A Standard Business Plan Outline


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

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

1. Executive Summary: Write this last. It’s just a page or two of highlights. 

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

3. Product or Service: Describe what you’re selling. Focus on customer benefits. 

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

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

6. Web Plan Summary: For e-commerce, include discussion of website, development costs, operations, sales and marketing strategies. 

7. Management Team: Describe the organization and the key management team members. 

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

I don’t recommend developing the plan in the same order you present it as a finished document. For example, although the Executive Summary obviously comes as the first section of a business plan, I recommend writing it after everything else is done. It will appear first, but you write it last.
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Standard Tables and Charts
There are also some business tables and charts that are normally expected in a standard business plan.

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

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

Expanded Plan Outline
	1.0 Executive Summary 

1.1 Objectives 

1.2 Mission 

1.3 Keys to Success 

	2.0 Company Summary 

2.1 Company Ownership 

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

2.3 Company Locations and Facilities 

	3.0 Products and Services 

3.1 Product and Service Description 

3.2 Competitive Comparison 

3.3 Sales Literature 

3.4 Sourcing and Fulfillment 

3.5 Technology 

3.6 Future Products and Services 

	4.0 Market Analysis Summary 

4.1 Market Segmentation 

4.2 Target Market Segment Strategy 

4.2.1 Market Needs 

4.2.2 Market Trends 

4.2.3 Market Growth

4.3 Industry Analysis 

4.3.1 Industry Participants 

4.3.2 Distribution Patterns 

4.3.3 Competition and Buying Patterns 

4.3.4 Main Competitors

	5.0 Strategy and Implementation Summary 

5.1 Strategy Pyramids 

5.2 Value Proposition 

5.3 Competitive Edge 

5.4 Marketing Strategy 

5.4.1 Positioning Statements 

5.4.2 Pricing Strategy 

5.4.3 Promotion Strategy 

5.4.4 Distribution Patterns 

5.4.5 Marketing Programs

5.5 Sales Strategy 

5.5.1 Sales Forecast 

5.5.2 Sales Programs

5.6 Strategic Alliances 

5.7 Milestones 

	6.0 Web Plan Summary 

6.1 Website Marketing Strategy 

6.2 Development Requirements

	7.0 Management Summary 

7.1 Organizational Structure 

7.2 Management Team 

7.3 Management Team Gaps 

7.4 Personnel Plan 

	8.0 Financial Plan 

8.1 Important Assumptions 

8.2 Key Financial Indicators 

8.3 Break-even Analysis 

8.4 Projected Profit and Loss 

8.5 Projected Cash Flow 

8.6 Projected Balance Sheet 

8.7 Business Ratios 

8.8 Long-term Plan 


I. Critical Risks and Problems

A. Critical Risks and Problems

B. Planned Responses

Appendices: Supporting Documentation
A. Company and Product(s)/Services Support Materials

1. Photos of the product(s), equipment, facilities

2. Patents, trademarks, service marks, or copyright documents

3. Bibliography of research, testing, and studies

B. Legal Support Materials

1. Ownership agreements and/or contracts

2. Marketing agreements and/or contracts

3. Employment agreements and/or contracts

4. Financial agreements and/or contracts

C. Market Support Materials

1. Magazine, newspaper, trade journal articles

2. Brochures, drawings, mailings, and materials

3. Market share chart 

4. Competitive comparison of strengths and weaknesses

5. Customer contacts and status

6. Letters of interest or intent

D. Management/Ownership support Materials

1. Resumes of key people, references, recommendations

2. Significant milestones and time frames

E. Administrative and Personnel Support

1. Organizational chart

2. Role descriptions for key personnel

F. Financial/Investment Support

1. Break-even analysis

2. Principal's financial statements

3. Equipment and capital expenditure listing

4. Historical financial statements
Executive Summary
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This is a summary of the main highlights of your plan. Even though the topic appears first in the printed document, most business plan developers leave it until the end. This summary is the doorway to the rest of the plan. Get it right or your target readers will go no further. As a general rule, for a standard plan, the first paragraph should include: 
· Business name 

· Business location 

· What product or service you sell 

· Purpose of the plan 

Another paragraph should highlight important points, such as projected sales and profits, unit sales, profitability and keys to success. Include the news you don't want anyone to miss. This is a good place to put a Highlights Chart, a bar chart which shows sales, gross margin, and profits before interest and taxes for the next three years. Normally you should mention those numbers in the text. 

