Appendix C

Developing a Business Plan

From Car Parts to Capital

Growing up, Gus Conrades had no idea that his passion for cars and motorcycles would lead to a position as CEO of his own company. “Cars have always been so much more to me than something that takes you from one place to another,” he said. At age 17, after mowing lawns and working summers at gas stations, he scraped together enough money to buy a 1957 Chevrolet Bel Air and then spent all of his free time rebuilding it.

With firsthand knowledge of auto parts under his belt, and now in his 30s, Conrades teamed up with his cousin, Bryan Murphy, and began discussing ideas for a new business: a Web site that sells auto parts to enthusiasts and professionals. Conrades already had extensive Internet experience to go with his exhaustive knowledge of cars, and Murphy mastered the financial side of the auto parts business by heading a traditional auto parts store in Detroit. Out of this collaboration came Wrenchead .com, an e-tail business based in White Plains, New York, that sells millions of auto parts and car-care products to consumers worldwide.

According to Fortune magazine, the secret to Wrenchead.com’s success was Conrades and Murphy’s business plan, which quickly made it clear why their idea would work. Although Conrades and Murphy were “newbies to the venture capital circuit when they dreamed up Wrenchead.com ... they knew how to write a darn good business plan.” Their business plan included a one-sentence statement that neatly summed up their idea for a multimillion-dollar business: “Wrenchead.com sells auto parts to consumers and professionals over the Internet.” In other parts of the plan, the cousins-turned-partners made their huge market potential clear to investors. Car enthusiasts and specialists spend over $32 billion a year on auto parts. “If you have a clear, concise strategy, investors and consumers won’t be confused,” says Conrades.

Due in part to their outstanding, compelling business plan, Conrades and Murphy were able to channel their energies and raise an amazing $120 million in two appeals for venture capital from investors such as CBS, Yahoo!, Polaris Venture Partners, Goldman Sachs, and others. “We took our passion and turned it into a business,” says Conrades. That passion, along with Conrades and Murphy’s clearly articulated strategies and industry knowledge, made their company an enticing investment for venture capitalists. As described by Terry McGuire, a principal in Polaris Venture Partners, the venture capital firm who fronted the first institutional money ($15 million) for Wrenchead.com, the uniqueness of Conrades and Murphy’s company “lies in creating a clear channel into both the consumer and the business-to-business market. Combine that with smart management, and it amounted to a great investment.”

Wrenchead’s clear mission is articulated on its Web site as well. “Wrenchead.com has put the power back in the hands of the consumer by giving him or her access to the same systems used by professional mechanics, a community of car enthusiasts and experts, and personalized shopping.” Their business effectively filled a niche in the auto parts market. In just one year, the staff of Wrenchead.com expanded from 2 to about 100, and traffic on their site went up to 20,000 visitors each day.

If Conrades and Murphy didn’t have such a clear, compelling business plan, venture capitalists would have had no reason to make note of them, especially considering the high volume of entrepreneurial activity in the U.S. According to the U.S. Small Business Administration, approximately 23 million small businesses were operating in the U.S. in a recent year. On the funding side of the coin, Suzanne King, a partner of California-based New Enterprise Associates, reports that of the 10,000 business plans the firm receives each year, between 20 and 30 get funded. “The ones that rise to the top,” King says, “have one thing in common: opening sections that lay out the key points—the idea, the customer, how to sell it, how it’ll make money, the management team, and the payback—in a scintillating, you-don’t-want-to-miss-this-opportunity way.”

If all of this sounds a little overwhelming, remember that success is not a fluke. It usually comes to those who work hard and have a keen sense of direction. It is up to the business owner to meticulously research and assess the business idea, which is usually achieved by developing a formal business plan.1

They Said It

Luck sometimes visits a fool, but never sits down with him.

—German proverb
Overview

Just as the owners of Wrenchead.com did, many entrepreneurs and small-business owners have written business plans to help them organize their businesses, get them up and running, and raise money for expansion. In this appendix, we cover the basics of business planning: what business plans are, why they’re important, and who needs them. We also explain the steps involved in writing a good plan and the major elements it should contain. Finally, we offer additional resources to get you started with your own business plan—to help you bring your unique ideas to reality with a business of your own.

