Preparing a
Business Plan

THE FOURTH
COMMANDMENT

PREPARE AND WORK FROM A
WRITTEN PLAN THAT DELINEATES
WHO IN THE TOTAL ORGANIZATION
IS TO DO WHAT, BY WHEN.

Until committed to paper, intentions are seeds
without soil, sails without wind, mere wishes which
render communication within an organization
inefficient, understanding uncertain, feedback
inaccurate, and execution sporadic. Without
execution, there is no payoff. The process of
committing plans to paper is easy to postpone under
the press of day-to-day events. In the absence of a
document, fully coordinated usage of the resources
of the business is unlikely. Each participant travels
along a different route toward a destination of his
or her own choosing. Decisions are made
independently, without a map. Time is lost, energy
squandered.
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“Getting it down on paper seemed to help.” This cap-
tures the verdict that many, if not most, successful en-
trepreneurs reach after they have toiled through the
process of preparing a business plan either for a startup
or for the coming year in an ongoing enterprise. But be-
fore such plans are put to paper, far too many business
builders think, "I'm busy; I'll get to it later." Why is this
so? Most people can write well enough. Why do people
hesitate to commit to paper what is in their heads?

The answer is complex, but it boils down to this: What
is consciously in an entrepreneur’s head is usually not
as complete, as good, or as promising as he or she would
like to think it is. He or she may have an image but it is
a long way from being a finished painting. Or, to use a
different metaphor, the entrepreneur may have a melody,
but it is not yet a symphony. The process of getting an
idea down on paper in a business plan format can be a
very creative one. It is not merely a matter of transla-
tion from head to paper, but of actually generating the
complete original. This is typically a heavy undertak-
ing. That’s why the brain subconsciously whispers to it-
self: Procrastinate, procrastinate. It senses that there’s
big work ahead. Developing a symphony from a melody
or a painting from an image isn’t easy. Generating a
written plan for a serious business venture is the same
kind of creative challenge.

There are several popular misconceptions about the
basic purpose of business plans, particularly those de-
scribing a brand new venture. Some people promote them
as documents for raising money. Others see the plans as
essentially legal boilerplate to provide entrepreneurs
with “I told you sos” later on if things go sour for outside
or inside investors. Still others stress the preparation of
a plan as a rite of passage, a cleansing experience that
tends to separate the real players from the spectators
and camp followers. A perspective that includes all these
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but is philosophically of much greater use is that a busi-
ness plan is a blueprint for building a business. Few read-
ers of this Commandment would attempt even the addi-
tion of a room to their houses without a drawing from
which to work. A business plan is a word picture of what
the entrepreneurial dream is, why the dream can be eco-
nomically viable for those involved, and how the con-
struction will be carried out over time.

As discussed in detail below, a business plan is most
usefully thought of as an internal, operating document,
not a showpiece for raising money or satisfying attor-
neys. A sound business plan can be an important con-
tributor to success whenever one, two, three, or more
people wish to organize and synchronize a purposeful
business effort over time in order to achieve specified
results. Whether or not money is raised via the plan,
whether or not an attorney ever touches it, whether or
not anyone but the writers ever read it, the energy in-
vested in preparing a blueprint most often will have a
high rate of return. This is true even, and perhaps espe-
cially, when as a result of the effort to put together a
workable, believable plan, an idea is abandoned. It’s bet-
ter to cancel a flight at the gate than after takeoff.

Starting a new growth enterprise is normally a rela-
tively high risk proposition. If the venture is successful,
that is, economically viable in a projected length of time,
everyone is happy, but the requirements of growth are
not trivial. If the venture is unsuccessful, careers, money,
reputations, spouses, good health, and even lives can be
lost. Assuming the leaders of the effort have the neces-
sary personal drive, the height of risk tends to be inversely
proportional to the presence of two prime ingredients:
1) the directly applicable experience and managing ability
of the team responsible for the venture, and 2) the thor-
oughness of the thinking that goes into the undertaking
before it starts. To some extent, they are interchangeable.
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Part of the folklore of venture capital is that it is
most profitable over the longer haul to bet on good people
rather than simply great concepts. “Back a quality in-
dividual before backing a surefire idea,” was a motto of
George Quist of Hambrecht and Quist, one of the oldest
and most respected venture capital firms in the country.
When pressed to list the indicators of good people or
quality individuals, people with proven experience in
evaluating entrepreneurs usually include the follow-
ing:

¢ Evidence of drive and achievement-orientation
¢ Applicable business or technical experience

¢ Verifiable integrity

¢ Ability to communicate ideas and plans

Increasingly, a fifth indicator is finding its way onto
the list, namely a propensity toward team work. The
turbulent times, current and projected, generate com-
plexity in every aspect of the business world. A variety
of skills is needed to cope successfully with the myriad
issues that confront any growth company of consequence.
No one individual is likely to have all the skills in suffi-
cient depth to do a quality job across the board on a sus-
tained basis. In short, soloists are falling from favor.

A final point of perspective and perhaps clarification
is that, by definition, a prospectus is “a report or state-
ment which describes or advertises a forthcoming liter-
ary work, a flotation of stock, etc.” A prospectus is not a
business plan. A business plan, however, may techni-
cally be a prospectus if it is used to raise money.

In summary, after preparing a business plan, the
entrepreneurial management team should have before
it an agreed program—expectations, actions, and re-
sults—to which it will willingly commit itself. After read-
ing a business plan, a director, potential investor, or other
interested party should know precisely what those in-
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volved intend to do, by when, with the human and fi-
nancial resources called for in the plan.

Preparing a Business Plan

The length and sequence of contents in a business
plan for a startup will depend upon the nature of the
proposed venture. One major component that is almost
always needed, however, is to describe just why, how,
and when economic viability will be accomplished. Other
objectives may exist and even seem to be of greater im-
portance to the writers of a given plan, but economic
viability is the one necessary condition around which
the contents outlined below are molded. Without such
viability, few business ventures, no matter how noble,
survive for long. Self-sustaining cash flow—economic
viability—is at the heart of being in business.

Why is normally addressed by first identifying
precisely who outside the enterprise is interested in and
qualified to buy whatever it is the enterprise will have
to sell, the way it will be sold. How is indicated by a
complete coverage of the human, production,
organizational, and monetary requirements for providing
the product or service on a timely and continuing basis
consistent with the pricing and quality demands of a
chosen marketplace. When is reflected by a thorough
presentation of the financial implications over time of
each important event called for in the plan.

