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Introduction

Financial institutions of all kinds receive many more investment proposals than they could conceivably finance. It has been estimated that over 60 per cent of all proposals are rejected within thirty minutes. This occurs for either of two reasons:


(i)
The plan is not appropriate to the institution to which it has been 


submitted.


(ii)
The proposal does not appear to the institution to be a commercially 

attractive proposition.

For the promoters, there are two lessons to be learned from this. First, a business proposal must be directed to an appropriate financial institution. Second, it must be presented in a manner which effectively sells it to the potential investor. Promoters seeking external funding for a project must therefore prepare their business plan with a specific target audience in mind. They must also present a document that persuades the potential investor to give serious and detailed consideration to their proposition.

This Guide to Preparing a Business Plan addresses the second of these issues. It offers a series of guidelines and suggestions on the preparation of written Business Plans for submission to potential external investors. It is assumed in the Guide that the promoter knows the type of funding required and form whom he or she is most likely to receive favourable consideration e.g. State Agencies, Banks, private investors or venture capital companies. In the case of venture capital companies he or she will be well advised to enquire as to the specialisations and preferences of particular companies.

1.
WHY PREPARE A BUSINESS PLAN?

A business plan serves three functions:


(a)
It provides promoters with a considered and logical framework to plan 

and pursue business strategies over a three to five year period.


(b)
It serves as a basis for discussion with third parties such as investors, 

Government Agencies and Banks for the purpose of raising funds.


(c)
It provides a benchmark against which actual performance can be 


measured and reviewed at a later date.


For entrepreneurs seeking external funding, the business plan serves as a marketing tool for their venture. To a large extent, success in getting beyond this initial step depends on the quality of the business plan presented by the entrepreneur. For project promoters seeking external funding, the business plan is therefore likely to be one of the most important sales documents they will ever prepare.


The plan should demonstrate that the venture is backed by a strong management team, offers a competitive product or service, and has good growth prospects.

2.
WHAT SHOULD A BUSINESS PLAN CONTAIN?


A good business plan contains a clear description of the current state of a venture, together with a realistic assessment of its future prospects and the promoter’s expectations for it. When used for the purpose of a raising external funding, it presents prospective investors with the information and understanding needed for an assessment of the proposed venture. It also conveys to them the ability, experience and enthusiasm of the entrepreneurial team.


No two businesses are alike and no two entrepreneurial teams are alike. Similarly, no two business plans are identical. Contents are also tailored to the audience. Promoters must define this audience before writing their plan. The amount of detail will also vary with the degree of maturity of a project and the amount of capital being sought. Part 4 of this introductory guide sets out those matters which normally need to be addressed. These should be seen as a checklist rather than as a rigid blueprint.


A written business plan will usually comprise four main sections:


(a)
A brief introduction setting out the background and structure of the 

plan, and clearly identifying its authorship.


(b)
A summary which highlights the main facts and issues and describes 

the executive team.


(c)
The main body containing chapters broken down into sections and sub-

sections.


(d)
Appendices containing tables, detailed information and exhibits 


referred to in the text.


The length of a plan has no necessary relationship to its business prospects. A well developed plan will usually not be less than forty pages (excluding appendices). However, the plan can be as long or as short as is required to give an adequate presentation of the necessary material.

3.
PREPARING A BUSINESS PLAN

A Business Plan can be written only when all the necessary information has been gathered and the analysis completed. This Guide allows the entrepreneur to see what information is needed, what gaps exist and what further work must be undertaken. The entrepreneur should also list the key issues and information regarding his/her own business. These will often be unique to their case and not spring to mind from a perusal of standardised format. The information can then be structured along the lines proposed in this Guide. The structure of the plan must always be seen as a presentation tool. It must not be allowed to override the entrepreneurs’ own priorities or to stifle their initiative.


