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Didactic note

The majority of available business plans  are found to be too complicated for start-ups and micro and small enterprises. This necessitated the development of  two simplified formats for use for start-ups and micro and small enterprises.

The difference between the business plan for start-ups and the business plan for micro and small enterprises is that the first one is based on an initial market study and above all it depends on estimations whereas the business plan for existing enterprises is based on the previous business experiences and already available historical data.

The business plans should be discussed step by step with the most detailed information such as examples and exercises included. The most critical items include: market research, competitors analysis, strategic location, cost calculation and financial analysis.

Participants will modify the initial plan during and after the participation on the other training courses by giving more detailed information on marketing, cost calculation and financial analysis. That is why this module of business planning is sequentially positioned following the modules for business implementation, marketing, cost calculation and business organisation..
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Introduction
Who is the target group of this guide?

When found useful the training manual distinguishes between the different actions to be taken depending on whether your business is a start-up or an existing one. In general, it must, however, be emphasised that when writing a business plan there is a big difference between writing a plan for a start-up and an existing company. An existing company benefits from the fact that it is already in the market, it knows the customers, the competitors and all the specifics related to running a business. Furthermore, the company has a financial history, which may make it easier to obtain loans if this is one of the purposes of writing the business plan. Though writing a business plan for start-up may sound very cumbersome it is not impossible though it demands planning and investigations. When being a start-up the business plan becomes absolutely essential for succeeding as it helps you to plan every step in your new career. 

Why write a business plan?

The business plan is the most essential document involved when starting, building and managing a successful business and it is an effective tool for raising the necessary capital as well as capturing the interest of investors. The business plan is the document that clearly and concisely defines the goals and objectives of a business, outlining the methods for achieving them. The business plan is also an excellent communication instrument for investors and suppliers interested in understanding the operations and goals of the business. 

Many businesses fail due to the lack of planning and preparation. To help plan for a successful business venture, guidelines in this publication would help an operator better understand what information is needed in the business plan. The more complete and accurate the information, the more promptly institutions, banks, investors, and suppliers will be able to respond to requests for business deals. Generally, the operator him/her self would be responsible for preparing the business plan. 

The business plan describes what the business will do, how and where it will be done, and how the business will be financed and managed. The basic components of a simplified business plan include:

· personal data;

· work premises at the disposal of the operator;

· yearly sales plan;

· equipment owned and to be purchased;

· yearly raw material requirements;

· yearly operating expenses;

· yearly production/service plan;

· yearly profit and loss statements.

The business plan format outlined below presents all necessary chapters in detail, including all necessary explanations.

Who prepares a Business Plan?

The question of who prepares the business plan depends very much on the type of business and the structure and size of the company. In very small companies, the drafting and planning of the document may be done by managers and owners themselves or it will be outsourced to external consultants. In a bit larger organisations contributions can come from different people both within and outside the organisation. It must, however, be stressed that even though you choose to include the support of an external consultant in your writing of the business plan, you must be very much involved in the process as well. You should know and understand every little 
detail of your business plan, because in the end it is not the external consultant who will implement it but you together with your employees. You must work with the external consultant all the way and you must believe in the strategies and figures. 

The preparation of a business plan is important because it provides information about:

· What profit your business can expect to make in the short-term and long-term perspective;

· How much money you can expect to come into and go out of your business (cash flow);

· Level of profit expected from your business within the period of the life of the business (income statement);

· Which part of your business you can improve.
The two most important planning documents for your business are:

· Sales and cost plan;

· Cash flow plan.

When you make business plans:

· Make them simple;

· Choose the most suitable period;

· Make them before you need to use them;

· Look for information.

Handout 1: Overview on the aspects of Business Planning
	Financial aspects
	Physical aspects

	· Capital of owner

· Projected cash flow

· Access to additional resources

· Investment requirement

· Profitability

· Risk
	· Building

· Workshop and machinery

· Technology/incubator parks

· Location

· Transport facilities

· Infrastructure and utilities

	Management and operator capabilities
	Market

	· Management competency

· Age/experience

· Skills availability

· Technical know-how

· Management contacts/network

· Salesmanship of owner/staff

· Personnel management
	· Profile of target market

· Competitor's marketing strategy

· Market share

· Product features/quality

· Expanding/contracting/stagnant market

· Demand/supply situations (past, present, future)

	Information
	Supply of raw materials and technology

	· Is the necessary information available?

· Is it available in time for decision making and for taking corrective actions? 
	· Are the sources adequate in terms of quality, quantity and price?

· Are new materials/technology becoming available which would be useful to the enterprise? 

· Will they continue to be adequate?

	Social environment
	Production process

	· Are people accepting the product?

· Is there any particular prejudice, likes or dislikes for the product?
	· Is the product going to be produced in mass?

· Is it labour intensive?

· Is it a job order or continuous operation?


In working out your own project, you should prepare a sound business plan based on data which you collected and in which you have the utmost confidence. Make your business plan tailor-made based on your specific strengths and weaknesses. Decide on how much of your savings should be invested in the project, how much income you should generate from the business, who your clients would be, and which technical process is in line with your level of skills, resources and market size. 

Handout 2:

A.
Business Planning for Start-ups

Business plans for start-ups are based on a business idea and initial market estimation and mainly use estimations and financial projections instead of existing enterprise data.
Business Plan

Year of the Business plan:    from........................... to .................................

Personal Data

Full name of the start-up / partners................................................................

Address: ........................................................................................................

Educational qualification ................................................................................

Special training ..............................................................................................

Work experience ............................................................................................

1.
Business Project Profile

Business name ................................................................................................

Business activity ..............................................................................................

Products and Services .....................................................................................

........................................................................................................................

Legal form of business project..........................................................................

Necessary administrative Procedures..............................................................

	1.1 Location

	Item
	Description

	Strategic shop/workshop location
	

	Costs of Premises
	

	Electricity / Water
	

	Access of roads
	


	1.2 Facilities

	Item
	Description

	Availability of raw materials
	

	Appropriateness of equipment
	

	Transport and storage facilities
	


	1.3 Management and Organisation

	Item
	Description

	Availability of bank account
	

	Availability of bookkeeping/accounting system
	

	Administrative procedures undertaken
	

	Administrative procedures to be undertaken 
	

	Tax payment status/application
	


	1.4 Risks and Opportunities of the Business Project

	Strengths 
(positive factors to be capitalised)
	Weaknesses 
(negative factors to be eliminated)

	
	

	Opportunities 
(to make use of them)
	Threats 
(to avoid/consider them)

	
	


2.
Market Study

Main Customers and Market Segments:.................................................................................................................................

.....................................................................................................................................................

.....................................................................................................................................................

	Competitors

	No.
	Competitor
	Main Products
	Price per Unit

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	


Marketing Strategy to win Customers and overcome Competitors: ...................................
.....................................................................................................................................................

.....................................................................................................................................................

	List of Suppliers

	Suppliers
	Products/Equipment/
Working materials
	Ranking of price - performance

	
	
	

	
	
	

	
	
	


3.
Production Plan

	3.1 Projected Production and Sales

	No.
	Item
	Total Quantity per year
	Sales Revenue per year
	Capacity  Utilisation (%)

	1
	
	
	
	

	2
	
	
	
	

	3
	
	
	
	


	3.2 Machinery/Equipment Requirement

	No
	Item
	Unit Price
	Total Value
	Maintenance Costs
	Source

	1
	
	
	
	
	

	2
	
	
	
	
	

	3
	
	
	
	
	

	4
	
	
	
	
	

	
	Total:
	
	
	
	


	3.3 Raw Material Requirement

	No.
	Item
	Quantity
	Total Annual Requirement

	
	
	
	Value
	Source

	1
	
	
	
	

	2
	
	
	
	

	3
	
	
	
	

	
	Total:
	
	
	


	3.4 Utilities / Infrastructure

	No.
	Item
	Annual Requirement
	Total Annual Costs
	Maintenance Costs

	1
	Electricity
	
	
	

	2
	Gas
	
	
	

	3
	Water
	
	
	

	4
	Rent
	
	
	

	5
	Other
	
	
	

	
	Total:
	
	
	


	3.5 Labour Requirements

	No.
	Labour Categories
	No. of Staff
	Annual wages/ Salaries
	Further Training required

	1
	Skilled
	
	
	

	2
	Semi-skilled
	
	
	

	3
	Unskilled
	
	
	

	4
	Owner’s salary
	
	
	

	
	Total:
	
	
	


	3.6 Administrative and Selling Costs

	No.
	Item
	Quantity
	Amount

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	Total:
	
	
	


4.
Estimation of Costs

	4.1 Fixed Capital

	No.
	Item
	Value

	
	
	Initial
	 - Depriciation
	= Actual

	1
	Land/Building
	
	
	

	2
	Machinery/Equipment
	
	
	

	3
	Furniture and Fixtures
	
	
	

	
	Total:
	
	
	


	4.2 Working Capital

	No.
	Item
	Duration
	Quantity
	Value

	1
	Raw materials stock
	
	
	

	2
	Semi-finished goods stock
	
	
	

	3
	One year production expenses 
(utilities, administration, wages, salaries)
	
	
	

	4
	Preliminary and pre-operative expenses
	
	
	

	
	Total:
	
	
	


5.
Financing

	Financing

	No.
	Item
	Value
	Remarks

	
	Own funds
	
	

	
	Loan for fixed capital items
	
	

	
	Working capital loan
	
	

	
	Other
	
	

	
	Total
	
	


6.
Estimated Profit and Loss Statement

	Estimated Profit and Loss Statement

	Period: from...............  to....................

	Gross Sales
	

	Less: Returns and allowances
	-

	 = Net Sales
	=

	Less: - Costs of goods sold
	-

	 - Direct material
	-

	 - Direct labour
	-

	 - Overhead
	-

	 = Gross Profit
	=

	Less: - Administrative and selling expenses
	-

	 - Salaries
	-

	 - Telephone
	-

	 - Water
	-

	 - Electricity
	-

	 - Rentals
	-

	 - Others
	-

	= Operating Profit
	=

	Less: - Interest expense
	-

	 = Net Profit before Tax
	=

	Less: - estimated Income Tax
	-

	= Net Profit after Tax
	=

	Date

Signature


Instruction to the Business Plan Format for Start-ups

The Business plan for start-ups is similar to the business plan for micro and small enterprises. The difference is that the start-up business plan is not based on existing experiences of previous production exercises but on estimations based on an initial market analysis and projected cost calculation. Administrative procedures, preliminary and pre-operative expenses for business start-up must be considered. That is why paragraph 1 on the business project profile is more detailed for the start-up business plan.

Instruction to 1: Write down the type of business activity in which the business start-up would like to be engaged. In this section the following issues have to be addressed: the legal form of the business, the business type / merchandizing, manufacturing or service/, the type of products or services. The strategic location of the business can play a decisive role in its success or failure. Explain the work premises and other utilities at the operator’s disposal and describe the specific working premise problems, the space needed for the business, the desirable features of the location and its accessibility to the market. If there is anything in the location that is of special interest for your business you can stress it, too. Set-up of business management, especially bank account, accounting system and administrative procedures done and to be done (business registration, tax ID etc.) have to be considered. As the project is normally not based on a previous business activity, the risks and opportunities of the project should thoroughly be analysed in a SWOT overview (Strengths, Weaknesses, Opportunities and Threats for the business project) and be discussed with friends, family, experts and other resource persons available.

Checklist for 1. Project profile

	QUESTIONS
	ANSWERS

	Name of Business
	 

	What is the name of the Business?

 
	 [Legal name]
 [Trade name] 

	Mission Statement
	 

	What business are you in?

 

 
	 FORMCHECKBOX 
  Retailing/Merchandising

 FORMCHECKBOX 
  Wholesale

 FORMCHECKBOX 
  Manufacturing

 FORMCHECKBOX 
  Service Provider

	What do you want to do with your business?
	      

	What is your product or service?
	      

	What benefits will your product or service provide to your customers?
	      

	How will you achieve your goals?
	      

	Objectives
	 

	What are your short-term financial goals? (12 months)

 
	Sales: 
     

	
	Profit:
     

	
	Growth rates:
     

	What are your long-term financial goals? (after the first 12 months)

 
	Sales: 
     

	
	Profit:
     

	
	Growth rates:
     

	Company history
	 

	What is the status of your business?

 
	 FORMCHECKBOX 
  Start-up

 FORMCHECKBOX 
  Existing

	Who started the business?
	     

	When was your business founded?
	[Date]

	When will your business open?
	[Date]

	Why was it founded?
	     

