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PLANNING FOR SUCCESS
A Guide to Creating Your Own Business Plan

Overview

This workbook has been designed to aid prospective entrepreneurs in developing a well-
designed and thorough business plan. The layout of this document is in the form of an easy to
follow step by step guide. If you follow all the steps of this book you will be able to develop a
business plan that not only will test the validity of your business idea but create a working plan
that will aid you in foreseeing possible road blocks, obstacles and pitfalls of your proposed
business.

Why Write A Business Plan?

A business plan is usually required by lenders or investors in order to determine whether or not
they should lend money or invest in a business. However, one of the most important reasons
to prepare a business plan is not to convince others that your idea is a good one, but to
prove to yourself that your idea represents a genuine opportunity that is worth the
considerable time and effort that will go into pursuing it. By working through the business
on paper, you can greatly reduce the likelihood that you will waste your time, energy and money
on a non-viable venture.

Once you have determined that the business has merit, the business plan can be a powerful
management tool that significantly enhances your chances of success. The overall benefits of
writing a business plan can be summarized as follows:

= encourages realism by forcing you to fully evaluate the opportunity in all its aspects
and develop effective strategies for success;

= jdentifies financial requirements needed to start the business and sustain it during its
initial phases, as well as indicating the level of income you can expect to receive
from the business;

= establishes credibility with lenders or investors by providing a strong argument that
the opportunity is worth pursuing and that you know how to make it succeed,;

= allows you to work smarter, rather than harder, by providing direction for launching
and operating the business; and;

» provides measurable goals that can be used to monitor performance and alert you to
potential problem areas.

A Client Testimonial

Dear Community Futures:

We wish to express our gratitude to everyone at Community Futures for the assistance you have provided
us in making our company the success that it is. When we started two years ago, we had no idea we
would grow to the point we have. From the basement operation we began with, we now rent over 9,000
square feet of warehouse space, and we have our product placed in nearly 300 stores all across Canada.

Specifically, we appreciate the time taken with us to work on our business plan. Without it, not only would
we have no idea where we were going, it would have rendered impossible our attainment of the financing
necessary to grow. We visit and re-visit our business plan regularly in order to ensure we stay on track.
We are interested in and will explore other services you provide that will help us continue our growth.

One of your mandates is to stimulate local business and the local economy. We are pleased to inform
you we currently inject over 1/2 million dollars annually into Vernon’s economy in the form of wages to our
staff of 17 and in the form of purchases made from local suppliers. We anticipate this will increase over
the next few years as we expand our domestic market base and as we commence exporting our products
to other countries.

We recommend Community Futures to anyone wanting to develop a successful company. Please ensure
your Board of Directors knows how pleased we are with Community Futures and with the service and
assistance you have provided.

Yours truly,
A “CFDC Client”
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What are the Steps Involved in Creating a Business Plan?
The steps involved in creating a business plan are:

Perform a Self-Assessment (Are you an Entrepreneur?)
Evaluate Your Business Skills
Identify the Opportunity
Obtain Assistance
Perform Market Research
a. What are the past/present/future trends of the industry?
b. Who are my customers?
c. Who are my competitors?
Identify Suppliers
Create a Financial Plan
Perform a Viability/Risk Evaluation
Evaluate the Proposed Business Venture
10 Complete the Sections of the Business Plan — pull all the information together
11. Complete Business Plan Checklist

arwnhpE

©o~NO®

The success of your new business will be in direct proportion to the effort you put into
researching and preparing your business plan. Business plans are developed to ensure your
success, if you don’t perform the previously mentioned sections without bias and
objectivity you may set yourself up for failure. When you have completed the above
research you can start putting it all together in the form of a proposal.

STEP 1 - SELF-ASSESSMENT

The goal of this step is to determine whether you are an entrepreneur. Do you have what it
takes to run a successful business?

There is no single personal profile or set of personal characteristics that determine whether a
person is or will be a successful entrepreneur. However, there appear to be some common
attributes, abilities and attitudes that most successful entrepreneurs share. The outline below
identifies five key business skills that successful entrepreneurs possess.

Self Assessment Quiz

The purpose of the following questions is to help you consider the issues that surround
successful self-employment. The success of any business idea is significantly influenced by the
personal attributes, i.e. knowledge, skills, motivation, commitment — and how these attributes
translate to your business.

This section addresses these personal considerations in an attempt to have each individual
realistically evaluate their attributes.

Skills, Knowledge & Experience

What are your most valuable skills for starting and operating this business?

Does your educational background correspond to your business opportunity? How?

Describe any work or life experience that relates to your business idea.
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What is your previous exposure to entrepreneurship? What did you learn from that experience?

Personality Traits

How will your personality contribute to your business success?

Why do you feel that self-employment is the right choice for you?

What is your primary motivation for starting this business?

What risks, both personal and financial, do you anticipate in the start up of this business
opportunity?

How are others supporting you in this business venture?

Are there any health-related conditions or problems that may interfere with the operation your
business? If so, how will you overcome these obstacles?

Personal Profile

Rate yourself from 5 (excellent) -- 3 (average) -- | (weak) in the following areas.
(as they relate to your business idea):

Technical

Why?

Sales / Marketing

Why?

