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A NOTE ON YOUR OVERALL APPROACH
~ A business plan iswhere imagination meets discipline ~

A business plan is not a checklist, where you asfdsections one by one. Itis a living,
breathing document. You are telling a story, andding a venture to life. It is about a
company, not a product or an idea. It is about bt company can become a viable ongoing
entity. A viable company has many facets, and theseeflected in the various sections of the
plan. Most critically, the sections aneghly interdependent They must be internally consistent
and “hang together”. As you subsequently make cbsutg one section, you will find yourself
having to go back and make adjustments to a nuofb@her sections.

It is thediscipline of the plan that will help you see critical flawsyour idea, in your target
market, how you plan to price, your cost requiretseyour operational approach, your
marketing methods, and so forth. And no mattesitwiou think, there are critical flaws. You
will have to continually adapt as you learn moreuwtihis business and the industry within
which it will operate. Using the plan as a framekyatr will help you to ‘tweak’ or adjust aspects
of what you propose to do in ways that make théuremrmore viable.

A business plan is also an objective and fact-bdsedment. Address the upside and the
downside. Make clear you understand what can gmgvrBe conservative. And importantly,
the plan is not written in first person, so be doreliminate all use of ‘I, ‘We’, ‘Our’, and ‘Us’
Use your company name to refer to the business.

It is critical that you organize your team (or yself if doing it alone) in a logical fashion. lby
divide sections among team members, some sectguge multiple people or a lot more effort
for a number of weeks, others might only requistngle person and can be accomplished in a
shorter time period. Complete the financials laat,finish the economics fairly early in the
process. The market section will be the hardestalke the longest. You should start on it right
away. A logical approach is to break the overahpiiown intoTHREE STAGES.

» First, attack four key sections: the Industry, @@mpany/Concept/Products, the Market,
and Economics (think of this atage ong These sections will lay out the nature of the
opportunity and how you are going to capitalizetpn

* Then, go after the Marketing, Design and Developgn@perations, and Management
Team sectionssfage twQ; These sections really get at the nitty-grittyhow you will
make things operational;

* Finally, address the Risks and Assumptions, Tintefdbnancials and the Offering or
Deal tage threg. Here you focus on implementation, what can gong, how the
business will perform, and how much money is needed

Be sure that you have someone assigned to engunetéinnal consistency among sections in the
final document.

Ultimately, write the plan for yourself, not forcaurse, an instructor, or a competition. It wil b
an invaluable part of your professional portfoand will give you a skill set that you can use for
the rest of your professional life. You will refleack to it more often than you might think no
matter whether you start your venture.
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THE PLAN IS WORTHLESS IF YOU DON'T DO THE
RESEARCH: Some Helpful Tips

The best plans are almost always the ones whemnthepreneur or team gathers the best
information, do the most library and secondary aes® do the most extensive field research
(talk to prospective competitors, customers, s@ppliand others), and dig as deeply as possible
for information. Not only does more informationhgou to better justify positions, and ensures
you have anticipated the real challenges (a realigek), but it is a rich source of creative
inspiration---when you see some of the more innegapproaches and techniques being
employed by others. Most of the answers you seekard to find, do not exist in one place,
and must be pieced together. The research forad gian is truly a “scavenger hunt”.

We have prepared for you an excellent resourcedegawhere you can find key facts, figures

and insights. Many, but certainly not all, of gpecific sources are available electronically.
Please go the website below as a beginning paintdior research:

http://entrepreneurship.library.okstate.edu/
http://entrepreneurship.library.okstate.edu/
http://entrepreneurship.library.okstate.edu/

If you limit your search to looking on the web thgh Google or some other search engyoe,

will miss most of the best research that will supp your venture. In addition to the site
above that we have prepared for you, it is vitat ffou go to the library (can do this on-line) and
do a search using ABI-Inform (on OSU website, ciRésearch, then Library, then Databases,
then Business and Management, then ABI-Inform. nTdrger the key words that relate to your
venture. There are many other rich sources of mé&ion and data, from Mintel Reports to a
wide array of government publications such as CpBuisiness Patterns.

The librarians can be extremely helpful. You anegeesally encouraged to seek help from the
government publications librarialt.is also vital that you get out in the field andtalk to
suppliers, competitors, customers, trade associatis, and potential investors. They will
open your eyes to things that you simply had not osidered.

Remember that a business plan is not a term pspeeferences should be used sparingly, but
are needed to support claims. A section caliegfgérences’ or ‘key sources’'must appear at the
back of the plan. Always provide citations for kmymbers or research that support your case.
When you conduct interviews, cite the date andeptddhe interview in your ‘references’
section.
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REQUIRED STRUCTURE:
AN OUTLINE OF YOUR BUSINESS PLAN

EXECUTIVE SUMMARY
*  Opportunity Statement
» Business Concept and Product or Service
» Description of the Target Market
« Competitive Advantage
» Essence of Marketing Approach
» Economics and Breakeven
e Technology and Operational Issues
* The Team
» Financial Highlights
» Financing Needs and How the Entrepreneur or Teapd3es to Raise the Money

THE INDUSTRY
A. Define Industry, Its Size and Growth Rate
B. Industry Structure
C. Industry Trends
D. Key Success Factors

THE COMPANY, CONCEPT AND PRODUCT(S) OR SERVICE(S)
A. The Company and the Concept
B. The Product(s) or Services(s)
C. Entry and Growth Strategy

MARKET ANALYSIS

Definition of Your Relevant Market and Customer @xew
Market Size and Trends

Buyer Demographics and Buyer Behavior

Market Segmentation and Targeting

Competition and Competitive Edges

Estimated Market Share and Sales Figures

Ongoing Market Evaluation

OMMUO®p

THE ECONOMICS OF THE BUSINESS

Revenue Sources and Gross and Operating Margins
Fixed and Variable Costs

Operating Leverage and its Implications

Start-up Costs

Breakeven Chart and Calculation

Overall Economic Model : Logic of Profit

Profit Potential and Durability

OMMoO®>

THE MARKETING PLAN

Overall Marketing Strategy
Pricing

The Selling Cycle

Sales Tactics

Advertising and Sales Promotions
Publicity

Customer Service

EMMUOw>
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H. Warranty or Guarantee Policies
I. Distribution

VI. DESIGN AND DEVELOPMENT PLAN (also called R&D)

A. Development Status and Tasks

B. Difficulties and Risks

C. Product Improvement and New Products

D. Projected Development Costs

E. Proprietary Issues/Intellectual Property (pateidenses, copyrights, brand names, trade secrets)
VII. OPERATIONS PLAN

A. Operations Strategy

B. Operating Model and Cycl@ront stage and back stage)

C. Geographic Location and Physical Location Requirgme

D. Facilities and Improvements

E. Equipment Requirements

F. Employee (hon-managerial) Requirements

G. Capacity Levels and Inventory Management

H. Legal Issues Affecting Operations
VIII. MANAGEMENT TEAM

A. Key Management Personnel and Responsibilities

B. Organization Structure

C. Management Compensation and Ownership

D. Other Partners and Current Investors

E. Employment and Other Agreements, Stock Option amauB Plans

F. Board of Directors

G. Other Shareholders, Rights, and Restrictions

H. Supporting Professional Advisors and Services

IX. OVERALL SCHEDULE
X. CRITICAL RISKS, PROBLEMS, AND ASSUMPTIONS

Xl.  FINANCIAL PLAN (3 - 5years of statements go in appendix)

A. Highlights of the Financial Statements
B. Months to Breakeven and to Positive Cash Flow
C. Key Financial Assumptions (unless covered in praggedection)
D. Key Cost Controls
E. Pro Forma Income Statements
F. Pro Forma Balance Sheets
G. Pro Forma Cash Flow Analysis
XIl. PROPOSED COMPANY OFFERING
A. Desired Financing
B. Proposed Offering
C. Capitalization
D. Use of Funds
E. Investor's Return
X, APPENDICES (including one on key sources used)
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6
SUGGESTED LENGTH FOR THE SECTIONS OF YOUR PLAN

Below are some general guidelines for the lengtihefkey sections of your business plan after
you have done final editing and streamlining:

Table of Contents (1 page)

Executive Summary (2 pages)

Industry Description (2-3 pages)

Company, Concept and Products/Services (2-3 pages)
Market Analysis (3-5 pages)

Economics of the Business (2-3 pages)

Marketing and Communications Strategy (2-4 pages)
Design and Development (2 pages)

Operations Plans (2-4 pages)

Management Team (1-2 pages)

Risk and Assumptions (1-2 pages)

Timeline (1-2 pages)

Financial Projections and Highlights (1-2 pagesténfinancial statements will be
placed in appendices)

Offering (1 page)

Appendices (no more than 15 pages)

Please note: Asa general rule, plans are much longer with the first draft, and then are edited
down to a content-rich but streamlined final version. Page length is determined by the audience
for the plan, but generally ranges from 25-35 pages, excluding appendices. For the Spears
Competition the business plan should consist of no more than 60 pages in total (i.e. including all
text, exhibits and appendices. For the OSU Riata Business Plan Competition, plans should not
exceed 35 pages plus 15 pages of appendices (total of 50 pages).

