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So you want to open your own business? Good! But thereisalot of work to be done
before you are ready to open your doors.

One of the most important things you can do to for your businessisto develop a
businessplan. It becomesthefinancial proposal you will need to obtain financing for
your business; particularly if your intent isto apply for a small businessloan. But even
morethanthat, it helpsplan for your business success. Thinking through every aspect of the
business, in advance, allowsyouto side step many costly mistakesand avoid unnecessary debt.
Planning provesthat you have doneyour research and that you arewell prepared for your
business venture. We sincerely congratulate you on your decision to take thetimefor this
most import step. 1t will bewell worth the effort.

Thisworkbook isdesigned to walk you through every aspect of your businessplan's
development. It will ask questionsand point out certain aspectsthat you must consider in
developing your businessand it will giveyou instructionsfor itsdevelopment. Asyou go
through each section of this book, you should begin to complete your business plan outline.
When you finish, you will have adraft business plan. Study it, refineit, and perfectit. Itis
your blueprint for success!

AND REMEMBER! You cancal onusat any timefor assistance:

0SBDG/SCORE - (580) 213-3197
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Why do | have go to all this trouble?

Therearefivereasonsit will beworth your
time and effort to do abusiness plan:

1) Lack of planning is the number one reason for
small business failure.

2) The thinking involved will force you to take a look at
your whole business rather than any one aspect of it.

3) The completed business plan serves as a feasibility
study that helps evaluate your idea.

4) A business plan is a valuable tool in managing any
type of business.

5) The plan will help you communicate your ideas to
those outside of the business which includes serving
as a financial proposal for funding the business.

Can't | hire someone to do this for me?

Thisisgoing to beyour business. You should do theinitial work. I f abusinessplan
iIstobeuseful, it must reflect your ideasand efforts; not those of an outsider. Even a
professionally prepared business planwon't do any good if you don't understand it insideand
out. That level of understanding only comesfrom being involved initsdevel opment from the

very beginning.
If you feel that you need outside assistance, use that help to review your completed

work and to make suggestionsfor your plan'simprovement or to " polish" your plan onceyou
haveit drafted. But you must maketheinitial attempt at devel oping your own businessplan.

Why is planning so important?

Theimportance of planning can not be overstated. By objectively looking at your
businessyou can:

- |dentify areas of strength and of weakness;

- Pinpoint needs that you might otherwise accidently overlook;

- Spot opportunities early on and begin plans to best achieve your business goals;

- See problems before they grow and identify their source, as well as suggest ways of solving or avoiding them.

What role does planning really play in managing a business?

Thenumber onereason for failures among small businessesislack of planning.
Wesaid it once and wewill keep on saying it until it sinksin. It smply cannot be emphasized
enough! Remember, businessesare constantly invol ved in making decisionsand recording
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results. Without a business plan there is no method to eval uate those results. Thusfuture
actionsarenot based on arevised plan but on revised instinct. Oper ating without a plan
often meansthat you end up managing by reacting to eventsrather than by anticipating
and planning for them. Operating with aplan providesyou with a continuous processof :

- Visualization which lets you put your thoughts into writing, via your business plan;
Decision Making based upon your developed plan;
- Evaluation, comparing the results to the written plan; and a
- Checks and Balances, based on the usefulness of the plan; that allow you to modify it as needed.

Therearetwo major reasonsfor writing abusiness plan:

1. The most common reason is to provide a lender with detailed information on all aspects of the business.
The plan gives a lender or investor insight into the ways in which the business will be conducted. It details how the
desired investment or loan will further the business's goals. It explains how the loan will improve the worth of the
business and enables the loan to be repaid in a timely fashion. It details how the money will be used and it backs
up figures with solid information.

2. The most important reason is to develop a working guide to be used throughout the life of the business.
The business plan is, in essence, the blueprint for the business. As such, it can serve as a means of keeping the
business on track. Therefore, to be useful, the plan must be kept up-to-date.

What's the bottom line for meif | do the plan?

Statisticsindicate that failure rates among businesses with a business plan are
significantly lower than among those businesses without a plan. A business plan can help
you avoid aventurethat isdoomed to failure. Or if your proposed ventureismarginal at best,
the plan may show you why and help avoid businessfailure. Itiscertainly cheaper not to begin
anill-fated businessthantolearn by experiencewhat abusinessplan would havetaught you if
you had spent afew hoursin devel oping one.

How often do | have to do this?

A business plan should be revised as needed but, at aminimum, at |east onceayear.
Planning isacontinuous process. You will be surprised how much easier the planisafter the
first timeand, after arevision or two, just how much you know about your business.

Where do | begin?

Youjust have! Inthisworkbook you will develop an outline for your business. Just
like there are no shortcuts to establishing a successful business, there are none in thiswork-
book. Takethetimeto completethewholebook. The end result will be amore thorough and
well thought out business plan and amuch higher chance of successfor your business.



STEP 1

The Business Plan
Background

A businessplanisdivided into two major parts:

1) The Business Plan Background, and the
2) Projected Financials.

The Background Section is often the most overlooked part of abusinessplan. Inthissection
you begin to establish the crucial piecesthat together form awritten description of how your
businesswill operate. The Background must includethefollowing information:

An Executive Summary,

Market Identification,

Competition Identification,

Products/Service Description,

Location Analysis,

Pricing Structure,

A Marketing Strategy,

A List of the Company's Physical Needs,

Financing Requirements, and Repayment Projections.

Each pieceiscrucial. Alone, asingle piece accomplishesnothing. However, when combined
with the other components, together they establish adirection for your businessand giveit
credibility.

Approach each sectionindividually. Answer each question - - and include each piece of
information requested - - adding any additional information you feel isneeded. Takeaslittle,
or as much time as needed to compl ete each section thoroughly. The draft should contain
everything required to paint aclear, yet concise, picture of your business operation. Do not
worry about repetition. Editing can be done oncethe draft iscompleted and theentireplanis
woventogether.

If, at any point you have questions, contact your local OSBDC/SCORE office, (580)
213-3197.



E)(EGIITIVE SUMMARY

Thissectionis particularly critical if you are going
to useyour business plan asafinancial proposal; whether
it befor the bank, the SBA, or potential investors. Itisthis
section that will set the tonefor the overall plan and either
encourage, or discourage, further reading. Therefore, it
must bethemost car efully crafted, thorough, and yet
concise piece of the overall plan.

The purpose of this section isto summarize what
your businessisall about. It should describe the business
ingeneral terms. You will be more specificintheindividual
sectionsthat follow. Explainyour business by answering thefollowing:

1) Its type of industry (service, retail, wholesale, manufacturing, transportation, construction, etc.);
2) lts legal entity (sole proprietorship, partnership, corporation, limited liability company, or limited liability partnership);
3) The status of the business (whether it is in start-up, expansion mode, a going concern, etc.);

)
4) Who will run the business (owners, managers, etc.; identified by name);

) How the business will be run (days and hours of operation; holidays observed; up and down times, etc.);
)

)

)

Its chosen markets or customer base;
Who the competition is;
The products and/or services offered;
) The chosen location
10) Marketing strategies;
11) The physical needs of the business (land, building, equipment, vehicles, inventory, operating capital, etc.); and
12) Financial requirements, including a repayment proposal and outlined collateral and equity.
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Overall, this section must convince the reader this business will succeed. For
thisreason, be sureto answer the following questions.

- How is your business "special" or different from the competition?

- What is the size of the customer base your business will service?

- What percentage of the identified market do you believe your company can pull and why?

- What makes you - - the management team (anyone with 20% or more ownership) - - uniquely qualified to
run this business? (Note: In other words, what is your experience in the industry?)

- If you have contracts already pending, what are they and how did you obtain them?

- Who are your vendors and suppliers and what arrangements have you made with them regarding trade credit?
- What are your business days and hours of operation?

- What holidays will the business observe and how will that effect business hours (if at all)?

- Does the business anticipate any peak, slow, or down time and, if so, why and how will you deal with it?

- What are the physical needs of the business?



If you are planning to buy an existing business, there are additional questions
that must be answer ed:

- When and by whom was the business founded?
- Why is the owner selling the business?

- What is the asking price and how did the owner arrive at that purchase price?

- What have been the sales trends for the past three years? (Note: You must include the financial
statements for the business's last three years, including income tax returns if you are applying
for a small business loan.)

- What cycle is the business in (e.g., still growing, leveled off, going downhill, etc.) and why? If the business is
going downhill, how do you plan turn it around? (In other words, how will your management make the
business more profitable?)

