term Assets $25,000
Total Short-term Assets $726,551
Long-term Assets
Capital Assets $350,000
Accumulated Depreciation $50,000
Total Long-term Assets $300,000
Total Assets $1,026,551
Capital and Liabilities

1998

Accounts Payable $223,897
Short-term Notes $90,000
Other ST Liahilities $15,000
Subtotal Short-term Liabilities $328,897
Long-term Liabilities $284,862
Total Liabilities $613,759
Paid in Capital $500,000
Retained Earnings ($161,860)
Earnings $74,652
Total Capital $412,792
Total Capital and Liabilities $1,026,551
Other Inputs 1998
Payment days 30
Sales on credit $3,445,688
Recelvables turnover 8.72
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2.3 Company Locations and Facilities
Wehaveonelocation—a 7,000 squarefoot storeinasuburban shopping center located conveniently close
to the downtown area. It includes atraining area, service department, offices, and showroom area.
3.0 Products and Services
AMT provides both computer products and services to make them useful to small business. We are
especially focused on providing network systems and services to small and medium business. The systems
includeboth PC-based L AN systemsand minicomputer server-based systems. Our servicesincludedesignand
installation of network systems, training, and support.

3.1 Product and Service Description

In personal computers, we support three main lines:

1. The Super Homeisour smallest and least expensive lineg, initialy positioned by its manufacturer
as ahome computer. We use it mainly as a cheap workstation for small business installations. Its
specificationsinclude ...[additional specifics omitted)].

2. The Power User isour main upscale line. It is our most important system for high-end home and
small business main workstations, because of .... Itskey strengths are .... Its specificationsinclude
....|additional specifics omitted)].

3. TheBusiness Specia is an intermediate system, used to fill the gap in the positioning. Its specifi-
cationsinclude ... [additional specifics omitted)].

Page 4
\

Pace 212




SampLE PLaN: AMT, Inc.

2

In peripherals, accessories and other hardware, we carry acomplete line of necessary items from cables
to forms to mousepads ... [additional specifics omitted)].

In service and support, we offer arange of walk-in or depot service, maintenance contracts and on-site
guarantees. Wehavenot had much success selling service contracts. Our networking capabilities...[additional
specifics omitted].

In software, we sell acompleteline of ... [additional specifics omitted)].
In training, we offer ... [additional specifics omitted)].

3.2 Competitive Comparison

Theonly way we can hopeto differentiatewell isto definethe vision of the company to bean information
technology ally to our clients. Wewill not be ableto competein any effectiveway with the chainsusing boxes
or products as appliances. We need to offer areal aliance.

The benefits we sell include many intangibles: confidence, reliability, knowing that somebody will be
there to answer questions and help at the important times.

These are complex products, products that require serious knowledge and experience to use, and our
competitors sell only the products themsel ves.

Unfortunately, we cannot sell the products at ahigher pricejust because we offer services; themarket has
shown that it will not support that concept. We have to also sell the service and charge for it separately.

3.3 Sales Literature

Copies of our brochure and advertisements are attached as appendices. Of course, one of our first tasks
will beto changethe message of our literatureto make sureweare selling the company, rather than the product.

3.4 Sourcing

Our costs are part of the margin squeeze. As competition on price increases, the squeeze between
manufacturers’ priceinto channels and end-users’ ultimate buying price continues.

With the hardwarelines, our margins are declining steadily. We generally buy at ... Our marginsarethus
being squeezed from the 25% of five years ago to more like 13-15% at present. In the mainline peripheralsa
similar trend shows, with prices for printers and monitors declining steadily. We are al so starting to see that
same trend with software.....

Inorder to hold costsdown asmuch as possi bl e, we concentrate our purchasing with Hauser, which offers
30-day net terms and overnight shipping from the warehouse in Dayton. We need to concentrate on making
sure our volume gives us negotiating strength.

In accessories and add-ons we can still get decent margins, 25% to 40%.
For software, margins are ...
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3.5 Technology

We have for years supported both Windows and Macintosh technology for CPUs, although we've
switched vendors many times for the Windows (and previously DOS) lines. We are a so supporting Novell,
Banyon, and Microsoft networking, Xbase database software, and Claris application products.

3.6 Service and Support

Our strategy hinges on providing excellent service and support. Thisiscritical. We need to differentiate
on service and support, and to therefore deliver as well.

1. Training: details would be essential in areal business plan, but not in this sample plan.
2. Upgrade offers: details would be essential in areal business plan, but not in this sample plan.

3. Our owninterna training: details would be essential in areal business plan, but not in this sample
plan.

4. Instalation services: details would be essential in areal business plan, but not in this sample plan.

5. Custom software services: details would be essential in areal business plan, but not in this sample
plan.

6. Network configuration services: details would be essential in areal business plan, but not in this
sample plan.

3.7 Future Products and Services

We must remain on top of the new technol ogies, becausethisis our bread and butter. For networking, we
need to provide better knowledge of cross platform technologies. Also, we are under pressureto improve our
understanding of direct-connect Internet and related communications. Finaly, although we have a good
command of desktop publishing, we are concerned about getting better at the integration of technologiesthat
creates fax, copier, printer, and voice mail as part of the computer system.

4.0 Market Analysis Summary

AMT focuses onlocal markets, small business and home office, with special focus on the high-end home
office and the 5-20 unit small business office.
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4.1 Market Segmentation

The segmentation allows some room for estimates and nonspecific definitions. We focus on a small-
medium level of small business, and it is hard to find information to make an exact classification. Our target
companies are large enough to need the high-quality information technology management we offer, but too
small to have aseparate computer management staff such asan M1 Sdepartment. We say that our target market
has 10-50 employees, and needs 5-20 workstations tied together in alocal area network; the definition is
flexible.

Defining the high-end home office is even more difficult. We generally know the characteristics of our
target market, but we can’t find easy classificationsthat fit into avail able demographics. The high-end home
officebusinessisabusiness, not ahobby. It generatesenough money to merit theowner’ spaying real attention
to the quality of information technology management, meaning that there is both budget and concerns that
warrant workingwith our level of quality serviceand support. Wecanassumethat wearen'’ t talking about home
offices used only part-time by people who work elsewhere during the day, and that our target market home
office wants to have powerful technology and alot of links between computing, telecommunications, and
video.

Market Analysis

Potential Customers Growth 1999 2000 2001 2002 2003 CAGR
Consumer 2% 12,000 12,240 12,485 12,735 12,990 2.00%
Small Business 5% 15,000 15,750 16,538 17,365 18,233 5.00%
Large Business 8% 33,000 35640 38491 41570 44,896 8.00%
Government -2% 36,000 35280 34,574 33,883 33205  -2.00%
Other 0% 19,000 19,000 19,000 19,000 19,000 0.00%
Total 2.78% 115000 117,910 121,088 124,553 128,324 2.78%

Potential Market by Segment

B Consumer
Small Business
B Large Business
Government
I other
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4.2 Target Market Segment Strategy

We are part of the computer reselling business, which includes several kinds of businesses:

1. Computer deders: storefront computer resellers, usually less than 5,000 square feet, often focused
on afew main brands of hardware, usually offering only a minimum of software, and variable
amounts of service and support. These are usually old-fashioned (1980s-style) computer stores
and they usually offer relatively few reasons for buyers to shop with them. Their service and
support is not usually very good and their prices are usually higher than the larger stores.

2. Chain stores and computer superstores: these include major chains such as CompUSA, Computer
City, Future Shop, etc. They are almost always more than 10,000 sguare feet of space, usually
offer decent walk-in service, and are often warehouse-like locations where people go to find
products in boxes with very aggressive pricing, and little support.

3. Mail order: the market is served increasingly by mail order businesses that offer aggressive
pricing of boxed product. For the purely price-driven buyer, who buys boxes and expects no
service, these are very good options.

4. Others: there are many other channels through which people buy their computers, usually varia-
tions of the main three types above.

4.2.1 Market Needs

Since our target market is the service seeker, the most important market needs are support, service,
training, andinstallation, inthat order. Oneof thekey pointsof our strategy isthefocusontarget sesgmentsthat
know and understand these needs and are willing to pay to have them filled.

All personal computer users need support and service. The self reliant ones, however, supply those needs
themselves. Inhome offices, thesearethe knowl edgeabl e computer userswholiketo doit themselves. Among
the businesses, these are businesses that have people on staff.

4.2.2 Market Trends

The most obvious and important trend in the market is declining prices. This has been true for years, but
thetrend seemsto be accel erating. We seethe maj or brand-name manufacturers putting systemstogether with
amazing specs—more power, more speed, more memory, more disk storage—at amazing prices. The major
chain shops are selling brand-name powerful computers for less than $1,000.

Thismay berelated to asecond trend, whichisthecomputer asthrow-away appliance. By thetimeasystem
needsupgrading, itischeaper to buy completely new. Theincreasing power and storage of asub-$1000 system
means buyers are asking for less service.

Athirdtrendisever greater connectivity. Everybody wantsontothelnternet, and every small officewants
aLAN. A lot of small offices want their LAN connected to the Internet.
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4.2.3 Market Growth
As prices fall, unit sales increase. The published market research on sales of personal computers is

astounding, asthe United States market alone is absorbing more than 30 million units per year, and sales are
growing at more than 20 percent per year. We could quote Dataquest, Infocorp, IDC, or others; it doesn’t
matter, they all agree on high growth of CPU sales.

Where growth isnot asobviousistheretail market. A report in CRW says Dell isnow selling $5 million

monthly over the Web, and we assume Gateway and Micron are both close to that. Direct mail has given way
to the Web, but catalogs are still powerful, and the non-retail sale is more accepted every day. Thelast study
wesaw published hasretail salesgrowing at 5% per year, while Web salesand direct salesare growing at 25%
or 30%.

4.3 Industry Analysis

We are part of the computer reselling business, which includes several kinds of businesses:

1. Computer dedlers: storefront computer resellers, usually less than 5,000 square feet, often focused
on afew main brands of hardware, usually offering only a minimum of software, and variable
amounts of service and support. These are usually old-fashioned (1980s-styl€) computer stores
and they usually offer relatively few reasons for buyers to shop with them. Their service and
support is not usually very good and their prices are usually higher than the larger stores.

2. Chain stores and computer superstores:. these include major chains such as CompUSA, Computer
City, Future Shop, etc. They are aimost always more than 10,000 square feet of space, usually
offer decent walk-in service, and are often warehouse-like locations where people go to find
products in boxes with very aggressive pricing, and little support.

3. Mail order: the market is served increasingly by mail order businesses that offer aggressive
pricing of boxed product. For the purely price-driven buyer, who buys boxes and expects no
service, these are very good options.

4. Others: there are many other channels through which people buy their computers, usually varia-
tions of the main three types above.

4.3.1 Industry Participants

1. Thenational chainsare agrowing presence. CompUSA, Computer City, Incredible Universe,
Babbages, Egghead, and others. They benefit from national advertising, economies of scale,
volume buying, and ageneral trend toward name-brand loyalty for buying in the channels as well
as for products.

2. Local computer stores are threatened. These tend to be small businesses, owned by people who
started them because they liked computers. They are undercapitalized and under-managed.
Margins are squeezed as they compete against the chains, in a competition based on price more
than on service and support.
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4.3.2 Distribution Patterns

Small Businesstarget buyersare accustomed to buying from vendorswho visit their offices. They expect
the copy machine vendors, office products vendors, and office furniture vendors, aswell asthelocal graphic
artists, freelance writers, or whomever, to visit their office to make their sales.

Thereisusually alot of leakagein ad-hoc purchasing through local chain storesand mail order. Oftenthe
administrators try to discourage this, but are only partially successful.

Unfortunately our Home Office target buyers may not expect to buy from us. Many of them turn
immediately to the superstores (office equipment, office supplies, and el ectronics) and mail order to look for
the best price, without realizing that there is a better option for them at only alittle bit more.

4.3.3 Competition and Buying Patterns

The Small Business buyers understand the concept of service and support, and are much more likely to
pay for it when the offering is clearly stated.

There is no doubt that we compete much more against all the box pushers than against other service
providers. We need to effectively compete against the idea that businesses should buy computers as plug-in
appliances that don’t need ongoing service, support, and training.

Our focus group sessions indicated that our target Home Offices think about price but would buy based
on quality serviceif the offering were properly presented. They think about price becausethat’ sall they ever
see. We have very good indications that many would rather pay 10-20% more for arelationship with along-
termvendor providing backup and quality serviceand support; they end upinthebox-pusher channel sbecause
they aren’t aware of the alternatives.

Availability is also very important. The Home Office buyers tend to want immediate, local solutionsto
problems.

4.3.4 Main Competitors
Chain stores:

We have Store 1 and Store 2 already within the valley, and Store 3 is expected by the end of next year. If
our strategy works, we will have differentiated ourselves sufficiently to not have to compete against these
stores.

