BUSINESS PLANNING

These planning notes are based on personal business experience, of both success and
failure in both large and small companies, from accumulated ‘wisdom’ from a wide range
of sources researched from books and on the internet. It is also based on experience of
working with very poor rural communities in Eastern Europe, where in some areas severe
poverty has led to problems of mistrust and corruption and where a ‘get rich quick’
attitude has been fuelled by illegal activities.

Subsistence farming supplemented by remittances from family members working abroad
has become a way of life in very many rural communities, but fails to meet the hopes and
needs of especially young people, many of whom, without hope of finding employment

— see their future lying in migration to large towns or emigration, which can often lead to
exploitation, substance abuse or criminal activity

Aid for Trade wants to help you the best we possibly can, to develop your potential to use
your God given gifts and talents to generate a satisfactory sustainable income for you and
your family, to be concerned for the needs or others, to actively care for your local
environment and to help develop spiritual awareness in those you work with.

Why Have a Business Plan?

If you are starting on your own you will need to have a large number of ‘hats’ — you will
be an accountant, a buyer, a production manager, a salesperson, a marketing manager an
administrator as well as being the person who sweeps up the floor. It seems tough but
you can do it! The biggest challenge may well, be to establish the right life/work balance
so that your family life does not suffer unduly and so that you can find some time to
relax.

Even if only starting a very small part time trading
activity from home, you really should think very
carefully about what you are wanting to start and then
prepare a written ‘Business Plan’. Keep in mind that most
businesses that fail do so because they meet problems
they have not considered or prepared for.




-2-

A business plan helps ensure you have thought of everything, gives you confidence and
your plan will be

the basis on which others will decide if they will help you with loan investment if you
need it?

Having a plan in writing lets you share it with family and friends for their advice and
provides a clear framework with objectives for your start up and it will help you think
through how best to make your business successful and grow — especially if this is your
first real try at generating your own income.

Following are questions you should use to think through what you want to do and provide
a basis for you to then prepare a written plan

The principles of trading and business are global but of course business vary enormously,
so these guidelines try to help you tackle the issues that relate to starting any business —
you should find more help if the business you plan to start is on of those listed in our
microenterprise pages

What Will Your Business be?

1. Why do you personally want to start a business

2. Are you sure you have the personal characteristics and
commitment to do it?

3. Describe what are you planning to do?

4. Are you going to work full time all the year round or will you
run a part time or seasonal business?

5. Do you need anyone to work with you and if so, who will
that be and will you pay them a wage?

6. Where will you conduct your business?

7. Are you going to be the sole owner of your business? If others give you money to
help you start they may feel they own the business or a share of the profit — if
anyone loans you money you will need to repay it probably with interest. You
need to be very clear on this and to avoid future misunderstanding or problems,
make sure you have all financial agreements in writing, signed and if possible
notarized by a solicitor

8. What will happen to your business if you fall sick
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9. What raw materials are you going to need, where will they come from, is the
quality good enough for you, are they available all year and what will you need to
pay for them. Will there be enough raw materials available for you to grow your
business as much as you would like to?

10. What equipment will you need to make your product or provide your service to
the community? Where will it come from and what will it cost? You will need to
carefully compare prices for the best deal

11. How will my product be sold — if it must be packaged how can | package it for
lowest cost and least wastage. Could you packaging be returnable for reuse,
perhaps with a refundable deposit from customers, or possibly bidegradable?

12. We will be encouraging you to adopt guidelines for high integrity as the best basis
for your future business growth. You will need to establish a reputation for
honesty and reliability. Consider carefully if you will be exposed to any risks of
corruption which could harm you or your business and plan for how best to
minimise such risks?

Your Research

1. Find out if you need to register your business in any way before you start?

2. 'You probably have an option to run your new
business ‘unregistered’ or in the ‘informal’sector,
-7 which is very large in most developing countries.
oA C : )

,% . This probably means you will not pay taxes but you
and anyone you employ will not benefit from state
welfare payments or pension rights. Be very clear on
this and on when you would ‘register’ and become a
formal business — which might be linked to the
successful growth of your business.

