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(928) 532-6172 — FAX (928) 532-6171
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The Small Business Development Center is funded in part throngh a

cooperative agreement with the U.S. Small Business Administration.

All opinions, conclusions or recommendations expressed are those of
the author(s) and do not necessarily reflect the views of the SBA.

Information in this booklet may become out-of-date after publishing,
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About the Small Business Development Center

Northland Pioneer College's Small Business Develop-
ment Center serves Navajo and Apache counties and is
one of eleven statewide centers.

The SBDC offers confidential, nocost counseling ser-
vices. Clients may utilize counseling time as agreed
upon by the SBDC. We guarantee that anything we dis-
cuss with a client will be held in the strictest confi-
dence.

The center staff and consultants work with clients to
identify problem areas and help the client with strate-
gies to deal with the problem. We provide quality educa-
tional programs, access to resources, and “one-on-one"
assistance throughout the region.

We can help you with:

Evaluating business ideas
Creating business plans
Start up cost projections

Business financial projections
Loan packaging
SBA loan programs
Business expansion studies
Business valuation studies
Marketing Plans
Bookkeeping skills
Customer service skills
Employee issues
Government contracting
Computer classes
Small business management, and more.....
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Business Plan Basics

What is a Business Plan?

A business plan defines your business, identifies your goals,
and serves as a tool to measure performance over time. A
business plan helps you allocate resources properly, handle
unforeseen complications, and make good business deci-
sions. Because it provides specific and organized informa-
tion about your company and how you will repay borrowed
money, a good business plan is an important part of any
loan application. Additionally, it can be used to motivate oth-
ers and provide strategic vision for your company. The most
important aspect of a business plan is that it can help you
determine if you want to start the business at all!

It typically takes several weeks to complete a good plan.
Most of that time is spent in research and re-thinking your
ideas and assumptions. But then, that's the value of the
process. So make time to do the job properly. Those who do
never regret the effort. And finally, be sure to keep detailed
hotes on your sources of information and on the assump-
tions underlying your financial data.

Why Do A Plan?

The act of actually doing a plan is the most important
aspect of the plan.

The real value of creating a business plan is not in having
the finished product in hand; rather, the value lies in the
process of researching and thinking about your business in
a systematic way. The act of planning helps you to think
things through thoroughly and look at your ideas critically;
study and research helps if you are not sure of the facts. It
takes time now, but avoids costly, perhaps disastrous, mis-
takes later.
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Planning forces an entrepreneur to think through the steps
they must perform to take an idea to reality. Today, hard
work and common sense are not enough to automatically
assure success. The importance of a comprehensive,
thoughtful business plan cannot be overemphasized. Much
hinges on it: outside funding, credit from suppliers, manage-
ment of your operation, promotion, finances, and achieve-
ment of your goals and objectives.

Despite the critical importance of a business plan, many en-
trepreneurs drag their feet when it comes to preparing a
written document. They argue that their marketplace
changes too fast for a business plan to be useful or that they
just don't have enough time. Just as a homebuilder would
not begin construction without a blueprint, eager entrepre-
neurs shouldn't rush into a new business without a business
plan.

Before you begin writing your business plan, consider four
core questions:

- What service or product does your business provide and
what need does it fill?

- Who are the potential customers for your product or ser-
vice and why will they purchase from you?

- How will you reach your potential customers?

- Where will you get the financial resources to start your
business?

What is the Purpose of the Plan?

The Plan is for Yourself: First, do a plan for yourself. Plan
to update, change and amend your plan regularly. The
process should continue through the life of your business,
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and it should guide you through every step. The plan will
keep you focused, it will force you to think objectively, it will
help you compare your theories with reality.

For Your Support Team: Use the business plan to get the
staff and stakeholders in your business on the same page.
When everyone understands the mission, concept and goals
of the organization, all efforts will go toward a common vision.

For Investors: Your plan will give potential investors the
information they need to make a decision on whether to in-
vest or not. It helps them to analyze risk and make an in-
formed decision, which can be important if and when things
get rough.

For Lenders: It gives lenders the information they need to
make an informed decision, also. It answers their questions
of ‘how much’, ‘how long is it required’, and ‘how and when
willit be repaid’. Itis an essential element in applications
for startup loans and Small Business Administration guaran-
tees.

Using the Plan to Raise Capital
For Lenders

Lenders want to know your history. Your experience and
credit history are important factors in making their decision.
What is your collateral? What assets do you have and what
are you willing to risk for your success? The asset financed
should meet the term of the loan. Equipment loans should
typically be no longer than five years. Accounts receivable
and inventory are usually limited to one year.

Lenders look for secondary sources of repayment. How will
they get repaid if things don't work out as planned? Whatis
your repayment plan? |s there enough margin of error in
your plan? Lenders want room for unplanned events which
would not prohibit repayment of their loan.
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Lenders want to know what is the demand for your product
or service? Are your plans and projections reasonable and
realistic? You must be able to demonstrate the demand
through sales history, orders or other market data, including
surveys and market studies for startups. Take a conserva-
tive approach which you are confident you can achieve. Be
able to “out-perform” your projections. Bankers want assur-
ance of orderly repayment.

If you intend using this plan to present to lenders, include:
v’ Amount of loan
v'How the funds will be used

v'What this will accomplish—how will it make the busi-
ness stronger?

v'Requested repayment terms (number of years to re-
pay). You will probably not have much negotiating
room on interest rate but may be able to negotiate a
longer repayment term, which will help cash flow.

v Collateral offered, and a list of all existing liens against
collateral

For Investors

Investors have a different perspective. They are looking for
dramatic growth, and they expect to share in the rewards.
Expect to show the following for investors:

v'Funds needed short-term
v'Funds needed in two to five years

v'How the company will use the funds, and what this will
accomplish for growth.

v Estimated return on investment
v Exit strategy for investors (buyback, sale, or IPO)
v'Percent of ownership that you will give up to investors
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v'Milestones or conditions that you will accept

v'Financial reporting to be provided
¥ Involvement of investors on the board or in management

Investors and lenders expect a plan to be neatly typed and free
of errors. Only use a professional to help you if it is absolutely
necessary. Having another person write your business plan for
you is not recommended. The plan should be real to the
reader, not too slick or polished. Substance is more important
than form. Don't waste scarce financial resources on a too-
professional looking document.