Strengths: national image, high volume, aggressive pricing, economies of scale.
Weaknesses: lack of product, service and support knowledge, lack of personal attention.
Other local computer stores:

Store4 and Store5 arebothinthedowntown area. They areboth competing agai nst the chainsinan attempt
tomatch prices. When asked, the ownerswill complain that marginsare squeezed by the chainsand customers
buy on price only. They say they tried offering services and that buyers didn’t care, instead preferring lower
prices. We think the problem is also that they didn't really offer good service, and aso that they didn’t
differentiate from the chains.
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5.0 Strategy and Implementation Summary

The home offices in Tintown are an important growing market segment. Nationally, there are approxi-
mately 30 million home offices, and the number isgrowing at 10% per year. Our estimatein this plan for the
home offices in our market service area is based on an analysis published four months ago in the local
newspaper.

Home officesinclude several types. The most important, for our plan’s focus, are the home offices that
are the only offices of real businesses, from which people make their primary living. These are likely to be
professional services such as graphic artists, writers, and consultants, some accountants and the occasional
lawyer, doctor, or dentist. There are al so part-time home officeswith peoplewho are empl oyed during the day
but work at homeat night, peoplewhowork at hometo providethemsel veswith apart-timeincome, or people
who maintain home offices relating to their hobbies; we will not be focusing on this segment.

Small business within our market includes virtually any business with aretail, office, professional, or
industrial location outside of someone’s home, and fewer than 30 employees. We estimate 45,000 such
businesses in our market area.

The 30-employee cutoff isarbitrary. We find that the larger companiesturn to other vendors, but we can
sell to departments of larger companies, and we shouldn’t be giving up leads when we get them.

5.1 Strategy Pyramids

For placing emphasison serviceand support, our maintacti csare networking expertise, excellent training,
and developing our own proprietary software/network administrative system. Our specific programs for
networkingincludemailersandinternal training. Specific programsfor trainingincludedirect mail promotion,
andtrain-the-trainersprograms. For devel oping our own proprietary systems, our programsarecompany direct
mail marketing, and working with VARs.

Our second strategy is emphasizing relationships. The tactics are marketing the company (instead of the
products), moreregular contactswiththe customer, andincreasing sal esper customer. Programsfor marketing
the company include new sales literature, revised ad strategy, and direct mail. Programs for more regular
contactsinclude callbacksafter installation, direct mail, and sal es management. Programsfor increasing sales
per customer include upgrade mailings and sales training.

5.2 Value Proposition

Our value proposition hasto be different from the standard box-oriented retail chain. We offer our target
customer, who is service seeking and not self reliant, avendor who actsasastrategic aly, at apremium price
that reflects the value of reassurance that systemswill work.

5.3 Competitive Edge

Our competitive edge is our positioning as a strategic ally with our clients, who are clients more than
customers. By building a business based on long-standing relationships with satisfied clients, we simulta-
neously build defenses against competition. The longer the rel ationship stands, the more we help our clients
understand what we offer them and why they need it.
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5.4 Marketing Strategy

The marketing strategy is the core of the main strategy:

1. Emphasize service and support.

2. Build arelationship business.

3. Focus on small business and high-end home office as key target markets.

5.4.1 Positioning Statements

For businesspeople who want to be sure their computer systems are alwaysworking reliably, AMT isa
vendor and trusted strategic ally who makes sure their systemswork, their people are trained, and their down
timeisminimal. Unlikethe chain retail stores, it knowsthe customer and goesto hisor her site when needed,
and offers proactive support, service, training, and installation.

5.4.2 Pricing Strategy

We must charge appropriately for the high-end, high-quality service and support we offer. Our revenue
structure has to match our cost structure, so the salaries we pay to assure good service and support must be
balanced by the revenue we charge.

We cannot build the service and support revenue into the price of products. The market can’'t bear the
higher prices and the buyer feelsill-used when they see the same product priced lower at the chains. Despite
the logic behind this, the market doesn’t support this concept.

Therefore, we must make sure that we deliver and charge for service and support. Training, service,
installation, networking support—all of this must be readily available and priced to sell and deliver revenue.

5.4.3 Promotion Strategy

We depend on newspaper advertising as our main way to reach new buyers. As we change strategies,
however, we need to change the way we promote ourselves:

1. Advertising

WEe'll be developing our core positioning message: “24 Hour On-Site Service - 365 Daysa Y ear
With No Extra Charges’ to differentiate our service from the competition. We will be using local
newspaper advertising, radio, and cable TV to launch the initial campaign.

2. SalesBrochure

Our collaterals have to sell the store, and visiting the store, not the specific book or discount
pricing.

3. Direct Mail

We must radically improve our direct mail efforts, reaching our established customers with
training, support services, upgrades, and seminars.
Page 12
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4. Loca Media
It's time to work more closely with the local media. We could offer thelocal radio aregular talk
show on technology for small business, as one example.

5.4.4 Distribution Strategy

Our most important marketing program is[specificsomitted]. [Name] will be responsibl e, with budget of
SXX XXX andmilestonedateof [date]. Thisprogramisintendedto[objectivesomitted]. Achievement should
be measured by [specific concrete measurement].

Another key marketing program is [specifics omitted]. [Name] will be responsible, with budget of
$XX, XXX and milestonedateof [date]. Thisprogramisintended to[objectivesomitted]. Achievement should
be measured by [specific concrete measurement].

5.5 Sales Strategy

1. Weneed to sell the company, not the product. We sell AMT, not Apple, IBM, Hewlett-Packard,
or Compaq, or any of our software brand names.

2. Wehaveto sell our service and support. The hardware is like the razor, and the support, service,
software services, training, and seminars are the razor blades. We need to serve our customers
with what they really need.

3. TheYearly Total Sales chart summarizes our ambitious sales forecast. We expect salesto
increase from $5.3 million last year to more than $7 million next year and $9 million in the last
year of thisplan.

Yearly Total Sales
$10,000,000 -
$9,000,000
$8,000,000
$7,000,000
$6,000,000
$5,000,000 H B sales
$4,000,000
$3,000,000
$2,000,000
$1,000,000
50
1989 2000 2001
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5.5.1 Sales Forecast
Theimportant elementsof thesalesforecast areshownintheTotal Salesby MonthinY ear 1table. Thenon-
hardware salesincrease to about $2 million total in the third year.
Sales Forecast
Unit Sales 1999 2000 2001
Systems 2,255 2,500 2,800
Service 3,128 6,000 7,500
Software 3,980 5,000 6,500
Training 2,230 4,000 8,000
Other 2,122 2,500 3,000
Total Unit Sales 13,715 20,000 27,800
Unit Prices 1999 2000 2001
Systems $1,980.80 $1,984.50 $1,980.80
Service $68.47 $34 $87
Software $212.86 $195 $180
Training $46.58 $72 $79
Other $394.21 $300 $394
Sales 1999 2000 2001
Systems $4,466,708 $4,961,240 $5,546,245
Service $214,159 $504,000 $652,500
Software $847,183 $975,000 $1,170,000
Training $103,865 $288,000 $632,000
Other $836,520 $750,000 $1,182,639
Total Sales $6,468,434 $7,478,240 $9,183,384
Direct Unit Costs 1999 2000 2001
Systems $1,700.00 $1,686.82 $1,683.68
Service $58.08 $33.60 $34.80
Software $120.00 $117.00 $108.00
Training $11.10 $21.60 $23.70
Other $90.00 $90.00 $118.26
Direct Cost of Sdes 1999 2000 2001
Systems $3,833,500 $4,217,054 $4,714,308
Service $181,680 $201,600 $261,000
Software $477,600 $585,000 $702,000
Training $24,753 $86,400 $189,600
Other $190,980 $225,000 $354,792
Subtotal Direct Cost of Sdles $4,708,513 $5,315,054 $6,221,700
Page 14
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Total Sales by Month in Year 1
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5.5.2 Sales Programs

1. Direct mail: Use great detail to describe your company’s programs here.

2. Seminars. Usegreat detail to describe your company’s programs here.

5.6 Strategic Alliances

Our important milestones are shown on the following table. Row by row, they track the need to follow up
on strategy with specific activities. Most of the activities on the list can be easily tied to our strategic goals of
selling more service and enhancing the relationship with the customer.

Business Plan Milestones

May

Milestone
Corporateidentity
Seminar implementation
Businessplan review
Upgrade mailer

New corporate brochure
Delivery vans

Direct mail

Advertising

X4 prototype
Servicerevamp

6 Presentations

X4 Testing

3 Accounts

L30 prototype

Tech99 Expo

VPS&M hired

Mailing system

Totals

Manager PlannedDate Department

TJ 12/17/98 Marketing
IR 1/10/99 Sdes

RJ 1/10/99 GM

IR 1/16/99 Sdes

TJ 1/16/99 Marketing
SD 1/25/99 Service
IR 2/16/99 Marketing
RJ 2/16/99 GM

SG 2/25/99 Product
SD 2/25/99 Product
IR 2/25/99 Sdes

SG 3/6/99 Product
SD 3/17/99 Sdes

PR 3/26/99 Product
B 4/12/99 Marketing
XK 6/11/99 Sdes

SD 7/25/99 Service

Jun
Jul

Budget
$10,000
$1,000
$0
$5,000
$5,000
$12,500
$3,500
$115,000
$2,500
$2,500
$0
$1,000
$0
$2,500
$15,000
$1,000
$5,000
$181,500

Page 15

Aug
Sep

Oct
Nov
Dec

Actual Date  Actua Budget DateVariance Budget Variance

1/15/99 $12,004 (29) ($2,004)
12/27/98 $5,000 14 ($4,000)
1/23/99 $500 (13) ($500)
2/12/99 $12,500 @7 ($7,500)
1/15/99 $5,000 1 $0
2/26/99 $3,500 (32) $9,000
2/25/99 $2,500 ) $1,000
3/6/99 $100,000 (19) $15,000
2/25/99 $181,500 0 ($179,000)
2/25/99 $2,500 0 $0
1/10/99 $0 46 $0
1/16/99 $0 50 $1,000
3/17/99 $0 0 $0
4/11/99 $0 (16) $2,500
1/25/99 $0 78 $15,000
7/25/99 $181,500 (44) ($180,500)
7114/99 $7,654 1 ($2,654)

$514,158 1 ($332,658)

J
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6.0 Management Summary

Our management philosophy isbased onresponsibility and mutual respect. Peoplewhowork at AMT want
towork at AMT because we have an environment that encourages creativity and achievement.

6.1 Organi ational Structure
1. Theteam includes 22 employees, under a president and four managers.

2. Our main management divisions are sales, marketing, service, and administration. Service handles
service, support, training, and development.

6.2 Management Team

Ralph Jones, President: 46 yearsold, founded AMT in 1984 to focus on reselling high-powered personal
computers to small business. Degree in computer science, 15 years with Large Computer Company, Inc. in
positions ending with project manager. Ralph has been attending courses at the local Small Business
Development Center for more than six years now, steadily adding business skillsand businesstraining to his
technical background.

SabrinaBenson, VP Marketing: 36 yearsold, joined uslast year following avery successful career with
Continental Computers. Her hiring was the culmination of along recruiting search. With Continental she
managed the VAR marketing division. She is committed to re-engineering AMT to be a service and support
business that sells computers, not vice-versa. MBA, undergraduate degreein history.

Gary Andrews, VP Service and Support: 48 years old, has been with AMT for seven years, and prior to
that spent 18 yearswith Large Computers, Inc. in programming and service-rel ated positions, . M Sin computer
science and BSin electrical engineering.

LauraDannis, VP Sales: 32yearsold, joined AMT part-timein 1991 and went full-timein 1992. A former
teacher, she has very high people skills. BA in elementary education. She has also taken several sales
management courses at the local SBDC.

John Peters, Director of Administration: 43 years old, started with AMT as a part-time bookkeeper in
1987, and has become the full-time administrative and financial backbone of the company.

6.3 Management Team Gaps
At present webelievewehaveagood team for covering the main pointsof the businessplan. Theaddition
of Sabrina Benson was important as away to cement our fundamental repositioning and re-engineering.

At present, weareweakest intheareaof technical capabilitiesto managethedatabase marketing programs
and upgraded service and support, particularly with cross-platform networks. We also need to find atraining
manager.