An internal plan, such as an operations plan, annual plan, or strategic plan, doesn’t have to be as formal with its executive summary. Make the purpose of the plan clear, and make sure the highlights are covered, but you don’t necessarily need to repeat the location, product/service description, or other details. 
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Never waste words in a summary. 

If you’re looking for investment, say so in your executive summary, and specify the investment amount required and the percent of equity ownership offered in return. You should probably also add some highlights of your management team and you competitive edge. 

If you’re looking for a loan, say so in the executive summary, and specify the amount required. Leave loan details out of the summary. 

Experts differ on how long an executive summary should be. Some insist that it takes just a page or two, others recommend a more detailed summary, taking as much as 10 pages, covering enough information to substitute for the plan itself. 

Don’t confuse an executive summary with the summary memo. The executive summary is the first chapter in a business plan. A summary memo is a separate document, normally only 5-10 pages at most, which is used to substitute for the plan with people who aren’t ready to see the whole plan. 

Your Plan Tells Your Story
Basic Company Information
A standard business plan outline includes a chapter topic on your company. You may not need to include this chapter if you are writing an internal plan. However, any outsiders reading your plan will want to know about your company before they read about products, markets, and the rest of the story.

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

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

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

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

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

If you are a service business, you probably don't have manufacturing plants anywhere, but you might have Internet services, office facilities, and telephone systems that are relevant to providing service. It is conceivable that your Internet connection, as one hypothetical case, might be critical to your business.
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If you're a retail store, then your location is probably a critical factor, so explain the location, traffic patterns, parking facilities, and possibly customer demographics as they relate to the specific location (your Market Analysis goes elsewhere, but if your shopping center location draws a particular kind of customer, note that here).

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

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

For example, if your business plan is intended to help sell your company to new owners, and you feel that part of the value is the facilities and locations, then you should include all the detail you can. If you are describing a manufacturing business for bankers or investors, or anybody else trying to value your business, make sure you provide a complete list and all necessary detail about capital equipment, land, and building facilities. This kind of information can make a major difference to the value of your business.

On the other hand, if your business plan is for internal use in a small company with a single office, then this topic might be irrelevant.
The People Behind the Plan
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Summarize Your Management Chapter 
The personnel management section of your plan outline will normally include an explanation of your management team, management philosophy, backgrounds, organization and functions, plus at least one table that covers your estimated personnel costs. The management chapter starts, like the other chapters, with a good summary. You may want to use that summary as part of a summary memo or loan application document, so cover the main points. Consider what you'd say about your management if you only had one or two paragraphs to say it.
Make sure you cover the basic information first. That would include how many employees the company has, how many managers, and how many of the managers are founders. Is your organizational structure sound, with job descriptions and logical responsibilities for all the key members? Is your team complete, or are there gaps still to be filled? Particularly with start-up companies, you may not have the complete team as you write the plan. In that case, be sure to point out the gaps and weaknesses and how you intend to fill them.

Explain Your Organizational Structure 
The organizational structure of a company is what you frequently see as an organizational chart, also known as an "org chart." If you have access to a graphic of an organizational chart (from a drawing program, or one of the specialized organizational charting software packages available), that works really well at this point. If not, you can just use the text to describe the organizational structure in words, without a chart.

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

List Team Members and Their Backgrounds 
List the most important members of the management team. Include summaries of their backgrounds and experience, using them like brief resumes. Describe their functions with the company. Resumes should be appended to the plan. 