3. Find out if you will be liable for any local or national
taxes

Albanian home packed
honey for collective sales

4. Find out if there are any legal obligations or restrictions on what you plan to do.
You may not be able to sell some products without
certification of some sort



5. Do you need any special training to run your business and if so where can you get
the best possible training at lowest cost? Complete any training you need before
you start start trading!

6. Utilities — if you need electricity (single phase or 3 phase), water, drainage or
waste removal for your business to operate, are they going to be available when
you want them and at what cost? If not available, is there anything you can do
about it, that you can afford to do?

7. You should plan to spend as much time as you need or can spare to research your
products, crop or service. Search libraries and the internet, which is increasingly
the best source of information — if you can find it among the many millions of
websites.

®©

Following are some basic guidelines to help you search the internet:

Searching the Internet Effectively

To find information on the internet you need to use one of the many ‘search engines’ on
the internet — possibly the best is ‘Google’. However, you can type in search words to any
open line at the tope of your internet page.

If you type in a complete website address like
www.aidfortrade.org.uk you will be taken directly to that site.
If you just type in the topic you are interested in, it will come
up with a list of websites that seem to include your topic. On
most search engines you can search for websites or just for
images — it can be very helpful to search for images first as
they are always linked to a website anyway, so you can often
see if the website is relevant. Searching images can be quicker and more fun that running
through and opening a list of websites.

The results you receive depend on how you construct your search query. If you use very
broad or general terms they will return many thousands of possible sites. Try to use
terms that are more specific to your topic. To narrow your terms, look at topic.

Make sure that you spell search words correctly. Remember to leave a space between
each word in your query.


http://www.aidfortrade.org.uk/
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Capitalization. Searches are not case sensitive. All letters, regardless of how you type
them, will be understood as lower case. For example, searches for Local Policing Plan,
local policing plan, and LoCal PoLicing PLAn will all return the same results.

Use search words that are likely to appear in the websites that contain the information
that you want. The more specific your search words are, the more specific your results
will be.

Common words such as a, and, and the are usually ignored by the search engine but are
best left out of your search phrase

Phrase search. Conducting a phrase search, which simply means putting quotation marks
around two or more words, e.g. "local policing plan™ will only show results containing
the search phrase which can be very helpful

If the first page or two of results don't provide you with what you want, or if you don't get
any results at all, try changing your search terms. Try fewer descriptive words, or try
words that have a different but similar meaning. A different word or phrase provides
different search results.

Market and Customers

1. Will you be able to sell your product or service? This is absolutely vital for any

start up business — if you offer something that noone wants to buy, you will have
no business!

2. If you produce something people want but the quality
is not consistently good enough or the price is too
high, your customers may buy your product once but
they will not buy again so you will have no business

3. There is a saying in business that ‘you can sell
anything once’, but a business depends on customers
buying your product or service repeatedly because
what you are selling meets your customers
expectation and the price is acceptable.

4. So, who are you going to sell to?

5. Why will they want your product or service?



10.

11.
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Like it or not you are going to have to become a salesperson as well as many
other roles — but you can do it! So, how are you going to let your potential
customers know you can supply this product or service — you may need an
advertising or promotion plan. Perhaps you could prepare a sales leaflet — which
must be well drafted, or put notices in suitable places, take a space in your local
newspaper or magazine if there is one. Get onto the local radio or TV!?

If you are selling to wholesalers you must prepare a detailed proposal with prices
and samples for assessment — and be prepared to negotiate a good deal for both
you and the wholesaler. If the wholesaler is big and can give you all the sales you
want you might if necessary to make a deal, offer a period of exclusive supply to
ensure sales — but don’t make this for too long a period as it is very risky to have
‘all your eggs in one basket’!

How are you going to get your product to your customers

When will your customers pay you? You must always try to avoid giving
extended credit by allowing your customers to ‘pay later’as this will hurt your
‘cash flow’ and could end your business.

Could they get this product or service from anyone else — your competition

If you will have competition why will customers prefer to buy your product or
service over others - that is, what is your ‘Unique Selling Proposition’ or ‘USP’
that will give you confidence you can sell your products or service even when in
competition with others!
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Developing and Testing your Product or Service

Whatever you plan to make or grow or whatever service your
business will offer, you need to be as sure as possible it will be
wanted by your customers and the quality and price is
acceptable.

