WORKSHOP | NTRODUCTI ON: - THE BUSI NESS PLAN
ROAD MAP TO SUCCESS

WORKBOCK

WORKSHOP OBJECTI VES
By the end of this workshop, you should be able to:

Understand the role of the business plan.

Li st several reasons for devel opi ng a busi ness plan.
Identify sources where you can get help in developing a
busi ness pl an.

* Identify the type of information to include in the business
pl an.

* Prepare an outline for a business plan

THE BUSI NESS PLAN - BUSI NESS PLAN OUTLI NE

Below is an outline for a business plan. Use this nodel as a
gui de when devel opi ng the busi ness plan for your business.

El enents of a Business Pl an

1. Cover sheet
2. Statenent of purpose
3. Table of contents

| . The Busi ness

Descri ption of business
Mar ket i ng

Conpetition

Qperati ng procedures
Per sonnel

Busi ness i nsurance

Fi nanci al data

O@TMmMOO®mP

nanci al Data
Loan applications
Capital equi prent and supply |ist
Bal ance sheet
Br eakeven anal ysi s
Pro-forma i ncome projections (profit & | oss statenents)
- Three-year sunmary
- Detail by month, first year
- Detail by quarters, second and third years
- Assunpti ons upon which projections were based
F. Pro-forma cash flow
- Fol | ow gui delines for letter E

moow>m

I1l. Supporting Docunents
- Tax returns of principals for |ast three years
- Personal financial statenment (all banks have these
f or ns)



- In the case of a franchi sed business, a copy of
franchi se contract and all supporting docunents
provi ded by the franchi sor

- Copy of proposed | ease or purchase agreenent for
bui | di ng space

- Copy of licenses and other |egal docunents

- Copy of resunes of all principals

- Copies of letters of intent fromsuppliers, etc.

THE BUSI NESS PLAN - WHAT | T | NCLUDES

What goes in a business plan? This is an excellent question. And,
it is one that many new and potential small business owners
shoul d ask, but oftentines don't ask. The body of the business

pl an can be divided into four distinct sections: 1) the
description of the business, 2) the marketing plan, 3) the

fi nanci al managenent plan and 4) the nmanagenent plan. Addenda to
the business plan should include the executive sunmary,
supporting docunments and financial projections.

THE BUSI NESS PLAN - DESCRI PTI ON OF THE BUSI NESS

In this section, provide a detail ed description of your business.
An excellent question to ask yourself is: "Wat business am|

in?" In answering this question include your products, narket and
services as well as a thorough description of what makes your

busi ness uni que. Renenber, however, that as you devel op your

busi ness plan, you nay have to nodify or revise your initial
guesti ons.

The busi ness description section is divided into three primary
sections. Section 1 actually describes your business, Section 2
the product or service you will be offering and Section 3 the

| ocation of your business, and why this location is desirable (if
you have a franchi se, sone franchisors assist in site selection)

1. Business Description

When descri bi ng your business, generally you should explain:

1. Legalities - business form proprietorship,
partnership, corporation. The licenses or pernits
you will need.

2. Busi ness type: nerchandi zi ng, nmanufacturing or
servi ce.

3. What your product or service is.

4, Is it a new i ndependent busi ness, a takeover, an
expansi on, a franchise?

5. Why your business will be profitable. What are the

growt h opportunities? WIIl franchising inpact on
growt h opportunities?

6. When your business will be open (days, hours)?

7. What you have | earned about your kind of business
from out si de sources (trade suppliers, bankers, other
franchi se owners, franchisor, publications).

A cover sheet goes before the description. It includes the nane,



address and tel ephone nunber of the business and the nanmes of all
principals. In the description of your business, describe the

uni que aspects and how or why they will appeal to consuners.
Enphasi ze any special features that you feel will appeal to
custonmers and explain how and why these features are appealing.

The description of your business should clearly identify goals
and objectives and it should clarify why you are, or why you want
to be, in business.

THE BUSI NESS PLAN - 2. Product/ Service

Try to describe the benefits of your goods and services from your
customers' perspective. Successful business owners know or at

| east have an idea of what their custoners want or expect from
them This type of anticipation can be hel pful in building
custonmer satisfaction and loyalty. And, it certainly is a good
strategy for beating the conpetition or retaining your
conpetitiveness. Describe:

1. What you are selling.

2. How your product or service will benefit the
cust omer.

3. Whi ch products/services are in demand; if there wll
be a steady fl ow of cash.

4. What is different about the product or service your

busi ness is offering.

THE BUSI NESS PLAN - 3. The Location

The |l ocation of your business can play a decisive role inits
success or failure. Your |ocation should be built around your
custonmers, it should be accessible and it should provide a sense
of security. Consider these questions when addressing this
section of your business plan:

1. What are your |ocation needs?

2. What kind of space will you need?

3. Wiy is the area desirable? the buil ding desirabl e?

4. Is it easily accessible? |Is public transportation
avail able? |Is street |ighting adequate?

5. Are market shifts or denographic shifts occurring?

It may be a good idea to make a checklist of questions you

i dentify when devel opi ng your business plan. Categorize your
guestions and, as you answer each question, renove it from your
l'ist.

THE BUSI NESS PLAN - The Marketing Pl an

Marketing plays a vital role in successful business ventures. How
wel | you narket you business, along with a few other

considerations, will ultimately determ ne your degree of success
or failure. The key el enment of a successful nmarketing plan is to
know your custoners -- their likes, dislikes, expectations. By

identifying these factors, you can devel op a nmarketing strategy
that will allow you to arouse and fulfill their needs.



Identify your custoners by their age, sex, incone/educationa

| evel and residence. At first, target only those custoners who
are nore likely to purchase your product or service. As your
cust omer base expands, you nay need to consider nodifying the
mar keting plan to include other custoners.

