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For entrepreneurs thinking of starting or growing their small businesses or nonprofits,
and especially to the many SCORE clients I have had the pleasure of helping to start

and grow their business dreams.
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FOREWORD

You won’t believe how many times  during my 20 years as CEO of
SCORE I’ve heard someone say that writing a business plan isn’t necessary to a
business’s success. I’ve heard all the excuses: “It’s a waste of time,” “They’re
outdated,” “I’ve got it all in my head.” But no matter how many decades pass, at the
heart of every business are still the same components for success. Analyzing these
moving parts before and during business ownership is critical to making sure the end
result is worthwhile and successful.

I have seen firsthand the effectiveness of business plans every day during my tenure
with SCORE—in every new business idea that gets fleshed out, every new storefront
that obtains the financing needed to successfully open on Main Streets across the
country, and every enterprise that adds additional jobs in its community.

Based on his experience working with more than 1,000 small business clients, Hal
Shelton will, and does, concur. This book is a result of Hal’s extensive experience
and expertise gained from his seven years as a SCORE mentor, 45 years working in
the business and nonprofit sectors, and his dual perspective from having sat on both
sides of the investment table. This book is an efficient and effective guide to creating a
road map that makes sure your business’s actions are aligned with the direction you
ultimately want to go. One thousand-plus clients later, Hal knows what steps are
necessary to achieve success and the most straightforward way to accomplish them.
You are now the beneficiary of this wisdom.

Do not think of this book (or the business planning process) as a onetime endeavor.
Even once your initial business plan is “complete,” it should be reviewed and revised
on a continuous basis. As your business evolves, use your plan to make sure you’re on
track to reaching your goals. As your goals and various aspects of your business
change, so too should your business plan. Use this book again and again as a reference
guide to keep your plan as relevant and useful as possible.

I’ll admit, there are some decisions in life where caution can be thrown to the wind—



that can be made on a whim with little planning or forethought: picking a restaurant for
dinner, trying a new sport, or buying a new outfit—the thrill can be exhilarating. But
all these decisions have relatively little at stake. When starting or growing your
business—your livelihood to which you’ve likely devoted a great deal of time and
money—it’s vital to invest the time and forethought in creating a plan that will guide
your actions.

Getting started on the path to creating a business plan may seem daunting. But using
this book to tackle one section of your business plan at time will make the process
easier and guarantee you have a clear picture of every facet of your business.

W. Kenneth Yancey Jr.
Chief Executive Officer

SCORE Association



INTRODUCTION

As a small business mentor,  I meet many entrepreneurs who are
interested in launching a business, growing a business, or starting a nonprofit. Here
are three typical client stories:

Fred came into our mentoring session with a big smile and his laptop fired up. After
introductions, I asked how I could help him. He started waving his hands and said
with obvious pride that he was quitting his job as a mid-level accountant in a big
manufacturing company and was planning to open a bed and breakfast that catered to
company off-site meetings in a resort community two hours away. He further
mentioned that his goals were to earn $1 million, be his own boss, and set his own
schedule. Many thoughts were going through my mind on how to respond to this news,
but what I said was, “Do you have a business plan?” I knew that if Fred could write a
quality business plan that would convince a bank to lend the $275,000 he needed to
buy the B&B, he would realize that, as founder and CEO, he would work for and be
subject to the demands and schedules of his customers, employees, vendors, and the
weather. In addition, he would see that to be a successful B&B proprietor, he would
need passion and persistence, along with a product/service that was differentiated
from competitors. I added that a good plan addresses the seemingly perverse question
of how you’re going to handle unanticipated situations.

Ann told me about the marketing company she founded 20 years ago. She was facing
difficult market conditions, and hence cash flow shortfalls, as traditional clients were
spending less and finding alternatives for her services, particularly online and
offshore. She hoped to continue in the business for another 10 years and then transfer it
to her son who worked as a researcher in the company. Ann talked about how the
business had changed from when she started it. She was sure she needed a strategic
plan but did not know where to start. Again, many thoughts were going through my
mind, and I asked her if she had a budget and a vision/goal for where she would like
to take the business. I knew that if she had a good grasp on her current situation and a
feel for the future, became more comfortable with financial and analytical tools, and



learned more about current marketing trends, a business plan process in which Ann
would lead and involve her key staff would provide a firm bridge from today to
tomorrow.

Bob, Larry, and Barbara were very excited to tell me about their idea of how to share
their gospel through song and get paid for their weekend passion of singing at youth
groups associated with their church. They would form a nonprofit, receive a salary
and benefits, and build equity, and it would all be funded through grants and donations.
They already had a lot of experience on the types of music that were of interest. Again,
I had many thoughts. I asked how they planned to structure their operation, and they
replied they had already agreed among themselves who would hold what position and
how decisions would be made. I further asked about their board of directors, and they
responded with, “What board of directors?” I knew if we could work together on a
business plan, Bob, Larry, and Barbara would learn much about the intricacies and
legalities of forming and operating a nonprofit. Among other things, they would learn
that a nonprofit’s assets/equity do not belong to the founders, it is not the only
organizational design for entrepreneurs who want to contribute to their communities,
and it has of two sets of customers—the people being served and the people providing
the funding. Maybe the way to start was with a feasibility study.

Who This Book Is For
These are three true stories, though the names have been changed. Are you in a similar
position of planning to start a business, growing an existing business, or starting a
nonprofit? What these entrepreneurs have in common is the need to develop the
knowledge and plans to guide them to a successful business launch and operation.
While this learning and planning process takes many forms, shapes, and levels of
intensity, it is all considered part of the business planning process.

If you are in a situation similar to any of our three stories, this book is written for you.
It is for entrepreneurs who are thinking of starting a small business or nonprofit and
for small business owners who want to grow an existing business or solve an
operating problem. This book will also help if you are looking for assurance that you
are headed in the right direction, seeking help with a section of your business plan that
you do not understand, feeling that a section of your business plan is not robust enough
and want pointers, or wanting to learn where and how to apply for funding.
Entrepreneurs should always surround themselves with mentors and advisors, so you
will also find ideas on where to find these valuable resources.

IT’S LIKE THIS: A client had started a lawn mowing business two years ago. He



had no formal business plan because it was very easy to start this business and
there were no barriers to entry. While the business was “paying the bills,” the
owner wanted to grow the business to become one of the top three landscapers in
the local market. He recognized the need for a formal plan to move toward this goal
and sought assistance obtaining a bank loan to purchase additional equipment.

Lessons Learned
I have been involved in for-profit businesses and nonprofit organizations for 45 years.
With this experience and a successful track record, I started mentoring small
businesses, and for the past seven years, I have been with SCORE, a nationwide
nonprofit engaged in training, educating, and counseling entrepreneurs to help them
start and grow profitable businesses. SCORE was formed in 1964 and has grown to
340 chapters. Its business model is based on volunteers, and it has 12,000 volunteers
assisting for-profit and nonprofit entrepreneurs. During my eight years as a SCORE
mentor, I have counseled more than 1,000 entrepreneurs—many of them repeatedly.
Also, I am an angel investor, which allows me to be both mentor and investor.
Throughout my career, I have either written, presented, or helped others with their
business plans. Now I am on the receiving end of entrepreneurs seeking equity
financing.

During these client mentoring sessions, I have gained first-hand knowledge and have
seen what works and what doesn’t for entrepreneurs and potential funders. I have seen
how entrepreneurs face the challenge of writing a business plan and how intimidating
it is to sit down and commit to paper an idea they have been considering for some
time. I have also been witness to the mistaken belief entrepreneurs have that every
business plan must be exactly like the 30-page, one-size-fits-all templates freely
available on many websites rather than adapting these templates to their specific
situations. On the contrary, every business plan must answer certain fundamental
questions that pertain to your specific business: Who is your audience? Are you
writing the business plan for yourself, for others in your organization, or for an
external audience? What is your time frame? Do you need external funding? What is
your competitive position and strength? These and other considerations will shape the
design of your business plan. Finally, I have seen the tension the entrepreneur faces
when making forecasts—keep it conservative for yourself, but for a potential funder,
make it robust so the funder will see this is a good business to invest in or lend to.

The recent “great recession” and the slow recovery have been the impetus for many
business plans. Many talented people who have been out of work for extended periods



and need to generate cash flow are considering starting a business. Smart people with
energy and a contribution to make, who never thought of starting their own business,
need some place to turn for trusted advice.

At the time of this writing, many businesses and nonprofits are experiencing cash flow
challenges as the poor economy plays havoc with sales, collections, and donations.
Banks have substantially increased their lending standards so small business loans are
much more difficult to achieve. Even fully collateralized lines of credit with banks that
people have done business with for many years are a challenge. These businesses
need a way to express their situation and prospects, and often the best venue for this
discussion is a business plan. Many small businesses have successfully weathered
their first few years and are now poised to grow to the next level; this is another
reason to write a business plan.

As the baby boomers reach retirement age, they are considering what new challenges
to take on and how to help society. Sitting in a rocking chair on the front porch in a
year-round pleasant climate is not an option or a desire for many baby boomers. They
are considering forming nonprofits that tap the skills they have learned over a career;
it is their time to “give back.”

How This Book Is Structured
The book is organized into three sections. The first section will help you gain a good
understanding of what a business plan is and is not about, where to find help, how to
get started, and some do’s and don’ts. The second section devotes a chapter to
exploring each of the main elements of the business plan in detail. Finally, the third
section covers the all-important topic of raising money by exploring methods of
obtaining funding.

Along the way, you’ll find “It’s Like This” boxes—real-life examples that I and my
SCORE mentor colleagues have encountered during our many years of mentoring.
These examples illustrate the topic being discussed (of course, identities and
proprietary information have been protected). At the end of each chapter, you will find
a summary of “Key Lessons.” Throughout the book, there are many references to
websites for additional information; please be alert that website addresses change, so
you might need to search for the organization if the URL is outdated.

Lastly, recognizing that adults like to learn in increments and have all the information
about a subject at hand, I have included everything in the relevant chapter and have not
used appendices. Therefore, you do not need to read the book in one sitting. You can



read a section at a time, put the book down, and come back—in essence, this will be
your reference source. As learning is better achieved through interaction, you will gain
more from the material if you think about, research, and make notes as you progress
through the chapters. That’s why there’s a worksheet at the end of each chapter titled
“Your Turn,” where you can write your thoughts. By the end of the book, collect your
comments, and you will have a good start to your business plan. In this manner, you
will write your business plan incrementally rather than trying to tackle the whole plan
at one time. The “Your Turn” worksheets are also available to complete online or to
download from the SCORE website (visit www.score.org/secrets_business_plan).

To make this discussion a reasonable size, I have kept the focus on preparing a
business plan in a logical manner, with enough information to provide an appreciation
of what needs to be included and the options you may consider. For the details, I trust
you will use reference books and material freely available on many websites. For
example, I do not address how to hire, fire, and pay employees; obtain vendors;
develop a manufacturing plan; do accounting; secure a patent; and so on. All these
subjects are covered in a business plan, but you need to do your homework in these
areas to gain enough knowledge so you can put together a reasonable plan. However,
in areas where I have found the reference material lacking or entrepreneurs have many
questions, I have provided more information. For instance, I have included details on
how to structure your company with implications for filing taxes, marketing, and
financial reporting.

Hal’s 12 Commandments
for Writing a Business Plan
Through my experience with writing and reading business plans and investing in
ventures based on these business plans, I have developed knowledge and opinions on
what makes an effective business plan. Following are my 12 Commandments for
writing a business plan; I will continually come back to these themes throughout the
book.

1. A business plan is a marketing action.  A well-thought-out and presented business
plan demonstrates to yourself and others that you are serious about your business idea,
you have the passion and persistence to develop the strategies and tactics so your
business idea will be successful, and you have converted a general idea into a
realistic and believable business.

2. Know your audience, and write the plan in a style and with information they

http://www.score.org/secrets_business_plan


need for the action(s) you want them to take. To achieve the decisions and actions
you wish taken, you must provide your readers with the information in a style they are
familiar with and can understand. Maybe this is your banker, angel investor, biggest
client, prospective employee or board member, or just yourself. Make it easy for
readers to take positive actions—make your case in their language.

3. Business planning should focus on the customer, not on the entrepreneur.  For-
profit businesses and nonprofits alike are established to fulfill a
customer/client/society need. The better the need is served or problem solved, the
more successful the entity can be. Therefore, focus on satisfying the customer/client
need and demonstrating how you are doing it uniquely from the competition.

4. A small business is usually a bet on the entrepreneur, so provide a biography
that demonstrates you have the technical and leadership experience to drive your
idea to success. Either demonstrate you have the experience or you have
surrounded yourself with others who have it. Financiers, a personal friend, a stern
banker, or a demanding angel know they are investing in you as the owner. You are
contributing most of the “assets”—your time, talents, and passion for birthing this
business idea into the marketplace. Your biography, therefore, should not be just a
LinkedIn-type listing of your education and previous positions. Instead, make the case
for why you are the right person at the right time to own and operate this business.

5. The executive summary is the most important plan section. It delivers the
message and sets the tone. It should be enthusiastic, concise, professional, and no
more than two pages long. Just as in the first few paragraphs of any book, many
people will not read past the opening section if they lose interest. In these first two
pages, you need to convince the reader that this business idea will be successful by
describing what customer needs are being fulfilled, how this business idea sets itself
apart from all the other competing investment alternatives in the marketplace, and the
financial and other rewards to be obtained. Focus on writing this compelling short
story in two pages or less. As a summary, it should be written last; this ensures it
represents the full plan.

The second commandment was about knowing your reader, and one place this comes
into play is in the executive summary. You might have different versions, depending on
who the reader is. For example, a banker may be more interested in the stability and
reliability of projected cash flows while an angel investor may more interested in
market penetration and sales growth.



6. Have sales goals that are supported by research and an actionable marketing
plan. This is your first and most important sales job. Where and how are you going to
capture revenue? Describe your sales goals, make a convincing argument, and provide
tangible support—names of first prospects, sales pitch, competitive analysis, market
awareness, and so on. If the argument and support is not convincing, then the banker,
angel investor, vendor, or customer will arbitrarily give the sales goals a “haircut,”
which will result in a decrease in cash flow (and maybe doom their investment
participation)—and you will not be in the room to defend your analysis.

7. Request funding in the amount you truly need, and support your request with
financial statements. A funding request supported by financial statements (cash
generation and expenditures) demonstrates you have thoroughly thought out the
business and you consider the financial aspects important. This provides some
assurance that you will look out for the best interests of those providing funding.

8. Use of funding proceeds should be primarily for investments, purchases, and
marketing activities that will generate the products, services, and sales. Investors
assume you will contribute “sweat equity.” While some of the funding may be needed
for critical staff salaries, the majority should be used for activities that will generate
sales. A growing sales pattern with positive net margins means you will have the cash
flow to pay back loans and eventually have a sellable business. Examples of typical
funding requests are for protectable/proprietary software development, product
production equipment, and marketing programs with a direct or channel partner sales
focus.

9. Surround yourself with advisors and mentors, and talk through your business
ideas with them. Starting and growing a business is difficult, and more than half of all
startups fail in their first five years. No one person can have all the knowledge,
experience, or even perspective to handle every business situation. Gain from the
skills and experiences of others. Ask for advice from similar companies in different
geographic markets or noncompeting suppliers in your same market segment. Talk
with experts in areas such as marketing, sales, finance, and operations. Join industry
groups or entrepreneur mastermind teams. Express your questions and roadblocks, and
then listen openly. You will feel less isolated and confused, and investors will feel
confident they have a complete team of resources to grow the business. Often, family
and friends are not able to provide the kind of feedback and advice you need. Some
people find it difficult or do not know how to ask for help; just try it, and you will be
pleasantly surprised how willing others are to assist.

10. A business plan is never perfect and never finished, so do not procrastinate



writing it or obsess about creating the ideal plan. At some point, you need to stop
writing and start satisfying a customer need and making money. Set a personal
deadline, stop planning, and get to work.

11. It is all about the money. Every decision and action you take will have a
financial impact—be it cash flow or profit. While many entrepreneurs have multiple
bottom lines (lifestyle, mission, causes they believe in, and so on), if you do not have
sufficient financial resources, you will not be able to accomplish your mission and
goals, or even stay in business. Sometimes this singular fact helps cut through the fog
of what to focus on next.

12. Focus, Focus, Focus. You will triple the value of your plan and dramatically
improve your credibility with a potential funder if you can answer these three
questions clearly and thoroughly both in your text and financials:

a. What are the three to five Critical Success Factors (CSFs), or keys to success, on
which you are going to focus most of your time and attention in “getting them right”?

b. What are the three to five goals (objectives) you are going to achieve over the next
12 to 18 months? They should be tied to the CSFs. Spell them out this way: SMART
goals (Specific, Measurable, Action-Oriented, Realistic, and Time-Bound).

c. What are the strategies you are going to follow to achieve your SMART goals?
What are the steps, processes, actions, and milestones, and who is responsible for
making it happen? For every goal, there must be measurable action steps for achieving
it.

A Book of a Different Color
When I started to think about writing this book, I went to Amazon.com to look at the
competition. When I searched for “business plan” books, I was blown away with
81,933 hits. I refined the search to “how to write a business plan” and got 952 hits.
My initial thoughts were, does the market need another book in this space? The more I
thought about it, the more I decided that with my unique background, I could add
insights and examples not provided by others. I fully understand that every business
decision you make has a financial impact and affects your cash flow.

What differentiates this book from competing titles is that it offers practical,
actionable advice that is grounded in the reality of my having prepared hundreds of
business plans. It is not just academic, like many other books, and it is not overly
focused on the mechanics of filling out the forms, such as those books that provide a

http://Amazon.com


template or CD. Here you will find a good balance of the why and the how, along with
stories from a long, successful track record.

So, without further adieu, let’s get started by having you fill out the first of the “Your
Turn” worksheets.



BUSINESS PLAN BASICS

In this section, you will discover what a business plan is and why you need to
write one, best practices that should be consulted both before and after you write your
business plan, and information on where to get help (much of which is free) with
preparing your business plan.



BUSINESS PLANS 101

What Is a Business Plan and Why Do You Need One?

Many consider a business plan to be a formal document containing
five key elements: 1) business goals, 2) the reasons why these goals are attainable, 3)
a plan for reaching those goals, 4) data backing the uniqueness of the products and
services to be sold, and 5) supporting information about the organization and team
attempting to reach those goals.

A business plan is comprised of these elements, but it is much more than a physical
document; it is a structured process to test ideas to determine if they are feasible and
financially attractive. Viewed this way, a business plan becomes a road map to
successful implementation of the business idea. This road map then morphs into
tactical plans and budgets. During the process of developing a business idea, you
develop a consistent set of messages, based on facts and analysis, describing your
business idea, which will be used in discussions with funders, investors, customers,
board members, advisors, vendors, and employees.

Some events that trigger the need to write a business plan include:

1. Starting a new business (the classic reason)

2. Growing an existing business through new products, new channels, and/or new
markets

3. Acquiring a business or franchising your existing business

4. Exiting from the business and the need to provide potential buyers with information
about the company. They will be interested in the past as a benchmark, but as you have
already reaped the benefits of these accomplishments, potential buyers are interested
in the future as you see it. What is the potential they may buy into?

What It Is Not



Now you know what a business plan is and what it is used for. But what is the flip
side? Clearly, a business plan is not a guarantee that your business idea will be
successful or that you will be able to obtain funding. Since most of the information is
forward-looking, it will only be as good as the assumptions used, and if the idea is not
well packaged and supported in the business plan, some readers might have different
perceptions of these forecasts.

When you do a web search on why you should write a business plan, in many cases,
fear is invoked that if you do not have a professionally prepared business plan, you
will incur the wrath of the banks and possibly regulators. Many times this type of
draconian advice comes from sites that want to sell you a business plan template,
write the plan for you, or sell you a book. The reality is that two-thirds of start-ups do
not seek third-party funding, so the plan is likely written for yourself and can be of
whatever quality you think appropriate. However, the more attention you give to the
plan and the planning process, the more that potential weaknesses can be identified
and mitigations put in place, so the better your chances of business success.

Are We Done Yet?
A business plan is ever evolving. It is never finished, just as your business is not
static. Your goals and approaches change as your business changes. However, this is
no excuse not to write a business plan. If you are starting a business in an area in
which you are unfamiliar, you might start with a feasibility plan, which is a toned-
down business plan, to test the idea and to gain experience in the area. You will be
amazed at how much the original idea changes as you become more familiar with the
business.

Conversely, a person can become obsessed with writing a business plan—always
striving for perfection. But there is no such thing as a perfect business plan. At some
point, you have to stop planning and start working. Remember, the old axiom “analysis
paralysis”—don’t do it. If you are a start-up and are still working on your business
plan after two months of concentrated effort or six months with part-time attention,
then you need to examine your process and get some help or change your helpers.
Maybe you are not sufficiently focused, do not have enough industry experience, have
hit some walls, or do not have the time or energy to be a business owner right now. If
you are in business, your ideas for growth or issue resolution are probably current
events, and as time is money, you need to implement the changes quickly to not miss a
market opportunity or preserve your cash flow.



Who Is a Business Plan Written For?
Although most people think the goal of business plans is to seek funding, ultimately, a
business plan is written primarily for yourself—to help you decide whether or not to
start or grow a business, to set goals and benchmarks, to use the process for
developing a set of compelling and consistent messages describing your business and
why you will be successful, and to understand the two roles you have as owner and
employee. To amplify these points, as a business owner, you have been thinking about
a product or service and how it will satisfy a customer need with much of your focus
on market dynamics. When you put together a business plan and its financial section,
you will determine if these ideas are financially viable. When you put together the
operating, marketing, and organization business plan sections, you will better
understand everything involved with running the business and if this is what you really
want to do. A good business plan is much more than an assembly of independent fact
finding and analysis; it integrates all business aspects and clarifies how one part
affects the other:

1. The operational and financial forecasts you build into your business plan will be
your first set of targets, which you will measure your actual results and
accomplishments against. Through your research of competitive practices, you will
benchmark your forecasted results against industry norms.

2. Your executive summary will include succinct statements of what your business is
about, what customer need you are satisfying, how your product or service is
differentiated from the competition, and why you will be successful.

3. In your small business, you most likely will have two distinct roles and receive two
types of financial compensation—as an employee for which your labor should be
appropriately compensated and as an owner receiving a return on the invested capital
and risks of being in business. Each of these relationships should be addressed in your
business plan and in your determination of the feasibility and viability of your
business idea. At the beginning, it is common for both these roles to have no or small
monetary rewards.

IT’S LIKE THIS: A personal trainer with much recognition started his own
company using a fitness methodology he had developed and branded. When he
wrote his business plan and started to understand all the things he would be
involved with besides working with clients, especially the marketing and the need to
solicit business (with the many rejections this brings), he realized that owning a
business was not for him.



While this example is about a personal trainer, it also applies to many other fields.
In companies with employees, roles can be assigned to match skills and interests.
However, in a start-up, the entrepreneur is often performing all the roles and
taking all the responsibility.

IT’S LIKE THIS: A client, encouraged by family and friends, planned to sell
foreign-made, relatively low-priced handicrafts in the United States. In writing her
business plan, she realized the complexity of the import/export business, including
arranging for on-site quality-control inspections, packaging, freight forwarding,
trade letters of credit, payment terms and banking, customs, and so much more.
These activities were of no interest to her, since she was skilled in sales. So she put
aside forming her own company and went to work for a large import/export
company as its sales manager.

As a small business owner, you are or soon will be working 60 to 100 hours a week
and still not getting everything done. If you will be working this hard, you want to
make sure it will be worth the effort. Again, this is where a business plan comes in. In
the process of developing a business plan, you use research, analysis, and estimates to
project future results. If you follow your assumptions and obtain the projected results,
will you like the answer? For example, if you project that you will earn $20,000 a
year, is that good news? It is good that the number is positive; however, if you live in
a large city, have family financial obligations, are paying off bills and saving for
retirement, and plan to make this your full-time activity, it is unlikely you will be
satisfied with $20,000. Wouldn’t it be good to know this before you invested too much
in a business?

Business Plan Myths
Following are three popular myths about business plans:

1. Once written, it does not need to be updated. On the contrary, your business plan
is probably out of date the day after it is written. This is due to the changing nature of
business, competitors’ actions and reactions, changing market conditions, use of
estimates, your accomplishments, and your desires to take the next steps.