Entrepreneurial teams, especially those in start-up situations, will frequently require assistance in preparing their Business Plan e.g. for market research, financial projections or objective advice. Assistance and advice, formal or informal, can be obtained from a variety of sources, such as state development agencies, state advisory services, educational and training bodies, and trade and professional organisations.


Prospective investors can also be of assistance. Preparation of a plan can be preceded by consultations with banks, venture capital companies, state agencies or other target audiences. The draft plan should also be reviewed by at least one independent outsider before submission.


Whatever form of external assistance is used, it is vital that promoters ensure that the resulting plan is their own and not that of their advisors!

 4.
OUTLINE OF A BUSINESS PLAN
(a)
Introduction

This will be very brief. It includes preliminary information about the venture. It identifies the authors and advisors and states when the material was prepared. The introduction states the full name, address, and telephone number of the company, the promoters and any other key contact persons. In writing this section, remember that its purpose is to introduce the written business plan, rather than the venture itself. The introduction also contains a description of the format and layout of the business plan.

(b)
Summary

The introduction is followed by a short summary (1-4 pages). It presents an overview of the key elements in the plan likely to interest the reader. It complements the Introduction and should be supported by material and analysis elsewhere in the plan. Although presented at the beginning, the summary is written after the rest of the plan is complete.


When the plan is used as a proposal to external investors, the summary will be its single most important section. If it does not persuade the potential investor to read on, then the remainder of the plan can have no impact. consequently, it must convey to the reader the entrepreneurial ability of the promoters and the potential profitability of the project. In short, it must sell the business concept.

(c)
Main Body of the Plan

1.
Company Description

This describes all the important features of the company and the business in which it is engaged. A full description of the background and present status of the firm, the history to date, the structure, products, services, customers, its financial position and performance are essential information. The goals set for the business and the strategies for reaching them should be clearly stated and discussed.


2.
Management Team

One of the central factors in the assessment of business ventures by financial institutions is the quality of the management team. Many venture capitalists see this as the single most important investment criterion. This section of the plan presents detailed profiles of the promoters of the project and the key management personnel, details of board membership and of external advisors. Information on remuneration, employment contracts and relevant financial and other commitments that the promoters may have is also presented here.


This section of the plan can be used to describe the management and organisational structure of the venture, as well as its personnel and industrial relations policies.


3.
Market Analysis

This is one of the most important, and usually one of the most difficult sections of the business plan. This is especially so if the venture is based on a new product innovation. Formal market research is very likely to be required. The plan must show that an adequate market exists for the product or service, and that the entrepreneurial team understands this market.


The market analysis should contain information on:



*
market location and structure


*
target segments for the venture


*
market size and trends, past and future


*
product trends such as design and use changes


*
customers, their preferences and behaviour


*
competitors, their market shares and other key competitive 


features


*
sales-related issues (channels of distribution, sales methods 


and representation, pricing, trade discount and credit terms, 


promotion and advertising)


4.
Marketing and Sales Strategies

Alongside Market Analysis, this is one of the most difficult sections of the plan. It must demonstrate that the venture has a high probability of breaking into the target market and competing profitably with other suppliers.


This section should describe the marketing strategy, and the market entry, pricing, and sales targets. Planned distribution channels, promotion and advertising, packaging, credit and discount terms, and after-sales support and warranties are vital and must be clearly stated.


A prospective investor wants to know what distinguishes the product or service from others in the field, how the business will have a competitive advantage, and what might go wrong in the market-place. Consequently, there should be a “competitive assessment” outlining the advantages of the product or service, and likely responses from competitors together with contingency plans to cope with these.


Combined with the Market Analysis, this section must contain the sales projection data included in the financial analysis section.


5.
Technology


This describes the technology strategy being pursued by the new venture. It gives details of the source of the product or process technology involved, i.e. R&D, licensing, joint venture or other arrangements. If R&D is being undertaken, details of the nature and status of this should be spelt out.


