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1. Working Method
1.1. Financial estimates and estimates of rights
Before you invest time in business planning, you should orient yourself whether the idea has a future on the market at all. Make some rough estimates, and move on with the development of the idea if the estimates do not look too good. If the financial part looks reasonable, what you need to do next is to investigate whether you are infringing others’ rights, or if the idea can be patented, or if you can add an essential new quality to already existing patents. 

Then take a closer look on whatever competitors you find out there. And don’t let yourself be intimidated: competitors are great buyers of small companies, and they may be your key to a future personal fortune. Quite many start-ups were founded by skilled entrepreneurs to develop into acquisition baits for specific big companies. On the other hand: no competitors is a sign of danger: no competitors usually indicate that there is no market. Here it is time to remember, that the pioneers die while the settlers take the claims. Don’t be the one who has to invest his life and fortune in breaking new ground.

So slot into the lot and be good at something. And stubborn and persistent too.

1.2. The pain versus the product
Never waste your time if there is no obvious demand or pain out there. Also try to locate your business in expanding markets. Then, when the development of the idea and the preliminary analyses are finished, you will need to write a product description which your future customers will be able to understand, since you need their testimonials early on. The ideal product description is a popular description which is both interesting and clear, and which clearly emphasizes the advantages that the customer gains by buying the product. What values are created? How do they look like when compared to the necessary investments in your product? 

1.3. The market analysis
Now you need to get started on gathering and processing information on the market.

Michael Porter’s five forces offer a good and systematically approach to achieving an insight in a highly complex battleground, and Google provides the intelligence. 

1.4. Marketing and distribution
On the basis of your new knowledge about the future market, you need to explain how you are going to reach your customers. A description of the distributors in your line of industry combined with some common sense and well-argued solutions are the most important ingredients when you need to formulate a solution as to how you are going to put your product in a favourable position on the market without the competitors attacking you.

1.5. Development and production
Plan the product development and the production. The projects must bring your idea from the desk to the gates of the production facilities. The plans should contain goals, activity descriptions, time schedules, and budgets. You should also point out important sub-suppliers, who can be involved in the production.

1.6. Selection of corporate form
You are now able to describe your product, you know your market, and you know what it will cost you in activities, time, and money to realize the product and put it on the market. You are able to assess the fiscal consequences, and you have assessed the risks which are connected to the sale of the products.

Thereby, you have the basis for deciding what corporate form you should select, and when to change from one form to the next. Make a sound decision and state it together with the grounds in the business plan.

1.7. Finances
All the activities and part of the costs and investments of the business have been described. Next you need to draw up an overall financial survey of the startup phase, which includes a cash budget for the first couple of years as well as a profit and loss budget, and a balance budget for the first 3 - 5 years. The cash budget shows how much capital is required to get started.

1.8. Compile the business plan
Now you have gathered and processed the information which you need in order to produce a finished business plan. You start by compiling the sections, so that the content is consistent and without contradictions. Then you write the x-summary. Finally, you generate a table of contents and produce a nice print-out and a PDF file. 

- et voilá - the business plan is finished -
.

2. The Structure of the Business Plan
2.1. The executive summary
The single most important section. Apply the 5P principle: Pain, People, Perspective, Platform and Process. Start with a very short lead-in.

2.2. The conclusion
You may add the main key figures and conclusions in a section in order to avoid plastering the X-summary with numbers. The summary and the conclusion together should not be of more than one or two pages, at the most.

2.3. The background
The history of the initiative is outlined. It is especially interesting to hear about the technological development and the market trends, which have lead to this business opportunity. Furthermore, the initiators and their professional background can be presented in some more detail.

2.4. The table of contents
The table of contents is an important part of the business plan, primarily because the reader uses it to get a quick overview of the content and structure – checking that all essentials are covered. Structure the table in two to three levels and if necessary, add a table of appendixes and a bibliography.

2.5. The goals of the business
The goals of the business must be formulated in short, precise, easy to understand terms, and with coherence. If it fulfils these hard requirements, it forms a good basis for building up a well-functioning business. It is the management’s practical and ideological platform in that a good manager establishes an enthusiastic team by defining clear goals to his employees and incentivising them based on the fulfilment of these goals.

