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Introduction

The best way — make that the only way — to achieve business success 
is to have a solid plan. Never has that fact been truer than it is today. 

Companies large and small are facing unprecedented challenges. A business 
plan is critical to finding a successful course through turbulent times. Sure, a 
good idea matters. Yes, hard work is essential. But to take advantage of a good 
idea and to get the most out of your hard work, you’ve got to have a plan. If 
you’re not sure where to begin, you’re in good hands. This book is for you.

Business Plans Kit For Dummies, 3rd Edition, doesn’t tell you how to proceed; 
it shows you how, walking you through the process with step-by-step action 
plans, examples, and do-it-yourself forms throughout the book and on the 
information-packed CD-ROM. Whether you’re planning to launch a brand-new 
business, kick-start an idling enterprise, or take a going concern to all-new 
heights, this book makes the process straightforward, easy, rewarding — and 
even fun.

About This Book
Plenty of books out there offer business-planning theories and principles. 
This one’s different. It cuts through the academics and steers clear of the 
jargon to provide an easy-to-grasp, step-by-step approach to putting a busi-
ness plan together. It also offers dozens of forms to make the task easier and 
includes examples from all kinds of businesses — from freelance contractors 
and small retailers to online marketers and nonprofit organizations.

We’ve updated this edition to help steer you toward success in one of the 
most challenging business environments companies have faced in decades. 
We’ve added loads of tips on how to use the latest technology resources to 
scope out potential customers and how to reach them via the fast-growing 
world of social networking. Chapter 5 contains essential tips on controlling 
costs, which is more crucial than ever in today’s competitive markets. With 
more people going out on their own or looking for opportunities to start 
small businesses, we’ve expanded Chapters 9 and 10 with advice on how to 
raise cash to start a business and how to plan for uncertainty. Nonprofits, 
like everyone else, struggle during tight economic times. Chapter 12 includes 
new information on reaching potential donors and snaring grant money. 
Because we’re convinced that strong business plans are more essential than 
ever, we’ve added a brand new chapter on the essential questions to ask 
about your plan before you dot the last i and cross the last t (see Chapter 19).
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Why This Book Is for You
You’ve picked up this book, so you’re probably starting or growing a busi-
ness. Odds are good it’s a small- to medium-size business because that’s how 
most companies start. But whether your company is big or small, whether 
you’re just starting out or working for a long-established business, the basics 
of business planning are the same.

Most of the people we’ve worked with have approached the planning process 
with more than a little anxiety. But guess what: Once they got going, they dis-
covered that planning isn’t just challenging but interesting — and even fun.

We’ve written this book to make your task as simple as possible. These are 
tough times to compete in any business, of course. That’s why we’ve also 
written this book to make sure that you end up with the best business plan 
out there. The stronger your plan, the more competitive you’ll be.

One last note: You don’t need previous business experience to make your 
way through this book, although people with experience will also find plenty 
of good advice.

Conventions Used in This Book
We have a few conventions in this book that you ought to know about. 
Important terms, which we make every effort to explain, are italicized. We 
place tangential, not-so-important information in gray boxes, also known as 
sidebars. And at the end of every chapter, we summarize the forms from that 
chapter that appear on the CD-ROM.

Speaking of the CD-ROM, all the forms on the CD appear in both Microsoft 
Word format and Adobe’s PDF format. Use whichever file format you’re com-
fortable with. See the appendix for more info on how to use the CD.

How This Book Is Organized
From start to finish, this book offers a simple, step-by-step approach to busi-
ness planning. Not everyone will begin on the first page and end on the last, 
so this book is organized to allow you to flip to the area you want and find 
information you can put to use right away. To get you oriented, here’s an 
overview of the contents.
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3 Introduction

Part I: Building a Strong 
Foundation for Your Plan
The three chapters in this part form the business foundation upon which 
you write your plan for success. Chapter 1 provides an overview of what’s 
involved in the business-planning process and what makes it so important. 
Chapter 2 offers advice on how to brainstorm business ideas and how to 
seize great business opportunities when you uncover them. Chapter 3 helps 
you establish the mission, vision, values, and goals for your company and 
gives you advice for putting your principles into action.

Part II: Developing Your 
Plan’s Components
This part of the book gets right down to the nitty-gritty details of business 
planning. Chapter 4 helps you understand your business environment so 
that you have a clear idea of exactly what you’re up against in terms of com-
petition and the marketplace. Chapter 5 guides you in charting a strategy 
that capitalizes on your strengths and the opportunities that surround you. 
Chapter 6 helps you analyze all aspects of your company and its capabilities 
in order to make sure that you concentrate on what you do best. Chapter 7 
walks with you through the development of your marketing strategy. Finally, 
Chapter 8 is all about deciphering and making sense of your financial situa-
tion, including how to create the financial reports and projections you need 
to start, run, and grow a company.

Part III: Tailoring a Business 
Plan to Fit Your Needs
This part zeroes in on the special planning issues that different kinds of 
businesses face. Chapter 9 looks at the planning needs of self-employed 
individuals in one-person shops. Chapter 10 focuses on small-business plan-
ning, but it applies to established businesses big and small who face growth 
opportunities or turnaround issues. Chapter 12 tackles the special challenges 
involved in putting together a nonprofit organization and keeping it afloat. 
And Chapter 13 is full of advice for online companies or for companies that 
have a strong online component for their business — and these days, that’s 
almost all businesses. Browse through all five chapters and combine advice 
to match your unique business situation.
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Part IV: Making the Most of Your Plan
Chapter 14 tackles the nuts and bolts of putting your written plan together, 
with advice on assembling a planning team, compiling the components, and 
writing a concise and reader-friendly document. Chapter 15 is all about get-
ting the most out of your business plan by making it an integral part of your 
company’s organization and operations.

Part V: The Part of Tens
Okay, so you won’t find ten dating no-no’s or ten tips to a slimmer, trimmer 
you. But you will find ten ways to know whether your plan needs an overhaul, 
ten ways to evaluate a new business idea, ten ways to get your business plan 
funded, and ten key questions to ask before you finish your plan.

About the CD
This book also contains a CD that houses all the forms. You can alter the 
form using the Word file or print the form exactly as it appears in the book 
via the PDF. If you want extra room to write your answer, simply open the 
appropriate Word file, add extra hard returns, print those files, and complete. 
That way, you can customize your answers to best fit your needs.

Icons Used in This Book
What would a For Dummies book be without the margin icons alerting you to 
all sorts of useful stuff? Here are the icons you find in this book:

 Tried-and-true approaches to help save you time or trouble.

 Business-planning essentials you don’t want to forget.
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5 Introduction

 Common problems or pitfalls to avoid.

 Real-life examples that provide useful lessons on business planning.

 A heads-up that the form or resource we bring up also appears on the 
CD-ROM.

 An alert that the research, analysis, or strategy we describe should definitely 
show up in your written business plan.

Where to Go from Here
You can start anywhere you want in this book, but here’s some insider 
advice: Chapter 1 is a good place to begin because it provides a quick over-
view of the contents of the whole book. And Chapter 2 is a good place to go 
next, because it helps you fine-tune your business idea.

If your idea is already polished and ready to go, the chapters in Part II help 
you shape your great idea into an even better business plan. The chapters in 
Part III help you tailor your plan to your unique business structure.

Think of it this way: Cover-to-cover is a great approach to follow, but you can 
use the index to jump quickly to the exact information you need at any time.
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In this part . . .

Writing a business plan is the first step in turning a 
good idea into a thriving company. An effective 

business plan provides the chart that you’ll use to get 
where you want to go. Without a plan, many businesses 
find themselves adrift.

The chapters in this part make the case for why a plan is 
important. They walk you through the process and guide 
you as you take the first steps toward creating a company 
with what we hope will be a long and prosperous future.

If you’re still at the stage of creating a winning business 
idea, you’ll find some useful advice on how to develop a 
business idea worth pursuing. We then help kick off your 
business planning process and offer a guided tour through 
the essential process of creating your company’s mission, 
vision, goals, and objectives.
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Chapter 1

Starting Your Planning Engine
In This Chapter
▶ Understanding the contents, use, and value of a business plan

▶ Identifying the people who will read your plan

▶ Setting your business time frame and milestones

▶ Launching the business-planning process

The fact that you’re holding this book means the task of writing a business 
plan has made it onto your to-do list. Now come the questions. What 

exactly is business planning? What should it include? Where do you start the 
process of writing your business plan?

Well, that’s exactly what this first chapter of Business Plans Kit For Dummies, 
3rd Edition, is all about. It confirms your hunch that business planning is 
essential — when you start your business and at every growth stage along 
the way. Plus, it helps you think clearly about why you need a business plan, 
whom your business plan is for, what key components you need to include, 
and what kind of time frame is reasonable.

Writing a business plan is a big task, but this book makes it manageable. This 
chapter provides a quick and easy overview to get you oriented and on your 
way to business-planning success.

Understanding Your Starting Position
No two businesses are exactly alike, and no two business plans are precisely 
the same, either. Every business comes to the planning process with differ-
ent issues and goals. Most start-up businesses understand the importance of 
business planning. Without a plan, they usually can’t get funding.

But even businesses with plenty of cash can get into big trouble without 
a well-thought-out plan. Business planning is an ongoing process for all 
businesses — or at least it should be. Effective planning keeps established 
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companies on track. It serves as a guide for companies that plan to launch a 
new product or service or introduce a new marketing program to seize new 
business opportunities. A plan is also essential for companies in trouble who 
want to chart an effective turnaround. Even companies that are looking to 
go out of business need a plan if they intend to put themselves up for sale or 
merge with another business. The purpose and the process of business plan-
ning, in other words, are different, depending on your starting position. The 
following sections describe some of the most common starting positions.

Planning for a start-up
A start-up company begins with a new idea and high hopes. A business plan 
helps these new ventures evaluate their new idea, potential market, and 
competition. The critical questions that a business plan for a start-up must 
address are

 ✓ Does this new venture have a good chance of getting off the ground?

 ✓ How much money will the business need to get up and running?

 ✓ Who are our customers, and what’s the best way to reach them?

 ✓ Who are our competitors, and what’s the best way to outrun them?

 ✓ Why will customers choose our new product or service instead of our 
competitors’?

Planning to address changing conditions
Especially during rocky economic times, many existing businesses are trying 
to retool themselves. The critical questions a business plan must address are

 ✓ What are the economic realities we face?

 ✓ How can we reshape the company and its products or services to com-
pete in the new economic environment?

 ✓ What steps do we need to take to reach the goal of achieving those 
changes?

Planning to seize growth opportunity
Even successful companies can’t rest on their laurels. To remain successful, 
they have to continue to compete. For many, that means recognizing and 
seizing opportunities to grow their businesses. For companies charting a 
strategy to grow, a business plan must address several key questions:
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 ✓ Where do the best opportunities for growth lie?

 ✓ Who are our competitors in this new market?

 ✓ How can we best compete to grab new market share?

Committing to the Business-Planning 
Process

With a thousand issues clamoring for the precious hours in your day, com-
mitting time to plan your company’s future isn’t easy. But operating without 
a plan is even harder — and even more time-consuming in the long run. We 
can give you dozens of good reasons to plan.

Two steps can help you get started. The first is to define your business situ-
ation and how a business plan can help you move your business from where 
it is to where you want it to be. The second is to list the ways that a business 
plan can heighten your company’s odds of success. The next two sections 
lead the way.

Defining your business-planning situation
To get your business where you want it to go, you need a map to follow, 
which is what your business plan is all about. It starts with a description of 
your current situation; describes your future plans; defines your opportuni-
ties; and details the financial, operational, marketing, and organizational 
strategies you’ll follow to achieve success.

 Imagine that your company is a ship about to set sail on an ocean voyage. 
Your business plan defines your destination and the route that you’ll follow. It 
details the supplies and crew you have on board as well as what you still need 
to acquire. It forecasts the cost of the voyage. It describes the weather and sea 
conditions you’re likely to encounter along the way and anticipates the poten-
tial dangers that may lurk over the horizon. Finally, your business plan identi-
fies other ships that may be attempting to beat you to your destination.

The same kind of planning is necessary back on dry land. To navigate a new 
course for your company, you need to start with an assessment of where 
your business is right now. You may be putting your business together for 
the first time. Or your business may be up and running but facing new chal-
lenges. Or perhaps your business is doing well and about to launch a new 
product or service. Once you assess your current situation, you need to 
define where you want to arrive and what strategies you’ll follow to get there.
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 To define your current business situation, use Form 1-1 on the CD-ROM. It 
lists some of the many situations that companies face as they embark on the 
planning process. Take a few minutes to check off the situations that apply to 
your circumstances.

Buying into the value of business planning
The time you invest in your business plan will pay off many times over. Some 
of the most obvious benefits you’ll gain from business planning include

 ✓ A clear statement of your business mission and vision

 ✓ A set of values that can help you steer your business through times of 
trouble

 ✓ A blueprint you can use to focus your energy and keep your company on 
track

 ✓ Benchmarks you can use to track your performance and make mid-
course corrections

 ✓ A clear-eyed analysis of your industry, including opportunities and 
threats

 ✓ A portrait of your potential customers and their buying behaviors

 ✓ A rundown of your major competitors and your strategies for facing 
them

 ✓ An honest assessment of your company’s strengths and weaknesses

 ✓ A road map and timetable for achieving your goals and objectives

 ✓ A description of the products and services you offer

 ✓ An explanation of your marketing strategies

 ✓ An analysis of your revenues, costs, and projected profits

 ✓ A description of your business model, or how you plan to make money 
and stay in business

 ✓ An action plan that anticipates potential detours or hurdles you may 
encounter

 ✓ A handbook for new employees describing who you are and what your 
company is all about

 ✓ A résumé you can use to introduce your business to suppliers, vendors, 
lenders, and others
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TYPICAL BUSINESS-PLANNING SITUATIONS

We think we have a good idea, but we’re not sure if we’re being overly optimistic.

The process of putting together a business plan can be a powerful reality check. While crafting 
your plan, you’ll put your good idea to the test. Does your business proposition make sense? 
Are the assumptions you’re making, in fact, true? Does your strategy fit in with prevailing 
business conditions? Do you have the resources you need? Will you really be able to attract  
customers? Can you actually make a profit? Do you have contingency plans in place if things go
wrong? What do critics of your new plan say? Are any of their concerns justified? How can you
address their criticisms?

We know we have a great idea. We’re just not sure how to turn it into a real business.

Turning a great idea into a successful business is exactly what a business plan is all about. One 
key part of your plan is likely to be a business model, for example, which describes exactly 
how your business intends to take in and make money. (Planning a not-for-profit? Your business 
model will describe where the money’s coming from and how you plan to allocate it.) Most 
business plans also include detailed goals and objectives, which together create a road map 
for exactly how to turn that great idea of yours into a going — and growing — concern.

We need to convince investors that our great idea can make them lots of money.

The only way to convince investors is with a solid business plan. Sure, you can point to a time in the 
heady days of the Internet boom when investors may have written a check simply because 
an idea sounded good or the entrepreneurs were energetic and talked the talk. But booms never 
last very long. Most of the time, investors want to see a strong and convincing business plan — one  
that makes a persuasive case that your company can turn a profit. They will take an especially 
close look at your business model and your financials. And the same goes for lenders. A complete 
and convincing business plan can help you get the loans you need to get your business up
and running.

We’re having a tough time attracting talented people in a highly competitive labor market.

A strong business plan will help. Prospective employees need to feel confident that they’re signing 
on with a company that knows what it needs to do to succeed. They also need to share in your  
vision and excitement. If your business plan points clearly toward an attractive destination, 
you’ll have a very good chance of enlisting the kind of skilled and enthusiastic people you’re
looking for. If the plan also helps attract new hires with experience in this kind of venture,
all the better.

Form 1-1: This form lists typical business-planning situations that may match your circumstances.
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I’m thinking of going into business for myself, but I’m not sure where to start.

Sole proprietors going into business on their own are often less likely than bigger companies to take 
the time to write a detailed business plan. But they really have as much or more to gain. 
Writing a business plan — particularly creating a detailed set of goals and objectives — gives you 
a simple framework to think about where to begin and how to follow through. If you’re going into 
business on your own for the first time, a plan can help you sidestep problems and focus clearly 
on what you do best. Most important of all, a detailed and well-thought-out business plan gives 
you the confidence you need to go out and start your own business in the first place.

Our company has hit a few big bumps in the road, and we’re struggling to get back on track.

Part of the business-planning process involves an analysis of your own strengths and weaknesses 
as well as a recognition of the opportunities and threats in your business environment. 
Establishing specific goals and objectives as part of a coherent, overall plan is especially 
important when your company is in trouble. An effective business plan ensures that all your 
employees are focused on the same goals when you most need them to be.

We’ve had a few financial and personnel problems lately, and staff morale is low.

A strong and inspiring business plan can bring your employees back together and boost morale. 
Two key parts of a good business plan — the mission statement and the vision statement — help 
make clear to employees not only what the company does, but also why it’s in business. The two  
statements express both your purpose and what the company wants to become in the future.  
Many businesses use their mission and vision statements to inspire their people, boost 
productivity, and sharpen their competitive edge.

We want to sell off part of the company so that we can focus on what we’re good at.

You have two good reasons to write a business plan. One of the purposes of your plan will be to 
get the part of the company you’re spinning off in shape and ready to sell — at the best price.  
The other purpose of your plan will be to help you set out goals and objectives for the remaining  
part of the company, allowing you to focus your efforts on what you do best. Whenever a company 
undergoes the kind of sweeping change you describe, it really becomes a new company. 
That’s why writing a new business plan in this situation is so important.

Page 2 of Form 1-1.
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We have the opportunity to grow our business, but we’re worried about growing too fast.

Success can be a double-edged sword. It’s great while the money keeps rolling in, but the 
pressure to grow has also derailed many a company. Effective planning can help you chart 
the best way for your own business to grow. A solid business plan will also help ensure  
that you have the necessary resources in place to support and power your growth.

We’re thinking about introducing a new product or service, but we need some guidance.

Introducing a new product or service — or entering a brand new market with a product or 
service you already have — is very much like starting a business. You need to think through 
all the same issues, from whom your customers and competitors are likely to be to avoiding  
threats and seizing market opportunities. The process of creating a business plan helps you   
develop a strategy for introducing your new product or service and then ensures that it 
becomes a successful part of the larger business.

Page 3 of Form 1-1.

Making a wish list for your business plan
Setting out your priorities in the form of a business-planning wish list can 
help you focus your efforts. With a completed plan in hand, you can return to 
this list to make sure that it achieves everything on your list of priorities.

 To create your own wish list for business planning, use Form 1-2 on the 
CD-ROM. It lists some of the items that top the list for businesses embarking 
on the planning process. It also allows you to fill in items of your own. Place a 
check mark beside the items that are on your wish list. After you’ve completed 
the form, assign a priority (low, medium, or high) to the items you’ve checked. 
Keeping this form handy as you go through the planning process will help you 
stay on track to meet your planning goals.

Write a plan; make more money
For proof that a business plan is important, con-
sider this example. When the Kauffman Center 
for Entrepreneurial Leadership surveyed the 
annual winners of its Entrepreneur of the Year 
Award, it found that companies with written 

business plans had 50 percent greater sales 
growth and 12 percent higher gross profit mar-
gins than companies without plans. How’s that 
for incentive?
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BUSINESS-PLANNING WISH LIST

 
 At the End of the Planning Process, We Hope to Have . . . Priority         

❏  A document we can use to get funding Low medium high

❏  A strategic plan for a new product or service launch Low medium high

❏  A compelling description of our business model Low medium high

❏  A financial forecast for the upcoming year Low medium high

❏  A document we can use to recruit new employees Low medium high

❏  A strategic plan to return the company to profitability Low medium high

❏  A strong marketing plan to address new competition Low medium high

❏  A description of our operations Low medium high

❏  A detailed assessment of the competitive environment Low medium high

❏  An analysis of our strengths and weaknesses Low medium high

❏  A detailed set of goals and objectives aligned with our strategy Low medium high

❏  A plan for a change in ownership or management Low medium high

❏  A detailed analysis of our customers and what makes them buy Low medium high

❏  A reality check for a new idea for going into business Low medium high

❏  A document we can use to get grant money for a nonprofit Low medium high

❏  A clear sense of our vision and mission Low medium high

❏  A strategic plan to return to our core business Low medium high

❏  A document that will help explain the company’s mission to employees Low medium high

❏  A plan to prepare the company for a sale or merger Low medium high

❏  Other: Low medium high

❏  Other: Low medium high

❏  Other: Low medium high

 Form 1-2: Use this form to establish your specific objectives for creating a business plan.

Identifying Target Audiences 
and Key Messages

Your business plan is the blueprint for how you plan to build a successful 
enterprise. It’s a comprehensive document that covers a lot of territory and 
addresses all sorts of issues. To help focus your efforts, consider which 
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17 Chapter 1: Starting Your Planning Engine

groups of people will have the greatest impact on your success. Those 
groups will be the primary audiences for your business plan.

For example, if you need capital investment, investors will be your primary 
audience. If you need to build strategic alliances, you want to address poten-
tial business partners. You and your team are another key audience for the 
plan, of course, because it will serve as your guide. Be sure to keep that fact 
in mind as you fine-tune the messages you want to convey.

After you know who you want to reach with your business plan, you can 
focus on what those readers will want to know and what message you want 
them to receive. This section helps you define your audience and your mes-
sage before you begin to assemble your plan.

Your audience
All the people who have an interest in your business venture — from inves-
tors and lenders to your employees, customers, and suppliers — represent 
different audiences for your business plan. Depending on the situation you 
face and what you want your company to achieve through its plan, certain 
audiences will be more important than others:

 ✓ If your company seeks investment capital, your all-important target audi-
ence is likely to be filled with potential investors.

 ✓ If your plan includes the introduction of stock options (possibly in lieu 
of high salaries), your current and prospective employees will be a pri-
mary target audience.

 ✓ If you’re launching a business that needs clients, not cash, to get up and 
running — the sooner the better — potential customers will comprise 
your plan’s primary audience.

 ✓ If you’re a self-employed freelancer, your plan may be for you and you 
alone to focus your efforts, chart your course, and anticipate problems 
before they arise.

 Form 1-3 presents a list of the most common audiences for a business plan. 
Check off the groups that you think will be most important to your business 
success, given your current situation.

Your message
After you target the audiences for your plan, the next step is to focus on the 
key messages you want each group to receive. People with different stakes 
in your business will read your business plan with different interests and 
values. For example:
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18 Part I: Building a Strong Foundation for Your Plan 

 ✓ A person who owns shares in a company wants to read about growth 
plans.

 ✓ A banker considering a loan request wants to see proof of strong rev-
enue and profit prospects.

 ✓ Employee groups want to see how they’ll benefit from the company’s 
growth and profits.

 ✓ Regulators focus on operational and financial issues.

For advice on targeting and talking to your key audiences, including informa-
tion on which parts of the business plan various audiences turn to first and 
how to address multiple audiences with a single plan, turn to Chapter 14.

 But for now, do some preliminary planning, using Form 1-3 on the CD-ROM:

 1. Identify the three most important audiences you intend to address 
with your business plan.

  For help, refer to the list of common audiences in Form 1-2.

 2. Jot down key points you need to make to each target audience.

  Writing down your key points doesn’t require fancy prose; just get your 
ideas down on paper so you can refer to them when you begin writing 
your business plan.

Business planning as a test drive
Business planning sets the course that you plan to follow. But a good busi-
ness plan also functions as a kind of test drive. It allows you to think about 
all the parts you need to have in place to make your company run at peak 
performance.

A good business plan is also your chance to anticipate bumps or sharp turns 
that may lie ahead — including economic uncertainties, competitors on the 
same racetrack, and your particular strengths and weaknesses. Many compa-
nies discover that business planning allows them to conduct a virtual test of 
a new product or service idea or a proposed strategy for a turnaround. Along 
the way, they get to work out the kinks and avoid problems that, in the real 
world, may have left them broken down on the shoulder of the road. Many 
companies end up retooling their product, service, or strategy as a result of 
the business planning process.
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19 Chapter 1: Starting Your Planning Engine

 

Yourself

Your Board of Directors

Investors and lenders

Senior management team

Current employees

New hires

Independent contractors

Vendors and suppliers

Customers or clients

Donors (for nonprofits)

Distributors

Regulators

Advocacy groups

Others

CHECKLIST OF COMMON BUSINESS PLAN AUDIENCES

Form 1-3: Use this checklist to identify the primary audiences for your business plan.
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20 Part I: Building a Strong Foundation for Your Plan 

The Anatomy of a Business Plan
Written business plans are as varied as the companies that compile them. 
Some plans run almost 100 pages, whereas others barely fill a few sheets. 
Some plans start with executive summaries, and others plunge right into 
detailed descriptions of products and services. Some companies print their 
business plans on paper, and some publish their plans exclusively on the 
Web. Some plans include page after page of financial projections, and others 
list only anticipated costs, expected revenues, and projected profits.

Every business plan is written for a different reason and to obtain a different 
outcome. Still, some plans are better than others. The following information 
helps you write a plan that will win high marks.

Business-plan contents 
from beginning to end
Business plans come in all shapes, sizes, formats — even colors — but they 
all share a similar framework. The following components, presented in the 
order they generally appear, are common elements in most business plans:

 ✓ Table of contents: This element is a guide to the key sections in your 
business plan and is especially useful if your plan exceeds ten pages.

 ✓ Executive summary: This section is a summary of the key points in your 
business plan. You should incorporate it if your plan runs more than ten 
pages and you want to convey important information upfront. You want 
to keep it clear, captivating, and brief — in fact, try to keep it to two 
pages or less.

 ✓ Company overview: This section describes your company and the 
nature of your business. It may include your company’s mission and 
vision statements as well as descriptions of your values, your products 
or services, ways your company is unique, and what business opportuni-
ties you plan to seize. (Turn to Chapter 3 for help defining your business 
purpose and developing your company overview.)

 ✓ Business environment: This section includes an analysis of your indus-
try and the forces at work in your market; an in-depth description of 
your direct and potential competitors; and a close look at your custom-
ers, including who they are, what they want, and how they buy products 
or services. It describes everything that affects your business that’s 
beyond your control. (Count on Chapter 4 to help you zoom in on your 
environment and develop your analysis.)
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21 Chapter 1: Starting Your Planning Engine

 ✓ Company description: In this section, include information about your 
management team, your organization, your new or proprietary technol-
ogy, your products and services, your company operations, and your 
marketing potential. (Check out Chapter 6 for help in writing your com-
pany description.)

 ✓ Company strategy: This section brings together the information about 
your business environment and your company’s resources and then lays 
out a strategy for going forward. (As you prepare this section, you’ll find 
Chapter 5 an indispensable resource.)

 ✓ Marketing plan: This section is where you describe how you plan to 
reach prospects, make sales, and develop a loyal clientele. (Chapter 7 is 
devoted exclusively to helping you develop your marketing plan.)

 ✓ Financial review: This section includes a detailed review of dollars and 
cents, including the state of your current finances and what you expect 
your financial picture to look like in the future. It typically contains 
financial statements, including an income statement, your balance sheet, 
and a cash-flow statement. (If any of these terms seem foreign to you, or 
if you want step-by-step financial planning advice, see Chapter 8 for all 
the details.)

 ✓ Action plan: Here you detail the steps involved in implementing your 
business plan, including the sequence of actions and how they align with 
your goals and objectives. (Flip to Chapter 3 for advice on establishing 
goals and objectives and then turn to Chapters 14 and 15 for information 
on how action plans ensure that you’ll put your business plan to work.)

 ✓ Appendixes: This section includes detailed information that supports 
your business plan. It may include analyses, reports, surveys, legal docu-
ments, product specifications, and spreadsheets that deliver a rounded 
understanding of your business plan but which are of interest to only a 
small number of your readers.

 The preceding list of the major components of a typical business plan is fea-
tured in Form 1-5 on the CD-ROM. As you get down to the business of writing 
your plan, use the items on Form 1-5 as a checklist, ticking off the major com-
ponents as you complete them.

Not all business plans include all the components listed here. In fact, you 
won’t find a textbook example of a written business plan. For that reason, we 
don’t provide any rigid business-plan model in this book. Instead, you find 
information on how to develop each of the major components, advice for 
how business plans tend to work for different kinds of businesses, and ways 
you can organize and present materials in your written plan.
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Frequently asked business-plan questions
If you’re like most people who get this far into the business-planning process, 
you have some questions right about now. We answer the most frequently 
asked questions about writing business plans in the following list:

 ✓ Do I really need to include all these sections? Nope. Your business 
plan should include only what’s important to you and your company. 
If your plan is short — or written mostly for your own purposes — you 
can dispose of the executive summary, for example. And if you’re a com-
pany of one, you probably don’t need a section describing the organiza-
tion of your business (unless you want to give yourself a plan for how to 
get organized yourself!).

  For most businesses, however, the more complete your business plan is, 
the better off you are. If yours is a one-person operation, for example, you 
may figure you can do without the company overview section because you 
already know what your business is all about, right? Well, you may find 
that by compiling that section — by putting your mission, vision, values, 
product offering, and unique attributes into words — you uncover new 
ideas about what you really plan to do with your business. And that exer-
cise can be extremely valuable for any company, no matter how big it is.

 ✓ Do I really need to write it all down? The one-word answer is yes. 
Creating a written plan forces you to face tough issues that you may oth-
erwise ignore. When you put your thoughts down on paper, you give each 
question the attention it deserves. For example, when you write your busi-
ness plan, you define your customers and your strategy for reaching out 
to them; you also analyze your competition and how your offerings com-
pare to theirs; you uncover market opportunities to seize and threats to 
buffer yourself against; and you establish a set of goals and objectives — 
along with your action plan for achieving success. And when you’re done, 
you have it all in writing for quick, easy, and frequent reference.

 ✓ How long should my plan be? As long as it needs to be and not a single 
word longer. A business plan as thick as a Stephen King novel doesn’t 
impress anyone. In fact, a plan that size is likely to scare them off. What 
really impresses investors, clients, employees, and anyone else who may 
read your plan is clear, straightforward, and to-the-point thinking. Don’t 
go overboard in the cutting room or leave anything important out of 
your plan purely for the sake of keeping it brief, but do condense every 
section down to its most important points. Even comprehensive plans 
usually fit on 20 to 30 pages, plus appendixes. And that makes many 100-
page business plans about 75 pages too long!

 ✓ Is an economic downturn any time to start a business? Since the first 
edition of Business Plans Kit For Dummies was first published, economic 
and financial bubbles have risen and then burst. The economy has 
climbed to historic highs and undergone unprecedented slumps. Those 
ups and downs have created a business environment of great uncertainty. 
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Especially in an economic downturn, a reasonable question to ask is, “Is 
this a good time to plan a new venture?” In fact, it may be one of the best 
times. Any business that competes on price can expect to fare well during 
slow economic times. High-end restaurants may suffer, for example, but 
pizza chains flourish. A downturn is precisely the right time to begin plan-
ning for when the economy turns around. Career consulting firms that 
recruit top-notch talent when the economy is slow can expect sizzling 
business when hiring picks up.

Establishing Your Plan’s Time Frame
Your time frame represents how far out into the future you want to plan. You 
want your business to grow successfully for years and years into the future, but 
that goal doesn’t mean your current business plan goes all the way to forever. 
Each business plan covers a unique planning period. Some are designed to get 
a company to a defined sales level, a funding objective, or the achievement of 
some other growth goal. A good business plan covers a time frame that has a 
realistic start and finish, with a number of measurable checkpoints in between.

Committing to a schedule
How far out should your planning horizon go? Your answer depends on the 
kind of business you’re in and the pace at which your industry is moving. Some 
ventures have only six months to prove themselves. At the other end of the 
spectrum, organizations that have substantial endowments, such as nonprof-
its, are in for the long haul with business plans that look at five- or ten-year 
horizons. Typical business plans, however, tend to use one-year, three-year, or 
five-year benchmarks. (Odd numbers are popular, for some reason.)

 Business planning is an ongoing process. From year to year — and sometimes 
more often than that — companies review, revise, and even completely over-
haul their plans. As you establish your time frame, don’t worry about casting 
it in cement. Instead, think of your schedule as something you commit to 
follow unless and until circumstances change and you make a conscious deci-
sion to revise it.

Defining milestones
Setting goals and establishing measurable objectives is a critical part of busi-
ness planning. (Take a look at Chapter 3 to find out more about setting goals and 
objectives.) But knowing your goals and objectives isn’t enough. You can’t just 
say you’ll get around to achieving them; you need to establish and hold yourself 
accountable to a schedule that includes specific milestones along the way.
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 Figure 1-1 shows how a retail store specializing in digital equipment (cameras, 
recorders, and other devices) answered five basic questions in order to estab-
lish a reasonable time frame for its expansion plans. Based on their answers, 
the owners determined that the business would need one year to open new 
stores and achieve profitability. Over that yearlong planning period, they 
defined a number of milestones:

 ✓ Month 1: Complete business plan.

 ✓ Month 2: Secure business loans.

 ✓ Month 3: Begin search for retail space.

 ✓ Month 5: Lease and develop retail space; begin hiring.

 ✓ Month 7: Open shops; run holiday ads.

 ✓ Month 8: Holiday shopping season begins.

 ✓ Month 12: New stores become profitable.

 To establish a time frame for your business plan, look over the questions on 
Form 1-6 on the CD-ROM and answer the questions that are relevant to your 
situation. Your responses will help you set a time frame that includes your key 
milestones and takes into account your business trends and cycles and the 
competitive and financial realities of your business.

 

Figure 1-1: 
The 

questions 
included in 

this form 
help deter-

mine an 
appropriate 
time frame 

for your 
business 

plan.
 

BUSINESS PLAN TIME FRAME QUESTIONNAIRE

Identify three milestones that represent essential steps you need to take to get your business
off the ground or to the next level of achievement. Estimate a time frame for each.

•  Milestone 1: Secure business loans. (2 months)

•  Milestone 2: Lease and develop four locations. (5 months)

•  Milestone 3: Get all shops up and running. (8 months)

Is the success of your business tied to a major business trend? If so, what is the time frame?

The emerging market for digital devices — already underway, with new products scheduled for
release every quarter

Is your business seasonal in nature? When do you need to have your product or service
available to take advantage of the peak season?

Holiday sales represent 50 percent of our revenue.

How soon do you need to make your product or service available to stay ahead of your
competition?

Consumer electronics is extremely competitive.

When do you absolutely need to start making a profit or meet your profit projection?

Moderate financial pressure on the company.

1.

2.

3.

4.

5.

(5 months)

(8 months)

(ASAP)

(Within 1 year)
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Preparing for the Real World
You’re about ready to dive into the business-planning process. By now you’re 
pretty certain about the purpose and benefit of your plan, and you have a 
fairly clear idea of who you want to read your opus when it’s ready and what 
you want them to find out and do as a result. You may even have a prelimi-
nary idea of your planning timeline. (If any of that sounds like Greek, look 
back at the preceding sections in this chapter.)

Before you turn to Chapter 2 and dive into the planning process, however, 
take a minute to become aware of some of the many resources you can turn 
to for additional tips and tools along the way.

Locating informative resources
You’re certain to have questions as your business planning gets underway. 
For example, you may want to find out about trends in your industry or mar-
ketplace or obtain information on your customers or competitors. Maybe 
you need more information before you develop your marketing plan or need 
help with your finances. Luckily, you have plenty of places to turn to for help. 
Here’s a list of the places you can check out for more information:

 ✓ The Internet: You can dig up information on markets, customers, 
competition — you name it. When using search engines, enter your best-
guess term for what you want to find, and you’ll be amazed at the results. 
You can also visit industry Web sites for gold mines of information. And, 
by all means, go to the sites of your leading competitors to read company 
overviews, news releases, and all kinds of other information.

  Many companies have discovered that customer reviews on Web sites 
are one of the best places to turn for information about what customers 
like and don’t like about products and services already on the market. 
Every complaint you see on a Web site represents a potential business 
opportunity!

 ✓ Your local college or university library: The periodical section of your 
library has business journals and other useful publications, and the ref-
erence shelves contain books on market demographics, industry trends, 
and other factual resources.

 ✓ A nearby business school: Many schools offer seminars or night classes 
open to the public, and professors are usually happy to answer your 
questions.

 ✓ Industry trade journals: Yes, the subscriptions are sometimes pricey, 
but they’re often well worth the investment.
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 ✓ Newspapers: No matter what your business, The New York Times, The 
Wall Street Journal, and a local paper keep you on top of issues you 
should follow.

 ✓ Trade shows and industry symposiums: These gatherings are usually 
great places to get news about products, services, customers, and your 
competitors — all under one roof.

 ✓ U.S. Small Business Administration (SBA): A rich resource for just 
about everything you want to know about starting and running a small 
business. Look online at www.sba.gov.

 ✓ Search and research companies: Using these resources comes with a 
price, but sometimes a LEXUS/NEXUS search or a market-research study 
is the only place to find must-have data.

 ✓ Professional groups: Almost every profession has a professional 
group, from the American Medical Writers Association to the Society of 
Wetlands Scientists. Find the group that serves your business arena and 
check out the Web site and membership requirements.

 ✓ Local business networking groups: These groups are comprised of 
members with experience, insights, and even business referrals to share.

 ✓ Your local chamber of commerce: This organization is a good vehicle 
for networking and staying abreast of local and state issues and can 
serve as a resource for all sorts of business and regional information.

Seeking expert advice
When you can’t find the answers to specific questions, ask for advice. For 
example, if you’re thinking of starting a retail business in town, ask other 
retailers to fill you in on what you need to know. If you want to break away 
from the corporate grind and go into business for yourself, schedule a lunch 
with someone who has made a similar move to discover what it takes. You’re 
sure to get an earful of useful firsthand advice to implement in your business 
planning.

 As you interview industry contacts — or people with experience in similar 
businesses — follow these steps:

 ✓ Prepare your questions in advance. With a little advance planning, you 
won’t forget to discuss something really important.

 ✓ Explain exactly why you’re asking for help. You can’t expect people to 
be open with you if you aren’t honest with them.

 ✓ Be prepared to listen. Even if you hear something you don’t want to 
know, listen anyway. Anybody who warns you about potential obstacles 
is doing you a big favor.
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 ✓ Keep the conversation open-ended. Always ask whether you should be 
thinking about other issues or addressing other topics.

 ✓ Build your network of contacts. Ask for introductions to others who 
may be helpful or for suggestions for sources of useful information.

 ✓ Be grateful. Pick up the lunch or dinner tab. Write a quick thank-you 
note. Remember: You may need to turn to the same people later for 
additional advice or help.

Sharing the load
Unless you want to feel overwhelmed and burdened, you need to identify the 
key people who can help you during the business-planning process. If you’re 
in business on your own, chances are you’ll shoulder most of the business-
planning efforts yourself. If you’re part of a business team, enlist the help of 
others in your company. For one thing, people with different backgrounds 
have different perspectives that add breadth and depth to your business 
plan. What’s more, by involving key people in the planning process, you 
ensure that they have a strong stake in getting results after you finish the 
written plan.

 If you’re in a big company, you may delegate a lot of the work involved in 
creating and writing a business plan. Some companies even hire consultants 
to handle parts of the process. The downside of sourcing the work to outsiders 
is that you may end up with a plan that doesn’t really reflect what’s happening 
in your company. Worse yet, you may fail to win the commitment of the 
managers who are ultimately responsible for putting the plan into action. To 
get inside, make sure that your senior management team plays a central role. 
The marketing team, for example, may be charged with writing the company-
strategy section, and the Chief Financial Officer (CFO) is an obvious choice for 
completing the financial review. And think about asking someone in corporate 
communications to write a crisp, clear, to-the-point executive summary (but 
wait until all the other parts of the plan are completed and ready to be 
summarized).

Staying on track
 To organize your business-planning process, use Form 1-7 on the CD-ROM. It 

lists the major components of a typical business plan and provides spaces for 
you to assign names and dates. If you intend to delegate, you can use this form 
to keep track of who’s in charge of which business plan component and when 
it’s due. If you’re planning all by yourself, you can use the form to track your 
progress.
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 When you enlist help in putting together a plan, you’re probably asking the 
people around you to take on more than their usual workloads. To avoid over-
whelming the office, create a reasonable schedule for getting the work done. 
And to keep everyone motivated, share the importance of the planning process. 
(See the section “Buying into the value of business planning,” earlier in this 
chapter, if you need ammunition.) If you’re asking people to put in overtime, 
reward them for their efforts. A dinner out to celebrate important milestones in 
the planning process can go a long way toward keeping enthusiasm high.

 Because business planning involves a lot of brainstorming, discussion, vision, 
and revision, it generates a lot of paperwork. To keep track of it all, name one 
person to be the keeper of a loose-leaf notebook containing all the materials 
related to your plan. If you’re on your own, that person is you. If you’re head-
ing up a planning team, make sure to assign a person who’s a natural-born 
organizer.

Finally, consider using business-planning software to help you through the pro-
cess. All sorts of tools are available — from freeware and shareware programs 
to full-service commercial software. You can find a number of software tools, 
trial versions, and demos on the CD-ROM — see the appendix for details.

  

Plan Component Who’s In Charge When It’s Due

Executive Summary

Company Overview

Business Environment

Company Description

Company Strategy

Marketing Plan

Financial Review

Action Plan

Appendixes

BUSINESS PLAN TRACKER

 Form 1-7: Use this form to assign tasks and organize your business-planning process.
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Forms on the CD-ROM
Check out the following forms on the CD-ROM designed to help you get ready 
to start the business-planning process:

Form 1-1 Typical Business-
Planning Situations

A variety of situations that typically 
prompt business-planning activity

Form 1-2 Business-Planning 
Wish List

A checklist of your main objectives in 
writing a business plan

Form 1-3 Checklist of Common 
Business Plan 
Audiences

Examples of groups and individuals who 
may have a stake in your business plan

Form 1-4 Business Plan Target 
Audiences and Key 
Messages

A form for listing the key audiences for 
your business plan and the messages 
you want each to receive

Form 1-5 Major Components in a 
Typical Business Plan

A checklist of the most common sec-
tions found in a typical business plan

Form 1-6 Business Plan Time 
Frame Questionnaire

Questions to help you determine the 
best time frame to use for your business 
planning

Form 1-7 Business Plan Tracker A form you can use to keep track of 
who’s in charge of each business plan 
component and when it’s due
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Chapter 2

Generating a Successful 
Business Idea

In This Chapter
▶ Developing great ideas

▶ Brainstorming alone or in a group

▶ Deciding which ideas are worth pursuing

▶ Putting your ideas through a reality check

Writing a business plan is one of the most important steps in moving 
a new business venture into reality. But a business plan is equally 

important for established ventures planning to introduce a new product or 
service — or scrambling to adapt to the kind of rapidly changing business 
environments we’ve seen in recent years.

Whatever your current situation, business planning begins with an idea. It 
may be a great idea for a new business. It may be an idea for a new product 
or service to expand your business. Then again it may be an idea about how 
you’ll deal with a critical business challenge. Count on the following pages to 
fuel your idea-generating process with tips and tools for taking stock of your 
personal resources, asking others for advice, brainstorming ideas alone or in 
a group, putting your possibilities through a make-it-or-break-it reality check, 
and, finally, weighing the likelihood that investors, customers, and colleagues 
will want to buy into your business proposition.

Brainstorming Business Ideas
From technologies, to careers, to personal tastes, to finances, the world is 
moving faster than it’s ever moved. The pace of change can be dizzying for 
sure, and it brings with it plenty of uncertainty and risk. But all that change 
also leads to big opportunities for visionaries who can foresee market needs 
and respond with precisely matched product and service solutions.
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The next time you catch yourself saying “Why didn’t I think of that?” or “How 
in the world did they come up with that idea?” stop and realize that although 
great ideas may look lucky or random, when you look a little closer, you’re 
likely to find that considerable time and effort went into making them happen.

Hatching plans for a new 
product or service
Brainstorming isn’t just for start-ups. Established businesses must constantly 
be on the lookout for ways to revitalize existing offerings or add new prod-
ucts or services to stay ahead of the competition. That’s especially true these 
days, with the pace of technological change accelerating. The same creative 
process used by entrepreneurs dreaming up new ventures can be used by 
successful companies to hatch creative ideas for successful new offerings.

The following sections provide you with tried-and-true methods for revving 
your creative engine — whether alone or in a group — and snaring great 
ideas for your next business venture.

Using the do-it-yourself idea blender
Humans are a creative bunch. We invented the airplane, bendable straws, 
computers, the sports bra, skateboards, light bulbs, the jitterbug, disposable 
diapers, the safety pin, and Star Wars. Motives for invention vary from person 
to person:

 ✓ We invent to save lives. The polio vaccine, air bags, laser surgery, and 
fat-free cheesecake

 ✓ We invent to express our deepest thoughts. Poetry, painting, filmmak-
ing, dance, and music

 ✓ We invent just for fun. Game shows, iPhone apps, rollerblades, Suduko, 
and professional wrestling

The best thing about creativity is that no one holds a monopoly on great 
ideas. You may not become a creative genius overnight, but with a little time 
and effort and by following a few basic steps, you can become a lot more cre-
ative than you may have thought!

 To see what you can accomplish on the creativity front all by yourself, put the 
idea blender to the test. Take the following easy steps:
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 1. Grab a couple of sheets of paper and Forms 2-1 and 2-2 on the 
CD-ROM.

 2. Using Form 2-1 on the CD-ROM, fill out the rows as follows:

 • In the first column, list your personal strengths — for example, “I 
work well with people,” I’m very detail-oriented,” or “I’m not afraid 
to try something new.”

 • In the second column, list things you like to do. Include hobbies 
like playing videos, listening to classical music, skydiving, refinish-
ing antiques, or reading.

 • In the third column, list cool products or services that you enjoy 
using. Maybe you’re really into iPhones, personal organizers, 
doggy day care, GPS devices, or stair machines.

 • In the fourth column, make a wish list of the things you’d do if 
you won the lottery and no longer had to worry about making a 
living — things like moving to a tropical island, buying your own 
private jet, traveling, or going back to school.

  Check out Figure 2-1 as an example.

 

Figure 2-1: 
Use Form 
2-1 on the 

CD-ROM to 
identify your 

personal 
traits and 
interests.

 

MY FAVORITE THINGS

My Personal 
Strengths

Things I Like 
to Do

Products or
Services I Really
Like

What I’d Do If I 
Won The Lottery

1. Work well with
people

1. Play jazz piano 1. Hybrid cars 1. Write a novel 

2. Very detail-oriented 2. Explore new
Internet sites 

2. Computer-based
music programs 

2. Retire to Hawaii

3. Not afraid to try
something new

3. Get together with
friends to play cards

3. CRAIGSLIST 3. Create an
educational
foundation to teach
music in schools

4. Work well under
deadlines 

4. Travel 4. GPS devices 4. Travel

5. Creative,
especially when it
comes to software
design

5. Shop at garage
sales and flea
markets

5. e-books 5. Travel some more
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 3. Use Form 2-2 on the CD-ROM to blend the items from the rows.

  See what you come up with, as Figure 2-2 illustrates. Here’s how:

 • Choose an item in the first column, such as “Creative, especially 
when it comes to software design.”

 • Choose an item in the next column. You can simply choose ran-
domly or pick an item that seems to fit with your first choice, such 
as “Explore new Internet sites.”

 • Do the same thing in column three: Select an item that corre-
sponds and circle it. Say that you choose “Computer-based music 
programs.” Don’t worry if you don’t see an obvious match. We 
encourage you to make connections, even ones that feel offbeat. 
The process will get you thinking out of the box and allow you to 
see yourself and your prospects in completely new ways.)

 • Select an item from column four — “What I’d do if I won the lottery.”

 • Look over the items you’ve chosen. Use them to brainstorm three 
business ideas. Be creative. Entertain ideas you’ve never consid-
ered, such as starting a nonprofit organization.

  Use Form 2-2 to write down the items you’ve highlighted.

  Bright ideas often sound a bit peculiar when first expressed. (Think of 
online auctions and mood rings, for example. And who would’ve 
jumped at the notion of a pet rock?) Yet many creative ideas emerge 
by combining familiar pieces of the world around you in new and dif-
ferent ways. (Think of TV dinners, car radios, and MP3 players, for 
example.)

 4. Try to pull at least three promising business ideas out of this process.

  Figures 2-1 and 2-2 show the idea blender at work. In this case, the com-
bination of an ability to do creative software design, a love of playing 
piano, and interest in teaching music suggest three pretty good ideas for 
business ventures. Not bad for a first run. Make a few copies of Form 2-2 
and try combining different items from Form 2-1. Choose random combi-
nations to see where they lead. Not all blender concoctions will be win-
ners. “Work well under deadlines,” “Hybrid cars,” and “Retire to Hawaii” 
may not lead to a great business idea (although who knows, maybe you 
could start an environmentally-friendly car rental agency on the island.) 
But “Not afraid to try something new,” “Love to travel,” and “GPS 
devices” may be just the inspiration you need to create GPS-based tour 
guides of leading tourist destinations.

The idea blender is a great way to get an idea for a new business. But it can 
be equally effective at dreaming up new products or services for existing 
businesses. Some people we know have used it to find direction as they con-
template changing careers.
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Figure 2-2: 
Form 2-2 
puts the 

idea blender 
to work, 

mixing your 
interests to 
form busi-

ness ideas.

 

THE IDEA BLENDER

Three business ideas:
1. Create a computer game to inspire kids to compose music on their own.
2. Develop a Web-based program that grade-school teachers can use to teach music.
3. Establish a nonprofit organization to bring professional musicians from the community
into local schools.

A personal strength: Creative, especially with software design

Something I really like to do: Play jazz piano

Product or service I really like: Computer-based music programs

If I won the lottery, I’d: Create an educational foundation for music in schools

Seeking creative solutions 
to tough challenges
Business planning sometimes addresses specific challenges that an existing 
company faces: retooling a product or service that isn’t working, for example, 
or addressing a new competitive challenge. In some cases, business planning 

Boost your personal creativity quotient
Where do creative ideas originate? As part 
of an informal survey, innovative individuals 
named their top idea-generating activities. 

The most frequently cited answers lead off the 
following list:

In the shower Commuting Going to sleep

Just waking up During quiet moments Actively thinking

Exercising Meditating Walking

Talking with friends While vacationing During the night

During a business meeting Reading Sitting at the desk

While under pressure Napping Dreaming

At a business seminar Lunching with colleagues In the classroom

Identify the activities that get your creative 
juices going, and over the next few weeks, 

devote a little more time to those pursuits. 
Watch for a boost in your creativity as a result.
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is done on an emergency basis, as in when the company is suddenly bleeding 
cash and needs major surgery to avoid going under. Success depends on taking 
a clear-eyed look at the challenge and coming up with creative solutions in the 
form of an action-based strategic plan. The first step is asking the appropriate 
questions.

 Use the questions in Form 2-3 to begin the process of brainstorming strategies 
to meet the pressing challenges your business faces.

  

BUSINESS CHALLENGES QUESTIONNAIRE

What are the most pressing challenges we currently face?

What forces are at work to create these challenges?

Which of these forces plays the biggest role?

Which of these forces can we most effectively change?

What are three strategies we could use to change them?

What are the three most important changes we can make to create an
effective strategy?  

 Form 2-3: Questions to help you begin a business plan designed to overcome challenges facing 
 an existing business.

Inspiring team creativity (with 
or without donuts or bagels)
Not all creative thinking is done alone. Put a few heads together, and you may 
whip up a mental hurricane. The outcome depends on the nature of the group 
of individuals you assemble (the more dynamic, inspired, freewheeling and 
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innovative, the better) and the communication skills that the session leader 
brings into the room.

 The quickest way to kill an idea is to say anything akin to any of the following:

 ✓ It won’t work.

 ✓ We’re not ready for that.

 ✓ It isn’t practical.

 ✓ It’s already been done.

 ✓ That’s just plain stupid.

The group you assemble needs to remain open to all ideas presented in order 
to develop a healthy idea-generating environment.

Applying the LCS system to nurture new ideas
 To nurture brand-new ideas and allow them to grow, use the three-part LCS 

system:

 ✓ L is for likes, as in, “What I like about your idea. . . .” Begin with some 
positive comments to encourage people to let loose with every creative 
idea that comes to mind. Not every idea will work. But even zany ideas 
can spark more practical and effective ones.

 ✓ C is for concerns, as in, “What concerns me about your idea. . . .” Sharing 
concerns begins dialogue that opens up and expands the creative pro-
cess. As you point out a concern, someone else in the group is likely to 
offer a creative solution.

 ✓ S is for suggestions, as in, “I have a few suggestions. . . .” Offering sugges-
tions moves the brainstorming session along and may lead to the gen-
eration of a brand-new set of ideas.

Assembling a brainstorming session
With the LCS system fresh in your brains, your group can take on a brain-
storming session following these steps:

 1. Start with a small group of people you trust and admire.

  You can turn to friends, relatives, professional acquaintances — anyone 
you think may contribute a new and useful perspective.

 2. Invite a couple of ringers.

  Consider inviting a few people who can stretch the group’s thinking, 
challenge assumptions, and take the group in new and unexpected direc-
tions, even if these individuals may make you feel a bit uncomfortable.
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 3. Choose the right time and place.

  The same old places can lead to the same old thinking, so be inventive. To 
inspire creativity, change the scene. Larger companies often hold brain-
storming sessions at off-site retreats. If you’re a small company or sole 
proprietor, you can still meet in a place that inspires creativity. Go to a 
park, a coffeehouse, or a hotel lobby. Whatever location you choose, be 
sure to create a productive environment. Have on hand a white board and 
lots of colored markers, pads of scratch paper for participants, relevant 
visual aids and informational resources, as well as plenty of table space.

 4. Establish ground rules.

  Explain what you want the group to achieve. Introduce the LCS system 
(see the previous section) so that participants have a tool that allows 
them to make positive contributions to the session.

 5. Act as the group’s conductor.

  Keep the process moving without turning into a dictator. Use these 
tactics:

 • Encourage alternatives: How else can we do that?

 • Stimulate visionary thinking: What if we had no constraints?

 • Invite new perspectives: How would a child see this?

 • Ask for specifics: What exactly do you mean?

 • Clarify the next steps: How should we proceed on that?

 6. Record the results.

  Designate a person to take notes throughout the session or record the 
session to review later. Remember, the best ideas are often side com-
ments, so capture the offbeat comments as well as the mainstream 
discussion. Assign someone the task of taking digital pictures of white 
boards. Sometimes a great idea passes by so quickly that people only 
later say, “Hey, what was that idea we had?”

 7. Review your notes and thoughts while they’re still fresh.

  Set aside time after the brainstorming session to distill the discussion 
down to three or four ideas that you want to continue working on.

Finding business ideas within 
your work environment
A survey of 500 of the fastest-growing companies in America showed that 
nearly half grew directly out of the founders’ previous work environments. 
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In other words, the founders created these companies after looking around 
at what they were doing and saying, “There has to be a better way to do this.” 
Solutions to challenges also often come from within. After all, who knows 
your business better than you and your employees?

 We can point to many examples of companies that recognized the challenges 
they faced but were completely unable to come up with effective strategies to 
meet them. The reason: People inside a company, who are used to the way 
things work, often have trouble thinking outside the box. Even sole proprietors 
and small business people run into the same problem. They are so close to the 
company and its way of doing business that they can’t see the forest for the 
trees. One approach is to bring an outside consultant in — someone who sees 
your business and its challenges with fresh, unbiased eyes. Hiring a consultant 
can be expensive. Another approach, if you have employees in a variety of 
positions, is to ask someone from an unrelated part of the business to look at 
the problem and suggest solutions.

 When considering new business possibilities, keep in mind that 99 percent of 
all businesses (both old and new) fall into one of three broad categories:

 ✓ Products for sale: Consider the range of products that your industry 
offers.

 • Can you think of innovative ways to make them better?

 • Can you imagine a product that completely replaces them?

 • What new product would knock you out of business if the competi-
tion offered it first?

 ✓ Services for hire: Consider the services that your industry offers.

 • Do you notice problems with consistency?

 • What isn’t being done that should be?

 • What do customers complain about?

 • What new services would threaten your business if the competi-
tion offered them first?

 ✓ Distribution and delivery: Ask yourself similar questions about your 
distribution and delivery systems.

 • What are the most serious bottlenecks?

 • Can you think of clever ways to improve distribution?

 • Can you envision a radically new delivery system?
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Identifying Business Opportunities
According to Thomas Edison, “Genius is 1 percent inspiration and 99 percent 
perspiration.” The same goes for business. Coming up with the idea is the 
inspiration part. When you begin to think about how to turn it into a busi-
ness, that’s when you begin to sweat.

Listening to what customers have to say
The Internet — and specifically online review sites — has opened up a brand 
new source of inspiration for new business opportunities. Customers, it turns 
out, have very strong opinions about what they’ve bought, and they’re not 
afraid to voice them. Just look at the reviews on Amazon and other shopping 
sites. Those reviews, good and bad, can tell you exactly what customers like, 
what they don’t like, and what they’d like to see in products and services. 
Their input is a gold mine of information.

Transplanting a great idea
A successful business doesn’t necessarily 
require an original idea.

A few years back, a California chef who was 
vacationing in Spain discovered the joy of 
tapas, the traditional finger food that Spaniards 
eat during the supper hour. On the spot, he 
knew that people in Los Angeles would go wild 
for tapas. What’s more, he knew they’d love 
the look and feel of the tapas bars that thrive 
in cities like Barcelona. He decided to import 
traditional Spanish food to southern California, 
opening a series of tapas bars around Los 
Angeles and launching a U.S. dining rage.

Putting your personal stamp on an existing idea 
can be as bold as importing an idea like tapas 
bars or as simple as transplanting a successful 
business concept into your market area — like 

the countless entrepreneurs who followed the 
California chef’s lead and opened tapas bars in 
cities and towns across the United States.

Think about the do-it-yourself pottery painting 
studios that you see practically everywhere 
these days. The idea migrated from do-it-your-
self porcelain painting, which was born out of 
necessity by a young housewife who reportedly 
couldn’t afford matching china. She decided to 
paint her own and wanted to help others to 
do the same. Entrepreneurs adapted the idea 
into a range of do-it-yourself pottery-painting 
businesses, including hobby shops; ceramics 
cafes; party businesses; glass, tile, and mosaic 
studios; and even pottery-painting books and 
online stores.
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Say that you’re interested in designing and producing a computer program 
that will make it easier for people to compose their own songs. Several such 
programs already exist. Go onto the sites that sell them, such as Musician’s 
Friend, and you’ll find plenty of chatter from satisfied and unsatisfied custom-
ers. Their likes and dislikes can help you decide what your product needs to 
offer in order to compete with products already in the marketplace.

Spotting changes that open 
up new opportunities
Many new businesses succeed by jumping on new opportunities that arise 
through technological, social, policy, or other changes. Change can be scary, 
but it can also open new doors. Spotting that door — and being the first to 
open it — requires skill and a little daring. When Apple launched its new 
iPhone, for example, a whole new industry of apps sprang into existence. 
When diet books began to promote low-carbohydrate regimens, opportuni-
ties abounded for food manufacturers to produce reduced-carb items. Any 
time the government breaks up a monopoly, new arenas for competition 
arise. As part of your brainstorming, ask your team to consider ongoing or 
likely changes that could open up new opportunities.

Keep in mind that new opportunities don’t have to mean re-inventing the 
wheel. To be sure, many companies succeed by creating a brand-new prod-
uct or service to sell to existing customers. But opportunities also exist for 
selling existing products or services to new customers. If you’re already in 
business, spend some time thinking about opportunities for expanding your 
market by reaching more customers.

 These days, many companies prosper by finding clever ways to make people’s 
personal or working lives easier or more efficient. Think no-iron shirts. Think 
parking garages that offer car washes. Think dictation software that does away 
with the need to type. Evaluate your promising business idea to see whether 
you can take advantage of new opportunities to improve the efficiency or 
effectiveness of your customers’ lives.

Putting your business ideas 
through a first test
After some combination of brainstorming, market analysis, and a few random 
flashes of brilliance, you may accumulate a drawer full of promising business 
ideas. Following are two guidelines to help you separate the real opportuni-
ties from the fluff:
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 ✓ Focus on the ideas that you’re really excited about. Your passion is 
what will keep you motivated on the road to success.

 ✓ Pursue ideas that you can follow through on. If you feel you don’t have 
the means or the drive to take an idea from the drawing board to the 
real world, scrap it.

 To help you choose among your ideas, use Form 2-4 to complete a Business 
Opportunity Evaluation Questionnaire for each possibility you’re consider-
ing. Tally your answers and consider any idea with a score of 24 or higher 
worthy of serious consideration. The one exception to the scoring: If your 
promising idea scores high on every question except for number 3 (Is this the 
kind of business you really want to pursue?), it may be a great idea for some-
one else — but not for you.

 Use the Business Opportunity Evaluation Questionnaire as a first test for any 
business idea. If the idea scores high, it still has to pass other hurdles, but at 
least you know that it’s an idea worth pursuing.

Narrowing your choices
After you’ve filled out the Business Opportunity Evaluation Questionnaire in 
Form 2-4 to separate the promising ideas from all the others, it’s a good idea 
to answer some basic questions that reveal pretty quickly whether or not an 
idea has what it takes to become a real, live business.

 Use the questions in Form 2-5 to fill in details and to flesh out some of the 
issues around your preliminary business propositions. If you give your 
answers some careful thought, they’ll reveal to you the likelihood of an idea 
breaking through as your winning business concept.

If you find yourself struggling to come up with answers to the questions 
in Form 2-5, your idea may be too sketchy to evaluate. That doesn’t mean 
you should abandon the idea, but you should take the time to understand 
the opportunity more fully before taking it to the next stage in the busi-
ness development process. For example, if you can’t easily describe the 
customer need you’re filling or how you plan to make money, you still have 
homework to do.
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BUSINESS OPPORTUNITY EVALUATION QUESTIONNAIRE

Describe your promising idea in two sentences.

Being as honest as you can, rate the idea on a scale of 1 to 10 with 1 being “the only thing we
could come up with in a pinch” and 10 being “the best thing since sliced bread.” Circle your
rating.

1 2 3 4 5 6 7 8 9 10

1 2 3 4 5 6 7 8 9 10

1 2 3 4 5 6 7 8 9 10

1 2 3 4 5 6 7 8 9 10

Think seriously about what you would have to do to turn your idea into reality. Is this the kind
of idea — and the kind of business — you really want to pursue? Rate your interest on a
scale of 1 to 10 by circling the appropriate number with 1 for “so-so” and 10 for “very high.”

Imagine sitting down and persuading an investor to put down hard-earned cash to help turn
your idea into a real business. How easy would it be to convince a skeptical outsider that
your idea has the potential to make money? Circle your answer from 1, meaning “very
difficult”, to 10, meaning “a breeze.”

Being as objective as you can, ask yourself what odds your idea has of becoming a real
business venture. Rate your chances from 1, meaning “it’s a long shot,” to 10, meaning “it’s a
guaranteed overnight success.”

2.

1. 

3. 

4. 

5. 

Form 2-4: Evaluate each new business idea by completing this questionnaire.
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1. Describe your business opportunity in two sentences.

2. List the three most important features of the product or service you propose.

3. What basic customer needs does your product or service fill?

4. Briefly describe who is likely to buy your product or service.

5. List two or three existing products or services that already meet a similar need.

6. Why would customers choose your product or service over others?

7. How will you reach your customers?

8. How do you plan to make money?

BUSINESS OPPORTUNITY FRAMEWORK

Form 2-5: The questions in this form help you test the merits of each business idea that you’re considering.
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Doing Your First Reality Check
Asking questions like “Is this really such a good idea?” and “Who am I kid-
ding, anyway?” doesn’t mean you lack confidence. What it does mean is that 
the time has come to step back and make sure that the road you’re on is lead-
ing you where you want to go. In short, you need a reality check.

In many ways, writing a business plan is a series of reality checks. By making 
you carefully think through every aspect of your business — from the prod-
uct or service you offer to the competitors you face and the customers you 
serve — the business-planning process brings you face to face with the reali-
ties of doing business.

Getting a second opinion
To help determine whether or not you’re on solid ground, discuss your 
business idea and preliminary plans with someone outside your company. 
What you’re really seeking is a mentor with most or all of the following 
characteristics:

 ✓ Someone who has experience in the business area you’re considering, or 
at least experience in a similar business.

 ✓ Someone with the courage to tell you the truth, whether it’s “That’s a 
great idea. Go for it!” or “If I were you, I’d take a little more time to think 
this over.”

 ✓ Someone you respect and admire and from whom you can take candid 
criticism without feeling defensive.

Consider turning to colleagues you’ve worked with in the past, teachers or 
professors, friends from college, or other associates.

 Friends and family members sometimes can offer the advice and perspective 
you need, but emotional ties can get in the way of absolute honesty and objec-
tivity. If you go this route, set some ground rules in advance. Ask for sugges-
tions, comments, and constructive criticism and be prepared to hear both the 
good and the bad without taking what you hear personally.

 In addition to a mentor, consider designating someone to act as the devil’s 
advocate to guarantee that you address the flip side of every issue that 
you’re considering. This person’s task is to be critical of each idea on the 
table — not in a destructive way, but in a skeptical, show-me-the-money, 
I’ll-believe-it-when-I-see-it kind of way. In larger companies, you can accom-
plish this goal by creating two teams — one to defend the idea and the 
second to criticize it. Ask the opposing team members to think of them-
selves as a competing firm looking to find weaknesses in the new venture.
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Conducting a self-appraisal
If you run a small business or are a sole proprietor of your own business — 
even if you’re an entrepreneur hoping to create the next Cisco — you still 
have one very important question to answer: “Do I have what it takes to turn 
this opportunity into a success story?”

You see some common traits among the CEOs who were multimillionaires 
before they turned 25 and the entrepreneurs cruising around in sports cars 
issuing orders on their cellphones while the value of their stock options soar: 
talent and hard work. To succeed, you must exhibit both, and to be a high-
flyer or, for that matter, to be self-employed, you need discipline, confidence, 
and the capacity to live with the uncertainty that’s part and parcel of being 
out on your own.

 As a first step toward appraising your strengths and weaknesses, pull out the 
survey in Form 2-6 and respond to the 20 statements as candidly as you possi-
bly can. There’s no such thing as a perfect score. The point of the exercise is 
to identify your strongest and weakest areas so that you can capitalize and 
compensate accordingly.

As you review your responses, watch for the following:

 ✓ Areas that receive “poor” ratings represent your weakest areas. Be alert 
for the need to compensate for these personal shortcomings.

 ✓ Areas that receive “excellent” ratings represent your real strengths and 
the personal resources you can call upon when you start your business 
venture.

 Not all personal strengths and weaknesses are equal contributors to business 
success. For example, if you plan to be a sole proprietor who works mostly 
alone, the ability to manage a staff doesn’t matter much, but self-motivation is 
absolutely essential. Or, if your business will depend on face-to-face customer 
service, interpersonal skills will be indispensable.

 As you complete Form 2-6, place a star next to the top six traits that you think 
are most important to the success of your business. For the moment, ignore 
how you rate yourself in each of those areas. If you’re weak in an important 
area, that doesn’t mean you don’t have what it takes to turn your idea into a 
business, but it does unveil areas that will require extra work and compensa-
tion on your part. For example, if you aren’t good with details, but details are 
important to the success of your business, this exercise alerts you to the fact 
that you may need to hire a personal assistant or cajole a colleague into tying 
up all the loose ends.
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PERSONAL STRENGTHS AND WEAKNESSES SURVEY

Being as honest as you can, rate your abilities in the following areas:

1. Setting goals and pushing yourself to achieve them on time:

Poor Fair Good Excellent

2. Making decisions and completing tasks:

Poor Fair Good Excellent

3. Organizing a complex schedule and getting things done efficiently:

Poor Fair Good Excellent

4. Staying focused on the specific task at hand:

Poor Fair Good Excellent

5. Juggling several tasks at one time:

Poor Fair Good Excellent

6. Judging a person’s character:

Poor Fair Good Excellent

7. Getting along with other people and bringing out the best in them:

Poor Fair Good Excellent

8. Listening to several sides of an issue and then making a decision:

Poor Fair Good Excellent

9. Leading a team, even when there is disagreement among the members:

Poor Fair Good Excellent

10. Understanding what motivates other people:

Poor Fair Good Excellent

11. Resolving disputes among people:

Poor Fair Good Excellent

12. Saying what you mean and meaning what you say:

Poor Fair Good Excellent

 Form 2-6: Rate your personal strengths and weaknesses, using this questionnaire.
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13. Keeping your cool even when everyone else is losing theirs:

Poor Fair Good Excellent

14. Telling someone no:

Poor Fair Good Excellent

15. Tending to the details of a project:

Poor Fair Good Excellent

16. Looking at the big picture:

Poor Fair Good Excellent

17. Acting decisively under pressure:

Poor Fair Good Excellent

18. Adapting to changing circumstances:

Poor Fair Good Excellent

19. Taking risks:

Poor Fair Good Excellent

20. Taking responsibility, even when things go wrong:

Poor Fair Good Excellent

 Page 2 of Form 2-6.

To see how your personal strengths and weaknesses apply to the needs 
of your proposed business, take the top six traits from Form 2-6 and align 
them with your personal abilities, using Form 2-7 on the CD-ROM (see 
Figure 2-3).

 Put a copy of your personal strengths and weaknesses grid into your daily 
organizer or post it near your computer. Having it close by constantly reminds 
you of who you are, the strengths you can draw on, and the areas you need to 
bolster as you begin the challenge of planning your business.
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Figure 2-3: 

It’s impor-
tant that 

your 
personal 

strengths 
align with 
your busi-
ness idea 

and that 
you pinpoint 
your weak-

nesses 
early on.

 

PERSONAL STRENGTHS AND WEAKNESSES GRID

Poor Fair Good Excellent

Tending to the details
of a project

Organizing a
schedule and getting
things done

Setting goals and
achieving them

Juggling several
tasks at once

Taking risks Adapting to changing
circumstances

Forms on the CD-ROM

Form 2-1 My Favorite Things The first step in an exercise that helps 
you think creatively about new business 
possibilities

Form 2-2 The Idea Blender The second step in an exercise that helps 
you think creatively about new business 
possibilities

Form 2-3 Business Challenges 
Questionnaire

Questions that help you begin planning 
to overcome challenges in an existing 
company

Form 2-4 Business Opportunity 
Evaluation 
Questionnaire

Questions that help you decide which 
business ideas are worth pursuing

Form 2-5 Business Opportunity 
Framework

Questions designed to fill in some important 
details around your business proposition

Form 2-6 Personal Strengths 
and Weaknesses 
Survey

A survey designed to provide you with an 
honest profile of your business abilities 
and traits

Form 2-7 Personal Strengths 
and Weaknesses 
Grid

A tool that allows you to compare your 
abilities with qualities important to the kind 
of business you’re considering
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Chapter 3

Defining Your Business Purpose
In This Chapter
▶ Evaluating your industry

▶ Crafting your company’s mission statement

▶ Establishing your company’s goals and objectives

▶ Stating your company’s vision and values

▶ Charting a path to profitability

In any kind of work, you can get buried in the day-to-day demands and so 
caught up in the details that you miss the bigger picture altogether. That’s 

why the business-planning process is so valuable. Writing a business plan 
allows you to step back and think about where you’ve come from and where 
you want to go. It offers you the chance to ask and answer questions like the 
following:

 ✓ Why are you in business?