FORMATTING AND USE OF TABLES AND FIGURES

It is generally expected that you will use one inadrgins on all sides, and a 12 font. Anything
less than an 11 font is not acceptable. Spacing i® you; single spacing can be used, but
plans are typically either double-spaced or 1.&sgaYou should cite key references in the text
using the following notation in parenthesis até¢ine of the sentence from which the citation is
taken: (author, year). Thus you will put (Jorg12) if Jones is the author. If there is no

author, you will put the source and the date, aglthS. Department of Commerce, 2011). Ifa
direct quote, cite the page number, as in (JorEs?,2. 45). There then should be a complete set
of references at the end of the plan.

Bring the plan alive. One of the worst things yaun clo is to write a plan that consists of page
after page of unbroken text. Use headings, subihgs, and sub-sub-heading to break up the
text. Just as critically, use tables and figusedhibits) to break up the text, to illustrate key
points, and to bring the plan to life. It is ofteossible to significantly shorten the text in aegi
section by using a couple of tables and figuregicture or diagram can tell a vivid story. Be
sure every table and figure is numbered, titled, @ferred to in the text.
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BREAKDOWN OF THE MAJOR SECTIONS OF YOUR
BUSINESS PLAN

THE EXECUTIVE SUMMARY (2 pages max)

Although this is the first section of the plan, theecutive Summary is the last section that yotewfihe Executive
Summary concisely summarizes the essence of thedsssand th&ey decisions made by the entrepreneurial
team in each area of the planit is not merely an abbreviated business pla®. fEader should get a clear, basic
picture of the business, and be enticed to wargad more.

Many entrepreneurs or teams fail to consider adetutheir markets, their customers and a businesdel| that

will enable them to achieve success. Instead tftey @et wrapped up in an interesting technologgroduct,
which is not the same thing as an attractive bgsin€he questions below will help you focus onaspects of your
executive summary that are relevant to the busipless These are some initial considerations finstttfme readers
(venture capitalists, banks, business plan judgtes), look at before going on to evaluate the mambéthe team
and the soundness of your financial projectionskdvisure that your executive summary provides arsteethese
guestions in addition to giving the reader an olamof the highlights from your business plan foe hew venture.

Opportunity Statement:

* What is the nature and size of the opportunityrobfem? (the underlying need )
* What forces are creating the opportunity?
e Why is the opportunity now?

Business Concept and Product or Service:

* How would you describe the business to a poteimiastor, team member, or customer if you had anly
short elevator ride to share together? Make suwehgwe a succinct and powerful way to express your
business concept.

* What is unique about this venture?

» Develop a brief concept statement for the produskeovice that can be shown to potential customers.

*  How will the product be used? What are some unfgatures? What existing problem(s) will you solve
with your service or product offering? What are phienary benefits to customers? How does your swolut
improve or replace current offerings?

Competitive Advantage:

*  What special knowledge or technology do you posardshow will you protect it?

* What are the barriers to entry? Who will the coritpet be?

»  How will your service or product compare to tho$ga@ur competitors in terms of usefulness, cosljrsy,
ergonomics, time-to-market, strategic alliancesht®logical innovations, compatibility with related
product, etc?

Description of the Target Market:

» Briefly define your relevant market.

* Whatis the current size and expected growth of yanget market?
» What segments will you be targeting?

*  Who will your first customer(s) be?
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« What proof can you offer that your target custonvetbvalue your product or service?
Essence of Marketing Approach

* What do you need to do very well in order to wiis tmarket?

* Indicate the key marketing methods used to accamgiiles

*  Summarize your pricing position relative to thet fsthe industry

e Summary the distribution channel approach
Technology and Operational Issues:

*  What technology will you employ?

*  Where are you in terms of R&D on the products/ses/?

»  Will production be handled by you or outsourced?

* What is unique about your approach to productioapmrations?

The Team:

* Who are you and why can you do this?
» Briefly summarize your team’s qualifications.

Economics:

=  What are the firm’'s margins and volumes?
= [s the cost structure more fixed or variable?
= Make clear the model for making money.

Financial Highlights:
*  When will breakeven be achieved?
* What is the level of potential sales of your pradarcservice?
* What level of profits do you expect to achieve?

Financial Need:

e How much money are you requesting?
» From what sources are you looking for money anekithange for what (e.g., how much equity)?
* What the rate of return investors will receive aviten will they receive their return?
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9

General Note: From here onwards, we cover evemgththat could go into each section of the
plan in_a perfect world. As the sections are writtéo describe any and all types of ventures,
some issues may not fit your plan, and others may rmhore complex given the data and
resources you have at hand. Nonetheless, do youst bieaddress all of the issues that apply.

SECTION I: THE INDUSTRY

The “industry” refers to the larger landscape,rathe “computer hardware wholesale industry” or‘terd and gift
retail industry” or the “architectural services ustry”. The focus here is on what is happeningig the relative
attractiveness of, the industry as a whole. Youa@oking at the entire industry in the U.S. or glti. As such, this
section does not involve any description of younpany or your local market. This section needsittude the
following information:

e Summarize the industry in which the proposed bssinell operate. Give the relevant SIC / NAICS code
for the industry. How is the industry constructedfsiented?

» Discuss briefly industry size (in dollars) and aalhgrowth rate (%); Where is the industry in ife Icycle--
-emerging, early growth, rapid growth, early magymmaturity, decline?

» Discuss the structure of the industry at preseatyvidoncentrated or fragmented is the industry? How
many players are there, and how many are largeisyermall? Who are the largest and most important
players in the industry?Outline Porter’s 5 forces and draw conclusioRsovide a diagram of the value
added chain to illustrate the key players in tioigtry.

» Highlight key trends in the industry. These carfdaand in the trade literature. Are costs going daw
up? What about prices? Discuss any new produals\alopments, the rate of new product development,
new markets and customers, new selling approack@spricing methods, new requirements or
regulations, new entrants and exits, new technet@nd any other national or economic trends and
factors that could affect the venture’s businesstpely or negatively.

» Determine the key success factors for the indwstd/draw conclusions. What are the winners abito
consistently that the losers or also-rans to n6t do

» Find standard financial ratios for the industry andhmarize key ones.

SECTION II: THE COMPANY, CONCEPT, AND PRODUCT(S) R SERVICE(S)

Now the focus turns to your own venture. Firstioatthe nature of the entity you plan to creaté where you are
in that process, then capture the essence of yminéss concept and explain that concept, theiil tetgproducts
and services you anticipate selling, and thenahtkut your entry approach and your vision for groaxer the next
five years.

A. The Company and the Concept

*  What form will the company take (e.g., partnersisg;orporation, LLC, etc.), where will it be basedd
when will it commence operations?

» Briefly summarize the company history, how the aptovas discovered, as well as the current stdtus o
the company. Spell out the mission and main objestof the company:

» Describe specifically the concept behind the bessn(i.e. youunique value proposition..the core
benefits you will provide to a user, the need angau will address)

B. The Product(s) or Service(s) Mix

» Describe each product or service you will be sgll{what it is and isn’t — describe the productyf@ahd
provide pictures or a brochure in the appendioifi gan). Begin to sell your idea here by generatome
excitement about your product or service.
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» Discuss the application (what it does) of the pataur service and describe the primary end useedisasy
any significant secondary applications (who wikkutsand why).

e Provide a diagram of the intended depth and bheafdfour product/service mix and which productf wi
likely generate the lion’s share of the revenue

» Emphasize any unique features of the product miceeand how these will create or add significaaitie;
also, highlight any differences between what igentty on the market and what you will offer thatlw
account for your market penetration. Be sure teties how value will be added and the payback jpetdo
the customer. More specifically, discuss how manonths it will take for the customer to cover thiial
purchase price of the product or service as atre$iik time, cost or productivity improvementdescribe
the competitive strengths and how it differentigtes from competitors.

