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1. Business Plan
A flawless business plan is essential for anyone starting up a fledgling business.

Producing a business plan offers an excellent opportunity to consider all the facets of a business or a project, testing feasibility and providing greater confidence in decision-making. It will also identify future financing needs and is usually one of the necessary steps in raising external finance.

The other tools that need to be prepared include:

· Elevator pitch

· Overview presentation

· Executive summary and

· Financial model

The process of preparing a business plan can be quite time consuming. Many entrepreneurs are unsure of where to begin when preparing a business plan. The business plan should be prepared so as to articulate your business model in a form that is easily understood. Business plans are written for a number of reasons, including:

· To help you understand an opportunity and what it will take to exploit it

· To recruit prospective partners and appropriate management team

· To monitor progress and keep you on track following start up

· To rejuvenate and re-focus a business following start up or

· To raise finance

The Staffords - Guide to Producing a Business Plan is focused on the fundraising function.

Many investors have commented that they do not want to read 50 page business plans – so when raising finance and talking to venture capitalists try to limit the business plan (excluding appendices) to 20 pages or less.

Companies that are looking for seed funding can usually prepare an executive summary document which should include a condensed version of the business plan sections as set out in Section 3, and should be no longer than two to three pages.

Always prepare a stand alone summary – a teaser.

This guide focuses on the necessary steps to produce a business plan for the purposes of raising finance, giving guidance on what to include in, and how to present, the plan. It also incorporates tips that are derived from Stafford & Co’s substantial experience in assisting a wide range of clients to produce business plans for many different reasons.
2. Preparing a Business Plan

1. Getting started

Guidance on writing the plan depends on its main objective. We answer the most common questions raised on writing business plans below, but the underlying rule is WRITE FOR YOUR READER. This means both writing in language that the reader will understand, and covering the issues that the reader will want to know about.

2. Drafting the Plan

Who should write the business plan?

A business plan reflects you thoughts and plan for your business, and as such must be written by the entrepreneur/CEO. You may need some help from advisers in challenging your comments and assumptions, deciding on content and overall format, and you may also need assistance in preparing financial projections.

What should the plan cover?

Any plan must include the key aspects of the market (including your route to that market), management team and the financial impact of the business model. There is no agreed format for all business plans, however they should follow a logical flow in explaining the idea, the benefits and the results. To help with this we have set out in Section 3 a general outline of what should be covered and how the plan should be structured.

How should it be presented?

Presentation should be entirely aimed at captivating the interest of the reader and ease of reading and understanding. For example, page and paragraph numbers should be used along with cross-referencing, simple graphs and graphics, and colour photographs, if this assists understanding (note: an appropriate diagram/graph can ‘paint a thousand words’). Binding and covers should be practical and should avoid both amateurish and lavish appearance.

3. Preparing Financial Projections

The plan needs to include projected profit and loss accounts, balance sheets, cash flows and the underlying assumptions. The assumptions must be supported by, and consistent with, your descriptions and explanations in the rest of the plan, or differences explained. Financials for new businesses in undefined markets are hard to estimate, so you should be realistic when doing so. Build projections from the ground up, not the top down.

How can I forecast future results?

Forecasting the probable growth pattern and results of a business into the future is a difficult task. This is particularly so for early stage companies with no track record on which to base future financial results. The key starting point is the sales forecast, which must be based on projected market and demand rather than capacity, sales force or service hours available.

It is recognised by financiers that the environment in which a business operates is subject to changing factors and the assumptions underlying projections must therefore similarly be capable of change.

Should my projections be optimistic?

It is advisable to be as objective and realistic as possible in compiling financial projections, particularly those relating to sales revenue. For early stage businesses it is equally critical that the timings of projected sales are as realistic as the magnitude, if the plan is to be credible to external funders.

Prospective investors do not tend to look in detail at the financial projections, as they believe that the majority presented are typically over-optimistic. Prospective investors are particularly interested in the underlying assumptions that have been used in preparing the forecasts. These assumptions indicate the thinking that has been used to prepare the forecasts.

The business model should be focussed. Your strategy should be a rifle shot, not a shotgun blast. Always keep in mind the problem you are trying to solve. Comb your target markets finely and restrict yourself to two or three well-defined segments.

We suggest a general outline below, although you may need to tailor the plan for your specific circumstances.

1. Executive Summary

2. Concept

3. Market Overview

· Market analysis, competitors etc.

4. Business Strategy – the offer, USP etc

5. Operational Strategy

6. Management and Organisation

· Management, organisational structure, rewards and ownership etc.

7. Financial Summary

· Key assumptions, P & L statement, Balance Sheet, Cash flow etc.