- What is being sold as a part of the business (e.g., land, building, equipment, inventory, supplies, accounts
receivable and/or payable, good will, etc.; in general terms)? (Note: You must include an itemized list
with each item's replacement value noted. Once added together, the sum must equal the amount
that the owner is asking.)

- If you are buying a building as part of the business, what is its appraised value? (Note: An informal
appraisal is acceptable at this point. If the loan is approved, the bank will require a formal
appraisal of the collateral.)

- How old are the business assets (e.g., equipment, inventory, etc.) and how much life (in months) do they
have left in them?

- What trade credit agreements are available?
- What is the age of accounts receivable and payable (if being purchased as a part of the sale)?

- If you will be leasing the business space, what will your lease terms be for the first three years (Note: You
must provide at least an informal written agreement of these terms?)

- Does the business currently have, or has it previously had, any legal problems? If so, what are (or were)
they?

Aimfor clarity and ssimplicity inwriting your businessbackground. Keepinmind, as
aruleof thumb, if you can not describe your business clearly and concisely, then you have not
sufficiently thought it through.

Thelast part of this section should explain what you want in terms of the physical needs
of the business. Bevery specific regarding financia requirements. Be sureto outline any time
sensitivity. ( For example, you might need funding by a certain date in order to purchase
inventory at a discounted price or the current owner might have another buyer on the line
and might give you a deadline for your answer regarding the business.) Also explain what
collateral will be offered against the note and what your "owner" equity infusioninto thedeal is.
Also request length of terms (e.g., five years, seven years, tenyears). Your request may not
be possible, but it certainly can not be considered if you do not ask. Finaly, let the lender
know how quickly you can begin to repay the note, with interest.

Onthefollowing pageisan"Example Description of the Business." Read it thoroughly
to get afeeling for how your section should sound once compl eted.
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Note: Thisisafictionalized business description meant to giveyou a"fedl" for how your businesss
description should be written. It isNOT meant as an outline for you to follow. The previous two pages serve that
purpose. Thisdescriptionismerely anarrative example.

SAMPLE - Executive Summary:

XYZ Corporation manufacturers one-of-a-kind electronic and electromechanical com-ponents for the
aerospace industry. Although it isin itsinitial start-up phase, the company has already closed three major
contracts. Additional guaranteed contracts are pending that would bring the secured revenue base to $4
million dollars during its first three years of operation.

Founded, and managed, by two former NASA engineers, XYZ begins with over 40 years of combined
expertise in the aerospace industry. As specialists in the electromechanical field with management experience
and singular expertise in the development of this specialized product line, Mike Renaldi and Doug Phillips were
approached by several companies to begin a manufacturing firm that could manufacture these one-of-a-kind
components to individualized specified requirements. These requests were backed by the above mentioned
guaranteed contracts.

The future of XYZ appears exceptionally bright. With very little current competition locally, the
company quickly received confirmation of three major contracts within less than a month of its incor poration.
Additionally, because of its unusual expertise and flexibility in the field, the company was contacted by several
international firms about potential contractual work in Germany, France, Great Britain, and Japan. Contracts
are now pending with two German firms in the amount of $750,000 for fiscal year 1996 and $1,250,000 for
fiscal year 1997. All of this has occurred without the benefit of formal marketing or advertising. As the com-
pany gears up with a full fledged international marketing campaign through direct mail advertising, it
anticipates securing over ten million dollars in contracts over the next five years.

Competition for XYZ Corporation is limited.Pressure Systems Inc. manufactures one of the same
components as XYZ but is an extremely small company with sufficient contractual work. It is not seeking to
expand its scope or magnitude within the next five years. Centium Systems, which geared up to manufacture
several similar components lost its chief engineer and designer and has been unable to maintain its stronghold
within the industry.

Located in the Aerospace Industrial Park adjacent to NASA in Hampton, Virginia, XYZ Corporation
will operate 24 hours a day, five days a week (Monday through Friday), in three shifts - - 7:00 a.m. to 3:00
p.m.; 3:00 p.m. to 11:00 p.m.; and 11:00 p.m. to 7:00 a.m. Work
within this industry is not particularly seasonal in nature and there are no anticipated down times other than
during economic down turns which are difficult to predict. Both the plant and its main office will be open
January through December, but will observe traditional and federal holidays with reduced shifts. These will
include New Year's Day, Martin Luther King Day, President's Day, Memorial Day, |ndependence Day, Labor
Day, Columbus Day, Veteran's Day, Thanksgiving, and Christmas.

Suppliers have been obtained with generous trade credit established. Suppliers include Canon of
Virginia, New Hampton Inc., Sysco Systems, United Steel, and Gesco.

Since work by XYZ is completed by contract only, payment schedules (net 30 days) are preestablished
allowing the company a clear picture of its monthly cash flow projections. Very little bad debt is anticipated
(which is the norm within the industry.

XYZ Corporation is seeking capital in the amount of $90,000. This money will be used to purchase the
new equipment and inventory necessary to meet current production contracts. Funding is needed by May 1st,
1995, in order to allow sufficient time for the equipment to be delivered and in place by July 1, 1995. Because
there is a standard two month period between order placement and delivery date, this timing is crucial in
allowing the company to meet current contracts.

The equipment inventory purchased through this loan will allow XYZ Corporation to establish a major
foothold in a new and emerging technology critical to the success of the aerospace industry. Three contracts have
been signedfor thecompany’'sfirst year of business, intheamount of $1,250,000. Theloan, if granted, will besecured
with the equi pment and inventory purchased and can be further secured by company-owned real estate with a 1995
assessed equity value of $350,000 or existing tools and equipment with an assessed value of $500,000.

Repayment of theloan, with interest, can begin promptly within 60 days of receipt of funds. Itisanticipated
that repayment can be completed within one year.




M ARKET IDENTIFICATION

In order to ensure a consistent cash flow for
your business, you must bethoroughly knowledgeable
about your customer base. Everything your business
does should revolve around your customer's needs.
Your productsand/or servicesmust betailored around

their ideaof value. Your location and working hourshave B 6& o
to fit theirs. Management decisions and personnel I don'twantto do my company records on the
training haveto be accomplished with onesingular goal computer, Iwantthe computerto dothem.

inmind - - satisfying the customer so he or shewill keep
coming back. If you can convinceyour bankers, investors, and suppliersthat you haveastrong,

stable customer base, you won't lack for capital. A good business plan should help you define,
understand, and satisfy your target market(s).

You have some control over who your customer will be. You can chooseto enter or
to leave certain markets. However, these are major strategic decisionsthat should not be
made without agreat deal of thoughtful preparation. For your businessto succeed, you need
customerswho will buy your products or services at apricethat yieldsaprofit; in sufficient
numbers and over asufficient period of timeto keep your business healthy and strong.

Defining your target market(s) isdonelogically by determining who really needsyour
productsor servicesand then learning anything and everything thereisto know about them.
Most businesseswill have morethan one customer base; many with asmany astwo or three
different markets.

Any customer base (market) should be described by answering thefollowing:

1) How old is your typical customer?
2) Is your average customer male or female?
3) Does your typical customer fall within a particular race or ethnic group?
4) What is your average customer's life-style in terms of:
a. education level,
b. marital status,
c. occupation,
d. income level,
e. religion,
f. social class,
g. hobbies

The simplest demographics and/or psychographics are more effectivethan noneat all, so take
timeto do some homework. Your local library (research section) can probably help you with
some basi ¢ information once you know who your market isand how they operate.
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You also need to answer some additional questions.

1) How far are customers willing to travel to buy from you?

2) What distance will you serve (e.g., the city where your business is located, throughout the state, etc.)
to sell to your customers?

3) How many projected customers reside within the geographical limits you have decided to serve?

4) What is the average amount each customer will spend during each visit?

Be asthorough as possiblein defining your customer. In thissection, you must be
able to show that thereisa sufficient number of existing customersin your chosen
mar ket to gener atethe sales necessary to keep your businessafloat. Thefollowing
guestions must be answered:

A) How many customers will buy products/services from you or a competitor?
B) What percentage of those who do make a purchase will choose to purchase from you? %

Multiply " A" & "B" together to determine your likely market share. What isit?

D) How many purchases will the average customer make during a year?
E) How much will the average customer spend for each purchase?

Multiply "A" & "B" together to determine the average customer purchase. Then multiply
those two figures to determine your projected annual sales. What is that?

