INTRODUCTION


This analysis format provides a way of making a reasonably quick, preliminary evaluation of the feasibility of a product or service business.  This is done by focusing and obtaining data on factors critical to the success of the venture.


Such a first venture is not meant to be comprehensive nor precise.  It serves its purpose if it eliminates obviously flawed venture further consideration and, at the same time, accepts ventures that merit additional study and the preparation of a business plan.

This format is divided into the following sections:

1. DESCRIPTION OF BUSINESS

2. THE PRODUCT OR SERVICE

-STATUS

-STRENGTHS AND WEAKNESSES

3. THE MARKET

-Total Market size and trends

-Assessment of competition

-Preliminary estimate of market shares and sales

-Marketing tactics

4. PRODUCTION AND OPERATION

5. ENTREPRENEUR (S)

6. FINFNACING REQUIRED

-A First Estimate

7. MAJOR RISKS AND PROBLEMS

8. COMMUNITY BENEFITS

EXHIBIT 1-PERSONAL BACKGROUND SHEETS (S)

APPENDIX 1-DATA SOURCES

INTRODUCTION


The business plan is your company’s principal sales tool in raising capital.  Before risking any capital, investors want to assure themselves that you have thought through your plans carefully, that you know what you are doing, and that you can respond affectively to problems and opportunities.  They will insist on seeing your business plan before considering any investment, and often will not even meet with entrepreneurs without a prior review of the business plan.  Therefore, your business plan must be well prepared and persuasive in conveying the potential of the company it describes.  It should address all major issues, and yet not be so detailed that it “turns off: the investor-reader.  You should try not to have a business plan more than 50 pages long.

The guidelines that follow describe:

1.
The necessary sections of a business plan

2.
What should be included in each section and subsection;

3.
Why the information is necessary


Intelligent use of these guidelines should result in a complete professional business plan, which makes an orderly presentation of the facts necessary to obtain an investment decision from OEO or another finding source.  Common sense should be used in applying the guidelines to develop a business plan for each venture.


Because the guidelines were written to cover a variety of possible ventures, rigid adherence to them is not possible nor even desirable for all ventures.  For example, a plan for a service business would not require discussion of manufacturing nor product design.

SUMMARY OF BUSINESS PLAN


Most investors do not like to wade immediately through a 40 or 50 page business proposal.  Before doing this, they like to read a one or two page summary of the business plan that highlights its important features and allows them to determining quickly whether or not the venture is of interest.  The summary also eaves the entrepreneur time since he doesn’t have to wait for the investor to read 40-50 pages to express interest.


You should prepare a 1-2 page summary of your business plan.  It should be a brief, appealing and accurate presentation of the highlights of your venture and its opportunities.

The company and its founders

You should indicate when the company has formed, what it will do, and what is special or unique about this.  Also indicates what in the background of entrepreneur(s) make them particularly qualified (e.g. unique know-how) to pursue the business opportunity.  

 Market Opportunity

Identify and explain (briefly) the market opportunity. This explanation should include information on the size and growth rate of the market for the company’s product or service, and a statement indication the percentage of the market that will be captured. A brief statement about industry-wide trends is also useful. You might also indicate any plans for the expansion of the initial product line. 

Financial Data

You should state your initial and third year sales and profit goals. You should also state clearly the size of equity investment you want and long-term loans that you can obtain. 

The Company and its Industry

This section should describe the nature and history of the company and provide some background on its industry. It provides the potential investor with insights that allow him to better understand the projections and estimates presented in subsequent sections.

The Company

Give the sate that the venture became a legal entity and indicate whether the business is or will be profit or non-profit, conducted as a separate corporation or by the CDC.

Describe the general business category the company is entering. State specifically why the company is being formed, and what opportunities you see for its products, processes or services. Describe the identification and development of the business opportunity and the involvement or the principals in that development.

Discussion of Industry

Present the current status and prospects for the industry in which the proposed business will operate.

Discuss any new products or developments, new markets and customers, new requirements, new companies and any other trends and factors that could affect the venture’s business positively or negatively. Identify the source of all information used to describe industry trends. 

Products or Services

The potential investor will be vitally interested in exactly what you are going to see, what kind of product protection you have and the opportunities and possible drawbacks to your product or service. This section deals with these questions.

A. Description: Describe in detail the products or services to be sold. Discuss the application or function for the product or service that you will offer. Describe the primary end-use as well as any significant secondary applications. Highlight any differences between what is currently on the market and what you will offer.

Define the present state of development of the product or service. For products, provide a summary of the functional specifications. Include photographs when available. 

B. Proprietary Position: Describe any patents, trade secrets of other proprietary features. Attach copies of any patents applied for or granted. Discuss any head start that you might have that would enable you to achieve a favored or entrenched position. 

C. Potential: Describe any features or your product or service that may give it an advantage over the competition. Discuss any opportunities for the expansion of the product line or the development of related products or services. Emphasize your opportunities and explain how you will take advantage.

Discuss any product disadvantages or the possibilities or rapid obsolescence because of technological or styling changes, or marketing fads.

Market Research and Development

To be an attractive investment, a company should be selling to a market that is large and growing-where a small market-share can be a significant sales volume. The company’s competition should be profitable but not so strong as to overwhelm you. 

The purpose of this section is to present sufficient facts to convince the reader that the product or service has a substantial market and can achieve sales in the face of the competition. 

A. Customers: Discuss who are the customers for the anticipated application of the product or service. Classify potential customers into relatively homogenous groups (major market segment) having common, identifiable characteristics. For example, an automotive part might be sold to manufacturers and to parts distributors supplying the replacement market. 

Who and where are the major purchasers for the product or service in each market segment. What are the bases of their purchase decisions: price, quality, service, personal contact, political pressures.

List any potential customers who have expressed an interest in the product or service and indicate why. List any potential customers who have shown no interest in the proposed product or service and explain why this is so. Explain what you will do to overcome negative customer reaction. 

B. Market Size and Trends: What is the size of the current total market for the product or service offered. This market size should be determined for available data or the purchases of potential customers in each major market segment. Describe the size of the total market in both units and dollars. If you intend to see regionally, show the regional market size. Indicate the sources of data and methods used to establish current market size. State also the credentials of people doing market research. 