 ✓ What does your business do?

 ✓ What do you want your company to become?

 ✓ What are the competitive challenges you face?

 ✓ How will you get where you want to go?

If you’re thinking that these questions are pretty basic, you’re right. But 
that’s exactly what makes them so important. We’ve heard too many scary 
stories about companies with great promise — and often tons of money to 
boot — that suddenly falter and fade away. Many of these companies could 
have avoided a lot of trouble along the way if the people steering the organi-
zation had taken the time to address basic issues during the planning stage.

To lead your business toward success, start by really focusing on why 
you’re in business and what you want to achieve. Put your business values 
and vision into words, write a clear and compelling mission statement, 
and set goals and objectives to turn your mission into reality. This chapter 
leads the way.
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Knowing What Business You’re In
Business history is littered with the remains of companies whose founders 
thought they knew what businesses they were in, only to discover that the 
industries weren’t quite what they seemed.

 ✓ Consider the railroad industry. During its heyday, railroad tycoons 
assumed that they were in the railroad business. Along came powerful 
competitors that had nothing to do with railroads — automobile manu-
facturers, the interstate highway system, jet aircraft, and regional air-
ports. The tycoons realized that railroads weren’t in the railroad 
business after all; they were in the transportation business. Perhaps if 
they had seen the big picture sooner, they may have had a rosier future.

 ✓ Eastman Kodak, over its long history, made most of its money processing 
film — so much money, in fact, that the company came to believe that it 
was in the chemical-imaging business. Along came the digital revolution 
and new ways to record images. In no time, Kodak’s customers weren’t 
interested in the photo process, but in capturing memories — on film, 
video, or computer. Kodak was in the memories business all along.

 ✓ Amazon began as the world’s largest bookstore, and it quickly became 
the most successful Internet-based retail business in the world. Before 
long, the company expanded to become a shopping mall for virtually 
anything you need, from kitchen supplies to musical instruments. Its 
business, though, remained the same: retail sales over the Internet. Then 
along came the Kindle, Amazon’s groundbreaking e-book. In one sense, 
Amazon remains a bookseller. But the nature of e-books puts the com-
pany in the position of being more like a publisher. Whether Amazon will 
become a publishing company remains to be seen, but already the new 
technology has begun to break down the walls that separated traditional 
businesses.

The first step in planning for business success is to identify what business 
you’re in. Why do customers want the solution you provide, and why do they 
choose your business over the competition?

How would I describe my business?
Begin by answering this question: What business are you really in?

Here are three related questions to guide you to your answer:

 ✓ What basic needs do you fulfill in the marketplace?

 ✓ Beyond specific products and services, why do customers come to you?

 ✓ What are the three nicest things your customers could say about you?
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Figure 3-1 shows how a company that provides text-editing services, mainly 
to marketing and communications departments and mainly over the Internet, 
answered these questions.

 

Figure 3-1: 

The three 
questions 

on Form 
3-1 on the 
CD-ROM 
help you 

determine 
the business 

you’re in.
 

BASIC BUSINESS DEFINITION FRAMEWORK

1. What basic needs do you fulfill in the marketplace?

For each of our corporate clients, we make sure that all printed and Internet text materials are
grammatically correct and conform to the company’s style requirements.

2. Beyond specific products and services, why do customers come to you?

The reliability and quality of our service. Peace of mind. Not having to worry that the company
will look bad in print. Confidence that what’s published is correct and understandable.

3. What are the three nicest things your customers could say about you?

That we’re thorough and reliable. That we have excellent turnaround. That we’re friendly and
easy to work with.

 In reviewing their answers, the owners of the text-editing business were struck 
by the phrase “peace of mind.” Those three words helped them realize that in 
addition to providing a text-editing business, they were also in the insurance 
business — making sure that embarrassing typos and inconsistencies didn’t 
trip up marketing and communications managers.

In response, the company changed a few of its procedures. The owners put a 
managing editor in place to oversee the largest projects, and they enhanced 
their client-service staff to provide more communication throughout the 
editorial process to reinforce their clients’ peace of mind. Within six months, 
business increased dramatically.

 Now you can take a shot at answering the questions. Invest some time answer-
ing the three questions Figure 3-1 illustrates, using Form 3-1 on the CD-ROM. 
As you consider each question, jot down whatever comes to mind. Your 
answers may not go directly into your business plan, but they influence 
almost every aspect of your business-planning process.

Where’s the money?
One of the biggest lessons from the latest economic turmoil — and it’s a 
lesson that businesses have to learn again and again — is that a great busi-
ness idea isn’t enough to ensure business success and a long life. To turn a 
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great idea into a successful business, you need to define and develop a work-
able business model, or a method that your company uses to generate rev-
enue, earn profits, and protect its position in the marketplace. (You can find 
more information on the topic of business models in Chapter 5.) In this early 
planning stage, while you’re defining your business and describing its pur-
pose, do something very basic: Show me the money. Not literally, of course. 
But from the get-go, be clear about how you expect your business to profit.

Way too many businesses start without a clear idea of where the money will 
come from, or they make general broad-brush assumptions to which they 
give no second thought or scrutiny. Writing off the question with the flippant 
answer that customers will give you money in exchange for the products or 
services you provide is easy. Business models, however, aren’t always that 
straightforward:

 ✓ The local movie theater gets revenue from ticket sales, but that’s only 
the beginning. The theater also makes money by projecting billboard-
style ads prior to the movie showings and from its concession stand, 
where it turns a tidy profit selling candy and buckets of popcorn. It also 
makes money from game arcades that expand the theater experience.

 ✓ Large fitness-center chains make money on enrollment fees and monthly 
dues, but they also rake in cash by selling fitness-related supplements, 
exercise clothes, gym bags, and the services of personal trainers.

 ✓ Most magazines earn revenue from subscriptions and newsstand sales, 
but the lion’s share of their income results from the sale of advertising 
space. However, you can find an exception to every business model. 
Consumer Reports declares in its mission that it accepts no advertising. 
To maintain its independence and impartiality, it supports itself entirely 
through the sale of information and products, contributions, and non-
commercial grants. Some travel magazines lose money on subscriptions 
and newsstand sales. They make their profit by sponsoring travel-
related conferences and events.

 ✓ Some companies sell their products at a loss — making their money 
from the sales of related consumables. Gillette, for example, doesn’t 
mind selling razors at cost, knowing it will profit from the sale of razor 
cartridge refills.

 ✓ Online businesses increasingly work to supplement sales revenue with 
revenue earned through programs such as Google AdSense (www.
google.com/adsense), which allows information-rich Web sites with 
reasonable traffic counts to earn revenue by displaying ads on their Web 
pages. Every time someone clicks on the ad, the Web site gets a little 
money. Lately, though, that source of revenues has fallen short of expec-
tations for many online ventures. Information-based Internet businesses 
like The Wall Street Journal and the Financial Times are returning to an 
older model: charging people to use their sites.
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A first step toward defining your business is to detail how it will make enough 
money to stay in business — for the sake of the owners, the investors, the 
customers, the employees, and the community of which your business is a 
part. The advice (and the accompanying forms) throughout the rest of this 
chapter helps you define where the money’s coming from for your business.

Giving Your Company Its Mission
Your mission statement defines the purpose of your business and the 
approach you want to take to achieve success. Crafting a mission statement 
forces you to take a long, hard look at the key parts of your business, making 
the process a fundamental part of business planning. If you’re still not con-
vinced that writing a mission statement is worth the trouble, consider these 
factors:

 ✓ If you’re starting a business, a compelling mission statement can con-
vince potential investors that you know who you are and where you 
want to go. A great mission statement doesn’t make up for a poor busi-
ness plan, but an ill-defined or uninspired mission statement can make 
investors think twice about putting money on the table.

 ✓ If you’re a company of one, a clear mission statement keeps you 
focused on what you do best. A mission statement helps keep you on 
track if you run into problems along the way.

 ✓ If you run a growing business, a strong mission statement can help 
turn employees into team players. When everyone pursues the same 
purpose, your team stays pointed in the right direction.

 ✓ If your company has run into trouble, a decisive mission statement 
can help you set the direction you want to take to turn things around. 
A mission statement reminds you of what your core business is and why 
you went into business in the first place. Sometimes that reminder is 
enough to set the course for a recovery.

 ✓ If you have to decide between two courses of action, a strong mission 
statement can help guide you. Often in business, there is no single right 
answer. A mission statement can help you evaluate your options when 
no easy choice exists.

 No matter what kind of business you’re in, a solid mission statement commu-
nicates the purpose of your business to people inside and outside your organi-
zation. It tells them who you are and what you do.
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Asking basic questions
If you’re part of a small organization — and that includes a business of one — 
you can write your mission statement on your own. Getting an outside per-
spective never hurts, of course.

If you’re part of a medium-size or larger company, enlisting help is essential. 
You get fresh ideas and insights, and you encourage a sense of ownership in 
the mission statement, which helps forge a stronger business team.

 Whether you move ahead on your own or enlist some outside help, get a head 
start on the process by jotting down your initial responses to the eight funda-
mental questions on Form 3-2.

One good way to answer these questions is to assemble a group of creative, 
energetic people, making sure that the group represents all major areas of your 
business if you’re part of a large company. Schedule several brainstorming ses-
sions (for information on brainstorming, see Chapter 2), following this approach:

 ✓ Session 1: Discuss the importance of a mission statement. Ask your 
team members to answer the Form 3-2 questions.

 ✓ Session 2: Discuss your answers in a free and open conversation that 
gives all responses a fair hearing. Begin to build consensus on the best 
answers to each question.

 ✓ Session 3: Using the framework in the following section, begin to outline 
your company’s mission. If your brainstorming group is large, you may 
want to select a smaller group to work on the mission statement.

 ✓ Session 4: Review, revise, and polish the mission statement draft.

Framing your mission
Mission statements come in all shapes and sizes, each reflecting the nature of 
the company it represents. (See the “Putting your mission to work” section in 
this chapter for examples.) Some mission statements begin with definitions 
of company values; others begin with what the companies do; and others 
begin with descriptions of the customers the companies plan to serve.

In other words, there’s no single, perfect way to frame a mission statement.

 A good starting point, however, is to use Form 3-3 on the CD-ROM to assemble 
key ideas about what you do, who you serve, and how you plan to distinguish 
your company from your competitors. Together, these facts link ideas and 
form a framework for your mission statement. Figure 3-2 illustrates how a 
company that offers information and referrals for alternative medical treat-
ments completed the form.
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YOUR MISSION STATEMENT QUESTIONNAIRE

1. What exactly do we do?

2. What products and services do we offer?

3. Who is our ideal customer?

4. What customer needs do we meet, and what benefits do we provide?

5. What markets and geographic areas do we serve?

6. What sets us apart from our competition?

7. What’s the best thing a satisfied customer can say about us?

8. What gets us most excited about the company’s future?

Form 3-2: The eight questions on this form prepare you to write your mission statement.
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Figure 3-2: 
Fill in the 

blanks on 
Form 3-3 
to frame 

a mission 
statement 

for your 
business.

 

YOUR MISSION STATEMENT FRAMEWORK

OUR PRODUCT OR SERVICE IS holistic health services. 

WE PROVIDE reliable advice about alternative therapies

FOR people with chronic illnesses like cancer or diabetes

WHO ARE DISSATISFIED WITH standard medical care. 

UNLIKE other referral networks in our area,  

WE OFFER both information and referrals to local providers. 

Crafting your mission
After answering basic questions about your business and evaluating how 
your answers relate to one another, you’re ready to transform your ideas into 
a mission statement.

Although you don’t have any cast-in-cement rules to follow, here are a few 
guidelines to apply:

 ✓ Describe who you are, what you do, and what sets you apart. At the 
same time, keep your mission statement as short and sweet as possible.

 ✓ Use plain language. Your mission statement serves as a guide for people 
who know your business and people who don’t, so make sure that every-
one who reads it can understand it. If you can’t explain your idea clearly 
(what’s a multiplatformed B-to-B integration database solution anyway?), 
you aren’t clear yourself, or you haven’t gotten down to the basics yet.

 ✓ Be specific. “We will be a leading provider of software” doesn’t say 
much. In contrast, consider the mission of Intuit, maker of Quicken soft-
ware: “The company’s mission is to create new ways to manage personal 
finances and small businesses that are so profound and simple, custom-
ers cannot imagine going back to the old way.” Now that gets down to 
the nitty-gritty.

 ✓ Be enthusiastic. A mission statement is meant to sell your message 
and inspire your troops, so give it a strong sense of conviction and 
commitment.

 ✓ Avoid hype and hyperbole. The latest buzzwords — from “quantum 
leap forward” to “a mega-paradigm shift” — don’t mean much to most 
people. Stick to simple, straightforward explanations.

 ✓ Think ahead. A mission statement should be grounded in the fundamen-
tals of your business so that it will remain applicable and relevant for 
years to come.
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 Before you finalize your mission statement, take a look at some examples from 
real companies, both large and small, to see which statements you find 
impressive, inspiring, or just plain stronger than the others. Start with the 
examples in Form 3-4. Whether you write your mission statement on your own 
or as part of a group, take time to respond to each example with a thumbs up 
or thumbs down, noting what you like about the winners and what you don’t 
like about the losers. Your answers will provide a stronger sense of what you 
want your mission statement to look like.

 Using your favorite mission statements from Form 3-4 as models, shape your 
own polished version. Enter your refined mission statement into the blank box 
provided in Form 3-5 on the CD-ROM.

Fixing a weak or ineffective 
mission statement
Just because you already have a mission statement doesn’t mean you can 
breeze past this section. Many companies have mission statements, and too 
often those statements aren’t much good. A weak or ineffective mission state-
ment may not seem like a big deal, but in fact it can mean trouble if your com-
pany finds itself facing challenges that require it to get back to basics.

A strong mission statement looks at the very heart of what your company is. 
From this mission statement flow the goals and objectives that allow you to 
move forward. If you have a mission statement in hand, take it out and review 
it. Compare it to the examples in Form 3-4. If you’re not satisfied with it, scrap 
it and begin the process of creating a new mission statement.

Putting your mission to work
After you’ve written a strong, inspiring mission statement, put your words to 
work.

 Whether you do business on your own or run a large company, proclaim your 
mission loud and clear. If you’re a company of one, frame and display a copy 
of your statement to continually inspire yourself, your clients, your suppliers, 
and friends of your business. If your company is large, include your mission in 
your employee handbook. See to it that everyone in the company knows the 
statement by heart. Get creative: Print it on the back of business cards, post it 
on your Web site, and include it in company literature.

Above all, put the words into action. Ultimately, your mission statement is 
worth only what you (and everyone around you) make of it.
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EXAMPLES OF REAL-WORLD MISSION STATEMENTS

To be the leading global provider of handheld computing products and to provide developers with the industry-
standard platform for creating world-class mobile solutions. (Palm, Inc.)

Why?

The mission of the Metropolitan Police Department is to prevent crime and the fear of crime, as we work with others 
to build safe and healthy communities throughout the District of Columbia. (Washington D.C. Police Department) 

Why?

Get it there. (FedEx) 

Why?

To explore, enjoy, and protect the wild places of the earth; to practice and promote the responsible use of  the earth’s     
ecosystems and resources; to educate and enlist humanity to protect and restore the quality of the natural  and 
human environment; and to use all lawful means to carry out these objectives. (Sierra Club)  

Why?

To provide our customers with safe, good value, point-to-point air services. To effect and to offer a consistent and 
reliable product and fares appealing to leisure and business markets on a range of European routes.  To achieve this
we will develop our people and establish lasting relationships with our supporters. (easyJet.com)

Why?

The NBA’s mission is to be the most respected and successful sports league and sports marketing organization in  
the world. (National Basketball Association) 

Why?

To manufacture world class quality molds to fill our customers' needs, provide satisfying careers for all our  
employees, and to earn a fair return in order to allow continuous improvement, and thereby enable our customers, 
and ourselves, to succeed in the future together. (Stellar Mold & Tool, Inc.) 

Why?

Thumbs up Thumbs down 

Thumbs up Thumbs down 

Thumbs up Thumbs down 

Thumbs up Thumbs down 

Thumbs up Thumbs down 

Thumbs up Thumbs down 

Thumbs up Thumbs down 

Form 3-4: This form asks you to rate real-world mission statements to see which examples you find most 
impressive.
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United Community Center is a human service agency providing emergency assistance, daycare, social services  
and recreational activities for low-income children and families at risk in inner city Atlanta, Georgia.   
(United Community Center)

Why?

To make guests happy. (Disney World) 

Why?

To create an online community, like no other, encompassing every facet of every municipality in the United States;  
to aid in online economic revitalization in partnership with local businesses and local, state and national  
government agencies; to publish, maintain and connect a network of community websites designed to entertain, 
educate and enlighten the residents of our great nation, while maintaining the highest standards of personal morals,    
business ethics and web etiquette. (A2Z Computing Services) 

Why?

Dell’s mission is to be the most successful computer company in the world at delivering the best customer 
experience in markets we serve. In doing so, Dell will meet customer expectations of: 

• Highest quality • Leading technology 
• Competitive pricing • Individual and company accountability
• Best-in-class service and support • Flexible customization capability 
• Superior corporate citizenship • Financial stability

(Dell Computer)

Why?

The YMCA of San Francisco builds strong kids, strong families and strong communities by enriching the lives of all 
people in spirit, mind, and body. (YMCA of San Francisco) 

Why?

Thumbs up Thumbs down 

Thumbs up Thumbs down 

Thumbs up Thumbs down 

Thumbs up Thumbs down 

To connect people to their passions, communities, and the world’s knowledge. (Yahoo!)

Why?

Thumbs up Thumbs down 

To organize the world’s information and make it universally accessible and useful. (Google)

Why?

Thumbs up Thumbs down 

Thumbs up Thumbs down 

Page 2 of Form 3-4.
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Setting Goals and Objectives
Well-chosen goals and objectives point a new business in the right direction 
and keep an established company on the right track. Just think about what 
football would be without end zones or what the Indianapolis 500 would be 
without a finish line.

 ✓ Goals establish where you intend to go and tell you when you get there. 
They help improve your overall effectiveness as a company — whether 
you want to increase your share of the market, for example, or improve 
your customer service. The more carefully you define your goals, the 
more likely you are to do the right things and achieve what you wanted 
to accomplish in the first place.

 ✓ Objectives are the specific steps you and your company need to take in 
order to reach each of your goals. They specify what you must do — 
and when.

Think of goals and objectives this way:

 ✓ Goals tell you where you want to go; objectives tell you exactly how to 
get there.

 ✓ Goals can increase your effectiveness; objectives back your goals and 
make you more efficient.

 ✓ Goals are typically described in words; objectives often come with num-
bers and specific dates.

 Suppose that your goal is to double the number of people using your Web-
conferencing service. Your objectives may be as follows:

 ✓ Gain awareness by placing print ads in four regional markets and by 
airing radio ads in two major markets (by June 10)

 ✓ Attract first-time customers by offering an online giveaway of $1,000 
(by June 1)

 ✓ Cultivate prospects by implementing a permission-based weekly e-mail 
to 2,500 targeted contacts (by July 10)

 ✓ Convert 10 percent of prospects to clients, using e-mail reminders 
(beginning July 25)

Together, goals and objectives form the road map for your company’s future. 
Without them, you risk making wrong turns and wasting precious energy.

The following sections present three ways to approach the task of writing 
out your goals and objectives. Experiment by using all three approaches. 
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If you come up with more goals than you can handle, the section “Making 
final choices” later in this chapter can help you sort through your list to 
choose the most important goals.

 When establishing goals and objectives, try to involve everyone who will 
have the responsibility of achieving those goals and objectives after you lay 
them out.

Approach #1: Tying goals to your mission
The first approach to specifying goals and objectives begins with a review 
of your company’s mission statement. (Don’t have one yet? See the section 
“Giving Your Company Its Mission” earlier in this chapter.) Using key phrases 
from your mission statement to define your major goals leads into a series of 
specific business objectives.

 The connections between goals and your mission are easy to visualize if 
you use a flowchart, as shown in Figure 3-3. In this example, key phrases in 
the mission statement lead to major goals, which lead to specific business 
objectives.

 

Figure 3-3: 

Use Form 
3-5 and 

follow this 
example 
to create 

goals and 
objectives 

tied directly 
to your 

company 
mission.

 

GOALS AND OBJECTIVES FLOWCHART

OUR MISSION STATEMENT

Word For Word is a secretarial services company that provides word-processing and computer-
graphics services for companies in the San Francisco Bay area. Our mission is to build a
reputation among local business as the most knowledgeable, most reliable, and friendliest
word-processing resource around. 

GOAL

Enhance staff expertise

GOAL

Increase brand awareness

GOAL

Improve customer service

OBJECTIVES

1) Schedule regular training
seminars (by 5-1).

2) Have all staff certified (by
12-15).

OBJECTIVES

1) Create customer referral
bonus program (by 6-15).

2) Begin monthly newsletter
(by 8-1).

OBJECTIVES

1) Hire two new employees
(by 7-15).

2) Install new job-tracking
software (by 9-15).
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 Use Form 3-6 on the CD-ROM to create a flowchart of goals and objectives 
based on your mission statement. If your mission statement doesn’t suggest a 
list of goals, you may want to reevaluate it to see whether it really captures 
what your business is all about.

 Goals should always be measurable. By establishing metrics goals, you can 
gauge your progress and recognize immediately when your efforts are going 
off track.

Approach #2: Using goal-setting ACES
Most goals define positive outcomes that you want your business to achieve, 
but sometimes you also want to set goals to avoid pitfalls and to eliminate a 
few weaknesses. To help develop goals that cover all the bases, use the acro-
nym ACES as you tick through the following key questions:

 ✓ Achieve: What do you want to attain in the future?

 ✓ Conserve: What do you want to hang on to?

 ✓ Eliminate: What do you want to get rid of?

 ✓ Steer clear: What do you want to avoid?

 Figure 3-4 shows how an online shopping emporium, a small start-up company 
with big dreams, applied the ACES questions when creating a set of business 
goals.

 Use Form 3-7 on the CD-ROM to apply the ACES questions to your business sit-
uation. Fill in the grid with the first thoughts that come to mind; you can 
revisit your responses later to see if they lead to a clear set of business goals.

Approach #3: Covering all the bases
One more way to think about business goals is to consider each of the four 
categories into which most goals fall:

 ✓ Day-to-day work goals are directed at increasing the everyday effective-
ness of your company. They may involve things like order tracking, office 
management, or customer follow-up. As a start, name at least one change 
that you can make in your day-to-day operations that will make a difference 
in your overall effectiveness. Write it down in the form of a business goal.

 ✓ Problem-solving goals address specific challenges that confront your 
business, such as low employee morale or quality of service issues. List 
the two biggest problems that face your company, and then write goals 
that can solve them.
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 ✓ Development goals encourage the acquisition of new skills and exper-
tise, whether for your employees or for yourself, and whether you run a 
large company or operate as a freelancer or an independent contractor. 
So, how about formulating at least one development goal for yourself or 
your company?

 ✓ Innovation goals help you find new ways to improve the following: the 
products or services that your company offers, how you market your 
company, and how you distribute and deliver what your company sells. 
Can you identify any innovative approaches that could make your busi-
ness more effective in the future? If so, formulate an appropriate goal.

 ✓ Profitability goals set your sights on where you want your bottom line 
to be. When all is said and done, profit is the No. 1 goal for profit-making 
companies. For nonprofit companies, this goal may take the form of how 
many dollars in contributions you plan to raise or a goal for increasing 
the company’s endowment.

 

Figure 3-4: 
The four 

ACES ques-
tions lead to 
establishing 

business 
goals.

 

GOALS AND OBJECTIVES BASED ON “ACES”

ACHIEVE

Web site up and running with at least 25
different “storefronts”

Successful second round of venture capital

CONSERVE

Strong sense of employee morale and
enthusiasm

Staff expertise

ELIMINATE

Unnecessary duplication of efforts

The competition (ha, ha)

STEER CLEAR OF

A financial crunch

Losing valued staff to other dot-com
companies

SET OF BUSINESS GOALS:

•  Revise business plan and financial projections.

•  Review storefront vendor acquisition strategy.

•  Streamline management decision-making process.

•  Redesign employee benefits packages.

•  Develop a new-hire training curriculum.

 Use Form 3-8 to review common business goals. Check off any that ring true 
for your company and add them to your list of goals.

07_438541-ch03.indd   6507_438541-ch03.indd   65 3/30/10   4:36 PM3/30/10   4:36 PM



66 Part I: Building a Strong Foundation for Your Plan 

  

CHECKLIST OF COMMON BUSINESS GOALS

Improve customer satisfaction

Establish or increase brand awareness

Find new markets for products or services

Expand product or service lines

Decrease time to market

Improve employee satisfaction

Increase management communication

Reduce operational costs

Generate new sources of revenue

Become more entrepreneurial

Increase networking with partners

 Form 3-8: Sift through the common business goals listed on this form to trigger your 
 goal-oriented thinking.

Making final choices
The three goal-setting approaches in the previous sections lead to a respect-
able list of goals — maybe more goals than is practical for one business plan. 
Select the five goals that you think are absolutely, positively essential to your 
business success. (If you come up with only four, don’t worry. If you can’t get 
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away with fewer than six or seven, that’s okay, too. Just be sure you establish 
a list of goals long enough to drive your success, but don’t overwhelm your 
ability to focus on each one.)

After you decide on your list, fine-tune each goal, using these guidelines:

 ✓ Keep each goal clear and simple.

 ✓ Be specific.

 ✓ Be realistic.

 ✓ Don’t be afraid to push yourself.

 ✓ Make sure that your goals are in sync with your mission.

 Tie your goals to objectives, using the goals and objectives flowchart in Form 
3-6 or Form 3-9, both of which are on the CD-ROM.

 Your goals become part of your written business plan. Long-range goals are 
wrapped into your business strategy, and immediate goals drive your short-
term action plans.

Exploring Values and Vision
Your mission statement and your business goals and objectives provide a 
road map that keeps your company moving in the right direction, but a map 
isn’t enough by itself.

You also need a good, reliable compass — something that you can count on 
to keep you oriented, particularly during rocky times. You need a clear set of 
values and a strong vision:

 ✓ A values statement is a set of beliefs and principles that exists behind the 
scenes to guide your business activities and the way you operate.

 ✓ A vision statement is a precise set of words that announces to the world 
what your company hopes to make of itself. The vision statement defines 
your highest aspirations for your business. It explains why you’re doing 
what you’re doing, in terms of the greatest good you hope to achieve.

For detailed information about the roles of values and vision in businesses 
across a number of industries, check out Business Plans For Dummies, 2nd 
Edition, by Paul Tiffany and Steven Peterson (Wiley).
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Why values matter
A company’s strong sense of values can guide 
it through troubled times and also improve the 
bottom line. Studies have shown that compa-
nies that recover best from man-made catas-
trophes and emerge with their reputations 
intact are the ones with the ability to recognize 
their responsibilities to their customers, share-
holders, employees, and the public.

Plenty of real-life examples illustrate just how 
important a strong sense of values can be when 
a company faces a crisis. Consider a few recent 
cases:

 ✓ When certain chemicals in Coca-Cola prod-
ucts were rumored to have made several 
hundred people sick in Europe, the govern-
ments of France, Belgium, Luxembourg, 
and the Netherlands ordered Coke prod-
ucts off the shelves. The company, scram-
bling to define what caused the illnesses 
while simultaneously working to repair its 
image, issued an apology that amounted 
to a values statement: “The Coca-Cola 
Company’s highest priority is the quality of 
our products. One hundred thirteen years of 
our success have been based on the trust 
consumers have in that quality. That trust is 
sacred to us.”

 ✓ While most oil producers took a wait-and-
see attitude toward concerns over global 
climate change, British Petroleum (BP) 
announced a “firm overall target” to cut 
greenhouse gas emissions by 10 percent 
of their 1990 levels by 2010. This pledge 
made BP the first oil producer to weigh 
in with a measurable commitment in this 
area. The move, guided by the company’s 
environmental values, also had a public 
relations payoff. The executive director of 
the Environmental Defense Fund called the 

announcement “a really magnificent exam-
ple of a corporation acting responsibly.”

 ✓ Not long ago, owners of Amazon’s new 
e-book were shocked to discover that cer-
tain books they had bought for the device 
had been deleted by the company. The 
reason: Amazon hadn’t properly secured 
the right to sell the particular titles. (As it 
happened, the titles included the George 
Orwell novel 1984, about Big Brother.) The 
episode created a public relations night-
mare for Amazon. But not for long. The 
company’s founder quickly issued an apol-
ogy, one that reflects its values. “This is an 
apology for the way we previously handled 
illegally sold copies of 1984 and other 
novels on Kindle. Our ‘solution’ to the prob-
lem was stupid, thoughtless, and painfully 
out of line with our principles. It is wholly 
self-inflicted, and we deserve the criticism 
we’ve received. We will use the scar tissue 
from this painful mistake to help make better 
decisions going forward, ones that match 
our mission.” Notice the words “principle” 
and “mission.” They show how Amazon’s 
strong sense of values helped it respond to 
a potentially catastrophic mistake.

These examples involve big companies, which 
is hardly surprising because, after all, how 
often does a business like Mary & Pete’s Dry-
Cleaning Service make the pages of The Wall 
Street Journal? However, values remain impor-
tant even when you’re self-employed or part of 
a very small company. The following are just 
two examples:

 ✓ A chiropractor resigned from a large medi-
cal group, dissatisfied with the way patients 
were treated in the HMO setting. He opened 
a small practice, which soon attracted 
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Uncovering values you already hold
So, what are the values that you hold for your company and your business? 
You can probably come up with a list off the top of your head. People tend to 
take values for granted — beliefs and principles that serve as a hidden founda-
tion for what we choose to do and how we choose to get things accomplished.

 One way to uncover some of your core values is to consider how you would 
respond to a series of hypothetical situations — situations that call on you to 
make difficult decisions. Read through the scenarios presented in Form 3-10 
and check the boxes that best describe what you would do. Remember, these 
questions don’t have right or wrong answers. The whole idea of this survey is 
for you to get a better handle on the set of values you already hold.

Writing a values statement
Use your responses to the hypothetical situations in Form 3-10 as a guide when 
you draft a statement of the values you think are most important to your busi-
ness. The statement doesn’t have to be long and fancy. In fact, a simple list, 
with values written as plainly and clearly as possible, is an ideal form for a 
values statement. When you finalize your values, record them on Form 3-11.

more patients than he could treat. He began 
to make plans to enlarge his practice, move 
to a larger facility, and hire two more chi-
ropractors, but then he stopped and took 
stock.

  The reason he established a private 
practice — and one of his guiding values — 
was his belief that patients deserved indi-
vidualized, personal care. By growing his 
business, he realized he would spend more 
time managing staff and less time treating 
patients. The one thing he valued above all 
would be diminished, so he decided not to 
enlarge the practice. Instead, he formed a 
network with other chiropractors to whom 
he could refer patients.

 ✓ A painting contractor with a large and suc-
cessful business began to worry about the 

environmental impact of some of the chem-
icals used in his paint products. His com-
pany valued its role as a local business that 
offered summer jobs to college students 
and supported events like the Little League. 
But that coveted role seemed in jeopardy 
if the products it used every day posed a 
danger to its employees and to the com-
munity. Reflecting on the company’s core 
values, the CEO decided it was time for a 
change. He replaced the paint products 
with alternatives that were more environ-
mentally friendly, despite the fact that they 
were more expensive and cut into his profit 
margin. A savvy businessman, he decided 
to promote the fact that the company had 
gone green. That gave him an edge over the 
competition, and in the end his business’s 
bottom line improved.
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VALUES QUESTIONNAIRE

You discover that a product you offer poses a risk if used incorrectly. You’ve already dropped it from your online  
catalog, and the manufacturer has promised to send warnings to everyone who’s filled out a warranty card.  
What other steps would you take? 

 Let the matter drop, 
assuming that the manufacturer 
has taken care of things. 

 E-mail customers who have 
bought the product, alerting 
them to the problem as well. 

 E-mail customers with a 
warning and an offer of a full
refund, no questions asked. 

An unhappy customer asks to return an item even though it’s beyond the 30-day-return and absolutely 
nothing is wrong with it. If you take it back, it can’t be resold. What would you most likely do?    

 Tell them you’re sorry, 
there’s nothing you can do 
after 30 days. 

Bend the rules and refund 
the money, betting on 
repeat business.

You have meetings with two different clients, both on the opposite side of the country. They’ve each offered to pay your  
expenses as well as your fees. You plan to make only one trip to the coast. When it comes time to bill out your travel   
expenses, what would you do? 

 Split the airfare evenly 
between the two clients, giving 
each a small financial break. 

 Bill the airfare out to the 
client you’re least interested in
working with long term. 

 Bill each client for the full 
airfare, assuming this is what 
they each agreed to. 

You learn that by changing suppliers, you could substitute sustainable materials into your product, substantially  
improving its environmental friendliness. Unfortunately, your costs would rise by about 25 percent. What alternative  
would you choose? 

 Continue producing the 
product in the most cost-
effective way.

 Switch suppliers and absorb 
as much of the additional costs 
as you can. 

 Pass the costs along after 
educating customers about the 
environmental benefits.

You discover that a long-term supplier has been consistently under-billing you for the last five years. What action  
would you take? 

 Wait for the supplier to 
discover the error, assuming 
that it’s not your problem. 

 Correct the current bill.  Alert the supplier and offer 
to repay all the past under- 
charges.

You’re faced with filling a key position in your company. Where would you most likely turn? 

 Hire an outside person with 
the right job skills but no 
industry experience.

 Promote someone inside 
with talent and drive and agree 
to train that person in the needed 
skills.

Form 3-10: Describe your responses to the hypothetical situations on this form to uncover your core values.
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Your are forced to let one of your team members go. Who would you tend to dismiss first? 

 The young, inexperienced 
but energetic college grad who 
was just recently hired. 

The 20-year veteran, loyal 
and hardworking, but 
somewhat set in his ways. 

An employee suggests that the company institute a strict recycling program. Your offices are already cramped, and  
you worry about cutting into productivity. What’s more, not all your employees want to be bothered with recycling.  
How would you proceed? 

 Explain that the benefits 
aren’t worth the costs to the 
company at this point. 

Agree to a three-month trial 
and then evaluate how well it’s 
working.

Ask your employees to vote 
on the new program and let the 
majority rule.

You have a smart, creative, and productive person working for you. Unfortunately, the individual is also disruptive,  
often flouts the rules, and is the source of many complaints in the office. What would you do? 

Tolerate the behavior,
assuming that a bit of tension 
is good and worth the results. 

Try to work with the person 
to get her to understand what
absolutely needs changing. 

Terminate the employee to 
keep the office peace. 

You’re faced with a dilemma: Either work overtime and miss your child’s championship soccer game or risk letting  
an important business deadline slip. What would you do? 

 Work until the project was 
complete and then try to make 
it up to the family. 

Work around the soccer 
game, assuming that things 
will somehow work out at 
your company.

An employee asks whether you’re willing to help defer the costs of night school courses. What would your response be?  

You agree, but only to 
reimburse courses directly 
related to your business needs. 

You agree, but only if the 
employee agrees to work at 
least a year after course work 
is complete.

You agree to pay without 
any preconditions, assuming that 
you’ll have a better employee. 

You’re putting together a compensation package for your top managers. What sort of incentives would you most 
likely include? 

Incentives based primarily
on rewarding individual effort 
and performance.

Incentives that promote 
team effort and company-wide 
performance.

Select the top three in terms of their importance in running your business. 

 Maximize company profits Satisfy customers Be as ethical as possible 

Create fulfilling jobs Promote new technologies Develop employees 

Win product-quality awards Maintain long-term growth Promote worker safety 

Dominate markets Protect the environment Beat the competition 

Page 2 of Form 3-10.
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 Figure 3-5 presents a values statement created by a young entrepreneur who 
wants to combine his love of art and his commitment to folk artists into a 
Web-based folk art emporium.

 

Figure 3-5: 
Your values 

statement 
can take the 

form of a 
checklist.

 

OUR VALUES STATEMENT

Folk Art Bazaar is dedicated to the following values:

•  Using the Internet to form a community of artists and collectors

•  Encouraging the preservation of folk art tools and methods

•  Offering struggling folk artists a means to make a decent living

•  Educating collectors about the value and importance of folk art

Writing a vision statement
A vision statement is a short phrase or sentence that describes the enduring 
purpose of your business. To distinguish the vision statement from the other 
statements you find in this chapter, remember the following list:

 ✓ Your mission statement describes who you are and what you hope to 
achieve.

 ✓ Your goals and objectives set the mileposts that help you get what you 
want.

 ✓ Your values statement reminds you of why you’re in business in the first 
place.

 ✓ Your vision statement expresses, in the simplest language possible, 
what you intend your business to accomplish. This statement captures 
the essential reasons you’re in business: the intentions that will remain 
constant even when strategies and practices — and even your products 
and services — change in response to a changing world.

 As an example, return to the business venture started by an entrepreneur 
whose business values are listed in Figure 3-5. His company’s mission state-
ment reads as follows:

To create an online marketplace that brings together unique and creative folk 
artists from around the world with serious collectors from beginner to expert.

His enduring vision statement:

To promote the continuing production of folk art and the livelihood of folk 
artists around the world through Internet technology.
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 Form 3-12 presents vision statements that take a range of approaches. Check 
the ones that really grab you. You can refer to them as you write your vision.

 In 25 words or less, capture the vision you have for your company. Use the 
examples you like in Form 3-12 as a starting point, and then use Form 3-13 on 
the CD-ROM to put your statement in writing. Your vision statement makes its 
way into your written business plan as part of your company overview.

The vision you have for your company is something you should be very 
proud of. Make copies for each person you work with. Attach a copy to your 
computer monitor, and carry one in your daily calendar. Consider including 
your vision statement in your company brochure or on your letterhead to 
remind everyone of the essential reasons that you’re in business.

Putting Your Principles into Practice
Companies that remain devoted to nothing more than the bottom line will 
always exist. But, increasingly, companies are realizing that strong values con-
tribute to strong businesses, and they craft their business plans accordingly. 
Many are creating detailed ethics guidelines that articulate exactly what they 
stand for and how they intend to act. Those guidelines are often posted on 
company Web sites so that both customers and employees can see them. They 
help guide employees in their everyday working lives. These guidelines also 
reassure customers that the company intends to act in an ethical way.

Use your mission, vision, and values to guide the way that your business 
functions as a socially responsible contributor to the world around you — to 
your employees, your clients, your industry, and your community. And use 
your business plan to emphasize your company values and what they mean 
to all who deal with your business.

 Williams-Sonoma, which sells kitchen and home products, proudly posts its 
Corporate Values on its Web site. “We are here to please our customers — 
without them, nothing else matters,” the document declares. Almost any com-
pany would say the same thing. But like a growing number of firms, Williams-
Sonoma also commits itself to social and environmental responsibility. Indeed, 
it asks all the companies that make the products it sells to sign a Code of 
Conduct that includes offering safe working conditions and fair wages. That 
code reflects its deepest values. More than that, it puts those values into action.

Consider incorporating similar principles about trust, loyalty, ethics, and 
contribution in your values statement and then create a plan for translating 
the words into actions whenever the need arises, following these steps:

 1. Whenever you encounter a difficult business or ethical situation, 
assess your options in light of your values.
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 2. Analyze the consequences of the various actions you can take, con-
sidering who will benefit and who will be hurt or damaged by each 
response.

 3. Weigh whether your response is honest and fair.

 4. When you’re confident that your response to a difficult decision is 
consistent with your values and that your actions will be fair and 
honest, proceed with confidence.

By knowing and remaining true to your values, when and if you encounter an 
ethical dilemma, you’ll have a strong foundation upon which to build.

And now you know how you put your values to work.

Forms on the CD-ROM
Check out the following forms on the CD-ROM if you need help setting up the 
ground rules for your business:

Form 3-1 Basic Business 
Definition Framework

Questions to help you determine 
which business you’re really in

Form 3-2 Our Mission Statement 
Questionnaire

Questions designed to generate ideas 
about your company’s mission

Form 3-3 Our Mission Statement 
Framework

A form to help you bring ideas 
together into a statement of mission

Form 3-4 Examples of Real-World 
Mission Statements

Actual company mission statements 
along with space to record your 
impressions

Form 3-5 Our Mission Statement A form on which you can record the 
final version of your company’s mis-
sion statement

Form 3-6 Goals and Objectives 
Flowchart

A form to capture your company’s 
goals and objectives as they relate to 
your mission statement

Form 3-7 Goals and Objectives 
based on ACES

A form to capture your goals and 
objectives based on things you want 
to achieve, conserve, eliminate, and 
avoid

Form 3-8 Checklist of Common 
Business Goals

A checklist of common business goals 
of many companies
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Form 3-9 Our Major Business 
Goals

A form to record your goals

Form 3-10 Values Questionnaire Situations designed to help you iden-
tify the values you already hold

Form 3-11 Our Values Statement A form on which to record your values 
statement

Form 3-12 Examples of Real-World 
Vision Statements

A selection of actual vision statements 
with space to check off which ones 
you like

Form 3-13 Our Vision Statement A form on which to record your vision 
statement
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Part II

Developing Your 
Plan’s Components
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In this part . . .

Almost all business plans share certain features: They 
describe the company and what it proposes to do. 

They assess the business environment and then lay out 
business and marketing strategies for competitive suc-
cess. Finally, they crunch the numbers to ensure that the 
company has enough start-up money to get off the ground 
and enough profit to fuel success well into the future. 

The five chapters in this part take you step by step 
through the process of creating the essential elements of 
your business plan. Chapter 4 helps you examine your 
marketplace — sizing up your industry, defining your cus-
tomers, and checking out your competition. Chapter 5 
assesses your strengths, weaknesses, opportunities, and 
threats and then helps you build a business model and 
growth strategy that capitalize on your situation. Chapter 6 
examines your key business capabilities in order to help 
you focus your plan on what you do best. Chapter 7 helps 
you hammer together your all-important marketing plan. 
Finally, Chapter 8 tackles the numbers, walking you through 
the creation of your income statement, balance sheet, 
cash-flow statement, financial projections, and budget.
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Chapter 4

Understanding Your Business 
Environment

In This Chapter
▶ Investigating the condition and trends of your industry

▶ Defining your customers, including why and how they buy

▶ Tracking your competition

You’re writing a business plan, so it’s a safe bet that either you’re 
launching a business, preparing to take an established business to 

new heights, or working on a business turnaround.

Whether your business is new or already established, by now you’re prob-
ably clear about your business idea (see Chapter 2). Also, you’ve probably 
crafted your mission and vision statements and set goals, objectives, targets, 
and timelines to guide your way. (If not, see Chapter 3.)

The next step is to get real about your business environment. Today’s chal-
lenging market conditions have shifted the landscape of entire industries, 
dramatically altering how businesses operate and how customers buy. In 
the current environment, even if your business sells the biggest thing since 
sticky notes, your product may not be enough to ensure success on its own. 
More than ever, you need a plan for finding customers, and for giving them 
a pretty compelling reason (or set of reasons) to choose your offering over 
competing alternatives that are available around the corner or over the 
Internet.

Use this chapter as you conduct a straightforward analysis of your business 
environment, your customers and prospective customers, your competition, 
the economic conditions you face, and what you have to do to move the 
market in your direction.
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Zooming In on Your Industry
Your business may be one-of-a-kind, but it’s also part of a larger industry: 
retail, telecommunications, entertainment, travel, publishing — or any of a 
hundred others. Even if you run a nonprofit organization (see Chapter 12), 
you’re part of a contingent of worthy causes all seeking contributions from 
supporters. What’s more, regardless of your field, your industry is likely 
undergoing change, the result of unprecedented economic upheaval accom-
panied by seismic shifts in consumer tastes, trends, and buying patterns, all 
at the same time that technology keeps advancing at quantum speed.

Use this section to gain a clear sense of the conditions and forecasts your 
industry faces, and to assess how well your business is configured to adapt 
and succeed in the environment of today and tomorrow.

Seeing your industry’s big picture
Understanding the larger forces at work in your industry is a crucial part of 
business planning:

 ✓ What are the immediate and long-term growth, product, and pricing 
trends in your industry?

 ✓ Is market demand for your industry’s offerings growing, shrinking, or 
holding steady?

 ✓ Is it easy or difficult for new competitors to enter your industry?

 ✓ How fast are technologies, regulations, or other fundamentals of your 
industry changing?

 ✓ How well has your business adapted to the changes your industry has 
undergone, and how well are you prepared to adapt to the changes you 
see on the horizon?

Answers to questions like the preceding ones are key to creating a success-
ful business plan. By compiling a good overview of your industry, you gain a 
better sense of how and where your business fits in — insights that will help 
you sidestep trouble and chart a better course.

 Complete the Form 4-1 questionnaire to summarize what you know about your 
industry and, even more important, what you still need to find out.

 What you don’t know can hurt your business, so instead of leaving questions 
in Form 4-1 unanswered, take the time to do some research and to uncover 
the facts. For example, if a few suppliers control most of your industry’s mate-
rial costs, you can make sound decisions based on that knowledge — or you 
can overlook that fact and have it come back to haunt you later.
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After you complete the questionnaire, look over your answers and single out 
areas that are most apt to influence your future:

 ✓ How serious a competitive threat do you face?

 ✓ Who really drives your industry: customers, distributors, or suppliers?

 ✓ Will you be able to ride the rising tide of an expanding industry, or will 
you have to find ways to succeed in spite of a general industry slowdown?

Any one of the forces, trends, or issues you identify just may be the one that 
holds the key to your success.

 Summarize the findings from your industry analysis and include your over-
view in the business environment section of your written business plan.

The College of 2020: Will there be fewer ivy walls?
For generations, those in the field of higher edu-
cation were clear about what students wanted 
from the college experience. As the gold stan-
dard, eight Ivy League institutions served as the 
ideal for the university campus, where students 
gathered for four years to simultaneously learn 
and grow into adulthood. Currently, however, 
that traditional model is under siege.

Research conducted in 2009 by Chronicle 
Research Services documents cataclysmic 
changes in student wants and needs. Instead of 
moving onto college campuses for four years, 
the study finds that “more students will attend 
classes online, study part time, take courses 
from multiple universities, and jump in and out 
of colleges.”

University admission officers project that by 
2020, traditional students — full-time enrollees 
aged from 18 to 22 — will account for only half of 
university enrollments. They also anticipate that 

60 percent of students will take courses entirely 
online, and that growing numbers of students 
will seek lower-cost alternatives to what’s cur-
rently called the four-year degree program. To 
address growing demand for convenience, flex-
ibility, and affordability, planners project higher 
enrollment in community colleges, three-year 
degree programs, certification programs, and 
for-profit universities, which are already grow-
ing at a pace far greater than the rest of the 
higher education arena. No doubt, other higher 
education options, public and private, will also 
arise and thrive.

Amidst these changes, opportunities abound for 
educators who assess and adapt to the market 
changes. Threats await those who don’t. Never 
have the terms business plans and business 
models served as such strong prerequisites for 
higher education success.
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INDUSTRY ANALYSIS QUESTIONNAIRE

13. How many businesses compete directly with your business?

Many Some Few

7. Is your industry undergoing changes to address government or regulatory issues
or market shifts or opportunities?

Growing Stable Declining

12. How difficult is it for new competitors to enter your industry and market area?

Very difficult Difficult Easy

15. Have new competitors recently entered your market?

Yes No

9. What do customers care about most in your industry, and how do they rate your
business in comparison with your competitors on that quality?

Very easily With difficulty Not at all

8. Is there an untapped market that your industry can take advantage of?

Yes Maybe No

6. What’s the current market demand in your industry? Are there a growing or
shrinking number of customers?

A lot Some None

10. How much bargaining power do big customers have in your industry?

A lot Some None

5. How much influence do large suppliers have in setting terms?

A lot Some None

4. How much power do distributors wield in your industry?

A lot Some None

3. What are typical profit margins in your industry?

Strong Average Weak

2. Is your industry facing changes in the cost of materials or the price customers
are willing to pay?

Declining Stable Rising

1. How would you describe the general health of your industry?

Very healthy Somewhat healthy Ailing

11. How much is your industry affected by technological change?

Greatly Somewhat Very little

14. Have competitors in your market area recently gone out of business?

Yes No

Form 4-1: Use the questions in this form on the CD-ROM to analyze your industry.
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Paying the price of admission
An important step in assessing your business environment is to understand 
what kinds of obstacles — known as entry barriers — challenge new contend-
ers in your industry. If the barriers are low, almost anyone can join the fray 
and compete for business. If the walls are high, entry is harder and fewer 
competitors make the plunge.

Building entry barriers
If your business is entering a new (to you) 
industry or market area, expect to face some 
barriers as you seek to compete profitably with 
companies already up and running in your area. 
At the same time, think about building some 
barriers of your own in an effort to up the ante 
for competitors who follow you into your busi-
ness arena or market area.

Entry barriers come in a wide range of forms, 
including

 ✓ Patents: By protecting your idea and pro-
duction process, you can block others from 
legally using your approach for a number of 
years. Visit the Web site of the U.S. Patent 
and Trademark Office at www.uspto.
gov for information.

 ✓ Cost and pricing advantages: Consider 
building a cash reserve to allow your busi-
ness to cut prices or enhance promotions, 
if necessary, to force new competitors to 
operate at an unsustainable loss. Also, con-
sider volume-purchase commitments with 
key suppliers in return for lower costs that 
result in product pricing that competitors 
will find hard to match.

 ✓ Marketing advantages: Especially if you’re 
the first in your market with a particular 

product or service, commit adequate mar-
keting resources to quickly build market 
awareness, a strong brand, and loyal cus-
tomers. (Chapter 7 focuses on the topic of 
marketing.) The faster you establish your 
product or service as the preferred choice, 
the more expensive unseating you in the 
marketplace becomes for newcomers.

 ✓ Regulations and trade restrictions: Tariffs 
and quotas work as entry barriers to inter-
national and some domestic markets. If 
your industry is subject to trade restric-
tions, join industry associations, attend 
industry conferences, and follow industry 
news to keep up on the rules under which 
your business needs to operate. You should 
also participate in the protection of your 
markets from those who aren’t authorized 
to participate.

 ✓ Economic factors: The price of equipment, 
licensing, research and development, or 
other mandatory expenses involved in set-
ting up shop deter other competitors from 
entering your arena. As you establish your 
business, think in preemptive terms, select-
ing equipment and processes around which 
you can build a distinct and impenetrable 
advantage.
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 Consider the following examples:

 ✓ Suppose that you’re starting a printing business. One entry barrier is 
the capital cost associated with acquiring production equipment. To 
overcome the barrier, you may decide to lease equipment or outsource 
a portion of your production until you get up to full speed.

 ✓ If you’re planning a clothing shop that will have to compete with chain 
stores, your entry barrier is the competitive advantage of large retail-
ers whose pricing reflects a built-in economy of scale. Simply put, large 
retailers can buy inventory at a lower cost because they buy so much of 
it at a time. To overcome the barrier, you probably need to compete on 
attributes other than price: the quality of your inventory, for example, or 
your special services or unique fashions.

 ✓ If you’re opening a hair salon in a town that already has a handful of suc-
cessful beauty shops, your biggest entry barrier may be customer loy-
alty to existing stylists. To prevail, give customers a reason to change: 
an introductory bring-a-friend incentive or on-site day-care service.

 Form 4-2 presents typical entry barriers that await new competitors in a vari-
ety of industries. Check the ones that apply to your industry and marketplace. 
Use the space at the end of the form to add barriers unique to your business 
situation.

 On a scale of 1 to 10, with 1 being the most significant impediment to success, 
rank the entry barriers that new competitors in your industry encounter. The 
top three barriers on your list represent the biggest hurdles a new business 
faces when entering your industry. If you’re launching a business, acknowl-
edge these barriers when you write your business plan and detail how you 
intend to overcome the obstacles they represent.

Defining Your Customers
Without enough customers, you don’t have a business at all, so spend time to 
understand who your customers are, what makes them tick, and exactly what 
they want from your business. If yours is a business-to-business company, be 
sure to see “Doing business with business customers,” later in this section.

Developing your customer profile
The more you know about your customers, the more you know about where 
to find others just like them, how to reach them with media or other mar-
keting communications, and what kinds of messages, offers, and incentives 
move them toward buying.
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BARRIERS TO ENTRY CHECKLIST

Capital costs (lots of money required up front)

Organization (complex operations are necessary for success)

Raw materials (supplies are in high demand or are difficult to secure)

New technology (sophisticated skills required)

Scale economies (the bigger you are, the lower your costs)

Regulations (legal obstacles)

Patents (competitive hurdles)

Customer loyalty (existing businesses have strong market advantage)

Customer switching costs (it costs the customer to change)

Distribution systems (customers are difficult to reach or product is
difficult to deliver)

Form 4-2: Use this form on the CD-ROM to flag the barriers that can affect your new 
business or expansion plans.

As you profile your customers, four terms apply:

 ✓ Geographics: This term describes where your customers and your 
potential customers — or prospects — reside. When you know this 
information, you can target your marketing efforts into specific regions, 
counties, states, countries, or zip codes.

 ✓ Demographics: This term describes who your prospects are in fac-
tual terms, including age, gender, race, education level, marital status, 
income level, and household size.

 ✓ Psychographics: This term describes lifestyle characteristics, including 
attitudes, beliefs, and opinions that affect customer-purchasing patterns.
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 ✓ Behavioral patterns: This term describes how customers buy, including 
when, why, how much, and how often they buy, their level of loyalty, 
their purchase occasions and timing, and whether they make buying 
decisions based on price or quality, on impulse or after careful consider-
ation, based on personal decisions or on the recommendation of others, 
and other such behavioral patterns.

 Use Form 4-3 to develop your customer profile. If yours is an existing business, 
create a profile of your current customers. If you’re planning for a new busi-
ness, describe the person most apt to purchase your offering.

Conducting customer research
To paint a clear picture of your customer, undertake research activities. 
Your efforts may involve highly customized efforts tailored specifically 
to your business clientele, or they may rely on available market analyses, 
called secondary research, which you can apply to your business situation. 
The approaches and budgets vary widely. What never changes is the need 
to know exactly who is apt to buy from your business, how to reach those 
people, and what to say when you have their attention.

Compiling a firsthand analysis of your customer
 Large companies spend huge budgets conducting customized market 

research. Fortunately, simpler and cheaper ways to obtain a picture of your 
customers are available. Consider the following ideas:

 ✓ Stop, look, and listen. You can discover plenty simply by observing cus-
tomers. If you’re in the retail business, watch where customers go inside 
your store and what products they linger over the longest. When you go 
to an industry trade show, watch which booths and exhibits attract the 
biggest crowds. Conduct informal surveys, asking prospects about their 
reactions to various products, services, and features.

 ✓ Create a dialogue. If you’re thinking about improving a product or 
developing a service, invite your best customers to become part of the 
creative process. Ask what they like and don’t like about existing offer-
ings. What would they change? What features would they add?

  Additionally, use your Web site or social media pages to request input. 
Consider offering respondents a small gift, membership in your com-
pany’s VIP club, or a future discount, for their opinions.

 ✓ Go virtual. If your customers are far-flung, consider a virtual focus 
group by arranging for selected customers to meet in an online chat 
room to discuss a particular aspect of your product or service. Your 
social media networks are a good place to issue invitations. As in a tra-
ditional focus group, involve a moderator and offer participants some 
token of thanks for their time and ideas.
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CUSTOMER PROFILE QUESTIONNAIRE

Geographics

Where do your customers and prospects live? Knowing this information helps you 
target your marketing efforts.

List neighborhoods, zip codes, counties, states, or international 

regions that include concentrations of customers.  You can collect 
information off checks or invoices, data from credit card transactions, or 
zip code information at the time of purchase or using surveys.

List the areas where inquiries come from. Monitor the origin of 
incoming phone calls, ad and direct -mail responses, and Web site 
visitors.

Demographics

What are the facts about your customers?  Knowing this information helps you 
direct media and promotions directly at the people who match your customer profile.

Gender: __ % Male __ % Female

Age: __% under 12 __% 13-19 __% 20 -30

__% 30 -40 __% 50-60 __% Senior citizens

Education level: __% High school graduates __% College graduates

__% Advance d degrees __% Current students

Household composition : Find out whether  most of your customers are single, 
married, divorced, widowed, parents with children at home, couples with no children at 
home, heads of families, grandparents, recent empty-nesters, and so on.

Income level: Into which income levels do they fall?

Other facts: 

• Do most customers own or rent their homes?

• What is their nationality? Ethnicity? Language? 

• What are their occupations?

(continued)
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Customer Profile Questionnaire (continued)

 

Behavioral Patterns

What makes your customers tick? Knowing this information helps you create 
marketing messages that interest prospects and move them to action.

Interests:  What are their favorite hobbies or pastimes? What 
magazines, TV shows, types of music, Web sites, social media networks,
or other media do they use?

Beliefs: What opinions do they hold? Do they have strong social, 
religious,  or political affiliations? What do they value?

Purchasing patterns: Do they buy on impulse or after careful consideration? Are they 
loyal customers or highly susceptible to competing offers? Are they cost -conscious or 
are attributes, such as quality or prestige, of more importance? Do they prefer name 
brands? Do they use the Internet to gather information? Do they make buying 
decisions on their own or based on the advice of others?

Form 4-3: The questions in this form guide the development of your customer profile

 The better you know your customers, the more success you’ll experience in 
your marketplace.

Casting a wider net
Supplement your customer and prospect knowledge with secondary 
research:

 ✓ Contact your industry association and the major media groups that 
serve your industry to obtain their analyses of the consumers in your 
market arena. Study the findings to discover more about the profiles of 
the people who buy products like the ones you’re offering.

 ✓ Search the Internet for customer responses to everything from the 
latest bestsellers to the most sophisticated new offerings on the 
market. Publishers and authors can track which books are selling well. 
Winemakers can follow which vintages customers are snapping up. 
Consultants can research the hottest business topics. Digital gadget 
makers can survey customer reaction to cutting-edge technologies.

  To tap into a wealth of consumer opinion, visit review sites used by cus-
tomers in your arena and read the range of rants and raves to learn what 
people love and hate about offerings like yours. If you aren’t sure which 
sites to study, enter the generic term for your business, along with the 
word “ratings” (example: hair salon ratings). In the search results, you’ll 
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likely find a number of sites where customers post opinions. When you 
find such sites, visit regularly for useful information.

 ✓ Visit the reference area of your public or university library, which 
most likely has copies of the SRDS Lifestyle Market Analyst and the CACI 
Sourcebook of ZIP Code Demographics. Both resources can help you 
locate geographic areas with concentrations of residents who match 
your customer profile, helping you pinpoint regions for business 
expansion.

Getting research assistance
If your research requires questionnaires, focus groups, or phone or in-person 
interviews, consider bringing in specialists to help you maintain objectivity 
and convey professionalism throughout the process. Contact research firms, 
marketing firms, and public-relations companies for help.

 Another good resource is your Small Business Development Center. To find 
a nearby center, visit the Small Business Association Web site at www.sba.
gov/sbdc and click the SBDC Locator link under Resources.

For help identifying the approaches, advantages, and challenges of various 
research methods, see Table 4-1.

Table 4-1 Customer Research Approaches

Method Purpose Advantages Challenges

Questionnaires 
and surveys

To obtain 
general infor-
mation

Anonymous, inex-
pensive, easy to 
analyze, and easy 
to format and 
conduct

Impersonal, feed-
back may not be 
accurate, and 
wording can skew 
results

Interviews To obtain 
information 
and probe 
answers

Develop customer 
relationships, are 
adaptable to each 
situation, and 
access fuller range 
of information

Time consuming, 
reliant on good 
interviewers, and 
difficult to analyze

Observation To document 
actual buyer 
behavior

Anonymous, 
immediate find-
ings, and relatively 
easy to implement

Can be difficult to 
interpret findings 
and to target which 
behaviors to moni-
tor; can also be 
expensive

(continued)
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Table 4-1 (continued)

Method Purpose Advantages Challenges

Documentation 
review

To study fac-
tual history 
of clients and 
transactions

Readily available, 
not disruptive to 
operations, not 
subject to 
interpretation

Time-consuming, 
research may be 
incomplete, and 
research is limited 
to previously col-
lected data

Focus groups To find out 
about and 
compare cus-
tomer experi-
ences and 
reactions

Convey informa-
tion to customers, 
collect customer 
impressions

Require expert 
facilitation and 
advance schedul-
ing; difficult to ana-
lyze findings

Establishing your customer intelligence game plan
 Create an agenda for times, places, and ways to get closer to your customers. 

To get started, use the customer intelligence checklist in Form 4-4.

Sharpening your customer focus
When planning and directing your company’s business activities, customer 
knowledge equals business power.

 Consider the case of a new business specializing in online sales of lingerie. 
When the owners wrote their first-take customer profile, it read like this:

We’re going after those seeking unique and high-quality intimate apparel but 
who avoid shopping in brick-and-mortar stores. Our customers are women 
who buy our products for themselves or as gifts.

Not long after writing this profile, the owners realized that this snapshot left 
out some crucial aspects. How is the customer likely to find the Web site in the 
first place? Why would she choose to buy here rather than somewhere else? 
What motivates her to buy — price, quality, or special inventory? Is she likely 
to be a repeat buyer? What convinces her to come back and shop again? As the 
owners expanded their customer profile, here’s what they added:

Most of our customers are 18 to 35 years old and are single or recently mar-
ried. They live in urban areas, especially on the East and West Coasts. They’re 
Internet savvy, and they tend to be affluent and sophisticated. They discover 
our site primarily through ads placed in women’s magazines and on selected 
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Web sites. When making buying decisions, they value quality — determined by 
the unique designs and fine materials used in our products — more than price. 
The bottom line: Our products make our customers feel beautiful. By delivering 
on this promise, we can develop a loyal clientele of repeat buyers.

  

CUSTOMER INTELLIGENCE CHECKLIST

1. Places and times to observe real customers in our marketplace:

2. Ways to interact with customers around our products and services:

3. Web sites relevant to our customer feedback, behavior, and analysis:

Form 4-4: Use this form to establish an agenda for collecting customer information.

See the difference? The expanded description includes geographic and demo-
graphic characteristics — where customers live, their ages, and lifestyle 
information —plus information about what drives their buying decisions.
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Based on the expanded customer description, the business owners were 
able to hone a sharp marketing strategy. First, they realized that their cus-
tomers viewed lingerie purchases as a means to an end — to looking and 
feeling beautiful and sensual. Knowing this information helped the owners 
create attention-getting ads that converted to Web-site traffic and online 
sales. Second, their customer snapshot revealed that the company’s success 
relied on loyal buyers who kept coming back on their own — and referring 
their friends, as well. This trend sparked the decision to add an online weekly 
health and beauty magazine featuring columns by cosmetologists, before-
and-after stories, and an interactive Q&A discussion area.

 Use everything you know about your clientele to create your customer snap-
shot and use Form 4-5 on the CD-ROM to condense it down to a clearly worded 
description of the person most likely to buy from your business.

 Make the description of your customers part of your business plan. Doing so 
keeps your business and its marketing efforts focused and effective.

  

CUSTOMER SNAPSHOT

Our target customers can best be described as

These customers are looking for

We will reach many of our target customers through

These customers will buy from us rather than our competitors because they

Form 4-5: Use this form on the CD-ROM to create a descriptive snapshot of your customer 
following this example.
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Describing your ideal customer
Every customer is important to your business, but the truth is that some are 
more important than others, and a precious few are absolutely essential.

The difference between good and great customers is huge. If you’re already 
in business, you know that some customers are more profitable, more pleas-
ant, more apt to buy frequently, and most likely to spread good words about 
your business. Those customers are the ones you want to focus on and 
increase in number.

Separating the good from the best — and the best from the worst
Your best customers

 ✓ Ask you to do things you do well.

 ✓ Appreciate what you do and willingly pay the price that you ask.

 ✓ Make reasonable requests that lead to improvement and expansion of 
your skills and services.

 ✓ Inspire your business to move in new and profitable directions.

Great customers are the ones who you want to go overboard for. Heap on the 
special services, pile on the appreciation, and do what you can to keep them 
loyal to your business. You’ll be doubly rewarded with repeat purchases and 
invaluable word of mouth.

Good customers are the ones who appreciate your offerings, buy your 
products, and pay your bills on time and with courtesy. But they can be 
transitory — here today, and gone tomorrow. And what often lures them 
away is a better offer. They may never become loyal patrons because they 
value special deals more than they value long-term business relationships.

Your worst customers are prospects who are simply mismatched to your 
offerings. They’re excessively negative, unreasonably demanding, and maybe 
even abusive to your staff and your business systems. Watch for these indica-
tors to flag customers you’re better off not having in your clientele:

 ✓ They consume considerable time and attention yet buy very little.

 ✓ They demand unreasonable concessions on pricing, service, or product 
alterations, and, if you consented, these concessions would harm your 
business.

 ✓ They demoralize your staff.
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 ✓ They refuse to pay your fair price for your offering or refuse to comply 
with your billing and service standards.

 ✓ They act dissatisfied no matter what you do for them.

 Great, good, and worst customers affect your business in very different but 
predictable ways, following the 80/20 rule, which is also called the Pareto 
Principle or the law of maldistribution. In most businesses, roughly 20 percent 
of customers consume 80 percent of the time and create 80 percent of the 
problems, while another 20 percent generate 80 percent of the profits. By 
identifying which customers fit into which group, you can spend more time 
with your best customers to greatly increase your profits.

Defining perfection
Indulge in a little fantasy. Conjure up an image of your ideal customer, 
whether that customer is an individual buyer or a business client (see “Doing 
business with business customers,” later in this chapter). Imagine the sort 
of person who eagerly buys your products or services, raves about you to 
friends and colleagues, and returns to purchase from your business on a 
regular basis.

 Get specific. Use the Form 4-6 questionnaire to detail aspects that differenti-
ate your ideal customers from all others. List their four or five distinguishing 
traits on Form 4-7 on the CD-ROM.

Segmenting customers into buyer groups
By determining which customers share similar interests and buying habits, 
you can target offerings to groups of people who respond in similar ways.

 Consider the example of an urban apartment complex renting to affluent city 
residents. After gathering customer data, the complex managers found that 
renters from the immediate market area chose the complex for its quality 
accommodations, but even more so for its pet-friendly policy. On the other 
hand, renters moving from more distant locations chose the complex for its 
quality, but even more so for its apartment interiors, terraces, and views.

Studying further, the managers learned that tenants moving from out of area 
fell into two categories: those seeking small apartments with short-term 
leases, either because they were moving for temporary jobs or because they 
were renting while searching for a home purchase, and those seeking larger 
apartments with longer-term leases, which they would make their primary 
residences for the foreseeable future.
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IDEAL CUSTOMER QUESTIONNAIRE

What kinds of products or services do your ideal customers seek from your 
business? What special features do they request?

When your ideal customer comes to your business, what need or want is 
that person looking to address? Think beyond product features. Consider 
what product benefits the customer is seeking and what kinds of emotional 
outcomes the customer is hoping for.

When making buying decisions, what does your ideal customer value most? 
Cost? Quality? Features? Convenience? Reliability? Your reputation? Your 
unique expertise? Your after-sale support? Your product guarantee? 

How do your ideal customers reach your business? Referrals? Ads? Direct 
mailings? Web site? Promotions? Cold calls? Sales presentations? By
simply walking by your front door? 

What are the buying patterns of your ideal customers? How often do they 
buy from your business? How large is each sales transaction? What 
combination of your product offerings do they purchase? Do they buy on 
impulse or after careful consideration? Do they buy full-priced offerings or 
seek discounts or sales? 

How would you describe your ideal customer? Where does that person live? 
What is the person’s age, gender, occupation, income level, education 
level, family composition, ethnicity, and nationality?

How would you describe your ideal customer’s lifestyle? What are his or her 
hobbies? Social or church affiliations? Leisure -time activities? Etc.

Form 4-6: Answer these questions, using this form on the CD-ROM, to detail what you know 
about the ideal customer for your business. Record your answers on Form 4-7 on the CD-ROM.
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Armed with this information, the managers used ads to reach local residents 
with a pet-friendly message, distributed flyers through employers and real-
tors to reach those seeking short-term, small-unit accommodations, and 
hosted events and test-drive overnight stays to reach those considering the 
building’s apartments as long-term homes.

 Use Form 4-8 on the CD-ROM to analyze how your customers segment into 
groups and how various groups seek different products and purchase offers.

 Include your market segmentation information in the business environment 
section of your written business plan.

Doing business with business customers
B2B is shorthand for the great contingent of businesses that sell to other 
businesses rather than to individual consumers.

Business and individual customers share concerns about price, quality, con-
venience, service, reliability, and expertise. But you can also expect some 
important distinctions in how business customers buy:

 ✓ They rarely buy on impulse.

 ✓ The buying patterns of their customers and what’s happening in their 
industries affect their buying behavior.

 ✓ Their buying decisions often rely on approval from managers, owners, 
financial consultants, or others.

 For success selling to businesses, you really need to get organized. Use Form 
4-9 to create a profile for each of your business clients and major prospects 
and then circle the characteristics all have in common. Use these common 
traits to create an ideal business customer snapshot — two or three para-
graphs describing the kinds of clients you want to target. For assistance, use 
Form 4-5 (Customer Snapshot) on the CD-ROM.

 If you have a business-to-business company, include a detailed description of 
the ideal client in your business plan.
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BUSINESS CUSTOMER PROFILE ON COMPANY:

1. Company description:

 Company name  Industry  Yearly revenue

 Number of employees  Years in business  Location

 Principal contact

 Other relevant information

2. What are the major benefits you offer this company?

3. What are the essential qualities the company is looking for in a supplier?

4. Are the key decision-makers in this company engineers, financial managers, marketing

people, etc.? Do purchases require approval by several decision-makers and, if so, who?

5. Does this company use both small and larger suppliers?

6. Does the company have a policy of requiring more than one supplier?

7. Does the company purchase centrally, or are buyers scattered around?

• 

• 

• 

• 

• 

• 

• 

• 

8. Does this company follow a budget or buying cycle that makes timing a critical element

to sales success?