Doesthisnumber seem plausible? If not, how do you solve the problem? Be sureto takeinto
consideration the competition and the effect it will have one your customer base.

SAMPLE - Market:

XYZ's customer base may, at first glance, appear limited. While initial contracts are
narromy focused within the U.S. and the aeronautic field, this focus has been one of
"chance" rather than intent. Preliminary contracts were obtained with little or no marketing,
based solely on the company's unique ability to produce the needed components. However,
within a short time of its incorporation, XYZ was contacted by several international firms
concerning potential contractual work in Germany, France, Great Britain, and Japan.
Contracts are currently pending with two German firms in the amount of $750,000 for fiscal
year 1996 and $1,250,000 for fiscal year 1997.

Research also indicates that the future work of XYZ need not be strictly limited to the
aeronautic industry. Components, similar in nature to those currently being manufactured
by the company, will also soon be required for equipment pegged for installation in newly
designed ships and submarines. Additional design changes anticipated in the automobile
industry, between now and the year 2010, also indicate requirement of similar electronic
and electromechanical components. XYZ has already begun research into these potential
mar kets.

Additionally, XYZ has begun the development of a network database of companies
throughout the United Sates, Europe, and Japan that require specialized electronic or
electromechanical components such as those currently manufactured by the company or
within the realm of the company's ability to produce. As the company gears up with its
international marketing campaign - - which will be handled by direct mail - - research
indicates the possibility of securing more than $8 million in contracts within the next five
years. See the upcoming section on sales projections for more specific information in this
area.




COMI’ETITION

Few businessideasareunique. Therefore,
most businesses enter into amarket knowing that
competition already existsfor their product and/or
service. When entering into an existing market - -
where the market is new to your business- - you
already haveonestrikeagainst you. Chancesarethat
the competition knows more about themarket than
you; unlessyou havedoneyour homework.

Most busi nesses understand and can identify their direct competitors; those that do the
same, or almost the same thing, asthey do. Unfortunately, those same businessestend to
forget or ignore their indirect competitors; those that fall within the same consumer category.
For example, | asaconsumer, generally allot acertain amount of money each month for
"entertainment.” Withinthat industry, | must then decided how to spend my entertainment
dollar. | could spend it on movies, music, sports, dinner and dancing or amyriad of other
formsof entertainment. Once my decisionismade- - let's say that | have chosen"movies’ - -
then | must decide whether to go to atheater, rent amovieto watch at home, or buy amovie
to add to my collection. That makes movie theaters, movierental businesses, and retail stores
that sell moviesindirect competitorsfor my entertainment dollar. Another indirect competitor
may exist in abusinessthat does pieces- - or part - - of the same thing asyou. For example, a
small town convenience store may carry beer and wine, making them indirect competitorsto
liquor stores. They dod not go head to head with the liquor stores.

In devel oping this section of the business plan, it isimperativethat you identify both
direct and indirect competition. Failure to identify one or the other istantamount to con-
demning your business tofail.

If you plan to enter into an existing market - - whether it isdirect or indirect- - look for
a"niche" or an unusual angleto usein building your business. Keepinmind that new competi-
tion comesfrom old rivalsaswell as new ones. Existing businesses - - once they note your
arrival on the scene - - may do their own research and come up with new ideasand waysto
market their products/servicesagainst you. And, of course, sincethe businessideais probably
not uniquely yours, someone el se might open another new businessin competition with you.
Therefore, ongoing monitoring of the competition isanecessity if you want to be successful.
Itisaform of preventative maintenancethat will keep you fromlosing your market share.

Never makethe mistake of underestimating your competition. They aredoing
something right or they wouldn't still bein business. Your job isto match what they
aredoingright and to improve drastically on what they are doingwrong. If you can't
do that, you will not succeed with your business.
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Recogni zing and taking advantage of new opportunitiesistheonly way tokeepa
competitive edge. Thisisan ongoing battle and onethat you can not afford to lose. To
keep ahead, you must be able to answer these questions:
1) Who are your five toughest competitors and why?
2) How is your business different and how is it similar to them?
3) What is the status of the competition's business? (e.g., steady, increasing, decreasing)
4) What are their weaknesses?
5) What are their strengths?*
6) What have you learned from watching their operation and how will you incorporate what you have learned?
7) What market(s) is the competition not serving?

*Never leave this part blank. Every competitor has strengths as well as weaknesses. It isyour job to know what they
are. If you don't you chances of loan approval are very likely slim.

The objective of this section isto get you to think in terms of good competitive
practices before you open the doorsto your new business. You certainly don't want to open
abusinessin amarket that isalready adequately served, or worseyet, inamarket that issteadily
decreasing. Careful viewing of the competition can help you alter your basic strategy and
change existing operations to compete more effectively.

Onefinal word. One surefireway to gain an edge on the competition isthrough
real customer service BUT if you intend to hang your business hat on that nail, be sure
you can identify in great detail exactly what " good customer service" means.

SAMPLE - mpetition:

XYZ Corporation is currently a unique business without a great deal of competition. There aretwo other direct
competitorsin the United Sates - - Pressure Systems, Inc. of Newport News, Virginia and Centium Systems of Orlando,
Florida - - and onein Germany - - Ruyard Stallings Ltd. of Hangsburg, Germany.

Pressure Systems, I nc. manufacturers only one of the same components as XYZ Cor poration. They have an
excellent reputation within theindustry and are well known for both their quality control and design. However, the
company isintentionally small and does not wish to grow beyond its primary customer - - NASA. The company isina
healthy, but non growth pattern; with a steady, non fluctuating income.

Centium Systems of Orlando, Florida was established one year prior to XYZ with theintent of manufacturing
many of the same components. However, they |lost their chief engineer and designer within six months of opening and have
been unableto attract ancther individual of the same caliber to work for the company. For this reason, the quality of their
products and creativity of their designs has been severely compromised. Although Centiuminitially showed a profitin their
first and second quarters of operation, the company has spiraled down hill since then. Rumors abound of a possible
restructure.

Ruyard Stallings Ltd. manufacturers three of the same components as XYZ. The company enjoys a solid
reputation but is known to be somewhat more expensive than its competition and does not export outside of Europe. They
arein a healthy, slight growth pattern which is somewhat restricted by their export policies.

XYZ Corporation also hasindirect competition in the form of companies who choose to either establish new, or
usetheir own, research and development divisionsto invent and engineer electromechanical components geared specifi-
cally to the machinery manufactured by those companies. Locally, there are two companiesthat operate in that manner;
Ball Metal Containersand Busch Brewer Machinery. Internationally, there are many others. However, through extensive
research of these companies and their processes, XYZ has been able to determine that it can under cut the production cost
of parts made in this fashion by between 15% and 35%, primarily because of the mass production capabilities of XYZ in
comparison to those other entities. This gives XYZ substantive bargaining power to convince these companiesto purchase
with themrather than to continue to operatein their current fashion.

XYZ Corporation will continue to analyze both existing and potential markets to keep abreast of changes and
seek out new markets for its future.

10



P RODUCTS/SERVIGES

One of the most important aspects of business
management isgiving your market areason to buy your
products or services. Whileyou may think your products
and services are special, that perception may not be shared
by your customers. Your ultimatejob, when it comesto
marketing, therefore, will beto convince your customers
that they want and/or need what you haveto offer.

Most businesses are built around products or servicesthat are already availablein the
marketplace. However, if your product or service happensto be unique, state-of-the-art, or
otherwise notable, takeadvantageof it. Such differentiationisextremely valuable.

Productsand servicesaregeneraly genericin nature. Therefore, distinguishing what
you haveto offer from those of the competition will take an extremely thorough knowledge
of theindustry, in general, and your product or service, in specific. Such knowledgeis
imperativeif you intend to convinceinvestors (public or private) to invest in your business.

Servicestend to be even more abstract than products because there is nothing for the
customer to see or feel. Instead the customer chooses the service based on an impression
of the company itself. However, like products, services must have some attributes which will
make the customer desire them.

The key to this part of your business plan is not just to identify your products or
services but, more specifically, to identify what it isyou are "selling.” To accomplish that,
you must put yourself in your customer's position: What does the customer think they are
buying? For example, aflorist may think sheisjust selling flowers, but sheisreally selling
beauty, love, forgiveness, and avariety of other intangiblefeelings. Thesearethethingsyou
must keep in mind whenidentifying your productsand services.