Describe the potential annual growth of the total market for your products or service for each major customer group. Total market projections should be made for at least three future years. Discuss the major factors affecting market growth (industry trends, socioeconomic trends, government policy, population shifts) and review previous trends of the market. Any differences between past and projected annual growth rates should be explained. Indicate the sources of all data methods used to make projections. 

C. Competition: Make a realistic assessment of the strengths and weaknesses of competitive products and services and name the companies that supply them. State data sources used to determine products and strength of competition. 

Compare competing products or services on the basis of price, performance, service, warranties and other pertinent features. A table can be an effective way of presenting these data. Present a short discussion of the current advantages and disadvantages of competing products and services and say why they are not meeting customer needs. Indicate any knowledge of competitor’s actions that could lead you to new or improved products and an advantageous position.

Review the strengths and weaknesses of the competing companies. Determine and discuss the share of the market of each competitor-company, their sales, distribution and production capabilities. Review also the profitability of the competition and their profit trend. Who is the pricing leader; quality leader. Discuss why any companies have entered or dropped out of the market in recent years. 

Discuss your three or four key competitors and why the customer buys from them. From what you know about their operations, explain why you think that you can capture a share of their business. Discuss what makes you think it will be easy or difficult to compete with them. 

D. Estimated Market Share and Sales: Describe what it is about your product or service that will make it salesable in the face of current and potential competition. 

Identify and major first-year customers who are willing to make purchase commitments. Indicate the extent of those commitments and why they were made. Discuss which customers could be major purchasers is subsequent years and why. 

Based upon your assessment of: the advantages of your product or service; the market size and trends; customers; the competition and their product; - estimate the share of the market that you will acquire in each of the next three years. The growth of the company sales and its estimated market share should be related to the growth of its industry and customer and the strengths and weaknesses of competitors. The data can best be presented in tabular form as shown following. The assumptions used to estimate market share and sales should be clearly stated. 

E. Ongoing Market Evaluation: Explain how you will continue to evaluate your target markets so as to: Assess customer needs and guide product improvement programs and new-product programs; plan for expansions of your production facility; and guide product/service pricing. 

Marketing Plan

The marketing plan should detail the: Overall marketing strategy, sales and service policies, pricing, distribution and advertising strategies that will be used to achieve the estimated market share and sales projections. The marketing plan should describe what is to be done, how it will be done, and who will do it. The plan should be prepared by the marketer of the management with assistance from consultants as may be required. 

A. Overall Marketing Strategy: Describe the general marketing philosophy and strategy of the company that develops from the market research and evaluation. This should include a discussion of:

What kinds of customer groups will be targeted for initial intensive selling effort. What customer groups for later selling efforts. What features of the product or service – e.g. quality, price, delivery, warranty – will be emphasized to generate sales. Any innovative or unusual marketing concepts that will enhance customer acceptance – e.g. leasing where only sales were previously attempted. 

Indicate whether the product or service will initially be introduced nationally or on a regional level. If on a regionally basis, explain why and indicate any plans for extending sales to other sections of the country. Discuss any seasonal trends and what can be done to promote sales out-of-session.

Describe any plans to obtain government contracts as a means of supporting manufacturing or product-development costs and overhead. 

B. Pricing: The pricing policy is one of the more important decisions you will have to make. The “price must be right” to penetrate the market, maintain a market position and produce profits.

Discuss the prices to be charged for your product and service and compare your pricing policy with those of your major competitors. Discuss the gross profit margin between manufacturing and ultimate sales costs. Indicate whether this margin is large enough to allow for: distribution and sales, warranty, service, amortization of development and equipment costs, price competition – and still allow you a profit.


Explain how the price you set will enable you to:

· Get the product or service accepted

· Maintain and desirably increase your market share in the face of competition

· Produce profits.

Justify any price increases over competitive items on the basis of newness, quality, warranty, and service. 

If lower price than your competition’s is to be charged, explain how you will do this and maintain profitability – e.g. greater effectiveness in manufacturing and distributing the product, lower labor costs, lower overhead, or lower material costs.

Discuss the relationship of price, market share and profits. For example, a higher price may reduce volume but result in a higher gross profit. Describe any discount allowance for prompt payment or volume purchases.

C. Sales Tactics: Describe the methods that will be used to make sales and distribute the product or service. Will the company use its own sales force; sales representatives; distributors. Are there ready-made manufacturer’s sales organizations already selling related products that can be used. Describe both the initial plans and longer range plans for a sales force. Discuss the margins to be given to retailer, wholesalers, and salesmen and compare them to these given by your competition. 

If distributors or sales representatives are to be used describe how they have been selected, when they will start to represent you and the areas they will cover. Show a table that indicates the build-up of dealer and representatives by month and the expected sales to be made by each dealer. Describe any special policies regarding discounts, exclusive distribution rights, etc. 

If a direct-sales force is to be used, indicate how it will be structured and at what rate it will be built up. If it is to be replace a dealer or representative organization indicate when and how. Show the sales expected per salesman per year, and what commission incentive and/or salary they are slated to receive. 

If OEM (Original equipment manufacturer) or government contracts are expected or essential, discuss how, why and when there will be obtained. 

Present, as an exhibit, a selling schedule and a sales budget that includes all marketing, promotion and service costs. This sales expense exhibit should also indicate when sales will commence and the lapse between a sale and a delivery. 


D. Service and Warranty Policies: If your company will offer a product that will require service and warranties, indicate the importance of these to the customer purchasing decision and discuss your method of handling service problems. Describe the kind and term of any warranties to be offered, whether services will be handled by company servicemen, agencies, dealers and distributors, or factory return. Indicate the proposed charge for service calls and whether service will be a profitable or break even operation. Compare your service and warranty policies and practices with those of your principal competitors and indicate what kinds of service manuals will be prepared. 

E. Adverting and Promotion: Describe the approaches the company will use to bring its product to the attention of prospective purchases. For OEN and industrial products indicate the plans for trade-show participation, trade magazine advertisements, direct-mailings, the preparation of product sheets and promotional literature, and use of advertising agencies. For consumer products, indicate what kind of advertising and promotional campaign is contemplated to introduce the product and what kind of sales-aids will be provided to dealers. The schedule and cost of promotion and adverting should be present. If advertising will be a significant part of company expenses, an exhibit showing how and when these costs will be incurred should be included. 