What Is a Business Plan?

With the millions and millions of different businesses operating in the U.S. and throughout the world today, you may wonder how they got their start. Often, it is with a formal business plan. A business plan is a written document that articulates what a company’s objectives are, how these objectives will be achieved, how the business will be financed, and how much money the company expects to bring in. In short, it describes where a company is, where it wants to go, and how it intends to get there. Elizabeth Wasserman, writing in the magazine MBA Jungle, states that a business plan has to be “a compelling story with drama (a demonstrated need), hope (how your product can fill that need), heroes (the management team), and a happy ending (return on investment).”2 A formal business plan will demonstrate whether a venture lacks these elements; it holds the proposal up to the light of day, revealing its strong points and flaws.

business plan document that articulates a company’s objectives, the methods by which these objectives will be achieved, the financing process, and the amount of revenue the company can expect to bring in.
Why a Business Plan Is So Important

A well-written business plan can be used for many purposes, but it serves two key functions:

1.
organizes the business and validates its central idea

2.
summarizes the business and its strategy to obtain funding from investors

First, a business plan gives a business formal direction, whether it is just starting, going through a phase of growth, or struggling. The business plan forces the principals—the owners—through rigorous planning, to think through the realities of running and financing a business. In their planning, they will consider many details. How will inventory be stored, shipped, and stocked? Where should the business be located? How will I use the Internet? And most important how will I make enough money to make it all worthwhile?

A business plan also gives the owner a well-reasoned blueprint to refer to when daily challenges arise, and it acts as a benchmark by which successes and disappointments can be measured. Additionally, a solid business plan will sell the potential owner on the validity of the idea. In some cases, the by-product of developing the plan is demonstrating to a starry-eyed person that he is trying to start a bad business. Wasserman writes, “Investors today view the process of writing a business plan as necessary to help the entrepreneur—not just the investor—determine whether the venture has hope.”3 In other words, the process of writing a plan benefits a would-be businessperson as much as the final plan benefits potential investors.

Finally, a business plan articulates the business’s strategy to financiers who can fund the business, and it is usually required to obtain a bank loan. Lenders and venture capitalists need to see that the business owner has thought through the critical issues and presented a promising idea before they will consider investing in it. They are, after all, interested in whether it will bring them significant returns.

They Said It

You can’t have a better tomorrow if you are thinking about yesterday all the time.

—Charles F. Kettering (1876–1958) American electrical engineer and inventor
They Said It

Plan your work and work your plan.

—Anonymous
Who Needs a Business Plan?

Some people mistakenly believe that they need a business plan only if it will land on the desk of a venture capitalist or the loan committee of the company’s bank. Others think that writing a plan is unnecessary if their bank or lending institution doesn’t require it. Such assumptions miss the point of planning, since a business plan acts as a road map to guide the way through the often tangled roads of running a business. The answer to the question of who needs a plan is: anyone who is serious about being successful. Every small-business owner should develop a business plan—even a freelancer working from home—because it empowers that person to take control.

How Do I Write a Business Plan?

“Developing a business plan” should mean something different to everyone. Think of a business plan as a clear statement of a business’s identity. A travel agency has a different identity from a newly launched magazine, which has yet a different identity from a restaurant hoping to expand its share of the market. Each business has unique objectives and processes, and each faces different obstacles.

At the same time, good business plans do contain some similar elements no matter who the business owner is, what he or she sells, or how far he or she is into the venture. A savvy business owner will mold the elements of a business plan into a personal and professional representation of the firm’s needs and goals. The plan should also realistically assess the risks and obstacles specific to the business and present solutions for overcoming them.

Because the document is important, it takes time to collect needed information and organize it. Don’t be misled into believing that you will simply sit down and begin writing. Before any writing begins, the business owner must become an expert in his or her field. Readying important information about the company and the market will make the writing easier and faster. Some critical information to have on hand are the following items:

•
The company’s name, legal form of organization, location, financial highlights, owners or shareholders (if any)

•
Organization charts, list of key managers, consultants or directors, employee agreements

•
Marketing research, customer surveys, and information about the company’s key competitors

•
Product information, including key goods and services; brochures; patents, licenses, and trademarks; research and development plans

•  Marketing plans and materials

•  Financial statements and forecasts4
The business owner also must do a lot of soul-searching and brainstorming to answer important questions necessary to build the backbone of a healthy business. Figure C.1 lists some critical questions to ask yourself.