Page 16
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6.4 Personnel Plan
The Personnel Plan reflects the need to bolster our capabilities to match our positioning. Our total
headcount should increase to 22 thisfirst year, and to 30 by the third year.
Personnel Plan
Production 1999 2000 2001
Manager $36,000 $40,000 $40,000
Assistant $12,000 $13,000 $14,000
Technica $12,500 $35,000 $35,000
Technica $12,500 $35,000 $35,000
Technica $24,000 $27,500 $27,500
Fulfillment $24,000 $30,000 $60,000
Fulfillment $18,000 $22,000 $50,000
Other $0 $0 $0
Subtotal $139,000 $202,500 $261,500
Sales and Marketing Personnel
Manager $72,000 $76,000 $80,000
Technical sales $60,000 $63,000 $85,000
Technical sales $45,500 $46,000 $46,000
Salesperson $40,500 $55,000 $64,000
Salesperson $40,500 $50,000 $55,000
Salesperson $33,500 $34,000 $45,000
Salesperson $31,000 $38,000 $45,000
Salesperson $21,000 $30,000 $33,000
Salesperson $0 $30,000 $33,000
Other $0 $0 $0
Subtotal $344.,000 $422,000 $486,000
Generad and Administrative Personnel
President $66,000 $69,000 $95,000
Finance $28,000 $29,000 $30,000
Admin Assistant $24,000 $26,000 $28,000
Bookkeeping $18,000 $25,000 $30,000
Clerica $12,000 $15,000 $18,000
Clerica $7,000 $15,000 $18,000
Clerica $0 $0 $15,000
Other $0 $0 $0
Subtotal $155,000 $179,000 $234,000
Other Personnel
Programming $36,000 $40,000 $44,000
Other technical $0 $30,000 $33,000
Other $0 $0 $0
Subtotal $36,000 $70,000 $77,000
Page 17 )
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Total Payroll $674,000 $873,500 $1,058,500
Payroll Burden $107,840 $139,760 $169,360
Total Payroll Expenditures $781,840 $1,013,260 $1,227,860

6.5 Other Management Considerations

Our attorney, Frank Dudley, isalso a cofounder. He invested significantly in the company over a period
of time during the 1980’ s. He remains agood friend of Ralph and has been a steady source of excellent legal
and business advice.

Paul Karots, public relationsconsultant, isal so acofounder and co-owner. LikeDudley, heinvestedinthe
early stages and remains atrusted confidant and vendor of public relations and advertising services.

7.0 Financial Plan

Themostimportant elementinthefinancial planisthecritical needforimproving several of thekey factors
that impact cash flow:

1. Wemust at any cost stop the slide in inventory turnover and devel op better inventory manage-
ment to bring the turnover back up to 8 turns by the third year. This should also be a function of
the shift in focus towards service revenues to add to the hardware revenues.

2. Wemust also bring the gross margin back up to 25%. Thistoo isrelated to improving the mix
between hardware and service revenues, because the service revenues offer much better margins.

3. We plan to borrow another $150,000 long-term this year. The amount seemsin line with the
bal ance sheet capabilities.

7.1 Important Assumptions

The financial plan depends on important assumptions, most of which are shown in Table 7.1. The key
underlying assumptions are:

1. Weassume aslow-growth economy, without major recession.

2. Weassume of course that there are no unforeseen changes in technology to make products
immediately obsolete.

On our General Assumptionstable, the most ambitious and al so the most questionable assumptionisour
projected improvement in inventory turnover. Thisiscritical to healthy cash flow, but will also be difficult.

Page 18
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General Assumptions
1999 2000 2001
Short-term Interest Rate % 8.00% 8.00% 8.00%
Long-term Interest Rate % 8.50% 8.50% 8.50%
Payment Days Estimator 45 45 45
Collection Days Estimator 45 45 45
Inventory Turnover Estimator 7.00 7.00 7.00
Tex Rate % 20.00% 20.00% 20.00%
Expensesin Cash % 14.00% 14.00% 14.00%
Sales on Credit % 70.00% 70.00% 70.00%
Personnel Burden % 16.00% 16.00% 16.00%
7.2 Key Financial Indicators
The Benchmark Comparison chart highlights our ambitious plans to correct declining gross margin and
inventory turnover. The chart illustrates why we think the ambitious sales increases we plan are reasonable.
We have had similar increasesin the recent past.
Benchmark Comparison
180 -
180 H
140 H
120 H i = 1898
| 1897
100 11| 1 [ RELE
080 H 1899
0.60 H ] B :zoo0
- 2001
0.40 H
0.20 H ]
L
0.00 44
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7.3 Break-even Analysis

For our break-even analysis, we assume running costs of approximately $96,000 per month, which
includes our full payroll, rent, and utilities, and an estimation of other running costs. Payroll alone, at our
present run rate, is only about $55,000.

Margins are harder to assume. Our overall average of $343/248 is based on past sales. We hopeto attain
amargin that high in the future.

The chart shows that we need to sell about $350,000 per month to break even, according to these
assumptions. Thisisabout half of our planned 1999 saleslevel, and significantly below our last year’s sales
level, so we believe we can maintain it.

Break-even Anaysis:
Monthly Units Break-even 824
Monthly Sales Break-even $352,336
Assumptions:
Average Per-Unit Revenue $427.69
Average Per-Unit Variable Cost $311.41
Estimated Monthly Fixed Cost $95,792
Breakeven Analysis
$40,000 /
$20,000 /
$O T /
-$20,000 /
-$40,000 /
-$60,000 /
-$80,000 - /
S T T T T
© 88 88 88 8 8 8 8 8
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7.4 Projected Profit and Loss
The most important assumption in the Projected Profit and L oss statement isthe gross margin, whichis
supposed to increase. Thisis up from barely 21% in the last year. The increase in gross margin is based on
changing our sales mix, and it iscritical.
Month-by-month assumptions for profit and loss are included in the appendices.
Profit and Loss (Income Statement)
1999 2000 2001
Sales $6,468,434 $7,478,240 $9,183,384
Direct Cost of Sales $4,708,513 $5,315,054 $6,221,700
Production payroll $139,000 $202,500 $261,500
Other $6,000 $6,600 $7,260
Total Cost of Sales $4,853,513 $5,524,154 $6,490,460
Gross Margin $1,614,921 $1,954,086 $2,692,924
Gross Margin % 24.97% 26.13% 29.32%
Operating expenses:
Sdes and Marketing Expenses
Sdles and Marketing Payroll $344,000 $422,000 $486,000
Ads $125,000 $140,000 $175,000
Catalog $25,000 $19,039 $19,991
Mailing $113,300 $120,000 $150,000
Promo $16,000 $20,000 $25,000
Shows $20,200 $25,000 $30,000
Literature $7,000 $10,000 $12,500
PR $1,000 $1,250 $1,500
Seminar $31,000 $45,000 $60,000
Service $10,250 $12,000 $15,000
Training $5,400 $7,000 $15,000
Total Sales and Marketing Expenses $698,150 $821,289 $989,991
Sdes and Marketing % 10.79% 10.98% 10.78%
Genera and Administrative Expenses
General and Administrative Payroll $155,000 $179,000 $234,000
Payroll Burden $107,840 $139,760 $169,360
Depreciation $12,681 $13,315 $13,981
L eased Equipment $30,000 $31,500 $33,075
Utilities $9,000 $9,450 $9,923
Insurance $6,000 $6,300 $6,615
Rent $84,000 $88,200 $92,610
Other $0 $0 $0
Other $6,331 $6,648 $6,980
Page 21
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Total General and Administrative Expenses $410,852 $474,173 $566,544
Generd and Administrative % 6.35% 6.34% 6.17%
Other Expenses
Other Payroll $36,000 $70,000 $77,000
Contract/Consultants $1,500 $5,000 $30,000
Other
Total Other Expenses $37,500 $75,000 $107,000
Other % 0.58% 1.00% 1.17%
Total Operating Expenses $1,149,502 $1,370,462 $1,663,535
Profit Before Interest and Taxes $465,419 $583,624 $1,029,389
Interest Expense Short-term $7,867 $8,000 $8,000
Interest Expense Long-term $29,628 $26,833 $21,162
Taxes Incurred $85,585 $109,758 $200,045
Net Profit $342,339 $439,033 $800,182
Net Profit/Sales 5.29% 5.87% 8.71%
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7.5 Projected Cash Flow
The cash flow depends on assumptions for inventory turnover, payment days, and accounts receivable
management. Our projected 45-day collection daysiscritical, and it isalso reasonable. We need $150,000in
new financing in March to get through a cash flow dip aswe build up for midyear sales.
Pro-Forma Cash Flow
1999 2000 2001
Net Profit $342,339 $439,033 $800,182
Plus:
Depreciation $12,681 $13,315 $13,981
Change in Accounts Payable $537,079 $96,220 $152,274
Current Borrowing (repayment) $10,000 $0 $0
Increase (decrease) Other Liabilities $0 $0 $0
Long-term Borrowing (repayment) $63,292 ($64,953) ($68,484)
Capital Input $325,000 $0 $0
Subtotal $1,290,391 $483,615 $897,953
Less: 1999 2000 2001
Change in Accounts Receivable $449,771 $131,896 $222,718
Change in Inventory $746,874 $137,884 $198,673
Change in Other ST Assets $0 $0 $0
Capital Expenditure $90,000 $200,000 $400,000
Dividends $0 $0 $0
Subtotal $1,286,645 $469,780 $821,391
Net Cash Flow $3,746 $13,835 $76,562
Cash Balance $59,178 $73,013 $149,575
Cash Analysis
$200,000
$150,000 -+
$100,000 -+
$50,000 T
Il Cash Flow
7 Cash Balance
-$50,000
-$100,000
-$150,000 r - r - @/
slalslzlzlsislisglglalslgl
Page 23
J

PaceE 231



HurpLE: THE Book oN BusiINEss PLANNING

-
7.6 Projected Balance Sheet
The Projected Balance Sheet is quite solid. We do not project any real trouble meeting our debt
obligations—as long as we can achieve our specific objectives.
Pro forma Balance Sheet
Assets
Starting Balances

Short-term Assets 1999 2000 2001
Cash $55,432 $59,178 $73,013 $149,575
Accounts Receivable $395,107 $844,878 $976,775 $1,199,493
[nventory $251,012 $997,886 $1,135,770 $1,334,443
Other Short-term Assets $25,000 $25,000 $25,000 $25,000
Total Short-term Assets $726,551 $1,926,942 $2,210,558 $2,708,511
Long-term Assets
Capital Assets $350,000 $440,000 $640,000 $1,040,000
Accumul ated Depreciation $50,000 $62,681 $75,996 $89,977
Total Long-term Assets $300,000 $377,319 $564,004 $950,023
Total Assets $1,026,551 $2,304,261 $2,774,562 $3,658,534
Liabilities and Capital

1999 2000 2001
Accounts Payable $223,897 $760,976 $857,196 $1,009,471
Short-term Notes $90,000 $100,000 $100,000 $100,000
Other Short-term Liabilities $15,000 $15,000 $15,000 $15,000
Subtotal Short-term Liabilities $328,897 $875,976 $972,196 $1,124,471
Long-term Liabilities $284,862 $348,154 $283,201 $214,717
Total Liabilities $613,759 $1,224,130 $1,255,397 $1,339,188
Paid in Capita $500,000 $825,000 $825,000 $825,000
Retained Earnings ($161,860) ($87,208) $255,131 $694,165
Earnings $74,652 $342,339 $439,033 $800,182
Total Capital $412,792 $1,080,131 $1,519,165 $2,319,347
Total Liahilities and Capital $1,026,551 $2,304,261 $2,774,562 $3,658,534
Net Worth $412,792 $1,080,131 $1,519,165 $2,319,347
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7.7 Business Ratios
Thetablefollowswith our main businessratios. We do intend to improve gross margin, collection days,
and inventory turnover.
Ratio Analysis
Profitability Ratios: 1999 2000 2001
Gross Margin 24.97% 26.13% 29.32%
Net Profit Margin 5.29% 5.84% 8.68%
Return on Assets 14.86% 15.74% 21.83%
Return on Equity 31.69% 28.78% 34.46%
Activity Ratios 1999 2000 2001
AR Turnover 5.36 5.36 5.36
Collection Days 50 64 62
Inventory Turnover .77 5.18 5.25
Accts Payable Turnover 5.90 5.90 5.90
Total Asset Turnover 281 2.70 251
Debt Ratios 1999 2000 2001
Debt to Net Worth 113 0.83 0.58
Short-term Liab. to Liab. 0.72 0.77 0.84
Liquidity Ratios 1999 2000 2001
Current Ratio 2.20 2.27 240
Quick Ratio 1.06 110 122
Net Working Capital $1,050,966  $1,235,842  $1,578,874
Interest Coverage 1241 16.66 35.19
Additional Ratios 1999 2000 2001
Assetsto Sales 0.36 0.37 0.40
Debt/Assets 53% 45% 3%
Current Debt/Total Assets 38% 35% 31%
Acid Test 0.10 0.10 0.15
Asset Turnover 281 2.70 251
Sales/Net Worth 5.99 4.93 3.97
Page 25
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Assets
Starting Balances
Short-term Assets

Cash $55,432
Accounts Receivable $395,107
Inventory $251,012
Other ST Assets $25,000
Total ST Assets $726,551
Long-term Assets

Capital Assets $350,000
Accum. Depreciation $50,000
Total LT Assets $300,000
Total Assets $1,026,551

Liabilities and Capital

Accounts Payable $223,897
Short-term Notes $90,000
Other ST Liabilities $15,000
Subtotal ST Liabilities $328,897
Long-term Liabilities $284,862
Total Liabilities $613,759
Paid in Capital $500,000
Retained Earnings ($161,860)
Earnings $74,652
Total Capital $412,792
Total Liab. & Capital $1,026,551
Net Worth $412,792

