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A Basic Business Plan Outline

The following is an expanded version of the one-page SBDC Business plan outline.

The headings are identical but in the following we have included details about what specifically should be covered in each section.  

Although there are numerous business plan outlines available from a variety of sources, the following outline is likely to be suitable in most cases.  On occasion, certain bankers or investors may want certain specific information that is beyond that covered here.  

I.
Table of Contents

Always completed at the end, after the business plan and Executive Summary have been completed.  It should show the page numbers for each of the major topics listed below.

II.
Executive Summary - highlights of the plan

(Maximum 2 pages)

A.
What the organization is

B.
What the organization does

C.
What the financial results are expected to be

The Executive Summary should be completed after the main body of the business plan is finished.  In effect, it should summarize the contents of the plan, touching briefly on the highlights and major points without exceeding two pages.  The Executive Summary is difficult to write since a lot must be said in very few words and a hard decision often needs to be made to determine what should be included or excluded based on what the intended reader might want to know. 

III.
Introduction

A.
Product or services provided


The definition of a product or service should include at least three 


elements:
1.
 What  you do. 
2.
 Who you do it for. 
3.
 Where you do it.  
Most people remember to include the first element and stop there.  It is important to include item two because these are your customers or clients and item three because for planning purposes it’s necessary to have a fixed piece of geography rather than have an ever changing area which creates an “apples and oranges” situation.  If you don’t have a clear description of the business in your own mind it is almost impossible to do a good planning job.

A really first class business definition or description is an introduction in itself and does away with the need for a long detailed introduction that may contain a lot of information that while of interest, may have no bearing on whether the plan illustrates a practical business approach. 

Some people want to include a “Mission Statement” and this can sometimes, by the very nature of the name, result in a lot of high sounding politically and morally correct statements that may not contribute a great deal to the business plan.  For most business plans a good definition of the business will be sufficient. 

B.
Age, size and past performance

Only applicable to an existing business.  A new business or start-up without a track record has no age, size or past performance.  For an existing business, typically a simple chart covering not more than the last five years and showing revenues and net profit is quite sufficient.  If the business plan is to support a bank loan, the banker will likely want to view your income tax returns for this period.  Do not include income tax returns as a part of your business plan.  



The chart referred to above may be as simple as the following:

YEAR


REVENUE 


NET PROFIT


YEAR 1                
 $x,xxx,xxx                             $xxx,xxx

   
      
YEAR 2                     
 $x,xxx,xxx                             $xxx,xxx 

    
YEAR 3                     
 $x,xxx,xxx                             $xxx,xxx

YEAR 4                     
 $x,xxx,xxx                             $xxx,xxx

            YEAR 5                     
 $x,xxx,xxx                             $xxx,xxx

IV.
Environmental Analysis

This refers to the environment for the specific business or industry being described in the business plan.  It only relates to general business conditions in the area where the business will operate and then to the extent that those conditions will have some material effect on the business being discussed in the business plan.  

For example: Are there any specific considerations or possibly even restrictions, relating to your business or industry in the geographic area in which you plan to operate?  If your business requires that some utility, service, equipment or facility be available, is that item available or does something have to be done to make it available? 

Is there a sufficient market, available to you, for your product or service in the area in which you will operate to make the business viable?

Current business conditions

A
National, regional, local

Is your business national, regional or local?  This is where you describe “where” you plan to do business.  Pick a specific piece of geography. We recommend things like zip codes, city, county, or state boundaries since credible demographic data is generally readily available.  The credibility of what may be contained “within a 15 mile radius” or similar type descriptions, tends to be more awkward to handle.  What are the current business conditions for this type of business in this geographic location?

B
Specific market and industry

This should be the “Office of Management and Budget’s North American Industry Classification System or NAICS code for your particular business.  A NAICS  Code is a six digit number and any business can be classified using this system.  