2. Every business plan has the same format and is 30 pages long. This is the
template found on many websites. But it is inaccurate. There are effective two-page,
graphics-centered business plans that are used for established businesses that want to
focus on a particular area, like marketing, and need to make sure goals and action



plans are aligned. Also, a one-person service business, which does not need third-
party funding, may only need a business plan that is no longer than 10 pages and
focuses on the messages and marketing. Fred, Ann, and Bob, the trio who wanted to
start a nonprofit in the introduction, will also have a distinct type of business plan,
since they have different situations and needs.

3. A 30-page business plan with lots of financial information will get the bank loan
needed to start or grow a business. A business plan is just one of several criteria for
getting a banker to review your loan application. Other criteria, and probably with as
much weight, are your personal credit score, your ability to collateralize the loan—
provide about 20 to 25 percent of the needed capital—and have projected cash flow
about 1.3 times the annual debt service. In addition, if your two-page executive
summary is not well done, your banker might not read any further. Likewise, a 10-page
PowerPoint presentation supported by a 30-page business plan is no guarantee you
will receive angel funding.

A business plan is divided into chapters and sections. Visually, the business planning
process looks like this:

Key Lessons



  A business plan is primarily written for yourself.

  While the business plan is written for you, it should not be about you— it should be
about the market and your customers.

  A business plan is both a document and a process.

  A business plan needs to be tailored to your specific situation and kept current.

  A business plan is a necessary step but not a guarantee for obtaining funding.



WHAT’S YOUR STYLE?

Finding What Type of Plan Is Right for You

Business plan styles range from informal, back-of-the-envelope sketches to
two-page, near-term road maps to 30-page plans with illustrations and exhibits. Which
style you choose depends on a number of factors, but common to all styles is a clear
message.

Start-Up Business Plans
For a simple start-up requiring no third-party funding, create a short, 10-page informal
plan to first convince yourself that the idea is feasible and financially viable, then use
it to possibly convince friends and family who are usually the first round of support
and funding. If the plan is just for you, then you do not have to include all the things
you know, such as your form of organization, contact information, organizational chart,
graphics, and a lengthy bio. As with a GPS system in your car, you do not have to be
reminded how to leave your neighborhood. However, you should include your
marketing plan, a shortened version of your bio, a financial summary in a format that
will help you track your business performance, and the important message of what
differentiates your product or service from the competition—what customer problem
you are solving that is not already provided by the competition. Bob, Larry, and
Barbara followed this approach, first starting with a feasibility study described later
in Chapter 6, including the specifics for nonprofits outlined in Chapter 15.

If you are a start-up seeking bank or equity funding, you will want a formal, lengthy
plan tending toward the stereotyped 30-page model. Start with a simpler version, and
expand it as your idea matures through experience from talking with others in the field,
finding a mentor to discuss key issues with, and talking with potential funders on what
they look for and require. Speak with potential customers about what they are looking
for in a product/ service and how they go about making a buying decision. Include all
the items discussed in the simple plan mentioned above. Remember Fred from the



introduction—he took this approach in developing his B&B business plan.

Plans for Existing Businesses
For ongoing concerns, start with a short plan, emphasizing mission and goals, to
ensure the venture is headed in the right direction for the next year. If you are planning
to grow your business, focus on markets, products, and services, in addition to having
sufficient resources and any necessary funding. If you are solving an operating issue,
focus on that particular matter, such as staffing, cash flow (expense reduction,
collections, pricing), operations, vendors, etc. Ann, mentioned in the introduction,
followed this approach for her marketing company, focusing on customer needs and
her staff resources to assist customers, including her employees’ knowledge and
experience of current marketing best practices.

Let’s look at a practical example of a brief, but focused, business plan for an existing
business. An existing business that is focusing on increasing sales may determine after
talking with its customers, looking at its competition, and conducting research that it
needs to enhance the awareness of its products and services in the marketplace and, in
particular, the online marketplace. In this situation, a two-page business plan might be
ideal for focusing on marketing and the connection between objectives, goals,
initiatives, and actions. This type of plan can be presented in an all-graphic layout that
might look like this:

Objectives:

One objective might be “Everyone knows we are here to provide quality products and
services.” A second objective could be “Our customers are fully satisfied with their
purchases.”

Goals:



For the first objective of “Everyone knows we are here to provide quality products
and services,” two goals might be: 1) Boost social media 50 percent, email open rates
20 percent, and email click-thru rates 20 percent; and 2) increase media reach 10
percent and conduct a brand awareness survey that shows strong, positive results.

Initiatives:

For the first goal of “Boost social media 50 percent, email open rates 20 percent, and
email click-thru rates 20 percent, two initiatives might be: 1) Manage online content,
and 2) get the word out via media channels.

Action Plans:

For the first initiative of “Manage online content,” the action plans in this situation
might be: 1) Leverage blogs and current content, 2) write or revise a social media
plan, and 3) increase multimedia content.

This short, graphics-based plan is designed so each objective has one or more goals,
each goal has one or more initiatives, and each initiative has one or more action plans.
Reading from the bottom up answers the “why” question. And reading from the top
down answers the “how” question.

For established businesses seeking funding from existing bank sources, use a medium-
sized plan in the 7- to 15-page range. Talk with your small business loan officer (this
is probably a different person from the branch manager) and see what he/she requires
from someone the bank already knows. If seeking equity funding through an angel or
angel group, talk with them about their requirements. For angels, you will eventually
need all the information contained in the formal 30-plus page plan but usually not at
the outset. Initially, they will probably prefer to see a three- to five- page bullet point



“pitch presentation,” which will allow them to assess their initial interest.

Plan-as-You-Go Business Plan
Another approach to business planning is to plan as you go. We have all heard on the
radio or seen on TV the story of the college student, who having no business
experience of any kind, creates a product/ service in his dorm room or parents’ garage
and becomes a multimillionaire. These are rare instances and are not the
recommended path for most of us to follow. The positive takeaway, though, is the
notion that a business plan is dynamic and you should be making adjustments as you
implement your plan and learn from the results.

Meeting Expectations
Most business plans have an executive summary at the beginning and financial
statements at the end. In the middle are many sections that describe the business idea
and provide the data for developing the financial forecasts. You have the flexibility to
arrange this discussion in a logical manner that best describes the company and its
operation. There is no rule that says a business plan must be prepared in a particular
way. However, if you use a format/design very different from what your audience is
used to, they may find it too difficult or time consuming to read your plan. Make it
organized, clear, and purposeful.

It helps to know your audience and what information they need to act favorably on
your funding request. For example, a banker wants to know how much money is
requested, what it will be used for, how long the funding is needed for, and reasonable
projections that you will have the resources to repay the loan in full. Hence they focus
on the financial statements. An angel investor wants to know that the business can
grow and there is an exit strategy in three to five years when he/she can achieve a
three- to five-times return. Angel investors and venture capitalists focus on many
things, but number one is the entrepreneur and his/her management team—do they have
the experience and capability to lead and substantially grow this company to success
over several years?

Visual business plans—with lots of charts and pictures—are a relatively new trend.
This might be a good approach to help you visualize the entirety of your business idea,
but traditional funding sources are not yet into these types of formats. Using charts and
graphs in a traditional business plan format is a good idea, as it is visually pleasing
and sometimes a picture is worth a thousand words. However, make sure the subject
of the graph or chart is worth showing and it tells a compelling message. As we will



see, a good executive summary is a maximum of two pages, so there is no room for
frivolous charts in this section.

Common to all business plan styles is having a clear message—the elevator pitch. Be
able to explain clearly and succinctly what customer problem you are solving, why
your solution is better than current alternatives, what tasks are necessary for the
business to succeed, what the value is to investors, and, most important, why you will
be successful. Some people call these statements the “value proposition,” used by you
to focus your marketing approach and by lenders and funders to determine if you have
a clear understanding and path forward for your business.

Key Lessons
  Design your business plan in a manner that best demonstrates and explains your

business idea.

  Know your audience and what information in what style they need to act favorably.

  The message is more important than the style.





THE 4-1-1

Where to Go for Business Plan Help

To write or not to write  the business plan yourself and where to find
information and resources to help you out if you choose to tackle it on your own is the
focus of this chapter.

The “Write” Move?
Of course, the ultimate in help is to have someone write your business plan for you.
Simply do a web search for “someone to write my business plan,” and you will
receive hundreds of offers to write your plan by people who claim to have experience
in your industry. Of course, they offer testimonials from satisfied clients, all
communications will be by email and phone, and the cost will range from $2,000 to
$20,000.

However, getting a ghostwriter for your business plan is not generally the best idea.
While you might get a good-looking document and it will involve less sweat equity,
you will have not been through the process, which was mentioned earlier as the true
benefit. Without your input, it will be a canned write-up anyone can use, which will
not take into consideration your unique situation or what competitive advantages you
might have or need to profitably take business away from competitors. If you are going
to supply all the information, you might as well write the plan yourself. An exception
to the no-ghostwritten rule is if you need a big, formal plan to secure funding and you
are not proficient in English; in that case, hire someone to help you edit the plan, but
you better understand everything it contains.

IT’S LIKE THIS: A client wanted to enter the retail-food business market with a
secret family recipe that had been well-tested at family gatherings and a few
catering opportunities. He realized he had limited business experience, so he found
a marketing professional whom he thought might be a partner, and she developed



the business plan. However, it was clear in discussions he did not know that the
plan contained a market-entry point different from his thinking and he had no
comprehension of the assumptions used to generate the financial statements. While
this was slightly embarrassing, it would have been fatal in meetings with potential
funders.

This delegating to someone else to write your business plan also occurs within an
organization.

IT’S LIKE THIS: A CEO who spent all his time with potential clients gave his
COO the task of preparing the business plan. The COO prepared a great plan
following all the guidelines, but, as the COO says, “Unfortunately, as well as we
worked together, my plan was not exactly his plan, and this sometimes embarrassed
him in presentations as he had not taken the time to review what I had written.”

DIY Business Planning
If you choose to write your own business plan—which is the best option, right?—a lot
of help is available. For free face-to-face mentoring assistance, try these sources:

1. SCORE at www.score.org. Click on “Find a Chapter,” and enter your ZIP code. If
the locations cited appear too far away, call and see if they have a branch office
closer to you. If it’s still too far, click on “Mentoring,” then on “Find an Email
Mentor,” which will direct you to a counselor who has experience in the areas you are
interested in.

2. Small Business Administration at www.sba.gov. The SBA website has pertinent
information about starting a business and doing business with the federal government.

3. Small Business Development Centers at www.asbdc-us.org. In the “Get Started”
block, enter your ZIP code.

4. Women’s Business Centers  (about 100 centers nationwide, serving both women
and men): Find the one closest to you at www.sba.gov/content/womens-business-
centers-directory-0.

As stated in the book’s introduction, the internet is a 24/7 reference source—use it. Go
to Amazon.com or another book seller, and in the books category, type in something
like “how to start a [put in the type of business you want to start or are in].” Since
virtually every type of business has already been started by someone else, this will
almost always produce a number of results. After looking at each book’s table of

http://www.score.org
http://www.sba.gov
http://www.asbdc-us.org
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contents, you will find one or two that seem potentially helpful. Buy one or two used,
and for about $10, you can get a couple of books that will be of great help. The 50-
plus titles in the Business Start-up Guide Series, published by Entrepreneur Press, are
an excellent source of industry information. They can be ordered on Amazon.com or
directly through Entepreneur.com, or some SCORE, SBA, and ASBDC offices have
them to lend.

Another idea is to use a search engine like Google or Yahoo; in the search field, type
in “Free Business Plan for [put in the type of business you want to start or are already
in].” If you do not find a business plan exactly like what you need, you will find some
that are close. Focus on how the author developed the content rather than the
multicolored pie charts and graphs. Your mission is to learn from someone who has
been down this road before, not to copy.

Finally, many companies that are interested in attracting small business customers
have content on their websites to cater to the small business market. They do not just
provide information about the company’s products and services but how to start and
operate a successful business. Check out websites from financial institutions, credit
card processors, and supply companies of many types. One company that is focused on
helping small businesses is Deluxe Corp. You might know them as producers of bank
checks, but now they do much more with information on brand identity, email
marketing, social media management, and more. Another example of a large company
thinking small is American Express, with their American Express Open program
focused on small businesses. GrowBiz Media is a small business providing news,
trends, tool kits, and information to other small businesses on its SmallBizDaily
website (www.smallbizdaily.com).

Once you have your mentoring in place and relevant industry information, you can plug
it into your business plan. Business plan templates are helpful for guiding you step by
step through the writing process. If you are looking for a business plan template, a
general internet search will pull up hundreds. In fact, if you go to SCORE for help,
counselors will often refer you to and work with you in the organization’s templates.
To find the free templates, go to www.score.org/resources/business-plans-financial-
statements-template-gallery. In conjunction with obtaining assistance from SCORE or
another resource, some entrepreneurs buy either LivePlan or Business Plan Pro, both
by Palo Alto Software (www.paloalto.com/business_plan_software/).

Key Lessons
  However the business plan is put together—by you, by others, or as a team effort—

http://www.smallbizdaily.com
http://www.score.org/resources/business-plans-financial-statements-template-gallery
http://www.paloalto.com/business_plan_software/


make sure you know what is in the plan and understand the content and nuances,
especially if you are applying for financing and you face a Q&A session from the
lender or investor.

  The internet is your library. Use it, and learn from others who have gone down this
road before you.

  Take advantage of free services offered by SCORE, SBDC, and other organizations
that focus on helping entrepreneurs to be successful.



MAKE NO MISTAKE

Common Business Plan Writing Errors

When writing your business plan, be wary of the common mistakes
entrepreneurs make. Depending on the intended use of the plan, these errors can be
fatal, especially if you are seeking funding. But more important, these mistakes may
result in not providing yourself with the right information and thus you may reach the
wrong decision regarding the implementation of your business idea. One of the
reasons for writing a business plan is to ensure your business idea is valid and will
result in a successful business. If you do not have the right information, you may fool
yourself into believing your idea is a winner. These mistakes are organized by
business plan sections. Use this list both at the beginning of writing your business plan
as a thought-provoker and as a final step in comparing your business plan to best
practices.

Executive Summary and General Layout
  The opening message does not succinctly describe the business idea and why it

will be successful. A full plan is often judged by its two-page executive summary, so
first impressions are most important. This mistake often appears as an extensive
discussion about the product’s engineering, with limited mention of marketing,
management capabilities, or expected financial results. Another variation is having a
number of charts that do not covey a key message and just take up space. Bankers,
investors, and important vendors are busy people, so upon a quick read of this section,
if they sense there is not a fit, they will move to the next proposal.

  The business plan layout reflects poorly on the entrepreneur.  A business plan
should be laid out in a logical manner. It should be easy to find items through a table
of contents, and the page numbers, spelling, and grammar must be correct. There
should not be much repetition of ideas/words, fluff, or tangential comments. The
business plan itself is a marketing tool and should mirror the quality effort you will



give to your business.

  The business plan focuses on you and not what you are doing for potential
customers. Businesses are successful when they provide products and services that
satisfy a customer need and do it profitably. You start a business because you are good
at what you do and are passionate about it. You may also have theories about how
business should be conducted, but the focus needs to be on the customer.

IT’S LIKE THIS: A client had a goal to move to the Bahamas. Granted, this might
be a reward for being successful, but the goal/dream needs to concentrate on the
business, solving a customer need, and demonstrating your passion for it. Focusing
on generating income to enable him to travel in style will cause the client to miss
what potential customers’ needs are.

IT’S LIKE THIS: A client had an idea for a web-based social network centered
around his hobby where customers on subscription could chat about new products,
events, and more related to the hobby. Client planned to build a facility to test new
products and conduct demos. The facility would also include a rooftop residence—
all of which was in a resort town in another state. The plan really seemed to be all
about trying to have a personal residence paid for as a business expense. The
approach should have been to start with a focus on the customer.

General Company Description
  Key information is hidden. Hiding key information like commitments, guarantees,

funding from other sources, legal issues, and so on is a no-no. A financier needs to
fully understand where in the line of repayment/reward he/she stands. If this
information is not clearly laid out by the entrepreneur and found through prospective
funder due diligence, it will probably kill the deal.

Products and Services
  There is no focus on particular products and services. Starting a business is hard

and generating cash flow is difficult, so often entrepreneurs will, in effect, say they
will do whatever the client wants as long as they pay. There is a natural tension at first
to do whatever is necessary to generate cash flow, but this is not a good strategy since
it is hard to message and market being all things to all customers. This mistake is
similar to the marketing consultant who says they will devise a new product offering
strategy for any size company in every market on every continent.

  Not enough emphasis is placed on the current business and its challenges.



Sometimes entrepreneurs get so caught up in their own enthusiasm of what the business
may become, they spend too much ink discussing growth, expansion, franchising,
international branches, and other details—all several years down the road. While
there is a place for discussing the dream, most of the plan should be focused on the
current business and its challenges, such as initial funding, product development,
branding, product distribution, and staffing. Financiers, vendors, and other interested
parties want to be sure you are focused.

Marketing
  There is no understanding of the market. What is the market for your products and

services? A red flag for a funder is the claim of no competition—every business has
competition. Another red flag is to say the market potential is $1 billion, with no
supporting information. If applying for equity financing from angels or venture
capitalists, demonstrate the potential for a large market and that the company is
scalable to meet this demand.

  There is no clear statement on how you will generate revenue. Not only do you
need to clearly communicate with the reader about how you will generate revenue—
sometimes called the business model—but often, and especially when applying for a
bank loan, the small business loan officer will have to communicate with the loan
approver. So make sure the reader “gets it.”

  The sales forecast is not believable. The sales forecast needs to be supported by
data and analysis, a marketing plan that will find prospects and convert them to
customers, and a discussion of competitor reaction to a new market entrant. Sales
forecasts that start off modestly and then dramatically upswing need much justification.
The problem with these types of unsupported forecasts is that the reader discounts
them and moves on, and you are not in the room to defend your methodology.

  The plan demonstrates a large amount of hubris. Many marketing sections lack a
concrete actionable plan. Instead, the entrepreneur seems to believe that miraculously,
by word of mouth, customers will find their business and buy their fabulous product or
service, without any efforts to drive this traffic to their door. Your great product or
service is what brings back repeat business; therefore, you need a specific marketing
plan to identify and attract new customers.

Management Team and Organization
  Key player bios are not included. Small business is most often a bet on the



entrepreneur since the business does not have its own track record. Borrowing the
phrase from the All State Insurance commercials, you want the reader (in other words,
the funder) to feel their funding is in good hands. Therefore, provide bios for you and
other key players that demonstrate you and your team can provide the technical and
leadership aspects the business requires.

  There is no supporting team. A business has lots of dimensions, areas of expertise,
and moving parts. Even a single-person company can and should have advisors,
contractors, and support members to make sure all key areas are covered. You started
your business because you are good at marketing, creating apps, consulting, inventing
new gadgets, or some other activity that generates cash flow. To have a successful
company, you will also need to pay attention to accounting, distribution, customer
relations, advertising, and more. Get a team to help you.

IT’S LIKE THIS: A client developed a unique retail food concept, combining
several food service venues in one. But her bio started with her law degree, awards,
and publications, which are impressive but are not related to the business idea. She
needed to focus her skills as they relate to the market and customer. Her bio was
rewritten so it demonstrated her formidable customer and retailing experience and
expertise.

Financials
  No funding is provided by the owners. Banks want owners with “skin in the game,”

which usually translates to requiring a 20 to 25 percent capital infusion by the owners,
their families, and/or friends. Just like buying a house, it is rare to get a 100 percent
mortgage, and likewise it is rare to receive a business loan or angel funding for the
full amount needed. For some banks, not showing this owner contribution up front is
reason not to proceed. Entrepreneurs requesting angel funding often have self-invested
at least $50, 000 to $100,000.

  Asking for a funding amount that is not supported by the financial statements.
In the executive summary will be a statement of how much the entrepreneur is seeking
from a bank or investor. But do the financial statements back it up? It takes money to
start a business, in some businesses much more than others. However, some business
plan writers are so intent on demonstrating that their business idea is a big winner that
the sales assumptions show it generating a large amount of cash in the first few
months, which masks the funding requirement. Often entrepreneurs request larger
funding than they actually need since they feel it is a negotiation and they need to ask
for $100,000 to get $75,000. Yes, there is a negotiation, but the requested amount must



be supported with at least a three-year cash flow projection.

IT’S LIKE THIS: The same client with the unique retail food concept said in her
executive summary that she needed $190,000 to start her business and she would
personally invest $40,000 and thus was looking for a $150,000 bank loan. This was
a good start as it demonstrated she was investing about 20 percent of the
requirements. However, 20 pages later in the cash flow statement, the lowest
monthly cash ending balance was positive $125,000. The bank does not want to lend
funds just to have them sit in a bank account. So either she needed much less in
initial funding or her sales/expense assumptions were too optimistic.

  Asking for funding primarily to pay your first-year salary. In the finance section,
you will list the uses of the obtained funding. Banks/angels prefer to provide money
for assets or activities that will make money like buying a building or equipment,
designing and building a website, or funding a robust marketing program. They
understand but are more reluctant about funding your payroll. Banks generally like to
see a modest starting owner’s annual salary in the range of $30,000 to $35,000, which
demonstrates the owner’s confidence in the business prospects and the willingness to
make near-term sacrifices. Some have called these start-up lean years the “mac and
cheese period.” Many angel funders are more flexible on owner salary and benefit
levels.

IT’S LIKE THIS: A client was starting a company with funding from his state’s
Economic Development Agency. The state wanted to invest $2 million but insisted
that the funds go for a brick-and-mortar location, not staff or equipment. He got the
financing since he was able to show a set of the financials that reflected this level
of investment in new construction and remodeling.

  Not including the three basic financial statements. Banks and angel investors
want to see an income statement, cash flow statement, and balance sheet for at least a
three-year forecast period, if not five, with the first year by month and subsequent
years by quarter. It is preferred that these statements be prepared using the accrual
rather than the cash basis of accounting. By showing both income and cash flow
statements, an entrepreneur demonstrates an understanding of the difference between
profits and cash flow.

  There are no stated assumptions on which the financial statements are based.
Financial statements are charts with many numbers and few words. It is important to
tell the reader the business basics. It is not a good idea to just say the assumptions are
conservative, as this has become a red flag. Plus, my conservative might be different



from your conservative.

  There is no exit strategy. Even though the business may just be starting, it is
important to have an exit strategy, especially if you are seeking angel or venture
capital funding. This strategy does not have to be specific, but it should provide a
concept of how it might occur—for example, a sale to a larger competitor. Investors
typically have a three- to seven-year time horizon and want to know how they will be
able to exit their investment and take their profits. The reason being, investors usually
only get paid when they cash out. Obviously, a banker’s exit is when the loan is repaid
in full.

Key Lessons
  Committing these common mistakes will most likely have your business plan

rejected by a potential bank lender or angel investor.

  Your plan needs to be well thought out and laid out with clear messages on why
you are the right person at the right time to make this a successful business, along with
the appropriate supporting information.





FORGET ME NOT

Smart Things to Do When Writing Your Plan
Now that you know what mistakes to avoid, here are some smart things you should do
when writing your business plan. They cover both the content and process used to
write the business plan.

Business Plan Writing Process
  Share and bounce ideas off others while working on the business plan. Surround

yourself with mentors and advisors who can help you think through your business
model and approach. Find people with experience who will give you good, objective
feedback and not necessarily tell you what you want to hear. Often, family and friends
are unable to fulfill this role.

  Write the plan over a period of time. Do not try to write the plan in one sitting.
Write the business plan in sections, put the work aside, think about it, talk with others,
do research, come back and rewrite. It takes a while to fully develop a business idea.

  Use good graphics. Learn to use Word, Excel, PowerPoint, and other similar
products, and use good formatting techniques or have someone help you with the
graphics. If the plan is just for you, graphics are not necessary.

Focus
  Start small and grow. If possible, self-fund your start-up and then go for funding

when you can create a growth-story message rather than a start-up story. Start-up
statistics are grim— half of all new small businesses fail in the first five years, and the
number is larger for restaurants. If this happens to you, you will be better off if you
have not borrowed funds.

  Focus on the customer, and fully understand the market.  Research the
demographics and psychographics of your customer base, your ideal customer, and



customer-buying habits. Watch competitors, and talk with similar businesses. Browse
your competitors’ websites, and understand what their customers are saying about
them on various social media sites.