Financial

Why?
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STEP 2: EVALUATE YOUR BUSINESS SKILLS

Businesses, whether larger or small, have to perform many functions in order to be successful.
As a business owner you will need to wear many “hats” to reach your goals. Some of the
managerial and administrative skills required include:

A. Managing Money
» Maintaining financial records
= Managing cash flow
= Handling credit
= Budgeting

B. Managing People
»= Hiring employees
= Supervising employees
»= Training employees
= Motivating people

C. Directing Business Operations Managing Facilities
= Managing facilities
= Purchasing supplies/inventory
= Managing supplies/inventory

D. Directing Sales & Marketing Operations
= |dentifying customer needs
= Developing new product and service ideas
» Developing strategies/tactics
= Determining Price
= Promoting product/service

E. Setting up a Business
= Choosing the location
= Obtaining licenses and permits
= Choosing a form of organizational structure and type of ownership
= Arranging initial financing
= Determining initial inventory requirements

It is very unusual for a single individual to possess all of these skills. To be a successful
entrepreneur, you will need to recognize your own limitations, and accept the fact that you can’t
do it all yourself. It is very important that you make arrangements to utilize outside technical,
professional, or general business assistance when needed. You will need to identify individuals
who can provide you with skills to augment your own in areas outside your field of expertise.
These individuals may include:

Family members

Business partner(s)

Employees

External consultants

= Supporting professionals, e.g. accounting, legal

As well, over a period of time you may be able to enhance your skills through various training
programs or formal study courses.

STEP 3: IDENTIFY THE OPPORTUNITY

Every product and service that is offered today started as an idea. There is a strong
distinction between a business idea and an opportunity. A good business idea may not be
a viable business opportunity.
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Now that you have performed the self-assessment quiz, you can begin your search for business
opportunities that match your abilities and personal character and will allow you to achieve your
personal goals. There are many great sources for you to use in identifying the right business for
you. Some sources to consider for identifying an opportunity include:

= Magazines

= Newspapers

= Books

= Trade publications

= Tradeshows and business fairs
= |Industry trends

Look at other cities with similar demographics to your own. Are there any services/products

offered there that are not in your town? These are just a few sources of business ideas. Ideas
can be generated anywhere, the key is to be able to identify them when they are present.

STEP 4: OBTAIN ASSISTANCE

Very few people have all the required skills and resources to identify an opportunity and develop
it into a viable business. It is crucial that people obtain support and guidance from professional
business consultants to acquire the necessary resources to be able to take their idea to market.

It is not being suggested that you get someone else to develop your business plan. In fact, it is
crucial that you write and develop your business plan yourself. It is not the finished plan
that is the most important outcome; it is the “process” of creating the document that
forces the entrepreneur to look at the idea realistically and in its entirety. It is crucial to
look at your proposed business as a whole, to take into account all of the aspects of the
business and not just the areas of most interest. When people come up with an idea they tend
not to be able to vision all the details that are required to implement the idea.

A consultant can develop a business plan that may prove the validity of your idea and aid you to
receive your required funding, but at some time that consultant will leave and it will be up to you
to make this business a success. A consultant can, however, aid you with developing research
strategies and tactics and identify common mistakes made in creating financial statements.

STEP 5: PERFORM MARKET RESEARCH

The goal of this step is to present your market research and analysis in a way that shows that
you have a clear understanding of the market you are entering and that your sales
estimates are sound and attainable.

The market research component is one of the most difficult and time consuming sections
of the business plan to prepare, yet it is one of the most important. The success of your
business will depend on how well you can meet the needs of your target market, so a solid
understanding of this market is essential. Furthermore, your analysis of the market will be at the
root of many of your decisions about how your business will operate.

What are the two different types of research?
1. Primary Research
2. Secondary Research
Primary Research
Primary research is the collection of data by yourself or someone you hire for your specific
project. This source of information can be costly and time-consuming but when designed

correctly you will receive extremely valuable data that directly pertains to your particular needs.
You can obtain this information from the following research methods:
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Research Method

Advantages

Disadvantages

Observation

Does not require a person’s
consent

Does not bother customers
Low in cost

Relatively fast to collect

Allows no opportunity to ask
questions

Obtain the information
indirectly and it may be
incomplete

Impossible to observe future
plans and past behaviours
Observer may bring in bias

Comment Cards

Cost is low
Easy to record

Tends to record extreme
reactions
Low response rate

Focus Groups & Personal
Interviews

Interviewer can help
information flow

Can use open-ended
questions

Complete answers by probing
Can fully explore ideas and
problems

Interviewer bias

People may tell you what
they think you want to hear
Discussions can wander

Mystery Shopper

Good source of information in
regards to competition

May have observer bias

Survey
= Phone
*  Mail
= In-person

Can cover large areas
inexpensively

Easy to reach people
Anonymity

Low response rate

May not be reaching the
target consumer

No control over responses

Secondary Research

Secondary Research is data that has been collected previously by another source. An example
of this type of research is Statistics Canada, where the government has collected personal
information on the population and makes it available to the public. Other good sources of
secondary data are:

= Chambers of commerce

» Boards of trade

= Regional District Government Offices
» Trade associations

= Newspapers, radio and television

= Trade publications

» Trade suppliers

= Similar businesses in another city

» Business section in libraries

= Phone books (i.e. Yellow Pages)

= Bookstores

= Economic/business development departments/offices

The advantage of using secondary data is that it is already compiled, therefore saving you time
and money. You have to be careful in using secondary research as it may have been collected
to provide information on a different topic. It is important to be careful of the source of the
information and make sure the sources are credible and the information is applicable.

The types of information needed in the Market Research section of your business plan are
discussed in each of the sub-sections below. Included are some questions and points to assist
you in your market research section development.
Areas of Market Research
A: Industry Analysis
What is the industry that your business will operate in?

= Explain industry structure, in terms of manufacturing-wholesaler-retailer

relationships, distribution channels, or other relevant issues. (How does the industry
work?)
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Briefly indicate market size and growth trends.

Discuss any new developments or trends in the industry.

What key factors influence industry growth?

What are the barriers to enter or exit the industry?

How is productivity measured and what is the optimum?

What are the distribution channels?

What constraints to industry growth are there?

How strong is the industry financially?

What type of labour is required (e.g. union, highly skilled?)

What is the industry growth potential and what assumptions were made to forecast
this?

What ways are there to predict industry performance? (i.e. economic indicators)
Is this industry in growth or decline?

Is this industry affected by technology? If so what are the trends?