	When was your products introduced /will be introduced?
	[Date]

	Legal structure
	 

	Have you registered you company?
	Yes. When have you registered your company?
No. Do you plan to register your company and if so how? And when?

	What is the legal structure of the company?

 

 
	 FORMCHECKBOX 
  Sole proprietorship

 FORMCHECKBOX 
  A partnership

Write down the names of your partners
 FORMCHECKBOX 
  A corporation 

 FORMCHECKBOX 
  Other      

	What are the strengths and weaknesses of the legal structure?
	Strengths: 
     
Weaknesses:
     

	Owners
	 

	Who are the owners?
	[Names]

	Company Location and Facilities
	 

	Where is your company located?
	[Address]

	Why is the location advantageous for your company?
	 FORMCHECKBOX 
  Close to customers

 FORMCHECKBOX 
  Savings in rent or lease 

 FORMCHECKBOX 
  Convenience to suppliers 

 FORMCHECKBOX 
  Proximity to transportation

 FORMCHECKBOX 
  Close to essential raw materials

 FORMCHECKBOX 
  Close to markets and distribution channels

 FORMCHECKBOX 
  Availability of transportation

 FORMCHECKBOX 
  Availability of efficient and cheap skilled labour

 FORMCHECKBOX 
  Availability of skilled labour

 FORMCHECKBOX 
  Infrastructure facilities

 FORMCHECKBOX 
  Communication facilities

	Does the company own the facilities or are they rented?
	 FORMCHECKBOX 
  Owned 

 FORMCHECKBOX 
  Rented

	How much space will you need for your business?
	      


Instruction to 2: The key issue in sales performance or marketing as a whole is to know better the likes, dislikes and expectations of customers. The yearly sales should be planned based on an initial market survey. The market survey will indicate the different customer segments (e.g. age, social status or region). Focus has to be given to those customers who are likely to purchase the product/service of the enterprise. Planning the yearly sales enables to find out about the desired production amount (it makes no sense to produce more than you can sell) and the yearly income. Describe the months during which sales are expected to be high, in order to make the necessary preparations ahead of time and exploit the advantage. For defining the unit price per product/service you should first know the unit costs (see production costs) as well as the prices of your direct competitors. In addition there is a need to identify the strengths and weaknesses of competitors in their product quality/quantity and identify how their product/services differ from yours, their pricing and advertising techniques. The supply market should also be analysed. Identify the main suppliers for your equipment and raw materials; make price and quality comparisons and consider a final ranking of prices and performance of suppliers.

Checklist for 2. Marketing

	Customers
	

	Who are or will be your customers?

 

 

 

 

 

 
	 FORMCHECKBOX 
 Individual Consumers (answer questions related to individual consumers)

Businesses (answer questions related to businesses)

    FORMCHECKBOX 
 Wholesalers

    FORMCHECKBOX 
Retailers

    FORMCHECKBOX 
 Service providers

    FORMCHECKBOX 
 Government

    FORMCHECKBOX 
 Other



	Characteristics of the Customers
	 

	Within the specific market you have chosen, to whom will you aim to sell (are you selling) your products?
	      

	- Individual consumers
	

	Where do your customers live (geography)?
	      

	What is the age range of your customers?
	      

	What is the annual estimated income of your customers?
	      

	What is the educational background of your customers? 
	      

	What is the sex of your customers?
	      

	What is the family size of your customers?
	     

	What is the occupation of your customers?
	     

	- Businesses
	

	What kind of business is it?

 

 

 
	 FORMCHECKBOX 
 Manufacturer

 FORMCHECKBOX 
 Retailer

 FORMCHECKBOX 
 Wholesaler

 FORMCHECKBOX 
 Service provider

	What is the company size? (micro, small, medium or large?)
	      

	Where are they located?
	      

	What are their sales volumes?
	      

	How many employees do they have?
	     

	Important factors
	

	What factors are important for your customers when buying your product or similar ones?

 

 

 

 
	 FORMCHECKBOX 
 Appearance (colour, texture, shape, material etc)

 FORMCHECKBOX 
 Durability

 FORMCHECKBOX 
 Fragility (ease of handling, transportability)

 FORMCHECKBOX 
 Innovation

 FORMCHECKBOX 
 Operating characteristics (efficiency, adaptability etc)

 FORMCHECKBOX 
 Packaging

 FORMCHECKBOX 
 Quality

 FORMCHECKBOX 
 Service

 FORMCHECKBOX 
 Warranties

	Why, when and where?
	

	Why would the customers buy your product (Good quality, low price, good service etc)? 
	     

	What benefits do you (can you) provide your customers?
	      

	Why will they buy your products or services and not the ones of your competitors? 
	      

	When would the customers buy your product or service?
	      

	Where do the customers currently buy products or services similar to yours?
	      

	Where would the customers buy your product?
	 

	Customer Groups
	 

	Could you divide your customers into different groups? (age, gender, income bracket, rural/urban…)
	      

	What are the most important customer groups?
	     

	Market Area/Geographical Coverage
	 

	What will your geographical coverage of your product be? 
Where will you market your product?
	 FORMCHECKBOX 
 Local

 FORMCHECKBOX 
 National

 FORMCHECKBOX 
 Regional 

 FORMCHECKBOX 
 International

	Market Size 
	

	What is the size of the market?
	      

	How much of the product/service is currently being sold?
	      

	How many potential customers do you estimate exist in the market?
	 

	How many customers do you need?
	      

	Market Share and estimated sales
	 

	What share or percent of this market can be captured by your business?
	 

	How often will the customers buy your product/service?
	 

	How much of your products/services do you expect that each customer will buy a year?
	 

	Competitors
	

	Who are your 5 most important competitors?  
	Competitor 1:      
Address:      
Competitor 2:      
Address:      
Competitor 3:      
Address:      
Competitor 4:      
Address:      
Competitor 5:      
Address:      

	How many years have they been in business?
	     

	What are they selling?
	     

	What is the price of their products?
	     

	What are their annual sales?
	     

	How do their products differ from yours?
	     

	Why do you think that you can capture a part of their market/business?


	     

	Strengths and Weaknesses
	

	What are the perceived strengths of your competitors? (for each competitor)
Why do customers buy their products?
	 FORMCHECKBOX 
Convenience (location)

 FORMCHECKBOX 
 Distribution

 FORMCHECKBOX 
 Experience and knowledge

 FORMCHECKBOX 
 Image

 FORMCHECKBOX 
 Longer opening hours

 
	 FORMCHECKBOX 
 Price

 FORMCHECKBOX 
 Production capabilities

 FORMCHECKBOX 
 Quality

 FORMCHECKBOX 
 Reputation

 FORMCHECKBOX 
 Sales
	 FORMCHECKBOX 
 Service

 FORMCHECKBOX 
 Timeliness

 FORMCHECKBOX 
 Value

 FORMCHECKBOX 
 Other      

	What are the weaknesses of your competitors? (for each competitor)
	 FORMCHECKBOX 
Convenience (location)

 FORMCHECKBOX 
 Distribution

 FORMCHECKBOX 
 Experience and knowledge

 FORMCHECKBOX 
 Image

 FORMCHECKBOX 
 Longer opening hours 
	 FORMCHECKBOX 
 Price

 FORMCHECKBOX 
 Production capabilities

 FORMCHECKBOX 
 Quality

 FORMCHECKBOX 
 Reputation

 FORMCHECKBOX 
 Sales
	 FORMCHECKBOX 
 Service

 FORMCHECKBOX 
 Timeliness

 FORMCHECKBOX 
 Value

 FORMCHECKBOX 
 Other      

	What are your strengths compared to your competitors?
	     

	What are your weaknesses compared to your competitors?
	     


Instruction to 3: The production plan includes the estimated production and sales per year based (estimation for start-ups). Capacity/utilisation means the percentage on how you are at the limit of your production and sales capacity with the respective product. In 2.2 put the value of the machinery and equipment and the maintenance costs. Depreciation costs will be highlighted under 4.1 Cost calculation - fixed capital. Utilities and costs of infrastructure such as electricity, water, rent to run the projected production plan including maintenance costs. 2.5 Labour categories required and salaries as well as further trainings required. 2.6 administrative costs to run the projected production plan.

Checklist for 3. Production plan

	QUESTIONS
	ANSWERS

	What are you selling?
	

	What are you selling and what are the characteristics of your product or service?
	 FORMCHECKBOX 
 Product  

Describe size, colour, shape, quality etc.
 FORMCHECKBOX 
 Service 
     

	Is your product or service a new or a existing product?
	 FORMCHECKBOX 
 A new product/service

 FORMCHECKBOX 
 An existing one

	What problems do you solve with your product or service? 
	     

	Which customer needs will be fulfilled and what benefits will the customers obtain?
	     

	How will your product or service be used?
	     

	Uniqueness
	

	How is your product unique?
	      

	Why will your product or service be successful in the market?
	     

	Competitive Comparison
	 

	How is your product different from the product of your competitors?
	     

	How does it compare in quality and price with its competitors?
	     

	What is the current state of your product or service? Is it ready for the market?
	 FORMCHECKBOX 
 Yes

 FORMCHECKBOX 
 No. When will it be ready?       

What is missing?      

	How will your product be further developed?
	     

	What have been the development costs?
	     

	Production Process (Manufacturer)
	 

	Production methods
	

	What is involved in the production process?
	     

	Materials 
	

	What buildings and machinery (fixed assets) are needed and what will be their cost?
	     

	When and where can the machinery be obtained?
	     

	When and how will the machinery be paid for?
	     

	How will maintenance be done and are spare parts available locally?
	     

	What materials do you need for the production of the products and how much?
	     

	Source of supply
	

	Which parts of your product will be bought and which parts will you do yourself?
	     

	Who delivers these products? 
	     

	What are the sources of raw materials? Are they available throughout the year?
	     

	Production Capacity
	

	What is your production capacity?
	     

	How much capacity will be used?
	     

	What are the plans for using spare capacity?
	     

	Labour
	

	How many workers are needed and what skills should they have?
	     

	Costs
	 

	What are the design and development costs?
	     

	How much will the raw materials cost?
	     

	What will be the cost of labour?
	     

	What factory overhead expenses are involved?
	     

	What is the production cost per unit?
	     

	Service providers 
	 

	What is the process of delivering the service?
	     

	What is your service delivery capacity?
	      

	What are the design and development costs (e.g. consulting fee, preparation of materials, training)
	     



Instruction to 4: Under cost calculation it will be important to include depreciation costs of the fixed capital. Depreciation is the estimated price to the use of an asset. You need to know it to calculate the costs of your product/service. One of the various methods of defining yearly depreciation, and the simplest one, is to divide the purchasing price of the asset by the number of years of usage. Working capital should be detailed in different categories including utilities and administrative expenses and calculated for a one-year production plan. 

Checklist for cost calculation

	QUESTIONS
	ANSWERS

	What fixed assets will be required for the office?
	      

	What administrative costs will be incurred?
	      


Instruction to 5: Financing will be calculated on the basis of the preceding cost calculation and the availability of own funds. Own funds are important to convince the financial institution to grant loan because own funds show the capability of the business owner of organized savings and business management.

Checklist for financing

	QUESTIONS
	ANSWERS

	Capital requirements
	

	What is the total capital requirement?
	     

	Projected Income Statement
	

	What does the projected Income Statement indicate?
	     

	Projected Cash Flow Statement
	

	What does the Cash Flow Statement indicate?
	     

	Projected Balance Sheet Statement
	

	What does the Balance Sheet indicate?
	     

	Break-even point (BEP)
	

	What is the break-even point?
	     

	Is the project feasible?
	     

	Funds requested
	

	Is a loan needed? 
	     

	What will be the equity contribution of the entrepreneur? 
	     

	How much money is needed?
	     

	What security (collateral) can be given to the bank?
	     


Instruction to 6: The Profit and Loss Statement (PLS) is one of the financial analysis tools employed by business enterprises to track the performance of their enterprises. The PLS is the difference between sales and expenses of an enterprise over a given period of time, often one year. If this difference is positive, it is termed profit, while if it is negative, it is then termed loss.

The PLS is important for business operators/managers in checking the efficiency of their business strategies and taking proper actions. The statement is also important for bankers to check business profitability before extending credit. The statement can only be drawn up based on certain source documents such as the cashbook; otherwise it would be very difficult to apply, especially for micro enterprises. For the statement to be applied in a given enterprise a certain level of accounting system is needed to be in place. The PLS statement has the following components:

· Gross sales: the total value of sales which is obtained by multiplying the price of each product with the total units of output sold.
· Returns and allowances: stands for the value of damaged goods that are returned by customers to the business enterprise for which the business replaces the damaged goods with new. It also considers payments made as sales commissions, discounts, etc., which again are deducted from Gross Sales to result in Net Sales.

