BUSINESS PLAN FUNDAMENTALS

INTRODUCTION

This leaflet contains advice for anyone seeking:

* Finance for a new businessventure

* Additional finance to help an existing business grow;or

* Funds to support a managementbuyout

Thetype of financeyouareseekingmay rangefroma bankoverdraftor medium termloantonew equity
capital.

The leaflet is divided into two parts:

* The executive summary, indicating how management should summarise the nature of their

business, its recent sales and profit levels, its sales and profit projections for the next three
years and the investment proposal;

* The business plan format, summarising the kind of information which should be included in a
good business plan and explaining how it can best be presented;and

Each part explains how to provide essential information to prospective financiers. Most financiers -
and advisers too - prefer to see an executive summary before they look more closely at the detailed
plan. From this summary they can quickly determine whether it is the type of business they generally
support and whether the management has a clear understanding of the essential facts about the
enterprise.

The business plan is usually the first opportunity a company or individual has to impress prospective
financiers with the viability of a business and its prospects. It should always be written by the
management team. A prospective financier will be assessing an investment in the management team
rather than the professional adviser, so it is the management's words, plans and aspirations which he
wishes to read. The role of the professional adviser is to give guidance on preparation and to review
the plan.



THE EXECUTIVE SUMMARY

* Objective

* Length

* Main Points
OBJECTIVE

The objective of the executive summary is to convey the main points of the investment proposal to
the potential financier, attract his attention and encourage him to read on.

Different organisations are interested in different stages of investment, different types of
business and different sizes of investment. The executive summary should therefore aim to
answer the potential financier's basic questions.

LENGTH

The executive summary should be contained at the front of the business plan and typically should
not exceed two pages in length.

MAIN POINTS

The following questions should be answered:

* Whatdoesthecompanydo?

* How long has it been established?

* Who owns the company and who manages the business?

* Whatarethe salesandprofitlevelsforthe last three years andthose forecast forthe

next threeyears?

* How much money doesthecompanywanttoraiseandwhy? . 5
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THE BUSINESS PLAN

FOREWARD

* Objective

* Length

* Verification

* Essential Points

MAIN TEXT

* Summary

* Business

* Markets and Marketing
* Competition

* Customers

* Products and ProductDevelopment
* Production

* Suppliers

* Management

* Location

* Ownership and Structure
* Financial Analysis

* Exit Routes

SCHEDULES

APPENDICES
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FOREWARD

OBJECTIVE

The objective of the business plan is usually, but not always, to raise money. It therefore hasto
convincea potentialfinancierthat the business is a worthwhile investment. To dothis,the planshould:

* Attract the financier's interest and attention;

* Emphasisethe strengthsof the businessanditsposition in the market, especially compared
withits competition;

* Recognise the risks; and
* Project the development of the business.

The financial forecasts are a critical part of the plan. Consideration should be givenas tohow each
piece ofinformationin theplan affectsthe plausibility of the forecasts.

Thefinancierneedstobe convincedthat managementhas the expertise and commitment torealise the
potential ofthebusiness.

Preparingabusinessplan is a usefuldiscipline forall businesses because it clarifies management's view
of how it sees the business developing. A good management team will already have prepared a
corporate strategy written fortheir own purposes, which may form the basis ofa business plan toraise
finance.

LENGTH

Theplanshould bebrief: mostare tento fifteen pages. A balance needstobestruck betweenensuringthe
documentis conciseandwell presented and providing sufficient information. The financier will often
conducthis own investigationand therefore will not always need detailed explanations. Any detailed
information should beprovided in the appendices.
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VERIFICATION

Where possible, reference should be made to external data or publications to support the
information given. Unsupported opinions and assertions show a lack of preparation and
professionalism.

The business plan should indicate where financial support(including government assistance) has already
been given oroffered.

ESSENTIAL POINTS

A considerable amount of information is required in a business plan. Bear in mind the following
points:

* Pay particular attention to presentation: first impressions are important. Approximately
95% of business plans are rejected, often because their presentation lets them down.

Be frank. If you misrepresent something, the astute reader will see through it and will not
be impressed.

* Make every effort to sustain the reader's attention from start to finish.
* Ensure the logic, proposals and assumptions are consistent throughout the

business plan.

Do not underestimate the time taken between presenting the business plan and receiving the
required finance. Depending on the type of finance required, the delay could be anything
from a few weeks to several months.