AMTz Inc. - AEEendix Tables

Pro-forma Balance Sheet

Jan
$108,508
$277,923
$333,445

$25,000
$744,876

$375,000
$51,000
$324,000
$1,068,876

Jan
$268,569
$90,000
$15,000
$373,569

$281,920
$655,489

$500,000
($87,208)
$595
$413,387
$1,068,876

$413,387

Feb
$141,078
$354,332
$444,104

$25,000
$964,514

$375,000
$52,010
$322,990
$1,287,504

Feb
$369,549
$190,000

$15,000
$574,549

$278,958
$853,506

$525,000
($87,208)
($3,795)
$433,997
$1,287,504

$433,997

Mar
$153,148
$430,575
$544,477

$25,000
$1,153,200

$390,000
$53,030
$336,970
$1,490,170

Mar
$428,414
$220,000

$15,000
$663,414

$375,974
$1,039,388

$525,000
($87,208)
$12,990
$450,782
$1,490,170

$450,782

Apr
$5,027
$636,674
$699,578
$25,000
$1,366,278

$390,000
$54,060
$335,940
$1,702,218

Apr
$560,724
$140,000

$15,000
$715,724

$372,970
$1,088,694

$525,000
($87,208)
$175,732
$613,524
$1,702,218

$613,524

May
$32,208
$696,256
$879,836
$175,000
$1,783,300

$440,000
$55,100
$384,900
$2,168,200

May
$702,163
$140,000

$15,000
$857,163

$369,944
$1,227,107

$825,000
($87,208)
$203,300
$941,092
$2,168,200

$941,002

Jun
$73,174
$565,392
$648,051
$175,000
$1,461,618

$440,000
$56,150
$383,850
$1,845,468

Jun
$514,886
$0
$15,000
$529,886

$366,897
$896,783

$825,000
($87,208)
$210,893
$948,685
$1,845,468

$948,685

Jul
$58,626
$423,890
$459,866
$475,000
$1,417,381

$440,000
$57,211
$382,789
$1,800,170

Jul
$378,036
$100,000

$15,000
$493,036

$363,828
$856,863

$825,000
($87,208)
$205,515
$943,307
$1,800,170

$943,307

Aug
$23,036
$341,268
$401,460
$475,000
$1,240,763

$440,000
$58,283
$381,717
$1,622,480

Aug
$324,275
$0
$15,000
$339,275

$360,737
$700,012

$825,000
($87,208)
$184,676
$922,468
$1,622,480

$922,468

Sep
$11,478
$466,541
$666,411
$325,000
$1,469,430

$440,000
$59,366
$380,634
$1,850,064

Sep
$555,293
$0
$15,000
$570,293

$357,624
$927,917

$825,000
($87,208)
$184,355
$922,147
$1,850,064

$922,147

Oct
$21,518
$707,840
$994,975
$25,000
$1,749,332

$440,000
$60,460
$379,540
$2,128,872

Oct
$795,989
$0
$15,000
$810,989

$354,490
$1,165,479

$825,000
($87,208)
$225,601
$963,393
$2,128,872

$963,393

Nov
$7,873
$918,115
$1,250,220
$25,000
$2,201,208

$440,000
$61,565
$378,435
$2,579,643

Nov
$984,178
$200,000

$15,000
$1,199,178

$351,333
$1,550,511

$825,000
($87,208)
$291,340
$1,029,132
$2,579,643

$1,029,132

Dec
$59,178
$844,878
$997,886
$25,000
$1,926,942

$440,000
$62,681
$377,319
$2,304,261

Dec
$760,976
$100,000

$15,000
$875,976

$348,154
$1,224,130

$825,000
($87,208)
$342,339
$1,080,131
$2,304,261

$1,080,131




Pro-Forma Cash Flow

Net Profit

Plus:

Depreciation

Change in Accounts Payable
Current Borrowing (repayment)

Increase (decrease) Other Liabilities
Long-term Borrowing (repayment)
Capital Input

Subtotal

Less:
Change in Accounts Receivable
Change in Inventory
Change in Other ST Assets
Capital Expenditure
Dividends
Subtotal
Net Cash Flow
Cash Balance

Jan
$595

$1,000
$44,672
$0

$0
($2,942)
$0
$43,325

Jan
($117,184)
$82,433
$0
$25,000
$0
($9,751)
$53,076
$108,508

Feb
($4,390)

$1,010
$100,980
$100,000

$0
($2,962)
$25,000
$219,638

Feb
$76,409
$110,659
$0

$0

$0
$187,068
$32,570
$141,078

Mar
$16,784

$1,020
$58,866
$30,000

$0
$97,017
$0
$203,686

Mar
$76,243
$100,373
$0
$15,000
$0
$191,616
$12,071
$153,148

Apr
$162,743

$1,030
$132,310
($80,000)

$0
($3,005)
$0
$213,078

Apr
$206,099
$155,101

$0

$0

$0
$361,200
($148,122)
$5,027

May
$27,568

$1,040
$141,439
$0

$0
($3,026)
$300,000
$467,021

May
$59,582
$180,258
$150,000
$50,000
$0
$439,840
$27,181
$32,208

Jun
$7,593

$1,050
($187,277)
($140,000)

$0
($3,047)
$0
($321,682)

Jun
($130,864)
(5231,784)

$0

$0

$0
($362,648)
$40,967
$73,174

Jul
($5,378)

$1,061
($136,850)
$100,000

$0
($3,069)
$0
($44,236)

Jul
($141,502)
($188,186)

$300,000
$0

$0
($29,688)
($14,549)
$58,626

Aug
($20,839)

$1,072
($53,761)
($100,000)

$0
($3,091)
$0
($176,618)

Aug
($82,622)
($58,406)

$0

$0

$0
($141,028)
($35,590)
$23,036

Sep
($321)

$1,083
$231,018
$0

$0
($3,113)
$0
$228,667

Sep
$125,273
$264,951

($150,000)
$0
$0

$240,224
($11,557)
$11,478

Oct
$41,246

$1,004
$240,697
$0

$0
($3,135)
$0
$279,902

Oct
$241,299
$328,563

($300,000)
$0
$0

$269,862
$10,040
$21,518

Nov
$65,739

$1,105
$188,189
$200,000

$0
($3,157)
$0
$451,876

Nov
$210,276
$255,245

$0

$0

$0
$465,521
($13,645)
$7,873

Dec
$50,999

$1,116
($223,202)
($100,000)

$0
($3,179)
$0
($274,266)

Dec
($73,237)
($252,334)
$0

$0

$0
($325,571)
$51,305
$59,178




General Assumptions

Short-term Interest Rate %
Long-term Interest Rate %
Payment Days Estimator
Collection Days Estimator
Inventory Turnover Estimator
Tax Rate %

Expenses in Cash %

Sales on Credit %

Personnel Burden %

Jan
8.00%
8.50%

45

45

7.00
20.00%
14.00%
70.00%
16.00%

Feb
8.00%
8.50%

45

45

7.00
20.00%
14.00%
70.00%
16.00%

Mar
8.00%
8.50%

45

45

7.00
20.00%
14.00%
70.00%
16.00%

Apr
8.00%
8.50%

45

45

7.00
20.00%
14.00%
70.00%
16.00%

May
8.00%
8.50%

45

45

7.00
20.00%
14.00%
70.00%
16.00%

Jun
8.00%
8.50%

45

45

7.00
20.00%
14.00%
70.00%
16.00%

Jul
8.00%
8.50%

45

45

7.00
20.00%
14.00%
70.00%
16.00%

Aug
8.00%
8.50%

45

45

7.00
20.00%
14.00%
70.00%
16.00%

Sep
8.00%
8.50%

45

45

7.00
20.00%
14.00%
70.00%
16.00%

Oct
8.00%
8.50%

45

45

7.00
20.00%
14.00%
70.00%
16.00%

Nov
8.00%
8.50%

45

45

7.00
20.00%
14.00%
70.00%
16.00%

Dec
8.00%
8.50%

45

45

7.00
20.00%
14.00%
70.00%
16.00%




Personnel Plan

Production Jan
Manager $1,000
Assistant $3,000
Technical $0
Technical $0
Technical $2,000
Fulfilment $2,000
Fulfillment $1,500
Other $0
Subtotal $9,500

Sales and Marketing

Manager $6,000
Technical sales $5,000
Technical sales $3,500
Salesperson $2,500
Salesperson $2,500
Salesperson $2,500
Salesperson $2,000
Salesperson $0
Salesperson $0
Other $0
Subtotal $24,000

General and Administrative

President $5,500
Finance $0
Admin Assistant $2,000
Bookkeeping $1,500
Clerical $1,000
Clerical $0
Clerical $0
Other $0
Subtotal $10,000

Other Personnel

Programming $3,000
Other technical $0
Other $0
Subtotal $3,000
Total Headcount 0
Total Payroll $46,500
Payroll Burden $7,440

Total Payroll Expenditures $53,940

Feb
$1,000
$3,000

$0
$0
$2,000
$2,000
$1,500
$0
$9,500

$6,000
$5,000
$3,500
$2,500
$2,500
$2,500
$2,000

$24,000

$5,500
$0
$2,000
$1,500
$1,000
$0

$0

$0
$10,000

$3,000
$0

$0
$3,000
0
$46,500
$7,440
$53,940

Mar
$1,000
$3,000

$0
$0
$2,000
$2,000
$1,500
$0
$9,500

$6,000
$5,000
$3,500
$2,500
$2,500
$2,500
$2,000

$24,000

$5,500
$0
$2,000
$1,500
$1,000
$0

$0

$0
$10,000

$3,000
$0

$0
$3,000
0
$46,500
$7,440
$53,940

Apr
$1,000
$3,000

$0
$0
$2,000
$2,000
$1,500
$0
$9,500

$6,000
$5,000
$3,500
$2,500
$2,500
$2,500
$2,000

$24,000

$5,500
$0
$2,000
$1,500
$1,000
$0

$0

$0
$10,000

$3,000
$0

$0
$3,000
0
$46,500
$7,440
$53,940

May
$1,000
$3,000

$0
$0
$2,000
$2,000
$1,500
$0
$9,500

$6,000
$5,000
$3,500
$2,500
$2,500
$2,500
$2,000
$0

$0

$0
$24,000

$5,500
$0
$2,000
$1,500
$1,000
$0

$0

$0
$10,000

$3,000
$0

$0
$3,000
0
$46,500
$7,440
$53,940

Jun
$1,000
$3,000

$0
$0
$2,000
$2,000
$1,500
$0
$9,500

$6,000
$5,000
$4,000
$4,000
$4,000
$3,000
$3,000
$3,000
$0

$0
$32,000

$5,500
$4,000
$2,000
$1,500
$1,000
$1,000
$0

$0
$15,000

$3,000
$0

$0
$3,000
0
$59,500
$9,520
$69,020

Jul
$1,000
$3,000

$0
$0
$2,000
$2,000
$1,500
$0
$9,500

$6,000
$5,000
$4,000
$4,000
$4,000
$3,000
$3,000
$3,000
$0

$0
$32,000

$5,500
$4,000
$2,000
$1,500
$1,000
$1,000
$0

$0
$15,000

$3,000
$0

$0
$3,000
0
$59,500
$9,520
$69,020

Aug
$1,000
$3,000
$2,500
$2,500
$2,000
$2,000
$1,500

$0
$14,500

$6,000
$5,000
$4,000
$4,000
$4,000
$3,000
$3,000
$3,000
$0

$0
$32,000

$5,500
$4,000
$2,000
$1,500
$1,000
$1,000
$0

$0
$15,000

$3,000
$0

$0
$3,000
0
$64,500
$10,320
$74,820

Sep
$1,000
$3,000
$2,500
$2,500
$2,000
$2,000
$1,500

$0
$14,500

$6,000
$5,000
$4,000
$4,000
$4,000
$3,000
$3,000
$3,000
$0

$0
$32,000

$5,500
$4,000
$2,000
$1,500
$1,000
$1,000
$0

$0
$15,000

$3,000
$0

$0
$3,000
0
$64,500
$10,320
$74,820

Oct
$1,000
$3,000
$2,500
$2,500
$2,000
$2,000
$1,500

$0
$14,500

$6,000
$5,000
$4,000
$4,000
$4,000
$3,000
$3,000
$3,000
$0

$0
$32,000

$5,500
$4,000
$2,000
$1,500
$1,000
$1,000
$0

$0
$15,000

$3,000
$0

$0
$3,000
0
$64,500
$10,320
$74,820

Nov
$1,000
$3,000
$2,500
$2,500
$2,000
$2,000
$1,500

$0
$14,500

$6,000
$5,000
$4,000
$4,000
$4,000
$3,000
$3,000
$3,000
$0

$0
$32,000

$5,500
$4,000
$2,000
$1,500
$1,000
$1,000
$0

$0
$15,000

$3,000
$0

$0
$3,000
0
$64,500
$10,320
$74,820

Dec
$1,000
$3,000
$2,500
$2,500
$2,000
$2,000
$1,500

$0
$14,500

$6,000
$5,000
$4,000
$4,000
$4,000
$3,000
$3,000
$3,000

$64,500
$10,320
$74,820




Profit and Loss (Income Statement)

