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CHAPTER 1 

INTRODUCTION 

Many factors have recently contributed to the shift our economy has 

taken towards entrepreneurship. Rising incomes, credit availability and 

changes in consumer savings and expenditure patterns have increased 

demand for products and services. The increasing number of two-income 

households and a better educated population create conditions conducive for 

establishing service-related companies. The large growth in technology and 

changes in values, attitudes and aspirations have resulted in many choosing 

entrepreneurship as an alternative to big business. 

This increasing interest in starting new businesses, accompanied by the 

rising business failure rate, underscores the need for a better understanding of 

starting and running a business. 

Ervin Williams, a professor at Georgia State University who teaches a 

course called "Entrepreneurship and Enterprise," suggests that the business 

failure rate could be reduced by 50 percent if entrepreneurs were required to 

carry out preliminary steps before starting their proposed firms (Kennedy 

1985,42). 

The business environment is conducive to business startups, but if 

thorough preparation of a business plan is not conducted before opening a 

business, another risk factor has been added to the list of perils that a new 

business has to face. 



Statement of the Problem 

It was the intent of this study to develop a format for a business plan 

which describes the basic elements of the business (marketing, operations, 

finance, personnel, management) and project future needs and events so that 

the entrepreneur can anticipate the future. It was also the intent of this study 

to provide helpful sources on where to find the data called for in a business 

plan. 

Questions to be Answered 

The questions to be answered through research were: 

1. Is completion of a business plan necessary? 

2. What key areas should a business plan describe and what should be 

included in each area? 

3. What are the weaknesses of many business plans? 

4. What sources are helpful in preparation of a business plan? 

Need for the Study 

"An estimated 80% of new businesses fail in their first two years, most 

often because their owners were undercapitalized and didn’t have a well- 

conceived business plan" (Rock 1984, 83). There are formats for business 

plans in numerous books and pamphlets - no two alike. But, a majority only 

provide information on what needs to be done, not how to do it or where to 

find the information. There is a need for a thorough business plan whose 

process does not intimidate prospective entrepreneurs from completing the 

task, but one that is thorough, easy to follow and helpful in providing details 

on where to obtain the information that a business plan calls for. 
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Limitations 

This study was limited in scope by the following factors: 

1. The review of literature was restricted to books, journals, and other 

materials available at the Montana State University, the Montana 

State Library, the Lewis and Clark County Library, the Montana 

Department of Commerce Library, pamphlets provided by the Small 

Business Administration and resources available from the 

Governor's Office. 

2. The business plan was not tested. 

3. The conclusions drawn and recommendations made were restricted 

to use of the business plan by retailers. 

Definition of Terms 

The following definition of terms are presented to assist the reader. 

These definitions have been developed from sources used by the researcher 

in the review of literature for this project. 

Balance Sheet - An itemized statement which lists the total assets, 
liabilities, and net worth of a given business to reflect its financial condition 
at a given moment in time (Business Planning Guide 1987, 125). 

Business Plan- A plan which is a written document which describes the 
basic elements of the business (marketing, operations, personnel, finance, 
management, merchandise) and projects future events and needs so that the 
entrepreneur can anticipate the future (Smith 1983, 53). 

Capital - Capital funds are those funds which are needed for the base of the 
business. Usually they are put into the business in a fairly permanent form 
such as fixed assets, and plant and equipment, or are used in other ways 
which are not recoverable in the short run unless the entire business is sold 
(Business Planning Guide 1987, 125). 
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Capital Equipment - Equipment used to manufacture a product, provide a 
service, or to sell, store, and deliver merchandise. Such equipment will not 
be sold in the normal course of business, but will be used and worn out or be 
consumed over time as business is conducted (Business Planning Guide 1987, 
125). 

Cash Flow - The actual movement of cash within a business: cash inflow 
minus cash outflow. A term used to designate the reported net income of a 
corporation plus amounts charged off for depreciation, depletion, 
amortization, and extraordinary charges to reserves, which are bookkeeping 
deductions and not actually paid out in cash. Used to offer a better indication 
of the ability of a firm to meet its own obligations and to pay dividends, rather 
than the conventional net income figure (Business Planning Guide 1987, 125). 

Current Assets - Cash or other items that will normally be turned into cash 
within one year, and assets that will be used up in the operations of a firm 
within one year (Business Planning Guide 1987, 126). 

Entrepreneur- A person who starts a business from scratch as opposed to an 
individual who buys an existing business (Smith 1983, 1). 