What are the past, present and future trends in the industry?

What are the industry safety regulations?

What are the key industry assets and skills?

What are the cost patterns in the industry?

Is this industry seasonal?

B. Competition Analysis

What is the competitive environment your business will operate in?

Make a realistic assessment of the strengths and weaknesses of other companies
producing the same or similar products that appeal to your target market, and list the
company names.

Compare competing businesses on the basis of product/service quality, price
performance, customer service etc.

Determine and discuss the market share held by major competitors.

Explain clearly what it is about your company and its products that will appeal to
customers more than the offerings of your competitors.

How do you define the competition?

0 Provides the same service or product

0 Provides an acceptable substitute service or product

0 Uses a similar production technology

0 Provides an incentive/benefit for customers to buy

How can you gather information about the competition?

What market share, segment, and type of customers does each identified competitor
have?

Who are the new entrants to the industry?

What substitute products and threats exist?

Who are your top competitors and why?

C. Customer Analysis

Who are your customers?

Discuss where the customers are geographically.

Describe who you will be selling to and classify them by age group, gender, income
level etc.

Indicate whether the customers are easily reached and receptive to your
product/service and describe their purchasing behaviour and the factors that
influence or motivate them to purchase products/services similar to yours (be sure
you explain your answers to these questions in-depth).

List any orders, contracts, or firm “commitments (conditional) to buy” that you have
received from potential customers.

What price are your customers willing to pay? Are they price-sensitive?

Are they interested in your product/service?

Where do they presently buy and why?

How many potential customers are there?
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D. Market Analysis
Describe the market for your product thoroughly.

= Qutline the size of your market. Market size can be measured in several ways:
0 number of potential customers,
o0 total expenditure on similar products,
o0 total number of units of similar products sold.
= Using appropriate data indicate the size of the market for your products, classified by
target market segment, if possible.
= Provide historical data for the most recent few years to indicate trends in the market.
= Discuss previous trends in the market and the major factors affecting market growth
now and in the near future, including industry trends, population changes, social
trends, government policy, etc.

E. Estimated Market Share and Sales

Based on the analysis the previous section, you will need to detail your estimated market share
and anticipated sales. These sales projections will be the heart of your business plan,
influencing almost every aspect of the business, so be sure to put in the time and effort to be as
accurate and realistic as possible. For your business plan it is helpful to develop estimates of

the share of the market you will be able to capture in each of the next three years, and the unit
and dollar sales this market segment will translate into.

A useful approach to developing sales projections is the “bottom-up” method. Start by creating
a personal budget to determine your financial needs. Using your annual personal financial
requirements as a desired net income figure, build an income statement for the business from
the bottom up, eventually arriving at a sales figure that will provide your desired income. Then
determine the reasonableness of these sales figures against your research, estimated market
share etc.

STEP 6: IDENTIFY SUPPLIERS

It is very important to make contact with your suppliers at this point in time. This is necessary in
order to determine the cost of producing your product, identify how you will manufacture your
product, and even establish the selling price of your product. It is crucial to answer the following
guestions:

= How much does your product cost? (Does the Canadian/US dollar currency
difference affect materials or supplier costs?)
= When can materials be delivered?
= How much material do you have to buy at a time?
=  What are the payment terms for suppliers?
o0 Canyou get credit?
o PayC.0.D?
0 Prepay?
* You should provide the following documents in your business plan:
o A list of all major and minor suppliers matched with the products or services you
will be receiving from them.

STEP 7: CREATE A FINANCIAL PLAN

The goal of creating a financial plan is to examine the business from a financial point of view.
This examination means determining the amount of money needed to get the business running
and carry it until it can support itself through positive cash flow, as well as determining the
amount of time this will take and the income potential of the business.

In preparing a financial plan, it is important that you complete each of the following sections:
A. Start-up Expenses

B. Sales Forecasting Schedule
C. Projected Cash Flow
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Projected Balance Sheet
Projected Income Statement
Break-Even Analysis
Additional Considerations

@mmo

If you are not familiar with the basics of financial statements, you may want to take a business
planning workshop that will provide you with the required skills to develop accurate and reliable
financial statements. Another option is to hire a consultant with the required skills to aid you in
developing these important documents.

The financial plan is fundamental to the evaluation of the viability of the business
opportunity. It is very important that your financial projections represent your best estimates
and that you take an honest, realistic look at the business. Once operations begin, a well
prepared financial plan can be used to provide benchmarks by which the company’s progress
can be measured, calling attention to areas where performance is not as expected.

A. Start-up Expense Report

Start-up expenses are the various out-of-pocket expenses you incur when you open a business.
Many of these expenses will be a one-time cost or will occur once a year. It is important to
consider ALL the costs of opening the doors to your business. This schedule will help you keep
track of all expenses, produce a better financial projection and better budget your money.

Step 1:
Review the list of expenses on the Start-Up Expense sheet which follows, and add any
expenditures you have that are not listed.

Step 2:
Fill in the operating expenses you have forecasted for your business.

Step 3:
Add up your Total Operating Expenses by summing up Lines 1 through 14 and put the total in
Line 15.

Step 4:
Do the same for the Inventory and Equipment sections.

Step 5:
Add Lines 15, 20 and 28 to determine your Total Start-Up Expenses. Enter the total on Line 29.

Step 6:
Fill out the Sources of Financing section and add up the total. Put this amount in Line 36 for
Total Funding Raised.

Step 7:
From the Total Start-up Expenses (Line 29), subtract Total Funding Raised (Line 36), and put
this number in Line 37- The Difference between Dollars needed and Dollars Raised.
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Start-Up Expense Report

Start Up Expense Report [PDF]
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B. Sales Forecasting Schedule

Forecasting your sales for a new business is a very difficult task. There are many different
ways to forecast sales and there is no one “correct” method. Your forecasts will be based on
your marketing research, customer demand, competition and your ability to produce your
product/service.