At the same time, the goals are a definition of the company mission which can help outsiders understand what kind of business it is.

Before you start formulating the goals, you need to see your future business in your mind’s eye. Forget all the beautiful visions about a small business with only a few employees. Such a business is not very interesting to others, and its power of resistance against changes in the external environment is normally poor. Instead, you should go for a size which is only limited by market potentials, capital, and your own and your partners’ personal abilities.

Classic goals determine that the business must

-
develop, produce and sell XXX within--- and in doing that, create values for the customers, the shareholders and the employees.
-
establish and maintain a position as a market leader on the domestic market on the basis of its special competence within---.

-
expand by increasing its market share, and by introducing its product on new geographical markets.

-
develop new products for existing customers, first at home then abroad (survival in the long run).

-
develop existing and new products for new customers, or new uses (expansion in the long run).

The order reflects the priority.

Often, the goals are accompanied by an operative part, which quantify, delineates, and describes the results, which are the prerequisites for reaching the overall goals. For example, the product and the geographical markets are specified. You state the desired sales figures, the turnover goals, the earnings goals, etc. In practice, the operative part of the goals is a synthesis of a number of problems which are dealt with later in the business plan.

After all the fancy words about goals, it must be established that in most cases the purpose of the activities of the business in the startup phase is to demonstrate to investors, important clients, or people who are interested in buying the business that the product can be sold at a profit, and that you are capable of managing the store. Thereby you have established a trustworthiness which is a prerequisite for raising the capital necessary for a distinctive expansion and an international sale.

2.6. Selection of corporate form
Select the corporate form which is best suited for the present project, and present your arguments for your choice in the business plan. Avoid complicated and unmanageable corporate constructions and go with the simple construction. The subject has been discussed in detail in the textbook
2.7. The organization
Divide the business into functions: sales + marketing, production, development, finances, etc. If you are able to appoint named persons as your future function managers, it is a good thing because then authority and responsibility is divided from the beginning. This will increase the readiness when the business is about to expand, and it does make a good impression on the investor, who will compare the names with the career descriptions from the background orientation. 

2.8. Business management
It is very important to establish a competent management from the beginning, who reports to an interdisciplinary and carefully manned board. 

In the section on management in the business plan, you should briefly state:

-
how the finances of the business are controlled? (and it is first of all the cash flow we are talking about.

-
how are the projects or the production controlled?

-
how is the cooperation with the board established?

-
does the initiator group have the professional skills to manage a business? If the answer is negative, you will have to state how you are going to complement the lack in personal qualities and experience.

2.9. Facilities
What physical facilities (buildings, cars, computers, printers, telephones, furniture, instruments, etc.) are necessary before the business is operative? Prepare an investment budget. The budget is used in the future financial analysis. Moreover, it pays to be thrifty in the beginning. Use all available capital to finance sale and production and wait with bricks, machines, perks, and status symbols. Buy from sub-suppliers and keep the overhead costs low.

2.10 Product description
The product must be described technologically, legally as well as financially and with an angle on product development, production, and logistics. 

Technology

1.
Technological product description for a layman; precise, easy to understand, and exciting. You actually have to sell the product the first time here.


2.
What are the customer’s advantages? What needs can the product satisfy, what problems does it solve, what values does it create with the customer?


3.
How is the product different from already existing products?

Law

4.
Rights: What kind of rights are linked to the product? Is it a patent right, a utility model right, a design protection right, or some other right? Who owns the rights? Are others infringed? Is the idea new? The section is a synthesis of your search at the Patent Office.


5.
Protection of rights: can an effective patent be taken out, and what will it cost? Patents must be applied for on the most interesting markets, that is, internationally. It is expensive, and the costs usually occur in the middle of the startup phase where it is the most inconvenient. Remember to include the patent costs and the intellectual property assets in the

 

budgets.


6.
Alternative kinds of product protection; for example, is the product protected through advanced know-how and therefore difficult to copy? Is there a potential for a quick market penetration and a quick exit? Can a strong trademark be established?