· Costs of goods sold: stands for the costs involved with regard to direct labour, direct material and factory overhead costs which are deducted from Net Sales to arrive at Gross Profit: Direct material: stands for those material costs directly accrued in the production process, such as raw material. Direct labour: refers to costs of all labour inputs directly used in the production of goods/services of a given enterprise. Often direct labour costs are measured on unit rates and costs of daily labour. Overhead costs: stands for those costs incurred, but which are not directly related to the production process. E.g. depreciation of machinery or equipment, shade rent, etc.

· Administrative and selling expenses: This includes costs incurred for certain administrative purposes and for the distribution of products. These are deducted from Gross Profit to arrive at Operating Profit.  These expenses are for example, salaries of management and support staff, expenses related to telephone, water and electricity bills as well as office rents and other similar expenses.

· Interest expense: this is the amount of interest to be paid on the amount of loan obtained, based on the current interest rate. Try to figure out if the interest is charged at a flat or declining rate.  

· Estimated income tax: the amount of tax that has to be paid as per the income tax proclamation.

Handout 3: 

B.
Business Planning for Micro and Small Enterprises

Micro enterprises normally do not need a business plan. But sometimes it may be helpful for financing and business planning. Business plans for micro enterprise are rather rudimentary and adapted to the very limited accounting and management capacity of micro enterprises.
Business plans for small enterprises are more detailed than micro business plans but also based on a limited capacity in accounting, cost calculation and financial projection of the small business owners.
Business Plan


Personal Data

Full name of the business operator / partners................................................

Address: ........................................................................................................

Educational qualification ................................................................................

Special training ..............................................................................................

Work experience ............................................................................................

1.
Business Profile

Type of the plan/work/business......................................................................

Legal form of the business: ............................................................................

Year of the Business plan:    From........................... to .................................

Work premises at the disposal of the operator 

(location, size, facilities) ................................................................................

......................................................................................................................

Specify if there is any advantage or problem related to the location: 

......................................................................................................................

2.
Market Study

Main Customers and Market Segments: ................................................................................
.....................................................................................................................................................

	Competitors

	No.
	Competitor
	Main Products
	Price per Unit

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	


Marketing Strategy to win Customers and overcome Competitors: ...................................

.....................................................................................................................................................

	List of Suppliers

	Suppliers
	Products/Equipment
/
Working materials
	Ranking of price - performance

	
	
	

	
	
	

	
	
	


3.
Production Plan

	3.1 Production and Sales

	No.
	Item
	Total Quantity per year
	Sales per year
	Capacity / Utilisation

	1
	
	
	
	

	2
	
	
	
	

	3
	
	
	
	


	3.2 Machinery/Equipment

	No
	Item
	Unit Price
	Total Value
	Maintenance Costs

	1
	
	
	
	

	2
	
	
	
	

	3
	
	
	
	

	4
	
	
	
	

	
	Total:
	
	
	


	3.3 Raw Material Requirement

	No.
	Item
	Quantity
	Total Annual Requirement

	
	
	
	Value
	Source

	1
	
	
	
	

	2
	
	
	
	

	3
	
	
	
	

	4
	
	
	
	

	
	Total:
	
	
	


	3.4 Utilities / Infrastructure

	No.
	Item
	Annual Requirement
	Total Annual Costs
	Maintenance costs
	Sorce

	1
	Electricity
	
	
	
	

	2
	Gas
	
	
	
	

	3
	Water
	
	
	
	

	4
	Rent
	
	
	
	

	5
	Other
	
	
	
	

	
	Total:
	
	
	
	


	3.5 Labour

	No.
	Particulars
	No. of Staff
	Annual Wages/ Salaries
	Further Training required

	1
	Skilled
	
	
	

	2
	Semi-skilled
	
	
	

	3
	Unskilled
	
	
	

	4
	Owner’s salary
	
	
	

	5
	
	
	
	

	
	Total:
	
	
	


	3.6 Administrative and Selling Costs

	No.
	Item
	Quantity
	Amount

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	Total:
	
	
	


4.
Cost Calculation

	4.1 Fixed Capital

	No.
	Item
	Value

	
	
	Initial
	- Depreciation
	= Actual

	1
	Land/Building
	
	
	

	2
	Machinery/Equipment
	
	
	

	3
	Furniture and Fixtures
	
	
	

	
	Total:
	
	
	


	4.2 Working Capital

	No.
	Item
	Duration
	Quantity
	Value

	1
	Raw materials stock
	
	
	

	2
	Semi-finished goods stock
	
	
	

	3
	Finished goods stock
	
	
	

	4
	One year production expenses 
(utilities, administration, wages, salaries)
	
	
	

	
	Total:
	
	
	


5.
Financing

	Financing

	No.
	Item
	Value
	Remarks

	
	Own funds
	
	

	
	Loan for fixed capital items
	
	

	
	Working capital loan
	
	

	
	Other
	
	

	
	Total
	
	


6.
Yearly Profit and Loss Statement 

	Yearly Profit and Loss Statement

	Period: from...............  to....................

	Gross Sales
	

	Less: Returns and allowances
	-

	 = Net Sales
	=

	Less: - Costs of goods sold
	-

	 - Direct material
	-

	 - Direct labour
	-

	 - Overhead
	-

	 = Gross Profit
	=

	Less: - Administrative and selling expenses
	-

	 - Salaries
	-

	 - Telephone
	-

	 - Water
	-

	 - Electricity
	-

	 - Rentals
	-

	 - Others
	-

	= Operating Profit
	=

	Less: - Interest expense
	-

	 = Net Profit before Tax
	=

	Less: - estimated Income Tax
	-

	= Net Profit after Tax
	=

	Date

Signature


Instruction to the Business Plan for micro and small enterprises

The Business plan for micro and small enterprises is similar to the business plan for start-ups. The difference is that the small business plan is based on existing experiences of previous production periods.

	For each instruction have also a look on the checklists 
in the similar instructions for start-ups above


Instruction to 1: Write down the type of business/activity in which the business operator is engaged. In this section the following issues have to be addressed: the legal form of the business, the business type / merchandizing, manufacturing or service/, the type of products or services. The location of the business can play a decisive role in its success or failure. Explain the work premises and other utilities at the operator’s disposal and describe the specific working premise problems, the space needed for the business, the desirable features of the location and its accessibility to the market. If there is anything in the location that is of special interest for your business you can stress it, too.

Checklist: Viability of infrastructure

	· What commercial area is the best one for your business?

· How far are you from the competitors? 

· Are there shops available at an affordable price?

· Is the shop rent contract reasonable?

· How are infrastructure facilities like electricity, water, telephone, fax connection and public transport?


Instruction to 2: The key issue in sales performance or marketing as a whole is to know better the likes, dislikes and expectations of customers. The yearly sales should be planned based on certain market surveys or past experience, if any is available. The market surveys will indicate the different customer segments (e.g. age, social status or region). Focus has to be given to those customers who are likely to purchase the product/service of the enterprise. Planning the yearly sales enables to find out about the desired production amount (it makes no sense to produce more than you can sell) and the yearly income. Describe the months during which sales are expected to be high, in order to make the necessary preparations ahead of time and exploit the advantage. For defining the unit price per product/service you should first know the unit costs (see production costs) as well as the prices of your direct competitors. In addition there is a need to identify the strengths and weaknesses of competitors in their product quality/quantity and identify how their product/services differ from yours, their pricing and advertising techniques. 

Checklist

	Marketing plan format

	1.
	Description of Product(s)

	2.
	Target Market Segments

	3.
	Target Market Area

	4.
	Demand Analysis

	5.
	Supply Analysis

	6.
	Competitors’ Marketing Strategies
· Product Strategy, Price Strategy, Place Strategy, Promotion Strategy 

	7.
	Project Marketing Strategies
· Product Strategy, Price Strategy, Place Strategy, Promotion Strategy 

	8.
	Sales Forecast

	9.
	Fixed Assets for Marketing

	10.
	Total Marketing Expenditure Budget


Marketing plan guiding questions
· What is/are the product(s)? Who are my customers?

· Which target market segment does each of the product aim at? 

· Which geographical areas will be the chosen segments? 

· What will be the demand for the product, similar products and substitutes within the target market segments in the target market areas? 

· What will be the supply of similar products and substitutes within the target market segments from the target market areas? 

· What are the strategies of the competitors who supply to your chosen target market segments and target market areas in terms of product, price, place and promotion? 

· What will be your strategies to supply to your chosen target market segments and target market areas in terms of product, price, place and promotion? 

· What will be the selling price and how much will be sold? 

· What fixed assets will be required for marketing and how much will they cost? What will be the life of the assets and how will they be depreciated? 

· How much of expenditure will be incurred in terms of marketing, including cost of marketing personnel? 

Checklist: Marketing Budget
Chose what applies to your product and marketing strategy:

	Item
	MONTHS

	
	1
	2
	3
	4
	5
	6
	7
	8
	9
	10
	11
	12

	Projected Sales
	
	
	
	
	
	
	
	
	
	
	
	

	Marketing Expenses:
	
	
	
	
	
	
	
	
	
	
	
	

	Promotion (specify)
	
	
	
	
	
	
	
	
	
	
	
	

	Distribution (specify)
	
	
	
	
	
	
	
	
	
	
	
	

	Advertising (specify)
	
	
	
	
	
	
	
	
	
	
	
	

	Selling (specify)
	
	
	
	
	
	
	
	
	
	
	
	

	Total Expenses
	
	
	
	
	
	
	
	
	
	
	
	


The enterprises have to strategically stress their strengths over competitor offers. For instance, if one enterprise has lower costs in comparison to its competitor, then its pricing strategy can be based on selling at lower price. If the MSE has a broader selection of goods as compared to its competitors, then he/she should emphasize this issue and take advantage of more sales. If the competitor's store area is unattractive, a strategy can be set to make one’s own store more attractive for potential customers. In this way competition can be beaten. 

Checklist: Competitors
	1. Who are my competitors?

2. Products

· Their products  I  Product quality  I  Packaging.

3. Prices

· What are their prices? 

· Is there competition with prices?

· Do they give discount?

4. Location

· Where are they?  I  Are they near by to the consumers ?

5. Promotion

· What are their advertising methods and are they efficient?

· How are they doing their sales promotion? 

· Are competitors working with middle men and sales agents?

6. What is the marketing mix of my competitors (conclusions of 2-5) ?


The supply market should also be analysed. Identify the main suppliers for your equipment and raw materials; make price and quality comparisons and a final ranking of price and performance of suppliers.

Checklist: Conditions of raw material supply 

	· Try to use materials that are always available when you need them

· Buy materials from reliable suppliers and make sure the quality is good

· Before you buy raw materials, find out:

· what different materials you need;

· what quality your customers need;

· how responsible is the supplier for the quality of goods or materials;

· how much raw material you need;

· how often you need the raw materials;

· how long it takes to secure raw material from the supplier;

· affordability of the purchase price.
· Does the supplier grant discounts for bulk purchasing?
· What is the smallest amount that can be purchased?
· Is it possible to make credit purchases? How much can be obtained?

· Terms of delivery: Will the supplier deliver to your business? Do you pay for transport or is the delivery free?

· Does the supplier accept returned goods or materials?


Instruction to 3: The production plan includes the estimated production and sales per year based on the previous experience. Capacity/utilisation means the percentage on how you are at the limit of your production and sales capacity with the respective product. In 2.2 put the value of the machinery and equipment and the maintenance costs. Depreciation costs will be highlighted under 4.1 Cost calculation - fixed capital. Utilities and costs of infrastructure such as electricity, water, rent to run the projected production plan including maintenance costs. 2.5 Labour categories required and salaries as well as further trainings required. 2.6 administrative costs to run the projected production plan.

	In order to analyse the cost components of the production (workers, working materials, furniture etc.), you should analyse step by step the production process:

· Who are the suppliers for working materials?

· What is the production procedure 
(assembling, finalising, packaging etc.)

· What staff is needed and which qualification?

The description of the production process will highlight the main steps of production. For visualization, a table of the production process (process flow chart) would be useful.




	How many direct and indirect workers are needed and what skills should they have?
Labour in a factory is divided into direct and indirect labour. Direct labourers are those who are directly or intimately involved in the production process. Indirect labourers are all further workers who facilitate production such as utility men, foremen, maintenance workers, among others, who are not directly involved in production. To determine the number and type of direct labourers needed, break down their skills into three categories: skilled, semi-skilled and unskilled. Their salary scales should be calculated accordingly.