This guide provides you with a method that is commonly used and is easy to follow. This
method is called the “Top Down” method and is illustrated below.

Sales Forecasting
Just For Kids Hair Salon

Research Information:

Total Target Market (people) 10,000

Average number of hair cuts per year 4

Number of potential hair cuts in market 40,000

Price per hair cut $10.00

Potential Income Per Year for Target Market $ 400,000.00

Competitors: Market Share Annual $ Revenue
# of people do it themselves 40% $160,000.00
Mom & Me Hair Studio 20% $80,000.00
Tikes Studio 15% $60,000.00
Kids Kids Kids Hairdos 15% $60,000.00
Just For Kids Hair Salon 10% $40,000.00
Just For Kids Hair Salon $40,000.00

Monthly Sales (total estimated income divided by 12) $3,333.33

Even using solid statistics these sales forecasts are still greatly dependent on your ability to
accurately estimate what portion of the market share you will be able to obtain. In this example
it is estimated that Just For Kids Hair Salon will be able to achieve a 10% market share.

Before you insert your forecasted numbers into your financial statements it important to consider
the following contributing factors.

» Is your industry seasonal? In this example, it is determined that haircuts are needed
more around the start of school, Christmas, Easter and other special holidays.

=  What kind of marketing strategies are you going to use to ensure you will be able to
obtain your share of the market?

= How long will it take for you to establish your business?

= Can you start providing your product/service tomorrow or will there be a lapse
between your start up and your opening day? You may need to move into your
location and make a few renovations before opening your business.

Sales Forecast Schedule Worksheet

Step 1:

Prepare a forecast utilizing the above-mentioned method (or using a method of your own) for
each product/service you offer for each target market. In the Just for Kids Hair Salon example
the company might offer haircuts for mothers as well, and provide special children’s shampoos
and bath tub toys.

Step 2:
Fill in the units sold for each of the above-mentioned products/services in the corresponding
sections.

Step 3:
Place the sale price in the forecast for each of the products/services.
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Step 4.
Calculate the total revenue for each of the products/services by multiplying units sold by the
sale price.

Step 5:
Sum up the total revenues for each of the products and put this number in the Total Revenue
All Products/Services section of the sales forecast worksheet for each month.
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Sales Forecast Schedule
For Company XYZ

Sales Forecast Schedule [PDF]
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C. Projected Cash Flow

The Projected Cash Flow Statement is a forecast of the money flowing into your business and
the money flowing out. The cash flow forecast is one of your most important financial
statements as it tells you how much money you will need to borrow and when. It also tells
you when your business will generate a profit.

Many business owners have discovered that profit and cash are not the same thing.
Their income statement may show that they have made a profit, but when they look in the
company chequebook they don’t find any cash. This can be puzzling and frustrating to
owners, to say the least.

Interestingly, banks and investors have discovered this same phenomenon — profitable
companies don’t always have cash. Since investors are looking at whether or not to put money
into your company, they want to know that you’ll actually have cash to meet your day-to-day
obligations. So, they want to see a cash flow statement, a financial document that indicates the
cash available to the firm over a specific time period.

The take home message here is that you need to be able to demonstrate the cash flow of
your business to the readers of your business plan.

Important Note: The first month of your cash flow is the first month of operations, not
necessarily your first month selling anything, e.g., if you start working on your business in
September, then your Month 1 will be September.

Step 1:
Fill in your beginning cash balance in Line 1 for your first month of operations.

Step 2:
Using your Sales Forecast Schedule, take the total amount of cash sales you forecasted for the
month and fill in Line 2 “Sales”. As well, fill in any sales on accounts receivable, if applicable, in
Line 3.

Step 3:
Fill in the amount of the loan you believe you will need. This amount comes from your Start-Up
Expense Report. Put this amount in Line 4.

Step 4:
If you are selling any fixed assets put the projected value of the proceeds from the sale in Line
5. Remember be realistic in your estimates!

Step 5:
Total lines 1 through 6 and put the amount in Line 7. This is the total amount of cash the
business will receive in Month 1.

Step 6:
Fill in the various Cash Disbursements or “Cash Out’ payments for Month 1 and add these
amounts from Lines 8 through 33. Put the total in Line 34.

Step 7:

Calculate the Closing Cash Balance by taking the Total Cash Receipts (Line 7) and
subtracting Total Cash Disbursements (Line 34). Put the amount in Line 35. This amount can
be a surplus (positive) or a deficit (negative). This amount becomes the opening cash balance
for the next month.

Step 8:
Bring forward the amount showing for Month 1’s closing cash balance (Line 35) and put it into in
the Beginning Cash Balance (Line 1) for Month 2.

Step 9:
Repeat steps 2 through 8 for each of the remaining 12 months. Complete one month at a time!
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Projected Cash Flow [PDF]
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D. Projected Balance Sheet

The Balance Sheet is a snapshot (as of a moment in time) of the financial position of the
business. It demonstrates what your business owns, referred to as “assets”, and what it owes,
referred to as “liabilities”, at this present time. What belongs to the owner is “owner’s equity”
and this amount is the difference between the total assets and the company’s total liabilities.

A Projected Balance Sheet template is on the following page for your use.

Step 1:
Fill in the amounts for every Current Asset your business has at this point in time.

Step 2:
Total the values of all your Current Assets and place this amount in Line 7, “Total Current
Assets”

Step 3:
Fill in the amounts for every Fixed Asset your business has at this point in time. Remember the
value of each asset should reflect fair market value.

Step 4:
Total the values of all your Fixed Assets and place this amount in Line 15, “Total Fixed
Assets”.

Step 5:
Add your Current Assets (Line 7) and your Fixed Assets (Line 15) together to get your Total
Assets (Line 16).

Step 6:
Fill in the amounts for every Current Liability your business owes at this point in time.