Design and Development Plans

If the product, process or service of the proposed venture requires any design and development before it is ready to be placed on the market, the nature and extent of this work should be fully discussed. The investor will want to know the extent and nature of any design and development and the costs and time required to achieve a marketable product. Such design and development might be: the engineering work necessary to convert laboratory prototype to a finished product; or the design of special tolling; or the work of an industrial designer to make a product more attractive and salesable; or the identification and organization of manpower, equipment and special techniques to implement a service business – e.g. the equipment, new computer software and skills required for computerized credit-checking. 

A. Development Status and Tasks: Describe the current status of the product or service and explain what remains to be done to make it marketable. Describe, briefly, the importance or expertise that your company has or can acquire to complete this development. Indicate the type and extent of technical assistance that will be required, state who will supervise this activity within your organization and his experience in related development work. 

B. Difficulties and Risks: Identify any major anticipated design and development problems and approaches to their solution. Discuss their possible effect on the schedule and cost of design and development and time of market introduction. 

C. Product Improvement and New Products: In addition to describing the development of the initial products, discuss any on-going design and development work that is planned to keep your product or service competitive and develop new related products that can be sold to the same group of customers.

D. Costs: Present and discuss a design and development budget. The costs should include labor, materials, consulting fees, etc. Miscalculations are often made about design and development costs and this can seriously impact cash-flow projections. Accordingly, consider and perhaps show a 10-25% cost contingency. These cost data will become and integral part of the financial plan. 

Manufacturing Operations Plan

The manufacturing and operations plan should describe the kind of facilities, plan location, space requirements, capital equipment and labor force (part and full time) that are required to provide the company’s product or service. For a manufacturing business, stress should also be given to the production process that will be used; inventory control, purchasing and production control, and to “make or buy decision”; - i.e. which parts of the product will be purchased and which operations will be performed by your work force. A service business may require particular attention and focus on an appropriate location, an ability to minimize overhead, lease the required equipment, and obtain competitive productivity from a skilled or trained labor force.

The discussion guidelines given below are general enough to cover both product and service businesses. Only those that are relevant to your venture – be it product or service – should be addressed in the business plan.

A. Geographical Location: Describe the planned geographical location of the business and discuss any advantages or disadvantages of the site location in terms of wage rates, labor unionization, labor availability, closeness to customers or suppliers, access to transportation, start and local taxes and laws, utilities and zoning. For a service business, proximity to customers is a “must.” Describe your approach to overcoming any problems associated with the location.

B. Facilities and Improvement: Describe the facilities required to start and conduct the company’s business. Indicate the requirements for: plant and office space; storage and land areas; machinery, special tooling and other capital equipment and utilities. Discuss any facilities currently owned or leased by the CDC that could be used for the proposed venture. 

Discuss how and when the necessary facilities to start production will be acquired. Discuss whether equipment and space will be leased and improved, or bought and id indicate the costs and timing of such actions. Indicate how much of the initial financing will be devoted to plant and equipment. These cost data will become part of the financial plan.

Discuss how and when initial plant space and equipment will be expanded to the capacities required by future sales projections. Discuss any plans to improve or add to existing plant space or move the facility. Explain future equipment needs and indicate the timing and cost of such acquisitions. A three-year planning-period should be used for these projections. 

C. Strategy and Plans: Describe the manufacturing processes involved in your products production and any decisions with respect to subcontracting of component parts rather than complete in-house manufacture. The “make or buy” strategy adopted should be determined by consideration of inventory financing, available labor skills and other non-technical questions as well as purely production, cost and capability issues (your company might operate as a labor-intensive assembly plant and purchase basic parts and subassemblies.) Justify your proposed “make or buy” policy. Discuss any surveys of potential subcontractors and suppliers, and who these are likely to be.

Present a production or operations plan that shows cost-volume information at various sales levels of operation with full breakdowns of applicable material, labor, purchased component and factory burden. Discuss the inventory required at various sales levels. These data will be incorporated into cash flow projections. The operations plan should also discuss the build-up in the labor force and relate the added labor hours to increased output. Explain how any seasonal production loads will be handled without severe dislocation, e. g. by building to inventory or using part-time help in peak periods. If there are daily shift-to-shift variations in the labor force (for service business) discuss them and how they will be handled. 

Briefly, describe your approach to quality control, production control, inventory control. Explain what quality control and inspection procedures the company will use to minimize service problems and associated customer dissatisfaction. 

Discuss how you will organize and operate your purchasing function to ensure that adequate materials are on hand for production, the best price has been obtained and raw materials and in-process inventory, and hence, working capital have minimized. 

D. Labor Force: Exclusive of management functions (discussed later), does the local labor force have the necessary skills in sufficient quantity and quality (lack of absenteeism, productivity), to manufacture the product of supply the services of the proposed company. If the skills of the labor force are inadequate to the needs of the company, describe the kinds of training that you will use to upgrade their skills. Discuss whether the new business can offer such training and still offer a competitive product both in the short term (first year) and longer-term (2-5 years).

Management Team

The management team is the key to turning a good idea into a successful business. Investors look for a committed management team with a proper balance of technical, managerial and business skills and experience in doing what is proposed.

Accordingly, this section of the business plan will be of primary interest to potential investors and will significantly influence their investment decisions. It should include a description of: the key management personnel and their primary duties; the organizational structure; Board of Directors; and any management training that will be required. 

A. Organization: Present in tabular form the key management roles in the company and the individual who will fill each position. 

Discuss any experience where they have worked together – that indicates how their skills complement each other and result in an effective entrepreneurial – management team. 

If any key individuals will not be on board at the start of the venture, indicate with they will join the company.

In a new business, it may not be possible to fill each executive role with a full-time person without excessively burdening the overhead of the venture. One solution is to use part-time specialists or consultants to perform some functions. If this is your plan, discuss it and indicate who will be used and when they will be replaced by a full-time staff member. 

If the company is of sufficient size, an organization chart can be appended as an exhibit.