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
Sales $268,365 $342,146 $415,767 $701,651 $643,826 $485,790 $362,662 $306,194 $513,389 $754,505 $934,341 $739,799
Direct Cost of Sales $184,510 $249,061 $307,612 $398,087 $503,238 $368,030 $258,255 $219,185 $373,740 $565,402 $714,295 $567,100
Production payroll $9,500 $9,500 $9,500 $9,500 $9,500 $9,500 $9,500  $14,500 $14,500 $14,500  $14,500 $14,500
Other $500 $500 $500 $500 $500 $500 $500 $500 $500 $500 $500 $500
Total Cost of Sales $194,510 $259,061 $317,612 $408,087 $513,238 $378,030 $268,255 $234,185 $388,740 $580,402 $729,295 $582,100
Gross Margin $73,856  $83,086  $98,155 $293,564 $130,589 $107,760  $94,407  $72,009 $124,649 $174,103 $205,046 $157,699
Gross Margin % 27.52%  24.28%  23.61%  41.84%  20.28%  22.18%  26.03%  23.52%  24.28%  23.08% 21.95%  21.32%

Operating expenses:
Sales & Marketing Expenses
Sales & Marketing Payroll $24,000  $24,000 $24,000 $24,000 $24,000 $32,000 $32,000 $32,000 $32,000 $32,000  $32,000 $32,000

Ads $5,000 $5,000 $7,000 $10,000 $15,000 $10,000 $4,000 $4,000 $20,000 $15,000 $20,000 $10,000
Catalog $2,000 $3,000 $2,000 $2,000 $2,000 $2,000 $2,000 $2,000 $2,000 $2,000 $2,000 $2,000
Mailing $3,000  $11,800 $5,500  $10,500  $10,500 $5,500 $10,500  $10,500 $10,500  $22,000 $8,000 $5,000
Promo $0 $0 $0 $0 $0 $0 $0 $0 $1,000 $0  $15,000 $0
Shows $0 $0 $0 $0 $0 $0 $3,200 $0  $10,000 $7,000 $0 $0
Literature $0 $7,000 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0
PR $0 $0 $0 $1,000 $0 $0 $0 $0 $0 $0 $0 $0
Seminar $1,000 $0 $0 $5,000 $5,000 $5,000 $5,000 $5,000 $5,000 $0 $0 $0
Service $2,000 $1,000 $1,000 $500 $2,500 $500 $500 $500 $500 $500 $500 $250
Training $450 $450 $450 $450 $450 $450 $450 $450 $450 $450 $450 $450

Total Sales & Mktg. Exp.  $37,450  $52,250 $39,950 $53,450 $59,450 $55450 $57,650 $54,450 $81,450 $78,950  $77,950  $49,700
Sales and Marketing % 13.95%  15.27% 9.61% 7.62% 9.23% 11.41%  1590%  17.78%  15.87%  10.46% 8.34% 6.72%

General & Administrative Expenses

General & Admin. Payroll  $10,000  $10,000 $10,000 $10,000 $10,000 $15,000 $15,000 $15,000 $15,000 $15,000 $15,000 $15,000
Payroll Burden $7,440 $7,440 $7,440 $7,440 $7,440 $9,520 $9,520  $10,320  $10,320  $10,320 $10,320  $10,320
Depreciation $1,000 $1,010 $1,020 $1,030 $1,040 $1,050 $1,061 $1,072 $1,083 $1,094 $1,105 $1,116
Leased Equipment $2,500 $2,500 $2,500 $2,500 $2,500 $2,500 $2,500 $2,500 $2,500 $2,500 $2,500 $2,500




Profit & Loss (cont'd.)

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
Utilities $750 $750 $750 $750 $750 $750 $750 $750 $750 $750 $750 $750
Insurance $500 $500 $500 $500 $500 $500 $500 $500 $500 $500 $500 $500
Rent $7,000 $7,000 $7,000 $7,000 $7,000 $7,000 $7,000 $7,000 $7,000 $7,000 $7,000  $7,000
Other $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0
Other $500 $505 $510 $515 $520 $525 $530 $535 $540 $545 $550 $556
Total Gen. & Admin. Exp. $29,690  $29,705  $29,720  $29,735 $29,750 $36,845 $36,861 $37,677 $37,693  $37,709  $37,725 $37,742
General & Admin. % 11.06% 8.68% 7.15% 4.24% 4.62% 7.58%  10.16%  12.30% 7.34% 5.00% 4.04% 5.10%
Other Expenses
Other Payroll $3,000 $3,000 $3,000 $3,000 $3,000 $3,000 $3,000 $3,000 $3,000 $3,000 $3,000  $3,000
Contract/Consultants $125 $125 $125 $125 $125 $125 $125 $125 $125 $125 $125 $125
Other 9/6/00 9/6/00 9/6/00 9/6/00 9/6/00 9/6/00 9/6/00 9/6/00 9/6/00 9/6/00 9/6/00 9/6/00
Total Other Expenses $3,375 $3,375 $3,375 $3,375 $3,375 $3,375 $3,375 $3,375 $3,375 $3,375 $3,375  $3,375
Other % 1.26% 0.99% 0.81% 0.48% 0.52% 0.69% 0.93% 1.10% 0.66% 0.45% 0.36% 0.46%
Total Operating Exp. $70,515  $85330 $73,045 $86,560 $92,575 $95670  $97,886  $95502 $122,518 $120,034 $119,050 $90,817
Profit Before Int. & Taxes ~ $3,341  ($2,244)  $25,110 $207,004  $38,014  $12,090 ($3,479) ($23,493) $2,131  $54,069  $85,996 $66,882
Interest Expense ST $600 $1,267 $1,467 $933 $933 $0 $667 $0 $0 $0 $1,333 $667
Interest Expense LT $1,997 $1,976 $2,663 $2,642 $2,620 $2,599 $2,577 $2,555 $2,533 $2,511 $2,489  $2,466
Taxes Incurred $149  ($1,097) $4,196  $40,686 $6,892 $1,898  ($1,345)  ($5,210) ($80) $10,312  $16,435 $12,750
Net Profit $595  ($4,390) $16,784 $162,743  $27,568 $7,593  ($5,378) ($20,839) ($321) $41,246  $65,739  $50,999
Net Profit/Sales 0.22% -1.28% 4.04%  23.19% 4.28% 1.56% -1.48% -6.81% -0.06% 5.47% 7.04% 6.89%




Sales Forecast

Unit Sales
Systems
Service
Software
Training

Other

Total Unit Sales

Unit Prices
Systems
Service
Software
Training
Other

Sales
Systems
Service
Software
Training
Other
Total Sales

Direct Unit Costs

Systems 85.00%
Service 40.00%
Software 60.00%
Training 30.00%
Other 30.00%

Direct Cost of Sales

Systems

Service

Software

Training

Other

Subtotal Direct Cost of Sales

Jan

85
200
150
145
160
740

$2,000.00
$75

$200

$37

$300

$170,000
$15,000
$30,000
$5,365
$48,000
$268,365

$1,700.00
$30.00
$120.00
$11.10
$90.00

$144,500
$6,000
$18,000
$1,610
$14,400
$184,510

Feb
115
200
200
155
176
846

$2,000.00
$69

$200

$35

$300

$230,000
$13,846
$40,000
$5,500
$52,800
$342,146

$1,700.00
$60.00
$120.00
$11.10
$90.00

$195,500
$12,000
$24,000
$1,721
$15,840
$249,061

Mar
145
200
250
165
192
952

$2,000.00
$58

$200

$39

$300

$290,000
$11,667
$50,000
$6,500
$57,600
$415,767

$1,700.00
$60.00
$120.00
$11.10
$90.00

$246,500
$12,000
$30,000
$1,832
$17,280
$307,612

Apr
190
200
330
170
240
1,130

$1,828.95
$46

$200

$41
$1,133

$347,500
$9,231
$66,000
$7,000
$271,920
$701,651

$1,700.00
$60.00
$120.00
$11.10
$90.00

$323,000
$12,000
$39,600
$1,887
$21,600
$398,087

May
245
244
430
225
200
1,344

$1,890.63
$50

$223

$56

$300

$463,203
$12,200
$95,923
$12,500
$60,000
$643,826

$1,700.00
$60.00
$120.00
$11.10
$90.00

$416,500
$14,640
$51,600
$2,498
$18,000
$503,238

Jun
175
256
310
200
175
1,116

$1,966.17
$47

$217

$50

$300

$344,079
$11,947
$67,264
$10,000
$52,500
$485,790

$1,700.00
$60.00
$120.00
$11.10
$90.00

$297,500
$15,360
$37,200
$2,220
$15,750
$368,030

Jul
120
269
210
150
125
874

$2,131.58
$50

$242

$33

$300

$255,789
$13,450
$50,923
$5,000
$37,500
$362,662

$1,700.00
$60.00
$120.00
$11.10
$90.00

$204,000
$16,140
$25,200
$1,665
$11,250
$258,255

Aug
100
282
180
150
100
812

$2,115.38
$50

$253

$33

$300

$211,538
$14,100
$45,556
$5,000
$30,000
$306,194

$1,700.00
$60.00
$120.00
$11.10
$90.00

$170,000
$16,920
$21,600
$1,665
$9,000
$219,185

Sep
180
296
320
200
104
1,100

$2,083.33
$91

$220

$50

$300

$375,000
$26,909
$70,280
$10,000
$31,200
$513,389

$1,700.00
$60.00
$120.00
$11.10
$90.00

$306,000
$17,760
$38,400
$2,220
$9,360
$373,740

Oct
275
311
490
220
200
1,496

$1,966.40
$124
$211

$55

$300

$540,761
$38,418
$103,326
$12,000
$60,000
$754,505

$1,700.00
$60.00
$120.00
$11.10
$90.00

$467,500
$18,660
$58,800
$2,442
$18,000
$565,402

Nov
350
327
620
250
250
1,797

$1,980.29
$75

$204

$60

$300

$693,100
$24,525
$126,715
$15,000
$75,000
$934,341

$1,700.00
$60.00
$120.00
$11.10
$90.00

$595,000
$19,620
$74,400
$2,775
$22,500
$714,295

Dec
275
343
490
200
200
1,508

$1,984.50
$67

$207

$50

$300

$545,736
$22,867
$101,196
$10,000
$60,000
$739,799

$1,700.00
$60.00
$120.00
$11.10
$90.00

$467,500
$20,580
$58,800
$2,220
$18,000
$567,100
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HURDLE: WORKBOOK

Use it with Business Plan Software

This workbook is best used along with either Business Plan Pro™ or Business Plan
Toolkit™ (the Macintosh version of Business Plan Pro), published by Palo Alto
Software, Inc.

Use it to Develop A Plan

Take notes for your plan and write draft topics, gather information, and
organize your thoughts. Then later you can incorporate this initial work into your
plan on the computer. You can also share the main ideas with others, to stir the
thinking process.

Use it with Clients, Colleagues, or Students

Use this workbook with clients, colleagues, or students. They can use the
workbook to prepare drafts of topics, take notes, and gather information. You can
use the workbook to absorb their inputs, then create a plan.

Use it with Tables

The workbook anticipates the information you’ll want to add to your business
plan tables. Use it to start the process.

ﬁ)r product information, contact Palo Alto Software, Inc. aﬁ

U.S. Sales: (800) 229-7526
Phone: (541) 683-6162
Fax: (541) 683-6250
Email: sales@paloalto.com

K Websites: www.paloalto.com /
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1.0 Executive Summary

Although this topic appears first in the plan, you normally write it last. Wait until
you're almost done so you can include the main highlights. You should cover the most
important facts, such as sales growth, profitability, strategic focus, and those facts may
change during the planning process.

The contents of the summary depend on the goals of your plan. For example, if you
are selling a business idea to investors, then you should include highlights that will
invite and encourage potential investors to read on. That might be growth rates,
competitive edge, an exciting new technology, etc.
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1.1 Objectives

Objectives are business goals. Set your market share objectives, sales objectives, and
profit objectives. Companies need to set objectives and plan to achieve them.

Make sure your objectives are concrete and measurable. Be specific, such as
achieving a given level of sales or profits, a percentage of gross margin, a growth rate,
or a market share. Don’t use generalities like “being the best” or “growing rapidly.”
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SOFTWARE. FOR MORE INFORMATION CALL (800) 229-7526.
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1.2 Mission Statement
Use the mission statement to define your business concept. A company mission
statement should define underlying goals (such as making a profit) and objectives in
broad strategic terms, including what market is served and what benefits are offered.
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1.3 Keys to Success

The idea of keys to success is based on the need for focus. You can't focus efforts on
a few priorities unless you limit the number of priorities. In practice, lists of more than
three or four priorities are usually less effective. The more priorities (beyond three or
four), the less chance of implementation.

