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PREFACE

Jane Khedair

I sat on the adversarial side of a City analyst’s desk throughout the 1990s, and it came as no surprise to those who knew me that a move away from the daily drudge of the corporate world to one of running my own business represented a more appealing option. What better way of making use of invaluable first-hand experience of evaluating, scoring and re-writing business plans than to establish a dedicated support service for people wishing to start, grow or rescue a business? Better this than to allow budding entrepreneurs like you to continue like lambs to the slaughter, facing negativity and rejection at each iteration of your business plan as you approach and are eliminated by yet another audience.

Some 17 years later and indebted to the support that I have enjoyed from both London Business School and my fellow directors, I am delighted and excited to have been invited to share our wisdom, knowledge and experience – good and bad – with you. I hope you are able to learn as much as we have, albeit somewhat more speedily, to ensure that your business plan secures you a fast-track route to success without too many painful and expensive lessons along the way.

Take your family, friends and only those who you wholly trust along a business plan journey that you can be sure you’ll never forget.

Michael Anderson

After trading commodities and financial futures in the City for 5 years, I bought a specialist printing business and ran it for 12 years before selling up and spending a year at London Business School on the Sloan Masters programme – the theory following the practice as some might say. A year later I became Chief Executive of a cutting edge e-learning business, which raised over £3 million of venture capital, and subsequently became a Director of Business Plan Services Ltd. BPS is the definitive resource for business planning in the UK, seeing hundreds of business plans each year and helping entrepreneurs to improve them.

During all this activity, I started to dip my toe in the water as a business angel, i.e. someone who invests money for a minority share in other people’s businesses. It has been my great good fortune in angel investment to have defied the miserable statistics and make a reasonable return on time and money spent. There have been ups and downs, the downs generally coming for extended periods before the ups. In this book, I have tried to capture the key points which have contributed to the success I have been fortunate enough to enjoy. It is my hope that reading this book will provide you with a short-cut to emulating that success, in part by enabling you to write the perfect business plan.

I have learned to accept the fact that it is especially rare for any business plan to reflect reality even 6-12 months after it has been written. We cannot foresee the future. The most we can hope for is that the underlying purpose, the vision for the business, remains the same even if the smart entrepreneur is flexible enough to adapt to changing circumstances. My most successful investments have been as a result of meeting outstanding entrepreneurs with a clear vision, and I intend to demonstrate in this book that a great business plan can build on that starting point.

Over the last 23 years, I have looked at businesses and business plans as an entrepreneur, as a manager, as an academic and as an investor. With the benefit of this unusual perspective, I have come to understand that anyone can write a business plan but that there is a knack to writing a successful one, which grabs the reader’s attention and adds value to the business; equally, there are many pitfalls in business plan writing, which lead to the reader losing interest very quickly. In this book I have tried to marry the needs of the business plan writer and the business plan reader whatever the objective of the plan may be. Most often this is raising finance, but it is not necessarily so.

I have been delivering a regular monthly workshop at The British Library to help guide entrepreneurs in the art – for it certainly is an art rather than a science – of how to write a business plan. The wonder which greets me from so many in the audience makes me think that perhaps this is more of a dark art than I thought.

I make no pretence that this book can cover all types of business plan. Specific business concerns need to be addressed differently, but my hope is that this book addresses the individuality of the audience as widely as possible whilst remaining generic in its nature. For those who feel that their issues have not been met, Business Plan Services would be happy to hear from you why your business is so different from the norm. My intention is to address a broad spectrum of entrepreneurs, who are mesmerised by the excess of advice on business plans and who seek only a simple layman’s guide to the principles of business plan writing.

Before her untimely death Dame Anita Roddick of Body Shop fame wrote an article entitled “Don’t get a business degree, get angry” and posted it on the British Library website under the title “Why I’m glad I never went to business school”. She was, of course, right that so much that is good and necessary in entrepreneurialism comes in the category of inspiration and determination, but this book is designed to demonstrate that discipline and planning grafted onto raw passion give an entrepreneur an even greater chance of success.