V.
Competitive Analysis 

A good basic definition of a competitor, is anyone with the same NAICS Code as your business, who is located or operating within the geographical boundary that you chose for planning purposes (above). Note that this will not always work if for example several very dissimilar businesses are included in the same NAICS Code.
A
Number

B
Size

C
Strengths and weaknesses

Major competitors should be listed by name, with information relating to annual sales revenue or market share wherever possible.  The actual number of competitors chosen may vary by the nature of the business and its competition but typically try to pick at least three to five competitors.  

All competitors will have strengths and weaknesses and it is important to mention individual strengths and weaknesses for each separate major competitor.  It is obviously difficult or foolish to try and attack a large well established competitor’s strengths head-on.  It is however quite possible to carve yourself a definite niche by taking advantage and exploiting a competitor’s weaknesses. 

It should be noted that very rarely is a product or service so unique that there are no competitors.  In many cases, there are competitors for the same customer dollar.  A good analysis of competitors is vital to development of a solid marketing strategy (below).

VI.
Market Analysis

Market analysis deals with the potential customers or clients for your product or service.  These make up the “market.”  Note that Competitors were dealt with above and are a factor in the marketplace rather than a part of the market.    

A.
Geographical area

This is the identical geographic area chosen above.

B.
Potential customers

To be successful, any business needs customers or clients who will pay for their product or service.  Not everyone is a potential customer.  Be specific.  The “kiss of death” is to try and be “all things to all people.” Don’t make the mistake of saying “everyone” needs your product or service and “everyone” is a potential customer, because it’s unlikely to be true. 

Depending on whether this business deals with other businesses or with a certain segment of the general public, the criteria may vary somewhat.  If it’s another business you might look at minimum/maximum numbers of employees, sales revenue, the specific business or industry, etc.  If it’s a segment of the general public you might consider things like age, sex, income, educational level, and other similar characteristics to help 
identify specific potential customers.

1.
Number of individuals or firms

If the business only requires a few customers to be financially successful then list those potential customers by name, address, phone number and the person to contact with the authority to buy your product or service. For a retail shop dealing with the general public, as mentioned above, you might describe potential customers by age, sex, income group, education,  residential location any other factor that helps to narrow down and specifically describe a potential customer.  This could be a big list, but it’s the place to start.

2.
Buying capacity

Not everyone who will be on your first pass list as described above and can afford your product or service, some potential customers on your list may have a bad credit record.  If these can be identified, cut these people or firms off your list.  

3.
Need for product or service

Another group on your list may simply, for one reason or another, have no need for your product or service.  Be objective, it’s much harder to sell someone something that they don’t need.  It can also be a waste of your time and money. 

At this point, you have narrowed down you list or focused on specific potential customers who not only can afford and will pay for your products or services but who also actually have a real or perceived need. This final list may be considerably smaller than when you started but the overall quality of the list is much higher. 

C.
Competitive position

Describe your competitive position with respect to the following:
· customers or clients identified above, 
· the geographic area where you are operating 
· and in relationship to the identified competitors for the business you originally designed.  
You can check this all out by reference to what you’ve already done in earlier sections of your business plan. 

1.
Maximizing advantages

What are your advantages in this situation?  What can you do better, cheaper, faster, more efficiently than your competitors?  Try to pick your major three to five advantages and work with them.  Note that this question cannot be answered unless you’ve done a good competitive analysis  (above).  If you don’t know about your competitors, what they do and how they operate, how can you figure out what you do better.

2.
Overcoming disadvantages

What are your disadvantages and how can these be overcome or their effects minimized?  As above pick your major or most obvious disadvantages first.  Experience shows that disadvantages should not simply be ignored.  Potential clients or customers may bring up your disadvantages and it’s important to have considered them in advance and be able to respond positively.

VII.
Marketing Strategy

Your marketing strategy is “how” you plan to reach and inform those you’ve identified as potential customers about your product or service and ask them to buy.  This section also details the tools you will have available to assist and support your marketing effort.

A.
Target market

This one is easy.  Your target market is the people or firms remaining on the list you developed under market analysis.  These exist, can afford and need your product or service.  Remember names, addresses, phone numbers and contacts are important if available.

B.
Marketing philosophy

1.
Marketing organization - sales force, etc.

How are you going to reach and inform your target customers?  In person, using a sales force, through a manufacturers’ agent, a retail outlet, mail order or internet?  Remember that marketing is a business function that involves a human activity. 

