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Preface

The business plan is a versatile means and is not only restricted to start-ups
or company founders. Big companies have more or less large staff divi-
sions which have the task of thinking about strategic questions and their
orientation in order to work out the plans for the next years.

What does this look like in mid-size or small companies, which cannot
afford their own staff divisions or planning departments to compile and
plan their strategy. In such a case it is the manager’s or entrepreneur’s task
to develop a strategy, to define future plan data and to implement them.

Many mid-size or small companies fail, because they recognize market
developments too late, because they do not promote the right products, be-
cause they have not thought about certain technological processes, because
they have not adapted their organization in time. Many reasons can be
named why such companies fail.

In a successful company business and strategic situations are thought
about continually and decisions are made early enough in order to act suc-
cessfully within the market. We believe the business plan to be a means for
mid-size and small companies of thinking about their company and posi-
tioning it correctly within the market. More and more do small and mid-
size companies also have to compete and view their markets from a global
perspective. Only someone who has prepared himself thoroughly for this
step stands a chance within the tough competition.

This book has helped many companies within the German market to
think about their company and to position it correctly. That is the reason
why we have decided to offer it on the international market as well. We
believe it will encourage small and mid-size entrepreneurs to work out a
strategic plan that will enable them to be successful within the market, also
within the global market.

With this book we do not simply wish to introduce you to the theme of
drawing up a business plan, we also wish to offer you a “book of
thoughts”, which — with all its questions — will motivate you to think about
your company, to write down your ideas and plans and with these to find
suitable strategies for making your company competitive.



VI  Preface

This book could only be compiled with untiring effort of those people
who helped us to translate and shape it. We are particularly thankful to
Paula and Susanne Schwetje who spent many hours of their free time de-
voting their energies to translating the book. We also wish to thank Anna-
Katharina Wenzel, who gave excellent support in correcting and complet-
ing the book. Last but not least, we would like to thank our families, who
gave us the time to let this book become reality.

Hamburg, June 2007 Gerald Schwetje
Kopenhagen, June 2007 Sam Vaseghi



Preface to German edition

Due to the globalization of business activities and the internationalization
of the capital markets, demands on internal and external company report-
ing have increased, primarily the reporting of future chances and risks has
taken an outstanding position in this context. Against this background the
publicity policies of a company have to be adjusted to structure the infor-
mation conveyed with financial accounting and other media in such a way
that the addressees (e.g. shareholders, investors, suppliers, creditors, em-
ployees, tax authorities, analysts, publicity) act in accordance with the set
company goals. Thereby those responsible for such information policies
should align their activities to the goal of increasing the company value
(value reporting).

In this context the business plan presents an indispensable instrument of
reporting, with which essential qualitative and quantitative company in-
formation can be documented for investors in a compact form, information
regarding existing growth or risk potentials, beyond annual financial
statement and report. The script at hand gives an extensive overview about
the goals, concepts and instruments of an effective business plan. The
practise oriented remarks are supported by a multitude of illustrative ex-
amples. The drawing up, using and updating of a business plan is clarified
with know-how but easy language to founders of new businesses and man-
aging directors of mid-size companies with respect to the latest knowledge
in business studies.

I wish the excellent handbook a high circulation and the readers success
when realizing the recommended strategies and concepts.

Hamburg, December 2003 0. Univ.-Prof. Dr. Carl-Christian Freidank,
Tax adviser
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1 Necessity of planning

A business plan, in principle, can be seen as a document that commercial-
izes your business idea as a whole towards potential investors and stake-
holders. A business plan is successful if you succeed in conveying to the
reader the most significant opportunities and growth capacities of your
company realistically.

A business plan should justify and describe your business idea and fur-
ther business development in a clear and adequate manner. It should not
merely aim at emphasizing the strengths of the company, but rather at pre-
senting a realistic portrait of its problems, risks and obstacles. In addition
to this, appropriate solutions should be proposed and discussed in detail.

A business plan can be used for specific purposes. One target might be
to obtain new means of investment for the development of a product or the
marketing of a new product.

Basically a successful business plan has three important features:

e The short- and long-term objectives are clearly depicted,

e a careful description is given of how the objectives can be achieved in
realistic general conditions and

e a description is given of how the realization of the plan will meet the
expectations of the investors.

It is very important to clarify beforehand what purpose a business plan will
serve and what it aims at. In general business plans are compiled either for
an external or internal reason. In the following chapter we will describe
these facts in more detail.