Equity - Equity is the owner's investment in the business. Unlike capital, 
equity is what remains after the liabilities of the company are subtracted from 
the assets - thus it may be greater than or less than the capital invested in the 
business. Equity investment carries with it a share of ownership and usually 
a share in profits, as well as some say in how the business is managed 
(Business Planning Guide 1987, 126). 

Fixed Costs - The physical objects that are owned by the business, such as 
buildings, land, furniture, and equipment (Redinbaugh, Neu 1980, 245). 

Gross Profit - Net sales minus the cost of goods sold (Business Planning 
Guide 1987,126). 

Income Statement - A statement of income and expenses for a given 
period of time (Business Planning Guide 1987, 126). 

Inventory - The materials owned and held by a business firm, including 
new materials, intermediate products and parts, work-in-process and finished 
goods, intended either for internal consumption or for sale (Business 
Planning Guide 1987, 126). 

Long-Term Liabilities - These are liabilities which will not mature within 
the next year (Business Planning Guide 1987, 127). 
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Net Worth - The owner’s equity in a given business represented by the 
excess of the total assets over the total amounts owed to outside creditors at a 
given moment in time. Also, the net worth of an individual as determined 
by deducting the amount of all his or her personal liabilities from the total 
value of his personal assets (Business Planning Guide 1987, 127). 

Pro Forma - A projection or an estimate of what may result in the future 
from actions in the present. A pro forma financial statement is one that 
shows how the actual operations of a business will turn out if certain 
assumptions are realized (Business Planning Guide 1987, 127). 

SBA - The Small Business Administration was chartered by Congress in 1953 
specifically to aid small businesses (Smith 1983, 48). 

Small Business - The Small Business Administration will allow a 
company to grow to $15 million in annual sales and still be categorized as 
small. In this paper small business is defined by the following criteria: 

1. Management is independent. Usually, the managers are also 
owners. (This means that the business is not a subsidiary of 
another company.) 

2. Capitol is supplied and ownership is held by an individual or a 
small group. 

3. The area of operations is mainly local. Workers and owners are 
in one home community. Markets need not be local. 

4. The business is small when compared to the biggest units in its 
field. The size of the top bracket varies greatly, so that what 
might seem large in one field would be small in another (Smith 
1983,22). 

Target Market - The specific individuals, distinguished by socio-economic 
demographic and/or interest characteristics, who are the most likely potential 
customers for the goods and/or services of a business (Business Planning 
Guide 1987,128). 
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CHAPTER 2 

REVIEW OF LITERATURE 

Introduction 

Every year, almost 1,000,000 new businesses are started in the United 

States. There has never been that kind of a surge in new businesses in the 

economic history of the U.S. (Kennedy 1985, 38). Peter Drucker maintains 

that since 1979 the growth dynamics in the American economy have moved 

from the established institutions to the entrepreneurial sector (Drucker 1984, 

59). 

Due to this entrepreneurial trend, there is an abundance of literature 

on business startups. This chapter is divided into the following three areas: 

1. The reasons for becoming an entrepreneur. 

2. The three major steps to follow, once you have decided to become 

an entrepreneur. 

a. Conduct a self-assessment 

b. Develop and test a business plan 

c. Obtain financing 

3. Summary 

Reasons for Becoming an Entrepreneur 

What is so appealing about abandoning the security of an eight to five 

job with a paycheck every two weeks (of a known quantity) for the terror of 

being an entrepreneur? 
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There are many reasons that some hope to embark or have actually 

embarked on the road to entrepreneurship. There is a strong desire for many 

to "be in business for themselves," to achieve and be independent. Many 

highly motivated individuals do not work well in a corporate structure 

because they have difficulty playing the role of employee. Their way to 

escape is to go into business for themselves and be accountable to no one but 

themselves. 

The word entrepreneur means, (1) the character or disposition that 

leads one to attempt the difficult, and (2) one who assumes the risk and 

management of business. The two key phrases "attempt the difficult" and 

"assumes the risk" set the entrepreneur apart from their counterpart who is 

not his or her own boss. Achievement of goals they have set rather than 

achieving someone else's goals sets the fire beneath these individuals to 

venture out on their own. 

Long-term studies of successful entrepreneurs have shown that there 

are several character traits that are unique to this group. The lists includes 

good health, followed by a basic need to control and direct, and self- 

confidence. It also includes realism, a superior conceptual ability, a low need 

for status, and attraction to challenges (Gallant-Stokes 1987, 52). 