We live in uncertain times, and the pace of change is likely to keep accelerating regardless of whether the wider economy improves or declines. I have tried to set out some guidelines and rules to help the budding entrepreneur to steer a path to success whatever the economic conditions may be.



Good luck.



CHAPTER 1

The purpose of a business plan

This chapter looks at what a business plan is and why you need one. It also looks at the different audiences for a business plan and how this affects what you need to include. Finally, it touches on the need for passion in your business plan, to make your readers as excited as you are.




WHAT IS A BUSINESS PLAN?

A common definition of a business plan describes it as: an explanation of business goals, why you think you can achieve these goals, and how you plan to reach them. This is a fairly general statement and covers many elements, which range from sketchy outline ideas that are mapped out on the back of an envelope to a lengthy encyclopaedia of a document that nobody ever has enough time or inclination to read.

What makes a business plan useful?

We have looked at literally hundreds if not thousands of business plans over the years, written by people looking to start or grow their own business. What is clear is that there is no such thing as a standard business plan. However, in essence they should all cover the same ground and, as set out in any good business plan guide, will feature a consistent set of chapter or section headings, not least because these will be familiar to your audience. These will set out what the business is aiming to sell, who to, and where and how its customers can be found and reached. It will also cover who else is trying to sell to them, what resource (typically money and people) you will need and how much profit the business can ultimately make from its trading activities over the next three years.

As straightforward as these topics sound, it is the strength of the underlying content that sets one business plan apart from another. Strong content will enable it to be used as a viable business plan that is ready for execution. If the content is not useful enough, the business plan will become merely a collection of unjustified, ill-thought-through statements that lack any weight or substance and so represent nothing more than a plan of ideas rather than action.

A good business plan is a document written using researched statements to give weight to all aspects of an entrepreneur’s aspirations for his business, enabling those ideas to become reality. The business plan is therefore a means to an end – a platform for the management or owner, which forces them to think through all the relevant aspects of their business. Whilst the business plan alone cannot secure success for the business, we can confidently endorse the over-used maxim that ‘failing to plan is planning to fail’.

WHY DO YOU NEED A BUSINESS PLAN?

The first question from a potential client is frequently: ‘Can you write a business plan for me?’ and we always answer: ‘Why do you need one?’ and ‘Who is going to read it?’ Without the answers to these questions, it is impossible to write an appropriate plan. A plan that takes no account of its audience will be a waste of effort. Business success does not depend on the existence of a plan, but the lack of one will make failure more likely.


TOP TIPS

Working out what your business plan is for is the first step to creating a useful business plan.



The purpose of your business plan

First of all then, you need to assess what a business plan will do for you. Do you think that it will help you get your business to where you want it to be, or do you anticipate that preparing a business plan will be a time wasting exercise, which is nothing but a distraction from your day-to-day tasks? ‘Haven’t I got enough to do?’ you may ask yourself. We are all busier now than ever, but remember: being busy and being productive are two very different things.

Many business owners spend their day running round in circles, fighting fires, without any idea about what they should be doing in order to make a difference to their business. Having a well thought-through business plan, which sets out your vision and goals for the business, will force you to work out how to reach the point you want to get to. Ideally, you will also have included an action plan with attainable timeframes that tells you what you should be doing and when.

By writing a useful business plan, you will be in control of your business rather than it being in control of you!

You will have identified what you need to do in an orderly and structured way in order to get your business to the next stage of its life. Without a business plan you risk finding yourself responding to situations that arise in the business or in the market, instead of leading the business forward as a focused entrepreneur.


ACTION POINT

Work out who will read your business plan and what the purpose of your business plan is for your particular business.



QUESTIONS YOU NEED TO CONSIDER

OK, so you can now see the benefit of providing a focused road map for your business and you have taken on board the fact that you need a business plan – after all, your bank has been asking you for one for the past three months! Whilst the hours that you need to spend drafting it may feel wasted, rest assured you will benefit from actually taking time out from the day-to-day operations to think about your business. No matter how much you may resent the time you spend locked away thinking through the various components of your business plan, it is a golden opportunity to take a step back from your business and consider it impartially.