Your narrativein this section should answer thefollowing questions:

What product(s) and/or service(s) does your business offer?

What problems do your product(s) or service(s) solve?

What makes your product(s) or service(s) unique?

Who are your suppliers?

How are your products distributed?

Why will customers buy products or services from you rather than your competition?
What costs are associated with your product(s) or service(s)?

What level of inventory will you need to carry?

o0 ~N o o1 wN -
o N N o —
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SAMPLE - Products/Services:

XYZ Corporation specializes in the design and manufacture of specialized
electronic and electromechanical components for the aeronautics industry. The
company has quickly secured a placein that industry asis verified by its receipt of
three contracts for fiscal year 1995 and pending contracts reaching into fiscal year
1998. Additionally, research indicates that the company will be able to broaden its
customer base into other industries within the next one to five years (See the
"Market" description for further information).

The company's unique ability to design and manufacture one-of-a kind
components to customer established standards, backed with an unconditional one-
year warranty and personal service guarantee, establishes XYZ Corporation asa
unique leader initsfield. However, the company realizes that although current
competition is somewhat limited, additional companieswill continue to will be
established. Therefore, it isthe company'sintent to not only maintain, but to also
improve, its current high standards in order to keep itstop position. Thisisevi-
denced by XYZ's choice of product suppliers - -Canon of Virginia, New Hampton,
Inc, Sysco Systems, United Steel and Gesco - - companiesthat are all regarded as
top in their respective industries. Additionally, XYZ is committed to hiring only the
best employees who are likewise highly regarded in their fields. The company
pledges to keep abreast of the ongoing changes in the field of aeronautics (its
current primary source of customers) through continuous training of company
personnel. But beyond that, XYZ has already begun research into additional mar-
ket potentials that will lead the company into the future.

Snce products are developed solely on an "as needed” basis, and are
verified through contractual arrangements, inventory requirementswill be limited
in nature. Production costs will be covered through initial contractual payments
with overhead and variable costs covered through final contractual payments with
terms of net 30 days.

Product priceswill be variable, depending upon the complexity of each
component's design and manufacturing requirements (See the "Pricing" section of
this business plan for information on XYZ's pricing policy.) On the whole, however,
XYZ's pricing ranges between 30% to 60% cheaper than any company can produce
their own components inhouse and between 10% and 20% cheaper than its leading
competitor - - making XYZ an obvious choice.

Initial distribution channelswill be within the United States. Both over the
road (truck) and air transportation will be used, depending upon the job in ques-
tion and the timing requirements. However, as noted previously, plans are also
well underway for European and Japanese distribution within the near future.
Product distrubution will, therefore, continually reviewed and revised as needed.

12




LOGATION

Whilelocation can bean
important factor for any business,
different typesof businesseshave
different needs. Intheretail industry,
aswell ascertaintypesof small

service businesses, location can be critical

to their success. For these businesses,
customer accessisextremely important and must be given due consideration when evaluating
any location. Manufacturers and wholesalers, on the other hand, tend to value low rent costs
and good accessto transit routes over exposureto, and accessibility by, the general public.
Additionally, most whol esal eand manufacturing businessesaredependent upontheavailability
of resources such aslabor, materias, transportation, and utilities. Any location choicefor
these types of businesses must take these factors into consideration.

Inidentifying theimportance of locationto your business, you need to answer the
following questions:

) What is its physical address?

) What features make it a good location?

) Why will this location help attract customers?

) What are the physical features of the building?

) What is the appearance of nearby business?

) What are the terms of lease or purchase agreement(s)?

) What are the typical annual costs associated with this location?
) What renovations will be needed, at what costs?

)

Is there room for business growth? Where and how?

1
2
3
4
5
6
7
8

9

Be sureyou identify both the benefits and the drawbacks of your selected |ocation.
Include information on surrounding businesses: They will affect your location. You may
evenwishtoincludedrawingsor photographs of the building so that your investors can better
evaluatethisaspect of your businessplan.
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SAMPLE - L ion:

XYZ Corporation owns its the offices and plant, located at 1017 Research
Drive, in the Aerospace Industrial Park (adjacent to NASA), in Hampton, Virginia.
The structure, initially completed in 1993 for RCA, was vacated in the latter part of
1994. The modern brick and glass one-story building (5,000 sgquare feet) is both
aesthetically pleasing to the eye and constructed to the high standards of the indus-
trial park. Located on ten acres of prime real estate, the property is exquisitely
landscaped to enhanceits natural surroundings. With noinitial renovations required
of the office space and minor renovation of the plant, the facilities became "ready
for business® in January of this year. Currently, one-third of the plant is occupied,
leaving adequate space for company expansion well in the next century.

The plant is located within one mile of the Williamsburg International Air-
port, which has drop shipping capabilities throughout the world, and within five
miles of a major shipping line with connections throughout the United Sates,
Mexico, and Europe. On alocal scale, theindustrial siteisideal for the business.
Not only isit currently adjacent to the company's largest client - - NASA - - but it is
convenient to future potential customers, many of which are also located within the
park. Additionally, three of the company's primary suppliers are located within one
mile of the business.

Theindustrial park area is projected to grow at a rate of 23.3% per year for
the next five years, at which time it will be at full capacity. The industrial growth
rate for the Hampton/Newport/News, Virginia area is projected at a rate of 26% per
year for the same time period. Projected annual costs for thislocation are noted
below:

Category Cost Per Month
Utilities (electricity, water, waste) $1,250
Phone $750
Landscape maintenance $250
Other maintenance (janitorial, repairs, etc.) $500
Miscellaneous $250
TOTAL $3,000
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\\ / P RIGING

Price, quality, service, and profitability
aretied together in acomplex web. While
there are no magic formulas for making good
pricing decisionsthat cut across all different
types of businesses, there are guidelinesthat
any business can employ to ensure asafe
pricerange. Onesuch guidelineis:

PRICE = Product + Service + Image + Expenses + Profit.

Thereare, of course, many others. Only you can choose the onethat isright for you.

Some businesses base their prices on that of their competition. This process, while
common, can backfire. Your business's pricing structure should be based upon your expense
base and your necessary profit margin. That may, or may not, be the same asthat of your
competition. Ultimately, whatever pricing strategy you intend to use, you must be ableto
explainitindetail to potential investors so that they can gage whether or notitisbasedin
reality. With regard to pricing structure, answer these questions:

1) How will you calculate your product/service price?

2) Which products' or services' sales are very sensitive to price changes?

3) Which products or services will attract customers at sale prices?

4) How important is pricing to your overall sales strategy?

5) What are your discount policies?

7) What pricing policy will you use for slow-moving inventory?

9) What payment options will you provide customers, including credit policies (if any)?
10) How will bad debts be handled?

Another important part of pricing isitsrelationship to projected sales. You must be able
to explain how you calculated the sales projectionsincluded in the cash flow portion of your
business plan. For example, |et'suse arestaurant businessasan example: If | own arestaurant
that isopen from 6:00 a.m. until 9:00 p.m. daily, then| know | am going to servethreemealsa
day: Breakfast, lunch, and dinner. Now, let's say, based on my target customer base, | estimate
that | will likely have 50 customersfor breakfast who will spend, onthe average, $5. By multi-
plying those two numberstogether, that cal cul atesto breakfast sales of $250. Continuing on,
let's say that | have estimated 150 customersfor lunch who will spend, on the average, $7.50
per person. That calculatesto $1125 in lunch sales. Finally, let's cal cul ate 98 peoplefor dinner,
spending on the average, $11 each. That cal culatesto $1078 in dinner sales. By adding $250,
$1125, and $1078 together, | estimate that my restaurant will make $2,453 per day. If | am
open 22 days per month, that cal culatesto $53,966. That figure would be my estimated
monthly sales"base"; keeping in mind that some months are shorter than othersand that some
months are likely to have better salesthan others.
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SAMPLE - Pricing:

Because of the uniqueness of XYZ's particular manufacturing capability,
pricing isnot amajor concern at thistime. Products are estimated, on the whole,
tobeanywherefrom 15% and 50% cheaper thanindividual companiescancurrently
produce for themselves. Each product is individually priced based upon its
established designand manufacturing standards. Itiscal culated usingthefollowing
formula:

PRICE = Product + Service + Image + Expenses + Profit.