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

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

Develop Your Personnel Costs
At this point you should normally include a personnel table to project personnel costs, including direct compensation and indirect costs. The indirect costs include vacation pay, sick pay, insurance benefits, education, and of course, payroll taxes and some other costs. There are different terms for all of this, but my favorite is "personnel burden," which is a cost over and above the direct wages and salaries.
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Special Treatment for Home Offices 
If you are working as a sole proprietor in a home office, you should still include your own compensation as part of your business plan. What you pay yourself should be added into the profit and loss as an expense. However, in this case you don't really need to include payroll burden, because these additional expenses are irrelevant until you include additional employees.

Two Standard Personnel Variations
A good personnel plan varies according to your business and business plan needs. You may want a simple list of names, titles, or groups, each of which is assigned a monthly cost. This model is shown in the next illustration.

Standard Personnel Plan
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The standard personnel plan is a simple list of names, titles, or categories. The sum transfers into your profit and loss statement. This illustration shows the last three months and first two years of a sample plan.
The simpler model totals all payroll only. It is perfectly appropriate for a lot of small businesses. You can use each of the lines in the table to describe specific individuals, or groups and departments. When you have the list complete, just add up the totals for personnel costs in your profit and loss. Multiply that total times your burden rate—say 15 or 20 percent—to calculate your personnel burden. The burden goes into the profit and loss as a separate line.

The next illustration shows the more detailed personnel plan that divides the rows into categories, such as sales and marketing, general and administrative, and so forth. The more detailed model shown here totals the planned payroll for each of the four departments, and then calculates total payroll.

Detailed Personnel Plan
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The more detailed personnel plan shown here divides personnel expenditures into classifications including production, sales and marketing, general and administrative, and other.
As with the simple personnel table, you also want to calculate a payroll burden as a percentage of the total. Make sure to include the personnel burden assumption in your list of general assumptions. 

The payroll assumptions in this model will also be used for the other financial projections. The Profit and Loss (also called income statement) will use personnel plan numbers.

Business Research
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Here is a list of resources for finding business information.
1. We recommend that you get in contact with your closest Small Business Development Center (SBDC). The SBDCs are funded by federal, state, and higher education funds, and they tend to offer valuable consulting and information at unusually low fee levels and often have several free resources.

2. In general, though, the problem of information is not where to find it but how to wade through all that's available and find the right stuff.

You must, simply must, be able to search the Internet. If you are reading this, then presumably you can already do that, so you are ahead of the game. Be sure to investigate the following: 

· Bureau of Labor Statistics - Industry and geographic data on employment, earnings, and demographics. 

· American Fact Finder - Community information from the US Census. 

· Hoovers - A database of over 12 million companies, both public and private. 

· Yahoo! Finance - One of the best sources for public company information. 

3. For more formal research, look for a trade association that focuses in your business area. There are lots of them. A good reference library can get you a reference book that lists trade associations. Once you find an association, contact them to see whether they publish a directory or (better yet) a statistical review. You can also use the SBDC's web site on industry information that has links to these resources.
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4. Next, look for magazines. In most businesses, there are magazines that focus on your type of business, so they can sell ads to the businesses that want to sell to your type of business. Subscribe or buy the magazine, get some back issues, and look for industry reviews. If you don't already have more than you can handle, get back to a reference library and look for indexes of published articles, and find some articles related to your business.

5. Most important, as far as I am concerned, is what I call "shoe leather" research. Find some similar businesses and find out as much as you can about them. Whatever business you're thinking of, look at your Yellow Pages and see how many are listed. Call them, find out about prices and things. If they have a location, park by it. Count their customers. Then get a phone book for a town a few hundred miles away, call some similar businesses, and find an owner who will talk to you about it. After all, you're not a competitor, and people like to talk to people about their business. Ask them as much as you can, until they can't stand answering questions anymore.