9. Is the company’s business booming, steady, or facing increased competition?

10. Are there major changes inside this company that might result in opportunities for new

business?

Form 4-9: If you sell to business clients, do your homework first. Use this form as you collect information.
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Defining and Addressing Market Shifts
Whether your business serves specific geographic market areas or custom-
ers of a certain type anywhere in the world, your business environment is in 
flux — the result of a changing population, technological advancements, 
economic upheaval, and other changes that transform the marketplace. To 
plan for the future, use this section to figure out whether your market is 
growing or shrinking and whether your customers’ tastes, needs, and buying 
patterns are changing to the point that they require new solutions or pur-
chase incentives.

Charting market growth patterns
If the population you serve is growing in size and consuming more products 
or services like the ones you sell, your business plan can include approaches 
for seizing growth opportunity. If your market is shrinking or customers are 
buying less often or differently, your business plan needs to address how 
you’ll overcome growth challenges. To assess how your market area — and 
particularly the segment of the population you serve within your market 
area — is growing or changing, take these steps:

If your business serves one or several geographic market areas, compile 
marketplace data using these resources:

 1. Go to www.fedstats.gov/qf and click on any state, county, city, or 
congressional district for population, resident, and business character-
istics for the U.S. communities you serve.

 2. Visit www.zipskinny.com for quick access to information on specific 
zip code areas.

 3. Obtain population statistics and trends from the Web sites for your 
state’s economic development department, regional business devel-
opment offices, local chamber of commerce, nearest Small Business 
Development Center, and the advertising departments of media out-
lets that serve your market area.

  Study how market area population has changed over recent years — 
both in your overall market area and in demographic groups within your 
market — to gain a sense of the growth trend that will affect your busi-
ness future.
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If your business serves customers with similar interests anywhere in the 
world, compile market information using these resources:

 1. Obtain information on the dynamics and trends of your market from 
Web sites for associations that serve your industry or business arena.

  To find associations, do an online search by entering a word that 
describes the focus of your business, plus the word association.

 2. Search online for available research studies in your business arena.

  For example, if you search for “golf industry statistics,” results will 
include studies of the golf market size, composition, and growth trends.

 3. Study statistics compiled by publications that serve your industry.

  Most publications post online versions of their media kits, which pro-
vide trends and forecasts of how the market is growing or changing.

 In your business plan, summarize the extent to which your market area and 
target-customer group are growing or shrinking. Then describe the steps 
you’ll take to capitalize on market growth or, if the market you serve is shrink-
ing, how you plan to maintain sales momentum by defining and targeting alter-
nate market areas or customer segments.

Tracking buyer tastes and trends
In addition to defining market growth trends, your business plan also needs 
to address how you’ll deal with changes in the way customers choose, value, 
and buy products like yours.

If your business serves individual customers, answer each of the following 
questions three times — once for how customers have typically acted in the 
recent past, once for how they’re acting under current market conditions, 
and once for how you believe they’ll act in the near future.

 ✓ Do customers make purchase decisions on their own or upon the advice 
of others?

 ✓ Do they buy on impulse or after careful study and consideration?

 ✓ Do they pay cash or use credit or payment plans?

 ✓ Do they seem to place higher value on the prices or the level of your 
product or service quality?

 ✓ How frequently do they buy from you, and what is the typical size of 
their purchases?

 ✓ Of the products you offer, which ones are in highest demand and why?
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If your business serves business clients, answer each of the following ques-
tions three times — once for how clients have typically acted in the recent 
past, once for how they’re acting under current market conditions, and once 
for how you believe they’ll act in the near future.

 ✓ Are purchase decisions made by owners, or by operations, finance, tech-
nical or marketing managers? Are they made through a central office?

 ✓ Do purchases require several levels of approval, and how long does the 
approval process take?

 ✓ Do clients work exclusively with a single vendor, or do they use multiple 
suppliers to purchase products like the ones you offer?

 ✓  Do clients put their purchase orders out for competitive bids, and if so, 
do they base selections on price, quality, speed, or other factors?

 ✓ Do clients pay upon delivery or upon invoice, and how long is the typi-
cal payment cycle?

 In your business plan, summarize how your customers’ purchase habits have 
and will continue to change and how those changes affect your marketing, 
sales, operations, and billing systems.

Sizing Up Your Competition
Unless you’re very clever — and extremely lucky — your business isn’t the 
only one on the horizon with a great idea and a serious plan to win over 
eager customers in your particular market.

 Except for government agencies and communist states, everyone has com-
petition. Even if your business idea launches a brand-new industry, you can 
expect a throng of new competitors to quickly emerge, each fighting to grab 
their slices of the market pie. Your success depends largely on how well you 
understand your competitors and how successful you are at distinguishing 
yourself from all the alternatives that exist in the minds of your potential cus-
tomers. (See Chapter 7 to dig deeper into the world of competition.)

Competitors challenge you to run your business better by forcing you to dis-
tinguish yourself from the crowd. Competition isn’t necessarily a bad thing — 
as long as you know exactly who and what you’re up against.

 Identify your five most significant competitors — those businesses that are 
most likely to take business away from you if you’re not careful. Can’t come up 
with five? Name as many as you can and record your list on Form 4-10.
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Using cloak-and-dagger methods
If your plan is to open or expand a gift shop on Main Street, scoping out your 
competition isn’t difficult. Browse through neighboring shops that cater to 
the same kinds of customers you hope to attract. Then inquire around — 
talking to your banker, other retailers, business leaders, clerks at City Hall, 
those in business networking groups, local media including business blogs, 
and others — to see what businesses are planning to open in the near future. 
Finally, uncover stealth competitors (see the following section), including 
online and other less apparent businesses that can take a bite out of your 
market.

For many businesses, however, competitive research is more complicated. 
You have to work harder to learn the following about your competitors:

 ✓ What products or services they offer

 ✓ Who their customers are

 ✓ What their strengths are

 ✓ Where their weaknesses are

Corporate strategists call this information-gathering effort competitive intel-
ligence, or CI. Fortunately, the Internet provides a great starting point:

 1. Begin with your competitors’ Web sites.

  You’ll likely see everything from product specifications to client lists to 
news-release archives, containing information about future strategies 
and plans.

 2. Then put search engines to work, entering competitors’ names and 
scouring the general, news, and blog results.

 3. Find your competitors in ratings and review sites.

  You can learn what their customers like and dislike, giving you valuable 
information upon which to build better solutions.

 To guide you in your sleuthing, use the competitive intelligence checklist in 
Form 4-11.

Identifying your stealth competitors
You can usually spot direct competitors pretty easily. They look a lot like 
you, offer similar products or services, and go after the same customers and 
market areas. But you have to watch out for less obvious competitors — 
known as stealth competitors — who serve the same customers you do, but in 
different, sometimes unexpected, ways.
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Mission and vision statements

Years in business

Organization charts

Executive biographies

Job postings

Customer base

Information on products and services

Pricing data

Research and development plans

Distribution and delivery channels

Outstanding strengths/Apparent weaknesses

COMPETITIVE INTELLIGENCE CHECKLIST ON COMPANY:

Form 4-11: Use this form as a road map to the kind of information to uncover about your competition.

 Suppose that you’re starting a bakery. Your direct competitors are other bak-
eries within, say, a 10-mile radius. But under-the-radar threats lurk. Most obvi-
ous are the bakery sections of grocery stores and restaurants. A little more 
obscure are bakeries tucked in brewpubs, coffee shops, and health-conscious 
businesses, or home-based operations selling at increasingly popular farmer’s 
markets. Competition also hides in grocery aisles, where consumers can buy 
bake-it-yourself mixes. Plus, weight-loss programs offer bakery-product alter-
natives. Dieticians work to curb bakery-product cravings. Even the fresh-fruit 
industry arises as a healthy option to your bakery offerings. In sum, competi-
tion is almost always more than immediately meets the eye.
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To understand all you’re up against, imagine yourself in your customers’ 
shoes and consider every possible alternative — near or far — to the solu-
tion your business offers. Here are a few examples:

 ✓ The corner bookstore that used to compete with the bookstore around 
the corner now goes head-to-head with the online booksellers, book 
download sites, and e-book sellers.

 ✓ The local travel agent now competes with online sites that allow travel-
ers to book hotels, flights, car rentals — even ski equipment — on their 
own. Suddenly, travel agencies are lonely places, except for the forward-
thinking agents who read the competitive tea leaves and focused their 
efforts on particular market segments and services, such as group sales 
or high-end, customized tour packages.

When unmasking stealth competitors, don’t limit your thinking to Internet 
offerings. Here’s an example of a business blindsided by the impact of a 
research breakthrough: Makers of flea collars and flea shampoos are slowly 
fading away because of once-a-month wonder drugs that wipe out fleas.

 Take time to list as many potential stealth competitors as you can. Use the 
questionnaire in Form 4-12 as you identify competitors you may not recognize 
right off the bat.

After you uncover your stealth competitors, keep track of them, along with 
all your other competitors, whether stealth, direct, or indirect. Use Form 4-13 
on the CD-ROM to detail the full array of competition you face, including the 
level of threat each competitor presents today and how you anticipate the 
threat to grow or recede in the future.

Staying a step ahead
Most likely, your competitors’ next moves will build on their strongest 
capabilities. For example, a competitor whose strength is in research and 
development may be planning to develop and introduce a new product; or 
a competitor strong in marketing and sales may have plans to undertake a 
market expansion.

 More often than not, companies compete in the following ways:

 ✓ Lower prices

 ✓ Better service

 ✓ Highly targeted customer focus

 ✓ Unique and attention-getting products or services
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1. What technologies could change your business overnight, and what companies might

make them happen?

2. What businesses can you think of that may consider expanding into your markets in

the future?

3. What companies may develop products and services to compete directly with you in

the future?

4. Which of your customers could potentially become your competitors?

5. Which of your suppliers or vendors could turn around and compete with you?

6. What businesses might convince your customers not to buy or to buy radically different

alternatives to your offerings, and how can you block their appeals with new messages

or products?

POTENTIAL STEALTH COMPETITORS QUESTIONNAIRE

Form 4-12: Answer the questions in this form to uncover indirect threats to your business.

As you create your business plan, keep in mind the strongest competitive 
advantage held by your business and by each of your major competitors. 
Then, to compete in today’s environment, plan to build upon your estab-
lished area of strength while boosting additional strengths to win and keep 
customers. For example, become known for price plus service, for service 
plus expanded customer focus, for tailored customer solutions plus competi-
tive pricing. As examples of well-known businesses that are adding to their 
competitive strengths, look at the recent strategies of McDonald’s, which 
added customer-responsive coffee shop and health-conscious menu options 
without sacrificing its market position, and Walmart, which added a new 
focus on green products to its established low-price position.
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 Use Form 4-14 to describe each competitor’s strongest suit or key capability — 
along with the strategic move you think each competitor is likely to make in 
the next year or so. (If you haven’t done so already, use Form 4-10 on the CD 
to list the names of your top five competitors.) By thinking through the pos-
sibilities, you can fine-tune your business plan and prepare yourself for the 
competitive battles ahead.

 

Competitor Key Capability Likely Strategic Move

1.

2.

3.

4.

5.

OUR BIGGEST COMPETITORS AND THEIR LIKELY MOVES

Form 4-14: List the key capabilities and future moves of your biggest competitors on this form to fine-tune 
your business plan accordingly.

 In your business plan, include a description of your competitive environment, 
including the strengths, capabilities, and likely moves of major competing 
businesses, to your business plan. This information will influence all your 
other business planning.

Greening Your Business
Before concluding the assessment of your industry, customers, and competi-
tion, analyze the importance of environmental stewardship to your business 
success. As you weigh the importance of environmental consciousness, 
backed by environmentally friendly business practices, include the following 
considerations:
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 ✓ How going green provides a competitive advantage in your field. For 
example, building owners and operators increasingly consider LEED 
Green Building ratings important to leasing or sales success. Likewise, 
manufacturers selling to businesses like Walmart know they need to 
meet environmental standards in order to win business.

 ✓ How environmental actions can improve efficiencies or lower costs in 
your business, whether through reduced energy usage, cleaner technol-
ogy, reduced consumption of supplies, or other positive impacts.

 ✓ How greater sustainability contributes to a cleaner, healthier, more 
positive work environment. Beyond the financial impact, assess how 
going green enhances morale and loyalty in your field of business, both 
among employees and customers.

 ✓ How environmental regulations affect your business and what actions 
are necessary to keep your business abreast of the laws.

 ✓ Ecofriendly practices others in your industry have implemented and 
how their actions have improved their images, competitive positions, 
and profitability.

 In your business plan, include a section assessing the environmental impact of 
your business and industry, followed by steps you’ll take to further green your 
business while also enhancing your competitive position, operational policies, 
workplace, community relations, and, often, your bottom line as well.

Forms on the CD-ROM
To help you assess the business environment you’re likely to face, check out 
the following forms on the CD-ROM:

Form 
4-1

Industry Analysis 
Questionnaire

A list of questions designed to 
unveil what you know and what 
you don’t know about your 
industry

Form 
4-2 

Barriers to Entry Checklist A checklist of the hurdles new 
competitors face in a variety of 
industries

Form 
4-3

Customer Profile 
Questionnaire

A list of questions to ask and 
answer when creating your cus-
tomer profile

Form 
4-4

Customer Intelligence 
Checklist

A form for collecting customer 
input on an ongoing basis
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Form 
4-5

Customer Snapshot A framework for creating your 
customer description

Form 
4-6 

Ideal Customer Questionnaire Questions that help you define 
your ideal customer

Form 
4-7 

Distinguishing Traits of Ideal 
Customers

A form for making side-by-side 
comparisons between your best 
customers and all the others

Form 
4-8

Basic Market Segmentation 
Framework 

Questions that help you group 
customers into market segments

Form 
4-9

Business Customer Profile A questionnaire to help you create 
a profile of your business custom-
ers

Form 
4-10

Our Biggest Competitors A form to record the list of your 
top five competitors

Form 
4-11

Competitive Intelligence 
Checklist

A form to keep track of informa-
tion on each of your biggest 
competitors

Form 
4-12

Potential Stealth Competitors 
Questionnaire

Questions to help you identify 
potential competitors before they 
become threats

Form 
4-13

Competitor Tracking Form A form for keeping track of direct, 
indirect, and stealth competitors, 
including the degree of threat 
each presents

Form 
4-14

Our Biggest Competitors and 
Their Likely Moves

A form to keep track of large com-
petitors and their likely strategic 
moves
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Chapter 5

Charting Your Strategic Direction
In This Chapter
▶ Analyzing your strengths, weaknesses, opportunities, and threats

▶ Figuring out how to make money

▶ Deciding what you want your business plan to accomplish

If you’ve worked your way through the last few chapters, you may feel 
like a juggler. On the one hand, you’re evaluating the industry that you’re 

in. On the other hand, you’re getting to know your customers better. All the 
while, you’re keeping both eyes on the competition. (Chapter 4 helps you on 
all three fronts.)

But wait; you still have more to track. You need to watch what’s happening 
inside your business. Whether your business is up and running or in the plan-
ning stages, how do you assess its strengths — and its weaknesses? What 
opportunities — and what threats — are on the horizon? Amidst all the mar-
ketplace change and challenge, how do you plan to compete and win? How 
will you make money? What’s your long-term strategy? How will you expand 
and develop your business? And when the time comes to retire or move on to 
other ventures, what exit strategy will you follow?

The answers to these questions are essential to your business planning, and 
they’re what this chapter is all about.

Assessing Your Capabilities Against the 
Opportunities and Threats You Face

Especially in the turmoil of today’s business world, the companies with their 
heads in the sand are headed toward extinction. While they cling to the past 
or hunker down in the moment, companies with visionary leaders are moving 
into the passing lane by adapting their plans to steer clear of trouble and 
seize the opportunities they see on the horizon.
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So how do you put your business in the winning group? For starters, take an 
eye-opening look at your business situation by conducting a SWOT analysis. 
In business school lingo, SWOT is an acronym for strengths, weaknesses, 
opportunities, and threats. A SWOT analysis is an important tool in business 
planning for one simple reason: It works.

Before you can carry out a SWOT analysis, you need to look at each of the 
pieces of the process separately, first by sizing up your business strengths 
and weaknesses and then by looking at your opportunities and threats.

Sizing up your strengths and weaknesses
In business, strengths and weaknesses come in the form of eight key capabili-
ties that make up the essential elements of success:

 ✓ Research and development (R&D): Your ability to design and develop 
new products, services, or technologies

 ✓ Operations: Having the resources and systems necessary to produce 
the highest-quality products or services in the most efficient ways 
possible

 ✓ Marketing: How well you get your products or services into the market-
place, onto customer radar screens, and through the sales process

 ✓ Distribution and delivery: The ability to get your products into custom-
ers’ hands

 ✓ Customer service: Everything you do to create a loyal clientele that sup-
ports you with purchases, repeat purchases, and praise

 ✓ Management and leadership: How you provide direction and a vision 
for your company

 ✓ Organization: The procedures, people, and business structures that 
enable you to make the most of your resources and business opportunity

 ✓ Financial condition: The financial health of your business

Not all capabilities are equally important to every business. (For a more 
complete description of each, see Chapter 6.) For example, a state-of-the-art 
distribution and delivery system may be essential to the success of one firm 
but not particularly important to another. Research and Development may be 
crucial for a computer manufacturer, but of little impact to a massage busi-
ness. And, to a one-person business, management capabilities — at least as 
they apply to staffing issues — may be largely irrelevant.

 Don’t jump to conclusions, however. Chances are good that, in some way, 
shape, or form, each of the key capabilities contributes in some way to your 
company’s ability to compete and succeed. You just may need to be a bit flex-
ible in the way you think about how each category impacts your company.
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Grading your capabilities
 To rank the importance of each capability to your company’s success, use 

Form 5-1 (see Figure 5-1) on the CD-ROM. Be frank, circling Excellent in each 
area where you know that your business excels, and giving lower ratings 
where you think your business falls short.

Figure 5-1 shows how the owners of Soup’s On, a gourmet catering company 
with plans to expand from a single outlet into a small chain, graded the 
company.

Here’s a little background about what went into their thinking. Research and 
Development may not seem important to the success of a catering firm, but 
the Soup’s On expansion strategy called for a Web site where customers 
could view the current selection of dishes, create personalized menus, place 
orders, and schedule catered events. To support this Internet strategy, the 
owners knew that they needed to beef up their Web presence, so they gave 
R&D a ranking of medium importance. They gave operational ability a ranking 
of high importance after deciding that their ability to accurately fill orders 
and prepare meals was fundamental to their success. They also gave a high 
ranking to distribution and delivery, which they defined as their ability to 
transport food to events and to supervise setup, serving, and cleanup.

 

Figure 5-1: 
Rank the 

importance 
of key 

capabili-
ties to your 

business 
success. 

Use Form 
5-1 to 

assess how 
your com-
pany rates 

in each 
area.

 

COMPANY STRENGTHS AND WEAKNESSES SURVEY

Capability Importance to Business How Does the Company Rate?

Research and
development Low Medium High Poor Fair Good Excellent

Operations Low Medium High Poor Fair Good Excellent

Sales and marketing Low Medium High Poor Fair Good Excellent

Distribution and delivery Low Medium Poor Fair Good Excellent

Customer service Low Medium High Poor Fair Good Excellent

Management Low Medium High Poor Fair Good Excellent

Organization Low Medium High Poor Fair Good Excellent

Financial condition Low Medium High Poor Fair Good Excellent

High
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Matching your capabilities to the task at hand
 After you rank and assess your company’s capabilities, use your findings 

to complete Form 5-2, the Strengths and Weaknesses Grid, which is on the 
CD-ROM. This form shows you, at a glance, how your business strengths and 
weaknesses align with the capabilities most necessary to your success.

Figure 5-2 shows how the owners of the catering company completed the 
grid. On the plus side, the caterers gave themselves excellent rankings in 
the crucial areas of operations and distribution and delivery. And they rated 
their customer service as good — an adequate position upon which they can 
build.

 

Figure 5-2: 
The grid 

provided 
in Form 5-2 

helps you 
match your 

business 
expertise 

with the 
capabilities 
most impor-
tant to your 

success.
 

• Sales and

COMPANY STRENGTHS AND WEAKNESSES GRID

STRENGTHS

Importance to BusinessHow Does the
Company Rate? High Medium Low

Excellent

• Operations
• Distribution and

Good

• Customer service • Organization

Fair

• Management
• Financial condition

Poor marketing
• Research and

development

WEAKNESSES

delivery

But then red flags really begin to flutter. The caterers ranked the areas of 
management and financial condition as highly important but gave their busi-
ness only fair grades in those areas. Yikes. Plus, they found more trouble in 
the area of marketing. Their plan called for expansion into new geographic 
areas, but current sales come almost entirely from repeat business and word 
of mouth. In all honesty, they had to rate their marketing capability as poor. 
They also decided that they were no better at Research and Development. No 
one on staff had expertise to match the aspirations of their Internet strategy.
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Thanks to their findings, the caterers called a timeout to boost capabilities in 
key areas before proceeding with their expansion plans.

 As you study your strengths and weaknesses grid, keep the following thoughts 
in mind:

 ✓ Capabilities listed in the top left of the grid are essential capabilities and 
areas where you possess strong expertise — a great combination.

 ✓ Capabilities at the bottom left of the grid are essential to your success, 
but your company is weak in these areas and, therefore, vulnerable until 
you beef up strengths.

 ✓ Capabilities in the middle row of the grid are of medium importance 
to your success. The capabilities listed in the right-hand column are of 
minor importance. Any poor rating is cause for concern, but when your 
business is weak in an area of minor importance, the deficiency is of 
lesser concern — at least for now.

When you’re the one and only
If you’re the boss and entire staff of a one-per-
son company, you may wonder what all this talk 
about capabilities has to do with your success. 
The answer: Plenty. The same issues that con-
front big companies apply to your business — 
just on a smaller scale. Here’s how a freelance 
computer-networking specialist adapted the 
descriptions of each capability to fit her situation:

 ✓ Research and development: This capability 
involves staying current with new software 
and hardware technologies by completing 
online training and certification programs.

 ✓ Operations: This capability involves billing, 
accounting, scheduling, and an answering 
service to field calls and help customers 
reach me in emergency situations.

 ✓ Marketing: This capability includes busi-
ness cards, stationery, and a Web site that’s 
competitive and current. It also includes my 
ability to network and to make calls and pre-
sentations to prospective clients.

 ✓ Distribution and delivery: This capability 
includes getting to and from client meet-
ings and having the right equipment and 
software in the right place at the right time.

 ✓ Customer service: This capability involves 
establishing working relationships with 
clients who have information technology 
needs and creating loyalty through excel-
lent service.

 ✓ Management: This capability includes my 
ability to set and reach goals and objec-
tives and to maintain a sense of direction 
and vision. I also define management as my 
ability to be my own boss.

 ✓ Organization: This capability involves con-
tracting for accounting, secretarial, and 
other support services.

 ✓ Financial condition: This capability means 
having funds for computer hardware, soft-
ware, testing equipment, cash to stay afloat 
until invoices are paid, a financial cushion, 
and a satisfactory salary and benefits.
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Capitalizing on strengths and overcoming weaknesses
After you know where your business stands on key capabilities — and which 
capabilities matter most to your business success — you’re in position to 
build on strengths and work on weaknesses.

 As you write your business plan, don’t be afraid to toot your own horn by 
announcing important company strengths. After all, these strengths provide 
evidence that you have what it takes to succeed in your field. At the same 
time, acknowledge deficiencies by detailing your strategy for turning those 
company weaknesses around.

 One more word of advice: Because your company’s strengths and weaknesses 
are likely to change over time, return to the grid in Form 5-2 on a regular basis 
to take a fresh look at where you stand.

Identifying opportunities and threats
After assessing your company’s strengths and weaknesses, look for external 
forces that can affect the destiny of your business. These changes include

 ✓ The appearance of new or stronger competitors

 ✓ The emergence of unique technologies

 ✓ Shifts in the size or demographic composition of your market area

 ✓ Changes in the economy that affect customer buying habits

 ✓ Changes that alter the way customers access your business

 ✓ Changes in politics, policies, and regulations

 ✓ Fads and fashion crazes

 Using Form 5-3 on the CD-ROM, list the threats and opportunities facing your 
business, and follow these guidelines:

 ✓ When listing opportunities, think about emerging technologies, availabil-
ity of new materials, new customer categories, market growth, new uses 
for old products (think about how cellphones now double as cameras 
and even computers), new rules and regulations, new distribution or 
location opportunities, positive changes in your competitive environ-
ment, and other forces that can contribute to your success.

 ✓ When listing threats, consider the impact of shrinking markets, chang-
ing consumer trends, raw material shortages, economic downturns, new 
regulations, and threatening changes in your competitive environment, 
including new competitors and competitive mergers and alliances. Also 
think about the impact of expiring patents, labor issues, global issues, and 
new products that may make your offering outdated or unnecessary.
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 If you’re having a tough time getting specific, go back to the strengths and 
weaknesses survey in Form 5-1, but this time use it to list strengths and weak-
nesses of your leading competitor. You won’t know as much about your com-
petitor’s capabilities as you know about your own, but you probably know 
enough to flag areas of strength and weakness. Your competitor’s strengths 
are potential threats to your business, and its weaknesses present potential 
opportunities.

 When the catering company mentioned in the previous sections began plan-
ning to expand into a small chain, the owners held a retreat to consider poten-
tial threats and opportunities. Figure 5-3 shows their findings.

Looking over the list, the caterers were encouraged. Their opportunities out-
numbered their threats. What’s more, they were convinced that they had the 
capabilities to capitalize on the pluses and counter the negatives.

 

Figure 5-3: 
Use Form 
5-3 to list 
external 

forces that 
could pres-

ent your 
business 

with oppor-
tunities and 

threats.
 

COMPANY OPPORTUNITIES AND THREATS

Possible Opportunities

• Increasing number of  working couples who
 don’t have time to cook meals

• Growing interest in healthy, organic
 ingredients

• Growing number of consumers opting to
 eat in rather than incur restaurant expenses

• Growing demand for high-quality
 takeout food

• Increased demand for in-business catered
 events rather than more costly off-premise
 dining

• Acceptance of the Internet as a marketing
 and customer service medium

• Difficulty convincing cost-conscious
 consumers to spend on quality in-home
 catered meals

• Growing cost of employee benefits which
 contributes to increased product prices

• Competition from restaurants offering home
 or business delivery by “waiters on wheels”
 as a way to compensate for reduced
 in-restaurant business

• Indirect competition from expanded takeout
 sections at local grocery stores

Potential Threats

Conducting a SWOT analysis
So how do you seize business opportunities and sidestep potential threats? 
You conduct a SWOT (strengths, weaknesses, opportunities, threats) analysis.

A SWOT analysis helps you analyze your company’s capabilities against the 
realities of your business environment so that you can direct your business 
toward areas where your capabilities are strong and your opportunities are 
great.
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To conduct a SWOT analysis, follow these steps:

 1. Refer to your company’s strengths and weaknesses (see Form 5-2) and 
your opportunities and threats (see Form 5-3).

 2. Divide your strengths into two groups: strengths that can help you 
take advantage of opportunities facing your business and strengths 
that can help you head off potential threats.

 3. Divide your weaknesses into two groups: those that require improve-
ment before you can take advantage of opportunities and those that 
you need to completely overhaul and turn quickly into strengths in 
order to avert threats on your business horizon.

 Use Form 5-4 on the CD-ROM to record the findings of your SWOT analysis. 
Figure 5-4 shows how the owners of the Soup’s On catering business com-
pleted the grid for their company.

 

Figure 5-4: 

Fill in the 
SWOT 

Analysis 
Grid on 

Form 5-4 to 
analyze your 

company 
against your 

business 
environ-

ment.
 

COMPANY SWOT ANALYSIS GRID

Opportunities Threats

Strengths

Use superior operations and delivery
to go after increasingly sophisticated
high-end takeout and catering
markets

CAPITALIZE ON THESE

We depend on our high quality and
service, but it’s harder to attract and
keep good people

MONITOR THESE

Weaknesses

Big growth in catered events market,
but we’re weak in marketing

Promise of the Internet, but we have
no R&D

IMPROVE THESE

Our poor marketing and precarious
financial condition are dangerous,
given the increased competition we
face

ELIMINATE THESE

Based on the outcome of the caterers’ SWOT analysis, they made some signif-
icant business decisions: They hired a marketing consultant with experience 
developing restaurant chains; they conducted research to get a sense of the 
resources required to achieve competitive Internet presence; they tightened 
their management structure to prepare for growth; and they recruited two 
investors to improve their company’s financial condition.
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As a result, Soup’s On is ready to grow into a small chain. The owners expect 
increased competition for catering and takeout services, but they project 
that growing demand will support a number of catering companies. What’s 
more, they’re confident that by focusing on quality, consistency, and sophis-
ticated menus, they can compete successfully. By investing time upfront 
to understand their strengths and weaknesses — and by dealing with their 
opportunities and threats — the caterers increased their chances of success.

 Include findings from your SWOT analysis in your business plan, addressing 
how you intend to

 ✓ Seize business opportunities by capitalizing on your company’s 
strengths

 ✓ Improve weaknesses in order to take advantage of business opportunities

 ✓ Monitor potentially threatening outside forces while maintaining inter-
nal capabilities so that you’re prepared to respond from a position of 
strength if a threat arises

 ✓ Eliminate weaknesses to protect your business from current threats

 Revisit your SWOT analysis on a regular basis — at least annually and more 
frequently if your business is under siege, experiencing growth problems, or 
failing to meet goals and objectives — to see how the balance of strengths, 
weaknesses, opportunities, and threats may have shifted. Your business envi-
ronment is constantly changing, so you want to be sure that your business 
plan reflects the world around you as it is, not the way it was.

Defining Your Business Model
When management-types ask “So what’s your business model?”, they really 
want an answer to a much more direct and basic question: “How do you plan 
to make money?”

Behind that question is a lineup of other questions:

 ✓ What, exactly, will you sell?

 ✓ How much will you charge?

 ✓ Who’s your target customer?

 ✓ What customer problem or challenge do you solve?

 ✓ What value do you deliver to customers?

 ✓ How will you reach, acquire, and keep customers?
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 ✓ How will you define your offering and differentiate it from similar offer-
ings available to your customers?

 ✓ What’s your cost structure?

 ✓ What’s your profit margin?

 ✓ How much revenue and profit do you expect to generate?

Bankers, funding partners, and other important business partners will ask 
about your business model because they’ll want to know your business can 
and will make money. Use this section as you prepare your answer.

Staying in the black
Sooner rather than later in the business-planning process, you need to invest 
a good chunk of time delving into the nitty-gritty details of your company’s 
finances — your income statements, balance sheets, cash flow, budgeting, 
and all the details that can make or break your company’s future. (Chapter 8 
makes poring over the numbers as pain free as possible.) At this point, how-
ever, your assignment is way more basic: Figure out where the money will 
come from. Who will pay? How much? How often? And what portion of every 
sale will make its way to your bottom line in the form of — here’s the magic 
word — profit.

Following are terms that you hear on your journey to profitability:

 ✓ In the black: If your revenues exceed your costs, you’re in the black.

 ✓ Red ink: If you’re not in the black, your company is losing money, which 
means that you could be drowning in red ink.

 ✓ Fixed costs: Some business costs — office rental or salaries, for 
example — don’t change often and must be paid on a regular basis, no 
matter how good (or bad) your company is doing. These are fixed costs 
or overhead.

 ✓ Variable costs: Other costs, called variable costs, fluctuate with your 
sales volume. They include the materials that go into producing and 
marketing your product or service.

To keep out of the red ink, you need enough money coming in to cover all 
your costs. But to break into the black, you need to price your goods and ser-
vices to cover your costs plus a little (or more than a little) for your bottom 
line. That’s called profit. Don’t leave your business plan without it!

 The first step toward profitability is to create a financial projection for your 
business. Use Form 5-5 on the CD-ROM as you estimate costs and revenues.
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 Figure 5-5 shows financial projections for a restaurant with plans to open in 
Chicago. The owners are looking for investors, so they want to present a con-
vincing business model as a part of their business plan. In other words, they 
want to show that revenues will exceed costs and deliver a profit.

On the revenue side, they calculate how much they will make on each meal 
and how many meals they plan to serve. On the cost side, they enter their 
fixed costs (for rent, loans, utilities, insurance, and wages) and their variable 
costs (food, supplies, part-time help, and so on). Their estimates show that 
they plan to turn a profit of $1,950 a week, or almost $8,000 a month.

Based on their experience in the restaurant business, however, the owners 
know that their projections won’t turn into reality overnight — that’s part of 
the reason they want investors. They project that the restaurant will incur 
losses during the first six months, break even during months seven and 
eight, and turn a profit starting in month nine. (To brush up on planning time 
frames, check out Chapter 1.)

 

Figure 5-5: 
Use this 

form on the 
CD-ROM to 

calculate 
revenues 
and costs 

and to proj-
ect profits 

for your 
business.

 

QUICK FINANCIAL PROJECTION WORKSHEET

Projected Revenues

Anticipated number of meals served: 250 / week

Average gross revenue per meal: $ 37.50

Total weekly gross revenue: $ 9,375.

Projected Fixed Costs

Restaurant space rental: $ 1,000. / week

Loan payments on equipment: $ 350. / week 

Utilities, insurance, and other costs: $ 225. / week 

Full-time personnel costs: $ 2,350. / week

Total weekly fixed costs: $ 3,925.

Projected Variable Costs

Food / wine wholesale costs: $ 3,000. / week

Temporary service staff: $ 500. / week 

Total weekly variable costs: $ 3,500.

Expected Profits

Total weekly profits: $ 1,950.
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Getting entrepreneurial about nonprofits
If you’re running a nonprofit organization, you may think you can skim past 
information on business models, but think again. Even though generating a 
profit isn’t your motivator, generating social value is, and to do that you need 
a funding model sufficient to generate the money — through grants, dona-
tions, and other revenue sources — necessary to achieve your goals.

Chapter 12 contains advice on planning for nonprofits, but spend time in this 
chapter as well so that you’re clear about the environment you’re operating in, 
the funds you need to generate, where you think those funds will come from, 
and how you’ll compel donors to open their billfolds on behalf of your cause.

Timing your expenses and income
How you expect to make money is one part of your business model, but when 
you expect the money to roll in is also an important consideration. Some 
companies run up costs and spend cash months (even years) before a reve-
nue stream begins to flow. For that reason, your business model must include 
a timeline that takes the following into account:

 ✓ The upfront costs you expect to incur when setting up your business

 ✓ The source of funds to pay for your upfront costs

 ✓ A schedule showing when you expect revenues to pour in

 The question of timing isn’t only for big companies with factories to build and 
products to design. Timing can impact businesses of any size.

 Take the example of a bed and breakfast (B&B) on Cape Cod, where the tour-
ist season begins on June 1 and ends with the big Labor Day weekend in 
September. Except for a few other holiday periods, the B&B brings in all its 
revenue during those three summer months. The owners need a business 
model that ensures that summer revenues are enough to cover fixed costs — 
mortgage, utilities, taxes, salaries, and upkeep — all year round. Timing issues 
apply to many retailers, too, who often make the majority of annual sales 
during the year-end holiday or some other prime selling season.

Generating and collecting revenue
In the simplest business model, your business makes a product or provides 
a service, sells it to a customer, and collects revenue directly. You might col-
lect revenue on the spot, or you might sell on credit and collect in 30 days or 
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over a longer timeframe, if that’s part of the deal. Or, you might lease your 
offering or provide it on a subscription basis. Or maybe you sell your prod-
uct along with a service package, which would give your business model two 
streams of revenue: one from the sale and one from the service fee. In any of 
these scenarios, however, the sales transaction is between your business and 
your customer, and pretty straightforward and direct.

Other business models employ less direct, more complicated revenue-
generation approaches. For example:

 ✓ Instead of selling directly to customers, some businesses sell through 
wholesalers, distributors, franchises, multilevel marketing schemes, 
third-party auctions, licensing agreements, or countless other 
approaches.

 ✓ Some business models practically give away the primary product, gener-
ating profit by selling accessories or other offerings the primary product 
requires. For example, think of the usage contract you sign when you get 
your cellphone for free, or close to it, or the ink you buy to keep your 
almost-free printer in use.

 ✓ Other businesses — especially broadcasters and Internet sites — charge 
consumers nothing at all. Instead, they generate revenue by selling ad 
time or space to those who want to reach the audiences the stations or 
sites attract. In other words, though they create content, their business 
models revolve around the sale of advertising.

There’s no perfect approach. Your business might generate revenue from 
retail transactions or service fees, membership fees, user fees, advertising 
sales, or any combination of these or other revenue-generating approaches. 
Just be sure that your business model clearly defines what you’re selling and 
how and when you’ll collect payments. Both decisions will affect your rev-
enue picture and business success.

Pricing yourself into the market
As you define your business model, explain your pricing strategy, covering 
these points:

 ✓ How you’ve determined that people will pay the prices you’ve set

 ✓ What discounts, price alterations, or pricing incentives you’ll employ, if 
necessary, to spur trial, repeat, or volume business, and how your rev-
enue forecasts account for those pricing variances

 ✓ How your pricing compares with that of your competitors, including a 
discussion of how your competitors’ pricing policies have changed as a 
result of consumer or financial changes your market has undergone
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 Pricing has always been a major planning tool. Its importance is even greater 
in a recessionary economy.

Planning to control costs
A chief concern of any business is how to control costs. As you develop your 
business model, consider not just how your business will achieve sales, but 
also how it will control costs that can erode your profits.

Control costs in the following ways:

 ✓ Reduce expenses by eliminating purchases that don’t contribute to your 
business and marketing strength, by finding lower-priced suppliers, by 
reducing payroll and benefit costs if doing so doesn’t risk the morale or 
vitality of your business, and by conserving and recycling both for cost 
savings and for greater environmental contribution.

 ✓ Reduce your cost of sales by putting supplier purchases out for com-
petitive bid, by negotiating for favorable prices and terms, by signing 
contracts for lower-cost bulk purchases, and by refining product designs 
and production process to shave unnecessary costs.

 ✓  Eliminate unprofitable clients by helping them find businesses that can 
better address their needs, allowing you to focus on those who deliver 
greater bottom-line results for your business.

 ✓ Reduce uncollected revenues with advance-payment policies, tighter 
credit policies, interest on past-due accounts, and termination of rela-
tionships with customers that cost your business more than they return.

Cost-control contributes to a healthier profit margin, which is the percentage of 
sales revenue that makes it to the bottom line as profit to your business. State 
your projected profit margin as part of your business model description.

Creating a business model that works
 To turn your thinking into a business model description, use the questionnaire 

in Form 5-6. It helps you think about how your company will make money. 
After completing it, ask two more questions:

 ✓ Can I spot additional potential sources of revenue that I may be able to 
develop in the future?

 ✓ Can I come up with alternative payment plans — such as membership or 
subscription fees — that would entice new customers, keep customers 
loyal to my company, and increase my revenue stream down the road?
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BUSINESS MODEL QUESTIONNAIRE

List all your principle sources of revenue. (Don’t forget to include things like product
accessories, service agreements, upgrades, and so on.)

List where you expect your fixed costs to come from. (Remember the obvious, such as
utilities, a bookkeeping service, city taxes, insurance, and so on.)

List the sources of your variable costs.

Jot down the key timing issues your business faces. (Make sure to include the start-up
interval, seasonal variations in sales, and any cost or price cycles.)

Describe how customers will pay for your products or services (single or multiple payments,
weekly or monthly fees, subscriptions, and so on).

1.

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

•

2.

3.

4.

5.

Form 5-6: Answers to these questions will guide development of your business model.

Use your findings to adjust your financial projections, returning to Form 
5-5 on the CD-ROM. Your calculations don’t have to be fancy (see Chapter 8 
when you’re ready for some serious financial footwork); you just want a good 
indication of the likely success of your business model.
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 Your business model is the key to your business plan and the formula for your 
success over the long term. Describe your business model in the Executive 
Summary of your business plan and early in your Company Overview (see 
Chapter 1 for details on these sections).

Charting Your Future
Business plans serve three purposes: to lay the groundwork for new enter-
prises as they get up and running, to guide successful businesses as they 
seek to achieve new heights, and to help struggling businesses overcome 
challenges and get back on the track to success.

Under all three scenarios, the objective is the same: to acquire customers 
and to generate revenue and profit. The variables are how your business will 
grow — and how big you want it to get. Use this section to think through 
your answers so you can include them in your business plan.

Understanding your options
Companies grow in two basic ways:

 ✓ By acquiring new customers: You can grow your clientele by

 • Heightening promotion of established products

 • Developing and marketing new uses for your established products

 • Developing and marketing new products

 ✓ By generating increased sales volume from established customers: 
You can grow your business from within by

 • Making changes in your pricing or product line

 • Repackaging your products, or bundling products and services

 • Developing and marketing new products

If you’re planning for a new business, your entire emphasis will be on acquir-
ing new customers, while established businesses will likely plan to increase 
business from established customers while also attracting new customers in 
order to achieve desired growth.

 If your growth plans rely on the development of new products or new custom-
ers, dedicate sufficient patience, assets, and capabilities to the task because 
product and market development often require time, which you need to 
account for in your business model.
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Planning for growth
How do you plan to grow your company? Before you answer that question, 
review your goals and objectives (see Chapter 3). Chances are good that they 
lay the groundwork for growing your business — by reaching more custom-
ers, expanding your product line or services, or entering new markets.

 Form 5-7 lists resources you may need to develop your growth strategy.

 Form 5-8 presents questions that guide your thinking as you plan for growth. 
The results of your SWOT analysis (see Form 5-4) may prompt your answers.

In addition to deciding how you want to grow, define how much you want to 
grow. Answers vary widely. One independent contractor may want to grow 
her business just enough to stay busy and keep the bank account healthy — 
but not so much that she needs to hire employees. In contrast, another entre-
preneur may want to grow big — and fast — so that he can move away from 
doing the work himself and concentrate on expanding his business.

 Include your growth plans in the Executive Summary of your written business 
plan and also in the Company Strategy section, the Financial Review, and in 
your Action Plans. (Chapter 1 gives the lowdown on these sections.)

Outlining an Exit Strategy
 It may surprise you to hear that you should give space in your business plan 

to a description of your exit strategy — the plan for how you’ll personally 
leave your business at some point in the future — but you should, especially 
if you’re seeking investors, because they’ll factor your plans into their funding 
decision.

 Form 5-9 shows some of the most common exit strategies. Put check marks 
beside ones that may be part of your long-term plan. By planning your exit 
early on, you put yourself in a position to steer your business toward your 
desired outcome.

For each of the exit options you consider, make a short list of the business 
capabilities and resources you need to have in place for the strategy to 
eventually become a reality. If selling is your intended final outcome, turn to 
Chapter 11 for helpful information.

 In most cases, your written business plan should mention your exit strategy. 
Sketching out how you’ll personally leave your business and harvest its value 
at some point in the future is a first step in guiding the final chapter of your 
involvement to a positive conclusion.
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RESOURCES FOR GROWTH CHECKLIST

Acquiring new office space

Purchasing or leasing office equipment

Hiring new employees

Training and developing staff

Establishing human resources guidelines

Installing accounting and information systems

Investing in research and product development

Spending on advertising and promotions

Outsourcing certain functions

Forming strategic alliances with other companies

Acquiring other companies

Raising additional capital

Developing management expertise

Form 5-7: Growing your business requires resources. Use this form to check off the needs you foresee.
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PLANNING FOR GROWTH QUESTIONNAIRE

What are your goals for company growth over the next year? (Use revenues, profits, number
of clients, market share, or any other measure that makes the most sense to you.)

What are your three- and/or five-year goals for growth?

What will it take to get your company where you want it to be? (List three or four key
requirements.)

Which of your key strengths will be most important in helping you meet your goals for growth?

What company weakness could be most significant in limiting your company’s growth?

What are the major milestones you intend to reach along the way?

1.

2.

3.

4.

5.

6.

•

•

•

•

•

•

•

•

•

•

•

Form 5-8: This form presents questions that help guide your thinking as you prepare for business growth.
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CHECKLIST OF COMMON EXIT STRATEGIES

Going public

Your private company goes public by selling shares to be traded on a stock
exchange through an initial public offering, or IPO

Being acquired

Your company is bought by another company outright, and you may or may not have
a role to play in the larger business

Being sold

Your company is bought by an individual or group of individuals who may or may not
want to keep you as part of the management team

Merging

Your company joins forces with another existing company on an equal footing, and
a joint management structure is put in place

Being bought out

One or more of the owners of your company buys out the other owners to assume
control of the business

Franchising

You sell your business concept to others who replicate it, paying you fees for the
use of the name, business model, and other assets

Going out of business

Your company’s assets are sold, the doors are shut, and the books are closed for
good

Form 5-9: Set your dreams in motion by using this form to check the exit strategies you envision for your 
business.
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Forms on the CD-ROM
The following forms on the CD-ROM help you explain your company’s strat-
egy in your business plan.

Form 5-1 Company Strengths 
and Weaknesses 
Survey

A form that helps you rank success fac-
tors and rate your abilities in each key 
area

Form 5-2 Company Strengths 
and Weaknesses Grid

A grid that lets you see at a glance how 
your abilities align with the capabilities 
needed for success

Form 5-3 Company 
Opportunities and 
Threats

A form for listing the potential opportuni-
ties and threats facing your business

Form 5-4 Company SWOT 
Analysis Grid

A grid designed to line up your company 
strengths and weaknesses against the 
business opportunities and threats you 
face

Form 5-5 Quick Financial 
Projection Worksheet

A worksheet for making quick financial 
projections as you develop your business 
model

Form 5-6 Business Model 
Questionnaire

Questions to help you define your busi-
ness model

Form 5-7 Resources for Growth 
Checklist

Critical resources you may need as your 
company grows

Form 5-8 Planning for Growth 
Questionnaire

Questions to answer as you plan your 
company’s growth

Form 5-9 Checklist of Common 
Exit Strategies

A list of the most common exit strategies 
for business owners
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Chapter 6

Describing Your Business 
and Its Capabilities

In This Chapter
▶ Explaining what your company does

▶ Planning your elevator speech

▶ Describing your business capabilities

▶ Building on what your company does best

Come on, you may be thinking. How hard can it be to describe my busi-
ness and what it does? Before you tackle that question, ask a few other 

entrepreneurs to tell you what their companies do — and watch as they 
grope for answers. Describing a business in simple, understandable terms 
isn’t quite as easy as it sounds, and that’s why this chapter is so important.

When a banker or potential investor is reading your business plan, the first 
thing that person wants to know, in a nutshell, is what your business does. 
Your job is to give a good description — without getting lost in the details 
and without lapsing into industry jargon. And you have to keep it short, too. 
After all, you’re writing a business plan, not the great American novel.

Your business description must clearly and concisely convey the most 
important aspects of your company, the customers you serve, the products 
and services you offer, and why and how you’ll succeed in your competitive 
environment. This chapter helps you examine your capabilities and put your 
answer into clearly understood words.

Introducing Your Business
Imagine that you’re at your high-school reunion and old classmates ask what 
you’re up to. As you describe your business — or your business concept if 
you’re just getting started — you want to cover the high points, and you also 
want to build enthusiasm by conveying that it’s a really great idea.
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 Here’s an example of what the conversation may sound like:

“I’ve put together a brand-new way for people to find and join groups. 
The concept started when I began thinking about how single people use 
e-dating sites. It occurred to me that a lot of people want to meet people 
and socialize, but not in a dating situation. So I started a site where they 
can fill out a questionnaire about their location, activity preferences, and 
daytime availability so that the site can match them to organizations that 
address their interests.

“After this site attracts a strong number of followers, I’m planning to 
extend the idea so that in addition to linking people up with groups, it’ll 
also link them to places they can buy the gear used in their preferred 
activity, and I’ll get a percentage of those sales.”

The venture sounds interesting, and the entrepreneur is obviously enthu-
siastic. But what if those listening start asking questions, such as, “So will 
the business make enough money to support itself?” “How will people learn 
about the site?” “How do you choose which groups to send people to?” The 
answers to these questions determine whether the idea gains support or 
lands in a pile labeled “It’s a nice idea, but. . . .”

What is it you’re selling, anyway?
Here’s a true story: An entrepreneur was presenting her business idea to a 
group of potential investors. The business idea involved summarizing the 
latest medical research into easy-to-understand short reports designed to 
encourage people to lead healthier lifestyles. She talked about the acceler-
ating pace of medical research and new insights by behavioral scientists 
regarding how people change. She waxed eloquent on the subject of preven-
tive healthcare and showed statistics detailing the aging of the American 
population. Ten minutes into her presentation, an investor interrupted to 
ask the simple question, “What is it you’re selling, anyway?” The answer: an 
online health newsletter directed at people over 50. In her excitement, the 
entrepreneur forgot to state the obvious.

 Here’s the moral of this tale: When describing your company, get to the point, 
beginning with a clear description of your product or service. For help, use 
the Product/Service Description Checklist on Form 6-1, which you find on the 
CD-ROM. See Figure 6-1 for an example of how the founder of the online health 
newsletter completed the form.
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Figure 6-1: 
Know your 

product. 
Use the 

checklist on 
Form 6-1 to 
summarize 
your offer-

ing and the 
benefits it 

delivers.
 

PRODUCT/SERVICE DESCRIPTION CHECKLIST

1. Product or service summary:

 “Wellness Update,” a printed and online newsletter for people 50+

2. Key product or service features:

•  Easy-to-understand summaries of key medical findings related to healthy lifestyles

•  Targeted e-mail updates tailored to specific diseases or health conditions

•  Personalized “health accounts” that allow users to keep track of exercise, diet, weight, and
   other lifestyle factors

3. Target customers:

•  People 50 years and over with an interest in maintaining a healthy lifestyle

•  HMOs and other health organizations with preventive health programs

•  Fitness centers interested in offering clients expanded services

4. Key customer benefits:

•  Getting the latest health-related news in easy-to-read capsule summaries

•  Advice and practical help on making lifestyle changes

•  Access to experts who will answer preventive health-related FAQs 

5. Value proposition/purchase motivation:

•  Site sponsors reach audience of 450,000 unique visitors/month

•  E-mail sponsors receive ad space in e-mails to 15,000 site subscribers

•  Newsletter sponsors receive prominent ads and quantities of newsletters for distribution

 Include a concise description of your company’s products or services in both 
the Company Overview and Company Description sections of your written 
plan. (See Chapter 3 for help describing your business and Chapter 1 for infor-
mation on these sections of your plan.) Too much information can confuse 
the very people you want to convince, so include only as much detail as your 
audience needs to make sense of your offerings. (Chapter 1 helps you identify 
the audience for your plan.) Features worth mentioning include size, color, 
design, cost, quality, capabilities, and life span of your product. Most impor-
tant, tell how the features deliver valuable customer benefits.
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 Include a product photo in your business plan if you think it can help readers 
get a better idea of what you intend to offer. As the saying goes, a picture’s 
worth a thousand words — and generally takes up considerably less space.

How do you prepare an elevator speech?
When you’re in business, you need to be ready at any moment with an 
answer to the question, “So what do you do?”

Marketers and investors call your response to this question your elevator 
speech because if you craft it correctly, you can deliver it in the time it takes 
to ride an elevator through a high-rise building. In that short span of time — 
which is just as apt to take place at a conference or a networking event — 
you need to

 ✓ Introduce yourself and your business in a way that makes other people 
want to know more.

 ✓ Tell what you do in terms that someone outside your business or indus-
try can easily understand.

 ✓ Describe your product or service and the benefits that it delivers.

 ✓ Define the market for your offerings.

 ✓ Set yourself apart by highlighting your competitive advantages, your 
unique business model (Chapter 5 has more on this key issue), and the 
people behind your business, such as prominent investors, board mem-
bers, associations, or business partners.

 ✓ Generate interest, prompt questions, and begin to develop a relationship.

 This list is a tall order for sure, and for that reason, practicing is the only way 
to perfect your response. Before you write your elevator speech, however, 
you need to keep in mind what you shouldn’t do or say:

 ✓ Don’t begin with a dull, generic introduction, such as “I sell insurance,” 
or “I run a social service agency.” Start by inspiring interest and prompt-
ing questions rather than evoking stereotypes.

 ✓ Don’t dive into a sales pitch. Remember, you’re presenting your busi-
ness here, not the bells and whistles included in each of your products.

 Use the questions in Form 6-2 as you develop your elevator speech. You won’t 
include all your answers in your short business description, but by answering 
the questions in advance, you see which aspects of your business are worthy 
of spotlights.
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A good way to start working on your elevator speech is to imagine that 
you’re talking to a group of friends. You’re apt to relax, get right to the point, 
and explain your business — or your new business idea — in the simplest, 
most persuasive language possible.

If you find yourself at a loss for words, revisit your company’s mission and 
vision statements for inspiration. In a few phrases, they should capture what 
your company is all about. (Don’t have a mission statement or vision state-
ment? Chapter 3 helps you put them together.)

 Jot down a first draft of your elevator speech (or use a voice recorder and 
transcribe it later). Your early thinking comes in handy when you sit down 
to write a short, compelling description of your business in the Company 
Overview and the Company Description sections of your plan (Chapter 1 

An elevator speech exercise
See which of the following two elevator 
speeches reels in your interest.

  “I’m a health-information specialist. I pro-
duce a world-class newsletter, send e-mail 
updates, and establish client relationships 
in an effort to support health and wellness 
for people 50 and older. Working with indi-
viduals, HMOs, physicians, and health and 
fitness centers, my business is a leading 
player in helping people maintain healthy 
lifestyles by providing summaries of medi-
cal advances and practical lifestyle advice, 
as well as access to leading medical 
professionals.”

Or

  “Our business translates medical break-
throughs into people language for the fast-
growing, 50-plus age group nationwide. 
Basically, we shrink the latest medical find-
ings into news capsules that we feature in a 
monthly newsletter. Our subscribers include 
HMOs, clinics, and fitness centers — plus 
15,000 individuals who receive targeted 
e-mails addressing specific health condi-
tions. Since our launch in 2003, we’ve won 
endorsements from medical groups and 

advertising commitments from more than 50 
marketers who want to reach our audience 
of health-conscious older Americans.”

The first description starts with a bit of a 
clunker. The term “health-information spe-
cialist” must mean something, but the listener 
probably isn’t quite sure what and likely cares 
even less. The jargon continues throughout the 
presentation. Plus, the first two sentences start 
with “I” — too self-centered to ignite a con-
versation. The entrepreneur doesn’t include a 
single word that indicates that she has a busi-
ness with a revenue stream. We hope the lis-
tener isn’t a potential investor!

The second description starts with a sentence 
that describes the company’s innovative prod-
uct and target audience. The second sentence 
tells how the business works. The third sen-
tence references the business model, or where 
revenues come from. And the fourth sentence 
builds credibility by presenting endorsements 
and proof of market acceptance. The whole 
message is delivered with enthusiasm and in 
easy-to-understand language, making it the 
best option of the two.
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has more on these sections). As you finalize your draft, use language that 
expresses enthusiasm and excitement (without gushing).

  

1. What business are you in?

ELEVATOR SPEECH-PLANNING QUESTIONNAIRE

2. What is your product or service? Give a broad-brush answer without getting hung
up on details.

3. Who is your target customer? How large is your market?

4. What benefits do your customers receive, or what problems do you help them

solve?

6. Who are your competitors and how is your business different and better?

5. What sets your business apart? Think about unique technologies, special expertise,
marketing potential, and the strengths of your management team, investors, board
members, and industry associations.

Form 6-2: Plan a concise, interesting description of your business, incorporating the answers 
to these questions.
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Describing Your Business Capabilities
Every company has a set of unique assets that leverage a good idea into a 
thriving business. These assets are called business capabilities, and they’re 
key elements of your company description. They include

 ✓ Research and Development (R&D)

 ✓ Operations

 ✓ Marketing

 ✓ Distribution and delivery

 ✓ Customer service

 ✓ Management

 ✓ Organization

 ✓ Financial condition

If this list looks familiar, it’s because these elements are the same capabilities 
you assess when rating your company’s strengths and weaknesses. (Flip to 
Chapter 5 for information on how your strengths and weaknesses relate to 
the opportunities and threats that your business faces.)

This chapter dives in deeper, taking a closer look at how your business 
capabilities affect your company’s success. The following sections help you 
scrutinize your abilities in R&D, operations, distribution and delivery, man-
agement, and organization.

The reason that we don’t cover marketing (including customer service) and 
financial capabilities in this chapter is because they’re so essential to your 
success (and so fundamental to your business plan) that each capability gets 
an entire chapter to itself (see Chapters 7 and 8).

 Acknowledge your key capabilities in your written business plan. If you’re in 
business all by yourself and a few of the capabilities truly don’t affect your 
success, you can take a pass on those areas. But don’t let yourself off the hook 
too easily. In one way or another, each of these eight capabilities is likely to be 
an engine that drives you toward your business goals and objectives.

Research and development
Research and development, usually known as R&D, refers to your ability to 
gain knowledge in order to design, develop and enhance your product, ser-
vices, technologies, or processes. If your company is a high-tech firm, R&D is 
number one on the list of capabilities crucial to your long-term success.
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 Just because your company isn’t technology- or manufacturing-based, how-
ever, don’t assume that R&D isn’t a necessary capability. Even a one-person 
consulting business needs research ability to track the competitive arena, 
find out about prospective customers, and keep on top of industry and client 
news.

 For example, a business that liquidates households for people who can’t do 
so on their own hardly seems in need of R&D capability. But, think again. The 
Internet now plays a starring role in the sale of antiques and collectibles — 
whether through online auctions or through specialized auction and antique 
sales sites. And even if the business owners never go near an online sale, 
almost certainly they’ll use online resources to find out what people are 
paying for items like the ones they’re selling.

For other businesses, R&D is the key to enhancing business skills, enlarging 
product and service portfolios, and staying on top of customer, industry, and 
competitive research. Ways to improve your R&D skills include

 ✓ Attending trade shows with research-related sessions

 ✓ Taking industry-specific courses, in person or online

 ✓ Joining social media networks of people in your field who share findings, 
ideas, and advice

 ✓ Completing certification programs

 ✓ Updating your computer skills

 ✓ Keeping up-to-date with trade journals

 ✓ Joining an industry group

 ✓ Broadening your awareness of industry, market area, consumer, and 
industry issues and opportunities

 Your business plan should include a section that addresses your R&D capa-
bilities, including the following:

 ✓ The importance of R&D to your competitive success

 ✓ A concise description of your current R&D capacity (including descrip-
tion of the expertise of staff and contract sources)

 ✓ Your agenda for R&D over the next year

 ✓ Planned R&D expenditures over the next year

 ✓ Your long-term R&D goals
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Operations
In the lineup of key business capabilities, the term operations describes the 
processes and resources that you use to produce the highest quality prod-
ucts or services as efficiently as possible.

Business operations typically include four key areas:

 ✓ Location: Where you do business — physically and online

 ✓ Equipment: The tools you need to get the job done

 ✓ Labor: The human side of business operations

 ✓ Process: The way you get business done, including your systems for 
quality control and improvement

The importance of each of these areas depends on the nature of your com-
pany. For example, physical location is critical to a retail outlet that lives or 
dies by walk-in customers, while physical location may not matter a bit to 
an Internet-based company — unless the business depends on highly skilled 
talent or the kinds of resources that cluster in places like the Silicon Valley or 
other cyber centers.

Growing pains
Even for a small company, operations can be 
critical to success. Take the example of a tal-
ented San Francisco florist who watched his 
small business blossom almost beyond his 
control. At the beginning, he managed all the 
designs and arrangements himself. He bought 
new inventory at the flower market early in the 
morning and finished the bookkeeping late at 
night.

But as business expanded, the florist found 
that he could no longer do everything himself, 
so he scrambled to hire and train employees. In 
the rush to meet growing demand, he failed to 
establish a clear set of operational procedures. 
The result: a business breakdown. Suddenly, 
his company had no mechanism for quality 
control. Flower arrangements were delivered 

to customers before receiving approval, and no 
single person was put in charge of going to the 
flower market.

For a brief, rocky period, a number of influential 
and unhappy clients threatened to find other 
suppliers. Just in the nick of time, the florist sat 
down with a consultant and worked out a new 
way of doing business based on the larger staff 
size. The new operational procedures spelled 
out each person’s duties and responsibilities. 
They described the process of filling customer 
orders from the initial telephone call to final 
bill. To his surprise, the florist discovered that, 
thanks to the new procedures, he could devote 
more time to do what he did best — the creative 
end of the business — and still meet the grow-
ing demand.
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 The CD-ROM includes four forms to help you evaluate the importance of the 
four key operational areas — location, equipment, labor, and process — to 
your business. Take time to complete Forms 6-3, 6-4, 6-5, and 6-6 on the 
CD-ROM.

 If your plan is for a start-up company, include a description of how you plan 
for each of the four key operational areas, using your responses to Forms 6-3, 
6-4, 6-5, and 6-6. For established companies, detail what operational changes 
are necessary to achieve the new goals and objectives detailed in your busi-
ness plan and how you plan to implement and fund an expansion of your 
operation.

Distribution and delivery
How you get your products and services into your customers’ hands is what 
distribution and delivery is all about. Not all businesses are equally concerned 
with distribution and delivery systems, of course. A telephone, e-mail access, 
and a means for personal transportation may be the extent of your distribu-
tion and delivery needs, for example, if you’re a psychologist whose clients 
come to your office for counseling, or if you run a freelance design business 
or a dog-walking service.

 For some businesses, however, capabilities in distribution and delivery are 
important, if not downright critical, to success. Consider these examples:

 ✓ Every time the holiday season rolls around, catalog companies and 
online retailers face the same nail-biting challenge: how to ensure that 
customer orders reach their destinations in time for the big day. Some 
retailers absorb overnight express delivery costs in order to meet prom-
ises. A few companies have seen their reputations plummet — and their 
customers disappear — when they haven’t been able to get deliveries 
out on time.

 ✓ One of the biggest challenges for a new magazine is getting distributors 
to give the magazine valuable shelf space on newsstands. The same goes 
for food manufacturers. With grocery store aisles already overcrowded 
with thousands of products, achieving shelf space for a new breakfast 
cereal or snack chip is a tall hurdle to clear.

 ✓ Even businesses in service industries sometimes have to focus on 
distribution and delivery. Management-training companies, for example, 
often deliver training programs to thousands of managers in dozens of 
locations — all at the same time. They can’t deliver on their promises 
unless they have trainers available and in place when and where they 
need them.
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 ✓ Those who do business primarily online have distribution challenges of 
their own. They need sites that load quickly, with easy navigation, links 
that work, and live help options for those who need them. If sensitive 
information is requested, they need secure Web connections. And if they 
provide help or customer service, they need to consider online chat 
software, backed by staffing that ensures acceptable wait times. Plus, 
they need a program for search engine optimization (SEO), to up the 
odds that they end up high in search results, along with an aggressive 
program to drive traffic to the site through marketing and online link-
building.

 Failing to plan for the method and cost of distribution or delivery can be a 
fatal business mistake. Consider the Internet grocery service that staked its 
reputation on the promise of free delivery on orders of any size. Customers 
accepted the offer — ordering a single frozen dinner, a bottle of wine, or even 
a candy bar. Delivery costs ran more than $10 on each order. It didn’t take 
long for this particular business promise to fade away — along with the 
company.

 Assess the importance of distribution and delivery to your business success 
by filling out the Distribution and Delivery Survey in Form 6-7. Be as specific as 
you can. Flag areas where you need to track down more information and then 
do the necessary research.

As you complete the form, consider the following:

 ✓ Include all costs involved with product distribution and delivery — 
including warehouse space, transportation, shelf space allocations, 
product returns, and other necessary expenses.

 ✓ Consider how you can use distribution and delivery to your competitive 
advantage. Look for ways that you can excel over competitors by offer-
ing home delivery, subscription delivery, online service, or other ways 
that fit the realities of your product and the desires of your customer.

 ✓ View distribution as an expansion strategy, looking for new distribution 
channels — new paths that your products can follow from your company 
into your customers’ hands — as a way to expand into new markets. 
Offering your products online, for example, or through new distributor 
or retailer relationships are ways to open new distribution channels.

 Use your responses to Form 6-7 to assess the importance of distribution to 
your business success. If you think it’s an essential element, include a descrip-
tion of your distribution system in your written plans.
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DISTRIBUTION AND DELIVERY SURVEY

Outline the steps required in distributing and delivering your product or service:

Describe the extent of the geographic area you intend to cover, including any plans to expand:

Estimate the costs associated with the distribution and delivery of your product or service:

List the relationships and agreements you plan to forge with distribution or delivery
companies in your industry:

Review any contingency plans you have in place in case your primary distribution or delivery
services are interrupted:

1.

2.

3.

4.

5.

Form 6-7: Use this form to survey your distribution and delivery systems and to assess the impact they have 
on your business success.

Management
Long-term business success depends, above all, on the quality of the team 
providing the leadership, direction, and vision. In fact, in some cases, inves-
tors have funded start-up companies primarily on the basis of the people 
who will run them.
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 Assemble background information on yourself and each of your senior team 
members to showcase in your business plan. Use Form 6-8 to compile a profile 
for each key person.

 When describing team members, include everything that’s relevant to the 
potential success of your business. But keep the descriptions brief and to the 
point, with biographical notes on each person filling a half page or less.

If yours is a single-person operation, you don’t have to spend too much time 
describing yourself in your plan, although you should have a resume high-
lighting your education, experience, and accomplishments ready to hand 
out when the information is requested by a banker, supplier, or prospective 
investor.

If you’re running a larger business, feature biographies of up to five top man-
agers in your business plan. Include background information on people filling 
senior posts, including all the big Cs, from CEO (Chief Executive Officer) and 
COO (Chief Operating Officer) to CFO (Chief Financial Officer) and CTO or 
CIO (Chief Technology Officer or Chief Information Officer). Depending on 
the size of your company, you may also want to include brief descriptions of 
the members of your Board of Directors, Board of Advisors, or of consultants 
who play a major role in making your business a success.

Organization
Your company’s success hinges on the quality of the people around you, but 
it also depends on having an organization in place that allows those people 
to work effectively and efficiently. By defining your organization, you define 
the relationship of employees to one another — who reports to whom, for 
example. You also define each employee’s access to important company 
resources.

Organization is a pretty straightforward issue for small companies, but in 
large companies, organization is more complicated. And if you don’t plan 
well, it can undermine the efforts of even the best staff.

 Consider the saga of one of the biggest online health information and manage-
ment companies. Part of the firm’s early strategy was to gobble up smaller 
online information providers, acquiring their assets and eliminating competi-
tion. Trouble was, each of these small companies had its own organizational 
structure and editorial procedure. Before long, different groups within the 
larger organization were producing the same content, unnecessarily duplicating 
efforts. No one was sure who was supposed to report to whom, and the com-
pany lost editorial control over the site. What’s more, content that should’ve 
taken only three weeks to produce began to require six and seven weeks. The 
result: The company bled money. The lesson: Organization matters.
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Title or position:

Describe duties and responsibilities (include the functions overseen and daily activities,
where appropriate):

List previous industry and related experience (include past employers, positions, duties, and
responsibilities):

List notable accomplishments (include successful projects, new product introductions,
honors, awards, and so on):

Education (certifications, degrees, and so on):

MANAGEMENT TEAM MEMBER PROFILE ON:

2.

•

•

•

•

•

•

•

•

•

•

•

•

3.

4.

5.

1.

Form 6-8: Use this form to complete profiles on each senior person in your company.

To make the task of selecting an organizational model a bit easier, here are 
four basic models to consider, each one most appropriate for a specific com-
pany size.
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 You won’t find an absolute right or wrong way to organize your business, so 
use your instincts — along with the suggestions in this section — to come up 
with an organizational plan that allows everyone around you to work at their 
best. And remember: An organization is a living thing that grows and changes 
as business circumstances change. Reevaluate your organizational structure 
if your company experiences rapid sales or staff growth, adds divisions or 
product lines, alters its production processes, or struggles to meet goals and 
objectives under its existing structure.

 Your written plan needs to include a section on your company’s organiza-
tion. Use charts or diagrams to help make a complicated organization a little 
clearer. For example, an organization chart can quickly illustrate who reports 
to whom or how the company’s divisions relate to one another. Don’t get hung 
up in the details; your goal is to present a coherent presentation of what your 
company’s organization looks like — and why.

The following sections offer examples of organizational structures used by 
varying companies.

The pack
In this structure, one person holds the top position, and everyone else in the 
company is an equal member of the pack. This organizational style works 
well in small companies — no more than 20 people — where everyone on 
staff has the training and the expertise to do almost any job required of them.

Advantages: A simple, flexible organizational structure that allows the 
entire team to work together and to adjust quickly to changing business 
conditions.

Disadvantages: A company can grow to the point that the top dog 
can’t keep track of and manage the whole pack. Also, people may end up 
doing jobs they’ve never done, which can compromise both quality and 
efficiency.

Form follows function
In this type of organization, you divide people into groups depending on what 
functions they perform. For example, a company may have an engineering 
department, a marketing department, a production department, and a finance 
department. Each department has its own manager, and a general manager or 
Chief Executive Officer typically takes on the role of coordinating the activi-
ties of the various functional groups.

Advantages: You assign people to do the tasks that they do best, and 
each person knows his or her responsibility. If your business is medium 
sized and markets only one type of product or service, this structure is 
probably the one for you.

11_438541-ch06.indd   14511_438541-ch06.indd   145 3/30/10   4:37 PM3/30/10   4:37 PM



146 Part II: Developing Your Plan’s Components 

Disadvantages: Without good communication and oversight, functional 
hierarchies can break down into separate groups that work well on their 
own but aren’t very good at working with other departments or carrying 
out the company’s larger strategies and goals.

Divide and conquer
Companies that provide more than one product line or that operate in more 
than one business area often choose to organize around separate divisions. 
A firm that sells, installs, and services computer networks, for example, may 
separate those functions into independent divisions. In this organizational 
model, each of a company’s divisions may be responsible for a particular 
product, service, market, or geographical area, and all the divisions may have 
to justify themselves as independent profit centers. In some of the largest 
companies, each division consists of a strategic business unit (SBU) — almost 
a company inside a company. For more details on SBUs, check out Business 
Plans For Dummies, 2nd Edition, by Paul Tiffany and Steven Peterson (Wiley).

Advantages: Companies that organize into divisions encourage each 
separate part of the company to focus on its aspect of the business — 
selling computers, servicing them, or installing them, for example. 
Division managers can zero in on their own sets of customers, competi-
tors, and strategic issues.