The Physical Plan

Put your completed plan in a 3-ring binder for yourself. Keep
the plan as short as possible. Make changes, additions, and
deletions over time, and keep it up to date. Your cover sheet
should contain your company name, address, phone numbers,
and logo if you have one.

Avoid the “trust me” school of thought. It does not work with
business plans. Avoid the use of vague words such as ‘might’,
‘probably’, ‘maybe’, or ‘perhaps’. Be positive and definitive or
don't say it at all. Confidentiality is also a consideration. Never
hand out your plan to just anyone. Non-disclosure statements,
control numbering, and labeling each page “confidential” are all
methods of making sure your plan doesn’t end up in the wrong
hands.

What is in a Business Plan?

The business plan consists of a harrative and several financial
worksheets. The narrative template is the body of the business
plan. The narrative contains several sections. It is best to work
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through the sections in any order that you want, except for
the Executive Summary, which should be done last.

Although there are several outlines for business plans, the
simple, concise plan is best. A typical plan will include the
following sections:

1) Executive Summary
e Overview
e Mission Statement
e Financial Request
2) Business Information
3) Market Research
e Industry
e Competitors
e Customers
4) Marketing & Promotion Strategy
5) Daily Operations Plan
6) Management Plan
e Management Structure
e Employee: Recruiting & Retention
7) Financial Analysis & Assumptions
e Startup Costs
e Forecasting
8) Risk Management
9) Supporting Documents

When you are finished writing your first draft, you'll have a
collection of small essays on the various topics of the busi-
ness plan. With each revision, you'll edit theminto a
smooth-flowing narrative.

On the following pages, you will find a business plan with
explanations for each of the above sections. Read this plan
and then use it as a guide in completing the fil-in-the-blanks
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plan included in this workbook.

This business plan is a generic model suitable for all types of
businesses. However, you should modify it to suit your particular
circumstances. For your particular business, consider the fol-
lowing:

Manufacturing Business

e Planned production levels

e Anticipated levels of direct production costs and indirect
(overhead) costs—how do these compare to industry aver-
ages (if available)?

e Prices per product line

e Gross profit margin, overall and for each product line

e Production/capacity limits of planned physical plant

e Production/capacity limits of equipment

e Purchasing and inventory management procedures

e New products under development or anticipated to come
online after startup

Service Businesses

Service businesses sell intangible products. They are usually
more flexible than other types of businesses, but they also have
higher labor costs and generally very little in fixed assets.

e \What are the key competitive factors in this industry

e Your prices

e Methods used to set prices

e System of production management
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* Quality control procedures. Standard or accepted in-
dustry quality standards.

e How will you measure labor productivity?

e Percent of work subcontracted to other firms. Will you
make a profit on subcontracting?

e Credit, payment, and collections policies and proce-
dures

e Strategy for keeping client base

High Technology Companies

High-tech companies sometimes have to operate for a long
time without profits and sometimes even without sales. If
this fits your situation, a banker probably will not want to
lend to you. Venture capitalists may invest, but your story
must be very good. You must do longer-term financial fore-
casts to show when profit take-off is expected to occur.
And your assumptions must be well documented and well
argued.

e Economic outlook for the industry

e Will the company have information systems in place to
manage rapidly changing prices, costs, and markets?

e Will you be on the cutting edge with your products and
services?

e \Whatis the status of research and development? And
what is required to:

e Bring product/service to market?
e Keep the company competitive?
e How does the company:

Protect intellectual property?
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Supply hecessary capital?
e Retain key personnel?
Retail Business
e Company image
e Pricing:
Explain markup policies.
Prices should be profitable, competitive, and in
accordance with company image.
e Inventory: Selection and price should be consistent
with company image.

e Inventory level: Find industry average numbers for
annual inventory turhover rate (available in RMA
book). Multiply your initial inventory investment by
the average turnover rate. The result should be at
least equal to your projected first year's cost of
goods sold. If it is not, you may not have enough
budgeted for startup inventory.

e Customer service policies: These should be competi-
tive and in accord with company image.

e Location: Does it give the exposure that you need?
Is it convenient for customers? Is it consistent with
company image?

e Promotion: Methods used, cost. Does it project a
consistent company image?

e Credit: Do you extend credit to customers? If yes, do
you really need to, and do you factor the cost into
prices?

Use this booklet in conjunction with the Business

Plan Template to create your business plan.
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The Business Plan Categories

1) EXECUTIVE SUMMARY

Many investors like to read to read a brief summary of the busi-
ness plan that highlights the important features. We suggest this
section be two pages or fewer. Do not write your summary until
you have written the rest of your plan. Allow plenty of time to
write it. It will be the first thing that is read about your business
and maybe the last unless itis convincing. Include everything
you would cover in a five minute interview.

1. Experience -- how many years have you been in business?
2. Talent -- how much management experience do you have?
3. Collateral -- what is the loan to collateral value?

4. Capacity -- is there adequate debt service coverage?

5. Bankruptcy Risk -- what is the debt to your tangible net worth?
6. Liquidity -- what are cash and receivables compared to pay-
ables?

7. Character - what are the FICO scores of principals?

The Executive Summary will contain brief summary statements
drawn from the content of the plan. It should include the following
summaries:

e Business Description
e Name
e Location
e Product / Service
e Legal Structure
e Target Market
e Management Team
e Concept ~ Competitive Advantage
e Mission Statement
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e Financial Outlook and Request of the Plan

Mission Statement: The mission statement should be a repre-
sentation of the businesses purpose for existence.
The Mission Statement should answer:

e How will your business succeed
e What values are important to your firm

e How does your business improve the lives of customers
and employees

The Mission Statement is an Internal Reminder of why your
comparny exists.

Examples:

Our mission is to make environmental improvements by
working cooperatively with customers to design, install, and
maintain the highest quality landscapes that provide a comfort-
able escape from hectic everyday life.

Our mission is to provide quality child care services with
emphasis on convenient hours, educational and social skill de-
velopment for the ever expanding residential areas surrounding
Show Low, Arizona.

The following are examples of mission statements from real en-
terprises:

3M: “To solve unsolved problems innovatively.”
Mary Kay: “To give unlimited opportunity to women.”
Merck: “To preserve and improve human life.”

Sony (1950). “Become the company most known for changing
the worldwide poor-quality image of Japanese products.”

Competitive Advantage and Concept

You reviewed these topics in the Getting Started Booklet. A
concept is what makes you different from all the other busi-
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nesses and how your differentiation will help gain market
share.