6. If you can find somebody selling a business like the one you're interested in, contact them. Consider buying theirs. At the very least, you'll get access to their past financial data, which will give you an idea of how the industry works.

Researching the Competition
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When creating a new business model, you don't necessarily do it using financials from some other existing businesses. You can create your financial assumptions by estimating the specific details and adding them up. Your expenses are a finite list of estimatable items such as rent, insurance, payroll, and so on. Your sales are the product of units times price, and your cost of sales is the product of unit cost times price. Many business plans are developed by adding up detailed estimates.
On the other hand, it is better to compare your numbers to existing businesses when possible. This will give you an idea of how your business will stand within the industry.

1. Check first whether you're looking for numbers of a publicly traded company, or whether there are one or more publicly traded companies operating in the industry segment you need. To do that you examine the stock market and look for public reports related to stock market companies. My favorite way to do that is through Yahoo! Finance. There are lots of competing services offering financial information over the net, and even the SEC has a site, but that's my personal favorite.

2. If you're hoping to find financials of a specific existing business that is privately owned, that's hard to do. People do have a right to keep their information to themselves. However, there are some Internet resources that might help.

· Hill Search is one of the most powerful online research tools available, although it has a cost. Signing up from Bplans.com will save you $100.

· Dun and Bradstreet offers some limited financial information on lots of different companies, but that information doesn't include expense breakdowns and it isn't free.

· The Dow Jones Business Directory offers excellent information on some industries, including good listings of websites for companies, associations, and publications. If they cover one that you're interested in, you're in luck.

· Integra Information Systems has very good industry profiles, but they are for sale, not for free.

· IMarket offers basic industry data reports by SIC code. Much of what this site offers is for sale, but what's free is pretty good. You have to register even for the free data. You can get a free industry review by SIC code, giving you how many companies, average sales, and employees.

· RMA Associates offers financial statements by SIC code for collections of companies at different sales level. You don't get the individual company but you get a composite for the industry, with a lot of supporting detail. They sell a single industry report for about $60, and the entire database for less than $200.

[Editor's Note: Prices may have changed since publication of this article. Please see RMA Associates website for current prices.]

· Hoovers business database has a series of search tools. Here too you can get information on a lot of different companies, but expect to pay for it. 

· CEOExpress has an excellent compilation of additional sites you might try.

That's a lot of homework for you, but it should move you forward a lot too.

What is a Market Forecast?
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A market forecast is a core component of a market analysis. It projects the future numbers, characteristics, and trends in your target market. A standard analysis shows the projected number of potential customers divided into segments.
This example of a simple market forecast defines two target market segments and projects the potential customers in each of those segments by years, for five years.

Market Size Forecast
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In the market forecast, the example numbers indicate that there are 25,000 home offices included in the market, and that number is growing at an estimated five percent per year. There are also 10,000 small businesses in the area, and that number is growing at five percent per year.

These numbers are estimates. Nobody really knows, but we all make educated guesses. The developers of the plan researched the market as well as they could and then estimated populations of target users in their area and the annual growth rates for each.

You can use your market forecast numbers to draw a chart of projected market growth, like the one shown here below. It offers a visual view of the market forecast.
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Market Value
Normally, you would also look at market value, not just market size. For example, although the high-end home segment is 2.5 times larger than the small business segment as measured by number of customers, the small business customer spends almost four times as much as the home office customer. Therefore, the small business market is a more important market in terms of dollar value.
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The important numbers in this table are the average purchase per customer and the market value. 

· Average purchase per customer is an educated guess based on experience. Sales managers got together to make the estimate. Although they would have liked some external source of information to use for this, there was none available. Notice that the home office customer tends to purchase much less overall than the small business customer. 

· The market value is simple mathematics. Multiply the number of potential customers in the market by the average purchase per customer. In this case they took the average number of customers in each segment over the five-year forecast period, and multiplied that by the average purchase per customer, to calculate the market value.