The Major Steps to Follow in Starting a New Business 

To counter the alluring visions of independence and wealth, a 

prospective entrepreneur should follow a series of logical steps to see if their 

reasoning is objective. These steps include: 

1. Carrying out a thorough self-assessment; 

2. Developing and testing the business plan; and 

3. Lining up proper financing. 
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Conducting a Self-Assessment 

The Small Business Administration (SBA) has a worksheet for 

prospective entrepreneurs to complete. This worksheet was devised to help a 

person determine if they are suited to starting a business and making it work. 

(See Appendix B.) An area that the SBA does not address in this self- 

evaluation, is the person’s knowledge of the product and market. If one does 

not have this expertise, it is possible to obtain this knowledge through 

experience with another firm. 

In reviewing the management and motivation theories of Frederick 

Herzberg, Abraham Maslow and Douglas McGregor, it becomes even more 

evident why the corporate employee wants to join the ranks of the 

entrepreneur. 

Herzberg developed a "motivation-maintenance model" where the 

motivation factors (work itself, recognition by superiors, responsibility, 

advancement potential and achievement) help to bring about job satisfaction 

and the maintenance factors (money, benefits, human relations, working 

conditions, nature of supervision and company policies) cause a neutral 

feeling about the work situation, but if they are removed or are insufficient, 

they will cause a negative feeling. 

Few corporations meet these five maintenance factors at satisfactory 

levels and therefore, more and more people are leaving the corporation to 

establish a working situation where they have control of the maintenance 

factors. 

Maslow's famous hierarchy of needs states that to move to the next 

level each prior level must first be satisfied. American workers tend to reach 

the companionship level and then stop. Those who become managers may 
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move to the fourth level for ego-fulfillment and status, but are caught here 

because large organizations do not allow them to self-actualize. (See Table 1.) 

Table 1 

Maslow’s Hierarchy of Needs 

Level Needs Example 
5 Self-actualization and realization of total 

needs for self-fulfillment and for becoming 
evervthing one is capable of 

Entrepreneur 

4 Esteem needs for self-respect, prestige, 
recognition, and the respect of others 

Corporate mgr 

3 Companionship and belonging needs for 
attention and affection, need for 
becoming a respected member of a group 

Typical work 
group 

2 Safety needs for protection against 
mental and phvsical danger 

Coal miner 

1 Basic needs for food, water, air, sex, rest Primitive tribe 

Source: Brian R. Smith, How to Prosper in Your Own Business, (Brattleboro. 
Vermont: The Lewis Publishing Company, 1983), 15. 

McGregor introduced Theory X and Theory Y of how an organization 

operates. Theory X assumes that people are lazy and will not work unless 

forced to do so, that workers do not seek responsibility, and that the manager 

must control the people under him. Theory Y assumes that people will seek 

responsibility and work toward goals that they feel are important. In Theory 

Y, the basic task of the manager is to create a climate conducive to motivation. 

Because many large organizations still operate under Theory X, the worker 

ventures out on his own to realize Theory Y. 

These three authors and researchers theories reveal that the 

managerial process in large organizations are a major factor in the jump we 
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have seen from the corporate world to entrepreneurship. "If the corporation 

continues to rob its people not only of their basic individual rights to freedom 

and self-expression, but also of their will to create, then the logical alternative 

will become small-business ownership by those courageous enough to try it" 

(Smith 1983, 19). 

Courage and confidence will be needed in high doses as the mortality 

rate of small business is discouragingly high: an estimated 50 percent fail. In 

1986 there were 62,300 failures and 241,870 business startups. It should be 

noted that the business closing figure is understated - many small companies 

are too small to use formal credit markets and are not included in any 

reporting system. Counts of total small business failures will always be 

approximate. One study found that actual business dissolutions are about 10 

times as frequent as are reported bankruptcies or failures. The study 

examined non-renewals of sales tax licenses in Illinois (The State of Small 

Business 1987, 9). 

Studies show many reasons for failure. A Dun and Bradstreet study 

shows that management incompetence accounts for 44.6% of failed 

businesses, whereas another breakdown of failures showed that nearly all of 

these failures could be pinned on inadequate sales (62.3%). The ultimate 

cause of failure is the inability of the business to generate cash and this 

inability can be attributed to a number of factors. 