So before you prepare your final business plan you need to

Lavender bags - good enough become an expert in your products, crop or service.
to sell?

You will need to make samples to show to your customers with
your best estimate of price for feedback which will help you finalise the design and price
of your product or service. You should never present samples to anyone that are not just
the same as those you will produce in quantity to sell, unless it is a ‘prototype’ you want
guidance on to develop further

If you are growing crops of any sort for sale unprocessed in local markets you will need
to research market prices if possible over a full year before you start so you can see the
market fluctuations and plan for your pricing expectation. Find out if you may have to
face risks of dumping of imported goods or produce which could kill your sales. You
may want to consider producing early or late crops which have higher market value by
using special seed cultivars or use of plastic polytunnels. You should also consider
adding value to your crops by some form of processing, grading, cleaning, drying or
other form of preserving to add market value.

You are most likely to succeed and grow if you maintain a high and
consistent quality in your produce, or in the service you provide and
high integrity in all your activities

If you have researched you business idea, feel yourself becoming an
expert in your products or service and where necessary produced
samples which seem to be acceptable to your potential, customers
and which you think you can make and sell at a profit then you
should be ready to draft your Business Plan
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Business Plan Mistakes to Avoid

The following mistakes are the most common that investors find in plans and which often
lead to lack of investment

1. Lack of a Viable Opportunity (No profit — costs higher than selling
pricel)

Unbelievable Financial Projections

No Clear Route to Market

Overestimation of Revenues (Sales)

Lack of Appreciation of the Importance of Good Cash Flow
Management

No Clear Objective for the Business (Discourages investment)
No Evidence of Real Demand for the Product or Service
Business Plan Inconsistencies or Inaccuracies

. Playing Down the Competition

10.Rushing the Output

a e
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When drafted it is best to type it or have it typed for you, check it over very carefully and then
have enough copies made and make sure you keep the original in a safe place for future use
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Business Plan Framework for a Home Based Business

No-one likes long boring documents or unnecessary ‘hype’ — so keep your plan short and
keep it simple — but make it carefully accurate as best you can

‘Present your case, the Lord says. Bring forward your strong arguments’ (Isaiah 41:21
NASB)

1. Business Name:

2. Ownership:

3. Registered or Non Registered (‘informal business’)

4. Amount of start up capital and working capital you need to start:
What do you need to buy?

5.Sources of capital: Where do you plan to get your investment money from?

6. Describe the products or service your business will provide:

7. Your Market:

a. Who are your customers going to be ?
b. How are you going to get your products to your customers?
c. Who are your competitors (Who is selling the same products or services?)

d. How could your own product or service be better than or different to the
competition?

e. Your message: what do you want to tell your customers about your business?

f. How much will you charge? How will you price your product e.g. per item,
per hour?

g. How does this compare with your competitors? Can you sell at a lower price
or offer better value for money?

h. Your reputation: what can you do to encourage positive word of mouth?

i. What approximate level of sales do you expect each month in year one?



-10-

J. What do you hope to sell in year two and year three?

11. Revenue Projections (Income from Sales)

Think carefully about the sales (Revenue) you plan to achieve in year one — and resist the
temptation to make unrealistic expectations — which will disappoint you and anyone
investing in your business. You need to consider all sorts of effects that could impact on
your sales during a year, such as national holidays, the weather — then plan month by
month with realistic sales figures

12. Materials

a. What raw materials or stock items will you need?
b. Where will you get them from?

c. Isthe source reliable and can it meet your future needs?

13. Process

Outline the production process steps that are involved

14 Equipment

1. What is the minimal equipment will you need?
2. Where will you buy your equipment?

15.Finished Goods

Where will you store goods before sale — needs to be in a clean dry area, with accurate
records kept. Keep in mind that products in storage still have to be sold — so do not build
up high stocks as it is your money tied up in the goods!