* Include a description of any possible drawbacksl(ing obsolescence or ease of someone else gppyin
the product or service.

« Discuss any head start you might have that wouddblenyou to achieve a favored or entrenched paositio
the industry e.g. proprietary rights (patents, cahys, trade secrets or non-compete agreemergscribe
the key factors that dictate the success of yoodyxt/service. Describe any features of the produc
service that give it an “unfair” advantage over tloenpetition e.g. proprietary knowledge or skills.

» Discuss any opportunities for the expansion ofptzeluct line or the development of related prodocts
services. Emphasize opportunities and explain yauwwill take advantage of them.

C. Entry and Growth Strategy

» How and where will you initially enter the market?

» Share your vision for where the firm will be indiyears (geographic scope, markets entered, nurhber
locations, expansion of product mix).

e Summarize how quickly you intend to grow during finst five years and your plans for growth beyond
your initial product or service.

« Discuss how you will create barriers to entry imte of others copying your success.

SECTION Ill: MARKET ANALYSIS (aka ‘THE MARKET")

This section of the business plan is one of thet mfficult to prepare, yet it is arguably the masportant. Other
sections of the business plan depend on the maegearch and analysis presented here. Because infiplortance
of market analysis and the critical dependencetadraparts of the plan on the information, youadgised to
prepare this section of the business plan withtgrgantion to detail. Take enough time to do Hastion
thoroughly and to check alternative sources of eiadlata.

This section should convince the reader or investatryou truly know your customers It should convince the
reader that your product or service a) will hawabstantial market in a growing industry; and by) aehieve sales
in the face of competitionFor example, the predicted sales levels direcflyémce such factors as the size of the
manufacturing operation, the marketing plan, ardatmount of debt and equity capital you will requiYet most
entrepreneurs seem to have great difficulty pregeaind presenting market research and analyseshtwatthat
their ventures’ sales estimates are sound anchakiis. You must talk with prospective customersoAtonsult
industry publications, trade associations, andlagiin trade magazines to understand how the inddsfines,
identifies and segments its customers. Then applysglf creatively by integrating the informationd unique way.

A. Definition of Your Relevant Market and Customer Oveview

» Provide a very specific definition of your relevanarket. Where will your specific customers comaaf?
What are the parameters that you are using toel#fim relevant market?

» Discuss who the customers for the product(s) orse(s) are or will be.

» Provide general demographics for the customer inageur defined market (note: below you will getan
segmentation of this market and descriptors of ssgs).
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» Make it clear if you must serve more than one mafe., a website that must sell both to advaxised
to users of the site). Include separate discussibti®e issues below for each market.

Market Size and Trends:

* For your defined market, estimate market size andrgial in dollars and units. You will need tavent a
methodology” for making these estimates based efkitids of data you are able to fine.

* Note the key assumptions that your projectionshased upon.

» Estimate the size of the primary and selective adwhgaps.

» Describe also the potential annual growth rateafdeast three years of the total market for yoodpct(s)
or service(s) for each major customer group, regiomountry, as appropriate.

» Discuss the major factors affecting market grovetly industry trends, socioeconomic trends, goverrt
policy, and population shifts) and review prevideeds in the market. Any differences between padt
projected annual growth rates need to be explained.

Buyer Behavior:

e Here you want to get into who buys, when, why, wherat and how.

e Who is the actual purchase decision-maker? Doesrenglse get involved in the buying decision-pre2es

 How long is the customer’s buying process (starfiogh when they have never heard of your produdt an
ending with a purchase and then a satisfactoryusopton experience).

» What are the key stages or steps in the custorneyisng process and what happens in each stage?
Remember that these developments over the buyoaeps have important marketing implications!

* Who are the major purchasers of the products eicg in each market segment? Where are theyeldeat

* Indicate whether this is a high, medium or low ilvemnent purchase and draw implications.

* Indicate whether customers are easily reached ghrpromotions and distribution channels and how
receptive they are likely to be (will they resistybecause of strong loyalties or high switchingtgp

» Describe customers’ purchasing processes, inclutiedpases on which they make purchase decisions
(e.g., price, quality, timing, delivery, traininggrvice, personal contacts, or political pressuwaiad)why
they might change current purchasing decisions.

« Discuss interviews you have had with users ofphigluct or service category.

e List any orders, contracts, or letters of committrtbat you have in hand. These are far and awayntist
powerful data you can provide. List also any pagmiustomers who have expressed an interest in the
product(s) or service(s) and indicate why. Alsolaxpwhat you will do to overcome negative customer
reaction. Indicate how quickly you believe your gwot or service will be accepted in the market.

*  Which are the twenty percent of customers likelptoount for eighty percent of your revenue? Lt a
describe your five potentially largest customersiai\percentage of your sales do they represent?

* In what way are customers dissatisfied with curcdferings in the market place or what emerging
customer groups are being ignored?

Market Segmentation and Targeting

» Discuss how your defined market can be broken datanspecific market segments. Be creative and
insightful in describing the existing segments.

* Note that potential customers need to be clasdifiexklatively homogeneous groups having common
identifiable characteristics (they must be homogesen terms of needs or buying behavior). What
characteristics define your target customers (deapddcs, psychographics, benefits sought, inforomati
sources utilized, product usage rate, etc.).

* Include a table summarizing the various segments.

« Which segments represent the greatest sales @enti

* Indicate which segments you will be prioritizing.
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E. Competition and Competitive Edges

» ldentify direct and indirect (and potential) conifmgs. DO NOT INDICATE THAT THERE IS NO
COMPETITION. Make a realistic assessment of thngths and weaknesses. Discuss the 3 or 4 key
competitors and why customers buy from them, anédrdéne why customers might leave them.

e Assess the substitute and/or alternative prodsetsices and list the companies that supply thextin b
domestic and foreign, as appropriate.

» Discuss the current advantages and disadvantagesmfetitor products and the extent to which they a
not meeting customer needs.

» Compare competing and substitute products or ses\ia the basis of market share, sales, distritbutio
methods, economies of scale, and production. Retfie financial position, resources, costs, and
profitability of the competition and their profiteinds.

» Compare also important attributes such as qualitge, performance, delivery, timing, service, \aaties,
and pertinent features of your product/service Witise of competitors.

e Compare the fundamental value that is added otaxtd®y your product or service, in terms of ecoromi
benefits to the customer and to your competitors.

* Indicate any knowledge of competitors’ actionslamk of action, that could lead you to new or immd
products and an advantageous position. Why atleent doing what you will be doing? Discuss whether
competitors are simply sluggish or non-responsivare asleep at the wheel.

» Indicate who are the service, pricing, performaigest, and quality leaders. Discuss why any congsani
have entered or dropped out of the market in repeats.

* From what you know about competitors’ operatioxpl&n why they are vulnerable and why you can
capture a share of their business. What makeshyok it will be possible to compete with them.

F. Estimated Market Share and Sales:

» Discuss which customers could be key purchasetwitoming years and why.

« Based on the advantages of your product or serthieenarket size and trends, the competition aed th
strengths, the trends in industry sales in receats; and the aggressiveness of your marketing®ffo
estimate your sales in units and dollars and ltlaeesof the market you will acquire in each of et
three years. Show assumptions used in your cailcotat DO NOT INDICATE THAT IT IS A $100
MILLION MARKET AND THAT YOU ONLY HAVE TO CAPTURE EIGHT TENTHS OF ONE
PERCENT TO BREAK EVEN---AS NO ONE WILL BELIEVE YOU!

* Show how the growth of the company sales in umitsits estimated market share are related to twetbr
of its industry and customers and the strengthsagaknesses of competitors. Remember, the assuraptio
used to estimate market share and sales needctedry stated.