6.
Manufacturing Operations

This section describes how it is intended to manufacture the product or perform the service. It shows a potential investor that he venture can “deliver the goods” and take advantage of the opportunities described in earlier sections.


Information should be provided on the basic features of the venture’s facilities, location, equipment, and the systems and operations utilised. An assessment of the cost competitiveness of manufacturing or operations is highly desirable.


7.
Financial Projections

This brings together in numerical format the various quantitative assumptions, analyses and predictions made in the plan. Market, sales and cost data are brought together in a summary financial format. This performs the dual task of informing external investors and guiding the entrepreneurial team. At a minimum, a business plan should contain projected profit and loss, cash-flow and balance sheet statements.


Financial projections should ideally be provided for the period for which external finance is being sought (usually 3 to 5 years). The projections must be realistic. They must take cognisance of industry norms and must justify any major departures from these.


This section should also include:


*
A full elaboration of the assumptions being made, relating these 

clearly and consistently to earlier sections.



*
An analysis of the risk level involved and the sensitivity of the 

projections to changes in the underlying assumption.


The preparation and revision of financial projections requires accounting and financial expertise. Many entrepreneurs will require external assistance in these areas. For presentation purposes it is usually best to place the key financial tables in the body of the plan, with detailed back-up tables attached in the Appendices.


8.
Investment Proposal

Since attraction of external investment is a primary reason for preparing a written business plan, the promoter’s intention in this regard should be clearly spelt out. Potential investors need to know the amount of finance being raised, the percentage shareholding on offer to the investor, whether Board representation is available to the investor, the period of the investment, the likely rate of return, and the exit route of the external investor.


Realisation of equity can be through a flotation on the Stock Exchange - a full listing. Unlisted Securities Market (USM), Small Companies Market (SCM) - Over the Counter Market (OTC), or sale of shares through any other channel.


9.
Conclusion

The business plan should be rounded off with a concluding section summarising the main objectives of the venture, its strengths and weaknesses and the opportunities and difficulties expected. It should also identify the decision points, the time scale for them, and the actions that the management team and others must carry out in order to implement the plan.


If the business plan is being presented to state agencies, general economic benefits e.g. job creation, foreign exchange earnings or savings, and linkages with other Irish firms, can also be highlighted in the conclusion.


A detailed check-list of the contents of the Business Plan, under these nine headings is given in Annex 1.


(d)
Appendices

A number of appendices giving detailed statistical and other back-up information will be required. They will include:


*
C.V.’s of the promoters and management team


*
budget and management accounts


*
market information and sales targets


*
details of facilities and equipment


*
capital expenditure projections


*
organisation chart



A more detailed list is given in Annex 1. Appendices should be clearly numbered and cross-referenced in the text.

5.
LAYOUT AND PRESENTATION

However excellent the content of  a business plan, the chances of success with prospective investors will be enhanced by good presentation. The plan will be viewed as an indicator of the venture’s marketing ability and promoters must take this into account. Some points in this regard are:


*
The plan should be systematically and logically structured, it should be 

broken down into chapters, headings and sub-headings as required, and 

these should be clearly annotated


*
It should have a detailed contents page for easy reference, to sub-


sections, since many readers will have a specialised interest only in a 

particular part


*
Al charts, tables and appendices should be clearly presented, they 


should be understandable without undue explanation, and they should 

be referenced in the appropriate place in the text


*
Graphs or charts are optional but desirable. They can double for visual 

displays in verbal presentations.


*
The plan should be typed in good quality type-face and should be 


bound between covers.