The other items in this table are subjective qualities that help with marketing. The planners assign these points to people charged with preparing marketing materials.

Reality Checks
A market forecast should always be subject to a reality check. When you think you have a forecast, you need to find a way to check it for reality. In this case if the total market is worth some estimate, you could estimate sales of all the competitors and see if the two numbers relate to each other. In an international market, you might check production and import and export figures to see whether your estimates for annual shipments appear to be in the same general range as published figures. You might check with vendors who sold products to this market in some given year to see whether their results check with your forecast. You might look for macro-economic data to confirm the relative size of this market compared to other markets with similar characteristics.

Review Target Focus
The market analysis should lead to developing strategic market focus. That means selecting the key target markets. This is the critical foundation of strategy. We talk about it as segmentation and positioning.

Under normal circumstances, no company will attempt to address all the segments in a market. As you select target segments, think about the inherent market differences, keys to success, competitive advantage, and strengths and weaknesses of your company. You want to focus on the best market, but the best one is not necessarily the largest one or the one with the highest growth. It will be the one that matches your own company profile. 

Making a Market Forecast Estimate
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Relatively few marketing plans are blessed with budgets for professional market research. When you can't pass the problem to professionals, then you have to make some intelligent estimates. Get comfortable with the idea of making good educated guesses. Many people think there is something magic about this, some technique they don't know that the experts learned in graduate school. Don't worry about it. Having gone through graduate business school and worked as a vice president in a marketing research firm, I can reassure you: sophisticated data analysis rarely works very well for business forecasts. 
No matter how elaborate the forecasting model, mathematical forecasts are based on past results. Nobody knows the future.

In most situations, the best way to create a market forecast estimate is to find an expert forecast, estimate from past data, find parallel data or apply a model.

Finding an Expert Forecast
If you can find an expert forecast already published, or if you have a budget to pay for an expert forecast, that's a luxury. This probably means you don't have to do your own.

Many expert forecasts are published where you can obtain their results for free. Some of these are government forecasts intended to be free, some are expert forecasts made during interviews or news media coverage, and some are professional forecasts whose highlights are released to the media as teasers to sell the more expensive research. 

You can look for these forecasts in published news reports, on the Internet, in library reference materials, and in trade association publications. Where yours might be found depends on your industry and the exact nature of your business. Unfortunately, nobody but you can pinpoint exactly where to look for your industry and your plan, but at least you can consider some examples.

The U.S. Bureau of Labor Statistics regularly publishes job outlooks that include forecasts of the numbers of certain kinds of jobs into the future. If your marketing plan needed to project growth in the number of accountants, or chief executives, or heavy machinery operators, you could find that at the BLS site. You could also find a projection showing projected growth of computer industry jobs, or growth in specific employee categories.

If, for example, you are working on a marketing plan involving soft drinks you could go to the national soft drink association's publication Beverage World for a detailed five-year forecast of soft drink consumption. 

Several major business magazines publish economic forecasts regularly. You could go into a reference library and use the Reader's Guide to Periodic Literature to find published data related to your data needs. Business Week magazine has a weekly column on business outlooks, and quarterly surveys of industry outlooks. 

Estimating From Past Data
Although the past doesn't really predict the future, it can indicate trends. Sometimes you can find past data on a market and use that to project into the future.The principle of using past data as a guideline for the future is one of the fundamentals of forecasting.

It's particularly important for market forecasting, however, because you'll frequently find ample data about your market's recent past even when you can't find a market forecast. Using the past data will get you a good starting point and a sense of reasonableness for your forecast.