7. 
Relevant legislation on environment, security, seal of approval on products, certificates, norms and standards, etc., should be looked into, also on important international markets. Typically, there is a number of technical barriers to trade, not least within the EU. If the product is an export product, it can be the pivotal factor that these technical barriers to trade are known when the product is specified prior to the development.


8.
The product liability; in legal formulation, product liability is the liability that a businessman has for damages that a deficiency in one of his products cause to persons or things, except from damages on the actual product. Product liability can occur in relation to any later damage, regardless whether the injured party is a buyer, a consumer, or a chance passer-by. For this reason you are not able to avoid product liability as the producer does not know who will be the victim in advance. The injured party can choose to claim damages against anyone who is involved in the manufacturing and distribution of the product, however, except from those who only transport the product.



In your business plan, you need to state what accidents your product could cause if the worst comes to the worst, and the kind of insurance you have got. Read more about product liability in chapter 12, section 12.6.

Product development

9.
What development potentials are present? How are they connected to the goals? Is your product a one-time-only-product, or is it the first version in a line, or the first product in a portfolio?

Production

10.
Product maturing; is the product ready for production or does it still need some completion? If so, the development project must be described; goal, resources, activities, timetable, and budget.


11.
Packaging of the product; an often overlooked hindrance to sale and distribution. Often, good solutions are expensive. Remember that in the budgets.


12.
Supervision of quality standards; how do you supervise your sub-suppliers, what are the quality standards in this industry, how is the final product checked? Do you need an ISO 9000 certificate of approval before the customers believe you?


13. 
Assembly of machinery; what equipment do you need to acquire in order to start a production?

Logistics

14.
Can the product be spread out on several sub-suppliers so that you will not become dependent on one single sub-supplier? And if so, which sub-suppliers?


15.
Are the raw materials available with acceptable delivery time and certainty of delivery?


16.
Establish some kind of work flow to indicate how production is carried out – also if production is intellectual
Production economy

17.
Product estimate; draw up a methodical estimate of the manufacturing costs. What does a unit cost when 10, 100, or 1,000 units are produced at a time, for example? The figures are used later on in the financial analysis.


18.
Investment estimate; how much needs to be invested in machines and productive equipment. The figures are used later on in the financial analysis. As a main rule, it is a good idea to hold back on the initial investments by spreading the production out on a net of sub-suppliers.

2.11. Market description
The market should be mapped out and quantified where possible. If no or little information is available, you can make a qualified guess to be up-dated when empirical data becomes available.

The geographical markets
-
countries

-
customer base in figures

-
purchasing power 

-
seasonal fluctuations

-
trading obstacles

The customers
-
nature and size of the target group

-
who is the decision maker

-
buying patterns

-
marketing standards

-
purchase triggering product qualities. (Quality, price, derived savings, certainty of delivery, etc.)

-
can the customers afford to buy the product?

-
does it carry advantages which justify the price or the risk of losses in case of possible failure? (The Down-Time syndrome; if the product fails, the customer’s costs may quickly offset all advantages. Therefore, the customer will stick to the familiar solutions or no solutions.)

-
are there any culturally determined differences in the buying behaviour and need of the customers? 

-
what does your strength and survival on the market mean to the customer? Often large businesses will not buy from small and new or financially weak businesses because service and obligations cannot be secured.

The competitors
-
who are they, how large are they, how aggressive are they?

- 
do they feel threatened?

-
do they form a clique?

-
will they be able to distribute the product for you?


(If a large and well-known business were to step in between you and your customer, it may solve the credibility problem, which was mentioned above.)

Trends
-
does the product live up to the technical market standards, is it pioneer-technology, or is it already out-dated on the day of the introduction?

-
can the product be developed further in accordance with the technological development trends of the market?

2.12. The marketing plan
We are now going to discuss the above mentioned markets and customers. Among other things, you are going to decide on:


1.
What geographical markets to attack first?


2.
Which customer groups; size, nature, characteristics?


3.
What price? Be careful not to sell the product at too low a price on the domestic market. When you start on the export markets, the distribution costs will be considerably higher, and the contribution margin must be able to bear it. 