Devel op a marketing plan for your business by answering these
guestions. (Potential franchise owners will have to use the

mar keting strategy the franchi sor has devel oped.) Your narketing
pl an shoul d be included in your business plan and contain answers
to the questions outlined bel ow

Who are your custoners? Define your target narket(s).
Are your narkets grow ng? steady? declining?

I's your market share grow ng? steady? declining?

If a franchise, how is your narket segnented?

Are your narkets |arge enough to expand?

How wi |l you attract, hold, increase your narket
share? If a franchise, will the franchisor provide
assi stance in this area? Based on the franchisor's
strategy? how will you pronote your sal es?

7. What pricing strategy have you devi sed?

cokwbR

Appendi x | contains a sanple Marketing Plan and Marketing Tips,
Tricks and Traps, a condensed gui de on how to market your product
or service. Study these docunents carefully when devel oping the
mar keting portion of your business plan.

THE BUSI NESS PLAN - 1. Conpetition

Competition is a way of life. W conpete for jobs, pronotions,
schol arships to institutes of higher learning, in sports -- and
in al nost every aspect of your lives. Nations conpete for the
consurmer in the gl obal nmarketplace as do individual business
owners. Advances in technology can send the profit margins of a
successful business into a tailspin causing themto plummet
overnight or within a few hours. \Wen considering these and ot her
factors, we can conclude that business is a highly conpetitive,
vol atile arena. Because of this volatility and conpetitiveness,
it is inmportant to know your conpetitors.

Questions |ike these can hel p you:

1. Who are your five nearest direct conpetitors?

2. Who are your indirect conpetitors?

3. How are their businesses: steady? increasing?
decr easi ng?

4. What have you learned fromtheir operations? from
their advertising?

5. What are their strengths and weaknesses?

6. How does their product or service differ fromyours?

Start a file on each of your conpetitors. Keep manila envel opes
of their advertising and pronotional materials and their pricing
strategy techniques. Review these files periodically, deternining
when and how often they advertise, sponsor pronotions and offer
sales. Study the copy used in the advertising and pronotional
materials, and their sales strategy. For exanple, is their copy
short? descriptive? catchy? or how nuch do they reduce prices for
sal es? Using this technique can help you to understand your



conpetitors better and how t hey operate their businesses.

THE BUSI NESS PLAN - 2. Pricing and Sal es

Your pricing strategy is another narketing technique you can use
to inmprove your overall conpetitiveness. Get a feel for the
pricing strategy your conpetitors are using. That way you can
determine if your prices are in line with conpetitors in your
market area and if they are in line with industry averages.

Some of the pricing strategies are:

retail cost and pricing
conpetitive position
pricing bel ow conpetition
pricing above conpetition
price |lining

mul tiple pricing

service costs and pricing (for service businesses
only)

- service conponents

- material costs

- labor costs

- overhead costs

* X X X X X X

The key to success is to have a well-planned strategy, to
establish your policies and to constantly nonitor prices and
operating costs to ensure profits. Even in a franchi se where the
franchi sor provi des operational procedures and naterials, it is a
good policy to keep abreast of the changes in the marketpl ace
because these changes can affect your conpetitiveness and profit
mar gi ns.

Appendi x 1 contains a sanple Price/Quality Matrix, reviewit for

i deas on pricing strategies for your conpetitors. Determ ne which
of the strategies they use, if it is effective and why it is
effective.

THE BUSI NESS PLAN - 3. Advertising and Public Rel ations

How you adverti se and pronote your goods and services may nake or
break your business. Having a good product or service and not
advertising and pronoting it is |like not having a business at
all. Many busi ness owners operate under the nistaken concept that
the business will pronote itself, and channel noney that should
be used for advertising and pronotions to other areas of the

busi ness. Advertising and pronotions, however, are the life line
of a business and should be treated as such.

Devise a plan that uses advertising and networking as a neans to
pronote your business. Devel op short, descriptive copy (text
material) that clearly identifies your goods or services, its

| ocation and price. Use catchy phrases to arouse the interest of
your readers, listeners or viewers. In the case of a franchise,
the franchisor will provide advertising and pronotional materials
as part of the franchi se package, you may need approval to use
any materials that you and your staff devel op. Wether or not



this is the case, as a courtesy, allow the franchisor the
opportunity to review, conment on and, if required, approve these
materials before using them WMke sure the advertisenments you
create are consistent with the inmage the franchisor is trying to
project. Renmenber the nore care and attention you devote to your
mar keti ng program the nore successful your business will be.

A nore detail ed explanation of the marketing plan and how to
devel op an effective marketing programis provided in the

Wor kshop on Marketing. See Training Mbdule 3 - Marketing Your
Busi ness for Success.

THE BUSI NESS PLAN - THE MANAGEMENT PLAN

Managi ng a business requires nore than just the desire to be your
own boss. It demands dedication, persistence, the ability to nake
deci sions and the ability to nanage both enpl oyees and finances.
Your nmanagenent plan, along with your marketing and financi al
managenent pl ans, sets the foundation for and facilitates the
success of your business.

Li ke plants and equi pnent, people are resources -- they are the
nost val uabl e asset a business has. You will soon discover that
enpl oyees and staff will play an inportant role in the tota

operation of your business. Consequently, it's inperative that
you know what skills you possess and those you | ack since you
will have to hire personnel to supply the skills that you | ack
Additionally, it is inperative that you know how to nmanage and
treat your enployees. Make thema part of the team Keep them
informed of, and get their feedback regardi ng, changes. Enpl oyees
of tenti mes have excellent ideas that can | ead to new market

areas, innovations to existing products or services or new
product |ines or services which can inprove your overal
conpetitiveness.

Your nmanagenent plan shoul d answer questions such as:

* How does your background/ busi ness experience hel p you
in this business?

* What are your weaknesses and how can you conpensate

for then?

Who will be on the managenent teanf

What are their strengths/weaknesses?

What are their duties?

Are these duties clearly defined?

If a franchise, what type of assistance can you expect

fromthe franchi sor?