1.1 External use of a business plan
From an external point of view the business plan represents the main fi-

nancing tool of your company. In addition, it serves to secure existing or
planned business relations between your company and your stakeholders.
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Depending on the type of financing and stakeholder relations, various
aspects are weighed up and dealt with in different ways in a business plan.

1.1.1  Venture-capital financing

As a rule, venture-capital and private-equity investors nowadays only con-
sider business cases which are well represented by a business plan.

When reading a business plan, the investors are primarily interested in
good and relevant arguments that promise business growth. Furthermore,
investors attach great importance to how and in which period of time a re-
turn on investment will be realized, for instance:

through operating profit or
¢ by going public or

e by merger and acquisition or

through a repurchase by the management.

In order to guarantee a high return on investment, investors pay great at-
tention to:

the company’s success on the market,

the feasibility of the plan in order to achieve its business objectives,

the unique selling proposition of the products and services and

the quality and experience of the management team.

1.1.2 Financing by bank credits

When granting credits, investment banks focus on one main question:
when and how the repayment of the credits and interests will be made. In
order to minimize risks, banks usually ask for securities. That is why credit
applications addressed to banks should provide more than a list of current
and past annual accounts. Moreover, banks will also ask to what extent the
companies are prepared for possible setbacks, and how they will be able to
overcome such critical situations.

For these reasons banks more and more often demand professional busi-
ness plans when considering applications for credits. Banks expect busi-
ness plans to give qualified insight into: the enterprise strategy, the man-
agement, the organization, the market, the competitors, the products and
the current and future financial and profit situation of the enterprise.
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1.1.3 Strategic alliances

The formation of strategic alliances by young and growing companies
within the framework of research projects, product design, marketing, etc.
is gaining increasingly in importance. A strategic alliance is usually the
consequence of:

¢ financial backing or

e access to well-established distribution channels.

Such an alliance may well succeed over several years for the benefit of all
parties. The majority of companies, however, request a business plan be-
fore consenting to any long-term business relations or obligations within
the framework of a strategic alliance.

1.1.4 Mergers and acquisitions

Acquisitions present an alternative for company expansion, while selling a
company may be seen as the way out of a solvency crisis.

Companies that are looking for acquisition candidates usually request a
detailed business plan that will support their evaluation and selection of the
candidates.

Similarly, the acquisition candidate himself will also be interested in the
long-term plans of any acquiring company, in order to ensure and protect
his own interests for the future. This information is also the subject-matter
of a business plan.

1.1.5 Customer and marketing relations

Winning a major customer or an agreement with a wholesaler is a particu-
larly crucial step towards success for many growth companies.

Most big companies, however, are very reserved and precautious before
starting negotiations with rather small and unknown companies. In such
cases, a convincing business plan may clear doubts and prove decisive for
inspiring confidence, opening negotiations and making further decisions.
Hence, business plans effectively help to open doors to potential custom-
ers, markets and suppliers.
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1.2 Internal use of the business plan

A business plan also serves as a valuable management tool from an inter-
nal viewpoint of the company. A systematically elaborated and regularly
updated business plan, with a profound insight into all business matters,
helps the management to efficiently plan the company’s development and
prepare the necessary modification measures in a structured way. Such a
business plan can serve as a guide to the daily decision-making and as a
control tool in managing the current business.

The joint realization of the business plan by the management team en-
sures an overall commitment to the company goals and controls. Achiev-
ing this commitment on the management level is most significant for the
successful implementation of the plan.

Business plans make a significant contribution to the development of
companies which have branches in different locations. By using business
plans for each branch, the top management can on the one hand guarantee
site-related business planning and on the other hand, continually control
performance as well as the attainment of the business objectives. Further-
more, the long-term objectives of the entire company can be balanced by
these indicators.

1.3 Basic types of business plans

For the majority of authors writing their first business plan, the question
arises “How detailed should the business plan be?”” To this question there
is, unfortunately, no standard answer and no formula.

It is entirely up to you how detailed your business plan should be, and
depends solely on the purpose and necessity behind it, as well as on the
complexity of your specific business. In general, one distinguishes be-
tween three basic types of business plans:

the short business plan,

the extended business plan and

the operational business plan.

In the following these three types are described.