Virtually every business has different keys to success. These are a few factors that
make the difference between success and failure. This depends on who you are and what
services you offer.
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2.0 Company Description
Take a paragraph or two to introduce your business. Explain where it will be
established, what type of legal entity you expect to form, who will own it, and how
ownership will be divided.
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2.1 Company Ownership

In this paragraph, describe the ownership and legal establishment of the company.
This is mainly specifying whether your company is a corporation, partnership, sole
proprietorship, or some other kind of legal entity, such as a limited liability partnership.
You should also explain who owns the company, and, if there is more than one owner,
in what proportion.
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2.2 Start-up Plan Start-up Plan
. . , Start-up Expenses
This topicappearswhenyou're astart- Legal
up and your plan is for a new company Stationery, etc.
with no history. Brochures
Consultants
This topic explains the details of your Insurance
expenses and assets listed in your start- Egg;amh 3 Devalonmant
up table that will be linked to this topic. Expensed Equipment
The cash you want to have in the bank Other
. Total Start-up Expense
at start-up is different from the money
raised to start the business. The total Start-up Assets Needed
money raised must match what was spent Cash Requirements
as expenses and assets. The cash at start- Start-up Inventory
i f the assets. If you increase the Other Short-ferm Assets
up 1s 6ne o > y Total Short-term Assets
amount of money raised, then you have
to increase the start-up assets, usually by Long-term Assets
increasing the starting cash. Gl A55ES
You have to fund start-up expenses as Total Start-up Requirements
well as starting assets. Left to Finance:
Aswith every busir?ess balan;e, ?1.SS.€tS Start-up Funding Plan
must be equal to capital plus liabilities.
Therefore, add up the investment you Investment
expectplusall the initial liabilities. Subtract Investor 1
. Investor 2
that sum from total assets. The difference Other
is called loss at start-up. Total Investment
You can tell th.at yog hjave r.10t Short-term Liabilities
accounted for all your incoming financing Unpaid Expenses
by looking at the "loss at start-up" value. Short-term Loans
That should be the same number as total Interestfree Short-term Loans
. . Subtotal Short-term Liabilities
start-up expenses (except negative). If it Long-term Liabilities
is more negative than start-up expenses Total Liabilities
are positive, then you have brought in
funds that haven't been accounted for.
. K Loss at Start-up
You can fix that by adding more money Total Capital
into your starting cash to account for the Total Capital and Liabilities
additional financing. Checkline
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2.2 Company Past Performance Y1 Y2 Y3
History Sales

Gross Margin

Gross % (calculated)
Operating Expenses
Collection period (days)

Thistopicappearswhen
your business plan is for an
existing or ongoing

company, instead of a start- Inventory turnover
up company.
Use this topic to cover ~ |Balance Sheet
pastperformance. Thetopic ~ [Short-term Assets UL i e
is normally linked to the  [Sh :
past performance table, Accounts receivable
Inventory

which presents financial
highlights for the last three
years and starting balances
for the next three. Explain

Other Short-term Assets
Total Short-term Assets
Long-term Assets
Capital Assets

why your sales and profits Accumulated Depreciation

have changed. Ifyou've had Total Long-term Assets

important events, like Total Assets

particularly bad years or

goodyears, ornew services, Capital and Liabilities

new locations, new Y1 Y2 Y3
partners, etc., then include Accounts Payable

that background here. Short-term Notes

Other ST Liabilities
Subtotal Short-term Liabilities

Long-term Liabilities

Total Liabilities

Paid in Capital

Retained Earnings
Earnings

Total Capital

Total Capital and Liabilities

Other Inputs
Payment days

Sales on credit
Receivables turnover
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2.3 Company Locations and Facilities

Briefly describe offices and locations of your company, the nature and function of
each, square footage, lease arrangements, etc. For example, if you are a service business,
you probably don't have major manufacturing plants, but you might have Internet
services, office facilities, and telephone systems that are relevant to providing service.
Itis conceivable that your Internet connection, as one hypothetical case, might be critical
to your business.
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3.0 Product (or Service) Description

NOTE: References to products are interchangeable with services.

List and describe the products your company will sell. For each of them, cover the
main points, including what it is, what customer need does it address, at what relative
price point, and how is it different from other products or services that address the same
need. If you think it's important, describe the technology involved, the manufacturing
cost, distribution, packaging, pricing, what sorts of customers make purchases, and
why. What are the important features and benefits?
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3.1 Product (or Service) Description

NOTE: References to products are interchangeable with services.

The previous topic was the summary, so this one provides more detail. List and
describe the products your company manufactures. For each product, cover the main
points, including what the product is, technology, manufacturing cost, distribution,
packaging, pricing, what sorts of customers make purchases and why. What customer
need does each product fill? What are the important features and benefits?
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3.2 Competitive Comparison

NOTE: References to products are interchangeable with services.

Use this topic for a general comparison of your product offering as one of several
choices a potential buyer can make. There is a separate topic in the market analysis
chapter for detailed comparison of strengths and weaknesses of your specific competitors.
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3.3 Sales Literature
List any existing sales literature you will include with your finished plan.
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3.4 Sourcing

How do you get the products you sell and at what cost? Use this topic to explain in
as much detail as you think practical, depending on the specifics of your plan. Additional
details depend on the nature of your business and the purpose of your plan. If you are
a manufacturer or a retailer, you should describe your sources of materials.
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3.5 Technology

Describe the current, and new, technologies which impact your ability to produce
these goods or services.
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3.6 Future Products (or Services)

What future products or services are on your drawing board? Is there a relationship
between market segments, market demand, market needs, and product development?
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4.0 Market Analysis Summary

This first paragraph is a simple summary. Assume this paragraph might be included
in a loan application or summary memo, so you need it to summarize the rest of the
chapter. What information would be most important if you had only one brief topic to
include about your market?

Without going into great detail, you should generally describe the different groups
of target customers included in your market analysis, and refer briefly to why you are
selecting these as targets. You may also want to summarize market growth, citing
highlights of growth projections.
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4.1 Market Segmentation

Explain the potential customers analysis table, which is normally linked to it. Your
analysis is based on a list of potential customer groups, each of which is a market
segment. Explain how your segments are defined. The market segmentation concept is
crucial to market assessment and market strategy. Divide the market into workable
market segments -- by age, income, product type, geography, buying patterns,
customer needs, or other classification.

Market Analysis
Potential Customers # of Customers | Growth rate (%)
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4.2 Target Market Segment Strategy

In this topic you should introduce the strategy behind your market segmentation
and your choice of target markets. Explain why your business is focusing on these
specific target market groups. What makes these groups more interesting than the other
groups that you've ruled out? Why are the characteristics you specify important?
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4.2.1 Market Needs

This topic is a good reminder that all marketing should be based on underlying
needs. For each market segment included in your strategy, explain the market needs
that lead to this group's wanting to buy your product or service.
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4.2.2 Market Trends

To describe market trends, think strategically. What factors seem to be changing
the market or changing the business? What developing trends can make a difference?
Market trends could be changes in demographics, changes in customer needs, new
sense of style or fashion, or something else. It depends on what business you are in.
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4.2.3 Market Growth

Use this topic to explain and discuss market growth. Ideally you cite experts, a
market expert, market research firm, trade association, or credible journalist, projecting
market growth. This is particularly important when your plan is related to finding
investors or supporting aloan application because market growth enhances the implied
value of your business.
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4.3 Industry Analysis

This topic summarizes the sub-topics that follow, explaining the type of business.
The sub-topics look at the size and concentration of businesses in this group, the way
services are bought and sold, and specific competitors. Depending on what you need for
your specific plan, you could leave a brief summary in this topic and let the main
information come in the following ones, or you could decide that all you need is a
paragraph or two here, then delete the sub-topics. Remember that form follows
function, so if describing your industry doesn't change any of your business decisions,
and you are not using the plan to describe your business to an outsider, then you may
not need to include this description at all.

A complete business plan discusses industry economics, participants, distribution
patterns, factors in the competition, and whatever else describes the nature of this
business to outsiders. For research, there are websites for analysis, financial statistics,
demographics, trade associations, and just about everything you'll need for a complete
business plan.

NOTE: Please refer to Chapter 8, The Business You're In, for suggested resources.
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4.3.1 Industry Participants

Explain the nature of the industry. There is a huge difference, for example, between
an industry like long-distance trunk services, in which there are only a few huge
companies in any one country, and one like dry cleaning, in which there are tens of
thousands of smaller participants. This topic is supposed to present a summary of this
factor.
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4.3.2 Distribution Patterns
Explain how distribution works in this industry. Does it have regional distributors,
asis the case for computer products, magazines, or auto parts? Does it depend on direct
sales to large industrial customers? Do manufacturers support their own direct sales
forces?
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4.3.3 Competition and Buying Patterns

Explain the general nature of competition in this business and how the customers
seem to choose one provider over another. In the computer business, for example,
competition might depend on reputation and trends in one part of the market and on
channels of distribution and advertising in another. In many business-to-business
industries, the nature of competition depends on direct selling because channels are
impractical. Price is vital in products competing with each other on retail shelves, but
delivery and reliability might be more important for materials used by manufacturers in
volume, for which a shortage can affect an entire production line.
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4.3.4 Main Competitors
You've referred to competition already in previous topics, in terms of general
factors and the nature of competition. Use this topic to list your specific competitors
and the strengths and weaknesses of each.
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5.0 Strategy and Implementation Summary

Summarize the sales and marketing strategy. Details will come in the following
topics, so keep this summary short, covering just the main points.
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5.1 Strategy Pyramids

This topic is intended to help you think about strategy, not to make a business plan
more difficult. If this framework for analysis doesn’t work for you, don’t worry about it.

Imagine a pyramid made of three levels. The top of the pyramid is a single box, which
contains a strategy. Strategy is an area of resource focus. In the middle level, you have
three or so boxes which contain tactics. In the third level, you have four to six boxes that
stand for programs.

A strategy is a main focus, which might be on a specific target market. Tactics are
there to implement strategies. Programs are specific business activities, each of which
has concrete dates and responsibilities, and probably a budget. Your definitions don’t
have to be exact.

NOTE: Please refer to Chapter 17, Strategy is Focus, in the main section of the Hurdle
book for a more specific example.
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5.2 Value Proposition

Value-based marketing is another conceptual framework. Like the pyramid in the
previous topic, it doesn't have to be in your business plan at all, but we add it here
because some people find that the framework helps them develop strategy. Obviously,
this has to be a quick treatment. There are textbooks written about value-based
marketing, and the business literature on this topic is rich and varied.

NOTE: Please refer to Chapter 17, Strategy is Focus, in the main section of the Hurdle
book for a more specific example.
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5.3 Competitive Edge

So, what is your competitive edge? How is your company different from all others?
In what way does it stand out? Is there a sustainable value there, something that you can
maintain and develop over time? For example, a graphic design firm might have its head
startin Internet webpage design or its Common Gateway Interface (CGI) programming
staff as a competitive edge that puts it ahead of most competitors. An accounting
practice might have its well-known senior partner whose books are used as textbooks.
A restaurant might have its excellent location or its well-known master chef. The
competitive edge might be different for any given company, even between one company
and another in the same industry.

NOTE: Please refer to Chapter 17, Strategy is Focus, in the main section of the Hurdle
book for a more specific example.
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5.4 Marketing Strategy

This topicintroduces marketing strategy. Sales strategy comes later. Your marketing
strategy normally involves target market focus, emphasis on certain services or media,
or ways to position your company and your products or service uniquely.

Your marketing strategy depends a great deal on which market segments you've
chosen as target market groups. You covered this in the previous chapter, the market
analysis, but it is also critical to market strategy. Also, if you've been through the
previous topics, including the strategy pyramid, the value proposition, and competitive
edge, then you probably have marketing strategy on the way. Obviously, you want to
make sure to preserve the same basic focus and themes.
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5.4.1 Positioning Statement

Use this topic for your marketing positioning statements. The positioning statements
should include a strategic focus on the mostimportant target market, that market’s most
important market need, howyour product meets that need, whois the main competition,
and how your product is better than the competition.

Consider this simple template:

For [target market description] who [target market need], [this product] [how it
meets the need]. Unlike [key competition], it [most important distinguishing feature].
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5.4.2 Pricing Strategy

Provide detail on product pricing and relate your pricing to strategy. Your value
proposition, for example, will normally include implications about relative pricing.
Therefore, youshould check whether your detailed product-by-product pricing matches
the implied pricing in the value proposition. Pricing is also supposed to be intimately
related to the positioning statement in the previous topic, since pricing is probably the
most important factor in product positioning.
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5.4.3 Promotion Strategy

Think of promotion in a broader sense than simply sales promotion. How will you
spread the word about your business to your future customers? Think of it in the broader
context, including the whole range of advertising, public relations, events, direct mail,
seminars, and sales literature.