Financial Outlook and Request of the Plan: Here you will
summarize the key financial data of the business. List your
expected profits for five years and summarize key ratios.
You will also sate the specific request of the plan. Be pre-
pared to answer the following:

e Loan/investment amount requested

e Why you need the funds

e How do you plan to repay the funds

e Whatis the total amount required to start the project
and from which source are you obtaining the funds.

e How will you be using the funds: equipment, start up
costs, etc.

2) BUSINESS INFORMATION

In this section you want to provide all critical information
about your business. Including:

The Business Name

Ownership and Structure of the Business

History of the Business

The Location and Hours of Business

Taxes and Licensing Requirements

The Products and Services Provided

1. Description: Describe in detail your products or
services. Emphasize any unique features of your product
or service, and highlight any differences between what is
currently on the market and what you will offer.

2. Proprietary Position: Describe any patents, trade
secrets or other proprietary features. Discuss any industry
lead that you might have that would enable you to achieve a
favored position above others in your industry.
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3. Future Products or Services: List all future prod-
ucts and Services that Show progression in the business.

4. Features Describe any features of your product
or service that give it a competitive advantage or are
unique.

5. Pricing: What are the pricing, fees, legal structure
of your product or service? Pricing is one of the more im-
portant decisions you will have to make. Are your prices in
line with your image? Do your prices cover costs and leave
a margin for profit?

6. [nventory: Will you keep inventory on hand, what
amount of inventory do you need, etc.

3) MARKET RESEARCH

No matter how good your product or service, your business
can not succeed without effective marketing. Itis very dan-
gerous to assume that you already know about your in-
tended market. You need to do market research to make
sure you're on track. Use this section to learn information
about the industry, your competitors and your customers.
Use the business planning process as your opportunity to
uncover data and to question your marketing efforts. Your
time will be well spent.

There are two kinds of market research: primary and secon-
dary.

Secondary research uses published information such as in-
dustry profiles, frade journals, newspapers, magazines, cen-
sus data, and demographic profiles. The information is
available at a public library, industry associations, chambers
of commerce, vendors who sell to your industry, and govern-
ment agencies like the Small Business Development Center
or the Small Business Administration.
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Primary research means you gather your own data. For
example, you could do your own fraffic count at a pro-
posed location, use the yellow pages to identify competi-
tors, and use a survey or focus group to lean about cus-
tomer preferences.

In your plan, be as specific as possible, give statistics,
numbers, and sources. The marketing research will be the
basis for sales and financial projections created later on in
the planning process.

A._ Customers

Discuss who your target customers are for the product or
service. Classify potential customers into identifiable char-
acteristics. For example, an automotive part might be sold
to automotive manufacturers or to parts distributors supply-
ing the replacement market. Demographically describe
your target consumer.

Start with a geographical area, determine the number of
households in the zip codes of your area, determine the
number of those target customers within your geographic
location.

Find out what your customers want. Conduct interviews or
surveys. Who and where are the major purchasers for the
product or service? What is the basis for their purchase
decision: price, quality, service, personal contacts, political
pressures or some combination of these factors?

If you have an existing business, list your current principal
customers and discuss the trend in your sales to them.

B. Competition
This will be an in-depth examination of those businesses
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with which you will be in direct or indirect competition. Make
a realistic assessment of the strengths and weaknesses of
competitive products and services. Who are your competi-
tors? Name? Products/Service features? Consider factors
such as price, service, location, and marketing program.
How competitive is the market? High, Medium, or Low? Are
there a lot of companies doing the same thing as you or are
you the only one? Is there a market gap? Is there room for
another business within the competition?

C. Industry Analysis

This section should cover current industry conditions, indus-
try leaders and the trends of the leaders, and research and
technology. In the research and technology section, include
what has changed in terms of technology that affects the
industry. Start from the national economic outlook, move to
the regional economic outlook and then to your specific in-
dustry outlook.

D. Ongoing Market Evaluation

Explain how you will evaluate your target markets to assess
customer needs; to guide product/service improvement and
new product/service programs; and to guide product/service

ricing.
pricing Review Marketing Strategies Booklet for help

with Market Research and Marketing Ideas

4) MARKETING AND PROMOTION STRATEGY

The marketing plan describes how you will reach your sales
numbers. It should detail the overall marketing strategy,
sales and service policies, pricing, distribution and advertis-
ing strategies that will be used to reach the sales projec-
tions. It should describe specifically what is to be done, how
it will be done, and who will do it.

A Overall Marketing Strategy
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Describe the general marketing strategy. It should include

a discussion of: What kinds of customer groups will be tar-
geted initially? What features of the product or service will
be emphasized to generate sales— e.g., quality, price, deliv-
ery, warranty? Indicate whether the product or service will
be introduced nationally or on a regional level. Discuss any
seasonal trends and what can be done to promote sales out
of season.

B. Product Features and Benefits

Identify what the features and benefits are of your products
or services. For example, “our clinic is open seven days a
week, twenty four hours per day, this provides our custom-
ers with convenience whenever they have a medial issue.”

C. Pricing Strateqy

List the prices you expect to charge for your product or ser-
vice. Include a sample menu, price list, or other means of
showing how you plan to price products. Vhat pricing strat-
egy will you use:

e Cost Plus Pricing: Variable + Fixed + Profits
e Suggested Retail Pricing: Set by the manufacturer

e Market Value Pricing: Above or below or at the competi-
tion

D._Sales Distribution

Describe the methods that will be used to make sales and to
distribute the product or service. Will the company use its
own sales force; sales representatives; or distributors.

E. Estimated Sales

Based upon your assessment of the advantages of your
product or service; the market size and trends; customers;
the competition and their products, and the sales trends in
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prior years; project your sales for each of the next five years.
The growth of the company's sales should be related to the
growth of its industry, the customers and the strengths and
weaknesses of competitors.

F. Service and Warranty Policies

If your company will offer a product that will require service
and warranties. Describe the kind and term of any warran-
ties to be offered. Indicate whether service will be a profit-

able or breakeven operation.

G. Advertising and Promotion

Describe the approaches the company will use to bring its
product to the attention of prospective purchasers. Wil you
use the newspaper, radio, yellow pages, billboard, maga-
zine, or a website.