An additional 20% is added to each product or service estimate in order to cover
unexpected overhead and variable expenses. With that in mind and using the
company's average monthly sales, we can project the following:

Products-100 products/month @ $1,000 each (onaverage) foratotal of $100,000.00/month
Services - 1000 man hours calculated @ $200/per hour for a total of $200,000/month

making our average monthly sales projections $300,000/month. This amount will
flucuate from month to month, with sales being significantly higher during the
months of March through October and lower during the remaining months.
However, overall, thisaverageis conservatively based on alow projected average.
No"sale" pricesexist and no "discount” policiesareanticipated at thistime.
Also, because products are produced on a contractual basis, it is anticipated that
therewill belittle or no slow-moving inventory requiring special pricing policies.

16




I\/I ARKETING STRATEGY

Marketing , in essence, isthe creation and
retention of customers. Your first challengein
developing marketing strategies, therefore, isto
defineyour target market(s). Using this basic
information you can begin to identify ways of
reaching thesetarget groupsthrough promotional
activities, advertising, and customer service.
These are, by no means, the only marketing strategies availablefor use but they arethethree
most common.

Promotionsare special activitieslike grand openings, give aways, sales, and gimmicks
(e.g., coupons or games) that are short-term in nature. A popular retail promotionisthe
"anniversary" or "founder'sday" salethat many storesrunontheanniversary of their founding.
A lot of businesses have grand openingswhich provide an introduction to the businessand its
productsand services. Many fast food chains run coupon and game promotions on and off
throughout the year. Food stores run weekly promotions which often include coupon itemsor
giveaways. Whatever, the choice, the key isthat promotionsare generally runto gain quick
attention and action and then allow the businessto go back to "businessasnormal.”

Advertising, onthe other hand, isgenerally geared toward obtaining amorelong term
commitment from the potential customer base or to continually "remind" the customer about
the businessand its products or services. Ultimately, advertising's purposeisto convince
customersto tradewith abusinesson aregular basis.

Thereare many different forms of advertising. However, the most common are: print
ads, outdoor ads (bill boards and transit advertising) radio or television spots, direct mail,
e-commerce or web pages on the internet, and word-of-mouth. Which one or more of these
methods you choose for your businessesrelies solely on the information you have learned
about your customer base. However, statisticsindicate that the most successful advertisingis
likely to occur when using two or three of these methodsin tandem (e.g., print adsin the
newspaper and radio spotsor direct mail and print adsin the newspaper, etc.) For thisreason,
careful thought should be given to the forms of advertising you choosefor your business.
Theformschosenwill driveyour marketing and advertising budget. With regard to promotions
and advertising, answer thesequestions:

1) What promotional activities will you use and why?
2) What advertising media will you use and why?

3) When will promotions or advertising be used (e.g., holidays, down times, monthly, etc.)?
4) Does merchandise display make a difference and, if so, how?

5) How does all of this tie into your overall marketing strategy?
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Word-of-mouth advertising, which is considered by many to bethe most effective
form of advertising , can work for or against your business. Unfortunately, positive word-of-
mouth is much more difficult to generate than negative. Thisiswhere good customer service
comesin handy. Itisone surefire method for generating positive word-of-mouth advertising.

Customer servicecanliterally make or break just about any business. However, good
customer service has become quite an elusive commodity. Some businesses sincerely want to
giveit but have noideaexactly what it is. Other businesses don't even make an effort to define
it and, even when they aretold what it is, refuseto deliver it. In reality, most businesses are
hard pressed to define exactly what good customer serviceis.

We as customers know exactly what we want in terms of good customer service. Itis
probably the onething that wewant morethan anything else(e.g., cheap prices, high quality,
etc.). Infact wehave proven over and over again that we don't even mind paying alittle bit
more for aproduct or service when good customer serviceis part of thedeal. With that in
mind, it isapparent that if you - - asasmall business owner - - want to stand out in acrowd
of your competitors, customer service might be just the placeto hang your hat. If you can't
define customer service yourself hereisaradical idea- - ask your customer base. We
will tell youwillingly.

With regard to customer service, answer the following questions:

What special customer services you will offer?

What types of payment options will you offer?

How will you deal with customer problems?

How will you deal with customer suggestions or requests?
5) How will you handle customers returns?

N ~— ~—

1
2
3
4

It isalso important to decide whether or not you will extend "in store” credit to your
customers. In making that decision, answer theseimportant questions:

1) Can you afford to offer credit?

2) Do you have to extend credit?

3) Can you evaluate credit risks?

4) Can you collect?

5) Can you afford to write off bad debts?

Customer credit costs you money. It can result in anegative cash flow for your
business. If you must offer credit becauseit is customary in your line of business, make sure
that your financial plansreflect this. Or consider using bank credit cards. They will beless
expensive and safer than setting up in store credit. That way you don't deny customersthe
benefit of credit, but let you pass on the coststo afinancial institution that knows how to deal
with creditsrisks.
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SAMPLE - Marketing Strategy:

XYZ's marketing strategy during itsinitial start-up phasewill primarily
consist of "word of mouth" advertising. During this phase little or no formal
mar keting should be used since a sufficient number of contracts already exist for
thistime period.

In addition to the direct mail information prepared by in-house specialists,
which will include full-color customer packets of brochures, flyers, and video, etc.,
trade (aeronautic initially; followed by naval and automobile when applicable)
trade magazines and the Internet - - through the company's website - - will serve as
the other two major advertising media used on a regular basis.

Once the company isready for international distribution, advertising will
occur regularly - - January through December; Monday through Friday - - with no
particular seasonal nature. Sales personal will set up displays at applicable trade
shows throughout the United States when time allows and sales potential appears
valid. International sales peoplewill also travel to similar trade type shows
throughout the world as well as make direct, one-on-one contacts with potential
clientele.

Customer service will be an important part of XYZ Corportion's overall
marketing strategy. Flexible contractual payment options will be made available
to proven long-term customers. All customerswill receive an unconditional one-
year guarantee and maintenance contract on all components designed and manu-
factured by XYZ. Additionally, XYZ personnel will make themselves available to
assist ininstalling and troubleshooting all company parts and provide unlimited
technical assistance throughout the first few months of operation. Beyond that,
XYZ stands behind its products 100% and will do anything and everything within
its power to ensure complete customer satisfaction with regard to its products and
itsservices.
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NEEDS OF THE GCOMPANY

This section of the businessplan
providesyou with an opportunity to outline
your company's physical needsin terms of
thingslikeland, building(s), equipment
(including vehicles), inventory, human
resources,and capital.

Many businesses have specifictypes
of needsin terms of space (Iland) and/or struc-
ture (building). Thesearethingsthat potential
Investors may or may not understand. Inthis
section of the business plan, it isyour job to
trand ate that informationinto understandabl etermsthat makes such physical needsclear. Answer
questionslike:

1) Will you have any specific land or building requirements?
Note: Be sure to address specifics in terms of building square footage requirements, remodeling
necessities, special features (e.g., display windows, warehouse space, etc.)

2) Do you plan to lease or purchase space for your business?
Note: If you are leasing, include the lease terms for the first three years in your business plan.

Another important factor to many businessesisequipment and/or inventory. Again,
depending upon the knowledge of potential investors, they may or may not understand these
items. Just likewith " space" above, you must explain the business'srequirementsin these areas.
Answer questionslike:

1) What type of equipment will your business require? Note: You will have to give specifics in the
"Capital Equipment"” section of this business plan.

2) Will the equipment be purchased or leased?

3) If purchased, will equipment be new or used? Note: You will also have to give each piece of
equipment's expected "life” (how long it should last) in the "Capital Equipment section of this
business plan.

4) What are the business's inventory requirements?

5) What human resource requirements will you have?

6) Will you need operating capital for a period of time? If so, how long?

Studiesindicate that of the factors contributing to small businessfailure, 98% can be
attributed to management weakness. Areasof management weaknessmust betakeninto
consideration during the planning stages of businessdevelopment. Thisisparticularly
important if you areusing your businessplan asafinancial proposal. Banks, and even private
investors, will want to know what stepsyou intend to taketo overcome any management
weaknessesthat might exist. There arewaysto overcome most weaknesses, including lack of
experience. You can obtain the experience beforeyou go into business, hire someone who has
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the necessary skill, or surround yourself with advisors who possess expertisein the area
needed. Thereare, however, no known methodsto overcomeincompetence. Businessowners
who do not take management weaknessinto account - - and come up with ways of overcoming
them - - are suffering from gross incompetence. Don't let that be you!