* F X X X

* W1l this assistance be ongoi ng?

* What are your current personnel needs?

* What are your plans for hiring and training personnel ?

* What sal aries, benefits, vacations, holidays will you
offer? If a franchise, are these issues covered in the
managenent package the franchisor will provide?

* What benefits, if any, can you afford at this point?

If a franchise, the operating procedures, manuals and materials
devi sed by the franchi sor should be included in this section of
the business plan. Study these docunents carefully when witing
your business plan, and be sure to incorporate this material. The
franchi sor should assist you with managi ng your franchise. Take
advant age of their expertise and devel op a managenent plan that
will ensure the success for your franchise and satisfy the needs



and expectations of enployees, as well as the franchisor.

THE BUSI NESS PLAN - THE FI NANCI AL MANAGEMENT PLAN

Sound financial managenment is one of the best ways for your
business to remain profitable and solvent. How well you nmanage
the finances of your business is the cornerstone of every
successful business venture. Each year thousands of potentially
successful businesses fail because of poor financial managenent.
As a business owner, you will need to identify and inpl enent
policies that will lead to and ensure that you will neet your
financi al obligations.

To effectively manage your finances, plan a sound, realistic
budget by determ ning the actual anpbunt of noney needed to open
your business (start-up costs) and the anmount needed to keep it
open (operating costs). The first step to building a sound
financial plan is to devise a start-up budget. Your start-up
budget will usually include such one-tinme-only costs as naj or
equi prent, utility deposits, down paynents, etc.

The start-up budget should all ow for these expenses.
Start-up Budget

personnel (costs prior to opening)
| egal / prof essi onal fees
occupancy
licenses/pernits

equi pnent

i nsurance

suppl i es
adverti si ng/ pronoti ons
sal ari es/ wages
accounting

i ncome

utilities

payrol | expenses

0% ok X X X X X X X X X X

An operating budget is prepared when you are actually ready to

open for business. The operating budget will reflect your
priorities in terns of how your spend your noney, the expenses
you will incur and how you will neet those expenses (incone).

Your operating budget al so should include noney to cover the
first three to six nonths of operation. It should allow for the
fol |l owi ng expenses.

Operati ng Budget

per sonnel

i nsurance

rent

depreci ation

| oan paynents
adverti si ng/ pronoti ons
| egal / accounti ng

m scel | aneous expenses
supplies

payrol | expenses

* % X X X X X X X X



sal ari es/ wages
utilities

dues/ subscri ptions/fees
t axes

r epai r s/ mai nt enance

* X X X X

The financial section of your business plan should include any

| oan applications you' ve filed, a capital equi pment and supply
list, balance sheet, breakeven analysis, pro-forma incone
projections (profit and | oss statenent) and pro-forna cash fl ow.
The income statenent and cash flow projections should include a
three-year sunmary, detail by nonth for the first year, and
detail by quarter for the second and third years.

The accounting systemand the inventory control systemthat you
will be using is generally addressed in this section of the

busi ness plan also. |If a franchise, the franchi sor nay stipulate
in the franchi se contract the type of accounting and inventory
systens you may use. If this is the case, he or she should have a
system already intact and you will be required to adopt this
system Wether you devel op the accounting and i nventory systemns
yoursel f, have an outside financial advisor devel op the systens
or the franchi sor provides these systens, you will need to
acquire a thorough understandi ng of each segnent and how it
operates. Your financial advisor can assist you in devel oping
this section of your business plan.

The followi ng questions should hel p you determ ne the anmount of
start-up capital you will need to purchase and open a franchi se.

How nmuch noney do you have?

How nmuch noney will you need to purchase the
franchi se?

How much noney will you need for start-up?

How much noney will you need to stay in business?

O her questions that you will need to consider are:
* What type of accounting systemw || your use? Is it a
single entry or dual entry systenf
* What will your sales goals and profit goals for the
com ng year be? If a franchise, will the franchisor
set your sales and profit goals? O, will he or she

expect you to reach and retain a certain sales |evel
and profit margin?

* What financial projections will you need to include
i n your business plan?
* What kind of inventory control systemw ||l you use?

Your plan should include an explanation of all projections.

Unl ess you are thoroughly famliar with financial statenents, get
hel p in preparing your cash flow and i ncone statenents and your
bal ance sheet. Your aimis not to becone a financial w zard, but
to understand the financial tools well enough to gain their
benefits. Your accountant or financial advisor can help you
acconplish this goal

Sampl e bal ance sheets, incone projections (profit and | oss
statenents) and cash flow statenents are included in Appendi x 2,
Fi nanci al Managenent. For a detail ed explanation of these and



ot her

Ofice.

nore conpl ex financi al

t el ephone directory.

THE BUSI NESS PLAN -

During this activity you will:

THE BUSI NESS PLAN -

W

*

concepts, contact your
Look under the U.S. Governnent section of the |oca

SELF- PACED ACTIVITY

| ocal SBA

Briefly describe what goes into a business plan.

I dentify advantages of devel opi ng the marketing,
managenent and fi nanci al

Li st financi al

managenent pl an.

managenent pl ans.

Sketch an outline for a business plan.

APPENDI X 1

MARKETI NG

THE MARKETI NG PLAN
PRI CE/ QUALI TY MATRI X
MARKETI NG TIPS, TRI CKS & TRAPS

projections included in the financial

This is the marketing plan of

THE ENTREPRENEUR S
MARKETI NG PLAN

MARKET ANALYSI S
A. Target Market - Who are the

cust oners?

be selling primarily to (check

be targeting custoners by:

all that

Tot al Percent
of Busi ness

ch areas?

i ndustry is

1. W will
apply):
a. Private sector
b. Whol esal ers
c. Retailers
d. Governnent
e. O her
2. W will
a. Product |inel/services.
W will target specific lines
b. Geographic area? Wi
c. Sales? W will target sal es of
d. Industry? Qur target
e. OGher?

3. How nuch will

our sel ected market spend on our type
of product or service this conming year?



