
Section III - Building The Business Plan:  Marketing and Financial ConsiderationsPRIVATE 

Chapter 11

Crafting a Winning Business Plan (PPT 11.1)

Part One:  Learning Objectives

1.
Explain why every entrepreneur should create a business plan, as well as the benefits of a plan.

2.
Describe the elements of a solid business plan.

3.
Understand the keys to making an effective business plan presentation.

4.
Explain the "5 Cs of Credit" and why they are important to potential lenders and investors reading business plans.

Part Two:  Lesson Plan


I.
Why Develop a Business Plan? (PPT 11.2 thru 11.5)



The plan serves as an entrepreneur's road map to building a successful business.  It describes the direction the company is taking, what its goals are, where it wants to be, and how it plans to get there. The Business Plan serves three essential functions-- it provides an operational guide for action and success, it attracts lenders, and it is a reflection of its creator.

II. The Elements of a Business Plan (PPT 11.6 thru 11.13)
Every plan is unique. There are many resources available to use as a guide. The seemingly overwhelming task of building a business plan is easily broken down into workable parts that any student or entrepreneur can undertake. Plans may include the following: 



A.
Executive Summary



B.
Mission Statement



C.
Company History



D.
Business and Industry Profile



E.
Objectives



F.
Business Strategy



G.
Description of Firm's Product/Service



H.
Marketing Strategy



I.
Documenting Market Claims



J.
Competitor Analysis



K.
Description of the Management Team 



L.
Plan of Operation



M.
Forecasted Or Pro-Forma Financial Statements



N.
The Loan or Investment Proposal

YOU BE THE CONSULTANT – Are all Dot-Com Ventures Dead?


While the market shakeout among dot.com companies has produced some fear and skepticism, most agree that the industry is still in its infancy stages. The current norm for proposed dot.com business plans is to keep them short and more focused on a one- to two-year period. More emphasis must be placed on the exact description of the business and on the management team that will make it happen. The mechanism for attracting customers and for processing orders is another unique aspect that must clearly communicate the proposed firm’s strategy for establishing its “product differentiation.” The executive summary continues as the initial means for getting and keeping the attention of investors.

Q1. In what ways are a plan for a traditional business and one for an e-business similar? Different?

Q2. Suppose that a good friend comes to you and announces that he is going to launch an Internet business but needs financing to do it. You ask about his business plan. “I don’t have the time to write a business plan,” he says. What do you tell him?

Q3. Assume that you convince your friend that he should write a business plan. He asks your advice on how to write the plan. What advice do you offer?

A1. Similarities continue in the areas of the business description, its target markets and financial projections, the management team and operational procedures. Differences lie mostly in the ability to attract customers and process orders, the team that will be behind the scenes to make it happen and the strategy to be successful in a shorter than traditional time period.

A2. Any serious entrepreneur that needs or expects outside help must take the time to research and document the proposed venture.

A3. Start by following the guidelines of any of the many business plan-building resources. The initial draft will serve as a reality check and allow the entrepreneur to revise and present a viable and professional plan.    

YOU BE THE CONSULTANT – The Presentation


Dick Bardow, a well-educated and experienced inventor and researcher in the medical equipment industry is seeking outside venture capital for his patent pending product. He is frustrated by the reaction to a presentation that he made to a Ms. Guinn and her staff of investors and analysts.  


Bardow spent considerable time describing the power and potential of his new technology, while the group only seemed interested in hearing about market strategies and returns on investment.

Q1. Identify the possible problems with Dick Bardow’s presentation of his business plan to Ms. Guinn.

Q2. Should potential lenders and investors evaluate new ventures that are based on cutting edge technology differently from other business ventures? Explain.

Q3. List at least five suggestions you would make to Dick Bardow to improve his business plan and his presentation of it.

A1. The major problem with Bardow’s presentation is that it focused mostly on the technical side of the product and included too many unanswered questions from the business side.

A2.  New ventures in cutting edge technology must be scrutinized more closely than others as they come with a higher degree of risk. 

A3. Bardow should have conducted and included the results of extensive market research to show the investors that he already had “a long line of anxious and excited customers” waiting to buy his new product. His presentation should have included financial projections, ranging from conservative to optimistic scenarios, with each offering an acceptable return on investment. Finally, Bardow’s plan would be complete with a description of the production and operational procedures needed to get the product to the customer in a timely and efficient manner.