Business failure commonly occurs because one or more of three factors 

was missing or weak: (1) the idea, (2) the money, (3) the team. Some sources 

feel that money is the determining factor of success (Jessup and Chipps 1976, 

5) while others feel the vital factor is the team (Smith 1983, 25). Good people 

can succeed with a poor idea, but incompetent people, most likely, cannot 

succeed with a good idea. Smith feels that good people are harder to find 
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than good ideas and that if you have good people with a viable idea, the 

money can be found. 

Developing and Testing a Business Plan 

The new business venture must start with an idea to produce a 

product, sell a product or perform a service. One way to reduce the risk is to 

copy a successful enterprise noting its strengths and weaknesses. If the 

proposed firm is not patterned after an established firm, the risk can be 

reduced by writing a business plan. A business plan is helpful even if the 

owner is copying an ongoing business. Whatever the nature of the business, 

every prospective entrepreneur needs a working business plan for putting 

ideas into a viable operation (Redinbaugh, Neu 1980, 5). 

Planning is going beyond what a firm would like to see happen. The 

plan needs to be realistic enough that it explores what it is actually going to 

take in terms of time, effort and resources to reach a firm's goals. If the plan 

only paints a pretty picture, it will be a destructive rather than useful tool. 

Once the plan is in written form, it is easy to believe that everything 

will happen as it is mapped out. Very few plans are executed exactly as 

written. This is not because there were poorly conceived, but because there 

are so many factors that can not be predicted. 

One part of a business plan that usually does not follow the plan is the 

sales forecasts section. Lotus Development Corp., which makes 1-2-3, the 

software tool many entrepreneurs use in working up their forecasts, may 

have the most wrong forecast in modern business history. Mitchell D. 

Kapor, the founder, expected first-year sales of about $6 million in his initial 
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plan. Lotus did not follow the written plan and had first-year sales of $53 

million (Larson 1987, 61). 

In Inc, magazine (1987, 60-64), Erik Larson cites case after case where 

companies wrote business plans only to find that once they were in business, 

9 times out of 10, the plan did not come true. But, the benefit of a business 

plan comes in the writing when the founders think through their strategies. 

"It's a good discipline to get together the staffing requirements, specifics of the 

product plan, specifics of the marketing plan," says Ben Rosen of Sevin Rosen 

Management Co., a venture capital firm (Larson 1987, 64). A thorough 

business plan is the best asset an entrepreneur can have when trying to raise 

money. It also tests the feasibility of a particular idea and is an exercise that 

should be used even if outside capital is not needed (Changing Times 1985. 

41). 

Once the plan has been completed, the process has just begun. For the 

plan to be effective, it must be examined and reexamined. Submit the plan to 

impartial third parties who are knowledgeable of the business world (bankers, 

lawyers, accountants, business brokers, business professors, experienced 

business persons, etc.). These people will help the manager-owner be 

objective in determining if the business idea is viable. Many new businesses 

have failed because the owners assumed the product or service would be in 

great demand. 

Also, by continually working with the plan and keeping it updated, this 

may give the owner an edge over the competition by being able to see the 

unexpected and planning for it. As business-management theorist Peter F. 

Drucker notes, entrepreneurial success often hinges on "exploiting the 

unexpected outside event" (Posner 1985, 135). 
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Lining up Financing 

Once the self-assessment has been made, the business plan prepared, 

and the concept tested, the owner will then need to look into sources for 

financing the business idea. 

New businesses typically are underfinanced due to a lack of planning 

or because the owner simply cannot raise enough money to adequately 

finance the business. The business plan will help eliminate one of these 

reasons. Developing pro forma financial statements will help determine the 

cash needs and also help line up the needed financing. With the plans on 

paper, a financing source can see signs of thorough preparation and will be 

much more willing to consider the business proposal. 

Before taking the plan to a source for financing, it should be 

determined whether there is enough money to start the venture or how 

much to invest. The owner will probably not want to invest all his or her net 

worth, but must be willing to put a good portion of his or her assets on the 

line or a secondary money source is not going to feel confident in the plan. 

The cash flow section of the business plan will tell the amount of 

money needed. Subtract that figure from the cash that the owner will invest 

and this will give the amount of funds needed from an external source. 

There are two ways outside financing can be arranged - debt or equity. 

Debt is a loan that has to be repaid with interest. Equity represents an 

investment and is money that does not have to be repaid, but an investor of 

equity owns a part of the business. In a partnership, an investor of equity is 

known as a silent partner because he or she supplies capital but does not have 

a say in the business. In the corporate form of business, an investor is a 

stockholder and has a vote or say in the business. The equity investor invests 
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with the hope of being able to sell his or her share in the business at a profit 

some time in the future. 