In a plan that is to be read critically by others, it is
also useful to have an overview or executive summary
at the start. Such a section will probably be written last
though it appears first. Overall, then, the contents of a
basic blueprint for building a business are as follows:
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Overview

Concept

Objectives

Market Analysis

Production

Marketing

Organization and People

Funds Flow and Financial Projections
Ownership

1.0 CONCEPT

As suggested earlier, there is powerful evidence that
the act of committing an idea to paper is a vital step in
the idea's development. This is nowhere more true than
when dealing with the fundamental notion underlying
the formation of a new, growth venture. By nature, new
ideas are fuzzy combinations of needs, interests, capa-
bilities, frustration, optimism, ambition, and a dozen
other ingredients. Few entrepreneurs wake up one morn-
ing with an Aha! imprinted undeniably on their brains.
Instant photography, Internet search engines, fail-safe
computers, resoleable tennis shoes, hang gliders, fast
food stores, bungee jumping, and microcomputers were
not conceived with the help of lightning bolts.

In most instances, a notion or inkling takes some
encouragement before it becomes a hunch. A hunch re-
quires some massaging and mulling before it graduates
into a discussion piece. A discussion piece demands con-
versation and research enroute to precarious classifica-
tion as a full blown idea. An idea takes a lot of work to
refine it into a concept upon which to build a business.

With a single, well-developed concept, a massive
business empire can be built. But a single product or
service is seldom enough to justify the bodily wear and
tear required to launch a business that has prospects of
being listed some day on a stock exchange.
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Product/Service Possible Concept
* Quick hamburgers ® Mass-produced restaurant
food
® Part-time secretarial help ® Peak load, variable cost
labor
* Microcomputer * Electronic publishing
software packages
® Better mouse trap * Rodent control for home-
makers
* Inventory control for small, * Hardware/software pack-
auto parts retailers ages for selected vertical
markets
* Solar pool heaters * Domestic energy-
transformation devices
® Buggy whips * Transportation stimulators

(historic example)

¢ Raw material control system @ Productivity improvements
for paper machines for process industries

¢ Tennis shoe resoleing e Apparel recycling

Above are a few examples to illustrate the differ-
ence between a product or service and at least one pos-
sible underlying concept. The examples do contain a
touch of tongue in cheek. It is extremely unlikely that
all the entrepreneurs responsible for the various prod-
ucts and services shown on the left initially elevated
their basic ideas to the conceptual level on the right.
The question is whether or not it would have been valu-
able for them to think the implications of their product
or service all the way through to the customer/generic
level, sooner rather than later.

There is another compelling reason to hammer a con-
cept onto paper in black and white. The possibility of
confusion, misunderstanding, and shallowness on the
issue of What business are we in? is reduced. A reason-
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ably refined concept can help insure that the second (and
third and fourth...) product or service of a budding en-
terprise is synergistic and complementary to the first.

CASE H. Engineer Ed came up with a new machine that
sorted bad peanuts from good peanuts on a high-volume
basis. He founded a manufacturing company that did very
well for him and two investors. Based on his initial success,
Ed was able to attract a sizeable amount of investment money
to keep on building the business. He expanded into the dis-
tribution of irradiated plastics, a field completely foreign to
his early, peanut machine manufacturing and sales success.
Ed’s company peaked out at a modest size.

Make no misunderstanding. Ed did all right for him-
self financially. But he never built the big company of
his dreams. Ed’s eclectic, opportunistic approach has its
place. So does making a big splash with a single product
and then selling the embryonic company to a bigger com-
pany interested in expanding its product line. Take the
money and run! Or start over again. It’s a matter of what
the founders are out to accomplish (See Commandment
One). If you and your associates aim to build a major
business, the time invested in identifying and refining
your concept can have a big payoff for you.

2.0 OBJECTIVES

The Third Commandment, covered elsewhere,
stresses the importance and characteristics of sound ob-
jectives. Two levels of objectives should be included in a
business plan. First, the longer-term interests (inten-
tions, objectives) of the entrepreneur(s) should be iden-
tified. Second, the operating objectives—sales, profits,
market share, margins, etc.—need to be spelled out. Both
levels typically require a great deal of digging and itera-
tion. They all need to be in harmony with one another.
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On the first level: What do the plan writers hope to
achieve for themselves over the longer term? Most ev-
erybody, at a minimum, wants to make at least enough
money to get along. But there is a huge difference in
pursuing $1,000,000 in capital gains within three years
and pursuing a steady stream of $75,000 net income per
year for life. Neither of these two objectives holds the
corner on virtue, but they are different. And knowing
roughly what you, the plan writer, are after is impor-
tant. Otherwise, critical readers of the plan don’t have a
reference point for the plan's feasibility.

CASE 1. Sandra and Kay came up with an idea for a one-
stop-shopping phone service for home-repair work. In con-
cept, they envisioned sort of a AAA for commuters who were
home owners living in suburbs where people in need of a
plumber, electrician, or tree surgeon usually have only the
yellow pages for guidance.

The two women spent many hours fleshing out the idea.
A thousand questionnaires were mailed to a randomly-se-
lected cross section of the residents in burgeoning Contra
Costra County near San Francisco. More than 10 percent of
the questionnaires were answered and returned. The an-
swers were encouraging, and the entrepreneurs wisely cross-
checked the results with a variety of potential users, suppli-
ers, and community-knowledgeable acquaintances. The end
result of the research phase was the finding that the busi-
ness idea appeared to be capable of supporting one, maybe
two, people (owner/managers) modestly.

Is the idea a good one? Should the women proceed?
It depends. This is a good example of why it is impor-
tant for an entrepreneur to know his or her personal
objective(s). If Sandra and/or Kay are considering
entrepreneuring to get rich, this home-repair idea prob-
ably is not the way to do it. If they want to be self-em-
ployed while earning a living, it has some possibilities.
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It would be a big mistake for Sandra and Kay to
launch into the business with the question of personal
objectives unexamined. It’s an everyday occurrence to
find business partnerships and young corporations on
the rocks because the participants found out too late that
one of them wanted to reinvest earnings and expand the
business while the other preferred to take his or her
share of the profits and spend it on long vacations in
Europe. Proceeding with a new enterprise made up of
people who have mixed motives is what keeps attorneys
driving the latest BMWs.

Why are you interested in building a company? Per-
sonal objectives come in many shapes and sizes. Below
are seven common measures along which potential start-
ers of businesses might usefully calibrate themselves.
Pick a number that corresponds to your personal level
of motivation on each measure. Ten is high.