As a general rule the business plan should be structured in three parts:

* The main text;
* The schedules containing financial information;and
* Detailed appendices to support information and opinions expressed in the main text.
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MAIN TEXT

Themain text of the business planmust deal with certainspecific matters:

* Summary
* Business
* Markets and Marketing
* Competition
* Customers
* Products and ProductDevelopment
* Production
* Suppliers
* Management
* Location
* Ownership and Structure
* Financial Analysis
* Exit Routes
SUMMARY

The summary shouldoutline the purpose and aimsof the business. It mustaddressthe specificissues
upon which thedecision to invest willbe made (these points should be considered in greaterdetailin
the restofthebusiness plan). The summary should include:

* A brief description of the business;
* The finance required;
* The critical pointsof the Financial Projections, such as maximum funding

requirements orbreak-even points;

* The particularstrengthsof the business,whetherin its management, products or
market sector;

* Any events,suchas the completion ofproductdevelopmentor thegrantingofplanning
permission,upon which the success of the venture depends;and

* Themajorrisk factors ofthe proposed venture.
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BUSINESS

This section shoulddescribein simpleterminologyexactly what the company doesand brieflyexplain
the background andhistory ofthe company.

Featureswhichdistinguish thecompanyfromitscompetitorsshouldbe highlighted such as any patents,
brand names or proprietary technology. The sectionshould alsoconsider why people buy from the
company rather than its competitors, whether they will continue to do so and whether the products
are in danger of becoming obsolete or superseded.

MARKETS AND MARKETING

Thissection should enable the potential financierto estimatethe possible growth ofthe business.
It shouldinclude:

* Adescription ofthe marketincluding location,currentsize, potential growth and particular
characteristics;

* Adescriptionofthe company's own marketshare and detailed reasoning forany
projected changesin that marketshare;

* The segment of the market to be targeted and the specific opportunities the businessis
seeking to exploit,including the potential threats and howthese might be overcome.

* Consideration ofwhether the marketis subject to changesin fashion or any other outside
influences and how it may be affected byrecession;

* Commentonanybarriersto entry whichmay existto prevent new competitors enteringthe
marketin the near future;

* Marketing plans including marketing positioning and promotional strategy; and

* Plans for selling and distribution, andan outline pricing policy.

If the business hasa separate marketing plan it may beincluded as an appendix.
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It is easytofallintoa numberoftrapswhen considering the potential market. Someof the
morecommon errors are:

*

Using misleading or inappropriate statistics;
Notrecognising the mix or distribution ofcustomersina particular market;
Claiming your product is'unique’;

Not recognising specialcharacteristics of the marketsuchas seasonabity ordependenceon
complementary products;

Failingtoconsider the like lihood of marketacceptance ofanew
product;

Failing to consider the response of competitors; and

Assuming orders from existing customerswill be repeated.

COMPETITION

Good management will knowa greatdealabout theircompetitorsand this information should be
summarised here,including:

A description of main competitors setting out their perceived strengths and weaknesses;
The sizeof majorcompetitors andtheir marketshare comparedto thecompany;

Any information available on the financial position of main competitorsratherthan the company
—it could be price,quality, service, speed ofdelivery, brand name or reputation.

CUSTOMERS

This section should:

*

Describe the major customers ofthe businessandtheirpercentage share of turnover;
Assess the financial and corporate positionof major customers; and

Detail the currentorderbookand describe any seasonal variations which may
occur.

It is necessaryto balance the available opportunities and the risks arising from over dependence on a
limited numberof customers.
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PRODUCTS AND PRODUCT DEVELOPMENT

This section should:

* Define the products in layman's terms;

* Describe any additional research and development required to produce marketable
products;

* Identify the principal features of the products,including costs, easeof production and
adaptability to marketchanges;

* Consider possible future developments to maintain competitive advantages; and

* Refer to any endorsements received from trade journals, customers or potential customers, and

market surveys or opinion polls (details of these should beincluded asappendices).

PRODUCTION

This section should outline the production process, including:

* Actual and potential capacity;

* Sources of supply;

* Appropriate significant ratios,for example output per employee, machine efficiency;

* Current and future availability and location of production facilities;

* Dependenceonspecificfactorssuchas the availability of materials or skilledlabour,their

price volatilityandthe frequency of plant replacement; and

* Advantages of yourproduction process over thatof the competition.
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SUPPLIERS
This section should:
* Describe the principal suppliers,their location and financial position;

* Detail whether essential suppliers are multi-sourced and consider protections which exist
againstdelays or inadequate quality;and

* Detailrelianceon imports orcommodities which may be subjectto exchange rate fluctuations or
changesin worldmarkets, and the stepstakentominimise these exposures.

