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The Business Planning Process
Purpose

Planning is the process of managing change.

The most common reason for preparing a business plan is to obtain financing, however, the benefits of business planning go much further.

A business plan can be viewed much like a map in that it helps a business move from point “A” to “B” efficiently.  Like a map, a business plan will need updating from time to time but is a great help in addressing the weaknesses and capitalizing on the strengths of the business and its owners.  The business planning process forces management to examine the business in the context of the organization’s future direction.  It also forces management to make clear “crisp” choices as to how the organization will achieve its objectives.  

The business plan is not a static document that, once prepared, an organization shelves and forgets until the next requirement for financing arises.  Instead, the business plan represents the periodic documentation of an on-going planning process.  Management should visit and re-visit the plan often to ensure that the organization has a strategy for dealing with the inevitable and constant change that occurs in business.

The business planning process by nature is future-oriented requiring management to exercise strategic thinking.  A well-researched and well-written business plan will provide management with direction and a path to future profitability and success.  

The ultimate purpose in this process is not to produce a business plan but to produce results.

Lenders and prospective investors reading a business or marketing plan that is used to seek new capital are probably the toughest audiences to satisfy.  Their most common questions include:

1) Is the business or marketing idea valid?

2) Is there something unique or distinctive about the product or service that separates it from substitutes and competitors?

3) Is there a clear market for the product or service?

4) Are the financial projections realistic and healthy?

5) Are the key management and technical personnel capable and do they have a track record in the industry in which they must compete?

6) Does the plan clearly describe how those providing capital will get their money back and make a profit?

Benefits 

The benefits of planning come from looking ahead, anticipating problems, and identifying the resources required in dealing with those problems before they occur.

The benefits of effective planning include:

· Get ideas out of the entrepreneur’s or manager’s head and onto paper

· Form focused, effective marketing strategies

· Provide a clear sense of vision and purpose

· Provide an honest assessment of strengths and weaknesses

· Improve the likelihood of obtaining financing

· Improve profitability and competitiveness 

· Set specific goals and objectives and identify and allocate required resources 

· Provide a means of evaluating performance and progress

· Provide a guide for decision making

· Reduce the risk of business failure

· Emphasize action to bring desired results

· Provide a foundation for staffing decisions

· Get management and employees pulling in the same direction

· Increase the probability of accomplishing management’s objectives 

Success Factors 

Three groups can use the business plan: business owners or managers, lending institutions, and investors or partners.  Each group will look at the business plan from a different perspective and for different reasons.  Each wants to know what is going to be done, when it is going to be done, how it is going to be done, and what will be the final outcome.

· Know the target reader and the purpose of the plan

The owner or manager should be the prime user of the business plan.  While the owner or manager may have strong marketing or production skills, how good are the owner’s or manager’s financial or personnel skills?  When preparing a comprehensive business plan it is important to deal with every aspect affecting the company including identification of major challenges associated with achieving goals.

Success factors in the business planning process are:

· Implementation - an organization must take action to implement the plan

· Monitoring - an organization must set up a system for monitoring results and comparing them with the business plan 

· Constant Feedback - management must receive and evaluate feedback from employees about how the plan is working 

Tips on Approach to Business Plan Writing

· Before starting the business plan type in all headings.  This will make your work more organized and help you avoid omitting important sections of the plan.

· Too much detail will reduce the plan’s impact.  Keep to the essential core of what you want to say and keep it clear and concise.

· Remember the business plan may be used as a selling tool so presentation is very important.

Common Mistakes in Business Planning

· Executive Summary inaccurately summarizes the body of the business plan

· Plan is too long, too technical, or too detailed

· Financial data is inconsistent with the rest of the plan

· Typographical errors (Do not use abbreviations or contractions)

· Insufficient use of communication tools such as diagrams, graphs, charts, and maps

· Errors in logic

· Strategies focus on the present rather than the future

· Failing to identify and respond to critical success factors

· Lack of customer focus

· Inability to identify and react to competition

· Under financing or the wrong kind of financing

· Failing to appreciate the reader’s requirements 

· Over-estimating projected sales and/or under-estimating projected expenses

· Failing to consider seasonality and its impact on cash flow

· Under-estimating the time it takes to launch new products/services

· Not involving the right people in the organization in the planning or implementation process

· Insufficient monitoring and comparison of results with planned performance

· Inadequate use of external advisers

· No follow-up or monitoring of actual results against the plan

· General conclusions drawn from a small sample or small amount of data

· Using jargon and/or "buzz-words"

Executive Summary

Although the Executive Summary is the first section of the business plan it is the last section written.