I wish to... .
Build Personal Net Worth

| | | | | | | | | | |
0 5 10
Gain Personal Influence over Others/Events

| | | | | | | | | |
0 5 10

Gain Independence/Freedom of Action

| | | | | | | | | | |
0 5 10

Achieve Professional/Technical Satisfaction
| | | | | | | | | | |
0 5 10

Reduce Frustration with Present Activities
| | | | | | | | | | |
0 5 10
Secure/Increase Annual Income
| | | | | | | | | | |
0 5 10
Contribute to Society

| | | | | | | | | | |
0 5 10
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These seven measures are not meant to be the final
word. A high number of points on a measure is not nec-
essarily good. There have been hundreds of studies of
whether successful entrepreneurs are born or made, ren-
egades from society or heroes, lucky or inspired, identi-
fiable in advance or random marriages of chance and
capability. There’s a small school of thought in favor of
each argument, and chances are good that there will be
even more theories in the days ahead as technological
advances put immense capabilities at the fingertips of
those who are opportunity-minded. When used as points
of departure, however, the seven measures above can
help an entrepreneur be honest with himself or herself
and with the other contributors to the business plan,
the blueprint for building the business. One thing is for
certain: A business plan written by people with widely-
differing or conflicting personal objectives is likely to end
up as rough reading rather than a smooth description of
how the enterprise will compete in a chosen industry.

The second and more obvious level of objectives that
should be included in the business plan are those hav-
ing to do with operating matters such as sales, profits,
market share, and so on. The word objective implies what
we are going to make happen. An objective is more than
a wish. It is an end result to which resources—cash and
people—will be allocated. Below -are some objectives lifted
from a variety of business plans.
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¢ $100,000,000 in sales by fiscal year 2007.

* Market share of 3 percent by end of third year.

* Ninety systems installed and working by 2005.

¢ Four thousand billable hours by the 24th month.

* Positive cash flow by end of first fiscal year.

¢ Shipments of 25,000 units within ten months
of receipt of first order.

* Gross margins increased to 40 percent by tenth
quarter of operations.

¢ Return on Equity of 35 percent per year, by third
year.

e Positive cash flow of $225,000 by month nine after
formal start of business.

In short, objectives define the construction check-
points of the business you are planning to build. Some
operating objectives will change from year to year, of
course, as various checkpoints are passed and new sub-
jects rise in importance. As objectives change, so must
the supporting business plan change. The Fourth Com-
mandment is always with you: Prepare and work from a
written plan...year after year after year.

There are two trends occurring in the nature of op-
erating objectives as we navigate the 21st century. One
is that there is an increasing interest across the land in
such measures as ROI (Return on Investment) and ROE
(Return on Equity). In these times, it is less and less
adequate to state merely how you are doing or how you
expect to do in a profit and/or loss sense. Nowadays the
question is more and more: How well do you expect to do
with the resources or assets at your disposal? This is
more of a balance sheet orientation.

For example, in the table ahead which company is
doing better, X or Y?
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Company X Company Y

Sales Last Year $20,000,000 $30,000,000
Sales Growth over
Previous Year 50% 20%
Profit percentage on
Sales 15% 5%
Market Position Strong Strong
£ £ £ £ £

Would your answer be the same if you knew that
the total assets (debt and equity) in company X were
$10,000,000 and the total assets in company Y were
$5,000,000?

& & & & &

Would your answer be different again if you knew
that the equity in X was $3,000,000; in Y, $1,000,000?
Think about it.

Obviously, your answers—based on the data given—
depend on your criteria. Entrepreneurs are increasingly
being confronted with the issue of the quality of the
growth they are projecting. Quality typically is based
on a comparison. Upon what asset or equity base is the
projected growth, sales and earnings, constructed? Asset
productivity is another way to think about the challenge
facing managers who must deal with fluctuating interest
rates, political gyrations, technological obsolescence, and
certain kinds of employee shortages as they build their
businesses. The use of objectives (measurable end results
to be achieved) has become increasingly important as
one of the few antidotes to complexity and confusion in
these turbulent times.

Henry David Thoreau once said, “In the long run,
men hit only what they aim at.” A business plan needs
to be aimed at something that is responsive to both the
plan writers’ interests and the known, basic require-
ments for business success in a chosen marketplace.
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3.0 MARKET ANALYSIS

There is a difference between a need and a market.
To use a classic example, the management of Ford Mo-
tor Company at one point in time perceived a need for a
large, flashy car with a lot of gadgetry for the driver.
Ford gave the world the Edsel automobile. For a variety
of reasons, the perceived need did not turn out to be a
market of consequence when the car was introduced.
While many people liked the gadgetry, there were only
a few people favorably disposed toward buying a large,
flashy, futuristic car.

Here is another example. For some years now a few
big manufacturers have been cultivating a need for DVD
players in the home. The same is going on today with
Internet devices. The cultivating is slowly paying off,
and gradually the potential need is being converted
around the edges into a market, i.e., a definable group
of people favorably disposed toward buying the product.
The purpose of the market analysis section of a busi-
ness plan is to identify as precisely as possible the size,
location, and characteristics of the set of people who are
expected to be favorably disposed toward buying what
the new enterprise expects to sell.

Please note with care the contents of the last sen-
tence. It includes: people . .. favorably disposed toward
buying. If you are planning to get money in the form of
sales dollars from people not yet favorably disposed to-
ward your new product or service, then it is important
that you state as much in your market analysis. There’s
nothing categorically wrong with undertaking to create
a market. Many entrepreneurs have done it. Doing so
requires what is appropriately called missionary mar-
keting. But it’s expensive, and your capitalization will
have to be sufficient to cover it. In addition, you will
need the services of people skilled in such work.



The Fourth Commandment 15

CASE ). The 1970s OPEC oil price boost spawned a num-
ber of solar products companies. One of the more exciting
ones had a swimming pool heating system based on some
technologically-advanced collector panels. The need for
saving pool heating dollars via solar energy seemed obvi-
ous enough. The founder had to decide if there was a mar-
ket. If so, could that market be reached cost-effectively?
Extensive field work indicated that there was a market for
solar pool heaters that were within a certain price range.
But, having identified a market, it turned out that there was
no straightforward way to sell to and service it. The founder
faced the hard choice of abandoning his idea or assembling
a distribution system from scratch. He raised enough money
to do the latter.

Once isolated, the total population of all potential
buyers (consumers or corporate representatives such as
purchasing agents, officers, or department heads) for a
given product or service is a certain size. Call it X. Within
X there are discrete subgroups called segments that vary
in characteristics such as the reason for buying, finan-
cial ability to pay, and ease of reaching. Most entrepre-
neurs need to select a segment or a very limited number
of segments upon which to concentrate available selling
efforts. In the Market Analysis section of your business
plan, your primary task is to describe the magnitude
and nature of the business opportunity, usually in terms
of segments. In later sections of your plan you will deal
with how you expect to pursue the opportunity in the
chosen segment(s).