G. Ongoing Market Evaluation:

*  Explain how you will continue to evaluate your targnarkets so as to assess customer needs anmkeservi
requirements and to guide product-improvement ave-product development, plan for expansion of your
facilities, and guide pricing decisions. Explamahyou make the necessary strategic changes inpfanr

SECTION IV: THE ECONOMICS OF THE BUSINESS

This section addresses the basic logic of how {grafie earned in your business as well as the leadelsrequired to
breakeven.. Two companies in the same industghimake profit in very different ways. Will thie a high
margin, low volume business with low fixed costé®ll it be a low margin, high volume business whtre cost
structure is predominantly variable? The relatitteactiveness of your economic model is deterthindence, a
business with low volumes, low margins, high fixaxbts (operating leverage) and a single revenwerdnaving
fixed pricing is a very unattractive venture. dinaot likely make money. The story begins, howghgiidentifying
your sources of revenue and how much margin yowermakeach of them.
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. Revenue Drivers and Profit Margins(contribution margins)

e Summarize the major revenue drivers (major prodaictservice categories or lines) of the busineds a
proportionately where you expect to make your money

» Describe the size of the overall gross margins, @alling price less cost of goods sold or vagausts)
and margins the for each of the major revenue mFiethe business. Where you have multiple prtsduc
in a given revenue driver category, calculate tharibution margin for each product and take anaye
(or just use the margin for the most typical prddhat falls within that revenue driver). Theneatetine
the weighted average contribution margins by wéngfthe individual contribution margins of each
revenue driver based on the percentage of totas gadpected to come from that revenue driver.uttel
results of your overall contribution analysis.

Fixed and Variable Costs:

* Provide a detailed summary of fixed and variablgts,an dollars and as a percentage of total cfstshe
venture. To get variable costs, you must identifyrt of analysis”.Fixed costs assume a given range of
volume or capacity. For analysis purposes, classfyi-variable costs as either fixed or variable.

*  Where appropriate, show relevant industry benchamfmkcosts.

Operating Leverage and its Implications

» Characterize whether your cost structure is predantly fixed or variable and then indicate the
implications. For example, if you have a high fiabt structure, you have high operating leveralgehw
means it takes longer to reach breakeven, but ivece, much more of your revenue flows straighhto
bottom line. High operating leverage (high fixeadt) suggests a riskier venture, at least initially

Start Up Costs

Distinguish the one-time start-up costs of the hess$ (put into a table). These are distinct frieendngoing
operating costs.

Overall Economic Model

» Put the pieces above together. Indicate how ydinveike money in terms of the combination of masgin
volumes, operating leverage and revenue sourcibiligk How attractive is this combination?

Breakeven Chart and Calculation

» Make clear what your unit of analysis is for thegmse of calculating breakeven.

e Calculate breakeven and prepare a chart that sivbes breakeven will be reached and any stepwise
changes in breakeven that may occur (as fixed gustg).

» Discuss whether it will be easy or difficult to @a&be the breakeven level of sales, the size ofsgneargins
and price sensitivity, and how the break-even paiight be lowered in case the venture falls shbsates
projections.

Profit Durability:

» Address the issue of how solid or vulnerable thadipstream appears to be. Provide reasons why your
profit stream is solid or vulnerable, such as leasrto entry you can create, your technologicalrancket
lead time, and so on.
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SECTION V: THE MARKETING PLAN

TheMarketing Plan describes how your projected sales will actuadiyaltained. How will you make sales actually
happen? A great idea is meaningless if you cannatcdustomers. Thus, this section builds on théezdviarket
Section where you defined your market and outlined yangéted segments and their buyer behavior. The
marketing plan needs to provide detail on the diverarketing strategy that will exploit the opparity and your
competitive advantages. Include a discussionlessand service policies, pricing, distributionpmotion and
advertising strategies, and sales projections.ridketing plan needs to describe what is to be ,dome it will be

done, when it will be done, and who will do it.
A. Overall Marketing Strategy:

» Describe the specific marketing philosophy of tbenpany.

*  How will your business be positioned in the marlkstp?

» How will you differentiate your product/service froyour competitors?

* Include, a discussion of the kinds of customer psathhat have already placed orders, have expressed
interest, or will be targeted for either initiatémsive selling efforts. Explain how you will trg position
your products or services in the marketplace artierminds of particular target audiences.

» Make it clear how your marketing strategy refleatis characteristics of the primary market segmgpaits
will be targeting.

» Indicate whether the product(s) or service(s) imitially be introduced internationally, nationally
regionally, or locally; explain why, and indicateyaplans for extending sales at a later date.

* Whatis your firm’s unique selling proposition--etleentral theme of all marketing communications?

* From an overall standpoint, make it clear whetharketing efforts will center on personal sellinggdia
advertising, or what (you will get into specificalow).

B. Pricing:

» Discuss pricing strategy, including the prices éocharged for your product and service, and comyaue
pricing policy with those of your major competitorgou might include, where appropriate such as in
business-to-business markets, a brief discussipayfack (in monthdp the buyer.

» Explain how the price you set will enable you td &t the product or service accepted, (2) continue
penetrate the market in the face of competitiod, @) produce profits.

» Justify your pricing strategy and differences betwgour prices and those for competitive or sulnstit
products or services in terms of economic paybadké customer and value added through newness,
quality, warranty, timing performance, service,tceyvings, efficiency, and the like.

« Entrepreneurs and students often tend to pricéoteolf your product is to be priced lower thanttbéthe
competition, explain how you will do this and maiimt profitability (e.g., through greater effectiess in
manufacturing and distribution, lower labor coftsyer material costs, lower overhead, or other
components of cost).

» Discuss pricing structure, or how your prices mifedby aspect of the product or service, by costo
group, or by time and form of payment (e.g., theedunt structure).

» Discuss the use of special price offers, rebamsgpans, and so forth. This can be done under price
under sales promotion.

C. The Selling Cycle

* Inthe MARKET section you described the custombtiging process. Now, map out a selling cycle or
sales process that reflects that buying procesw. dtoyou plan to move a customer from never having
heard of you to being a loyal user? Show the rehdera sale will be accomplished.

e Make it vividly clear how your overall use of pensd selling, advertising, and publicity will refiea blend
of tools that moves your target customer througtir thuying process. So, if you have identified faay
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stages in the selling process (e.g., create awssegenerate understanding and interest, closatbe
build the relationship) then specify which markgttools will be used to accomplish each of theagest.

Sales Tactics

» Describe the methods (e.g., own sales force, sapgesentatives, ready-made manufacturers’ sales
organizations, direct mail, or distributors) thall Wwe used to make sales and distribute the produc
service. Also include both the initial plans andder-range plans for a sales force. Include audgon of
any special requirements (e.g., refrigeration).

» Describe how distributors or sales representatiféisey are used, will be selected when they sf#irt to
represent you, the areas they will cover and tlieldup (a head count) of dealers and representatiye
month, and the expected sales to be made by each.

» If adirect sales force is to be used, indicate ftomill be structured and at what rate (a headntpit will
be built up; indicate if it is to replace a dealerepresentative organization and, if so, whentand. How
will you recruit, train and compensate the salesd®

» Show the sales expected per salesperson per yetavte commission, incentive, and/or salary they ar
slated to receive, and compare these figures taveeage for your industry.

* Present a selling schedule and a sales budgenthadles all marketing promotion and service costs.

» Discuss any seasonal trends that underlie theamsrersion cycle in the industry and what can beedo
promote sales out of season.

Advertising and Sales Promotions (Note: You should tie this section to Section Coal)

» Describe the media approaches the company wiltaubeing its product or service to the attention of
prospective purchasers. How will you inform yoamget market about the availability of your
product/service and continue to communicate thetitsnyou are offering to that market

» If direct mail, magazine, newspaper, or other megi@marketing, or catalog sales are to be usedate
the specific channels or vehicles, costs (per 1,000 expected response rates and yield (as pegsn
from the various media, and so on, used. Discagsthese will be built up.

»  For original equipment manufacturers and for mactuf@rs of industrial products, indicate the pléors
trade show participation, trade magazine adverigsgs) direct mailings, the preparation of prodbetets
and promotional literature, and use of advertisiggncies.

e For consumer products, indicate what kind of adsieig and promotional campaign is planned to
introduce the product. Specify types of mediad¢employed and what kinds of sales aids will bevigied
to dealers, what trade shows, and so forth, anginest)

» Present a schedule and approximate costs of promatid advertising (direct mail, telemarketing, fem
ads, catalogs, etc.). Determine the total markeiirdget required.

* Note any viral or buzz marketing efforts you plaremploy.

Publicity

» What methods will you use to get free publicity jour business?
* What sort of guerrilla publicity tactics will yourgloy?
* How might you create news?

Customer Service(can be covered here or in the OPERATIONS section)

*  How will customer service be defined and measured?
* What system will you have in place to manage custaarvice and ensure service levels are consistent
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H. Warranty or Guarantee Policies:

« If your company will offer a product that will rema service, warranties, or training, indicate the
importance of these to the customers’ purchasiegib®s and discuss your method of handling service
problems.

» Describe the type and terms of any warranties toffeged, whether company service people, agencies,
dealers and distributors will handle service, an@y return to the factory.