What will be the costs of labour?
Estimate how much each worker (for example, from the production supervisor/foreman down to the production worker, maintenance man, utility man) should receive on a monthly basis. Labour costs should include effective total labour costs to cover basic salaries, wages, fringe benefits, paid leaves, free meals, social and medical insurance, etc. In certain cases, direct labour will be paid according to piecework. If this is the case, estimate the production output of the worker and multiply this number by the respective piece rate.



Instruction to 4: Under cost calculation it will be important to include depreciation costs of the fixed capital. Depreciation is the estimated price to the use of an asset. You need to know it to calculate the costs of your product/service. One of the various methods of defining yearly depreciation, and the simplest one, is to divide the purchasing price of the asset by the number of years of usage. Working capital should be detailed in different categories including utilities and administrative expenses and calculated for a one-year production plan. 

Checklist: Calculate variable Costs for each Product/Service

	Item
	Cost (purchasing price)
	Used quantity per unit (product, service)
	Cost per unit 
(price / used quantity)

	Raw materials
	
	
	

	- flour
	15,000,000 LC per kg
	10 kg per 100 cakes
	1,500,000 LC per 100 cakes

	- sugar...
	12,000,000 LC per kg
	1kg per 100 cakes
	12,000 LC per 100 cakes

	Labour costs..
	2,840/hr
	16 hr/100 cakes
	45,440 / 100 cakes

	Transportation..
	
	
	24,000

	(1) Variable Costs per unit 
	1,581,440 C/100 cakes

15,814.40 C per cake


Checklist: Calculate fixed Costs for each Product/Service

	Item
	Fixed cost/month

	Rent
	

	Salaries (administration)
	

	Depreciation of building, machines....
	

	...
	

	(2) Total fixed costs
	

	(3) Monthly production (in units)
	

	(4) Fixed cost per unit (2/3)
	


Checklist Calculate total Costs per Unit

· Add up variable and fixed costs per unit

	(1) Variable costs per unit 
	

	(4) Fixed cost per unit
	

	(5) Total cost per costing unit (1 + 4)
	


Instruction to 5: Financing will be calculated on the basis of the preceding cost calculation and the availability of own funds. Own funds are important to convince the financial institution to grant loan because own funds show the capability of the business owner of organized savings and business management.

Checklist: Loan requirements

	With regards to finance, you should give attention to questions such as:

· What is my total capital requirement?

· Do I need a loan? What will be my equity contribution? How much is my additional loan requirement? 

· Where do I get a loan fund from? What are the loan conditions?

· What type of security (collateral) am I required to present to lending institutions such as to micro finance institutions and other conventional banks?

· What are the loan terms and conditions, grace period, interest rate, repayment schedule, etc.?

· What is the project feasibility? Is my business feasible enough to generate profit and pay loans back within the specified loan term?

· What is the break-even point?


Checklist: Most important to know for the bank is the repayment capacity of the applicant:

Three important pieces of information: 

· The profit generated from the investment

· The businesses overall profit

· The repayment capacity of the applicant 



Instruction to 6: The Profit and Loss Statement (PLS) is one of the financial analysis tools employed by business enterprises to track the performance of their enterprises. The PLS is the difference between sales and expenses of an enterprise over a given period of time, often one year. If this difference is positive, it is termed profit, while if it is negative, it is then termed loss.

The PLS is important for business operators/managers in checking the efficiency of their business strategies and taking proper actions. The statement is also important for bankers to check business profitability before extending credit. The statement can only be drawn up based on certain source documents such as the cashbook, otherwise it would be very difficult to apply, especially for micro enterprises. For the statement to be applied in a given enterprise a certain level of accounting system is needed to be in place. The P+L statement has the following components:

· Gross sales: the total value of sales which is obtained by multiplying the price of each product with the total units of output sold.
· Returns and allowances: stands for the value of damaged goods that are returned by customers to the business enterprise for which the business replaces the damaged goods with new. It also considers payments made as sales commissions, discounts, etc., which again are deducted from Gross Sales to result in Net Sales.

· Costs of goods sold: stands for the costs involved with regard to direct labour, direct material and factory overhead costs which are deducted from Net Sales to arrive at Gross Profit: Direct material: stands for those material costs directly accrued in the production process, such as raw material. Direct labour: refers to costs of all labour inputs directly used in the production of goods/services of a given enterprise. Often direct labour costs are measured on unit rates and costs of daily labour. Overhead costs: stands for those costs incurred, but which are not directly related to the production process. E.g. depreciation of machinery or equipment, shade rent, etc.

· Administrative and selling expenses: This includes costs incurred for certain administrative purposes and for the distribution of products. These are deducted from Gross Profit to arrive at Operating Profit.  These expenses are for example, salaries of management and support staff, expenses related to telephone, water and electricity bills as well as office rents and other similar expenses.

· Interest expense: this is the amount of interest to be paid on the amount of loan obtained, based on the current interest rate.

· Estimated income tax: the amount of tax that has to be paid as per the income tax proclamation.

C.
Business Planning for Medium Enterprises

The business plan describes what the business will do, how and where it will be done, and how the business will be capitalized and managed. Although there are many types of business plan formats based on what it is needed for, basic components include the following chapters:

· Executive summary

· Sales and Marketing

· Production

· Organisation and Management

· Financial plan

What to Include on a Cover Sheet

The first page of your business plan will be the cover sheet. It serves as the title page and should contain the following information:

· Company name

· Company address

· Company phone number (including area code)

· Web address, if you have a web site

· Logo, if you have one

· Names, titles, addresses, and phone numbers of the owners or corporate officers

· Month and year in which the plan is issued

The month and year in which the plan was written is important to include as it lets the reader and especially – if the plan is also intended for providers of finance - the lender know if the business plan is up-to-date. 

Handout 3: 

	Business Plan Outline for Medium Enterprises
   Executive summary

a.
Brief description of the business

b.
Brief profile of the entrepreneur

c.
Business's contribution to the economy

   1.  Sales and marketing

1.1
Product description

1.2
Competitors

1.3
Business location

1.4
Market area

1.5
Major customers

1.6
Estimated total demand

1.7
Estimated market share

1.8
Selling price

1.9
Sales forecast

1.10
Promotional measures

1.11
Marketing strategy

1.12
Marketing budget

   2.  Production

2.1
Required fixed asset

2.2
Life of fixed asset and production process

2.3
Maintenance and repair of fixed assets

2.4
Sources of equipment

2.5
Terms and conditions for purchasing equipment/tools

2.6
Factory location and layout

2.7
Raw material needed

2.8
Cost of raw material raw material availability

2.9
Labour availability

2.10
Cost of labour

2.11
Factory overhead expenses

2.12
Total production cost 

2.13
Planned capacity (capacity projection for at least 3 years)

   3.  Organisation and management

3.1
Form of business

3.2
Organisational structure

3.3
Business experience and qualification of the entrepreneur

3.4
Pre-operating activities

3.5
Pre-operating expenses

3.6
Office equipment required

3.7
Administrative expenses

   4.  Financial plan

4.1
Project cost

4.2
Financing plan and loan requirement

4.3
Profit and loss statement

4.4
Cash flow statement

4.5
Balance sheet

4.6
Break even point analysis

4.7
Return on investment




Instruction to the Business Plan for Medium Enterprises

Cover page

The external appearance has its own contribution in communicating the content of the business plan. The information included in the cover sheet must be simple highlighting the name of the company with full address (telephone, fax, e-mail and name of person to be directly contacted for further question with the date of business plan preparation), company logo if there is one with limited size and at the centre the word business plan preceded by the company name should appear. The second page will be for table of contents and it is highly preferable that it will be limited to one page. 
Executive summary
The Executive Summary, although appearing first in the order of presentation in the Business Plan, is actually the last to be prepared, that is, after the four sections of the business plan (marketing, production, organisation & management, and finance) have been completed. It should be short (not more than two pages and single spaced), however, loaded with vital information about the project.

1.
What is the nature of the project?

Briefly describe the project – Benefits of the product/service and the need identified and why the need exists, trends and risks of the market and who are the customers and the expected market share, competitive advantage and key suppliers and technological change in the industry, location of business and zoning laws, legal form and historical background of the business, plan of operation and main financial indicators such as projected and actual sales earnings and profit after tax.

2.
What are the entrepreneur's competencies and qualifications?

Give a brief introduction of yourself as an entrepreneur, your background, your past track record, business experience and training, especially mention those skills, qualities, networks and contacts with persons/enterprises needed by or related to the project, and how you plan to use this knowledge and skills to successfully run the business.

3.
What are the project's contributions to the local and national economy?

Describe the important socio-economic and developmental contributions of the proposed project to the local and/or national economy. These contributions should be significant factors and priority concerns of the government, banks and society in general. These contributions may include employment generation, utilisation of local skills and materials, income generation, import substitution, export earnings, etc.

Sales and Marketing
1.1
What is the product?

Give a short description of the product, its size, colour, shape and the range of products to be offered.  Describe product features, uses and benefits, whether it is a new or an existing product. The technology with the required training and the raw materials used to make the product has to be described in line with the market demand and potential competitors. The terms and conditions, volume, quality and price of potential suppliers of raw materials has to be stated. To ensure sustainability future products/services to be offered has to be identified and described briefly.

1.2
How does it compare in quality and price to its competitors?

In answering this question, determine what will make the product unique in the market. Will it be of better quality as compared to what is currently available, or will the price be significantly different to make it easier to sell? What other features will make it different from your competitor’s products?

1.3
Where will the business be located?

Location of the business is essential to either reduce costs or to increase the chances of customers stopping at the business to look at your products or at least make inquiries. If the business is retail or service oriented, it must be near to the market. If it is production oriented, it may be better to be closer to its raw material sources or near necessary infrastructure facilities (e.g., port), transport and utilities (e.g., power) centres. The important factors to consider with regard to location are:

· proximity to essential raw material sources;

· proximity to markets and distribution channels;

· availability of transport facilities;

· availability of efficient and cheap skilled labour;

· existence of related industries (forward/backward linkages);

· infrastructure facilities (e.g., road, power, port, etc.);

· communication facilities (e.g., post office, telephone, fax);

· zoning regulations and growth features;

· cost and conditions of acquiring the land.

A good location is one of the most crucial factors essential for market development hence the choice of location should therefore be carefully considered. The location should also be differentiated in terms of marketing outlets or factory locations. 

1.4
What geographical areas will be covered by the project?

Determining the geographical coverage (that is, where to market the product) depends very much on the nature of the product; how well it lend itself to transport and distribution; the size of the market in different localities; the presence of strong competitors in the areas under consideration; your willingness to travel and, of course, on existing contacts or channels of distribution you are familiar with.  In general, it is easier to deal with a limited market area, since travel time and distribution costs can be kept to a minimum.

1.5
Within the market area, to whom will the business sell its products?

Here we are talking about a specific target group or market segments among the population, within the specified market area you have chosen, to whom you will aim to sell your products. Identify these customers as clearly as possible (e.g., their characteristics and profile in terms of age, sex, income, buying practices, consumption pattern, etc.), in order to ensure that the product does indeed suit their taste, needs, wants, income, lifestyle.

Will you sell to wholesalers, retailers, and if so, what are the consequences? If you plan to have a retail outlet, the choice of location is critical.

1.6
Is it possible to estimate how much of the product is currently being sold?

This estimate should be possible to carry out in a number of ways. Basically, the approach is to move from the general to the particular. For example, you can start by estimating consumption, usage or sales of the product per head of the population in your market area.

Then, one by one eliminate certain segments (specific groups categorised by age, income, location, sex, habits, etc.) of the population who may not be your consumers, so that at the end a reasonable figure can be assumed to be correct. If possible and available, it is also good to check certain statistics. If you cannot make use of any reliable statistics (secondary data), it may be better to carry out a simple and low-cost sample survey, i.e., gather firsthand or primary data. For example, if you know how many shops there are which sell your or similar products, and if you question a few of them regarding their sales, you can estimate the total sales of the product.

1.6.1
Market survey checklists

The following is a series of checklists which can guide you in your interview with wholesalers, retailers, and consumers (people who use the product) or customers (people who buy your product). The questions are intended to be illustrative and you should learn how to begin your interview (by being friendly with your interviewees so that they will open up and not feel suspicious or threatened) and pose your questions diplomatically, politely and clearly to attain the desired information and accurate answers.