5) DAILY OPERATIONS PLAN

A service business may need to focus on finding an appro-
priate location, minimizing overhead, leasing or buying the
required equipment, and obtaining highly skilled or trained
labor force. A retail business will need to discuss location,
rent versus buy, remodeling, store layout, purchasing, and
inventory control techniques. The guidelines given below are
general enough to cover all businesses

A. Location

Describe the planned location of the business and discuss
any advantages or disadvantages of the site. Describe
whether you are leasing or purchasing the site.

B. Strategy and Plans
Discuss the inventory required at various sales levels. Dis-
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cuss how you will organize and operate your purchasing
function to insure inventories are on hand for sale. Who is
your primary supplier, who will make purchases, where will
you store inventory supplies.

C. Client Acquisition & Tracking Process

What is the typical transaction between your business and a
customer. Provide a sample timeline for the completion of a
job, including billing and collections. How will you track cus-
tomers?

6) MANAGEMENT & EMPLOYEE PLAN

The management team is the key to turning a good idea into
a successful business. Bankers and investors look for a
committed management team with a balance of technical,
managerial and business skills and experience in doing
what is proposed.

A. Organization

Present the key management roles in the company and the
individual who will fill each position. If the company is estab-
lished and of sufficient size an organization chart can be at-
tached as an exhibit.

B. Key Management Personnel

Describe the exact duties and responsibilities of each of the
key members of the team. A resume for each key manage-
ment member should be attached to the business plan.
These resumes should stress training, experience and ac-
complishments of each person in performing functions simi-
lar to that person's role in this business.

C. Management Compensation

State the salary that is to be paid to each key person.
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D. Personnel and Labor Force

Exclusive of management functions, does the local labor
force have the necessary skills in sufficient quantity and
quality to supply the services of your company. If the skills of
the labor force are inadequate to the needs of the company,
describe the kinds of training that your will use to upgrade
their skills. How will you minimize employee turn over? Put
your personnel in the organizational chart and describe the
pay rates and benefits paid to each type of employee. How
will you recruit employees, how will you train them, how will
you evaluate their performance, how will you set compensa-
tion levels?

E. Supporting Professional Services

State the legal, accounting, advertising and banking organi-
zations that you have selected. Capable, reputable and
well-known supporting service organizations that provide
significant direct, professional assistance and can also add
to the credibility of your plans.

7) FINANCIAL PLAN

The financial plan is basic to the evaluation of a business
opportunity and should represent the entrepreneur's best
estimates of future operations. Because of the importance
of financial projections as an indication of the potential feasi-
bility of a new business, it is extremely important that any
assumptions made in its preparation be fully explained and
documented. You will want to first complete an entire finan-
cial analysis before completing this section. The Small Busi-
ness Development Center has a financial spreadsheet pro-
gram to assist you with the completion of the financial pro-
jection. The spreadsheet creation is based on your data but
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itis compiled using an Excel spreadsheet that contains all
the following components.

The five year financial spreadsheet projections contains
the following:

a. Balance Sheet

b. Income Statement

c. Cash flow Projections

d. Breakeven Analysis

e. Ratios

f. RMA analysis

g. Assumptions

h.  Loan information and amortization

In the case of an existing business seeking expansion capi-
tal, balance sheets and income statements for the current
and at least two prior years should be presented as well.
The SBDC can create an historical spreadsheet and projec-
tion, as well. Examples of financial projections have been
provided in the appendix.

You will need to describe your start up capital summary.
Discuss your break-even analysis: when will sales match
costs. Consider an exit strategy for investors for a possible
buy-out efc..

8) RISK MANAGEMENT PLAN

Discuss the areas of risk to your company and how you plan
to minimize risk. Financial risk should be discussed in the
financial plan.
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Production/Service Risk: This is the variability in the out-
come of expected sales. Perhaps you nheed to diversify ser-
vice or product offerings to minimize the risk of putting all
sales in one line.

Marketing Risk: If the market that you serve changes, you
must be prepared to meet those changes. Changes can be
price fluctuations, hew competitors, new product substitutes.
How will you address these risks.

Legal Risk: Identify your key professional team. Attorneys,
accountants, business advisors. Discuss your licensing re-
quirements, insurance requirements, compliance with stat-
ues and your legal structure.

Human Resources Risk: Employee safety, hiring and fir-
ing practices, regular meetings and employee policies.

Financial Analysis Information

Provide initial start up costs and income and expense esti-
mates in order to complete the financial analysis section.

Fill-in-the-Blanks Plan

The following plan is designed for most businesses to fill in
the blanks. The plan is available as a template on the
SBDC website, http://www.npcsbdc.com. The plan is meant
to help you cover the areas that are most important to the
finance community. Please read the pages 9-12 to form the
business plan to your specific business and industry.
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1. Executive Summary

A. Business Description

(Business name) is a hew (or existing) business located in
(or where it be located). The business is structured as a
(sole proprietorship, LLC, Corporation). (Business hame)
will be a located at (address). (Business name) will (lease
or purchase) ( list building size and use). A schematic of
the floor plan and is attached in the appendices. The busi-
ness specializes in (list product or service).

B. Target Market

We will be selling primarily to (private sector, wholesalers,
retailers, government, etc). We will be targeting customers
by (services/product line, geographic area, industry, sales).

C. Management
Experience -- how many years have you been in business?
Talent - how much management experience do you have?

(Owner's name) is the owner of the firm. (Owner’'s name)
has a background in (give experience information).
(Owner) has (number of years) working at (list previous job
that relates to the business you are opening).

(List similar information for all management)
D. Industry Status

The current status of the industry is (growth, decline or sta-
ble). The business owners forsee the following changes in
the industry (list changing market trends, demographics).
The company will take advantage of the industry changes by
(list strategies you will use to penetrate the market).

E. Competitive Advantage/Concept
We have identified the following tactics to gain market
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share. (Example: We will gain market share by (delivering
great customer service). We will do this differently than ex-
isting competitors by providing (evening and weekend
hours, free pick up and delivery and gifts with purchase).

F. Mission Statement (Look at previous examples)
Our mission is to (put here).

G. Financial Outlook

(List profits for the first five years, refer to attached projec-
tion). The before tax profit for the first five years is as fol-
lows:

H. Specific request of the plan is to solicit funds in the
amount of (list | dollar amount from lender/investor)

Loan Amount $
Purpose (need):
Repayment source:

Sources of funds:
Equity by owner/investors
Loan Secured by
TOTAL SOURCES $

2R3

Uses of funds:
Purchase Land
Construction Costs
Fixtures, Furnishings & Eq
Startup Expenses
TOTAL USES $

H N OB

Collateral -- what is the loan to collateral value?