What are the characteristics of markets that are at-
tractive bets to growth-company investors? A rough out-
line of the criteria used by a cross section of west coast
venture capitalists is as follows.
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The targeted market should be:

e Over $50,000,000 in total size (annual sales vol-
ume).

¢ Growing at a rate significantly greater than the
real GNP.

e Sufficiently fragmented or noncompetitive to al-
low an aggressive new entry to grow to $25,000,000
or more in sales within five years.

* Amenable to profit making by a new entry at a
rate of at least 5 to 10 percent (after tax) on sales
within two to three years after startup.

* Socially and politically acceptable to the business
world in general so that:

a. Traditional forms of financing such as bank
loans, are available to the company once it is
established.

b. Sale of stock to the public or a larger corpora-
tion at a fair price is possible at some point in
time.

This outline is, as stated, rough. There is a lot of art
in making venture investments. Often the precise size
of a market is not quantifiable. How big is the Internet
market, for example? How big will it be in 2010? How-
ever, if a market is currently $10,000,000 in size and it
is predicted to grow at 50 percent a year for ten years,
there may be plenty of room for a new entry. The over-
riding issue is whether there appear to be enough avail-
able, profitable sales dollars to support the proposed new
enterprise over a reasonable length of time so that it
can develop a track record as a growth company.

One other point of great importance bears repeat-
ing. There are many good and proper reasons for
entrepreneuring. Building a company to a certain size
and selling it for a healthy capital gain is only one of



The Fourth Commandment 17

them. But whatever the reason, an appropriate market
must exist or be developed to satisfy the top-line require-
ments dictated by the objectives of the primary partici-
pants. If there are inadequate sales, the top line, there
will be anemic profits, if any, which is the bottom line.
There are details on this in Commandment Seven.
Once plan writers have developed a comprehensive
picture of the market to be pursued, the supporting or
amplifying elements are relatively straightforward:

¢ What or who are any intermediate influences on
the ultimate buyers? For example, will you have to
work through dealers, distributors, Internet search
engines, sales representatives, associations, pur-
chasing agents, or retailers? What hurdles or op-
portunities do they present?

* What are the existing and anticipated competitive
conditions? How will they affect pricing, hiring,
packaging, facility location, and transportation?

* Arethere important governmental influences in the
chosen market, such as those affecting the five E’s:
energy, equality, post-Enron ethics, environment,
and employment practices?

Where does one obtain market data? The list of
sources is infinitely long. Libraries and the www have
resources for developing a picture of an industry or mar-
ket opportunity. Ideally, one or more members on the
entrepreneuring team has in-depth experience in the
market to begin with. If not, triple the importance of
this section of your plan.

In summary, no one should try harder to understand
the dynamics of the targeted marketplace than the as-
piring entrepreneur, the potential new kid on the block.
Ultimately, business success flows from satisfying cus-
tomers (Commandment Two).
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4.0 PRODUCTION

There are a variety of ways to make most products.
The mix between capital equipment and people, made
parts and bought parts, assemble here versus assemble
there, and so forth, has to be worked out. Every decision
has implications for product delivery times, cash flow,
quality control requirements, and other elements of a
manufacturing business such as staffing and facility re-
quirements. Likewise, service-business management
teams face early choices that often set a new business
on a path from which it may be quite hard to turn later.
Location is a major consideration if customers need di-
rect access to the business. Key people, high skill or low,
must be available nearby. It is hard to produce custom
wood furniture without skilled woodworkers, for ex-
ample. In summary, given a positive point of view about
an identified market opportunity, production to capital-
ize on that opportunity is a key blueprint ingredient.

Production plans probably flow easiest from hard
to soft, that is, from equipment lists to systems consid-
erations and people, once a production philosophy has
been established. Production philosophies generally start
with a decision about where the company will position
itself on the make-versus-buy continuum. There are two
well-known, high-flying, publicly-held computer compa-
nies that have each exceeded $100,000,000 in sales in
recent years. Neither actually manufactures more than
about 15 percent of its own hardware. Eighty-five per-
cent of every system they ship consists of vendor-sup-
plied parts. This ratio is neither good nor bad, only dif-
ferent from the more traditional pattern of making what
you sell. The ratio merely reflects what two different
management teams have decided is best for their own
enterprises.
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What is best for your particular enterprise? There is
no one answer. It depends most on what it is your man-
agement team does best and where money tends to get
spent or made in your chosen industry. Take a look at
the example below. A and B are cost distribution aver-
ages from two completely different industries and mar-
ketplaces. The management of a new company entering
either industry should know the relevant averages.

Industry A Industry B
Averages Averages

.08 Transportation 15

.35 Distributors .00

.00 Sales Representative .10

15 Internal Sales Force .10

& Marketing

.20 Cost of Goods Sold 45

22 Overhead, R&D, Profit .20

$1.00 One Sales Dollar $1.00

On average, more than half ($.58) of industry A’s
dollars of revenue go to moving the product after it is in
inventory. Only $.20 is spent on cost of goods sold. On
average, on the other hand, companies in industry B
spend $.45 on the cost of goods sold. So there is at least
a preliminary argument that says a new company en-
tering industry A might wish to allocate the bulk of its
primary resources to excelling in non-manufacturing
matters if it is possible to do so. An entrepreneur who
can beat the $.58 average, perhaps using the Internet,
may have a distinct, competitive advantage. A new com-
pany tackling industry B, in contrast, may wish to con-
sider a production philosophy that leans more toward
excelling in manufacturing, assembly, or fabrication. If
the industry B entrepreneur can beat the $.45 average,
he or she may have a competitive advantage.
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CASE K. In 1998 three men formed a new company with
$250,000 of outside capital and a concept fashioned around
user-friendly inventory control systems for selected vertical
markets. The company, which was selling a $30,000 item
to small proprietorships which typically had annual sales of
under $1,000,000, was operating in the black after its sec-
ond quarter in existence. It has been immensely profitable
every quarter since, and today it enjoys sales exceeding
$100,000,000 a year. It has also gone public and maintained
a high price/earnings ratio for some time now.

From its inception, the management in Case K mini-
mized the amount of manufacturing done in-house. Essen-
tially all parts were purchased. Assembly work was even
subcontracted to a variety of suppliers. “I didn’t want for us
to have to build big parking lots on expensive real estate,”
said the President in an interview.” Only the quality control
part of production is done in-house. We have built our own
staff in other areas where we think we are experts, marketing,
sales, and engineering. We're happy to let others [vendors]
make a buck. They can take the ebb and flow of hiring and
laying off production people. They can own the parking lots.”