Don’t make the mistake of thinking you can simply buy an advertisement and then sit back and wait for the customers to break your door down, flood your inbox, or ring your telephone off the hook.  It won’t happen.

2.
Advertising and promotion

Advertising, sales promotion and possibly public relations are all things that “support” the human selling function.  They make it easier for the salesperson to sell.  They do not replace the salesperson.  Describe your advertising and promotional plans.   
Think about the best way to get the message you want to communicate across to those to whom you want to communicate the message.  Advertising in a manner or media that reaches people who have no need 
or won’t buy your products and services can be wasteful.

It is not necessarily a good idea to set a certain percentage of sales revenue as an advertising budget.  It’s usually much more effective to plan what you need to do, find out the cost and if you can afford it, do it.  If you can’t afford the ideal fall back on the second best plan, etc. until you get an advertising program that will accomplish your objective.  It’s a fair comment that the best advertising programs need to be custom 
designed for this business.  Don’t simply buy advertising because it’s cheap or gives wide coverage.  It may not be a bargain.

3.
Product price and sales terms

Many people talk price, but ignore sales terms.  Terms are important since this says when you get paid and there can be tremendous implications in the financial section later if terms are not made clear at the time of sale.  This is the beginning of a good credit and collection policy.

4.
Production capacity

There will be some practical capabilities and limitations to the amount of production capacity or business you can handle with present staff and facilities available.  It is important that the marketing strategy is not so good that you can’t produce enough to meet demand.  For example, if 
you can only make two sales calls a day, it’s unlikely that you can make more than two sales or generate more revenue than those sales will produce. This concept can be applied to a day a week or more commonly a month. 

If you get potential customers sold, then can’t deliver, they might get mad and go to your competitor.  If your competitor treats them well you’ll never see them again.  If this happens, it was your marketing effort and marketing cost that gained new customers for your competitor.  Always consider your capacity.

5.
Distribution

May or may not be a factor in a given business plan.  If a product is manufactured locally and needs to be delivered across the country, a description of how distribution will be handled is a must. Use your own equipment, UPS, Federal Express, Contract Carrier etc.  If distribution is not a factor in your business plan, it’s not necessary to include this section.

Note:  The revenue forecast in the financial data section should tie directly back to the results that will be obtained by your marketing strategy.

At this stage, you should have developed sufficient information and detail on what you will sell, at what price, to who, when, etc. to be able, using simple mathematics, forecast the revenue that will be shown on your pro forma Operating Plan (P&L) Forecast in the Financial Section (below).  

The reader should be able to look at your revenue forecast and determine that your marketing strategy is directed at identified target customers, in the geographic area you are operating in, against the competition you have identified, and will generate this revenue.  Be sure that the revenue you forecast does not exceed the revenue limitations as set by your production capacity.  An error such as this is sufficient to have a prospective lender or investor reject your proposal.

VIII.
Operations

A.
Plant or shop capacity

This is not the same capacity referred to above which was a marketing or revenue production limitation.  Although probably more applicable to manufacturers, your capacity to turn out finished goods or services also has some finite limitation.  You obviously can’t sell more than you can produce so your production capacity is a limiting factor in your ability to generate sales and revenue.

B.
Production scheduling

In some businesses, overtime and/or shift work might allow a certain increase in capacity.  In a service business where there are only so many person/hours in a business day, not much can be done.  This may not be a factor in a service type business.

C.
Cost and inventory controls

This is an important area.  A dollar saved on an unnecessary cost, drops right down to the net profit line.  Inventory uses working capital.  An insufficient or inefficient inventory turnover can require a lot more working capital and severely reduce the return on capital employed.

D.
Invoicing and collection

Invoices should accompany the goods or services if at all practical.  If not, they should be mailed the same day.  What happens, when a customer doesn’t pay as agreed?  Do you have a well designed credit and collection policy?  What are the highlights of your credit and collection policy?  This section is important because it discusses an area that if not managed well can be a cause of negative cash flow problems.