4.
How are the customers informed of your product, and how do you follow up on an information campaign?


5. 
Agent, distributor, or direct sale, which is the most suitable? The question is probably difficult to answer, but you must at least be able to give an account of what kind of distribution of your product on the first geogra​phical markets you have in mind.


6.
On the basis of the above considerations you should make an estimate of the projected sale and the costs of marketing in the coming three to four years. The estimate is later used in the financial analysis.

2.13. Finances
Now all the prerequisite conditions must be processed financially in the form of a cash budget (about 2 years), a profit and loss budget, and a balance sheet budget (3 - 5 years).

It is important that you understand the interrelationship between these budgets and that you are able to give an account of them to an interested reader.

The cash budget
The cash budget shows the money in hand at any given time, and there must be money..

The cash budget comprises all the current payments. A month is used as a time unit if things develop quickly, otherwise a quarter of a year is used. The full expenses from the investment estimate of the point in time when these are expected to fall due are included in the cash budget.

Remember to include the difference in time between payment of sub-suppliers and payment from customers, the building-up of intermediate stocks, etc. VAT and tax should also be considered in this budget, in particular if you are running a tight ship. In particular in times of rapid expansion the need for cash is outspoken and The risk of bankruptcy becomes more or less proportional to the rate of success, which is a bit odd.

The profit and loss budget
The profit and loss budget includes the projected earnings and costs (less VAT) and it shows if the business is yielding a profit or a loss on a yearly basis. 

-
In practice the projected earnings are the sales and any grants.


The projected sale is budgeted in accordance with the marketing plan, cf. 2.12. no 6, above.

-
The costs can be divided into variable and fixed costs.


The variable costs are those costs which vary depending on the size of the sale, e.g. the consumption of materials, goods, pay to the hourly workers, etc. These costs are included in the budget on the basis of the product estimate, cf. 2.10. no 17, above. Furthermore the marketing costs are included on the basis of the marketing plan, cf. 2.12. no 6. 


The fixed costs are those costs which do not change regardless of how much you sell. Examples: Rent, pay to the permanently employed, insurance, instalments.

-
Besides the fixed and the variable costs, you need to budget for deprecia​tions. The depreciations are decided on the basis of the investment estimate, cf. 2.10. no 18. As the investments in machines, productive equipment, and office furniture and fittings normally last for several years, you do not charge it to the profit and loss budgets all at once, but instead you spread the costs over the projected life of the purchases. If you project that a machine can last for 4 year, you allow for ¼ or 25% of the price of the machine as a depreciation on the profit and loss budget in each budget year.

 Any investments in patents (IPR) are also depreciated over f.ex. 4 years.
When the costs of the year have been deducted from the earnings, the profit or loss before tax will show. (The EBIT: Earnings before Interest and Tax.).
This is transferred to the balance sheet budget.

2.14. The financing plan
Now you have to give an account of how the necessary funds to cover the cash requirements in the start up phase are raised. Read about this difficult problem in the textbook..

2.15. The sensitivity analysis
The last item on the business plan is a parameter study which shows the cash budget’s, the profit and loss’, and the balance sheet budget’s sensitivity to changes in the preconditions.
Usually the most critical precondition is the development of sales and market shares time wise.

Indicate the most critical factors together with proposals as to how the project can be saved, should things not work out as planned.

3. The Moment of Truth
Finally you have trimmed the business plan. There is sound reasoning in your estimates, your planning, and your expectations to the development of your business. During this process, you have gained a substantially better overview of the project’s coherence and preconditions, and you are as well-equipped as you will ever be to start the business. 

The moment of truth has come: If you believe in your estimates and your customer’s feed back, and the business plan shows that it is a financially sound enterprise, then just roll up your sleeves and get to it. 

Maybe you cannot get the budgets to balance. In that case you need to drop the project or make some radical changes in the mission. And do remember that disaster strikes when you are not able to kill your baby.
In any case, good luck on your project – and check in again, once you’ve made the first million Euro, and tell us about it!