Past Data Estimate-Example
For example, say I want to project the market for restaurant equipment in Lane County, Oregon. 
I can go to the U.S. Census Bureau County Business Patterns to find out that Lane County had 611 "eating and drinking places" in 1996 and 639 in 1999. I don't particularly like the fact that these numbers are several years old, but they are the latest available and they are also better than any other numbers I can find. I could count eating and drinking establishments by using the Yellow Pages in the telephone directories, or some other means, but any alternative would be impractical and expensive. So I accept the latest available census data. So I accepted the latest available census data. I calculated the growth rate for 1996 to 1999 and applied that same rate into the future to create a market forecast, as shown in the illustration below.
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Adding Common Sense and Educated Guessing
Is this the best I can do? Maybe not. I can probably take the past data as a base number, and then add my own research and common sense to improve on it. For example: 

· I could contact the local Chamber of Commerce or restaurant association and ask for an expert opinion about the fate of eating and drinking establishments in the recent past and foreseeable future. If the local expert says there has been a boom in restaurants, or a problem with restaurants, then I can use that information to adjust my growth rate up or down. In my marketing plan text I would explain what the past growth rate was and why I was expecting it to change. 

· I could also check with the Chamber of Commerce or the local governments to find economic growth numbers. I could compare general economic health in the 1996-1999 period to the 2000-2005 period as well as projections for the foreseeable future. I would then revise my projected growth rate accordingly, and explain in my text about the source of the growth rate figure. 

The important point is that I wouldn't have to just take a wild guess about the restaurant population. By starting with past numbers I improve the overall quality of the forecast. This is mainly just common sense and educated guessing.
What You Sell
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This part of the plan is mainly description. Sometimes it will include tables that provide more details, such as a bill of materials or detailed price lists. More frequently, however, this section is mainly text. It normally appears in the plan, after the company description, but before the market analysis.
Detailed Description
List and describe the products or services you sell. For each business offering, cover the main points, including what the product or service is, how much it costs, what sorts of customers make purchases, and why. What customer need does each product or service line fill? You might not want or need to include every product or service in the list, but at least consider the main sales lines.

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

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

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

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

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

Sourcing and Fulfillment
Explain your product sourcing and the cost of fulfilling your service. Manufacturers and assemblers should present spreadsheet output showing standard costs and overhead. Distributors should present discount and margin structures. Service companies should present costs of fulfilling service obligations.

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

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

Where materials are particularly vital to your manufacturing, you might discuss whether second sources or alternative sources are available, and whether or not you use them or maintain relationships with them. This is also a good time to look at your sourcing strategy, and whether or not you can improve your business by improving your product sourcing.

But sourcing is not just for product-based companies. For example, a professional service company, such as an accounting practice, medical practice, law practice, management consulting firm, or graphic design firm, is normally going to provide the service by employing professionals. In this case, the cost is mainly the salaries of those professionals. Other service businesses are quite different. The travel agency provides a service through a combination of knowledge, rights, and infrastructure, including computer systems and databases. The Internet provider or telephone company provides a service by owning and maintaining a network of communications infrastructure. 
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A restaurant is a service business whose costs are a combination of salaries (for kitchen and table waiting) and food costs. 
Technology
Once technology changed lives only when the next wave of invaders swept across the Mesopotamian farmlands. Now technology can change our lives as we read the morning paper. Explain how technology affects your business, the products you sell, the means you use to sell them, and the needs of the customers you serve.

In some cases this might be a change in scanning technology, retail point-of-sale systems, or even video displays. In others, technology changes the nature of the goods or services you sell, such as cellular phones or DVD videos that didn't even exist a few years ago. Do you want to include the Internet? Will a Web site change the way you do business?

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

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

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

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

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

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

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

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

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

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

Forecasting Your Sales

[image: image28.png]



Developing your sales forecast isn't as hard as most people think. Think of your sales forecast as an educated guess. Forecasting takes good working knowledge of your business, which is much more important than advanced degrees or complex mathematics. It is much more art than science.

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

Break your sales down into manageable parts, and then forecast the parts. Guess your sales by line of sales, month by month, then add up the sales lines and add up the months.