FIGURE C.1

Self-Evaluation Questions
Once equipped with these answers, you can begin writing the document, which can be anywhere between 10 and 50 pages long. The length of the plan depends on the complexity of the company, whether the company is a start-up (established companies have a longer history to detail), and what the plan will be used for. Regardless of size, the document should be well organized and easy to use, especially if the business plan is intended for external uses, such as to secure financing. Number all pages, include a table of contents, and make sure the format is attractive and professional. Include two or three illustrative charts or graphs and highlight the sections and important points with headings and bulleted lists. Figure C.2 outlines the major sections of a business plan.

FIGURE C.2

Outline of a Business Plan
The following paragraphs discuss the most common elements of an effective business plan. When you need additional instruction as you write, refer to the Resources section at the end of this appendix.

Executive Summary

The primary purpose of an executive summary is to entice readers sufficiently so that they want to read more about the business. An executive summary is a one- to two-page snapshot of what the overall business plan explains in further detail. Consider it a business plan within a business plan. Through its enthusiasm and quick momentum, the summary should capture the readers’ imagination. Describe your strategy for succeeding in a positive, intriguing, and realistic way and briefly yet thoroughly answer the first questions anyone would have about your business: who, what, why, when, where, and how? Financiers always turn to the executive summary first. If it isn’t well presented or lacks the proper information, they will quickly move on to the next business plan in the stack. The executive summary is just as important to people funding the business with personal resources, however, because it channels their motivations into an articulate mission statement. It is a good idea to write the summary last, since it will inevitably be revised once the business plan takes final shape.

executive summary one- to two-page snapshot of what the overall business plan explains in detail.
To write a great executive summary, focus on the issues that are most important to your business’s success and save the supporting matters for the body. The executive summary should describe the business’s strategy and goals, the good or service it is selling, and the advantages it has over the competition. It should also give a snapshot of how much money will be required to launch the business, how it will be used, and how the lenders or investors will recoup their investment.

Introduction

The introduction follows the executive summary. After the executive summary has offered an attractive synopsis, the introduction should begin to discuss the fine details of the business. It should be crafted to include any material the upcoming marketing and financing sections do not cover. The introduction should describe the company, the management team, and the product in detail. If one of these topics is particularly noteworthy for your business, you may want to present that topic as its own section. Listen to what you write and respond as the plan takes shape.

introduction section of a business plan that describes the company, the management team, and the product in detail.
Include basic information about the company—its past, present, and future. What are the company’s roots, what is its current status, and what actions need to be taken to achieve its goals? If you are starting a company, include a description of the evolution of the concept. Be sure to tie all of the business’s goals and plans to the industry in which it will operate, and describe the industry itself.

A business doesn’t run itself, of course. People are the heart of a business, so write an appealing picture of the business’s management team. Who are the key players and how does their experience resonate with the company’s goals? Describe their—or your, if you are a sole proprietor—education, training, and experience, and highlight and refer to their résumés included later in the plan. Be honest, however—not all businesses are started by experts. If you lack demonstrated experience in a certain area, explain how you plan to get it.

Also describe the product, the driving force behind the venture. What are you offering and why is it special? What are the costs of the service or the price tag on the good? Analyze the features of the offering and the effect these features have on the overall cost.