Most entrepreneurs are too cautious about giving up ownership and do 

not take full advantage of equity financing (Smith 1983, 134). An 

entrepreneur may be required to give up some control to raise capital for the 

new enterprise. 

Family, friends, private investors, venture capitalists, job start 

programs, the Small Business Administration (SBA), Farmers Home 

Administration, and banks are all sources for financing. The owner may not 

qualify for some of these sources, but if the business plan is good there should 

be enough sources to raise the needed capital. 

Many people are not willing to ask family or friends to invest or lend 

money to a business. However, if the idea is sound others may also feel it is a 

safe investment. 

There are also many potential private investors. They have capital that 

they are willing to risk for a good return. Check with bankers, stockbrokers, 

lawyers or accountants, who may be in touch with individuals who invest in 

local or startup deals. 

Venture capitalists are individuals or organizations that invest equity 

capital in a business to aid that business in its growth in an attempt to 

multiply their own investment. The venture capitalist is not restricted from 

management the way a silent partner is. When financing is secured from a 

venture capitalists, he or she will be a partner that wants a percent of the 

profits and may want ownership control of the business. 

Venture capital is also available from Community Development 

Corporations (CDC), and the Small Business Investment Companies (SBIC’s). 

Many of the CDCs are non-profit, community sponsored and community 
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operated organizations and many receive government grants. Their goal, in 

addition to making money on their investments, is to encourage small-scale 

local enterprises and to expand local job markets. The SBICs are licensed by 

the SBA but they are privately organized and privately managed firms. They 

set their own policies and make their own investment decisions. The SBA 

often makes loans to SBICs so they, in turn, can invest that money in a 

business (Kamoroff 1987, 23). 

Venture capitalists are usually wealthy and are willing to assume risks 

with their money. They tend to take risks that may lead to a big payoff. But 

unless the deal is large enough and the anticipated payoff is sufficiently high 

(financing needs of over $1 million, with an anticipated payout rate greater 

than 40% annually are two rough measures) the owner is wasting his or her 

time (Business Planning Guide 1987, 91). 

Job start programs are spreading rapidly. Government funds are made 

available to starting entrepreneurs who cannot raise money through the 

usual channels. The loans are typically very small. $2,500 is the maximum 

amount available in some communities (Smith 1983, 137). 

Farmers Home Administration is a government agency that works 

somewhat like the SBA for businesses located in rural areas. Your application 

will require an FBI background check, an opinion from the Bureau of Labor 

that your company is not going to be moving in labor from outside your rural 

location, and an outside feasibility study. The business must be larger than 

$500,000 in annual sales (Smith 1983, 138). 

SBA is another source to investigate. The SBA has a variety of loan 

programs for new and expanding "small" businesses. But there are a lot of big 

businesses competing for these funds because "small business" by 
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government definition, is a business with as much as $22 million in yearly 

sales and as many as 1,500 employees (Kamoroff 1987, 21). 

The SBA loan applicable to most new business ventures is the 7(a) 

Program. Under this program, a commercial bank loans the money and the 

SBA guarantees up to 90% of the loan. The maximum loan is usually 

$500,000 with a 7-10 year payback period (Kamoroff 1987, 21). 

SBA loans are only available to people who have been unsuccessful in 

obtaining financing through the private sector. 

Banks are the most likely financing option for most of us. They have 

been and will remain the major source of capital for new and continuing 

small ventures (Smith 1983, 135). Banks generally will lend up to 50% of the 

required starting capital if they can be convinced that your business has a good 

chance for success (Kamoroff 1987, 20). 

It was stated earlier that in equity financing the investor may have 

some control over your business, but in debt financing it is merely a loan and 

the investor does not own or have a say in your business. This is not entirely 

correct. Your banker may exert substantial control over the business through 

the legal loan document. 

A banker will be interested in the debt to equity ratio. The higher the 

debt in relation to equity, the higher the risk. A highly leveraged business 

must earn more money. Without permanent, non-repayable money 

invested in the business an owner can spin his or her wheels forever, never 

getting ahead (Business Planning Guide 1987, 92). 

The business plan can become a first-rate financing proposal. When 

using the business plan as a financing proposal, the objective becomes to 

convince the prospective financial source that the owner not only knows 

what he or she is doing but that the investment is as risk-free as possible. 
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Banks are not venture capitalists or risk takers - their business is investing 

other people's money in the best possible places, weighing return against 

stability. 