CASE L. A new bank was formed in a medium-sized metro-
politan city with a population of 100,000. It was to be the
only independent bank in the area. The founders were able
to attract a sizeable block of opening capital. How should
that capital be allocated (beyond buying a vault!)? A fancy
building and offices? Staff? Computers and systems? Auto-
mated tellers? Marketing? Product development?

Some money had to go to each category, of course, but
a carefully reasoned decision was made to put the lion’s
share into the staff rather than into buildings, marketing, or
high speed production and processing systems, where no
matter how much was spent, the new bank could not excel
against competition. The founders did, however, go out and
hire the premier people (from other banks, naturally) in the
area. The new bank exceeded its second year projections
fifteen months after opening its modest doors for business.
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What worked in Cases K and L are not formulas for
you. The cases merely illustrate the point that a produc-
tion philosophy needs to be thought through carefully
before plans are made to spend money on real state,
bricks, mortar, people, or equipment. Years ago Peter
Drucker pointed out in his book, Managing In Turbu-
lent Times, that we were rapidly becoming a nation of
knowledge workers. One manifestation of that trend is
a change in the historic mix in how scarce resources are
allocated between sales, production, marketing, man-
aging, and R&D activities.

Back to the business plan itself. Given a basic pro-
duction philosophy, what then? It’s time to get down to
details:

* What processes are involved and how will they be
obtained?

* What equipment is needed to support or provoke
efficient, in-house operations?

* Given the above, what are the facility requirements?

* Whatis to be the source of raw materials, labor, sup-
plies, and purchased parts? Who will oversee sourc-
ing in the company?

* How will incoming inspection, quality control, pack-
aging, transportation, and repairs be managed?

* What is the schedule of who is to do what, by when,
regarding production?

* From the above, what is the budget, i.e., the timing
and magnitude of expenditures?

*  What will be done if the business grows much faster
than expected? Or much, much slower?

As a general rule, the leaner a young enterprise is,
the better. Money tied up in facilities, inventories, equip-
ment, and other fixed costs reduces the ability of man-
agement to maneuver and adjust its plans and actions
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to changing conditions. At the same time, sufficient con-
trol over the production of the customer satisfaction
(product or service to be sold) is important. The best mar-
keting program in the world will be wasted if the de-
mand generated goes unsatisfied due to quality, cost, or
delivery problems. Smart, disciplined decisions about the
allocation of scarce resources are one mark of people who
can excel in entrepreneuring.

5.0 MARKETING

As used here, marketing is a broad term that includes
all aspects of creating and keeping customers. A business
plan should reflect a detailed description of precisely how
the targeted population described in the market analysis
(Section 3.0) will be allowed or coaxed to exchange its
money for your product and/or service on a continuing
basis.

Here are some of the questions to be answered:

e How will customers' needs be identified, classified,
and fed into the workings of the business?

* How will customer satisfaction be tracked?

¢ What methods of selling and advertising and com-
municating are to be used to carry the messages of
your business to the intended audience(s)?

e What will make the chosen channels of distribution
productive, e.g., incentive systems, packaging inno-
vations?

¢ What product or service features and benefits are to
be emphasized? How do they stack up against com-
petition?

* How are credit approval, collections, and complaints
to be administered?

¢ Whoisinvolved in pricing decisions, and what is the
basis for decisions, e.g., cost, value added, value to
customer?
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¢ What are the plans for the development and/or evo-
lution of the product or service?

e What level, if any, of research activities are needed
to sustain or accelerate the growth of business?
[Note: Technology can be a separate and very large sec-
tion of a total business plan, particularly for a technol-
ogy-based venture. In such a section, the management
team needs to spell out who or what will drive the needed
development effort as well as what is expected to be ac-
complished, by when.]

* What responses by competitors are likely, if any, and
how will they be countered, if at all?

* What is the schedule of who is to do what, by when,
regarding marketing?

* From the above, what is the budget, the timing, and
the magnitude of expenditures?

e  What will be done if the business grows much faster
than expected? Much, much slower than expected?

There is always an element of guesswork in predict-
ing what is going to happen in the marketplace. This is
one powerful reason why the width of management’s
experience base in the chosen industry is of major im-
portance to an outsider evaluating a proposed business.
The broader the base, the more valid management’s ex-
pectations should be and the less likelihood there is of
surprises. Candidates for entrepreneuring who have
backgrounds in the steel industry are going to be less
than convincing when they describe their campaign to
dominate the world yogurt market.

Here is a final point of perspective under the gen-
eral heading of marketing. You may have noted that the
word strategy has not been used so far in this material
on Preparing a Business Plan. It is a word that has been
overpublicized to the point of confusion. Everything is a
strategy. As a practical matter, there are potentially three
levels of strategy in a growth company: Corporate, Busi-
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ness, and Functional. Corporate strategy has to do
with what business or businesses the enterprise will be
in...and by exclusion, therefore, not in. Then, hopefully,
each of the one or more businesses in a given corpora-
tion has a discrete business strategy. This is best de-
fined as a summary statement covering what will be sold,
to whom, in pursuit of the expectations that have been
set for the business unit. And finally, within a given busi-
ness unit, there are usually functional strategies for
manufacturing, marketing, finance, purchasing, person-
nel, and so on, that summarize how objectives will be
pursued.

In the marketing section of a business plan, all three
levels of strategy may well be covered, but typically the
emphasis is on business and functional issues. In a single
business company—such as most new companies—the
corporate and business strategies are one and the same
anyway. Fundamentally, there are only six basic busi-
ness strategies: Product Development, Market Develop-
ment, Forward Integration, Backward Integration, Di-
versification, and, of course, Stay Put, i.e., continuing to
sell just what you have been to your existing customers.

Backward
Integration

PRODUCTS/SERVICES
Existing New
v
& w
SE5| StayPut Product
[oRY] Development
i
2
(9]
Forward 3 Market Diversification
Integration [ Z| Development

Basic Business Strategies for Building a Business
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Once again, a statement of business strategy boils
down to: What is to be sold, to whom. This brings us
back full circle to the job of marketing. Marketing is the
primary interface between an enterprise and the out-
side, operating environment. Young growth companies
usually need smart marketing even if they do have a
better mousetrap of some kind.

6.0 ORGANIZATION AND PEOPLE

People make things happen. The right people make
the right things happen. Selecting and fitting the right
people to key responsibilities is a continuous process that
ideally starts before or at the time the business plan is
developed so that the document truly reflects the input
of the team that is to execute it. There are at least four
layers of talent potentially active in an enterprise: A
board of directors or advisors, the general management,
functional specialists, and other key individuals. Some
people will contribute in more than one layer.