$

B. Conmpetition

1.

Who are our conpetitors?

NAVE
ADDRESS

Years i n Business

Mar ket Shar e

Pricel/ Strategy

Pr oduct/ Ser vi ce
Feat ur es

NAVE
ADDRESS

Years i n Business

Mar ket Shar e

Pricel/ Strategy

Pr oduct/ Ser vi ce
Feat ur es

How conpetitive is the market?

Hi gh
Medi um
Low

Li st bel ow your strengths and weaknesses conpared to
your conpetition (consider such areas as |ocati on,
size of resources, reputation, services, personnel,
etc.):

Strengt hs Weaknesses

PobhE=

PobhE=

C. Envi ronnent

1. The followi ng are sone inportant econonic factors

that will affect our product or service (such as
trade area growh, industry health, econonic trends,
taxes, rising energy prices, etc.):

The followi ng are sone inportant |egal factors that
will affect our market:

3. The followi ng are sone inportant governnent factors:




4. The following are other environmental factors that
will affect our market, but over which we have no
cont rol

1. PRODUCT OR SERVI CE ANALYSI S
A. Description
1. Describe here what the product/service is and what
it does:

B. Conpari son
1. What advant ages does our product/service have over
those of the conpetition (consider such things as
uni que features, patents, expertise, special
training, etc.)?

2. What di sadvantages does it have?

C. Sone Considerations
1. Wiere will you get your materials and supplies?

2. List other considerations:

[11. MARKETI NG STRATEQ ES - MARKET M X
A. | mage

1. First, what kind of inmage do we want to have (such
as cheap but good, or exclusiveness, or customner-
oriented or highest quality, or conveni ence, or
speed, or ...)?

B. Features

1. List the features we w |l enphasize:
a.
b.
C.
C. Pricing
1. W will be using the follow ng pricing strategy:
a. Markup on cost _ What % mar kup?
b. Suggested price _
c. Competitive _
d. Bel ow conpetition o



e. Prem um price

f. O her _
2. Are our prices in line with our inmge?
YES NO
3. Do our prices cover costs and | eave a margi n of
profit?
YES NO

D. Custoner Services
1. List the custoner services we provide:

a.
b.
C.
2. These are our sales/credit terns:
a.
b.
C.
3. The conpetition offers the foll owi ng services:
a.
b.
C.

E. Adverti sing/ Pronotion
1. These are the things we wish to say about the
busi ness:

2. W will use the follow ng adverti sing/ pronotion
sour ces:

Tel evi si on

Radi o

Direct mail

Per sonal contacts

Trade associ ations

Newspaper

Magazi nes

Yel | ow Pages

Bill board

O her

CooNoGhwNE

=

3. The following are the reasons why we consider the
medi a we have chosen to be the nost effective:

MARKETI NG TIPS, TRI CKS & TRAPS

1. Marketing Steps
* (Classifying Your Custoners' Needs
* Targeting Your Custoner(s)
Exami ni ng Your "Niche"
I dentifying Your Conpetitors

* %

*

Assessi ng and Managi ng Your Avail abl e Resources

- Fi nanci al



- Human
- Material
- Production

NOTES AND STRATEG ES FOR YOUR BUSI NESS

MARKETI NG TIPS, TRI CKS & TRAPS
2. Marketing Positioning

Fol | ower versus Leader

Quality versus Price

I nnovat or versus Adapt or

Cust onmer versus Product

I nternati onal versus Donestic
Private Sector versus Gover nment

* Ok X X X X

NOTES AND STRATEG ES FOR YOUR BUSI NESS

MARKETI NG TIPS, TRI CKS & TRAPS

3. Sales Strategy
* Use Custoner-Oriented Selling Approach - By Constructing
Agr eenent

* Phase One: Est abl i sh Rapport with Customer - by
agreeing to discuss what the custoner
wants to achi eve

* Phase Two: Det ermi ne Custoner Objective and
Situational Factors - by agreeing on
what the custoner wants to achieve
and those factors in the environnent
that will influence these results.

*

Phase Three: Reconmend a Custoner Action Plan - by
agreei ng that using your product/
service will indeed achi eve what
cust omer wants.

*

Phase Four: bt ai ni ng Custoner Conmitnent - By
agreeing that the customer wll
acqui re your product/service.

* Enphasi ze Custoner Advant age

Must be Read: When a conpetitive advantage can not
be denonstrated, it will not
translate into a benefit.

Must be | nport ant
to the Custoner: When t he perception of conpetitive
advant age vari es between supplier and



custoner, the custoner w ns.

Must be Specific: When a conpetitive advant age | acks
specificity, it translates into nere
puffery and is ignored.

Must be Pronotable: Wien a conpetitive advantage is
proven, it is essential that your
custoner know it, lest it not exist
at all.

NOTES AND STRATEGQ ES FOR YOUR BUSI NESS

MARKETI NG TIPS, TRI CKS & TRAPS
4. Benefits vs. Features

* The six "O s" of organizing Custoner Buyi ng Behavi or

ORI A NS of purchase: Who buys it?
OBJECTI VES of purchase: What do they need/ buy?
OCCASI ONS of purchase: When do they buy it?
QUTLETS of purchase: Where do they buy it?
OBJECTI VES of purchase: Wiy do they buy it?
OPERATI ONS of purchase: How do they buy it?

* Convert features to benefits using the "...Wiich Means..."

Transition

* Sal es Maxim "Unl ess the proposition appeals to their
| NTEREST, unless it satisfies their
DESI RES, and unless it shows them a
GAIN--then they will not buy!"