Summary 

The word entrepreneur has become a very popular term used to 

describe business owners. These are people who have chosen the ownership 

and operation of an independent business as both a life-style and a career. If 

the corporation continues to rob its employees of their individual self- 

expression and creativity, then more and more are likely to chose the 

alternative - small-business ownership. 

Too many entrepreneurs continue to believe that a good business idea 

is the only necessary ingredient for success. That with a good idea the world 

will beat a path to their door. A good business idea is important, but it's only 

part of starting a business. Also important is satisfying the needs of investors. 

Investors want to know when they can cash out and how good the financial 

projections are. A comprehensive, carefully thought-out business plan goes 

hand-in-hand with a good business idea. There is evidence indicating that 

developing a good business plan to support a good business idea reduces the 

risk of business failure. 
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CHAPTER 3 

RESEARCH PROCEDURES 

Introduction 

The purpose of this study was to develop a business plan which 

describes the basic elements of the business (marketing, operations, finance, 

personnel, management), projects the future needs and events so that the 

entrepreneur can anticipate the future, and is helpful in providing sources for 

obtaining the needed information. 

The purposes of this chapter were to: 

1. describe the sources of data and materials for the preparation 

of a business plan format. 

2. describe the construction of the business plan. 

3. determine the feasibility and accuracy of a business plan. 

Sources of Data and Materials 

Data and materials used in the preparation of this business plan format 

were gathered from business plans collected by the Montana Department of 

Commerce, business plans in books, workshops attended on small business, 

consultation with current business owners, and articles referring to business 

plans. 

Construction of the Business Plan 

By the time a prospective entrepreneur has gotten serious enough to 

need a business plan, he or she has already spent a lot of time thinking about 
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it and doing a great deal of informal research. There is no easy form to follow 

or a "fill in the blanks" format because each business is unique. 

It is important that the entrepreneur do as much of the writing and 

research him or herself. There are consultants that write business plans, but 

the success of the business really depends on the owner digging into the 

research him or herself which better allows him or her to know the 

prospective business inside and out. 

The business plan has two major uses - internal and external. Both 

are important to the success of the business. 

Internally, the document serves as a map guiding the owner through 

the tasks that need to be accomplished (e.g., how these things are going to be 

done, who will do them, what to expect and why they are necessary). It also 

forces the owner to take an objective look at the business and assess the 

personal reasons and motivations for starting a new company. 

Externally, a business plan provides third parties (bankers or potential 

investors) a written plan to review and critique. A thorough business plan is 

necessary in trying to raise capital and will usually meet the requirements of a 

complete financial proposal for most lenders (Business Planning Guide 1987, 

1). Also, the document will be useful in obtaining opinions from 

disinterested parties as to the soundness of the business concept. 

To make maximum use of a business plan, the plan should represent 

the complete business picture for a three-year period into the future. It 

should address all the major areas of your business: finance, marketing, 

operations, merchandise, and management. The following major areas 

should be covered by the business plan: 
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Every plan is slightly different and this is only a suggested plan. 

The following pages elaborate and explain each of the above categories. 

Introduction 

The introduction provides the reader with a summary of what the 

entrepreneur's business is and what it will be in the future. It must give the 

reader a clear statement of: 

I. What the business is or will be; 

2. What products or services will be offered, and; 

3. What gap in the industry this business will fill. 

The Business. This is the first sentence the banker or potential investor will 

read. It is vital that the reader be enticed into looking further into the plan by 

exciting him or her with this opening section. This section also lays out the 

perception of the planned business and what the entire planning effort will be 

focused on. 

The opening paragraph should specify the nature and type of business 

(retailing, manufacturing, services), what the products or services are, and 

what consumer group is being appealed to. Also included are the business' 
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form (sole proprietorship, partnership, corporation), whether this is an 

ongoing business, a startup or a takeover, and what the business hours and 

months of operation will be. 

Products and Services Offered. This section is a straightforward description of 

the products and/or services offered. There should be enough detail to 

differentiate the proposed product or services from the gamut of products and 

services already on the market. This detail will provide the rationale behind 

consumers buying this product rather than the generic products and/or 

services offered by other businesses. 

In the description, approach the product from the customer's point of 

view. The owner may think that he or she is selling women's clothing; 

whereas your customer believes they are buying a professional image, a 

feeling of confidence, or power. 

A brief description on how the proposed products and/or services 

differ from the competition is also helpful. Whether you offer a personal 

shopping service, or are the only market with fresh fish, or offer delivery 

service, benefits are what customers buy. 