  Understand your own strengths, skills, and time available. Know when you need
to engage an accountant, lawyer, insurance agent, marketing specialist, web page
designer, or other professional. This will start your management process as a business
owner.

Content
  Ensure information consistency. All money references in the executive summary,

revenue and cost assumptions, staffing levels, and financial statements need to be in
sync. Likewise ensure the marketing plan is in sync with the sales forecast, and use
consistent language and terminology.

  Develop a powerful message. This is the most important item. Your business plan
needs to answer the following questions: How are your products and services unique?
How do they solve a customer problem or satisfy their need? And why will your
business idea be operationally and financially successful? This messaging should be
used consistently in all collateral materials.

Other
  Understand there are no entitlements and you must work hard for all

achievements. Even if you qualify for a government set-aside contract, you will still
need to market and sell quality products and services; your business plan needs to
reflect this effort.

Key Lessons
  Write your business plan over time, sharing and discussing your ideas with mentors

and advisors.

  If possible, start your business within the limits of your own financial resources,
test the business idea, gain market traction, and then raise funds to scale up.

  Focus on the customer and the market, and develop powerful messages that
demonstrate your value proposition and competitive differentiation.





FIRST STEPS

Starting With a Business Plan or Feasibility Plan
We’ve discussed why a business plan is written, who it is written for, various plan
styles, and where to go for help and best practices. So now it is time to write your
business plan, but how do you start? Figuratively you have blank pages in front of you
—in reality, you have been thinking of your business idea for some time and you
probably have a template on your computer waiting to be filled out.

There are two general approaches. If you are familiar with the business, have been
working in the industry, and have been thinking of starting on your own for some time,
it might be possible to jump to the next section of this book and write each business
plan chapter. Even so, a quick feasibility and viability check might be a useful first
step.

Preparing a business plan is a time-consuming and daunting task. You will never know
if you get it “right” until you share it with others for funding, contracting, employment,
and so on, or you begin following it as you start or grow your business. Couple this
with the fact that as a small business owner, you will be working 60 to 100 hours a
week and investing your personal capital. In both instances, it would be beneficial to
know in advance if your business idea has a chance to be feasible and viable. So use
the feasibility plan concept as a go/no go decision for each successive stage of
business planning intensity and thoroughness.

Preliminary Feasibility Plan
To get started business planning, begin small and informally. In about five pages and
over a few days, describe each of the following in their own paragraph: the business
idea, your competitive advantage, your ideal customer demographics, a few marketing
ideas to attract and retain customers, a simplified sales forecast, and ideas on how the
business would operate. Summarize all these thoughts with a simplified cash flow
statement—annual numbers for three years. Do the results meet your needs and



expectations? If you change a key assumption, does it have a major impact on cash
flow?

If you generally like the results of this quick, preliminary feasibility plan, now would
be a good time to visit with a SCORE, SBDC, or Women’s Business Center mentor
(as noted in Chapter 3) to talk through your business idea. The result of this
preliminary feasibility plan and mentor discussions is a go or no-go decision. Does
the business idea have feasibility and viability, does it meet your financial
expectations, and is there a manageable amount of risk involved? If the answer to
these questions is yes, then prepare a full feasibility plan.

Feasibility Plan
After discussions and more thought, conduct some preliminary research and get some
facts about potential market size and your competitive advantages, fine-tune your
business idea and your market differentiators, identify additional actions for your
marketing plan, include more assumptions for your sales forecast, and make
assumptions regarding staffing and sourcing of any needed supplies, location, use of
the internet, and so forth. Now develop the cash flow statement—are the financial
results still meeting your needs and expectations? This approach might result in five to
eight pages of information and take you two weeks or less, depending on your effort
level.

SCORE conducts a workshop titled “Simple Steps for Starting Your Business.” This
is a five-step process for developing a feasibility plan. The major themes of this
workshop are start-up basics, business concept, marketing plan, financial projections,
and funding. Other organizations may offer a similar workshop.

If your feasibility plan convinces you that your business idea is feasible and viable
and you can manage the risks, then you are in a go position and can continue to
develop your business idea in a business plan. If your feasibility plan convinces you
that there are major cracks in the business idea, then before proceeding with the
business plan, keep developing the business concept, work some in the industry to
understand it better and establish contacts, find additional mentors and maybe a
partner, and after gaining more experience and knowledge, revisit the idea of
developing a business plan and starting the business.

Key Lesson
  You can develop a business plan right off the bat, or you can build up to it, starting



with a preliminary feasibility plan and then a full feasibility plan to check if your
business idea is sound and viable.



BUSINESS PLAN CONTENTS

In this section, we will review the business plan elements in detail. The book
chapters are organized like a standard business plan, and each covers the traditional
content for that particular element. You, as the business plan author, can put it together
in a way that you think best describes your business and provides the most critical
information for your various audiences.

Spend some time thinking about your audience and what they need. If you have
questions, ask them. For example, to your banker, “I am developing an idea for
growing my business. I know the traditional 30-page business plan template, but what
specific information do you need to review my proposal and grant a loan in the range
of $75,000 to $125,000?” Or Fred might say to his small business loan officer, “I plan
to start a B&B in a town 100 miles away. Is this something the bank would be
interested in funding? If so, what information should I include in my business plan,



which I am working with a SCORE mentor to prepare?”

At the beginning of each of the following chapters, there is short section called “Think
About It.” This is intended as a quick index of subjects addressed, but more important,
you should use it to consider this element of your business plan in some depth. Just
reading this book as a novel is not sufficient; you need to be fully engaged to get the
best business plan results.

I have given catchy titles to the chapters to get your attention and give some context to
what is included. However, when you write your plan, you should use the standard
titles for the plan elements: Executive Summary, General Company Description,
Products and Services, Marketing, Operations, Management Team and Organization,
Financials, and Appendix (if needed).



IN A NUTSHELL

Why the Executive Summary Is the Most Important Part of
Your Plan

Think About It
       Does my executive summary…

  Summarize the full plan, and is it consistent with all the information that follows?

  Clearly and concisely present my business idea so a reader can fully understand it
and its potential?

  Have an upbeat and enthusiastic tone as if I am on stage promoting my elevator
pitch?

This is one of the shortest sections of a business plan but the one you
will spend the most time working on. Whether your business plan is five or 30 pages,
an executive summary must recap all the material that follows in only two pages. The
reason this section gets so much attention is that it might be the only element the reader
looks at when making a decision to go forward or stop. Paraphrasing the old proverb,
you can tell the quality of a business plan from its executive summary.

The executive summary is where you demonstrate the honed messages you have been
working on. It is the ultimate “elevator pitch” where you introduce the idea, provide
background, talk about approach and results, and convey confidence that you will be
successful. Bankers and angel investors receive many funding request proposals and
have limited time, so they first need to be sold on your story and its potential; then
once they are excited, they will explore it further.

IT’S LIKE THIS: A client provided a draft business plan to start a sandwich shop.
It was presented in a three-ring binder, with each page wrapped in a plastic jacket.



The plan included a table of contents with all the appropriate elements, though
each section was just a few sentences. More important, the executive summary only
contained the business license, articles of incorporation, and menu. Nowhere was
there a discussion to describe the market and how the restaurant would be
successful. This entrepreneur focused on the details long before making the case
that this was a worthy business idea and she was the right person to lead the effort.
The details she provided belonged in the sections that followed, not in the executive
summary.

Topics Covered
At the very beginning of the executive summary, describe your business and the
customer problem being uniquely solved so that in one paragraph, the reader
understands what you are trying to achieve.

In the marketing paragraphs, note the size of the market, sales forecast, demographics
of your potential customers and competition, and your competitive advantages. Also,
provide enough description of your plans to identify, attract, and retain customers that
it convinces the reader the sales forecast is reasonable.

In the operations/staffing/management paragraphs, demonstrate management’s
leadership and industry experience, along with a few key details about the location,
staffing, and operations.

The financial paragraphs should include a clear statement of how much is needed to
start the business, and of this sum, how much you will be investing versus the amount
being sought from the funder. Also, include the projected income earned and cash
generated during the first three years.

Charts or Text Only?
A question many entrepreneurs ask is, should the executive summary be all text or
should there be some charts to “liven it up”? The general answer is yes. Charts and
graphs do make it more interesting, but it is often hard to cram all that needs to be said
into two pages. So here is the first instance of knowing your audience and what style
they like. If it is not possible to include both text and charts, then include more text and
fewer pictures. When you use a chart, make sure it tells a believable and compelling
message. The most commonly used charts show the growth of revenues, profits, and/or
customers.

And remember, that while the executive summary appears first in the business plan, it



should be written last since it is the summary. A business plan is developed from the
bottom up, so you need to work out all the details before you can write the summary.

Key Lessons
  First impressions are important, so the executive summary should have an

enthusiastic tone, and be concise, professional, and complete.

  In two pages, it should be a summary of everything that follows— all key messages
and issues should be addressed.



GET ORGANIZED

Presenting Your General Company Description

Think About It
       Does my general company description…

  Describe my company’s legal structure, ownership, and contact information?

  Include my company mission statement?

  Include key goals?

The general company description section is usually just one page;
sometimes one paragraph is sufficient. The key information to include is a description
of what business you are in, your mission statement and key goals, the legal form of
organization (for example, sole proprietorship, LLC, S corp, C corp, partnership), in
which state the organization was formed, contact information, and a listing of the
owners with their shares. If you have not applied to become a certain type of
organization, then you are a sole proprietorship—the default option. A nonprofit is
formed as a corporation in a particular state and then applies to the IRS and state for
nonprofit status, which may be received six months later (see Chapter 15 for more
nonprofit specifics).

Note: For companies with more than one owner, you should document, probably in the
operating agreement (for LLC or partnerships) or shareholder agreement (for C and S
corps) and not in the business plan, how decisions get made, how existing owners can
sell their shares and new owners join, and how to allocate profits and losses among
the owners.

TYPES OF LEGAL STRUCTURES
While not an exhaustive discussion on the various legal forms of organization, the



following is a summary of the key provisions and implications for a small business:

Sole Proprietorship
This is the only organizational form where you do not have to apply and ask
permission to adopt this type of operation. For that reason, it can be considered the
default organizational form. You wake up one morning, decide to be in business, and
you are a sole proprietor. Of course, you may still need to register your business with
the state and/or county, obtain a business license depending on the nature of the
business, and prepare other paperwork to start your business.

As the term “sole” implies, this is an organization with one owner. So a husband and
wife cannot be a sole proprietorship. This relates to ownership and not the number of
employees. A wife could be the sole owner and employ her husband and many other
employees or vice versa.

As there is no personal liability protection in a sole proprietorship, an adverse action
by your business can impact your personal affairs (in other words, a legal suit can end
in a claim against your personal assets). While this may sound dire, for many small
businesses, there may be few instances when this occurs.

When filing taxes for your sole proprietorship, use your personal IRS Schedule 1040
and attach Schedule C (“Profit or Loss from Business”), which, in effect, is a mini
business income statement. Therefore, you should account for your business as a
separate entity from your personal affairs. On Schedule C, owner’s compensation is
not an expense line item because it assumes that the difference between revenues and
expenses, meaning net income, is equal to the owner’s salary. It is on this amount that
you will be assessed payroll taxes, via Form SE (“Self-Employment Taxes”), and on
this amount, you can create a Simplified Employee Pension Individual Retirement
Account (SEP-IRA) and reduce your taxable income.

Limited Liability Company (LLC)
This organizational form has the personal liability protection benefits of a corporation
without having all the required administrative and governance procedures. To obtain
LLC status, you must apply to a state by submitting an application with an annual fee
(each state is different, but it is generally in the $100 to $200 range).

With the state-approved LLC, there will be an operating agreement—think company
bylaws. These will be the general rules for your company governance. In most cases,
the state’s standard operating agreement is satisfactory, especially if you are a single-



member LLC. However, if there are several founding members, you will want to
review the operating agreement and make sure it fits your situation with an agreement
and understanding among the co-owners. This is your operating agreement, so you can
fashion it to your situation. The unique items to each group of founding members are
who is empowered to make which decisions, how does a member sell his/her shares
and exit the business, what are the procedures for admitting new members, and how
will profits and losses be allocated among the members.

Entrepreneurs frequently select the LLC format to obtain personal assets liability
protection. Many start-ups and most “idea” businesses have few assets, so a suit
against the company will have no reward and the claimant will try to go after personal
assets. But just because you have the LLC paperwork, this will not automatically
provide the desired liability protection if you do not operate the LLC as a separate
entity. So keep all parts of your business separate from your personal affairs—have a
separate bank account, credit/ debit card, letterhead business stationery, and so forth.

Where it becomes more difficult in keeping this separation is in obtaining funding. As
will be discussed later, with a start-up or a business with few assets, the funder will
demand assurances and collateral. This usually translates to a personal guarantee and
a lien on your personal assets. Some lawyers might argue this is sufficient to say that
the LLC is not a separate entity and personal and business interests have been joined.
Part of this separation of personal and business activities is to be alert to the fact that
you most likely will have two roles and wear two hats: one as LLC employee and one
as LLC owner.

As an LLC owner, there are options on how to be taxed for federal and state income
tax purposes. Most entrepreneurs select to have the LLC be considered as a tax pass-
through entity and pay the taxes on their personal return(s), since, for most, the
personal tax rate is lower than the corporate tax rate. So the LLC will file an
information tax return to the IRS (no money is sent) and the owner(s) report and pay
their agreed share on their personal tax returns.

Subchapter S Corporation
This form of organization has characteristics of both the LLC and C corp. There can be
no more than 100 shareholders who are U.S. citizens or residents. Application is made
to a state along with an annual filing fee.

The subchapter S corporation will have a shareholders’ agreement. These are your
bylaws, so design them to meet your needs. You will have a board of directors and the



corporate governance processes that apply. As this is a corporation, you can use
“Inc.” in your company name, which to some is important, but to me is overrated. In
some states, for example, California and Texas, if you are a subchapter S corporation
or a C corporation, you must use “Inc.” in your name or otherwise disclose your
corporation status so potential customers and vendors know claims against the
company will be subject to corporate vs. sole proprietor asset safeguards.

Like the LLC, in an S corp, there are elections to be made on taxation, and most
entrepreneurs select to report and pay the federal and state income tax on their
personal tax return.

C Corporation
C corporation is the legal form of organization adopted by most publicly traded
companies. A C corp is a separate legal entity, a “person” under the law. Of all the
organizational forms, this one has the most administrative and governance
requirements, including a board of directors who have the ultimate fiduciary
responsibility.

Since the C corp is a separate “person,” it pays corporate income tax. When
distributions are made to the owners via dividends, these are taxed to the recipients.
The term “double taxation” is used to describe this process.

IT’S LIKE THIS: A client prepares a draft business plan and has already applied
for, paid for, and received approval to be a C corp. When asked why he chose this
organizational form, the response is that including “Inc.” in the business name is
important as it gives some gravitas to a small start-up organization. If this is
important, then OK, but know all the administrative and governance requirements
you must comply with each year. You can also use “Inc.” if your company is set up
as a subchapter S, which comes with much fewer administrative headaches. Most
customers do not know or care about the suffix in a company name but do care
about its products, services, and reputation.

Nonprofit
To become a nonprofit, first apply to a state to be a corporation under its Nonprofit
Corporation Act, and then apply to the IRS on Form 1023 for 501(C) 3 or another of
the nonprofit designations, and finally back to the state for its certification. (This is
discussed more fully in Chapter 16.) While 501 (C) 3 is the most common nonprofit
form, under the IRC code in section 501, there are about 25 different nonprofit



designations, depending on the type of activities/services provided.

Benefit Corporation
This structure is brand new and, as of this writing, has only been enacted by handful of
states, including California, Maryland, New York, and Virginia. It is focused on for-
profit entities that have a specific social mission. Boards of directors must consider
not only the financial implications of their decisions but also the social and
environmental impact. Without this structure, boards who consider social and
environmental impacts to the detriment of financial factors might be sued for not
properly representing shareholders. With this structure, boards can be sued for not
considering these nonfinancial items. Some entrepreneurs like this organization form
as they feel it more accurately represents their dual social and profit purposes. Among
the states, there is some competition as they would like more companies with this
designation to be registered in their state. A variation of this approach is the Low-
Profit Limited Liability Company (L3C). Keep in mind, this is all new and untested.

Make sure you understand the organizational implications of each organization form; if
you are unsure, seek professional assistance. Also, note that selecting a business
organization form does not have to be forever. You can start with a sole
proprietorship or LLC and at some future time change to S or C corp.

The following table is provided since many clients ask for a comparison of S corps
and LLCs, which both provide liability protection to the LLC members and S corp
shareholders.



IT’S LIKE THIS:A musically oriented group had been donating their time to their
church and performing at children’s groups to preach their faith. They decided it
was time to get paid for their services, so they formed a C corp and applied for
nonprofit status. When asked for a list of their board members, they said the owners
were the only members. They did not understand that in many states, paid
employees cannot be on their own nonprofit board and they would have to find
other people to operate under this structure. Even if the state allowed this, it is not
a best governance practice.

MISSION AND GOALS
Your mission statement outlines the purpose of your organization and will guide your



decisions and actions, so you need to share it with those you are planning to do
business with, be they external funders or internal employees. Your mission statement
is an expression of purpose and direction and does not contain confidential
information.

When you start a business, you will have more “to dos” than time permits. You need to
figure out what is crucial to accomplish to implement your business idea. Sharing
these goals will facilitate getting others to help you.

Key Lessons
  A sole proprietorship is the default form of company organization. You do not need

to apply to become a sole proprietorship, but you may still need to register your
business. With all other company forms, there is a state application and annual fee.

  To become a nonprofit is a three-step application process—state, IRS, state.

  Understand the governance and reporting requirements of the organization form you
select, as it can have an impact on the way you organize and your costs.

  Selecting a business organization form does not have to be forever. You can start
with a sole proprietorship or LLC and at some future time change to an S or C corp.





LIKE NO OTHER

Describing Your Products and Services

Think About It
       Does my products and services description…

  Fully and clearly define my products and services?

  Make my competitive advantage clear?

  Describe “protections” for my competitive advantage?

  Describe the customer need that is being uniquely satisfied from the purchase of my
product or service?

In this section, you provide a full description of your products and services.
While referenced here, technical specifications, drawings, photos, and sales brochures
belong in an appendix or should be available on request since they are often bulky.
Mention your channels of distribution (for example, retail, wholesale, consignment,
internet), and also include any intellectual property (IP) “protections” you have or
plan to apply for, like patents, trademarks, or copyrights. Understanding the durability
and scope of your IP protections is important to angel and venture capital funders as
they want to ensure the projected cash flows are secure.

What factors give you competitive advantages or disadvantages? Your product or
service should be unique in some way; otherwise, customers may go to your
competitors. These factors may include level of quality or service, proprietary
features that have IP protections, location, and hours of operation.

Note that lowest price is not mentioned for two reasons. First, if this is your sole
competitive advantage, it will be very easy for a competitor to undercut you. Second,
and more important, in our materialistic culture, there is a clear consumer perception



that you get what you pay for, so if your product/service is the cheapest, maybe
something is wrong with it. This buying preference is demonstrated over and over in
marketing studies; even people at a restaurant who are buying a bottle of wine but
watching their budget will most likely purchase the second-cheapest bottle.

If you are describing a service, your competitive advantage may be that you are local.
Since it is often the entrepreneur who personally performs the service and you are
marketing to a small local market rather than a national one, your business description
and marketing information should clearly indicate that is what makes your service
stand apart.

It is natural to describe products and services as they physically appear—for example,
a machine replacement part, a food item, a report, an hour of yoga instruction, and so
on. But you should also describe your product and/or service from the customer’s
perspective, including what customer needs are being fulfilled from the purchase of
your product or service as well as the benefit the customer receives from the purchase.
For example, using the four items above, you might say reducing plant downtime,
satisfying a hunger, information on which to make a business decision, and good
health.

The products and services section also contains an industry overview, including
trends, major players, and estimated industry sales.

Key Lessons
  Having some protections like patents and copyrights make your products and

services more valuable and harder for competitors to copy.

  To be successful means you are profitably taking business away from the
competition. To achieve this, you must have some unique feature that makes
purchasing from you attractive.

  In addition to describing the physical attributes of your product or service, note the
customer problem being solved or need satisfied.





GOING TO MARKET

Writing Your Marketing Plan

Think About It
       Does my marketing plan…

  Describe my potential customers?

  Have an analysis of my competition, my niche, and likely competitor reaction?

  Demonstrate that my marketing is targeted to my potential customers?

  Describe the marketing actions I will take, including time and cost involved?

  Conclude with a “believable” sales forecast and marketing budget?

For many entrepreneurs, this is the most important section and much time
is devoted to developing it. For without demand, there are no sales and there is
nothing to account for. A marketing plan has three principal sections: 1) market
analysis, 2) competitive analysis, and 3) specific marketing actions. Of all the
business plan elements, the marketing section requires the most continual updates.
Marketing campaigns come and go, and as your business needs change, the “tools” to
implement your marketing campaign will change as well.

MARKET ANALYSIS
The purpose of this section is twofold. First is figuring out how big the market is; you
need to know if there will be sufficient customers to buy your product or service so
you can generate satisfactory revenue. The second purpose is to describe your
potential or ideal customer so you will know how to reach that market when
conducting your outreach.



Can you visualize your target market—a group of potential customers who share
certain characteristics, needs, or interests? Do your customers share a common age
range, income level, gender, residence area, type of work, religion, family structure,
hobbies, diet, ethnicity, etc.? If you have a business-to-business (B2B) company, do
your potential customers have a certain size in terms of sales or staffing, order size
and frequency, payment practices, contracting formalities, etc.?

IT’S LIKE THIS: A few years ago, I sold a house. I asked several real estate
agents to write a proposal to be my agent; all came with marketing plans that
included the typical newspaper ads and open houses. Within the proposal, I asked
each realtor to describe the likely family to buy the house. One agent said a
professional couple with two to three children enrolled in the neighborhood
schools, who are looking to “move up” without changing school districts. This
agent won my business, marketed to this type of customer—and ended up describing
the exact family who bought my house.

IT’S LIKE THIS: A client planned to provide systems and billing functions for
small medical group practices. It was a good niche market, but there was a lack of
homework on how doctors make decisions on such support and if they even wanted
to outsource these efforts. The plan failed to convince banks to make a loan to buy
the software.

With today’s powerful internet search engines, there is no shortage of information to
aid in your market research. You will be surprised how much information can be
obtained with little effort.

Here are a number of sources to check out:

  Census Bureau (www.census.gov): On this site (and some of its specialty sites like
Fact Finder at http://factfinder2.census.gov and Quick Facts at
http://quickfacts.census.gov), you can get information about population counts by age,
gender, and race, and income level by street and block location. Of course, you will
need to know your business and what is important. For example, if you are starting an
internet business that is dependent on viewer subscriptions and advertising revenues,
you do not care about information to the block level. However, if you are opening a
coffee shop and know that customers usually buy coffee within a three-mile radius of
home or within two city blocks of a downtown office, then detailed block level
information is very important.

  Library of Congress “Ask a Librarian” Service (www.loc.gov/rr/askalib): This
is an excellent, free reference resource where you can ask to see specific books or get

http://www.census.gov
http://factfinder2.census.gov
http://quickfacts.census.gov
http://www.loc.gov/rr/askalib


your questions answered about a variety of business topics, such as foreign exchange
rates (which might be helpful if you are importing or exporting) or the history of a
company (which might be useful if you are planning to do business with another
company).

  Trade Associations:  There is a trade association, professional society, collectors
club, and more for just about every topic, and most have newsletters and information
about their membership. Do a Google or Yahoo search to find the websites for
associations in your industry where you can learn about licensing requirements and
number of firms (i.e., competitors) in an area. Some may also have information about
how to start a business in their field, a contact you can speak with who might share
what it is like to be in this particular business, and more.

  D&B (www.dnb.com) and Hoovers (www.hoovers.com): Use D&B and its
subsidiary Hoovers to create potential customer lists with good contact information.
You can also sign up for their subscription service to research a customer’s history
and company reports, and learn how they pay their bills.