The Executive Summary should be well written, concise, and positive and be no longer than one to two pages.  It should contain a brief summary of the most important elements of the business plan.

The reader of the Executive Summary should get an accurate and concise impression of the company, the nature of the business, its product(s), market, management, and profitability as well as the level and nature of investment required.

The Executive Summary should pique the reader’s interest and entice the reader to read the body of the business plan.  Often a poorly written Executive Summary will cause the reader to develop a negative attitude towards the business as well as towards the organization that prepared the business plan.  The reader may even discard the plan altogether.

Table of Contents

Readers get an impression of the completeness of a business plan by looking at the Table of Contents.  Organize the Table of Contents with headings and sub-headings for each section and titles for each of the Appendices.  Number the pages of the business plan. 

· Each section and subsection listed

· Major Business Plan Headings (this list is not exhaustive):

1.0
Company Profile 

2.0
Project Background

3.0
Industry Analysis

4.0
Market Analysis

5.0
Management and Operations 

6.0
Financial Analysis 

Appendices

1.0 Company Profile
Introduce the organization, its products, and its services to the reader as briefly and concisely as possible.  If the business already exists, describe who started the company and when and why the business was established.  Give the reader a good overview of where the company has been by highlighting major milestones or events in the business’ past.  For a new business, highlight the reasons for starting the specific business.

· Describe the company’s origins including its products and services

· Comment on any major milestones or events in the business’ history

· State when the business began operations

· Identify the firm’s legal status (sole proprietorship, partnership, corporation)

· Outline the corporate structure

· Specify plants, offices, warehouses, etc. by location

If applicable, also include details about Other Related/Associated Companies or Joint Ventures.  For example, if the company is involved with other businesses, list and provide an organizational chart that outlines the relationship between all involved parties.

2.0 Project Background 

Outline what management will accomplish, how it will be done, when it will be done, and who will be responsible for seeing that it gets done.  The reader should not have to read through a lot of detail.  Rather, a clear indication of each is sufficient and the reader can find the detail in an appendix.  Some examples of items to cover in the Project Background section include the organization’s plans for: 

· Proposed Financing

· Sales and Revenue Generation

· Marketing Initiatives 

· Customer Service 

· Manufacturing/Logistical Processes

· Quality Assurance 

· Continuous Improvement Programs

3.0 Industry Analysis

For readers to understand the business plan, they need to understand the industry in which the business operates.  Important considerations include:

· Industry structure and where the business fits within that structure

· Overall industry size

· Industry trends (outlook/potential growth or decline in the industry, new products, new markets, new customers, new regulations, recent entrants or exits, etc.)

· Industry seasonality 

· Types of businesses in the industry

· Important product and market segments

4.0 Market Analysis

After readers understand the industry, they want to know how the business fits in to its particular market.  Now it becomes important to define the market size, market trends, consumer behavior, competitors, and market strategy as they apply to the business.

4.1 Market Size

· Approximately how many people are interested in buying this product or using this service?

· What is the company’s market share?

4.2 Market Trends 

· Is the market currently growing or declining?

· Are there any factors influencing the market and its growth (economic activity, industry trends, socio-economic and political factors, etc.)?

· Who are the major purchasers, influencers, or heavy users of the products/services?

4.3 Consumer Behaviour

· Why do customers buy?
· Within this product line, what types of features are buyers most interested in?
· What are the major buying factors i.e., what influences the customers’ buying decision (quality, delivery, price, warranties, service, etc.)?
4.4 Competitor Analysis

· Who are the major competitors?

· What are the major competitors’ strengths and weaknesses?

· What is the market share held by each competitor? 

· Why do customers buy from competitors and why would customers leave competitors to buy from this business?

· What are some alternate and substitute products?

· What are major competitors’ pricing policies? 

· What is the industry’s gross margin (manufacturers, wholesalers, retailers)?  Is this gross margin large enough to satisfy the requirements of production, training, returns, servicing, discounts etc.?