Marketing Strategy

Next comes the marketing strategy section. The marketing strategy presents information describing the market’s need for the item and the ways the business will fulfill it. Marketing strategies are not based on informal projections or observations. They are the result of a careful market analysis. So formulating a marketing strategy allows the business owner to become familiar with every aspect of the particular market. If done properly, it will allow you to define your target market and position your business within that sector to get its share of sales.

marketing strategy section of a business plan that presents information describing the market’s need for a product and the ways the business will go about satisfying it.
The marketing strategy includes a discussion of the size of the customer base that will want to purchase your good or service and the projected rate of growth for the product or category. Highlight information on the demographics of your customers. Demographics are statistical characteristics of the segment of the market that might purchase a good or service, such as income, race, gender, and age. What types of people will purchase your product? How old are they and where do they live? What is their lifestyle like? For example, someone starting an interior design business will want to report how many homeowners there are within a certain radius of his or her business, what their median income is, and how much they have spent on home furnishings in the past. Of course, this section of the marketing analysis will be quite different for a company that conducts all of its business online. You will still want to know the types of people who will shop at your Web site, but your discussion won’t be limited to one geographical area. It is also a good idea to describe the trends in your product category. Trends are consumer tendencies or patterns that business owners can exploit to gain market share in an industry.

demographics statistical characteristics of the segment of the market that might purchase a product.

trends consumer and business tendencies or patterns that firms can exploit to gain market share in an industry.
The marketing strategy should also detail your distribution, pricing, and promotional goals. Discuss the average price of your offering and the reasons behind the price you have chosen. How do you intend to let your potential customers know that you have a product to sell? How will you sell it—through a catalog, a retail location, online, or perhaps all three? The effectiveness of your distribution, pricing, and promotional goals determines the extent to which you will be able to garner market share.

Competitors are another important part of the marketing strategy. What companies are already selling products similar to yours? Include a list of your competitors to show that you know exactly who they are and what you are up against. Describe what you think are their major strengths and weaknesses and how successful they have been within your market.

Also include the market penetration, which is the percentage of total customers who have purchased a company’s product. If there are 10,000 people in your market, and 5,000 have purchased your product, your market penetration is 50 percent. The potential sales revenue, also an important figure to include, is the total revenue of a company if it captured 100 percent market penetration. In other words, this figure represents the total dollar value of sales you would bring in if everyone who is a potential customer purchased your product.

market penetration percentage of total customers who have purchased a company’s product.

potential sales revenue total revenue of a company if it captured 100 percent market penetration.

They Said It

Preparing for battle, I have always found that plans are useless, but planning is indispensable.

—Dwight D. Eisenhower (1890–1969) 34th president of the United States
Financing the Business

The goal of a business is to make money. Everything in the business plan lays the foundation for the financing section. Business owners should not skip this section even if they are not seeking outside money. While it is crucial to have an accurate financial analysis to get financing, it also is a necessary exercise for business owners funding the venture themselves. The financing section demonstrates the cost of the product, operating expenses, the sales revenue and profit that can be expected, and the amount of the business owner’s own money that will be invested to get the business up and running. The financial projections should be compelling but accurate, and you should be able to defend them.

financing section section of a business plan that specifies the cost of a product, the company’s operating expenses, the sales revenue and profit that can be expected, and the amount of the business owner’s own money that will be invested.
If you have made any assumptions in the body of your plan, tie them into the financial section. If you think you will need a staff of five, for example, your cash flow analysis should explain how you are going to pay them. A cash flow analysis is a mandatory component of a financial analysis, which shows how much money will flow through your business throughout the year. It helps you plan for staggered purchasing, for high-volume months, and for slow periods. Your business may be cyclical, so the cash flow projection lets you know if you need to arrange a line of credit to cover periodic shortfalls. In addition, an income statement is a critical component. The income statement is a statement of the gross income and expenses your company has accrued over a period of a year.

Remember that leaving out important details can certainly undercut your credibility, so be thorough. The plan must include assumptions you are making about the conditions under which your business will operate. It should cover details such as market health; date of start-up; sales buildup; gross profit margin; equipment, furniture, and fixtures required; and payroll and other key expenses that will affect the financial plan. In addition, a banker will want a pro forma balance sheet, which provides an estimate of the firm’s worth. List the company’s assets (what you own) and subtract the liabilities (what you owe), which will render the business’s net worth. Refer to Chapters 16 and 17 of Contemporary Business for additional details on accounting, financial statements, and financial management.

Résumés of Principals

The final element of the business plan is the inclusion of the résumés of the principals behind the business: the management team. Each résumé should include detailed employment information and accomplishments. If applicable to your business, consider expanding on the traditional résumé by including business affiliations, professional memberships, hobbies, and leisure activities. Gus Conrades of Wrenchead.com might describe his strong passion for everything automotive, which would certainly complement his particular business plan.