Capacity -- is there adequate debt service coverage?
Bankruptey Risk -- what is the debt to your tangible net worth?
Liquidity -- what are cash and receivables compared to payables?
Character - what are the FICO scores of principals?
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(How will the funds be repaid?) We will repay the funds
through company cash flow. We will provide (name assets)
as collateral against borrowing these funds.

2. Business Information

A. Name

The business will be known as (put name of business). The
name (will be or is) protected by filing with the Secretary of
State and the (list County) County Recorder. The business
will operate as a (sole proprietorship, parthership, corpora-
tion, LLC).

B. History

The business is an (existing) business and has been in op-
eration for (X years). The company was previously owned
by (name of seller) for the past (X years owned.) Historical
financial information is provided in the financial section.

C. Location

The proposed business will be located at (list location). The
location is zoned ( list current zoning). (Business hame)
intends to (lease or purchase) the property. The cost of the
(lease or purchase) is (list cost here).

D. Hours
The business hours will be from (List hours and days here).
The business will be closed (nights, weekends, holidays).

E. Requirements
{Name of your business) will be required to obtain the fol-
lowing tax, license and registrations:

e (Local ) Business License
« (State License if applicable)
o Federal Employee Identification Number
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« State Sales Tax Number ( TPT)

« Unemployment and Worker's Compensation Insurance
« Business Liability Insurance

« Sales Tax Exemption Certificate for Wholesaling

Any other permits required will be obtained.

F. Purpose
The purpose of this business is to provide (list what you are pro-
viding).

G. Products
1) Description
We will offer the following products, services and amenities:
a.
b.
G
2) Proprietary Position [brands, trademarks, unique features]

3) Future Products and Services [if appropriate, showing pro-
gression of business]
a.

H. Inventory

We will keep ($ amount) of inventory on hand. Our inventory will
turn (# times per year) and this is comparable to industry stan-
dards.

3. Market Research
A._ Customers

1. We will be selling primarily to (private sector, wholesalers,
retailers, government). (If you are in business list who you are
selling to currently and the trends) The basis of the purchasing
decision is (price, quality, service, personal contacts, political
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pressure, or some combination of these factors)

2. The White Mountain area is rapidly expanding through resi-
dential and commercial development. (Business name) tar-
gets the (List target market) with. Potential exists for (list other
potential targets). Ve will specific target customers by (list
specific target such as income, age, field of employment, etc)

a) Geographic area (list geographic area)

b) Target sales of { listitem you are using to target
customers)

B. Competition

At the present time, there is (list the number of competitors)
that offer direct competition. The marketis (high, medium or
low) in terms of direct competition.

Note: Range 1-5 (5 being highest/best possible score.)
C. Industry Analysis (use research data to complete)

1) Current industry conditions

2) Industry leaders

3) Industry research and technology

4) Marketing Strategy

D.__Ongoing Market Evaluation
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(Business name) will evaluate the target markets to access cus-
tomer need by (surveying customers, collecting data on sales,
watching trends of top selling items, other)

4. Marketing and Promotional Strategies

A. Overall Marketing Strategy

The business will begin by targeting (list target market here).
(Business name) will be promoted in various (national or local)
media. The product or service will be introduced featuring
(quality, price, delivery, warranty). Formal advertising is
planned to begin (give date) before the business is scheduled
to open.

The business is expected to be (seasonal, year round). In the
off season, the business will be promoted by (list what you will
do to bring in customer in an off season, if applicable).

B. Product Features

Our products/services fill an unmet need in the marketplace.
We will emphasize the following features and benefits of our
products to gain a competitive advantage in our market. (List
the features and benefits of your product or service that will
give you a competitive advantage. List what makes your prod-
uct/service unique.)

C. Pricing Strategy

The (following or attached) price list will be used for our prod-
ucts or services.

a) We will use ( see below for choices) pricing structure
« Markup on cost ( list % mark up)
« Suggested retail price
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C—— |——
« Competitive
* Below Competition

b) Our pricing will be consistent with our business image of ( low
cost, high quality, best service)

¢) Our prices will cover our operating costs and leave a margin of (
list net profit)

D. Sales Distribution
(Business name) will use its( own sales force; sales representa-
tives; or distributors) to make sales and distribute products.

E. Estimated Sales

Based upon our assessment of the advantages of our product or
service; the market size and trends; customers; the competition
and their products, we made the following sales projection for the
next five years list years and sales amount)

O WN

E._Senvice and Warranty Policies
(Business name) will offer a warranty with the following terms:
1)list term of warranty 30 days, | year, efc.)
2)The warranty will ( cost how much or will be include with
the purchase)
3) Service will be (profitable, breakeven).

G. Advertising and Promotion

The primary marketing strategies include:
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© Paid advertising

o Billboards

o Direct marketing
 Classified advertising

o Display advertising

© Yellow page advertising
 Direct Mail

o Client referrals

® Word of mouth

® Web-site

5. Daily Operations Plan

A, Location

Business name) will be a located at (address). (Business hame)
will (lease or purchase) a ( list building size and use). A sche-
matic of the floor plan is attached. The (advantages or disad-
vantages) of the site are (list advantages such as highway front-
age or disadvantages such as tax laws or access to fransporta-
tion, or closeness to competitor).

B. Strategy and Plans

The opening inventory requirement is estimated to be (list dol-
lar amount of inventory). Inventory turns for the industry are (list
RMA turns number).

To ensure inventory is available for sale, the inventory will be
(tracked manually, point of sale, performed monthly, performed
weekly).

C. Client Acquisition and Tracking Process

The typical transaction between (Business Name) and the cus-
tomer is (describe process). A typical timeline of attaining a cus-

Page 35



[image: image19.jpg]Contact us at 928-532-6170
I I

tomer through collection of payment is (describe timeline).
We will track our customers transactions by (describe track-
ing plan).

6. Management and Employee Plan

A. Organization

Organizational Structure [include Organization Chart if
needed]

B. Key Management Personnel
1. The owners of the business are [names & roles]

2. (list name) will be responsible for the overall opera-
tion. (list name) will be responsible for
(administration, recordkeeping) The selection of
employees as well as expenditure of funds will be
jointly managed by (list names).