Annex 1
Main Body of the Plan
-
Checklist of Information

1.
Company Description

1.1
Corporate History

-
origin and key events


1.2
Promoters/Shareholders

-
names plus brief details


1.3
Products/Services

-
brief details


1.4
Markets


-
main markets


1.5
Financial Results

-
highlights of last 3 years


1.6
Corporate Objective

-
outline of objective and strategy 






to achieve it

2.
Management Team

2.1
Profiles of Key Managers
-
append curriculum vitae and offer









character and business reference


2.2
External Professional Advisers
-
list


2.3
Remuneration and Contracts
-
detail


2.4
Organisation Chart

-
current and proposed


2.5
Employment


-
current and projected

3.
Market Analysis

3.1
Market Structure & Target
-
describe historic and future trends




Segments



i.e. volume, prices, and imports.









Distinguish between captive and









available


3.2
Product Trends


-
life cycles, design/use changes


3.3
Customers


-
profile the behaviour, preferences,









needs, and identify key customers


3.4
Suppliers


-
identify main suppliers and give









market shares


3.5
Industry Prospects

-
trends and growth rate

4.
Marketing and Sales Strategies

4.1
Market Entry Plans

-
method and timing


4.2
Pricing Policy


-
compare with competing products


4.3
Sales Targets


-
product mix, volumes, prices and 









market share


4.4
Credit Terms/Discounts

-
detail and compare with industry









norm


4.5
Promotion and Advertising
-
where, how, and cost?


4.6
Sales Support and Service
-
relate to market entry strategy


4.7
Trend Restrictions &

-
indicate status of product/service




Regulations


4.8
Competitive Assessment
-
products, likely response by 









competitors and contingency plans

5.
Technology

5.1
Product Services

-
current and planned


5.2
Technical Specification

-
brief details, append full 







specification


5.3
Product Testing


-
indicate performance and 









achievements


5.4
Technical Approvals

-
indicate whether received/required 


5.5
Patents, Copyrights, Trade
-
indicate status




Marks & Licences


5.6
Source of Product/Process
-
R&D, licensing, joint venture or 






other


5.7
R & D



-
nature and status

6.
Manufacturing or Operations

6.1
Plant Capacity and Utilisation
-
relate to sales target


6.2
Suppliers and Materials

-
highlight key suppliers/second 







source


6.3
Sub-contractors


-
details


6.4
Productivity and Labour Costs
-
details


6.5
Quality Control


-
specify



6.6
Production Costs

-
standard cost data and control









procedures


6.7
Transport and Distribution
-
method and cost

7.
Financial Projections

7.1
Current Performance and 
-
discuss actuals against budgets




Immediate Prospects


7.2
Details of  Share Capital
-
list shareholders, indicate any









options


7.3
Assumptions


-
detailed assumptions underlying









the financial projections


7.4
Projected Profit & Loss

-
detailed projections for next 3-5




Balance Sheet, Cash Flow

years




Statement



7.5
Sensitivity Analysis

-
consider “worst” case for cash









flow projections


7.6
Capital & Revenue Grants
-
state assumptions and append full









details

8.
Investment Proposal

8.1
Amount and Purpose

-
specify the amount of finance 







required and the purpose for  which 






it will be used i.e. to finance the 






purchase of fixed assets or  to 







finance product and/or market 







development


8.2
Type



-
indicate preference for ordinary 







share capital, redeemable preference 






shares, loans and/or convertible loan 






stock - i.e. loans containing an 







option to convert into share capital 


8.3
Period



-
indicate the period for which the 






finance is required and the schedule 






of investment


8.4
Repayment (Exit)

-
specify how the investor could 







realise his investment - sale of 







shares to third parties or a buy back 






by the promoters


8.5
Valuation


-
indicate the value of the company 






and relate it to the percentage 







holding being offered to investors


8.6
Rate of Return


-
indicate the rate of return an 







investor should expect based on the 






financial projections


8.7
Board Representation

-
indicate whether it is proposed to 






allow an external investor nominate 






a Director to the Board

9.
Conclusion

9.1
Strengths of  Project

-
highlight strengths and opportunities


9.2
Weaknesses of  Project

-
highlight weaknesses and threats


9.3
Why Invest?


-
reasoned statement why an external 






investor should commit funds to the 






project
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