Step 7:
Total the values of all your Current Liabilities and place this amount in Line 23, “Total Current
Liabilities”

Step 7:
Fill in the amounts for every Long-Term Liability your business owes at this point in time.

Step 8:
Total the values of all your Long-Term Liabilities and place this amount in Line 28, “Total Long-
Term Liabilities”.

Step 9:
Add your Current Liabilities (Line 23) together with your Long-term Liabilities (Line 28). Put the
total amount in Line 29, Total Liabilities.

Step10:
Calculate your “Owners Equity” by taking the Total Assets (Line 16) and subtracting Total
Liabilities (Line 29). Put the total in Line 30.
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Balance Sheet
As of , 20

Balance Sheet [PDF]
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E. Projected Income Statement:

The Income Statement forecasts the sales revenues and the expenses for a specific period of
time, one year usually. This statement asks what your sales are for the entire year and
subtracts all the costs of doing business, to provide you with your company’s net profit or loss
before taxes.

An easy means of assessing your financial health is to compare your results with a benchmark
or standard. There are two common ways to do this: comparing the results to your own
company history over time or comparing your results to other firms in your industry.

In the first case, you can compare your current-year performance with that of past years. An
easy method of doing this comparison is to present your financial statements in a spreadsheet
format, putting three or more years of data side by side on one page. The standard
presentation would include dollar amounts for each of the statements over the three-year
period.

It also may be useful to use a “‘common size” statement, where dollars are converted to
percentages. In the case of the income statement, sales equal 100% and everything else is a
smaller proportion. For the balance sheet, assets (and, consequently, liabilities plus owner’s
equity) equal 100%.

Both of these spreadsheet formats will allow you to quickly see how things have changed for
your business over time. The standard format will provide you with the dollar amount, and the
common-size format will show you how the percentages have changed. For example, your
gross margin may have risen in dollars along with your increase in sales last year, but it may
have decreased from 35% to 33% of sales.

Step 1:
Using your company’s Sales Forecast Schedule, take the monthly Total Revenue of all
Products/Services and add it to the Projected Income Statement in Line 2.

Step 2:

Take the Total Cost of Goods Sold for the forecasted sales amount and enter it into Line 3 on
the projected income statement. Cost of Goods Sold is basically your cost of producing the
product or service. If you are looking at the Cost of Goods Sold on a per unit basis you would
simply multiply the number of units forecasted for sales by what it costs to produce the unit.
(Cost of Goods Sold = Number of units X Cost per unit)

Step 3:
Calculate the Gross Margin by subtracting Cost of Goods Sold from Sales
(Sales — Cost of Goods Sold = Gross Margin)

Step 4:
Fill out the Operating Expenses from your Cash Flow Statement for your entire year, per item.
Some of the cash payments will not appear on the Income Statement.

Step 5:
Total your operating expenses by adding Lines 6 through 24 and enter the total on Line 25.

Step 6:

Calculate the Net Profit/Loss Before Taxes by subtracting your total operating expenses (Line
25) from your Gross Margin (Line 4).

(Gross Margin — Total Operating Expenses = Net Profit/Loss before taxes)
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Projected Income Statement
For the Year Ending , 20

Projected Income Statement [PDF]
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F. Break-Even Analysis

The break-even analysis tells you how much money you need to make in order to cover all your
expenses. This process also tells you how much product you have to manufacture at a certain
price to cover your costs.

The steps provided below will aid you in calculating your Break-Even point.

Step 1:

Fill in the following numbers to determine your total gross margin (also determined as a
percentage on your Projected Income Statement).

Total Sales $

Minus Total Cost of Goods Sold

Equals Total Gross Margin $

Step 2:
Calculate the Gross Margin Percentage using the following formula:

Gross Margin Percentage = Total Gross Margin (in dollars) = $
Total Sales (in dollars) $

Your gross margin will be a decimal number and it should be left as a decimal to calculate your
break-even point.

Step 3:
Fill in total operating expenses from your Projected Income Statement

Step 4:
Calculate your Break-Even Point level (in sales) using the formula given below:

Break-Even Point = Total Operating Expenses = $
Gross Margin % 0.

= (break-even point in sales)

G. Further Considerations

Some additional elements that should be considered in your business plan with regard to the
Financial Plan include:

Financing Requirements
= Discuss the amount and the timing of financing needed and what the money will be
spent on.
= Explain the type of financing and terms being sought as well as how the money will
be repaid.

Financial Management
» |ndicate who will be responsible for cash management and what procedures will be
put in place.
= Describe your plans for monitoring costs and maintaining cost control and what
actions will be taken in the event of budget overruns.

Financial Plan Assumptions
= Indicate key assumptions that have been used in preparing the financial plan.
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STEP 8: EVALUATE THE RISK

It is important to identify and acknowledge any risk associated with your business venture.
Examples of major risks would be:

= Getting sick or injured
= A strike at one of the local mills
= Another competitor enters the market

Identifying these major risks and response actions to such risks should they occur are an
important part of the business plan. The following is a table that will aid you in identifying what
the major threats or risks to your business might be.

Areas of Risk Probability What can be done if it
happens?

STEP 9: EVALUATION OF BUSINESS VENTURE

Now that you have completed all your market research and have completed the financial plan
you can evaluate the viability of this business. It is absolutely crucial that you stay objective and
without bias during this process. It is better to be objective and even maybe decide that this
business venture is not worth the undertaking than to lie to yourself and go bankrupt in the first
six months.

Following is a list of questions to ask yourself in evaluating your business idea. This list is a
generic list that can be applied to all business plans and you should add any elements that you
see missing.

Evaluation Check List

1) Does the business have great potential for growth, or will its sales decline?

Comments:

2) Does the amount of business vary from season to season?

Comments:

3) Do you have the necessary skills to operate the business?

Comments:

4) Wil the sales pay for all the expenses?