A businessresumefor each principal player (your management team) in the business
must beincluded as apart of this business plan. Asa minimum, theinfor mation in this
section must cover each of the following areas:

1. Each Principal's Personal History - If you are a sole proprietor, describe your specific capabilities. If
you have formed a partnership, explain how partners were chosen and how duties are divided and decisions
are made, including who has final say. If your business is incorporated, explain how the corporation is
structured and give detailed information on each officer - - who they are, why they were chosen, what they
bring to the corporation, and what, if any, their duties are. In every instance - - no matter the legal entity of the
business - - explain the duties and responsibilities of all principals in terms of who will do what; who will report
to whom; and who makes which decisions. Also include information on projected salaries. Caution: be
realistic in setting wages. Deals won't happen if lenders feel the salaries are too high. Others will self-destruct
when low salaries have to be increased, throwing the budget into chaos.

2. Other Resources Available to the Business - All businesses should list an accountant, lawyer, banker,
and insurance agent. Other resources might include: SBA, SCORE, OSBDC, Chamber of Commerce, and
business, trade or civic organizations.

Asaminimum, resumes must cover:

1. Work History - Identify the business background of the owner(s) and manager(s) of the business in
terms of their experience in the industry. If none, explain how the individual(s) intend to compensate.

2. Educational Background - Identify the education of the owner(s) and manager(s) of the business.

3. Other Information - Identify any additional information that may have bearing on the individual's capability
to perform his or her role effectively.

Where management holes exist, identify consultantsto assst in covering those areas.

Employees can also be amajor stumbling block for small business. Unfortunately
many business owner s assume that handling employeesisthe least of their worries.
Not true! With the ever-changing labor laws and the number of law suitscurrently inthe
courts, employment management must be given careful considerationin developing any
business. After all, businesses stand or fall on the strength of their employees. Strong
employees can make adeal successful; weak ones can destroy the entire business.

Employees should be hired only when it would result in added profitability for business.
Carefully consider BEFORE HIRING whether or not thejobisreally necessary. If itis, give
maximum attention to hiring the right person. Weigh whether hiring an experienced person (at
ahigher wage) might be cheaper than aninexperienced person (at alower wage) that you have
totrain. Training canbeamgor hidden personnd cog, particularly intermsaof your timeand patience.

Compl etethefollowing Personnd Outline:

1. How many employees do you need?
2. What are the job titles and skills needed?
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3. What sources will you use to obtain needed employees?
4. What problems do you anticipate in finding competent employees?
5. How will you train employees?

Givecareful thought to how youwill handleyour employees. You should have an established
st of policiesand procedures (normally referred to as an employee manual or personnel policy
manual) established that govern how employeesworking for your businesswill betreated.

6. By what date will you have an established set of personnel policies and procedures?

SAMPLE - Needs of the Company:

XYZ Corporation owns a 3,000 square foot modern brick and glass one-story building
located on 10 acres of land in the Aerospace Industrial Park, adjacent to NASA, at 1017 Research
Drive in Hampton, Virginia. The plant should be large enough to sustain the business for itsfirst five
to seven years of operation. When growth becomes an issue, the company owns sufficient land to build
onto the plant for many years to come.

XYZ uses unique, state-of-the-art, high technology equipment which must meet stringent
requirements because of the type of work it is expected to do. The company already owns the following:

# Equipment Cost Status Life Depreciation
2 X911 Laser $199,698 New 90 $2219
3 772 RobotArm $145,000 New 90 $1611
1 1278CNC210 $ 37,500 Used 72 $521
5 1610E CG Microscope $ 1,513 New 60 $ 25
2 Electron Microscope $39,610 New 60 $ 660

EXISTING EQUIPMENT VALUE - $958,681
XYZ plans purchase the following equipment from funds obtained through a smell businessloan:

# Equipment Cost Status Life Depreciation
1 RJK 3112 CNC $20,000 Used 72 $278
1 Sim Elec Scope Model 217A $ 18,200 New 120 $152
1 PSAMIll 700 $21,800 Used 108 $202

VALUE OF EQUIPMENT TO BE PURCHASED - $60,000

Inventory requirements for the company are minimal (less than $1000) at any given time
within the life of the company.

XYZ boasts a strong management team. The corporate structure includes a Board of Direc-
tors comprised of the following:

President/CEQ - Mike Renaldi - $36,000 - 8 years management experience; 10 years of
production experience - Responsibilities include making final decisionsfor the company
in addition to personnel and production management.

Vice President/CFO- Doug Phillips - $30,000 - 7 years budgeting and finance experience;
9 years management experience - Responsibilitiesinclude budgeting and financial management
for the company in addition to marketing and sales management.

Board Treasurer- Charles Tillman - $25,000 - 10 years production supervisory experience -
Responsible for supervision of the production team.

Board Secretary - Janine Freeman - $19,5000 - 9 years marketing/sales experience -
Responsible for marketing as well as supervision of the salesteam.
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Management is structured so that personnel and production management falls under the direct
supervision of the President/CEO and marketing/sales management under the supervision of the Trea-
surer/CFO. Resumesfor all officersare enclosed.

In addition to its management team, XYZ Corporation has compiled an excellent list of resource
consultants with additional expertise to assist the company. These include, but need not be limited to the
following:

Business Development Specialist - Charlie Kuchinsky, VPCC
Accountant - Jameson Reeves - Reeves & Reeves, C.P.A.
Lawyer - Sheila Johnson - Shields, Johnson, Mason, & Click
Banker - Theodore Frederick - First Virginia Bank

Insurance Agent - Marsha Fields - Metropolitan Life

XYZ Corporation will initially employ a staff of 32; four at management level and twenty-eight at
support level. Asindicated in the company's Management Statement, the four management-level individu-
als have already been identified. An additional support staff of eight has also been employed. They
include an executive secretary, a receptionist, a sales person, a designer, three electromechanical
technicians, and an engineer. This leaves a remaining staff requirement of nineteen to be hired through
local and national recruitment, employment agency search, and vo-tech/college recruitment.

=
O

. TITLE SKILL REQUIREMENTS
) Secretaries Basic secretarial skills, computer literacy, good communication skills amust; bookkeeping
and desktop publishing skills a plus. Salary commensurate with skills; ranging between
$13,000t0$16,000 plus benefits.
(2) Salespersons Minimum of three years sales experience a must; knowledge of electronics a plus.
Salary commensurate with skills; ranging from $18,000to $22,000 plus benefits.
(3) Master Technicians AAS Master Technician Degree in Electromechanical Technology. Will hire directly out of

N

(

Apprentices schoolif qualifications sufficient. Asanapprentice, no practical experience required; will
receive on-the-job training. Beginning salary between $14,000 & $16,000 plus benefits.
(3) Elec Technicians BS Degree in electronics required. Five years experience in the field preferred; minimum

of three acceptable. Must be willing to cross-trainin mechanics as well. Salary commen-
surate with experience; ranging from $17,000 to $19,000 plus benefits.

(4) Mech Technicians BS Degree in mechanics required. Five years experience in the field preferred; minimum
of three acceptable. Must be willing to cross-trainin electronics as well. Salary commen-
surate with experience; ranging from $17,000 to $19,000 plus benefits.

(2) EM Technicians BS Degree in electromechanical technology required. Five years experience in the field
preferred; minimum of three acceptable. Mustbe willing to obtain furthertraining (at
company expense) if required. Salaries commensurate with experience;
ranging from $17,000 to $19,000 plus benefits.

(1) Designer BS Degree in drafting and designed required; Masters Degree, preferred.
Salary commensurate with experience; ranging from $17,000 to $20,000.
(2) Engineers BS Degree in engineering required; Masters Degree, preferred. Salary

commensurate with experience; ranging from $20,000 to $25,000 plus
benefits.

(NOTE: Benefits packages add an additional 31% on top of salaries. They include vacation, sick leave,
personal leave, health and lifeinsurance.)

As the company grows, more support staff will be added. It is anticipated that one secretary, one
sales person, and three technicians will be added by January, 1996, with three to five additional techni-
cians being brought on board prior to the end of fiscal year, '96.
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Name of Principal:

DRAFT - Business Resume

Title:

Address:

Phone No:

Duties & Responsibilities:

Projected Salary: per

WORK HISTORY: (Start with your most recent employment and cover a minimum of 10 years or
your entire history; which ever is greater.)