16. Profitability

Another vital part of your thinking when planning a business is to ensure what you are
making or the service you are to provide will be profitable;
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The simplest structure for this is:

Profitability
Per Per
Target Month Year
A | Sales value 100%
Less
B | Cost of sales 60%

(Production costs)

C | Gross margin (A-B) 40%
D | Less overhead costs 25%
(Fixed costs whether you sell anything or
not)
E | Net Margin (C-D) 15%

(Profit assuming no tax liability)

You should run a costing on each of your products to see what the total cost of making them is (B
in the table above) — then you can play with the sales price to make sure you can make a profit.

A target profit of 15% should be satisfactory — but some products especially new ones where
there is no direct competition can generate a higher profit.

Note: you will need to accept that you may make no profit at all in year one and that may mean
you make little or no income for yourself. That is another reason for preparing a Business Plan.
You could build a modest salary into you profitability plan to provide an income — but the
problem is likely to be that you will not sell enough of your products to generate much income in
year one. Year 2 and onwards should be better for you as you develop your business
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17.Your Finance

Set-up costs: estimate the things that you will need to get your business started. Think of
where you will have costs, and try to estimate what those costs will be.

For example:

Equipment $500

1.
2
3
4.
5.
6
7
8

9.

10.
11.
12.
Total start up costs

You will also need working capital to make sure you have enough money to pay your
debts when they are due — see under cash flow below

18. Cash Flow

You need to be sure you will have enough money to pay your bills when they are due — if
you run out of money your business will fail, so plan your cash flow. You will need to
know when you will receive money from sales and when you will have to pay your
expenses. Following is a good approach to setting up a cash flow plan — which will be an
important part of your business plan
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Preparing a cash flow forecast

Step 1 List all the items that will be received and paid out over six or twelve months

Step 2 Decide when each item will be received or paid. Some items may be paid for the
whole year, in one payment. Other amounts, such as your sales may be spread fairly
evenly over the whole period. Be as realistic as you can.

Step 3 Write these items down, month by month, as shown below. Be sure to write the
item in the month when you expect to receive or pay the amount, regardless of when it is
due.

Step 4 Add in the expected opening balance of cash and the estimated bank balance at the
beginning of the period

Step 5 Calculate the expected balance at the end of each month by taking the opening
cash and bank balance plus the money coming in during that month less the money paid
out during the month.

Your cash flow plan should show that you will have enough money to pay your costs
when due. If your closing balance at the end of any month is negative you need to make
some adjustments to your plan or the amount of money you have in your business. You
will almost certainly need to have some money in hand when you start - this is called
working capital and is an additional need for money when you start
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A model for a monthly cash flow plan is shown below:

Cash Flow Microenterprise

Month 1 Month 2 | Month 3

Start of Month A D G

(Opening Balance)

Income

(Receipts)

Sales

Any other income

Total Income B E H

Expenditure

(Money going out)

Cost of materials

Packaging

Telephone

Postage

Car/Horse costs

Fuel

Total Expenditure | C F |

End of Month A+B-C=D D+E-F=G | G+H-1=1

(Closing balance)
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19. Financial Management

How will you keep financial records and who will do it?

When you sell goods or services you should give a written receipt and keep a copy of the
receipt for your records. Every time you spend money for your business you should
obtain a receipt and keep that as a record.

You should plan to keep accurate records of all expenditure and income in a book
(Ledger) of if possible on a computer (Making sure you ‘back up’ or print off your entries
regularly) A computer is really helpful because it keeps very neat details and can
automatically add up all your figures

You then need to enter all transactions of income or expenditure into your ledger or into
your computer spreadsheets. The at the end of the year you can prepare a financial
statement for your business and see exactly how you have progressed

Once you plan is set for the year it is recommended you record you monthly income and
expenditure compared to your plan as ‘ +’ or * — “. You can add the cumulative ‘year to
date’ comparison to plan as you go along which could be helpful

The key to financial management is to be in control and know where you are financially
—so that if problems loom you can plan early action.

As your business grows and if you become a registered business then you will need to
have an accountant audit your finances — so starting your business with good records will
help prepare for this

If you can think through and writer down your plans for each of these headings you will
have considered most if not all of the key issues for your business. Well done — a good
and big step forward!