8. Future Prospects

9. Funding Requirements

10. Appendices

3. Outline Contents and Structure

1 Executive Summary

This section is particularly important when raising finance as potential investors receive many business plans and usually make their initial assessment of your business by reading the Executive Summary. The Executive Summary should  be a maximum of four pages, and should be focused on high level issues.

The Executive Summary should summarise the key points of your proposal, including:

· Mission Statement

· Purpose of the plan

· The Market

· Management’s mission/goals

· The problem and the business opportunity

· The product or service offering, unique selling points, intellectual property rights etc.

· Business operations

· Strategic alliances

· Sales and Marketing strategy

· Management team, their experience and how they will realise the opportunity

· Critical milestones

· Financial projections and risks (including a quick financial overview with key figures linking to the milestones)

· Funding requirements

2 Background

This should provide a brief summary of the business and the development of the business idea, company to date, previous funding, etc.

3 Product and Service

This section should explain, without technical jargon, your principal product or service, its application, and distinguishing features (also include patents and other Intellectual property). The main purpose of explaining the product is so that the reader can understand the market, any unique selling points and, consequently, the business opportunity.

To demonstrate the distinguishing features, the principle markets and market needs should be highlighted, although they should be discussed in further detail in the following section.

Produce a summary of the critical success factors of the business, along with its key strengths, weaknesses, opportunities and threats, noting how weaknesses and threats will be dealt with.

Any business idea will have risks, and the business plan will have much more credibility if those risks are identified rather than ignored. You should identify the main risks to the business, and show their potential impact on the financial projections. Trying to hide something that later comes out will lose you all the credibility of the business plan and team.

Explain what you will do to limit the chance of the risks occurring, and how you will minimise their impact if they do occur.

4 Market Analysis

The market analysis section is of critical importance. It must clearly identify your understanding of the market, its characteristics, and your position and influence within it.

You need to convince a potential investor that there is a real commercial opportunity for the business and its products or services. Customers and potential customers need to be identified, and factors such as customer needs and decision factors should be fully explained, and supported by third party comments.

An analysis should be undertaken of how your company fits into the market, and a comparison should be made of your product of service with that of your competition (current and potential).

The absolute size of either your market or niche should be outlined and your current and forecast market share needs to be included. The use of external reports or research is critical to strengthen the reader’s understanding and belief in the market. Equally important is undertaking some form of market research, to demonstrate a strong understanding of your target market and its needs.

The prospects for the market and the stage of development (e.g. developing, growing, maturing, declining) should be included.

Analysis of market segmentation can be one of the most significant parts of the plan and the different characteristics of each segment must be clearly explained. Identify your largest existing, and targeted, customers in each segment.

The identity, distinguishing features and expected plans of your major competitors should be given, along with an explanation of any barriers to entry which prevent or hinder new competition.

5 Marketing and Selling

Having demonstrated that the market exists, you must still go out and win those customers. This section must explain and justify your sales and marketing strategies, including pricing. It must also demonstrate a viable business model, outlining how the company will generate revenues and cash. You must also quantify what resources you require to achieve your targets.

Identify the various distribution channels that the company uses or plans to use, (e.g. WAP, hand-held computers, digital television, interactive television) as well as the more traditional distribution channels.

You will need to assess your competitors, explain how they are likely to react, and the impact on you and your plan. Your competitors will not simply shut down and watch you progress.

It is important that the following areas are addressed, as they are seen as central by investors:

· Marketing and promotion

· Selling

· Distribution

Marketing and Promotion

Key issues include:

· Making the product/service known

· Creating interest in the product/service

· Various forms of promotion (online/offline) – direct mail, advertising, trade fairs, media coverage.

Selling

· Choices of sales methods (online/offline, in-house/outsourced)

· Use of distributors, wholesalers or retailers

Distribution

· Product delivery

· Order processing fulfilment

· Physical stockholding – dispatch

· Outsourced or in-house

If you have undertaken any sampling or trial runs with customers or potential customers, you should include a summary of the results.

6 The Management Team

By this stage your plan will have demonstrated the potential of your product or service. But at every stage of your business’s development, the investor is primarily investing in people, and now you must prove that the management team is able, and likely, to realise that potential, particularly if the aim of the business plan is to raise finance.

You should identify your key members of the management team, explaining why they are important, and demonstrating the relevance of their skills, previous achievements and experience to their responsibilities by including a brief biography of each member as an appendix.

It is vitally important that you demonstrate that the management team has complementary skills and experience. You must also demonstrate the commitment of the management team to the venture.

It may be useful to provide a current and projected organisation chart, clearly showing responsibility and reporting lines. Important third party advisers should also be included, which may aid in providing additional credibility to your plan. Provide a synopsis of your potential alliances and partners.

Depending upon the stage of your business, the appointment of non-executive directors and/or an advisory board can assist in developing the company’s strategies as well as adding significant value (e.g. industry expertise, contacts).
7 Funding Requirements

The process of raising funds is very time-consuming and pressurised. VC’s are now being much more cautious about investing, and are spending more time on issues such as due diligence. You should be prepared to accept that the fund-raising may take a number of months.