» Indicate the proposed charge for service callsvamether service will be a profitable or loss opierat

» Compare your service, warranty, and customer tgipractices to those of principal competitors.

l. Distribution Strategy (if you are selling through a middleman such ashalesaler or retailer)

» Describe the channel of distribution though whicli yplan to sell.

« How will you gain access to these channels? Naoyesprcial issues that need to be resolved, or prese
potential vulnerabilities.

» Discuss the value chain and the resulting margiretgiven to retailers, distributors, wholesalars]
salespeople and any special policies regardingdigs, exclusive distribution rights, and so orggito
distributors or independent sales representatindssampare these to those given by your competition

» Explain any methods to be employed to obtain digtdr cooperation and support.

» If international sales are involved, note how themles will be handled, including distribution, gbing,
insurance, credit, and collections.

SECTION VI: DESIGN AND DEVELOPMENT PLAN

This is a very important section for those teamgettging a non-existent product, doing researchdewtlopment,
having technical obstacles to overcome, or seghkittgnt or copyright protection. However, if you are business
where research and development is not a major {&sge retailing or many consumer services), ymncan leave
this section out and just address and technolggieglan to employ in the OPERATIONS section.

The nature and extent of any design and developmerit on your product or service, and the time amuhey
required before the product or service is readytfermarket, need to be described in this sectiote that design
and development costs are often underestimated$igD and development might be the engineering work
necessary to convert a laboratory concept into rkatde prototype or a finished product; the writwfgsoftware
that is critical for your product or service, thksting of the product (e.g., with animals or pepglee work of an
industrial designer to make a product more ativacind saleable; the design of special tools oipetgnt used in
the business; or the design of a unique logistigeating system that is central to service deljvefhis section
also addresses patents, copyrights, or othereatell property that you have developed.

A. Development Status and Tasks:

» Define the present state of development of the yrbdr service and explain what remains to be done
make the product fully useable and ready for datevide a list of tasks.

* Indicate how much time & money will be requiredfiuitly develop, test, and introduce the product/serv

« If appropriate provide a drawing, or a summaryhaf functional specifications and photographs of the
product, if available.

» Describe briefly the competence or expertise thatenture has or will require to complete develepm

e List any customers or end users who are participati the development, design, and/or testing ef th
product or service. Indicate results to date ormesults are expected.

B. Difficulties and Risks:
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» ldentify any major anticipated design and developinehallenges and approaches to resolving them.
» Discuss the possible effect on the cost of desighdevelopment, and on the time to market intradact
of such problems.

C. Product Improvement and New Products

* In addition to describing the development of thidahproducts, discuss any ongoing design and
development work that is planned to keep produci(service(s) competitive and to develop new eglat
product(s) or service(s) that can be sold to timeesgroup of customers. Discuss customers who have
participated in these efforts and their reactiamg] include any evidence that you may have.

D. Costs:

» Discuss the design & development budget, includivgs of labor, materials, consulting fees, etc.
» Discuss the impact on cash flow projections of uesiiémating this budget, including the impact dfsato
30 percent contingency.

E. Proprietary Issues (THIS IS WHERE YOU DISCUSS NTELLECTUAL PROPERTY):

» Describe any patent, trademark, copyright, or iet&lal property rights you own or are seeking.

» Do you have any trade secrets?

« Describe any contractual rights or agreementsgivatyou exclusive or proprietary rights.

» Discuss the impact of any unresolved issues otirgisr possible actions pending, such as dispritgds
of ownership, regulated to proprietary rights amitig and on any competitive edge you have assumed.

SECTION VII: OPERATIONS PLAN

The operations section is vital, for it outlinesahgou will actually create value. It is a day hetlife of the
business---how you do what you do. Operationgiserned with your production process (for productsservice
delivery process (for services). It addressestsghroughputs and outputs. In addition to how gooduce, it
includes such factors as location, the type ofifes needed, space requirements, internal presesspital
equipment requirements, and labor force (both ald part-time) requirements.

For a_manufacturing business or business that pesda product, the manufacturing and operationsmpéads to
include policies on inventory control, purchasipgyduction control, and which parts of the produitt be
purchased, which functions will be outsourced, whith operations will be performed by your workferc

A service business or a retail business may reqarticular attention to location (proximity tostomers is
generally a must), the service delivery or merclgng system, minimizing overhead, and obtainingpetitive
productivity from a labor force. In many casesta80% of your expenses will be for operation$/688f your
employees will be involved in operations and 80%air time will be spent worrying about operatingigems.
You will probably have to make trade-offs with yaperations ---it is impossible to have the lowaxstts, highest
quality, best on-time delivery and most flexibilityyour industry all at the same time. This isandyou have to
make trade-off decisions that fit your other plans.

A. Operating Model and Cycle:

e Outline the operations process for your businetentify the inputs, operations (key steps or stpged
outputs (present a flow diagram). This is a daghanlife of actually producing your product or dieg and
delivering your service---walk us through the metba of doing so.

» If relevant, you may want to distinguish your moftel managing ‘front stage’ vs ‘back stage’ opeyasi.
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Where are you likely to have bottlenecks in youwiee delivery or manufacturing process and how wil
these be anticipated and addressed.

Describe the lead/lag times that characterizedhddmental operating cycle in your business.

Explain how any seasonal production loads will badied without severe dislocation (e.g., by buidio
inventory using part-time help in peak periods).

What quality consistency issues exist and how edtisistency of quality be ensured? What contralst,ex
for instance, to ensure every burger is cookedtBxde same?

Operations Strategy:

Describe the management of the manufacturing psesesr service delivery processes — what will you d
in-house and what will you purchase (i.e. makeuw®tsuy decisions) or outsource?

Explain the required labor skills and the availdpibf the necessary labor, as well as any othguired
capabilities you will need and where these cap#sliwill come from.

Discuss who potential subcontractors and suppdierdikely to be and any information about, or any
surveys that have been made of, these subconsatdrsuppliers. Discuss relationships with them.
Describe your approach to quality control, produtttontrol, inventory control, and explain what lifya
control and inspection procedures the companyusi to minimize service problems and associated
customer dissatisfaction. How will you win in therket place on cost, quality, timeliness or flelkip?

Geographic Location:

Describe the planned geographic location of théness. Include any location analysis, site sedectitc.
that you have done.

Discuss any advantages or disadvantages of yoatidocin terms of such factors as labor (includedgpr
available, whether workers are unionized, and wats, closeness to customer and/or supplierssadoe
transportation, state and local taxes and lawsu(iiteg zoning regulations), access to utilities] ao forth.

Facilities, Equipment and Improvements:

Describe the facilities, including plant and offiggace, storage and land areas, special toolinghimery,
and other equipment needed to conduct businesgugs any scale economies to be acheived.
Provide a schematic diagram of the layout of y@auaility.

Describe how and when the necessary facilitiesaid production will be acquired.

Discuss whether equipment and space will be leasadquired (new or used) and indicate costs and
timing of such actions and how much of the propdaexhcing will be devoted to plant/equipment.
Discuss how and when, in the next three years;affietail site/ plant space and equipment will be
expanded to the capacities required by future galgections and any plans to improve or add teteg
space or move the facility; indicate the timing aodt of such acquisitions.

Capacity Levels and Inventory Management

Discuss your capacity (total volume that you candbain a day or week).

Explain your approach to managing inventory lewélkey products.

If applicable, provide a summary that shows, fgneen anticipated level of volume, total requirensein
terms of material, labor, purchased componentsoarrhead, and that describes the inventory level
required at this sales level.

Logistics

For businesses involving products, describe howwitithandle shipping to middlemen or customers, in
transit storage or warehousing, and product returns
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G. Legal Issues Affecting Operations:

» Describe any particular legal issues affecting yaperations. As examples, in a food service oparat
certain permits and venting are required; in a petidn operation with outsourced production, theme
legal issues governing the outsourcing agreememnvgelling through a manufacturers rep or a retail
channel there are legal issues affecting the Higion agreement; when setting up a franchise sythere
are legal issues tied to the franchising agreenvemn selling something on a university campusetiaee
legal constraints in operating on the campus; wiparating in certain countries there may be somal le
or regulatory issues that require attention, anfbgh. Note that legal issues affecting intelledtproperty
are handled in the ‘Design and Development’ section

SECTION Vill: MANAGEMENT TEAM

This section of the business plan includes a detsoni of the management functions that will neebédilled, a
description of the key management personnel andghenary duties, an outline of the organizatiostlicture for
the venture, a description of the board of directord key advisors, a description of the ownerpbgition of any
other investors, and so forth. You need to preselitations of commitment, such as the willingnesteam
members to initially accept modest salaries, anth@existence of the proper balance of technimahagerial, and
business skills and experience in doing what ippsed.