Only a few businesses succeed due to a superior product. Business 

success ultimately comes from satisfying the market needs (Business 

Planning Guide 1987,17). 

The Industry. This section describes the industry of the area where the firm 

will operate. Characteristics of the industry (not the market) are given so the 

reader can view the proposed business within its appropriate larger category. 

If there are gaps that the business plans to fill, these should be mentioned. 
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Marketing Research 

Customer count needs to be determined so that financial statements 

are reliable. There are a variety of sources from which this information can 

be obtained. If this is a takeover business, the past owners can provide these 

data. If the business is located on the highway, the highway department can 

provide a daily count of cars passing a location. Estimates can then be made 

on the number of cars that will stop. If the business is within the city limits, 

the local chamber of commerce, the state department of commerce or the 

United States Bureau of Census can provide population data of the buying 

area. 

Customers. The clientele to be served will set the focus for the entire image 

of the business, including the name. It is important to determine the age, 

gender, race and ethnic group, hobbies, lifestyle, education, social class, 

occupation, and income level of the group being targeted. 

Market Size and Trends. After a determination of the target market and the 

market size, any specific trends need to be identified. 

Information about the market size can be obtained from Chambers of 

Commerce, trade publications, marketing consultants, other business persons, 

or libraries. The Federal Census Report is also an excellent source of 

information. 

The most current U.S. Industrial Outlook has a wealth of information 

about the performance of industry in the economy and provides insight as to 

the future of these industries. Its section on Retail Trade/Apparel and 

Accessory Stores states: 
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At midyear 1986, apparel sales were 8.4 percent ahead of the 
same period in 1985, one of the better sales advances by a major 
retailing group. For the year, apparel sales growth is estimated at 
7.1 percent, and an additional 8 percent increase is expected for 
1987. Continuing the pattern established during the past decade, 
women's clothing store, family clothing stores, and shoe stores 
showed considerably larger sales gains in 1986 than men's and 
boys’ clothing stores. 

Men's and boys' stores usually carry quality apparel featuring 
good design, and skilled construction, which are often reflected 
in price. Because of their more moderate prices, department 
stores or family clothing stores offer strong competition. Men's 
and boy's clothing stores made only 23.9 percent of men's and 
boy's wear sales in 1982, down from 27.6 percent in 1977. 
Department stores accounted for 43.5 percent all wear sales in 
1982. Family clothing stores accounted for 17.8 percent of sales, 
up from 13.2 percent in 1977.... 

In 1982, chains with ten or more establishments accounted for 
45.0 percent of sales by women's apparel stores. Smaller 
women's apparel retailers, as a group, still have a healthy share 
of the market, however. In 1982, 46.5 percent of all women's 
apparel firms had annual sales of $500,000 or less. 

Sales by family clothing stores increased by 72.4 percent between 
1977 and 1982. These stores have been one of the faster growing 
segments in the apparel and accessory store group. At mid-1986, 
sales were ahead of the same period a year ago by 9.4 percent, 
compared with a gain of 8.4 percent for the entire apparel 
category. Family clothing stores have done well because they 
offer consumers wide selection at moderate cost. Most of these 
stores are located in smaller cities and towns, rather than large 
metropolitan areas (U.S. Industrial Outlook 1987, 56-8). 

Competition - Nature and Number. The Yellow Pages can provide an easy 

source of the competition in a given market area. It is also necessary to assess 

the strengths and weaknesses of the competition and then to determine the 

approximate business volume so that the owner can compute his or her 

market share. Most industries have a simple formula to estimate the 

annual volume (e.g., seats in a restaurant). 
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Other factors to consider are: where are they located? and how does a 

firm's product or service compare in quality and price to those of the 

competitors? 

Available Market. To obtain financing, it is necessary to know how much of 

the market is available versus the competition. If the business will be located 

in a community, this calculation is easy. On the other hand, if the business is 

a mail order operation started in the home, this figure will be almost 

impossible to determine. 

To obtain a figure for "your market", the total buying population needs 

to be determined (line 1). This should be based on the primary trade area 

(usually the population of the community and the surrounding area within a 

radius of several miles in rural areas like Montana). This information can be 

found in most local libraries from a book series called County Business 

Patterns, published by the U.S. Department of Commerce. Some areas have 

additional tourist business which should be added to the first figure. An 

estimate of how much tourist business can be counted on can usually be 

obtained from the local chamber of commerce (line 2). The total of lines 1 

and 2 is the total available market (line 3). 