MANAGEMENT

Itis most important todemonstrate the qualities and suitability of management. The experience and
achievements of a company'smanagers carrya lot of weight in influencing an investmentdecision.

Briefdetailsabout the directors and senior managers of the business should beincluded, indicating for
each their:

* Age;

* Qualifications;

* Track Record;

* Relevant Experience;

* Role in theBusiness;

* Other Business Interests;and

* Shareholding (Present andProposed).

The motivationof the managementteam should be outlined highlighting their personal aims and
incentives.

The management structure should alsobe set out in the appendices, identifying key individuals.
This section should also include an outline of management and staffing requirements, succession
arrangements, staff turnover levels, particularly for senior management, the availability of
employees andany specialskills or qualifications required. Ifparticularskillsare missing fromthe
management team,for example a finance director,this section must comment on the situation.
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LOCATION

If the location of the business isasignificant factorduetomarkets and supplies then details should be
given inthis section.

Briefly outline the sizeand ownership of premisesandexplain whether thereissufficient space forcurrent and
forecast requirements.

OWNERSHIP AND STRUCTURE

This section should provide details of current shareholdersand their holdingsandany expectedchanges
along with detailsofany existing or planned share option schemes.

If the business comprises morethan one company,asummarydiagramof the group structure should be
included together with a brief description of how the businesses interrelate.

FINANCIAL ANALYSIS

The financial analysisshould include summary profit and loss figures and comment on the history and
projections with salient features highlighted. Key assumptions underpinning the forecasts should be
outlined. Management's plans to monitor and report on performance should also be included.

Detailed financial analysis should appear as schedules.

EXIT ROUTES

This sectionshould explainthe methodand timescale envisaged for shareholdersto makea profit on
theirshares. Potential financiers would typically expect to realise theirinvestmentwithin say five
years.
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SCHEDULES

The schedules should indicate:

* Detailed financial history covering three to five years;

* Detailed financial projections for the next three years, phased monthly for at least the first
year and including integrated projected profit and loss accounts, cashflows and balance
sheets;

* The principal economic and commercial assumptions upon which the projections are

based, for example market share, capital expenditure, utilisation of capacity, interest
rates, exchange rates, collection of debtors and payment of suppliers;and

* Significant accounting policies used by the business, for example the recognition of profit,
write-off of both tangible and intangible fixed assets, valuation of stock and treatment of
research and development costs and transactions denominated in foreign currencies.

The profit and loss accounts, cashflows and balance sheets must be integrated. The models that
TOC use automatically adjust from Profit and Loss, through the Cashflow to the monthly Balance
Sheets so that the results of adjustments can be seen in a matter of seconds. Financial modelling
can be used to carry out sensitivity analysis to answer "whatif" questions. It may be useful to
show high and low forecasts in the plan.

A common mistake is to underestimate funding requirements. The business plan will not be
more attractive to the financier merely because the amount of finance requested is modest.
Funding requirements should take into account the development of the business over at least
three years and should allow for contingencies. It is very important that prudence be exercised.
There is nothing more transparent than an unrealistic forecast.

APPENDICES

The appendices should include any information which is not suitable for the text of the business
plan, but which explains or supports the information and opinions theplancontains. They might
include:
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* Illustrative tables;

* Full details of the directors' and senior managers'backgrounds;
* Technical information;

* Sales literature;

* Market studies and third party endorsements;

* Cost estimates and quotations provided by third parties;

* Audited financial statements; and

* Latest management accounts and existing budgets.

Research indicates that the main identifiable deficiencies in business plans are:

* Failure to address the key marketing issues.
* Not properly researched.

* Over optimistic.

* Lack of contingency planning.

* Poor competition knowledge & analysis.

We would be delighted to meet with you at any time to discussthe above or any other
matters that require expert and professional advice. Feel free to call us today.

TOC Accountants

Timothy & O’Connor

Chartered Certified Accountants & Chartered Tax Advisers
Prince’s Quay House,

15 Prince’s St.,

Tralee

TEL NO.: (066) 7124454
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