Disadvantages: Divisions may find themselves competing for the same 
customers. The company’s divisions may unnecessarily duplicate over-
head costs, and the company may end up becoming less efficient.

The matrix
In a matrix organization, people with similar skills are grouped together and 
assigned as needed to various projects and project managers. For example, 
an engineer may be assigned to several projects and to more than one man-
ager at a time. Likewise, a web designer may be assigned to develop new con-
tent for the company Web site while also working with the marketing team on 
special projects designed to bring in new business.

Advantages: This structure fosters flexibility by allowing different parts 
of a company to share talent, expertise, and experience. It also fosters 
collaboration between individuals with similar skills. Companies using a 
matrix structure are often able to respond quickly to changing business 
conditions.

Disadvantages: Managing employees can be tricky when each person 
wears several hats. Plus, employees can feel a tense tug of war as they 
try to respond to the demands of several bosses. This structure can also 
lead to confusion about business priorities unless a strong general man-
ager sees that the company stays on track.
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Changing Your Business Focus
Sometimes, businesses need to change in order to survive and succeed. 
Watch for these signs to indicate that a major redirection or even a total rein-
vention of your product, market, brand image, or processes and operations is 
in the cards:

 ✓ When the market you serve diminishes greatly

 ✓ When demand for the products you sell collapses

 ✓ When the way you do business is eclipsed by new innovations

 ✓ When costs require that you rethink how you staff, equip, and organize 
your business

 ✓ When the market presents opportunities that you can seize only by dra-
matically altering the way you do business

 As an historic example of a business that made radical changes to adapt to 
a changing business world, think of VISA, which was called BankAmericard 
until the mid-1970s when it rebranded to serve an international market with a 
name that could be marketed, recognized, and pronounced anywhere on the 
globe. Or think of IBM, which shifted its product focus over the years from 
data tabulating machines to typewriters to mainframe computers to personal 
computers to information technology providers, all in an effort to apply the 
company’s capabilities to changing marketplace needs.

 Don’t wait until your business is upended by change before you refocus your 
business vision. Stay proactive by annually assessing how well your product, 
location, distribution, staffing, and operations suit the market situation you 
face today and tomorrow. The following sections outline steps to take. Turn to 
Chapter 7 for help assessing your branding and marketing programs.

Making product changes
To assess whether your product is in need of a minor-to-major overhaul, 
refer back to Form 6-1, Product/Service Description Checklist, this time com-
pleting it with change in mind.

 ✓ Summarize your product and its features, this time frankly assessing 
whether the features of your offering are still competitive in your mar-
ketplace and, if not, what new features you could add to address chang-
ing wants and needs.

11_438541-ch06.indd   14711_438541-ch06.indd   147 3/30/10   4:37 PM3/30/10   4:37 PM



148 Part II: Developing Your Plan’s Components 

 ✓ Then summarize your target customers, assessing whether your current 
products might appeal to different groups, within your current market 
area or in new market areas, in order to provide the sales volume you 
seek.

 ✓ Next, summarize the benefits your product provides, asking whether 
customers still value those benefits and, if not, how you could revise 
your offering to create a different value proposition.

 ✓ Finally, consider whether your company could adapt to its changed 
market environment by creating and offering an altogether new product, 
so long as that product fits with the capabilities of your business (see 
Form 5-1) and your company’s brand image (see Form 7-1). To assess 
the opportunity of a new product offering, complete Form 6-1 yet again, 
this time describing the features of your proposed new offering, the 
market to which it would appeal, and the benefits and value it would 
provide to customers.

Moving your business
Whether your location is online or in a bricks-and-mortar building, some-
times a move is necessary to address the wants and needs of your primary 
customers and to kick-start lagging business. As you weigh your situation, 
refer back to Form 6-3, Operations Planning Survey (Location), this time 
assessing how change to your location could benefit your business.

 ✓ Consider where your business could be located — physically and online. 
Can you achieve greater success in a different location or market area? 
Can you realize higher profit margins if you shift the nature of your 
location, reducing or eliminating physical inventory in favor of virtual 
inventory?

 ✓  Outline what would be involved to physically revamp or relocate your 
business, or to establish an additional location.

 ✓ Outline how you could achieve a stronger Internet footprint — by 
improving your own site, expanding your online social networks, estab-
lishing online marketplace affiliations, or establishing new ways custom-
ers could access your products online.

Revamping your operations and processes
Some business reinventions involve changes to the very way companies 
operate. For example, a manufacturer that can’t achieve competitive pricing 
due to high costs might orchestrate a major business redesign by licensing 
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proprietary designs for manufacture by third parties. A business that can’t 
keep full-time staff productive might revise operations from an employee-
based business to a virtual workplace staffed by freelance contractors. A busi-
ness that requires large volumes of supplies or services may decide to create 
new business divisions in order to provide such components internally.

 ✓ Use Form 6-4, Operations Planning Survey (Equipment), to consider 
whether your business would benefit from a major change in how it’s 
equipped. Would adding equipment allow your business new production 
options? Would selling equipment and subcontracting through third-
party suppliers provide your business with higher profit margins?

 ✓ Use Form 6-5, Operations Planning Survey (Labor), to assess whether 
your business might benefit from a redesign of the way it’s staffed and 
organized.

 ✓ Use Form 6-6, Operations Planning Survey (Process), to reconsider how 
you produce your product, how you handle inventory and delivery of 
your product, and how you maintain and guarantee product quality.

Altering distribution channels
Earlier in this chapter, you may have used Form 6-7, Distribution and Delivery 
Survey, to assess how you might improve or enhance how you get your prod-
uct into the marketplace. If your business planning is motivated by the need 
to turn your business around, use Form 6-7 to seriously consider how you 
might overhaul how you distribute your offering.

 ✓ Outline new ways your product might reach your marketplace. If you’re 
currently a bricks-and-mortar operation, consider what an all-online 
distribution model might look like. If you currently sell through an inter-
nal sales force, consider how you could benefit from shifting to sales 
through wholesalers, distributors, sales representatives, auctions, or 
other altogether new sales approaches. If you currently sell directly to 
consumers, assess whether your business might benefit from strategic 
alliances with intermediaries that might purchase in bulk for resale to 
consumers.

 ✓  Consider whether the market area you serve is sufficiently large to sus-
tain your business, or whether you should expand or shift emphasis to 
new markets.

 Especially if your business is about to undergo major changes, in your writ-
ten business plan define how you plan to shift your business focus by altering 
your product, location, distribution, staffing, operations, and marketing — 
which is the topic of the next chapter.
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Staying Focused on What You Do Best
No company can be all things to all people. In fact, companies that try to 
please everyone all the time usually find themselves becoming less effective 
at almost everything they do. Business history chronicles a long list of com-
panies that tried to build on success by expanding in new directions — only 
to lose the focus that made them sharp and successful in the first place.

 Whether you’re starting a business, growing a business, or turning a business 
around, think about what you do best and how you can build on that strong 
base. If you’re having a hard time zeroing in on a description of what you do 
best, ask yourself this question: If your company closed down, what products, 
services, or attributes would customers miss most or have the hardest time 
replacing? Your answer unveils what makes your company and its offerings 
unique — and what things your company does best.

After you pinpoint where you excel, ask yourself how you do it. Your answer 
leads you right back to the list of key business capabilities.

Is your success tied tightly to your R&D? Or to the efficiency of your opera-
tions? The flawless systems that back your distribution and delivery? The 
quality of your management? The effectiveness of your organization? Your 
products or location? The power of your marketing and customer service 
(see Chapter 7)? Or the strength of your financial condition (see Chapter 8)?

Make a list of your answers. As you pursue growth opportunities, be careful 
that your expansion plans do nothing to weaken your company’s key capa-
bilities or lead your company away from the strengths that got you where 
you are.

 In your written plan, give special attention to the business capabilities that 
contribute most to your success and also to the capabilities that provide the 
greatest value to your customers. These capabilities represent the heart and 
soul of your company. They’re your strongest selling points as a company, 
and your business plan should include specific details about how you intend 
to make the most of each one.

 Reevaluate how well you’re doing in these key areas on at least an annual 
basis — more frequently, if you sense opportunities to seize or threats to 
avert. And also take time to brainstorm new ways to build on your strengths 
and increase the overall value you provide to your customers.
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Forms on the CD-ROM
The following forms on the CD-ROM help you come up with a clear and com-
pelling description of your company and what your company does.

Form 6-1 Product/Service 
Description Checklist

A form to help you create your product or 
service description

Form 6-2 Elevator Speech 
Planning 
Questionnaire

Six questions to guide the development 
of your elevator speech

Form 6-3 Operations Planning 
Survey (Location)

Key factors to consider in planning the 
location of your operations

Form 6-4 Operations Planning 
Survey (Equipment)

Key factors to consider in planning your 
equipment needs

Form 6-5 Operations Planning 
Survey (Labor)

Key factors to consider in planning your 
labor needs

Form 6-6 Operations Planning 
Survey (Process)

Key factors to consider in planning the 
process requirements of your operations

Form 6-7 Distribution and 
Delivery Survey

Questions designed to help you get a 
handle on your distribution and delivery 
capabilities

Form 6-8 Management Team 
Member Profile

A form for collecting relevant back-
ground information on top management-
team members
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Chapter 7

Crafting Your Marketing Plan
In This Chapter
▶ Getting a handle on your market situation

▶ Setting marketing objectives and goals

▶ Figuring out your positioning and branding strategies

▶ Devising your marketing strategies

Business plans. Marketing plans. What’s the difference, anyway?

Here’s a quick answer: Your business plan sells your company — to inves-
tors, lenders, partners, key employees, and associates — whereas your 
marketing plan tells how you plan to sell your products. Because selling 
your products is fundamental to your company’s success, it’s essential that 
your business plan include an outline of the marketing plan you’ll follow to 
achieve sales success.

People reading your business plan want to know a description of the people 
you believe are the potential buyers for your offering and whether your 
market is growing or shrinking. They want to know the extent of your com-
petition and where your business fits in the competitive hierarchy. And they 
want details about how you’ll present your product, including your plans for 
pricing, packaging, distribution, promotion, sales, and customer service.

Marketing is one of the top issues on the minds of most CEOs, entrepreneurs 
and small-business owners. In fact, most business advisors and investors 
consider marketing the one area that can make or break a business plan, 
which is why the following pages are so important.

Marketing at a Glance
You’re not alone if you’re wondering, “What is marketing, anyway?” Entire 
books are dedicated to answering that question. A good title to start with is 

12_438541-ch07.indd   15312_438541-ch07.indd   153 3/30/10   4:37 PM3/30/10   4:37 PM



154 Part II: Developing Your Plan’s Components 

Small Business Marketing For Dummies (Wiley) by Barbara Findlay Schenck. 
This section uses excerpts from that book to provide a broad-brush picture 
of marketing and to give you what you need to know to write the marketing 
strategy section of your business plan.

The big marketing picture
In a sentence, marketing is the process through which you get and keep 
customers. Figure 7-1 shows a bird’s-eye view of the marketing cycle, which 
includes

 ✓ Customer, product, and competitive research: The marketing process 
begins with research that enables you to understand your customers 
and your market environment.

 ✓ Development of marketing strategies: Following market research, the 
marketing process involves the development of product, pricing, pack-
aging, and distribution strategies designed to meet the interests of your 
customers and the realities of your market environment.

 ✓ Promotional efforts: Promotional efforts include advertising, public 
relations, and other communications that grab attention, inspire inter-
est, and invite product purchases.

 ✓ Sales programs: Consumer interest converts into purchases through 
flawless sales programs backed by outstanding delivery systems.

 ✓ Customer service: Customer service builds satisfaction, prompts repeat 
purchases and positive word of mouth, and inspires customer loyalty to 
your company.

The nuts and bolts of a marketing plan
A marketing plan includes the following components (each detailed in follow-
ing sections of this chapter):

 ✓ Description of your market situation, including your customer profile 
and descriptions of changes affecting your customers, competitors, and 
business climate

 ✓ Your marketing goals and objectives

 ✓ Your company’s positioning and brand statements

 ✓ Your marketing strategies, including plans for your product, distribu-
tion, pricing, and promotions, along with plans for retaining customers, 
gaining repeat business, and building loyalty
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Figure 7-1: 
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 ✓ Your marketing budget

 ✓ Your tactical and action plans

 ✓ Your long-range plans

 Detail all these essential topics in your marketing plan. In your business 
plan — in the part where you discuss your company strategy (see Chapter 1) — 
include a summarized version that provides the highlights.

 Your business plan is mainly for external audiences — financial backers, busi-
ness advisors, and key partners — so edit out details that people outside your 
business don’t really need to know and that you may want to hold close to 
your vest. These include your tactical and action plans and details of how you 
plan to allocate your marketing budget.

Analyzing Your Market Situation
The first section of the marketing plan provides a snapshot of your market-
ing arena. It presents what you know about the size, dynamics, and trends of 
your market, what you face in terms of competition, and what critical issues 
will affect your ability to sell your products — for better or worse.
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MBA-types call this overview a situation analysis because, to sound like 
former baseball player Yogi Berra, it analyzes the situation you face as you 
launch your marketing plan.

Getting a handle on your market
Anyone who reads your marketing plan — or the summary of it in your busi-
ness plan — wants to know that your ideas are grounded in reality. So start 
with a fact-packed summary of the market your business serves, including 
who will buy your offering and whether the number of prospects are growing, 
holding steady, or shrinking. Make sure to cover the following points:

 ✓ Your customer description: Define your customers in geographic terms 
(where they live), demographic terms (facts such as age, gender, ethnic-
ity, education level, marital status, income level, and household size), 
and psychographic terms (lifestyle characteristics, including attitudes, 
beliefs, and behaviors that affect customer-purchasing patterns). If you 
don’t have a ready description, turn to Chapter 4 to develop your cus-
tomer profile.

 ✓ How customers divide into market segments: Market segments are 
comprised of groups of consumers that share similar characteristics. 
For example, women may buy from your company very differently than 
men do, and buyers from one geographic area may have different prod-
uct interests than customers from another. Midweek customers may 
be decidedly different than weekend customers. (Chapter 4 includes a 
market segmentation framework and information to help you analyze 
who’s buying what from your company.)

  Here are a few ways that companies may divide their consumers into 
market segments:

 • Companies selling to consumers may segment customers by 
gender, age, income, location, or buying habits.

 • Business-to-business companies may segment clients by size or 
type of company, nature of client relationship (contract business 
versus one-time purchase, for example), or product interest.

 • Companies using a number of distribution channels (retail outlets, 
direct-mail, and e-commerce, for example) may find that custom-
ers arriving via specific channels share similarities that make them 
very different — in terms of product interest and buying patterns — 
from customers that arrive via other channels.

  An accounting firm may segment its market into personal and business 
clients, but beyond those categories, the firm may segment by services 
offered — for example, tax returns, bookkeeping and accounting ser-
vices, management consulting, estate tax planning, payroll services, and 
business start-up or sale consulting. The firm also may segment by size 
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of client served — for example, small businesses, mid-size organizations, 
or major corporations. By knowing its market segments, the firm can 
refine its products, target its efforts, and promote specific offerings that 
appeal to each group.

 ✓ The size of your market and the growth trends you see: Indicate size 
and growth information for your overall market and for the various 
market segments your company serves. For example, if small businesses 
represent a sizeable segment of your clientele, include facts about the 
number and growth trends of small businesses in your market area.

  Don’t base your projections on a hunch. Cite experts, refer to census 
data, excerpt industry analyses, present findings compiled by media 
organizations that serve your market area, or show a recap of your sales 
history. Offering proof for what you say about market size and business 
momentum is important because this proof is the claim on which you 
stake your marketing plan — and budget.

Assessing your competition
To grow your business, you need to gain market share (commonly known as 
your slice of the market pie) by drawing customers and purchases away from 
competing companies. In this portion of your marketing plan, you summarize 
what kind of competition your company faces, including

 ✓ Direct competitors: These competitors are companies that your cus-
tomers consider when they think about buying products like the ones 
you sell. Describe each direct competitor you face, along with what you 
know about the threats each one poses. (Chapter 4 tells you how to use 
cloak-and-dagger methods in your intelligence mission.)

 ✓ Indirect or stealth competitors: These competitors are companies that 
go after your customers in different and unexpected ways. For example, 
accounting software poses indirect competition to accounting firms. 
(See Chapter 4 for help identifying the stealth competitors that can 
blindside your company.)

Competition creates threats and provides opportunities, and how you handle 
both is a determining factor in the success of your company:

 ✓ Stay aware of competitive threats and opportunities: Examples of 
threats include new competitors, improved or expanded offerings from 
old competitors, and new options that let prospects fill the need that 
your product addresses in a whole new way — such as online buying, 
do-it-yourself solutions, or new technologies that replace the need for 
your offering altogether. Opportunities include changes that weaken 
your competitors, the closure of competitors, or new trends that con-
tribute to greater interest for your offering.
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 ✓ Protect against threats and capitalize on opportunities: The surefire 
approach for defending and growing your business is to conduct a 
strengths, weaknesses, opportunities, and threats (SWOT) analysis. The 
process will help you identify ways to align your capabilities with the 
realities of your business environment. (See Chapter 5 for the whole 
scoop.)

Forecasting your business climate
The final step in your situation analysis involves looking at how outside 
forces may affect your company’s success. For example — especially in the 
current market environment — economic conditions can affect your custom-
ers’ abilities to purchase your product or service. Other ways that market 
conditions factor into your planning include the following:

 ✓ Increasing labor or supply costs can impact your pricing.

 ✓ New rules or regulations may require changes in how you do business.

Winning a slice of the market pie
Sooner or later, some banker, advisor, or 
partner will ask you about your market share. 
Market share is the portion your business cap-
tures of all the sales of products like yours in 
your market area. These definitions and calcu-
lation approaches will help you prepare your 
answer.

You can calculate your market share by units 
sold, customers served, or dollar volume. 
Following are examples of each approach:

 ✓ Share of unit sales: The manager of Open 
Fairways Golf Course discovers that all 
the courses in the market area together 
host 50,000 rounds of golf a year. Of those 
rounds, Open Fairways hosts 7,000, for a 14 
percent market share. (7,000 ÷ 50,000 = 0.14)

 ✓ Share of customers served: The owners 
of Immaculate Carpet Cleaning serve 
homes within 15 miles of the business. That 

area includes 2,000 homes. However, the 
Immaculate owners estimate that only 1,000 
homes are potential customers. The com-
pany currently cleans carpets in 125 homes 
a year, giving it a 12.5 percent market share. 
(125 ÷ 1,000 = 0.125)

 ✓ Share of dollar volume: The owners of 
Forever Green Landscaping operate in a 
market area where homeowners and busi-
nesses buy a million dollars worth of land-
scaping services annually. Forever Green 
has sales of $100,000, or 10 percent market 
share. (100,000 ÷ 1,000,000 = 0.10)

Some companies track market share using sev-
eral of these calculation approaches. However, 
many companies have access to only one of 
the market size statistics, so they base their 
market-share assessments solely on that cal-
culation approach.
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 ✓ Emerging technologies may alter how you or your competitors operate.

 ✓ Social trends or shifting consumer preferences may affect purchasing 
decisions.

 ✓ Road or building construction may affect your customers’ ease of 
access.

 ✓ Regional or industry events or promotions can impact visibility for and 
interest in your offerings.

 In your written business plan, include highlights of your situation analysis, 
touching on the following key points:

 ✓ The market for your product or service, including facts about the 
number of prospective customers and whether that group is growing or 
shrinking

 ✓ Market segments that provide the best opportunities for growth and why

 ✓ Competitive threats and opportunities and how you plan to counter or 
take advantage of each

 ✓ Market trends and business forces that will affect your company, along 
with your plans for overcoming threats and capitalizing on opportunities

Setting Marketing Goals and Objectives
Chapter 3 includes a section on how to set business goals and objectives. 
Follow these steps as you set marketing goals and objectives:

 1. Review your business goals.

  Some goals deal with operational, employee, management, and business-
development issues. Others deal with marketing issues, including goals 
such as “Increase brand awareness” or “Develop new markets for prod-
ucts and services.” These business goals become goals of your market-
ing plan.

  When you adopt business goals as marketing goals, in your marketing 
plan you’ll want to add clearly defined targets and timelines. For exam-
ple, you may expand “Develop new markets for products and services” 
to “Develop new markets to increase sales of Product X by 5 percent 
over the upcoming one-year period.”

 2. Set objectives to define how you’ll achieve your marketing goals.

  Each objective should specify an action and a desired outcome. Table 7-1 
shows an example.
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Table 7-1 An Example of Marketing Goals and Objectives

Goal/Objective Action Timeline Desired Outcome

Goal To develop new 
markets

Over the upcom-
ing one-year 
period

To increase sales 
of Product X by 
5 percent

Objective Establish a 
distributor 
relationship

During the first 
quarter

To achieve prod-
uct placement 
in holiday gift 
catalogs

Objective Place ads in 
geographically 
targeted tennis 
and golf publica-
tions

In early spring To develop 
summer sales to 
Northwest outdoor 
enthusiasts

Objective Enhance Web 
presence and 
expand social 
networking

Over the first 
quarter

To develop cus-
tomer relation-
ships in nearby 
and distant market 
areas

 Include your marketing goals and objectives in the marketing strategy section 
of your written business plan.

Defining Your Position and Brand
Your position is the niche that your company — and only your company — 
fills in your customers’ minds. To gain a market position, you first define how 
your company and its products and services offer a meaningful and unique 
solution that isn’t duplicated by any competitor. Then you use marketing 
communications and customer experiences to consistently convey the dis-
tinct advantages you offer in order to win a preferred position in your cus-
tomers’ minds.

Your brand is the set of beliefs that consumers associate with your name. 
You build your brand by consistently conveying a meaningful, relevant prom-
ise that consumers can relate to and believe in. For example, instead of taking 
just any babysitting job, an 18-year old may position herself as the trustwor-
thy babysitter who’s available to travel on vacations as a nanny. After par-
ents rely on her services, they may brand her as the “best surrogate big sister 
our kids could’ve wished for.”
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 Form 7-1 provides a formula to follow as you write positioning and brand 
statements for your company.

  

Your business or

product name

+ What makes your

business unique and

different

+ Your market

description

FORMULA FOR A POSITIONING STATEMENT

Business Plans Kit For
Dummies

is the easiest, most self-
contained do-it-yourself
resource

for brand-new or
expanding businesses
or any size

iPod is the digital music
player

for people who want
40,000 songs in their
pocket

Zappos offers the absolute best
service and selection
in online shopping

to customers who value
a business that’s powered
by service

Now it’s your turn...

A phrase that captures the promise your business makes to its customers.

FORMULA FOR A BRAND STATEMENT

Bing Get Relevant Results & Decide Faster.

Twitter Without a doubt the best way to share and discover
what is happening right now.

Amazon.com Earth’s biggest selection.

Now it’s your turn...

Form 7-1: Use this form to develop positioning and brand statements to guide your marketing 
messages.
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 Include your brand and positioning statements in the marketing section of 
your business plan.

Targeting Your Efforts
 As you develop your branding and positioning statements, keep in mind that 

unless your business is very, very large and extremely well funded, it can’t 
try to be all things to all people. That’s why many of the best marketers today 
focus on very specific market niches, and you should, too.

By deciding exactly which audience you serve best, and which problems or 
needs you address better than anyone else, you can target a precise market 
audience with a relevant and believable message and brand promise. Think 
about it. If you’re seeking legal advice for a business start-up, wouldn’t you 
prefer to deal with a legal firm that specializes in small business start-ups? 
That’s what niche marketing is all about.

As you determine the market niche your business serves, keep these 
thoughts in mind:

 ✓ Determine whether a group of individuals have specialized interests and 
needs that your business can address in a compelling and competitive 
manner.

 ✓ Assess whether the market segment you’re targeting is large enough 
to deliver the sales volume targeted by your business plan, but small 
enough to be overlooked by most competitors.

 ✓ Be sure that your target audience can easily access your offerings, in 
person or via your distribution channels.

 ✓ Determine that the niche market you’re targeting isn’t already well-
served by competitors or, if it is, be clear about how your offering is dis-
tinctly more appealing.

A good starting point for determining your market niche is to study what cur-
rent customers rely on from your business. Ask yourself, “If we closed, what 
problem would our customers have a hard time solving elsewhere?” If you’re 
planning for a start-up, rephrase the question to ask, “What want or need do 
customers have that isn’t being addressed by other businesses?”

Designing Marketing Strategies
Creating a marketing success story is a little like baking a cake. You take 
a little bit of this, a little more of that, and you arrive at one result. If you 
change the mix, you get a different outcome.

12_438541-ch07.indd   16212_438541-ch07.indd   162 3/30/10   4:37 PM3/30/10   4:37 PM



163 Chapter 7: Crafting Your Marketing Plan

In marketing, the ingredients you juggle are your product, place (also called 
distribution), pricing, and promotions. Together, these four elements are 
known as the marketing mix or the four Ps.

Every marketing action falls under one of the four Ps of the marketing mix, 
which is why you need a marketing strategy for each area. Use the following 
sections to guide your planning.

Your product strategy
As part of your marketing plan, you may be planning changes to the products 
you sell. The most obvious change is to introduce new products, but you 
may also plan to communicate different uses, benefits, or distinctions for 
existing products, shift marketing emphasis from one product in your line 
to another, rename or relabel products to make them more relevant in the 
current marketplace, add accessories or services to boost appeal, bundle 
products into new package options, or target particular products to unique 
market segments. The aim is to heighten product interest, selection, and pur-
chase by using these or other approaches.

 In other parts of your business plan, you’ll present your product development 
and production plans. In the marketing section, you’ll want to summarize how 
you plan to use your products to achieve marketing success. Use Form 7-2 as 
you set your product strategy.

What’s your value proposition?
As part of your product strategy, be sure to 
spend time determining how your product 
decisions deliver clear value to your custom-
ers. When making purchase decisions, custom-
ers weigh the price being asked against their 
impressions of the quality, benefits, conve-
nience, reliability, expertise, and support they’ll 
receive from the product or service they’re 
purchasing.

To develop the value proposition you’re promis-
ing customers, describe the results customers 
can depend on when they buy from your business. 

By selecting your product, does your customer 
increase revenue, save time, cut costs, improve 
efficiency, receive unrivaled quality, enjoy tre-
mendous convenience, have the peace of 
mind of unparalleled expertise, guarantees, or 
product support, or other compelling values 
that make customers believe that what they’re 
getting is worth every penny of what they’re 
paying?

Include a summary of your value proposition in 
the marketing strategy section of your business 
plan.
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Your distribution strategy
 Chapter 6 helps you assess your company’s distribution capabilities. Include 

the results of your assessment in the company description portion of your 
business plan. In your marketing plan — and briefly in the marketing strategy 
section of your business plan — describe how distribution supports your mar-
keting goals and objectives. Use Form 7-3 to plan your strategy.

  

1. How will you present your products to develop customers and sales?

PRODUCT STRATEGY CHECKLIST

2. Which products or product features will you emphasize?

3. Will you introduce new product names, packaging, or labeling to re-inspire
market interest?

4. Can you bundle products into packaged offers to increase sales?

7. Other product considerations...

6. Will you introduce or increase emphasis on quality assurances or service
policies?

5. Will you develop new products or add new design elements or functions to
existing products to achieve market interest, meet competitive challenges, or
address consumer demands?

Form 7-2: Use this form as you make product decisions to support your marketing plans.
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1. Will you introduce new distribution or delivery systems – such as home delivery,
subscription delivery, free delivery to volume customers,  and so on – to increase
sales, serve customers, or gain advantage over competitors?

DISTRIBUTION STRATEGY CHECKLIST

2. Can you increase sales by adding new distribution channels, such as online sales,
distributor relationships, or new retail outlets?

3. Would your business benefit from business partnerships that allow you to achieve
off-premise sales outlets in other retail settings?

4. If you use or are adding distributors or representatives, do you have adequate plans
for recruiting, training, motivating, and compensating them, and do you have a
clear plan for assignment of territories?

5. Other distribution strategy considerations...

Form 7-3: Use this form as you tailor distribution and delivery systems to fit your marketing 
objectives.

Your pricing strategy
One of the decisions most crucial to business success involves pricing your 
products. You need to arrive at prices that cover all costs and deliver a rea-
sonable profit margin, while also hitting the sweet spot of what customers 
are willing to pay for the value they believe they receive from the purchase.

To get your pricing right, you need to arrive at prices that match the image 
of your business and the nature of your clientele (you can’t charge premium 
prices if you’ve established your business as a middle-of-the-road option), 
while also covering your production and operational costs and delivering the 
profits necessary for your business survival.

 Use Form 7-4 to arrive at a pricing strategy that you summarize in the market-
ing strategy section of your business plan.

12_438541-ch07.indd   16512_438541-ch07.indd   165 3/30/10   4:37 PM3/30/10   4:37 PM



166 Part II: Developing Your Plan’s Components 

  

1. What is your pricing philosophy? Does your business want to be the high-end price
choice? Middle-of-the-pack? Low end?

PRICING STRATEGY CHECKLIST

2. How do your current (or planned) prices compare with those of your competitors?
If your prices are higher, do you offer extra value? If your prices are lower, what
affects your lower price and can your pricing sustain profitability?

3. Do you plan to offer special initial pricing to gain trial and acceptance? If so, what
is your plan for increasing prices later?

4. Do your prices cover all costs plus a profit margin?

7. How often do you alter your prices or offer sale pricing?

8. Do you allow bargaining?

9. Do you — or can you — join a buying group, buy through an association, or
establish bulk-buying agreements to reduce the costs of your product?

10. Do you offer a range of payment options, and do you know the impact of each
choice on your financial condition?

11. Other pricing considerations...

6. Do you offer financing and does your offer affect profits for good or bad?

5. Do your prices cover costs such as shrinkage, returns, bad debt, and allowance for
employee errors?

Form 7-4: Use this form as you develop your company’s pricing strategy.
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Creating a customer-service environment
If you refer to the aerial view of the marketing 
process in Figure 7-1, you see that marketing 
doesn’t end when you make the sale. After-the-
sale service is the key to achieving customer 
satisfaction, earning repeat business, achieving 
good word of mouth, and building a valuable, 

loyal clientele. Use Form 7-6 on the CD-ROM to 
evaluate your customer service and to create 
a customer-service strategy that includes ser-
vice standards, service objectives, and ways 
that you’ll continuously monitor and enhance 
the service you provide customers.

CUSTOMER SERVICE CHECKLIST

Does the staff promptly answer phone calls and e-mail?

Does your company immediately follow orders with phone or e-mail
acknowledgment?

Does your company immediately follow up on suggestions and referrals?

Does your company have a clear and generous return policy?

Does your company offer warranties or service programs?

Does your company have a hot line for questions, complaints, and concerns?

Does your company resolve concerns quickly?

Does your company bend rules and tailor service for customers?

Does your company have programs that inspire loyalty?

Does your company deliver quality products on time, on budget, and with
friendly service?

Do your company’s services exceed those of your competitors?

Does your staff make doing business with your company a highlight of your
customer’s day?

Does your staff communicate frequently with customers to find out their
needs and how your company can serve them better?

Does your company train and reward staff for customer service?

12_438541-ch07.indd   16712_438541-ch07.indd   167 3/30/10   4:37 PM3/30/10   4:37 PM



168 Part II: Developing Your Plan’s Components 

Your promotion strategy
The description of your promotion strategy tells how you’ll communicate 
your marketing message to prospective customers.

For information and advice on planning your promotional strategy, see Small 
Business Marketing For Dummies, by Barbara Findlay Schenck; Marketing For 
Dummies, by Alexander Hiam; or check out one of the other countless mar-
keting books on the market.

In your marketing plan, provide a complete outline of your promotion strategy, 
including a detailed description of your target customer, your market area, your 
marketing message, the creative approach you’ll use to convey your message 
and advance your brand image, the media channels you’ll employ to reach pro-
spective customers, and the budget you’ve allocated to get the job done.

In the marketing section of your business plan, summarize your marketing 
plan, taking care to describe how your promotion plan supports the product, 
pricing, and distribution strategies outlined in your business plan. When 
appropriate, include samples of marketing materials (letterhead, business 
cards, Web site screens, brochures, and so on) in the appendix of your busi-
ness plan. Samples aren’t necessary, but if you have professionally produced 
materials that contribute to a good, strong image of your company, their 
inclusion in your plan will contribute to the favorable impression that read-
ers take away from your business plan.

 Form 7-5 on the CD-ROM gets your promotional thinking started.

Planning Your Internet Footprint
In this day and age, no marketing plan can overlook the importance of online 
communication. Even if yours is among the few businesses whose customers 
don’t use the Internet, most certainly your suppliers and those who refer to 
your business do. In fact, by a long shot, the Internet is the starting point for 
most business searches. If people can’t find you online, in many cases, they 
simply won’t look further.
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3. To meet your marketing objectives, will you rely most heavily on advertising,
direct mail, personal communications, sales promotions, online advertising,
social media, publicity, or other communication vehicles?

PROMOTION STRATEGY WORKSHEET

1. Can you communicate with your prospects and customers one-to-one using direct
mail, e-mail, and personal meetings or do you need to use mass media to reach
your market?

2. For advertising or publicity, which media will best reach your prospect — local
newspaper, radio, and TV; national/international media/ business-to-business
publications; special-interest publications; Web presence; outdoor ads; or others?

4. Are trade shows important for meeting distributors or consumers?

7. Does your program require professional assistance from freelancers, Web site
designers, advertising or public relations firms, or media buyers?

6. What kind of message will you convey in your communications? (Remember:
consistency is the key to strong branding and sales.)

5. Do you need promotional literature to attract prospects or to help move prospects
to a buying decision?

8. Name the three to five most effective ways to communicate with your consumers in
order to meet your marketing objectives.

Form 7-5: Use this form to fill in the blanks of your promotion strategy.
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In the marketing strategy section of your business plan, outline your program 
for heightening Internet presence by covering the following points:

 ✓ The address and purpose of your business Web site

  If you don’t have a site for your business, describe sites where custom-
ers can locate your business, such as the Chamber of Commerce site, 
industry sites, local media sites, and so on.

 ✓ Keywords that you use throughout your Web site to increase rankings in 
Web search results

 ✓ A description of how your business uses social media and online net-
working to develop and deepen customer relationships

 ✓  A summary of how you drive traffic to your site through online advertis-
ing, incoming links, and self-promotion

 ✓ A description of how you use e-newsletters, e-mail promotions, and 
ongoing online contacts for inexpensive contact with established cus-
tomers, and how you use social media networks for building both cus-
tomer interaction and business awareness

Online presence is now a minimum standard for business communication. 
Customers and associates view your online presence as an indication of your 
ability to stay current in the marketplace and in constant communication 
with your customers. Be sure that your marketing plan includes a blueprint 
for your Internet communication strategy. Include a summarized statement 
of that strategy in the marketing section of your business plan. For more on 
business planning in a wired world, check out Chapter 13.
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Forms on the CD-ROM
The following forms on the CD-ROM help you develop your marketing plan.

Form 7-1 Positioning and 
Brand Statements 
Worksheet

Formulas and real-world examples to 
help you write your marketing statements

Form 7-2 Product Strategy 
Checklist

Questions to answer as you develop a 
strategy for marketing your products

Form 7-3 Distribution Strategy 
Checklist

Issues to consider as you tailor your dis-
tribution and delivery systems to fit your 
marketing objectives

Form 7-4 Pricing Strategy 
Checklist

Questions to weigh as you develop a 
pricing strategy that takes into account 
the nature of your clientele and the pro-
duction and operational costs your sales 
revenue need to cover

Form 7-5 Promotion Strategy 
Worksheet

Issues to address as you select promo-
tion approaches and determine the most 
effective ways to communicate with 
prospects

Form 7-6 Customer Service 
Checklist

Questions designed to generate new 
ideas for improving your customer 
service
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Chapter 8

Tallying Up Your Financial 
Situation

In This Chapter
▶ Understanding income statements, balance sheets, and cash-flow statements

▶ Looking into your financial future

Some people love adding and subtracting columns of numbers. And then 
there are the rest of us. Fortunately, most businesses owners don’t have 

to do it themselves. They can turn to accountants. Small businesses and 
sole proprietors can turn to bookkeeping and financial forecasting computer 
programs. Even so, it’s important to understand the forms those programs 
generate and the basics of sound financial management.

The discussion in this chapter helps you understand your business finances 
and all the jargon they involve. This chapter also makes you better at keeping 
an eye on your money, plus it tells you how to examine your financial situa-
tion and gaze into the crystal ball to forecast your company’s financial future. 
As the recent economic turmoil has made painfully clear, not knowing your 
company’s financial situation in detail can be disastrous. So bring out the cal-
culators and get ready to talk finance.

Decoding Financial Terminology
People hyperventilate when they hear the term financial statements, as if 
someone just told them that the rest of the conversation would take place in 
an arcane foreign language with no translation assistance.
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 Well, here’s good news. You can master the language of business finance by 
understanding three key terms:

 ✓ Income statement: This report summarizes how much money your busi-
ness earned and spent up until the minute the report was run. It reports 
your revenues over a given period of time and then subtracts all the 
costs of doing business over that same period to arrive at your net profit. 
Income statements are also called earnings reports or profit-and-loss state-
ments. Don’t be confused; they’re all one and the same.

 ✓ Balance sheet: This report captures a financial snapshot of your busi-
ness at a particular moment in time, usually the very end of a month 
or year. The top half of the balance sheet tallies up your company’s 
assets (the things your business owns that have monetary value). The 
bottom half combines your company’s liabilities (the money your busi-
ness owes) with your equity (the portion of your company’s assets that 
you own as opposed to what you’ve borrowed and owe). The top and 
bottom portions of this report must balance each other out — in other 
words assets must equal the total of liabilities and owner equity — 
hence the name.

 ✓ Cash-flow statement: This financial report tracks money that flows in 
and out of your business over a given period of time (weekly, monthly, 
quarterly, yearly, or over a period of years.) The top half of your cash-
flow statement details funds coming in and going out of your company 
over the statement period; the bottom half shows the resulting changes 
in your cash position. The top and bottom halves must match up in 
order to reconcile the net effect of the inflow and outflow of money with 
the difference in cash holdings over the report period.

Putting Together an Income Statement
Your company’s income statement calculates your net profit, or bottom line, 
using this basic formula:

Net profit = Revenue – Costs

The outcome of this calculation gives a measurement of how your 
company performed financially over a certain time period. The IRS, of 
course, is interested in your income statement for the taxable year. Seasonal 
businesses — such as winter ski resorts or summer river-rafting operations 
as a few examples —view statements quarterly, and many other businesses 
run reports monthly to keep tabs on their bottom line.
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Reviewing a sample income statement
 Take a look at how a gift shop called Broad Street Emporium uses income 

statements to manage business finances. Figure 8-1 shows the company’s 
annual revenues, costs, and profits for the most recent year as well as for the 
previous year. By comparing statements for two years in a row, the owners 
can see how their financial performance has changed over time.

 

Figure 8-1: 
An income 
statement 

summarizes 
your rev-
enue and 
costs and 

shows your 
net profit.

 

INCOME STATEMENT AS OF DECEMBER 31

Last Year Previous Year

1 Revenue on in-store sales
Revenue on catalog sales

Gross Revenue

624,000.
+ 105,000.

$ 729,000.

595,000.
+ 95,000.

$ 690,000.

2 Cost of goods sold
Gross Profit

− 448,000.
$ 281,000.

− 445,000.
$ 245,000.

3 Sales, general, and administration

Depreciation expense
Operating Profit

− 126,000.
− 20,000.

$ 135,000.

− 108,000.
− 20,000.

$ 117,000.

4 Dividend and interest income
Interest expense

Profit Before Taxes

+ 3,000.
− 24,000.

$ 114,000.

+ 3,000.
− 25,000.

$ 95,000.

5 Taxes
Net Profit

− 22,000.
$ 92,000.

− 19,000.
$ 76,000.

BROAD STREET EMPORIUM

INCOME STATEMENT

The Broad Street Emporium income statement includes five sections. Each 
one provides important information about the company’s financial condition.

Section 1: Gross revenue
The word “gross” has nothing to do with teenage jargon. In business finance, 
gross revenue refers to the total of all sales income collected by your business 
without subtracting any costs.

In the case of Broad Street Emporium, gross revenue comes from two major 
sources: money taken in via in-store retail sales and money collected through 
the store’s catalog sales.
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 Depending on your business, your revenue may come from sales of a single 
product or product line or from a number of different products and services. 
If you have more than one revenue stream, itemize revenues from each source 
so that you can see at a glance where your revenue is really coming from and 
then add the categories to arrive at your gross revenue.

Section 2: Gross profit
In general, profit is the money that you get to keep after all the bills are paid.

Gross profit, also called gross income, is the first stage of profit. It equals gross 
revenue minus the costs of goods sold, which covers the costs directly associ-
ated with producing, assembling, or purchasing what you have to sell.

To Broad Street Emporium, costs of goods sold include the wholesale costs 
of the merchandise displayed on the gift shop’s shelves and in its catalog. 
To a service business, costs of goods sold include costs directly related to 
supplying or delivering the service. To a manufacturer, costs of goods sold 
include costs for raw materials and the labor, utilities, and facilities needed 
to put the product together.

 You’ll have to make judgment calls regarding which expenses count as costs 
of goods. After you decide, keep your definition consistent over time so that 
as you monitor gross profit, you’re able to compare apples with apples.

Section 3: Operating profit
After you have subtracted your costs of goods from your gross revenue to 
arrive at your gross profit, the next step is to calculate your operating profit, 
which involves several steps.

First you have to subtract from your gross profit your operating expenses, 
also known as general and administrative expenses or SG&A (sales, general, 
and administration) expenses. Under any name, these expenses include the 
costs involved in operating your business, including salaries, research and 
development costs, marketing expenses, travel and entertainment, utility 
bills, rent, office supplies, and other overhead expenses.

Next you need to account for something called depreciation expenses. When 
you purchase big-ticket items for your business — maybe a car to call on 
clients, a computer system, or even a building for offices, warehouse space, 
or other facilities — what you’re really doing is exchanging one asset (cash 
in the bank) for another asset (the car, computer, or building). The business 
assets you acquire all have useful life spans, so one way to spread out the 
costs of these assets over the number of years they’re actually in service is 
to calculate and deduct depreciation expenses each year.
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To calculate your operating profit (you might also hear it called operating 
income or EBIT, which stands for earnings before interest and taxes), you 
subtract your operating and depreciation expenses from your gross profit.

Operating profit = Gross profit – Operating expenses and Depreciation 
expenses

 On the Broad Street Emporium income statement, operating expenses reflect 
staff salaries, advertising costs, and production and delivery of the store’s cat-
alog three times a year. In addition, the company takes depreciation expenses 
for its storefront building, computer system, and delivery van.

 Watch your overhead expenses like a hawk. They’re not tied directly to your 
products and services, so they don’t contribute directly to your revenue. But 
if they get out of line, they can quickly eat away at your gross profits.

Section 4: Profit before taxes
Profit before taxes takes into account any income that your company made on 
investments of any sort and subtracts any interest expenses you paid over 
the statement period.

Profit before taxes = Operating profit + Investment income – Interest 
expenses

The reason that you keep investment income and interest expenses outside 
your operating profit is because they result from money management and 
aren’t really part of your business operations. For one thing, the amount of 
interest you pay depends on how you’ve structured your company finan-
cially, not on the business itself. For another thing, interest absolutely, posi-
tively has to be paid on a strict and unforgiving schedule.

Section 5: Net profit
Net profit (also called net earnings, net income, or bottom line) is what’s left 
after you subtract your final expenses from your total business income. As 
you read that sentence, you’re probably thinking, “Final expenses? We’ve 
already deducted every cost under the sun. What’s left to subtract?” How 
about taxes?

Depending on how you structured your company, your business may or may 
not pay taxes directly on its profits. If you’re a sole proprietor or if your busi-
ness is a partnership, for example, your profits are funneled straight to the 
owners for tax purposes. But if your business pays taxes, you need to sub-
tract those taxes before you state your final profit.

 Figure 8-1 shows that after Broad Street Emporium paid its taxes for the year, 
the business was left with a net profit of $92,000. That’s good news because it 
amounts to a 21 percent increase over the previous year.
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Now it’s your turn: Creating 
your income statement

 To develop an income statement for your company, use the template provided 
on Form 8-1 (which looks just like Figure 8-1 except all the entries are blank 
and awaiting your input). If your business isn’t up and running yet, use the 
template to project what you expect in terms of revenues and expenses. Doing 
so serves as a good basis when you prepare your new business budget.

If you use accounting or financial software to do much of the work for you, 
you can skip Form 8-1. If so, at least print your most recent income statement 
and look it over carefully. Make sure you understand each entry and are con-
vinced that your overall financial picture makes sense.

 Don’t let your software program do all the number crunching for you. In the 
end, be sure you know what all the numbers mean and what they say about 
the financial health of your company.

 Your income statement is an essential part of your written business plan. If 
your venture is up and running, include statements for the last year or two for 
comparison purposes. Also include income statement projections — whether 
yours is an existing business or a start-up. Show your income plans for a year 
or two, or even up to five years into the future. Jump to the “Forecasting and 
Budgeting” section near the end of this chapter for more information.

Creating Your Balance Sheet
Your balance sheet gives you a snapshot of what your business is worth at 
a particular moment in time. To make the calculation, tally up the monetary 
value of everything your company owns and then subtract the money you 
owe to others. What you own are your assets and what you owe are your 
liabilities. The difference between the two is what your company is worth, 
usually referred to as the equity in your business.

You can represent your balance sheet in a really straightforward equation:

Equity = Assets – Liabilities

In a bizarre attempt to ensure job security, however, accountants rewrote the 
equation as follows:

Assets = Liabilities + Equity
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This equation is the very same as the other — it’s just harder to grasp. Go 
figure. Anyway, the layout of your company’s balance sheet follows this 
second equation. The top half of the balance sheet lists your business assets, 
divided into a number of basic categories. The bottom half lists your liabili-
ties by category and then tacks on your equity in the business.

The total value of assets must be equal to the value of liabilities plus equity. 
In other words, the top half has to balance out the bottom half. How they bal-
ance each other tells you a lot about your company’s financial health. That’s 
what the upcoming sections are all about.

 At the very least, put together a balance sheet on the last day of each year. 
Include the numbers for the end of the previous year as well so you can com-
pare how your assets, liabilities, and equity have changed over the year.

Reviewing a sample balance sheet
 Figure 8-2 shows the balance sheet for the Broad Street Emporium gift shop as 

of December 31 of the most recent year. It also shows numbers for the end of 
the previous year for comparison purposes. Read on for explanations of each 
section.

Section 1: Current assets
Current assets represent all the items your business owns that are liquid 
enough to be converted into cash within a year. Anything with monetary 
value that your business owns is an asset. Your balance sheet shows not 
only how much your assets are worth but also how long it would take you to 
convert them into cold, hard cash. The length of time needed to dispose of 
an asset is often described in terms of liquidity. The more liquid an asset, the 
faster you can sell it off.

Current assets include

 ✓ Cash: You can’t get more liquid than cash. Cash can be anything from 
the bills and change in the cash register or the petty cash drawer to the 
money you have in checking or savings accounts at the bank.

 ✓ Investment portfolio: Cash is nice, but it’s even nicer to see your money 
put to work. Investments may include money market accounts, govern-
ment bonds, or other reasonably safe securities.

 ✓ Accounts receivable: This asset consists of money customers owe you 
for products or services you’ve already delivered. If you provide prod-
ucts on credit, you may give customers 30, 60, or 90 days to pay. Watch 
your accounts receivable carefully. One deadbeat customer can throw 
your numbers for a loop.

13_438541-ch08.indd   17913_438541-ch08.indd   179 3/30/10   4:37 PM3/30/10   4:37 PM



180 Part II: Developing Your Plan’s Components 

 

Figure 8-2: 
Your bal-

ance sheet 
shows your 
company’s 

worth.
 

BROAD STREET EMPORIUM

BALANCE SHEET

BALANCE SHEET ON DECEMBER 31

1

Cash
Investment portfolio
Accounts receivable
Inventories
Prepaid expenses

45,000.
+ 20,000.
+ 15,000.
+ 110,000.
+ 1,000.

36,000.
+ 17,000.
+ 18,000.
+ 97,000.
+ 1,000.

2

Land
Buildings
Equipment
Accumulated depreciation

100,000.
+ 295,000.
+ 15,000.
− 65,000.

100,000.
+ 295,000.
+ 10,000.
− 45,000.

3

4

5

Accounts payable
Accrued expenses payable

4,000.
+ 12,000.

6,000.
+ 11,000.

6

Building mortgage 210,000. 214,000.

7

Invested capital
Accumulated retained earnings

200,000.
+ 120,000.

195,000.
+ 113,000.

8

Assets Last Year Previous Year

Current Assets

Total Current Assets $ 191,000. $ 169,000.

Fixed Assets

Total Fixed Assets $ 345,000. $ 360,000.

Intangibles (goodwill, patents) $ 10,000. $ 10,000.

TOTAL ASSETS $ 546,000. $ 539,000.

Liabilities and Owners’ Equity Last Year Previous Year

Current Liabilities

Total Current Liabilities $ 16,000. $ 17,000.

Long-term Liabilities

Total Long-term Liabilities $ 210,000. $ 214,000.

Owners’ Equity

Total Owners’ Equity $ 320,000. $ 308,000.

TOTAL LIABILITIES and EQUITY $ 546,000. $ 539,000.
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 ✓ Inventories: This item reflects the equivalent cash value of products or 
supplies you have on hand. Coming up with a realistic estimate for the 
value of your inventories is often tricky. When in doubt, stay on the con-
servative side. Your balance sheet should reflect what you can reason-
ably expect to receive if you have to liquidate these assets.

 ✓ Prepaid expenses: Your company may have paid for services you 
haven’t yet received — professional service retainers or insurance pre-
miums, for example. List these payments as part of your current assets.

Current assets, especially the most liquid ones, are extremely important to 
your business. They represent reserves available to fund day-to-day opera-
tions or to draw on in case of a financial crunch. Figure 8-2 shows that Broad 
Street Emporium had a total of $191,000 in current assets as of the end of the 
most recent year, including $65,000 in cash or securities.

Section 2: Fixed assets
Fixed assets are usually big, expensive, and meant to last a long time, so 
they’re not very liquid. Fixed assets include

 ✓ Land: If your company owns land — the ground under your office build-
ing, for example — you list it separately from your office building on the 
balance sheet. Unlike other fixed assets, land doesn’t depreciate on your 
balance sheet because it’s considered an asset that doesn’t wear out 
over time. For that reason, you leave the same land value on the books 
year after year.

 ✓ Buildings: As far as your balance sheet is concerned, the value of build-
ings is equal to the original price you paid for them plus the amounts 
you’ve spent on improvements over the years.

 ✓ Equipment: Equipment includes anything and everything you acquire 
for your business that’s meant to last more than a year. Machinery, cars, 
office equipment, computers, telephones, and furniture all fall into this 
category. When you enter the value of each asset on your balance sheet, 
use the actual price you paid for it. If you didn’t pay cash, assign a rea-
sonable value to include on your balance sheet.

 ✓ Accumulated depreciation: Each big-ticket item that you acquire for 
your business has a useful life span. Depreciation measures the decline 
in useful value of each fixed asset over time. Don’t worry, you don’t have 
to come up with the numbers; the IRS provides standard depreciation 
schedules, depending on the kind of assets you own. Accumulated depre-
ciation sums up the value loss of all your assets over your years of own-
ership and reduces the total value of your fixed assets accordingly.
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 On your balance sheet, the value of a fixed asset is based on the original price 
paid minus any accumulated depreciation according to the IRS’s general 
depreciation schedule. The resulting number may have very little to do with 
the price you would receive if you sold the asset or the price you would pay if 
you replaced it.

 Broad Street Emporium shows fixed assets valued at $345,000 after accu-
mulated depreciation is taken into account, including $5,000 spent on new 
equipment during the most recent year. Also during the recent year, the book 
value of all assets was reduced by $20,000 because of depreciation. That same 
$20,000, by the way, shows up as a depreciation expense on the income state-
ment illustrated in Figure 8-1.

Section 3: Intangibles
Intangibles are assets that, by definition, are hard to get your arms around. 
But these intangibles can turn out to be extremely important to your busi-
ness. Intangible assets include things like an exclusive contract to supply 
services, a franchise ownership, or a hard-to-get license or permit to do 
business. An intangible asset can also be a patent that protects an invention, 
software technology, or a production process. Intangible assets are clearly 
valuable to the company that owns them, but the question is, what are they 
really worth?

Intangibles are usually not reflected as assets, although some companies allo-
cate a symbolic $1 on the balance sheet to indicate that intangible assets are 
there and are valuable but aren’t measurable. The exception is a purchased 
patent that may be amortized over the life of the patent.

As a business owner, one key intangible asset that you should be aware of is 
goodwill. Goodwill represents the positive value of a company’s name, includ-
ing its customer relations, its workforce, its reputation, and other factors that 
contribute to the company’s ability to succeed in its marketplace. When a 
buyer purchases a company at a price above its fair market value, the buyer 
is probably paying extra to acquire the company’s goodwill. Goodwill is only 
realized when a business is sold, and so it’s not carried on a balance sheet 
unless it was acquired as part of a business purchase.

 For example, Broad Street Emporium bought an existing gift shop a number of 
years ago and paid $10,000 more than the net value of the shop’s assets at the 
time. The Broad Street Emporium’s balance sheet lists that goodwill purchase 
as an intangible asset.
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Section 4: Total assets
Total assets reflect the value of all the current assets, fixed assets, and intan-
gibles that your company owns. Your assets include equipment, inventory, 
real property, and anything that is assigned a monetary value on your bal-
ance sheet. Your current assets are an indication of your company’s liquid-
ity or its ability to pay its current obligations. Your total assets minus total 
liabilities provide an indication of your company’s solvency.

 Figure 8-2 shows that Broad Street Emporium increased its total assets by 
$7,000 to $546,000 last year — the result of increases in current assets and 
fixed assets, as you see in the upcoming cash-flow statement section.

Section 5: Current liabilities
Liabilities are amounts of money you owe to creditors in the form of bills that 
are due, bank loans you’ve taken out, and bonds or warrants that you may 
have issued to raise money. The basic idea behind these so-called financial 
instruments is always the same: You receive money or something else of 
value in exchange for the promise to pay the debt back over a certain period 
of time (usually with interest). Sometimes an asset that you own secures the 
debts. (If you don’t pay back what you owe as promised, the creditor can 
take the asset away from you.) Other times the debts are unsecured.

Current liabilities represent short-term debts that you have to repay within 
one year. These liabilities are closely tied to the current assets listed on the 
top half of your balance sheet because you have to pay them off with those 
assets. In most cases, current liabilities fall into two groups:

A good idea goes bad
Even a really, really good idea isn’t enough to 
save a company if the financial planning behind 
it is bad. Take the example of a California-based 
firm that developed an innovative alternative 
to corks in wine bottles. The new closure got 
thumbs -up from many leading wine makers. It 
even won some technology awards for innova-
tion. At the beginning, all signs pointed to suc-
cess. But the fledgling company that had set out 
to manufacture the product underestimated the 

cost of making the closures and was overly opti-
mistic about how many companies would adopt 
the new technology. As a result, they didn’t raise 
enough cash to get themselves off the ground. 
After two years of struggle, the company 
recently declared bankruptcy. The developer of 
the newfangled cork still believes his invention 
will find a market. But that won’t happen until a 
company comes along with the money available 
to get it up and running.
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 ✓ Accounts payable: These liabilities come in the form of bills that haven’t 
yet been paid for such things as utilities, telephone service, office sup-
plies, professional services, raw materials, wholesale goods, or other 
invoices from providers or suppliers.

 ✓ Accrued expenses payable: In addition to outside accounts payable, 
your business continuously accrues liabilities related to salaries or 
wages (if you have employees), insurance premiums, interest on bank 
loans, and taxes you owe. Any obligations that are unpaid at the time 
you run your balance sheet get grouped together in this category.

To figure out the money available on a day-to-day basis to keep your busi-
ness up and running — known as your working capital — subtract your cur-
rent liabilities from your current assets.

Working capital = Current assets – Current liabilities

 The Broad Street Emporium owners can do the math and see that they have 
$175,000 in working capital — a good, strong position that provides them with 
the financial flexibility to carry on their business activities and fund opera-
tions during fluctuations of revenue and expenditures.

Section 6: Long-term liabilities
Long-term liabilities are major financial obligations that you take on to get 
your company up and running or to expand your business operations. 
Perhaps you’ve taken a 10-year bank loan or issued bonds to a group of inves-
tors to be repaid in 15 years. Or maybe you’ve taken a mortgage to buy your 
business buildings. These liabilities are often at the very heart of your com-
pany’s financial structure.

 Broad Street Emporium has one long-term liability: A $210,000 building mort-
gage that the company will pay off in 26 years.

Section 7: Owner’s equity
Equity is the part of a business that the owner or owners actually own. Think 
of equity this way: Lots of people who say they own their homes really own 
just a piece of their homes, and banks or mortgage companies own the rest. 
The same is true for business owners and their businesses.

What’s more, the equity in your business might be distributed among a 
number of owners in all sorts of ways with various strings attached defining 
when equity can be sold or how it can be used. You may be the one-and-only 
owner of your company, or your company may be a publicly traded corpora-
tion owned by tens of thousands of investors. Under any ownership struc-
ture, though, when you strip away all the complexity, owner equity comes 
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from two basic sources of equity: money coming from outside investors and 
money generated from profits that are kept inside the company. These two 
forms of equity are called

 ✓ Invested capital: Money invested in your company comes from various 
sources, including cash you put up as a principal owner of the business 
or cash you raise by selling small pieces of your company in the form 
of stock to outside investors. Outside equity may be privately held, or, 
when your company is big enough, you may decide to go for an initial 
public offering (IPO) — making shares of your company available for 
sale on a public stock exchange. No matter how you exchange equity for 
cash, it’s all lumped together as invested capital.

 ✓ Accumulated retained earnings: When your business turns a profit 
(meaning when revenues exceed all costs and expenses), you face the 
happy decision of what to do with the windfall. You may decide to give 
some of it back to the owners and investors in the form of dividends. Or 
you may plow some of the profits back into the business so that you can 
grow bigger and, as a result, create more equity for everyone who has a 
stake in your company. Accumulated retained earnings represent all the 
profits you’ve poured back into your business.

Total owner’s equity is the sum of invested capital and accumulated retained 
earnings, which together equal the value of the part of the company that the 
owners actually own.

Total owner’s equity = Invested capital + Accumulated retained earnings

 The owners of Broad Street Emporium have a total equity of $320,000: 
$200,000 from owner investments and $120,000 from profits they’ve poured 
back into the company over the years.

Section 8: Total liabilities and equity
Total liabilities and equity sums up the value of a company’s assets. It com-
bines the current and long-term liabilities that your company is responsible 
for with the amount of owner’s equity in the business. Basically, this means 
that your company assets are worth the sum of what you own plus what 
you owe.

Current Liabilities + Long-term Liabilities + Owner’s Equity = Total Assets

 As you can see, at the close of last year, the top and bottom halves of the 
Broad Street Emporium balance sheet were in balance at $546,000. In other 
words, the sum of the company’s total liabilities and total owner’s equity cor-
rectly equaled the total of the company’s assets.
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Now it’s your turn: Building 
your balance sheet
You guessed it: You need to make a balance sheet of your own. If you’re using 
accounting software, you can complete the task with the push of a button. 
However, your computer-generated balance sheet is only as good as the 
numbers you entered in the first place, so take the time to scrutinize them 
carefully.

 If you’re starting from scratch or just want to get a hands-on feel for what a 
balance sheet really means, get out a pencil and create your balance sheet 
the old-fashioned way — on a piece of paper, using the template provided on 
Form 8-2 (which looks just like Figure 8-2 but with blank spaces to enter fig-
ures showing your own assets, liabilities, and owner’s equity).

 Include your company’s balance sheet in the financial review section of your 
written business plan to provide a snapshot of what you own, what you owe, 
and what your company is worth. If you’re already in business, include year-
end numbers for the most recent two years for easy comparison.

Constructing a Cash-Flow Statement
This report is important because it tells you how money flowed in and out 
of your business over a certain time period and how assets of your business 
changed as a result. Cash-flow spreadsheets also offer a great way to forecast 
and plan before plugging numbers into your income statement or balance 
sheet. Your balance sheet and income statements report revenues as they 
are earned and expenses as they are incurred, which is called accrual basis 
accounting. The cash-flow statement converts the accrual basis of accounting 
to a cash basis. Instead of looking at what you’ve earned and what you owe, 
it looks at what you’ve collected and spent, and it lets you see at a glance 
whether more cash is going out than coming in, or vice versa.

 In your business, you should review your cash flow at least monthly, using a 
report that presents side-by-side numbers for two periods so you can track 
changes in your cash position.

 To see how a cash-flow statement measures financial activity and tracks the 
effects of changes in your cash position, look at Figure 8-3, which shows the 
cash-flow statement for the Broad Street Emporium gift store as of December 
31 of the most recent year alongside cash-flow entries for the previous year 
for comparison purposes.

If you go to the bottom line, you will see that after all the revenue was col-
lected and all the bills were paid, $12,000 was left over, leaving the company 
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in what is known as a positive cash position. The following sections explain 
how cash flowed before arriving at the final year-end position.

Section 1: Total funds in
The cash-flow statement tracks every single dollar as it comes into your 
company — and not a second before. You can’t show the revenue on sales, 
for example, until you actually have the payment in hand. Following are the 
income sources that the cash-flow statement tracks:

 ✓ Receipts on sales: The money you take in from the sales of your prod-
ucts or services shows up in this section, but only after it’s deposited in 
the bank. Billing a customer may be enough to generate a revenue entry 
on your income statement, but you can’t include the amount on your 
cash-flow statement until you have a deposit slip to show for it.

 ✓ Dividend and interest income: Any interest you make on your business 
bank accounts or any earnings from your investment portfolio appear in 
this section — if the payments come in during the statement period.

 ✓ Invested capital: If your company receives funding from investors, on 
the date the money reaches your business, it’s entered here on your 
cash-flow statement.

 The Broad Street Emporium cash-flow statement shows that the gift store took 
in $740,000 cash last year. That number synchs with entries on the company’s 
income statement (refer to Figure 8-1) and balance sheet (refer to Figure 8-2). 
Okay, to be honest, you have to do a little work before you can see how it 
synchs, but in a minute it’ll all make sense.

Here’s how it works: The income statement shows gross income of $729,000 
and income from dividends and interest of $3,000. Plus, the balance sheet 
shows that the company also received $5,000 of investment capital from its 
owners. (This money is reflected in the entry for invested capital, which went 
from $195,000 the previous year to $200,000 last year.) Additionally, the com-
pany collected $3,000 in outstanding accounts receivable last year (shown 
on the balance sheet as a reduction in accounts receivable from $18,000 to 
$15,000). Together, these funds total $740,000, exactly as indicated by the 
cash-flow statement. Ta-da!

Section 2: Total funds out
This section of the cash-flow statement shows where the money went. 
You may notice a number of entries that don’t appear as expenses on your 
income statement — such as buildings and equipment, long-term debt reduc-
tion, and distributions to owners. The reason is because these cash outlays 
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don’t result directly from the cost of doing business, and therefore they 
aren’t listed on the income statement, though they’re tracked on the cash-
flow statement.

 ✓ Cost of goods acquired: This line item includes all the products and 
materials that you paid for during the cash-flow statement period. It 
doesn’t matter whether you sold the goods you acquired or whether 
they went into your inventory; if you paid to acquire them during this 
statement period, they show up here.

 ✓ Sales, general, and administration: This entry covers payments you 
made for so-called overhead expenses, including everything from paper 
clips to payroll. When the money actually leaves your hands, you enter 
those expenses here.

 ✓ Interest expense: This entry reflects interest you paid out during the 
cash-flow statement period, whether for short-term or long-term loans 
that your company has taken to finance anything from inventory pur-
chases to buildings and equipment.

 ✓ Taxes: This line item reflects tax payments you made during the cash-
flow statement period.

 ✓ Buildings and equipment: Big-ticket items that your business pur-
chased show up as assets on your balance sheet and in the form of 
depreciation (described in the section “Creating Your Balance Sheet,” 
earlier in this chapter) on your income statement. At the time that you 
actually make the purchase, the amount of your purchase payment 
shows up here on your cash-flow statement.

 ✓ Long-term debt reduction: This entry includes the cash you paid to 
reduce any of your business debts.

 ✓ Distributions to owners: If your company makes a profit and your 
balance sheet is strong, you’re probably in a position to give some of 
the financial rewards back to the owners of the business. If you do, 
enter distributions or dividend payments in this area of the cash-flow 
statement.

 Figure 8-3 shows that Broad Street Emporium used $728,000 cash last year. Of 
that money,

$461,000 was expended for cost of goods acquired — a figure that matches 
up with the $448,000 entry for cost of goods sold shown on the company’s 
income statement plus a balance sheet increase in company inventories of 
$13,000.

Sales, general, and administration expenses took up $127,000, including 
$126,000 shown on the income statement and a pay down of $1,000 in current 
liabilities, shown on the balance sheet.
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Figure 8-3: 
Creating a 
cash-flow 
statement 
helps you 

monitor the 
cash that 
flows into 

and out 
of your 

company.
 

BROAD STREET EMPORIUM

CASH FLOW STATEMENT

CASH FLOW AS OF DECEMBER 31

Receipts on in-store sales
Receipts on catalog sales
Dividend and interest income
Invested capital

626,000.
+ 106,000.
+ 3,000.
+ 5,000.

596,000.
+ 96,000.
+ 3,000.
+ 10,000.

Cost of goods acquired
Sales, general, and administration
Interest expense
Taxes
Buildings and equipment
Long-term debt reduction
Distributions to owners

461,000.
+ 127,000.
+ 24,000.
+ 22,000.
+ 5,000.
+ 4,000.
+ 85,000.

442,000.
+ 109,000.
+ 25,000.
+ 19,000.
+ 1,000.
+ 3,000.
+ 65,000.

Cash
Investment portfolio

+ 9,000.
+ 3,000.

+ 28,000.
+ 13,000.

Inflow and Outflow Last Year Previous Year

1 Funds Provided By:

Total Funds In $ 740,000. $ 705,000.

2 Funds Used For:

Total Funds Out $ 728,000. $ 664,000.

3
NET CHANGE IN CASH POSITION $ + 12,000. $ + 41,000.

Changes By Account Last Year Previous Year

4 Changes in Liquid Assets:

Total Changes $ 12,000. $ 41,000.

5
NET CHANGE IN CASH POSITION $ + 12,000. $ + 41,000.

The gift shop owners also spent $5,000 on equipment and $4,000 on long-term 
debt reduction, which you’ll see reflected as an increase in equipment assets 
and a decrease in long-term liabilities on the balance sheet.

The company distributed $85,000 back to the owners of the gift shop over the 
year.

Finally, the company paid out $24,000 in interest expense and $22,000 in 
taxes, bringing the total funds out to $728,000.
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Section 3: Net change in cash position
Your net change in cash position is the difference between the total amount of 
money your company brought in and the total amount that it expended over 
the reporting period. To find out the net change in your cash position over a 
certain period, subtract all the funds that left the company from all the funds 
that came in to the company.

Net change = Funds that came into the company – Funds that left the 
company

 Broad Street Emporium increased its cash position by $12,000 during the most 
recent year, which means they brought in $12,000 more than they paid out.

Section 4: Changes in liquid assets
The bottom half of the cash-flow statement monitors where the money goes 
while it’s inside your company:

 ✓ Cash: This entry tracks the total change in your cash reserves over the 
course of the statement period.

 ✓ Investment portfolio: This entry tracks changes in the value of your 
investment portfolio over the period.

Notice that the cash-flow statement only tracks the flow of cash. It doesn’t 
reflect changes in the value of other company assets unless those changes 
delivered cash that was expended or invested.

 Figure 8-3 shows that, last year, Broad Street Emporium increased its cash by 
$9,000 and its investment portfolio by $3,000 over the previous year. These 
increases add up to $12,000, which correctly matches up with positive change 
in total current asset entries ($191,000 – $169,000 = $12,000) shown on the 
company’s balance sheet (refer to Figure 8-2).

Section 5: Net change in cash position
 Because the top and the bottom halves of the cash-flow statement must bal-

ance, the total changes in liquid assets reflected in Section 5 should be identi-
cal to the net change in cash position shown in Section 3. In other words, you 
can determine a net change in cash position by subtracting money going out 
from money coming in or by monitoring changes to the accounts where the 
money is coming and going from.
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Now it’s your turn: Creating 
your cash-flow statement
Here’s where all the pieces start to fit together. As you assemble your cash-
flow statement, you’ll probably notice that many of the entries are based 
on numbers from your income statement and your balance sheet. That’s 
because your company’s cash flow is tied closely to your revenues and costs, 
as well as to the assets you own and the debts you’ve taken on.

If you use accounting software to manage your finances, you can probably 
run a cash-flow statement by opening the menu and pressing a few keys.

 But you may discover even more by using Form 8-3 (which looks just like 
Figure 8-3 only totally blank and ready for your numbers) to assemble a cash-
flow statement from scratch. Form 8-3 allows you to review the previous two 
years. If you’ve been in business longer than that, you can expand the form to 
look back even further in time simply by creating additional columns for more 
years.

 Include a cash-flow statement in your written plan. If your business is up and 
running, include year-end numbers from the past few years for comparison. 
If you’re just getting started, use a cash-flow projection to show exactly how 
you’ll manage the start-up period.

Forecasting and Budgeting
Your financial statements capture how your company did over a certain 
period (that’s what your income statement is about), where your finances 
stand (that’s your balance sheet), and what happens along the way (your 
cash flow). But what tells you where your business is headed? That’s where 
forecasting comes in.