Sometimes the best information is gained from a little in-person research:

  Competitors: Go visit a few competitors as a potential customer, and take note of
how many customers are in the store, whether they are browsing or buying, how the
store is laid out, what the quality of the merchandise and the pricing is, and all the
other aspects you think about when setting up your business. Also, travel to another
city where you will not be considered a competitor and observe the same items
mentioned above for local competitors, but also, hopefully, discuss with the owner
their lessons learned. If you are new to the industry, work for an established firm for a
while to gain industry knowledge. These firsthand views are not meant to “copy”
competitors but to use real-world examples to shape your own goals and methods.

  Libraries: Many libraries have a business section where you can find books on your
industry. Many also subscribe to ReferenceUSA (www.referenceusa.com), which
bills itself as the premier source of businesses and consumer information for reference
and research. At some libraries, this source can only be used on-site while others
allow remote access with a valid username and password.

The result of these investigations and research should be a full description of your
potential market—its size and demographics so you know if enough revenue can be
generated and so you can visualize your customer and know how to reach them. This
review and analysis can be two pages or less.

http://www.dnb.com
http://www.hoovers.com
http://www.referenceusa.com


IT’S LIKE THIS: In the Washington, DC, metro area, many entrepreneurs want to
sell to the government and think just by stating this that they have focused on the
customer. In the area, there are about 320,000 civilian government employees (in
other words, nonmilitary and non-postal service), and in total, there may be as
many as 1,300 distinct government organizations across the three branches of
federal government. It is wise to focus on just two or three agencies so you can
really understand what they are about and what their needs are, and figure out how
you can help them solve their problems. An excellent book for learning how to sell
to the federal government is Government Contracts Made Easier, by Judy Bradt.

IT’S LIKE THIS: A client wanted to open a coffee shop to cater to an ethnic group.
He wanted to copy the Starbucks concept of providing reading space and expand it
to have games. While the concept had merits, market research showed the targeted
community was not large enough to make the venture economically viable—there
would probably not be sufficient customers to more than offset the costs involved.
This is exactly why research is so important; you do not want to start a commitment
that has a low chance of success. The client is now exploring other opportunities.

COMPETITIVE ANALYSIS
A familiar refrain from start-up entrepreneurs is that they believe their business is
unique and they have no competition. Sorry, but every business has competition. After
all, all customers who might want your product or service today bought it or something
like it from a competitor yesterday. Your goal is to find out who those competitors are
so you can take the business from them.

The point of this section of your business plan is to list about five competitors and
their strengths and weaknesses. In some cases, especially with brick-and-mortar
businesses, a map of competitor locations is helpful to include in the plan, especially
if you are approaching banks for funds and want to demonstrate how far away direct
competitors are.

Listing the strengths and weaknesses of your competitors is important as it will
provide insight for the next section of the marketing plan. Typically, strengths and
weaknesses include operating hours, accessibility, pricing, return policy, marketing
budget size, reputation, delivery policy (is it provided free, at cost, or not at all?),
complementary products and services, current/outdated versions (which might also
apply to current/outdated styles), and buying quantities (which may equate to lower or
higher costs).



As part of your competitive analysis, it is important to understand what a competitor’s
reactions might be to you as a new market entrant. For example, competitors might
lower their prices, copy your products, increase their advertising budget, use attack
ads, provide free delivery or other services, and more. These actions might impact
your sales and/or your margins and should be reflected in your sales and financial
forecasts. Some entrepreneurs find it useful to summarize this competitive analysis in
a “SWOT matrix,” where SWOT stands for a competitor’s strengths, weaknesses,
opportunities, and threats.

IT’S LIKE THIS: A client produced T-shirts with religious pictures and
quotations. She planned to sell them at a local flea market on weekends. The client
did not think through what sellers of similar items would do in reaction to her
potentially taking business away from them. She found that competitors quickly
created their own supply of similar T-shirts, so her actual sales were only one-third
of what she had forecast.

Another Way to Look at Your Competition
The above competitive analysis discussion focused on finding out “who” your
competition is. You might think of this as the supply side—others providing the same
or a similar product or service. For example, if you are planning to open a coffee
shop, you need to determine where the other coffee shops are or, if you are planning a
market research consulting practice, who else provides such a service—you are
probably all members of the same professional organization.

A more interesting and insightful way of thinking about your competition is to consider
the “what,” which is the demand side. What is the potential customer looking for? The
customer might be thirsty and within one-quarter mile has options for two coffee
shops, a convenience store, a vending machine at a gas station, a public water
fountain, and more. Another customer might need transportation of raw materials to his
plant and will be thinking not only of competitor trucking firms close to yours but also
rail and plane alternatives. So when thinking about the competition, think broadly.

MARKETING ACTION PLAN APPROACH
The goal of this section is to develop marketing-related action items to implement your
business idea. In other words, what are you going to do to drive traffic to your front
door—both literally and figuratively? From the list of marketing action steps in the
“Choosing Your Action Items” section, as well as your own ideas, what are the five
marketing steps you will be undertaking? For each of the five marketing steps, note the



cost to implement (which, when totaled, becomes your marketing budget), if the items
can be completed by you alone or whether you will need assistance, and the sales
expectations (which, when added together, become the sales forecast). The marketing
budget and sales forecast developed in this chapter will be information used in the
financial forecasts discussed in Chapter 13.

Put the Marketing Action Steps in Context
As you think about which marketing actions steps to take, consider the following
strategy-planning questions:

  Where do potential customers go for information? From your market research
and analysis, you should know where your existing and potential customers go to get
information and recommendations for new products and services. This research
should be the foundation of your marketing action plan because this is where you want
to promote your products and/or services.

  Should the focus be on obtaining new customers or on gaining repeat business
from existing customers? Many businesses calculate that it is less expensive to keep
existing customers than to develop new ones. Of course, a start-up has only one
choice, but an established business has both options. In her recent book, Engagement
Marketing: How Small Business Wins in a Socially Connected World , Gail F.
Goodman, CEO of Constant Contact, a company providing tools and resources to
make marketing easy and affordable for small businesses and nonprofits, notes that for
small retailers, 90 percent of sales come from repeat customers and only 10 percent
from new customers. Of those new customers, 90 percent comes from word of mouth
and referrals from existing customers and 10 percent from new marketing efforts.
Thus, only 1 percent of small retail customers are new customers resulting from
company marketing efforts, yet this is where much of the marketing budget is spent.
Goodman suggests focusing on the 99 percent, which can be done using low-cost
techniques.

Marketing/Sales Cycle
Before you choose which marketing action steps to take, you must understand how
potential customers reach a buying decision. There are many models of the
marketing/sales cycle, sometimes called the buying or selling cycle. One that is quite
useful is from Jeanne Rossomme, founder and CEO of Roadmap Marketing
(www.roadmapmarketing.com), a marketing consulting firm.

http://www.roadmapmarketing.com


Buy Cycle

The buy cycle has six steps, which ends in obtaining a happy customer who makes
referrals. While graphically and conceptually this is a linear process, in reality,
customers and potential customers move in and out of the steps at their choosing.
Following is a description of each step:

1. Awareness: In this first step, potential customers know that your company is open
for business and you might have the products and services they are looking for, or,
more directly, that you have products and services that will satisfy a customer need.
They know this from your web-site, having heard you speak at a convention, from
advertisements, through word of mouth, and more.

2. Discovery: In this stage, the prospective customer finds out a little more about your
business, usually through content, such as your web pages, social media reviews,
literature, or from others.

3. Engagement: The potential customer takes an action that might lead to a sale. They
might visit your store, send you an email with a question, sign up for a newsletter or
notices of events/sales, and so forth. The key in this stage is that the potential customer
“gives” something to express interest (like an email address or their time via a visit to
your store).

4. Active Customer: The customer has purchased your product or service.



5. Successful Customer: The customer makes repeat purchases and, if measured via a
survey, will say they are a satisfied customer.

6. Referrals: In this final step, the customer tells others about the good experience
they had with your company and recommends your business to others. In essence, they
become your external sales team. Capture these referrals/testimonials, and get
permission to publish them in your literature and on your website.

Choosing Your Action Items
Following is a list of more than 20 typical marketing action steps grouped into seven
categories. As you select marketing action items, ensure you have a variety that focus
on customers in each of the six steps of the buy cycle. While some of the “instruments”
might be the same, the messages may be different. For example, in a direct marketing
campaign to gain awareness, you want to steer potential customers to your website,
but for active customers, you may offer a store coupon. Similarly, in a social media
campaign, you could use the following methods for customers in various stages of the
buy cycle: To promote customer awareness, provide links to your website; in the
discovery phase, target customers who are followers or fans; in the engagement phase,
get potential customers to “like” and comment on your Facebook page; and in the
referral stage, ask customers to “retweet” your messages. As you can see, saying you
will be using social media to attract customers is not sufficient. Your marketing plan
must be very detailed.

Further, each of these marketing actions has a set of economics—the cost and time to
produce vs. the rewards to be achieved. To make sure your time and money are well-
spent, you should determine in advance how you will measure the success of these
actions. If you cannot measure the cost vs. gain, maybe you should not undertake the
action. Most entrepreneurs have limited budgets, so prioritize your marketing dollars
and only use those actions that will provide the best results.

Email Marketing

  Email marketing includes direct emails to your customer base, newsletters, surveys,
and polls—all items to keep existing customers engaged. Constant Contact
(www.constantcontact.com) is one company that offers a complete suite of
inexpensive, easy-to-use templates and mechanisms for keeping in touch with your
customers. Be sure to inform your audience of the frequency of your newsletters and
other publications, make sure the content is relevant, and remind clients that they can
unsubscribe at any time.

http://www.constantcontact.com


Affiliates, Distributors, and Referring Partners

Affiliates, distributors, and referring partners include other organizations that you may
do business with on an ongoing or specifically contracted basis, such as trade
associations, venues for selling your products, other companies you partner with, and
more.

  Exhibit at expos and trade association events. There may be a cost to have a vendor
table, but if it is the right audience and there is time for the meeting participants to
visit the vendor area, it might be a great deal. Ask for 15 minutes of podium time to
promote your business, and, in trade, sponsor a coffee table. Network and network
again, capturing relevant email addresses for future contact.

  Set up a table at craft fairs, art markets, farmers markets, flea markets, and other
venues. By first being a potential customer yourself, you can get a feel for these venues
to see which attract your potential customers. As customers approach your table,
engage them in a discussion on what are they looking for, what quality and price range
they seek, what they think of this venue, and other topics. If they cannot find what they
are looking for, suggest they visit your website to see your other products, and ask if
they would be interested in receiving your announcements and other post-show
marketing follow-up.

  Use your status as a small business, woman-owned business, minority-owned
business, veteran-owned business, or disabled business owner to gain government
contracts. However, just being a member of one of these groups and registered in the
Central Contractor Registration (CCR) system is not sufficient to get business; you
still have to be an aggressive marketer. CCR is the primary vendor database for the
U.S. government. Any company wishing to do business with the federal government
under a Federal Acquisition Regulations-based contract must be registered in the CCR
and must prepare and submit representations and certifications in the Online
Representations and Certifications Application system (ORCA) before being awarded
a contract. CCR and ORCA are accessed via the System of Award Management
(SAM). Go to the SBA web-site at www.sba.gov to understand how all these systems
work and interrelate. Before attempting this route, understand the dynamics of when
you will get paid—often it is 60 days or more after submitting an invoice, with the
requirement that the invoice be almost “perfect.” For this marketing action step and all
the others relating to government contracting, networking with agencies, prime
contractors, and competitors is an important ingredient in your overall marketing plan.

  It is often difficult for a start-up to become a prime government contractor from the

http://www.sba.gov


outset, so consider being a subcontractor to a successful prime contractor. Often this is
an excellent way to launch a government contracting business. Just be sure you
understand there may be tensions with the prime contractor who “controls” the
relationship with the federal agency and may be reluctant to allow subcontractors
access to their customer. Understand the various contracting “set asides” the
government has for small businesses in general and specifically for women-, minority-
, Native American-, disabled-, and veteran-owned businesses, and use this knowledge
in your proposal.

  Another way for small businesses to do business with the federal government is
through General Services Administration (GSA) Schedules, which are usually
repetitive, non-technical procurements managed by the GSA on behalf of many
government agencies. To get on a GSA schedule takes several months with a series of
price negotiations. And once on the GSA schedule, a marketing effort is still required
to get federal agencies to contact you for doing business, and then there will be
another price negotiation.

Website

Many businesses should have a website, and it needs to be optimized for mobile
access, since today about half of all visits are via smartphone or tablet, and sales via
these instruments were $11 billion in 2011 and are expected to be $22 billion in 2012.
But before engaging a website designer, you must understand what you expect visitors
to do when they reach your website. If your website is just for visibility, with mostly
static information, then a low-cost generic approach provided by the likes of
Godaddy.com or others is probably sufficient. However, if customers need
functionality to make purchases, ask questions, or do research, or you want a blog,
then a customized website might be the ticket. Before hiring a web-site developer, get
references. Then once the design is finished, verify that your website looks
professional and reflects well on your company and the way you conduct business.

  List your company in a local information source. This used to be easy as there was
just one answer—the Yellow Pages. Now there are many popular and inexpensive
opportunities, such as Google Places (including Google reviews), Yahoo Local and
Bing Local, as well as sites like Patch.com, which combine news, weather, events,
chat rooms, and business directories. Yelp.com and other similar sites are like the
Yellow Pages with customer reviews. Foursquare is a location-based social
networking tool for mobile devices. Some local search sites cater to specific
audiences like Hispanics. Also, there are the national platforms like Craigslist and
Angie’s List. For many of these sites, it is easier and more profitable for the vendor to

http://Godaddy.com
http://Patch.com


gather what information they can about all businesses (even if it is incomplete or
wrong), then invite businesses to “claim” their listing, at which time you can edit the
information and maybe add text, pictures, videos, and other details.

Direct Mail

Direct mail is not just sales letters in business-sized envelopes; it can encompass a
variety of marketing materials, including postcards, fliers, oversized postcards with
pictures and graphics, brochures, newsletters, and coupon circulars—anything to
capture reader interest.

Press and Media

  If your customers are newspaper readers, newspaper ads might be the way to go, but
they should be considered a strategy requiring multiple occurrences—one-time ads are
usually not effective in building awareness and creditability.

  Advertise in professional journals and newsletters. There is usually a cost for this,
but from your research, you may have found that this is a target group you need to be in
front of.

  Purchase radio and TV advertising if your customers and potential customers listen
to the radio or watch television. Just make sure the ads play on the stations and at the
times of day that your customers are listening and watching.

  Nonprofits should consider PSAs (public service announcements). Many TV
stations have low or sometimes free rates for these ads at off-peak hours. The only
cost involved is the expense of producing the ad.

  Distribute fliers and post notices in local stores, churches, and bulletin boards. Does
your notice stand out, does it have the right information, and is it placed where your
potential customers go for information?

  Produce a marketing brochure. Is your document of adequate design and quality to
reflect well on your business and the way you do business? Customers do make
assumptions based on first impressions. Once you have the brochure, how are you
going to get it in front of your target customer group? These brochures can have
multiple uses— as a mailer or a leave-behind for face-to-face cold calls.

  Write an advice column about your industry/product/service. Newspapers, society
and trade association journals, and newsletters are always looking for good content,
and since it is probably free, it is a “win win.” The win for you is access to a potential



customer group and over time becoming a recognized expert where customers come to
you.

  Make presentations at trade association or membership groups. This is a good way
to be in front of potential customers and is more active than writing in the
association’s newsletter. Ask for 15 minutes of podium time, and in trade, you offer to
sponsor a free coffee and soda table during a break.

  If you have a physical location, you will want to have a sign to both direct customers
to your front door and to inform those passing by that you are there. Location as well
as visibility from many angles is important. Signage requirements are usually dictated
by local zoning and building codes and, if in shopping centers or other leased
locations, by landlord-tenant agreements.

  Write a book. It takes a while and can be expensive, but this is a great opportunity to
develop your credentials as an expert.

Social Media

Use social media in its many dimensions. Just realize it is a tool, a means to get
desired results; it is not the end. According to Brian Moran of Brian Moran &
Associates, a consulting firm that helps entrepreneurs run better companies and assists
marketers in reaching small businesses, you should use social media for lead
generation, customer service, market research, competitor analysis, networking, and
PR—and little by little, you will become the recognized expert. By knowing your
customers, you can determine which of the social media is best suited for your
business. As with all the other tactics we have discussed, go where your potential
customers are. Each of the popular social media venues— Facebook, Twitter,
LinkedIn, and Pinterest— has its own demographics in terms of user age, gender,
location, and more. Use these demographics to determine if your potential customers
use these sites. Social media might not be the best as a sole strategy for a start-up
since you need fans, friends, and followers to be on the receiving end. But it might be
a good strategy to sign up for all the major social media sites to reserve your name and
then start using a few that best meet your needs. There is much buzz around social
media—specific applications can be right for you, or they can become time consuming
and take away time and energy from other more suitable marketing tools. In other
words, adopt social media with your eyes wide open.

Internet Advertising

Word of mouth is often thought of as the best form of marketing, but it does not come



free or without effort. How does the chain get started and then maintained? What
incentives are provided to customers to make positive comments about their
experience with your company?

Who are the opinion leaders and early adopters among your targeted customer base?

  Conduct an internet or mass mailing campaign. Of course, you need an email list to
send to, and it is illegal to use email lists without the recipients’ permission. But you
can build your own list. In fact, the best email list is a natural/organic list you grow
yourself by collecting business cards and noting who visits your website. As an
interim step, you can post, with permission, in other people’s newsletters and provide
some incentive for readers to connect to your website.

  Create and maintain a blog. Do you have the time, energy, and ideas to maintain a
blog? A blog that is frequently updated and has many followers is an asset. Among
other things, it assists in search engine optimization and is a good resource for email
campaigns. But a blog that is rarely updated is a distracter because the information
may be old (like the newest post advertising a sale you held three months ago), which
reflects poorly on your business. Use “paid search” by buying keywords on Google,
Yahoo, Bing, and other search engines. Do some research on keywords that are
important to your business. Focus on words potential customers may use and not
necessarily on what you would use. For many, buying keywords will be the most
effective method, considering reach and cost, to start a marketing campaign. You can
cap your budget by the amount you are willing to pay per click and the total spending
level. Some research indicates that paid search is best for reaching about 3 percent of
all potential customers who are ready to make a purchase. Know the economics of
how much you earn from a sale and how much you will be paying for the “paid
search” to ensure the sale meets your profitability criteria.

  Give discounts for new or repeat business, either at your location, on your website,
or in conjunction with companies like Groupon, Living Social, or the many others in
this space. Just make sure you understand the economics and how much money you
will net after paying these companies and if you would have made the sale anyway
without using this enticement. Conduct reference checks with users of these daily deal
sites to ensure you will be pleased with the product and service.

Marketing using the internet is very prevalent and, for some companies, the only venue
used. To learn more about how it generally works and the terminology used, read the
guide by Orangesoda (www.orangesoda.com) called The 5 Stages of Online
Marketing.

http://www.orangesoda.com


PRICING AND PRICING PHILOSOPHY
An integral part of the marketing plan is determining your pricing philosophy. It is
framed in relation to your competition and comes before developing your price list or
menu. Pricing is an essential part of your brand strategy and company image.
Entrepreneurs often say that as a home-based sole proprietorship, they have low direct
costs and almost no overhead and, therefore, will have the lowest price. And this will
be the key way to attract customers. However, experience repeatedly demonstrates
that low price as the key product/service differentiator is a poor strategy. How many
times have you heard “you get what you pay for”? Lowest price is frequently
connected with low quality. If low pricing is your main competitive advantage and
marketing strategy, then there is only one direction to go, and that is continued lower
pricing, which, of course, leads to lower margins and probably lower cash flow.

Get to know the competition and their pricing patterns. Often this is straightforward if
prices are listed. Other times you or a friend needs to pose as a buyer and find out. Go
to a nearby city where you may not be considered a competitor and talk with similar
businesses. While investigating competitors, think about what their reaction might be
to you as a new market participant—often this reaction is lowering their prices, which
was addressed in the competitive analysis discussion in Chapter 10.

Also consider that there are several components to price—hard and soft. Hard pricing
is the sales ticket. Soft pricing are all the items surrounding the sale like multiple
payment methods, credit terms, return policy, rebates, VIP cards, delivery options,
customization, and others.

The bottom line on determining your prices is that it is more art than science. On the
low end, your prices are determined by your cost of doing business—hopefully you
are charging at least as much as your costs, and in this scenario, you will break even.
On the high end, your prices are determined by what the market will bear, and you
know this from your knowledge of competitor pricing. Sometimes there are rough
general formulas, like retail might be twice wholesale, otherwise known as a 100
percent markup. Or you might receive 50 to 65 percent of the retail price for items
sold on consignment. Whatever price you charge initially, it does not have to be that
price forever. Gas stations change their prices every day, and internet sales prices
have the ability to change every minute. So experiment and see what works.

How to Calculate Your Pricing
This is how a consulting service, which bills by the hour, might determine their prices.



From your financial information, gather: 1) the total wages of those involved in
providing the consulting service; 2) the total wages for those who support these
individuals (for example, accounting, marketing, and executive staffs—in fact, all
other staff ); 3) all employee benefits, which might be in the range of 25 to 33 percent
of payroll; and 4) all selling, general and administrative (SG&A) expenses (for
example, rent, travel, supplies, IT, and marketing). Add the total of the last three
categories, and divide that figure by the total direct wages—this results in an overhead
rate, which might be in the range of 100 to 150 percent.

Then, for each consultant, take their total wages divided by the number of hours
worked to get their hourly rate. (The standard is 2,080 hours in a year, less vacation
time; for a single consultant firm, at least 25 percent of the time will be spent
marketing, rather than consulting.) Multiply that figure by the overhead rate just
calculated, then multiply again by a desired profit margin to get the hourly billing rate.
Of course, this “bottom ups” approach on the desired rate must be compared with
what competitors are charging. In formula terms, this calculation might look like this:

1. Wages for All Consultants = $500,000 (5 @ $100,000 each)

2. A Consultant’s Hourly Wage Rate = Annual Wages $100,000

3. Total Overhead Costs =
+ Total Indirect Labor Cost
+ Payroll/Employee Benefits
+ SG&A
= $200,000 + $150,000 + $400,000 = $750,000

4. Overhead Rate =
Total Overhead Costs/Consultant Wages
= $750,000/$500,000 = 150%

If we stopped calculating at this point, we would have a billing rate of $72.12/hr.
($48.08 x 150%) for this consultant. This rate would recover his/her costs and all the
support or indirect costs and would place the company in a breakeven position.
Breakeven is better than a loss, but it is not the goal. To generate positive cash flow,
you need to add another factor representing profit:

5. Profit Margin = 20%
(see Chapter 13 for typical industry profit margins)



6. Consultant’s Billing Rate =
Wage Rate x Overhead Rate x Profit Margin
= $48.08 x 1.50 x 1.20
= $86.54

This is how a manufacturing company might determine its minimum price based on its
costs.

From your financial information, gather: 1) the direct cost for each product, which may
include production, labor, and freight; 2) the total wages for those who support the
production process (for example, accounting, quality control, procurement, and
executive staffs—in fact, all other staff ); 3) all employee benefits, which might be in
the range of 25 to 33 percent of payroll; and 4) all selling, general and administrative
(SG&A) expenses (for example, rent, travel, supplies, IT, and marketing). Add the
total of the last three categories, and divide this figure by the total direct wages—this
results in an overhead rate, which might be in the range of 100 to 150 percent. If there
is just one product being produced, then all costs are assigned to that product. If there
is more than one product, then there must be an allocation of costs. This can be based
on the relative number of units produced, or the relative value of the items being
produced, or any other factor deemed appropriate. Combine the direct costs and the
overhead costs, then divide that figure by the number of product units to get the total
cost per unit. As with the consulting business example above, add a profit factor.
Repeating the caveat, this “bottom-ups” approach on the desired rate must be
compared with what competitors are charging. For all businesses, your price should
be determined by your product’s or service’s position in the marketplace and what
others are charging for similar products and services.

Key Lessons
  Effective marketing plans are developed through research and analysis and will

change as business conditions change. Taking shortcuts to describe the market does not
help you.

  Every business has competition. After all, all customers who might want your
product or service today bought it or something like it from a competitor yesterday.