Comments:
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5) In what month/year will the business generate a profit?

Comments:

6) Are you personally in a financial position to start this business?

Comments:

7) Have you been completely objective in performing your research?

Comments:

8) Does any single customer account for a large portion of your forecasted sales?

Comments:

9) Wil the business meet your personal goals?

a. Financially?

b. Personally?

c. Type of work?

Comments:

STEP 10: PUTTING IT ALL TOGETHER - THE SECTIONS OF THE BUSINESS PLAN

The basic business plan is broken into nine sections. While it will appear that the plan is
repetitious in some areas, presenting the material in context to each heading is important.
Sometimes the reader of your business plan will go directly to the headings that are of the most
interest, rather than reading the entire report.

Title Page
Business Plan Summary
Table of Contents
Company Summary
Operations Plan
Marketing Research
a. Industry Analysis
b. Competitive Analysis
c. Customer Analysis
d. Market Analysis
e. Estimated market Share and Sales
G. Marketing Plan
H. Financial Plan
I.  Appendices

Tmoowp

The business plan should also include all relevant supporting data for areas such as appraisals,
environmental studies, suppliers’ price lists, competitors’ price lists, photographs of your
product, product tests, etc.
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A. Title Page

The title page should include your name, business name, your address and company logo if you
have one.

B. Business Plan Summary

The business plan summary is the first section the reader will read and the last section
the writer writes. The business plan summary of the business is your 30-second “soft sell” of
what your business idea is and the work you have done to make it a reality. This section is a
complete overview of the business plan covering such things as:

= Personal name

= Company name

= Location

= Structure of the business
= QOverview of the business
=  What you are selling

C. Table of Contents
Be sure to include a table of contents assigning page numbers to your business plan sections.
This step seems simple but it is very important to help the reader find everything he/she is
looking for.
D. Company Summary
The goal of this section is to describe the organizational structure and management personnel
including their primary duties as well as the support provided by others.
Organization Structure
You will want to clearly outline the organizational structure of your company.

i.  Proprietorship

i. Partnership
= Who are the partners?

iii. Incorporated Company
= Who are the directors?
= Who are the officers?
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Following is a table outlining some of the major advantages and disadvantages of the above-
mentioned organizational structures.

Organization
Structure

Advantages

Disadvantages

Proprietorship

Easy to start

Low start up costs
Greatest freedom from
regulation

Owner is in direct control of
decision making

Minimal working capital
Tax advantages

All profits to the owner

Unlimited liability
Difficult to raise capital
Lack of continuity in
business organization in
absence of owner

Partnership

Easy to start

Low start up costs

Provides additional sources
of investment capital

Tax advantages

Limited regulation

Broader management base

Unlimited liability

Divided authority

Difficult to raise capital
May be hard to find suitable
partners

Possible conflicts between
partners

Partners can legally bind
each other without prior
approval

Lack of continuity in the
absence of one of the
partners

Incorporated Limited liability Closely regulated
Company Possible tax advantages Most expensive to organize
Specialized management Chatrter restrictions
Ownership is transferable Extensive record keeping
Continuous existence Double taxation of dividends
Separate legal entity Shareholders could be held
Easier to raise capital legally responsible
Personal guaranties can
undermine limited liabilities
Management/Personnel

This is an extremely important section of the business plan, as it describes the roles that
the owner and the other members of the management team will play, and their

gualifications for such positions.

The reader of the business plan will want to know the

quality of the management of the company, and if necessary, that you have gathered a
competent team around you. For example, you should consider the following:

Who will be your money manager? This person is responsible for:

= Keeping financial records
= Managing day to day cash flow

= Budgeting

= Handling payables/receivables

Who will be your people (personnel) manager? This person is responsible for:

= Hiring
= Training

= Supervising staff
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Who will be your operations manager? This person will be responsible for:

= Purchasing supplies
* |nventory

Who will be your sales/marketing manager? This person will be responsible for:

» Finding customers

= Developing sales strategies
Setting prices

= Promotions

Making the sales

Be sure to provide detailed information for all the positions listed including:

= List of work experience for principals in the business
» Relevant education

» Résumé (attach to appendices)

= Job description

Supporting Professionals

Be sure to indicate the names of any professionals that will be providing assistance for your
business and outline additional supporting services that may be required. Some key areas
where a business may have professional/support services include:

= Accounting
= Banking

= Advertising
= Consulting
= |nsurance
= Legal

E. Operations Plan

Your operations plan includes information about the day-to-day business activities. It is in this
section where you will provide information about aspects such as:

= The schedule of all the key dates of the business
= Business location

= Days/ hours of operation

= Machinery/Equipment requirements

= |nventory control

= Suppliers

= Staffing

= Quality control procedures

In order to make your start-up and first critical months a success you should basically identify
what specific activities have to happen, by what specific dates and how these activities will be
completed.

F. Marketing Analysis

In the Marketing Analysis section of the business plan you incorporate all of the prior research
you have done to test the viability of your idea. It is in this section that you would also provide a
description of the following topic areas:

= Industry Analysis

= Competitive Analysis

= Customer Analysis

= Market Analysis
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=  Estimated Market Share / Sales

Be sure to provide all the information to the relevant questions outined earlier in this guide for
market research.

G. Marketing Plan

This section describes the strategies and tactics that you will use to attract the interest of those
in your target market, deliver the goods to them, ensure their satisfaction, and achieve your
sales forecast.

The marketing plan should flow directly from your analysis of market conditions and the
identification of your target market. The marketing plan should explain how you are going to
use the fundamental marketing building blocks of product, price, place, and promotion to your
advantage.

Product
When developing and describing your product you should consider the following aspects:

= Description of the Product/Service
o Describe exactly what is it that you will be providing as a product or service.
0 What size will your business be?