We don’t need to tell you how important forecasting is. All you have to do is 
look at the long list of companies that have gone belly-up as the latest eco-
nomic downturn began eating away at their profits. Even the most cautious 
forecasts may not be enough to anticipate big-time unexpected trouble, such 
as the credit crunch that left many businesses without a way to borrow. But 
the lesson from the latest economic troubles is clear: It’s wise to prepare for 
unexpected problems that may lie ahead.
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COMPANY CASH FLOW STATEMENT

CASH FLOW AS OF DECEMBER 31

Inflow and Outflow

Funds Provided By:

Receipts
Receipts
Dividend and interest income
Invested capital
Other

Total Funds In

+
+
+
+
+

=

+
+
+
+
+

=

2

3

5

Funds Used For:

Cost of goods acquired
Sales, general, and administration
Interest expense
Taxes
Other
Buildings and equipment
Long-term debt reduction
Distributions to owners

Total Funds Out

+
+
+
+
+
+
+
+

=

+
+
+
+
+
+
+
+

=

NET CHANGE IN CASH POSITION
(Total Funds In – Total Funds Out)

= =

Changes By Account

4 Changes in Liquid Assets:

Cash
Investment portfolio
Other

Total Changes

+
+
+

=

+
+
+

=

NET CHANGE IN CASH POSITION
(Total Funds In – Total Funds Out)

= =

1

Year:Year:

Year:Year:

Form 8-3: Create a cash-flow statement by using this form on the CD-ROM.
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Lucky for you, financial forecasts are built around the same three financial 
statements covered in the preceding sections of this chapter. That means 
no new reports to master. But this time, you base your entries on what you 
see in your financial future. Then, using your projections, you develop a 
master budget summarizing your plans for sales, cost of goods sold, operat-
ing expenses, capital expenditures, and cash-flow projections that guide your 
allocation of anticipated resources toward investments and expenditures 
that are most likely to help your business succeed.

Your financial forecast
Your financial forecast includes your best guesses about the future based on 
a set of assumptions about what you expect to happen down the road.

 Carefully consider every business assumption that goes into your financial 
forecast. Make sure you know what each one is based on. For example:

Counting every penny
Knowing where every penny goes — and care-
fully planning for economic tough times — can 
be the difference between success and failure 
in any business. Take the example of a small 
specialty clothing store in St. Louis. When the 
recession hit, sales began to slip. Fortunately, 
the store’s owner was tracking sales month by 
month and saw trouble ahead early on. By the 
end of 2007, sales were down 15 percent from 
the year before. By the end of 2008, they had 
slid another 20 percent. There were no signs 
on the horizon that the future was going to any 
rosier, which meant even tighter times for the 
small business.

Long before then, the company owner had 
begun taking action. At the end of 2007, when 
her lease came up, the owner sat down and 
talked to the building’s owner, explaining that 
she would have to leave unless he was willing to 
negotiate a more attractive lease. Because they 

had a good relationship going back almost ten 
years, he agreed. She took advantage of other 
ways to cut costs, including installing energy-
saving light bulbs in the shop and letting one 
of her part-time salespeople go. She also took 
a close look at what customers were buying 
and phased out products that weren’t selling. 
Finally, she started sending out a monthly e-mail 
to her most loyal customers, updating them on 
the latest products and offering discount incen-
tives to get them into the store.

“If I hadn’t been keeping very close track of our 
balance sheet and making very cautious pre-
dictions about the future, I would have had to 
close the doors months ago,” the owner told us. 
“I know plenty of business owners who weren’t 
tracking their numbers and were taken by sur-
prise. Many of them have already hung up their 
going-out-of-business signs.”
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 ✓ If you’re assuming that the economy will grow at a given rate, state the 
growth rate on which your plan is based.

 ✓ If you believe that you can raise the cash you need from at least three 
different funding sources, be specific.

 ✓ If you’re almost certain that a new technology is going to completely 
change the way your industry does business, explain your reasoning.

 ✓ If you think competition will increase in a certain segment of your 
market, say so.

Planning for that rainy day
Cash reserves are one important way businesses plan to weather economic 
storms. They contain the money you can draw on to meet operating expenses 
in case of a shortfall in revenues. When business is going well, it’s always wise 
to build up your cash reserves. When you start a new business, many experts 
advise that you have a reserve equal to at least six months of your projected 
expenses. The more conservative you are in your projections — and the more 
cash you can set aside — the stronger your position in the event of a downturn.

 Spell out what’s behind the numbers because the assumptions you make are 
just as important as the financial forecast itself.

See the following sections for descriptions of what three basic parts of your 
financial forecast should look like.

Pro forma income statement
Pro forma is one of those Latin phrases that sounds more complicated than 
it is. In this case, pro forma refers to anything you’re going to estimate in 
advance. So your pro forma income statement estimates your revenue, 
expenses, and profit: one, three, or even five years in the future. You may 
even want to subdivide the first few years into quarterly projections to allow 
you to monitor progress in short-term increments during the early days of 
your company’s life. To estimate your financial future, start with these steps:

 ✓ If you’ve been in business for a while, get together past income state-
ments to serve as a starting point in making future projections.

 ✓ If you’re just starting your business, you won’t have a financial history 
to fall back on. Instead, search out people in similar businesses, go to 
trade shows, do online research, and find consultants who can give you 
guidance. It’s work, but if your financial projections end up close to the 
mark, the results will definitely be worth it in the end.
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 To assemble your estimates, think about using the company income state-
ment template in Form 8-1, following the income statement construction steps 
earlier in this chapter. When you’re finished, your pro forma income state-
ment should look quite similar in format to its real counterpart. That makes 
comparing your projections for future performance with what really happens 
easy.

 At the end of each quarter or year, take time to go back to your pro forma 
income statements to compare actual financial performance with projected 
performance. Make notes indicating where you were right and wrong. After all, 
practice makes perfect.

Estimated balance sheet
The difference between an estimated balance sheet and the real thing is 
that the estimate projects what you will own, what you will owe, and what 
your company will be worth year by year — looking ahead four or five years. 
Projecting those numbers sounds tough, and it is. But do it anyway. Even if 
your projections prove to be less than perfect, they provide you with a finan-
cial road map to the future.

Start by listing the assets you think you’ll need to support the growth you’re 
looking forward to. Then think about how you’ll pay for those assets, and 
that means making major decisions about how much debt you’re willing to 
take on, what company earnings you’ll be able to plow back into the busi-
ness, and how much equity you need to invest in the future.

 The company balance sheet template in Form 8-2 provides a useful format that 
works just as well projecting the future as it does your current condition.

Projected cash flow
Want five good reasons to project your cash flow? Well, here they are. When 
you have a good sense of how cash will flow in and out of your business, 
you can

 ✓ Anticipate inventory purchases to meet seasonal business cycles.

 ✓ Take advantage of discount- and bulk-purchasing offers.

 ✓ Plan equipment and building purchases to meet your growth needs.

 ✓ Arrange financing if you’re going to need it — whether that means 
recruiting investors, assuming long-term debt, making a personal loan, 
or establishing a short-term line of credit with your bank.

 ✓ Stay in control of your finances by anticipating cash needs before they 
arise and meeting obligations in an organized, timely way.
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 When you estimate your future cash needs and sources, use the company 
cash-flow statement template in Form 8-3. That way, later you’ll be able to 
compare your projections with your actual cash-flow statements. Form 8-3 
allows you to look ahead over the next two years. If appropriate, you can 
expand the form to look even farther ahead. Many large companies do five-
year cash flow projections.

 Without a financial forecast, your business plan is incomplete. In the finan-
cial review section of your plan include your pro forma income statement, 
estimated balance sheet, and projected cash-flow statement along with the 
business assumptions behind your projections. Then review and revise your 
forecasts on a regular basis. Your financial forecast just happens to be one of 
the most important — and fragile — parts of your business plan. Be able and 
willing to change it when the business circumstances around you change.

The master budget
The master budget you create for your company allows you to do two 
extremely important things:

 ✓ Live within your means. Your master budget summarizes your com-
pany’s anticipated sales, cost of goods sold, operating expenses, capital 
expenditures, and cash flow. By constructing your company’s budget to 
align with your projected cash flow, you establish spending guidelines 
based on the most realistic financial picture you have. The budget, of 
course, fills in all the details.

 ✓ Use your money wisely. The master budget allows you to keep spend-
ing in line with your business plan. That way, you allocate funds in the 
most effective way possible to achieve company long-term goals.

To prepare a budget, start with copies of your projected cash-flow state-
ments for the next year or two, paying particular attention to the section that 
lists where you expect to use cash (refer to Figure 8-3). Then take each of the 
broad categories (cost of goods acquired; sales, general, and administration 
expenses; buildings and equipment; and distributions to owners) and create 
detailed plans for each entry, defining, for example, exactly how much money 
your business should spend on a service or a piece of equipment.

 If your company is large enough, you may want to get a few of your colleagues 
involved in the budgeting process. Creating a master budget is a big job. By 
working with the key people around you, you spread the effort while also 
upping the odds that your management team will buy into the master budget 
that you come up with.
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 Your master budget is a key part of your business-planning efforts, but you 
may or may not want to include it in your written business plan. For most of 
your audience, your pro forma income statement, estimated balance sheet, 
and projected cash-flow statement will provide enough information about 
your future finances.

Forms on the CD-ROM
The following forms on the CD-ROM are designed to help you examine your 
financial situation.

Form 8-1 Company Income 
Statement

A template that helps you determine your 
business profits

Form 8-2 Company Balance 
Sheet

A template for calculating your business 
worth

Form 8-3 Company Cash Flow 
Statement

A template for tracking inflow and outgo 
of cash
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In this part . . .

Different businesses face very different planning chal-
lenges, which is why we welcome you to pick and 

choose among the five chapters in this part. 

Chapter 9 covers planning issues for the self-employed — 
especially those just striking out on their own. Chapter 10 
takes on the challenges of small-business planning. 
Chapter 11 deals with planning issues unique to estab-
lished businesses, whether those businesses are mom-
and-pop shops or large enterprises. Chapter 12 looks at 
the unique — and often overlooked — planning issues 
faced by nonprofit organizations. Finally, Chapter 13 
presents planning advice for e-businesses as well as for 
companies adding e-commerce extensions to their brick-
and-mortar operations to take advantage of the Internet’s 
expanding possibilities.

Even though you’re likely to focus your full attention on 
only some of the chapters in this part, we recommend 
browsing through all five chapters. Chances are good that 
you’ll find advice that will help you tailor a plan to fit your 
one-of-a-kind business situation.
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Chapter 9

Planning for a One-Person 
Business

In This Chapter
▶ Understanding why you need a business plan

▶ Structuring for business success

▶ Putting a price on what you do

“Be Your Own Boss!” the advertisements beckon. What could sound 
better? No more punching a time clock. No more answering to 

supervisors. No more having someone else tell you what to do.

Almost everyone who’s ever felt stuck on the corporate treadmill (or in a 
long commute) has dreamed of pitching the rat race, printing up business 
cards, hanging a shingle, and opening the smallest of small businesses — a 
SOHO or, spelled out, a small office/home office one-person shop.

As large companies shed jobs during the latest downturn, many people dis-
covered that working for themselves was just about the only option available. 
A one-time bank analyst we know found herself running a Manhattan-based 
bicycle tour company. A former city manager in California set himself up as 
a booking agent for indie films. A Microsoft executive is now a high-paid con-
sultant to high-tech start-ups.

Many are glad the shock of a major economic downturn shook them out of 
their old jobs and into new, more rewarding occupations. But working for 
yourself isn’t for everyone, as appealing as it may sound. Are you ready to 
take the plunge? Can you make a living? Can you keep yourself disciplined 
and focused?
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This chapter helps you plot your strategy and create an effective business 
plan for a SOHO. It makes the case for why a business plan is important even 
if you’ll be the only one who ever reads it. It directs your attention to the 
parts of business planning that matter most to those who are self-employed. 
It helps you figure out what to charge and how to get paid for your product 
or services. Plus, as proof that going it alone doesn’t mean you’re out there 
all by yourself, it directs you toward resources that make your job a whole 
lot easier.

Having What it Takes to Succeed 
in a One-person Business

Going into business on your own definitely has its rewards. No boring staff 
meetings. No need for employee reviews. No interpersonal conflicts. But 
to succeed, you need to possess certain key strengths — qualities that not 
everyone has. You need to be able to accomplish several things that are 
absolutely critical to a one-person businesses success.

 ✓ Commit to doing one thing well: How many self-employed people have 
you met who shuffle through a stack of business cards as they explain 
the many ventures they’re into, personifying the old line “jack-of-all-
trades, master of none.” See Chapter 3 as you focus on the purpose and 
focus of your business.

 ✓  Establish pricing, billing, and collection policies: From the get-go, you 
need to know what you’ll charge and how you’ll collect. Whether you’re 
selling time or products, your pricing must be competitive, an accurate 
reflection of the value of your offering, and high enough to cover your 
production costs plus an adequate amount of profit to your business.

 ✓ Run your business like a business, not like an adjunct of your per-
sonal checkbook or a hobby that you pursue in your spare time: Small 
business start-ups are often born at the kitchen table. But to succeed, 
you need to turn your idea into a formal business structure — complete 
with a designated work space, a dedicated business bank account, and 
a written business plan that includes financial projections and reporting 
systems to keep your business on track.

Getting your one-person business off to a strong start is hardly like rocket 
science if — and this is a big if — you plan in advance and stick to your deci-
sions. That’s what the upcoming section is about.
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Planning for success
After you’ve weighed the pluses and minuses of working for yourself and 
decided that the self-employed life is for you, you’re at the precarious point 
where too many businesses take a giant misstep. You guessed it: They dive in 
without a formal plan to guide their efforts.

Don’t get hung up on the word formal. When you’re planning for a one- or 
two-person enterprise, formal doesn’t mean long or complicated. It just 
means putting a plan in writing to explain your business, your product, your 
market, your expertise, your goals, your growth plans, and what it will take to 
be successful.

Naturally, as a one-person business, you’re the primary audience for your 
plan. But after you have your plan down on paper, you’ll find many reasons 
to be glad that you wrote it in the first place. Here are just a few:

 ✓ To seek business financing: If you want help financing your business, 
bankers and potential investors will ask to see your business plan, and 
especially your financial projections, for proof that that you’re serious 
about starting and running a successful business. Providing that proof in 

Pros and cons of a solo career
Here’s the upside: When you work for yourself, 
no one else tells you when to start or when to 
knock off for the day. You have no salary cap, 
no performance reviews, no corporate politics, 
and no supervisors.

But here’s the rest of the story: Solo careerists 
usually work longer and harder than salaried 
employees and require more self-discipline. 
And, although they don’t answer to bosses per 
se, they do deal with clients, who sometimes 
make tough bosses look easy in comparison.

If you work for yourself, you get to

 ✓ Be your own boss

 ✓ Determine your own schedule

 ✓ Control your own economic fate

 ✓ Choose the kinds of work you want to do

But you don’t get

 ✓ A regular paycheck

 ✓ Employer-provided benefits

 ✓ Unemployment insurance and workers’ 
compensation

 ✓ Protection under labor laws

If you’re not quite sure whether you’re ready 
to go it alone, fill out the survey in Form 9-1 on 
the CD-ROM. If you answer yes to five or more 
of the statements, you probably have the disci-
pline to be self-employed. If not, you may want 
to spend more time mulling over your options.
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the form of a convincing business plan is more critical than ever during 
challenging economic times.

 ✓ To create marketing materials: Your business plan, with its description 
of your products and services, your target markets, and your customer 
benefits, will guide what you say to potential customers.

 ✓ To hire an employee or outsource work: When you want to describe 
what you do, what kinds of customers you serve, and how you run your 
business, your business plan is available as reference material.

 ✓ To work on the right tasks and objectives: When you’re doing all the 
work yourself, you can easily find yourself getting side-tracked. A busi-
ness plan can help you focus on the jobs that really need doing.

 Don’t try to keep your business plan in your head. Putting it in writing is 
important for the following reasons:

 ✓ It establishes a contract with yourself by stating what you intend to do 
and how you plan to accomplish it.

 ✓ It lists the resources you’ll need to get your business underway.

 ✓ It formalizes your goals and objectives.

 ✓ It provides a road map that will direct your efforts and boost your confi-
dence, two important keys to making a solo career work.

 ✓ It creates milestones that allow you to chart your progress and gauge 
your success.

 ✓ It helps you anticipate and address funding needs before they turn into 
funding crises.

Chapter 1 provides more detail about the benefits of a business plan. Read it 
if you still have any doubts.

Avoiding legal hassles
Big companies have legal departments. Medium-sized companies have law-
yers on retainer. If you’re a sole proprietor, you may never have to deal with 
lawyers at all. But there are times when it’s important to seek legal advice 
before going into business for yourself. These include (but are not limited to, 
as lawyers would say):

 ✓ If you have signed a nondisclosure agreement with a previous employer. 
This agreement may limit your ability to do certain kinds of work.

 ✓ If you have signed a noncompetition agreement with a previous 
employer. This agreement may prevent you from offering certain kinds 
of products and services or working with certain clients.
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 ✓ If your new business venture involves intellectual capital — that is, any 
kind of creative work that needs to be protected by copyright or patent.

 ✓ If your business needs to establish a legal entity.

 ✓ If your new business requires the use of contracts.

 ✓ If your new venture offers products or services that may be the target of 
a lawsuit.

 ✓ If your business will regularly engage the services of subcontractors or 
other people working for you.

The good news is that many lawyers are self-employed and can be hired to 
perform specific discrete services, such as preparing a stock contract or 
reviewing a nondisclosure agreement. Getting legal advice before you open 
the door of your new business can save you lots of trouble later.

Putting a price on what you do
 Pricing is a balancing act that takes into account

 ✓ The costs involved to provide your service or to make your product

 ✓ The prices competitors charge for similar products or services

 ✓ The pricing level that best reflects the value you offer and that your cus-
tomers seek

 ✓ What you need to deliver an adequate profit to your business

Here’s the dilemma you face: If you charge too much, your customers won’t 
buy. If you charge too little, customers may interpret your low price as an 
indication of low quality and choose to buy elsewhere.

So, what to charge? When determining your price tag, think about

 ✓ How customers perceive the value of your product or service. Flip to 
Chapter 7 for information on establishing the position your company 
holds in the competitive marketplace.

 ✓ How you can offer customer-responsive pricing. If your customers seek 
a wide range of solutions from your business, consider charging a base 
price and adding costs for extra features and benefits, thereby tailoring 
prices to your customers’ choices.

 ✓ How often you can adjust your pricing. Retailers can shift pricing as they 
bring in new lines or offer new promotions, for example, giving them 
great pricing flexibility. To build in flexibility, many service companies 
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provide project estimates based upon their current rates without actu-
ally stating hourly fees. This approach allows the service provider to 
maintain pricing flexibility. You can maintain flexibility in pricing by 
using the option of strategic discounting, which simply means reduc-
ing the prices of key products or services as a way to move inventory, 
attract a new customer base, match new competitors, or meet other 
objectives.

Knowing how to charge
Most self-employed service providers charge in one of the following ways:

 ✓ By the hour: You establish an hourly rate, keep track of your time, and 
bill clients for hours spent on their behalf. This is the standard pricing 
approach for service businesses handling small-project jobs.

 ✓ By the project: You and your client agree in advance on a fixed price for 
a defined amount of work. This is the standard pricing approach for ser-
vice businesses handling large-project jobs.

 ✓ A combined approach: A building contractor, for example, may bid on a 
set of plans and establish a fee for the project. But he may also stipulate 
that additional client-requested work over and above that covered by 
the estimate is to be paid at an established hourly rate.

Other businesses follow other billing approaches. For example, authors often 
receive a royalty, or a percentage of the cover price, for each book sold. A 
photographer might sell rights to photos based on the way the purchaser will 
use them. And some professionals are paid retainers, or upfront payments, in 
return for their availability to work on an as-needed basis.

 A computer network expert might charge clients a monthly retainer. In return, 
he agrees to keep their computer systems updated and up and running. If 
a client needs him, he’s available 24/7. If not, he enjoys his free time. The 
monthly fees provide him a steady month-by-month income, and his clients 
couldn’t be happier because they view the monthly fee as a computer insur-
ance policy that’s always in effect.

Figuring out how much to charge
Whatever payment arrangement you settle on, you still have to figure out 
exactly how much to charge.

 If you provide a service of some sort, begin by establishing an hourly rate. 
Even if you end up charging by the project or product, when you know your 
hourly rate, you can estimate the number of hours a job will take and multiply 
that number by your hourly rate to arrive at your project or product cost.
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One way to establish an hourly rate is to find out what other people doing 
similar work charge. In some cases, you can discover this information simply 
by talking to other independent contractors or by looking at their Web sites 
or marketing materials. To be competitive, set your rates within a similar 
price range. If you’re just starting out, you may want to begin at the lower 
end of the scale. If you have a long list of credentials and have earned rave 
reviews from clients, you can shoot for the upper end.

Another way to arrive at your pricing is to consider the following:

 ✓ How much customers will be willing to pay for your product or service

 ✓ How many hours a year you think you can spend on billable activities

 ✓ How many hours a year you need to devote to running your business

 ✓ How much it costs you to run your business

 ✓ Whether your projected revenue minus expenses equals an adequate 
profit

 Say that you’re a consultant who wants to personally make $80,000 a year. 
Further, assume that your overhead costs total $22,000 a year, plus you want 
to earn at least $8,000 profit annually to fund future growth. That means your 
consulting business needs to bring in at least $110,000 each year.

Next, say that out of each 40-hour workweek, you’ll spend 12 hours running 
your business (doing the banking, networking, making new business calls, 
working with accountants, and on and on). That leaves 28 hours a week 50 
weeks a year (assuming that you give yourself two weeks off for a well-earned 
annual getaway) for billable activities — or a total of 1,400 billable hours a 
year.

With all that information in hand, you can divide $110,000 by 1,400 hours to 
arrive at an hourly billing rate of $78.50.

If that’s more than you think clients will be willing to pay, you have a few 
choices: You can reduce your overhead costs, you can reduce your earnings 
and profit expectations, or you can spend more hours on billable activities, 
which probably means working longer weeks.

 To get a good idea of how you spend your working days, use the survey in 
Form 9-2. This information will be useful as you work to set your hourly rate.
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TASKS AND TIME SURVEY

Estimated Hours Spent
Activity

(Week) (Month)

Developing new products and services

Producing your product or service

Marketing and business development

Distribution or delivery

Customer service or client management

Office management

Bookkeeping and accounting

Other:

Other:

Form 9-2: Complete this form on the CD-ROM to assess where you spend your business time so you can plan 
your hourly billing rates accordingly.

 Here’s another pricing example, using a slightly different approach to the 
calculations.

Say a custom jeweler wants to earn $42,000 a year. Working 40 hours a 
week 50 weeks a year, she’ll put in 2,000 hours a year. Some of those hours, 
though, she’ll spend on marketing, billing, and business chores not directly 
related to making jewelry, including an occasional sunny afternoon spent 
enjoying the great outdoors. That leaves her with about 1,500 hours a year to 
actually make jewelry.

To earn $42,000 in 1,500 hours, she needs to charge $28 an hour. On top of 
that, she needs her pricing to cover about $9,000 in costs involved to run the 
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business — from overhead to the costs of raw materials that go into the jew-
elry. This adds $6 to her hourly rate ($9,000 divided by 1,500), bringing her 
total to $34 an hour.

But she still has more to consider, like profit — or extra money she can use 
to buy better equipment or expand to a bigger studio. To earn $4,500 of profit 
a year to support her long-term business goals, she needs to add $3 to her 
rates. That brings the grand total to $37 an hour if she wants to cover her 
salary, expenses, and profit in 1,500 hours of billable time a year.

Of course, a jeweler usually charges by the finished piece rather than by the 
hour. But by knowing her hourly rate, she can estimate the number of hours 
that go into a piece of jewelry and multiply to set its price. For example, a set 
of gold earrings that require ten hours of work will cost $370. Knowing that 
figure, she can do a reality check: Given her market and her competition, is 
this price reasonable? If it is, great. If not, she’s going to have to think a little 
harder about her business model. (For more information on business models 
and other strategies, flip to Chapter 5.)

Even if you’re self-employed, plan to make and set aside a profit above and 
beyond what you pay yourself. Doing so allows you to expand and develop 
your business when times are good. It also provides an important safety net, 
should your business experience an unforeseen setback.

 Take time to figure the hourly rate you need to charge to cover your salary, 
overhead, and profit projections. You may want to use Form 9-3 to make sure 
that your rate covers all your business expenses. Check all categories that 
apply to your business and enter the rough amounts you expect to spend.

 In your business plan, include information on how and what you intend to 
charge for your service or product. Show the calculations behind your pricing 
decisions. (Turn to Chapter 8 for information on managing the financial end of 
your business.)

Establishing billing policies
When you’re in business for yourself, you typically send out a bill and then 
wait — 30 to 60 days isn’t uncommon — for your clients to hold up their 
end of the bargain and actually pay you. Most do. But sometimes things go 
wrong, and a company (or an individual) may be slow to pay. Worse yet, they 
may be unable or even unwilling to pay, so you have no surefire way to avoid 
trouble. But the following tips may help:

 ✓ Discuss costs before you perform the work. Put your cost estimate in 
writing and present it and answer any client questions about the costs 
involved. Discussing fees can be uncomfortable, but it’s way, way better 
to discuss them upfront rather than after the fact.
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SELF-EMPLOYED EXPENSE CHECKLIST

Expense Category Estimated Cost (Week, Month, Year)

Rent

Utilities

Equipment costs

Maintenance costs

Office supplies

Postage and delivery costs

Automobile expenses

Travel expenses

Business-related meals

Advertising and marketing

Clerical or office help

Accounting and tax fees

Legal expenses

Information technology equipment costs

Health insurance and other benefits

Other

Form 9-3: Use this form to get a handle on your overhead expenses before setting your business pricing.
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 ✓ Get signatures on your cost estimate or contract. Doing so helps you 
later if you have trouble collecting what you’re owed.

 ✓ Establish and explain billing policies. Also include how you bill for 
work outside the scope of service covered by your estimate or contract 
and how you charge for client-requested changes.

 ✓ Put your billing and payment policies in writing, even if they just 
appear as fine print on the back of your estimate or contract. By pre-
senting them as established policies, clients are less apt to feel singled 
out when extra charges apply.

 ✓ Avoid billing surprises that don’t show up until the client opens the 
bill. Get additional costs approved, in writing, along the way.

 ✓ Send bills out on time. The more promptly you bill, the more quickly 
you get paid.

Getting paid
The longer an account goes unpaid, the more difficult it is to collect. In the 
field of accounts receivable, time is money. As an independent businessper-
son, you’re your own collection agency unless a bill goes really delinquent, 
which you can try to avoid by using the following steps:

Stay home and get rich fast ’n easy
You’ve seen ads: Earn $5,000 to $10,000 a month 
working at home. In your spare time, no less. 
Most of these get-rich-quick schemes are 
bogus and even fraudulent. They seem to be 
cooked up by the same people who promise a 
25-pound weight loss in a week with no dieting.

But that doesn’t mean you can’t make money 
working by yourself and from your own home 
or small office. In fact, according to The Wall 
Street Journal, independent contractors are 
typically paid 20 to 40 percent more per hour 
than employees doing the very same job. Why? 
Because the hiring firms don’t have to pay them 
additional benefits, including health insurance, 
sick leave, workers’ compensation, and so on. 
The companies also have absolutely no obliga-
tion to their outside contractors. It’s no wonder 
they can afford to pay higher hourly rates. The 
only drawback to this plan is that if you’re in 
business for yourself, you need to think seriously 

about providing yourself with the most impor-
tant of these benefits, including a good health 
plan.

The ranks of the self-employed can also come 
out ahead by taking advantage of various 
business-related tax deductions. These deduc-
tions include necessary expenses related to 
your work — as long as the expenses are both 
reasonable and typical for the type of business 
you’re in. You can even deduct the expenses of 
running a home office. Check out Form 9-4 on 
the CD-ROM to help you decide whether work-
ing out of your home is right for you and then 
take a look at IRS Publication 587 (Business 
Use of Your Home), which you can get from 
the IRS Web site at www.irs.gov. If you’re 
self-employed, you can also establish your own 
retirement plan, which can offer significant tax 
advantages.
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 ✓ Get personal. When a bill is past due, don’t rely on e-mail or letters; pick 
up the telephone. Ask to speak to your contact for the project. Get the 
names of the people in accounts payable or purchasing and call them. 
Make appointments to visit in person.

 ✓ Be persistent. The squeaky wheel gets the grease, as the saying goes. If 
other creditors are trying to get money, the more persistent you are, the 
closer you’ll get to the front of the line.

 ✓ Be pleasant. Ask whether there is a problem with the bill. Perhaps it’s 
held up awaiting approval or maybe a line item is being questioned; you 
won’t know if you don’t ask. Your queries may uncover customer service 
issues or may even generate additional sales. Ask and then listen.

 ✓ Don’t wait longer than 60 or 90 days. If all else fails, take your case to 
court. Small claims courts resolve disputes involving small amounts of 
money — usually under $10,000. You can represent yourself, and the 
process is relatively quick and inexpensive. (If it’s any comfort, you 
aren’t alone. Debt collection is the most common case heard in small 
claims court.)

 Get proactive by establishing credit policies before the need even arises. Local 
collection or credit bureaus often provide free planning advice plus they stand 
by to serve as collection agents for delinquent accounts.

Treating your business like a business
Owning your business isn’t a hobby. If you quit your job and started your 
own business, it’s your means of livelihood. Follow these steps to form a 
strong business foundation and to separate your work and personal lives:

 ✓ Separate your business life from your personal life. Set up a designated 
workspace with professional surroundings. Establish working hours that 
ensure personal time where business issues don’t encroach on free time 
and family time. And, by all means, separate your home and business 
finances by establishing bank accounts to handle your business funds.

 ✓ Pay yourself. The previous section on pricing your services will help 
you focus on how much you want to earn and how to price your services 
to achieve your income objective.

 ✓ Reward yourself with praise, raises, bonuses, and retirement savings. 
Some self-employed businesspeople tie their rewards to their business 
goals and objectives. If, say, you reach one of your more ambitious 
goals, give yourself a cash bonus out of the business profits. This strat-
egy may sound a little silly — it’s your own money, after all, but many 
freelancers and independent contractors say that these kinds of incen-
tives are key to staying focused and on track.
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 ✓ Review your performance. Judge your performance against business 
goals and objectives. Make sure you involve your clients. That is, follow-
ing major projects, discuss their satisfaction levels as a way to monitor 
how you and your business are performing.

 ✓ Implement your business plan. Getting absorbed by day-to-day busi-
ness needs — whether collecting an unpaid bill or addressing a loom-
ing client issue — is easy to do. If you’re not careful, you’ll be so busy 
serving clients that you’ll forget to run your own business. That’s where 
your business plan can rescue you, keeping you focused on your goals 
and objectives and the deadlines of your action plan.

 ✓ Set money aside in case work slows down or a client doesn’t pay on 
time. Decide how much money is enough to carry you through a month, 
two months, six months, or whatever. Then build up a cash reserve — 
not in a personal bank account but in a business savings account where 
you’re not likely to raid the money around the holidays or vacation time. 
We can’t stress this point enough, especially during tough times. An ade-
quate cash reserve can mean the difference between weathering a rough 
stretch and going bankrupt.

Tailoring a Business Plan to Fit 
Your One-Person Enterprise

Chapter 1 describes each component of a business plan. Lucky for you, 
though, when you’re self-employed, you can skip a few of the parts because 
they simply don’t apply to your business or your business plan:

 ✓ You can ditch the executive summary completely. Your plan is probably 
concise enough to read quickly and won’t require a summary version.

 ✓ You won’t have much to say about your company’s organization. It’s 
hardly necessary to explain the chain of command when you’re running 
a company with a staff of one.

 ✓ Your company description can be short, so long as it’s clear. Yours 
will probably describe your abilities, the advantages you offer, and the 
market potential you will tap into.

 ✓ The financial review can be basic, as long as it provides thorough expla-
nations of your projected revenues and expenses and how cash will flow 
in and out of your business.

 When writing your business plan, don’t worry about polishing your prose until 
it’s perfect. The important thing is to get the key points down on paper.
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 What your business plan does need to include is

 ✓ An overview of your company

 ✓ An analysis of your business environment

 ✓ Your business strategy

 ✓ Your financial review

 ✓ A copy of your action plan

Together these five sections cover the nuts and bolts of self-employment 
planning. See Chapter 14 for how the pieces of the plan come together in a 
finished business plan. But first go through the following sections for tips on 
tailoring your business contents to the needs of your one-person operation.

Company overview
 Before you wave off this section with the personal assurance that you know 

what business you’re in and what you intend to do, realize that if your direc-
tion is even slightly fuzzy at the launch of your business, you’ll pay the price 
for your lack of focus ever after. So don’t skip these two steps:

 1. Write vision and mission statements.

  These statements describe the purpose of your business and what you 
hope to achieve.

 2. Set goals and objectives.

  Your goals and objectives define exactly what you want to accomplish 
and how you will go about achieving your aims. For most people, becom-
ing self-employed is a venture into uncharted waters. For the first time, 
you’re the captain, first mate, and crew all rolled into one with no boss 
calling the shots or evaluating your performance. Goals and objectives 
are essential because they serve as an important yardstick to measure 
your progress.

Chapter 3 offers help as you take both these steps.

Business environment
You can find out everything you need to know about assessing your business 
environment in Chapter 4. It helps you analyze your industry, your clientele, 
your competitive environment, and the economic and business trends on the 
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horizon that can affect your success. All four are important even for one-
person businesses. For example, you’ve probably looked around to see 
whether your regional economy has room for a number of construction con-
tractors, self-employed accountants, freelance designers, or whatever other 
independent service you’re offering. Even so, you want to look more closely 
to find out how many others are out there doing the same kind of work you 
do and decide what makes you a different and better choice — and whether 
there is, in fact, enough business to go around.

Just as important as assessing your competitive environment is the need to 
track key trends in your industry. If growth is booming in your area, business 
may be ripe for the picking. But if economic trends don’t look so hot, you 
may need to dedicate time and energy devising strategies to attract new busi-
ness in a slowing market.

Developing a business network
When you’re self-employed, business relation-
ships you establish outside your company can 
be like lifelines. Your one-person company 
won’t have a business team to bounce ideas 
off of or to share concerns, ideas, or dreams. 
Instead, you’ll want to develop a network of 
associates that you can count on for busi-
ness contacts, ideas, and advice. So include 
in your business plan a discussion of how you 
will establish and maintain a business network. 
You can

 ✓ Keep track of your business contacts. Use 
contact management software or keep lists 
manually but, one way or another, record 
names, numbers, and personal and busi-
ness interests.

 ✓ Stay in touch. Call associates from time to 
time just to say hello, see how business is 
going, and share insights. Send or forward 
useful news articles and call to congratu-
late them when appropriate. The bottom 
line is that you want to maintain contact, 
but also realize that friendly calls often yield 
new business. Every contact you make 
offers an opportunity to promote yourself 

and your business. Take advantage of 
every opportunity.

 ✓ Make contact with your competitors. 
Chances are good that you have more to 
gain by networking with people in your 
industry than you have to lose. Minimally, 
you get to know each other, and the contact 
may well benefit your business. Competitors 
often refer clients to others when they can’t 
or don’t have time to handle a piece of busi-
ness themselves.

 ✓ Join a business group to create an instant 
network. Think rotary clubs, chambers of 
commerce, and industry associations. You 
can find groups full of people involved in 
the same kind of business as yours or loose 
alliances of businesspeople working in the 
same geographic area. Some groups rep-
resent specific interest groups, such as 
women, minorities, or gay businesspeople. 
Your local chamber or economic develop-
ment office may have lists, or you can look 
up “associations” in the Yellow Pages. 
The checklist included in Form 9-5 on the 
CD-ROM will jump-start your thinking.
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As you study industry trends, be sure you read the indicators not just for 
the moment, but for the future as well. Include both a rosy forecast and a 
worst-case forecast. The cheerier version of the future should help keep you 
motivated. But the lesson from the recent downturn is clear: Use the more 
conservative version for planning. It’s better to be pleasantly surprised when 
business is better than expected rather than taken by surprise when the 
profit you’d hoped for doesn’t materialize.

 A tax accountant moved into a great new office space at a time when there 
was more work around than she could possibly take on. What she failed to 
pick up on, though, was that the local economy was actually slowing. What’s 
more, many individuals and small businesses — the accountant’s traditional 
clients — were beginning to rely on tax software programs rather than 
accounting services. Between higher office rent and a declining client base, 
she found herself in a financial crunch that she could have averted if she’d 
taken time to evaluate her business environment beforehand.

Company description and strategy
You’re self-employed, so obviously you don’t need much space to describe 
your company’s organization. Instead, devote the effort to an explanation of 
how your company will operate — how you’ll work with customers, deliver 
products and services, get new business, outsource work, and so on.

In this section of your business plan, also describe your strengths and weak-
nesses, both personal and professional. You are the entire management 
team and staff, so defining your own capabilities and how you’ll compensate 
for shortcomings is an essential element of your business planning. For 
guidance, check out the section on company strengths and weaknesses in 
Chapter 5.

Financial review
The financial review section of your business plan doesn’t have to be long, 
but it does have to be complete. Show how much you plan to make, how 
much you need to spend to get started, and how much you need on an ongo-
ing basis to keep yourself in business. The earlier section titled “Putting 
a price on what you do” will help as you define your pricing and billing 
policies. To create financial statements, forecasts, and budgets, check out 
Chapter 8.
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Action plan
Your action plan is just what the name suggests — a nuts-and-bolts plan of 
action, broken down step by step, to move your business ahead. Don’t go for-
ward without one.

 Start by carefully looking at your personal strengths and weaknesses. If you 
know you’re a strong service provider but a bit thin in the marketing area, 
for example, your action plan may include enrollment in a marketing class or 
arrangements for freelance marketing or agency assistance. If you’re a little 
wobbly when in accounting, your action plan may be as simple as hiring an 
outside accountant.

The reason the action plan is so important to a one-person business is 
because no supervisor or boss is telling you what to do next. You’re the one 
who has to set the direction, steer a course, and measure your progress. 
Ultimately, your action plan is a good device for making sure your company 
stays on track.

Forms on the CD-ROM
If you’re self-employed, check out the following forms on the CD-ROM to help 
you plan.

Form 9-1 Is Self-Employment 
Right for You?

A survey that helps you identify the traits 
needed to be successfully self-employed

Form 9-2 Tasks and Time 
Survey

A survey to help you estimate how much 
time you spend on each area of your 
business

Form 9-3 Self-Employed 
Expense Checklist

 A checklist to help you get a handle on 
your business expenses

Form 9-4 Evaluating Your Home 
Office Options

A questionnaire to help you evaluate 
your home office options

Form 9-5 Checklist of Business 
Networking 
Resources

Resources you can turn to in order to 
track down business networking groups 
in your own industry
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Chapter 10

Planning for a Small Business
In This Chapter
▶ Creating a plan for your small business

▶ Deciding where to focus your business-planning efforts

▶ Planning to grow your small business — or not

The big guys like Google, Toyota, Apple, Microsoft, and AT&T make the 
business headlines. But the real powerhouses driving the nation’s econ-

omy are — you guessed it — small businesses, places like Giovanni’s Pizza, 
Main Street Marketing, Woody’s Custom Furniture, and Eye of the Needle 
Tailoring. Small businesses like these employ more than half of the U.S. pri-
vate sector workforce and create the majority of the nation’s new jobs.

What qualifies as a small business? The official definition of a small business, 
brought to you by the Small Business Administration (SBA), is any business 
that is “independently owned and operated and that is not dominant in its 
field of operation.” If your company employs fewer than 100 people and has 
only a few locations, consider it a small business.

For the purposes of business planning, if your company’s big enough to 
be publicly traded on the NASDAQ or the NYSE, you’re too big to be called 
a small business. On the other hand, if your business consists of you and 
you alone, you’re self-employed — and you get your very own chapter (see 
Chapter 9).

This chapter focuses on the aspects of business planning most critical to 
small businesses — especially those that are just starting up or ones that are 
playing catch-up and writing business plans for the first time. If your business 
is already in full motion, supplement the information in this chapter by turn-
ing to Chapter 11 to find out about planning for an established business.
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Recognizing the Importance of a Plan
Business planning is critical to the success of a small business. In fact, according 
to the SBA, planning ability is one of the keys to small business success. (The 
others are sound management, industry experience, and technical support.)

Chapter 1 offers a complete description of the value of business planning. 
For small businesses, three reasons to take the time to write up a plan really 
stand out. A written plan will help you

 ✓ Analyze your resource needs before you commit to a business idea. 
One of the major reasons small companies go under is because they 
lack adequate resources to turn a good idea into a profitable venture. By 
writing a business plan, you detail your requirements for time, cash, and 
people and establish your equipment needs, location requirements, and 
the staff you’ll have to hire. Together, these elements determine how 
much money you’ll need upfront and how long you’ll have to fund your 
enterprise while you wait for it to start turning a profit.

 ✓ Develop the information necessary to make the case for a business 
loan. Unless you have a deep-pocketed relative waiting in the wings with 
a check to underwrite your business, you’ll probably need to get a loan 
or attract the support of one or several investors. That means you’ll 
need a convincing business plan. According to the SBA, a good business 
plan is a crucial part of any loan package.

 ✓ Shape a successful business strategy. The business-planning process 
requires you to think clearly about your potential customers and your 
competitors. It also prompts you to assess your own strengths and 
weaknesses and the opportunities and threats that you face in your 
industry and marketplace. Your findings will lead to a business strategy 
that fits your market environment, builds on your business capabilities, 
and lays the foundation for your success.

Preparing Your Small Business Plan
You’ve probably already put together some of the pieces of a business plan. 
Now you’re probably wondering whether you really need to put together a 
full plan, and if it really has to be a big deal.

Yes, you need a full plan, and no, it doesn’t have to be a big deal. But if your 
business plan is going to help you succeed, it needs to cover all the bases, 
including the resources you need, your financial situation, and the strategy 
you’ll employ to make it all work.
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 Your business plan should contain the following five parts:

 ✓ A summary of your business environment

 ✓ A description of your company

 ✓ An outline of your business strategy

 ✓ A summary of your financial statements and forecasts

 ✓ Your action plan

The following sections cover these parts and the issues that deserve the 
most attention — and why.

Analyzing your business location 
and the surrounding environment
The very first section of your business plan summarizes how the environ-
ment around your business will affect your company’s success. It examines 
the industry you’re in, your customers, and your competition. For a thorough 
look at your business environment, go to Chapter 4, which leads you through 
such an assessment.

The first factor that affects the success of most small businesses is location 
because it often determines who your customers are and what businesses 
you compete against. When you’re clear about the geographic scope of your 
market area, you can evaluate the composition of the population, economic 
conditions, and competing businesses. If your business serves multiple 
market areas, you need to assess these same issues in each area to arrive at a 
useful analysis upon which to plan your business.

Especially if your business relies on foot traffic and spontaneous buying deci-
sions, where you place your shop or office — on a busy thoroughfare or on a 
less-traveled alleyway — can mean the difference between success and failure 
to attract adequate visibility and activity. So make sure that you spend serious 
business-planning time weighing the pros and cons of your location and make 
an equal effort evaluating the business environment of your market area.

The Internet has given new meaning to location. Even many bricks-and-mortar 
companies have Web sites. More and more companies are doing business 
entirely on the Web. For these e-businesses, driving traffic to their Web site 
is the key to success. A simple and easy-to-remember URL can go a long way 
toward making customers aware of your presence on the Web. A new travel 
magazine, called AFAR, has the nifty URL http://afar.com. Talk about 
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easy to remember. Beyond an easy-to-remember name, Internet sites depend 
on links on other sites to drive customers their way, as well as mastery of 
social networking tools such as Facebook and Twitter. The more links you have 
to your site, the better your location on the Internet. For more information 
about planning for a business that relies on the Internet, check out Chapter 13.

 Location can be critical in another way. Suppose that you’re starting a small 
software company that will depend on highly trained software engineers. You 
have to locate your company in a place where these kinds of people live — or 
at least are willing to move. You’re likely to find them in Seattle, Washington, 
or San Jose, California, for example. You may have some trouble, though, if 
you set up shop in Mountain Home, Arkansas. That’s important to remember 
as you begin planning your business.

 Complete the business environment section of your business plan in three 
parts. Chapter 4 helps you arrive at your answers:

 ✓ Describe your business or industry arena, including the trends you’re 
seeing. Note whether the market is growing or receding; what it takes to 
enter the arena; and any technological, regulatory, or other changes you 
see on the horizon.

 ✓ Describe your customers by stating where they live or are located; facts 
about their age, gender, income, marital status, and so on; and anything 
you know about why and how they buy products like yours.

 ✓ Describe your competitive environment, including the strengths, capa-
bilities, and growth plans of major competing businesses and how you 
plan to differentiate your business.

Defining your business and its purpose
Your company description is the component of your business plan that states 
what kind of business you’re in and what you look like as a company. The 
company description tells exactly what your business intends to do, how it 
intends to do it, and what is going to make it unique and successful.

The reason this description is so important usually boils down to one word: 
money. Most small companies have to take out business loans, enlist the help 
of outside investors, or arrange for lines of credit to cover bills that need to 
be paid before revenues roll in. The first thing investors want to know is what 
your business does, and the best way to persuade them that your business 
idea is sound is to describe it concisely and convincingly. In the aftermath of 
the recession, both business loan managers and investors have become par-
ticularly tough when it comes to handing out money. That only means you’ll 
have to work harder to convince them that your business plan is a winner.
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 As you describe your company, communicate the most important aspects of 
your business, including the kinds of customers you serve, the products and 
services you offer, and the capabilities that will underpin your success. Chapter 6 
provides descriptions and forms to help you write your company description.

Plotting your business strategy
The strategy section of your business plan describes exactly how you intend 
to accomplish your business goals.

 ✓ If your goal is to get your business off the ground, you need to outline 
your strategy for obtaining financing and launching your operation. See 
Chapter 18 for information on approaches for funding your business.

 ✓ If your goal is to expand your business, you need to describe your 
growth strategy. Chapter 5 presents growth options and planning advice, 
and Chapter 11 helps set a plan for growing an established business.

 ✓ If your goal is to introduce a new product, you need to detail strategies 
for research and development, production, and product introduction. 
Chapter 6 can help as you define and present your capabilities in each of 
these areas.

 In addition to all other strategies, this section of your plan needs to outline 
your marketing strategy, showing how you plan to reach customers and per-
suade them to buy what you sell. Your marketing plan is the blueprint you’ll 
follow to achieve sales success. For more information on writing this section 
of your plan, see Chapter 7. For complete guidance on developing a plan 
scaled to your business size and needs, take a look at Small Business Marketing 
For Dummies, 2nd Edition, (Wiley) by Barbara Findlay Schenck.

 In the strategy part of your business plan, list your business goals and 
objectives and accompany each one with the strategy you’ll follow to achieve 
success.

Clarifying your financial situation
Your business plan absolutely has to include a complete financial picture of 
your company — including planned income, estimated balance sheet, and 
cash-flow projections. No ifs, ands, or buts. Your financial reports provide 
the navigational tools that you need to keep your business on track, plus 
they provide the essential information that bankers and other supporters 
need to see and monitor.

16_438541-ch10.indd   22316_438541-ch10.indd   223 3/30/10   4:38 PM3/30/10   4:38 PM



224 Part III: Tailoring a Business Plan to Fit Your Needs 

Whether you’ve run a business before or not or whether you’re starting a 
brand-new venture or are expanding an existing enterprise, when you’re esti-
mating how much money you need in the bank, unknowns are everywhere, 
and the guesswork is tough. But estimating how much you need gets a little 
easier if you focus on two kinds of spending:

 ✓ One-time start-up costs: Every small business faces a long list of items 
that you have to spend money on only once just to get up and running — 
everything from a business license, start-up furnishings and equipment, 
and introductory marketing materials to that Grand Opening promotion 
you’ve planned.

 ✓ Regular monthly expenses: After you’re open for business, you have all 
sorts of ongoing expenses to deal with, from paying salaries to buying 
supplies. Over time, of course, you expect your sales revenue to cover 
these expenses. But that situation doesn’t happen overnight, so you 
have to set aside funds with which to pay the bills in the early tough-
sledding period. Having a three- to six-month cushion is a good place 
to start, but how long you’ll need a cushion depends on what business 
you’re in.

 For a good idea of what size bankroll you’ll need to finance your small busi-
ness start-up, use Form 10-1 on the CD-ROM. Fill in the blanks to detail your 
estimated start-up costs. Next, estimate the ongoing monthly expenses you 
expect to incur and multiply by the number of months you think will pass before 
your business is bringing in sales revenue sufficient to cover its overhead. Add 
the two totals together, and the resulting number is the financial cushion you 
need to start out with in order to have cash available when you need it.

Uncle Sam’s helping hand
The Small Business Administration (SBA) has 
a mandate from Congress to help small busi-
nesses with their financial needs. In other 
words, the SBA exists to help small companies 
just like yours. The administration does its good 
deeds through a variety of programs, including

 ✓ Loan programs: Although the SBA doesn’t 
make direct loans, it does work with lend-
ers and other intermediaries to help small 
businesses secure the money they need.

 ✓ Small Business Investment Company 
Financing: Privately owned and managed 

investment funds, SBICs are licensed and 
regulated by the SBA to invest in qualified 
small businesses. Like venture capital, the 
goal is to generate high returns for investors.

 ✓ Surety Bond Guarantee Program: This 
program provides small and minority con-
tractors with contracting opportunities by 
offering guarantee bonds for up to $2 million, 
covering bid, performance, and payment 
bonds.

To find out more about SBA programs, visit 
www.sba.gov.
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Use the figures you come up with in Form 10-1 as a starting point for develop-
ing the financial statements that you include in your written business plan. 
(For a step-by-step guide on how to put together your financial picture, flip to 
Chapter 8.) Be sure that you accompany your financial forecasts with descrip-
tions of the assumptions you made as you put the numbers down on paper.

 For the IRS’s view on financial and tax matters, go to the horse’s mouth. Check 
out Business Expenses (IRS Publication 535), Tax Guide for Small Business (IRS 
Publication 334), and Small Business Tax Workshop Workbook (IRS Publication 
1066). All three publications are available on the IRS Web site at www.irs.gov.

Establishing your action plan
 Your business plan should include an action plan that outlines the sequence 

of all the steps you intend to take to implement your business plan, focusing 
first on the most immediate and pressing tasks you face.

 A good way to approach your action plan is to look back at the strategies you 
selected to meet each of your goals and objectives. Break each strategy into 
steps and then prioritize which ones need to happen first, second, third, and 
so on. Put the steps in order, and you have an action plan.

First, you probably want to detail steps to get your financial house in order. 
Shortly thereafter, you most likely want your action plan to address the 
process of putting together a top-notch staff. Then you want to define the 
actions you’ll take to establish your business, gain name familiarity, and build 
and polish your reputation. No doubt your business will face some degree of 
change over the time period covered by your business plan, so you want to 
detail actions that will help you manage the change your business will inevi-
tably encounter. And finally, you want to define steps you’ll take to grow your 
business if, in fact, growth is among your goals.

 To capture all the relevant information you’ll need to include on job descrip-
tions, use Form 10-2 on the CD-ROM. For ideas on where to find employees who 
meet your requirements, look over Form 10-3, the Job Recruiting Checklist.

The upcoming sections help you think through a few of the major issues you 
want to consider as you prepare your action plan.

Keeping an Eye on the Business Horizon
Change is an inevitable part of the economic landscape. And change is coming 
faster than it used to, especially for small businesses. Big companies are like 
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luxury ocean liners. When they encounter a little squall, the passengers 
barely feel it. Large firms, in other words, can weather economic downturns 
or changes in the marketplace. However, small businesses are like small 
boats. The winds of change can bounce them around pretty hard and, some-
times, capsize them completely.

 To succeed over the long haul, you have to navigate your small business 
through all the changes that are bound to happen. How? First, keep an eye on 
the horizon, watching out for what may be coming along. Second, be ready to 
change course or shift position to avoid trouble or to take advantage of good 
winds and strong currents.

Now shift from the nautical metaphors to the real world of business, where 
change is most likely to happen in one of these five main areas:

 ✓ The economy: Economic change is usually measured in terms of the ups 
or downs of interest rates or inflation, or changes in the value of one 
currency in relation to another. The recent recession proved how impor-
tant the economic environment can be to small businesses. Firms that 
were in good shape have survived; those that were shaky to begin with 
are history.

 ✓ Technology: Changes in technology may mean the introduction of a 
brand-new technology or new ways of using an old technology. It may 
also lead to process improvements — better ways of manufacturing a 
product or delivering a service or new ways to better serve custom-
ers. The sudden introduction of a new technology — think e-books or 
Twitter — can completely change the competitive landscape. That’s why 
it’s so important to be looking ahead.

 ✓ Business trends: Changes in the business climate may result from new 
competitors coming into an industry or area or companies getting out. 
Business trends may open new markets and close off others.

 ✓ Cultural change: Everything from changes in the demographics of an 
area — changes in the age, income, marital status, education level, or 
other factual characteristics of people — to social and lifestyle changes 
can affect industries and markets. Although these changes are often 
gradual, they can be extremely powerful and almost impossible for 
your company to escape. Some experts think the global recession could 
signal a long-term change in Americans’ buying habits, for example. If 
they’re right, that could spell trouble for some companies — automobile 
makers, for example — and good news for others, such as car repair 
companies.

 ✓ Government affairs: The government’s influence over business often 
takes the form of new regulations, legislation, or court rulings that may 
reflect longer term shifts in federal, state, or local political agendas.
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 In the first section of your business plan, where you describe your business 
environment, make sure that you address looming changes that may affect 
how your company operates. Identify the trends and changes that are most 
likely to affect your business and describe how you will watch and respond to 
each of the specific issues and events that could play a significant role in the 
future of your small business. Such trends and changes may include a pending 
legal case, an emerging technology, or an upcoming regulatory decision.

Growing — or Not Growing — 
Your Small Business

Many small businesses want to and always will remain small. Other busi-
nesses start small with the dream of growing big — sometimes very big. Take 
Starbucks, which began as a local Seattle coffee shop, and Apple Computers, 
which was launched in a garage. When small businesses grow into giant cor-
porations, it’s not by accident. Behind that growth is a well-thought-out busi-
ness plan along with the drive and the resources to get there. But becoming a 
big business isn’t for everybody.

 An entrepreneur who started a stereo shop in a small Illinois college town 
created just the kind of friendly, cluttered, slightly disorganized place you’d 
expect to see in such a place. But the salespeople who worked there really 
knew and loved audio equipment, and the business was stocked with great 
components at very competitive prices, thanks to the fact that overhead was 
so low. The unbeatable combination of quality, service, and price soon made 
the store a huge success — and the owner began to dream about expanding 
into a chain of stores throughout the Midwest.

We’d like to say that this idea sounded good on paper, but the owner never 
even put his business plan in writing. He launched right into action, building 
inventory and leasing storefronts without once thinking about how he would 
find knowledgeable sales teams, promote the new stores, or create an orga-
nization that could manage the jump from one shop to half a dozen. The laid-
back, disorganized style worked fine for a single store with a garage-worth of 
inventory, but it turned out to be a disaster for the small chain. The losses 
from the new outlets soon eroded the original store’s profits. Six months 
later, the owner closed up and went back to school, even though he’d already 
been through the school of hard knocks.

A well-crafted business plan may have helped avoid disaster. But even before 
the planning, the owner should have asked one simple question: Do I really 
want to grow my business?
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Some small businesses are meant to remain small, and some business owners 
are meant to run small companies. In this case, an entrepreneur loved audio 
equipment, worked well with his sales team, and had a great rapport with the 
customers who came through his door. But he wasn’t particularly well orga-
nized or good at delegating — the two main characteristics he needed to run 
a larger operation.

 Whether you’re growing your business or planning to stay small, holding on 
to your valued employees will be critical to your success. You’ll find useful 
tips on how to improve overall employee job satisfaction on Form 10-4 on the 
CD-ROM. For many employees, satisfaction comes from knowing they’re part 
of a team. For tips on promoting teamwork and team spirit in your small busi-
ness, check out Form 10-5.

 Before you make plans to grow your own small business into something bigger, 
take time to ask yourself whether you really want to manage a larger company:

 ✓ How will the day-to-day operations of the company have to change?

 ✓ How will my own duties and responsibilities be different?

 ✓ What additional skills will I need to make the growing business work?

 ✓ What weak points or limitations do I have that may get in the way?

Don’t be discouraged if your answers make you think twice about growing your 
business into something bigger. Not every business is suited to expansion — 
and not every small-business owner really wants to manage a big organiza-
tion. Many business owners are perfectly happy and successful staying small.

If your answers give you confidence that growth is a smart move, buckle down 
and really start planning. Turn to Chapter 5 for more details on the ways that 
companies typically grow and for a checklist of critical resources that you’ll 
need as your company begins to grow. Then turn to Chapter 11 for informa-
tion on how to write a business plan when you’re working to grow an estab-
lished business.

Keeping It in the Family
Many small businesses are family-run operations. The latest economic tur-
moil may be generating more family-run businesses, some experts think. 
When the economy encounters a rough patch and jobs are in short supply, 
many people consider the option of a family-run business. Young people just 
starting their careers are more likely to remain with the family business when 
prospects outside the family are slim.
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Family businesses can be very rewarding, but they can also be tricky to 
manage. Interpersonal relationships tend to play a bigger role in family busi-
nesses than they do in other small companies. Feelings get hurt, and when 
they do, the fallout affects both people’s working lives and personal lives. 
Divorces can wreak havoc on a small family business. So can battles over 
succession, especially when several children are in position to take over the 
company when a parent retires.

Another challenge unique to family businesses is recruiting, rewarding and 
retaining outsiders — key employees who are not part of the family. Too 
often, outsiders may feel as if they can’t compete with the special privileges 
accorded family members.

All these issues must be confronted directly during the business planning 
process. Fortunately, many of the special challenges of running a successful 
family business can be remedied. The first step, of course, is having a plan in 
place. A surprising number of small family-run businesses don’t get that far. 
Along with the features of any business plan, a family-run company’s plan-
ning efforts should include

 ✓ Buy-in from all key family members in the business planning process

 ✓ Financial and governance policies that separate family issues from the 
business

 ✓ A clear plan for succession

 ✓ Compensation policies that treat all employees equally, regardless of 
whether they are family members or outsiders

 ✓ Policies for negotiating disagreements should they occur

 ✓ Regularly scheduled meetings attended by all key members of the family

Revisiting and revising the business plan, important for all ventures, may be 
especially important for family-run enterprises. The process allows family 
members to raise and resolve issues that might otherwise fester. You can 
also use the planning process to boost morale and encourage a stronger 
sense of family — one of the biggest strengths of a family-run company.

Forms on the CD-ROM
If you’re part of a small business, check out the following forms on the 
CD-ROM to help you plan.
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Form 10-1 Start-Up Costs Worksheet 
for Small Business

A worksheet designed to give you 
an idea of how much cash you need 
upfront to get a small business off the 
ground

Form 10-2 Job Description Profile A template designed to capture all 
the relevant information that a job 
description should include

Form 10-3 Job Recruiting Checklist Places small businesses can go to 
find qualified employees

Form 10-4 Employee Retention 
Checklist

Approaches to help you improve 
overall employee job satisfaction

Form 10-5 Tips on Promoting 
Teamwork

A list of ways you can promote a 
sense of team spirit and teamwork in 
your own company
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Chapter 11

Planning for an Established 
Business

In This Chapter
▶ Propelling your company forward

▶ Planning for sales or mergers

▶ Retooling your plan in times of trouble

Owners of established businesses sometimes need a little (or even not so 
little) push to get into business planning. When you’re starting a ven-

ture, creating a business plan feels essential. You need all the answers to the 
questions at your fingertips when bankers, investors or others ask you for 
details, so you write a plan — or at least feel pangs of guilt if you didn’t.

But after your company is up and running, you can easily shove business 
planning to the back burner. Putting out daily fires trumps all other activi-
ties, and the thought of setting aside time to update or write a business plan 
begins to seem like an optional luxury. And even when you have time, you 
may embrace the tenet, “If it ain’t broke, don’t fix it.” If business is going 
okay, why plan to change what’s working at the moment?

 Here’s why: If you’re not fine-tuning your business to meet the realities of 
today and the forecasts for tomorrow, you’re apt to get overtaken — by tech-
nology, by competition, by market conditions, and by the changing world 
around you. Never has that been truer than today. Companies without a plan-
ning process in place that allowed them to respond quickly and strategically 
often found themselves out of business.

Whether you want to grow, seek financing, prepare for a sale, or plot a busi-
ness turnaround, this chapter can help you take stock of your business situa-
tion today so that you can develop a plan that steers you clear of trouble and 
toward opportunity in the days and years ahead.
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Purpose-Driven Planning
If your established business doesn’t have a business plan, you’re on a trip 
without a road map, and that’s reason enough to start writing one today. 
Odds are you already have a plan, but it needs to be updated. If your business 
is like most established businesses, you’re getting ready to write or rewrite 
your business plan to address one of the following, pressing situations:

 ✓ You’re raising capital or seeking new rounds of financing.

 ✓ You’re positioning yourself for a sale or merger.

 ✓ You’re preparing for business expansion.

 ✓ You’re working to overcome business downturns or disruptions.

The upcoming sections deal with what’s involved in planning for each of 
these purposes.

Planning to Raise Capital
Entrepreneurs in need of money to get their businesses started or to fund 
expansion plans can finance their business plans in many different ways. 
(Chapter 17 outlines ten places to turn for business funding.) Of the alterna-
tives, most established businesses focus on two options: bank financing and 
investor capital.

Bank financing
If a primary purpose of your plan is to obtain bank financing, bankers are 
your primary audience, and the bank where you have established relation-
ships is likely your best starting point.

 Bankers need to see your complete business plan, for sure, but be aware that 
your executive summary — the part they’ll flip to first — is where they expect 
to find a good, comprehensive, and succinct overview of your business pur-
pose, situation, finances, goals, and the strategies you’ll follow to achieve suc-
cess. (Refer to Chapter 1 to see what all goes into an executive summary.)

Plus, bankers want to see the specifics of your loan request:

 ✓ How much do you want to borrow? Naturally, potential lenders want to 
make sure that the amount you hope to secure is reasonable in light of 
your business’s bottom line.
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 ✓ How will you use the loan funding? In reviewing a loan request from an 
established company, a banker will want to see how the funds will be 
used for positive purposes that will contribute to business growth and 
profitability, and thus to the certainty of loan repayment. Will you use 
the funds to hire new employees, fund a major marketing effort, pur-
chase equipment or a business building, or pay off debts? Be specific.

 ✓ What positive impact do you expect the loan funding to have on your 
business? What goals or objectives will it help you achieve? Lenders are 
more confident forking out money if you give them reason to believe the 
loan will improve your business and boost its profits.

 ✓ What repayment terms are you requesting? Business loans come in 
many shapes and sizes, from short-term bridge loans to long-term loans, 
each with its own terms.

 ✓ How can you demonstrate your ability to meet the payment terms? 
Show financial statements, forecasts, and cash-flow projections to prove 
that you’ll be able to repay the loan on the schedule that you’re propos-
ing. See Chapter 8 for help assembling your financial statements.

 ✓ What collateral or assets will you pledge to secure the loan? As you seek 
loans, refer to Chapter 10 to review different types of loans and visit the 
Small Business Administration Web site at www.sba.gov for informa-
tion on government-backed loan programs.

Investor capital
Major capital investors fall into two categories: venture capitalists and angel 
investors. Venture capitalists are professional investor groups whose major 
motivation is return on investment. Angels are successful and wealthy entre-
preneurs who invest in up-and-coming companies with their money and also 
with their expertise and guidance. Both types invest in established compa-
nies with proven products, markets, and business models, but angel inves-
tors are more willing than venture capitalists to entertain smaller investment 
requests and to invest at an earlier stage in a company’s life cycle.

Whichever approach you decide to pursue, when you’re trying to raise capi-
tal through investors, you need to present much of the same information that 
bankers require — and then some.

 Whereas bankers want to know how you’ll repay them, investors want to know 
when and how they’ll see not only a repayment, but also a sizeable return on 
their investments.

How does being an established business influence investors when you’re 
asking for money? Both types will only fund existing businesses with 
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established plans. As you make a proposal to investors, be sure to cover the 
following points:

 ✓ The amount of funding you’re seeking

 ✓ How you’ll use the funds and what impact the investment will have on 
your success

 ✓ What return on investment the investors can expect to receive

 ✓ When the investors will get their money back

 ✓ What the investors will receive for their backing (equity in the company, 
for example, or a role on your board)

 ✓ What reporting you will provide to keep investors informed about how 
you are spending their money

 Now more than ever, venture capitalists and angel investors want to see that 
your idea will provide a return on their investment. Don’t waste your time or 
theirs unless you’re certain that your executive summary and business plan 
can convince them that your business idea is unique and timely with a large 
and growing market; that you have proven personal leadership abilities; that 
your management team has strong and relevant expertise; and that your strat-
egy is capable of delivering impressive sales and profit margins.

Planning to Grow Your Business
Chances are good that you want to see your business grow — a little or a lot. 
And to do that, you probably want to ring up more sales, which means win-
ning new customers or winning more business from existing customers. To 
achieve your goal, you may need to

 ✓ Open new market areas

 ✓ Introduce new products

 ✓ Initiate new customer-service programs

 ✓ Enhance your competitive position so that more customers choose your 
business offerings over those of your major competitors

 If you want to grow, your business plan needs to set and describe such 
growth strategies. See Chapter 5 for information on the major ways that com-
panies plan for growth and then complete Form 11-1 on the CD to consider 
approaches you may want to pursue.
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Planning in Times of Trouble
As the saying goes, stuff happens. The economy tanks. A big client takes 
its business elsewhere. A product that looked really good on paper doesn’t 
appear nearly as attractive in real life. Some regulatory ruling abruptly alters 
your business landscape. A competitive assault blindsides your business. 
Key employees stage a mutiny.

You’re probably yelling, “Stop!” You hardly need more examples to get the 
drift. In business, sometimes the going gets tough, and your strategic plan is 
reduced to tatters as a result. That’s when you need to get out your business 
plan — in a hurry — to begin a dust-off.

Maybe your business model — your plan for how you make money — isn’t 
quite what it was cracked up to be. (See Chapter 5 for information on busi-
ness models.) Maybe your financial projections were a little too rosy. Maybe 
your analysis of your strengths, weaknesses, opportunities, and threats (see 
Chapter 5 for the lowdown) missed some key points. Instead of throwing up 
your hands in despair, use this moment to pinpoint what went wrong and to 
begin planning a way to turn the situation around.

Diagnosing your problems
Most companies don’t land in hot water overnight. Usually some warning 
signs present themselves, even if they’re slight and build slowly over months 
or years before someone at the top finally says, “Uh-oh.”

 So how do you know if your company is headed for trouble? Use Form 11-2 to 
scan some of the early warning signs. If you see items that hit close to home, 
check out those issues as they relate to your company. If your company 
passes the test, keep the list handy and return to it from time to time, just to 
be on the safe side.

If you check three or more items on Form 11-2, definitely revisit your busi-
ness plan and the assumptions behind it.

 Suppose that customers aren’t flocking to your new location the way you 
thought they would. Go back to your original market analysis to see what 
assumptions you made at the outset. Next, look at how the current situation 
differs from the way you envisioned it to be. Do you face unanticipated compe-
tition? Have your customers’ wants and needs changed? Was your promotion 
inadequate? Pinpoint the problems and redraft your business plan to accu-
rately address your business situation.
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 Key goals and objectives have gone unmet

Sales are lagging in a growing market

Key customers have gone over to the competition

Quality and service complaints are on the increase

Employees are coming in late and leaving early

An unusual number of employees have left for good

Morale and motivation are down across the company

Personality conflicts are on the rise among the staff

Relationships between employees and managers are strained

Revenues are down, expenses are up

Projects are coming in over budget

Payments to vendors are falling behind

Customers aren't paying on time

Cash reserves continue to fall

Management meetings are cancelled at the last minute

CHECKLIST OF COMMON WARNING SIGNS

Form 11-2: This checklist presents warning signs that your business may be headed for trouble.
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 Don’t launch into the blame game or look for scapegoats. Even if you ulti-
mately decide that you need to make personnel changes, the first step isn’t 
to place blame; you need to figure out what went wrong and how to get your 
business back on track.

Getting a second opinion
Sometimes getting an outside opinion about a difficult business situation 
can be very beneficial. When your company faces a crisis or near crisis, 
you can bring in turnaround professionals to help determine what’s wrong 
and how you can revise your business plan to address the situation. To find 
consultants, start at the Turnaround Management Association Web site 
(www.turnaround.org).

Before you enlist outside help, you may want to bring your own management 
team together to assess the damage and to attempt to find a solution. Done 
right, this meeting of minds will create a stronger sense of teamwork and 
inspire the troops. And, with any luck, you’ll come up with good creative and 
strategic solutions.

 Your own management team may not see critical issues objectively. Vested 
interests, assumptions, and emotions can get in the way. Outside consultants, 
such as turnaround professionals, don’t carry the excess baggage. They can 
take a clear-eyed and unemotional look, pinpoint what’s wrong, and help 
arrive at a solution — even if it’s a painful one. Most are available to guide the 
redirection of your business plan and to help steer the turnaround process.

Analyzing your current situation
To begin shaping a plan to get your business back on course, you first have 
to know exactly where you stand — with an emphasis on the word exactly. 
You won’t do yourself any favors whitewashing your situation or clinging to 
overly optimistic projections. The time has come to get real.

When your company is in trouble, focus on three parts of business planning:

 ✓ Financial review: Business troubles usually boil down to a simple, pain-
ful fact: Money is flowing out faster than it’s coming in. Now you have to 
assess your current financial picture, focusing on cash flow and revised 
financial projections. (Check out Chapter 8 for details.)
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 ✓ SWOT analysis: The opportunities and threats your business faces today 
may have changed since you last analyzed your business situation. Even 
your relative strengths and weaknesses may be different. Take time to 
revisit your last SWOT analysis and direct your attention to the strategic 
issues that are most likely to have an immediate positive impact on your 
situation. (Refer to Chapter 5 for assistance.)

 ✓ Business model: Your business plan describes how you plan to build 
your business. Your business model defines how your business will make 
money. If your business plan isn’t working, or if your finances are askew, 
a shaky business model is very likely to be part of your problem. Revisit 
your notions about how your company expected to make money. Spend 
some time thinking about ways to revise or expand your model to bring 
in more revenue as you work to turn your business around. (Again, 
Chapter 5 helps out.)

Charting a Turnaround
If your company is facing a business downturn or even a crisis, create a 
revised business plan that reflects your new realities and sets out a step-by-
step action plan to address them.

Back to basics
For years, Moe’s Music did modestly well rent-
ing and selling musical instruments. Then the 
California music shop decided to expand into 
music education. The plan made sense on paper 
because many junior high and high schools were 
dropping music education programs, and Moe’s 
Music hoped to pick up the slack.

The company’s plans hit a sour note, however. 
It had trouble recruiting and retaining qualified 
music teachers, and it struggled to find ways 
to control the quality of music instruction. On 
top of those problems, expanding its facilities 

to accommodate practice and rehearsal rooms 
proved more costly than projected. Within two 
years, the company was singing the blues.

