
[image: Image]


The Pocket

Small Business

Owner’s Guide to

Business Plans


The Pocket

Small Business

Owner’s Guide to

Business
Plans

Brian Hill and Dee Power

[image: image]


Copyright © 2013 by Brian Hill and Dee Power

All rights reserved. Copyright under Berne Copyright Convention, Universal Copyright Convention, and Pan American Copyright Convention. No part of this book may be reproduced, stored in a retrieval system, or transmitted in any form, or by any means, electronic, mechanical, photocopying, recording or otherwise, without the express written consent of the publisher, except in the case of brief excerpts in critical reviews or articles. All inquiries should be addressed to Allworth Press, 307 West 36th Street, 11th Floor, New York, NY 10018.

Allworth Press books may be purchased in bulk at special discounts for sales promotion, corporate gifts, fund-raising, or educational purposes. Special editions can also be created to specifications. For details, contact the Special Sales Department, Allworth Press, 307 West 36th Street, 11th Floor, New York, NY 10018 or info@skyhorsepublishing.com.

15 14 13 12 11            5 4 3 2 1

Published by Allworth Press

An imprint of Skyhorse Publishing, Inc.

307 West 36th Street, 11th Floor, New York, NY 10018.

Allworth Press® is a registered trademark of Skyhorse Publishing, Inc.®, a Delaware corporation.

www.allworth.com

Cover design by Brian Peterson

Library of Congress Cataloging-in-Publication Data

The pocket small business owner’s guide to business plans / Brian Hill and Dee Power.

p. cm.

Includes index.

ISBN 978-1-58115-927-1 (pbk. : alk. paper)

1. Business planning. 2. Small business—Management.

I. Power, Dee. II. Title.

HD30.28.H526 2012

658.4’01—dc23

2012022732

Printed in United States of America


Acknowledgments

Since this is a book designed to help small business owners improve their planning skills, the first people we would like to thank for their contribution to the project would be the hundreds of entrepreneurs we have worked with over the years. We have been impressed by their dedication, amazed by their creativity, and inspired by their will to succeed—as well as their unwillingness to succumb to setbacks or difficulties they encountered on the entrepreneurial road. We are grateful to have been given a front row seat at the creation of companies that went on to be extremely successful.

We would also like to acknowledge two of our best friends, Rose and Kate. They were literally with us every step of the way during the writing of this book. Rose is an Irish setter who enjoys taking an afternoon nap on the couch in Brian’s office while he writes. Kate is an English springer spaniel who is never far from Dee’s side. They say that writing can be a lonely profession, but thanks to Rose and Kate we’ve never found it to be.


Table of Contents

PART I – What Is a Business Plan and Why You Need One

1 What Is a Business Plan?

As You Read This Book

What Is Included in a Business Plan

Time Frame

Why You Need a Business Plan

A Plan Isn’t a Budget, But It Contains One

The Many Uses of a Business Plan

What a Business Plan Is Not

The Nuts and Bolts of a Plan

Basic Guidelines

2 Igniting That Spark of Creativity: Your Vision

Seeing Your Future

Where Are You Now?

Getting There

The Business Planner’s Toolbox

PART II – Ready, Set—PLAN!

3 History and Background

History

Milestones

Mission

Industry

4 Products and Services

Product Description

Benefits

Manufacturing Process

Opportunities for the Upcoming Year

5 Business Model Demystified

Who Are Your Customers?

Keys to Profitability

Business Model Tips

6 Your Target Market(s)

Why Do They Buy From You?

Expanding From Your Base

Market Research Techniques

7 Analysis of Your Competition—and How to Beat Them

Analyze Why the Winners Are Winning

Map Your Competitors

Learning About Your Competitors

Articulate Your Competitive Advantage

Summing Up Your Advantage

Barriers to Entry

Sustaining Your Competitive Advantage

Finalizing Your Target Customer Groups

8 The Marketing Plan: Strategies and Tactics

Distribution Channels: Planning How and Where to Sell

Positioning Strategy

Pricing

Crafting the Message

9 Implementation of Marketing Media and Methods

Advertising

Internet

Promotions Offline

Creating a Marketing Budget

Month-by-Month Calendar

10 Management Team, Staffing, and Facilities

The Key Individuals

Current Management Issues

Advisory Board and Service Providers

Management Team Background

Strategic Advisors

Management Team Strengths

Goals

Team Members to Be Added

Advisors to Be Added

Training Programs

Teamwork Building Strategies

Staffing Forecast and Strategy

For a Plan to Be Used Internally

Operations and Facilities

11 Risks, Opportunities, and Exit Strategy

Opportunity Plan

A Graceful—and Profitable—Exit Strategy

PART III – Number Crunching: Somebody’s Got to Do It

12 Your Vision Expressed in Numbers

 Setting Goals and Translating Them into Financial Models

Financial Forecasting

Don’t Turn Forecasting into a Burdensome Task

Keys to Effective Forecasting

What Exactly Is a Financial Model?