As suggested in Commandment One, directors are
often chosen for convenience rather than for the specific
talents they might bring to the organization. This is a
mistake. Qualified, interested, informed directors can
be useful in guiding a company to economic viability and
beyond. Properly used, a board can be an internal con-
sulting group or a sounding board for management
rather than just a legal appendage or a comfortable for-
mality for the chief executive officer. The senior layer of
talent, the board of directors or advisors, should provide
perspective based on solid, related experience.

As implied earlier in this Fourth Commandment,
general management is a prime ingredient for suc-
cess in most growth companies. Managing here is de-
fined as setting expectations and achieving results
through (not with or for) others. Almost every outstand-
ing team in any field of endeavor has one or more good
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coaches, people responsible for the results who must
pursue those results via their subordinates or associ-
ates. In smaller companies, most of the key people often
have to wear a manager’s (coach’s) hat part of the time
and a doer’s hat the rest of the time. Under such cir-
cumstances, it’s easy for the distinction between the two
different kinds of work to become blurred. Both kinds of
work are necessary for successful entrepreneuring.

When blurring occurs, it is often the managing work
that gets shoved aside in the rush of day-to-day pres-
sures to obtain orders, finish designs, produce goods, and
ship things. A proper organization design can help in-
sure that managers are in place and motivated and free
to spend the necessary time on planning and supervis-
ing others in pursuit of the expectations of the enter-
prise, i.e., the vision, mission, and objectives.

CASE M. During the tennis boom of the mid-1970s, a num-
ber of the major tennis stars of that era started tennis-related
businesses. One such business grew to several million dol-
lars in sales from a diverse set of activities that included
publishing, player management, tennis training camps, re-
tail stores, and tournament promotion. The star-studded com-
pany lost money hand over fist. To reverse the loss, a CPA
was hired to fix the company. She installed the necessary
control systems and generally helped the company back to
the point where it at least enjoyed positive cash flow.

After successfully completing this turn-around task, she
was made President. But no other manager or supervisor
was added to oversee the accounting function, which was
a vital function in the rather complex operation. The CPA
simply had two big jobs now instead of one: she was both
the general manager and the accounting & control man-
ager. Within a year the company was deep in the red again,
and the President was both burned out...and fired.

What is the moral of the story? Just below the direc-
tor or advisor layer of talent, there is a layer of general
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management that must be provided for in the organiza-
tion design of a new venture if the founders and/or in-
vestors wish to avoid having an adventure on their
hands. Most everyone who has been successful at doing
something (selling, engineering, programming, account-
ing, etc.) assumes he or she can also manage. This is a
faulty assumption. More on this elsewhere in Command-
ment Five. Sound management is the second required
layer of talent.

As a general rule, among the members of the man-
agement team and the board, the primary functional
skills—sales & marketing, production, accounting, fi-
nance, personnel, and technology (if appropriate)—
should be well represented. Functional specialists are
the third layer of talent. It is not a problem if some func-
tional skills are provided initially by board members, or
possibly by consultants or part-timers, rather than by
full-time members of the company. This condition can
be altered in time as the business grows. The important
point for the entrepreneur is that he or she should not
try to do everything during the critical early days when
there is a natural tendency to try to cover all the bases
at a minimum expense. If you want to build a growth
company, get the money you need to get the people you
need to do what the business must have done well to
succeed in an unforgiving, competitive environment. If
you can’t get the money you need, consider dropping or
radically altering your concept. Retreat? Hell no! You
merely back up to go around and try it another way.

The fourth layer of talent in most embryonic orga-
nizations is the one that contains the one or two or more
key individuals who possess the special talents indig-
enous to the specific business. A semiconductor company
must have a solid-state physicist. A software company
must have a senior programmer. A new bank probably
needs at least one banker. Case M above was critically
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dependent upon tennis camp directors who could both
play and manage. And a chocolate chip cookie company
that started in Palo Alto, CA clearly needed a skilled
baker with high-volume production experience. Some-
times the president or another officer is also the key,
special talent. This works all right so long as the indi-
vidual can keep his or her multiple jobs separate and
well covered, either directly or via delegation.

President

VP VP VP

Functional Structure

What about structure, i.e., organization design?
Many new growth enterprises begin with a functional
structure which contains one level of general
management, a president, with functional vice-
presidents filling out the team. There are other
possibilities, of course. The vice-presidents could be
responsible for products or geographic areas, for example,
instead of functions, but usually such profit center
designs, with their multiple layers of general
management, make more sense later. For a new company
intent on growth, a simple functional organization with
simple titles, if any, and an articulated policy of
organizational flexibility is probably the best approach.
In the business plan, then, the writer or writers identify
the starting point. The purpose of the initial design is to
support the business strategy of the enterprise. In most
cases, the design should be purposefully changed over
time as the enterprise changes in size and complexity.
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Given a structural starting point, here are the ma-
jor supporting details that can usefully be included un-
der Organization and People in a business plan:

¢  Who (resumes) is accountable to whom, for what?

¢ What pay, incentives, benefits, and promotion se-
quences will be used to attract, stimulate, and hold
on to desired people?

* How will salaries be determined and administered
over time?

*  When and where will various people be added to the
organization over, say, the first year or so?

* From the above, what is the budget, the timing, and
the magnitude of expenditures?

Capable people who understand what they are to
accomplish and who are motivated to invest their ener-
gies in the enterprise are the basic building blocks of
entrepreneuring. Increasing attention is being paid to-
day to the people side of business. “Our perspective is
that organizations are organic, not mechanical or hy-
draulic,” say authors Pascale and Athos in their frame-
breaking book, The Art of Japanese Management. The
development of a positive, energetic, corporate culture
is best begun when an organization is small. The amount
of thought put into the organization design is frequently
a useful, early indicator of the amount of attention that
will be paid to people factors in the equation for success,
however defined.

7.0 FUNDS FLOW
AND FINANCIAL PROJECTIONS

Startup money (initial capitalization) is the tempo-
rary glue that holds the building blocks of a new com-
pany together until the merit of the company’s product
or service is widely enough recognized and valued in the
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marketplace to generate the earnings needed to support
and build the business. The amount and timing of the
startup money needed is derived primarily from the pro-
duction, marketing, organizational, and perhaps tech-
nology sections of the business plan discussed earlier.
Many new companies do not require startup money from
outside investors. Some do.