So, perhaps for the first time, you need to reason with yourself about what you want from your business and how you are going to get there. Although you may already know that you are going to make widgets for the next ‘must-have’ mobile phone, have you thought about who your customer is? Is it the mobile phone user or perhaps the mobile phone manufacturer? Why would they buy what you are offering? Are they likely to buy it from you when there are other people trying to sell them the same type of product? It is only when you take time out to identify who else is trying to sell to your target customers, and at what price, that you start to be able to work out how you can differentiate your business rather than just keep on banging the same drum that you would have done without having gone through the business plan exercise.

Hopefully, the benefits of having the plan are gradually becoming clearer and you are beginning to realise that this work of art that you are starting to create may well have some use after all…working out what you didn’t know you didn’t know! Throughout the rest of this book we will guide you through the mechanics of answering these questions, so that your business plan becomes an essential tool for your business.

WHY TEMPLATES ARE NOT ENOUGH

Many people mistakenly believe that there is a standard format and tone for a business plan. Sample business plans can be sourced easily enough and are often personalised only by changing the name of the business and its location, in anticipation that one size fits all. This trend has grown with the increased availability of free templates, which are in reality no better than a spreadsheet which provides formulae but no substance or answers. The style, substance and tone of a business plan are at least as important as the generally recognised template format.

Content needs to be tailored to your needs and only tools relevant to your business should be used. Unfortunately, meaningless mission statements and irrelevant SWOT (Strengths, Weaknesses, Opportunities and Threats) analyses are still prevalent and often gratuitously inserted by a writer to be able to tick a box in the document’s contents. Of course, a mission statement may well give a reader a general view of where the business is heading, and a Five Forces diagram (which used to be a key but overused component of market analysis) built into an overall analysis of the competitive pressures on your business could be useful in some circumstances. Similarly a SWOT analysis, as an integral part of your discussion about how you recognise and intend to meet the challenges your business faces, will be helpful. (See chapter 11 for more on SWOT analysis.) However, it is the use of these tools by themselves, based on templates found in generic business plan books or software, that weaken rather than strengthen the overall plan.


TOP TIPS

Your business plan must be tailored to the needs of your business and the questions your audience will have – one size does not fit all!



A successful business plan presents a story and, just like any story, must have a flow to it, a traditional beginning, middle and end. Each section of the plan must reflect the other sections rather than there being a collection of isolated statements. It should present a picture that is comprehensive and comprehensible, the purpose and ambition being clear at every stage, drawing conclusions from each set of statements to give the document credibility and focus.

WHO IS THE AUDIENCE?

So, when writing a plan you need to start by working out who it is for. There are many reasons for writing a plan, and each one requires a different approach. For example:


• Getting a loan from a bank.

• Raising money from a business angel or venture capital investor.

• As a strategic road map for the business to provide an action plan for management which they can share with everyone else in the business.

• As a year-end plan for the boss to show where the business is heading.

• As an aid to selling the business.



Each of these audiences is seeking different information from the plan, and so it would be absurd – and unproductive – for them all to be written in the same way. Let’s take a look at the different kinds of information you should include for your intended audience.


ACTION POINT

Having identified who will read your business plan earlier, you now need to research the needs of that audience – what are their key requirements and how can you meet these with your business?



Business plans for a bank manager

The bank manager wants to see two key answers in the plan, quite apart from a sound business proposition and credible management:


• Security for the debt, ie how and when is the capital going to be repaid.

• Evidence of the business’ ability to service the debt by paying interest.



The business plan must focus, therefore, on how the business will meet these two needs. (Both of these key answers will be covered in more detail later in chapters 4 and 9).

In an early-stage business these two requirements are usually hard to demonstrate. Very few early-stage businesses generate cash quickly. Very few start-up entrepreneurs are fortunate enough to have access to security for the debt they seek. If the debt is required for fixed assets, eg capital equipment for manufacturing, there may be sufficient security in the equipment alone. For those who are seeking debt for day-to-day working capital, eg to finance customers’ extended payments and general costs, but have no security, the Enterprise Finance Guarantee (EFG) may be ideal. Details of this scheme can be found at the Department for Business, Enterprise and Regulatory Reform (BERR) website: http: // www.berr.gov.uk. See more detail in chapter 10 under Sources of Finance. The EFG has replaced and extended the Small Firms Loan Guarantee Scheme (SFLG), one of the most successful and valuable support programmes for early-stage businesses in the UK.