Forecasting Expenses

Personnel Cost Forecast

The Financial Projections You Need in a Plan

Projected Balance Sheet

Assumptions Page(s)

Combining Narrative and Numbers

13 Forecasting Tips

Balancing Act

Funding Now and in the Future

PART IV – The Morning After: What to Do With Your Business Plan

14 Is Your Plan Ready for Prime Time?

Common Mistakes in Business Plans

Finalizing the Plan

Don’t Expect Perfection

15 It’s Show Time

Writing the Executive Summary

Preparing to Meet With the Money People

16 Putting the Plan to Good Use

Implementing the Business Plan

Reality versus Projections

Revise the Plan During the Year

17 The Final Words

You Can Create an Outstanding Plan for Your Business

Now You Have a Well-Planned Company, Not Just a Business Plan

Index


PART I

What Is a Business
Plan and Why You
Need One


Chapter 1

WHAT IS A
BUSINESS PLAN?

Every business owner has hopes and dreams for his company. A business plan is an expression of these dreams on paper, using both words and numbers. You don’t have to have an MBA, be a rocket scientist, or work as a brain surgeon to create a business plan. Building a business is very much like starting a journey. A business plan helps you arrive at your intended destination—success—and just as importantly helps you avoid trouble along the way that delays your journey or even keeps you from getting there at all. How you define business success depends on your personal objectives. Revenue growth and profitability are, of course, primary concerns for most small business owners. But you may have other objectives as well, such as bringing innovative products or services to the marketplace, creating a business you can pass on to your children to guarantee their financial security, or benefiting society as a whole through your efforts.

The plan you develop is the result of a thorough process of determining the need in the marketplace you want to address, deciding on the products or services you want to bring to market to address this need, and then devising strategies to generate revenue and profits in light of the competition you are, or will be, facing.

Although there are templates and software programs to prepare a business plan, the best approach is to create a plan that is tailored to your specific business. As such, the plan is a creative as well as analytical effort. Business owners have a vision for their company’s future, even if they have never taken the time to put the vision down on paper. The business plan articulates this vision as clearly as possible, and is a step-by-step description of how to turn the vision into reality.

The plan describes the resources you need to accomplish your desired objectives. These include financial resources (capital) and human resources (management and staff). You also must determine the resources you will need to produce your goods or services. These may be office space, manufacturing facilities, equipment, and online presence—website— you build to help market your products and services.

AS YOU READ THIS BOOK


You will see that sprinkled throughout the book are brief nuggets of advice. In keeping with our theme of planning as a journey, we have called them Green Light Tips and Avoid This Pothole.

Green Light Tips are ideas to make the planning process go more smoothly and make the end product more useful—like you’re gliding down the highway and passing your competitors as you go.

Avoid This Pothole comments are rough patches you may encounter on your planning journey that may slow down your progress or cause frustration. Luckily, they can be avoided.

We have also included examples for each of the sections of the plan. We chose to place each one in the appropriate advice section rather than having a sample plan at the end of the book. You can read how to write the business model section, for example, then immediately see examples of what a business model looks like and get down to writing your own business model. This format should enable you to break the plan writing process into smaller chunks and inspire you to get started writing one section, and then another, and build your confidence as you go.

WHAT IS INCLUDED IN A BUSINESS PLAN


Business plans for all companies do have certain basic elements in common—called the sections of the plan. A logical sequence to these elements is:

• Vision. How large a company do you intend to build? How do you envision your company growing over the next five years?

• History, Milestones, Mission, Industry. The history of your company. Why you decided to start your business and the opportunity you saw. What you have accomplished so far, also known as the milestones you have reached.

• Products or Services. The need in the marketplace you have identified. This is sometimes called the problem you solve or intend to solve for your customers. The solution you are offering to the problem(s). These are your products and/or services you are or will be marketing.

• Business Model. The different ways you intend to generate revenues. What factors about your business will cause it to be profitable?

• Target Markets. The customers you intend to serve and why they are likely to buy from you.

• Competition. Your current competitors, their strengths, and their weaknesses. The competitive advantage you intend to build.

• Marketing Strategies and Implementation. How you intend to attract and retain customers.