B. Key Management Personnel: Describe the exact duties and responsibilities of each of the key members of the management team. Include a brief (three or four sentence) statement of the career highlights of each individual that focuses on accomplishments demonstrating his ability to perform his assigned role. 

Complete resumes for each key management member should be included as an exhibit to the business plan. These resumes should stress the training, experience, and accomplishments of each manager, in performing functions similar to his role in the venture. Accomplishments should be discussed in such concrete terms as: profit improvements; labor management; manufacturing or technical achievements; ability to meet budgets and schedules; community organization. Where possible it should be noted who can attest to accomplishments and what recognition or rewards were received – e.g. pay increases, promotions, etc. A sample resume is attached. 

C. Management Compensation and Ownership: The likelihood of obtaining financing is small when the founding management team is not prepared to accept initial modest salaries. If the founders demand substantial salaries, the potential investor will conclude that their psychological commitment to the venture is less than it should be. 

State the salary that is to be paid to each key person and compare it to the salary received at his last independent job. Set forth the stock ownership planned for the key personnel, the amount of their equity investment (if any), and the key performance – dependent stock – option or bonus plans that are contemplated.

D. Board of Directors: By establishing the effective Board of Directors, the management can obtain: (1) the participation of local residents to insure that the business is properly responsive to community needs and effectively taps local resources; and (2) advise and assistance in dealing with customers and suppliers. 

Discuss the company’s philosophy as to the size and composition of the Board. Identify any proposed board members and include a one or two sentence statement of the member’s background that shows what he or she can bring to the company. Resumes for each board member should be included as an exhibit to the business plan.

E. Management Assistance and Training Needs: Describe, candidly, the strengths and weaknesses of your management team and Board of Directors. Discuss the kind, extent and timing of any management training that will be required to overcome the weaknesses and obtain effective venture operation. 

Discuss also the need for technical and management assistance during the first three years of your venture. Be as specific as you can as to the kind, extent and cost of such assistance how it will be obtained. 

F. Supporting Professional Services: State and legal (including patent), accounting, advertising and banking organizations that you have selected for your venture. Capable, reputable and well-known supporting service organizations can not only provide significant direct, professional assistance, but can also add to the credibility of your venture. In addition, properly selected professional organizations can help you establish good contacts in the business community, identify potential investors and help you secure financing. 

OVERALL SCHEDULE


A schedule that shows the timing and interrelationship of the major events necessary to launch the venture and realize its objective is an essential part of a business plan.  In addition to being a planning aid and showing deadlines critical to a venture’s success, a well-prepared schedule can be an extremely effective sales tool in raising money from potential investors.  Properly prepared and realiss it demonstrates the ability of the management team ot plan for venture growth in a way that recognized obstacles and minimizes investor risk.


Prepare, as a part of this section, a month-by-month schedule that shows the timing of such activities as:  product development; market planning; sales programs; and production and operations.  Sufficient detail should be included to show the timing of the primary tasks required to accomplish an activity.


Show, on the schedule, the deadlines or milestones critical to the enture’s success.  This should include events such as:


-Incorporation of the venture


-Completion of design and development


-Completion of prototypes (a key date; its achievement is a tangible measure of the company’s ability to perform)


-Product display at trade shows


-Ordering of materials in production quantities


-Start of production or operation (another key date because it is related to the production of income)

-First orders received

-First sales and deliveries (a date of maximum interest because it related directly to the company’s credibility and need for capital)

-Payment of first accounts receivable (cash in)

The schedule should also show the following and their relation to the development of the business:

-Number of management personnel

-Number of production and operation personnel

-Additions to plant or equipment

Discuss in a general way, the activities most likely to cause a schedule slippate, and what steps you would take to correct such slippages.  Discuss the impact of schedule slippages on the venture’s operation –especially its potential viability and capital needs.  Keep in mind that the time to do things tends to be underestimated-even more than financing requirements.  So be realistic about your schedule.

9. CRITICAL RISKS AND ASSUMPTIONS

The development of a business has risks and problems and the business plan invariably contains some implicit assumptions about them.  The discovery of any unstated negative factors by potential investors can undermind the credibility of the venture and endanger its financing.


Accordingly, indentify and discuss the critical assumptions in the business plan and the major problems that you think you will have to solve to develop the venture.  This should include a description of the risks and critical assumptions relating to your industry, your company and its personnel, and your product’s market appeal and the timing and financing of your startup.


Among the problem areas that may require discussion are:

-Reliability of sales projections-e.g., market does not develop as fast as predicted.

-Any potentially unfavorable industry-wide trends

-manufacturing at target costs

-Ability of competitors’ to underprice or obsolete your product

-Innovation and development required to stay competitive

-Meeting the venture-development schedule

-Availability of trained labor

-Procurment of parts or raw materials

-Needs for and timing of initial and additional finanacing.

This list is not meant to be complete but only indicative of the kinds of risks and assumptions that might be discussed.


Indicate which business plan assumptions or potential problems are most critical to the success of the venture.  Describe your plans for minimizing the impact of unfavorable developments in each area on the success of your venture.

10. COMMUNTY BENEFITS

The proposed venture should be an instrument of community and human development as well as economic development, and it should be responsive to the expressed desires of the community.


Describe and discuss the potential economic and noneconomic benefits to members of the community that could result from the formation of the proposed venture.


Among the benefits that may merit discussion are:


Economic

-number of jobs generated in each of the first three years of the venture

-number and kind of new employment opportunities for previously unemployed or underemployed individuals

-number of skilled and higher paying jobs

-ownership and control of venture assets by community residents

-purchase of goods and services from local suppliers

Human Development


-new technical skills development and associated career opportunities for community residents


-management development and training


-employment of unique skills within the community that are now unused.


Community Development


-development of community’s physical assets


-improved perception of CDC responsiveness and their role in the community


-provision of needed, but unsupplied, services or products to community


-improvements in the living environment


-community support, participation and pride in venture


-development of community-owned economic structure and decreased absentee business ownership


Describe any compromises or time lags in venture profitability that may result from trying to achieve some or all of the kinds of benefits oited above.  Any such compromises or lags in profitablility should be justified in the context of all the benefits achieved and the role of the venture in a total, planned program of economic, human and community development.