C. Management Compensation

The following is the salary that will be paid for each key po-
sition:

President/owner — (list dollar amount of salary)

Manager - (list salary)

D. Personnel and Labor Force

The local labor force (does or does not) have the necessary
skills in sufficient quantity and quality to supply the services
of our company.( If the skills of the labor force are inade-
quate to the needs of the company, describe the kinds of
training that your will use to upgrade their skills such as pay-
ing for training, on-the job training). We will minimize em-
ployee turn-over by (describe incentives). Our personnel
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chart is enclosed with pay and benefits for each level of per-
sonnel. We will recruit employees from (describe). We will
provide the following employee fraining (describe).

E._Supporting Professional Services

1. Accountant Name
Address
Attn: Name & Phone

2. Lawyer Name
Address
Attn: Name & Phone

3. Banker Name
Address
Attn: Name & Phone

4. General Assistance:
Northland Pioneer College
Small Business Development Center
P.O. Box 610, Holbrook, AZ 86025
Attn: Name & Phone

7. Financial Analysis and Assumptions

The five year financial spreadsheet projections containing
the following information are attached. The assumptions are
based on [describe overall basis of projections, based on
owners estimates, using historical as basis, etc.]

a. Balance Sheet
Income Statement
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&
d.
e
f.

g.
h.

8. Risk Management Plan

Cash flow Projections

Breakeven Analysis

Ratios

RMA analysis

Assumptions

Loan information and amortization

This industry has a risk in production because of (describe) we
plan to prepare for this risk by (insert solution). If our market
changes we plan to combat this risk by (insert solution). To
prepare for legal risks we have hired (attorney, accountant,
advisors, etc.) We have taken on the following insurance poli-
cies from (insurance company and type of policy). To prevent
human resource risks we have completed an employee policy
manual, and have established hiring and firing procedures,
and we will conduct routine evaluation meetings.

Insert licensing and insurance requirements:

9. Supporting Documents are Attached

PERSONAL FINANCIAL STATEMENT
TRAFFIC STUDIES

RESUME OF THE PRINCIPALS
VISITATION STATISTICS

FRANCHISE APPLICATION

COST ESTIMATES

PROJECT ELEVATIONS & DRAWINGS
FRANCHISE AGREEMENT

FIXTURES, FURNITURE & EQUIPMENT ESTIMATES
SITE MAP

ARIZONA MAPS
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Startup Projection
Instructions for filing out this spreadsheet

This spreadsheet is for start-up businesses to use for initial projec-
tions. The input requires you to input your startup balance sheet and
income statements, and output includes five years of projections,
including balance sheet, cash flow statement, income statement,
breakeven analysis, and ratio analysis. The format allows monthly
input for year one, quarterly for years two and three, and annually for
years four and five. You will move left to right in entering data on the
sheets.

Before you get started, your computer may require some modifica-
tions. With Excel 97 you need to invoke an advanced feature, called
ValuePak. Begin by going to Tools, selecting Add-Ins, and then
Analysis Tool Pak. This should be all that is required to get your ad-
vanced formulas (dates, etc.) to work. Also, the program utilizes
some Macros, and you will get a warhing when you firstload it. Sim-
ply select 'Invoke Macros' and proceed. You can be assured that we
have notincluded virus or other harmful things for your computer.

Start by entering your beginning balance sheet information. Fields
shown in blue are data entry fields. Do not make changes to fields
shown in black, as these have formulas which when altered may af-
fect the integrity of the data. The program will automatically balance
your balance sheet, but you can make

adjustments as required. On the bottom of the adjustments to the
following balance sheet. For example, loan proceeds would require
the loan be shown on the next balance sheet, in order for your bal-
ance sheet to balance properly.

The breakeven analysis shown next does not require input, unless
the shown fixed costs are not correct. You can manually make
changes to the costs, which will change the breakeven as indicated.
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The 1st Year Balance Sheetis next. The Excess Cash figure on
the balance sheet indicates an "out of balance" situation. If the
excess cash is a sizeable figure,

you must find where the input may require fixing. The most typical
place to find "excess" is in adjustments made to the cash flow
sheet proceeding.

On the beginning balance sheet spreadsheet enter the number
years for depreciation for fixed assets. You may have to average
for all asset categories. By entering the case name and starting
date on the B Balance Sheet it should automatically update the
rest of the pages.

If you will have a term loan you can enter the key information on
the Loan Data sheet which is next. You will receive an Amortiza-
tion printout on the Pmt Schedule sheet which follows.

Next, enter key income statement data for year one. This allows
you to take seasonality and start-up sales into consideration. Most
data entries for expenses will automatically be shown for all
months to the right. Merely enter data over these fields to correct.
Enter cost of sales percentage, marketing, and tax percentage ad-
justments on the bottom of the page.

The cash flow statement which follows allows you to make adjust-
ing entries for inventory increases, loan proceeds, fixed asset in-
creases, owners draws, etc. Draws will automatically deduct from
net worth, while other adjustments such as inventory increases will
automatically make changes to inventory on the next

balance sheet. Capital expenditures shown must be manually
added to the next balance sheet in order to balance. Accounts
Receivable can be provided by input at the bottom of the cash flow
page, with an input for percentage (100% would indicate all of a
clients sales are on credit) and days turns (30 would indicate that
a client collects their receivables in 30 days). Other variables,
such as interest income, loan proceeds and other cash receipts,
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will normally require The cash flow statement which follows allows you
to make adjusting entries for inventory increases, loan proceeds, fixed
asset increases, owners draws, etc. Draws will automatically deduct
from net worth, while other adjustments such as inventory increases
will automatically make changes to inventory on the next balance
sheet. Capital expenditures shown must be manually added to the
next balance sheet in order to balance. Accounts Receivable can be
provided by input at the bottom of the cash flow page, with an input for
percentage (100% would indicate all of a clients sales are on credit)
and days turns (30 would indicate that a client collects their receiv-
ables in 30 days). Other variables, such as interest income, loan pro-
ceeds and other cash receipts, will normally require manual entry and
updating.

Input for years two through five in the sheets which follow. Years two
and three will require quarterly input of sales and other variables.
Typically, the projection can be updated easily using percentage vari-
ables shown at the bottom of the income statement. Increase sales by
a given percent, along with cost increases. Loans shown during year
one should not require any further input, and will show loan payments
and depreciation of fixed assets over time. The cash flow statements
will normally require input of owners draws, inventory increases, capi-
tal expenditures, and the like.