  Most customers do not progress directly from awareness of your company to buying
your product. It is therefore critical to have a “funnel” of prospects and customers at
each stage of the buy cycle. One common mistake many new businesses make is that
they get busy with their first few clients and then neglect marketing and sales. Then



they find themselves with an empty prospect list and many months of no income. A
complete marketing plan ensures that each stage of the buy cycle has tactics to attract
prospective clients and guides them to the next stage toward purchase.

  Determine the metrics—how will you measure the success of each marketing
tactic?

  Determining your product or service price is as much art as it is science. Price
should be consistent with your brand strategy, market factors, and your cost structure.
A price is not forever; you can change it until you find what works best. This
especially applies to internet businesses, which commonly use dynamic pricing.





GO WITH THE FLOW

Detailing Your Operations

Think About It
       Does my operations plan…

  Describe the flow of operations, from raw materials to finished goods, including
sourcing, quality control, R&D, and inventory management?

  Include my business location(s) and attributes that make them appropriate?

  Note required licenses and regulations, intellectual property obtained to protect my
products and services, and other legal considerations?

  Describe the personnel needed to successfully operate the business and a timeline
for their hiring?

  Describe hours of operation and other customer-facing activities?

This business plan section details how you will operate your business on
a daily basis. It ensures all the resources necessary to run a successful operation have
been considered and coordinated.

This includes such factors as location, equipment, leases, quality control, staffing, key
vendors, hours of operation, inventory management, return policy, and, especially for
internet businesses, your website strategy, privacy policy, and opt-in/out emails.
Obviously for a home-based service business, many of these factors will not apply.

Production
How and where are your products or services produced? What is self-produced and
what is purchased for resale? Explain your production techniques and costs, quality



control, customer service, inventory control, product development, portion control
(for restaurants), and so on. Are any products or raw materials imported? If so, how
do you ensure quality, how do you arrange payment, etc.?

Location
If you have a specific location in mind, then state it; if not, give a general description
of the location attributes you think are important. It is unlikely you will have a location
when you start preparing your business plan as it is not financially prudent to buy or
lease a property before you even know you have a feasible and viable business idea.
Unfortunately, it will be difficult to obtain a bank loan without a specific location
referenced, and conversely, it will be difficult to sign a lease agreement without
having the funding in hand. Often these two paths close nearly on the same day. In the
plan, include such things as the amount of space, building type, zoning, utilities,
signage, access, parking, visibility to the street, traffic counts, and so forth. Also,
include enough information about new building costs or the build-out of an existing
space so when you get to the start-up costs in the financial section, you will have a
basis to work from.

If you have a particular location in mind and it is vacant, find out who the previous
tenants were, what type of businesses they had, and why they left. If the previous
business is the same or similar to yours, have a serious conversation with yourself
about why you are different and will be successful.

What will be your business hours, and how does this fit with both staff and customer
needs?

With your knowledge of potential customers, you know how they like to shop. Do you
have a B2B business where your product or service is purchased during normal
business hours? How about a retail business—are purchases made from home, or
while commuting to and from work? How about weekend sales? Remember, an
internet-based business is 24/7.

IT’S LIKE THIS: A small chain of soup and salad restaurants in Washington, DC,
worked out the specifics of their location in order to write their operations plan.
The owners decided that the appropriate hours of operation for the location’s
demographics were from 7am to 2pm. Since they were only serving breakfast and
lunch, they determined that only one staff shift was required during these hours.

IT’S LIKE THIS: A client has a passion for designing wedding dresses, but it is
secondary to her full-time job. The solution was to create an exclusive brand



image: Her store is open only by appointment during the week and to all on the
weekends. To add to the exclusive image, her dresses and prices are at the high end
of the competitive range and she only shows her creations at the best wedding dress
expos. The part-time hours allow her to run her wedding dress business
profitability without jeopardizing her full-time job.

Legal Environment
Describe the following in this section: licensing and bonding requirements, permits,
any special regulations covering your industry or profession, zoning or building code
requirements, insurance coverage, trademarks, copyrights, and patents (pending,
existing, or purchased).

You should know the requirements for doing business in your area— what business
license, company and company name registration, and sales tax registration is
required. A good source of this information is county economic development agencies
as their purpose is to bring business to the area. For internet searches, a good search
phrase is “how to do business in XX.” It does not matter if the town is large or small
—you will be able to find this information online. For example, when you do this
search for a small town like Era, Texas, with a population of 99, you get redirected to
the website for the State of Texas on how to start a business and receive the
appropriate licenses and permits. Likewise, the rural town of Gouverneur, New York,
with a population of about 4,000, has much information to provide. Larger cities have
websites containing this information and where in their bureaucracy to go for the
appropriate permits and licenses. Keep in mind, it usually takes longer than expected
to secure all the needed licenses and permits.

IT’S LIKE THIS: A client couple wanted to start a violin and voice lessons
business, and they wanted to call it a “school.” However, in their area, state
regulations have strict standards regarding “schools” so the clients called the
business an “institute” and referred to what they did as “tutorial lessons.” Other
examples where states usually have extensive regulations are day care centers and
almost anything to do with health care.

Personnel
Describe the number of employees, type of labor (skilled, unskilled, and
professional), where and how you will find the right employees, and pay structure in
enough detail to provide a basis for the payroll cost section of the financial statements.



Also include which positions will be staffed by employees and which by contractors.
It is helpful to have a staffing timeline of when— usually tied to sales or production
activity levels—you plan (need) to bring on additional staff. Some entrepreneurs want
to be fully staffed from day one, but this is an expensive luxury—it is better to start
small and grow.

What benefits will you provide? All employers are required to provide (contribute to)
Social Security, Medicare, and federal and state unemployment insurance. The cost of
these four benefits is about 7.5 percent of payroll in 2013. To this, you will add the
cost of discretionary benefits like medical and life insurance, vacation, 401(k) or
other pension program, and so forth. Eventually you will need an employee handbook,
which is as much to protect yourself regarding the terms and conditions of employment
at your company as it is to make employees aware of these policies.

Many entrepreneurs want to start their business with independent contractors as they
think this approach is cheaper than having full-or part-time employees. But the IRS has
strict rules on what conditions of engagement meet the independent contractor
arrangement and which meet the employee arrangement. The reason the IRS is
interested is that they want to collect the payroll taxes. Because there is much
misunderstanding on this subject, it is best to get the rules directly from the source.
The following excerpt is from the IRS web-site (IRS.gov):

“As a small business owner you may hire people as independent contractors or
as employees. There are rules that will help you determine how to classify the
people you hire. This will affect how much you pay in taxes, whether you need
to withhold from your workers’ paychecks, and what tax documents you need to
file.

“Here are seven things every business owner should know about hiring people
as independent contractors versus hiring them as employees.

1. The IRS uses three characteristics to determine the relationship between businesses
and workers:

 a. Behavioral Control covers facts that show whether the business has a right to
direct or control how the work is done through instructions, training, or other means.

 b. Financial Control covers facts that show whether the business has a right to direct
or control the financial and business aspects of the worker’s job.

 c. Type of Relationship factor relates to how the workers and the business owner

http://IRS.gov


perceive their relationship.

2. If you have the right to control or direct not only what is to be done but also how it
is to be done, then your workers are most likely employees.

3. If you can direct or control only the result of the work done—and not the means and
methods of accomplishing the result—then your workers are probably independent
contractors.

4. Employers who misclassify workers as independent contractors can end up with
substantial tax bills. Additionally, they can face penalties for failing to pay
employment taxes and for failing to file required tax forms.

5. Workers can avoid higher tax bills and lost benefits if they know their proper status.

6. Both employers and workers can ask the IRS to make a determination on whether a
specific individual is an independent contractor or an employee by filing Form SS-8,
‘Determination of Worker Status for Purposes of Federal Employment Taxes and
Income Tax Withholding,’ with the IRS.

7. You can learn more about the critical determination of a worker’s status as an
independent contractor or employee at www.IRS.gov by selecting the ‘Small
Business’ link. Additional resources include IRS Publication 15-A, Employer’s
Supplemental Tax Guide ; Publication 1779, Independent Contractor or Employee;
and Publication 1976, Do You Qualify for Relief Under Section 530?  These
publications and Form SS-8 are available on the IRS website or by calling 800-TAX-
FORM.”

Inventory
Describe what kind of inventory you will keep, and whether it is raw materials,
supplies, and/or finished goods, along with the average value in stock (in other words,
what is your inventory investment), inventory turnover rate and how this compares to
industry averages, seasonal build-ups, and lead time for ordering. Often inventory is a
large component of start-up costs as you need these supplies before you can make
sales, particularly in a retail business. Inventory, especially if it is easily identified
and has a ready market, might be used as collateral against a loan used to purchase it.

Suppliers
Identify any key suppliers and relationships/agreements you have or plan to have along
with their reliability. Note if any suppliers are foreign, as well as arrangements for
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ordering, quality control, payment terms, return policy, and so on. Also, note if any
letters of credit will be required, especially for international shipments.

Credit Terms, Discounts, and Return Policies
Do you plan to sell to customers on credit, offer discounts, and allow returns? If so,
under what conditions?

Key Lessons
  Securing a business location and bank loan can be a frustrating process because the

landlord wants to see the money first and the banker wants to see the lease first. This
is a time-tested process, and each agreement closes at about the same time.

  Staffing with contractors rather than employees is not at your discretion. The
company-staff relationship determines the IRS rules that apply—the more control
exercised by the company, the more likely staff should be treated as employees rather
than contractors.

  The design of your operations should be in sync with the customer need being
fulfilled and company image.





TEAM PLAYERS

Who’s on Your Management Team?

Think About It
       Does my management team and organization (which might just be me)…

  Possess the skills and experience for this particular business?

  Include advisors and mentors?

  Include the “front line” positions of marketing and production as well as the “back
office” positions like accounting and customer service?

  Have a board of directors if I am organized as a C, S, or nonprofit corporation?

With a limited track record and usually few assets, the early success of
a small business is typically a “bet” on the entrepreneur. That makes this section very
important as it must convince readers that the bet is a sure one. In some businesses, it
takes two entrepreneurs to be successful where one is “Mr. Inside” and one is “Mr.
Outside.” For example, in restaurants, there needs to be a good chef as well as
someone to manage the dining room and external marketing. Another example is in the
temporary staffing business where one expertise is finding firms that need staffing and
the other expertise is finding, vetting, and managing individuals who wish to be
temporary staff.

Include a one-page bio on each of the key people involved, which should be written in
a style that demonstrates “been there, done that, and have the T-shirt.” You want to
demonstrate that you have the technical chops for the business as well as the
leadership skills. Where there might be experience/skills gaps, note how you have
added others to the team to provide this expertise.

These bios will help in developing the messaging about why customers should buy



from you.

A classic mismatch is the programmer who is great at writing games or apps and is
tired of his boss, so he wants to start his own company. The problem is, he may be IT
proficient, but he has had a position where he always worked on what he was told to
do, which means he did not have any leadership, marketing, finance, or other
management experience. That translates to a difficult time obtaining a bank loan, or
worse, not having the skills to run a business.

IT’S LIKE THIS: A client with a passion for a bakery-type retail store had put
together an excellent business plan. He also had a good credit score, was prepared
to personally invest more than 20 percent, and had collateral valued at 125 percent
of the requested bank loan. However, he could not demonstrate in his bio that he
had retail, food service, or related experience, and he did not have team members
with these skills, so the bank said no to the loan application. Eventually he found
sufficient funding from personal funds, family, and friends, and opened the store
successfully.

IT’S LIKE THIS: The sales team of an established catering company saw potential
in new markets that the owner would not consider, so they teamed up to start their
own company. In the business plan, they provided excellent information on target
markets, potential competitor reaction to a new company, and operating details.
Plus, the plan was clearly and persuasively presented. However, they had not made
the transition from marketers to owners who were concerned with all aspects of a
business. Also, the presentation of the financial information was subpar—there was
no mention in the executive summary of the amount of money being requested from
the bank, no earnings potential to demonstrate they could repay the loan, and no
statement of assumptions or financial statements for the three-year period. The
clients updated the business plan, and then with good information about the
business prospects, they could intelligently discuss and negotiate a lease agreement
with the landlord. However, after all this work, they found they could not afford
what was being asked by the landlord, so they walked away.

IT’S LIKE THIS: A senior marketing manager for a national company had been
interested in yoga for many years and decided to open her own yoga studio. She
thoroughly researched her target market and niche, developed detailed sales
forecasts by service and product, knew her pricing philosophy, and the competition.
In the first draft of the business plan, she included most of the financial information
in an appendix (just like a marketing person to bury the financial information). But
she later revised the plan to include a full financial section (which demonstrated



that finance is important to the owner) and developed a list of key assumptions used
to generate the financial statements. Did she successfully make the transition from
marketing executive to chief executive? Yes, she received the requested bank
funding.

This management team section is a good place for a chart—an organizational chart. Of
course, this implies several people in the company. A big mistake many start-ups make
is forming a large organization with many players for a business where the funding is
still in question. As we said before, the best plan is to start small and grow.

IT’S LIKE THIS: A client with a full-time, well-paying “day job” decided with
colleagues to build and operate an environmentally friendly car wash and hire a
brother-in-law to manage it. Often with start-ups, margins are thin, so it’s best to
operate a business alone; in addition, hiring family members is often a difficult
situation. Sure enough, after nine months, they had to let the brother-in-law go.

How you will organize and staff your business to undertake marketing and sales
should be addressed here or in the previous operations section. Will you be the chief
salesperson, will you use independent reps, and will you have a part- or full-time
person to help with social media and internet marketing?

If your company is organized as a C or S corporation or a nonprofit, you will need a
board of directors, set of bylaws, and all the other administrative and governance
procedures that come with these organization types.

If you’re structured as an LLC or sole proprietorship, you will want to surround
yourself with advisors (as you do not have a formal board of directors) who can help
in many ways. It’s a good idea to include these people in a business plan to inform the
reader that you have considered all aspects.

Either in this section or the previous one on operations, you should address how you
will handle “back office” functions, particularly accounting and bookkeeping. It is
important to communicate with potential funders that you have this critical area under
control. Often in single-person start-ups, the entrepreneur takes on this role primarily
because there is a shortage of funds to pay for help. However, most entrepreneurs start
a company because they are good at selling, building, manufacturing, writing, and
other functions, but accounting is not their strong suit. So if the entrepreneur has an
extra hour each day, it is better spent doing more of what he/she is good at and which
will bring in new customers and revenues and let someone else do the accounting.
Even if you perform the weekly transaction accounting activities, consider hiring an
accountant for your year-end financial statements and tax returns.



Sometimes you may need to find a business partner, a techie to assist with website
development, or a co-owner to enhance your skills and experience. A place to find
new team members is a website called CoFoundersLab.com, which bills itself as
“Matchmaking for Entrepreneurs.”

In summary, a business requires a team with a variety of skills and experiences to be
successful. However, the team need not be all full-time employees, and in fact, it is
typical for the start-up founder to initially be the sole, full-time employee surrounded
with this help.

Key Lessons
  Your bio should demonstrate you have the technical and leadership skills and

industry experience to be successful—that you “have been there, done that, and have
the T-shirt.”

  Every entrepreneur and small business owner should surround themselves with
advisors and mentors to assist in the many facets of knowledge and outreach needed to
operate a small business successfully.

http://CoFoundersLab.com




NUMBER SENSE

How to Prepare Your Financial Plan

Think About It
       Does my financial plan…

  Contain a list of assumptions used to prepare the financial statements?

  Include those financial statements necessary for me to project and track my business
and for a funder to evaluate my funding request?

  Incorporate information from all preceding business plan sections and is consistent
with the executive summary content?

  Provide financial statements that depict believable results?

  Describe a business that I would invest my personal funds in?

One of the final elements in your business plan is the financial statements.
While the financial plan is a very important section, it is appropriate for it to come
last, because if the executive summary is a discussion of all that is to follow, the
financial section is a recap of all that precedes it.

For many, tackling this section last is just fine because it is the one plan element that
most entrepreneurs dread. They frequently feel like they have hit a wall when it comes
to writing this section and they “blame” it for holding up their business plan. Typically
this is because they do not understand it, or they are afraid of it, or they have made it
unnecessarily difficult because they haven’t carefully completed the rest of the
business plan. Don’t let this happen to you. Read through this chapter, and get free
help from SCORE, an SBDC, a Women’s Business Center, a county economic
development center, or other resource. And, if all else fails, hire an accountant and
financial planner to assist you.



IT’S LIKE THIS: A client had developed a web-based business and said she had
hit a wall when it came to the finance section—all other sections of the plan were
completed. The resolution should have been simple: Walk through the previous
sections of the plan and pick out all the items necessary for the financial
statements. But after a discussion of revenue and the assumptions the client had
made regarding how she was going to get paid, the client admitted she had not yet
figured this out—would it be subscription, advertising, an online store, or several
other options? Once she worked through the other parts of the plan, the financial
statements went together easily.

FINANCIAL ASSUMPTIONS
Financial statements are charts with lots of numbers and few words describing what
they are all about. Therefore, it is advisable, if not mandatory, to have an introductory
page in your financial plan noting in plain English the key assumptions and how each
one was determined. If you can convince the reader about the reasonableness of the
assumptions, then the “sale” has already been made when he/ she reads the financial
statements.

Most of the assumptions in this section will come from earlier sections of the business
plan. For example, from the marketing section, you have the sales forecast and the
marketing budget. From the management team and organization section, you get the
staffing— number of people, hours worked, and pay rates. From the operations
section, you have buildings/equipment used, rentals, utilities, and other facility costs.

There are many ways of developing the assumptions, with the two principle
approaches being top down (macro) and bottom up (micro). Start with the bottom-up
approach, since this will give support for the assumptions, and then compare these
results to industry norms to see if they are realistic. It is easy to use a top-down macro
approach and say the market is $15 billion in sales and all we are looking for is 1
percent. This sounds like a small amount, so funding should be a slam-dunk, but, in
reality, you are just dreaming. Similarly, if you say we will make $150,000 in annual
sales this year, then next year we should grow by 10 percent, to $165,000, that is a
dangerous claim if there is no marketing plan to demonstrate this is achievable. So
start with the basics. List your products and services, note how much you can
produce/provide, and through the rigorous development of your marketing plan, state
how much you can reasonably expect to sell. If you are doing this business plan for
yourself, you can have several cases— most likely, pessimistic and optimistic.

To test your bottom-up forecasts with reality, there is a free web-site for looking at



profit margins by industry: www.bizstats.com. Another excellent source for checking
the reality of your financial results relative to industry information is Annual
Statement Studies: Financial Ratio Benchmarks, prepared by the Risk Management
Association. You should be able to find this material at a bank’s commercial lending
department as well as in the business research section of a public library.

In the “Financial Statements” section, you will find an example of the three primary
financial statements: profit and loss, cash flow, and balance sheet. To include numbers
in these financial statements, we start with the following set of assumptions:

Sales (from your marketing section and summarized for this example)

  $300,000 in Year 1 and $500,000 in Year 2

Cost of Goods Sold (from your operations section and summarized for this example)

  Product 1: 35 percent in Year 1 and 30 percent in Year 2

  Product 2: 55 percent in Year 1 and 50 percent in Year 2

Expenses

  In Year 1, two full-time staff and one contractor while in Year 2, three full-time
staff, increased pay for current staff, and two contractors

  Payroll taxes and benefits at 15 percent of compensation

  Leased facility with monthly rent of $4,000, increasing 4 percent each year (all per
the lease)

Operational Financing

  Inventory is equal to 1½ times one month of cost of goods sold (COGS)

  Accounts receivables equal to approximately one-half of one month of sales

  Accounts payables equal to one-half of one month of COGS

Financing

  7 year $100,000 bank loan at 7% simple interest

  $25,000 owner’s contribution

  Start-up funding of $125,000 comprised of $80,000 to purchase equipment and
building refurbishment; $15,000 for initial inventory; $18,000 for marketing,

http://www.bizstats.com


professional services and deposit; and $12,000 for cash on hand

TIMELY MATTERS
How many years should be included in the forecasts? The standard is three years of
financial statement information, with the first year by month and years two and three
by quarter. This will help you think of seasonality patterns. Sometimes banks ask for
five years of forward-looking information—and if it is required as part of a loan
application, you will submit it—but they recognize it is a pure guesswork. If you have
an existing business, then also include three years of actual historical information.
Banks and angels like to see this historical information by month to see what the cash
“burn rate” has been—how much cash you are spending a month and then compare it
to the forecast and note the changes. Also, for both existing and start-up businesses, at
a given monthly expenditure level, include how long the requested amount of
loan/equity will last and then what your funding alternatives are.

Before you can provide any forecasts—in fact, before you can even start the
accounting process—you must select a fiscal year. All businesses have a fiscal year,
and most often it is the calendar year. You should select a fiscal year that follows any
natural business cycle. For example, businesses associated with schools often adopt
the school calendar so their fiscal year ends on June 30. Businesses associated with
the federal government often adopt the federal fiscal year, ending on September 30.
Many retail businesses that do a substantial portion of their annual sales during the
December holidays and January clearance sales often adopt a late January or early
February fiscal year. Some businesses adopt a fiscal year starting on the date they
opened their business, say August 1.

If you have a start-up and have not yet selected a fiscal year and there is no compelling
reason not to have a fiscal year ending on December 31, then use the calendar year as
your fiscal year. This means that your first year will be a “short” year—from the date
you start to the calendar year end. For most, this will align your business year with the
way you file taxes on your personal IRS Form 1040, which is on a calendar-year
basis. The following year will have the full 12 months. A small business is hard
enough to “sell” when pitching for a loan or a big contract. You do not need to spend
the extra time explaining why you are using a fiscal year different than a calendar year.

Procter & Gamble and Microsoft have fiscal years ending on June 30, but they are in a
different league. Sole proprietorships and business organizations taxed as sole
proprietorships must elect a business fiscal year the same as their personal fiscal year,
which for most of us is the calendar year.



Once you have adopted a fiscal year, it is possible to change it, though you will need
to demonstrate how the change will improve financial reporting (and not tax
minimization). You will also need to file IRS Form 1128, “Application to Adopt,
Change, or Retain a Tax Year.” In some cases, there might be a fee to make this
change.

FINANCIAL STATEMENTS
The three primary financial statements are income statement, cash flow statement, and
balance sheet. In addition, a list of start-up expenditures and, in some cases, a
breakeven analysis are helpful additions.

Frequent questions from business plan writers are where do the line item names in
each of the financial statements come from, is there a standard financial statement
template for all businesses, and how much detail should be shown in the financial
statements? There is no fixed financial statement template that applies to all
businesses. The line items should be what are important for you to track business
activity to know you are headed in the right direction. Make no mistake, all
transactions will be recorded, but the line on which they are reported is somewhat up
to you. For example, is it important to list separately various types of labor
compensation or details of marketing expenditures or technology costs?

If you are using one of the accounting software products, when you open the box and
insert the disc or download the application from the vendor’s website, there will be a
series of questions about your business, and based on the vendor’s experience, they
will offer a format—in essence your chart of accounts.

On the following pages are the traditional financial statements in the order commonly
displayed in business plans for companies that have been in business for some time.
So if you have an established business, you should follow this guide, and if you have
an established nonprofit, you should follow the comparable guide for non-profits
discussed more in Chapter 15.

If you are a small start-up, then in your feasibility study and early drafts of your
business plan, start with the cash flow statement shown and discussed in the “Cash
Flow Statement” section. This should provide the most useful information early in
your business start-up. As your planning develops, in later drafts of the business plan,
add the income statement and finally the balance sheet. Two reasons to include the
balance sheet earlier: If you provide credit terms for sales, you will want to track
accounts receivable (amount customers owe you), or if you receive credit terms from



vendors, you will want to track accounts payable (amount you owe vendors), which
are two line items found on the balance sheet.

Income Statement
The income statement has many aliases and all are acceptable: income statement,
profit and loss statement, P&L, statement of income, statement of operations, statement
of operations and comprehensive income, statement of earnings, and, if you have a
nonprofit, statement of activities.