III.
Making the Business Plan Presentation (PPT 11.14, 11.15)



Keys to making an effective business plan presentation:

A. Demonstrate enthusiasm, but don't be too emotional.

B. Know your audience.

C. "Hook" investors quickly with an up-front explanation of the new venture, its opportunities, and the benefits to them.

D. Keep it simple and to the point.

E. Avoid the use of technological terms.

F. Use visual aids.



G.
Close by reinforcing the nature of the opportunity and the related benefits to investors.



H.
Be prepared for questions.



 I.
Follow up with every investor to whom you make a presentation.

YOU BE THE CONSULTANT - Battle of the Plans



Colleges across the country sponsor business plan competitions that often include start-up venture capital for the top finishers.    

Q1. If your school does not already have a business plan competition, work with a team of your classmates in a brainstorming session to develop ideas for creating one.  What would you offer as a prize?  How would you finance the competition?  Whom would you invite to judge it?  How would you structure the competition?

Q2. Use the World Wide Web to research business plan competitions at other colleges and universities across the nation.  Using the competitions at these schools as benchmarks and the ideas you generated in question #1, develop a format for a business plan competition at your school.  

Q3. Assume that you are a member of a team of entrepreneurial students entered in a prestigious business plan competition.  Outline your team’s strategy for winning the competition.

A1. & A2. & A3. Answers and student responses will vary for all three questions


IV.
What Lenders and Investors Look For in a Business Plan (PPT 11.16) 



Bankers and other lenders include the five Cs of credit as a part of their evaluation of the credit-worthiness of loan applications. The higher a business scores on these five Cs, the greater its chance will be of receiving a loan.

· Capital

· Capacity

· Collateral

· Character

· Conditions

V. Concluding remarks-- the business plan perspective

VI. Business Plan Format-- contents and sources  

Part Three:  Suggested Answers to Discussion Questions

1.
Why should an entrepreneur develop a business plan?


The reasons for a business plan are twofold-- it serves as a guide to company operations by charting a future course and strategy, and it attracts lenders and investors.

2.
Describe the major components of a business plan.


Although a business plan should be tailored to fit each specific situation and company, it typically includes: an executive summary, a mission statement, a business and industry profile, a description of the company's strategy, a profile of its products or services, its marketing strategy and competitor/customer base analysis, a management team profile, a plan of operation, financial data, and a loan or investment proposal.

3.
How can an entrepreneur seeking funds to launch a business convince potential lenders and investors that a market for the product or service really does exist?


Entrepreneurs can begin to convince lenders and investors that a market for their product or service exists by conducting a market analysis and answering the following questions: 



A.
Who are the prospective buyers (specifically) for your products or services?  



B.
What is their motivation to buy?



C.
How many customers does the market contain?  



D.
What are the projected annual sales?



E.
How will you outsmart the competition and capture market share?

4.
How would you prepare to make a formal presentation of your business plan to a venture capital forum?


As with all presentations, entrepreneurs should be informed and well-prepared before making business plan presentations.  The following tips might also be helpful:  



A.
Demonstrate enthusiasm, but don't be overemotional.



B.
"Hook" investors quickly with an up-front explanation of the new venture, its opportunities, and the anticipated benefits to them.



C.
Use visual aids.



D.
Hit the highlights, leave details to questions and later meetings.



E.
Avoid the use of technological terms.



F.
Close by reinforcing the nature of the opportunity and relate benefits to investors.



G.
Be prepared for questions.



H.
Follow up with every investor you make a presentation to.

5.
What are the five Cs of credit? How does a banker use them when evaluating a loan request?


The five Cs of credit include:  capital, capacity, collateral, character, and conditions.  Bankers score the small business in terms of the five Cs-- the greater the score, the higher probability that the small business will receive the loan.

Part Four: Lecture or Critical Thinking Case Studies-Not Found In Student Text

DON’T FORGET THE BUSINESS PLAN

DON’T FORGET THE BUSINESS PLAN


Ned Densmore, owner of the Village Book Store in Littleton, New Hampshire, is a firm believer

in the power of a business plan.  Before buying the small retail book store in 1975, Densmore wrote a detailed plan analyzing its strengths and weaknesses, customers, and growth potential.  Given his years of experience working for other bookstores, it would have been easy for Densmore to skip creating a plan for the venture. "Even though book retailing seemed to be something I could do just by snapping my fingers," he says, "I felt I needed to sit down and see if the goals stated in my business plan matched the need for a bookstore in downtown Littleton.  I also looked at the inventory and the site and put this information down on paper to help me understand what I was getting into."