= Uniqueness of Your Product
o0 Describe how your product or service will differ from the competition. It is very
important that your product or service be unique in some way.
o If you are providing a totally new product or service to the area, provide a further
explanation about the product/service.

= Competitive Advantage
o Describe how your business will maintain an advantage over the competition.
0 Why do you feel your business can gain a share of the market?

Price

In order to make an informed pricing decision you have to consider the following questions. You
should also include a price list in the business plan.

a) What prices are the competitors charging?

b) What are the basic industry profit margins?

c) Inyour research how much did the prospective client indicate he/she would spend on
your proposed product/service?

d) What image will your product or service project?

e) What is your cost of goods sold?

f) What is your overhead cost (day-to-day costs)?

To determine the end price of your product/service you must figure out what the competition
charges or what the general prices for the product/service are in your industry. If your
product/service is new, you need to determine what price the market will bear. You must
establish if you can sell the product/service for this price, still cover your costs and overhead as
well as generate a reasonable profit.

To establish your costs and overhead you need to:
= Determine the cost of goods sold,
= |dentify how much to allocate as the cost of your own labour,
= Establish how much profit you want to earn, taking into account provision for future
expansion, as well as additional working capital for the company.
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Place (Distribution)

In this section you describe how you propose to provide your product/service to the prospective
customers. The following questions will assist you in development of this component of the
business plan:

=  What channels will you use to distribute your product/service?
0 Producer to Customer (End User)
0 Producer to Retailer to Customer
0 Producer to Wholesaler to Retailer to Customer
0 Producer to Agent to Wholesaler to Retailer to Customer

= How will you time your distribution?
0 Are you going to sell your snow blowers in April/May?

= Will your distribution be:
0 Intensive? Try get your product every where?
0 Selective? Put your produce in strategically placed locations?
0 Exclusive? Offer distribution rights?

Promotion

Promotion is the element of the marketing mix which describes how you intend to communicate
information to your potential customers. Describe the program you plan to use to create
awareness about your product or service and company with your target market. In this section
the following should be answered:

= What target customer are you trying to reach?

=  What media do you plan to use?
Radio

TV

Newspaper

Magazines

Billboards

Direct Mail

Brochures

Tradeshows

©Oo0OO0OO0O0OO0OO0O0

= How much do you plan to spend on each medium?
0 QuarterOne $
0 Quarter Two $
o Quarter Three $
o Quarter Four $

» When do plan on using these mediums? What is your implementation plan for your
marketing strategy?

It is important to note that not all mediums are necessarily “paid advertisements”.

H. Financial Plan

For the financial portion of the business plan you will need to provide the following statements
from your preliminary work:

= Start Up Expenses

= Projected Cash Flow

= Balance Sheet

= |[ncome Statement

= Break-Even

= Personal Financial Statement
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These statements are the backbone to your financial projections and will give the reader
all the information he/she needs, in conjunction with the rest of the business plan, to
assess your business viability. Your financials will tell the true story of what you intend to do.
Often someone will state an aggressive marketing campaign in the marketing strategy section of
the plan and then leave out a budget for it in their cash flow. If it is not in your cash flow...you
are not going to do be able to meet that aggressive marketing campaign! Make sure your
financials support your efforts outlined in the business plan.

1. Appendices

Any supporting documentation you can provide to enhance the viability of your business idea
can be included in the Appendices section of the business plan. Following is a list of possible
appendices that are commonly included in a business plan:

» Product photographs and specifications

= Résumés of your management team

= List of prospective customers (include letters of intent/support from potential
clients/customers)

= List of possible suppliers (include letters of intent from prospective suppliers)

= Job descriptions for management team

= Consulting reports

= Market surveys

= Legal agreements and contracts

= Publicity articles and promotional pieces

= Other supporting material

STEP 11: THE BUSINESS PLAN CHECKLIST

After completion of your business plan, you should thoroughly review it. This checklist will help
you to do so. Decide whether or not you think the answers you have provided are clear and
complete. Evaluate the information from the standpoint of a prospective investor or lending
organization and ask yourself whether you are satisfied with your responses.

Company and Industry
Answer Answer Answer
included is clear complete
(X) (Y or N) (YorN)
Type of business you are planning

Products or services you will sell

History of the company

What elements (internal / external) will contribute to make the
business successful?

Future goals and objectives

Description of the industry

Major participants and significant trends

General Comments:

Product/Service Offering
Answer Answer Answer
included is clear complete
x) (Y orN) (Y or N)
Detailed description of your product/service

Present stage of development

Patent/Trademark position

Other formal requirements

Growth opportunities and key factors for success

General Comments:
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Market Analysis and Marketing Plan

Target customers/market identification

Target customer/market characteristics

Purchasing habits of the target customer

Size of industry market and its various segments
Factors most affecting the market

Description of the competition and how they are doing
Estimation of market share for your business

Principal marketing strategy

Have you detailed all aspects of your marketing plan?
1. Pricing
2. Sales and Distribution
3. Advertising and Promotion

General Comments:

Answer
included

)

Answer
is clear
(Y orN)

Answer
complete
(Y or N)

YES

OoOooag

OoOoo0ono

Production/Operations Plan

Business Location
Location characteristics
Description of machinery and equipment needed
Costs of producing product/providing service
Inventory requirements
Principal suppliers
Quality control procedures
Employees required
Type of employees
Payment of wages

License/permit/authorization requirements

General Comments:

Answer
included

)

Answer
is clear
(YorN)

Answer
complete
(Y or N)

Management Team

Who will manage the business?