* Quality Custoner Leads:

Level of need Ability to pay
Authority to pay Accessibility

Synpat hetic attitude Busi ness history
One-source buyer Reput ation (price or

qual ity buyer)

NOTES AND STRATEG ES FOR YOUR BUSI NESS

CONVERT FEATURES | NTO BENEFI TS- -
THE "...VH CH MEANS. .." TRANSI TI ON

FEATURES "WH CH MEANS" BENEFI TS

Per f or mance Ti me Saved



Reput ati on
Conponent s
Col ors

Si zes

Excl usi ve

Uses
Applications
Ruggedness
Del i very
Servi ce
Price

Desi gn

Avai l ability
Installation
Pronoti on
Lab Tests
Ter ns

Wor kmanshi p

RATI ONAL
Econony of Purchase

Econony of Use
Efficient Profits
| ncreased Profits

Durability

Accur ate Perfornmance
Labor - Savi ng

Ti me- Savi ng

Si mpl e Construction
Si mpl e Operation

Ease of Repair
Ease of Installation

Space- Savi ng

I ncreased Production
Avai l ability

Compl et e Servi cing
Good Wor krmanshi p
Low Mai nt enance

Thor ough Resear ch
Desire to be Unique
Curiosity

BUYI NG MOTI VES

Reduced Cost
Prestige
Bi gger Savi ngs
Greater Profits
G eater

Conveni ence
Uni f orm Pr oducti on
Uni f orm Accur acy
Cont i nuous Cut put
Leadership
I ncreased Sal es
Econony of Use
Ease of Use
Reduced | nventory
Low Operating Cost
Simplicity
Reduced Upkeep
Reduced Wast e
Long Life

EMOTI ONAL

Pri de of
Appear ance
Pri de of Ownership
Desire of Prestige
Desire for
Recogni ti on
Desire to Intate
Desire for Variety
Safety
Fear
Desire to Create
Desire for
Security
Conveni ence
Desire to Be
Uni que
Curiosity

PRI CE/ QUALITY H GH

H GH "Rol I s Royce"
Strategy
VEDI UM "Qut Perforns”

Strat egy

PRI CE / QUALITY MATRI X

SALES APPEALS

MEDI UM

"W Try Harder"
Strategy

LOW

"Best Buy"
Strat egy

"Pi ece of the Rock" "Smart Shopper"

Strategy

Strategy



LOW "Feat ure Packed" "Keeps on Ticki ng" "Bargain
Strategy Strategy Hunt er "
Strat egy
THE BUSI NESS PLAN - APPENDI X 2
FI NANCI AL MANAGEMENT
1. Incone Projection Statenent

- Instructions for Income Projection Statenent

2. Bal ance Sheet
- Instructions for Bal ance Sheet

w

Mont hly Cash Fl ow Projection
- Instructions for Monthly Cash Fl ow Projection

4. | nformati on Resources

I NCOVE PRQJECTI ON STATEMENT

| ndustry JFMAMJJASOND Annual Annual
% t ot al %

Total net sal es (revenues)
Costs of sales
G oss profit
Goss profit margin

Control |l abl e expenses
Sal ari es/ wages
Payrol | expenses
Legal / accounti ng
Adverti sing
Aut onobi | e
O fice supplies
Dues/ Subscri pti ons
Uilities
M scel | aneous

Total controllable
expenses

Fi xed expenses

Rent

Depr eci ati on
Uilities

I nsur ance

Li cense/ pernits

Loan paynents

M scel | aneous

Total fixed expenses

Total expenses

Net profit (Il oss)
bef ore taxes

Taxes



Net profit (loss) after
t axes

I NSTRUCTI ONS FOR | NCOVE PRQJECTI ONS STATEMENT

The income projections (profit and | oss) statenment is valuable as
both a planning tool and a key managenent tool to help control
busi ness operations. It enabl es the owner/nanager to develop a
previ ew of the ampbunt of incone generated each nonth and for the
busi ness year, based on reasonable predictions of nmonthly |levels
of sal es, costs and expenses.

As nmonthly projections are devel oped and entered into the incone
proj ections statenent, they can serve as definite goals for
controlling the business operation. As actual operating results
becone known each nonth, they should be recorded for conparison
with the nonthly projections. A conpleted incone statenment allows
the owner/ manager to conpare actual figures with nonthly
projections and to take steps to correct any problens.

| ndustry Percent age

In the industry percentage columm, enter the percentages of tota
sal es (revenues) that are standard for your industry, which are
derived by dividing

Cost s/ expenses itens x 100%

total net sales

These percentages can be obtained fromvarious sources, such as
trade associ ati ons, accountants or banks. The reference |ibrarian
in your nearest public library can refer you to docunents that
contain the percentage figures, for exanple, Robert Mrris

Associ ates' Annual Statenent Studies (One Liberty Place

Phi | adel phi a, PA 19103).

Industry figures serve as a useful bench mark agai nst which to
conmpare cost and expense estinates that you devel op for your
firm Conpare the figures in the industry percentage colum to
those in the annual percentage col um.
Total Net Sal es (Revenues)
Determine the total nunber of units of products or services you
realistically expect to sell each nonth in each departnent at the
prices you expect to get. Use this step to create the projections
to review your pricing practices.

- What returns, allowances and narkdowns can be expected?

- Exclude any revenue that is not strictly related to the
busi ness.

Cost of Sal es

The key to cal culating your cost of sales is that you do not



overl ook any costs that you have incurred. Calculate cost of
sales of all products and services used to determ ne total net
sal es. Were inventory is involved, do not overl ook
transportation costs. Al so include any direct |abor.
G oss Profit

Subtract the total cost of sales fromthe total net sales to
obtain gross profit.

Gross Profit Margin

The gross profit is expressed as a percentage of total sales
(revenues). It is calculated by dividing

gross profits

total net sales
Controllable (al so known as Vari abl e) Expenses
- Sal ary expenses -- Base pay plus overtine.
- Payroll expenses -- Include paid vacations, sick |eave,
heal t h i nsurance, unenploynent insurance and soci al

security taxes.

- Qutside services -- Include costs of subcontracts,
overfl ow work and special or one-tine services.

