Chapter 4

The Business Plan

Figure 4.1(a): Cameo’s Fine Jewelry and

Timepieces: Executive Summary

‘Cameo's Fine Jewelry & Timepieces Executive Summary

Cameo's Fine Jewelry & Timepieces is designed to be the Western Slope of Colorado's
finest, labl Juncti

c
countries known for their quality such as Switzerland, Germany, taly, and the U. Galleries
willfeature the work of Cartier, Rolex; Pippo Italia, Hearts on Fire, Paul Klecka, and
many more.
“The experience our customers receive through our atmosphere and customer service will
both a gallery and

al d

assistin
9 jewelry, and if its lable, they itor
plece.

i

Location and Target Market ~ Grand Junction serves as an ideal location, being that it s the
largest cty on the Western Slope of Colorado and acts as a etail hub for the
c

hat offers this level of quality, Garfield,
Del , which have a 254,666

9
weddings, and salary,
there are 101,096 jewelry consumers within this geographic market. My goal s to

obtaina 1 1on
customers.
Wi i a 3 52,000, Cameo's
y the end of
the it fiscal year will equal $460,052, making tis  very atactive and profitable venture to
pursue.
Source: Hatten, Small Business Management,
4th Edition

Figure 4.1(a): Cameo’s Fine Jewelry and
Timepieces: Executive Summary (contd)
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Source: Hatten, Small Business Management,
4th Edition

Figure 4.1(b): A Sloppy Appearance
Can Hurt Your Chances of Being Taken
Seriously by Lenders and Investors.
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Source: Hatten, Small Business Management,
4th Edition

Writing the Business Plan

® Create a plant tailored to fit your particular business.
P yourp

® Write the plan yourself.

¢ Limit plan length to 40 or fewer pages.

® Present firm’s strengths clearly and

in a logical order.

Source: Hatten, Small Business Management,
4th Edition

Business Plan Contents

® Cover Page
® Name of the business
® Address and phone number
® Issue date of plan
® Table of Contents
® Allows the reader to
turn directly to the
sections desired
® Executive Summary
¢ Company information
® Market opportunity
® Financial data

Source: Hatten, Small Business Management,
4th Edition

©Stockbye at Getty Images®




Business Plan Contents (cont’d)

® Company

® Background

® Business form

® Reason for firm’s establishment
® Environmental Analysis

® Economic

® Competitive

® Legal

® Political

® Cultural

¢ Technological

Source: Hatten, Small Business Management,
4t Edition

Business Plan Contents (cont’d)

¢ Industry Analysis
¢ Industry demand?

¢ Competitive reactions and industrywide
trends? Major competitors?

® Businesses recently entered or
exited? Why?

¢ Industry growing or declining?

® Who are the new competitors?

Source: Hatten, Small Business Management,
4th Edition

Business Plan Contents (cont’d)

® Products or Services

¢ Different from those currently on the market

® Other uses for the product

¢ Drawings or photos if appropriate

® Patents or trademarks

¢ Competitive advantage

¢ Potential for growth

® Manage the product or service through
the product life cycle

® Expand the product line or develop
related products

Source: Hatten, Small Business Management,
4th Edition

Business Plan Contents (cont’d)

® ManagementTeam
® Technical skills
® Business skills
® Experience
® Compensation
® Training
® Professional assistance

® Timeline

¢ Outline the interrelationship and timing of the major events

planned for your venture.

 Timing objectives need to be realistic and attainable.

Source: Hatten, Small Business Management,
4th Edition

Business Plan Contents (cont’d)

e Critical Risks and Assumptions

¢ Possible Contingencies

Unreliable sales forecasts

Competitors’ ability to underprice or to
make firm’s products obsolete

Unfavorable industrywide trends

Appropriately trained workers not as
available as predicted

Erratic supply of products or raw
materials

Source: Hatten, Small Business Management,
4th Edition

Business Plan Contents (cont’d)

® Benefits to the Community
® Economic development
¢ Community development
® Human development
o Exit Strategy
¢ How and how long before you (and
your investors) will exit the business
and get back your investments?
* Who will succeed you in the business?

® Will the business be sold?