If the questions are adequately answered, you can make a preliminary estimate of the total demand in your market area and the share of the market which you can realistically capture, given an effective marketing strategy. If similar products are distributed mainly by wholesalers and retailers, conducting such a survey is really the first step in establishing a relationship with your customers and finding out their needs. There are two main reasons for carrying out the survey:

a)
Accurate collection of information, so that a reliable level of sales and production can be forecasted;

b)
Establishment of good relations with your own potential customers.

1.6.2.
Wholesalers'/Importers' checklist

Most consumer products such as biscuits, sugar, toothpaste, matches, etc. find their way to the consumers by means of wholesalers who purchase the goods in bulk from a factory or distributors and then sell them in smaller quantities to grocery stores and retail shops (customers). Since there are usually few wholesalers and many retailers, it is often best to start your market survey by visiting the wholesalers. Once you have defined your market area, try and locate all the wholesalers who supply your area and ask the following questions:

1)
How many wholesalers are there in your market area? What are their names and where are their locations?

2)
What market areas does each wholesaler cover?

3)
How often does each of your products sell per year? Are your sales of the product increasing every year? If yes, by how much?

4)
Are seasonal fluctuations present?

	For example:   1     2     3     4      5      6      7      8      10      11      12 months

	High

	Medium

	Low


5)
What about the extent of competition? Are they large in size, are their product features the same, what are their quality standards? What are their marketing practices?

6)
What about product improvements, i.e. do they think the market needs some new designs, more varieties, better features, new product specifications?

7)
What are their selling prices of your products?

8)
At what price do they buy them?

9)
What is the length of credit extended to them by their suppliers (one week, one month?), if any?

10)
Assuming your product is of suitable quality and priced competitively, how much of your product would they take as a sample order?

1.6.3.
Retailers' checklist

Retail shops are the last link between producers and consumers. Ultimately, they make the final sale to the public.  Their proximity to the buyers makes them valuable sources of information on what people actually want and buy.  

For example, if a person buys ink that turns out to be of poor quality, then the customer will complain to the shop where he purchased it, rather than going to the factory. For this reason, retailers are in a strategic position to identify gaps within the market, particularly between what the customer’s demand is and what his wholesalers can supply.  A few creative retailers may be able to give you new product ideas that could also be realised in your factory.

The objectives of interviewing retailers are:

a)
To cross-check data provided by wholesalers;

b)
To learn about the needs, wants, tastes, buying habits, etc. of the consumers;

c)
To look for potential new products;

d)
To learn how to position your product as against your competitor’s products;

e)
To learn how to market your product more effectively;

f)
To help identify promotional measures that will be useful in selling the product (e.g. display boards, give-aways, samples, etc.);

g)
To help formulate the marketing strategy of the business.

A few questions which may be asked from the retailer:

1)
How much of the product does he sell in a year?

2)
How many competitors does he have in his neighbourhood?

3)
Does he experience any seasonal fluctuation in sales?

4)
From what wholesaler or manufacturer does he buy the product?

5)
Is he given any credit by his suppliers?

6)
If he is given credit for the product, for how long is the credit given?

7)
Does he sell on wholesale anywhere, if so, where?

8)
What is his purchase price of the product?

9)
What is his selling price of the product?

10)
Does he have any ideas whether his customers would like some changes or improvements of the product?

11)
Does he buy the product by means of cash or on credit?

12)
Does he sell on commission?

1.6.4.
Customers' or consumers' checklist

Even if you have interviewed wholesalers and retailers, it is important to discuss market acceptance with customers (who buy the product) and consumers (who use the product).  Their feedback is very useful, either to cross-check previously collected opinions or to capture new ideas that neither of the other two groups of interviewees have touched on or reflected.

In particular, if your product is a capital good (e.g., machinery), it is necessary to talk to consumers as they normally purchase directly from the factory. A few questions which can be asked from customers and consumers are:

1)
Why did you buy this product?

2)
When (What month) did you buy it?

3)
How often do you buy this product?

4)
Will you need more of this product in future? How many units?

5)
How much did you pay for it?

6)
Are you satisfied with it?

7)
Would you like to see any changes or improvements?

8)
From where did you buy it (locality), from whom?

9)
Why did you buy it from this particular supplier?

You must have a profile record of your interviewees (wholesalers, retailers, consumers), including information such as age, occupation, income, buying habits, sex, consumption patterns etc., as this information will be helpful in analysing and describing your market.

1.7
What share or percent of this market can be captured by the business?

This is always a difficult question to answer precisely, since much depends on your ability as an entrepreneur to sell your product, your network, the effectiveness of your marketing strategy and your aggressiveness in pushing the product combined with business common sense. It also depends on the extent and strength of competition. However, certain guidelines can be given. If you have done your market survey properly, you will know the following information on your competitors:

a)
whether there are few or many competitors;

b)
whether they are large or small in size;

c)
whether their product features are similar or different to one another;

d)
whether their product features are similar or different to yours.

The following decision guide may help in processing this information to make an estimate of your market share.

	Decision Guide

	Number of Competitors
	Their Size *
	Their Product Features
	Market Share (in %)

	Many
	Large
	Similar
	0  -  2,5

	Few
	Large
	Similar
	0  -  2,5

	One
	Large
	Similar
	0  -  5

	Many
	Large
	Dissimilar
	0  -  5

	Few
	Large
	Dissimilar
	5  -  10

	Many
	Small 
	Similar
	5  -  10

	Few
	Small
	Similar
	10  -  15

	One
	Large
	Dissimilar
	10  -  15

	Few
	Small
	Dissimilar
	20  -  30

	One
	Small
	Similar
	20  -  50

	One
	Small
	Dissimilar
	40  -  80

	Total
	 
	 
	100


           * Assumed that your business is in the "small" category when entering the market.

1.8
How much of the product will be sold?

Now that you have estimated the market share you can realistically capture, make an estimate of your targeted sales (sales forecast), that is, every month for the first year and yearly for the next five years. The first annual sales forecast is generally a fraction of the estimated market share and could be anywhere from 60 to 80% of the market share at the beginning.  This is to take certain errors in estimating the market into consideration.

1.9
What is the selling price of the product?

There are three common ways of determining the selling price of your product. These are:

a)
The "cost-plus method"

This is done by adding a reasonable profit margin (say 20% to the final total product costs (i.e., marketing costs plus production costs plus administration costs, plus finance costs). The final product costs per unit are determined by dividing the total product costs by the number of units produced. To this figure you may add a profit margin.

b)
The "comparative method"

This method compares your product with others in the market and then, based on your product's quality and other features, you may fix your price lower, higher or at the same level as your competitor’s price.

c)
"What the market will bear method"

This method is based on supply and demand of the product. For instance, if there is a scarcity of the product in the market (sellers' market), you can set your selling price at a high level; hence your profit margin could be higher. Similarly, if there is a surplus of the product in the market (buyers' market), you may be forced to lower your price, and consequently your profit margin. (Two alternatives to avoid reducing profit margins are: (1) to reduce the product costs by identifying which areas under marketing, production, administration and finance can be reduced), and (2) to identify other market segments that can afford to buy at the original price).

In practice, all three methods should be used from time to time in any business, but in general and especially when starting a business, it is safer to use the "Cost-Plus Method". It is also a good business strategy to anticipate your competitor’s reaction to your pricing strategy.

1.10
 What promotional measures will be used to sell the product?

Promotion is one of the most neglected aspects of marketing a product. Promotion is necessary to entice and convince buyers into purchasing your product and not those of your competitor.  Promotion is generally divided into advertising, sales promotion, publicity and personal selling. A few of these measures are:

· radio advertisements, newspapers, magazines, trade journals or, if appropriate also via television,

· volume discount (reduced prices when selling in bulk);

· handbills distribution;

· prompt, regular, courteous and efficient service;

· good merchandising ensuring the proper display of your product on the shelves of your market outlets;

· special credit facilities to regular customers;

· posters; billboards; signboards;

· free samples; free trials;

· press releases;

· buy one - take two;

· raffles; coupons;

· sponsorship of local shows, festivals;

· participation in trade fairs and exhibitions;

· personal selling.

One word of caution on promotional measures: These activities cost money to your business, so be sure that for every promotional measure adopted, there is a foreseeable increase in sales. Without a justifiable increase in sales, costs will escalate, hence increasing the unit costs of the product. Make sure to include these costs in your marketing budget.

1.11
 What marketing strategy is needed to ensure that sales 
 forecasts are achieved?

Formulating a marketing strategy means proper planning, balancing and integration of the business's product strategy, pricing strategy, distribution strategy and promotion strategy. In order to market effectively, you must identify your market, know your product and study your competitors. You also have to spend a certain amount of time on promotion activities, pricing your products correctly and distributing them to your retailers and/or consumers effectively and efficiently. You should not assume that because your product is good that customers will automatically buy your product.

1.12
 How much do you need to promote and distribute your product?

You must have a marketing budget that includes your marketing costs, such as for promotion, distribution and salaries of your sales force, if any.

 

Production
2.1
What is the production process?

In order to find out what costs (labour, raw material and overheads) are involved in production, it is useful to follow the whole production process and to identify how the raw material are received and gradually, step-by-step, transformed through various processes (e.g., cutting, mixing, assembling, finishing, packaging, etc.) into a finished product. Description of the process need not be a lengthy explanation, but should cover all the major operations. A process flow chart is a useful tool to depict the production process. This will also clarify how many workers are required at each stage and what skills are needed.

2.2
What building and machinery (fixed assets) are needed and 
what will be their costs?

Identify these items carefully and estimate their costs accurately. If the requirements are over-estimated, the results can either be:
a) Too much production occurs and stocks are built up - this costs money and ties up capital uselessly and unnecessarily;
b) Excess capacity means that you are investing in certain assets or paying interest on building and equipment that are not providing you with any return. This will also increase costs in the long-run by having a higher depreciation than necessary;
c) There is also the possibility that the project may not be financed at all because it appears too expensive.
In general, it is better to start on a very modest scale with a small building, or even rented space, and with the minimum essential machinery. Remember, if the demand for your product exceeds the 8-hour capacity (one shift) of the equipment, an extra shift can be added at a later stage, or you can operate on overtime after the regular shift has ended.  Especially when starting a business, proceed with capital purchases with extreme caution and only when the market is secured.
Regarding machine capacity the supplier should give the correct information to the entrepreneur. In many cases, suppliers tend to over-rate the capacity and efficiency of their machinery; so do not count on the machines working at 100% rated capacity. By determining the realistic capacity of each machine, it is then possible to estimate accurately the proper balancing of the machines and men, i.e. how many of each tools or machines are required, and correspondingly the workers and skills required operating the machines to ensure a smooth and efficient production operation.
Determining the costs of building and machinery should be relatively easy, since every entrepreneur can find out this information from machinery suppliers. Again, you should be cautious not to build fancy buildings or obtain equipment which is too modern or too sophisticated to operate and maintain. Machinery salesmen usually try to sell the most expensive or most modern equipment first, so be aware of what you need and can afford, and do not be led into purchasing equipment which may not be essential or even suitable to your scale of production, especially in the initial stages of your operation.
Be aware that there may be a wide range of technology options ranging from labour-intensive (more labour is required relative to the number of machines or investment in machines) to capital-intensive (more machines are used or higher investment in machines relative to the labour required). 
If quality labour supply can be assured, it is often wise to use labour-intensive technology, since your factory will be less dependent on its machines, which can break down at any time, suffer from power failure, and be idle for lengthy periods. If, on the other hand, labour is troublesome and unreliable due to seasonal availability, a more capital-intensive approach on a modest scale may be more practical. However, if workers are properly motivated, they can be encouraged to become more reliable.
Finally, list all the land and improvements, building, furniture and fixture, machinery and factory equipment including installation costs, stating their size, capacities and costs, to eventually arrive at the total costs of fixed assets.
2.3
What is the useful life of the building and machinery?

The answer will depend on the make of the building (i.e., whether made of wood, concrete structure, etc.) and machinery and on how much you use your fixed assets. To arrive at an annual depreciation charge, deduct the scrap value at the end of its expected life, and then divide the value of the asset by the number of years of its productive life.  If it has no scrap value, simply divide the value by the number of years.
In your country, the Tax Office publishes general rates of depreciation. In many countries, general practice is as follows, although certain variations may exist:

	Fixed Assets
	Life
	Annual Depreciation

	Machinery
	10 years
	10%

	Building
	20 years
	5%

	Furniture
	5 years
	20%

	Vehicle
	7 years
	15%


2.4
How will maintenance be done and are spare parts available locally?

It makes little sense to import equipment which, although it may be more dependable, may result in long work stoppages while you wait for the arrival of spare parts from abroad.  Maintenance service and spare parts should be available locally to ensure continuous production. Do not forget 

to estimate the costs of maintenance and spares, as this will form part of the production costs. Maintenance costs are part of factory overhead expenses.
2.5
When and where can the machinery be obtained?