Entrepreneurs often worry about how much of their
companies they will have to give up to investors before
they worry about how much glue they need to success-
fully launch the enterprise. This is backward thinking.
A healthier perspective goes something like this: 1) The
needs of the business should dictate the amount and tim-
ing of the capital required. It probably takes less to start
a consulting practice than it does to found a toy com-
pany. 2) If the amount required exceeds what the
founder(s) can provide, he, she or they should consider
raising the incremental money needed from investors.
It is usually better to bring in outside money than to
start short, i.e., start thinly capitalized. And it is often
easier to raise money before starting operations than to
try to do so after starting when cash gets tight. 3) For
those with growth-company ambitions, it is better to own
a small piece of a big pie than vice versa. Money is a
continuing need in a growth company. The aspiring en-
trepreneur who is unable to appreciate (and/or raise)
money may be better off setting more modest expecta-
tions for himself or herself. 4) Recognize that you are
not giving up anything when you bring in outside money,
you are selling a piece of the company. 5) If you decide to
use them, solicit buyers (investors) who are in synch with
your objectives. (See Commandment One.) Be well pre-
pared to negotiate the price. Do your homework.

The amount of money you are able to get for a por-
tion of your company will depend on:
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¢  How much money is needed.

The magnitude and shape (rewards/risks) of the
opportunity.

The background of the management team.

The quality of the business plan.

The chemistry between the individuals involved.
What’s going on in the world at the time of the
decision.

It’s academic to worry about “giving up an arm and
a leg” until you have crystallized the size of the transac-
tion. A detailed, realistic cash flow projection is the ba-
sic technique for determining the needs of a growth busi-
ness.

A cash flow projection consists of three fundamen-
tal elements: cash in, cash out, and timing. A skeleton
projection is shown on the next page.

Look first at the bottom item, q., labeled Cumula-
tive Cash Position. This is the primary line to heed. An
enterprise cannot operate long with zero cash, and it
certainly can’t grow. In many respects, a complete Cash
Flow Projection is a quantitative summary of how you
and your associates intend to build the enterprise. Item
q. is your fuel gauge. [Note: Today there are excellent
cash flow projection software programs available. By
using such a program, prospective entrepreneurs can
play what if with their cash flow planning.]

The Periods at the top can be months, quarters, or
years. Typically, a business plan for a substantial
enterprise will show months for the first year or two,
quarters for an additional year or two, and years for the
balance up to a total of four or five years. While few
readers expect the later years’ projections to turn out to
be 100 percent accurate, it is important that growth
company managers think through their opportunity
beyond a year or so, even if there are major unknowns.
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Outline: Cash Flow Projection
Periods 1121 3..TOTALS
Dates Jan.|Feb.|Mar.
Cash In
a. Units Sold
b. Units Shipped/Provided
C. Price/Unit
d. $ of Net Sales
e. Sales $ Rec’d
f. Discounts, Commissions Paid
g Net Cash In
Cash Out
h. Cost of Goods Sold
1. Purchases
2. Materials
3. Labor
i Management
j. Marketing
k. Administration
l. Rent, Utilities, Phone
m. Net Cash Out
n. Cash Flow/Period
o. Starting Cash
p- Net Cash Flow
qg. Cumulative Cash Position

Items a. and b., Units Sold and Units Shipped/Pro-
vided, are increasingly important indicators of the rea-

sonableness of a given plan. The units can be units of

service, contracts, boxes of product, gallons, whatever is

the basic element of transaction in the business. If the

rate at which units move is suspect, the validity of the
entire cash flow will be open to question.

Picture this. Four people conceive an idea for a new
company and prepare the following as part of their cash
flow projection. How would you evaluate the figures

shown?
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Year 1 Year 2 Year 3
Units Sold 1000 2,300,000 9,000,000
Units Shipped 1000 2,000,000 8,000,000
Yes No

A. Looks like an exciting growth opportunity.
B. The year-to-year increases are quite
sizeable, particularly between year one
and year two. -
C. The management will need to know a lot
about marketing and production. -

Of course it’s hard to make a determination without
knowing what makes up the units. If the units were
toothpicks, one conclusion might be reached. If the units
are aluminum wheelbarrows, another conclusion. Re-
gardless of the units, however, choice B. is Yes, and prob-
ably so is choice C. Any management that is going to
increase output by 2000 times over a twenty-four month
period (Year 1-2) has its work cut out for it. Optimism is
important in entrepreneuring, alongside realism.

Returning to the Outline: Cash Flow Projection,
items c. through m. are straightforward. For a compli-
cated business, e.g., one with a lot of engineering or high
science, the number of line items included in the cash in
and cash out calculations might number 100 or more.
The important thing is to identify all the significant cash
sources and uses. Doing so will reduce, but not elimi-
nate, downstream (later) surprises.

Item n. is item g. minus item m. This Cash Flow/
Period is the actual cash in hand at the end of the par-
ticular month, quarter, or year. [Note: the difference be-
tween items d. and e. is that d. is the figure for invoices
mailed; e. is the cash actually received from customers.
If your customers take sixty days to pay you, there is a
sixty-day lag between sales and receipts.]
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OPERATING STATEMENT
20XX 20XY 20XZ
Sales
Cost of Sales

Gross Margin

Marketing
Management
Engineering
Administration
Other

Operating Profit

Taxes

Net Profit

BALANCE SHEET

20XX 20XY 20XZ
Assets

Cash

Inventory

Accounts Receivable
Buildings, Equipment

Total Assets

Liabilities
Accounts Payable
Loans

Net Worth
Capital Investment
Earnings Retained

Total Liabilities & Net Worth
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Item o., Starting Cash, can be the plug-in figure for
anew enterprise, that is, the amount of capital required
to keep item q., Cumulative Cash Flow, positive. Try do-
ing your early projections with zero Starting Cash in
order to determine how deep the worst-case hole is and
when it occurs. By approaching the projections in this
way, you and your associates force onto paper the nitty-
gritty dynamics of the business—what it takes to pay
the bills. If you can’® do a cash flow projection with con-
fidence, you don’t understand your business. If you won’t
do a serious cash flow projection that others can criti-
cally review, you are kidding yourself about wanting to
succeed in big-league entrepreneuring.

From the cash flow projections come the other two
major financial indicators you will need: projected oper-
ating statements (profit and loss) and projected balance
sheets. A skeleton Operating Statement and a skeleton
Balance Sheet are included on the previous page for your
review.

An Operating Statement summarizes what happened
in terms of revenues and expenses during a specified
period of time. A Balance Sheet is a snapshot of the total
financial circumstances of an enterprise, any enterprise
from a church to General Motors, at a specified point in
time. At any such point in time, the sum of the assets
must add up to the sum of the liabilities plus the net
worth of the enterprise.