• Management, Staffing, and Facilities. Your current management team and organization structure. The strengths of your team. People you intend to add as the company grows. The planned staff level for the next three to five years. The structure of your company, now and as it grows. The physical plant, such as manufacturing facilities or retail locations.

• Risk Factors. These are potential threats to your company’s future success. How will you respond to these? The responses are called contingency plans.

• Financial Forecast. Month-by-month projections of your revenues and expenses for the next three to five years. Capital you will need to grow the business.

The order of the sections of the plan, how detailed each section is, and the emphasis you give to each one depend on what type of business you have.

TIME FRAME


A business plan has both a short-term and longer-term perspective. The most detailed plans and projections cover the upcoming twelve months. The business owner often wants to plan over a longer time frame in order to anticipate the resources that will be needed to accomplish longer-term objectives. Again, the time frame is dependent on the company. A technology company may want to plan ahead as long as five or even seven years because of the lengthy development process involved in creating and marketing new technologies. An established retail business operating during difficult economic times may want to focus more on the next year, or next two years, in an effort to manage cash flow efficiently and control expenses.

It’s important for every business owner to understand that planning should be an ongoing process. Ideally, as you become more comfortable with business planning techniques, you will incorporate them in running your business on a day-to-day basis. The plan isn’t static or set in stone. It is constantly evolving along with your company. You may adjust your plan mid-year to reflect changes in business conditions that are impacting your revenues and profits—both positively and negatively. You will also note on the calendar when it is time to create a new plan for the upcoming year. The planning process will be part of your regular routine.

WHY YOU NEED A BUSINESS PLAN


Even if he has not put the plan down on paper, anyone who operates a business is engaged in planning tasks every day. A restaurant owner deciding on the number of hours each employee will work in the next week or month is engaging in a planning task. A grocer who notices her competitor has slashed the prices of certain popular brands has to determine how she will respond so she doesn’t lose customers.

But there is a difference between responding to day-today situations and having a formal planning process that helps you establish and build your competitive advantage.

With a planning process in place, you will systematically gather information about your industry, your customers, and your competitors. You will use this information to improve what you offer your customers, to identify emerging opportunities to sell to new customer groups, and to add products and services to the current ones you sell to your customers. You will use the information to take advantage of opportunities before your competitors are able to. You’ll always be a step ahead.


Avoid This Pothole: Dealing with first draft blues.

A jumble. An incoherent mess. A confused collection of half-formed strategies. A rambling narrative. Something you’d never want anyone else to read.

Yep. That’s what the first draft of any writing project looks like, including a business plan. Don’t be hard on yourself or frustrated if your plan doesn’t look as clear, organized, or complete as you hoped the first time around. Almost like magic, the jumbled ideas will sort themselves out with several revisions and your plan will sparkle with clarity.

Ask any professional writer—including famous bestselling authors—and they will tell you the secret of writing is … rewriting.



A PLAN ISN’T A BUDGET, BUT IT CONTAINS ONE


Sometimes a business plan can be confused with a budget. You may have a household budget that shows the combined income of you and your spouse and the fixed and discretionary household expenses you have. The purpose of preparing the budget is to make sure you don’t spend more money than you bring in and have to dip into savings or go into debt. As part of the business planning process, you will prepare an operating budget—also called a forecast—for your company that looks similar to your household budget. But a plan goes beyond the numbers. In fact, the numbers are prepared after the strategic elements of the plan are determined. These are the decisions you make about what to offer your customers and how to convince them to buy from you.

Strategic decision making is the heart of the planning process. Each decision you make that turns out to be correct moves your company further along the road to success. Over time, a business owner who takes a systematic, rigorous, thorough approach to planning develops sharper strategic planning skills—an ability to look into the future with greater clarity and be a leader in his market rather than just reacting to what his competitors are doing.

THE MANY USES OF A BUSINESS PLAN


• To Determine the Feasibility of Starting a Venture Before deciding to go into business for himself, the prospective business owner must evaluate, to the extent possible, how likely it is that the venture will succeed. This type of business plan is sometimes called a feasibility study. You look at factors such has how entrenched your competitors are, how much it will cost to develop and deliver your products and services (and therefore the price you must charge to earn a profit), and how many customers are likely to be willing and able to purchase your products and services.

• A Guide to Help You Manage Your Business Your business plan is much like a detailed to-do list. It tells you what must be done each month, who will be responsible for completing each of these tasks, and the resources of money, time, and personnel required to accomplish each of these tasks. The plan gives you something concrete to refer to in order to make sure no important tasks are left undone. Think of the business plan as an operations manual for running and building your company.