You should state how much finance is required for your business and from what sources it will be raised (eg, management, venture capital, angel investors, other). This is a very important point, so provide a detailed analysis where possible.

The use of the funds should also be disclosed, together with a schedule of expenditure, including capital expenditure, sales and marketing, product/service development etc.

The current financial structure should be shown, including details of current shareholdings.

8 Financial Projections

The assumptions behind your projections are critical; they require careful thought and must be consistent with the previous narrative. Too much financial information can be worse than too little. Each company must show figures for the key result areas that it believes are most important. Detailed financial data may be included in the appendices to the plan.

The amount of detail required in the financial projections will depend on the stage that the business is at. If you are seeking seed funding, the projections will not be very complex, and may only include an expense report for a period of 12 months.

Although it may be difficult to project trading operations for an early stage technology business, you should try to assess sales, cost of sales, cash flows and working capital. You will need to prepare projected profit and loss statements, balance sheets and cash flows. Quarterly profit and cash flow forecasts should be given for at least the first one to three years.

Once you have developed a base forecast model, the key assumptions underlying the projections should be given and justified, as well as compared with historic and current achievements.

The reasonableness of the timing as well as the magnitude of projected revenue is critical. If revenue is projected too early, the credibility of the management team will be damaged. You should also adjust your assumptions to review the impact that those changes make.

9 Key Issues – Risk Assessment

Demonstrate an understanding of the key risks, as follows:

· Competitors – analysis etc

· Markets – timings, exposure, etc.

· Team – management, second tier, etc

· Technology trends – platforms, networks, systems, etc

10 Action Plan and milestones

List the key stages necessary to achieve the plan, in chronological order with a note of responsibility for completion, and the current status of each stage.

11 Strategic Alliances
A key consideration with early stage businesses is to decide whether strategic partnerships are required.

What is a strategic alliance?

A strategic alliance is a business relationship between organisations in which they share risks, pool strengths, or integrate business functions for mutual benefit.

Each of the partners in an alliance remains a distinct entity, unlike a merger, where the assets are combined. The importance of strategic alliances lies in how they can enable a business to grow more quickly by allowing them access to someone else’s greater resources.

Having a strategic alliance strategy is an important way of expanding into new markets, acquiring technical know-how, adding credibility, improving competitive position, and filling any skill gaps.

12. Appendices or Exhibits

Appendices can be effective presentation tools if they are used to supply important supporting detail which contributes to the reader’s understanding and confidence, without being critical to understanding the opportunity:

· Management biographies

· Financial projections

· Sales and marketing plan

· Product/technology overview

· Project plan

The following items should be included if available and appropriate:

· Pictures or sales literature of the product or prototype (or examples of where it has been piloted)

· Professional references

· Market research and articles from trade journals

· Patents and other intellectual property

· Role of advisers and engagement letter

· Customers letters to demonstrate the validity of orders placed

4. Raising Finance

One of the main uses of a business plan is as an external document to assist in raising finance, which is why we discuss below the most common questions arising from businesses trying to raise finance.

Who should we send the plan to?

Whether the document should be sent to a angel investor, VC, corporate finance house or other investors is determined by the level of risk suffered by any investor, the use to which the funds are to be put (and therefore the type of funds sought), and the amount that management wishes to raise.

Note that very few early-stage companies get funding through approaching VC’s directly. VC’s are increasingly only using their network of trusted service providers to find new investment opportunities. The scarcer the funds become, the more they require a “middleman” who adds credibility to their business plan.

It is important not to flood the venture capital market with copies of your plan, and not to waste valuable time by sending it to inappropriate investors. If you require some guidance on the right investors, in terms of market sector, location, or capital they provide, take a look at the following: www.bvca.co.uk, the British Venture Capital Association’s website, and www.evca.com, the European Venture Capital Association’s website.

Is venture capital or bank loan finance preferable?

The decision on the appropriate type of finance depends on a number of factors including the level of projected gearing, the risk attaching to the investment, the projected level of return and cash generation, and the period for which funding is required. There is no hard and fast rule that can be adopted. Each venture and each proposal must be considered on its own merits. However, practically all early stage companies are likely to be perceived as principally an equity risk and hence their debt-raising ability is likely to be limited. In addition, for companies that are not yet generating revenues, they have no way of servicing a loan, let alone making repayments to the lending institution.

It may be possible to arrive at a package of finance, drawing on a number of different sources, which enables the overall cost of finance to be reduced.

How should we structure the finance required?