However you choose to develop a business plan, make sure that you develop the plan. “I can see an entrepreneur’s blood in every business plan,” says Miles Spencer, a member of the venture fund Capital Express.5 For this reason, he advises that the principals take primary responsibility for developing their business plan.

Resources

A tremendous amount of material is available to help business owners write an effective business plan. The biggest task is narrowing it down to which resources are right for you. The Internet delivers an abundance of sound business planning tools and advice, most of it free of charge. It allows you to seek diverse examples and opinions, which is important because no one source will match your business’s situation exactly. Your school library and career center also have a wealth of resources. Following are some helpful resources for business planning.

Books

Three books with comprehensive coverage of business planning are:

David E. Gumpert, How to Really Create a Successful Business Plan, 4th ed. Lauson Publishing Co., 2003.

Joseph Covello and Brian J. Haselgren, Your First Business Plan: A Simple Question and Answer Format Designed to Help You Write Your Own Plan, 3rd ed. Sourcebooks Trade, 1998.

Romanus Wolter, Kick Start Your Dream Business: Getting It Started and Keeping You Going. Ten Speed Press, 2001.

The Web

Several Web sites offer advice, tips, and sample plans. Here are just a few that may be helpful.


Entrepreneur and Inc. magazines offer knowledgeable guides to writing a business plan at

http://www.entrepreneur.com/open/archive/0,5994,300577,00.html
http://www.inc.com/guides/start_biz/20660.html

Entrepreneur also offers a sample business plan at

http://www.entrepreneur.com/Your_Business/YB_SegArticle/0,4621,287390,00.html

Deloitte & Touche offers a useful document, “Writing an Effective Business Plan,” that includes many helpful questions as a guide at

http://www.deloitte.com/vc

American Express offers a step-by-step business plan guide along with worksheets at

http://home3.americanexpress.com/smallbusiness/tool/biz_plan/index.asp

If you are hoping to obtain funding with your business plan, you may want to familiarize yourself with the perspective of venture capitalists, such as Crosspoint

http://cpvp.com/submit/businessplan.html

New Enterprise Associates

http://www.nea.com/index.html
Software

Business plan software can give initial shape to your business plan, but a word of caution should be issued about templates. Bankers and investors read so many business plans that those based on a template might sink to the bottom of their pile. Also, if you aren’t looking for funding, using software can undercut a chief purpose of writing a plan—learning about your unique idea. So think twice before you deprive yourself of that experience. If you do choose to use a software package, make sure it includes a template tailored to your specific industry.

Associations and Organizations

Many government and professional organizations can provide assistance for would-be business owners. Here is a partial list:


The U.S. Small Business Administration offers planning materials, along with many other resources.


http://sba.gov/starting_business/planning/basic.html

The Ewing Marion Kauffman Foundation (http://www.emkf.org) encourages entrepreneurship across America. Their resources section, http://www .entreworld.com, is an online resource center for new and growing businesses.


http://www.entreworld.org/Channel/SYB.cfm?Topic=YouEPlan

Did You Know?

1.
According to a Ewing Marion Kauffman Foundation report called “The Entrepreneur Next Door,” entrepreneurship is as common as getting married or having a baby. About 6 in every 100 U.S. adults 18 years and older are trying to start new firms. This means that approximately 10 million U.S. adults are attempting to create a new business at any time.

2.
Business ideas can come from just about anywhere. Deborah Weidenhamer launched her auction company, Auction Systems Auctioneers & Appraisers, after finding inspiration in a chance discussion with a 90-year-old retired auctioneer on the commuter flight home to Phoenix.

3.
The U.S. Small Business Administration offers a variety of financing options for small businesses. Its assistance usually takes the form of loan guarantees to banks and other business lenders.
Resources for Women and Minorities

Some resources specialize in assisting women and minorities in business planning.


The SBA’s Women’s Business Center


http://www.onlinewbc.gov/docs/starting/effective_bp.html

Minorities Pursuing the American Dream


http://new.blackvoices.com/business/bv-news-entrepreneurs 021209,0,33493.story?coll=bv-business-headlines