- Supplies -- Services and itens purchased for use in the
busi ness.
- Repair and mai ntenance -- Regul ar mmi nt enance and repair,

i ncludi ng periodic | arge expenditures such as painting.

- Advertising -- Include desired sal es volune and cl assified

directory advertisi ng expenses.

- Car delivery and travel -- Include charges if persona
is used in business, including parking, tools, buying
trips, etc.

- Accounting and legal -- CQutside professional services.

Fi xed Expenses
- Rent -- List only real estate used in business.
- Depreciation -- Anortization of capital assets.

- Wilities -- Water, heat, light, etc.

- Insurance -- Fire or liability on property or products.
I ncl ude workers' conpensation

- Loan repaynents -- Interest on outstanding | oans.

- M scell aneous -- Unspecified; snall expenditures without

separate accounts.



Net Profit (I oss)
(before taxes)

Taxes

Net Profit (I oss)
(after taxes)

Annual Tot al

Annual Percentage

Subtract total expenses fromgross profit.

Include inventory and sal es tax, excise
tax, real estate tax, etc.

Subtract taxes fromnet profit (before
t axes)

For each of the sales and expense itens in
your incone projection statenent, add al
the monthly figures across the table and
put the result in the annual total col um.
Cal cul ate the annual percentage by dividing

Annual total x 100%

total net sales

Conpare this figure to the industry
percentage in the first colum.

Asset s

Current assets
Cash

Petty cash

Accounts recei vabl e

I nventory

Short-term i nvest ment

Prepai d expenses

Long-term i nvest nment

Fi xed assets
Land

Bui | di ngs
| nprovenents

Equi prent

BALANCE SHEET

COVPANY NANME
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Furniture

Aut onobi | e/ vehi cl es

Ot her assets

1
2.
3.
4.
Total assets
Liabilities

Current Liabilities
Accounts payabl e
Not es payabl e
I nterest payable

Taxes payabl e
Federal incone tax
State incone tax
Sel f - enpl oynent tax
Sal es tax (SBE)
Property tax

Payrol | accrual

Long-termliabilities

Not es payabl e

Total liabilities

Net worth (owner equity)

Proprietorship
or
Part ner ship
(nanme's) equity
(nanme's) equity
or
Cor porati on
Capital stock
Surplus paid in
Ret ai ned ear ni ngs

“H B B B



Total net worth $

Total liabilities and

total net worth $__
(Total assets will always equal total liabilities and total net
wor t h)

I NSTRUCTI ONS FOR BALANCE SHEET

Figures used to conpile the bal ance sheet are taken fromthe
previous and current bal ance sheet as well as the current incone
statenent. The incone statenent is usually attached to the

bal ance sheet. The followi ng text covers the essential elenents
of the bal ance sheet.

At the top of the page fill in the | egal nane of the business,
the type of statenent and the day, nonth and year.

Asset s

Li st anything of value that is owned or |egally due the business.
Total assets include all net values. These are the anounts
derived when you subtract depreciation and anortization fromthe
original costs of acquiring the assets.

Current Assets

- Cash -- List cash and resources that can be converted into
cash within 12 nonths of the date of the bal ance sheet (or
during one established cycle of operation). I|nclude noney
on hand and denand deposits in the bank, e.g., checking
accounts and regul ar savi ngs accounts.

- Petty cash -- If your business has a fund for small
m scel | aneous expenditures, include the total here.

- Accounts receivable -- The anpunts due from custoners in
payrment for nerchandi se or services.

- Inventory -- Includes raw materials on hand, work in
progress and all finished goods, either nanufactured or
purchased for resale.

- Short-terminvestnents -- Also called tenporary
i nvestments or marketable securities, these include
i nterest- or dividend-yielding holdings expected to be
converted into cash within a year. List stocks and bonds,
certificates of deposit and tinme-deposit savings accounts
at either their cost or market value, whichever is |ess.

- Prepai d expenses -- Goods, benefits or services a business
buys or rents in advance. Exanples are office supplies,
i nsurance protection and fl oor space.



Long-term | nvest nent s

Al so called long-term assets, these are hol dings the business
intends to keep for at |least a year and that typically yield

i nterest or dividends. |ncluded are stocks, bonds and savi ngs
accounts earnmarked for special purposes.

Fi xed Assets

Al so called plant and equi pnment. Includes all resources a
busi ness owns or acquires for use in operations and not intended
for resale. Fixed assets nay be | eased. Depending on the

| easi ng arrangenents, both the value and the liability of the
| eased property may need to be listed on the bal ance sheet.

- Land -- List original purchase price without allowances
for market val ue.

- Bui | di ngs
- I nprovenents
- Equi pnent
- Furniture

- Aut onpbi | e/ vehi cl es

Liabilities
Current Liabilities
List all debts, nonetary obligations and cl ains payable within 12

nonths or within one cycle of operation. Typically they include
the foll ow ng:

- Accounts payable -- Amounts owed to suppliers for goods
and services purchased in connection with business
operati ons.

- Notes payable -- The bal ance of principal due to pay off
short-term debt for borrowed funds. Also includes the
current amount due of total bal ance on notes whose terns
exceed 12 nonths.

- Interest payable -- Any accrued fees due for use of both
short- and long-term borrowed capital and credit extended
to the busi ness.

- Taxes payable -- Anpunts estinmated by an accountant to
have been incurred during the accounting period.
- Payroll accrual -- Salaries and wages currently owed.

Long-termLiabilities

Not es payable -- List notes, contract paynents or nortgage



paynents due over a period exceeding 12 nonths or one cycle of
operation. They are listed by outstandi ng bal ance | ess the
current position due.

Net worth

Al so called owner's equity, net worth is the claimof the

owner (s) on the assets of the business. In a proprietorship or
partnership, equity is each owner's original investnent plus any
earni ngs after w thdrawal s.

Total Liabilities and Net Worth

The sum of these two anpbunts nust always match that for tota
assets.