Management teams often feel obliged to suggest a suitable financial structure for the required finance. In practice most investors will wish to make this judgement themselves so as to meet their required rates of return and other investment criteria. While it is not necessary, therefore, for management to be overly concerned with this aspect, it is advisable that they should consider the amount of debt which the venture can bear, subject to cash flow and security considerations, thereby minimising the amount of equity required. Management should seek professional advice from corporate financiers who conduct the deal structuring and negotiation on their behalf.

What sort of return will a VC require?

VCs invest in unquoted companies, many of which are relatively immature businesses and thus carry considerable risk. To compensate for this, venture capitalists seek high returns, typically of 30 to 60% per annum, and sometimes higher for very early stage investments.

Will investors expect me to sell the business at a later date?

The investor’s return will generally be provided by a running yield, such as dividends, and a capital return. However, for early stage companies there are often insufficient resources to pay dividends. The eventual sale of the business, whether by sale to another party or by flotation, is the most likely way of achieving the capital returns for both investor and management, although certain investors are prepared to invest for longer terms if conditions are right.

The management team can only invest a relatively small amount of capital – how can we retain a significant equity share in the business?

VCs and other equity investors are familiar with this situation – it is a rare exception when management are able to put up more than a small share of the required funding. This situation may be solved by the use of debt finance, and different classes of equity. Investors are aware of the need to retain the motivation of the management team and will always wish to ensure that they are left with the potential for a return. Investors will also ask for a different class of share, so that if the company does not succeed, they will receive any funds prior to that of existing shareholders.

Management are often incentivised by linking the VC’s proportion of the business to management’s achievements. A strong performance may result in management retaining a greater proportion of the business.

How much cash will management be required to put up?

There are no definitive rules on this. In principle, the outside investors will look for a significant financial and personal commitment by the founders/management and in absolute terms this will vary according to the wealth of the individuals concerned. Some look for a year’s salary as an initial measure. Commitment can be demonstrated in other ways. For example, time effort and money spent in bringing a project to the point when it can be presented to outside investors.

What are financial covenants?

While financiers will often commit funding for a fixed length of time, minimum profit and cash flow ratios may be set by the funding agreement, and investors and bankers may get additional rights if those ratios are not achieved.

What level of dilution should I expect?

There is no hard fast rule to follow but you should be aware that with each funding round the existing shareholders’ equity is diluted. You will probably not retain 30% ownership when you go in for an IPO or trade sale. This is a typical scenario encountered in a fast growing business. Always ensure that you have legal and accounting advice when negotiating funding and share ownership structure.

What is due diligence?

This refers to the investigation and appraisal procedures adopted by VCs and other investors prior to making an investment. Such procedures will extend not only to checking out the individuals concerned but also an examination of all other aspects of the project. Often industry or technical specialists are employed to help assess the validity of the product and address the market aspects of a project (commercial due diligence). 

Must I have the full management team in place before approaching investors?

As management has been identified as a critical issue, it is preferable to have the full team in key areas in place before any approach to investors. However, where gaps exist in the management team these should at least be identified and the steps necessary to fill them outlined.

How do I maintain confidentiality?

Where the plan is being produced for external readers, there may be a reluctance to disclose certain information. We recommend that all plans carry a confidentiality clause restricting the use of information therein and that external readers are checked for potential conflicts of interest (although in practice the legal protection from these is minimal).

It may well be that certain sensitive areas, such as product design, need not be included with a plan merely identifying the benefits from this new design.

Many VCs do not sign confidentiality agreements (NDAs), though they are potentially looking at competitive business plans at the same time as yours. There is to a large extent a level of integrity and professionalism that is expectant of investors, though they may not sign NDAs to demonstrate this. However, you can have a confidentiality agreement prepared for presentation to all potential investors.

What legal implications exist?

Care should be taken when sending a business plan to individuals to ensure that the provisions of the Financial Services Act are complied with and, in particular, that the document is approved as an investment advertisement when necessary. In addition, it is important to have regard to the Companies Act which requires all offers of securities to the public to be accompanied by a prospectus. Copies of the plan should be controlled and distribution recorded.

What are the costs of raising capital?

Raising capital can cost a start up business anything from 10 – 15%, or an even higher proportion of the total amount raised. Lawyers, bankers, VCs, corporate financiers, auditors and other advisors incur costs as they seek to create the most favourable deal for your business. This is a necessary investment and should be accounted for as such.

5. How Staffords can Help

We are a Cambridge based independent firm of Chartered Accountants, dealing primarily with early stage SME (Small to Medium Enterprise) businesses.  We can provide assistance in the following areas:

· Business advisory, planning and forecasting

· Auditing and accounting services

· Management accounting

· Remuneration planning and benefits advice

· Tax planning - corporate and personal

· Corporate Finance

· IT systems advice, implementation and training

· Payroll services

If you would like assistance in producing your business plans or are looking for any other accounting services then please contact us to discuss your plans.