It is necessary to check with machinery suppliers. Estimate accurately the delivery time of the machinery, as this is vital in preparing your pre-operating schedule. Also, do not forget to include in the costs of the machinery, the transport costs to the factory, import duties (if imported), insurance up to the point of installation and installation charges, if any.

2.6
How much capacity will be utilised?

100% capacity utilisation normally means that the equipment is working eight hours a day, six days a week. Most factories work on an 8-hour, one shift basis and many of them use their equipment for only a portion of this time. Seasonal fluctuations in capacity utilisation should be accounted for. A good example is a brick factory where operations may run continuously for 24 hours a day during the construction season and may be shut down for six months due to rainy season.
2.7
What are the plans for using spare capacity?

Machines and equipment should be used as much as possible. This keeps the workers in a steady rhythm and the equipment in good running order. During periods where low capacity utilisation is foreseen, attempts should be made to ensure that other works (e.g., product improvement and development) are undertaken, which may not at first be directly related to the main production, but which at a later stage may be developed into a new product.
2.8
When and how will the machinery be paid for?

Certain machinery suppliers are prepared to sell their equipment on hire-purchase scheme.  This spreads the costs of the machinery over a longer period of time, resulting in higher total costs, but it enables the business to have greater cash liquidity or lower investment requirements during the start up period. Before purchasing the equipment, find out the terms of sale, i.e. whether cash, credit, or leasing, the length of payment and other conditions, such as guarantees, after-sales services, training of operators.
2.9
Where will the factory be located and how will the factory be arranged?

Almost always in small and medium industries the factories have the same location as their business addresses.  
Equally important is to determine the floor space required by the business (for production, office, store room, toilet, etc.) and more importantly how the factory space is going to be laid out in terms of the spatial arrangement of the machines and equipment. To answer this question, it is essential that you must know the production process and the machines/equipment needed for each process, so that you can arrange the machines according to the production flow as much as possible. 
You can also determine the size of the machines and the space they will occupy (including allowance for movement). A plant layout will be very useful for this purpose. You can arrange your machines in a straight line or a U-shape. 
2.10
 How much raw material is required?

Now that you have a good idea of the production level you want to achieve, find out the type, quality and quantity of raw material needed.  Find out the input-output ratio or conversion ratio, e.g. how many kilos of oil would be required to produce 120 kg of soap per day. These should be specified according to square meter, kilo, ton, pieces, etc., which will be used per month.

2.11
 How much will the raw material cost?

After determining the quality and quantity of the needed raw material, find out their unit costs (i.e., LC2,000 per ton, LC15 per square meter, etc.), list these costs next to the material and prepare a list of average monthly raw material requirements and their costs. Include duties and relevant taxes, if raw material is imported.
2.12
 What are the sources of raw material? Are they available throughout the year?

In sourcing raw material, at least three factors are critical. Firstly, the price should be as low as possible. Secondly, their source should be as close as possible to the production site to reduce transport costs. Thirdly, the source should be reliable. 
If raw material is not available throughout the year, at least two alternatives are possible - either the factory will have to reduce production or it must build up a stock of raw material when they are available and plentiful, so that production can be continuous. If the latter is chosen, additional working capital is required and should be included in the calculation of your cash needs and determination of your project's investment requirements, so that the business can cope with this situation. For example, think of the problem involved in obtaining fruit for a fruit processing plants during off-season!

2.13
 How many direct and indirect workers are needed and what skills should they have?

Labour in a factory is divided into direct and indirect labour. Direct labourers are those who are directly or intimately involved in the production process. Indirect labourers are all further workers who facilitate production such as utility men, foremen, maintenance workers, among others, who are not directly involved in production.  
To determine the number and type of direct labourers needed, break down their skills into three categories: skilled, semi-skilled and unskilled. Their salary scales should be calculated accordingly.
2.14
 What will be the costs of labour?

Estimate how much each worker (for example, from the production supervisor/foreman down to the production worker, maintenance man, utility man) should receive on a monthly basis. Labour costs should include effective total labour costs to cover basic salaries, wages, fringe benefits, paid leaves, free meals, social and medical insurance, etc. In certain cases, direct labour will be paid according to piece work. If this is the case, estimate the production output of the worker and multiply this number by the respective piece rate.
2.15
 Are workers available throughout the year? 
 If not, what effect will this have on production?

Many factory workers in small and medium businesses receive low wages and, therefore, supplement their income with agricultural or other extra external jobs. If this is the case, the business must be ready to cope with such a situation and, either pays its workers competitive or a higher wages/salaries/piece rates, or recruit new or temporary workers during this period, or even be prepared to reduce production.  Whatever course of action is decided upon, it must be accounted for in determining the production schedule.
2.16
 How will the workers be motivated?

Workers can be motivated in a number of various ways: humane treatment, good working environment, increased responsibility, other incentives (e.g., profit sharing, awards for deserving workers, bonuses and providing facilities, such as meal and snack allowances, transport allowances, medical allowances, lodging, etc.) If these are given, their costs should be calculated and included in computing actual labour costs or as overheads.
2.17
 What factory overhead expenses are incurred?

Factory overhead expenses include such costs as rent of factory space, maintenance and repair costs, depreciation of factory machines and equipment, costs of utilities (water, electricity, and salary of supervisors, cleaners and maintenance men). In the case of electricity, if it is used in a large quantity and the amount used depends directly on the level of production, it should be treated as a raw material rather than as an overhead expense. But if electricity is only used for lighting and general purposes, treat it as an overhead expense.
Only the costs, such as those listed-above that do not change or vary much according to the level of production are treated under overheads.

2.18
 What are the production costs per unit?

Production costs include the costs of direct raw material, direct labour and factory overheads. Two methods are mentioned here to calculate production costs per unit, as follows:

	 Method 1


To arrive at the production costs per unit, add the monthly costs of direct raw materials (step 2.11), direct labour (step 2.14), and overhead expenses (step 2.17), then divide this amount by the number of units produced during the course of the month (step 2.6).

	 Method 2


It is unfortunate that in real life costing is not quite as simple as illustrated above. The complication arises from the fact that few small and medium industries produce only one item for sale. Whereas it may be easy to identify the raw material costs in any one item, estimating the labour content or allocating a portion of the overheads to a particular item presents another problem.
Allocating labour costs:

To assign direct labour costs to any product, follow this simple rule:  Multiply the hourly direct labour charge by the number of hours of direct labour that goes into manufacturing the product. The hourly direct labour charge is derived by dividing the total direct labour costs by the number of hours of direct labour available. For example, if 8 direct labourers work 8 hours a day, 6 days a week for 4 weeks, then the total hours of direct labour available per month is:

8 workers x 8 hrs/day x 6 days/week x 4 weeks = 1,536 hrs
If the total costs of these direct labourers amount to LC 4,000, then the hourly rate (LC) is:
Total direct labour costs of LC 4,000/1,536 hours available = LC 2.60 per direct labour hour (hourly rate).
Example:
If a chair requires 6 hours of direct labour to manufacture, then the direct labour costs of that chair lies at: 
Hourly rate of LC 2.60 x 6 hours = LC 15.60
Allocating Overhead Expenses:
There are two ways of allocating overheads. These are:
a)  by relating overheads to labour hours,
b)  by allocating them in relation to sales.

The first and preferred way is to relate overhead expenses to the hours of direct labour involved in manufacturing the product. This can be done by dividing the total overhead expenses by direct labour hours available and then multiplying this amount by the number of hours it takes to manufacture the product.
Example:
If total overhead expenses amount to LC 3,000 and total direct labour hours are 1536 then the hourly overhead rate is:
Total overheads of LC 3,000/1536 total hours = LC 1.95 per direct labour hour (Hourly overhead rate). Then, multiply the hourly overhead rate by the number of direct labour hours used to make the product: 
Hourly Overhead Rate of LC 1.95 x 6 hours to manufacture one chair = LC 11.70
This figure can then be added to the raw material and direct labour charge to arrive at the unit production costs of the product. The second method of allocating overheads is according to the % of sales of that particular product in relation to total sales. If, for example, a furniture maker produces the following products:

 

	Products
	Unit Selling 
Price (LC)
	Sales per Month
	% of Sales

	20 chairs
	LC 200
	4,000
	20%

	10 beds
	LC 400
	4,000
	20%

	12 tables
	LC 1,000
	12,000
	60%

	Total Sales
	LC20,000
	100%


Total sales are LC 20,000 of which 20% are chairs, 20% beds, and 60% tables. Therefore, 20% of overheads could be allocated to chairs. The overhead charge per chair can then be calculated as follows:
Total overheads for 20 chairs lies at:
Total overheads per month of LC 3,000 x 20% = LC 600
Therefore, the overhead charge for each chair is LC 30:
LC 600/20 chairs = LC 30
Similarly, for beds, it is:
LC 600/10 beds = LC 60
And for tables:
LC 600/12 tables = LC 150
After having determined the raw material costs per unit, the direct labour costs per unit and the overhead rate per unit, the unit production costs can be calculated by adding all of these three cost components:
+ Unit Raw Material Costs
+ Unit Direct Labour Costs
+ Unit Factory Overhead Costs
= Unit Production Costs
Alternatively, unit production costs can be derived from the following calculation:
+ Total Raw Material Costs
+ Total Direct Labour Costs
+ Total Overhead Costs
= Total Production Costs divided by Total Production Volume 
   (e.g., kg or units)
= Unit Production Costs
 

Organisation and Management
3.1
How will the business be organised?

There are four common forms of business organisation: (1) sole proprietorship, (2) partnership, (3) private limited company (closed corporation), and (4) public limited company (public corporation). 

However, most small and medium businesses are registered as sole proprietorship, meaning that the owner / manager or the entrepreneur is the owner as well as the general manager of his business. 
Partnership involves co-ownership of the business by one or a few partners who may be a family member or close friends. Partners may bring their capital or expertise, or both into the business. 
A private limited company involves ownership of the business by a limited number of people (usually relatives and close friends) who band themselves for purposes of the business.  Ownership is based on shareholding, which can be transferred to other shareholders with the consent of the existing owners.
A public limited company (public corporation) involves many persons owning the business who may not be affiliated with one another. Ownership is determined by shareholding which are floated on the stock exchange and transferable to the public. A corporation has a legal personality and has limited liabilities. A corporation may be managed differently from its owners.  
Countries have various regulations regarding the registration of business under each form. It is important that you know them - the relevant laws (e.g., taxation, liability, etc.), the forms to be filled in and the licenses/permits to be acquired (and paid for) before you can legally operate as a business.
3.2
How will the business be managed and operated?

For the business to operate smoothly and efficiently, there must be certain structures of authority and responsibility (a chain of command), division of labour (job distribution), and definition of what each entity must do in the business (job description). Therefore, the business needs an organisational structure. This is mostly depicted through an organisation chart. 

In designing the organisational structure, it is important that the various functions of the enterprise (marketing, production, organisation and management and finance) be performed well. In a small business, one person can handle several functions. For instance, the entrepreneur may ‘double up’ as general manager as well as production manager.
In small and medium businesses it is also common to have family members holding positions of responsibility in the business or even perform production work. For instance, the wife may be the treasurer and marketing manager, while the older children help out as part-time production workers.
3.3.
What are the business experiences and qualifications of the entrepreneur?

To ensure business survival and growth, it is important that the people who run the business must have the proper qualifications and suitable experience. The survival and growth of the business depends on the competence and ability of management. A class B (medium potential) project managed by a class A (highly competent) manager will mostly turn out to be successful, while a class A project (high potential) run by class C (incompetent) management will fail.
In particular, if the proponent wants to borrow money from the bank or if he wants to get trade credit from his suppliers (raw material, machinery), he must be able to convince them about his ability, competence and integrity.
Therefore, it is of utmost importance that the proponent includes the highlights of his bio data as well as that of the other key officers involved in the business and being relevant to business operations.  
If possible, the proponent should include bank references, former employers, or well-known and respected community leaders who can vouch for his integrity as well as his abilities.
3.4
What pre-operating activities must be undertaken before the business can operate?