1.3.1  Short business plan

A short business plan is usually about 10 to 15 pages long. It is most suit-
able for young companies in an early stage of their development when,
there still do not exist complex interrelations.
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For a well-established company, a short business plan only makes sense
if certain investment opportunities are to be roughly approved in advance,
in order to prepare an extended business plan on the base of the short ver-
sion later on.

Even if it is a “short” business plan, the required information should be
conveyed in a complete and appropriate manner. The final goal is to con-
vince potential investors that you understand your entrepreneurial business
and the market extremely well.

1.3.2 Extended business plan

The extended business plan is usually about 20 to 40 pages long. This type
of business plan describes the business issues of the company much more
profoundly and more detailed than a short business plan would do.

The higher the required capital, the more interesting this type of busi-
ness plan becomes. If, for example, you require 5 million Euros outside
capital for the construction of a new and innovative industrial plant, i.e.
you are striving for long-term credits, the preparation of an extended busi-
ness plan would be advisable.

Such a business plan should contain a thorough market analysis and a
revenue, cost and financial planning for a 5-year period.

1.3.3 Operational business plan

For well-established companies a business plan can serve the management
team as an important operative tool, say a business guideline. Such a plan
not only serves as a draft for the entire business organization, but also en-
sures a consistent appreciation on the part of the entire management with
respect to the strategic objectives. Indeed, operational business plans are
very long and detailed, usually comprising over 40 pages, in some cases
even exceeding 100 pages.

1.4 Why managers don’t write business plans

The increasing importance of business plans in the business environment
possibly results in a recurring solicitude and reservation of business man-
agers towards this topic. Moreover, in attempting to represent a complex
topic by means of an exclusive business language and terminology, busi-
ness plans deter many managers due to their very “academic” appearance.
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But the aversion of many managers to business plans often is much
more profound, namely that the description of the business objectives ap-
pears to be difficult and hardly suits their daily entrepreneurial activities.

Basically, the elaboration of a business plan is a great deal of work and
would mean an additional task for the management. However, in an effi-
cient organization, this task is based on the careful fulfilment of manage-
rial activities that are already in progress or ones that are imminent.

Managers too often argue that the development of a business plan would
be futile in recessionary times, since the market, i.e. the economic situa-
tion, changes rapidly and target specifications made by a business plan
could be discarded overnight.

From our experience, there are two important arguments against this:

e The whole development process of the “business plan project” is at
least just as valuable as the final “business plan document”. The
“business plan project”, of course, encourages the management to re-
consider and update their business objectives with the help of com-
pany-wide facts and tendencies. In addition to this, much of the in-
formation gained throughout the project (e.g. benchmarks), serves as
a very valuable source for the evaluation and control of the current
and future performance of the company.

e The business plan should not in fact be regarded as an “untouchable
codex”, which forbids and punishes any future course deviation along
a multi-year plan. However, as a controlling tool, a business plan
highlights such deviations from the planned course and also offers a
sensitive and flexible framework for regularly updating the facts and
figures. Such a tool allows you to quickly respond to market and eco-
nomic changes in order to efficiently achieve your business goals.

1.5 Key questions

o What goals are you pursuing with your business plan?
e What purpose should your business plan serve?

— Preparation for negotiations with banks
— Presentation for investors

— As an internal management tool
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What kind of financing are you striving for and how much capital do
you require?

Which target groups and people do you want to approach by means
of your business plan?

What expectations, needs and demands do your readers have?
Which type of business plan will you choose and why?

Are there any reasons why you would still prefer not to write a busi-
ness plan?



2 Business plan project

Although business plans vary in their structure and content, they all have
some features in common: they propose and describe business models,
products or services, describe their corresponding markets, ways of pro-
duction and service delivery. Indeed, external addressees of business plans
usually want to know:

e who the shareholders are,

e how much capital is required,

how and for what purpose capital is utilized,

which type of financing will be chosen, and

in what period of time an adequate return on investment can be real-
ized.

Every business plan should clearly discuss these essential issues, and pre-
sent them concisely and in a convincing way. The reader should be in a
position to understand the business as a whole and to gain confidence in
the company.

In order to deal with these issues in a sophisticated and professional
manner, it is wise to draw up your business plan within the framework of a
company-wide project; this we call the “business plan project”.

It is not advisable to start writing a business plan when you are still un-
prepared as regards organization and then to expect that everything will be
compiled and explained by itself. Instead, sound project planning should
precede the development of the business plan.

As shown in figure 2.1 the business plan project is usually structured
into five phases:

e Data collection
e Data analysis

e Design of the business plan