• Measuring Tool With a plan in place, each month you will be able to generate a report that shows actual revenues and expenses compared to your forecast. This in turn allows you to see where you fell short of revenue targets—or exceeded them—and where expenses were higher than—or lower than— what you thought they would be. This variance analysis involves more than numbers. You need to dig deeper and see why these variances occurred. This way you can change how you are running your company in order to keep the company on track toward greater profitability. The plan enables you to periodically assess the progress you’re making toward long-range objectives.

• Marketing Tool A business plan is often presented to outside sources of capital—equity investors or lenders—to convince them to provide the capital you need to grow your company. In this role, the plan is a kind of marketing tool that shows the exciting prospects your company has for future revenue growth. When the time comes to sell your company or merge it with another company so you can exit, a business plan is prepared specifically for the purpose of attracting a buyer or merger partner.

• Acquire a Business Along the road toward building a larger company, you may decide to acquire one or more of your competitors. Here again, you need a plan that shows how combining your company with another results in a larger entity that is a stronger competitor in the marketplace and is more profitable than the companies were separately.

• A Record of Achievement As the years go by, you will refer to the past business plans you prepared. They provide a record of your achievements, which you can be proud of. Many times in business we become frustrated when results fall short of our expectations. Reviewing how far you’ve come, as shown in your archived business plans from years past, can be a powerful motivating tool. The plans also show which strategies worked well and which did not—perhaps because the timing was wrong. By revisiting the plans, you will find ideas you can use in the future.

• A Way to Jump Start Your Company You may reach the point where your company has been profitable for several years, but you begin to sense it is stagnating. There is a sameness, a routine to what you and your employees are doing each day, and you may have lost some of the creative spark you started with. The planning process gives you a means to give your business a second wind, to rekindle the enthusiasm you started with. The plan helps you discover new directions you could take your business.

WHAT A BUSINESS PLAN IS NOT


In our more than fifteen years of providing consulting assistance to businesses, we have encountered on a regular basis owners of companies who simply do not understand the importance of having a plan in place. At the extreme end of the range is the individual who contacts us and says, “I need someone to write me a biz plan that I can take to investors.” All we can say when we see this is: Wow. There’s so much wrong with that little sentence.

First of all he’s saying he wants to hand the entire process off to someone else. When we work with clients, we emphasize that preparing the plan has to be a team effort between us and the members of the company’s management team. We can certainly provide strategic ideas, but the whole objective of the planning process is to document the business owner’s vision on paper. People outside the company can’t create this vision for you. Who knows your business better than you do? Consider the statement “write me a biz plan.” The subtext here is that the plan is some kind of generic, formulaic document that can be hastily prepared.

And finally there’s “that I can take to investors.” Here he’s saying that he has no interest in putting any effort into actually planning his venture. He just wants the investors’ money.

What happens in situations like this? The chances of the company obtaining capital, and the chances of the company succeeding, are greatly diminished.

Despite all the complexity that is taught to students in MBA schools, business success comes down to a simple formula with four key factors:

1) A sound plan, driven by recognition of a compelling customer need +

2) a great management team +

3) outstanding execution of the plan +

4) sufficient capital

A Company That Can Win the Battle in the Competitive Marketplace

Unfortunately, some business owners want to skip ahead to factor #4 prematurely, in the belief that all you need is money. From the example used of that business owner’s point of view, the plan document itself is like a super salesman that waltzes into the investor’s office and convinces him to put money into the company. A glib, slick talking little fellow, this Mr. Biz Plan.

Our firm has, for a number of years, conducted surveys of venture capital firms regarding how they make their investment decisions. When asked what the number one factor is that causes them to say “Yes,” they give the same response in every survey: the strength of the management team. Business owners tend to focus on how terrific their products and services are and the impressive number of potential customers available to them. The problem here is that you can’t deliver these terrific things to this astoundingly large market unless you have the right people in place with the right skills to execute the outstanding plan you are in the process of preparing.

And how does a management team demonstrate its strengths? By being prepared for any and all tough questions they may be asked when they meet with investors.

And how does the team ensure that it is sufficiently prepared? By going through a thorough planning process in which all aspects of the business are carefully thought out.

So, the plan is not some kind of magic key that opens the door to the venture capitalists’ vaults.

It is best described as a tool that makes it easier for you to succeed in both managing your company and in obtaining capital, if you choose to do so. Conversely, not having a plan or having a poorly thought out plan can disqualify you in the eyes of investors and cause your company to be an underperformer rather than a leader.