Before the business can start actual operations there are many preparatory steps that have to be carried out. The entrepreneur must be aware of these and plan their execution, so that costs, time and energy can be saved.  
A few of these preparatory activities include attendance in a training program (whether skill-related, management or entrepreneurship), preparing your business plan, doing market survey, making trips to machinery and raw material suppliers, registering the business, hiring a consultant, etc.
It is advisable that the proponent lists down all these pre-operating activities and decides when and how long each activity will last. A few of these activities can be carried out simultaneously (e.g., drawing up market survey and contacting suppliers), while others have to be done sequentially (purchasing the machinery before their delivery and installation in the factory).  
To aid the proponent he can prepare a Gantt chart, which depicts in one column all these pre-operating activities and a further illustrating the timetable (in weeks, preferably) when each activity will start and be completed.  
3.5
What pre-operating expenses will be incurred?

Pre-operating expenses are those expenses which are needed in order to plan and to prepare for the business operation. These include worker training, market surveys, testing, travel to source suppliers of raw material and machinery or to negotiate with potential market outlets, etc.
In a few cases, you may be able to find workers who do not need any training, but in many cases some form of training is required. As an owner / manager you should have a good idea of the manufacturing process. You may have acquired this knowledge and skill from your previous work, business experience or training. Or this may require that you spend some time in another factory of similar size for exposure and gaining of experience. In most cases, it makes sense to hire at least one good technician who is familiar with the process and who can give on-the-job training to the workers below him. However, this will take some time and as we all know, time is money. Therefore, these costs should be estimated. It may be necessary, for instance, to pay workers a stipend during their on-the-job training before they start full production on a piece rate basis. These pre-operating costs have to be accounted for as part of the total project costs (project's total capital requirement).
3.6
What fixed assets will be required for the office?

Aside from the fixed capital needed to manufacture the products or to facilitate and maintain production operation, the business needs other fixed assets to maintain the administrative aspects of the business. These assets include a typewriter, furniture and fixtures, cabinets, electric fans, calculator, computer, vehicle, etc.  These fixed assets also have to be depreciated according to their useful life. 
3.7
What administrative costs will be incurred?

To support production and marketing activities of the business a few administrative activities have to be performed and costs have to be incurred in the performance of these activities. For this reason, administrative costs are also termed operating expenses. Administrative costs include the salary of the office secretary, bookkeeper, driver, security guard, depreciation of fixed assets, furniture and fixtures used in the office, communications, etc.
Financial Plan
4.1
What is the total capital requirement?

Total capital requirement, also known as total project costs or total investment requirement is composed of three items: fixed assets, pre-operating expenses and working capital. Fixed assets is the sum total of all costs of land and improvements, building, machinery, furniture and fixtures, vehicles, etc. (step 2.2) Pre-operating expenses are those necessary expenses that are incurred before the business starts operating. These include registration fees and licenses, training costs, costs of preparing the business plan, trips to raw material and equipment suppliers, etc. (step 3.5). Working capital is the amount of money permanently needed in cash or in kind to keep the business operating while it is awaiting full payment for goods sold to customers.
Working capital can be calculated by adding five factors:
1)
The costs of maximum raw material stocks that will have to be stored to ensure continuous production. In a few cases this may be three to six months worth, if the raw material is difficult to obtain or has to be imported, whereas in other cases (where raw materials are readily available) only one or two weeks worth may be needed;

2)
The costs of finished goods kept in stock and awaiting distribution to the customers;

3)
The costs of a work-in-process that is on factory floor, but have not yet been converted into a final product or finished goods;

4)
The costs of goods already distributed to customers, but have not yet been paid (accounts receivable);

5)
The amount of ready cash needed to pay workers and overheads.

· To determine the costs of raw material stocks, simply multiply the quantity needed by its purchase price;
· To determine the costs of finished goods stock, multiply the number of units to be kept by the unit production costs (step 2.18)
· To determine the costs of the work-in-process, first estimate the number of days it takes to convert the raw material into finished goods, then multiply this by the daily production level (step 2.6), thereafter multiply the figure obtained by the unit production costs determined in (step 2.18), and finally divide this figure by 2.
· To determine the costs of goods already distributed, but not yet paid for, estimate the quantity that will be given on credit and multiply this number by the unit production costs (step 2.18)
· To determine the amount of cash needed in the business, add the monthly labour costs in step 2.14 and overheads (step 2.17) to the monthly marketing expenses (step 1.12) and the administrative expenses (step 3.7)
Add these five cost elements together to arrive at the total working capital requirement. To calculate the total capital requirement, add the following:
+  Fixed Assets (step 2.2, step 3.6)
+  Pre-Operating Expenses (step 3.5)
+  Working capital (step 4.1)
=  Total Capital Requirement (Project Costs)
4.2
Is a loan needed? What will the equity contribution of the entrepreneur be? 
And if so, how much?

Sourcing of total capital requirement can also be termed the financing plan. Bankers want to know these sources and what different project cost components are being funded by these various financial sources. After determining the total capital requirement, the next step is to see whether the amount required is too much for you to finance on your own, or beyond your capability to finance. If this is the case, then a loan will be needed.
The entrepreneur is almost always expected to make an equity (owner’s capital) contribution to the project. For example, if the project costs LC 50,000, the bank may require the entrepreneur to put up at least LC 10,000, or 20%. The LC 10,000 constitutes the owner’s equity. 
To arrive at the amount of the loan needed, subtract the equity from the total capital requirement. List these as follows:

	Source
	Amount
	Use

	Equity
	LC 27,000
	Working Capital

	Loan
	LC 70,020
	Machinery

	Capital Requirement
	LC 97,020
	 


                             * LC stands for local currency

It is also possible to borrow from other sources like family members, friends, raw material and equipment suppliers, in addition to banks. Hence, your financing plan (although given here in a very simplified manner) may look like the above plan.

4.3
What security (collateral) can be given to the bank?

In addition to equity the bank will demand to know what kind of security the entrepreneur can offer the bank to ensure that the loan is really repayable and repaid. Normally, land and building (the title of ownership has to be certified by the appropriate government authority) are used for security purposes. Be aware that if your building or house is valued by the bank at LC 100,000, the bank may only accept 60% of its full value, or LC 60,000, for security purposes. 
In many countries titled land has a collateral value from 80 to 100%. Likewise, the machinery, vehicles or building which will finance the loan can also be used as collateral.  For example, machinery and equipment have a collateral value of 60% of its purchase costs in many countries.  
Some credit institutions, especially those catering to small loans, accept personal property (e.g., jewellery, private car, refrigerator, sewing machine, etc.) as collateral.
If the entrepreneur does not have enough security to cover the loan needed, he must then raise this security from friends and relatives or reduce the size of his project until the loan size matches the security requirements of the bank.  
4.4
What is the loan repayment schedule?

Prepare the Loan Repayment Schedule. An example is given below. For a loan of LC 120,000 at the cost of 10% for six years, the repayment schedule is shown in the table below: 

	Year
	Amount of principal Outstanding
	Instalment due
	Interest 
payable at 10%
	Total 
Amount

	1
	120,000
	20,000
	12,000
	32,000

	2
	100,000
	20,000
	10,000
	30,000

	3
	80,000
	20,000
	8,000
	28,000

	4
	60,000
	20,000
	6,000
	26,000

	5
	40,000
	20,000
	4,000
	24,000

	6
	20,000
	20,000
	2,000
	22,000

	 
	Total
	120,000
	42,000
	162,000


4.5
What does the Profit and Loss Statement indicate?

We now have all the data needed for preparing a profit and loss statement, also known as the income statement. Start with sales which are derived from multiplying the unit selling price by the volume of expected sales during the year (step 1.9). From the annual sales revenue figure, step-by-step, subtract all the yearly expenses. They are as follows:

	Profit and Loss Statement (one year)
	 
	LC

	Sales: 120 kg per day x 20 days per month x 12 months x LC14, or unit selling price (step 1.9)
	 
	403,200

	Less:
Raw Material: LC26,070 x 12 months (step 2.11)
Labour: LC1,600 x 12 months (step 2.14)
Overheads: LC2,333 x 12 months (step 2.17)
	
- 312,840
 -19,200
- 27,996
	


- 360,036

	Gross Profit
	 
	43,164

	Less:
Marketing (step 1.12) & Administrative Costs (step 3.7) (LC50 + 500 x 12 months)
	
- 6,600
	 

	Operating Profit
	 
	36,564

	Less:
Interest Expense (step 4.6)
	 
	
 -7,002

	Net Profit before Tax
	 
	29,562


1)
Raw Material Costs: This is the sum of all raw materials used to produce the products that were sold.

2)
Labour Costs: This is the sum of all direct labour costs for the whole year.

3)
Factory Overhead Expenses: This is the sum of all miscellaneous costs such as minor raw materials, indirect labour, maintenance and repair costs, depreciation of production machinery, electricity, water, supplies, etc. that are associated in producing the product throughout the whole year.

The three items above are known as Costs of Goods Sold. Sales minus these three items results in Gross Profit.
4)
Marketing Costs: This is the sum of all selling and promotional costs, including distribution costs to retail shops, commissions, etc. 

5)
Administrative Costs: This is the sum of all administrative costs, including office supplies, security guard salaries, accountant/ bookkeeper’s salaries, telephone bills, entertainment expenses, and the depreciation of office equipment and furniture, etc. 

Gross profit less marketing/administrative costs results in Operating Profit.

6)
Financial Costs: This is the sum of interest paid to banks on the amount of borrowing.
Operating Profit less financial costs results in Net Profit before Tax. Net Profit before Tax less the relevant business income tax results in Net Profit after Tax.  If you are borrowing money from the bank, the latter would usually require you to project your profit and loss statement (and other figures) corresponding to the life of the loan. That is, if you intend to pay the loan within a span of five years, the bank will ask you to project your figures (e.g., sales forecast, profit and loss statement, cash flow statement, balance sheet, loan repayment schedule, etc.) for five years.

Determination of selling price and profit margin

	Item
	Monthly Costs

	Raw Material
	26,070

	Direct Labour
	1,600

	Overhead Expenses
	2,333

	Total Monthly Production Costs
	30,003

	Marketing and Administrative Costs
	550

	Interest
	583.50

	Total Monthly Product Costs
	31,136.50


	Unit Product Costs
	120 kg x 20 days

	Total Costs per kg
	LC12.97

	Profit Mark up per kg  (8%)
	LC 1.03

	Factory Selling Price
	LC14.00


4.6
What does the Cash Flow Statement indicate?

In this part of the business plan, the Cash Flow Statement is calculated and included. While the profit and loss statement gives the results of financial transactions of a business during a certain period (e.g. month or year), the cash flow statement shows the sources (inflows) and applications (outflows) of the cash in the business throughout the year. 

Cash Flow Statement (example)

	Item
	0
	1

	
	Real
	Forecast
	Real

	1.
Initial Cash
	90,000
	35,000
	

	2.
Inflows:

2.1
Sales

2.2
Others
	0

0
	22,000

0
	

	2.
Total Inflows
	0
	22,000
	

	3.
Outflows:

3.1
Dividends

3.2
Labour costs

3.3
Promotion material

3.4
Rent

3.5
Energy

3.6
Telephone

3.7
Publicity/Promotion

3.8
Registration fee

3.9
Others (Insurance...)
	0

0

1,500

19,000

0

6,000

10,000

3,000

0
	8,000

12,000

1,500

6,500

1,000

1,000

0

0

0
	

	3.
Total Outflows
	55,000
	30,000
	

	
	
	
	

	4.
Net Flow Return (2-3)
	-55,000
	-8,000
	

	
	
	
	

	5.
Final Cash Flow (1+4)
	35,000
	27,000
	


NB:  The cash flow projection goes up to the end of the business life.

 4.7
What does the Balance Sheet indicate? 

The balance sheet is the statement of assets and liabilities and provides the financial picture of the business on a certain date, for example, at the end of the year. 