Fortunately, the management team moved 
quickly to refocus the company’s strategy back 
onto its core business of renting and selling 
musical instruments. Music education rooms 
became customer audition rooms as well as 
spaces to hold an expanded inventory of instru-
ments. It took a full year, but Moe’s managed 
to return to profitability by returning to its core 
business.
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 In crisis planning, don’t start the whole process of business planning from 
scratch. Your mission and vision statements are likely still intact. Your com-
pany overview probably hasn’t changed all that much. In fact, you can prob-
ably focus your immediate attention on the following four areas of your plan 
(the rest you can tend to later, after the heat is off):

 ✓ Modify your goals and objectives.

 ✓ Revise your company strategy.

 ✓ Update your financial review.

 ✓ Revise your action plan.

The steps you take are pretty much the same as those involved in assembling 
any other business plan. (See Chapter 14 for information on putting a plan 
together.) The big difference when you’re trying to orchestrate a turnaround 
is to keep the most urgent issues front and center. Focus your goals and 
objectives on resolving your direct threats and getting your company back on 
an even keel. The same goes for your revised strategies and action plan: Make 
sure that they specifically address the immediate problems you face and that 
they can achieve the solutions you propose within the time frames you set.

 Desperate times sometimes call for desperate measures. If you’re awash in red 
ink or burning through resources faster than you can say venture capital, you 
have to take bold actions like slashing expenses, letting people go, or shaking 
up your management team. Doing so isn’t easy or pleasant, but remember: If 
you can’t do it, your investors will find someone who can. In fact, when turn-
around professionals are brought in from the outside, one of the first steps 
they take is to order a change at the top.

Keeping an eye on the clock
When you’re creating a turnaround plan, time is critical — and not just 
because your money may be running out. When times get rough, employees 
grow restless, morale slides, and your company’s reputation — both inside 
and out — begins to suffer. Over time, your relationships with suppliers, dis-
tributors, bankers, and even clients can deteriorate.

 The faster you turn things around, the smaller the impact this rocky period 
will have on your business and its future. As you draft your revised goals and 
objectives, keep one eye on the clock. Set precise deadlines by which to com-
plete steps and make sure that everyone takes those deadlines to heart.
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 You want to set aggressive but not unreasonable time frames. Meet with the 
people who will actually be doing the work to discuss exactly what it’s going 
to take and to agree on the quickest deadlines that make sense. Get ironclad 
commitments all around. Your number-one goal must be to reassure everyone 
around you that your company can make good on its word — and that means 
making promises that you can keep.

Focusing on what’s doable
When your company is in trouble, you’re looking for bare bones, no-nonsense 
planning. You have to focus on what you can do, not what you want to do. 
Don’t make the mistake of turning your goals and objectives into a wish list. 
Sure, developing a new technology to streamline your manufacturing or 
expanding into international markets would be nice — and maybe someday 
you will — but, when times are tough, focus on what you can afford to under-
take with your strained budgets and time frame.

Getting the right people in the loop
If your business is in trouble, you’ll hear from plenty of unhappy people: 
unhappy investors, unhappy vendors, unhappy employees, and unhappy cus-
tomers. You can’t order smiles back onto their faces (they will come when 
the company’s back in the black again), but you can follow this good advice: 
Whatever you do, keep on talking. Keep everybody continuously informed 
about exactly what’s going on.

 Turnaround professionals advise that you

 ✓ Meet with your management team

 ✓ Meet with your senior advisors

 ✓ Meet with your employees

 ✓ Meet with your customers

 ✓ Meet with your suppliers

 ✓ Contact the tax authorities

 ✓ Contact your bank

In other words, stay in close communication with everyone who has any stake 
in your company and the turnaround you’re working to accomplish. Don’t pre-
tend that business is better than it is. Be honest about what people can expect 
and when they can expect it. The more straightforward you are, the better the 
odds are that you’ll keep people on your side. Remember, people are often 
your biggest asset, especially when your company experiences hard times.
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Using your plan to communicate
You won’t find a better way to convince people that you can change the for-
tunes of your company than by putting together a solid turnaround plan. In 
fact, make your revised plan the basis for communicating with all your stake-
holders. Your investors and lenders will probably insist on seeing the plan. 
(In some cases, they may even play a role in shaping it.) Your suppliers aren’t 
likely to clamor for it, but fill them in on the details anyway, especially if you 
can’t pay them on time. At least you can give them the confidence that your 
good intentions are supported by a solid plan.

Make sure that you also share your turnaround plan with employees — every 
last one. Teamwork is always important, but never more so than when a com-
pany is in trouble. If your whole staff is in on the plan, you enlist everyone’s 
support along with their loyalty, plus you make it clear that everyone is on 
the same team. Sharing your plan boosts morale at a time when people must 
work harder, often under difficult circumstances.

Planning for a Merger or Sale
The time may come when you’re ready to hang up the reins and call an end 
to your involvement in your company. In that case, your business plan needs 
to include an exit strategy that defines how you’ll reap the value of your busi-
ness upon your departure. Even for businesses just starting out, having an 
exit strategy in place is important strategically. Knowing how you plan to go 
out of business will help you make the right decisions in starting and growing 
your enterprise.

 If your exit strategy involves selling your business or merging it with another 
company in the near-term, business planning takes on a whole new urgency. 
Before contacting a business broker or approaching likely buyers, use Form 
11-3 on the CD to ready your business for presentation.

Assessing the transferability 
of your business
Even if your business is in great shape, you still have to convince prospective 
buyers that it can transfer into their hands and still stay strong. The issues of 
most concern are:

 ✓ Whether customers will stay with the business even after a change of 
ownership. A buyer wants to be convinced that clients are more loyal to 
the business than they are to you, the business owner. Be ready to show 
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the number of clients who have long-standing relationships with your 
business and explain why they’ll stay customers when the new owners 
take over. Also be prepared to explain how customer information is kept 
in databases that can be transferred to the new owner.

 ✓ Whether the company’s key capabilities and processes will remain 
intact. A prospective owner must be convinced that the company will 
go on doing what it does well. Take time to assess whether your busi-
ness has developed systems around your capabilities and whether those 
systems are easy to adopt, thanks to business and marketing plans and 
production and policy manuals.

 ✓ Whether legal contracts can be transferred. A buyer wants to know 
that contracts for client, supplier, distributor, and other key business 
relationships exist and are transferable. The same goes for building and 
equipment leases. Especially in the case of your building lease, if your 
business success is reliant upon its location — as is the case with most 
restaurant and retail establishments — be sure your lease extends at 
least five years into the future.

 ✓ Whether the workforce will stay. Key employee contracts, profit shar-
ing programs, employee benefit plans, and other employment incen-
tives help bind employees to a business, as do programs that inspire 
employee development and morale. Be prepared to explain your 
employment programs, plans, and policies to a buyer.

 Form 11-4, located on the CD, helps you assess the transfer-readiness of your 
business in each of the four preceding categories. The owner of a sale-ready 
business will answer the questions with Yes answers. If you answer many of 
the questions with the answer No, consider actions you can take to remedy 
the situation so your business will be ready to transfer more easily to a new 
owner. Chapter 3 presents information on how to ready your business for a 
sale, including ways to enhance its transferability.

Planning for a change in leadership
When the head honcho of a big company becomes too closely associated 
with its success, the Board of Directors and investors begin to get nervous. 
No wonder. Unexpected things can happen, from illness to a defection to 
another company. If a firm’s products and success appear to be the result of 
one individual — think iPods and iPhones — everyone gets jittery. Even in 
small companies where everyone pitches in, an unexpected change in lead-
ership can cause major disruptions reaching all the way to the bottom line. 
Indeed, a lack of succession planning can be devastating in a small business 
caught by surprise when the top leadership departs.
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 Planning for succession or a change in leadership is critical. Your blueprint 
for passing the torch doesn’t necessarily have to be part of your written plan. 
But succession plans should definitely show up there if a change at the helm 
is imminent. You may also want to address your back-up plans for other top 
people on your management team, depending on the size of your company.

Forms on the CD-ROM
To help your established business meet new goals, check out the following 
forms on the CD-ROM to help you write or revise a business plan:

Form 11-1 Growth Strategies 
Worksheet

Approaches to consider as you chart 
a growth strategy for your business

Form 11-2 Checklist of Common 
Warning Signs

Common danger signals that may 
mean your company is headed for 
trouble

Form 11-3 Selling Your Business 
Worksheet

Issues to address as you prepare 
your business for sale

Form 11-4  Business Transferability: 
Assessing Your Sale 
Readiness

Issues to consider if you plan to 
transfer your business
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Chapter 12

Planning for a Nonprofit 
Organization

In This Chapter
▶ Being a businessperson — even in the nonprofit world

▶ Using your plan to explain and pursue your purpose

You may have heard the joke about the company that lost money year 
after year until it finally decided to become a nonprofit organization. It 

offers a good punch line, but people in the world of philanthropy know it’s a 
long way from the real reason that organizations become nonprofits.

To nonprofits (also known as not-for-profits and NPOs), the bottom line isn’t 
and never was about making money. Sure, fundraising is essential to under-
write programs, but to nonprofits, the ultimate motivation isn’t the dollar 
but the good deed. To industry associations and business groups, doing well 
means helping others succeed. To charitable organizations, it means making 
the world a better place by aiding disaster victims, protecting the environ-
ment, offering childhood vaccinations, enhancing the arts, preserving his-
tory, protecting individual rights . . . the list goes on and on.

Nonprofits don’t seek to make a profit, but they still need a business plan — 
now, in fact, more than ever. Here’s why: Business planning makes nonprofits 
more businesslike in how they operate and how they achieve success. A 
business plan provides a clear mission and vision. It helps you zero in on the 
people you plan to serve and what you aim to accomplish. And by doing all 
that, you put your organization in a position to raise more funds to devote 
to your good work. This chapter leads you down the nonprofit business-
planning road.
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Running a Nonprofit Like a Business
Every organization, whether for-profit or nonprofit, needs to manage its staff, 
set goals, market, deliver products and services, maintain budgets, and mea-
sure progress. The business rules are pretty much the same whether you’re 
providing meals to shut-ins or turning your mother’s cookie recipe into a 
million-dollar enterprise. Business fundamentals matter — no matter how 
lofty your mission.

Ditto for business planning. The same steps apply whether your venture is 
big or small, service or retail, for-profit or nonprofit. But to nonprofit organi-
zations, certain steps require special attention. The following sections show 
you where to focus your efforts when writing your business plan.

Fine-tuning your mission and vision
 Be sure that your business plan describes exactly what kind of a future you’re 

working to create (your organization’s vision), backed by a description of 
the purpose of your organization, what you do, who you serve, and how you 
intend to achieve your vision (your organization’s mission). Although mission 
and vision statements are important to all business planners, they’re abso-
lutely essential to the people running nonprofits. Here’s why:

 ✓ The vision and mission statements define your organization’s entire 
reason for being. Look at these two examples:

 • A pharmaceutical company may work to find cures for diseases, 
but the real reason it’s in business is to make money. In contrast, 
a nonprofit organization that’s dedicated to providing breast 
cancer treatment to uninsured patients follows its mission to assist 
women in need.

 • Bookshop owners do what they do because they love books, but 
they also sell books to earn income. A lending library, on the other 
hand, exists solely to encourage reading and promote knowledge.

 ✓ They describe reasons why others should believe in and support your 
efforts.

 ✓ They convey a compelling sense of what your organization is and what 
it does.

 ✓ They communicate the value your organization delivers and why its 
work is important.

 ✓ They appear in every grant proposal and fundraising request, and they 
need to be compelling enough to attract and persuade contributors — 
who make all your good works possible.
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In addition to your vision and mission, you may want your business plan to 
include your organization’s values by listing the underlying beliefs and prin-
ciples that guide all your business decisions. Chapter 3 outlines all the steps 
involved in creating mission, vision, and values statements. It also features 12 
mission statements from both the for-profit and nonprofit worlds.

 Don’t be reluctant to “go for the heart” when you’re crafting your vision and 
mission statement. Doing good, after all, is the reason many nonprofits are in 
business. Donors open up their wallets in part because of that heartwarming 
feeling that they’re doing good by contributing their hard-earned cash. Make 
your case an emotional one, and you’ll underscore the importance of your 
mission — and improve your fundraising success, as well.

Doing good in tight times
Nonprofits, like almost everyone else, are 
affected by downturns. But surveys show that 
the effects of the recent slump varied widely. 
Some charitable organizations, such as food 
banks, saw an increase in volunteers and dona-
tions. But others, including many cultural orga-
nizations such as volunteer orchestras and art 
programs for children, saw their funding shrink. 
Surveys suggest that the nonprofits that have 
fared well have a few things in common:

 ✓ Good communication: Especially when the 
need is great and money is in short supply, 
nonprofits need to make the case for their 
critical importance as persuasively as pos-
sible. When donations started to dry up, 
a California nonprofit progam designed 
to bring volunteer music teachers into 
schools created a simple but stirring bro-
chure about its work, including quotes from 
kids who were part of the program. The bro-
chure communicated both the urgent need 
and the positive impact the program was 
having. It also outlined exactly how every 
dollar donated was put to work. After send-
ing out the brochure, this small nonprofit 
had its best fundraising quarter ever.

 ✓ Strong leadership: It’s easy for both paid 
staff and volunteers at nonprofits to get 

discouraged when they have to struggle 
for support to do the work they believe 
in. When funding falls short, morale can 
slump. A strong leader helps keep the 
troops focused and inspires everyone to 
make the extra effort.

 ✓ Ambitious plans: When times are tight, 
many organizations are tempted to reduce 
or eliminate programs. Sometimes cutting 
back is essential. But cutting too many 
programs too close to the bone can cause 
donors to wonder what they’re donating 
for. Surprisingly, the nonprofits that did well 
during the recent downturn were typically 
groups that expanded their efforts, adding 
new programs and reaching out to help 
more people.

 ✓ Diversified support: Not surprisingly, 
perhaps, nonprofits that weathered the 
economic turmoil are typically those that 
get their support from a wide range of 
donors, including individuals, foundations, 
public sources, and others. Nonprofits that 
manage to diversify their support also find 
themselves in a stronger position during 
economic expansions.
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 For more examples of mission statements from a variety of nonprofit organiza-
tions, go to Form 12-2 on the CD-ROM. Evaluate what you like and don’t like 
about each one as you work on your mission statement.

 Work with your board of trustees to review your organization’s mission state-
ment on a regular basis to see that it accurately reflects the current situation. 
If the profile of the clients you serve or the causes you champion change over 
time, revise your mission statement accordingly.

Creating the appropriate structure
The United States alone has more than 1.5 million nonprofit organizations, 
ranging from small groups like the Walk on the Wild Side hiking club to 
the largest charitable foundation of them all, the Bill and Melinda Gates 
Foundation, endowed with more than $30 billion.

As you organize your nonprofit venture, you want to choose a legal structure 
appropriate for your situation. The following represent your basic options:

 ✓ Informal nonprofits: As the name implies, these organizations are loose-
knit groups of like-minded people who get together for activities or to be 
of service to the community. Examples include local book clubs, self-help 
support groups, or graffiti cleanup patrols. Informal nonprofits have no 
legal structure and typically raise and manage only small sums of money. 
They aren’t big enough to fall under the watchful eye of the IRS.

 ✓ Nonprofit corporations: Incorporation allows a nonprofit organization 
to protect its directors and staff from certain types of liability, similar to 
the protective shield offered to for-profit companies. Incorporation also 
ensures that the organization will be able to continue its activities even 
when the founding members are no longer around. To get the details on 
incorporation in your state, check with the office of your Secretary of 
State, Division of Corporations, or Attorney General.

 ✓ Tax-exempt nonprofits: Nonprofit corporations with charitable, educa-
tional, scientific, religious, or cultural purposes can file for tax-exempt 
status under section 501 of the Internal Revenue Service Code. The 
major types of tax-exempt organizations include

 • Charitable organizations (religious, educational, scientific, and lit-
erary organizations, for example)

 • Social welfare organizations (civic leagues and community groups)

 • Labor and agricultural organizations (labor unions and farm bureaus)

 • Business leagues (trade associations and chambers of commerce)

 • Social clubs (country clubs, fraternities, and sororities)
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 • Fraternal organizations (lodges and other clubs)

 • Veterans’ organizations (armed forces groups)

 • Employees’ associations (employee-benefit groups)

 • Political organizations (campaign committees, political parties, 
and political action committees [PACs])

 ✓ Qualified nonprofits: Donations to qualified nonprofits may be tax 
deductible — a distinction that can matter a great deal to contributors. 
Qualified organizations include religious, educational, scientific, and lit-
erary groups, as well as child and animal welfare organizations, certain 
veterans’ organizations, fraternal societies, and more.

 For information on whether your organization qualifies for tax-exempt status, 
check out IRS Publication 557. For a current list of qualified nonprofits, look 
at IRS Publication 78. Both publications are available on the IRS Web site at 
www.irs.gov.

Setting goals and objectives
How do you spell success? That’s really what a discussion of goals and objec-
tives is all about. To for-profit companies, the answer is easy: M-O-N-E-Y. To 
nonprofit organizations, however, the answer is far less tangible. You mea-
sure success not in dollars, but in how well your organization serves those in 
need or how well it advances the causes it champions.

Nonprofit-speak
In the world of nonprofit organizations, you’re 
likely to hear a different language than the one 

spoken in the hallways of for-profit companies. 
Here’s a quick translation guide:

For-profit Jargon Nonprofit Lingo

Balance sheet Statement of financial position

Profit-and-loss statement Statement of financial activities

Customer Client

Investor Funder, contributor, donor

Product or service Programs or services

Market analysis Needs assessment
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Goals and objectives provide a road map that helps keep your organization 
on track; they keep your efforts focused on providing the greatest possible 
value to the clients you serve; and they help convince contributors that 
you’re making a real difference in the world by stating in measurable terms 
the outcomes you deliver.

Think of it this way: Because your goals and objectives define the real bottom 
line of your nonprofit organization, they’re the keys to unlocking support 
from donors and foundations. Without gifts and grants, you can’t achieve 
your purpose. It’s that simple.

 Make sure that your written plan includes your organization’s goals and objec-
tives. If you don’t already have them down on paper, turn to Chapter 3 for 
some easy-to-follow goal-setting tips. Also, be sure to think about your goals 
from the standpoint of your clients and your contributors by considering 
these questions:

 ✓ What goals are most meaningful to the people you serve or the cause 
you’re fighting for? How can you best meet those goals through a series 
of specific objectives?

 ✓ What goals would best persuade your contributors that the work you 
do is important and makes a difference? What specific objectives would 
help convince them that you’re meeting those goals?

 Even the highest ideals don’t substitute for clearly stated goals and measur-
able objectives. Funders need more than an assurance that you’re working to 
make the world a better place. They want to know for whom, in what way, and 
exactly how you’ll measure your impact.

Sample goals and objectives
 Take the example of a nonprofit group, Jobs For All, that matches unemployed 

people with employers who have entry-level positions to fill. One way to gauge 
its effectiveness would be to count the number of clients served each year or, 
better yet, the number of clients who were actually placed in jobs. If the orga-
nization’s mission involves preparing people to work by teaching them job 
skills and helping them deal with issues like childcare, an even better measure 
of success would be to track how many people were placed in jobs that they 
kept for a reasonable length of time.

Measuring the nonprofit’s results may lead the organization to set a goal to 
increase the number of clients successfully placed in long-term job situa-
tions. Another goal may be to increase funding in order to expand services.

Knowing their goals, the staff’s next step is to write objectives that detail the 
measures they’ll take in order to achieve each goal. For example, to increase 
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the number of clients successfully served each year, objectives may include 
the following:

 ✓ Enlisting ten new employers into the job-placement program over the 
next six months

 ✓ Finding jobs for an additional 75 unemployed people in the coming year

 ✓ Increasing the percentage of clients who actually remain employed for at 
least six months from 60 percent to 85 percent

A sample solicitation based on goals and objectives
 After you establish your goals and objectives, use them as powerful motiva-

tors in fundraising campaigns. Take a look at this funding solicitation letter 
from the job-placement organization featured in the previous section:

Last year, Jobs For All placed 350 unemployed people in productive and 
meaningful positions in our community. This year, with your help, we plan 
to make that number 425. What’s more, we’re committed to increasing the 
percentage of our clients who remain on the job for at least six months from 
60 percent to 85 percent.

How will we do it? First, we plan to expand our job-placement program. But 
that’s only the beginning. We’re working with the community college to offer 
basic computer-skills classes. And we’re creating a job-assistance hotline 
to provide immediate help to our clients when they encounter problems at 
home or on the job.

But to do any of this, we need your help. This year, with unemployment at 
record highs, our work is more urgent than ever. Our fundraising goal of 
$500,000 represents a 20 percent increase over last year’s target. We know 
that’s ambitious. But we also know that with your generosity, we can change 
lives for the better.

Organizing to Do Good Work
By their very name, nonprofits don’t have a profit motive, but that doesn’t mean 
they don’t have to be efficient and accountable. If your organization relies on 
charitable contributions, donors will weigh your organizational capabilities in 
much the same way they weigh the capabilities of a for-profit company. That’s 
because whether they’re directing charitable funds or nest-egg dollars, inves-
tors want to ensure that their money goes into ventures that will succeed.

Before investors and charitable donors pledge their support, they want to 
know that an organization has the capabilities to turn ideas into reality. We 
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describe the qualities they look for in detail in Chapter 6, and you need to 
summarize them in the company description section of the business plan. As 
you write the plan for your nonprofit organization, pay special attention to 
these four qualities:

 ✓ Strong and streamlined operations

 ✓ Efficient organization

 ✓ Experienced management

 ✓ Innovative ideas based on R&D expertise that’s capable of designing, 
developing, and enhancing distinctive products, services, and technologies

The following sections take a look at the aspects of these four qualities that 
are particularly important to nonprofit organizations.

Operations
The term operations typically refers to how companies carry out their busi-
ness; that is, how they handle day-to-day activities and how they produce 
products and provide services efficiently and cost-effectively in order to 
maximize profits.

To nonprofit organizations, efficient operations are just as important, but for 
different reasons. In your world, efficiency means that your organization does 
more with less. It means that you leverage maximum value out of every donor 
dollar by spending as little as possible to deliver quality services and support 
for your causes. And that means you end up reaching more people, doing 
more good, and, as a bonus, having an easier time raising funds in the future.

 See that your business plan includes a discussion of how you’ll address the 
following four areas that comprise your operations:

 ✓ Location: As an example, an organization providing food to homeless 
people needs a location close to homeless shelters and social services.

 ✓ Equipment: For example, if you plan to enhance online donor commu-
nications, you may need to acquire computers, a server, modems, soft-
ware, and other equipment.

 ✓ Labor: No matter what your mission, you need a plan for recruiting and 
training paid staff and volunteers.

 ✓ Process: You need to describe how you’ll operate your organization. A 
food bank, for example, needs a process for gathering food contributions, 
sorting them in a central location, and delivering them to those in need.

As a nonprofit, your operations are important for another reason, too: Your 
organization will likely apply for grants, and grant applications require a 
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detailed description of operational procedures in order to assess your abil-
ity to serve your constituents, recruit and keep necessary staff, and do your 
good work efficiently and effectively. Successfully managing these areas 
allows you to achieve a positive return on the grant dollars being invested 
in your organization. The good news is that you can probably cut and paste 
directly from your business plan — or at least borrow from the main points.

Organization
Some nonprofit groups manage to do their work entirely through the services 
of unpaid volunteers. When the groups reach a certain size, however, most 
organizations add a core staff of paid employees who work closely with the 
volunteer corps.

Often, the person who heads the professional staff is called a Chief Executive 
Officer (CEO) or sometimes a Chief Professional Officer (CPO). Some nonprof-
its also appoint a senior volunteer to the position of Chief Volunteer Officer 
(CVO). The CEO or CPO manages paid staff, and the CVO oversees volunteer 
activities.

 In your business plan, include your organizational chart, indicating which 
positions are paid and which are opportunities for volunteer assistance. 
Assign titles — director of programs, for example, or director of fundraising — 
and include a summary of key job descriptions and responsibilities.

 Because the overriding purpose of most nonprofits is to promote worthy causes 
or serve people in need, salaries and compensation can be delicate issues. It’s 
easy but inaccurate to view money spent on staff salaries as money not avail-
able for investment in your mission. Well-selected professionals make your 
organization efficient and effective and make achieving your mission possible. 
Although most people who choose to work for nonprofits are in it for reasons 
other than money, they still want to be compensated fairly for what they do.

If you’re not certain how much to pay staff members, start by finding out 
what professionals in similar positions in for-profit and nonprofit organiza-
tions in your market area get paid.

Management
Most states require incorporated nonprofit groups to have a board of trustees, 
or a group of people who serve as the organization’s official governing body, 
providing oversight and direction while also helping to raise funds, guide the 
organization, and shape its programs. (Contact your attorney or the office of 
your state’s Attorney General for details.)
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Even if your organization isn’t incorporated, consider creating an informal 
advisory board to help steer your organization. As you select nominees for 
your board, look for people who are

 ✓ Passionate about your nonprofit’s mission

 ✓ Ready, willing, and able to raise money

 ✓ Experienced in the for-profit world of business

 Form 12-4 on the CD-ROM provides a checklist of major duties that nonprofit 
boards of trustees often assume. Check the ones that are relevant to your 
organization and its requirements. Filling out this worksheet provides an idea 
about the kinds of capabilities you seek in board members, and it helps as you 
evaluate the overall makeup of your board.

Opening hearts, minds, and wallets
Fundraising will probably play a starring role in 
your business plan for the simple reason that 
it’s crucial to the health and well-being of most 
nonprofit organizations.

In your plan, be sure to describe who will head 
your fundraising effort and how you will orga-
nize activities. Include your strategy for target-
ing and communicating with likely donors, who 
most often come from one or more of the fol-
lowing sources:

 ✓ Individuals

 ✓ Corporations

 ✓ Private foundations

 ✓ Community foundations

 ✓ Government agencies

Individuals represent by far the largest con-
tributor group. In fact, most nonprofit fundrais-
ing campaigns receive 70 to 80 percent of their 
money from individuals:

 ✓ People who have given in the past are the 
most likely candidates to give again — so 
long as they have a sense that their money 
is being well spent.

 ✓ People who somehow benefit from your pro-
grams are usually receptive contributors.

 ✓ People who know firsthand of your good 
works are likely to support your work by 
writing checks. For example, a person who 
knows someone with Parkinson’s disease 
is more likely to support related medical 
research than someone who knows very 
little about the illness.

What’s the best way to reach individual 
donors? The answer depends on the nature of 
your organization and the kinds of contributors 
you plan to target. Door-to-door solicitations 
are great for local nonprofits or for large orga-
nizations with strong grassroots networks. If 
you can tell your story clearly and compellingly 
in print, a direct-mail campaign can be a cost-
effective way to generate results.

As you craft your fundraising plans, use the 
questionnaire in Form 12-3 on the CD-ROM to 
gather information about your ideal individual 
donor.
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 In your written plan, list the members of your board of trustees along with 
their affiliations. If you don’t yet have a board, describe the kinds of people 
you hope to recruit and how you plan to go about approaching them.

Research and development (R&D)
In the nonprofit arena, R&D rarely involves technological breakthroughs or 
science and engineering feats. For nonprofits, R&D usually means research-
ing issues that affect the clients and funders of your organization and devel-
oping programs that fit the changing realities of the world around you.

In the for-profit marketplace, changes are pretty hard to miss. When cus-
tomers stop buying a company’s products, the firm adapts or goes bye-bye. 
Nonprofits, on the other hand, are a bit more insulated from competition, and 
that’s precisely why research is so important: It helps your organization stay 
a step ahead of change, which, in turn, helps ensure that your services are 
responsive to real and current needs.

Large nonprofits hire outside specialists to conduct studies and write reports 
on the key issues they address, but you can take steps on your own, too. For 
example, you may conduct a survey of your client groups, obtain and pore 
over government reports, or analyze statistics that apply to your organiza-
tion’s work (like the regional rate of domestic abuse, the continuing loss of 
regional open space, or the changing face of local homelessness).

Snare that grant
Literally thousands of foundations and govern-
ment agencies offer grants to nonprofit organi-
zations. To unlock their largesse, though, you 
need to persuade them that yours is the best 
organization to turn their dollars into good deeds. 
And that takes a strong grant proposal — a 
written description of your organization, your 
programs, your financial request, and exactly 
how you plan to spend the money and carry out 
your plans.

Writing a grant proposal may not be anyone’s 
idea of a good time, but it doesn’t have to be 
agony. In fact, as long as you have a good, solid 
business plan in place, you’re already well on 
your way to writing a grant proposal because a 

lot of the information that goes into your grant 
proposal comes right out of your business plan, 
such as your mission statement, your philoso-
phy and vision, and a description of how your 
organization is set up and how you operate. If 
you’ve done your business-planning homework, 
the information is ready to go — or at least 
waiting to serve as useful background material.

Form 12-5 on the CD-ROM outlines the parts 
of most grant proposals along with estimates 
of how much space you should allocate to 
each section. As you write your next proposal, 
include the information highlighted in each of 
the major sections on the form.

18_438541-ch12.indd   25518_438541-ch12.indd   255 3/30/10   4:38 PM3/30/10   4:38 PM



256 Part III: Tailoring a Business Plan to Fit Your Needs 

Whatever the focus of your research and whoever carries it out, the goals of 
your research should probably include the following:

 ✓ Understanding basic issues and root problems

 ✓ Tracking major trends and external changes

 ✓ Identifying unmet program and service needs

 ✓ Weighing the pros and cons of alternative solutions

 ✓ Evaluating the effectiveness of existing programs

 In the company description of your business plan, include key research to 
underscore the importance of the work you do. Also, describe how you plan 
to conduct ongoing research in order to stay abreast of the changing needs of 
your clients, your causes, and your organization.

Keeping the Books
Nonprofits aren’t in business for the money, but if they don’t keep track of 
the money they handle in a businesslike way, they may find themselves in hot 
water — or even out of operation entirely. You can find everything you need 
to know about the basics of business accounting in Chapter 8, and the same 
rules pretty much apply to for-profits and nonprofits alike. However, a few 
special financial considerations apply specifically to nonprofits, and that’s 
what this section is all about.

Finding funding
 Because fundraising is so crucial to many nonprofit organizations, your writ-

ten plan needs to explain exactly where you intend to get the money to sup-
port your efforts and how much you expect to raise.

Typically, nonprofits take in the money they need to operate from the follow-
ing sources:

 ✓ Donations from companies and individuals

 ✓ Government or private foundation grants

 ✓ Income from endowments and trusts

 ✓ Income from products and services, such as proceeds from the museum 
shop, concert tickets, and door-to-door cookie sales
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Most nonprofits rely on a combination of these funding sources. National 
Public Radio, for example, is made possible by donations from listeners like 
you, corporate sponsors, and a little bit of help from Uncle Sam.

 Wherever your dollars come from, be sure you establish a detailed record-
keeping system. If your nonprofit is incorporated, official corporate docu-
ments, board-meeting minutes, financial reports, and other records must be 
preserved over the life of the organization. For more information, check with 
the office of your Secretary of State or state Attorney General.

Tailoring your plan to big donors
Ideally, a nonprofit, like a good investment portfolio, will be diversified. That 
means it should get its support from a wide range of donors. But some non-
profits, because of the kind of work they do, rely very heavily on one or two 
major foundations for their support. That’s okay. But if you plan to get the 
majority of your funding from one or two foundations, it’s important to know 
everything you can in advance about the criteria they use.

Fortunately, most major charitable foundations have very specific guidelines 
posted on their Web site. After all, they want to make sure that nonprofits 
with a good idea do their homework before submitting a grant application. 
Review those guidelines very carefully as you craft your business plan. You 
may be able to lift chunks of your plan into the grant application, saving you 
time and speeding the process of getting money.

 More and more foundations list the criteria for applying for grants right on 
their Web sites. The Bill & Melinda Gates Foundation, for example, is best 
known for its efforts to improve global health. But the foundation also offers 
a variety of grants in its own backyard, to improve the lives of people in the 
Pacific Northwest. What are they looking for? The foundation’s Web site 
answers that question in detail. Their criteria for projects or programs seeking 
grants include

 ✓ Programs should be ready to implement immediately

 ✓ Short-term positive impact should occur within 6 to 12 months, with 
longer-term results later

 ✓ A program must have multiple funding sources

 ✓ Start-up and demonstration projects must be carefully designed and 
completely planned

 ✓ Programs should form partnerships with other public or private funders
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Managing overhead
Imagine if a nonprofit organization spent 80 percent of its revenue on fund-
raising events and 20 percent of its revenue on supporting its causes and 
clients. Donors would quickly question whether they were contributing to a 
charitable group or to a fundraising engine.

The bottom line is that you want to keep your expenses in line. Whether 
you’re talking about office rent, supplies, advertising and promotions, or the 
budget for your next fundraising event, watch your costs like a hawk:

 ✓ Be sure your overhead matches the standards that donors expect from 
charitable organizations.

 ✓ Keep your spending to the lowest possible percentage of your organiza-
tion’s income, aiming for a number under 25 percent.

 ✓ Let your expenses climb at your own peril. Organizations like the Wise 
Giving Alliance (formed when the National Charities Information Bureau 
merged with the Council of Better Business Bureaus Foundation) pro-
vide donors with reports on the charitable performance of soliciting 
organizations. Their guidelines stipulate that member organizations 
spend at least 65 percent of funds raised on program activities, keeping 
overhead to less than 35 percent. Even small organizations are wise to 
adopt similar ratios. For more information on the Wise Giving Alliance, 
visit www.give.org.

Putting working cash to work
Just like for-profit companies, nonprofits need a cushion of cash or other 
liquid assets on hand. The question is, how much? The answer depends 
largely on the nature of your nonprofit’s mission. For example, a relief agency 
that responds to unforeseen disasters needs a large bank balance ready to 
draw upon when the unforeseen need occurs. A nonprofit that runs a com-
munity food bank, however, probably doesn’t need anywhere near as great a 
reserve.

You can imagine why cash reserves are a touchy subject: People donate 
money to further a good cause, not to see their money sitting around in a 
bank account somewhere. (The exception is endowment funds, which are set 
up specifically to generate interest income to fund nonprofit programs.)

 The Wise Giving Alliance offers the following guideline: “A charity’s unre-
stricted net assets available for use should not be more than three times the 
size of the past year’s expenses or three times the size of the current year’s 
budget, whichever is greater.”
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 If you do keep a sizeable reserve fund, be sure your donors understand why 
the reserve is necessary. Also be sure that your organization has a procedure 
in place to protect the funds for the appropriate programs and against erosion 
from administrative or operational expenses.

Staying accountable
Nonprofit organizations are founded on trust. Donors trust that you’ll use the 
money they give wisely, and grant makers trust (and usually verify) that you 
use the funds they provide for the purposes described in the grant application. 
The members of the board of trustees are responsible for making sure that the 
organization lives up to its pledges, and that means maintaining accountability 
by keeping track of where, when, and how the organization spends each dollar.

 In your business plan, include provisions for an annual audit of your organiza-
tion’s finances.

Many nonprofits hire professional accounting firms to conduct an audit in 
order to make sure it’s independent and objective. But if your nonprofit 
is small or relatively new, you may opt to create a volunteer committee of 
people with experience in accounting to review the records, verify bank bal-
ances, and produce a written report of their findings. In order to ensure that 
the committee has no conflict of interest, it should operate completely inde-
pendently of the board of trustees.

Marketing and Promoting Your Nonprofit
All you have to do is watch the public service ads on television to see that 
some of the biggest and most high-profile nonprofits spend a lot of time — 
and money — trying to get their message out to the public. The big reason 
is to attract financial support, of course. But nonprofits also want people to 
know what they’re doing in order to polish up their image and make sure that 
people in need know they can find assistance.

 Your nonprofit may not be ready to produce its own television spot, but even 
the smallest charitable organization should have a marketing strategy in its 
plan. Your strategy may be as simple as producing a simple brochure or as 
complex as sending volunteers door-to-door. Whatever your strategy for 
attracting dollars and donors, it should be spelled out in the plan.

 Check out Form 12-6 on the CD-ROM for a checklist of what effective marketing 
materials should include. Don’t be reluctant to toot your own horn. If you really 
believe in the work you’re doing, you should be proud of it. Let the world know.
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Forms on the CD-ROM
If you’re part of a nonprofit organization, take a look at the following forms on 
the CD-ROM to help you plan:

Form 12-1 Nonprofit Planning 
Worksheet

A worksheet that helps you 
develop your nonprofit idea

Form 12-2 Examples of Real-World 
Nonprofit Mission 
Statements

A selection of nonprofit mission 
statements along with space to 
record your impressions

Form 12-3 Ideal Individual Donor 
Questionnaire

Questions that help you gather 
information about your ideal indi-
vidual donor

Form 12-4 Checklist of Responsibilities 
for a Nonprofit Board

A list that helps you determine 
the capabilities you seek on your 
board of trustees

Form 12-5 Checklist of Typical Grant 
Proposal Sections

The typical sections you should 
think about including in your 
grant proposal

Form 12-6 Checklist of Nonprofit 
Marketing Strategies

A list of items to consider includ-
ing in your marketing strategy
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Chapter 13

Planning in an Online World
In This Chapter
▶ Looking at lessons from the recent past

▶ Building an e-commerce business model

▶ Adding e-business to your brick-and-mortar establishment

When the first edition of this book came out in 2001, lessons from the 
2000 dot-com crash were works in progress. Hundreds of Internet-

based businesses had folded, 100,000 jobs had evaporated, and the economy 
was still quaking. Fast forward to today, and the landscape is completely 
transformed. Google has become one of the most successful companies in 
history. Amazon has become one of the world’s biggest retailers. The music 
distribution business is largely conducted on the Web. The newspaper busi-
ness is rapidly becoming an online enterprise.

Yet plenty of uncertainty remains. The publishing industry is still trying to 
make sense of the risks and benefits of online delivery. Social networking 
sites have drawn millions of people, but many are still trying to figure out 
how to make a buck.

What does the increasing role of the Internet mean for your business? That’s 
the $64,000 question. Or potentially the $64 million question for companies 
that get the answer right. The only thing that anyone can say about the 
Internet with any certainty is that it’s changing, and changing fast. The future 
will look very different from the present.

How do you conduct business planning in such an environment? Good ques-
tion. The pace of change brought about by technological innovation — and 
especially by the transformations centered around the Internet — has forced 
many companies to plan differently. With the old certainties no longer so 
certain, planners have to be more flexible than ever. A good plan must try to 
forecast the future — and present options in case that forecast doesn’t come 
to pass. A smart strategy must try to take full advantage of existing Web-based 
applications — with the full knowledge that those technologies may be all-
but-obsolete within a few years.
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This chapter can help you address the uncertainties inherent in planning in 
a wired world while taking full advantage of the extraordinary opportunities 
this fast-evolving environment offers.

Avoiding the Well-Traveled Bumps 
on the Cyber Highway

Now more than ever, the Internet is fundamental to today’s businesses. 
Online communication has transformed the way people worldwide live, work, 
shop, and buy. It has even changed the way we socialize.

Getting to this point took brave exploration by businesses that dared to forge 
the path into the world of e-business. Along the way, they hit some pitfalls 
and weathered some scrapes that all who follow can gratefully avoid, starting 
with these three revelations in the following sections.

Web presence isn’t an all-or-nothing 
proposition
Web presence is a strategy for doing business. The closer your e-business 
strategy aligns with the rest of your business plan, the more it will strengthen 
your ability to build relationships with suppliers, distributors, customers, 
and employees. The most successful online retailers today integrate the 
Internet as a vital selling and communication channel in their overall busi-
ness models. However, they view the Net as a channel, not the channel.

E-business planning is 
a continuous process
The online world is constantly changing as new opportunities and new com-
petitive threats arise. You can’t rely on once-a-year planning to scan your 
business environment and monitor your company’s performance. On an 
ongoing basis, watch for the following:

 ✓ Technological innovations and their impact on your marketplace: The 
latest technologies would have been almost unimaginable a few years 
ago — from telephones with Internet capability to GPS-systems that 
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offer restaurant suggestions. No doubt today’s newest innovation will 
seem almost quaint in a few years. E-businesses must keep abreast of 
innovations in the pipeline — and constantly evaluate what risks and 
benefits they may offer.

 ✓ Changing customer preferences and shopping patterns: Web site 
activity reports can tell you the nature and number of visitors arriving 
at your site, as well as what they did while in your Web space. Monitor 
the pages viewed, files downloaded, dates and times of visits, refer-
ral sources, session length, navigation path, and most certainly the 
keywords entered to find your site in the first place. This information 
reveals who looks at what and who buys what. Incorporate this data into 
the ongoing business-planning process.

 ✓ Changes to your business environment: Chapter 5 offers step-by-step 
instructions for conducting a SWOT analysis to assess your business 
strengths and weaknesses so that you can seize market opportunities 
and avoid threats. Put the process to work on a regular — by which we 
mean frequent — basis. In any Internet-based business, you simply can’t 
wait until year-end; by then, your business could be blindsided by new 
technologies, competitors, or customer preferences.

Stay ready and willing to adjust components of your business plan as the 
need or a new strategic opportunity arises.

Successful strategy depends 
on a business model
Having a hand on the source of money flow comes right back to the revital-
ized term business model, which, in the simplest terms, is how your business 
will generate revenue and profit. To develop your business model, you need 
to know

 ✓ What you plan to sell and the value your product delivers to customers

 ✓ The profile of your prospective customer

 ✓ How you plan to reach, acquire, and keep customers

 ✓ How you define and differentiate your offerings

 ✓ That your product pricing covers all costs plus some profit

Chapter 5 has more information on business models and what it takes to 
keep your business on the right side of the profit margin.
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Ironing Out Pressing Planning Issues
Whether you’re starting, revamping, or expanding an e-business, the same 
checklist of important planning issues applies:

 ✓ Evaluate your business environment. So much for the pie-in-the-sky 
days of “If you build it, they will come.” When the topic is Web sites, 
that approach just doesn’t work. Tens of millions of Web sites are up 
and running. Getting customers to land on yours takes planning, promo-
tion, and investment, and getting them to buy when they arrive is even 
trickier. Be prepared: Chapter 4 helps you assess your competitive envi-
ronment and your customer profiles and preferences.

 ✓ Estimate your upfront costs. One of the biggest mistakes e-businesses 
make is underestimating the software, hardware, and development costs 
involved in getting a Web site up and running — not to mention what’s 
involved in maintaining the site after it opens for business. To create a 
realistic budget that doesn’t leave anything out, flip to Chapter 8.

 ✓ Fine-tune your business model. You can’t expect your e-business to 
succeed if you’re not absolutely sure about where the money’s going to 
come from. Take a look at Chapter 5 for an overview of business models.

 ✓ Create a realistic business timeline. Face it, you don’t have all the time 
in the world to get your business up and running, find customers, gener-
ate revenues, and make a profit. But at the same time, it won’t happen 
overnight. In between, you need start-up cash to hold you over until 
your business can turn a profit. Set a realistic timeline so that everyone 
from investors to employees knows what to expect. Chapter 1 has more 
information on business time frames.

 ✓ Build flexibility into your plan. Most business plans include contin-
gencies — what-if scenarios that provide alternatives in case some-
thing goes wrong. Contingency planning is especially important for an 
e-business. If your business plan depends on Web site ad revenue, for 
example, include a contingency in case those dollars don’t roll in as 
anticipated. Or if your business plan counts on return business from 
previous customers, have an alternative plan in place in case customers 
are more fickle than you expect.

 ✓ Plan for the people you need. As e-business becomes more and more 
automated, it’s easy to think state-of-the-art technologies are more 
important than people. Don’t believe it. A strong staff of highly commit-
ted and experienced employees is essential to the success of any 
business — and doubly so for e-businesses. Make sure that your busi-
ness plan addresses exactly how you intend to find top-flight software 
engineers or skilled content providers and how you’ll recruit them and 
keep them onboard.
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 Form 13-1 on the CD-ROM lists the previous issues in a single checklist. Use it 
as you seriously consider the opportunities and hurdles your business faces. 
Fill in your responses to each of these key areas and then return to the form 
on a regular basis to monitor your situation and fine-tune your responses.

Some things never change
The more things change, the saying goes, 
the more they stay the same. With the rise of 
social networking, apps, smart phones that 
do everything but prepare dinner, music and 
books delivered electronically, and viral mar-
keting, it’s easy to think the fundamental rules 
have changed. They haven’t. In fact, the cycle 
of booms and busts that we’ve seen over the 
past decade reinforce some of the following 
well-worn truths:

 ✓ Profits matter. Not long ago, investors 
evaluated businesses based on how many 
eyeballs or clicks they’d attract — how 
many people visited and took action at a 
Web site. That’s still important to advertis-
ers. But today, the measurement is back to 
basics. What are you selling? How much 
revenue will you generate? What costs will 
you incur? How many dollars will make it to 
your bottom line in the form of profit? (See 
Chapter 8 for a crash course in business 
finance.)

 ✓ Costs matter. In the aftermath of the Great 
Recession of 2009, as it has now been 
dubbed, business owners are once again 
spending money as if it were their own — 
because more often than not, it is.

 ✓ Customers matter. Just look at the reviews 
on Amazon or TripAdvisor, and you’ll see 
how much customers — and customer 
satisfaction — matter to Internet-based 
companies. The chief way Web-based 
retail companies have been able to win 

trust, in fact, is by providing top-notch cus-
tomer service.

 ✓ Your value proposition matters. Your value 
proposition is also called your core-market-
ing message or your unique selling propo-
sition. When figuring out your company’s 
value proposition, ask yourself the follow-
ing questions.

 • Who’s your ideal customer?

 • What problems or challenges does your 
product solve for your customer?

 • What results or benefits can your cus-
tomers count on?

 • What makes your product a better and 
more valuable solution than any other 
offering on the market?

 • How does your offering deliver value 
beyond the time and money customers 
will spend to obtain it?

 ✓ Service matters. This is one of the big les-
sons of the technologically centered 1990s. 
Today’s customers demand double doses 
of customer service, which means that you 
have to know your customers. Here are 
some tips for knowing your customers and 
anticipating their needs:

 • Know what they want from your Web 
site.

 • Know what kind of equipment they use so 
that your site is compatible.

(continued)
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Creating an Online Customer Profile
Whether you’re opening a Web-based company or adding an Internet exten-
sion to an existing company, your business plan needs to describe the cus-
tomers you intend to attract — and how you expect them to behave when 
they get to your Web site. This step is essential.

After you know who you’re planning to attract and what visitors you expect 
from your site, you can configure your online offerings to match expectations 
and trigger desired consumer responses.

This task sounds straightforward, but it isn’t as easy as it seems. Even the 
1,000-pound e-gorillas like Amazon and Orbitz constantly monitor what 
makes their online customers tick (or click), and they adjust their offerings 
accordingly. The latest software even allows retailers to anticipate the kinds 
of products and services customers might want in the future based on their 
previous purchases. Web sites that use these programs become shopping 
consultants, offering customers suggestions about what to buy next. When 
this feature works well, it goes a long way toward winning customer loyalty.

 Use the questionnaire in Form 13-2 on the CD-ROM to capture the key charac-
teristics of your most likely online customers. As you answer the questions, 
you begin to define your online customer profile. For additional details on how 
to size up your customers, flip to Chapter 4.

(continued)

 • Watch for user responses and reply 
immediately.

 • Set up 24-hour, toll-free phone lines for 
live help.

 • Send customer comment cards with 
product deliveries.

 • Send thank-you notes or gifts.

 • Remember that online customers are like 
all other customers: They value prompt 
service, clear communication, and proof 
that you appreciate their business.

 ✓ Expertise matters. If you plan to run a 
billion-dollar enterprise, be sure that you 
have people with billion-dollar expertise 
onboard.

 ✓ Your business model matters. The lessons 
don’t get more basic than this: To stay in 
business, you need a business model 
designed to bring in more money than the 
combined total of your costs and expenses. 
Some businesses manage to earn enough 
from click-through ads. Others sell prod-
ucts or services via their Web sites. More 
and more businesses are combining a vari-
ety of revenue streams to make their Web 
businesses profitable.

 ✓ Patience matters. The newer your new 
business concept, the longer it takes to win 
market acceptance, so you need to factor 
the time lapse into your business plan. (See 
Chapter 1 for information regarding busi-
ness-planning time frames.)
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Building an Internet Business
Even the skeptics have been surprised by how much human activity now 
takes place on the Internet, from shopping to dating. Still, many Internet-
based businesses still need bricks-and-mortar operating centers.

 Amazon.com is perhaps the most famous e-business in the world, yet even it 
relies on operations grounded in tradition — stocking warehouses, for exam-
ple, or filling orders and seeing to it that the goods get delivered to customers 
by truck or plane. In fact, Amazon.com even offers in-store pickup options so 
that online shoppers can go to participating brick-and-mortar outlets to pick 
up books, DVDs, CDs, office products, electronics, or other items ordered on 
the Amazon site.

 Most online businesses consider Web presence as a business strategy that 
integrates with traditional operations. They move business functions online 
when and if that’s the most efficient and effective way to build relationships 
with suppliers, distributors, customers, and employees. The truth is, the line 
between traditional business and online business has blurred. Most businesses 
these days are a little of both. Very few companies — even hole-in-the-wall res-
taurants or dusty antique shops — can make it without some Internet presence.

Establishing your value proposition
To increase your odds of e-business success, step back and consider your 
company from your customers’ point of view:

 ✓ What benefits and solutions are you providing your customers?

 ✓ What problems or needs do they have that your offering addresses?

 ✓ How’s your solution better than the solution offered by any competitor?

 ✓ What keeps customers coming back to your site?

The answers to these questions combine to form what’s called your value 
proposition — fancy jargon for a simple statement of the value that your prod-
uct, service, or process delivers to your customers. Sometimes a company’s 
value proposition seems pretty obvious:

 ✓ Walmart offers low everyday prices on a wide range of merchandise.

 ✓ Rolls-Royce offers unparalleled luxury and the ultimate in snob appeal.

 ✓ Travelocity.com offers cheap airline tickets to anywhere in the world.

However, a company’s value proposition may include offerings far beyond 
those that first come to mind.
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Think about Amazon again. It sells books and other merchandise at a discount, 
so part of its value proposition is clearly based on low prices. But Amazon also 
stocks one of the largest inventories of books anywhere in the world. Thus, 
having a wide selection is also part of its value proposition. Amazon now offers 
its own e-book and is fast becoming a publishing company in its own right. 
And Amazon’s appeal to book lovers doesn’t stop there. The online bookseller 
invites readers to review and rate books — a feature that many customers like 
so much that they wouldn’t dream of shopping for books anywhere else. Of 
course, Amazon has become far more than a bookseller. It’s even bigger than the 
biggest retailer. By serving as the gateway for many small online stores, it has 
become a Web-based marketplace where you can find virtually anything. The 
company is a textbook example of successfully enhancing its value proposition.

 The more value customers place on your product, the more likely they are to 
remain loyal to your business. But that’s only part of the value equation. Online 
businesses have come to understand that loyalty also depends on customers’ sat-
isfaction with the online interface, as well. If a Web site is well-designed and easy 
to use, customers will return again and again. Maintaining an effective Web site 
isn’t easy. Most e-businesses will tell you that it takes a lot more time and effort 
than they first planned for. Keep that in mind as you formulate your own plans.

 Use Form 13-3 on the CD-ROM as you assess your company’s value proposi-
tion. By understanding the needs of your customers and the value that your 
e-business offers, you can communicate to your customers that you have what 
they want to buy — and what they’re willing to pay for.

 Figure 13-1 shows how a travel-related site called Cultural Escapes completed 
the form. The company’s responses uncover the following points:

 ✓ Challenges faced by the company: The company’s responses show that 
customized information is a hallmark of the business. But to be useful — 
and to keep customers coming back — the site’s information absolutely, 
positively must be right on the mark. In other words, if a customer has 
one bad meal at a favorably reviewed restaurant, the site loses one of its 
principal values to customers. This realization may lead to a quality con-
trol division that monitors reviews on an ongoing basis.

 ✓ Features that offer revenue-generating potential: By realizing the 
unique value Cultural Escapes offers to customers, the company may 
develop some of its features into revenue-generating products. For 
example, a traveler who’s planning a trip to Barcelona and happens to 
be passionate about great food and culinary culture may be willing to 
pay a small fee for a customized package of information that includes 
hot new restaurants in the city, cooking school courses, and background 
on the city’s culinary history. This same customer may also be willing to 
pay for a subscription to a monthly newsletter that highlights upcoming 
culinary events in major cities around the world. In addition, because 
the Web site attracts visitors interested in food, travel, and culture, it 
may be attractive to businesses that want to advertise cooking schools 
or culinary events — even cookbook publishers or food magazines.
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Figure 13-1: 
Use this 
form to 
deter-

mine why 
custom-

ers come 
to your 

Web site 
and what 

value they 
receive.

 

E-BUSINESS VALUE PROPOSITION WORKSHEET

1. Write a one-sentence description of your e-business:

Cultural Escapes offers visitors to its Web site personalized travel information
packages tailored to their specific cultural interests, from arts and music to
language studies and culinary adventures.

5. Think about your ideal customers. What’s the best thing they can say about
your e-business?

They can count on us to provide them complete, reliable, and up-to-date
information about travel destinations that’s tailored to their own personal
needs and interests.

2. Describe three or four of the most important features on your Web site:

A personal profile that allows visitors to describe the kinds of information
they want to see presented about travel destinations under consideration

• 

3. List three or four benefits customers receive when they visit your Web site:

The most comprehensive and up-to-date cultural information about travel
destinations available anywhere

• 

 4. Looking back at #3, describe the essential value that customers take away:

Access to timely, reliable, personalized travel information• 

A customer feedback feature that allows users to give their own reviews
of restaurants, hotels, museums, performances, tours, cruises, cities,
and countries

• 

The ability to tailor information to meet personal interests, such as concert
schedules, gallery openings, and well-reviewed restaurants in a given destination

• 

The chance to hear what other like-minded travelers are saying about popular
and undiscovered travel destinations

• 

E-mail alerts and travel reminders highlighting special events, exhibits,
performances, and limited-time travel offers

• 

An online “classified lodging” section that allows travelers to arrange
short-term rentals or house-swaps with people in other parts of the world

• 

Time-savings when it comes to the travel planning process• 

Peace of mind about major travel-related decisions• 

By developing its value proposition, the travel site can build a promising 
business model that includes a number of revenue streams: fees for personal-
ized travel-information packages; subscription fees for special interest travel 
newsletters; and revenues for site ads placed by companies with related 
products or services.
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Constructing a workable e-business model
Coming up with a business model is one thing. Coming up with a model that 
actually works can be quite another.

The only business model that works is one that delivers enough revenue 
to cover all your costs plus some profit. Answer the following no-nonsense 
question:

What value do you offer to site users or site advertisers, and how can you 
convert that value into cold, hard cash (or at least plastic)?

Where will your sales revenue come from? That’s your business model in a 
nutshell.

 As you think through your answer, use the E-business Model Construction 
Worksheet in Form 13-4 on the CD-ROM. Answer the questions as part of a 
brainstorming exercise that helps uncover sources of site revenue. Look at 
Figure 13-2 to see how Cultural Escapes, an online travel information Web site, 
built its business model.

 Feature a discussion of your business model prominently in the company 
strategy section of your business plan.

Getting funded
A written business plan is an absolute must for an Internet venture. In fact, if 
you’re seeking funding, you’ll have a hard time finding a serious investor who 
will even let you past the receptionist without a detailed plan down on paper 
(but not too detailed). One phrase to remember is “short and sweet.” Some 
old hands in the game swear that ten pages is the absolute limit.

Consider a few other tips when tailoring your plan for investors:

 ✓ Describe in a single sentence or two what makes your venture different 
from a thousand other e-businesses hoping to succeed.

 ✓ Avoid technical jargon in favor of plain, everyday language.

 ✓ Emphasize the expertise of your management team.

 ✓ Include a complete analysis of the marketplace — not only the obvious 
markets, but also the tougher markets to break into.

 ✓ Explain in detail how you’ll use Internet-specific marketing tools, such as 
social networking to attract customers.

19_438541-ch13.indd   27019_438541-ch13.indd   270 3/30/10   11:43 PM3/30/10   11:43 PM



271 Chapter 13: Planning in an Online World

 

Figure 13-2: 
Develop 

your busi-
ness model 

to keep a 
firm hand 

on your rev-
enue pulse.

 

E-BUSINESS MODEL CONSTRUCTION WORKSHEET

1. List three key value-added features that your Web site offers:

Personalized travel information packages• 

Monthly newsletters focused on specific interest areas• 

Customized e-mail alerts and travel reminders• 

2. Given your key Web site features, identify potential sources of revenue:

Sale of travel information packages• 

Subscriptions to special interest newsletters• 

Merchandising of select travel products• 

3. Is your Web site attractive to advertisers? If so, list at least three examples:

Tour companies• 

5. Identify at least one up-and-running e-business with a similar business model:

2AHealthyU.com is a Web site that provides customized disease prevention
and health maintenance information based on an online questionnaire format.
 

Travel industry (airlines, hotels, cruise lines)• 

City and institutional sponsors• 

Publishers• 

7. Describe what you see as the key strengths of your business model:

Strong and growing market for travel services• 

Information with high value-added content• 

Multiple revenue sources• 

6. How does your business model resemble the one above? How does it differ?

Both Web sites offer customized information to consumers. But our model allows
us to learn more about our customers and offer more personalized products and
services. We are also in a better position to match up our clients with targeted
advertisers.

4. Will you capture useful demographic information on your Web site? Are there
additional ways to leverage your customer database?

Merchandise tie-ins• 

Event ticketing opportunities• 

Direct market travel offers• 

8. Describe major concerns or uncertainties inherent in your business model:

Strong competition among online travel resource Web sites• 

Challenges of maintaining reliable, up-to-date information• 

Internet advertising rates and demand still quite uncertain• 
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 ✓ Describe your competitors and how you plan to distinguish your com-
pany from the rest of the pack.

 ✓ Include a thorough overview of your financials and a summary of what 
they mean.

 ✓ Define your company’s growth potential.

Present your condensed business plan, but keep the full-blown version close 
at hand. If all goes well, investor prospects will want to see and find out more.

 With the lessons of the dot-com bust came new scrutiny of the business plans 
of Internet ventures by everyone from bankers to venture capitalists (VCs). 
The recent economic downturn made investors and banks even warier. Don’t 
be discouraged. Yes, you have to spend more time and effort hammering out a 
rock-solid plan, but the investment will pay off for you and for people who sign 
on to support your dream.

Talking the talk
People in the world of business financing talk a 
language all their own. Use this sidebar as your 
translation guide.

Venture capitalists (VCs) range from small, 
independent operators to large firms that 
evaluate thousands of new business-funding 
proposals every year. Angel investors are high 
net-worth individuals (that is, rich people) who 
are interested in getting richer by investing in 
promising new companies. When you enter the 
world of VCs and angels, you need a glossary of 
jargon to know to talk the talk:

 ✓ Seed financing: The initial investment in 
a start-up business. This funding may go 
toward testing and proving your business 
concept, developing your product proto-
type, or conducting market research.

 ✓ Start-up financing: The initial level of 
investment required to get your company 
off the ground. The funds are used for 
everything from assembling your business 
team to developing your product or service, 
testing it, and bringing it to market.

 ✓ First-stage financing: Additional money 
that comes in after your initial start-up 

funds run out. These funds are often used to 
support further growth by ramping up new 
product development, production, market-
ing, or your sales efforts.

 ✓ Second-stage financing: Money raised 
down the road after your business has 
initially proven itself. The funds are typi-
cally used to allow the company to expand 
quickly by supporting growth in all areas of 
the company’s operations.

 ✓ Mezzanine financing: We’re not talking 
about theater tickets here. Mezzanine 
means in between, and this financing falls 
in between an equity investment and a 
standard bank loan. This money allows your 
company to expand in a particular direction 
without having to give up additional owner-
ship in the business.

 ✓ Bridge financing: Like a bridge over troubled 
waters, this kind of financing can help your 
company through temporary rough spots. 
For example, companies sometimes get 
bridge loans before an Initial Public Offering 
(IPO) to smooth out any cash shortfalls that 
may occur before the IPO is completed.
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A serious business plan can provide the momentum you need to keep on 
going when the going gets tough. Truth is, successful entrepreneurs return to 
their written business plans time and again to recapture the inspiration, the 
spirit, and the direction that started them out planning a business in the first 
place. Don’t go online without one!

Adding an Internet Extension to Your 
Brick-and-Mortar Business

Thinking of a company that doesn’t already have at least some level of online 
presence is difficult, even if it’s just a company contact Web site — which is 
like an online Yellow Pages ad — or the ability to send e-mail to customers, 
suppliers, and colleagues. But maybe you’re ready to expand your online 
presence. Maybe you want to reach prospects outside your current market 
area or enhance customer service with online communications. Or maybe 
you’re ready to dive in to the realm of online sales. Before jumping in, ask 
yourself these questions:

 ✓ Who will use your site? Will your customers, prospects, suppliers, job 
applicants, employees, or a combination of users use this site?

 ✓ How will people use your site? Will they want general information (for 
example, your open hours, address, or product lines)? Will they want 
answers to frequently asked questions? Do they want to do business 
with you online (to request quotes, submit job applications, or make 
purchases)?

 ✓ What do you expect from your site? Is your goal to generate leads and 
make sales? Provide customer support? Cultivate customer relations?

 ✓ How much are you willing to invest in your site? The more complicated 
your site and the more aggressive your online goals, the more you need 
to invest to achieve success.

 ✓ How much time will you need to keep your site timely? Any truly useful 
Web site needs to be updated frequently, often daily, in order to keep 
users coming back. Restaurants need to update their online menus; 
concert halls need to update their schedules; retail businesses need 
to update inventory and prices. All that takes time. Make sure that you 
have the time before you go online. A poorly maintained site can damage 
your company’s reputation and drive customers away.

The following sections help you think through your answers to these 
questions.
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Retailing online
 E-commerce is an ever-expanding economic engine, but it isn’t the answer for 

all businesses. Weigh these questions as you consider opening an online sales 
channel:

 ✓ Is your product easy to explain in words and pictures?

 ✓ Is your product perishable, hard to package, or difficult to ship?

 ✓ Can you absorb shipping costs, or will customers willingly pay the freight?

 ✓ Do customers need much after-purchase support, such as a 24-hour 
help line?

 ✓ Are returns easy and inexpensive to handle?

 ✓ Are you ready to build and support an e-commerce operation?

Budgeting for your online presence
Estimating costs for Web site presence is notoriously difficult because every 
site is different, with its own features and unique challenges.

 Creating an online presence is a lot like remodeling your kitchen: The cost 
depends on the features you want to install, and they nearly always mount up 
to more than you anticipate.

To estimate your Web-development bill, ballpark development, and mainte-
nance costs, factor in the following list of typical expenses:

 ✓ Development costs, including computer hardware, communications 
equipment, systems installation, Web site design, Web site content 
development, and testing and launch.

 ✓ Maintenance costs, including Web site administration, Web site content 
updating, communications services, hardware servicing and upgrades, 
and software upgrades and support.

 Before you invest in the equipment and staff required to maintain an Internet 
presence, explore the possibility of having an outside company host your Web 
site for you. Web-management companies can provide you with the entire 
hardware and software infrastructure you need and guarantee that your site is 
up and running 24/7, often at a very competitive price.
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After you’ve estimated the tab for your new or expanded Web presence, list 
the business benefits you hope to gain from your presence on the Internet. 
If some of the benefits add revenue, include the sales in your financial pro-
jections. Don’t be surprised, however, if you have a tough time attaching 
revenues to some or many of the benefits you expect your site to deliver. If 
you do, consider how the investment will enhance your business efficiency, 
heighten customer service, or add other attributes that may help justify the 
cost of your Internet-development plans.

Tapping into the power of social networks
These days, anyone with a silly pet video can make a bundle on the Internet. 
Web sites and even single items of Web-based content strike gold when one 
person sends a link to ten friends, and those ten friends send it on to ten of 
their friends, and before too long millions of visitors are logging on to take 
a look. Traditional businesses used to call it word of mouth, and everyone 
from Hollywood filmmakers to restaurant owners depended on it to drive 
customers their way. Today, in the virtual world, it has come to be called 
viral marketing, and it really can be the secret of success for certain kinds of 
businesses.

Despite its high-tech underpinnings, viral marketing requires something that 
couldn’t be more traditional: good content. Good in this case can mean many 
different things: entertaining, educational, informative, shocking, funny, or 
emotionally moving — whatever it takes to get people’s attention. Content 
can take the form of an educational video, a newsletter, an e-book, a news 
release, or the antics of a silly pet.

Viral marketing strategies aren’t appropriate for every business with an 
Internet presence, but when they are, they can be extremely powerful audi-
ence grabbers and money makers.

 If you think social networking and viral marketing are right for your business, 
include your strategy for taking advantage of them in the business plan. The 
checklist in Form 13-5 includes the principle tools of viral marketing, with a 
brief description of what they are and how you can use them. Check the tools 
that seem best suited to your business. Then develop a strategy for how you 
will use them to drive business to your site.
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Forms on the CD-ROM
If you’re planning or expanding your company’s Internet presence, take a 
look at the following forms on the CD-ROM to help you plan your business:

Form 13-1 Checklist of Key Steps in 
Planning an E-Business

Key steps that help you stream-
line your planning process

Form 13-2 Online Customer Profile A questionnaire that captures 
the key characteristics of your 
most likely online customers

Form 13-3 E-Business Value Proposition 
Worksheet

Questions that capture the key 
benefits your Web site offers 
and the value it delivers to cus-
tomers

Form 13-4 E-Business Model 
Construction Worksheet

Questions to help you create a 
workable e-business model

Form 13-5 Checklist of Popular Tools for 
a Viral Marketing Strategy

A checklist of viral marketing 
strategies to include in your 
marketing plan.
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In this part . . .

The chapters in Part IV guide you through the process 
of taking the pieces you’ve created — your great busi-

ness idea, your careful analysis of the business environ-
ment, and your marketing strategy — and putting them 
together into an effective written business plan. The result 
is likely to be the most powerful single document you’ll 
create for your company. It can help you gain funding, 
inspire and motivate employees, grow, make money, and 
stay on track — which is why the next few chapters are so 
important.

Chapter 14 is full of ideas for organizing the business-plan 
assembly process, bringing your planning team together, 
addressing various business audiences with your plan, 
and enlisting resources to make the job easy and success-
ful. Chapter 15 is all about putting your business plan to 
work — using it to organize your staff, structure your sys-
tems, develop a strong sense of teamwork, operate your 
business effectively, and troubleshoot problems if and 
when they arise. In the best sense of the phrase, this part 
is where the rubber meets the road. You’re on your way 
to finalizing and using your plan!
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Chapter 14

Putting Your Plan Together
In This Chapter
▶ Assembling your business-planning team

▶ Addressing important audiences

▶ Writing, reviewing, and finalizing your plan

You’ve reached the point where you actually write your business plan. 
If you’re arriving at this chapter sequentially (every author’s dream!), 

the business-planning spadework is behind you. By now, you’ve defined 
your business purpose (Chapter 3), assessed your business environment 
(Chapter 4), charted your strategy (Chapter 5), detailed your company capa-
bilities (Chapter 6), designed your marketing plan (Chapter 7), and untangled 
your finances (Chapter 8). The next step is to assemble the raw materials to 
formulate your plan.

If you’re not reading in order (and you certainly don’t have to), you’ll still 
find plenty of useful information on the nuts and bolts of assembling a busi-
ness-planning team and putting the document together. After you’ve browsed 
through this chapter, you can return to the earlier chapters with insights into 
what the final process of writing and reviewing the play will entail.

Here’s a note for people who rank the idea of writing right up there with 
paying taxes or for people who find putting one word in front of another as 
excruciating as rolling boulders up a hill: The following pages keep the pro-
cess easy. Plus, you can expect some good payoffs for your literary efforts:

 ✓ Making good ideas even better: Putting your plan into writing makes 
it easy to see which ideas don’t hold water and which ones look even 
better when you take time to develop them.

 ✓ Developing a plan of action: Like many entrepreneurs, you may have 
dozens of ideas rattling around in your head. Organizing them into a 
written plan forces you to think about how they fit together and which 
ideas should receive priority status in your action plan.
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 ✓ Avoiding unnecessary mistakes: Your written plan is the first serious 
test of your business venture. If your business doesn’t make sense on 
paper, what are the odds that it will pass muster in the fiercely competi-
tive world of business?

The upcoming pages help you review the components of your plan, put 
together your planning team, target your audience, and assemble a plan that 
creates a cohesive sense of who you are and what you plan to do.

Making a List and Checking It Twice
Putting together your written business plan is a bit like preparing for a final 
exam: You want to make sure that you’re well prepared and that you have all 
the resources you need at your fingertips.

 As you organize your effort, use the checklist in Form 14-1. It lists all the items 
you may want to include in each of the major components of your business 
plan. Check off the items that you already have in hand, at least in a rough 
form. (Don’t worry about the table of contents and the executive summary 
at this point. You put these two pieces in place last, and I cover them in the 
“Addressing more than one audience” section later in this chapter.)

Not every business plan will contain every item on this list. Still, take a good 
look at the items you haven’t checked. Make sure that the omission is inten-
tional and that you’re not leaving out important information.

If you discover that you still have some homework to do before sitting down 
to write your plan, here are the main topics and where to turn for help:

 ✓ Company overview: Chapters 3, 5, and 6

 ✓ Business environment: Chapter 4

 ✓ Company strategy: Chapter 5

 ✓ Company description: Chapter 6

 ✓ Marketing plan: Chapter 7

 ✓ Financial review: Chapter 8

 ✓ Action plan: Chapters 1, 3, and 5

In addition, you can use the chapters in Part III to tailor your plan to your 
business. Make use of Chapter 9 if you’re self-employed, Chapter 10 if you’re 
planning for a small business, Chapter 11 if you’re growing or revamping an 
established business, Chapter 12 if you’re involved with a nonprofit organiza-
tion, or Chapter 13 if you’re starting or expanding an e-business.
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 Table of contents

 Executive summary

 Company overview

 Mission statement
 Vision statement
 Values statement
 Listing of key products and/or services
 Business model summary
 Major business goals

 Business environment

Industry overview
Barriers to entry
Market segmentation
Ideal customer profile
Competitor analysis

 Company strategy

SWOT analysis
Business model
Business goals

Plans for growth
Exit strategy

 Company description

Introductory highlights
Products and/or services offered
Research and development
Operations
Sales and marketing
Distribution and delivery
Customer service
Management
Organization

Marketing plan

BUSINESS PLAN COMPONENTS CHECKLIST

Form 14-1: Use the checklist on the CD-ROM as you prepare the pieces of your business plan.
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 Financial review

Income statement
Balance sheet
Cash flow statement
Financial forecasts
Master budget

 Action plan

Short-term goals
Immediate objectives
Next steps

 Appendixes

Page 2 of Form 14-1

Locating Additional Resources
 As you put your business plan together, you may discover that you need some 

additional tools — a book devoted to marketing, for example, or business-
planning software that can help you create and maintain your written docu-
ment. The following sections give you some advice on where to go and what to 
look for when you need some additional resources.