11.THE FINANCIAL PLAN

The financial plan is basis to the evaluation of an investment opportunity and should represent the entrepreneur’s best estimates of future operations.  Its purpose is to indicate the venture’s potential and the timetable for financial viability.  I t can also serve as an operating plan for financial management of the venture by providing management with the information for planning and control of fund flows.


In developing the financial plans, four basic exhibits must be prepared:


a. Profit and Loss Forecasts for Three Years


b. Cash Flow Projections for Three Years


c. Pro Form Balance Sheets for Three Years


d. Sources of Capital Funds (initial and projected)

Sample forms for preparing these have been provided as Exhibits 1-5. It is recommended that the venture’s financial and marketing personnel prepare them with assistance from accountants and venture packages as required.


In addition to these five basic financial exhibits, a break -even chart should be presented that shows the level of first-year production that is required to cover all operating costs.

A. Profit and Loss Forecast (Exhibit 1):

The preparation of a pro forms income statement is the planning-for-profit part of financial management.  Crucial to the earnings forecast – as well as other projections – is the sales forecast.  The methods for developing sales forecasts have been described in Section 4D and the sales data projected should be used here:

Once the sales forecasts are in hand, production (or operations for a service business) should be budgeted.  There must be a determination of the level of production or operation that is required to meet the sales forecasts and fulfill inventory requirements.  The material, labor, service and equipment requirements must be developed and translated into cost data.  A separation of the fixed and sales volume on inventory, equipment acquisitions and manufacturing costs should be taken into account.  The development of these cost data are described in more detail in Section 6. 


Sales expense should include the costs of selling and distribution, storage, discounts, advertising and promotion.  General and Administrative expense should include management salaries, secretarial costs, and legal and accounting expenses.  Manufacturing or operations overhead includes rent, utilities, fringe benefits, telephone, etc.


Earning projections should be prepared monthly in the first year of operation and quarterly for the second and third years. 


In addition to serving as a basis for planning, the projects income statements can be used for operating control functions.  Through comparisons with actual operating sales and profit information, the operating status of the venture can be determined relative to the objectives that have been set in the plan.  This type of analysis can be used bye management to indicate critical factors which need attention and can indicate the need for reassessment fo the underlying assumptions used to develop the projections.

Discussion of Assumptions


Because of the importance of profit and loss projections as an indication of the potential financial feasibility of any new venture to potential investors, it is extremely important that the assumptions made in its preparation be fully explained and documented.  If these statements are to be useful they must represent management’s realistic assessment  and best estimates of probable operating results.  Sales or operational cost projection that are either too conservative or too optimistic have little value as aids to policy formulation and decision-making. Thinking about assumptions before startup is useful for identifying issues which require consideration before they turn into major problems.

As well as explanations for the projected sales growth, include any assumptions made about cost of sale expenses, such as materials purchases, direct labor, manufacturing overhead, etc., and general and administrative expenses.  These assumptions should be attached to the earnings projections – Exhibit 1.

Risks and Sensitivity


Once the income statements have been prepared, discuss the major risks that could prevent those goals from being attained, and the sensitivity of profits to these risks.


This discussion should reflect the entrepreneur’s thinking about some of the risks that might be encountered in the firm itself, the industry, and the environment.  This could include things as different as the effect of a 20% reduction in sales projections to the impact of learning curve requirements for management and nonmanagement employees that will effect the level of productivity over time.

B. Pro Forma Cash Flow Analysis (Exhibit 2): 
For new venture the cash flow forecast can be more important than the forecasts of profits because it details the amount and timing of expected cash inflows and outflows.  Usually the level of profits, particularly during the startup years of a venture, will not be sufficient to finance, operating asset-needs.  Moreover, cash inflows do no match the outflows on a short-term basis. The cash flow forecast will indicate these conditions and enable management to plan cash needs. 

Given a level of projected sales and capital expenditures over a specific period, the cash forecast will highlight the need for additional financing and indicate peak requirements for working capitol.  Management must decide how this additional financing is to be obtained, on what (could not understand word) and how it is to be repaid. This information becomes part of the final cash flow forecast.


If the venture is in a seasonal or cyclical industry, or is in an industry in which suppliers require a new firm to pay cash ,  or if inventory build-up occurs before the product can be sold for revenues – this cash forecast is crucial to the continuing solvency of the business.  A detailed cash flow forecast which is understood and used by management can enable them to direct their attention to operating problems without distractions caused by periodic crises which should have been anticipated.  Cash flow projections should be made for each month of the first year of operation and quarterly for the second and third years. 

Discussion of Assumptions


This should include assumption made on timing of collection of receivable, trade discounts given, terms of payments to vendors, planned salary and wage increases, anticipated increases in other operating expenses, seasonality characteristics of the business as it affects inventory requirements, and capital equipment purchases.  As with the sales and income projections, it is also important that these assumptions represent management’s best estimates.

Cash Flow Sensitivity

Once the cash flow has been completed discuss the implications for funds needs that possible changes in some of the crucial assumptions would have.  This is designed to enable the entrepreneurial team to test the sensitivity of the cash budget to a variety of assumptions about business factors and to view a wider range of possible outcomes.  Investors are vitally interested in this because it helps them estimate the possibility that you will need more cash sooner than planned. 

C. Pro Forma Balance Sheets (Exhibit 3): 
The balance sheets are used to detail the assets required to support the projected level of operations indicated in the income projections and, through liabilities, how these assets are to be financed.  And every accounting transaction can be recorded in terms of its effect on the balance sheet.  Investors look to the projected balance sheets to determine debt to equity ratios, working capital current ratios, inventory turnover, etc. 
In forecasting balance sheets it will be necessary to project inventory levels, capital expenditures and incurrence of debt in addition to the other forecasting data described above.  Pro forms balance sheers should be prepared at startup, quarterly, for the first year, and at the end of each of the first three years of operation. 

Discussion of Assumption


Discuss any new major assumptions underlying the preparation of these statements.

D. Breakeven Chart

A breakeven chart is a way of determining the level of sale or production at which sales will cover all costs.  This includes those costs that vary with production level (manufacturing labor, material, sales costs) and those that do not change with production level (rent, interest charges, executive salaries, etc.). The sales level that just covers all costs is the minimum sales objective for your venture.  A sample breakeven chart is included as Exhibit 6. 