MONTHLY CASH FLOW PRQJECTI ON

Nane of Business Owmner Type of Business Prepared by Date
Pre-start- 1 2 3 4 5 6 Tot a
up position Colums 1-6
Year Month
Est.* Act.* Est.Act. Est.Act. Est.Act. Est.Act. Est.Act.
Est. Act. Est. Act .
1. Cash on hand (begi nning
nont h)
2. Cash receipts
(a) Cash sales
(b) Collections fromcredit
accounts
(c) Loan or other cash
i njections (specify)
3. Total cash receipts
(2a+2b+2c=3)

4. Total cash avail abl e
(before cash out) (1+3)

5. Cash paid out
(a) purchases (nmerchandi se)
(b) Gross wages (excludes withdrawal s)
(c) Payroll expenses (taxes, etc.)
(d) Qutside services
(e) Supplies (office and
oper ati ng)
Repai rs and mai nt enance
Adverti sing
Car, delivery and trave
Accounting and | egal
Rent
Tel ephone
Uilities
I nsur ance
Taxes (real estate, etc.)
I nt erest
O her expenses (specify
each)

ANANAN AN AN A A A SN
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6.

(a)

(w
Tot

M scel | aneous
(unspeci fied)

Subt ot al

Loan princi pal paynent

Capi tal purchases
(speci fy)

Q her start-up costs
Reserve and/ or escrow
(specify)

Ownner' s wi t hdr awnal

al cash paid out (b5a

t hrough 5w)

Cash position (end of
month) (4 m nus 6)

Essential operating data
(non-cash flow i nformation)

m O O W»

Sal es volune (dollars)
Accounts receivabl e
(end on nonth)

Bad debt (end of

nont h)

I nventory on hand (end
of nont h)

Accounts payabl e (end
of nont h)

I NSTRUCTI ONS FOR MONTHLY CASH FLOW PRQJECTI ON

1. Cash on hand (begi nning of nonth) -- Cash on hand sane as (7),

B w

Cash position, pervious nonth

Cash recei pts-

(a)
(b)
(c)

Tot
Tot

Cash sales-- Al cash sales. Orit credit sales unless cash
is actually received

Gross wages (including withdrawal s)-- Anount to be
expected fromall accounts.

Loan or other cash injection-- Indicate here all cash

i njections not shown in 2(a) or 2(b) above.
al cash receipts (2a+2b+2c=3)
al cash avail abl e (before cash out) (1+3)

Cash paid out -

(a)
(b)
(c)

(d)

Pur chases (nerchandi se)--Merchandi se for resale or for use
in product (paid for in current nonth).

Gross wages (including wthdrawal s)--Base pay plus
overtime (if any)

Payrol | expenses (taxes, etc.)-- Include paid vacations,
pai d sick | eave, health insurance, unenploynent insurance,
(this night be 10 to 45% of 5(b))

Qut si de services--This could include outside |abor and/or
mat erial for specialized or overflow work, including



(p)

(a)
(r)
(s)
(t)

(u)
(v)

(w)

subcontracti ng

Supplies (office and operating)--Itens purchased for use
in the business (not for resale)

Repai rs and mai ntenance-- | nclude periodic |arge

expendi tures such as painting or decorating
Advertising--This amount shoul d be adequate to maintain
sal es vol une

Car, delivery and travel--1f personal car is used, charge
in this colum, include parking

Accounting and | egal --Qutside services, including, for
exanpl e, bookkeepi ng

Rent-- Real estate only (See 5(p) for other rentals)

Tel ephone

Uilities--Water, heat, |ight and/or power

I nsurance-- Coverage on business property and products
(fire, liability); also worker's conpensation, fidelity,

etc. Exclude executive life (include in 5(w))

Taxes (real estate, etc.)-- Plus inventory tax, sales tax,
excise tax, if applicable

Interest--Renmenber to add interest on loan as it is

i njected (See 2(c) above)

O her expenses (specify each)

Unexpect ed expenditures may be included here as a safety
factor

Equi prent expenses during the nonth should be included
here (non-capital equipnent)
When equi prent is rented or | eased, record paynents here
M scel | aneous (unspecified)--Snall expenditures for which
separate accounts would be practica

Subtotal --This subtotal indicates cash out for operating
costs

Loan princi pal paynent--1nclude paynent on all | oans,

i ncl udi ng vehi cl e and equi pnent purchases on tinme paynent
Capital purchases (specify)--Nonexpensed (depreciable)
expendi tures such as equi pent, buil ding purchases on tine
payment

Q her start-up costs--Expenses incurred prior to first
mont h projection and paid for after start-up

Reserve and/ or escrow (specify)-- Exanple: insurance, tax
or equi pnrent escrow to reduce inpact of large periodic
paynment s

Owner's withdrawal s-- Shoul d include paynent for such
things as owner's incone tax, social security, health

i nsurance, executive life insurance prem uns, etc.

6. Total cash paid out (5a through 5w)

7. Cash position (end on nonth) (4 mnus 6)-- Enter this anount
in (1) Cash on hand follow ng nonth--

Essential operating data (non-cash flow information)--This is
basic informati on necessary for proper planning and for proper
cash flow projection. Also with this data, the cash fl ow can be
evol ved and shown in the above form

A. Sal es volune (dollars)--This is a very inportant figure and

shoul d be estimated carefully, taking into account size of
facility and enpl oyee output as well as realistic
anticipated sal es (actual sales, not orders received).



B. Accounts receivable (end of nonth)-- Previous unpaid credit
sales plus current nonth's credit sales, |ess amunts
received current nonth (deduct "C' bel ow)

C. Bad debt (end on nonth)-- Bad debts should be subtracted
from(B) in the nmonth antici pated

D. Inventory on hand (end on nonth)-- Last nonth's inventory
pl us nerchandi se recei ved and/ or manufactured current nonth
m nus anount sold current nonth

E. Accounts payable (end of nonth) Previous nonth's payabl e
plus current nonth's payabl e m nus anount paid during

nont h.
F. Depreciation--Established by your accountant, or val ue of
all your equi pnent divided by useful life (in nonths) as

al | oned by Internal Revenue Service

THE BUSI NESS PLAN - APPENDI X 3: | NFORMATI ON RESOURCES
U.S. Snall Business Administration (SBA)

The SBA offers an extensive selection of information on nost
busi ness managenent topics, fromhow to start a business to
exporting your products.