There are literally dozens of fine, readable textbooks
which include information on how to develop financial
statements such as the three described briefly above.
Therefore, the details of doing so have not been included
in this material on Preparing a Business Plan. Suffice it
to say that one or more people on an emerging company’s
management team, insiders or an outsider such as a
growth-company CPA, must be at home with the finan-
cial and accounting elements of the business.
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The funds flow and financial projections section of
the business plan summarizes all of the previous sec-
tions in terms of dollars coming and going. At a mini-
mum, this section will include the following projections
covering a period of typically two to five years from the
time of the business plan:

Projected Cash Flow Projection
Projected Operating Statements
Projected Balance Sheets

With this information, reasoned guesstimates about
the future value of the company can be made. In addi-
tion, the magnitude and timing of money needs should
be roughly evident. Now, questions of the appropriate
legal form of the business—sole proprietorship, partner-
ship, corporation, LLC—as well as the nature of any deal
with outside investors, can be productively considered.

8.0 OWNERSHIP

The discipline of preparing a business plan helps
founders identify the requirements of the enterprise, the
In a sense, the business plan is the recipe. Money is usu-
ally one ingredient. Money is often tied to ownership.

While all ventures benefit from a business plan, many
ventures do not require outside money. For those that
do, it is probably obvious that a highly experienced, two-
person founding team of an enterprise in need of $2 mil-
lion in capital faces a somewhat different situation than
a young, five-person team in need of only $200,000. That’s
why general rules for deal making are of limited value.
They seldom fit the particular circumstance. The over-
riding principle is quite simple, however: All the primary
participants should feel that any deal finally agreed to
is essentially fair. Smart outside investors don’t want to
put money into a company which has some unhappy
team members because they feel they were done wrong.
And smart entrepreneurs don’t want unhappy investors
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who walk away or send in their lawyers the next time
money is required or the first time the company bumps
into a crisis.

The relative merits of regular corporations versus
Subchapter S corporations versus partnerships and
LLCs will not be covered here. There are a number of
sources of advice on the subject. Your primary guidance
should come from your chosen legal and accounting help.
Likewise, the merits of common stock versus convert-
ible preferred stock versus various debt instruments are
beyond the scope of this commandment. What the own-
ership section of your business plan should show is your
conclusions on these matters plus a recommended financ-
ing and ownership scheme covering the time period used
in the financial projections.

What should the ownership split be in a startup?
Consider a relatively simple case first. Suppose $1 mil-
lion is needed for a new venture and it has two founders
who will personally invest $250,000 each to provide half
the total amount needed. In this case, it is clear that the
two founders will sell no more than 50 percent of the
business to raise the remaining $500,000. If they have a
lot of germane experience and have worked long and
hard to develop a plan and line up staff, it’s likely that
they have a strong argument for retaining more than 50
percent of the company for their $500,000 investment.
They are putting their money on the line, as well as their
careers. If their proposed venture excites prospective in-
vestors, it is possible the entrepreneurs in this case can
raise the missing $500,000 they need by selling some-
where between 20 and 40 percent of the
company...thereby keeping 60 to 80 percent. [Note: In
this case, they also might be able to borrow part or all of
the missing $500,000 and, thereby, further reduce the
need for outside equity money.]
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Consider a more complex case. Suppose, once again,
that $1 million is needed for a new venture. But this
time assume there are four prospective founders, two of
whom have key technical ideas and expertise and two of
whom have broad, relevant business experience. None
of the four is able to invest any part of $1 million, but all
four will have to leave high-paying jobs to join the new
enterprise team where their salaries will be somewhat
less. What’s fair in this instance? Chances are that the
founding team in total may end up with 10 to 40 percent
of the company over time via stock options, staged fi-
nancing, and other agreed upon mechanisms. This per-
centage assumes the founders are dealing with profes-
sional investors and advisors. It might be possible for
the founders to achieve a higher percentage if they are
willing to sell part of their enterprise to people who are
not professional investors. But this alternative has draw-
backs that must be carefully considered by the founders
of a potential growth business. For example, if more in-
vestment money is needed later, such subsequent rounds
of financing (now from professional money sources) may
be quite difficult if the company’s ownership has already
been spread around somewhat indiscriminately.

It is often also a challenge to figure out ways to at-
tract and compensate key, noncash contributors who are
needed on the payroll. There are many proven ways to
do this. A competent, interested legal firm with rounded
new-enterprise experience can assist you.

What if no outside money is needed at all? Suppose
two, three, or more people happen onto an opportunity
and they can finance the startup themselves. In this third
case, any ownership split is pretty much a matter of
negotiation between the parties with this proviso: At the
earliest possible moment after the business plan is for-
mulated, all the parties involved in the ownership should
agree upon and sign a written buy/sell agreement that
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spells out precisely what procedures will be followed in
the event that one or more of the parties wishes or is
forced to disengage from the enterprise. The time to
hammer out such an agreement, with the help of an ex-
perienced attorney, is before the company gets going. Do
it now. Tomorrow is frequently too late.

So then, the ownership section of a business plan
should cover the entrepreneur’s program for financing
the business in the early stages and beyond, including
these items:

¢ The legal form of the enterprise.

* The nature of the initial financing envisioned, includ-
ing pricing and the resulting ownership distribution.

* The nature of projected future rounds of financing,
including planned pricing and the resulting owner-
ship distribution.

* The projected returns that any investors will enjoy
on the money they have invested in the enterprise.

This last element of information, the projected re-
turns, can often serve handily as the centerpiece of an
Overview that you, the writer, prepares and includes at
the very front of your business plan.

In summary, this, the Fourth Commandment,
stresses the importance of developing a written plan.
Such a plan may turn out to be nothing more than an
exercise. Done properly, a plan is really a blueprint of
the proposed undertaking, done in advance, using the
best available information and judgment. The blueprint
is a representation, not the business itself. It is a dry
run, a simulation. The results of the planning effort may
turn out to be negative, i.e., the idea won’t work, even
on paper. Or, when thoughtfully calculated, the risk/re-
ward ratio may be quite high, too high to attract capital
and staff. More likely than not, the very effort required
to sweat through the development of a comprehensive
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plan will dissuade many potential entrepreneurs. This
is as it should be, and by turning back early they may
well save themselves from the pain of failing. Business
building in these times is not a sure thing. Entrepre-
neuring isn’t for the faint of heart. “Far better it is to
dare mighty things . . .,” said Teddy Roosevelt. Getting
the things you (and others) have in mind down on paper
is a useful filtering process before you dare.