A. Organization:

* Provide a simple organizational chart for the vemtu

» Present the key management roles that must bé fillthe company.

« Ifitis not possible to fill each executive roléthva full-time person without adding excessive rinad,
indicate how these functions will be performed (euging part-time specialists or consultants tdqum
some functions), who will perform them, and wheeythwill be replaced by a full-time staff member.

» If any key individuals will not be on board at ts@rt, indicate when they will join the company.

» Discuss any current or past situations where keyag@ment people have worked together that could
indicate how their skills complement each other wgililt in an effective management team.

B. Key Management Personnel:

e For each key person, describe career highlightsicpkarly relevant know-how, skills, and track oed of
accomplishments that demonstrate his or her abdiperform the assigned role. Include in your
description sales and profitability achievementsd@iet size, numbers of subordinates, new product
introductions, etc.) and other prior entreprenduiajeneral management results.

» Describe the exact duties and responsibilitiesacheof the key members of the management team.

» Complete resumes for each key management membeitmée included in the appendices and need to
stress relevant training, experience, any con@etemplishments, such as profit and sales impromeme
labor management success, manufacturing or tedraibéevements, and meeting of budgets & schedules.

C. Management Compensation and Ownership

» State the salary to be paid, the stock ownerskiprEd, and the amount of their equity investmératny)
of each key member of the management team.

D. Other Current Investors:

» Describe here any other investors in your ventinenumber and percentage of outstanding shargs the
own, when they were acquired, and at what price.
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E. Employment and Other Agreements, Stock Options an8onus Plans:

» Describe any existing or contemplated employmemitloer agreements with key members.

» Indicate any restrictions on stock and vesting #fietct ownership and disposition of stock.

e Summarize any incentive stock option or other stmekership plans planned or in effect for key peopl
and employees.

F. Board of Directors or Board of Advisors:

» Discuss the company’s philosophy about the sizecangposition of the board.
» ldentify any proposed board members and includeeaon two sentence statement of the member’s
background that shows what he or she can bringg@dmpany.

G. Other Shareholders, Rights, and Restrictions:

* Indicate any other shareholders in your companyaarycrights and restrictions or obligations, sush a
notes or guarantees, associated with these. ef§ffiave all been accounted for above, simply rate t
there are no others)

H. Supporting Professional Advisors and Services:

» Indicate the names and affiliations of the legataanting, advertising, consulting, and bankingisahs
selected for your venture and the services eadlpraVide.

SECTION IX: OVERALL SCHEDULE

A graphical schedule that shows the timing andriatationship of the major events necessary todauhe venture
and realize its objectives is an essential past lofisiness plan. The underlying operating cyckebusiness will
provide key inputs for the schedule. In additiofbeing a planning aid by showing deadlines cllitica venture’s
success, a well-presented schedule can be extremlelgble in convincing potential investors that thanagement
team is able to plan for venture growth in a wagt tlecognizes obstacles and minimizes investor 18&hkce the
time necessary to do things tends to be underestihia most business plans, it is important to destrate that

you have correctly estimated these amounts in uhétérg the schedule.
Create your schedule as follows:

Step 1: Prepare a month-by-month schedule thatstimevtiming of such activities as product
development, market planning, sales programs, ptaxy and operations, and that includes
sufficient detail to show the timing of the primaagks required to accomplish an activity.

Step 2: Show on the schedule the deadlines ortaies critical to the venture’s success, such as:

Incorporation of the venture.

Completion of design and development.
Completion of prototypes.

Rental of facilities.

Obtaining of sales representatives.

Obtaining product display at trade shows.
Hiring of key managers.

Obtaining critical financing.

Initiating marketing activities and in what order.
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Signing up of distributors and dealers.

Ordering of materials in production quantities.
Starting of production or operation.

Receipt of first orders.

Delivery on first sale.

Receiving the first payment on accounts receivable.

Step 3: Show on the schedule the “ramp up” of thalmer of management personnel, the number
of production and operations personnel, and plaegaipment and their relation to the
development of the business.

Step 4: Discuss in a general way the activitiestriloaly to cause a schedule slippage, what steps
will be taken to correct such slippages, and thgaich of schedule slippages of the venture’s
operation, especially its potential viability arepdal needs.

Note: You want to be fairly detailed for the first six months to a year, and then just hit key develapents or
benchmarks beyond that. The time period covered igypically the first 18 months to 2 years.

SECTION X: CRITICAL RISKS, PROBLEMS AND ASSUMPTIONS

The development of any business has risks --- aplolgms always arise. The business plan invariedflgcts a set
of assumptions that are being made about thesesisstou need to include a description of the reskd the
consequences of adverse outcomes relating to gdusiry, your company and its personnel, your pcddunarket
appeal, and the timing and financing of your sfartBe sure to discuss assumptions concerning pedgactions,
customer orders, technology, and so forth. Ifvdeture has anything that could be considereda flatv, make it
clear that you recognize the flaw, and why it i$ fadal and how you intend to overcome it. Thedigry of any
unstated negative factors by potential investorswalermine the credibility of the venture and ey its
financing. Be aware that many investors will rétagl section describing the management team fistlzan this
section. It is therefore recommended that youonait or discount this section. If you do, the readill most
likely come to one or more of the following congtuss:

1. You think he or she is incredibly naive or stumdhoth.

2. You hope to pull the wool over his or her eyes.

3. You do not have enough objectivity or smarts tmgeize and deal with the assumptions and problems
associated with any business.

Identifying and discussing the risks in your vertdemonstrate your skills as a manager and incazaddility of
you and your venture with a venture capital investoa private investor. Taking the initiative the identification
and discussion of risks helps you to demonstrathednvestor that you have thought about themcamdhandle
them. Risks then tend not to loom as large bldalds in the investor’s thinking about your venture

1. Discuss assumptions implicit in your plan. Exarspékey assumptions might include:

* Revenue forecasts (price, volumes, discounts, msxgi

* Development expenses (number of people, key saaid-contracts)
* Average cost of a unit.

¢ Cost of goods sold (material, etc.).

* Working capital (accounts receivable, inventoryyalaes)

¢ Capital expenditures (major items)

* Ability to obtain key distribution channel.

* Getting a patent licenses or permit.
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* Rate of growth in sales.

¢ Obtaining a particular site or facility that is kiythe business.
¢ Hiring of key staff members with experience in dical area.

¢ Approval of critical financing.

* Overcoming key obstacles in product design.

2. ldentify and discuss any major problems and otisé&sy such as:

¢ Running out of cash before orders are secured.

¢ Competitor risks e.g. you are pre-empted in theketasy a competitor
* Technological risks i.e. cannot make the produatkwo

¢ Potential price-cutting by competitors.

¢ Any potential unfavorable industry-wide trends.

¢ Design or manufacturing costs in excess of estisnate

¢ Sales projections not achieved.

¢ Difficulties or long lead times encountered in grecurement of parts or raw materials.
¢ Difficulties encountered in obtaining needed barddd.

* Larger-than-expected innovation and developmertscos

* Running out of cash after orders pour in.

3. Indicate what assumptions or potential problemsraks are most critical to the success of the went
and describe your plans for minimizing the impdatifavorable developments in each case. Whaeis th
worst-case scenario and how will you respond? §oawrisks that are important and critical to your
business, not the ordinary operating risks facedrpybusiness.

SECTION XI: FINANCIAL PLAN
A. Highlights of the Financial Statements:

In the write up of this section, discuss the highig of your financial statements. The section taytsa picture of
the financial performance of the firm as it is tdr stabilizes and grows. The financial planasib to the
evaluation of an investment opportunity and needgpresent your best estimates of financial reguémts. The
purpose of the financial plan is to indicate thatuee’s potential and to present a timetable foarficial viability. It
also can serve as an operating plan for financélagement using financial benchmarks. In prepahedinancial
plan, look creatively at the venture and think abmaotstrapping techniques, especially in the edalys.

Highlight the important conclusions, such as weahe maximum amount of cash required is and wheiilibe
required, the amount of debt and equity needed,fastvany debts can be repaid, start up costsGéten the
earlier discussed strategies and assumptions, sihen the venture will attain a positive cash fl@&how if and
when you will run out of cash. Note any significahanges in cash flow that will occur as you grawt add
capacity. Given your entry strategy, marketing pkamd proposed financing, how long it will takeréach the unit
breakeven sales level. How many months to breakeMéghlight sales and profit performance patternsraivee.