The bookstore
Okay, we’re partial to the book you’re holding, but you can find dozens of 
other useful titles in the marketplace — particularly ones that concentrate on 
specific areas, such as marketing or financial planning, or ones that focus on 
particular kinds of businesses, such as nonprofits or sole proprietorships.

For additional background on general business-planning issues, you may want 
to pick up a copy of Business Plans For Dummies, 2nd Edition, by Paul Tiffany 
and Steven Peterson (Wiley). For help preparing your marketing plan, consider 
Small Business Marketing For Dummies by Barbara Findlay Schenck (Wiley).

 Although the basic principles of business planning may be timeless, certain 
subjects — Internet marketing, for example — change rapidly, and a book 
that’s more than a few years old may reflect ancient history. If you want 
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timely information — details about tax considerations for a small business, for 
example — be sure to check when the book was published.

 Magazines, newspapers, and journals offer another way to track what’s happen-
ing in the world of business in general and your industry in particular. Identify 
several titles of interest and become a subscriber so that you can routinely scan 
the business environment for trends or new developments that may affect your 
business plan. Your local library is a good place to go to review past issues of 
magazines and journals to see whether they’re relevant to your business.

Fishing the Net for business links
The Internet is a gold mine of business-planning 
information and resources. As you delve into 
the riches, begin with this list of popular sites 
where you can find useful and reliable tips, 
tools, and examples — including samples of 
real-life business plans:

 ✓ www.sba.gov : The Small Business 
Administration (SBA) site is far and away the 
best source of information on planning, fund-
ing, starting, and running a small business. 
You can find useful answers to frequently 
asked questions as well as business counsel-
ing help and shareware software programs.

 ✓ www.irs.gov/smallbiz: This site 
is great if you run a small business or are 
self-employed. The IRS provides all kinds 
of useful industry and profession-specific 
information. The site also includes links to 
other helpful non-IRS business resources 
on the Web.

 ✓ www.nfib.com: The National Federation 
of Independent Business (NFIB) calls itself 
the largest advocacy organization to repre-
sent small and independent businesses in 
the United States. Its Web site features a 
frequently updated set of tools and tips that 
small business owners may find useful.

 ✓ www.nonprofits.org: The Internet 
Nonprofit Center is a great online resource 
for information about every aspect of plan-
ning, starting, and operating a nonprofit 

organization. Go to the FAQs area to access 
information on dozens of topics.

 ✓ www.score.org : The Web site of 
the Service Corps of Retired Executives 
(SCORE) offers start-up businesses 
free counseling via e-mail. The site also 
includes a learning center, business tool-
box, updated success stories from a variety 
of small- and medium-size companies, and 
a valuable list of business-related links.

 ✓ www.nolo.com: You can’t find a better 
place to turn for basic information on the 
legal aspects of virtually any kind of busi-
ness than Nolo. This Web site also offers 
free advice, including information on insuring 
your home business, independent contractor 
arrangements, trademarks and copyrights, 
debts, bankruptcies, and employment law.

 ✓ www.bplans.com : This Palo Alto 
Software site includes more than 60 sample 
business plans, an extensive article library, 
an archive of expert advice summaries, 
business calculators, a business-planning 
product catalog, and a Web directory.

 ✓ www.toolkit.cch.com: The Business 
Owner’s Toolkit Web site includes a small 
business guide and ready-to-use business 
tools, templates, and checklists. On the 
home page, click on Business Tools, scroll 
to Marketing, and click Business Plan 
Components: Sample Plans.
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The Web
The Internet hosts an ever-growing number of Web sites offering information on 
business planning. Some are free; most tease you with samples of what they have 
to offer and then charge you for more details. Check first to see what’s free for 
the asking. In particular, the federal government offers heaps of solid informa-
tion on planning, starting, and operating your own company through its Small 
Business Administration site (www.sba.gov). Even the IRS presents helpful plan-
ning tips in its handbooks, which are also available on the Web (www.irs.gov).

 Hot lists of top business-related Web sites have a way of going out of date as 
quickly as today’s newspaper. Your best bet is to spend a couple of hours online 
looking for useful resources on your own. Enter the keywords business plan in a 
search engine and get ready for millions of results, ranging from the sites of lead-
ing business-planning experts to generic planning information to — unavoidably — 
an awful lot of junk. You can refine your search by adding keywords specific to 
your business area (nonprofit, retail, travel, financial services, and so on).

You can also use the Internet to uncover information about competitors, 
markets, business trends, and new technologies — all the factors you need 
to account for to put together a complete picture of your business environ-
ment. Going to the home pages of your competitors is a good starting point. 
Reading reviews posted by customers offers invaluable insights. From there, 
you can enter online pressrooms with current news announcements, execu-
tive bios, recent publicity, and other information.

 Unlike magazine articles, which are typically checked and rechecked for accu-
racy, online content isn’t always validated or confirmed by anyone beyond the 
person who posts it, so follow three simple rules when you use the Web for 
business research:

 ✓ Check the date. Many Web documents aren’t dated, so you may not 
know whether you’re reading the latest scoop or dated material. Look 
for a publishing or posting date. If you can’t find one, dig a little deeper 
to see whether or not the information is still relevant.

 ✓ Verify the source. Be suspicious of information that a credible source 
doesn’t back. For example, if you read a rave review of a new software 
program that’s an excerpt from a respected business magazine, you can 
attach a different level of faith in that information than you can give to 
information that appears without a source.

 ✓ Double-check key facts and statistics. If you use specific pieces of 
information — about business trends, markets, competitors, technol-
ogy, or whatever — as the central building blocks of your business plan, 
make darn sure that the facts you gather from the Internet are correct. If 
your financial projections are built on the fact that the market for online 
lingerie is growing at 40 percent a year, for example, verify that you’re 
dealing with a fact and not some online entrepreneur’s fantasy.
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Business software
Software programs allow you to automatically assemble all the components 
of a business plan, turning them into a polished, ready-to-print document. 
The best programs also make easier work of the financial parts of business 
planning — creating income statements and cash flow statements, for exam-
ple, or making financial projections (see Chapter 8). Most software programs 
also allow you to add graphics, such as tables and charts, into your plan, pro-
viding an easy way for your audience to see at a glance what you’re describ-
ing in the written document.

To review the latest software offerings, enter Business Plan Software into 
the window of a search engine, and then browse through the offerings of 
leading software providers. You can often find sample business plans that 
you can review to get a sense of the product you can produce with each 
software tool.

 Business-planning software programs can make the job of business planning 
almost too easy. With all the software bells and whistles, newcomers can inad-
vertently skip the serious (that is, difficult) work of creating and writing an 
effective plan. Remember, the best software-planning tools guide you through 
the important aspects of business planning and then keep track of your words, 
sentences, and paragraphs — they don’t think for you. You still have to do the 
serious mental work yourself.

 Investors and bankers who make a living reviewing and funding business plans 
are all too familiar with the look and feel of the most popular software-generated 
business-planning documents. When using one of these programs, customize 
your plan to make it unique. The last thing you want is for your business plan to 
look exactly like the others that cross a venture capitalist’s desk.

Expert advice
No one knows the ins and outs of planning and running a business better 
than someone who has done it before. If have questions you can’t answer, or 
if you run out of ideas on ways to get your company off the ground, turn to 
someone with tried-and-true expertise for advice.

The first place to look for expert advice is in your address book. You’ll probably 
have an easier time getting a “yes” from someone you know on a personal or pro-
fessional basis. If that tactic doesn’t pan out, ask friends and colleagues for sug-
gestions. Other good places to look for help are the chamber of commerce and 
the business section of your local newspaper. You may end up paying for some 
of this advice, but when you really need help, it’s worth the investment.
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When looking for an expert who can guide you, you want to choose someone 
with experience in a company that’s similar to the one you’re planning. After 
you identify such a person, decide exactly what kind of assistance you need. 
After all, you can’t ask someone to plan your whole business for you, but you 
can ask for help fine-tuning your marketing strategy, for example, or review-
ing and critiquing your financial projections.

 Consider contacting the Service Corps of Retired Executives, or SCORE, a 
nationwide organization that works with the Small Business Administration 
(SBA) to provide help to business owners. SCORE has a free online newslet-
ter and provides free e-mail counseling. The group also has local chapters 
around the country, with retired business people ready and willing to help. It 
also sponsors small business awards. For more information, check out www.
score.org.

 A retired schoolteacher came up with a business idea that promised to keep 
her busy while helping out some of the hardest-working people in town. 
She wanted to start an agency to represent the dozens of women who were 
cleaning houses in the area. She wanted to help these women find more work 
than they could get on their own. She also planned to help them organize 
their schedules, communicate with clients, and do the bookkeeping. She also 
wanted to offer them benefits, such as health insurance. In return, she’d take 
a small percentage of the money they earned. But how much of a percentage? 
And how much money would she need to get her business going? How should 
she organize her business? How should she market it?

With more questions than she knew how to answer, she decided to ask for 
help. She happened to read about a local businessman who was retiring from 
a high-tech business he started. On a whim, she wrote to him, describing 
her idea and asking whether he had time to help her put together a plan. He 
called her immediately; they met a few times, and within a month, she had a 
solid business plan in place. She was also able to get a small business loan 
for the start-up money she needed. Her business continues to grow, and the 
retired businessman continues to serve as her advisor.

Self-help
Many local communities have organizations of businesspeople who get 
together to share ideas, exchange contacts, help each other out, and just 
plain socialize. Some of these groups are comprised of people with like inter-
ests or needs, whereas others are made up of local people from across the 
business spectrum. Thanks to the Internet, you can also find virtual business 
groups that regularly schedule online meetings to support one another.
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Assembling Your Planning Team
The size of the team you bring together to develop your business plan 
depends on the size and structure of your company and on the complexity of 
the business plan you’re developing:

 ✓ If your company is small, you don’t need to worry about who’s in charge 
of each piece of your written plan. Lucky you: You’re in charge of it all! 
However, that doesn’t mean you have to develop the plan alone. Your 
plan will be stronger if you bounce your thoughts around with someone 
who’s willing to serve as a sounding board. Also, enlist someone you 
trust to read and critique your final draft before you print the final copy.

 ✓ If your company is moderately sized to large, the process of creating 
your written plan requires a certain amount of organization. Before you 
sit down and fire up your planning software or your word processor, 
consider the advice in the following sections.

Delegating responsibilities
If your company has a management team, divvy up the work involved in put-
ting together your written business plan. Here’s why. Delegating makes your 
job easier. In addition, different perspectives prove helpful as your team 
reads and reviews drafts, offers suggestions, and fine-tunes the document. 
Managed well, the group will arrive at a stronger plan, and you’ll win group 
support and improve morale at the same time.

How many people you involve depends on the size of your company and how 
big and complicated your plan is. No matter how big you want your team 
to be, here are some tips to help you create a team that’s both efficient and 
effective:

 ✓ Keep your team lean. Involve only the number of people you think you 
really need to get the job done. Too many planners — like too many 
cooks in the kitchen — can spoil the recipe for successful planning. A 
bloated team can mean endless meetings and too many points of view.

 ✓ Choose people who want the job. There’s no point in assigning a plan-
ning task to someone who really doesn’t want to do it. To help win team 
interest, take time at the beginning to explain why creating a written 
business plan is so important. Select managers who really want to help 
and who are willing and able to complete the tasks you assign.
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 ✓ Organize your team around the plan. By organizing your team around 
the major components of your business plan, you make sure that all 
team members know their tasks and how their work fits into the larger 
picture. Some of the assignments are pretty straightforward: Your finan-
cial person should take charge of the financial review, and your market-
ing head should put together the business environment and marketing 
sections. If certain pieces of the plan are more complex than others, 
think about assigning a small group to work on them.

 ✓ Put one person in charge. Every team needs a leader, and that’s particu-
larly true when putting together your business plan. Keeping track of the 
whole process can be a job in itself, especially if you have a larger team 
or a complicated plan. Name one person as project director and make 
sure everyone on the team understands that he has ultimate authority.

 ✓ Appoint a wordsmith. If you’re lucky, someone on your team is good at 
putting words down on paper. Name this person your senior plan editor. 
Among the tasks: writing key sections of your plan, such as the execu-
tive summary; checking grammar and spelling; and making sure that the 
writing style is clear and consistent throughout the plan.

Setting the ground rules
As soon as you’ve selected your team, you need to establish procedures 
that spell out exactly how the team is to carry the work out. The clearer the 
ground rules, the smoother the process — and the happier your team. Make 
sure that your ground rules address these three points:

 ✓ Identify key steps. The process of writing a business plan usually 
includes five steps: research, first draft, review, revised draft, and final 
review. You may want more or fewer drafts and review opportunities, 
but make sure that you specify the steps that fit your situation and spell 
them out upfront.

 ✓ Establish a schedule. The process of writing a business plan doesn’t 
have to be long and drawn out. In fact, it shouldn’t be. A business plan 
has to be timely, which means it needs to respond to the business 
environment as it is — not the way it looked six months ago. After the 
preliminary research is complete, the rest of the steps are fairly straight-
forward. To keep your project on track, set due dates for each compo-
nent of the plan and each step in the process. Give the members of your 
team as much time as they reasonably need — but no more.

 ✓ Assign duties. Make sure that all team members know exactly what you 
expect of them, including which components or sections you want them 
to assemble and when drafts and reviews are due.

21_438541-ch14.indd   28821_438541-ch14.indd   288 3/30/10   4:39 PM3/30/10   4:39 PM



289 Chapter 14: Putting Your Plan Together

Putting first things last
Issues of timing are bound to come up as you try to put your plan on paper. 
How can you put together the executive summary, for example, before you 
have the rest of the business plan in place? And don’t you need the company 
strategy written up before you can tackle the action plan?

Each component of your written business plan has to be in sync with the sec-
tions around it. For example, if you talk about the need to increase the sub-
scriber base for your investment newsletter in the company strategy section, 
but you fail to say a word about it in your action plan, anyone reading your 
plan is bound to wonder if you really know what you’re doing.

Follow these steps to make sure that everyone is working on the same page:

 1. Sit down with your team and hammer out an outline containing the 
key points that each section of the plan will address.

  Refer to the checklist in Form 14-1 as a guide. You may need more than 
one meeting to create your outline, but consider it time well spent.

 2. With the outline in hand, team members can begin writing their parts 
with knowledge of what each section should include and how the 
information relates to the other plan components.

  This allows team members to spot discrepancies or omissions early on.

 3. Write your executive summary last, because you can’t summarize a 
plan you haven’t written.

  You’d be amazed at the number of business planners who’ve anguished 
over the executive summary simply because they tried to write it first. 
Save yourself the agony: The executive summary may come first in the 
finished plan, but it should be the last component you write — usually 
after your team completes and reviews the second draft of each of the 
other components.

  When you write your executive summary, don’t worry about repeating 
yourself. The whole point of the opening section is to capture the key 
points of your plan — using the same language you use in the plan. Don’t 
grab a thesaurus hoping to find some colorful new way to express your 
mission or your strategy — you’ll only confuse your readers and your 
team. Say what you mean the same way, only shorter.

Keeping track of it all
Two simple tools can go a long way toward streamlining the business-plan 
assembly process — and keeping everyone involved calm and happy. One 
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tool is a simple tracking sheet that shows at a glance where every part of the 
process is at any given time. The other tool is a loose-leaf notebook.

The master tracker
Use a master tracking sheet to track every piece of the plan, who’s in charge 
of each piece, the key steps involved in completing them, and where each 
piece stands at any given moment. This tool is especially important when 
your plan has a large number of sections and appendixes.

You can create your master tracking sheet online, on a blackboard, or on 
paper. Whatever you choose, make sure that you make it readily available to 
every member of your planning team and that you update it regularly.

 Use the tracking sheet in Form 14-2 on the CD to customize a tracking sheet 
that matches the contents of your plan.

The old-fashioned loose-leaf notebook
All the razzle-dazzle online resources and state-of-the-art software tools are 
great, but you should also consider using an old-fashioned loose-leaf notebook 
to keep your project organized. You have to juggle a lot of information — 
versions of your mission and vision statements, biographies of your key man-
agers, financial statements, charts and graphs, product specifications, and 
more — so each time you revise and reorganize, pop open the rings, slip an 
old section out, and pop a new one in.

A loose-leaf notebook is also one of the best — and most cost-effective — 
technologies around for capturing the big picture of your plan. As proof, try 
making sense of a long, complicated document as you scroll up and down on 
your computer screen.

 If your planning effort involves a team of people, a loose-leaf notebook can 
serve as the master working document. Make sure that you make it easily 
accessible to everyone on your team and be clear that the team leader must 
approve changes or additions before team members add them into the master 
document.

Targeting Your Plan to Key Audiences
Immediately after you decide who’s going to write your plan, you need to 
think about who’s going to read it. After all, your business plan should com-
municate your vision and strategy — what you plan to do, and how you 
intend to do it. But it can’t communicate if the people who read it can’t 
understand it. You wouldn’t speak French to someone who only speaks 
Chinese, right? For the same reason, you don’t want to fill your written busi-
ness plan with technical jargon that your audience won’t understand.
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 If your business idea is based on something brand new, write your plan in 
such a way that the company overview section explains your new technology 
in terms that anyone can understand. Include all the technical details in an 
appendix.

Identifying your stakeholders
Your stakeholders include everyone who has a vested interest in your com-
pany, what it does, or how it operates. That includes employees, customers, 
suppliers, outside consultants, lenders, shareholders, regulators, competi-
tors, and other interested parties.

Some of these groups may have direct stakes: You owe them money, for 
example, or they own a piece of your company. Others have less tangible 
interests: suppliers who want to continue selling to you or civic organizations 
that want to make sure you remain a good corporate citizen. Obviously, not 
all your stakeholder groups share the same interests or values:

 ✓ Someone who owns shares in your company is probably most interested 
in whether and when you plan to grow bigger.

 ✓ A local environmental group may want proof that you’re following envi-
ronmental regulations.

 ✓ Bankers look at your plan with a focus on your financial health — studying 
your cash flow, business assets, and forecasts to determine your pros-
pects for solid, stable growth. They have to decide whether to finance 
your business, so they look for proof of your long-term prospects along 
with assurance that you’re a good risk when it comes to repaying loans.

 ✓ Investors are interested in the factors that predict growth — especially 
rapid growth, so they turn a sharp eye to sections that describe your 
business opportunity, your management team, and your plan of action.

 Form 14-3 on the CD lists various stakeholder groups along with the parts of 
the business plan and specific issues that are of special importance to each 
audience. Go through the list and put a check beside the groups of stakehold-
ers you want your plan to address. Circle the issues that you think are of 
greatest concern to each group. These target-audience guidelines will help 
you address all the key topics as you tailor your business plan to the interests 
of various audiences.

Addressing more than one audience
The following three parts of your business plan help different audiences to 
quickly access information that addresses their unique interests.
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Table of contents
A well-designed table of contents offers a map that leads readers to the sec-
tions of your plan that most interest them in no time flat.

 If your business plan is more than ten pages long, consider including a table 
of contents that lists sections and subsections. Include page numbers so that 
you and your readers can quickly locate specific sections in the plan.

Executive summary
A solid, well-written executive summary gives a clear and concise description 
of your company and the key issues that the main body of your business plan 
will describe. Some of your readers may find out all they need to know in this 
summary. Others will decide to read the rest of your plan based on what they 
read in the executive summary. Either way, the executive summary is a criti-
cal piece of all but the briefest written plans.

To decide what to put into your executive summary, go through the revised 
draft of your plan and highlight all the critical points that you want everyone — 
including those who read only the executive summary — to know. Be ruth-
less here. Choose the one or two elements in each section that are absolutely 
essential. Remember, the executive summary is meant to give a very quick 
overview — the rest of your plan fills in the details.

After you highlight the critical points, organize them into the first draft of 
your executive summary. Try to express major ideas by using the same 
words that you use in the plan itself.

 As you get started, think about the short speech you’d give if one of your 
stakeholders — a banker or potential investor, for example — asked you to 
describe your business on an elevator ride from the lobby to the 25th floor 
of a high-rise building. In those few seconds, how would you describe your 
business idea, your strategy, and how you intend to achieve success? Right 
now, write down your answer. (If you have a tape recorder handy, start talk-
ing.) Chances are good that you’ll instinctively hit all the key points. (If you 
need help writing your “elevator speech,” see Chapter 6.) Make sure that your 
executive summary hits all those same important points.

Ideally, you should keep the executive summary of your business plan to a 
single page. This section is a summary, after all. If it runs long, try tightening 
up the language or pruning out the least essential points.

The appendixes
Unlike your appendix, which sits in your body and does nothing, the appen-
dixes in your business plan range from useful to absolutely essential — espe-
cially if you want your business plan to address several audiences at once. 
The appendixes are where you can stuff all the nitty-gritty details that flesh 
out your market analysis, your technology, or your product specs — details 
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that may be essential to a full understanding of your business plan but are of 
interest to only a small number of your readers.

 No one judges business plans by the pound, so don’t fill your appendixes with 
absolutely everything you know just to make your plan look heftier. The mate-
rial they contain should relate directly to your business plan and should pro-
vide important details about your markets, your strategy, your management 
team, your technology, or other key aspects of your business.

 In fact, you should reference all documents that appear in the appendixes 
at some appropriate place within the main body of your plan. Here are two 
examples:

Our advanced Internet platform offers many competitive advantages over 
existing software, including higher speed, lower cost, and greater reliability. 
(For technical details, see the “Technical Specifications of ISP Version 6.1” 
in Appendix 2.)

Our market analysis shows that many IT professionals are concerned about 
the speed and bandwidth of existing Internet software platforms, and they’re 
willing to pay more for next-generation technology. Their chief concern 
is reliability. (For details, see the “Market Data Analysis Summary” in 
Appendix 3.)

 References alert readers to where they can find additional information. By put-
ting supporting documents at the end, you ensure that the main body of your 
written business plan doesn’t become bogged down with details.

Creating alternate versions of your plan
You may find that a single written plan can’t cover all the bases — especially 
if you need to communicate specific information to a number of different 
audiences. Don’t worry; no law limits you to just one version of your business 
plan. In fact, many companies write versions specifically targeted to different 
audiences — for example, one aimed at employees, another toward potential 
lenders or investors, and a third for more general interests.

Developing several versions of your business plan is basically an assembly 
job. Follow these steps down the line:

 1. Create a complete and comprehensive master plan — one that 
includes everything that’s likely to be important to all your stakehold-
ers (see Form 14-3 on the CD).

 2. Zero in on which special audiences you want to address.

 3. Decide which parts of your master plan are important and which ones 
aren’t relevant to each specific target audience.
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After you know your audience and its requirements, putting together an 
alternate version is as simple as cutting and pasting the relevant parts of the 
master plan together.

 When creating alternate versions of your plan, make sure that they all mesh 
with each another. For example, don’t write one mission statement for one 
audience and another for a second group of readers. And whatever you do, 
don’t create different sets of goals and objectives for different stakeholders. 
At the very least, you’ll confuse everyone — yourself included. At worst, you’ll 
anger audiences if they discover that you’re saying one thing to one group and 
something different to another.

 The job of creating a targeted version of your business plan is really one of 
deciding which parts of the master plan to include and which to leave out. The 
wording should remain the same in all versions.

Fitting the Pieces Together
When you have a working draft in front of you, look at the document as a 
whole to make sure that all the pieces fit together. For example, your com-
pany overview should reflect your mission statement, your assessment of 
the business environment should be in sync with your business strategy, and 
your company strategy should support goals and objectives.

If your plan is a team effort, devote extra effort to a review of the overall 
document. Sometimes the right hand doesn’t know exactly what the left hand 
is doing, even when you have a solid outline for everyone to work from. The 
best way to catch inconsistencies or omissions is to have all the members of 
your planning team read your draft plan in its entirety.

 After the draft makes its way to a more polished version, enlist the help of 
people who haven’t been involved along the way. Outside readers will see the 
document with fresh eyes and are more likely to catch discrepancies or places 
where the language isn’t crystal clear. As you enlist help for this review, invite 
people who aren’t afraid to tell it like it is — even if that means giving you a 
thumbs down on parts of your plan. Be clear that the plan is a working draft 
and that you welcome any and all comments, positive or negative. But also 
ask your critics to provide constructive help. If something isn’t working in the 
plan, ask them to tell you why and to suggest ways to fix the problem.

 To help with the review process, use the Working Draft Checklist in Form 14-4 
on the CD. The checklist covers key questions that you and other reviewers 
should ask when reviewing your written business plan.
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Don’t panic if your reviewers come back with all sorts of suggestions or con-
structive criticism. This just means that they’re doing their jobs and helping 
you identify problems and fix them now — before your plan hits the desk of 
a banker, investor, or business partner. A little criticism won’t hurt; it will 
make your business plan much more effective.

Planning Ahead
It’s hardly news to you now that we believe a strong business plan — and an 
ongoing business planning process — is the key to success. Before you dot 
the last i and cross the last t of your written plan, put another kind of plan in 
place: a timetable for when you will begin the process of reviewing and revis-
ing your plan. Our suggestion is to reevaluate your plan once a year. If your 
business hits a rough patch, however, or if it’s growing very fast, you may 
need to revisit your plan more often. In that case, remember that you don’t 
have to undertake the entire process. You can focus in on the relevant sec-
tions of the plan — marketing, for example — and leave the rest in place.

Forms on the CD-ROM
The following forms on the CD-ROM will help you put your written business 
plan together:

Form 14-1 Business Plan Components 
Checklist

A list of the major components of 
a business plan along with 
the elements that go into each 
section

Form 14-2 Master Plan Tracking Sheet A tracking form that shows at a 
glance where you are in the pro-
cess of writing your business plan

Form 14-3 Business Plan Target 
Audience Guidelines

A form that helps you tailor your 
business plan to various target 
audiences

Form 14-4 Working Draft Checklist Questions to ask when reviewing 
the working draft of your business 
plan
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Chapter 15

Putting Your Plan to Work
In This Chapter
▶ Using your plan to organize your company

▶ Inspiring and leading employees

▶ Reviewing and revising your plan

Ask successful entrepreneurs how they made it, and they’ll usually list 
two reasons. No. 1: They had rock-solid business plans in place. No. 2: 

They stuck to them. Okay, well maybe there’a third reason: They had a pro-
cess in place to recognize when their plan wasn’t working and the flexibility 
to quickly and effectively revise it.

This chapter helps you follow their advice. We’ve packed it with ideas for 
putting your business plan to work. It shows how you can use your plan 
to organize your business, and it helps you choose the best organizational 
structure and the most effective procedures for getting the job done. It offers 
tips on how to use your plan to get all you can out of your most important 
resource: your people. Finally, it offers ideas for reviewing and revising your 
plan to keep it fresh and vital.

Organizing Your Company around 
Your Business Plan

A business plan is like a blueprint. It tells exactly what you’re working to 
achieve, but the end result happens only if you hammer it into reality.

A blueprint guides every construction step down to a fraction of an inch, but 
a business plan is more of a success framework. It helps you organize your 
company around your mission and vision, your goals and objectives, and the 
strategy you’ve outlined to achieve success. Plus, it keeps everyone on the 
same page and working toward the same positive outcomes.
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Form meets function
The first step in putting your plan to work is to configure your company to 
reflect your plan in every part of your organization, from the structure of 
your management team to the procedures you put in place to make your 
company work. As you shape your organization, pay particular attention to 
these three parts of your plan:

 ✓ Company description: Look at your company’s capabilities and 
resources (see Chapter 6 for more information) and then develop your 
organization to fortify strengths and overcome weaknesses.

 ✓ Company strategy: Build programs and systems that support your plan 
for reaching, serving, and satisfying your customers.

 ✓ Action plan: Detail all the steps necessary to implement your business 
plan, including the priorities and timelines you’ll follow as you make it 
all happen.

As you organize your company, know that most businesses are built around 
one of four common organizational models (see Chapter 6 for details):

 ✓ The pack: In this model, one person runs the show, and everyone else is 
an equal member of, well, the pack.

 ✓ Function: This model divides people into groups based on the functions 
they perform in the company.

 ✓ Division: This model divides distinct parts of the company’s business 
into separate divisions, each with its own management structure.

 ✓ The matrix: In this model, employees can wear more than one hat and 
report to more than one supervisor, encouraging team members to 
share talent, expertise, and experience.

The most effective organizational format for your company depends on the 
kind of company you’re running — big, small, formal, informal, online, manu-
facturing, retail, service, or a dozen other considerations. But most of all, it 
depends on your business plan.

Consider these questions and pointers as you shape the organizational struc-
ture that’s best for your company:

 ✓ Is one individual responsible for your company’s vision and strategic 
direction? If so, you may want to use the pack model, with one leader 
and a pack of team members.

 ✓ Is employee creativity crucial to the success of your company? If 
so, you may want to consider a loose organizational structure with 
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relatively few management levels, giving your staff the freedom to be 
creative.

 ✓ Are speed and flexibility crucial to your company’s ability to remain 
competitive? If so, think about a flat organizational structure with as few 
management levels as possible.

 ✓ Does your company consist of several distinct functions, each with 
its own culture and kinds of employees? If so, consider a functional 
organization.

 ✓ Is much of your company’s work conducted on a project basis, moving 
people and resources from one job to another? If so, a matrix organiza-
tion may work best for you.

 You can alter the structure of your company at some point down the road, 
especially if your business is growing rapidly, for example, or your business 
environment has changed significantly. In fact, maintaining the flexibility to 
reshape your business has become one of the keys to success in today’s fast-
changing business world.

Duties and responsibilities
After you’ve structured your organization, your next task is to assign duties 
and responsibilities to your key people. You may have made many or most 
of those assignments already, at least for your top management team. Even 
so, take time to review your assignments against your business plan. Be sure 
these assignments are closely aligned with your major goals and objectives, 
because if the work of your key employees isn’t directly tied to your com-
pany’s goals, those goals won’t get accomplished.

 Figure 15-1 shows how a secretarial-services company matched the duties and 
responsibilities assigned to key employees with the company’s business goals 
and objectives.

By assigning responsibility for major goals and objectives, the company sig-
nificantly improves the odds that its action plan will be carried out. What’s 
more, the assignment chart confirms that senior managers will work closely 
together to accomplish the plan — supporting the company’s decision to 
adopt a relatively flat, flexible management structure. As a bonus, the assign-
ment chart provides guidelines the company can follow as it writes detailed 
job descriptions for key managers.

 As you create your assignment chart, use the template provided in Form 15-1 
on the CD-ROM. It helps you align assignments with your major goals and 
objectives to keep your plan on track.
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Figure 15-1: 
Use an 

assignment 
chart to 

make sure 
manage-

ment duties 
and respon-

sibilities 
align 

with major 
business 

goals and 
objectives.

 

GOALS AND OBJECTIVES ASSIGNMENT CHART

GOAL

• OBJECTIVE

Enhance staff expertise Director, H.R. Must work closely with
Director of Sales to
determine key skills
required by clients

Operations VP/
outside consultant

Work closely with
marketing staff to
determine requirements

Training manager/
outside training
consultant

WHO'S RESPONSIBLE NOTES

Schedule regular
training seminars
(by 5–1)

• 

Director, SalesCreate customer
referral bonus
program (by 6–15)

• 

Marketing/Sales VPImprove customer
service 

Director, Marketing
Communications/
outside contractor

Consult with Information
Technology to determine
feasibility of an online
version

High priority — should
involve input from all
senior management

Begin monthly
newsletter (by 8–1)

• 

Marketing/Sales VP Must work closely with
direct reports to shape
marketing strategy

Increase brand
awareness 

Director, H.R.Have all staff certified
(by 12–15)

• 

Director, H.R. Consult with
marketing

Hire two new
employees (by 7–15)

• 

Install new job-
tracking software
(by 9–15)

• 

Systems and procedures
In order to put your business plan to work, you must know how your business 
will operate on a day-to-day basis. Your knowledge leads to the development 

22_438541-ch15.indd   30022_438541-ch15.indd   300 3/30/10   4:39 PM3/30/10   4:39 PM



301 Chapter 15: Putting Your Plan to Work

of systems and procedures for everything from product development to sales 
and customer service. Good systems keep your company out of hot water 
and often mean the difference between business success and failure.

A rational set of procedures and well-defined systems ensure efficiency, qual-
ity control, employee productivity, and customer satisfaction. And, in the 
end, they protect your bottom line.

 You don’t have to reinvent the wheel to install systems and procedures. 
Consider these steps:

 ✓ Inquire with industry groups about standard operating procedures or 
basic business systems that may be well documented.

 ✓ Read trade publications and investigate third-party providers who may 
offer software or other packaged solutions that meet your operational 
requirements.

 ✓ Talk with people who run companies similar to yours outside your 
direct competitive arena. They likely have time-tested sets of proce-
dures they can discuss with you.

 ✓ Hire managers with experience in businesses like yours. With these old 
hands comes expertise with procedures and systems that you can repli-
cate to build an efficient operation and reliable quality control.

As you build your systems and procedures, look back over the company 
description, strategy, and action-plan sections of your business plan. Jot 
down all the systems and procedures you think you need to get the job done.

 Even small businesses and sole proprietorships need to have systems in place 
for tracking customers, monitoring workflow, and keeping those invoices 
moving along. Why take the time to write out your operations and proce-
dures? Because it will help you identify any gaps and ensure that you don’t 
spend more time than you need on the business of doing business. You may 
not need to address every item on Form 15-2, but it’s worth looking all of them 
over to see which ones are relevant.

 To make sure that you don’t leave anything out, Form 15-2 lists the business 
systems and procedures common to most businesses, along with slots for you 
to fill in procedures specific to your company.

After you go through the checklist, circle the two or three procedures most 
critical to your business strategy and plan. Break each down into a series of 
steps in an effort to identify potential gaps before they cause problems.

22_438541-ch15.indd   30122_438541-ch15.indd   301 3/30/10   4:39 PM3/30/10   4:39 PM



302 Part IV: Making the Most of Your Plan 

 

 Research and development

 New product/service design
 Existing product/service modification
 Product testing and certification
 Product specifications, manuals, users guides

 Operations

 Facilities management
 Supplies and raw materials procurement
 Manufacturing processes
 Quality control
 Packaging

 Marketing

 Advertising and promotions
 Public relations
 Sales force management
 Customer contact management
 Customer order tracking

 Distribution and delivery

 Distributor relationships
 Delivery systems
 Inventory management

 Customer service

 Help-desk procedures
 Warrantee and service fulfillment
 Customer complaints and returns

COMMON SYSTEMS AND PROCEDURES CHECKLIST

Form 15-2: This form lists areas that require business systems and procedures in most companies.
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Getting Team Buy-In
Business buzzwords tend to have plenty in common with hula hoops and pet 
rocks: They achieve wild popularity one day and become clichés the next. But 
one buzzword has never gone out of fashion, and that’s teamwork. Whether 
your company is a small shop or a sprawling multinational, if more than one 
person is responsible for the work, teamwork is critical to your success.

 When your employees feel like they’re part of a team, they have more incen-
tive to work hard and work together instead of cruising on parallel tracks or 
even working against each other. As a result of teamwork, one plus one can 
actually equal three because team players often produce results that are 
greater than the sum of their individual contributions. Teams are inherently 
strong, so a business culture that encourages teamwork can help carry you 
and your employees through the bad times as well as the good.

Distributing your plan
Your plan lays out your company’s mission, vision, and values (see Chapter 3). 
It also sets the ground rules and establishes your game plan, so you should 
share it with the people you count on to help you achieve victory. See that 
everyone on your team is familiar with your plan, clear about the strategy, 
comfortable with their roles, and in tune with exactly what has to be done to 
be successful.

 Give each member of your management team a copy of your plan to read care-
fully. Distribute the most important parts of your plan to your entire staff — at 
meetings, in a newsletter, or on your intranet. By doing so, you

 ✓ Promote teamwork: If you want your employees to work together to 
make your business plan work, they need to know what’s in the plan. 
Each of your employees should know your company’s mission, basic 
strategy, major goals, and plan of action.

 ✓ Create a sense of ownership: Your business plan serves as a blueprint 
for what you want your company to become. By sharing this information 
with employees, you show them how their personal involvement con-
tributes to making the plan a reality.

 ✓ Link individual and company performance: By evaluating your people 
in relation to key goals and objectives in your business plan, you under-
score why their performances really matter.

 ✓ Generate feedback and new ideas: At all levels of your organization, 
employees are a great resource — whether they offer new ideas or 
simply a reality check. Make sure that they’re familiar with what your 
company is working to accomplish and encourage their input.
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 You don’t need to spring pop quizzes to test staff knowledge of your business 
plan. (Although it would be interesting to try one out on your top managers: 
“In 25 words or less, describe our ideal customer. Which of the following best 
describes our action plan? What is our mission, anyway?”) But by giving the 
plan to employees and encouraging them to read it, you cultivate company-
wide understanding of where your company wants to go and how you plan to 
get there. If your plan is more than ten pages long, consider creating a shorter 
version to accompany your employee handbook.

 Each time you revise your business plan, get the word out to everyone on 
your staff. Highlight the changes that you’ve made and explain why. If your 
company has an internal newsletter, use it to describe the revised plan and its 
features. If you have an intranet, publish the new plan on it along with answers 
to a list of questions you think employees may have. (See the section “Keeping 
Your Plan Current,” later in this chapter, for more info on updating your plan.)

Leading effectively
Effective teams demand strong leaders who can see the future, communicate 
the vision, inspire and influence others, and make things happen. The best 
leaders are people who move easily among the following three management 
styles, laying down the law when they need to but also eliciting help or asking 
for advice when appropriate:

 ✓ The boss: Using this approach, the leader tells employees what to do, 
when to do it, and how to do it.

 ✓ The advisor: This style gives employees a fair amount of independence 
and responsibility while keeping the boss available to help or advise as 
necessary.

 ✓ The colleague: In this style, managers sit down with employees for a 
free exchange of ideas in which employees treat each other with equal 
respect and make mutual decisions.

Different kinds of companies and even different situations within each 
company call for the use of different leadership styles. If you run a design 
or advertising agency, for example, you need to serve as an advisor or col-
league, giving people plenty of freedom to be as creative as possible, but you 
also need to be the boss who sets a clear vision and direction that everyone 
within the agency follows. If you start a local courier service, you need the 
ability to give instructions, direct people, and keep everyone on schedule, 
but you also need to remain open to ideas from your couriers regarding what 
could make the operation run more efficiently and effectively.
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 Use Form 15-3on the CD as you weigh which management and leadership attri-
butes most affect the success of your business plan. Always look for oppor-
tunities to practice those skills and traits. If tight deadlines are a fact of life in 
your business, develop ways to make colleagues aware of each deadline and 
make them comfortable meeting it. If creativity is the hallmark of your business, 
sit down with your colleagues to brainstorm the best ways to encourage it.

Sharing the vision
Your business plan presents the vision of what you want your company to 
become. By sharing it with everyone who has a stake in your company, you 
can create a sense of shared commitment and direction.

You don’t have to ask everybody to read and reread your business plan on a 
monthly basis. You can use other methods to keep your vision, mission, and 
business goals front and center. The following are some examples:

 ✓ Reproduce your mission and vision statements in company newsletters, 
the employee handbook, and on the flip side of business cards.

 ✓ Refer to your business plan whenever appropriate — during marketing 
strategy meetings or new product development forums, for example.

 ✓ Use the plan as a yardstick when evaluating programs and initiatives.

 ✓ Use your business goals and objectives as a guide when conducting 
employee performance evaluations.

 ✓ Actively enlist feedback from everyone in the company when you pre-
pare to reassess and revise your business plan.

Encouraging pride of ownership
People who own businesses usually work long hours, put up with tons of 
stress, and love every minute of it. They love it because they’ve built some-
thing of their own — a company that reflects their talents and inspirations — 
and they’re motivated by a strong pride of ownership.

Good leaders find ways to motivate employees so that they feel the same 
way, even when they’re part of a sprawling multinational firm. Here are some 
ways that you can inspire your employees and give them pride of ownership:

 ✓ Give them a piece of the company, using stock-purchase plans that you 
tie to individual or team performance.
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 ✓ Pay out year-end bonuses tied to company profitability.

 ✓ Give employees full control and responsibility for particular programs, 
including the freedom to make key decisions.

 ✓ Reinforce the sense that they own the successes of the projects by 
rewarding them for jobs well done.

 Although a performance bonus is always nice, you should recognize contribu-
tions in other ways as well. Consider an employee of the month award, write-
ups in the company newsletter, a round of applause at the next company-wide 
meeting, or a heartfelt gesture of thanks. When motivating employees, simple 
morale boosters can be more effective than money.

 A major health-related Web site reorganized its writers and editors to create 
small editorial teams, each in charge of a specific content area or channel — 
men’s health, diet and nutrition, children’s health, fitness, and so on. The head 
honchos gave each team creative freedom to shape the channel and develop 
new features. The company then set up monthly meetings to review channel 
performance and recognize important achievements, such as award-winning 
stories. By virtually every measure, the quality of the Web site improved dra-
matically over the next six months.

The Web company then tried to go one step further. To create competition 
among the channels, managers started tracking the number of hits (people 
logging on to the Web site) each channel received each month. That sounded 
like a good idea on paper. In reality, it spelled trouble.

 Although competition among teams can be a potent motivator, the approach 
can also backfire, creating resentment and hard feelings. When using team 
competitions as a motivating tool, make sure that everyone plays on a level 
field. As you establish how you’ll judge performance — profits, unit sales, 
Web-site hits, or other measurements — make sure you compare the work of 
the teams, not external factors that team members have little control over.

In the case of the Web company, the number of hits had little to do with the 
quality of a particular channel and much to do with the interests of the Web 
site’s visitors, who tended to be women in their 30s and 40s. As a result, the 
men’s health channel was always less popular than the women’s health chan-
nel, regardless of the quality of stories or its special features. The result: 
Instead of motivating employees, the use of hits as a measure created a sense 
of frustration and unfairness among the teams. Fortunately, the company 
quickly abandoned the competition in favor of data reflecting the popularity 
of the entire Web site.
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Developing employee skills
The success of your business plan depends on the quality of the people you 
attract and keep on your team. That means hiring qualified employees, of 
course, but it also means expanding the skills of people already on your staff.

Investing in your current team members is a win-win proposition. Employees 
get the opportunity to take on more responsibility, and your business gains 
an increasingly qualified (and loyal) staff.

 To make the most of your investment in training, begin by defining which 
capabilities your company absolutely has to have in order to meet your goals 
and objectives. Study the company strategy and action plan sections of your 
business plan to identify skills your employees will need, including such gen-
eral attributes as the ability to manage information, think independently, work 
in teams, and deal with change. But don’t forget another key step: Ask employ-
ees how they want to expand their skills and capabilities.

 With your critical skills list in hand, explore education and training opportunities 
that are best suited to your needs and budget. To help you get started, Form 15-4 
offers a checklist of some of the most common training options available. Check 
off the options that seem most promising given your situation and budget.

 One of the most cost-effective ways to enhance the skills of your employees 
is mentoring. Mentoring occurs when experienced employees shepherd the 
careers of new hires or junior members of your team, and your business reaps 
the dual benefits of teamwork and company loyalty. If you decide to institute 
a mentoring program, realize that employees who serve as mentors make 
a personal investment of time and hard work. Plan to reward them accord-
ingly. Among other options, free up their schedules in order to give them the 
extra time they need. Pick up a copy of Coaching & Mentoring For Dummies, by 
Marty Brounstein (Wiley), for the lowdown on mentoring.

Other terrific training resources include self-help business books and 
CD-ROMs, instructional guides, and educational Web sites. Subjects run the 
gamut from accounting and marketing to computer programming and cus-
tomer service. Encourage continuous independent employee development by 
maintaining an in-house training library.

To increase involvement in employee training programs, consider offering 
job promotions, salary increases, bonuses, or other rewards to people who 
dedicate their personal off-the-job time to educational efforts that enhance 
their ability to contribute to your company’s success.
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 Community college, university, and adult education courses

Industry training courses

In-house training programs

Certification programs

Internet-based education

Independent learning programs

Self-help business books and instructional guides

Mentoring programs

EMPLOYEE TRAINING RESOURCE CHECKLIST

Form 15-4: Use this form on the CD-ROM as you investigate employee-training resources.

Nurturing Tomorrow’s Leaders
If your business intends to be around for a while, it’s important to think 
about who’s going to support your leadership and perhaps one day step in to 
fill your shoes.

Don’t worry: No one’s planning your retirement party quite yet. But as your 
company grows bigger, one person at the top can’t do everything. Even 
with a strong management team, the time will likely come when you have to 
expand the leadership of your company and loosen your reins. That’s what 
growing a company is all about. How well you manage the leadership transi-
tion determines how successful your company ultimately becomes.

 Passing on the leadership mantle represents one of the most difficult transitions 
a leader can make. Relinquishing control is rarely easy; however, too many entre-
preneurs fail to establish a transition plan or to cultivate next-generation leaders.

The issue of succession is doubly tricky for family-run firms because it brings 
up business and personal considerations. Some family members may not 
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want to take over the family company; others may want to play a role but 
lack the training or experience. Planning is essential to ensure that the family 
member who assumes the helm is prepared and groomed for the job. For 
more on succession and family businesses, see Chapter 10.

Although the best person to eventually take over your company’s leadership 
may, in fact, be a family member or a member of your existing team, don’t 
begin with any assumptions. Look beyond the usual question: “How do I iden-
tify the rising stars in my organization who are most likely to become lead-
ers?” Instead, face the leadership transition issue by taking these steps:

 1. Ask yourself, “Where is my business likely to need strong leadership 
in the future?”

 2. To answer your question, review your business goals and objectives 
and your action plan, which indicate areas where strong leadership is 
essential.

 3. Get out your most recent SWOT analysis or conduct a new one.

  Your assessment of your company’s strengths and weaknesses helps 
you target the leadership capabilities your company needs to develop 
in order to take advantage of opportunities while sidestepping potential 
threats. (Chapter 5 provides all the details).

 4. After you identify areas where leadership is critical, begin to consider 
people around you or recruit new hires that you can cultivate to take 
on future leadership roles.

Keeping Your Plan Current
The only constant in business is change. Markets evolve; technologies 
emerge; customers and preferences change; and your company is bound to 
change as well. For these reasons, the business-planning process is never 
over, so your business plan will always remain a work in progress.

The pace of change varies depending on your industry. If you manufacture 
high-speed telecom switches, your world is in constant motion. If you run 
the corner hardware store, change may come more slowly. But no business 
sector is immune to change at some level or another. And in virtually all busi-
nesses, these days, the pace of change has accelerated.

 The medical profession is a prime example. For years, a medical practice was 
one of the most secure (and lucrative) businesses around. Everyone gets sick, 
after all, and doctors thought they had a well-defined, stable market for their 
services. Along came managed care, and the business of doctoring changed 
dramatically — and some would say for the worse. Health reform efforts will 
create even more change in this industry, as it will for the health insurance 
industry.
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For further proof, consider the family farm. Farmers have always been at the 
mercy of the weather, but for generations, farming remained a pretty steady 
and predictable business in all other ways. Enter big agribusiness and new, 
sophisticated agricultural technologies — the business of farming changed 
forever from top to bottom. Now, with growing interest in organic produce and 
local production, small farms are coming back. Who would have thought?

Change isn’t all bad, by any means. It creates opportunities. In fact, it’s likely 
you wouldn’t be planning to start or expand your company if markets, cus-
tomers, and competitors weren’t evolving in one way or another. However, 
change also poses threats — from the arrival of new competitors to the 
enactment of stringent new regulations — which is a big part of why you 
need to make business planning an ongoing process.

Monitoring your situation
Scheduling an annual review of your business plan is a good place to start, 
but you should also consider checking certain parts of your plan on a more 
frequent basis. For example, if new competitors are popping up all around 
you, take a close look at the competitive analysis and customer profile sec-
tions of the business-environment component of your plan. If sales are falling 
short of expectations, monitor your marketing plan more closely.

Chapter 16 presents ten ways to know that your plan needs an overhaul, but 
even if your company is buzzing along precisely as planned, certain parts 
of your plan demand ongoing attention, perhaps on a semiannual or even a 
quarterly basis. Those sections of your plan include your

 ✓ Goals and objectives (check out Chapter 3 for more details)

 ✓ SWOT analysis (see Chapter 5)

 ✓ Company strategy (see Chapter 5)

 ✓ Financial projections (see Chapter 8)

 ✓ Action plan (see Chapters 1, 3, and 5)

 If you already have a business-planning team in place, consider asking the 
team members to assume the ongoing task of reviewing — and possibly 
revising — key parts of your business plan during the course of the year. If 
you’re on your own, create a schedule at the beginning of the year that sets 
out which parts of your plan you’ll review and when you’ll review them.

 In the rush of day-to-day business demands, you may be tempted to delay the 
review and revision of your business plan. Especially when your company is 
under pressure — from competitors, finances, and operational deadlines — 
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you may want to postpone any kind of planning until your situation settles 
down. Don’t. Giving your plan attention during critical times may well make 
the difference between pulling through and being pulled under.

Encouraging feedback
Your bottom line is the obvious place to look for proof that your plan is 
working. If your company is making money, your plan must be working, right? 
Well, yes, in a way. Your bottom line is critical, but it isn’t a foolproof gauge 
of success.

Employee assessments of your company and its strategic direction are 
equally important. By listening to the people who actually carry out your 
plans — from top managers to entry-level hires — you can discover plenty 
about what’s working and what isn’t. Encouraging staff input taps a rich vein 
of ideas about how to revise and refine your business plan to make it even 
more effective. Some of the ideas you receive may be impossible to imple-
ment, and some may be downright wacky. But others are likely to be terrific 
and even invaluable.

In fact, employees can help you guide your company in the right direction. 
For instance, employees working on the front line may be the first to notice 
marketplace trends. They may be able to steer you toward prospective 
customers or customer groups worth pursuing. They may tip you off about 
competitors worth keeping an eye on or product problems that are worth 
analyzing. Employees working behind the scenes may have useful insights 
that lead to better processes or stronger strategic directions.

 To solicit feedback from your employees, establish regular procedures that 
encourage employees to offer their comments and suggestions. Some com-
panies install an old-fashioned suggestion box. Others use their intranets to 
create virtual suggestion boxes, chat rooms, and online question-and-answer 
areas. If your company is small enough, you can employ the best approach 
of all, which is talking face to face with employees doing the work to find out 
what’s working, what isn’t, and what the company can do differently.

Actively solicit suggestions and ideas by using memos, company-wide meet-
ings, and employee questionnaires. In addition, invite employees to talk about 
the business plan during their performance reviews. Whatever methods you 
decide to use, consider asking for answers to the following questions:

 ✓ Is the company doing enough to communicate its vision, mission, and stra-
tegic plan to employees? If not, how would you suggest we do a better job?

 ✓ Are the business goals and objectives outlined in the plan clear and 
appropriate?
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 ✓ Do your duties and responsibilities help support the company’s goals 
and strategic direction?

 ✓ Can you suggest specific changes in the way you do your work that will 
help the company better meet its goals?

 ✓ Can you suggest ways to improve the company’s overall operations?

 ✓ Do company procedures get in the way of doing your best job? If so, how 
do you suggest changing them?

 ✓ Are you aware of changes in the industry — including our customers 
and our competitors — that our business plan should address?

 ✓ Can you suggest ways we can enhance the value we offer our customers?

 ✓ Can you think of additional ways to market our products and services?

 ✓ If you were in charge of revising the business plan, what other changes 
would you make?

By soliciting suggestions and ideas from people at every level of your com-
pany, you not only collect constructive information, but also enhance a sense 
of teamwork and shared mission, which go a long way toward making your 
business plan work and your business a long-term success.

Planning for change
A business plan sets your course for the future. It dictates what you need 
to do and how you plan to do it. A business plan only works if you and your 
employees follow it.

But here’s the catch. Changes can come along in any industry that rewrites 
the rules of the game. Companies that cling to the details of their plan when 
everything around them is changing can find themselves sidelined very fast. 
Knowing when to stick to your mission, strategy, goals and plans — and know-
ing when it’s time to make some quick or even sweeping changes — isn’t easy. 
In many ways, it’s the skill that determines the real leaders in business.

 The first step in successfully managing change is knowing the right questions 
to ask. Use Form 15-5 on the CD to get the process in motion. Not all the ques-
tions on our checklist will be appropriate to your business, but take the time 
to consider each one. Check off the questions that are relevant. In a medium-
sized or large company, consider appointing a committee to review these 
questions and create a report.

 The more time you spend researching the forces that drive change in your 
business, the better you’ll become at predicting those changes in advance. 
Just as important: The more time you spend improving your company’s 
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readiness for change, the more swiftly you will be able to respond when it 
happens. As new technologies, globalization, and economic dislocations trans-
form the marketplace, the ability to respond to change has become one of the 
key capabilities for success.

Forms on the CD-ROM
The following forms on the CD-ROM help you put your business plan to work:

Form 15-1 Goals and Objectives 
Assignment Chart

An assignment chart designed to help 
you align management duties and 
responsibilities with major business 
goals and objectives

Form 15-2 Common Systems and 
Procedures Checklist

A list of business systems and proce-
dures common to many companies

Form 15-3 Checklist of 
Management and 
Leadership Traits

A list of management skills and leader-
ship traits you may want to develop to 
address future business needs

Form 15-4 Employee Training 
Resource Checklist

The most common training resources 
for developing employee skills

Form 15-5 Checklist for Managing 
Change

Use this form to assess your readiness 
for change and to identify ways to 
improve flexibility in the face of change
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The Part of Tens
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In this part . . .

This final part sends you off with four super-quick 
chapters that you can turn to for at-a-glance advice 

now and in your business future.

Want to know ten signs that your current business plan 
needs an overhaul? Turn to Chapter 16. If you’re in search 
of funding, Chapter 17 outlines ten places to turn, along 
with pluses and minuses for each funding source. Need 
ten ways to test the validity of a new business idea? Go 
straight to Chapter 18. Chapter 19 lists ten things to con-
sider before you dot the last i and cross the last t of your 
written business plan, including one last piece of advice 
on how to stay a step ahead of the competition.

Go put your plan to work and enjoy success!
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Chapter 16

Ten Signs That Your Plan 
May Need an Overhaul

In This Chapter
▶ Recognizing the red flags

▶ Revising your plan to reflect new business realities

G iving your business plan a good once-over one time a year may not 
be often enough, especially when the economy is tight or markets are 

changing fast. If your business environment is experiencing choppy condi-
tions, or if you’re facing major threats or opportunities, your plan should be 
the first place you turn. Chapter 11 offers help for companies in trouble; the 
first step is to see and recognize the warning signs. Here are ten red flags to 
watch for as you monitor your business situation.

Costs Rise, Revenues Fall
The clearest sign of business trouble is that costs are going up and rev-
enues are going down, yet many business owners ignore the warning. Why? 
Because these situations don’t usually go wrong overnight. Costs creep 
upward while revenues drift downward, and too many business owners don’t 
see what’s happening because they don’t watch (or maybe don’t know how 
to watch) their financial margins. Others hope things will turn around and go 
on hoping until it’s too late.

The antidote? Study your financials, especially keeping an eye on

 ✓ Gross profit trends to see whether your costs of goods sold are slowly 
climbing out of control

 ✓ Operating profits to see whether your overhead and expenses are get-
ting out of line
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 ✓ Profitability to see how much of your original sales revenue is making 
its way to your bottom line

 ✓ Number of bids or inquiries to monitor continuing interest in your 
product or service

 ✓ Other relevant measures, such as the ratio of contracts awarded to bids 
submitted

For details, make a beeline to Chapter 8, which offers a crash course on busi-
ness financials. And promise yourself that at the first sign of a profit squeeze, 
you’ll revisit your business plan — starting with a hard look at your financial 
projections.

Sales Figures Head South
If your sales for a product or service line aren’t meeting your expectations — 
or if you see an unexpected drop in your overall sales revenues — move 
quickly to diagnose the problem. Take a look at your sales figures and view 
them like a customer poll. Be on the lookout for a disconnect between the 
features you offer and the benefits your customers seek, a problem with qual-
ity control, a breakdown in customer service, or a marketing message that’s 
not on target. After you diagnose the problem, revise the appropriate parts 
of your business plan — product design, operations, marketing strategy — to 
support your revised forecasts.

You Don’t Meet Financial Projections
If your financial projections are off, your business plan needs attention — 
right now. Plenty of issues can knock even the most conservative financial 
projections out of whack, and you can’t ignore a single one of them. Follow 
this plan:

 1. Start by reviewing the assumptions behind your original projections.

 2. Make a detailed list of every internal and external force that may be 
responsible for the variances.

 3. Fix what you can and plan around what you can’t, but don’t ignore 
what the black-and-white financial statements tell you.

Don’t just hope that things will change; in other words, don’t wait until 
the crash to shore your projections up. Develop a revised set of financial 
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statements based on the new reality and then revise your strategy and action 
plan accordingly.

Employee Morale Sags
Employee morale isn’t easy to measure, but it’s absolutely critical to your 
company’s success. If you sense that employee morale and motivation are on 
the skids, don’t sit on your hands. Talk to key people around you to uncover 
what’s wrong. Perhaps your goals and objectives are unreasonable, creating 
frustration rather than motivation. Or maybe you can spot a gap between the 
company’s stated mission and your plan of action, creating confusion and 
indirection. When employee morale is at stake, you can’t wait for the annual 
business-plan review; you have to address the problems immediately.

Key Projects Fall Behind Schedule
A serious business plan includes timelines for what needs to happen. The 
minute you sense that important projects are falling behind schedule, sit 
down with all involved employees to assess the situation. Identify the source 
of the problem, including aspects of your current business plan that may not 
be playing out as expected. Brainstorm solutions for getting back on sched-
ule. If you can’t catch up and resetting timelines won’t derail opportunities, 
amend your business plan, revise your action plan, and notify all involved.

New Competitors Appear
Even with careful planning, a competitive assault that you don’t see coming 
can rock your company. If that situation occurs, take a deep breath and 
remember that competition isn’t always a bad thing: It usually increases 
interest in your business sector, and it almost always forces you to focus on 
what you do best and how to do it as efficiently as possible.

If a big, predatory fish swims into your little pond, revise the situation analy-
sis in your business plan — immediately. Start with your SWOT analysis (see 
Chapter 5 for how-to information) to uncover areas where your capabilities 
lag behind or surge ahead of the capabilities of your competitors. Shore up 
the former and polish up the latter in order to overcome and even capitalize 
upon the changes in your business environment. Chapter 4 offers advice for 
sizing up and staying a step ahead of your competitors.
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Technology Shakes Up Your World
In this age of constant technological innovation, no one needs to tell you that 
new products and processes can turn your company upside down, for better 
or worse. A shift in technology can make existing products obsolete and 
create markets for new products or services almost overnight. Think smart-
phones. Think e-books. Think hybrid engines. Technological change can com-
pletely alter your competitive landscape.

Meanwhile, business operations need revamping to address and incorporate 
the technological breakthroughs, including the installation of new equipment 
and processes that can affect your company and its financial statements. 
Therefore, when a new technology appears on your business horizon, reas-
sess your business plan — fast. Ask yourself how the new technology may 
change the desires and demands of the markets you serve and how it may 
affect the way that you — and your competitors — do business. Lay out 
plans for how your business will incorporate the new technology and use it 
to your advantage.

Important Customers Defect
From time to time, good customers will switch allegiances to a new supplier. 
However, if you notice a trend in customer defections, something may be 
wrong. For example, your competitors may be stronger than you anticipated, 
your efforts may be falling short, or the market itself may be changing.

The defection of important customers is an alarm signal that you can’t afford 
to ignore. As your first step, look for deficiencies in your product or service 
offering. Ask departing customers why they left. Talk to your salespeople and 
frontline staff for their insights. Check out online reviews of your products or 
services if relevant. Get ready to retool your business plan, paying close atten-
tion to how your business strengths and weaknesses may have shifted and 
how those changes may be affecting your ability to compete in your market.

Business Strategy Does a 180
Slight course adjustments in your strategy are a normal part of doing busi-
ness, but if your company does a 180-degree shift, something’s wrong. Very 
few companies successfully remake themselves in a new image. Instead of 
swinging wildly from one direction to another, sit down with your manage-
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ment team — business plan in hand — to figure out why your original stra-
tegic direction isn’t working or isn’t being followed. Take the time you need 
to do a complete diagnostic and then plan a rational course change that will 
address the problems you identify.

Growth Is Out of Your Control
Entrepreneurs don’t usually complain when business is booming, but 
your company can grow too fast — and that can mean trouble if you’re 
not prepared. When business is booming, customer service can suffer, or 
manufacturing may not be able to keep up with demand, for example. Some 
companies even find that their basic organizational structures no longer fit 
their new dimensions. If your business experiences similar growing pains, 
look at your business plan to identify the parts that need to change in order 
to accommodate the good news — and your increasing size.

24_438541-ch16.indd   32124_438541-ch16.indd   321 3/30/10   4:39 PM3/30/10   4:39 PM



322 Part V: The Part of Tens 

24_438541-ch16.indd   32224_438541-ch16.indd   322 3/30/10   4:39 PM3/30/10   4:39 PM



Chapter 17

Ten Ways to Fund Your 
Business Plan

In This Chapter
▶ Finding the cash you need

▶ Weighing the price of various forms of support

A great idea sparks most business start-ups, but money is the fuel that 
keeps those start-ups running. Even if you’re launching a one-person 

freelance business, chances are you need cash to get off the ground. If you’re 
starting a bigger company, and especially if you’re founding a high-tech or 
manufacturing enterprise, chances are good that you need lots of cash. This 
chapter shares ten places you can to turn to when searching for money to 
fund your company.

Your Own Pocket
Using your own funding for your start-up has its advantages and disadvan-
tages. If you get your business up and running by using only your savings, 
you maintain 100 percent ownership and 100 percent control. But you also 
take on all the risk: If the company goes under, your money goes with it. If 
you link arms with investors, you still tap your own pocketbook, but you 
share the risk — and the rewards — with others. If you seek loans, banks 
require you to pledge personal assets as collateral to secure the debt. And if 
you go the venture capital route, most investors insist that you ante up some 
of your own cash, largely as proof of your commitment, before they’ll add 
their own.
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Friends and Family
Turning to friends or family members is a time-honored tradition when start-
ing a small business. Some people borrow money in return for a simple IOU 
to be paid back in full when the company starts making a profit. Others set 
up a more formal loan along with an agreement for paying money back with 
interest on a specific schedule. Whatever arrangement you reach, make sure 
that everyone involved understands the terms and knows what to expect and 
when to expect it. To be on the safe side, put the terms in writing and ask all 
parties to sign the documents because disagreements over money can spoil 
even the closest family or friendly relationships.

Prospective Customers
This option sounds counterintuitive, but you can turn customers into inves-
tors who can help your company get off the ground. For example, commu-
nity-supported agriculture programs pair local farmers with consumers who 
pay a set fee in advance in return for a weekly load of produce during the 
summer growing season. And condominium projects often sell units to pro-
spective owners before the builder ever breaks ground.

When considering funding sources, think of people who use and benefit from 
your company’s offerings. They may be willing to invest in your continued 
success.

 Checking in with prospective customers early in the planning process also 
offers a useful reality check to test whether they will actually pay for your 
products or services.

A Bank Loan
Local branches of most banks are more than willing to consider loan requests 
from local businesses. The factors that influence a banker’s yes-or-no loan 
decision include your personal credit history, your education, expertise, 
business experience, and the likelihood that you’ll succeed in your business 
start-up or expansion. Before you consider approaching a banker, be pre-
pared to make your case by presenting a formal written business plan along 
with a loan request that defines how much you want to borrow, how you 
plan to use the funds, and when you’ll repay the money. Also, be prepared 
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to secure your loan. Most banks won’t lend unless they can secure the loan 
against collateral.

The simplest bank-loan arrangement is a standard commercial loan. In this 
case, the bank loans you the money, and you pay it back, usually in monthly 
installments and with interest. But you can find all sorts of variations on this 
theme, from real estate loans on commercial property to loans secured by 
your inventory or accounts receivable.

The advantage of getting a bank loan is that you gain business funding while 
maintaining all the equity in your company. The disadvantage is that loan 
payments are due on schedule, even if your business runs into hard times. 
The task of securing a business loan is tougher than ever in the aftermath of 
defaults caused by the economic downturn. But banks are still lending, and 
the work you do upfront to convince a loan officer can make your business 
strategy all the more effective later.

A Commercial Line of Credit
If you need access to money that you don’t intend to need all at once, consider 
applying for a commercial line of credit. A commercial line of credit is an agree-
ment from a financial institution to extend a specified amount of credit that 
your company can draw upon, as necessary, to finance inventory purchases 
or to provide working capital or funds for other cash needs. With a commer-
cial line of credit, you pay interest only on the funds you actually borrow over 
the period between when you draw on the funds and when you pay them 
back. Banks may require that you secure a line of credit with your company’s 
accounts receivable, inventory, machinery and equipment, or real estate.

Equipment Leasing
Another way to borrow money from banks is in the form of an equipment 
lease, which you can use to acquire anything from computers, printers, and 
copiers to manufacturing equipment, tractors, and trucks. Financial arrange-
ments include lease-to-buy options, equipment upgrade options, and master 
leases, which cover a variety of equipment under one agreement.

The loan length for these options is usually tied to the lease term, and most 
banks base their leasing agreements on a company’s established operating 
history.
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A Small Business Administration 
 (SBA) Loan

Bravo to the Small Business Administration (SBA), which is a government 
agency dedicated to helping small businesses that may otherwise have a 
tough time securing financing from commercial banks. The SBA has a variety 
of loan programs for small businesses. (See Chapter 10 and www.sba.gov for 
more information.)

When seeking an SBA loan, realize that it isn’t free money. Expect to pay fees 
and interest and be ready for paperwork, oversight, and the responsibility 
of personally guaranteeing loan repayment. The loans are actually made by 
banks or other lending institutions, but because the SBA provides the backup 
guarantee, loans that banks may otherwise turn down get extra attention.

Deep-Pocket Partners
It sounds like a marriage made in heaven: Entrepreneur with great business 
idea but no money finds like-minded entrepreneur with money in search of 
a great idea. In fact, many such partnerships live happily ever after. But if 
you’re thinking about forming a financial partnership as a way to get the cash 
you need, establish an upfront agreement that defines how much control 
your partner or partners will exercise over the business strategy, planning, 
and day-to-day operations. And be sure that you get along. It may sound 
obvious, but a good working relationship with a business partner can help 
smooth the inevitable bumps on the road to success.

Venture Capital
Maybe you need more money than a bank is willing to lend you. Or maybe 
you’re nervous about taking on all the risk of a major loan. You may want to 
knock on the venture capital door.

Venture capitalists are professional asset managers (in other words, investor 
groups) who seek a high rate of return on behalf of the investors they rep-
resent. When venture capitalists are impressed by a business concept and 
confident that the management team has what it takes to make the business 
succeed, they fork over sizeable sums. The catch is that they want something 
in return, and usually that something is a big role in controlling your busi-
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ness, a major chunk of the ownership, and a clear way to recoup and realize a 
substantial return on their investment at a specified time in the future.

Venture capital tends to flow when the economy is booming and to slow to 
a trickle when it hits hard times. But for a truly great idea, there are usually 
venture capitalists willing to open their wallets.

Angel Money
Angels are successful and wealthy entrepreneurs who buy into up-and-
coming companies, not only with their money, but also with their expertise 
and guidance. Angels make funding decisions more rapidly than venture 
capitalists largely because they operate independently rather than on behalf 
of a group of investors. Additionally, angels take greater risks than venture 
capitalists, funding businesses at earlier stages of their life cycles and enter-
taining smaller financing requests. However, like venture capitalists, angels 
usually want a piece of the equity pie.
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Chapter 18

Ten Ways to Evaluate a New 
Business Idea

In This Chapter
▶ Making sure your business idea is the right one for you

▶ Testing whether your idea stands a good chance of achieving success

Every business venture starts with an idea. That idea may be as simple 
as opening a shop that features local artwork or as complex as creat-

ing a new biotechnology company. Either way, your success depends on the 
strength of your idea, how well it fits your temperament, how well you can 
plan for success, and what resources you can bring to the effort.

You can easily be swept along by excitement when you have a new idea. 
Unfortunately, your idea may not be as good as you think. Once it hits the 
reality of the marketplace, it may prove to be a bad idea. Evaluating your idea 
in advance can help separate the good from the bad. We hope your idea is a 
good one. But remember that a good idea can become even better if you take 
the time to assess and fine-tune it. Before settling and taking your first steps, 
consider this list of ten questions that you absolutely, positively need to ask 
about your business idea before you take the big plunge.

Is This Something I Really Want to Do?
For most successful entrepreneurs, running their own company is more than 
just a job — it’s a full-time passion. Successful business people truly believe 
in their ideas, care about the products or services that they offer, and love 
what they do — even when the going gets tough.

Take a moment to think about turning your idea into a business. Is your heart 
in it? Is it something you really care about? Is it how you want to spend your 
time? If you answer all the questions with an enthusiastic “Yes!” read on. If 
not, maybe you need to go back to brainstorming (see Chapter 2).
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Is This Something I’m Capable of Doing?
Thomas Edison called genius “1 percent inspiration, 99 percent perspiration.” 
Your idea is a stroke of inspiration, but do you have what it takes to sweat 
out the details and do the hard work required to turn your inspiration into 
reality? Beyond desire, do you have the capability? In other words, can you 
do it? Do you have the resources, connections, skills, and experience to turn 
your idea into a success story? And if you don’t have everything required 
to do the job well, do you have the knowledge and resources to assemble a 
team that does? Chapter 6 helps assess the capabilities necessary to make 
your business a success.

Does It Tap My Personal Strengths?
Not everyone can run a high-tech business — or a local gift shop, for that 
matter. Your strengths and weaknesses will go to work with you every day, 
so take time to consider whether your idea aligns well with your personal 
attributes or whether it requires talents in areas where you’re a little weak. 
Successful entrepreneurs devote themselves to businesses that leverage 
their strengths and work around their weaknesses. How do your strengths 
and weaknesses match up to the business idea you’re considering? If the 
business requires plenty of personal contact, for example, are you good with 
people? If the business requires you to move rapidly to seize an opportunity, 
are you prepared for long, sometimes stressful days? Chapter 2 helps you 
conduct a self-appraisal.