Source: Hatten, Small Business Management,
4th Edition




Business Plan Contents (cont’d)

® Financial Plan

® Sources and uses of capital
(initial and projected)

® Three-year projections of:
® Cash flow statements
® Balance sheets
® Profitand loss statements

¢ Breakeven analysis

® Conclusions and important points:
o How much equity and how much debt are included
® The highestamount of cash needed

o Expected pay-back period for loans

Source: Hatten, Small Business Management,
4t Edition

Figure 4.2: The Sources and
Uses of Funds Worksheet

Sources of Funds:

Debt:

Term loans $
Refinancing of old debt

Lines of credit

Line 1

Line 2

Mortgage

Equity:
Investments

Total Sources: $

Uses of Funds:

Property $
Inventory
Equipment (itemize)

Working capital
Cash reserve
Total Uses: $

Sourcer Haten, Small BUSINess
4th Edition

The Financial Plan (cont'd)

® Cash Flow Statement
® Shows:
¢ Funds on hand at the beginning of a time period
® Receipts into the business over time
® Money flowing out of the business during the period
® Pro Forma Cash Flow Statement:
¢ By month for the first year of operations

® By quarter for the second and third years

Source: Hatten, Small Business Management,
4th Edition

Figure 4.3: Sample Components
of a Cash-Flow Statement

Opening cash balance

Add: Cash receipts
Collection of accounts receivable
New loans or investment
Other sources of cash
Total receipts
Less: Utilities
Salaries
Office supplies
Accounts payable
Leased equipment
Sales expenses
Loan payments
General expenses
Total disbursements
Cash increase (or decrease)
Closing cash balance

Source: Hatten, Small Business Management,
4th Edition

The Financial Plan (cont'd)

® Balance Sheet
® Shows assets, liabilities, and owner’s equity
® Shows net worth or “capital” of the business—the difference
between its assets and liabilities

® [sused to calculate key financial ratios to determine the financial
health of the busines

® Debt to equity

® Current ratio

Source: Hatten, Small Business Management,
4th Edition

Figure 4.4: Balance Sheet

For year ended (month) (dayl, year]
Year1 Year2 Year3
Curtent Assets
Cast
Accounts Receivable

Equipment

Goodwil
TOTAL ASSETS

Current Liabilties
Accounts Payable
Notes Payable (due within 1 year
Accrued Expenses
Taxes Owed

Long Term Liabilties
Notes Payable (due after 1 year)

TOTAL LIABILITIES
NETWORTH (assets minus labiltes)

Source: Hatten, Small Business Management,
4th Edition




The Financial Plan (cont'd)

® Profitand Loss Statement

® Shows sales revenues, expenses; net profit or loss

® Shows an approximation of sales revenues and expenses
¢ Is useful when breaking sales

down by product line

(or services) to determine:

® Abest-case scenario

® A worst-case scenario

o A most likely scenario

Source: Hatten, Small Business Management,
4t Edition

Figure 4.5: Profit-and-Loss Statement

Cortof Goods ok

TOTAL COSTOF GODS SO0 § s

Source: Hatten, Small Business Management,
4th Edition

The Financial Plan (cont'd)

® Breakeven Analysis
® Shows the point at which sales and costs are equal—when a firm is
neither making nor losing money.
¢ Reinforces financial projections by comparing them to industry
averages for a chosen industry.
¢ Isused to compare a firm’s projected financial ratios to industry
averages to establish benchmarks.

Source: Hatten, Small Business Management,
4th Edition

Figure 4.6: Breakeven Analysis

1. Total sales $
2. Fixed costs $
3. Gross margin S
4. Gross margin as percentage of sales (line 3/line 1) - %
5. Breakeven sales (line 2/line 4) $
6. Profit goal $
7. Sales required to achieve profit goal [(line 2 + line 6)/line 4] $
@ Source: Hatten, Small Business Management,
4th Edition

Business Plan Contents (cont’d)

® Appendix

® Supplemental information and documents not critical to the plan,
but of potential interest to the reader.

® Résumés of owners and principal managers, advertising samples,
brochures, organization charts, floor plans, and any related
information can be included.

¢ Different types of information should be given a separate appendix
labeled with successive letters of the alphabet.

Source: Hatten, Small Business Management,
4th Edition

The Review Process

o After the Business Plan Is Written. ..

¢ The plan should be carefully reviewed and revised before being
presented to a potential investor

¢ Evaluate the plan as you think lenders and investor might do so.

Source: Hatten, Small Business Management,
4th Edition




Figure 4.7: Business Plan
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4th Edition

Business Plan Mistakes

Submitting a “rough copy”

Depending on outdated financial information or industry comparisons
Trying to impress financiers with technojargon

Lack of marketing strategies

Making unsubstantiated assumptions

Being overly optimistic

Misunderstanding financial information

Ignoring the macroenvironment

Avoiding or disguising potential negative aspects

Having no personal equity in the company

Source: Hatten, Small Business Management,
4th Edition