Think strategically. What, in general, is your strategy about communicating with
people? Do you go for expensive ads in mass media, or targeted marketingin specialized
publications, or even more targeted with direct mail? Do you have a way to leverage the
news media or reviewers? Do you advertise more effectively through public relations
events, trade shows, newspaper, or radio? What about telemarketing, the World Wide
Web, or even multilevel marketing?
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5.4.4 Distribution Strategy

What is your strategy for distributing your products? Remember, strategy is focus,
so think about emphasizing your strengths and protecting your weaknesses. You
should also refer to your discussion of distribution patterns in the previous chapter to
consider how your strategy fits in with the rest of your industry.

Areyou focusing on a specific channel, area of distribution, or means of distribution?
Is there some special advantage you have that you want to emphasize to differentiate
from your competition? Is there anything unique in your distribution plans that your
competitors can't imitate? In what way does your plan for distribution emphasize your
strengths and move away from your weaknesses?
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5.4.5 Marketing Programs

Details and specifics are critical to implementation. Use this topic to list the specific
information related to marketing programs in your Milestones table (attached to topic
5.7) with the specific persons responsible, deadlines, and budgets.

Each marketing program in your Milestones table should appear in this topic, along
with relevant details. You may go over them again in the text related to that table, but
for this topic you want to cement your marketing strategy with programs that make it
real. How is this strategy to be implemented? Do you have concrete and specific plans?
How will implementation be measured?
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5.5 Sales Strategy

Describe sales strategy as it differs from marketing strategy. Sales should close the
deals that marketing opens. Sales strategies deal with how and when to close sales
prospects, how to compensate salespeople, how to optimize order processing and
database management, how to maneuver price, delivery, and conditions. This topic is
the summary, to be followed by a detailed sales forecast and a discussion of specific sales
programs.
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5.5.1 Sales Forecast
Break down your sales -- by product or by service. The best forecasts will list one full year by month, plus
two additional years by year.

You also need to project costs of sales, just as you project sales. Usually you'll use the same sales break
down for costs as for sales.

Sales Forecast M1 M2 M3 M4 M5 M6 M7 M8 M9 M10 M11 M12 Y1

Sales

Total

Cost of Sales

Total
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5.5.2 Sales Programs

Details and specifics are important to implementation. Use this topic to list the
specificinformation related to sales programs in your Milestones table, with the persons
responsible, deadlines, and budgets.
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5.6 Strategic Alliances

Explainyour strategicalliances, such as co-marketing, co-development, commissions
and cooperative arrangements. Is your fate tied to that of any other company? Can you
link your promotions or distribution strategies to another company or companies? Does
this affect your marketing strategy, competitive edge, or positioning?
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5.7 Milestones

The milestones are critical. This is where a business plan becomes a real plan, with
measurable activities instead of just a document. Include as many specific programs as
possible. For each program, give it a name, a person responsible, a milestone date, and
a budget.

Milestone Manager |Planned Date [Department| Budget
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6.0 Management Summary
As with the other first topics in chapters, this summary may be used to stand for
the rest of the chapter as part of a Summary Memo. If you only have one or two
paragraphs to include about your personnel and management team, this is it.
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6.1 Organi ational Structure

The organizational structure of a company is what you frequently see as an
organizational chart (also known as an “org chart”). If you have access to a graphic of
an organizational chart (from a drawing program or one of the specialized organizational
charting software packages available), then you can include the drawing into your
business plan at this point. If not, you may want to include a chart as an illustration in
the appendix. You can alsojust use text to describe the organizational structure in words,
without a chart.
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6.2 Management Team
List the most important members of the management team. Include summaries of
their backgrounds and experience, using them like brief resumes. Describe their
functions with the company.
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6.3 Management Team Gaps

Specify where the team is weak because of gaps in coverage of key management

functions. How will these weaknesses be corrected? How will the more important gaps
be filled?
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6.4 Personnel Plan

Use the Personnel table to project employees, salaries, and departments. A standard plan would list one
full year by month, plus two additional years by year. Use the text topic to explain the plan, assumptions,
personnel needs, costs, and benefits.

Personnel Plan M1 M2 M3 M4 M5 M6 M7 M8 M9 M10 M1l M12 Y1l

Subtotal

Tax, insurance, etc.

Total
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7.0 Financial Plan

This is another summary topic, which is followed by detailed topics covering your
General Assumptions, Break-even Analysis, Profit and Loss, Cash Flow, Balance Sheet,
and Ratios.
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7.1 Important Assumptions

Discuss your important assumptions about your business. Explain how key
assumptions have affected your financial projections. There might be additional
assumptions, such as assuming general economic conditions, or that your competition
isn’t going to release a new product during the next 12 months.
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7.2 Key Financial Indicators

This topic compares five key indicators in regard to how much they change over
time. Theindicatorsinclude sales, gross margin, operating expenses, inventory turnover,
and collection days. We chose these five indicators because they all have an impact on
the health of a business. We focus not on gross amounts as much as changes.

The indicator value is a good way to compare different concepts. Sales and operating
expenses are measured in gross amounts, gross margin isin percentage terms, collection
days are in days (how many days do you wait to get the money), and inventory turnover
is in turns per year (cost of goods sold divided by average inventory). With sales, gross
margin, and inventory turnover, the higher the better. With operating expenses and
collection days, the lower the better.

\, J
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7.3 Break-even Analysis
Assumptions:
Col.lect the datg to do a break-even Average Unit Sale
analysis. Determine (or guess) your  [ayerage Per-Unit Cost
average monthly fixed costs and Monthly Fixed Cost
revenues. For a product business, record
your average unit price and average unit
cost. What do you have to sell each Calculating Fixed Cost
monthin order for yourincome to exceed Rent
your fixed and product costs? Utilities
Use the text area to explain your  |Insurance
assumptions, and the significance of the Salaries, benefits, etc.
analysis. Other
Other
Other
Total
G J
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7.4 Projected Profit and Loss

Take a deep breath. You've already collected some of the information you need here, so now you can begin to
put it together. Again, the goal is to create a plan showing one full year by month, plus two additional years by year.
You roughed out your fixed costs; now you'll list the details. You have already forecasted your sales and product costs.
You have your payroll costs. Remember, you will most likely revise these numbers as you complete this plan.

Profit and Loss M1 M2 M3 M4 M5 M6 M7 M8 M9 M10 M11 M12 Y1

Sales

Cost of sales

Gross Margin

Less Operating Expenses:

Salaries and benefits

Rent & utilities

Advertising & promotion

Subtotal

Gross Profit

Interest expense

Taxes

Net Profit

MOOSMUONA



"Q3IAYISTY SLHOM 11y "ON| ‘TUVMIHOG OLTY OV ANV AM¥Ig '[ AHLOWI] G66T LHOMALOD,

96¢ 39ovd

7.5 Projected Cash Flow

Fill in the Cash Flow table. A standard plan would list one full year by month, plus two additional years
by year. In most business plans, the cash flow is negative for some months, so the net cash flow row can show
negative values. The cash balance, however, must not go below zero ever, because that would be equivalent
to a negative balance in the checking accounts, which means bounced checks and bad problems. Normally
you will have to borrow money off of a credit line to support your weak months and pay it off during your
strong months. You might also be looking for new investment to improve your cash flow, or taking out a long-
term loan or selling assets.

Cash Received MLI M2 M3 M4 M5 M6 M7 M8 M9 M0 MI11 M12 Y1

Cash Sales

From Receivables

From Sale of Inventory

From Sale of Other Current Assets

From Sale of Capital Assets

From New Capital

New Short-term Loans

New Long-term Loans

New Other Liabilities (taxes, etc.)
Subtotal
Cash Expenditures M1 M2 M3 M4 M5 M6 M7 M8 M9 M10 M11 MI12 Y1

Pay Accounts Payable

Payroll and Payroll Burden

Cash Payments

Inventory Paid in Cash

Principle Payments Short-term Debf

Principle Payments Other Liabilities

Principle Payments Long-term Debt

Purchase of Short-term Assets

Purchase of Capital Assets

Payments of Dividends or Draw
Subtotal
Net Cash How
Cash Balance
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7.6 Projected Balance Sheet
Here is a sample Balance Sheet table. This example has been greatly simplified for
input purposes. To see an example of a completed Balance Sheet table, please refer to
Chapter 16, Illustration 16-1, of the Hurdle book.
Balance Sheet Y1 Y2 Y3
Assets
Bank balance
Accounts Receivable
Inventory
Total
Capital and Liabilities
Liabilities
Accounts Payable
Short-term debt
Total Liabilities
Capital
Paid-in
Earnings
Total
\ - - J
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7.7 Business Ratios

Here is a sample of a Business Ratios table.

Profitability Ratios:

Y1

Y2

Y3

Gross Margin

Net Profit Margin

Return on Assets

Return on Equity

Activity Ratios:

AR Turnover

Collection Days

Inventory Turnover

Accts Payable Turnover

Total Asset Turnover

Debt Ratios:

Debt to Net Worth

Short-term Liab. To Liab.

Liquidity Ratios:

Current Ratio

Quick Ratio

Net Working Capital

Interest Coverage

Additional Ratios:

Assets to Sales

Debt/Assets

Current Debt/Total Assets

Acid Test

Asset Turnover

Sales/Net Worth

Dividend Payout

©CopPYRIGHT 1999 TimMoTHY J. BERRY AND PALO ALTO SOFTWARE, INC. ALL RIGHTS RESERVED.
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Accounts payable

Accounts receivable

Accumulated depreciation

Acid test

Assets

GLOSSARY

Bills to be paid as part of the normal course of business.

Debts owed to your company, usually from sales on
credit.

Total accumulated depreciation reduces the formal
accounting value (called book value) of assets. Each
month’s accumulated balance is the same as last
month’s balance plus this month’s depreciation.

Short-term assets minus accounts receivable and
inventory, divided by short-term liabilities. This is a test
of a company’s ability to meet its immediate cash
requirements.

Property that a business owns, including cash and
receivables, inventory, etc. Assets are any possessions
that have value in an exchange. The more formal
definition is the entire property of a person, association,
corporation, or estate applicable or subject to the
payment of debts. What most people understand as
business assets are cash and investments, accounts
receivable, inventory, office equipment, plant and
equipment, etc. Assets can be long-term or short-term,
and the distinction between these two categories might
be whether they last three years, five years, 10 years, or
whatever; normally the accountants decide for each
company and what's important is consistency. The
government also has a say in defining assets, because it

J
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Asset turnover

Break-even point

Burden rate

C

Capital assets

Capital expenditure

Capital input

has to do with tax treatment; when you buy a piece of
equipment, if you call that purchase an expense then
you can deduct it from taxable income. If you call it an
asset you can't deduct it, but you can list it on your
financial statement among the assets. The tax code
controls how businesses decide to categorize spending
into assets or expenses.

Sales divided by total assets. Important for comparison
over time and to other companies of the same industry.

The unit sales volumes or actual sales amounts that a
company needs to equal its running expense rate and
not lose or make money in a given month. The formula
for break-even point in units is:

=Regular running costs/(Unit Price-Unit Variable Cost)
The formula for break-even point in sales amount is:

=Regular running costs/(1-(Unit Variable Cost/Unit
Price))

Refers to personnel burden, the sum of employer costs
over and above salaries (including employer taxes,
benefits, etc.).

Long-term assets, also known as Plant and Equipment.

Spending on capital assets (also called plant and
equipment, or fixed assets).

New money being invested in the business. New capital
will increase your cash, and will also increase the total
amount of paid-in capital.
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Cash The bank balance, or checking account balance, or real
cash in bills and coins.

Collection days See Collection period, below.

Collection period (days)  The average number of days that pass between
delivering an invoice and receiving the money. The
formula is:
=(Accounts_receivable_balance*360)/
(Sales_on_credit*12)

Commissions Gross margin multiplied by the commissions
percentage.

Commissions percent An assumed percentage used to calculate commissions
expense as the product of this percentage multiplied by
gross margin.

Cost of sales The costs associated with producing the sales. In a
standard manufacturing or distribution company, this is
about the same as the cost of the goods sold. In a
services company, this is more likely to be personnel
costs for people delivering the service, or subcontracting
costs.

Current assets The same as short-term assets.

Current debt Short-term debt, short-term liabilities.

Current liabilities Short-term debt, short-term liabilities.

D

Debt and equity The sum of liabilities and capital. This should always be
equal to total assets.

Depreciation An accounting and tax concept used to estimate the loss
of value of assets over time. For example, cars depreciate
with use.

J
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Directory

Dividends

Earnings

EBIT
Equity

Expense

F

Fiscal year

A computer term related to the operating system on
IBM and compatible computers. Disk storage space is
divided into directories.

Money distributed to the owners of a business as
profits.

Also called income or profits, earnings are the famous
“bottom line”: sales less costs of sales and expenses.

Earnings before interest and taxes.

Business ownership; capital. Equity can be calculated as
the difference between assets and liabilities.