Thanks to the guidance of Densmore's business plans, the Village Book Store is a thriving success, having expanded to more than seven thousand square feet and ten employees. The store has expanded its product line to include music cassettes, compact disks and toys.  "A business plan allows you to be proactive rather than reactive, providing a great chance for success,” according to Densmore.


Unfortunately, Densmore is the exception rather than the rule when it comes to preparing business plans.  Too few small business owners take the time to develop well‑thought‑out plans that often leads to unpleasant surprises later on.  "A business plan is just taking what people know‑and committing it to paper," observes one small business consultant.  "When you see it written down, it helps you think things through and check off all the areas that need to be thought about in detail‑- staffing, facilities, utilities, and so on."


Not only are business plans valuable tools for managing a small business, but they also are essential to obtaining financing.  Borrowing money on a handshake and a promise has gone the way of the ten‑cent candy bar, "Banks require sophisticated planning from small businesses,” says Densmore.  "No longer can you pass your local banker on the street and say `I need $25,000.'  He or she will say, `Great, let me see the business plan.'"


Gordon Christie, owner of Touch of Class Catering and the Grand Affairs banquet hall of Virginia, also credits much of his success to a solid business plan.  “At 27,” he recalls, "I set a goal for myself: I wanted to own my own business by the time I was 30." At 19 he began by running the catering business out of a truck.  Then, with a four‑year timetable in mind, he created a thorough, well‑researched business plan. The plan included all of the usual financial statements and projections as well as an architect's drawing of the proposed site and a detailed artist's rendering of the interior, depicting its color scheme, style, and character.  With his plan in hand, Christie set up a meeting with a venture capitalist. The plan was so impressive that Christie got the financing he needed from the investor after that initial meeting.  "I'd been dreaming about this for years," says Christie, "so I had a pretty good idea of what I wanted."


Lenders and investors look for entrepreneurs who know what they want to do and have a plan for doing it.  "They need to convince me they know their business," says one banker.  One consultant advises entrepreneurs drafting business plans to incorporate the five Ms:  market, methodology, management, money, and menaces (Murphy's law).  Another banker wants to know what assumptions the entrepreneur used to assemble the plan.  "If you tell me the utilities are going to be $1,200 a month without showing me you contacted three lighting companies and you averaged the figures they gave you, the $1,200 is meaningless," he points out.  "Prospective borrowers have to show they didn't just pick these numbers out of the sky but that they did their homework."  Other business counselors suggest including the following in the plan:

· A clear statement of the business.

· A clear statement of the business status.

· A clear statement of the market.

· A clear statement of the competition.

· A clear statement of suppliers.

· An accurate description of the business financial condition.


The best business plan is the one that the entrepreneur actually uses to manage the business successfully.  Updating and revising the plan annually, especially its financial projections, are essential. "If you don't, you're at the mercy of what's out there," says Densmore.  "And if you fail, you have no one to blame but yourself."

1.
Identify the two main purposes of a business plan.  Is one more important than the other?  Why or why not?

2.
Why do so many small business owners fail to prepare business plans?  What are the consequences?

3. 
What major elements should a small business owner incorporate into a comprehensive business plan?

Source:  Wirt M. Cook, "Put It in Writing," Reprinted with permission from Entrepreneur magazine, June 1991, pp.40‑42.

Part Five:  Supplemental Readings

"Effective Business Planning," Thomas Zurowski, Saskatchewan Business, July-August 1996, Vol. 17, 

No. 4.

"Developing a Personal Business Plan," Stewart L. Stokes Jr., Information Systems Management, Spring 1997, Vol. 14, No. 2.

"Tips for Preparing a Business Plan," Linda Elkins, Nation's Business, June 1996, Vol. 84, No. 6.

"The Do's & Don't's of Writing a Winning Business Plan (A Flexible Plan Will Help in the Management of a Business)," Black Enterprise, April 1996, Vol. 26, No. 9. 

"Make Your Case:  How to Create a Business Plan that Sells," M. John Storey, Success, May 1995, Vol. 42, No. 4.

"Consider Creating a ‘War Room’ to Develop Your 1997 Business Plan," John Haskell, Los Angeles Business Journal, (Small Business Column) Sept. 30, 1996, Vol. 18, No. 40.
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