To help validate your financials compare critidabhcial ratios from your plan with those of yondustry.
Explain and justify significant differences.

Pro forma income statements capture your finams@del for the venture and indicate the financiabfbility of the
business. Usually the level of profits, particlyaturing the start-up years of a venture, will betsufficient to
finance operating asset needs, and since actualimfimsvs do not always match the actual cash out$l on a short-
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term basis, a cash flow forecast that will indicdese conditions and enable management to plénnegesls is
needed. Further, pro forma balance sheets aretosidail the assets required to support the prejelevel of
operations and through liabilities, to show howsthassets are to be financed. The projected leatdmets can
indicate if debt-to-equity ratios, working capitalrrent ratios, inventory turnover and the like aithin the
acceptable limits required to justify future finamg that are projected for the venture.

B. Cost Controls:

Describe how you will obtain information about andnitor costs and how often, who will be resporesiol the
control of various cost elements, and how you taile action on budget overruns. Explain any unuisemls not
identified in the financial statement.

C. Documents to be Developed for this Section (PEinancial Statements in Appendix)

As part of the financial plan, financial exhibitsed to be prepared. Be sure to give the invesitersolumns and
rows that they want to see. The more detail yor them, the more difficult it will be for them thallenge your
assumptions. You need to prepare: i) Pro formarmestatements (3-5 years, done monthly for at thadirst 1-2
years); ii) Pro forma balance sheets (3-5 yeard],iii) Pro forma cash flow analysis (3-5 yeame monthly for
at least the first 1-2 years). To estimate cash fieeds, use cash-based, rather than an accral;tzsounting
(i.e., use a real-time cash flow analysis of expa:ceceipts and disbursements).

On the appropriate exhibits, or in an attachmessumptions behind such items as sales levels analgr
collections and payables periods, inventory reaquénats, cash balances, cost of goods, and so faréi to be
specified. Your analysis of the operating and aastversion cycle in the business will enable ywidentify these
critical assumptions.

Pro Forma Income Statements:

* Using sales forecasts and the accompanying opgredists, prepare pro forma income statements
for at least the first three years. Be sure timesebers are consistent with what is being propased
all the earlier sections of the plan (marketinggrapions, management team, etc.)

e Fully discuss assumptions (e.g., the amount alloflwetlad debts and discounts, or any assumptions

made with respect to sales expenses or generaldmbhistrative costs being a fixed percentage of
costs or sales) made in preparing the pro formanmecstatement and document them.

« Draw on Section X of the business plan and highlagty major risks, such as the effect of a 20%
reduction in sales from those projected or the emtvenpact of having to climb a learning curve on
the level of productivity over time, that could peat the venture’s sales and profit goals from pein
attained, plus the sensitivity of profits to theisis.

Pro Forma Balance Sheets:

e Prepare pro forma balance sheets semi-annualhgifirst year and at the end of each of the first
three years.

Pro Forma Cash Flow Statements:

« Project cash flows monthly for the first year okogtion and quarterly for at least the next two
years, detailing the amount and timing of expectesh inflows and outflows. Remember that this is
based on cash, not accrual, accounting. The tastahalysis will effectively determine how much
money you need. It will also make clear the needahd timing of additional financing and indicate
peak requirements for working capital. Discussiagstions, such as those made on the timing of
collection of receivables, trade discounts givems of payments to vendors, planned salary and
wage increases, anticipated increases in any apgetpenses, seasonality characteristics of the
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business as they affect inventory requirementg&ntory turnovers per year, capital equipment
purchases, and so forth. Again, these are real ¢éstimates (i.e., cash not accrual).

Discuss cash flow sensitivity to a variety of asptions about business factors (e.g., possible
changes in such crucial assumptions as an inciedise receivable collection period or a saleslleve
lower than that forecasted).

SECTION XlI: PROPOSED COMPANY OFFERING

The purpose of this section is to indicate the amhofiany money that is being sought, how much f debt
versus equity financing, types of loans you anéitéprelying upon (e.g., bank term loan, line ofiiieéSBA loan),
the nature and amount of equity offered to the stme specifics of any loans (collateral requilietgrest rate, time
for repayment, special terms), a brief descriptibthe uses that will be made of the capital nem@j and a
summary of how the investor is expected to achibedargeted rate of return.

It is important to realize the terms for financiymur company that you propose here are only tisedtep in the
negotiation process with those interested in inrgsand it is very possible that your financingdlvivolve
different kinds of securities than originally preeal.

A. Desired Financing:

Review the monthly cash flow projections and yaatireate of how much money is required over
the next three years to carry out the launch areipansion of your business as described.

Determine the amount and timing of cash infusi@tgiired to prevent cash balances from going
negative. Add a cash safety cushion (~25% as a tgpebstimate”) to the anticipated cash needs to
protect against unexpected expenses or delayethaco

Determine the type of funding that will suit yourdiness: debt, equity or non-traditional financing.
Indicate how this capital requirement will be ob&d -- from whom and how much will be obtained
via loans, lines of credit, equity investments, etc

B. Offering (this is the deal structure — your pith for money):

If you have decided to seek equity capital, them yeed to describe the type of security being
offered (e.g., common stock, convertible debenfudebt with warrants, debt plus stock), the unit
price, and the total amount of securities to bd gothis offering. If securities are not just colmm
stock, indicate by type, interest, maturity, andvarsion conditions.

Show the percentage of the company that the inv@sthis offering will hold after it is completed
or after exercise of any stock conversion or pusehéghts in the case of convertible debentures or
warrants i.e. what share of your company doesrthestor get for a specified investment.

Securities sold through a private placement (antefore exempt from SEC registration) should
include the following statement in this sectionhél'shares being sold pursuant to this offering are
restricted securities and may not be resold readitg prospective investor should recognize that
such securities might be restricted as to resalmfefinite period of time. Each purchaser will be
required to execute a Non-Distribution Agreemetisfactory in form to corporate counsel”.

If you are seeking a loan, then you need to inditathe potential lender how the loan will be
repaid and what the interest rate is. What is tiateral for the loan?

C. Capitalization:

Present in tabular form the current and proposest{pffering) number of outstanding shares of
common stock. Indicate any shares offered by keyagament people and show the number of
shares that they will hold after completion of gfreposed financing.
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Indicate how many shares of your company’s comntockswill remain authorize debut un-issued
after the offering and how many of these will bserwed for stock options for future key employees.
Identify any other terms that you are willing tagogiate as part of the deal e.qg. right of firsuezf,
seat on board, voting rights, and other rights grederences.

D. Use of Funds:

Investors like to know how their money is goingomspent. Provide a brief description of how the
capital raised will be used. Summarize as spedfjfi@as possible what amount will be used for such
things as product design and development, capjtapenent, marketing, and general working
capital needs. This dictates the level of riskhefinvestment. Investors generally feel that
expenditures for R&D and marketing are riskier tham expenditures for capital acquisitions.

E. Investors’ Return (Their Exit Strategy):

What is the value of your company? How did yowcakte this value?

Indicate how your valuation and proposed ownershgres will result in the desired rate of return
for the investors you have targeted. What will the ltkely harvest or exit mechanism (IPO, outright
sale, merger, MBO, operate and grow, etc.)?

What is the exit strategy for the investors anchfiers?
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COVERING YOUR BASES: FORTY ISSUES TO DIE FOR

As the Nuts and Bolts booklet makes clear, there isiuch that goes into a great business
plan. Below is a checklist of things you might wanto ensure appear somewhere in your
plan. While this is not a comprehensive list, it covershe primary issues.

1. Define the industry and characterize it in termsiné and the life cycle and draw implications.it If
has an SIC or NAICS industry code, indicate so.

2. Develop a diagram of the value-added chain andpipeoximate number of firms at each level, and
indicate the proportion that are large firms orioha

3. Evaluate the attractiveness of the industry in seoffPorter’'s 5-factor model.

Identify at least three ways that companies arferdiftiating themselves in this industry.

5. Specify other leading trends in the industry (drgcosts, prices, marketing approaches, new pteduc
or services, use of technology, etc.) and idenlti€/three most critical success factors in thisigig.

6. Summarize key industry financial norms for compairethis industry.

7. ldentify the principal components of the businesscept. Be sure you are defining the concept in
terms of customer value and customer benefits. MAppe five key criteria for a good business
concept.