Webster’s calls it “a spending or consuming;
disbursement, expenditure.” What's important about
expenses for the purpose of business accounting is that
expenses are deductible against taxable income.
Common expenses are rent, salaries, advertising, travel,
etc. Questions arise because some businesses have
trouble distinguishing between expenses and purchase
of assets, especially with development expenses. When
your business purchases office equipment, if you call
that an expense then you can deduct that amount from
taxable income, so it reduces taxes.

Standard accounting practice allows the accounting year
to begin in any month. Fiscal years are numbered
according to the year in which they end. For example, a
fiscal year ending in February of 1992 is Fiscal 1992,
even though most of the year takes place in 1991.

Pace 302




AprPENDIX A: GLOSSARY

Fixed costs

G

Gross margin

Gross margin percent

Interest expense

Inventory

Inventory turnover

Inventory turns

L

Labor

Liabilities

N

Running costs that take time to wind down: usually
rent, overhead, some salaries. Technically, fixed costs
are those that the business would continue to pay even
if it went bankrupt. In practice, fixed costs are usually
considered the running costs.

Sales minus cost of sales.

Gross margin divided by sales, displayed as a
percentage. Acceptable levels depend on the nature of
the business.

Interest is paid on debts, and interest expense is
deducted from profits as expenses. Interest expense is
either long-term or short-term interest.

Goods in stock, either finished goods or materials to be
used to manufacture goods.

Total cost of sales divided by inventory. Usually
calculated using the average inventory over an
accounting period, not an ending-inventory value.

Inventory turnover (above).

The labor costs associated with making goods to be
sold. This labor is part of the cost of sales, part of the
manufacturing and assembly. The row heading refers
to fulfillment costs as well, for service companies.

Debts; money that must be paid. Usually debt on terms
of less than five years is called short-term liabilities, and
debt for longer than five years in long-term liabilities.
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Long term assets

Long term interest rate

Long term liabilities

Materials

Net cash flow

Net profit

Net worth

o

Other short-term assets

Other ST liabilities

Assets like plant and equipment that are depreciated
over terms of more than five years, and are likely to last
that long, too.

The interest rate charged on long-term debt.

This is the same as long-term loans. Most companies
call a debt long-term when it is on terms of five years or
more.

Included in the cost of sales. These are materials
involved in the assembly or manufacture of goods for
sale.

This is the projected change in cash position, an
increase or decrease in cash balance.

The operating income less taxes and interest. The same
as earnings, or net income.

This is the same as assets minus liabilities, and the same
as total equity.

These might be securities, business equipment, etc.

These are short-term debts that don’t cause interest
expenses. For example, they might be loans from
founders or accrued taxes (taxes owed, already incurred,
but not yet paid).
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P

Paid-in capital

Payment days

Payroll burden

Personnel burden
Plant and equipment

Product development

Profit before int and taxes

Receivables turnover

Retained earnings

N

Real money paid into the company as investments. This
is not to be confused with par value of stock, or market
value of stock. This is actual money paid into the
company as equity investments by owners.

The average number of days that pass between
receiving an invoice and paying it. It is not a simple
estimate; it is calculated with a financial formula:
=(Accounts_payable_balance*360)/(Total entries to
accounts payable*12)

Payroll burden includes payroll taxes and benefits. It is
calculated using a percentage assumption that is
applied to payroll. For example, if payroll is $1,000 and
the burden rate is 10 percent, the burden is an extra
$100. Acceptable payroll burden rates vary by market,
by industry, and by company.

Payroll burden. See above description.
This is the same as long-term, fixed, or capital assets.

Expenses incurred in development of new products
(salaries, laboratory equipment, test equipment,
prototypes, research and development, etc.).

This is also called EBIT, for Earnings Before Interest and
Taxes. It is gross margin minus operating expenses.

Sales on credit for an accounting period divided by the
average accounts receivables balance.

Earnings (or losses) that have been reinvested into the
company, not paid out as dividends to the owners.
When retained earnings are negative, the company has
accumulated losses.
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Return on assets

Return on investment

Return on sales

ROI

S

Sales break-even

Sales on credit

Short term

Short term assets

Short term notes

Net profits divided by total assets. A measure of
profitability.

Net profits divided by net worth or total equity; yet
another measure of profitability. Also called ROI.

Net profits divided by sales; another measure of
profitability.

Return on investment; net profits divided by net worth
or total equity, another measure of profitability.

The sales volume at which costs are exactly equal to
sales. The exact formula is:

=Fixed_costs/(1-(Unit_Variable_Cost/Unit_Price))

Sales made on account; shipments against invoices to
be paid later.

Normally used to distinguish between short-term and
long-term, when referring to assets or liabilities.
Definitions vary because different companies and
accountants handle this in different ways. Accounts
payable is always a short-term liability, and cash,
accounts receivable and inventory are always short-term
assets. Most companies call any debt of less than five-
year terms short-term debt. Assets that depreciate over
more than five years (e.g., plant and equipment) are
usually long-term assets.

Cash, securities, bank accounts, accounts receivable,
inventory, business equipment, assets that last less than
five years or are depreciated over terms of less than five
years.

These are the same as short-term loans. These are debts
with terms of five years or less.
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Starting date

T

Tax rate percent

Taxes incurred

U

Unit variable cost

Units break-even

N

The starting date for the entire business plan.

An assumed percentage applied against pre-tax income
to determine taxes.

Taxes owed but not yet paid.

The specific labor and materials associated with a single
unit of goods sold. Does not include general overhead.

The unit sales volume at which the fixed and variable
costs are exactly equal to sales. The formula is:

UBE=Fixed_costs/(Unit_Price-Unit_Variable_Cost)
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A

Accounts Payable
Defined 133
Example 114
Accounts Payable Turnover
Ratios 139
Accounts Receivable
Defined 132
Example 113
Accounts Receivable Turnover
Ratios 138
Acid Test, Ratios 140
Activity Ratios 138
Adjusting, Sales Plan 159
Analysis, Variance 164
Asset Turnover, Ratios 140
Assets
Start-up 47
Assets to Sales
Ratios 140
Average per-unit Cost
Break-even Analysis 18
Average per-unit Sales
Break-even Analysis 17

B

Balance Sheet
Defined 135
Link to Cash Flow 132
Table 136

INDEX

Banks 178
Baseline Numbers
Ongoing Companies 44
Start-up Companies 46
Bottom Line 121
Break-even Analysis
Average per-unit Cost 18
Average per-unit Cost/sales 17
Average per-unit Sales 17
Chart 18
Defined 140
Monthly Fixed costs 18
Business Funding Directory 178
Business Numbers 111
Link between 120
Business Plan
Internet 69
Standard 10
Business Publications 72
Business Ratios 137
Business Type 65

C

Cash Balance

Calculate 131

Example 116

Cash Flow

Example 116

Table 128

Cash Planning, example 125
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Cash, Sources 128 Financial Analysis
Cash vs. Profits 112 About Business Numbers 111
Census Bureau, U.S. 74 Cash is King 125
Collection Days Finish the Financials 135
Example 117 The Bottom Line 121
Ratios 138 Follow Up, Implementation 156
Commercial Lenders Following Up
Banks 178 Getting Financed 171
Competition 67 Print and Publish 169
Competitive Comparison 52 Forecasting
Competitive Edge 44 Expense Budget 101
Consultants 75 Forecast your Sales 89
Current Debt/Total Assets Market 95
Ratios 140 Forecasting Tools, graphics 92
Current Ratio, Liquidity 139 Fundamentals
D Mini-Plan 15
PickYour Plan 9
Debt Ratios 139 Starting a Business 21
Debt to Net Worth, Ratios 139 Funding, Start-up 49
Debt/Assets, Ratios 140 Future Products 54
Distribution Patterns 66 G
Dividend Payout, Ratios 140
E Gathering Information
Know Your Market 79
Earnings, Retained 134 The BusinessYoure In 65
Executive Summary 153 General and Administrative
Expenses 121 expenses 124
Start-up 46 Gross Margin-Ratios 138
F H
Final Edit, Print 170 Home Office, personnel 60
Finance |
Myths 175
Small Business Administration Implementation
(SBA) 179 Follow Up 156
Milestones 151
Plan for 155
\.
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Income Statement 121 M
Detaﬂed 122 Management Team 57
Simple 122
, Background 59
Industry Analysis 65 Cabs. 59
Industry Participants 66 M kp
Interest Coverage arket
. & Value-Based 146
Ratios 139 Market Analysis 19
Internal Rate of Return (IRR) 174 y
Int ; Chart 97
nremne Table 19, 97
Business Plan 69
Market R h 68 Market Needs 99
arket nesearc Market Research 79
Inventory Turnover
Internet 68
Example 118 Psvch hi 33
Ratios 138 SyChographices
I tor S 14 Values and Lifestyles (VAL) 83
fvestor stmimaty Market Segmentation 95
K Market Trends 99
Milestones Table 151
Keys to Success 17 Mission Statement 16
L N
ngal Entlty/Ownershlp 42 Net Present Value (NPV) 172
Libraries . .
Net Profit Margin
Reference 73 )
Link Ratios 138
Business Numbers 120 Nle{ta%;qug 9Cap1tal
Cash Flow-Balance Sheet 132
Liquidity Ratios 139 O
Loan Application I
Objectives
Example 14 .
Mini-Plan 15
summary 170 Organizational Structure 59
Locations and Facilities 43
Long-term Liabilities 133
Long-Term Plan 153
Loss at Start-up 49
y
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P Q
Payroll burden Quick Ratio, Liquidity 139
Personnel 61
R
Personnel
Detailed 61 Ratios 137
Home Office 60 Accounts Payable Turnover 139
Simple 60 Acid Test 140
Plan for Implementation 155 Activity 138
Plan-vs.-Actual AR Turnover 138
Milestones 151 Asset Turnover 140
Positioning Tactics Assets to Sales 140
Market Strategy 148 Collection Days 138
Presentation Current Debt/Total Assets 140
Print Plan 170 Debt 139
Pricing Tactics Debt to Net Worth 139
Market Strategy 148 Debt/Assets 140
Print Plan 169 Dividend Payout 140
Final Edit 170 Gross Margin 138
Pro Forma Income 121 Inventory Turnover 138
Pro Forma Profit and Loss 121 Liquidity 139
Product Sourcing 53 Net Profit Margin 138
Profit and Loss Profitability 138
Actual numbers 162 Return on Assets 138
Detailed 122 Return on Equity 138
Planned numbers 161 Sales/Net Worth 140
Simple 122 Short-term Liabilities (Debt) to
Statement 121 Liabilities 139
Variance 163 Total Assets Turnover 139
Profitability Ratios 138 Reference Libraries 73
Programs Retained Earnings, defined 134
Strategy Pyramid 146 Return on Assets, Ratios 138
Promotion Tactics Return on Equity, Ratios 138
Market Stategy 149 RMA Associates 70
Psychographics ROI
Market Research 83 Return on Investment 138
Pyramid, Strategy 146
\.
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S Stanford Research Institute 83
Start-up Plan 10
Sales .
Start-up Requirements 48
Actual 158 .

. Starting Sales Plan 157
Adjusted 159 State Development Agencies 76
Net Worth, Ratios 140 P ) &

Plan 157 Strategy and Tactics
Proorams 94 Make it Real 151

ograms Plan for Implementation 155
Strategy 93, 149 )

. Strategy is Focus 145

Variance 158 .
. Strategy Pyramid 146
Sales and Marketing .
Summary, Executive 153
Expenses 124
Summary Memo 152
Sales Forecast Summary Paragraph 42, 51, 152
by Units 91 Yy 5tap r
Chart 92 T
g%is Literature 35 Tactics, Strategy Pyramid 146, 272
Small Business Administration 73 Technology 53
Tell Your Story
SBDC .
. Describe your Company 41
Small Business Development
Management Team 57
Centers 74
What you Sell 51
SCORE :
. . Texas Capital Network
Service Corps of Retired .
. Venture Capital 178
Executives 74 ,
Search Engines Standard Outline 10
Time Value of Money 171
Internet 70 .
, Timeframes 14
Segmentation, Market 95
e Total Assets Turnover
Short-term Debt to Liabilities .

, Ratios 139

Ratios 139 o

. .. ) Trade Associations 71, 76
Small Business Administration Trpe of business 65
(SBA) 73 YP

Financing 179 U

Internet 69
Small Business Development Centers Uses of Cash, example 129

SBDC 74
Sources of Cash

Cash Flow 128
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Vv

Value Proposition 44, 146
Value-based Marketing 146
Variance Analysis 164
Venture Capital 175
Angels 177
Doctors and Dentists 177
Online 178
Resource Library 178

W

Working Capital, example 115
World Wide Web (WWW)
Search Engines 70
Excite.com 84
Yahoo.com 84
www.avce.com 177
www.bplans.com 69
www.businessfinance.com 178
www.census.gov 74
www.miniplan.com 10
www.paloalto.com 69
www.rmahq.org 71
www.sba.gov 69
www.score.org 74
www.timberry.com 177
www.vfinance.com 178
www.yahoo.com 84

Y

Yahoo.com
Business Information 70
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