Can I Describe It in 25 Words or Less?
If your business idea is so complex that you need a half-hour and 20 flip charts 
to explain it, guess what? It’s too complicated. You can describe almost every 
great business idea in 25 words or less. Consider a few examples:

 ✓ A combination electronic organizer and wireless Internet device (8 
words)

 ✓ A gift certificate that you can redeem online to contribute to the charity 
of your choice (16 words)

 ✓ A catering service that delivers meals based on The Zone, Atkins, or 
Weight Watchers diets (15 words)

 ✓  GPS-based audio tours of major travel destinations around the world 
(11 words)
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As part of your evaluation, pare down your idea to its essentials and describe 
it as simply and concisely as you can. A simple, polished phrase can make 
your idea shine — or it may reveal a fatal flaw.

What’s the Closest Thing 
to It in the Marketplace?

As the age-old saying goes, there’s nothing new under the sun. In fact, refin-
ing or combining existing ideas generates most new business ideas. Here’s 
a television, there’s the Web — hey, how about WebTV? As you judge your 
idea, think about similar products or services already swimming in the mar-
ketplace, and then ask a tough question: How is your idea better?

Does It Meet a Need or Solve a Problem?
Customers spend money because they believe that what they buy can solve 
their problems, fulfill their needs, or satisfy their desires. If your business 
idea doesn’t address a real problem, need, or desire, getting it off the ground 
will be doubly difficult, because instead of presenting your product as the 
best solution to existing needs, you have to create the sense of need and then 
present your product as the solution. That situation is a hard row to hoe. 
Turn to Chapter 4 for help defining your customers and what motivates them 
to buy.

Does It Take Advantage 
of a New Opportunity?

Business success often hinges on having the right idea in the right place at 
the right time. The rise of the Internet — and the simultaneous passion in 
America for collecting — presented twin opportunities that helped turn the 
booming auction site eBay into a household word. The nation’s ballooning 
waistline was the opportunity that Weight Watchers rode all the way to a 
multimillion-dollar success story. Lately, companies that help people consoli-
date credit card debt have been scoring big successes, for obvious reasons. 
Does your business idea stand a good chance of catching a similar wave of 
opportunity? Is your idea robust enough to weather a downturn?
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What’s the Biggest Drawback 
or Limitation?

Even the greatest business ideas have drawbacks and limitations. Maybe 
your idea is very easy for would-be competitors to copy, for example. Or 
maybe it requires a difficult-to-achieve change in some ingrained customer 
behavior. Perhaps your idea requires a long R&D phase, or maybe it poses 
difficult marketing challenges. By thinking long and hard about the potential 
drawbacks of your idea, you put your business opportunity in perspective. If 
the pluses far outweigh the worst-case scenarios you dream up, chances are 
your business idea stands a pretty good chance of succeeding.

Will It Make Money — and How Fast?
Oddly enough, this simple question is the one most likely to go unasked by 
wannabe entrepreneurs, maybe because it’s one of the toughest questions 
to face up to. It goes well beyond your answer to the question of whether or 
not customers will be willing to pay for your product or service; this question 
takes you into the realm of forecasting:

 ✓ How long will it take before your business idea will generate profits?

 ✓ How long can you afford to wait?

 ✓ Who specifically will spend money for your product or service?

 ✓ After the sales start rolling in, can you sustain profitability over time?

Take the time to give questions like these serious thought — sooner rather 
than later. Turn to Chapter 8 for help thinking through the numbers.

Am I Willing to Remortgage My House?
We’re not suggesting that you take out a second mortgage to fund your new 
business venture. But as a test of your passion and belief, ask yourself: If I 
had to, would I be willing? Even if you plan to persuade outside investors to 
take on some of the risk, you need that kind of personal belief as you make 
the pitch. And if you decide to take a bank loan instead, you have to sign on 
the dotted line to pledge to repay the money, absolutely, positively. One way 
or another, you assume financial risk when you launch a business. If you’re 
not willing to take on that risk, you may not be cut out for the business 
you’re thinking about starting.
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Chapter 19

Ten Questions to Ask Before You 
Finish Your Business Plan

In This Chapter
▶ Reviewing you business plan one last time

▶ Fine-tuning your business plan to make it more effective

By the time you’re ready to dot the last i and cross that last t of your 
written business plan, chances are you’re more than ready to be done 

with it. But before you sign off, we strongly recommend reviewing the plan 
one last time. If you have the luxury to let your plan sit for a week before 
reading it through, even better. That extra time will allow you to assess your 
plan with fresh eyes. In our experience, some of the most important refine-
ments are made to a business plan during the final review process. Consider 
this list of ten questions to ask about your plan.

Does the Plan Realistically 
Assess Your Business Idea?

We’re all for enthusiasm, especially when it gives you the motivation and 
inspiration you need for the hard work of putting a business together. But 
we’ve learned from hard experience that a clear-eyed assessment of the 
strengths and weaknesses of a new enterprise is crucial to success.

Identifying weaknesses doesn’t mean you have to scrap your idea. In fact, it 
can help you develop a strategy that plays on your strengths and minimizes 
your weaknesses. Read over your plan, taking the point of view of a very 
skeptical investor. Does it offer a convincing argument that your business 
idea will succeed?
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Does the Plan Adequately Describe Your 
Customers and What They Want?

If there is one thing that all successful businesses — for-profit and nonprofit, 
sole proprietorship and multinational alike — have in common, it’s delivering 
what customers want. To keep your customers satisfied you have to know 
them as well as you possibly can. What really makes them tick? What moti-
vates them to buy (or in the case of a nonprofit, contribute)? As you review 
your plan, consider it from the perspective of potential customers. Have you 
taken their measure accurately? Will your marketing plan reach them with 
the message you want to convey?

Does the Plan Establish 
Specific Timelines?

An effective plan lays out, step by step, what you need to do. Just as impor-
tantly, it establishes a schedule for when you must take each step. Without 
a firm timetable, projects and plans have a way of slipping. And in these 
competitive and fast-changing times, lost time can mean lost opportunities. 
Include a timetable for when you will accomplish each action step described 
in your plan. Be sure, too, that you spell out the important milestones along 
the way.

 Your timetable should be ambitious, but not based in wishful thinking. Give 
yourself and your key players time to get the job done.

Do the Financials Add Up?
One of the biggest reasons new ventures go belly-up is poor financial plan-
ning at the beginning. No plan can prepare for everything, but your financial 
plan should be conservative enough — and honest enough — to give you 
some breathing room if the business doesn’t get off the ground as quickly as 
you’d like. Take time to review your financials. Make sure that the numbers 
are realistic. If you have any doubts, review your financial forecast. For help, 
refer to Chapter 8.
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Does the Plan Spell Out Specific 
Goals and Objectives?

Abstract ideas and generalities have no place in a business plan. Your plan 
should be as specific as possible, especially in spelling out your goals and 
objectives. Each one should set out specific actions that will be taken, along 
with a precise way of determining when it has been accomplished. Review 
your plan from the point of view of the key employees who will be asked to 
carry it out. Does the plan make it clear what they need to accomplish? If you 
need to tinker, check out Chapter 3.

Will It Guide and Inspire Employees?
Telling your key people what they need to accomplish is important, but 
inspiring them is equally critical, especially if everyone on the team is going 
to have to work overtime. An effective plan lays out a strategic course. At the 
same time, it inspires employees by making them feel part of a team where 
everyone matters and every job is important. As you review your plan one 
last time, think about whether it makes a convincing case for success. Does it 
acknowledge (and encourage) the contributions of all employees?

Is the Writing Clear and Jargon-Free?
Your business plan should be understandable to as wide-ranging an audience 
as possible, from investors and employees to the general public. To make 
sure that your plan is clear and persuasive, it should rely as little as possible 
on industry jargon. Sure, if you’re writing a business plan for a new biotech 
venture, you may need to throw around terms like monoclonal antibody and 
randomized controlled studies. But as you review the draft one last time, be 
on the lookout for unnecessary jargon. Put yourself in the mindset of a reader 
who knows nothing about the details of your business but who just happens 
to have a spare million to invest in something that promises a big return. Is 
your plan easily understood? Just as important, is it persuasive?

 If your plan absolutely positively requires technical words, consider including 
somewhere up front a glossary that defines these crucial terms in words that 
anyone, even your next door neighbor, would understand. Such a glossary will 
be helpful in making your plan understandable to everyone. It will also go a 
long way toward convincing readers that you know what you’re talking about 
when you throw around those high-falutin’ words.
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Is the Plan Concise?
It’s easy to confuse the heft of a plan with substance. In our experience, 
the most effective plans are only as long as they need to be, and not a page 
longer. The more concise and to the point your plan is, the more likely 
people are to read it and be guided by it. Be on the lookout for empty phrases 
and unnecessary verbiage. If you find your own attention wandering as you 
read, look back over the section to see if there are ways to say the same thing 
in fewer words.

 Sometimes it helps to have an outsider read and review the final draft before 
it goes to print. If you don’t have an in-house communications team for the 
task, hire a freelance editor to read and red-pencil the plan. Sure, you’ll end up 
spending a little extra, but a good editor can catch confusing or embarrassing 
mistakes that would otherwise diminish the authority of your plan. In our expe-
rience, businesses that use editors consider the extra money very well spent.

Does Your Strategy Allow 
for the Unexpected?

By its very nature, a plan is an attempt to tell the future — or at least 
describe the future that you’d like to see. Your financial forecasts, your 
customer and competitor analyses, and your strategic plan are all based on 
assumptions about the year ahead. That’s fine. But especially these days, it’s 
crucial to engineer some flexibility into your plan to account for the uncer-
tainties of the economy and the marketplace. As you review your plan one 
last time, be alert to places where your assumptions may be a little too cozy. 
Wherever possible, give your strategy and the procedures for carrying it out 
the flexibility you’ll need in the face of the unexpected.

What Would Your Competitors Think?
Here’s the final test. Imagine, as you review your plan, how one of your big-
gest competitors would respond to reading it. You can bet they would be on 
the lookout for weaknesses in your strategy or glaring holes in your business 
forecast. Of course, they’d welcome any missteps you might take in assessing 
your customers or the marketplace you hope to dominate. Wherever they 
sense a weakness, they’ll begin their own plan to exploit it. Put yourself in 
your competitor’s shoes when you review your plan, and you may find weak-
nesses you didn’t recognize. Now’s the time to bolster your strategy or fine-
tune your forecasts to anticipate competitors’ counter moves.
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Appendix

About the CD
In This Appendix
▶ Understanding system requirements

▶ Using the CD

▶ Discovering what’s on the CD

▶ Troubleshooting

System Requirements

Make sure that your computer meets the minimum system require-
ments shown in the following list. If your computer doesn’t match up 

to most of these requirements, you may have problems using the software 
and files on the CD. For the latest and greatest information, please refer to 
the ReadMe file located at the root of the CD-ROM.

 ✓ A PC with a Pentium or faster processor; or a Mac OS computer with a 
68040 or faster processor

 ✓ Microsoft Windows 98 or later; or Mac OS system software 7.6.1 or later

 ✓ At least 32MB of total RAM installed on your computer; for best perfor-
mance, we recommend at least 64MB

 ✓ A CD-ROM drive

 ✓ A sound card for PCs; Mac OS computers have built-in sound support

 ✓ A monitor capable of displaying at least 256 colors or grayscale

 ✓ A modem with a speed of at least 14,400 bps

If you need more information on the basics, check out these books pub-
lished by Wiley Publishing, Inc.: PCs For Dummies, by Dan Gookin; Macs For 
Dummies, by David Pogue; iMacs For Dummies, by David Pogue; Windows 
95 For Dummies, Windows 98 For Dummies, Windows 2000 Professional For 
Dummies, Microsoft Windows ME Millennium Edition For Dummies, all by Andy 
Rathbone.
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Using the CD with Windows
To install the items from the CD to your hard drive, follow these steps.

 1. Insert the CD into your computer’s CD-ROM drive.

  The license agreement appears.

  Note to Windows users: The interface won’t launch if you have autorun 
disabled. In that case, click Start➪Run. In the dialog box that appears, 
type D:\start.exe. (Replace D with the proper letter if your CD-ROM 
drive uses a different letter. If you don’t know the letter, see how your 
CD-ROM drive is listed under My Computer.) Click OK.

  Note for Mac users: The CD icon will appear on your desktop. Double-
click the icon to open the CD and double-click the Start icon.

 2. Read through the license agreement and then click the Accept button 
if you want to use the CD.

  After you click Accept, the License Agreement window won’t appear 
again.

  The CD interface appears. The interface allows you to install the pro-
grams and view the sample forms with just a click of a button (or two).

Using the CD with MacIntosh
To install the items from the CD to your hard drive, follow these steps:

 1. Insert the CD into your computer’s CD-ROM drive.

  The CD icon appears on your desktop.

 2. Double-click the icon to open the CD and then double-click the Start 
icon.

 3. Read through the license agreement and then click the Accept button 
if you want to use the CD.

  The CD interface appears. The interface allows you to access the con-
tent with just one or two clicks.

What You’ll Find on the CD
The following sections are arranged by category and present a list of the files 
and software you’ll find on the CD-ROM.
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Author created material: 
Business plan forms
All the business plan forms referred to in the book are included on the 
CD-ROM. The forms come in two file formats:

 ✓ Microsoft Word files: You can open these files if you use Microsoft 
Word 95 or later (for Mac or Windows).

 ✓ Adobe Reader (PDF) files: You can’t modify these forms, but if you have 
Adobe Reader, you can view and print them. Adobe Reader for Mac and 
Windows is included on the CD-ROM.

All the forms are located in the Author directory on the CD and work with 
Macintosh, Linux, Unix, and Windows 95/98/NT and later computers. The 
form files are organized by chapter. Table A-1 lists them all by name and 
number.

Table A-1 Forms at a Glance

Form Number Form Name

Form 1-1 Typical Business-Planning Situations

Form 1-2 Business-Planning Wish List

Form 1-3 Checklist of Common Business Plan Audiences

Form 1-4 Business Plan Target Audiences and Key Messages

Form 1-5 Major Components in a Typical Business Plan

Form 1-6 Business Plan Time Frame Questionnaire

Form 1-7 Business Plan Tracker 

Form 2-1 My Favorite Things

Form 2-2 The Idea Blender

Form 2-3 Business Challenges Questionnaire

Form 2-4 Business Opportunity Evaluation Questionnaire

Form 2-5 Business Opportunity Framework

Form 2-6 Personal Strengths and Weaknesses Survey

Form 2-7 Personal Strengths and Weaknesses Grid

Form 3-1 Basic Business Definition Framework

Form 3-2 Our Mission Statement Questionnaire

Form 3-3 Our Mission Statement Framework

From 3-4 Examples of Real-World Mission Statements 
(continued)
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Table A-1 (continued)

Form Number Form Name

Form 3-5 Our Mission Statement

Form 3-6 Goals and Objectives Flowchart

Form 3-7 Goals and Objectives based on ACES

Form 3-8 Checklist of Common Business Goals

Form 3-9 Our Major Business Goals

Form 3-10 Values Questionnaire

Form 3-11 Our Values Statement

Form 3-12 Examples of Real-World Vision Statements 

Form 3-13 Your Vision Statement

Form 4-1 Industry Analysis Questionnaire

Form 4-2 Barriers to Entry Checklist 

Form 4-3 Customer Profile Questionnaire

Form 4-4 Customer Intelligence Checklist

Form 4-5 Customer Snapshot

Form 4-6 Ideal Customer Questionnaire

Form 4-7 Distinguishing Traits of Ideal Customers

Form 4-8 Basic Market Segmentation Framework 

Form 4-9 Business Customer Profile 

Form 4-10 Our Biggest Competitors

Form 4-11 Competitive Intelligence Checklist

Form 4-12 Potential Stealth Competitors Questionnaire

Form 4-13 Competitor Tracking Form

Form 4-14 Our Biggest Competitors and Their Likely Moves

Form 5-1 Company Strengths and Weaknesses Survey

Form 5-2 Company Strengths and Weaknesses Grid

Form 5-3 Company Opportunities and Threats

Form 5-4 Company SWOT Analysis Grid 

Form 5-5 Quick Financial Projection Worksheet

Form 5-6 Business Model Questionnaire

Form 5-7 Resources for Growth Checklist

Form 5-8 Planning for Growth Questionnaire

Form 5-9 Checklist of Common Exit Strategies

Form 6-1 Product/Service Description Checklist
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Form Number Form Name

Form 6-2 Elevator Speech Planning Questionnaire

Form 6-3 Operations Planning Survey (Location)

Form 6-4 Operations Planning Survey (Equipment)

Form 6-5 Operations Planning Survey (Labor)

Form 6-6 Operations Planning Survey (Process)

Form 6-7 Distribution and Delivery Survey

Form 6-8 Management Team Member Profile

Form 7-1 Positioning and Brand Statements Worksheet

Form 7-2 Product Strategy Checklist

Form 7-3 Distribution Strategy Checklist

Form 7-4 Pricing Strategy Checklist

Form 7-5 Promotion Strategy Worksheet

Form 7-6 Customer Service Checklist

Form 8-1 Company Income Statement

Form 8-2 Company Balance Sheet

Form 8-3 Company Cash Flow Statement

Form 9-1 Is Self-Employment Right For You?

Form 9-2 Tasks and Time Survey

Form 9-3 Self-Employed Expense Checklist 

Form 9-4 Evaluating Your Home Office Options

Form 9-5 Checklist of Business Networking Resources

Form 10-1 Start-up Costs Worksheet For Small Business

Form 10-2 Job Description Profile

Form 10-3 Job Recruiting Checklist

Form 10-4 Employee Retention Checklist

Form 10-5 Tips on Promoting Teamwork

Form 11-1 Growth Strategies Worksheet

Form 11-2 Checklist of Common Warning Signs

Form 11-3 Selling Your Business Worksheet

Form 11-4 Business Transferability: Assessing Your Sale Readiness

Form 12-1 Nonprofit Planning Worksheet

Form 12-2 Examples of Real-World Nonprofit Mission Statements 

Form 12-3 Ideal Individual Donor Questionnaire

Form 12-4 Checklist of Responsibilities For a Nonprofit Board
(continued)
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Table A-1 (continued)

Form Number Form Name

Form 12-5 Checklist of Typical Grant Proposal Sections

Form 12-6 Checklist of Nonprofit Marketing Strategies

Form 13-1 Checklist of Key Steps in Planning an E-Business

Form 13-2 Online Customer Profile

Form 13-3 E-Business Value Proposition Worksheet

Form 13-4 E-Business Model Construction Worksheet

Form 13-5 Checklist of Popular Tools for a Viral Marketing Strategy

Form 14-1 Business Plan Components Checklist

Form 14-2 Master Plan Tracking Sheet

Form 14-3 Business Plan Target Audience Guidelines

Form 14-4 Working Draft Checklist

Form 15-1 Goals and Objectives Assignment Chart

Form 15-2 Common Systems and Procedures Checklist

Form 15-3 Checklist of Management and Leadership Traits

Form 15-4 Employee Training Resource Checklist

Form 15-5 Checklist for Managing Change

Other software
We’ve included a few other items on the CD as well:

 ✓ OpenOffice.org: OpenOffice.org is a free multiplatform office produc-
tivity suite. It’s similar to Microsoft Office or Lotus SmartSuite, but 
OpenOffice.org is absolutely free. It includes word-processing, spread-
sheet, presentation, and drawing applications that enable you to create 
professional documents, newsletters, reports, and presentations. It sup-
ports most file formats of other office software. You should be able to 
edit and view any files created with other office solutions.

 ✓ Adobe Reader: We’ve included the freeware software Adobe Reader from 
Adobe Systems for Mac OS and Windows on the CD-ROM. This program 
enables you to view and print Portable Document Format (PDF) files.

Trial, demo, or evaluation versions of software are usually limited either by 
time or functionality (such as not letting you save a project after you create it).
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343 Appendix: About the CD

Troubleshooting
If you have trouble with the CD-ROM, please call the Wiley Product Technical 
Support phone number at (800) 762-2974. Outside the United States, call 
(317) 572-3994. You can also contact Wiley Product Technical Support at 
www.wiley.com/techsupport. John Wiley & Sons will provide technical 
support only for installation and other general quality control items. For 
technical support on the applications themselves, consult the program’s 
vendor or author.

To place additional orders or to request information about other Wiley prod-
ucts, please call (877) 762-2974.
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Index

• Numbers •
80/20 rule (Pareto Principle), 94

• A •
accounts payable, 184
accounts receivable, 179
accrual basis accounting, 186
accumulated depreciation, 181–182
accumulated retained earnings, 185
accured expenses payable, 184
ACES questions, 64–65
action plan

benefi ts of creating, 12
charting a turnaround, 238–240
checklist, 281
monitoring and reviewing, 309–311
for a one-person business, 217
putting it all together, 279–280
putting the plan to work, 21
small business, 225

Adobe Reader software, 342
advice, seeking, 26–27, 285–286
advisor, management style, 304–305
AFAR, Internet marketing, 221–222
Amazon

branding statement, 161
creating a customer profi le, 266
as e-business success, 261
establishing a sense of values, 68
establishing an identity, 52
traditional business operations, 267
values proposition, 268

angel investors, 233–234, 327
annual review, business plan, 309–311
appendixes, business plan, 21
Apple Computers, new opportunities, 41
Assessing Your Sale Readiness, Business 

Transferability (Form 11-4, CD-ROM), 243
assets, 178–179

• B •
balance sheet

about the, 178–179
creating your own, 186
current assets, 179–181
current liabilities, 183–184
estimated balance sheet, 195
fi xed assets, 181–182
intangibles, 182
long-term liabilities, 184
owner’s equity, 184–185
total assets, 183
total liabilities and equity, 185

Balance Sheet, Company (Form 8-2, 
CD-ROM), 180

bank fi nancing. See fi nancial planning
BankAmericard, business change, 147
bankruptcy, 183
barriers to entry, 83–84
Barriers to Entry Checklist (Form 4-2, 

CDE-ROM), 84–85
Basic Business Defi nition Framework 

(Form 3-1, CD-ROM), 52–53
Basic Market Segmentation Framework 

(Form 4-8, CD-ROM), 94, 96
behavioral patterns, customer, 85–88, 88
benchmarks, 12, 23–24
Biggest Competitors and Their Likely 

Moves, Our (Form 4-14, CD-ROM), 105
Bill and Melinda Gates Foundation, 257
Bing, branding statement, 161
blueprint

benefi ts of creating a, 12
business organization, 297–299
business-planning as a, 17–18

Board of Directors (BOD), 143
board of trustees, nonprofi t, 253–255
boss, management style, 304–305
“the bottom line”, 177
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brainstorming
creativity idea blender, 32–35
is a team effort, 36–38
keeping track of ideas, 28
for new products/services, 32
for solutions to challenges, 35–36

Brand Statements Worksheet, Positioning 
and (Form 7-1, CD-ROM), 148

branding. See positioning and branding
bridge fi nancing, 272
British Petroleum (BP), sense of values, 68
Brounstein, Marty (Coaching & Mentoring 

For Dummies), 307
budgeting. See forecasting and budgeting
buildings and equipment

depreciation, 188
as fi xed assets, 181

business. See also small business
barriers to entry, 83
begins with a defi nition, 51–53
creating the business model, 53–55
environmental impacts, 105–106
goals and objectives, 62–67
mission statement, 55–62
positioning and branding, 160–162
responding to change, 147–149
staying focused, 150
values statement, 67–72
vision statement, 72–73

Business Challenges Questionnaire (Form 
2-3, CD-ROM), 35–36

Business Competitors, Our (Form 4-10, 
CD-ROM), 100

Business Customer Profi le (Form 4-9, 
CD-ROM), 96–97

Business Defi nition Framework, Basic 
(Form 3-1, CD-ROM), 52–53

business environment
analyzing your industry, 80–82
B2B customers, 96–97
barriers to entry, 83–84
checklist, 281
defi ning the competition, 100–105
defi ning the customer, 84–90
defi ning the market, 98–100
e-business, 264–266
environmental consciousness, 105–106

for a one-person business, 214–215
preparing for change, 226–227
sharpening customer focus, 90–96
small business, 221–222

Business Expenses  (IRS Publ. 535), 225
business fi nancing. See fi nancial planning; 

fi nancing, business
Business Goals, Checklist of Common 

(Form 3-8, CD-ROM), 65–66
Business Goals, Our Major (Form 3-9, 

CD-ROM), 66–67
business groups. See nonprofi t 

organizations; professional groups/
organizations

business ideas
brainstorming, 31–40
evaluating, 329–332
identifying opportunities, 40–44
performing a reality check, 45–49
reviewing the fi nished plan, 333–336
using a questionnaire, 36–38

business intelligence
assessing the competition, 157–158
collecting, 99–105

business mergers/sales, 241–243
business model. See also established 

business; small business
controlling costs, 123
creating the, 53–55, 122–124
defi ning your own, 12, 117–118
diagnosing problems, 237–238
e-business, 263
e-business planning and, 266, 270–271
generating revenue, 120–121
nonprofi t organizations, 120
one-person business, 113, 201–205
planning an exit strategy, 125, 128
planning for growth, 124–125, 126–127
pricing your product, 121–122
reaching for profi tability, 118–119
responding to change and trends, 79–82
timing cash fl ow, 120

Business Model Questionnaire (Form 5-6, 
CD-ROM), 122–123

business networking. See networking
Business Networking Resources, Checklist 

of (Form 9-5, CD-ROM), 215
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business opportunity. See also business 
ideas; SWOT analysis

change in society leads to, 41
competition creates, 157–158
evaluating, 41–42
listening to customers for, 40–41
narrowing the choices, 42–44
performing a reality check, 45–49

Business Opportunity Evaluation 
Questionnaire (Form 2-4, CD-ROM), 
41–43

Business Opportunity Framework (Form 
2-5, CD-ROM), 42, 44

business organization. See also 
management/leadership

applying the plan to, 297–298
assessing capabilities, 110–114
basic structures, 145–146, 298–299
describing capabilities, 143, 145
duties and responsibilities, 299–300
employee training, 307–308
leadership and motivation, 304–306
organizational chart, 145
planning for change, 309–313
promoting teamwork, 303–304
succession plans, 308–309
systems and procedures, 300–302

Business Owner’s Toolkit, 283
business plan. See also information and 

resources
about actually writing the, 279–280
addressing entry barriers, 83–84
alternative versions, 293–294
B2B considerations, 96–97
conducting an industry analysis, 79–82
creating a customer profi le, 94–94
describing products/services, 131–134
encouraging feedback, 311–312
fi nancing the, 323–327
for e-business, 261–263
for established business, 231–232
for nonprofi t organizations, 245–246, 

245–251
for one-person business, 201–204, 213–217
for small business, 220–225
making money with, 15
market segmentation, 94–96

monitoring and reviewing, 309–311
planning for change, 312–313
reviewing the fi nal draft, 333–336
reviewing the working draft, 294–295
target audience, 16–19, 290–294
timetable/time frame, 23–24
warning signs/red fl ags, 317–321

Business Plan Audiences, Checklist of 
(Form 1-3, CD-ROM), 17, 19

business plan components. See also 
specifi c individual components

about the common elements, 20–21
action plan, 12, 217, 225, 298
appendixes, 292–293
business environment, 80–84
checklist, 280–282
company description, 216, 222–223, 298
company overview, 133, 135, 214, 239, 294
company strategy, 109–117, 298
executive summary, 124, 125, 232, 234, 

289, 292
FAQs, 22–23
fi nancial review, 118–119, 237–240
marketing strategy, 153–159, 170, 223, 259

Business Plan Components Checklist 
(Form 14-1, CD-ROM), 281–282, 295

Business Plan, Major Components in a 
Typical (Form 1-5, CD-ROM), 20–21

Business Plan Target Audience Guidelines 
(Form 14-3, CD-ROM), 295

Business Plan Target Audiences and Key 
Messages (Form 1-4, CD-ROM), 18

Business Plan Tracker (Form 1-7, CD-ROM), 
27–28

business planning process
avoiding jargon, 1, 290–291
beginning the, 9–11
benefi ts of, 12
as a blueprint, 17–18, 297–299
brainstorming, 31–40
defi ning your situation, 11–12, 131–132
e-business expansion of, 273–275
focusing on a message, 17–18, 132–134
identifying a target, 16–17
information and resources, 25–26
keeping track of, 27–29, 289–290
ongoing process of, 23–24, 295, 309–313
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business planning process (continued)

putting it all together, 279–280
seeking expert advice, 26–27, 285–286

Business Planning Situations, Typical 
(Form 1-1, CD-ROM), 12–15

business planning team
delegating responsibility, 287–288
establishing priorities, 289
ground rules and procedures, 288
tracking progress, 289–290

Business Planning Wish List (Form 1-2, 
CD-ROM), 15–16

Business Plans For Dummies (Tiffany & 
Peterson), 67, 146, 282

business résumé, 12, 143
business schools, as planning resource, 25
business software, 285
business strategy

evaluating new ideas, 329–332
growth strategies, 234
nonprofi t organizations, 254, 257, 259
reviewing the fi nished plan, 336
small business, 223
warning signs/red fl ags, 320–321
web-presence as, 262–263, 267

Business Transferability: Assessing Your Sale 
Readiness (Form 11-4, CD-ROM), 243

Business Use of Your Home (IRS Publication 
587), 211

business-to-business customers (B2B)
developing a profi le, 94–96
market segmentation and, 156–157
purchasing habits, 99–100

buyer groups, 94–96
buying behaviors

business plan analysis, 20
market segmentation and, 156–157
understanding customer, 12

buzzwords, avoiding, 58

• C •
CACI Sourcebook of ZIP Code 

Demographics, 89
capital investment. See investment capital
Cash Flow Statement, Company (Form 8-3, 

CD-ROM), 192

cash/cash reserves
forecasting and budgeting, 194–196
as liquid assets, 179, 190
nonprofi t organizations, 258–259

cash-fl ow statement
about the, 186–187
creating your own, 191
net change in cash position, 190
projected cash fl ow, 195–196
total funds in, 187
total funds out, 187–189
tracking liquid assets, 190

CD-ROM
about using, 1–2
fi le formats, 339
forms at a glance, 339–342
other included software, 342
system requirements, 337
troubleshooting, 343
use with MacIntosh, 338
use with Windows, 338

charitable organizations. See nonprofi t 
organizations

checklist. 
business plan, 13–15, 20–21
business plan tracker, 27–28
priorities and wish list, 16
timetable/time frame, 24

Checklist, Barriers to Entry (Form 4-2, 
CDE-ROM), 83–85

Checklist, Business Plan Components 
(Form 14-1, CD-ROM), 281–282, 295

Checklist, Common Systems and Procedures 
(Form 15-2, CD-ROM), 302, 313

Checklist, Customer Service (Form 7-6, 
CD-ROM), 167

Checklist, Distribution Strategy (Form 7-3, 
CD-ROM), 165

Checklist, Employee Retention (Form 10-4, 
CD-ROM), 230

Checklist, Employee Training Resource 
(Form 15-4, CD-ROM), 308, 313

Checklist, Job Recruiting (Form 10-3, 
CD-ROM), 230

Checklist, Pricing Strategy (Form 7-4, 
CD-ROM), 166

Checklist, Product Strategy (Form 7-2, 
CD-ROM), 164
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Checklist, Product/Service Description 
(Form 6-1, CD-ROM), 132–133

Checklist, Resources for Growth (Form 5-7, 
CD-ROM), 125, 126

Checklist, Self-Employed Expense (Form 
9-3, CD-ROM), 210

Checklist, Working Draft (Form 14-4, 
CD-ROM), 295

Checklist for Managing Change (Form 15-5, 
CD-ROM), 313

Checklist of Business Networking 
Resources (Form 9-5, CD-ROM), 215

Checklist of Common Business Goals 
(Form 3-8, CD-ROM), 65–66

Checklist of Common Business Plan 
Audiences (Form 1-3, CD-ROM), 17, 19

Checklist of Common Exit Strategies (Form 
5-9, CD-ROM), 125, 128

Checklist of Common Warning Signs (Form 
11-2, CD-ROM), 236, 243

Checklist of Key Steps in Planning an 
E-Business (Form 13-1, CD-ROM), 276

Checklist of Management and Leadership 
Traits (Form 15-3, CD-ROM), 313

Checklist of Nonprofi t Marketing Strategies 
(Form 12-6, CD-ROM), 260

Checklist of Responsibilities of a Nonprofi t 
Board (Form 12-4, CD-ROM), 260

Checklist of Typical Grant Proposal 
Sections (Form 12-5, CD-ROM), 260

Chief Executive Offi cer (CEO), 143, 253
Chief Financial Offi cer (CFO), 27, 143
Chief Operating Offi cer (COO), 143
Chief Professional Offi cer (CPO), 253
Chief Technology Offi cer (CTO), 143
Chief Volunteer Offi cer (CVO), 253
Chronicle Research Services, 81
Coaching & Mentoring For Dummies 

(Brounstein), 307
Coca-Cola Company, sense of values, 68
colleague, management style, 304–305
commercial line of credit, 325
Common Systems and Procedures Checklist 

(Form 15-2, CD-ROM), 302, 313
Company Balance Sheet (Form 8-2, 

CD-ROM), 180
Company Cash Flow Statement (Form 8-3, 

CD-ROM), 192

company description
business plan component, 21
checklist, 281
one-person business, 216
small business, 222–223

Company Income Statement (Form 8-1, 
CD-ROM), 175

Company Opportunities and Threats (Form 
5-3, CD-ROM), 114–115

company overview, 20, 281
company strategy

assess opportunities/threats, 114–115
assess strengths/weaknesses, 110–114
checklist, 281
defi ning the business model, 117–124
employee feedback, 311–312
exit strategy, 125–128
for growth, 10–11
growth strategy, 124–125
marketing, 12
monitoring and reviewing, 309–311
for a one-person business, 216
as part of business plan, 21
SWOT analysis, 115–117
when a turnaround is needed, 238–240

Company Strengths and Weaknesses Grid 
(Form 5-2, CD-ROM), 112–114

Company Strengths and Weaknesses 
Survey (Form 5-1, CD-ROM), 111

Company SWOT Analysis Grid (Form 5-4, 
CD-ROM), 115–117

competition
as barrier to entry, 83–84
benefi ts of understanding, 12, 100
business plan analysis, 20
collecting intelligence on, 101–103
as employee motivator, 305–306
evaluating new ideas, 331
gaining market share, 157–158
to grow or not to grow?, 227–228
location and environment, 221–222
staying ahead of, 103–105
testing the fi nished plan, 336
warning signs/red fl ags, 319

Competitive Intelligence Checklist (Form 
4-11, CD-ROM), 101, 102

Competitor Tracking Form (Form 4-13, 
CD-ROM), 103
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Competitors and Their Likely Moves, Our 
Biggest (Form 4-14, CD-ROM), 105

Competitors Questionnaire, Potential 
Stealth (Form 4-12, CD-ROM), 101–104

consultants. See also mentor/mentoring
for fresh ideas, 39
nonprofi t organizations, 255
as part of management team, 143
turnaround professionals, 237

Consumer Reports, 54
contingency planning, 264
cost analysis

benefi ts of conducting, 12
controlling costs, 122
e-business, 264–266
evaluating new ideas, 332
for a one-person business, 205–212
regular versus one-time costs, 224
warning signs/red fl ags, 317–318
website development, 274–275

cost of goods acquired, 188
Council of Better Business Bureaus 

Foundation, 258
creativity quotient, 35
Cumulative List of Organizations (IRS Publ. 

78), 249
current assets, 179–181
current liabilities, 183–184
Customer Intelligence Checklist (Form 4-4, 

CD-ROM), 90–92
customer loyalty

as barrier to entry, 84–86
environmental consciousness and, 106
good service creates, 113, 154, 266, 268
marketing strategy builds, 154
warning signs/red fl ags, 320

customer profi le
benefi ts of understanding, 12
business plan analysis, 20
business-to-business, 94–96
creating the, 84–86
describing an ideal, 93–94
developing focus, 90–92
e-business, 263, 266
marketing plan and, 156–157
for new business ideas, 331

reviewing the fi nished plan, 333–336
secondary research, 86–90
segmenting into buyer groups, 94–96

Customer Profi le, Business (Form 4-9, 
CD-ROM), 96–97

Customer Profi le Questionnaire (Form 4-3, 
CD-ROM), 85–90

Customer Questionnaire, Ideal (Form 4-6, 
CD-ROM), 93–96

customer service
assessing capabilities, 110–114
creating an environment of, 167
e-business, 265–266
systems and procedures, 300–302

Customer Service Checklist (Form 7-6, 
CD-ROM), 167

Customer Snapshot (Form 4-5, CD-ROM), 92
Customers, Distinguishing Traits of Ideal 

(Form 4-7, CD-ROM), 94

• D •
demographics

customer profi le, 85, 87–88
preparing for change, 226–227

depreciation expenses, 176
direct competitors, 157–158
Distinguishing Traits of Ideal Customers 

(Form 4-7, CD-ROM), 94
distribution and delivery

assessing capabilities, 110–114
describing capabilities, 140–142
responding to change, 149
systems and procedures, 300–302

Distribution and Delivery Survey (Form 6-7, 
CD-ROM), 142

Distribution Strategy Checklist (Form 7-3, 
CD-ROM), 165

distribution strategy, 164–165
distributions to owner, 188
divide and conquer, organizational model, 

146, 298
dividend and interest income, 187
donors. See grants and donors
dot.com crash of 2000, 261, 272
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• E •
Eastman Kodak, business identity, 52
EBIT (earnings before interest and taxes), 177
e-business. See also Amazon

about conducting, 261–262
business model, 263, 270–271
business planning, 262–263
business planning issues, 264–266
creating a customer profi le, 266–267
dot.com crash, 261, 272
establishing value, 267–269
expansion to include, 273
fi nding the money for, 270, 272–273
forecasting and budgeting, 274–275
online retailing, 274
social networking and, 275

E-Business, Checklist of Key Steps in 
Planning an (Form 13-1, CD-ROM), 276

E-Business Model Construction Worksheet 
(Form 13-4, CD-ROM), 271, 276

E-Business Value Proposition Worksheet 
(Form 13-3, CD-ROM), 269, 276

ecofriendly practices, 105–106
economic factors

as barrier to entry, 83
business-planning process, 10
during economic downturns, 247
preparing for change, 226–227
starting in a business downturn, 22–23

economy of scale, 84
Edison, Thomas, 40, 330
80/20 rule, 94
elevator speech, 134–135
Elevator Speech Planning Questionnaire 

(Form 6-2, CD-ROM), 136
employee handbook, 12
Employee Retention Checklist (Form 10-4, 

CD-ROM), 230
Employee Training Resource Checklist 

(Form 15-4, CD-ROM), 308, 313
employees

creating sense of ownership, 56, 303
e-business planning and, 264–266

encouraging feedback, 311–313
growth strategy, 227–228
keeping them informed, 240–241
mentoring programs, 307
in mergers or sales, 242
morale, 319
motivation and performance, 305–306, 335
planning for, 222
promoting teamwork, 303–305
training and skill development, 307–308

endowment funds, 258–259
Entrepreneur of the Year Awards, 15
entry barriers. See barriers to entry
environment. See business environment
environmental regulation, 105–106
equipment leasing, 325
equity, owner’s, 178–179, 184–185
established business. See also business; 

business model; small business
about planning in, 231–232
adding e-business to, 273–275
bank fi nancing, 232–233
diagnosing problems, 235–238
growth strategy, 234
investor capital, 233–234
transferability, 241–242
turnaround strategies, 238–240

estimated balance sheet, 195
ethics, as part of values statement, 73–74
evaluating, business ideas, 329–332
Evaluating Your Home Offi ce Options 

(Form 9-4, CD-ROM), 211
Examples of Real-World Mission 

Statements (Form 3-4, CD-ROM), 60–61
Examples of Real-World Nonprofi t Mission 

Statements, 260
Examples of Real-World Vision Statements 

(Form 3-12, CD-ROM), 72–73
executive summary, 20, 289
Exit Strategies, Checklist of Common (Form 

5-9, CD-ROM), 125, 128
exit strategy, 241–243. See also succession 

plans
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• F •
family and friends, as funding source, 324
family-run business, 228–229
feedback, employee, 303–304, 311–313
fi nancial planning. See also fi nancing, 

business
defi ning purpose and strategy, 222–223
established business, 232–234
one-person business, 205–212
small business, 219
start-up costs, 223–225

Financial Projection Worksheet, Quick 
(Form 5-5, CD-ROM), 118–119

fi nancial review
charting a turnaround, 238–240
checklist, 281
diagnosing problems with, 237–238
nonprofi t organizations, 247, 258–259
for a one-person business, 216
as part of business plan, 21
reviewing the fi nished plan, 333–336
staying in the black, 118–119
warning signs/red fl ags, 317–318

fi nancial statements. See also forecasting 
and budgeting

about the key terms, 173–174
balance sheet, 174, 178–186
cash-fl ow statement, 174, 186–191
income statement, 174–178
monitoring and reviewing, 309–311
nonprofi t organizations, 259
small business, 223–225
software programs, 285

Financial Times , 54
fi nancing, business

e-business, 270, 272–273
established business, 232–233
funding the plan, 323–327
translating the jargon, 272

fi rst-stage fi nancing, 272
fi xed assets, 181–182
fi xed costs, 118
forecasting and budgeting

e-business, 264–266, 274–275
estimated balance sheet, 195
fi nancial, 191, 193–194
marketing plan, 158–159

master budget, 196–197
pro forma income statement, 194–195
projected cash fl ow, 195–196
warning signs/red fl ags, 317–318

Form 1-1, CD-ROM (Typical Business-
Planning Situations), 12–15

Form 1-2, CD-ROM (Business-Planning Wish 
List), 15–16

Form 1-3, CD-ROM (Checklist of Common 
Business Plan Audiences), 17, 19

Form 1-4, CD-ROM (Business Plan Target 
Audiences and Key Messages), 18

Form 1-5, CD-ROM (Major Components in a 
Typical Business Plan), 20–21

Form 1-6, CD-ROM (Business Plan Time 
Frame Questionnaire), 23–24

Form 1-7, CD-ROM (Business Plan Tracker), 
27–28

Form 2-1, CD-ROM (My Favorite Things), 33
Form 2-2, CD-ROM (The Idea Blender), 

34–35
Form 2-3, CD-ROM (Business Challenges 

Questionnaire), 35–36
Form 2-4, CD-ROM (Business Opportunity 

Evaluation Questionnaire), 41–43
Form 2-5, CD-ROM (Business Opportunity 

Framework), 42, 44
Form 2-6, CD-ROM (Personal Strengths and 

Weaknesses Survey), 46–48
Form 2-7, CD-ROM (Personal Strengths and 

Weaknesses Grid), 48–49
Form 3-1, CD-ROM (Basic Business 

Defi nition Framework), 52–53
Form 3-2, CD-ROM (Our Mission Statement 

Questionnaire), 55–56
Form 3-3, CD-ROM (Our Mission Statement 

Framework), 56–58
Form 3-4, CD-ROM (Examples of Real-World 

Mission Statements), 60–61
Form 3-5, CD-ROM (Our Mission 

Statement), 58–59
Form 3-6, CD-ROM (Goals and Objectives 

Flowchart), 63–64
Form 3-7, CD-ROM (Goals and Objectives 

based on ACES), 64–65
Form 3-8, CD-ROM (Checklist of Common 

Business Goals), 65–66
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Form 3-9, CD-ROM (Our Major Business 
Goals), 66–67

Form 3-10, CD-ROM (Values 
Questionnaire), 69–72

Form 3-11, CD-ROM (Our Values 
Statement), 69

Form 3-12, CD-ROM (Examples of Real-
World Vision Statements), 72–73

Form 3-13, CD-ROM (Our Vision 
Statement), 73

Form 4-1, CD-ROM (Industry Analysis 
Questionnaire, 80–82

Form 4-2, CD-ROM (Barriers to Entry 
Checklist), 83–85

Form 4-3, CD-ROM (Customer Profi le 
Questionnaire), 85–90

Form 4-4, CD-ROM (Customer Intelligence 
Checklist), 90–92

Form 4-5, CD-ROM (Customer Snapshot), 92
Form 4-6, CD-ROM (Ideal Customer 

Questionnaire), 93–96
Form 4-7, CD-ROM (Distinguishing Traits of 

Ideal Customers), 94
Form 4-8, CD-ROM (Basic Market 

Segmentation Framework), 94, 96
Form 4-9, CD-ROM (Business Customer 

Profi le), 96–97
Form 4-10, CD-ROM (Our Biggest 

Competitors), 100
Form 4-11, CD-ROM (Competitive 

Intelligence Checklist), 101, 102
Form 4-12, CD-ROM (Potential Stealth 

Competitors Questionnaire), 101–103
Form 4-13, CD-ROM (Competitor Tracking 

Form), 103
Form 4-14, CD-ROM (Our Biggest 

Competitors and Their Likely 
Moves), 105

Form 5-1, CD-ROM (Company Strengths 
and Weaknesses Survey), 111

Form 5-2, CD-ROM (Company Strengths 
and Weaknesses Grid), 112–114

Form 5-3, CD-ROM (Company 
Opportunities and Threats), 114–115

Form 5-4, CD-ROM (Company SWOT 
Analysis Grid), 115–117

Form 5-5, CD-ROM (Quick Financial 
Projection Worksheet), 118–119

Form 5-6, CD-ROM (Business Model 
Questionnaire), 122–123

Form 5-7, CD-ROM (Resources for Growth 
Checklist), 125, 126

Form 5-8, CD-ROM (Planning for Growth 
Questionnaire), 125, 127

Form 5-9, CD-ROM (Checklist of Common 
Exit Strategies), 125, 128

Form 6-1, CD-ROM (Product/Service 
Description Checklist), 132–133

Form 6-2, CD-ROM (Elevator Speech 
Planning Questionnaire), 134–136

Form 6-3, CD-ROM (Operations Planning 
Survey-Location), 139–140

Form 6-4, CD-ROM (Operations Planning 
Survey-Equipment), 139–140

Form 6-5, CD-ROM (Operations Planning 
Survey-Labor), 139–140

Form 6-6, CD-ROM (Operations Planning 
Survey-Process), 139–140

Form 6-7, CD-ROM (Distribution and 
Delivery Survey), 141–142

Form 6-8, CD-ROM (Management Team 
Member Profi le), 144

Form 7-1, CD-ROM (Positioning and Brand 
Statements Worksheet), 148

Form 7-2, CD-ROM (Product Strategy 
Checklist), 164

Form 7-3, CD-ROM (Distribution Strategy 
Checklist), 165

Form 7-4, CD-ROM (Pricing Strategy 
Checklist), 166

Form 7-5, CD-ROM (Promotion Strategy 
Worksheet), 169

Form 7-6, CD-ROM (Customer Service 
Checklist), 167

Form 8-1, CD-ROM (Company Income 
Statement), 175

Form 8-2, CD-ROM (Company Balance 
Sheet), 180

Form 8-3, CD-ROM (Company Cash Flow 
Statement), 192

Form 9-1, CD-ROM (Is Self-Employment 
Right For You?), 203

Form 9-2, CD-ROM (Tasks and Time 
Survey), 208

Form 9-3, CD-ROM (Self-Employed Expense 
Checklist), 210
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Form 9-4, CD-ROM (Evaluating Your Home 
Offi ce Options), 211

Form 9-5, CD-ROM (Checklist of Business 
Networking Resources), 215

Form 10-1, CD-ROM (Start-Up Costs 
Worksheet for Small Business), 230

Form 10-2, CD-ROM (Job Description 
Profi le), 230

Form 10-4, CD-ROM (Employee Retention 
Checklist), 230

Form 10-5, CD-ROM (Tips on Promoting 
Teamwork), 230

Form 11-1, CD-ROM (Growth Strategies 
Worksheet), 243

Form 11-2, CD-ROM (Checklist of Common 
Warning Signs), 236, 243

Form 11-3, CD-ROM (Selling Yur Business 
Worksheet), 243

Form 11-4, CD-ROM (Business 
Transferability: Assessing Your Sale 
Readiness), 243

Form 12-1, CD-ROM (Nonprofi t Planning 
Worksheet), 260

Form 12-2, CD-ROM (Examples of Real-World 
Nonprofi t Mission Statements), 260

Form 12-3, CD-ROM (Ideal Individual Donor 
Questionnaire), 260

Form 12-4, CD-ROM (Checklist of 
Responsibilities of a Nonprofi t 
Board), 260

Form 12-5, CD-ROM (Checklist of Typical 
Grant Proposal Sections), 260

Form 12-6, CD-ROM (Checklist of Nonprofi t 
Marketing Strategies), 260

Form 13-1, CD-Rom (Checklist of Key Steps 
in Planning an E-Business), 276

Form 13-2, CD-ROM (Online Customer 
Profi le), 276

Form 13-3, CD-ROM (E-Business Value 
Proposition Worksheet), 269, 276

Form 13-4, CD-ROM (E-Business Model 
Construction Worksheet), 271, 276

Form 13-5, CD-ROM (Checklist of Popular 
Tools for Viral Marketing Strategy), 276

Form 14-1, CD-ROM (Business Plan 
Components Checklist), 281–282, 295

Form 14-2, CD-ROM (Master Plan Tracking 
Sheet), 295

Form 14-3, CD-ROM (Business Plan Target 
Audience Guidelines), 295

Form 14-4, CD-ROM (Working Draft 
Checklist), 295

Form 15-1, CD-ROM (Goals and Objectives 
Assignment Chart), 300, 313

Form 15-2, CD-ROM (Common Systems and 
Procedures Checklist), 302, 313

Form 15-3, CD-ROM (Checklist of 
Management and Leadership Traits), 313

Form 15-4, CD-ROM (Employee Training 
Resource Checklist), 308, 313

Form 15-5, CD-ROM (Checklist for 
Managing Change), 313

form follows function, organizational 
model, 145–146, 298

“form follows function” structure, 145–146
four P’s (marketing mix), 162–168
frequently asked questions (FAQ), 22–23
fundraising

nonprofi t organizations, 256–259
solicitation example, 251
strategies for reaching donors, 254

• G •
geographics

customer profi le, 85, 87–88
location and environment, 221–222

The Gillette Company, business model, 54
Goals, Checklist of Common Business 

(Form 3-8, CD-ROM), 65–66
goals and objectives. See also mission 

statement; vision statement
about setting, 62–63
charting a turnaround, 238–240
defi ning milestones, 23–24
employee feedback, 311–312
focusing on the doable, 240
marketing plan, 159–160
matching responsibilities to, 299–300
mission statement, 63–64
monitoring and reviewing, 309–311
nonprofi t organizations, 249–251
one-person business, 214
reviewing the fi nished plan, 333–336

Goals and Objectives Assignment Chart 
(Form 15-1, CD-ROM), 300, 313
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Goals and Objectives based on ACES (Form 
3-7, CD-ROM), 64–65

Goals and Objectives Flowchart (Form 3-6, 
CD-ROM), 63–64

“Going Green”, 105–106
going-out-of-business, 10. See also exit 

strategy
goodwill, as intangible asset, 182
Google, as e-business success, 261
Google AdSense website, 54
Gookin, Dan (PCs For Dummies), 337
government regulation. See environmental 

regulation; regulations and trade 
restrictions

government-backed loan programs. See 
Small Business Administration (SBA)

Grant Proposal Sections, Checklist of 
Typical (Form 12-5, CD-ROM), 260

grant proposals, 255
grants and donors

donor diversifi cation, 257
during economic downturns, 247
staying accountable to, 258–259

gross profi ts, 176, 317–318
gross revenue, 175–176
Growth Checklist, Resources for (Form 5-7, 

CD-ROM), 125, 126
Growth Questionnaire, Planning for (Form 

5-8, CD-ROM), 125, 127
Growth Strategies Worksheet (Form 11-1, 

CD-ROM), 243
growth strategy

business-planning process, 10–11
established business, 234
market segmentation as, 156–157
responding to change, 147–149
small business, 227–228
staying focused, 150
warning signs/red fl ags, 321

• H •
Hiam, Alexander (Marketing For Dummies)
higher education, business model, 81
Home Offi ce Options, Evaluating Your 

(Form 9-4, CD-ROM), 211
hype and hyperbole, avoiding, 58

• I •
IBM, business change, 147
icons, using the, 4–5
idea. See brainstorming; business ideas
The Idea Blender (Form 2-2, CD-ROM), 

34–35
Ideal Customer Questionnaire (Form 4-6, 

CD-ROM), 93–96
Ideal Customers, Distinguishing Traits of 

(Form 4-7, CD-ROM), 94
Ideal Individual Donor Questionnaire 

(Form 12-3, CD-ROM), 260
iMacs For Dummies (Pogue), 337
“in the black”, 118
income statement

about the, 174
creating your own, 178
gross profi t, 176
gross revenue, 175–176
net profi t/earnings/income, 177
operating profi t, 176–177
pro forma income statement, 194–195
profi t before taxes, 177

Income Statement, Company (Form 8-1, 
CD-ROM), 175

independent contractors, 211
industry analysis

benefi ts of conducting, 12
for a one-person business, 214–216
as part of business plan, 20
seeing the big-picture, 79–82

Industry Analysis Questionnaire (Form 4-1, 
CD-ROM), 80–82

industry associations. See nonprofi t 
organizations; professional groups/
organizations

industry trade journals, 25
industry trade shows and symposiums, 26
information and resources. See also 

Internet; websites
business planning, 25–26
business planning publications, 282–283
business software, 285
charting growth patterns, 98–99
customer research, 86–90
employee training programs, 307–308
promotion strategy, 168
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information and resources (continued)

seeking expert advice, 26 27, 285–286
web-based research, 284
websites, list of, 283

Initial Public Offering (IPO), 185, 272
intangibles, 182
interest expense, 188
Internal Revenue Service. See also taxes

business plan resources, 283
fi nancial guidance publications, 225
tax-exempt nonprofi ts, 248–249

Internet. See also e-business; websites
business plan resources, 25, 284
creating e-business, 221
dot.com crash of 2000, 261, 272
marketing strategy, 168, 170
social networking, 222

Internet Nonprofi t Center, 283
inventories, 181
invested capital, 185, 187
investment capital

angel investors, 233–234, 327
bank loans, 324–325
family, friends and customers, 324
forming partnerships for, 326
lease-to-buy, 325
line of credit, 325
personal assets as, 323
SBA loans as, 326
venture capitalists, 233–234, 326–327

investment portfolio, 179, 190
iPhone

branding statement, 161
example of new opportunity, 41

• J •
jargon

avoiding, 1, 290–291
business fi nancing, 272
nonprofi t organizations, 249
reviewing the fi nished plan, 335–336

Job Description Profi le (Form 10-2, 
CD-ROM), 230

job descriptions, 299–300
Job Recruiting Checklist (Form 10-3, 

CD-ROM), 230

• K •
Kauffman Center for Entrepreneurial 

Leadership, 15
key message, identifying the, 17–18
Kindle e-book reader, 52, 68

• L •
land, as fi xed assets, 181
law of maldistribution (Pareto Principle), 94
LCS system, business ideas, 36–38
lease-to-buy options, 325
LEED Green Building ratings, 105–106
legal issues, nonprofi t, 248–249
LEXUS/NEXUS, 26
liabilities, 178–179, 183–184
libraries, as planning resource, 25
line of credit, 325
liquidity/liquid assets, 179
loans. See fi nancing, business
location. See business environment
long-term debt reduction, 188
long-term liabilities, 184
loyalty, values statement, 73–74. See also 

customer loyalty

• M •
Macs For Dummies (Pogue), 337
Major Components in a Typical Business 

Plan (Form 1-5, CD-ROM), 20–21
Management and Leadership Traits, 

Checklist of (Form 15-3, CD-ROM), 313
Management Team Member Profi le (Form 

6-8, CD-ROM), 144
management/leadership. See also business 

organization
assembling the planning team, 287–290
assessing capabilities, 110–114
creating teamwork, 303–304
describing capabilities, 143–146
developing employee skills, 307–308
duties and responsibilities, 299–300
family-run business, 228–229
growth strategy, 227–228
in mergers or sales, 241–243
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motivation and performance, 305–306
nonprofi t organizations, 253–255
styles, 304–305
succession plans, 241–243, 308–309
turnaround professionals, 237

Managing Change, Checklist for (Form 15-5, 
CD-ROM), 313

market segmentation
buyer groups, 94–96
buyer groups and, 156–157
developing customer intelligence, 90–92

Market Segmentation Framework, Basic 
(Form 4-8, CD-ROM), 94, 96

market share, 157–158
Marketing For Dummies (Hiam), 168
Marketing Strategies, Checklist of 

Nonprofi t (Form 12-6, CD-ROM), 260
Marketing Strategy, Checklist of Popular 

Tools for Viral (Form 13-5, CD-ROM), 276
marketing/marketing strategy

assessing capabilities, 110–114
as barrier to entry, 83
benefi ts of understanding, 12
business-planning process, 9–10
charting growth patterns, 98–99
components of the process, 154–155
creating a plan, 153–154
dealing with competition, 100–105
developing your niche, 162
forecasting business conditions, 158–159
four P’s elements, 162–168
“Going Green” as, 105–106
Internet, 168, 170
nonprofi t organizations, 259
as part of business plan, 21
setting goals and objectives, 159–160
social networking and, 275
systems and procedures, 300–302
tracking trends, 99–100
warning signs/red fl ags, 317–318

master budget, 196–197
Master Plan Tracking Sheet (Form 14-2, 

CD-ROM), 290, 295
matrix, organizational model, 146, 298
McDonald’s Corporation, example 

competitive strategy, 104

mentor/mentoring. See also consultants
developing employee skills, 307–308
getting a second opinion, 45
seeking expert advice, 26–27, 285–286
self-help groups, 286

mergers/sale, business, 241–243
mezzanine fi nancing, 272
Microsoft Windows ME Millennium Edition 

For Dummies (Rathbone), 337
Microsoft Word fi les, 339
milestones (benchmarks)

business plan tracker, 27–28
defi ning, 23–24

mission statement. See also goals and 
objectives; vision statement

benefi ts of having, 12
creating/writing, 55–61
employee feedback, 311–312
nonprofi t organizations, 246–248
one-person business, 214
as part of business plan, 20
small business, 222–223

Mission Statement Framework, Our (Form 
3-3, CD-ROM), 56–58

Mission Statement, Our (Form 3-5, 
CD-ROM), 58–59

Mission Statement Questionnaire, Our 
(Form 3-2, CD-ROM), 55–56

Mission Statements, Examples of Real-
World (Form 3-4, CD-ROM), 60–61

morale, employee, 319
motivation, employee, 305–306
My Favorite Things (Form 2-1, CD-ROM), 33

• N •
National Charities Information Bureau, 258
National Federation of Independent 

Business (NFB), 283
net change in cash position, 190
net profi t/earnings/income, 174, 177
networking

creating e-business, 222
fi nding potential customers, 1
for a one-person business, 215
as planning resource, 26
seeking expert advice, 26–27, 285–286
viral marketing and, 275
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The New York Times, 26
newspapers, as planning resource, 26
niche marketing, 162
Nolo.com (legal information), 283
Nonprofi t Board, Checklist of 

Responsibilities of a (Form 12-4, 
CD-ROM), 260

nonprofi t corporations, 248
Nonprofi t Marketing Strategies, Checklist 

of (Form 12-6, CD-ROM), 260
Nonprofi t Mission Statements, Examples of 

Real-World (Form 12-2, CD-ROM), 260
nonprofi t organizations

business model, 120
business planning in, 23–24, 245–246
creating the legal structure, 248–249
fundraising, 256–257
goals and objectives, 249–251
grant proposals, 255
grants and donors, 257
jargon, 249
managing cash/cash reserves, 258–259
managing overhead, 258
marketing/marketing strategy, 259
mission and vision statements, 246–248
operations, 251–253
organization and management, 253–255
research & development (R&D), 255–256
website links for, 283

Nonprofi t Planning Worksheet (Form 12-1, 
CD-ROM), 260

• O •
objectives. See goals and objectives
one-person business. See also small 

business
appraising strengths/weaknesses, 46–49
assessing capabilities, 113, 201–202
business plan, 203–204, 213–217
funding the business plan, 323–327
keys to success, 202
legal issues, 204–205
pricing/billing/collections, 205–212
pros and cons of, 203
systems and procedures, 301
treating it like a business, 212–213

one-time start-up costs, 224
online business. See e-business; Internet

Online Customer Profi le (Form 13-2, 
CD-ROM), 276

OpenOffi ce.org software, 342
operating expenses, 176
operating income (EBIT), 177
operating profi ts, 176–177, 317–318
operations

assessing capabilities, 110–114
bricks-and-mortar e-business, 267
describing capabilities, 139–140
responding to change, 147–149
systems and procedures, 300–302
warning signs/red fl ags, 317–318

Operations Planning Survey-Equipment 
(Form 6-4, CD-ROM), 139–140

Operations Planning Survey-Labor (Form 
6-5, CD-ROM), 139–140

Operations Planning Survey-Location 
(Form 6-3, CD-ROM), 139–140

Operations Planning Survey-Process (Form 
6-6, CD-ROM), 139–140

organization/organizational models. See 
business organization

outside equity, 185
outsourcing, 84
overhead expenses, 188, 258
overview, business plan, 3–4
owner’s equity, 184–185
ownership, creating a sense of, 56, 303, 

305–306

• P •
“the pack”, organizational model, 145, 298
Palo Alto Software (business plans), 283
Pareto Principle, 94
partnerships, funding the plan by, 326
patents, 83
PCs For Dummies (Gookin), 337
PDF fi les (Adobe), 339
personal assets, funding the plan with, 323
personal creativity quotient, 35
Personal Strengths and Weaknesses Grid 

(Form 2-7, CD-ROM)), 48–49
Personal Strengths and Weaknesses Survey 

(Form 2-6, CD-ROM)), 46–48
Peterson, Steven (Business Plans For 

Dummies), 67, 146, 282
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Planning for Growth Questionnaire (Form 
5-8, CD-ROM), 125, 127

planning horizon, 23–24
Pogue, David (iMacs For Dummies), 337
Pogue, David (Macs For Dummies), 337
population statistics, 98–99
Positioning and Brand Statements 

Worksheet (Form 7-1, CD-ROM), 148
positioning and branding

defi ning your own, 160–162
responding to change, 147–148

positive cash position, 187
Potential Stealth Competitors 

Questionnaire (Form 4-12, CD-ROM), 
101–104

prepaid expenses, 181
pricing strategy

business model, 121–122
marketing plan and, 165–166
one-person business, 205–212

Pricing Strategy Checklist (Form 7-4, 
CD-ROM), 166

pride of ownership, 305–306
pro forma income statement, 194–195
product strategy, 163–164, 265
Product Strategy Checklist (Form 7-2, 

CD-ROM), 164
products and services

brainstorming for launch, 32
business-planning process, 9–10
responding to change and trends, 147–149

Product/Service Description Checklist 
(Form 6-1, CD-ROM), 132–133

professional groups/organizations, 26
profi t analysis

benefi ts of conducting, 12
e-business, 265
evaluating new ideas, 332
fi nancial projections, 118–120
role of business model, 53–55
warning signs/red fl ags, 317–318

profi t before taxes, 177
profi ts, 174–176
projected cash fl ow, 195–196
promotion strategy (marketing plan), 168
Promotion Strategy Worksheet (Form 7-5, 

CD-ROM), 169
psychographics (behavioral pattern), 

85–88

• Q •
Quick Financial Projection Worksheet 

(Form 5-5, CD-ROM), 118–119

• R •
Rathbone, Andy, 337
reality check, 45–49
receipts on sales, 187
red fl ags, business plan, 317–321
“red ink”, 118
regulations and trade restrictions

as barrier to entry, 83
preparing for changes to, 226–227

research and development (R&D)
assessing capabilities, 110–114
describing capabilities, 137–138
evaluating business ideas, 329–332
nonprofi t organizations, 255–256
systems and procedures, 300–302
web-based resources, 284

Resources for Growth Checklist (Form 5-7, 
CD-ROM), 125, 126

retail online business. See e-business
retainers, 206
return on investment (ROI), 233–234
revenue analysis, 12
road map, business plan as a, 12
royalties, 206

• S •
Schenck, Barbara Findlay (Small Business 

Marketing For Dummies), 154–155, 168, 
223, 282

Search and research companies, 26
second opinion, getting a, 45
secondary research, customer profi le, 

86–90
second-stage fi nancing, 272
Section 501 tax-exempt nonprofi ts, 248–249
seed fi nancing, 272
self-appraisal. See strengths and weakness
Self-Employed Expense Checklist (Form 

9-3, CD-ROM), 210
self-employment. See one-person business
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Self-Employment Right For You, Is? (Form 
9-1, CD-ROM), 203

Selling Your Business Worksheet (Form 
11-3, CD-ROM), 243

Service Corps of Retired Executives 
(SCORE), 283, 285–286

sidebars, using the, 2
situation analysis, 156
small business. See also business; business 

model; established business; one-
person business

about defi ning, 219
action plan, 225
description and purpose, 222–223
family-run operations, 228–229
fi guring out the fi nances, 223–225
funding the business plan, 323–327
to grow or not to grow?, 227–228
importance of a plan, 220
location and environment, 221–222
plotting a strategy, 223
preparing for change, 225–227
systems and procedures, 301

Small Business Administration (SBA)
business plan resources, 26, 283
defi nition of small business, 219
loan programs, 224, 326
research assistance, 89
as source of advice, 285–286

Small Business Development Center, 89
Small Business Marketing For Dummies 

(Schenck), 154–155, 168, 223, 282
Small Business Tax Workshop (IRS Publ. 

1066), 225
social networking. See networking
SOHO (small offi ce/home offi ce). See one-

person business
sole proprietorships. See one-person 

business; small business
SRDS Lifestyle Market Analysis, 89
stakeholders, identifying, 291. See also 

target audience
standard operating procedures, 300–302
start-up businesses

business fi nancing, 272
business-planning process, 9–10
in an economic downturn, 22–23

fi nancial planning, 223–225
funding the business plan, 323–327

Start-Up Costs Worksheet for Small 
Business (Form 10-1, CD-ROM), 230

stealth competitors
gaining market share from, 157–158
identifying, 99–105

stock-purchase plans, 305
stragegic business units (SBU), 146
strengths and weakness. See also SWOT 

analysis
assessing capabilities, 12, 18, 110–114, 

329–330
conducting a self-appraisal, 46–49
describing capabilities, 137–146

Strengths and Weaknesses Grid, Company 
(Form 5-2, CD-ROM), 112–114

Strengths and Weaknesses Survey, 
Company (Form 5-1, CD-ROM), 111

succession plans
business transferability, 241–242
family-run business, 228–229
leadership transition issues, 308–309
management changes, 242–243

SWOT analysis
conducting, 109–110
diagnosing problems, 237–238
e-business, 262–263
monitoring and reviewing, 309–311
opportunities and threats, 114–115, 158
steps for completing, 115–117 
strengths and weaknesses, 110–114

SWOT Analysis Grid, Company (Form 5-4, 
CD-ROM), 116

systems and procedures, 300–302

• T •
target audience

addressing specifi c interests, 291–294
checklist, 19
focusing on a key message, 17–18
identifying, 16–17
stakeholder groups, 291

Target Audience Guidelines, Business Plan 
(Form 14-3, CD-ROM), 295
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Tasks and Time Survey (Form 9-2, 
CE-ROM), 208

Tax Guide for Small Business (IRS Publ. 
334), 225

taxes, 188, 211. See also Internal Revenue 
Service

tax-exempt nonprofi ts, 248–249
Tax-Exempt Status for Your Organization 

(IRS Publ. 557), 249
teamwork

applying the plan to, 303–304
business growth and, 227–229
commitment and pride of ownership, 

305–306
effective leadership creates, 304–305
family-run business, 228–229
training programs create, 307–308

Teamwork, Tips on Promoting (Form 10-5, 
CD-ROM), 230

technical support, CD-ROM, 343
technology. See also information and 

resources; Internet
business software, 285
e-business planning and, 262–263
preparing for change, 226–227
warning signs/red fl ags, 320

Tiffany, Paul (Business Plans For Dummies), 
67, 146, 282

timetable/time frame
benefi ts of establishing, 12
business plan, 23–24
business planning team, 287–289
e-business, 264–266
expenses and income, 120
generating revenue, 120–121
reviewing the fi nished plan, 333–336
turnaround plans, 238–240
warning signs/red fl ags, 319

Tips on Promoting Teamwork (Form 10-5, 
CD-ROM), 230

Tools for Viral Marketing Strategy, 
Checklist of Popular (Form 13-5, 
CD-ROM), 276

total assets, 183
total liabilities and equity, 185
total owner’s equity, 185
trade journals, 25

trade restrictions and regulations, 83
trade shows and symposiums, 26
troubleshooting, CD-ROM, 343
trust, values statement, 73–74
Turnaround Management Association, 237
turnaround plans

business-planning process, 10
communicating, 241
established business, 235–237
management/leadership in, 240
timetable/time frame, 238–240

Twitter, branding statement, 161
Typical Business-Planning Situations (Form 

1-1, CD-ROM), 12–15

• V •
value proposition (product strategy), 163, 

265. See also customer loyalty
Value Proposition Worksheet, E-Business 

(Form 13-3, CD-ROM), 269, 276
values

benefi ts of stating, 12, 67
creating a sense of, 68, 73
nonprofi t organizations, 246–248
putting them into practice, 73–74
why they matter, 68–69
writing a statement of, 69–72

Values Questionnaire (Form 3-10, 
CD-ROM), 69–72

Values Statement, Our (Form 3-11, 
CD-ROM), 69

variable costs, 118
venture capital

funding the plan, 233–234, 326–327
translating the jargon, 272

viral marketing, 275
Viral Marketing Strategy, Checklist 

of Popular Tools for (Form 13-5, 
CD-ROM), 276

VISA, business change, 147
vision statement. See also goals and 

objectives; mission statement
benefi ts, 12
business plan, 20
creating commitment and direction, 305
employee feedback, 311–312
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vision statement (continued)

nonprofi t organizations, 246–248
one-person business, 214
putting it into practice, 73–74
small business, 222–223
writing the, 72–73

Vision Statement, Examples of Real-World 
(Form 3-12, CD-ROM), 72–73

Vision Statement, Our (Form 3-13, 
CD-ROM), 73

• W •
The Wall Street Journal

business model, 54
as business-planning resource, 26, 211
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5. Limited Warranty.

(a) WPI warrants that the Software and Software Media are free from defects in materi-
als and workmanship under normal use for a period of sixty (60) days from the date 
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