· What are the competitors’ resources (financial, human, etc.) and what are the potential reactions to the new business’ entry into the market?

4.5
Market Strategy

4.5.1
Target Market

· What is the target or niche market?

· Who buys the products/services?
· What are customers’ demographic or psychographic profiles?  Describe any market segmentation and identifiable homogeneous characteristics.

· Where are customers located?

· For existing businesses, describe current customers and list major customers in an appendix.
4.5.2 The Marketing Mix

· Product 

· Who are the end-users of the products/services?

· What are the benefits that the products/services offer end-users?

· What are the unique properties or features?

· What advantages do the products/services have over the competition?

· Are there any possible problems or drawbacks (i.e., health, safety, environmental, etc.)?

· Does the business have any patents, trademarks, copyrights, industrial designs, etc.?

· What is the status of research and development?

· Append product photos, brochures, and technical information.
· Does the business offer any warranties (consider how long warranties will last, who will do the servicing, and any charges for servicing)?

· Why are warranties/guarantees important to potential customers?

· How can the company afford to offer warranties and what are the estimated numbers of returns?

· Are there any training needs and costs for service staff?

· Place 

· How will the company sell its products/services and how will they end up in the hands of the end-users (company sales force, sales representatives, direct mail, direct marketing, telemarketing, distributors, wholesalers)?
· What margins will each link in the chain receive?
· How close in proximity is the business to its target market?
· Price

· What is the business’ pricing strategy (what will the business charge its customers?)?

· Justify the business’ pricing - How can the business offer a higher/lower price than the competition?
· Does the business have a discount policy and, if so, how does the policy work (volume, incentive, trials, etc.)?
· Promotion

· How will information about the business’ products reach customers?

· What strategies will be most effective in winning customers?

· What are the costs of those strategies?

· What is the timeline for implementing these strategies?

· How will the business get potential customers to notice its products?

· What media will the company use to promote its products (e.g., newspapers, magazines, television, trade and consumer shows, catalogues, brochures, direct mail, telephone, internet, blimps, aviation banners, exhibitions, etc.).

· What advertising/promotion schedule will the business use?  (Outline timelines and expected effectiveness of each medium)

· If using direct mail or telemarketing, what areas will be targeted and why?

· What is the cost of each medium? 

4.5.3 Projected Sales

What are the projected sales and when will they occur?

What is the annual growth potential for the business’ sales and market share?

For existing businesses, what are the sales and market share for the previous three years?

4.6
Market Penetration 

What is the company’s strategic advantage?

Why will it continue to be an advantage in the future?

5.0
Management and Operations 

This section tells the reader how the business functions in the marketplace.  Describe the structure and policies of the organization, the facilities, and the equipment requirements. 

5.1
Management and Human Resources

Indicate who in the company will “make things happen” and who is responsible for implementing the business plan.  This section should give the reader a good overview of the quality of management as well as their ability, experience, education, and qualifications to run the business.  Identify strengths and weaknesses of the management team and summarize how the business will overcome weaknesses.  Indicate the number of employees within the business and identify key roles and special skills provided by staff.  Include detailed resumes in an appendix and refer to these in the body of the report.  Venture Capitalists in particular place a great deal of reliance on the strength of management rather than asset security when assessing investment risk.

Other considerations:

· Key Person Life Insurance - Provide details of life insurance coverage for the key person(s) within the business

· Succession Planning - Indicate considerations that have been made in the event of illness, retirement, or death of the key person(s)

5.2
Procedures

Describe the organization’s selling and operating processes.

Selling and Credit Terms

· What are the company’s normal selling terms?
· How do customers qualify for credit?
· When is credit withdrawn?
· For existing businesses, attach an up-dated aged list of all trade accounts receivable with any out of province accounts, contra accounts, and disputed accounts identified.
Inventory

· What is the current value of inventory?

· How was this inventory value determined?

· When was the inventory last physically counted?  By whom?

· Provide a description of the inventory carried with a breakdown by major product lines or the mix of raw, in process, and finished inventory on hand.

· Where is inventory stored?

· How much insurance does the business carry?

· Comment on the amount of inventories that could be subject to seizure by unpaid suppliers under provisions of the Bankruptcy and Insolvency Act.

Suppliers

· How many suppliers does the business use?

· Are alternate suppliers available if needed?