This statement shows the amount of income/earnings generated over a period of time,
whether that is a month, a quarter, or a year. It starts with revenues, which are the
amount of sales (often called the top line), then lists the costs incurred in making those
sales, and after subtracting the costs from the revenues, notes the income or earnings.
In simplest terms, the income statement starts with the money you earn by selling
products and services, so you first list products/services, number of units sold, and
price per unit achieved, which can also be written as volume times price equals
revenue. The second category contains the direct costs incurred to produce the
products sold—the supplies and the manufacturing costs if you make the product or the
purchase cost if you resell a product. These expenses are called variable costs as they
change in direct proportion to the amount produced. They are included in a section
called “cost of goods sold.” The third category on the income statement is for all other
costs; usually these are fixed costs and include such items as rent, insurance, utilities,
staff payroll, benefits, marketing, advertising, travel, use of consultants, etc.

To prepare this statement according to accounting conventions, you must decide
whether to use the cash or accrual basis of accounting. This is an appropriate subject
for accounting books, but suffice it to say that cash accounting is the way many small
businesses start as it is intuitively obvious to the non-accountant. However, it is
simplistic, does not provide the best information for managing the business, and is not
a method from which you can achieve a “clean” audit opinion, if you are in a business
or nonprofit that needs audited financial statements. Accrual accounting is the
preferred method for established businesses. If you seek funding from a bank or angel
investor, you should present your income statement using the accrual method. For
businesses that have inventory and average annual gross receipts greater than $10
million, the IRS generally requires you to use the accrual method of accounting.

IT’S LIKE THIS: A specialty food manufacturer and distributor used cash
accounting and recorded the cost of inventory and packaging when paid for, which
was once a quarter. When the company looked at its monthly financial statements,



the results were highly variable, due to its accounting methods, not operations. For
example, for two months of the quarter, gross margins were 65 percent while for the
third month, they were 5 percent. The company switched to accrual accounting so
their financial reports more appropriately matched their business operation.

Businesses organized as sole proprietorships, limited liability companies (LLCs) or
subchapter S corporations have several options on how to be taxed, but almost all
entrepreneurs elect for the company to be a “pass through.” If you recall from chapter
8, what this means is that while the company prepares a tax return to the IRS, it is for
information purposes only and no payment is provided. The owners are provided
information on their share of the financial results, and they include this information on
their personal tax return. Thus, when preparing the company income statement for one
of these three legal structures, the “bottom line” should come before federal and state
income tax as these will be paid by the owners and not the company. This applies only
to federal and state income taxes. Sales tax, payroll tax, personal property tax, real
estate tax, and other similar operational taxes are the company’s responsibility to
report and pay. If you have a C corporation, then the “bottom line” is shown after
federal and state income tax, since the C corporation is an income tax payer.

Another consideration in preparing an income statement is how to report interest
expenses from an anticipated loan. This is a business expense, but if you are preparing
financial statements as part of a loan application, you do not want to start “negotiating
with yourself.” What if you assume a five-year, $100,000 loan at 8 percent interest
and the bank is willing to provide $100,000 over seven years at 7 percent? In drafts,
prepare the income statement with the loan interest included so you know if the
company will be financially viable, since interest expense is a real cost, but in the
version provided to the bank, take it out.

Following is a typical income statement for a company organized as a C corp, since
this has the most line items (note: the two rows that show percentages will be
discussed later):



Two years are shown in this example, but for your business plan, show the number of
years required by your banker or other funder. In an appendix, show the first year by
month. If you have been in business for some time, you would typically show three
years of actual results as well.

Once your business has started, you will produce a monthly income statement. The
first column showing the line items being tracked will not change; however, the
columns of numbers will. It’s typical to show both current month and year-to-date
information and, in some cases, a comparison to last year. Of more importance is
showing actual performance compared to a budget; from this comparison and analysis,
you can judge if you are on track with your plans. Your first budget is the monthly



detail shown in the business plan. A typical income statement format could look like
this for the month of August:

Income is the most common measure of financial performance. When reading the
newspaper or hearing a radio or TV business report, it is a company’s
income/earnings that are being reported. And for publically traded companies, it will
be based on the number of common shares outstanding and become earnings per share.

In the income statement, it is common for there to be just a few lines tracking the
products and services sold and many more lines tracking the expenses incurred to
produce and sell these products and services. Some find it useful to group these
expenses by their relationship to the products and services; the key is, are the expenses
variable to the number of products or services sold or are they fixed regardless of the
sales volume? Eventually all expenses are variable as staff level or marketing
activities can always change, so consider this just over a year’s time. In the sample
income statement, the cost of producing the product is shown separately as it is
variable to the number of products sold.

The previous sample income statement, while generic to all business types, includes
categories like cost of goods sold, which is used by companies with manufacturing
and/or inventory. Following is an income statement format that might be used by a



service company, like the consulting firm used in the pricing strategy discussion in
Chapter 10. For this type of enterprise, there are few forms of revenue, but managing
people and facilities costs is important.

Cash Flow Statement
The cash flow statement has few aliases. Similar to the income statement, it is the
amount of cash flow generated by the company over a particular period of time. It
reports the cash generated from the company’s operations, investing, and financing
activities. In some ways, the cash flow statement is more inclusive than the income
statement as it includes capital expenditures for equipment and buildings that will
benefit the company for many years as well as loans and their repayments, which may



provide the financial resources to successfully operate the business.

For a small business, income is “nice” and fits with common usage, but it is cash flow
that puts food on the table. When you get into the details of computing an income
statement, you will find that the accounting conventions include some “non-cash”
events or change the timing of when cash is spent and when it is reported. So it is the
cash flow statement that should reconcile to your bank account balance.

A cash flow statement has three general categories: cash flow from operations, cash
flow from investments, and cash flow from financing. Following is a description of
each category:

  Cash flow from operations is where 95 percent of all transactions will occur and
represents the ongoing, day-to-day business activities. These are the repetitive
transactions of producing a product or service, selling it, and getting paid. This is the
cash-generating power of your business and needs to be a positive number.

  Cash flow from investments contains those few transactions where you spend
capital for the long-term improvement of the business—the business will usually
benefit from these investments several years down the road. These might be the
purchase of a building or the build-out of a store, manufacturing and IT equipment,
vehicles, etc. As investments, these are a use of cash. In the case where you sell such
items, it will be a source of cash. For a small business, many of these types of
purchases occur at start-up.

  Cash flow from financing includes loans and their repayment as well as capital
infusions from original owners and subsequent equity investors and the payment of
dividends or distributions to the owners.

At the end of the cash flow statement is a tabulation of the starting cash position, the
total cash generated during the period, and the ending cash position. The final amount
shown should be the same as what is in your business bank account.

Mentioned earlier, and again here for emphasis, bankers and angels focus on the cash
“burn rate”—how much cash is spent each month, quarter, and year? They want to see
how the amount changes over time, and most important, how long the current funding
will last. If you do not become cash flow positive with the use of the acquired funds,
then what happens? If you are a banker, you are concerned there will be need for
another loan and then there will be more liens on the business. If you are an angel
investor, you are concerned there will be another equity funding round and your
interest will be diluted. If the business is growing and gaining market traction, there



will be a need for additional financing.

Balance Sheet
The third financial statement is the balance sheet. Its primary alias is the statement of
financial position; if you have a nonprofit, this is the statement title you should use.
Unlike the income and cash flow statements, which show results over a period of time,
the balance sheet is a snapshot of the assets, liabilities, and equity of the business at a
singular point in time (i.e., on a specific date, such as the last day of the month, the last
day of the quarter, or the last day of the year).

For assets, there are two general categories. The first is called current assets, which



include items that are currently cash or can be converted into cash in the next 12
months; examples include cash, accounts receivable, and inventory. The second type is
called fixed assets; examples include equipment, vehicles, buildings, building
improvements, and land. Similarly for liabilities, obligations that are due within the
next 12 months are called current liabilities; examples include staff payroll and money
owed to vendors for recent purchases. Those with longer maturities are called long-
term liabilities, such as long-term loans. Equity is the difference between assets and
liabilities; in other words, after all the bills have been paid, any value remaining
belongs to the owners. From an investment perspective, equity is the amount the
owners have contributed to the business, plus any business value growth.

You have likely heard terms like “double-entry bookkeeping” or “the books are in
balance.” Often, these refer to total assets being equal to the sum of liabilities and
equity. From your algebra book:

Total Assets = Total Liabilities + Equities

For the equation to remain in balance, if a change is made to one side of the equal
sign, then an equal amount of change needs to be made to the other side.

In the balance sheet that follows, the assets are shown on the top and liabilities and
equity at the bottom. You can also show these side by side so it is more visually
apparent that the two sides are in balance.



Start-Up Expenditures
Start-up expenditures include all the costs incurred before you can open your door for
business, or, in the case of an ongoing business, all the costs necessary before a new
project can be launched. These costs will demonstrate much of what a loan or equity
infusion will be used for, so detail is good. Start-up costs cover pre-opening
expenditures, including marketing, legal, and accounting assistance; insurance
premiums; rent and utility deposits; website development; computer and printer
purchases; building/store purchase; improvements made to a leased or purchased
facility; equipment or vehicles purchased; and opening inventory. An internet search
using “start-up costs for XXX” will provide many resources. If funding comes from a



bank, lenders will want to know how their money is being spent to ensure all the
requested funds go into the business and not a spur-of-the-moment vacation you may
decide to take.

In early drafts of your feasibility study and business plan, you can make educated
guesses on the cost of these items. As the business plan matures, you should get
several estimates for the higher-valued items. This is for your benefit since getting
ready to open your business is usually your first experience in managing money and
you must have your eye on the cash register.

Reality rarely turns out exactly as drawn up in a plan. While there is the potential of
having “upside” surprises—meaning, you do not need as much funding as originally
thought—it is the “downside” situations you need to be prepared for. Many
entrepreneurs provide a contingency line item, either one overall amount or one for
each of the major items. The amount of the contingency is dependent on your
assessment of the risks involved. Typical contingency amounts are in the range of 5 to
20 percent.

Following is what a list of start-up expenditures might look like using the set of
assumptions from the “Financial Assumptions” section.



You should keep all the details behind these numbers for your own records and in case
the bank or investors asks for more information.

A second chart to prepare for yourself tracks cumulative cash flow. That way, you can
determine how long it will be before the business is cumulative cash flow positive.
The chart could look something like the one below. The amount shaded in gray is the
total amount of negative cash (expenditures higher than receipts) and is the minimum
amount of funding you will need to provide, either from yourself or from other sources
like a bank. The information comes directly from the monthly projected cash flow
statements and is a good way to visualize the results.



The cumulative cash flow chart represents the reality that many businesses are not
cumulatively cash flow positive for several years after start-up. There is a tension in
that entrepreneurs are reluctant to show that their business idea follows this pattern,
and thus they tend to use more robust assumptions, especially relating to sales
volumes. The danger is that these entrepreneurs will overstate early-year sales and
thus understate funding needs, with the result that they are undercapitalized from the
beginning.

On Target?
The first time you put together your business plan financial statements you will
probably not like the results. One way to assess your comfort level with the projected
financial results is to have a goal in mind—for example, you need $70,000 annual
cash flow by the third year to have sufficient funds to maintain a particular lifestyle,
pay bills, save for retirement, and so on.

If your financial statements show that you will not meet your goal, go back to your
financial assumptions page, which gathered the key information from the preceding
sections, and see what might be changed. Of course, you can change items at will and
get a result you like, but you may be fooling yourself. If you change a key assumption,
make sure there is an analysis that supports it.

As you refine your financial statement assumptions and recalculate the financial
results, make sure there is consistency between what you may be asking for in funding
and what your financial statements say you need. In our example at the beginning of



this chapter, we said we needed $100,000 from the bank and $25,000 from the
owner’s contribution. From the cash flow statement and balance sheet, we see that at
the end of Year 1, we have a cash balance of only $517 and provided no contingency.
So $125,000 in initial funding might not be quite enough.

Financial Ratios
Conventional wisdom states that at this point you should also include many financial
ratios to demonstrate an informed analysis of your business against industry
benchmarks. If your financial projections are in line with industry averages, fewer
questions are asked by funders than if your numbers are an outlier. But the number of
needed financial ratios is greatly overstated; all you need are a gross margin
percentage, a net margin percentage, and, if you have inventory, something like
inventory turns.

Gross profit percentage (alias gross margin percentage) is calculated from the
income statement and/or cash flow statement and is found by dividing revenues less
cost of sales by revenues. So for the first sample income statement shown, it is:

What this means is that for every $100 of sales, you have $58 left to cover selling,
general, and administrative expenses, plus profit. This is after subtracting the $42 to
supply the product. When compared to other industry players, this measure is an
indication of how good your manufacturing costs are or, if you purchase for resale,
your vendor prices.

Obviously, for “idea” businesses like consulting and other similar services, which do
not have a cost of goods sold section on their income statements, this ratio has no
meaning. Of course, these types of businesses have expenses, but they are usually
reported in the general expense section of the income statement. One exception might
be if contractors are employed specifically for a customer assignment.

Net margin percentage is also calculated from the income statement and/or cash
flow statement and is found by dividing net profits by revenues. So for the first sample
income statement shown, it is:

What this means is that for every $100 in sales, you have earned $10.10 after all costs.



Do you think this is a good percentage? Let’s compare it to some industry norms.
Following is a list of net margins for a representative group of publicly traded
companies, the results of which do not change much year to year. Information was
taken from the companies’ Form 10K filed with the Securities and Exchange
Commission; no adjustments have been made and results have been rounded. Notice
that companies with large federal government business have single-digit net margins.

There are two operational ratios that, if applicable to your business, might be
instructive in making comparisons with industry norms.

If you include these in your business plan, you will need to be prepared to discuss why
you are more or less than the industry. It is part of the believability testing.



Inventory turnover or inventory turns measures how much inventory you have on
hand to support a particular level of sales. Since in most cases you pay for raw
materials before collecting cash from finished product sales, the more you have in
inventory, the more of your own cash you are using. Lower inventory levels are better
as long as you do not run short. Inventory turnover measures how many times a
company’s inventory is sold and replaced over a period and is generally calculated in
a simplistic way as sales divided by average inventory. From the income statement
and balance sheets shown previously, we have:

This calculation shows that company turns over its inventory 10 times a year or almost
once a month. How does this compare to competitors? Is there a short shelf life? How
much effort is expended in frequent reordering?

Day’s sales outstanding measures how your customers pay relative to credit terms
you granted them. Since the transaction has been completed and you have incurred all
the costs necessary to make the transaction, you want to make sure your customers pay
when they agreed to pay. In essence, when a customer takes a product or service and
agrees to pay at a later date, they are giving you an IOU, which you record in your
accounting system as an account receivable. How are you doing on collecting these
IOUs? The days sales outstanding, or DSO ratio, is calculated by dividing accounts
receivable by sales and then multiplying by number of days in the period—usually a
year. From the income statement and balance sheet on pages 132 and 140, the annual
DSO is calculated like this:

On average, if you give your customers 30 days to pay, they are paying early, but if
you give them 10 days to pay, they pay late. Do you have a late payment charge to
encourage payment on due dates? The results of this ratio can vary month to month
given seasonality and level of sales. It is a good idea to measure monthly and watch
the trend. You would not include this ratio in a business plan for a start-up, since you
have no experience with customer payment terms; instead, you will assume that
customers pay on time.

IT’S LIKE THIS: A client with a banquet hall and catering business provided a
business plan, which included purchasing the venue and hosting a wide range of
events. Included on the last page were 20 ratios calculated for the business. The



client did not know what they meant or how they compared with industry norms, but
he thought they were required and felt they gave the impression he had his hands on
the issues. For a small start-up business, use just a few, if any ratios. And if you use
them, make sure you know what they mean and how they compare with industry
norms.

Break-Even Analysis
This is a powerful tool to understand what amount of sales is necessary to break even.
However, although this is a standard objective, breaking even should not be your goal.
Break-even analysis is best used as a tool to ensure that the resources needed to
produce revenue are in sync. You can do an internet search on how to calculate break-
even points. In the traditional break-even analysis, you solve for the amount of sales
required to break even. In the following “It’s Like This,” we used the desired level of
sales and worked backward to determine how many resources—people—were
required to achieve those sales.

IT’S LIKE THIS: A client’s business idea was to be in the laundry business but
own no facilities. He would collect laundry from area households, take it to a
laundry facility, and, after cleaning, return it to the household. He researched the
market, and after considering average size of washings, prices he could charge
clients, and cost the facility would charge him, he thought he could clear $6 per
load. When asked about his goals, he said that he would like to quit his current job
and replace his $75,000 salary. Doing the math, at $6 per load, this would equate
to 12,500 loads per year or 1,041 loads per month and about 47 loads per weekday.
For each one of these loads, there is a pick up and a return delivery, or about 100
stops per day, which are probably concentrated in a few hours at the beginning and
end of each day. In addition to making these stops, he would need time to take calls
and solve problems. As a one-person operation, he did not have the time to
accomplish all these tasks, and to add staff would change his basic financial results
assumption. The client decided his idea was not economically viable.

IT’S LIKE THIS: A client had a special recipe for making chocolate chip cookies
that she wanted to sell through Whole Foods. One type of chocolate chip cookies
sold for $4 per pound at Whole Foods. The client was informed that Whole Foods
operated on an average gross margin of 33 to 35 percent. This gross margin
included the cost of goods purchased from suppliers and their space rental costs.
This meant that if the client was successful in selling to Whole Foods, the price she
would receive would be closer to $2.50 per pound. The client had a personal



financial goal of earning $40,000 per year, so she would have to sell $100,000 of
cookies per year. This would mean making 40,000 pounds of cookies per year, or 20
pounds of cookies every hour, based on an eight-hour day. The client was asked to
determine if this was something she could do with her home kitchen or if she would
have to go to a commercial kitchen. A commercial kitchen would result in rental
expenses and probably some additional staffing, all of which would take away from
the client’s $40,000 annual earnings target.

IT’S LIKE THIS: A client with previous experience as a chef wanted to open a
restaurant and had looked at a location with 2,000 square feet of space and an
annual lease of $80,000. An industry rule of thumb is that, except in very prime
locations, the rental expense should normally be within the range of 6 to 10 percent
of the projected revenues. Since his location was not a prime one, the client would
have to realize an annual revenue of $1.2 million for his restaurant to be profitable,
or at least $100,000 per month. His menu projected an average customer check of
$15, and his seating capacity was 60. This meant he would need full-capacity
seating in three sittings every day of the week. This appeared to be highly
optimistic, given his location and menu. The client decided to look for alternative
locations, develop a menu that would result in a higher average check, and
consider take-out and delivery services to improve his revenues.

Financial Statement Templates
Entrepreneurs looking for financial statement templates will find hundreds using a
general internet search. As we discussed in Chapter 3, if you get counseling from a
SCORE mentor, you will likely you use the free SCORE templates. Go to
www.score.org, click on “Tools,” then “Business Planning,” then on “Business Plans
& Financial Statements Template Gallery.” Some clients choose to buy either
LivePlan or Business Plan Pro, both by Palo Alto Software at
www.paloalto.com/business_plan_software/ and use it in conjunction with the
SCORE templates.

REALITY CHECK
Once you have a set of financial statements that are consistent with all the research and
components of your business plan, take a pause and conduct a “reality check.” For
example:

  Is there any business seasonality, and is it reflected in the monthly income and cash
flow numbers?

http://www.score.org
http://www.paloalto.com/business_plan_software/


  Are your gross/net margins in the competitive range? If not, why not? What is unique
about your business?

  Are growth in number of customers and revenue supported by action plans and
consistent with industry growth rates, or is all your growth achieved by taking
business away from others?

  What are the risks to achieving your projected sales, income, and cash flow? Are
these reasonable risks? Should contingencies be included?

  Is the amount of any requested funding supported by the needs shown in the financial
statements?

IT’S LIKE THIS: A client with a convention, expo, and event planning business
prepared a business plan and stated in the executive summary they needed
$300,000 in funding and were prepared to self-invest $100,000, leaving $200,000
for a bank loan. So far so good as they were contributing 33 percent, which is more
than most banks require. However, the projected financial statements showed being
$600,000 profitable in the first year, growing to profits of $3.4 million in the fifth
year. Cash flow was far in excess of operating needs. If these projections are
correct, then the company should be the lender and not the borrower. What
typically happens is there is a great need to demonstrate a company will be
successful, so aggressive assumptions on sales units and pricing are incorporated,
such that they obliterate the need for any funding needs.

As previously stated, an excellent source for checking the reality of your financial
results relative to industry information is Annual Statement Studies: Financial Ratio
Benchmarks, prepared by the Risk Management Association. This publication is not
free, but hopefully you can find it in a business library or at an organization that
focuses on small business. The information is presented in NAICS detail. North
American Industry Classification System is the standard used by the federal
government for classifying business establishments for the purpose of collecting,
analyzing, and publishing statistical data related to the U.S. business economy. NAICS
was developed in 1997 to replace the Standard Industrial Classification (SIC)
system), so it is very granular.

As part of your reality check, you should conduct a sensitivity or stress test on your
projected financial results. You need to do this since your banker and/or angel funder
will conduct this analysis as part of their due diligence. To do this, you take the key
assumptions, individually and collectively, and calculate the financial outcomes if
lower results are obtained (for example, if sales are only 50 percent of forecast, the



big contract is six months delayed, manufacturing costs are 150 percent of the forecast,
interest rates double, etc.).

REFERENCE MATERIALS
Books and references for better understanding basic financial, accounting, and record-
keeping concepts include those noted below. Try visiting college or community
college bookstores and looking for their basic accounting texts, which you may be able
to buy used. A visit to an online bookseller like Amazon.com is also suggested.

  Accounting Demystified, by Leita A. Hart

  Accounting for Non-Accountants, by Dr. Wayne A. Label

  Essentials of Accounting, by Leslie K. Breitner and Robert N. Anthony

  Financial and Managerial Accounting, by Charles T. Horngren, Walter T.
Harrison Jr., and M. Suzanne Oliver

Key Lessons
  The financial section incorporates information from all the previous sections and

converts it to a common language—money.

  A small business, especially a start-up, should focus on cash flow and not income.

  Spell out your key assumptions in plain English.

  Determine whether to use cash or accrual accounting.

  Reality test your projected financial results.

  Make sure financial information displayed in this section is in sync with financial
information shown in all other sections, including the executive summary. The amount
of funding requested from a bank or angel investor should be supported with
information contained in the financial statements.

  Use only a few financial ratios, if any, in your business plan and make sure you
know the story they tell.

http://Amazon.com




JUST IN CASE

What You Should Include in Your Appendix

Think About It
       Does my appendix…

  Include material that is of interest and importance but is not germane to the key
message?

  Contain too much information, which makes the business plan too bulky?

Think about if you want or need to have an appendix. The case for an
appendix is it moves details to the back and thus focuses the reader on the big picture
and key messages in the individual sections. The case against an appendix is it tends to
“bulk up” the whole business plan, which may give the appearance of a document too
big to get into. There is no right or wrong answer to have or not have an appendix, but
of the hundreds of business plans I have been involved with, very few have had an
appendix.

If you have an appendix, it will be like your file cabinet. You will probably be the
only one who knows the material is in there. Regardless, the material placed in an
appendix should be as “readable” as the material in the front portion of your business
plan, and it should be well organized. Include photos, detailed resumes, brochures,
floor plans and layouts, technical drawings, patents, and any other documents that
would overly bulk up the main sections of the plan and make it difficult reading. Some
entrepreneurs include the detailed monthly financial statements in the appendix,
choosing to have only the annual information in the finance section, so they can focus
on the big picture.

Often bankers will request copies of tax returns, your personal net worth statement,
and any outstanding loan agreements. As these involve personal information, I would



not include them in the business plan but as a separate submission to the bank.



PASSION TIME

Business Planning for Nonprofits

Most of what has been discussed up to this point applies directly to
nonprofits. A common axiom is that nonprofits should be run like a for-profit business.
While this is generally true, there are some unique structural aspects of a nonprofit that
must be considered, and these should be included in your business plan. To start a
small business, you need passion. To start a nonprofit, you need a double dose of
passion. However, your passion needs to be focused for a specific purpose, or your
start-up nonprofit may get stretched too thin, especially at the outset.

You need a business plan for the start-up or expansion of a nonprofit for all the same
reasons you do for a for-profit enterprise. But additionally, you need to make the case
for your mission, explain why donors and grantors should provide funding, and seek a
qualified board of directors (sometimes called board of trustees). In fact, since a
nonprofit business plan contains more information about mission and vision, it is
commonly referred to as a strategic plan.