A busy bank manager will want to be presented with a snapshot of the business and its management team to assess quickly whether the rest of the document should be given more of his valuable time. Below is an extract from a sample business plan that clearly sets out the strength of the proposition, reflected in the business’ solid financial performance, and the long-standing experience of the team, providing the ideal backdrop to attract the reader’s attention.


EXAMPLE

Sample Executive Summary

Mr Smith-Harris owns and operates a successful shop in central London, known as The Snackbox, selling gourmet soups and salads to local workers at lunchtime. Due to the success of the first store Mr Smith-Harris is currently planning to expand into five additional London locations, targeting the same market segment.

Mr Smith-Harris opened his first store in December 2001. Since then the business’ management has built a profitable company with a loyal following and powerful brand identity. The store is currently showing annual revenues of nearly £450,000.

The store is supplied from its satellite kitchen in Euston. The kitchen has the capacity to also supply several new stores from its current set up.

One of the main advantages of The Snackbox is its product offering, soups and salads, which are sold in different seasons, allowing the business to be profitable year round.

The business is owned by a UK registered company (The Snackbox Ltd) which is 80% owned and managed by Paul Smith-Harris. It started trading in December 2001. Mr Smith-Harris has many years of experience in the catering sector. At The Snackbox he is responsible for the day-to-day running of the company, marketing, public relations and new business development. He is also involved in product development. He is supported by shop and kitchen staff and will employ an admin person once the new stores open.

The Snackbox’s market is a very attractive one. Key Note estimates that the size of the UK Fast Food and Home Delivery market was £8.2bn in 2008, up from £6.55bn in 2007. This represents a growth of 25.1%. Key Note forecasts the market will grow from £8.2bn in 2009 to £9.4bn in 2011. This represents a growth of 14.3%.

The Snackbox is a highly profitable business. The company will generate a small loss after tax of –£1,717 in the year ending 31 May 2009, a profit of £152,724 in the year ending 31 May 2010, £477,574 in the year ending 31 May 2011 and £600,978 in the year ending 31 May 2012.

Management assumes that it will open five new shops in total, in:



• January 2010

• June 2010

• November 2010

• April 2011

• September 2011

For each new shop management assumes rental deposit and refurbishment costs of £110,000.

The business is premised on a proven successful model that is cash generative and profitable. It is looking to raise £200,000 to finance the first of these two store openings and has strong cash flows to be able to service bank funding (capital and interest repayments) as well as finance all other store openings from its increased turnover at that time. Any shortfall in security should be available under the terms of the Small Firms Loan Guarantee Scheme.



This extract comes from a business plan which was successful in raising bank finance. It clearly addresses the requirements of the bank in the following ways:


• Showing that the business has a trading history.

• Clearly identifying the business’ activity and how it generates cash.

• Highlighting the efficient operation of the centralised business to demonstrate its ability to generate increased turnover from an increased number of locations.

• Referring to the experience of the management to establish credibility.

• Giving headline forecast financials that demonstrate the business’ potential.

• Summarising the growth trends in the market to justify its stability.

• Describing a clear expansion plan with relevant and realistic timescales.

• Identifying an exact funding requirement.

• Referring to the availability of security.



Whatever the situation, a business plan seeking debt which does not address the bank’s two fundamental issues (availability of security and how the debt will be serviced) will be of no value. Both issues should be clearly addressed in the financial narrative section of the business plan, which we will look at in detail later in chapter 10.