	Balance Sheet as at the end of the first year

	Assets
	LC (local currency)

	Current Assets: 

	  - Cash
	23,354

	  - Raw materials (RM) Inventory
	26,070

	  - Work-in-Process (WP) Inventory
	750

	  - Finished Goods (FG) Inventory
	15,000

	  - Accounts receivable
	16,800

	Total Current Assets
	81,974

	Fixed Assets:

	  - Land
	4,000

	  - Building
	20,000

	  - Machinery + Equipment
	9,000

	  - Office Equipment
	1,000

	  - Less: Accumulated Depreciation
	- 3,400

	Net Fixed Assets
	30,600

	Other Assets:

	Pre-operating Expenses
	
-

	Total Assets
	112,574

	Liabilities 

	Current Liabilities:

	Accounts payable
	
-

	Loans payable
	4,004

	Total current Liabilities
	4,004

	Long-term Liabilities:

	Loans payable
	52,008

	Total Liabilities
	56,012

	Owner's Equity:

	Beginning Capital 
	27,000

	Add: Net Profit after Tax
	29,562

	Less: Withdrawal/Dividends
	
-

	Total Owner’s Equity
	56,562

	Total Liabilities and Equity
	112,574


4.8
What is the Break-even Point (BEP)?

Three kinds of break-even points (BEP) are commonly referred to, namely: 
1)
BEP Sales (LC) 

2)
BEP Production (volume) 

3)
BEP Percentage (%) 

a)
Break-even Point (BEP) Sales 

Break-even point (BEP) Sales - is that amount of sales value at which no profit or loss is incurred by the business.  
b)
Break-even Point (BEP) Production 

The Break-even point (BEP) Production - is that level (volume or quantity) of production at which no profit or no loss is incurred on the part of the business. Production above this level will result in a profit and production below this point will result in a loss.  
c)
Break-even Point (BEP) Percentage 

Break-even point (BEP) Percentage - is that percentage level of sales or production at which the business neither makes a profit nor loss. Production above this level will result in a profit and production below this point will result in a loss. 
To determine the BEP, three figures need to be calculated. 
These are: 

Sales: annual sales as documented in the profit and loss statement 
(step 4.4). 
Variable Costs - these are the costs that change significantly according to levels of production, and usually consist of raw material costs plus direct labour (step 4.4), provided it is hired and terminated according to the high level of production a factory is making. 
Fixed Costs - these are costs such as indirect labour and overhead expenses (steps 2.17 and 3.7), interest and depreciation. These costs do not change significantly, if the factory produces more or less.
Break-even Point (BEP) Calculation
a.
BEP Sales

To determine BEP Annual Sales, multiply annual sales found in the income statement by the annual fixed costs and divide by annual sales less annual variable costs:




Annual Sales x Annual Fixed Costs
BEP (Sales) =    



Annual Sales - Annual Variable Costs
b.
BEP Production

To determine BEP Production Volume, divide BEP Sales by the Unit Selling Price (USP):




Break-even Point Sales

BEP Production = 





Unit Selling Price

A further method is to: Divide Annual Fixed Costs by the Unit Selling Price less Unit Variable Costs, also known as Contribution Margin, that is, the remainder of what is left to cover fixed costs and profit. At BEP, the contribution margin can only cover fixed costs, not profit:




Annual Fixed Costs

BEP Production = 




      Unit Selling Price - Unit Variable Costs

c.
BEP Percentage

To determine the BEP Percentage on yearly sales, multiply the yearly fixed costs by 100, divided by annual sales minus the variable costs.




Annual Fixed Costs x 100%

BEP Percentage = 





Annual Sales - Annual Variable Costs

4.9
What is the Return on Investment (ROI)?

One important issue that should be looked into when deciding on whether or not to go ahead with your business is to answer this crucial question: "Will my money be better off in this business or safe at the bank, where it can earn a fixed interest in long-term bonds, savings or time-based deposits?" To answer this question, calculate the project’s return on investment (ROI), presenting one of the means of measuring profitability.
This is done by dividing Net Profit (step 4.4) by the total capital requirement times 100 (step 4.1): It is more advisable to use Net Profit after Tax, if this is applicable.





Net Profit

Return on Investment = 



x 100






Total Equity

A variation in the profitability measure is the Return on Owner's Investments (ROI). This is derived by dividing Net Profit before Taxes by the Owner’s Equity (Capital or Investment) times 100, as shown below:






Net Profit

Return on Owner’s Investment = 


        x 100







Owner’s capital

If the percentage is greater than the bank’s rate on long-term deposits, including allowances for the country’s inflation rate during the same period, then the project appears to be financially viable. If it is below the bank rate, then you may consider several alternatives which could include measures, such as increasing the level of production (provided the market is sufficient), looking for ways to reduce costs, or even abandoning the project altogether.
4.10
 Is the Project feasible?

Now that all questions related to the four aspects of the business project - that is, marketing, technical, organisation and finance - have been answered, a conclusion should be made on the feasibility of starting the business. Is the profit on the first year sufficient enough to meet the loan and interest repayments? Can marketing or raw material supply problems be overcome? What will happen to project profitability, if raw material costs increase by 10%? What if, the sales forecast is only 80% realised? Any further outstanding questions should be dealt with in this last section.
You also have to decide for yourself whether the expected profit to make is worth all the risks you are taking by starting the business.
Likewise, in addition to ROI which is one of the measures of profitability, other kinds of financial analysis can be carried out to provide a better picture of the business. 

These include:
1)
Measures of liquidity (e.g., current ratio)




Current Assets

Current Ratio = 





Current Liabilities

A ratio of 2 to 1 has often been considered to be desirable. This rule of thumb, however, 
is not necessarily valid in all cases and is industry dependent.
2)
Measures of solvency (e.g., debt-equity ratio)





Total Debts

Debt-Equity Ratio = 





Total Equity

This ratio is very useful to creditors. A low debt-equity will be considered favourable by creditors, as it indicates the business is mostly funded by the owners themselves.
Another financial tool which is required by some banks is the Sensitivity Analysis, which entails subjecting the effects on production costs, profitability, margins, etc. by the changes of certain important inputs, such as raw material prices or labour costs increasing by a certain percentage, let us say 5 or 10%. 
Handout 4:

Business Plan Checklist

Executive Summary
· What is the nature of the project?

· What are the entrepreneur's competencies and qualifications?

· What are the project's contributions to the local and national economy?

· In addition, good to include the following:

· Your knowledge of the business.  How much do you know about the area? Will you have to spend extra time and money teaching yourself the business? Will you have to take on a partner because you don’t know the business well enough?

· Your experience in the field. In some cases, you may have a lot of knowledge about the subject, but not much experience. Have you ever owned or worked in this type of business before? To what extent is hands-on experience crucial to the business?

· Your skills. Try to concentrate on skills that are unique to that business. To what extent do you possess those skills? If you lack them, how difficult will it be to acquire them?

· Ease of entry. Think both of the costs of entering the business and of the competitive barriers that might exist. For example, a service business that you can run from your home might be relatively inexpensive to start, but if several others are already providing that service, entry in the field may be difficult.

· Uniqueness. Uniqueness does not necessarily mean that literally no one else is providing the same product or service; it can mean that no one else is providing the product or service in the same way you intend to provide it, or it can mean that no one else is providing that product or service in your area. You’re looking for some way to distinguish your product or service from others who are already in business.

Sales and Marketing
· What is the product? How does it compare in quality and price with its competitors?

· Where will the business be located?

· Which geographical regions will be covered by the project?

· Within the market area, to whom will the business sell its products?

· Is it possible to estimate how much of the product is currently being sold?

· What share or percent of this market can be captured by the business?

· What is the selling price of the product? How much of the product will be sold?

· What promotional measures will be used to sell the product?

· What marketing strategy is needed to ensure that sales forecasts are achieved?

· How much do you need to promote and distribute your product?

 

Production
· How is the production process characterised?

· What buildings and machinery (fixed assets) are needed and what will their costs be?

· What is the useful life span of the building and machinery?

· How will maintenance be carried out and are spare parts available locally?

· When and where can the machinery be obtained?

· How much capacity will be used?

· What are the plans for using spare capacity?

· When and how will the machinery be paid for?

· Where will the factory be located and how will the factory be arranged?

· How much raw material is required? How much will the raw material cost?

· What are the sources of raw material? Are they available throughout the year?

· How much direct and indirect labour is needed and which skills should they have?

· What will be the costs of labour?

· Are workers available throughout the year? If not, what effect will this have on production?

· How will the workers be motivated?

· What factory overhead expenses are involved?

· What are the production costs per unit?

Organisation and Management
· How will the business be organised? How will the business be managed and operated?

· What is the business experience and qualifications of the entrepreneur?   

· What pre-operating activities must be undertaken before the business can operate?

· What pre-operating expenses will be incurred?

· What fixed assets will be required for the office?

· What administrative costs will be incurred?

Financial Plan
· What is the total capital requirement?

· Is a loan needed? What will be the equity contribution of the entrepreneur? And how high will it be?

· What security (collateral) can be given to the bank?

· What does the Profit and Loss Statement indicate?

· What does the Cash Flow Statement indicate?

· What does the Balance Sheet indicate?

· What is the loan repayment schedule?

· What is the break-even point (BEP)?

· What is the return on investment (ROI)?

· Is the project feasible?

Annexes

· List of training modules

· Business Development Services (BDS) websites and learning platforms

	List of Training Modules for Entrepreneurs

Training module 1 is an introduction for business start-ups. 

Training module 7 is destined to experienced entrepreneurs and advanced enterprises.

Module 1: Steps of Business Implementation

Training module for business start-ups. Introducing the four steps of business implementation including practical exercises (action planning, business idea generation, analyse your competencies, SWOT analysis of the business idea (Strengths-Weaknesses-Opportunities-Threats).

· Business idea generation

· Information seeking stage

· Starting up your business

· Follow up and improve your business

Module2: Marketing et Market Research

· "4P" approach in marketing: Product-Price-Place-Promotion

· Competitors analysis

· Market study exercise on the ground (sales and supply markets)

Module 3: Accounting and Cost Calculation

· Basic cash book and bank records

· Cash book and bank records with accounts

· Monthly and annual results overview table

· Electronic cash book and bank records

· Cost calculation

· Analyse price components, fixed and variable costs, 
product costs, profit and loss statement)

Module 4: Business Registration and legal Issues
· Legal status of enterprise

· Registration procedures

· Taxation

· Staff contracts

· Social security

· Business support institutions and formats

Module 5: Financing your Business
· Evaluate your needs for financing

· Identify and overcome other non-financial problems

· Sources of finance

Module 6: How to write a Business Plan

· Business planning for start-ups and small enterprises

· Business planning for medium enterprises

Module 7: International Trade Promotion

· International institutions for trade promotion

· Import and export procedures

· Trade fair and exposition guide

· Trade fair calendar


	Business Development Services (BDS)

Contact: mail@gagel.net 

BDS Portals and Learning Platforms

	Business Development 
Services (BDS) Forum

www.bds-forum.net All about small and medium enterprises (SME) development: BDS portals, BDS approach, training reports. Business information on marketing, import-export, business planning, taxation, bookkeeping, cost calculation.


	Ethiopian Business Development 
Services (BDS) Network

www.bds-ethiopia.net Ethiopian rules and regulations for SME development. Directories of banks and micro-finance, tender procedures, trade fairs guide, trade opportunities, appropriate technologies, women entrepreneurs.

	Services d'Appui aux Petites et Moyennes Entreprises (PME) 
du Sénégal

www.senegal-entreprises.net Répertoires des structures d'appui et établissements financiers, cabinets d'études. Stratégies d'appui, formation professionnelle, recherche de financements, méthodes de suivi-évaluation, appels d'offre.


	Participatory Action-Research

www.action-research.de Participatory methods of business development services and organizational development with examples of Mali, Tanzania, Tunisia, Mauritania, Niger, Burkina Faso.

	6-Pack for SME Development

www.bds-forum.net/6-pack-for-sme.htm 
Six product descriptions for SME development: 6-month BDS cycles, BDS portals, Networking, Capacity building of partner organizations, Monitoring and Evaluation for international projects and M+E for local partners.
	Start and Improve your Business

www.start-your-business.net Manual for busi-ness start-up and business improvement: Business idea generation. Information seeking (market, supply and infrastructure analysis, financial analysis). Business implementation (registering, financing). Follow-up (business management).




Remember: Planning is an essential tool to become successful both for start-ups and existing companies but more essential for start-ups as they cannot rely on existing plans.





Revenues - Costs = Profit





Profit - Personal expenditures


= Repayment capacity








� Example for business overview: Company X was started by Mr./Ms. --- in 2005 and began producing high quality office furniture.  Because these furnitures were popular, Co. X moved from a previous small workshop to a larger shop located on ----Street in -----2006. The company now employs 10 peoples, including Mr./Ms. ---, who design, build, and test each new product. The great majority of customers that Co. X produces for are serious buyers who require their furniture are strong and to be light.





� Example statement: Capital equipment purchases and maintenance costs. The machinery used to design and build x enterprise is sufficient for its current production level. However, if demand increases to its projected level, then three additional xyz machines will be needed for three new designs. The cost for the machinery for each workstation is $1,000. If enterpise x obtains the necessary financing ($4,000), this equipment will be ordered and placed into service within two months. 
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