A THREE-STEP PROCESS
Unlike forming an LLC or other for-profit company where there is typically one
application needed to set up your legal structure, to form a nonprofit, you first apply to
a state to become a corporation under its Non-Profit Corporation Act, then you apply
to the IRS for nonprofit tax-exempt status, and finally back to the state with IRS
certification in hand to obtain state income tax-exempt donation status. As part of the
IRS filing, you will need to describe your intended activities and demonstrate why
they should be considered for nonprofit status. There are many forms of nonprofits to
apply for, from 501(c) 1 through 28, and it often takes about six months between
obtaining your state incorporation certificate and your IRS nonprofit clearance. During
this time, as you are seeking funding from donors, you are in the position of stating
your nonprofit status as pending. While there is some probability your application will



be rejected, if you have been thorough in your application, there should be a very low
chance of this happening. Thus, do not plan on spending a lot of money at the outset
since donations may be slow in arriving and some donors may want to wait until you
have the nonprofit paper in hand.

Sometimes a business has several components, and some might be for profit while
others are for nonprofit. If this is your situation, then you probably need two separate
companies—one for each part of the overall business. For example, AARP (American
Association of Retired Persons) has both a for-profit business for selling insurance
and products and a nonprofit business for being an advocate for people over 50.

MARKETING AND DEVELOPMENT
Setting up a marketing and development process that will market your efforts and
achieve funding is a must since a nonprofit, in effect, has two sets of customers. One is
the people who will be serviced by the nonprofit—your customers or clients; refer
back to Chapter 10 on how to identify, target, and reach this group. The other set of
customers is those individuals or entities who will be making contributions or
volunteering their time and/or services. Nonprofits usually call this fund-raising and
friend-raising development. In your strategic plan, there should be a separate section
under your development plan addressing how you will achieve funding levels to
support your efforts to carry out your mission. You will also need to include
information about your mission in your executive summary.

When creating the development plan, you should be mindful of the metrics used to
describe activities and success. Unlike most for-profit companies where success is
measured in monetary terms, in a nonprofit, success is achieved if you have sufficient
financial resources to carry out your mission. Most nonprofit organizations collect
much information about the “inputs,”—how many resources like staffing, purchases,
machines, and number of offices were used to achieve the results. They also collect a
good deal of information about the “outputs”—how many items were made and sold,
reports prepared, patients seen, speeches given, and so forth. But for a nonprofit, what
warms the hearts and minds of potential donors are the “outcomes.” If the nonprofit is
a medical clinic, examples of outcomes would be how many lives were saved, how
many families were kept intact, and how many days were not lost at work. Inputs and
outputs usually are gathered from the organization’s accounting system or other readily
collected data. Outcomes usually belong to the customer—the people or organizations
the nonprofit is helping—and are often only available by survey. For this reason, you
should take the opportunity and define what success means to your nonprofit before



customers, donors, the press, or others do it for you.

GOVERNANCE
As a corporation, a nonprofit must have a board of directors, board officers, and
bylaws. For help with writing your bylaws, each state has a statute often called the
“nonprofit corporation act,” which sets the minimum governance requirements, such as
the number of board members, board member eligibility, number and title of board and
management officers, meeting frequency, meeting locations, and reporting
requirements.

Board Member Best Practices
Board members need to recognize that the nonprofit belongs to the public and the
board is planning and conducting oversight of the nonprofit’s activities on behalf of
the public. In your deliberations while creating the board, you should consider the
pros and cons of having a large board with a focus on fund-raising or a smaller board
focused on governance. It is not as black and white as this wording might suggest.
With a large board, it is difficult for all to feel engaged, so what usually happens is a
powerful executive committee is created and, in effect, there is a two-tier board
structure. A smaller board is easier to manage and have each member feel engaged,
but you will need to find other mechanisms for fund-raising. It is usually the case that
board members are all volunteers who have no salary but get reimbursed for
reasonable expenses. However, if they are very supportive of the mission, they often
forgo the reimbursements.

IT’S LIKE THIS: A city symphony orchestra decided it was important that its
board be focused on fund-raising and established a 50-person board and selected
board members who had the personal or employer-supported ability to make
sizeable annual financial contributions. They found it difficult to assemble all 50
board members at once and discuss the governance, oversight responsibilities, and
activities of the board, so they formed a 10-person executive committee. At board
meetings, when an item subject to board vote was raised, it was prefaced with the
comment that the executive committee has already reviewed and approved it. The
implication to the other 40 board members was clear: Just rubber stamp the vote—
all we want is your money. For some, this was OK, but for others, it was
unacceptable as each of the 50 board members has an equal fiduciary
responsibility, so they resigned.

As mentioned previously and here again for emphasis, many states forbid paid staff



from being voting board members. Even where this is not prohibited, it is not a good
board governance practice to have paid staff as voting board members. This means the
founders who continue on as paid staff while attending and participating in board
meetings cannot vote on key items and will have the board consider their performance
evaluation, compensation, and tenure in executive session (in other words, without the
founders/officers in the room).

Form 990 Activities Report
Since a nonprofit is serving some type of public good and contributions usually qualify
for tax preference, the results of the nonprofit become part of the public record and are
available on various web-sites. Each year, using Form 990, nonprofits must report
their activities, including the salaries of key staff and the names of all donors who give
more than $5,000.

Many donors use Form 990 to find out how much of their contributions go to the
nonprofit’s programs and how much is absorbed by fund-raising efforts and
administrative costs (for example, administrative salaries). However, if you have a
very small nonprofit, you can file your Form 990 without this information (most small
tax-exempt organizations with gross receipts normally $50,000 or less qualify).

What for many years was purely a financial report, Form 990 has become a corporate
governance best practices report with yes/no questions regarding such matters as
having a whistleblower policy, sharing the Form 990 report with the board before
filing with the IRS, using an independent salary survey in determining CEO/executive
director compensation, and having a formal records retention policy.

Since on Form 990 you will be reporting the allocation of your contributions and
expenses to your programs, fund-raising efforts, and administration, you will want to
design your organization and activities to show favorable results—meaning, your
nonprofit is focused on the people you serve and not on your compensation and
benefits. You will also need an accounting system that collects and reports information
that can be placed in this format.

FINANCIAL REPORTING FOR NONPROFITS
Much of the information in the chapter on financial statements applies equally to
nonprofits; the key differences are in the structure of the financial statements. First,
what we referred to as the balance sheet becomes the statement of financial position.
In addition, since a nonprofit has no stockholders or investors, upon dissolving a



nonprofit, any remaining assets must be rolled over to another nonprofit (or local or
state government) rather than going to the founders or subsequent participants. Hence,
the stockholders’ equity section becomes the net assets section. The net assets section
has three components capturing the nature of any donations classified as
“unrestricted,” “temporarily restricted,” or “permanently restricted.”

There are several nuances in accounting rules and conventions between for-profit and
nonprofits, which your accountant can help you with. You should seek an accountant
with nonprofit experience and other nonprofit clients.

Here is a visual comparison of for-profit and nonprofit financial statements:

Since the purpose of a nonprofit is mission and not income, the bottom line of the
statement of financial position is net assets rather than income, like it is for a for-profit
company. Thus, the for-profit’s income statement becomes a statement of activities for
nonprofits.



NONPROFIT OR FOR-PROFIT?
Some entrepreneurs question if they should form a for-profit or nonprofit entity. Given
that the mission qualifies for nonprofit status and you have the passion to make a
contribution to the community, the decision comes down to two criteria.

First is how the company will generate revenues. If you are dependent on grants and
having donors make contributions that are tax deductible, then you should be a
nonprofit. However, if you are able to sell your product or service at a price that will
generate an acceptable rate of return, then you should form a for-profit company.

Second are your personal goals for creating “equity.” In a nonprofit, any cash and
assets residing in the company at the time of dissolution do not go to the founders but
must be transferred to another nonprofit or government entity, while in a for-profit
company, the assets of the company belong to the owners and owners call sell their
investments at any time.

In a nonprofit, contributions to the community are made by the company, while in a
for-profit, the company and the owners can make charitable contributions. Two widely
known examples are Warren Buffet at Berkshire Hathaway and Bill Gates at
Microsoft who started and ran very successful companies, then took their investments,
formed foundations, and made personal charitable contributions.

ONLINE RESOURCES
There is a wealth of information online for planning a nonprofit. Following are just a



few resources:

  SCORE has a nonprofit planning guide you can download for free at
www.score.org/resources/non-profit-planning-guide.

  The IRS website has a section focused on topics for nonprofits and charities:
www.irs.gov/charities/article/0,,id=206582,00.html

  BoardSource (www.boardsource.org) provides training, education, and a wealth of
information about nonprofit best practices. Two of their many books especially worth
reading are Ten Basic Responsibilities of Nonprofit Boards , by Richard T. Ingram,
and The Nonprofit Board Answer Book: A Practical Guide for Board Members and
Chief Executives, by BoardSource.

  For the blue ribbon review and analysis of nonprofit best governance practices,
refer to the American Red Cross, which after some missteps, undertook an exhaustive
review of best practices. You can view the 162-page report at
www.redcross.org/www-files/Documents/Governance/BOGGovernanceReport.pdf.

  Check out Guide Star (guidestar.org) for more information about Form 990. This
nonprofit organization gathers and publicizes information about other nonprofit
organizations.

Key Lessons
  Establishing a nonprofit is a three-step application and approval process and can

take as long as six months to complete.

  A nonprofit is a corporation with all the same governance and reporting issues as a
for-profit business, in addition to having a board of directors on which paid
employees usually cannot be voting members.

  Whether to set up your company as a nonprofit or for-profit entity depends on your
funding sources and your personal financial goals.

http://www.score.org/resources/non-profit-planning-guide
http://www.irs.gov/charities/article/0,,id=206582,00.html
http://www.boardsource.org
http://www.redcross.org/www-files/Documents/Governance/BOGGovernanceReport.pdf
http://guidestar.org




FINANCING 101

At the outset of this book, we noted a business plan is written primarily for
yourself—to help you decide whether or not to start or grow a business, to set goals
and benchmarks, and to use the process for developing a set of compelling and
consistent messages describing your business and why you will be successful.

We also noted that other important readers of your business plan are potential funders.
In this section, we discuss the two principal types of funding— debt and equity—
through a wide range of channels. Through an appreciation of how these funding
sources are structured, you may modify your business plan or its messages so it has the
best chance of being funded.

First up, we discuss obtaining a bank loan—this is debt, an obligation, and must be
paid back. Next, we discuss getting funding from angels—this is a capital infusion
(equity), and the individual or group receives their reward when they make a



profitable exit in several years’ time. Finally, we round out the section by reviewing a
wide range of other funding sources.



BANK ON IT

Obtaining a Loan

This chapter title uses the word “bank” as a reference for all the
institutions that lend money for a specified period of time and charge interest. The
lender receives his profit from interest paid, according to an agreed upon schedule
and, of course, the repayment of the principal amount borrowed. Loans can be
provided by many sources, including national, regional, and community banks, credit
unions, micro lenders, financing companies, financing arms of equipment
manufacturers, investment banks, and more. In some cases, angel investors will
provide loans as a bridge to equity funding (angels are discussed in the next chapter).
This chapter focuses primarily on commercial banks because the processes and
characteristics are similar for all lenders.

BANK LOANS
When you take out a loan, the bank becomes your “partner” with the common goal of
making the business a success. The bank’s position is mostly passive, especially if you
make all payments on time and maintain a periodic communication with your bank’s
small business loan officer on your progress.

As bank lending is the most common source of loans, the following discussion
provides a general outline of the commercial bank loan process to start-up small
businesses. Each bank has its own processes, market niches, and loan portfolio;
therefore, this is a summary of common practices and does not describe any one bank.

Set Up a Meeting With a Loan Officer
The first thing you need to do if you want a small business loan is to meet with a small
business loan officer. But before making an appointment, visit the bank’s website to
see what they say about small business lending. Making an appointment, rather than



walking in, demonstrates that you are a serious applicant and ensures the appropriate
bank officer will be present.

How do you find out who is the best person to contact and which banks to approach?
A good resource to start with is the SBA. Each SBA district office maintains a list,
often posted on their website, of all the banks in the area that participate in SBA-loan
programs as well as the number of loans and the value of the loans made each month.
While the SBA-loan programs would be a small portion of a bank’s overall loan
portfolio, it is a good representation of which area banks are interested in the small
business loan market. At the SBA, SCORE, SBDCs, and Women’s Business Centers,
there is a booklet published by the SBA called Small Business Resource, which lists
banks per area with small business loan officer contact information. Another approach
would be to go to the bank’s district office.

One approach that has been successful is to take no written materials to the first
session, but relate to the loan officer the type of business you are considering starting
or the business you are growing as well as the amount of funding you are looking for,
and then asking if the bank is interested in this opportunity and what information they
would like you to come back with. This will assist you in determining which banks
have the most interest and will help in shaping your application and targeting your
business plan.

Alternatively, call the small business loan officer at the bank(s) where you currently
have your personal and/or business accounts, because these banks know your
character, client history, and your financial behaviors, and thus they can reduce the
uncertainty, which is the primary reason for a loan decline. On this call, ask what
would be beneficial to discuss in a first face-to-face meeting and request that the bank
prepare a checklist of financial documents they require.

Only need funds for a truck or car? Consider a leasing program to get the business
started and then, after generating cash flow and building a track record, convert to a
conventional loan. A lease can be obtained from a bank, leasing company, or dealer.

If you are uncomfortable discussing financial matters and/or think it may be better to
have two people present, then bring someone else along. Bringing your accountant, for
example, demonstrates you are serious about your business.

Documents to Bring to Your Meeting
You scheduled your meeting with the loan officer. Now you need to make sure you are
prepared for the meeting by bringing the right documents with you. Following is a list



of what you should bring, which, in essence, help “prove you are worth the money”:

  Business plan, including assumptions and financial forecasts for a least three years
into the future

  Three years of financial statements (income statement, cash flow statement, and
balance sheet) prepared by your accountant and signed by you. If the statements are
prepared using the cash basis, restate using accrual accounting.

  Your business and personal tax returns for past three years, including all schedules.
Bring three years of each, if available.

  Your personal net worth statement with details of any assets that can be used as
collateral (for example, house, car, savings account), including any joint assets with
your spouse

  Written documentation of how much money you will invest in the business, the
rationale for the loan size being requested, the purposes for which the funds will be
used, and a plan/ structure for repaying the loan

  Resume outlining your experience and how it relates to the business you are seeking
a loan for

  Details of any loans outstanding

  Any accounts receivable and/or inventory, as it may provide the first level of
collateral

  A binder/folder of printouts if you used a computerized record-keeping system, like
QuickBooks, so the loan officer can see how serious you are about the business

At the Bank Loan Meeting
The big day has arrived, and you are sitting across from the loan officer. Make sure
you are dressed appropriately—first impressions are important. Act and dress the
same way you would for a job interview. Have your documents organized in an
orderly manner, and have a letter ready for the bank detailing all the materials you are
submitting, as well as how appreciative you are of their consideration.

During the meeting, you can expect the loan officer to discuss the bank’s process,
review your documents, and tell you if any information is missing. Depending on the
bank, the loan officer will have loan approval authority or will have to share the
information with colleagues on a credit committee. Loan decisions are usually not



made at this first meeting.

Criteria Considered in Granting a Loan
How does the bank decide whether to grant your loan, and what criteria do bank
officials take into consideration when determining the loan size and terms?

First, a current relationship with the bank is important. If you do not have an account,
you should agree to establish one if you are offered a loan. A bank also takes your
credit score into account. Know your credit score before going to the bank so you are
not surprised and can discuss any shortcomings. Go to www.ftc.gov to order a free
credit report.

Conceptually, banks consider themselves to be the fourth or fifth tier of financing.
They believe funding first comes from the business, the business owner, the owner’s
family and friends, investors (angels), home equity loans, and then the bank. However,
banks are sensitive to you using all your cash, so it is not necessary to have used up all
available funds from these first sources. The goal is to get an appropriate mix of
owner- and bank-supplied funding. Generally banks think that of the total funding
required, the owners and their sources should invest about 20 percent and the bank 80
percent.

The amount of collateral available is another factor. Best case is collateral equal to
the size of the loan plus 25 percent. The bank will make its own calculation of your
collateral’s value. Remember, the bank does not want to own a used house, car, truck,
or manufacturing equipment. Intangible assets, such as bank accounts and investment
holdings, may qualify as collateral. Banks will typically require a personal guarantee,
which is the business owners promise that the debt will be paid from personal assets
if the business in unable to do so.

Some banks require the business to be cash flow positive at the time of the loan, while
others require the applicant to be cash flow positive, considering all funding sources
(for example, business, spouse’s income, savings accounts). All this is meant to
provide comfort that the loan will be repaid. Most banks base decisions on current
cash flow rather than projected.

Be aware that some banks are not in the start-up market (but you would already know
this from the research you did prior to setting up a meeting, right?). They may make an
exception for national franchise operations, but in general, they are only interested in
ongoing operations with at least six to 12 months experience. Those that lend to start-
ups usually require the owner’s house as collateral. Thus, renters have a difficult time

http://www.ftc.gov


getting such loans.

Is It a Yes or a No?
Depending on the bank and loan complexity, the loan review and approval process can
take from a few days to a month. After the bank has reviewed your documents and loan
application, you will get a response, which could be yes, no, or need more
information. If the bank says yes, they will offer a loan with conditions that may be
more restrictive than you sought. If you feel the terms are too restrictive, you can
provide additional information to hopefully alleviate the bank’s concerns, try to
negotiate different terms, or if all else fails, walk away and try someplace else.
However, if this is the last stop and you need the money, then you will accept the
terms if you want your business idea to be implemented. Banks do not like to say no,
so they might say loan approval is pending SBA participation. At this point, the bank
should volunteer to go to the SBA to request a loan guarantee, but if they do not, ask.
The SBA has several programs, and the bank should suggest which one best suits the
applicant. The bank may also suggest visiting SCORE, an SBDC, a Women’s Business
Center, or other resource to obtain assistance with your business plan.

If the bank says no, you should ask the reasons and do it in a manner that is instructive
so you can learn from and improve your application. The trend in today’s current
financial markets is that if the institution you currently bank with says no to your
application, it will take visits and applications to three to five other banks before you
can get some interest, assuming you have updated your business plan with the
suggestions received from the declining bank. Also, if the bank says no, you should ask
if it works with “second look” financial institutions. These institutions are often
micro-lenders that have less strenuous requirements.

After the Loan Is Granted
Congratulations, your loan has been approved. What can you expect next?

First, be prepared to read and sign many agreements and forms. Banks will also
require periodic reporting, detailing how the business is doing and measuring any
specific factors in the loan agreement, such as profit margins or reserve balances. This
will be required quarterly or annually and includes a narrative, the financial
statements prepared by an accountant and signed by the business owner, and personal
and business tax returns.

SBA LOAN PROGRAMS



The SBA offers a range of programs, from start-up loans to expansion capital, to
facilitate small businesses securing loans from banks and other lending institutions.
The SBA itself does not make the loans, but supports, usually through guarantees, the
institutions making these loans. Following is an overview of three of the primary loan
programs as well as some common myths about SBA loans. For a full explanation of
each loan program and a complete list of SBA loans available, visit the SBA website
at www.sba.gov.

7(a) Loan Program
The 7(a) Loan Program is the SBA’s primary loan program. The SBA reduces risks to
lenders by guaranteeing major portions of loans made to small businesses. This
enables lenders to offer financing to small businesses they would not otherwise
provide. In fiscal year 2012, more than 50,000 7(a) loans were approved. The SBA
can guarantee as much as 85 percent on loans of up to $150,000 and 75 percent on
larger loans, both with maturities in the five- to 10-year range. There are several
specialized programs within the 7(a) program, and the lender should advise you on
which one best fits your needs. Depending on the size of the loan and its term, the SBA
upfront guarantee fee that is charged to the lender, but often passed on to the borrower
after disbursement, ranges from 0.25 to 3.75 percent. Collateral and personal
guarantees are usually required under the 7(a) programs.

504 Loan Program
The 504 Loan Program was designed as an economic development program
supporting business expansion and job creation. It provides long-term, fixed-rate
subordinate mortgage financing for acquisition and/or renovation of capital assets,
including land, buildings, and equipment. In fiscal year 2012, more than 3,800 loans
were approved under the 504 program. Depending on the loan purpose, the maximum
amount loaned is $5 million (for the SBA portion) with maturities in the range of 10 to
20 years.

Microloan Program
There are many definitions of what loan size is included in this category. For our
purposes, these are any loans up to $50,000, with $10,000 the typical amount. These
lenders usually have less stringent requirements than the 7(a) lenders and are used to
dealing with borrowers who have less documentation in their business plan.

In the SBA microloan program, funds are provided to specially designated

http://www.sba.gov


intermediary lenders, which are nonprofit community-based organizations with
experience in lending as well as management and technical assistance. These
intermediaries administer the microloan program for eligible borrowers and offer
loans of up to six years.

While interest rates are dependent on many factors, they range from 8 to 13 percent
and may require some type of collateral as well as the business owner’s personal
guarantee. Microloans can be used for working capital, inventory or supplies,
furniture or fixtures, and machinery or equipment but may not be used to pay existing
debts or to purchase real estate.

SBA Express Loan Program
The SBA offers banks the opportunity to provide business loans in an expedited
manner under the SBA Express Loan Program. The bank’s paperwork and
documentation requirements are reduced so they can provide a loan approval decision
with 36 hours. Loans can be for as much as $350,000 for seven years with a
negotiated interest rate, which may include a spread of as much as 4.5 to 6.5 percent
above the lending rate. However, the SBA only provides up to a 50 percent guarantee
for these loans compared with about 85 percent under the 7(a) program.

Patriot Express Loan Program
The Patriot Express Program is a pilot loan program designed for small businesses
that are 51 percent or more owned/controlled by veterans; active-duty military;
potential retirees within 24 months of separation and discharging; active-duty
members within 12 months of discharge (TAP eligible); reservists and National Guard
members; current spouses of the above, or spouses of service members or veterans
who died of a service-connected disability. Loans can be for as much as $500,000,
and interest rates are the same as for the regular 7(a) program.

SBA Loan Myths
There are several common myths about SBA loans and guarantees. Here are three of
the most common along with the reality:

1. The SBA has cash and makes grants and loans directly to applicants. This is not
true. There are grants but in only very specialized situations. Loans are made by
commercial banks and other lenders who, in turn, go to the SBA for support.
Applicants do not apply directly to the SBA.



2. SBA programs have a preference for women and minority-owned businesses.
Again, this is not true. All SBA programs are equally available to all small businesses
that qualify regardless of business size, character, and financial ability. The one
exception is the Patriot Express Loan Program (see above) that is provided to
businesses owned and controlled by veterans, service disabled veterans, reservists, or
their spouses.

3. To obtain an SBA guarantee, an applicant must have been turned down by
three lenders seeking a conventional loan. This is also false. If a bank turns down
an applicant for a conventional loan, the bank can go to the SBA if the bank thinks the
loan has merit but it does not meet its lending standards.

WILL YOU BE IN THE 10 PERCENT?
What is your banker thinking about as he or she reviews your loan application and
business plan?

On the plus side:

  There are 27 million U.S. small businesses with 5 million to 6 million new start-ups
each year. Of the total, 6 million have employees and 21 million are run by a sole
owner. In other words, starting a small business is a well-tested approach.

  These 27 million small businesses generate more than $9 trillion in revenues, have
about $2 trillion in assets, and generate more than 50 percent of the U.S. gross national
product. Therefore, there is a cash-generation capacity to pay off a loan in full and on
time.

On the negative side:

  About 30 percent of start-ups fail in the first two years and more than half fail in five
years. Of the half that are successful, about 10 percent are truly so and 40 percent are
marginally so.

  The typical reasons for small business failure are:

• Owner does not have sufficient experience in the specific business.

• Owner does not have sufficient experience managing tasks or others.

• Business is undercapitalized either at start-up or at the beginning of a growth spurt.

• Business plan sales forecast was too optimistic—turns out there is not sufficient



demand for the company’s products and services at the prices needed to generate a
profit.

Your small business loan officer has taken all this information into account and is
evaluating you and your plan to determine if you will be a successful operation over
the term of a loan or if you will fail beforehand. Therefore, your job is to provide
convincing evidence first to yourself and then to your banker that your business idea
and planning will result in your being in the elite group of 10 percent of all start-ups
that are truly successful.