Business plans for investment capital

Angel or venture capital investors have a very different point of view from bankers. Unlike lenders, who are looking to get their money back, plus interest, angel investors are seeking explosive returns on capital – high risk for which inflated reward is demanded. Dividends are unusual in an early-stage business, and realisation of capital, ie return of investors’ money, generally comes only at exit via share sale. The expected returns may vary from 20% pa for a mature business to 60%+ pa for a start-up. Since this book is largely focused on early-stage SMEs (small and medium-sized enterprises), we can assume that the returns required are nearly 60% pa. A 60% compound growth over a five year period can be broken down as follows:

Sample compound growth table to illustrate investor returns



	
		
	
Period


	
Capital Valuation


	
Annual Growth Rate


	
Annual Growth in Capital


	
Total Valuation


		

		
	
Year 1


	
£100,000


	
60%


	
£60,000


	
£160,000


		

		
	
Year 2


	
£160,000


	
60%


	
£96,000


	
£256,000


		

		
	
Year 3


	
£256,000


	
60%


	
£153,600


	
£409,600


		

		
	
Year 4


	
£409,600


	
60%


	
£245,760


	
£655,360


		

		
	
Year 5


	
£655,360


	
60%


	
£393,216


	
£1,048,576


		

	




So, if an investor puts £100,000 into a business in Year 1, he will expect that sum of money to be worth just over £1,000,000 when he gets paid out for his share of the business in five years’ time. The £100,000 will have been expected to have grown incrementally as shown above, based on the valuation of the company in accordance with its performance as each year passes.

You may be surprised that a 60% annual growth rate equates to approximately 10 times return on an investor’s money over a five year period. However, this scale of appreciation comes as no surprise to angels who so frequently lose their investment. An angel investor is looking to identify growth in sales without a corresponding rise in costs (known as scalability), as this is essential to achieving the explosive growth which is the goal of an investor. If you understand this crucial point about an investor’s mindset and translate it into visible scalability in your business plan, you will have gone a long way towards making an investment in your business look attractive to a potential investor.

So it quickly becomes clear that a business which is, at best, only able to generate an attractive lifestyle for the entrepreneur or the business’ management team, is of limited appeal to an investor, who is looking for domination in a field that will be able to generate high growth returns for everyone. It is easy on paper to compare the potential of a retail concept whose brand and systems are capable of being rolled out across multiple locations with an independently owned shop that just about makes its owner a living. Realistically, however, very few businesses are able to aspire to these growth criteria, and entrepreneurs become disappointed that they cannot raise external finance for them. All too many business plans seeking investment lack the necessary global ambition, and the potential for growth without spiralling costs, to provide the required returns. The inappropriate use of so-called J-Curve or hockey stick financial projections, where an unrealistic growth rate of sales is graphically depicted to appease the hopes and aspirations of investors, is dealt with further in chapter 10.

This aspect of finding the best return on capital (ideally with the least risk) is a crucial and often absent theme in business plans, whether they are for start-ups or mature businesses. For this reason, it is not possible to write the definitive business plan for any business. Business plans are about making choices – choices of where to allocate scarce capital. That is why writing a well-crafted plan takes time and thought and input from all of the management team.

[image: image]

Typical J-Curve or ‘hockey-stick’ sales graph


ACTION POINT

Try to be realistic about the potential of your business and what you want/ expect from it. Are you offering something so unique that it has the potential to carve out a unique place and enjoy growth nationally or even internationally? Or does your business have appeal to only a limited local audience even if it may well be able to support you in a lifestyle which you would be happy with over the next few years? Answering these questions will affect who you approach for funding and how you target your business plan.



Internal business plans

An internal business plan written for the company’s management is quite different from either of the first two categories which have been written for the purpose of attracting finance. In contrast, an internal business plan is typically the result of a brainstorming session whereby all members of the team have agreed on a way forward for the business. The internal plan crystallises this thought process in a document that can be shared among the whole company. The reasons for creating an internal plan are wide ranging: perhaps the management team is documenting their strategy for the future, justifying budget allocation, providing evidence of job security and a career path, presenting a clear roadmap and an understanding of any innovation that is to be used.


OEBPS/images/cover.jpg
SUCCESSFUL
Business Plans

Jane Khedair
Michael Anderson m





OEBPS/images/logo.jpg
crimson





OEBPS/images/image_01.jpeg
Jcurve

vear

—Year