From to

Example:
Feb, '73 to Feb, '78

Mar, '78 to Jun, '00

(Name of company; address; and phone #. Supervisor or contact. Employee
titteand job duties)

Interstate United Corporation, 1231 E. Gordon in Wichita, Kansas, 67676;
(304) 222-2222. Supervisor: Bruce Taher. Title: Regional Cafeteria
Manager; managing 16 regional school cafeterias|ocated through Wichita.

Quality Wines, Inc. 3737 Jefferson Avenue, Newport News, VA 63666;
(505) 987-2345. Supervisor: Aminco Aracri. Title: Manager; managing
wine business.

EDUCATIONAL BACKGROUND: (Sart with high schoal, or final school of attendance if below

high school, and move forward

From to

Example:
Sep, '65to Jun, '68

Sep, '78 to Jun, '80

Sep, '80 to Jun, '82

Aug, '82to Mar, '83

(Name of school; address; city, state, and zip; major(s); diplomaor degree
earned; and date earned.)

Emerson High School, 115 W. Walnut in Enid, OK 73701; (580) 234-3456.
Major: English/Speech. Diploma earned 1968.

Thomas Nelson Community College, 9898 S. Sunset in Hampton, VA
63666; (233) 666-6666. M ajor: English/Communications. AAS Degr ee earned
1979.

Old Dominion University, 3456 S. Hampton in Norfolk, VA 67890; (507)
876-5432. Major: Communications. BS Degr ee earned 1982.

Stevenson School of Upper Management in Washington D.C. 78787; (708)
907-3988. Mg or: Management. Management Certificatein 1983.

OTHER INFORMATION: (Include any other information that may have bearing on your ability to
perform your duties within the business.)

Example:

Chairman of the Board American Red Cross Advisory Board, Hampton, VA
BSP Woman of the Year 1989

Founder

Virginia Peninsula Battered Women's Shelter
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FINAHGING NEEDS

Thefinal section of the businessplan
providesyou with an opportunity to explain
to potential investors, in minute detail, your
company'sfinancing requirementsinterms
of theamount of financing needed; any
specific term requirements or requests; and
the proposed repayment terms. For this
reason, it isimportant the this section
answer all of the following questions:

1) Who is asking for the money?

2) How much money is needed?

3) What is the money to be used for? (e.g., purchase of building, equipment, operating expenses, etc.)
Note: Your totals must add up to the loan amount requested.

4) How will the funds be secured (What is your collateral)?
Note: You may use some or all of your purchases as a part of the business as collateral. However, be aware
that it may be insufficient. Be prepared to answer the question: What other collateral do you have to offer?"

5) What equity is the business owner bringing to the deal? Note: They will be requesting around 20%.

6) What length of terms are being requested? Note: Ask for what you want but be prepared to negotiate.

7) How will the funds be repaid?

Any loan request, and itsrepayment, must be supported by the remainder of the
business plan; thefinancials. Thismeansthat the finished plan must project sufficient sales
and cash flow to pay back thefunds (with interest), pay all of the operating expenses, purchase
all of the necessary supplies, and still leave the business owner with enough money to continue
in the life-style to which he or she is accustomed.

SAMPLE - Financing Requirements:

The XYZ Corporation is seeking capital in the amount of $90,000. This money will be used to
purchase the new equipment and inventory necessary to meet current production contracts. Funding is
needed by May 1st, 1995, in order to allow sufficient time for the equipment to be delivered and in place by
July 1, 1995. Because thereis a standard two month period between order placement and delivery date,
thistiming is crucial in allowing the company to meet current contracts.

The equipment inventory purchased through this loan will allow XYZ Corporation to establish a
major foothold in a new and emerging technology critical to the success of the aerospace industry. Three
contracts have been signed for the company'sfirst year of business, in the amount of $1,250,000. Theloan,
if granted, will be secured with the equipment and inventory purchased and can be further secured by
company-owned real estate with a 1995 assessed equity value of $350,000 or existing tools and equipment
with an assessed val ue of $500,000.

Repayment of the loan, with interest, can begin promptly within 60 days of receipt of funds. Itis
anticipated that repayment can be completed within one year.

25






STEP 2

The Financials

In thefinancial section of your business plan, you trandate all of the information out-
lined in the Background Section into actual numbers. Thisallowsyouto look realistically at
your businessin terms of its potential profitability.

This section is often the first section examined by potential lenders or investors after
they havefinished reading the Executive Summary. Because of this, many peopleconsider it to
be the most important part of the overall plan. Thisisafallacy. Both business plan sections- -
Background and Financials- - must be used in harmony. The Background representsyour
company "policy", or how youwill runthe businesswhilethe Financial srepresent your control
system, or how you will measure the accomplishment of your business goals. Together, policy
and control help you build asuccessful businessventure. Apart, they accomplishlittleor
nothingat all.

Theinformation gathered and contained in thissection should never be prepared just
to satisfy apotential lender or investor. It must present aclear picture of how you - - the busi-
nessowner - - intend to control your business. While every investor knows, and understands,
that projectionsareyour "best guess,” they expect them to be realistic and within reach.

Complete each form completely; using the best judgment you have. If at any point, you
have questions, stop and call your local OSBD C/SCORE office before continuing; (580) 213-
3197.
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SPECIAL NOTE: If you are planning to purchase an existing business, you must obtain the
following information from the current owner:

1) Financials for the last three years of business (or however many years in business, if less than three);

2) Income tax returns for the same amount of time;

3) Alist of everything being sold as a part of the business and its replacement value (like item for like item);
4) If leasing space, an informal written agreement spelling out lease terms for your first three years.

) A copy of the buy/sell agreement for the business.

) If you are purchasing land and/or a building, an informal appraisal on its value.

o) U1
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PEBSONAI. FINANGIAL STATEMENT

All financia institutions, and many investors, will
requireinformation about your personal financia
resources. Use the following format to prepare your
personal financial statement by first, preparing alist of al
of your assets (whether they are paid for or not) and then preparing alist of your liabilities.
Your net worth equal sthe difference between your assetsand your liabilities. Then convert all
of that information to the SBA Form 412 included asapart of thisworkbook. All information
must be current and accurate.

SAMPLE - Personal Financial Statement

Name: Michael J. Renaldi of XYZ Corporation Business Phone:  222-33-4444
Address. 22 W. Giabaldi Street, Hampton, VA 23666 Res. Phone: 222-249-4489

ASSETS:
Cash onHand $11,872
Savings Account 10,000
IRA or Other Retirement Accounts 50,000
Accounts and Notes Receivable 0
Life Insurance (cashvalue only) 150,000
Securities (stocks & bonds) 70,000
Real estate (market value) 111,000
Vehicles (marketvalue) 30,000
Other Personal Property - Antiques 10,000
Other Assets - Certificates of deposit 10,000
TOTAL ASSETS $452,872

LIABILITIES:
Accounts Payable $ 572
Notes Payable (to banks & other lenders) 0
Vehicle Loans (monthly paymentof$__ ) 5,700
Installment Accounts (monthly payments of ) 0

Life Insurance Loan
Mortgages on Real Estate
Unpaid Taxes

Other Liabilities
Endorser/Comaker Liabilities
Legal Claims or Judgments
Other

TOTAL LIABILITIES $ 6,272
NET WORTH: (Assets - Liabilities) $446,600

[cNoNoNolNeNolNo)

SOURCES OF INCOME:
Salary $ 72,000
Other - Spouse Income 31,000
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CAPITAI. EQUIPMENT

N — Capital equipment isdefined asassetswhich
— have useful lives of more than oneyear and cost

| ‘ é | morethan $250 per piece. Examplesinclude
e ~___— machines, equipment, officefurniture, and computers.

Depreciation is defined asthe original cost
of the equipment divided by theuseful life (in
months) of the equipment. For example, atruck might cost $6,000 and have auseful life of
fiveyears (or 60 months). Thetruck's monthly depreciation would be $100 per month ($600
divided by 60 months).

List each piece of equipment needed to start your business, indicate its projected cost,
and identify whether you intend to purchase it new or used; estimate itsuseful life (in months)
and cal culate the monthly depreciation (cost divided by useful lifein months).