E.
Personnel requirements

1.
Selection

Select people for previous experience and training in the function that they will cover.  

2.
Training

Training is an expense.  A high staff turnover means more training expense.  You aren’t making money while you’re giving training and your employees are not making money for you while they are receiving training.  Good employee selection and hiring practices can minimize employee turnover and minimize the need for and costs associated with, unnecessary training.

3.
Evaluation

All employees should be evaluated periodically.  Possibly after 90 days to decide whether they’ll be considered permanent employees or to see if they might benefit from some additional training or, possibly their performance has been such that they should be terminated.

IX.
Management Plan

A.
Organizational structure

Must be one of: a sole proprietorship, a partnership, a limited liability company, an S Corporation or a regular C Corporation.  There are no other choices.  This tells how the business is organized and how taxes will be paid.  It is usually not necessary to go into a great deal of other information relating to organization.  It is not necessary to go into detail about the characteristics of the form of organization or include organization charts.  

B.
Key managers and functions

If the business plan is being prepared to support a loan application or to attract an investor, this is a key section.  Do not use the format of a resume as if you were looking for a job.  Write a thumb-nail biography of the person(s) who will perform the “key” functions in the business.
Key functions should in most cases be limited to the people handling the 
top management, accounting or financial functions and the marketing and production functions.  “Key Functions” are considered to be, management, marketing, accounting and production (or operations).

Limit discussion to the education, background and experience that these people bring to the organization that relate to this business. Do not go into a lot of superfluous detail about hobbies etc. This section should illustrate how the key people who will operate the business are qualified and likely to be successful.  Investors and lenders want to deal with experienced people who will be successful and generally do not want to finance on-the-job training.
In a one person business, that person will be responsible for all the key functions.  If any functional skills or experience is lacking, it’s important to show how these will be covered.

X.
Financial Data

A.
General Assumptions

The “assumptions” are what provides the credibility to your financial forecasts.  Separate “written” assumptions should be made for each individual item of revenue, cost and expense. If the reader agrees with your assumptions, your resulting figures and forecasts are automatically accepted.  Without assumptions, the reader has no way of knowing where your figures came from and no credibility will exist.  Always place the assumptions in front of any financial forecasts so the reader will see them first.  It also helps if the assumptions are listed in the same order that they will appear on the Operating Plan Forecast.

B.
History

A start-up or new business will have no history.  It starts from zero.  A new start-up business will however have start-up expenses without which the doors can’t be opened for business.  Many of these expenses will get different treatment for tax purposes than regular operating expenses.  If your business is a start-up, provide a listing of start-up costs at this point in the plan.

If this is an existing business, it’s important to show sales revenue, gross profit and net profit history since the beginning of the business.  This can be done by means of a simple chart.  In the case of a loan application, the lender will probably want to have this supported by copies of income tax returns. 

C.
Key Ratios (Not Necessary Critical For New/Start-up Businesses)
Lenders and investors will look for your key business ratios to be “in the ball park” for a business in the specific business and industry and as compared to other similar businesses of the same size.  If your data is “off” the industry norm by any appreciable amount, an explanation will be required. 

This data is available from RMA Annual Statement Studies (Robert Morris Associates).  A copy of RMA Annual Statement Studies is available in the SBDC library for reference.  Copies will also be found in university libraries and the main branch of the public library.   

Another good source of data concerning typical financial data for a given business or industry is trade associations.  There are trade associations for almost every conceivable business.  

Good places to look for the names and addresses of trade associations are the Small Business Sourcebook and the Encyclopedia of Associations both from Gale Publishing.  These references can be found in the SBDC library, university libraries and the main branch of the public library. 

In many cases bankers and investors will have their own “pet” ratios that they either apply in all cases or in other situations to particular types of businesses.  Although you should know your ratios will be satisfactory, it’s not always necessary to list them in the business plan.

D.
Income statements (projected)--specific assumptions

This is simply a projected Profit & Loss Statement prepared using the written assumptions mentioned above.  
You should complete your Income Statements on a monthly basis for a period of three years.  It should be noted that some bankers may only require a two year forecast while others will want to see three years.  Doing a three year forecast will always put you on the safe side.