· For existing businesses, attach an up-dated aged list of accounts payable with any contra accounts and un-remitted statutory deductions identified.

5.3
Facilities
Identify the size and layout of facilities and discuss the age and condition of current facilities.  If applicable, discuss plans and reasons for renovating buildings or for constructing new buildings. 

· Attach a copy of the most recent independent real estate appraisal.  If an appraisal is unavailable, provide the value the business places on its real estate and why, the assessed real estate value for property tax purposes, and the location and size of the lot.

· How old are the structures?

· What types of construction are the buildings?

· How much insurance does the business carry on its buildings?

· What is the present zoning of the business’ location?  Provide any details of restrictions.

· Append plot plans, maps, and legal descriptions related to the business’ real estate.

5.4
Equipment
Provide details of major equipment owned including the features and benefits, make, model name or number, age in years, and remaining useful life.  If applicable, discuss plans and reasons for replacing equipment or for purchasing new equipment.

· Is the equipment technologically current or is there more advanced equipment available?

· How much insurance does the business carry?

6.0
Financial Analysis
6.1
Financial History
For an existing business, provide a summary of past operating results for a period of three to five years as well as a current Balance Sheet and Income Statement with any details included in an appendix, for example:

· Append copies of Financial Statements, preferably audited but at least reviewed by a chartered accounting firm, for at least three years

· Append copies of Interim Financial Statements for the current year, not more than 45 days old

Past Operating Results, _____ to _____

	
	Year 1
	Year 2
	Year 3

	Sales
	
	
	

	Net Earnings
	
	
	

	Total Assets
	
	
	

	Total Debt
	
	
	

	Owners’ Equity 
	
	
	


6.2
Financial Objectives
Provide highlights of the Three-Year Financial Plan. 

6.2.1
Financial Summary

Since the basis for virtually all undertakings in business is profitability, an important purpose of a business plan is to illustrate the expected financial results of operations.  This section should summarize the projected earnings and cash flows as well as the amount of investment and/or debt required to implement the plan.  This section should indicate the type and level of investment required, when a return can be paid to investors, and a reasonable estimate of the amount of that return.  Identify the organization’s break-even point in dollars and provide a sensitivity analysis.  Lenders are interested in cash flow as well as security for their loans.  (Please note that the following table is only an example of what might be included in this table).

Project Costs and Sources of Funding

	Project Costs
	Total

	Land
	$x

	Equipment
	$x

	Vehicles
	$x

	Working Capital
	$x

	Total
	$xxx

	
	

	Sources of Funding
	Total

	Owner’s Investment
	$x

	Term Loan
	$x

	Total
	$xxx



6.2.2
Financial Assumptions

All financial projections are based on certain assumptions.  By listing the assumptions behind the projections, the reader has a basis upon which to judge the reasonableness of those underlying assumptions.  Many business plans are criticized for lack of detailed assumptions or for using assumptions that are clearly unreasonable.  Remember that no one can predict the future with 100 percent accuracy.  Reasonable financial projections can be made, however, if the underlying assumptions are:

· Well thought-out 

· Rational 

· Based on the most recent information available 

· Supported by accurate and thorough research 

Include only the key assumptions in this section and include a detailed list of all assumptions in an appendix.

Financial projections should cover a three-year period and must be consistent with the rest of the plan.  Sales projections for instance must be consistent with the market research.

Comment on:

Amount of investment required

What the money will be used for

Where the money will come from

· Summary of the Projected Income Statements

· Summary of the Projected Balance Sheets

· Summary of the Projected Cash Flows

· Break-Even Analysis

· Cost-Volume-Profit Analysis

· Major assumptions used in the projected financial projections

6.2.3
Security Analysis

Provide details of all financing now in place or being requested by identifying the lender and showing assets secured, repayment terms, interest rate, and amortization period.  It may be helpful to provide this information in a table. 

Appendices

The body of the business plan should not be cluttered with detail but should contain a clear summary of the major issues.  Place the supporting detail in the Appendices and refer to this information in the body of the plan.  Some examples of what to include as Appendices are:

Financial Projections

Detailed assumptions used in the preparation of the financial statements

Management resumes

Organizational chart

Historical financial statements - three to five years if possible

Pictures and brochures describing the company's products / services

Letters of recommendation and product / service endorsements
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