It is very useful for the investor and the management to know what the breakeven point is and whether it will be easy or difficult to attain.  You should prepare a breakeven chart and discuss how the breakeven point might be lowered in case you start to fall short of your sales projections.  You should also discuss the effect of lower production quantities on the cost of production. 

12.  PROPOSED FINANCING (Exhibits 4 and 5)



This section is to be devoted to a discussion of the current and proposed capital structure of the venture and to a summary of management’s conclusions about the timing and probable sources of funds to meet peak cash requirements.  Preparation of this section should be structured so that the following issues are covered:

· Identification of the initial equity investors by name, amount invested, and shares received, and at what cost


· Initial long-term debt, interest rate, repayment terms, and sources


· Description of the type of funding requested from OEO


· Description of how the capital funds from OEO will be allocated to the various business operations.  Approximately how will the funds be used – working capital; equipment purchases, debt repayment (if any), to cover projected operating losses, etc.?


· Based on the cash flow forecast, management’s conclusions about the timing of peak cash needs’ and how they plan to meet these requirements.  For example, return to OEO for additional funding, secure a line of credit with a local bank, take on additional long-term debt, attract new equity investors, factor receivables, or any combination of these. 


· Describe any plans for distributing all or a portion of the stock of the company to the residents of the community.  Give the estimated timing and amounts of such distributions.

Two sample charts have been provided as Exhibits 4 and 5 to display initial projected amounts, timing, terms and sources of (1) Initial Capital and (2) Capital Requirements Projected for Five Years. If letters of credit or commitments form bankers or vendors have been received, please attach copies. 

PERSONNEL EXHIBIT

SAMPLE MANAGEMENT RESUME

JOHN JONES - - VICE PERESIDENT, MARKETING 

Age:
40

Married, 
1 Child

SUMMARY:
Ten years of marketing experience in the Leisure Products industry.  Both Product Manages as well as Sales Manager with profit and loss responsibility for a complete product line of tents. 

EXPERIENCE


1962-1969 Leisure Corp., Brooklyn, N.Y

Marketing Manager for entire line of tents with total responsibility for profitability.  Functions include sales planning, advertising, and publications.  U.S. operations started from scratch to present $6 million/year, always at a profit. 

December 1954 to

American Systems, Brooklyn, N.Y.  

September 1962  
Sales Manager, Accounting equipment.  Supervised 5 salesmen.  $2 million/year.

EDUCATION
University of Illinois - - B. A. in Liberal Arts, 1954

APPENDIX A 


MARKET-DATE SOURCES


In doing a market analysis and determining market size, trends, competition, etc., full use should be made of the many available sources of market data.  The libraran at the local business or university library should be able to guide you to data sources.


To give you a headstart in finding market data, some of the primary, available sources of information are listed below. 

1. Trade Associations and Journals

Almost every industry has a Trade Association and a Journal.  And these are one of the best sources of data about a specific industry.  Trade Journals print, on a regular basis, market surveys and forecasts.  Moreover, the advertisements in trade journals provide an excellent source of information about competitors and their products.  Attendance at Trade Association meetings is another good way of assessing the competition

The Trade Associations and Journals of various industries can be found in: 

Encylopedia of Assocations


1971 Ayer Directory of Newspapers, 

(Vol. 1, Nat. Org. of the U.S.)


Magazines and Trade Publications

Gale Research Co. 



Ayer Press

Book Tower




West Washington Square

Detroit, Michigan   



Philadelphia, PA 

2. General Marketing Data Sources

In addition to Trade Journals, data on the market size and trends in a great many industries can be found in: 

Predicasts – Quarterly Reports 

U.S. Industrial Outlook,  1971

Predicast, Inc.




U.S. Department of Commerce

200 Univ. Circle Research Center

Government Printing Office

11001 Cedar Avenue



Washington, D.C.

Cleveland, Ohio 44106


In addition to these broad-coverage data sources, market studies of particular industries are available from:

Predicasts




Frost & Sullivan, Inc. 

(See address above)



106 Fulton Street







New York, New York

Arthur D. Little

25 Acorn Park

Cambridge, Mass 02??0

3. Consumer Expenditures

Data on consumer expenditures at many places in the country can be found in: 

Editor & Publisher Market Guide 

Survey of Buying Power

Editor & Publisher Co. 


Sales Management, Inc.

850 Third Avenue



630 Third Avenue

New York, New York 


New York, New York 

U.S. 
Census Reports 

· Census of Business

· Census of Housing

· Census of Population

U.S. Bureau of Census

Supt. Of Documents

Washington, D.C.

4. Financial Ratios

Information on the financial ratios for various industries that can be useful in evaluating competitive operating practices can be found in:

Annual Statement Surface

Robert Morris Associates

Philadelphia Bank Building

Philadelphia, PA 19107

5. Guide to Market Data
    For an overall guide to sources of data on consumer and industrial market, contact:

    Data Sources for Business and Market Analysis

    Nathalie D. Frank

    Scarecrow Press, Inc.

    52 Liberty Street

    Box 656

    Metuchen, N.J.

6. Guide to Journal Articles

Journals and periodicals are a large and excellent source of data on products, industries and market. The title of an article can be good clue to what it’s about. Some useful directories of article are:

Readers Guide to Periodical Literature

Business Periodicals Index

Applied Science and Technology Index

Wall Street Journal Index
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INSTITUTE FOR NEW ENTERPRISE DEVELOPMENT

375 Concord Avenue

Belmont, Massachusetts 02178

I. DESCRIPTION OF THE BUSINESS


Before making even a preliminary analysis of the market, production, or financial aspect of a venture, you must be able to describe and define it clearly. To do this, the following questions should be answered. 

1. Exactly what products and/or services will be sold?

2. Who will be the primary customer groups for your product or service? For example, an automobile part could be sold to manufacturers (Ford, Chevrolet) and parts distributors (Western Auto, Sears). 

3. What are the eventual uses of your product or service by the customer groups?

4. Why will customers want to buy your product? Be as specific as you can and avoid generalizations – such as lower price, better quality – without some justification.