Qualifications of management and key personnel
Size and composition of your board of directors
Wages of management and directors

Ownership structure of the business

Advisors/consultants

General Comments:

Answer
included

)

Answer
is clear
(Y orN)

Answer
complete
(Y or N)
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Financial Plan
Answer Answer Answer
included is clear complete
x) (Y orN) (Y or N)
How much money is needed to start and sustain the business for the
first few months?
How much money do you have now?
How much more money is needed?
How will this additional money be used?
What kind of collateral or security will be provided?
How will this money be repaid?
Financial Statements provided:
For current year?
For the past two years?
Total estimated income:
Monthly for the first year?
Quarterly or annually for the next two to four years?
Estimated financial position at the end of the next three to five years?
What sales volume is needed to break even?
General Comments:
Appendices
YES NO
Product photos and specifications O O
Résumeés of management and key personnel O |
List of prospective customers/letters of intent O O
List of prospective suppliers/letters of intent | O
Job descriptions for management and key personnel O |
Consulting reports O O
Legal agreements/contracts O O
Market surveys O O
Publicity articles and promotional materials O O
Other supporting material O O

Checks and Balances

The following points are a checklist of items that should be completed before opening your
business but do not necessarily need to be in the business plan.

Insurance Requirements and Proposed Coverage

You must consider insurance coverage for your business to protect yourself in the event of a
loss as well as from any business liability issues. To determine the insurance requirements and
cost for the coverage for your proposed business, contact a reputable insurance agent/broker
who specializes in commercial insurance.

= Talk to the insurance agent about your residence, regarding possible changes to
your homeowner’s policy if you are going to be home-based.
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= |f you will be using your personal vehicle for business, even occasionally, consider
putting business coverage on it. This coverage is inexpensive and can be used as a
business expense.

= Discuss with your insurance representative all elements of your business and ensure
you have such fundamentals as business interruption and adequate liability coverage
included in your insurance plan.

Health, Fire and Safety Building Inspections

Ensure that the building where you intend to house your proposed business meets all the
requirements that the City or applicable authorities require.

Business Licensing

Be sure to look into what type of business license is required for your business and the cost of
your business license.

= Ensure that you can obtain a license for your proposed business.

= |If you are going to be operating your business throughout the area, a regional
business license may be available at a lower cost than purchasing a license in each
town or city.

= |f you are going to be operating your business in an unincorporated area, you may
not require a business license.

= Participation in trade fairs and shows does not normally require a business license
but be sure to enquire about the format of the tradeshow before participating in one
without a business license.

Trade Name Registration

If you are going to be operating the business under any name other than your own, a name
search should be done to make sure that the name is available and (if it is available) protect it
by registering that name.

For the North Okanagan region, the Service BC Centre has the forms necessary to search and
register the business name. The One Stop Business Registry is an easy to use online service at
www.bcbusinessregistry.ca. Companies can now incorporate online at
www.corporateoline.gov.bc.ca

HST, WCB and Revenue Canada Accounts

These are important elements to consider when starting a business. Are you required to charge
HST? Do you have to pay HST on your business purchases? If so, is a portion of what you pay
refundable on items purchased by the business?

If you are going to be paying yourself a wage or hiring staff, source deductions (UIC, CPP, etc.)
must be extracted from the payroll each month and forwarded to Revenue Canada. Businesses
are now given a BIN number (Business Identification Number) for HST and payroll deduction
identification purposes.

Workers’ Compensation is available to business owners and coverage is mandatory for every
employee.

It is extremely important that you understand and have all of the above government
requirements in place before starting your new business for two main reasons:

= Once you are in business you will find it very difficult to find the time to research and
fill out the necessary applications.

= |If you are slow to satisfy these requirements the applicable government agencies
have the power to shut your business down.
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Franchise Information (if applicable)

If your proposed business is to be a franchise, be sure to include a copy of the franchise
agreement with the business plan. You will also want to include the Franchisee’s initial and
ongoing costs and list the benefits provided by the Franchiser as supporting documentation for
your business.

Partnership or Joint Venture Agreements (if applicable)

If you are going to have a partner or partners, or be operating in conjunction with or have a
business relationship with another individual or business, you must have a proper written
agreement in place. These agreements are available from Law firms, stationary stores,
libraries and book stores.

The agreement should outline:

= the responsibilities and compensation for undertaking these responsibilities for each
partner

= a procedure for the orderly dissolution of the partnership should the partners agree to
disagree

= a process for dealing with injury or death of a partner.

Labeling Information (if applicable)

If you are manufacturing a product, in some cases, it will have to meet government
specifications. These products will have to have a label identifying which specifications the
product meets. An example would be products meeting CSA specifications. Also some
products such as food products must carry a label that identifies the components and the
amounts of each item and in Canada labels must be in both official languages.

General Comments

The most important point to remember is to enjoy the process and make the most of this
opportunity to thoughtfully scrutinize your business. Although writing a business plan may
be inconvenient in the short-term, careful planning can mean the difference between
success and failure in the long-run.

Here are some additional points to keep in mind during the business planning process:

= |deally, the business plan should be written by the entrepreneur who will operate the
business as he/she has the greatest understanding of the opportunity and has the
most at stake.

= Set out a schedule for completion of the plan, with deadlines for each section.

= The business plan does not need to be long — full plans range from 10 to 40 pages
depending on the complexity of the business and the level of risk involved.

= The business plan should cover company activities over the next three years.

= Use detailed facts and figures and be sure to evidence these numbers with solid
sources — it is especially important to make sure that any data used is as current as
possible and is relevant to your situation.

= If is often useful to present data in the form of tables, charts or diagrams.

= While format and presentation are important, it is content that really counts — make
your important points in a clear and direct way and avoid redundancy in stating your
case.

= Have an objective outsider review the plan for you to provide feedback — someone
familiar with the business management and planning can alert you to information you
may have left out or can help you work out potential problems that arise in the plan.

Above all, remember that a business plan should be a “live” document that is consistently
revisited and revised. Completing a business plan will provide you with the opportunity to
completely think through and analyze your business as well as provide you with a benchmarking
tool that will allow you to proactively identify issues/concerns that may arise. Going through
the process of creating a complete business plan is one of the activities that will assist
you in becoming successful in the world of self-employment!
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