HEAVENLY FINANCING

How to Attract Angel Investors

This chapter is about angel funding, not the more commonly known
source of equity financing: venture capital funding. While both may be from the same
family of equity funding sources, they are very different. Venture capital (VC) is
usually formed from a pool of venture capitalists’ own and other funds, and investment
minimums are in the $5 million to $10 million range, with a time horizon of five to 10
years and an expected return of 30 times the original investment. Angel funding is
usually from the investor’s personal funds, in the $25,000 to $1 million range, and
when grouped with other angel investors, an upper investment amount is about $2
million. The time horizon is typically three to five years with an expected return of 5
to 10 times the original investment (in other words, angel funding is significant but
smaller investments with more modest goals and less time to a successful outcome). If
your funding needs are in the $500,000 to $5 million area, that is a difficult range, so
you might consider a smaller initial investment from an angel, build some
accomplishments, and then undertake subsequent financing rounds at higher valuations.

According to the Center for Venture Research and PwC, in 2012, angels invested
$22.5 billion in more than 66,000 U.S. companies while VCs invested $28.4 billion in
about 3,750 U.S. businesses. Not only do VCs invest at different rates and amounts,
but they also have different incentives (and goals)—so much so, that it is not wise for
an entrepreneur to mention to an angel that he/she is in deep discussions with a VC.
You may think it will add to the legitimacy of your opportunity, but in reality, it is a
turn off to the angel funder.

Angels Defined
Angel funding comes from high net-worth individuals who, after doing due diligence
on an investment opportunity, invest their personal capital. Angels usually favor equity
investments, either common or preferred shares or convertible debt.



Angels operate as individuals or in groups, and if they are involved in a group, there
are many operating models. In the angel group I am involved with, the due diligence is
undertaken collectively. Each member votes to participate with their own capital, and
a majority vote is required to be a group deal. Some angels and angel groups are
passive, meaning after they invest, they wait relatively silently for their return while
other groups are quite active, wanting a very direct and visible governance of their
investment, which usually translates to a board seat.

In return for their investments, angels expect a 5 to 10 times return on their investment.
While this might sound high, there is recognition that these early-stage company
investments are risky, all will not be successful, and there is usually some ownership
dilution in subsequent financing rounds. Therefore, angel funding is more expensive
than bank loan financing, but for the start-up, pre-revenue, and other early-stage
companies, bank funding may not be available, and if it is an option, $300,000 may be
an upper limit. Especially with the more active angel groups, their membership often
consists of experienced individuals who can also provide guidance and mentoring to
their portfolio companies.

Equity financing involves selling a portion of ownership in your company. This
ownership can be in the form of common equity, preferred equity, or a convertible
security—the company gets the cash and the investor receives an ownership stake. The
angel investor becomes a part owner of your company in the agreed proportion to the
funds provided. As angels are your partner, you want to be sure to pick the right
partners.

IT’S LIKE THIS: An entrepreneur with an electronic device was at first very
pleased to secure $10 million in investment from a group of doctors and dentists.
With this level of funding, the investor group received two board seats. Throughout
the first three years of operation, the entrepreneur-CEO typically received up to
three telephone calls a day from these board members, worrying about operational
details or a competitor news item that might affect the business. This excess
attention to investors was taking valuable time away from marketing and other
important functions, and the business stagnated.

Angels are your partner and often are not passive about it. They may sit on your board
of directors and will be involved in key decisions. They are at risk just as you are—
there are no guarantees to being rewarded for their investment. When they do get
rewarded, angels are repaid in one of two ways. First by periodic dividends, but this
is rare in a new company as all funds are used to help grow the business. The second
method is by selling their shares to someone else in a subsequent financing round.



Therefore, a consideration of most angel equity investors is an exit strategy in about
five years but preferably less.

How to Secure Angel Funding
If you are considering equity funding, search for angel groups in your area; they
usually invest within a few hours’ drive of their home base. Use both Google and
Bing/Yahoo, and search on “angel funds in XXX” and “angel investor funds in XXX.”
Your lawyer and accountant should also have information on angels and angel funds
they have worked with. Go to www.angelcapitalassociation.org to find an angel group
and read the FAQs about angel investing.

Find out what industries they specialize in funding and what company stage they focus
on: start-up, pre-revenue generation, post-revenue generation, etc. Then look on their
website to find out how to submit an application. Often it consists of a two-page
summary of your business, so a good place to start is your business plan executive
summary. Some angel groups will undertake extensive due diligence at this point and
only invite in to make a presentation those companies with a wellthought-out business
plan that meets the group’s criteria.

Another approach is used by my angel group: If we are interested in your company, we
will invite you to give a 20- to 30-minute PowerPoint presentation about your
business, detailing what you are looking for and why this would be a good investment.
If you pass this screening stage, which is attended by a few members of the angel
group, you will be asked back for a presentation to the full group. If that is successful,
then extensive due diligence will start and the group will want to know everything
about you and your business (historical, current, and projected). It is often the case that
entrepreneurs seeking angel funding will make presentations to several angel groups to
see if there is any interest.

Angels have evaluation metrics for each potential investment. High on the list is
management’s experience in operating and growing a company. Again, this is as much
a bet on the entrepreneur as it is on the company. The product or service must be
strong enough to attract a steady and growing set of paying (hopefully repeat)
customers. Also high on the list is the size of the potential market and the company’s
ability to scale up to this level of operation. Therefore, it is not surprising that the
parts of the country that have the highest concentration of angel groups (Silicon Valley,
Boston, New York City, and Washington, DC) are those areas that have many IT-
related start-up companies. The fourth consideration is what valuation the owner
places on the company as this will determine the amount of control the owner will

http://www.angelcapitalassociation.org


trade for the financing and is a key driver of the ultimate return to the angel
investor(s).

Implied with the amount of return expected by angel investors and the amount of due
diligence conducted is the type of business they usually invest in. Angels look for
businesses that can become national in scope, reach a very wide audience, attain high
margins, and create some barriers to others entering the market. For 2012, angel
investments by industry deals, according to the Angel Capital Association, were
internet, 31.9 percent; health care/medical, 20.9 percent; mobile and telecom, 13.3
percent; industrial, 6 percent; consumer products and services, 5.3 percent; software,
4.5 percent; electronics, 3.8 percent; and all other, 14.3 percent.

Angels are also interested in knowing if the entrepreneurs who founded these
businesses are interested in an enlarged scope of operation and if they are willing to
take the personal and financial risk to obtain these goals. So if you have a successful
local establishment, plan to expand just within your county or parish, are generally
happy with the current level of earnings/cash flow and the lifestyle it affords you, then
angel or VC funding is probably not for you.

Angel groups usually have limited resources for considering and reviewing requests
for funding and are usually highly selective since they have limits to their funding
capabilities. For instance, the angel group I am part of sees approximately 200
proposals a year and typically invests in four to six. With these odds, it behooves the
entrepreneur to find someone he/she knows or someone who knows someone in the
angel group to make a personal recommendation—the classic networking approach.
Companies recommended by members within an angel group could receive more
attention. Entrepreneurs should also do their homework and know the angel or angel
group’s identity, membership, and their backgrounds before making a face-to-face
presentation. Often this information is on the angel group’s website.

If you are not successful in obtaining funding from an angel group, it is possible that
members of the group might invest individually and separate from the group if they
like your product or service idea, economic potential, and your management
experience.

Key Lessons
  Know your audience by recognizing the difference between angel investors and

venture capitalists and, within angel groups, what the individual or group is focused
on and looking for.



  To receive angel funding, you will have to organize your company as a corporation
because angels are interested in equity or equity-related investments.

  Angel funding is not for every type of business or entrepreneur.

  By using equity funding, you will be trading partial ownership in your company for
investment funds.





FINANCING ROUNDUP

Beyond Banks and Angels

In this chapter,  we discuss seven additional sources of financing. These may
be sufficient to fund your business idea implementation, or they can be used in
conjunction with traditional bank and angel funding sources. Not explicitly mentioned
is credit card financing, which you can implement at any time through your existing
relationships.

Crowdfunding
Crowdfunding describes the network and pooled money available, usually via the
internet, to support entrepreneurial efforts. Crowdfunding occurs for a variety of
purposes, including disaster relief, citizen journalism, artists seeking support from
fans, political campaigns, funding a start-up company or movie, creating free software,
scientific research, and more.

Crowdfunding comes in two types. The first is a donation or reward approach in
which the donor gets either nothing in return or gets a giveaway or a promise of an
eventual reward or benefit (for example, product being made, tickets to the show,
etc.). The second type of crowdfunding relates to investments whereby the
entrepreneur can raise up to $1 million in a 12-month period by posting a business
plan and equity term sheet (plus audited financial statements if seeking more than
$500,000) on an approved website. Accredited investors can invest any amount, but
unaccredited investors are limited to between $2,000 and $100,000 in a 12-month
period. This investing approach is a provision of the U.S. JOBS Act, which allows for
a wider pool of smaller investors with fewer restrictions.

There is a downside to crowdfunding—the protection of intellectual property rights,
since once posted, your idea is ripe for being copied or stolen. Thus this type of
funding is likely to be better for companies whose competitive advantage is secured



by trade secrets or strong patents, not businesses whose success depends on being first
to market with an easily copied process or service. But this form of lending is
available now, and there are estimated to be more than 125 crowdfunding sites in the
United States, which an internet search can help you find.

Kickstarter (www.kickstarter.com) was one of the first crowdfunding sites, and its
approach is to facilitate the gathering of monetary resources from the general public, a
model which avoids the traditional investment avenues. People apply to Kickstarter in
order to have a project posted on the site, and Kickstarter provides guidelines on what
types of projects will be accepted. Project owners choose a deadline and a target
minimum of funds to raise. If the target is not reached by the deadline, no funds are
collected. Money pledged by donors is collected using Amazon Payments
(https://payments.amazon.com/sdui/sdui/index.htm).

Kickstarter takes 5 percent of the funds raised; Amazon charges an additional 3 to 5
percent. Thus, the entrepreneur will receive about 91 percent of the funds raised.
Unlike many venues for fund-raising or investment, Kickstarter claims no ownership
over the projects and the work they produce. However, projects launched on the site
are permanently archived and accessible to the public. After funding is completed,
projects and uploaded media cannot be edited or removed from the site.

There is no guarantee that people who post projects on Kickstarter will deliver on
their projects or use the money to implement them, or that the completed projects will
meet backers’ expectations. In fact, Kickstarter has been accused of providing little
quality control. Kickstarter advises sponsors to use their own judgment in supporting a
project. They also warn project leaders that they could be liable for legal damages
from sponsors for failure to deliver on promises. For example, in May 2011, a film
student raised $1,726 to make a film but plagiarized another film instead. The student
publicly apologized, and the issue has since been settled. Projects can also fail even
after funds have been successfully raised, when creators underestimate the total costs
required or the technical difficulties to be overcome.

Is your start-up prime for crowdfunding? A July 2012 article by AJ Kumar for the
Young Entrepreneur Council (http://venturebeat.com/2012/07/28/5-reasons-your-
startup-isnt-ready-for-crowdfunding) listed five reasons your start-up may not be
ready for crowdfunding: 1) You can’t offer a discrete product (usually a tangible
consumer product), 2) you haven’t thoroughly defined your distribution channels (this
includes packaging and shipping), 3) your prototypes aren’t effective (need a close-to-
market product rather than one in testing), 4) you can’t commit time to customer
service (crowdfunding brings many small customers/investors who need attention),

http://www.kickstarter.com
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and 5) you aren’t prepared for overfunding (what will you do with more funds than
originally targeted—just putting the money in the bank is not acceptable to investors).

Crowdfunding seems to work best when there is a tangible product that investors hope
to receive in the future. Idea businesses and charities are much more difficult
undertakings.

Funding From Family and Friends
While buried here in Chapter 18, self-funding augmented with funds from family and
friends are the first sources of financing. Sometimes just to get started you need to
raise funds beyond what you personally can contribute. And often it is necessary to
have some “proof of concept” or initial operation before you can approach a bank for
debt funding or angels for equity funding. So entrepreneurs turn to family, friends, and
acquaintances who believe in the entrepreneur and/or the business idea.

While bank and angel funding is quite formal with much documentation, funding from
family and friends tends to be informal. How much information about your business
idea to share is always an issue. Usually a very simple business plan is the mechanism
for transferring this knowledge. Because of the informality, there is often
misunderstanding about what the “deal” is and it is often difficult to have an in-depth
conversation. For example, Uncle Fred gives you $25,000, which he thinks is a loan,
but you think it is an equity contribution. It is strongly recommended that you have a
one-page document signed by both parties describing the nature of the funding and
expectations. Especially if it is a loan, both parties need documentation on the interest
rate and repayment terms, because the business will take a tax deduction for the
interest expense and Uncle Fred will have interest income on which he will need to
pay taxes. The IRS sets minimum interest rates that can be used in these situations.

If the funding is considered equity, how many shares or what percentage of the
business does Uncle Fred now own and how can he monetize his investment at some
point in the future? While it will seem like a lot of paperwork and difficult discussions
to have, setting the documentation up front may save relationships with family and
friends down the road.

Asheesh Advani has written several books on this subject, which can be found at
online booksellers like Amazon.com, including Business Loans From Family and
Friends: How to Ask, Make It Legal & Make It Work and Investors in Your
Backyard: How to Raise Business Capital From the People You Know.

http://Amazon.com


Home Equity Loans
If you who own a house or other property in which there is equity, you can draw down
on this equity via a home equity loan. In essence, you will be transferring equity from
your personal account to your business account. Some are reluctant to make this
transfer, wishing to keep their business affairs separate from their personal funds,
especially with the high failure rate of start-up businesses. It becomes a question of
how much money is needed and how many alternative funding sources are available.
As a cautionary note, regardless of what happens to the business, if you take a home
equity loan, you have the obligation to repay it or risk losing your home.

Working Capital Asset Financing
For companies in business that have inventory and accounts receivable, these are
potential sources of short-term financing through intermediaries called factors. These
groups purchase your accounts receivables and then handle the collection. They
provide funding up front—usually 80 to 90 percent of the A/R value—and the rest
(less the factor’s commission fee) when the A/R are collected. The higher quality the
A/R, the better terms you will achieve. To find factors, contact the International
Factoring Association at www.factoring.org.

Using 401(k) and Other Pension/Saving Plans
If you go to a franchise expo, you will most surely see a few booths staffed with
salespeople happy to share with you how to use your 401(k) or other pension/savings
plan balances to fund your franchise or business start-up. Their argument is that these
might be the only funds available; these are funds you created to be used at a
subsequent time and if you are truly supportive and confident of your own ideas, why
not use your funds? There may be some truth to this sale pitch, but think carefully about
using these saved funds for an idea that may not work. If the business is not successful,
what funds do you have for your retirement years—how can these retirement funds be
replaced?

Leasing
You may reduce your up-front funding requirement by leasing rather than purchasing
space for your business. Instead of buying a building, equipment, or vehicle, consider
leasing, and, when you have sufficient cash flow, converting the lease to a purchase.
While total costs under a lease might be more expensive, up front the monthly

http://www.factoring.org


expenditures are less than the total purchase price, providing some cash flow
flexibility. Often equipment/vehicle companies will have a leasing facility and
franchisors will have a lender they refer potential franchisees to.

A lease negotiation has many of the same attributes as a bank loan and thus should not
be viewed as a shortcut or reason not to prepare a business plan. The lessor will want
to know how you will use the piece of equipment, how you will generate the funds to
pay the monthly lease payments and maintain the equipment in reasonable working
condition, how the business will generate sufficient funds to eventually buy the
equipment, what your personal credit score is, whether a personal guarantee for the
lease payments will be required, and what type of collateral you have beyond the
piece of equipment.

Contract or Purchase Order Financing
Sometimes you can borrow against a purchase order. The firmer the order and the
more creditworthy the customer, the better deal you can negotiate with the lender.
While this approach sounds good on paper, it is not a common financing vehicle. Even
when the customer is the U.S. government, there remains questions of your ability to
service the contract, the customer’s ability to cancel the contract, and, in some cases,
the customer’s slow payment record.

Key Lessons
  There are many funding sources other than banks and angels.

  All funding opportunities should have agreements to document the terms and
conditions; it is good practice even if not required.

  Evaluate the benefits and risks of transferring funds from personal
savings/retirement and home equity accounts to your business accounts.





CONCLUSION

Are We There Yet?

Yes, we have come to the end  of talking about a business plan—its
contents, style, and uses. Hopefully, you have been an active reader and have prepared
each chapter’s “Your Turn” section. Congratulations! Now transfer all these specifics
into a single document and draft your executive summary, remembering to clearly state
what business you are in, what customer need or problem you are solving, how your
solution is different than the competition, the strength of your management team, why
you will be successful, and the amount of any funding being requested. Remember, the
executive summary is being written with a particular reader in mind. When you have
finished this draft, compare it with the good practice checklists in Section I.

Although we have reached the end of the book, the journey for you is just beginning.
Now that you have a business plan, you need to use it—take it to a banker or angel for
funding, implement the marketing action plan steps detailed in Chapter 10, establish
your legal form of organization, set up your accounting and record-keeping system, and
take care of all the other details you spent time thinking about and planning for. As you
will have several versions of your business plan—updates as you receive feedback
and different styles for different readers—keep track of what you send to whom by
giving each a version number either on the cover page or in a header on each page.

Once your business is up and running and gaining customers, making sales and
generating cash flow, it is important to set year-ahead goals and key performance
factors. Convert your business plan financial projections to a monthly financial report
with a budget and monthly actual results comparison as noted in Chapter 13.

As stated at the outset of this guide, a business plan becomes dated soon after it is
completed, so I suggest that after a year’s experience, it is time to update, as opposed
to rewrite, your plan to incorporate what you have learned.

Having been through the business planning process, you are poised for success—now



go put in place what you have planned.



GLOSSARY

Accredited Investor: Within securities law, companies may sell shares to
accredited investors without registering those shares with the Securities and Exchange
Commission. There are eight criteria for qualifying as an accredited investor. The two
of most interest are: 1) a person with a net worth exceeding $1 million but not
including principal residence and 2) a person with an annual income of more than
$200,000 in each of the two most recent years, $300,000 if jointly with spouse and
with a reasonable expectation that that will occur again in the current year.

Accounts Payable: Money that a company owes to vendors for products and
services purchased on credit. Most usually the time to pay is less than a year and thus
accounts payable is included on the balance sheet in the current liabilities section for
those companies using accrual accounting.

Accounts Receivable: Money that a customer owes to the company for
products and services sold on credit. Most usually the time to pay is less than a year
and thus accounts receivable is included on the balance sheet in the current assets
section for those companies using accrual accounting.

Accrual Basis Accounting:  Accounting method that recognizes and
reports revenues when earned (when the work is done and title and/or possession is
transferred to customer) and expenses when incurred (even if the item is not yet paid
for). See cash basis accounting for the other accounting method.

Angel Investor: An individual, alone or in a group, who provides capital to
start-ups or early-stage companies. Angels are usually accredited investors and may
have a personal stake in the success of the venture. These investments are
characterized by high levels of risk and a compensating, potentially large return on the
investment. Investments are usually local to the investor and in the range of $50,000 to
$2 million.

Balance Sheet: One of three principal financial statements (see income
statement and cash flow statement for the other two) that shows at a single point in
time the company’s financial condition by listing its assets (what is owned), liabilities
(what is owed), and net worth (the difference between owned and owing).

Break-Even Analysis:  A calculation of the approximate sales volume, or



other operating metric, required to just cover costs, with less volume generating a loss
and more volume generating a profit. Break-even analysis focuses on the relationship
of revenues with fixed and variable costs.

Budget: A forecast, usually one year’s worth, of the company’s income (details
revenue and expense) or cash flow (details the sources and uses of cash).

Burn Rate: See Run Rate.

C Corp: A legal company formation that completely separates the company from
its owners. A C corporation is considered a person and pays taxes directly to the IRS
and states in which it operates. A C corporation can include “Inc.” in the company
name.

Cash Basis Accounting: An accounting method that recognizes and reports
revenues when the customer payment is received (independent of when the customer
took possession of the product or service) and expenses when paid. When the cash
moves, the business event is recognized.

Cash Flow Statement: One of three principal financial statements (see
income statement and balance sheet for the other two) that shows for a given period
of time the sources and uses of cash and the net amount generated or withdrawn in the
period.

COGS: Cost of goods sold.

Debt: An amount owed for funds borrowed that implies intent to pay back the
amount, with the possibility of interest, according to an agreed upon schedule.

Due Diligence: The investigation into the details of a potential investment, such
as an examination of operations, management, financial projections, and the
verification of material facts to ensure a complete understanding of the company.

Entrepreneur: A person who starts and/or operates a business.

Equity: 1) Ownership interest in a corporation in the form of common or preferred
stock, or 2) balance sheet entry that equates to total assets minus total liabilities and
sometimes is also called net worth.



Financial Ratios: Numeric calculations based on the company’s financial
statement information that helps business owners’ judge their performance in many
different categories.

Income Statement: One of three principal financial statements (see cash flow
statement and balance sheet for the other two) that shows for a given period of time
the revenues earned and expenses incurred to generate the revenue with the resultant
net income or loss.

Leverage (alias Leverage Ratio, Debt to Equity
Ratio):Amount of company debt divided by amount of company equity. A ratio
often used by bankers to determine maximum loan size; 3:1 is a common benchmark.
For example, if you have $100,000 invested in your company, the maximum loan
obtainable might be $300,000.

Liquidity (alias Debt Service Coverage Ratio, Debt
Coverage Ratio): Amount of cash available to pay loan principal and interest.
Calculate by dividing annual cash flow after all expenses by annual loan principal and
interest. Bankers use this along with leverage to determine maximum loan amounts;
1.2+ is a common benchmark. A ratio of 1 means there is sufficient cash to pay these
amounts; a business that is cash flow negative would not meet this benchmark.

LLC (Limited Liability Company): A legal formation in which the
owners receive the liability protection of a C or S corporation without having to
conform with all the governance administrative provisions of the C corporation or the
ownership restrictions of the S corporation.

Nonprofit: A corporation formed for usually educational or charitable reasons
from which the owners do not benefit financially and for which a donor contribution is
often tax deductible.

Run Rate: The amount of cash used typically in a month’s time.

S Corp: A legal form of corporation with ownership limitations specified by the
IRS that enjoys the benefits of incorporation but is taxed as a partnership. It is
sometimes called a subchapter S corporation.



SBA (Small Business Administration):  Federal government agency
with the responsibility to aid, counsel, assist, and protect the interests of small
business concerns; to preserve free competitive enterprise; and to maintain and
strengthen the overall economy of our nation.

SBDC (Small Business Development Center): Centers that
provide a wide array of technical assistance and free, oneon-one counseling to small
businesses. Organized by state, SBDCs have full-time staffs and are funded by the
SBA, with matching funds from local host institutions, often colleges or universities.

SCORE: A nonprofit association dedicated to helping small businesses get off the
ground, grow, and achieve their goals through education and mentorship. SCORE had
a network of 340 chapter offices throughout the country staffed by about 12,000
volunteers.

Small Business: A business that fits the definition provided by the SBA, which
sizes companies by the amount of their revenues and/or number of employees. See
www.sba.gov/content/what-sbas-definition-small-business-concern.

Sole Proprietorship: The default form of company organization. If you have
not applied for any other business form (for example, LLC, C or S corporation), then
you have a sole proprietorship. In this business structure, the individual and company
are considered a single entity.

Strategic Plan: Document and process for determining a company’s long-term
goals and the best approach for achieving those goals.

Term Sheet: A document containing the major terms and conditions under which
an investment is being made. Once agreed to by the company and investor, legal
agreements are prepared with all the details. Typical terms in an angel equity
investment include size of offering, minimum amount needed to close, expected
closing date, valuation, price per share, liquidation preferences, anti-dilution
provisions, voting rights, board participation, and much more.

Value Proposition: A statement that summarizes why a consumer should buy
a product or use a service that helps convince a potential consumer that one particular
product or service will add more value or solve a problem better than other similar
offerings. From the customer’s perspective, you are answering “what’s in it for me”

http://www.sba.gov/content/what-sbas-definition-small-business-concern


with your value proposition.

Venture Capital Fund:  Monies invested in start-up firms and existing
small businesses seeking exceptional growth potential, with managerial and technical
expertise provided to the companies. Investments are usually $5 million or more.
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