SAMPLE - Capital Equipment

# Equipment Cost Status Life  Depreciation
2% X911 Laser $199,698 New 90 $2219
3* 772 Robot Arm $145,000 New 90 $1611
1* 1278CNC210 $ 37,500 Used 72 $ 521
5* 1610E CG Microscope $ 1513 New 60 $ 25
2% Electron Microscope $ 39,610 New 60 $ 660
1 RJK 3112 CNC $ 20,000 Used 72 $278
1 Sim Elec Scope Model 217A $ 18,200 New 120 $152
1 PSA Mill 700 $ 21,800 Used 108 $ 202

TOTAL COST FOR CAPITAL EQUIPMENT $483,321

* Existing Equipment - $423,321
Equipment to be Purchased - $60,000

TOTAL MONTHLY DEPRECIATION $5,668

Existing Equipment - $5,036
New Equipment - $632
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DRAFT - Capital Equipment

Equipment Cost New/Used Estimated Life Depr eciation

TOTAL COSTFORCAPITALEQUIPMENT  $

* Existing Equipment-$
Equipment to be Purchased - $

TOTALMONTHLY DEPRECIATION  $

Existing Equipment - $
New Equipment - $
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Electrical Services S
5 TART-UP EXPENSES
@ Start-up expenses arethose
expensesit takesto get ready to open

your doorsfor business. These generally includethingslike: renovation to the building

(if necessary), purchase of equipment, furnishings, and supplies, aswell as other expenses
encumbered in getting ready for business. Some will be onetime expenditureswhile others
may occur once or twice ayear - - generally within thefirst two to three months of the
businessyear - - that will not be routine monthly expenses after that. Standard exampl es of
such expenses are listed bel ow.

SAMPLE - Start-Up Expenses:

EXPENSE COST
Total Cost of Capital Equipment $60,000
Beginning inventory of merchandise 2,000
Legal fees 4,000
Accounting fees 1,000
Licenses and permits 200
Remodeling work 2,200
Deposits (public utilities, etc.) 500
Advertising (grand opening, etc.) 1,000
Miscellaneous Furniture 800
Supplies ___ 500
TOTAL START-UP EXPENSES $ 72,200
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DRAFT - Start-Up Expenses

EXPENSE

Total Cost of Capital Equipment

Beginning inventory of merchandise

Legal fees

Accounting fees

Licenses and permits

Remodeling work

Deposits (public utilities, etc.)

Advertising (grand opening, etc.)

Promotions (door prizes, etc.)

Other expenses (please list below)

TOTAL START-UP EXPENSES
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PBOJEGTED CASH FLOW

Cash flow isthe most critical financial
projection that you will make. It projectswhen
cash isexpected to be received and when it must be
spent to pay off debts. For anew business, cash
flow can make the difference between successand
failure. For an ongoing business, it can makethe
difference between growth and stagnation. Cash
flow projectionstypically show:

1) How much cash your business will need;
2) When it will be needed;

3) Whether you need to look for equity, debt, operating profits, or sale of fixed assets; and

4) Where the cash will come from.

For business planning you will need to project your cash flow for oneto three years.
Please note that when cash recei pts arelessthan cash disbursements, you will have anegative
cash flow. Negative cash flows are enclosed in brackets like this ($5218).

Cash flow projections can typically be approached one of two ways. Thefirstisto begin
by cal culating the number of customersyou expect to have within your business each month (as
identified in your Market | dentification section), multiplied by the average expenditure antici-
pated per visit. Note: Always be conservative in revenue projection. Example, if you expect
your businesswill generate approximately 1000 customers per month, each spending an aver-
age of $10 per visit, your typical projected monthly revenue would be 1000 x $10 or $10,000.

Another way of cal culating cash flow isthrough the"back door.” Thismethod canbe
particularly useful for certain types of service oriented businesses. In this method, you begin
by establishing your business's standard monthly expenses (for rent, phone, travel, cost of
goods, etc.). Your then project any additional expensesthat may exist, being cautiousto err on
theliberal side. Onceyou have calculated the total monthly expenses, you begin to compare
that agai nst needed revenue. For example, if your businesswill typically spend $7,500 per
month in expenses, you know that your revenue must - - asaminimum - - cover that amount in
order to just break even. Using the same revenue formulaabove (1000 customers per month at
$10 per visit) you will be ableto guessthat your business can both make expenses and a profit.
If, however, the formulawas 850 customers at $8 per visit, revenue would be short by at |east
$700; signaling ared flag. At that point you would haveto determineif therewasaway to cut
expenses or increase revenue in order to ensure some form of cash flow within the business.

SAMPLE - Projected Cash Flow

Seethefollowing pages.
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B ALANGE SHEET

The balance sheet isapicture of your
business'sfinancial conditionwhichincludesa
list of:

1) Assets - - what your business owns that is of
monetary value,

e

2) I._i.abilities - - what your business owes its creditors, and
3) Equity - - Your business's net worth.
It, therefore, showswhether your financial positionisstrong or weak.

SAMPLE - Balan h
CURRENT ASSETS:
Cash $ 72,200
Accounts Receivable 0
Inventory 22,000
Prepaid Expenses 0
Land 175,000
Buildings 400,000
Less Bldg. Book Value (Depreciation) 325,000
Equipment 958,681
Less Equip Book Value (Depreciation) 947,444
Office Furnishings 160,000
Less Equip Book Value (Depreciation) 154,750
TOTALASSETS $1,696,394
LIABILITIES:
Accounts Payable $ 72,200
Federal & State Taxes Owed 0
Other Short-Term Liabilities 0
Notes Payable to the Bank 90,000
Mortgages Payable 0
Other Long-Term Liabilities 0
TOTALLIABILITIES $162,200
OWNER'S EQUITY (Assets - Liabilities) $1,534,194
$1,696,394
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DRAFT - Baance Sheet

CURRENT ASSETS:
Cash

Accounts Receivable

Inventory

Prepaid Expenses

Land

Buildings

Less Bldg. Book Value (Depreciation)
Equipment

Less Equip Book Value (Depreciation)
Office Furnishings

Less Equip Book Value (Depreciation)

TOTAL ASSETS

LIABILITIES:

Accounts Payable

Federal & State Taxes Owed
Other Short-Term Liabilities
Notes Payable to the Bank
Mortgages Payable

Other Long-Term Liabilities
TOTAL LIABILITIES

OWNER'S EQUITY (Total Assets - Total Liabilities).

TOTAL ASSETS (Total Liabilities + Owner's Equity).
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ESTIMATED PROJECTION & FORECAST OF THREE YEARS EARNINGS

Year 1 Year 2 Year 3
Gross Receipts
Merchandise Cost
Gross Profit $ $ $
Expenses
Wages/Sa aries $ $ $
Employee’s Benefits $ $ $
Accounting & Legal Fees $ $ $
Advertising $ $ $
Rent $ $ $
Depreciation $ $ $
Equipment $ $ $
Utilities $ $ $
Telephone $ $ $
Interest $ $ $
Repairs $ $ $
Travel $ $ $
Insurance $ $ $
Bad Debts $ $ $
Miscellaneous $ $ $
Office Supplies $ $ $
Licenses & Permits $ $ $
$ $ $
$ $ $
Total Expenses $ $ $
Net Profit $ $ $
Less Income Taxes $ $ $
Net Profit After Taxes $ $ $
Loan Payment $ $ $
Net Profit Remaining $ $ $
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If you areusing your businessplan
to apply for asmall businessloan, please be
awarethat different lenderswill have additional
forms and applicationsfor you to fill out for
their individual institutions. Itisneither practical,
nor feasible, to include all such documentsas
apart of any standardized businessplan.
In many instancesthe lender will assist you directly with these additional requirements.
However, your OSBDC representativewill also be happy to help youwiththisinformationif
you require assistancein its preparation.

If you are purchasing an existing business, please be awarethat you must providethe
following additional information from the business's current owner asapart of your business
plan:

1) Alist of everything being sold as a part of the business, its age, and an itemization of its
replacement value;

2) The financials for the business's last three years of operation (or for however long it has
been in operation if less than three years), including income tax returns;

3) An appraisal (informal is fine at this point) of any property - - building and/or land - - that
is being purchased,

4) A written contract (again, informal is fine at this point) of your lease terms for the first
three years (if property is to be leased); and if possible

5) A buy/sell agreement for the business.

Additionaly, itisadvisableto include acopy of your credit report in your business plan.
It will bereviewed. Including it will saveyour lender time and effort and speed up the process.

Alsoincludeany of thefollowing that may be applicableto your business:

1) Contracts or letters of intent;

2) Additional background information on your industry;

3) Photos of your property, equipment, inventory, or products,
4) Letters of reference, and/or

5) Any other information that you feel will help the lender make a more informed decision.

If you have any further questions or need more assistance, do not hesitateto call your
OSBDC/SCORE office at (580) 213-3197.
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