E.
Balance sheets (projected)--specific assumptions

The balance sheet shows what the business owns and what the business owes to others and to its owners.  It can show whether there are any assets that might be used as collateral, what’s currently owed and the net 
worth of the business. A projected balance sheet should be prepared on a monthly basis for the first year and quarterly for subsequent years.  

For existing businesses, a current balance sheet is an absolute must.  The figures used should tie back to the written assumptions mentioned previously.

Your balance sheet forecast should also be done on a monthly basis covering a period of three years.  It is important to show a “before loan” balance sheet as the opening period followed by one that includes the loan.

F.
Cash Flow Forecasts—specific assumptions (Critical for Start-up Businesses)
This forecast should simply be projections of the “assumptions”  developed above.  The Cash Flow forecast shows that you’ll have sufficient “cash” to meet your financial obligations on time, while maintaining a positive cash flow.  

A negative cash flow suggests that there will be insufficient cash available to operate the business. This form should be prepared on a 
monthly basis for the first year, with second and subsequent years prepared on a quarterly basis.  

Both lenders and investors are vitally interested in your cash flow forecast.  It’s out of the “cash” that loan payments, interest, and dividends are paid.

Your cash flow forecast can also be used to determine the specific amount of financing that may be required and when those funds need to be available.  Asking a banker for either too much or too little can lead to complications.  Knowing exactly what you need and when you need it helps prove that you’ve done your homework.  

Like the other financial forecast statements, your Cash Flow Forecast should be shown on a monthly basis covering a three year period.

G.
Other items

If the purpose of the business plan is to support a loan or attract an investment you should plan to include a personal financial statement from the principals in and a current financial statement if an existing business.  You’ll also need to include a separate sheet detailing the specific uses of the proceeds of the financing.

X.
Exhibits (each referenced in body of the plan)

Exhibits should only be used to support something briefly mentioned in the body of the business plan that needs some further explanation or that proves a necessary point.  Do not clutter up the exhibit area with copies of sales tax licenses, articles of incorporation, or any other items that do not make a material contribution to the business plan.  Most business plans require no exhibits.

Notes: 
Business Plan Length

The shorter the better.  Many, very good business plans have been done in twenty pages.  

To support the newer SBA Low-Doc loans, many bankers want to see a summary of the narrative described above no longer than five to seven pages.  This comment does not apply to the financial data section which should be as described above.

General Format

Use bullet points as often as possible to make the plan concise and succinct.  Single spacing is fine.  Use a commonly available type style and a 12 point type size. Sections headers in a business plan can be in bold face. These look best if followed by a blank line before the paragraph(s) that follow.  Major sections can start on a new page or follow a previous section by leaving two blank lines.  A neat, clean business plan will always get more attention than one where everything appears jammed in or cluttered.  

Repetition

Avoid repetition. Perhaps, nothing is more boring or annoying to a business plan reader than repetition of a point made previously.  For everything that needs to go in a business plan, there is a single best place, put it there.  The Executive Summary is the only exception to this since it summarizes the entire plan.  If a point is mentioned in the Executive Summary, abbreviate the point and use different words to avoid a possible feeling of repetition.

Boxes, Graphs and Charts

More and more, the availability of desktop publishing programs, presentation graphics programs and spreadsheet programs with graphing capabilities has caused a variety of boxes, lines, graphs and charts to appear in business plans.  

As a general rule, it’s suggested that you try not to discuss something in a 
business plan and then show the same thing all over again in a graph.  This can be repetitive. Think about the point you wish to make and use the best way to make the point.  Typically, this will be one or the other but not both.  

Business plan readers are looking for information and facts and are not impressed by fancy formatting.  If the plan appears too fancy, the reader might get the impression that you’ve something to hide and are substituting design for substance.

Before using graphics or other embellishments, ask yourself if it makes a material contribution to the business plan and help the reader reach a decision. If it doesn’t, then why use it and clutter up the plan. Would the plan suffer if it was left out?
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