This information is listed in "Resource Directory for Snal
Busi ness Managenent." For a free copy contact your nearest SBA
of fi ce.

SBA has offices throughout the country. Consult the U S
Governnment section in your tel ephone directory for the office
nearest you. SBA offers a nunmber of prograns and services,

i ncluding trai ning and educational prograns, counseling services,
financial prograns and contract assistance. Ask about

* Service Corps of Retired Executives (SCORE), a nationa
organi zati on sponsored by SBA of over 13,000 vol unteer
busi ness executives who provide free counseling, workshops
and seninars to prospective and existing snall business
peopl e.

* Smal | Busi ness Devel opnent Centers (SBDCs), sponsored by
the SBA in partnership with state and | ocal governnents,
the educational community and the private sector. They
provi de assi stance, counseling and training to prospective
and existing business people.

* Busi ness Information Centers (BICs), offering state-of-the-
art technology, informational resources and on-site
counseling for start-up and expandi ng busi nesses to create
busi ness, marketing and ot her plans, do research, and
receive expert training and assi stance.

For nore information about SBA busi ness devel opnent prograns and

services, call the SBA Small Busi ness Answer Desk at 1-800- U ASK-
SBA (827-5722).

G her U.S. Governnment Resources



Many publicati ons on busi ness managenent and other related topics
are available fromthe Governnent Printing Ofice (GPO. GPO
bookstores are located in 24 major cities and listed in the

Yel | ow Pages under the "bookstore" heading. You can request a
"Subj ect Bibliography" by witing to Governnment Printing Ofice,
Superi ntendent of Docunents, Washington, DC 20402-9328.

Many federal agencies offer publications of interest to snall
busi nesses. There is a nom nal fee for sone, but npbst are free.
Below is a selected list of governnent agencies that provide
publications and other services targeted to small businesses. To
get their publications, contract the regional offices listed in
the tel ephone directory or wite to the addresses bel ow

Consurer I nformation Center (ClC

P. O Box 100

Puebl o, CO 81002

The CIC offers a consuner information catal og of federal
publi cati ons.

Consumer Product Safety Commi ssion (CPSC)

Publ i cati ons Request

Washi ngt on, DC 20207

The CPSC offers guidelines for product safety requirenents.

U S. Departnment of Agriculture (USDA)
12th Street and | ndependence Avenue, SW
Washi ngt on, DC 20250

The USDA offers publications on selling to the USDA. Publications
and prograns on entrepreneurship are al so avail abl e through
county extension offices nationw de.

U S. Departnment of Conmerce (DOC)

O fice of Business Liaison

14th Street and Constitution Avenue, NW

Room 5898C

Washi ngt on, DC 20230

DOC s Busi ness Assistance Center provides listings of business
opportunities available in the federal governnment. This service
also will refer businesses to different prograns and services in
the DOC and ot her federal agenci es.

U S. Department of Health and Human Services (HHS) - Public
Heal th Service

Al cohol, Drug Abuse and Mental Health

Admi ni stration

5600 Fi shers Lane

Rockvill e, NMD 20857

Drug Free Wrkpl ace Hel pline: 1-800-843-4971. Provides

i nformati on on Enpl oyee Assi stance Prograns.

National Institute for Drug Abuse Hotline:

1- 800- 662-4357. Provides information on preventing substance
abuse in the workpl ace.

The National d earinghouse for Al cohol and Drug Infornmation:
1-800-729-6686 toll-free. Provides panphlets and resource
materi al s on substance abuse.

U. S. Departnment of Labor (DQL)
Enmpl oynent St andards Administration
200 Constituti on Avenue, NW



Washi ngt on, DC 20210
The DOL offers publications on conpliance with |abor |aws.

U S. Departnment of Treasury

Internal Revenue Service (IRS)

P. O. Box 25866

R chnond, VA 23260

1- 800- 424- 3676

The I RS offers information on tax requirenents for snall
busi nesses.

Environnmental Protection Agency Ofice of Small Business Orbudsman
U. S. Environnental Protection Agency (EPA)

Smal | Busi ness Onbudsman

Room 3423

401 M Street, S. W

Washi ngton, D.C. 20460

1- 800- 368- 5888 except in DC and VA

202- 260- 1211 in DC and VA

The EPA offers nore than 100 publications designed to help small
busi nesses understand how they can conply with EPA regul ati ons.

U S. Food and Drug Adninistration (FDA)

FDA Center for Food Safety and Applied Nutrition

200 C Street, SW

Washi ngt on, DC 20204

The FDA offers informati on on packagi ng and | abeling requirenents
for food and food-rel ated products.

For More Information

A librarian can help you locate the specific information you need
in reference books. Mt |ibraries have a variety of directories,
i ndexes and encycl opedi as that cover many busi ness topics. They
al so have ot her resources, such as

* Trade association information
Ask the librarian to show you a directory of trade
associ ati ons. Associ ations provide a val uabl e network of
resources to their nenbers through publications and
services such as newsl etters, conferences and sem nars.

* Books
Many gui debooks, textbooks and manual s on small business are
publ i shed annually. To find the nanmes of books not in your
local library check Books In Prints, a directory of books
currently avail able from publishers.

* Magazi ne and newspaper articles
Busi ness and professional nmagazi nes provide infornation that
is nore current than that found in books and textbooks.
There are a nunber of indexes to help you find specific
articles in periodicals.

In addition to books and magazi nes, many libraries offer free

wor kshops, |end skill-building tapes and have catal ogues and
brochures describing continuing educati on opportunities.
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