The illustration gives you an example of a simple sales forecast that includes simple price and cost forecasts which are used to calculate projected sales and direct cost of sales and estimate total dollar value for each category of sales.

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

In my standard business plan text outline, the discussion of sales goes into Chapter 5.0, Strategy and Implementation. You can change that to fit whichever logic and structure you use. In practical terms, you'll probably prepare these text topics as separate items, to be gathered into the plan as it is finished.

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

How do you sell? Do you sell through retail, wholesale, discount, mail order, phone order? Do you maintain a sales force? How are sales people trained, and how are they compensated? Don't confuse sales strategy with your marketing strategy, which goes elsewhere. Sales should close the deals that marketing opens.

To help differentiate between marketing strategy and sales strategy, think of marketing as the broader effort of generating sales leads on a large scale, and sales as the efforts to bring those sales leads into the system as individual sales transactions. Marketing might affect image and awareness and propensity to buy, while sales involves getting the order.[image: image31.png]
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Forecast Details 
Your business plan text should summarize and highlight the numbers you have entered in the Sales Forecast table. Make sure you discuss important assumptions in enough detail, and that you explain the background sufficiently. Try to anticipate the questions your readers will ask. Include whatever information you think will be relevant, that your readers will need.

Sales Programs 
Details are critical to implementation. Use this topic to list the specific information related to sales programs in your milestones table, with the specific persons responsible, deadlines, and budgets. How is this strategy to be implemented? Do you have concrete and specific plans? How will implementation be measured?

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

How Many Years? 
I believe a business plan should normally project sales by month for the next 12 months, and annual sales for the following three years. This doesn't mean businesses shouldn't plan for a longer term than just three years, not by any means. It does mean, however, that the detail of monthly forecasts doesn't pay off beyond a year, except in special cases. It also means that the detail in the yearly forecasts probably doesn't make sense beyond three years. It does mean, of course, that you still plan your business for five, 10, and even 15-year time frames; just don't do it within the detailed context of business plan financials.
Financials
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Expert opinions may vary, but in general there are some standard analyses that a business plan ought to have, regardless of specifics. We’ll be looking at each of these in detail later on in this book, but let’s discuss here what probably ought to be included in a business plan. 
· Cash flow is the most important. Businesses run on cash. No business plan is complete without a cash flow plan. 

· Profit and loss, incorporating sales, cost of sales, operating expenses, and profits. This of course is also a pro forma income statement. In most cases it should show sales less cost of sales as gross margin, and gross margin less operating expenses as profit before interest and taxes (also called gross profit, and contribution to overhead). Normally there is also a projection of interest, taxes, and net profits. 

· Pro-forma balance sheet: Aside from cash and income, there is the balance of assets, liabilities, and capital. 

· Sales forecast: The form may vary to suit the business, but it is hard to imagine a plan without a sales forecast. Some plans forecast in excruciating detail, some summarize, but the forecast should be there. In the simplest of plans, the sales forecast might be a single line in the pro-forma income statement. [image: image34.png]
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· Personnel plan: Personnel costs are so intimately related to fixed costs that they should often be set aside and discussed. In some simple plans, they too, like the sales forecast, can be just a line or two in the income statement. 

· Business ratios: The numbers are there, when there is pro-forma income, cash, and balance sheet, so the ratios can be calculated. This isn’t as necessary for an internal plan as for one for bankers and investors, but some key ratios are almost always a good idea. They should probably include some profitability ratios like gross margin, return on sales, return on assets, and return on investment; plus some liquidity ratios such as debt to equity, current ratio, and working capital. You already know which ratios you like to use, and how to calculate them. A banker will have a similar view. 

· Break-even analysis: Most of the break-even analyses included with business plans have little value—more on that later—but most bankers and analysts like to see them. 

· Market forecast: Aside from the sales forecast, which is essential, a market forecast is also a good idea. How many potential customers are there? How does market growth stand to impact this business?