5. Questions (3) and (4) should be answered only after about 3-5 potential customers have been interviewed. Give the names of such customers and summarize their reactions to your product/service. That is, what design features of your product/service do they like, or dislike and what is the range of selling prices acceptable to them. 

· Be sure to note any unfavorable customer experience with similar products.

Customer


Business


Reaction

a.













b.













c.













d.













e.













· How will you overcome any negative customer reactions?

CHECKPOINT:
Until you have a clear idea of what you will sell, to who, for what purpose, and why they will buy from you, you should not proceed.

II. THE PRODUCT OF SERVICE


To be the basis of a business, the product or service offered must be technically feasible, it must have some competitive advantage, and its cost and time of development must not be large compared to its potential. This section is designed to evaluate these issues in a preliminary way. 

A.
STATUS

1. What is the current stage of development of the venture’s product or service? Is the product/service in the idea or prototype stage ready for sale, or commercialized by a licensor?

a. If the product or service is in the idea or pre-prototype stage, obtain and attach an expert opinion as to its feasibility.

· Expert opinion by:

Name:








Profession:








Position:








Phone:








b. If a product is to be licensed, provide the following data about the license and licensor:

Licensor:

Name:




Address:

Terms of License:
Initial Payment:




Sales Royalty:




Term:




Exclusive

D. If the product or service has been commercialized, say something about its success and attach any available photographs and functional specifications. 

2. What remains to be done to get the product or service ready for sale? Make first estimates of the ranges of time and dollars that this will take. (are these reasonable?)

Indicate any experts you may have consulted to obtain these estimate:


Name:









Profession:








Position:








Telephone:







A. STRENGTHS AND WEAKNESSES

1. Strengths

a. Indicate any patents or trade secrets on your product or service. What Competitive advantages do these give you?

b. What design features of your product or service give it an advantage over the competition?

c. What happens after the lifetime of the initial product or service? What opportunities are there for the expansion of the product line or the development of related products or service?

2. Weaknesses

a. Are there any features of your product or service that may put it at a disadvantage in the market place?

b. Indicate any possibilities of rapid obsolescence because of: technical and manufacturing developments; style changes; and marketing fads.

CHECKPOINT:
The time and cost required to achieve a marketable product or service must be in line with the goals and expectations of the entrepreneur and CDC. The development and obsolescence risks must not seem large compared to the potential of the venture. If these conditions are not met, a different product or service should be considered. 

III. THE MARKET

To be an attractive investment, a company should be selling to a market that is large and growing – where a small market share can be a significant sales volume.  The company’s competition should be profitable but not so strong as to overwhelm you.  And the venture’s product must have features and a sales price that will enable it to penetrate the market. 


The purpose of a preliminary market evaluation is to obtain some hard facts about the market potential for the venture’s product or service, assess the competition and evaluate what is required to bring and sell the product to the customer.  Such an analysis is not meant to be precise or comprehensive, but it should serve to eliminate those venture ideas with obvious market difficulties from further consideration or study. 

A. TOTAL MARKET SIZE AND TRENDS

1. What is the approximate size of the total potential market for your kind of product or service?(  Show past, present and future market size in units and dollars in Table 1.  (Use available market data to estimate a range of values.)  If you intend to sell only regionally, identify the region and show only its market data. 

TABLE 1

TOTAL MARKET SIZE

	
	Year
	1965
	1970
	1971
	1972
	1973
	1974
	1975

	Sales in Units
	
	
	
	
	
	
	
	

	Sales in $’s
	
	
	
	
	
	
	
	


( Indicate the sources of data, comment on the accuracy of the data, and say who did the market research.

B. 
ASSESMENT OF COMPETITION



1.  Are there several kinds of products or services that compete for the same business with the same customers? – e.g., a hospital uses both mercury and electronic thermometers.  If this is the case, what are the competing products or services? 


2.  In Table 2, list your major competitors in order of their reputed share of the market.  Comment as to who is the: pricing leader; quality leader, most innovative; growing most rapidly; most aggressive; having problems. 


TABLE 2

COMPETITION

	Competitor 

 (Name and Address)
	Comments

	1.
	

	2.
	

	3.
	

	4.
	

	5.
	


(Obtain and attach Dun & Bradstreet Reports on the three leading competitors.  These will give you some information about the sales, employment, financial condition and history of their companies. 

3.  What is the profitability( - as a percent of sales – of the competition and their profit trend in recent years?  (You don’t want to get into a business where being profitable is becoming more and more difficult.)


a. Give the sources of any data given. 



4.  What information do you have on your competitors’ operations? 






a. What makes you think it will be easy to compete successfully with them?   What are their weaknesses? 



b. What will make it difficult to compete with them?  What are their strengths?




5.  What is the price spread among your competitors for products and/or sercies that would compete with yours? 






( Indicate how these data were obtained. 




6.  Do you think you can be price competitive and make a profit?  Why? 





a.  
What is your first estimate of your: 



Product/Service Selling Price 
_________________



Production Cost 


_________________



Overhead Cost 


_________________



Profitability as % of Sales 

_________________


b.   
If you are not price competitive, why will anyone buy from you? 


C.  PRELIMINARY ESTIMATES OF MARKET SHARE AND SALES


1.  Based on your first evaluation of the advantages of your product and service, the competition and their products, customers needs – make preliminary, approximate estimate of the share of the market you feel you can obtain in each of the next five years.  Show these data in Table 3. 



TABLE 3

MARKET SHARE


	
	1
	2
	3
	4
	5

	Estimated Total Market, $ (from Table 1)
	
	
	
	
	

	Your Estimated Market Share
	
	
	
	
	

	Your Estimated Sales, $’s
	
	
	
	
	



D.  MARKETING TACTICS


1.  What are the methods that you will use to sell and distribute the product or service?   Will you use direct selling, sales reps, distributors? 





2.  What sort of service and warranty must you offer to make a sale? 





3.  How will you bring your product or service to the attention of potential customers? 



CHECKPOINT:     It should be clear that: the potential market for the venture is large; a        small share of that market will produce significant sales; the proposed product or service can be priced to sell at a profit in the marketplace; and that the competition is not overpowering.   If these conditions are not true,  or if the questions listed above raise reasonable doubts – beware.  The product or service may not be a viable venture and another idea should be considered. 