The RMA Analysis section requires you input (in Blue) the standards
for the industry, provided by Robert Morris Associates. Once you input
the specific variables, the program compares your figures to the indus-
try and shows a ‘common size' comparison, which uses a percentage
of the standard above or below.

Any page can be printed out individually, but the most typical projec-
tion will involve printing the consolidated reports shown at the end of
the workbook, including balance sheet, cash flow, income statement,
ratios, breakeven analysis, and assumptions. For cases with a loan, a
printout of the Pmt Schedule is also indicated.

Finally, before finishing, remember to save your file with a unique
name.
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The workbook you are using is a template, and should not
be saved with changes, unless you intend on making them
permanent. Happy projecting!
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Sample Company
Balance Sheet
For Periods Ending

ASSETS

Current Assets
Cash
Inventary
Accts Rec
Excess Cash
Office Sup
PrepaidsiDep

Total Current

Land
Buildings
Equipment
Other Assets
Accum Dep

Total Net Fixed Assets

Total Assets

LIABILITIES
Current Liabilties
CPLTD
Acct Pay
Accrued
Taxes Pay
Oth Expense
Total Current Liab
Lang Term Liakilities
Term Debt
Other .

Total Long Term

Total Liahilities

OWNERS EQUITY
Comman Stock
Retained

Total Owners Equity

Total Liab & Eq

04/30/197
1,000 2000
10,000 10,000
3,000 3000

500 500
500 500
15,000 16,000
10,000 10,000
80,000 80,000
275000 275000
(225000) (250,000
140,000 115,000
155,000 131000
5000 5000
1,000 2000
1,000 1,000
1,000 1,000
1,000 1,000
9,000 10,000
20000 15,000
20000 15,000
28,000 25,000
20000 20000
106,000 86,000
126000 106000
155,000 131000

04/30/98  04/30/99

3,000
10,000
1,000

500
500
15,000
10,000
90,000
375,000

(250,000
225,000
240,000

5,000
2,000
1,000
1,000
1,000
10,000

10,000

10,000
20,000

20,000
200,000
220,000
240,000

9,000
12,000
3,000

500
500
25,000
10,000
110,000
350,000

(275,000)
185,000
220,000

5,000
12,000
1,000
1,000
1,000
20,000

5,000

5,000
25,000

20,000
175,000
195,000
220,000
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Sample Company

Income Statement
For Periods Ending

Gross Sales
Less: Ret & Allow
Net Sales
Cost of Goods
GROSS PROFIT

G & A Expenses
Salary Expense
Rent

Payroll taxes
Travel & Enter.
Prof. & Acctg.
Depreciation Exp.
Insurance Exp.
Interest

Rep & Maint.
Util. & Phone
Office Supplies
Property taxes

Marketing
Other Expense

Total G&A Exp.
Net Income

Income Taxes
Net Income AT

04/30/97

250,000

250,000
100,000
150,000

25,000
12,000
3,000
1,000
1,000
2,000
2,000
1,000
4,000
2,500
500

2,000

56,000

94,000
30,000
64,000

I
04/30/98 04/30/99
300,000 350,000
300,000 350,000
100,000 125,000
200,000 225,000
30,000 35,000
12,000 1,200
3,000 3,000
1,000 1,500
1,000 1,500
2,000 3,000
2,000 2,000
1,000 1,000
1,000 3,000
4,000 5,000
500 1,000
2,000 3,000
59,500 60,200
140,500 164,800
20,000 35,000
120,500 129,800
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Sample Company
Cash Flow Statement
For Periods Ending

04/30/97
Cash Receipts
Sales 250,000
A/P Increases 1,000
AR Decreases 500

Total Cash Sales 252,000

Financing Income

Interest Income 500
Loan Proceeds 500
Other 500

Tot. Cash Receipt 253,500

Cash Outflows

Cost of Goods 100,000
Oper. Expenses 25,000
Income taxes 30,000
Salary expenses 28,000
Princ. Loan pmts 500
Interest Loan pmts 1,000
Capital Increase 500
Inventory Increase 200
Owners Draw 500

Total Cash Outflows 185,700

Net Cash Flow 67,800
Opening Cash Bal 1,000
Cash Receipts 253,500
Cash Outflows 185,700
Ending Cash Bal 68,800

L]
04/30/98 04/30/99
300,000 350,000
500 500
500 500
301,500 350,000
500 500
500 500
500 500
303,000 351,500
100,000 125,000
23,500 18,200
20,000 35,000
33,000 38,000
5,000 5,000
1,000 1,000
1,000 1,000
5,000 2,000
1,000 1,000
189,500 226,200
113,500 125,300
2,000 3,000
303,000 351,500
189,500 226,200
115,500 128,300
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Cash Flow Statement
For Year Ending

Cash Receipts
Sales
AR Sales
AR Collections0 0
Total Cash Sales 3465

Financing Income
Interest Income 0
Loan Proceeds 0
Other

Tot. Cash Receipt 3465

Cash Outflows
Cost of Goods

Oper. Expenses 1
Salary expenses 554
Income taxes

Princ. Loan pmts 257
Interest Loan pmts 171
Capital Increase
Invertory Inc(Dec) 0
Owners Draw

TOTAL CASH

NET CASH FLOW -284

Opening Cash Bal 2000
Cash Receipts
Cash Outflows
Ending Cash Bal. 1716
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Feb-99Mar-99Apr-99
3465 3465 3465
0 0 0
0 0 0
3465 3465 3465
0 0 0
0 0 0
0 0 0
3465 3465 3465
1750 1750 1750
1105 1105 1105
554 554 554
-87 -86 -86
259 261 263
169 166 164
0 0 0
0 0 0
0 0 0
3749 3750 3751
-285 -286 -286
1716 1430 1145
3465 3465 3465
3749 3750 3751
1430 1145 858