8. What is the need that the business exists to gatisiow well satisfied is that need already? How
high are the customer’s switching costs from whetté¢krey are currently using or doing?

9. What is the set of forces creating the opportunityRat is the likely window of opportunity?

10. How is the market defined? What is the size of ket opportunity in dollars, units or both?
Distinguish current market size from market potdntind estimate the size of the primary and
selective demand gaps. What is the growth rateeomarket?

11. How are you segmenting the market? Are the keynsets homogenous, sizeable, reachable, and
responsive? Provide descriptors of the customérs make up the key segments. Which segments
will you be targeting (provide a prioritization\#ho will be your early adopters? Are their segraent
with different price elasticities?

12. Develop a simple model of customer buying behafoorthis product or service. How long is the
buying process? Who is the decision-maker? Whyhdgy buy? It is a high or low involvement
purchase? How loyal are customers to existing eesigroducts?

13. What are the key factors affecting sales in theket&r Will there be patterns to the company’s sales
Is seasonality an issue? Is the business cyclibal Mterest rates have an impact?

14. Who are the direct competitors? Identify the gtba and weaknesses of each. How is each
differentiating itself? Who are the indirect compms? As a group, how much of a threat are they
and why?

15. Be sure that you have developed a price list. Ooepradequately reflect: a) overall marketing
strategy, b) costs, ¢) competition, d) customeratamand e) legal issues?

16. Explain whether the company will be set up as a pobprietorship, a partnership, an S corporaton,
C corporation, or a limited liability company.

17. Describe the economics of the business. What ig wverage price, average cost per unit and
average margin? How much of your cost structuréxed versus variable? How much operating
leverage do you have, and what are the implicatidribis? Calculate your contribution margin and
breakeven levels in dollars and units. Make itaclehere you will be making your money (for
instance, in a bar, how much of profit will comerfr drinks versus food, in a copier business how
much will come from selling machines versus selbegvice?)

18. Have you formulated measurable objectives? Arecmitain you've established objectives in all the
appropriate performance areas?

19. How will you ensure that the company has a stroagket-orientation?

E
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What will be the principal or core competenciestttd company? Is strategy built around these
competencies.

Separately from the business concept, define tingpany’s product mix. Assess the company’s
principal offering to customers in terms of the esorangible and augmented product. Be sure to
include such product-related issues as hoursijtfalgyout, parking, etc.

How will the company’s products be positioned?

If it is a service business, develop a diagramhef tisible and non-visible aspects of the service
delivery system.

How will operations be organized? If it is a maatifiring or assembly operation, what is the overall
layout. Provide a schematic as well as a diagratheoworkflow. If it's a service business, again
describe the operational layout, and then how ¢néice will be delivered.

Are any product policies needed (warrantees, retpaficies)? If so, what will they be?

What is the company’s unique selling proposition?

Have you developed an integrated communications timix matches your selling process to the
customer’s buying process. Summarize the compayigplete mix of customer communications,
including personal selling, advertising, sales posban and publicity. Explain how they will be
coordinated and managed as a mix.

What will the distribution channel look like? Hawuch market coverage will this give you? What
key approaches will be used to achieve cooperatioong channel members?

How is customer service to be defined, measurednzemthged? What are the key components of
customer service? Construct a comprehensive fliftteo points of customer contact involving any
personnel, paperwork or facilities of the company.

What is the current stage of product developmeista prototype completed? What further R&D
work is needed and by when will it be completedhat'é the ongoing plan for R&D?

Provide a detailed cash flow statement for eadhefirst 3-5 years of operation. Provide pro farm
income statements and balance sheets for théhies years.

Have you identified all of the resources (humanarficial, channels, customer base, information) the
company will require to start up and achieve suczossr the first 3 years?

Identify the major direct competitors and assessdinengths, weaknesses, strategy and source of
differentiation relied upon by each of them.

How will the firm’s logistical arrangements workngentory policies, physically getting products to
customers, warehousing/storage)? What is thedetkorder cycle time?

Who will be the key members of the management teaRrdvide a resume of each of these
individuals in an appendix. Briefly describe thaer of each in the firm and how it fits their
background and experience. Also, will there bearth of directors or advisors?

What are your staffing needs beyond the manageteant? What kind of people are you looking for
and what is your plan for getting them?

Identify the major technology, legal/regulatorypeomic and social developments that are likely to
impact on this business in the next two years,iadidate the likely impact.

How much money are you asking for, from which seardow will investors earn their return, and
when? Will funding come in stages?

Identify the five major downside risks or thingatirould go wrong, and indicate your contingencies
for dealing with each of them.

Is there internal consistency in your plan? Faneple, can one see the logical fit and consistency
between you target market, the product/service t@uselling, your marketing approach, and the
budget you have put together?
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Judge’s Rating Sheet Name of Venture:
Business Plan Evaluation; WRITTEN

OSU Riata Competition Judge Name:
April 2012

Please provide a rigorous evaluation of this fdralft of the team’s written plan. Could you rdte t
written plan first on each of the ten content atestied in Part | below, and then rate the writtizument
in the five areas noted in Part Il. Parts | anidiVblve rating on 5-point scales. Finally, provialeeparate
overall score out of 100 on the plan. Your writtemments are also very much appreciated and @ill b
shared with the team. It is critical that we giklem tangible help on how to improve.

l. Coverage of Key Components (please rate each arbelow on a 5-
point scale where 1 = poor, 5 = excellent)

a. The Opportunity (how well-identified, how significkof an
opportunity, forces creating the opportunity)

a) The Business Concept and Product(s) (core conoept f
the business, value proposition, product/servicg mi

b) The Market (definition, size, market potential gzir
audience, purchase decision maker & process)

c) Economics of the Business (margins, breakeven, cos
structure, how we will make our money)

d) Marketing (pricing, promotion, selling, distribati,
customer service)

e) Operations (staffing requirements, how productiser
will be produced, delivered, supported, logistingentory)

f)  Non-financial resource requirements (people,
facilities, location, etc)

g) Management Team (players, roles, experience/aliegib
compensation, board of directors, key advisors)

h) Venture Financing (money needed, from where, how
investors will receive their return, rate of rettio them)

i) Financials (cash flow statement, income statement,
balance sheet)

Il. Written Document Mechanics (again, please rateach area below on a 5-point scale where
1 = poor, 5 = excellent)

. Pragmatism/Realism
Completeness/Comprehensiveness
Internal Consistency

. Writing Style

Professionalism of the Document

©cooow

M. Separate Overall Recommended Scoréout of 100 points, where 100 = outstanding and
you absolutely want to invest; note that this ederseparate from the scores above---it is
an overall assessment)

V. Particular Feedback on the Written Business Plan (Rase provide detailed suggestions to

the team on how they can improve the plan):
(use reverse of form or attach comment sheets)
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Judge’s Rating Sheet Name of Team/Venture
Business Plan Evaluation; ORAL

OSU Riata Competition Judge Name
April 2012

Please rate the presentation of the business iptimh each of the eight content areas listechin P
below, and then rate the presentation itself it Patn Part Ill, please give the presentationcaerall
rating from O to 100. Your written comments areyv@uch appreciated and will be shared with the
team.

l. Coverage of Key Components (please rate each arbelow on a 5-
point scale where 1 = poor, 5 = excellent)

a. Isthere a reabportunity ? (forces creating opportunity,
prove of a market need, unmet market need)

b. Is there an interestinousiness concef (an innovative idea
that could be implement)

c. Isthere a clearly definadarket? (definition, size, market
potential, target audience, purchase decision pgj)ce

d. Do operationsmake sense? (how product or service will be
produced/delivered/supported, logistics, staffing)

e. Do they know how tanake a sal® (marketing, advertising,
branding, promotion, selling, distribution)

f. Is it clearhow money will be mad® (margins, volumes
cost structure, revenue drivers)

g. Are thefinancial statementsbelievable? (projected cash
flow, income statement, balance sheet)

h. Do they knowhow much moneythey really need to start? (amount,
From where, how to get it, how financiers will gie¢ir return)

Il. Professional Assessment of Oral Presentation gain, please rate each area below on
a 5-point scale where 1 = poor, 5 = excellent)

Ability to capture audience attention
Powerpoint or other audiovisuals

Mastery of facts and material related to ventu
Professionalism of the presentation

Handling of questions

®ooow

M. Separate Overall Recommended Scor¢l00 = Outstanding, | want to invest!)

Written Comments on the Presentation of the VenturgContinue on reverse side if you need more
space):
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