IV.  PRODUCTION AND OPERATION




The operation of the venture should be quickly examined to see if the manufacture of a product or the delivery of a service at target costs levels seems feasible.   The questions below cover both product and service ventures.  Only those aspects relevant to your venture – be it product or service – should be answered. 


1.  What are the major difficulties (equipment, labor skills, special operations, suppliers) in the manufacture of the product or delivery of a service? 





    ( How will you deal with these difficulties?  Indicate any training needs to develop labor skills. 





2.  Why do you think that you can manufacture the venture’s product or operate its service business at competitive cost levels? 





CHECKPOINT: 
You should not start business if you cannot see how to solve the production and operations problems and deliver products or services at a competitive price.  If any of the above questions raise serious doubts, and no solutions are obvious, you should probably consider another venture. 

V. ENTREPRENEUR(S)


Almost all investors consider the people involved to be the key to creating a successful, profitable business.  A potential investor will be vitally concerned about the founders of a new company.  He will want to know their roles in the management of the company and their experience and training.  This section focuses on the entrepreneurs and seeks to provide enough information to allow their qualifications for the proposed venture to be evaluated.  


As the venture develops, a complete management team must be developed.  At this early point in the process of developing a new venture, it is likely that only the lead entrepreneur and one or two cofounders are involved. 

1.
Give the names and principal  skill  (finance, manufacturing, engineering, marketing, general management) of both the lead entrepreneur and co-founders. 


Name








Principal Skill





Lead Entrepreneur





Co-founder





Co-founder

2. 
Why have you chosen the proposed venture?  What in each of your experiences and backgrounds has given you a knowledge of the venture’s markets and technology and fitted you to start such a business? 




3. 
Attach as Exhibit 1 Personal Background Sheets on each principal of the proposed venture. 

4. 
As the development of the venture proceeds,l it will be necessary to develop a balanced and experienced management team.  If such a team does not now exist, how will you develop one? 



CHECKPOINT: 
The entrepreneur(s) must be: resourceful, highly motivated, commited to the development of the venture, experienced in its technology and markets and have some or all of the management skills.  If the entrepreneur(s) lacks these traits and skills, the venture will not succeed – no matter how good the idea. 

VI. FINANCING REQUIRED

-A First Estimate-



Almost all investors – including the CDC – will have a limit on the amount of dollars they are able or willing to invest in any one venture.  It is important, therefore, that some preliminary “back-of-the-envelope” estimates be made of the timing and requirements for capital in the new venture.  This will permit the CDC to determine whether it is willing and able to underwrite the venture alone or whether it needs to obtain additional grants and loans for the  venture.  Even crude information on the timing of capital requirements will permit the CDC to better plan its future fund raising. 



In all estimates that are requested, give a range of values, e.g. $20,000 - $30,000.  Also, keep in mind that capital requirements tend to be underestimated.

1.
How much initial capital will be required to start up the company?  Indicate amounts for: 








Range of Funds


(Plant and Equipment


(One-time Licensing Fees

(Complete Development of Product or Service

(Market Research and Sales Planning

(Other Organizational Expense

(Indicate how many months these funds will last . . . ________ months

2. 
How much additional capital will be required until your venture can support itself?  This estimate should consider such items as:  increases in manpower, working capital requirements, etc.  Consolidate these requirements with initial capital requirements and complete Table 4. 


TABLE 4
FIRST ESTIMATE
CAPITAL REQUIREMENT


Year






Range of Funds

1

2

3

4

Total Capital Required



______________________


(Indicate who prepared the preceding data: 



Name ________________________________


Phone ________________________________


( Give any financial or business experts who may have been consulted. 




( Can any of this capital be obtained from bank loans against receivables, inventory, etc.  If so, give a rough estimate of this loan amount.




CHECKPOINT:
The preliminary estimate of financial requirements should be within the amount a CDC will be willing to consult to a single venture.  So. Discuss your requirements with CDC’s Executive Director.   The size of the financial requirement must also be reasonable with respect to the venture’s potential and risks. 



VII. MAJOR RISKS AND PROBLEMS



Every new business has its risks and problems as well as its opportunities.  It is important that these be identified as soon as possible This will allow the entrepreneurs to take steps, early on, to reduce their negative effect on the development of the venture; or, if the risks are too large compared to the rewards, the entrepreneurs may choose not to develop the venture. 


A recognition of risks and problems also demonstrates to potential investors that the entrepreneurs “know their business”.  There is nothing more damaging to a new venture proposal than the discovery, by investors, of negative factors that the entrepreneurs did not know about or did not want to discuss. 

1. 
What are the major risks and problems that you see in the proposed business?  List them in order of importance.   Consider things like:  reliability of market and sales projections; ability to manufacture at competitive cost levels; availability of trained labor; ability of competitors to underprice or make your product obsolete; ability to get the product exposed and sold, etc. 





2. 
What could you do to minimize the three most serious risks? 




3. 
How would you rate the overall risk of the venture – high, medium, or low? Why? 






CHECKPOINT: 
Most (not all since we can’t see the future) of the risks and problems that will occur in developing the venture should be apparent.  Overall, the risks and problems should not seem too large compared to the potential opportunity and rewards.  If this is not so, it may be wise for entrepreneurs to consider another venture. 

VIII. COMMUNITY BENEFITS

The proposed venture should be consistent with goals of the CDC and bring economic as well as non-economic benefits to its impact community. 

1. 
What are the potential economic and non-economic benefits to members of the community that might result from the purposed venture?  Among the benefits that should be considered are: 



( jobs created in each of the first three years 


( new kinds of employment opportunities – expecially high-paying skilled jobs 


( new skills development and career opportunities 


( needed services or products provided to the community


( development of the community’s physical assets 

( This information can often be gotten form the U.S. Industrial Outlook published by the Department of Commerce; Trade Journals; Distributors; competitor’s customers; Predicast, etc.  See data sourcs attached as Appendix A. 


( This information can generally be obtained from annual statements if available, or Annual Statement Studies by Robert Morris Associates or Trade Magazines.  See data sources attached as Appendix A. 