May-99 Jun-99

3465
0
0
3465

0
0

0
3465

1750
1105
554

265
162

0
3751
-287

858
3465
3751
571

3465
0
0
3465

0
3465

1750
1105
554

268
160

0
3752
-288

571
3465
3752
283

Jul-99
3465

3465

0
3465

1750
1105
554

270
157

0
3753
-288
283

3465
3753

Aug-99
3465

3465

0
3465

1750
1105
554

272
155

0
3753
-289

3465
3753
-204
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e
Sep-99 Oct-99 Nov-99 Dec-99
3465 3465 3465 3465
0 0 0 0
0 0 0 0
3465 3465 3465 3465
0 0 0 0
0 0 0 0
0 0 0 0
3465 3465 3465 3465
1750 1750 1750 1750
1105 1105 1105 1105
554 554 554 554
-82 -82 -81 -80
275 277 279 282
153 150 148 146
0 0 0 0
0 0 0 0
0 0 0 0
3754 3155 3756 3756
-290 =209 -291 -310
-204 -584 -875 -1166
3465 3465 3465 3465
3754 3755 3756 3756
-584 -875 -1166 -1476

Jan-00

1/31/00

|
1/31/01  1/31/02  1/31/03
45736 50312 55343
0 0 0

0 0

50312 55343 60877
0 0 0

0 0 0

0 0 0
50312 55343 60877
23100 25412 27951
14106 15144 16006
7328 7694 8078
-630 -258 254
3959 4384 4855
1187 745 274

0 0 0

0 0 0

0 0 0
48681 52772 57034
-2460 -1691 -879
-4421 -6881 -8572
45736 50312 55343
48681 52772 57034
-6881 -8572 -9451

1/31/04

60877
0

30746
17000

804
0
61757

60877
61757
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Sample Company

Assumptions to Projections Sample Company

Financial Ratios
For Year Ending

Depreciable years for Fixed Assets 5 2/1/99  1/31/00 1/31/01 1/31/02 1/31/03 1/31/04

Loan Amount 20000

Interest Rate Assumption 10.25% LIQUIDITY

Amortization in Years 5

Payment (Principal & Interest) $427.41 Current Ratio 720 553 425 328 242 #DIVIO!

Acid Test Ratio 062 -041 -1.12 -1.57 -1.64 #DIV/O!

Year1 Year2 Year3 Year4 Year5 AR Turnover days 0 0 0 0 0

Gross Revenues $42,000 46200 50820 55902 61492 Inventory days 348 316 287 261 237

Revenues Percent Increase 10% 10% 10% 10% 10% AP turnover days 0 0 0 0 0

General Expense Increase 5% 5% 5% 5% 5%

COGS Percent 50% 50% 50% 50% 50%

Marketing Expense Percent 7.0% 70% 7.0% 7.0% 7.0% SOLVENCY

Total Payroll Tax Percent 10.75% 10.75% 10.75% 10.75% 10.75%

Returns & Allowance Percent 1.0% 1.0% 1.0% 1.0% 1.0% Debt to Worth 1.067 1.023 0.884 0645 0325 0.000

Income Tax Percent 30% 30% 30% 30% 30% Debt to Assets 0516 0.506 0.469 0.392 0.245 0.000

AJR Turnover Days 0 o] 0 0 0

AJR Turnover Percentage 0% 0% 0% 0% 0%

PROFITABILITY

Return on Equity -0.204 -0.141 -0.060 0.057 0.159
Return on Assets -0.101 -0.075 -0.036 0.043 0.159
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Balance Sheet

For Year Ending
2/1/99
ASSETS
Current Assets
Cash 2000
Inventory 20000
AR 0
ExCash

Office Supplies 500
Prepaid / Dep 750
Total Current Assets 23250

Land 5000
Buildings 5000
Equipment 500

Other Fixed 5000

Accum Depr O
Total Net Fixed Assets 15500

Total Assets 38750
LIABILITIES
Current Liabilities

CPLTD 3228

Trade Payable 0O
Accrued Salary 0
Taxes Payable O
Other 0
Total Current Liabil 3228

Long Term Liabilities
Term Debt LTP 16772
Other 0
Total Long Term Liab 16772

Total Liabilities 20000
OWNERS EQUITY

Capital 18750

Total Owners Equity 18750

Total Liabilities and Eq 38750

1/31/00 1/31/01 1/31/02 1/31/03 1/31/04

-1476
20000

500
750
19774

5000
5000
500
5000
-2100
13400
33174

13198

13198
16772

16402
16402
33174

-4421
20000

500
750
16831

5000
5000
500
5000
-4200
11300
28131

9239

9239
13198

14933
14933
28131

-6881 -8572
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sample Company
RMA Analysis
For Year Ending

RMA
Std. Ind..
LiQuIDITY
Current Ratio 1.20
Acid Test Ratio  0.80

A/R Turnover 30
Inventory days 45
AJ/P turnover 30

SOLVENCY
DebttoWorth  1.200
Debtto Assets  1.800

PROFITABILITY

Return on Equity 0.12
Return on Assets 0.06

1/31/00

461%
-52%
0%
772%
0%

85%
28%

-170%
-169%

1/31/01 1/31/02 1/31/03 1/31/04

Common Size (%)

354%
-1.40
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702%
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26%
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0%
638%
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-50%
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27%
14%

47%
1%

#DIVA!
#DIVA!
0%
528%
0%

0%
0%

133%
266%
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Secretary of State

WWW.azs0s.gov

For businesses that wish to register their business name
State Capitol, West Wing

1700 W. Washington

Phoenix, AZ 85007

602-542-4285

U.S. Small Business Administration
http://www.sba.gov/starting_business/planning/usingplan.html
Northern Market

Gail Hanson

928-380-0689

BPlans
http://www .bplans.com/

vFinance, Inc.
http://www .vfinance.com/home.asp?
bps=1&ToolPage=bps_main.asp

Business Owner’s Toolkit
http://www toolkit.cch.com/tools/buspln_m.asp

Plan Ware
http://www planware.org/

BizPlanit
http://www bizplanit.comAvplan.html

NORTHLAND PIONEER COLLEGE ~ SMALL BUSINESS DEVELOPMENT CENTER

The Northland Pioneer College Small Business
Development Center works in partnership with small busi-
nesses and entrepreneurs o maximize their success.

When small business owners succeed,
we all succeed.

Our Goals for Economic Development for Clients:

When surveyed a client will respond:
e Yes, | am salisfied with the service

e Yes, the service has had a positive impact on my busi-
ness

e Yes, | would recommend the service to others

Your progress in the following areas is progress we want
for the entire region:

e [Increased jobs or saved jobs
o Increased revenue and tax base
e New loans, lines of credit or debt capital

e New investment capital
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