THE NUTS AND BOLTS OF A PLAN


Business plans are a combination of narrative sections and financial spreadsheets, which are usually located in the back part of the document. There is no standard length to a plan. A plan can be as brief as 15 pages of narrative and 5 spreadsheet pages of financial projections. Businesses that are more complex, such as pharmaceutical companies, may require longer plans because there will be detailed information about the drugs, testing requirements, and patent protection. At the high end of the range, some business plans require 30 pages or more of narrative and 15 pages or more of spreadsheets.

Plans for Internal Use Only

The goal of this type of plan is to make sure it contains the information you and your team need to guide the company throughout the year and beyond (if the plan has a three-to-five-year horizon). Be very detailed about the marketing strategies and tactics you intend to use and when these will be implemented. That way you can go back next year and look at what worked and what didn’t. The plan for internal use resembles a calendar, but with detailed explanations of why each action is being taken.

Also be very detailed about what you accomplished in the previous year—the objectives or targets you reached— and those where you fell short. Prepare specific, measurable goals for the next year and beyond.

In this plan, you don’t need to have a lengthy discussion of the background of the management team (i.e., detailed biographical information). You do need to include projected growth in staff level and the management positions you intend to add. Focus more on the additional skills/strengths you want to add to the team, when you need to add them, and your plan for finding them.

Plans to Be Read by Individuals Outside the Company

Don’t try to overwhelm the reader with either verbiage or data. The trend is toward shorter, more concise plans. Fifteen to twenty pages of narrative and ten or fewer spreadsheets should be sufficient to send to investors initially. Have more detailed financial projections ready to present if they are interested in meeting with you. This type of plan is more of a presentation document. You want the plan to be visually appealing and written in an engaging manner. Think of a novel that is a “page turner.” Compose shorter paragraphs broken up with bullet points. Use charts and graphs to convey information in a more dramatic fashion.

Consider the glossy annual reports that public corporations send to shareholders. They include product literature, pictures of the company’s facilities—anything that brings the company alive to the reader. Your goal with the business plan is to convince the reader that your company represents an outstanding investment opportunity. It’s important to remember that your venture is competing with dozens or potentially hundreds of others. When the investor says “outstanding opportunity” he means that he wants detailed and specific answers to these questions:

• Why is	the opportunity	for your company—the market for your products and services—large?

• Why is	the market not being served adequately by competitors?

• What unique capabilities do you have to serve the market?

• How can you develop a competitive advantage?


Green Light Tip: Keep it simple.

Prepare the plan as though the reader knows very little about your company and your industry. Clarity is very important. If the reader doesn’t understand your plan, he may just put it aside, and you will never hear from him again.



The Management Section for a presentation to those outside the company introduces the key members of the team and their qualifications, experience, and prior business track record that will lead to success with this company. What are their particular skills and competencies? The goal of this section is to convince the investors that the team will be able to execute the business plan successfully. As with the internal plan, the staffing plan (the chart that shows the number of individuals needed, by department, for each year of the plan) is important. Both an investor and a business owner must be confident that the plan includes sufficient human resources to accomplish all the required tasks for the upcoming years.

Appendices are often included in a plan for investors. These are supporting documents that help you prove the statements you made in the plan about the company’s prospects. Appendix items include joint venture agreements you have made or are negotiating, testimonials from customers, industry studies, and speeches made by industry experts. These days, companies sometimes create a separate website for investors with these materials uploaded.

An Executive Summary is prepared with plans to be read by investors; this is not a required element in a plan for internal use only. The Summary is a concise 2-3 page digest of the key points you want the outside reader to remember about your plan. Write the summary after the full plan is finalized.

Who Should Prepare the Plan

You, the owner of your business, may decide to complete the plan on your own. That’s fine if the company is very small, but there are advantages to involving more than the business owner in the process. Each person in your company sees the business from a different point of view. In a retail store, the sales people who interact with customers can learn a great deal about whether you are actually meeting customer needs to the fullest extent possible. But in order to take advantage of your employees’ knowledge, you need to involve them in the planning process. You need to ask for their input as you formulate your strategies for the upcoming year.

Your employees, or even managers, may be unfamiliar with the planning process. Start by asking them these questions:

• What are we doing particularly well to serve our customers (what do our customers like about us)?

• What do our customers say we could do better (what are their major complaints)?

• What resources do you need to be more productive in the upcoming year?

The answers to these questions give you the basis for changing your product/service mix and your marketing message, planning how to make your business run more efficiently, and becoming more customer-focused in the future.

Also, you will find that employees really appreciate being included in the planning process. It will have a positive effect on morale and ensure everyone in your organization is working toward the major goals you have set. Planning helps build team spirit in a small business.
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