In most cases there will be competitors, so the value of line 3 will be 

shared with your competition. Line 4 is an estimate of how much of the 

market is the owners. Line 5 is an estimate of the market that will be shared 

with your competition and line 6 is the total number of competitors in the 

market. So if you estimate the sole market to be 6,000 out of a total available 

market of 49,500 and estimate that the owner shares a market of 18,000 with 

your 4 competitors, that leaves 25,500 [49,500 - (6,000 + 18,000)] for the 

competitors' sole market, or an average of 6,367. Line 7 shows the number of 

25 



customers that are available to each competitor, and line 8 (line 4 + line 7) is 

the total available market. 

1. Total primary trade population 45,000 

2. 10 percent tourist business 4,500 

3. Total market,(line 1 + line 2) 49,500 

4. Market you control 6,000 

5. Market you share 18,000 

6. Number of competitors plus you 5 

7. Line 5 T line 6 3,600 

8. Your market (line 4 + line 7) 9,600 

There are several other published sources of information that are 

beneficial in an evaluation of market potential: Survey of Current Business 

(U.S. Government publication). Sales and Marketing Management 

(periodically features surveys of buying power, selling costs and industrial 

purchasing power). Data Sources of Business and Market Analysis (a 

textbook), the Editor and Publisher Market Guide, the Guide to Consumer 

Markets and various publications put out by the Small Business 

Administration. 

Predictions. This is what the entrepreneur expects to happen to the market in 

the future based on what is known about the economy, lifestyles of the 

potential consumer, and demographics. The U.S. Industrial Outlook can 

provide you with a good idea of what the predictions are based on the history 

of the industry and on the current economic trends. 

The Montana State Department of Commerce also can provide 

potential entrepreneur's with forecasts. The Governor's Council on 
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Economic Development presented the Governor with a report on Economic 

Conditions in Montana 1986. Its forecast includes: 

Total personal income is forecasted to grow between about 5.0 
and 7.0 percent before inflation. Nonfarm worker earnings are 
forecasted to increase by about 3.9 to 7.6 percent and nonfarm 
wage and salary jobs are projected to increase by 0.5 percent to 1.5 
percent. This compares with a national forecast of 2.3 percent. 

Marketing Plan 

Marketing is the vital link in business that allows the entrepreneur to 

satisfy the needs expressed by potential customers. Today’s entrepreneur 

must be concerned not only with economic, technological, political and legal 

forces, but with changing demographics, consumer attitudes and social values 

(Redinbaugh, Neu 1980, 127). The survival of small business depends on the 

entrepreneur responding to these changes. 

Each year many new and established businesses go bankrupt because of 

the inability to determine the market demand. Many of these changes cannot 

be seen in the numbers that are pumped out in financial statements and ratio 

analysis. Nonmeasurable factors are a major force in a manager's marketing 

decisions and it is important that the quantitative as well as qualitative 

factors are used in the day-to-day decisions that keep the business in tune 

with the wants and needs of the customer. 

General Strategy. The first section under the marketing plan should attempt 

to describe the general strategy involved. It may be as simple as doing some 

preliminary advertising and opening the doors, or it may be more complex, 

such as collecting data about the marketplace and using this data to determine 

the future course of the company. 

27 



The entire strategy for meeting and satisfying customer needs is rooted 

in market research. If an entrepreneur makes wrong assumptions about the 

market in the beginning stages it may risk the future of the business. 

From the data collected about the market, an owner needs to: identify 

the characteristics, needs and desires of potential markets; decide whether to 

use mass marketing (products sold to a broad spectrum of consumers), 

market segmentation (sell to one specific market), or multiple segmentation 

(sell to several market segments at the same time using different offerings for 

each); and develop a retail strategy based on these decisions (Berman, Evans, 

1986,44-45). 

Identifying the market will also determine location, quality and price of 

goods, advertising campaign, and services offered. It should also quell any 

desire to overexpand by adding new products and services that are not in sync 

with the market being targeted. 

Brian Smith (1983, 105) has two recommendations to keep owners in 

touch with what the market's wants and needs are and what the competition 

is doing to meet the market demands. First, that manila folders be kept for 

each business that is considered a competitor. Anytime there is a newspaper 

article about a competitor, clip it and place it in the folder. The contents of 

the folders should be reviewed on a regular basis. His second suggestion is to 

conduct a brief study of the competition. Appendix C is a reproduction of a 

consultant's questionnaire actually used in a study of four boutiques in a 

small city. This study can be done using an outside service, or the owner can 

do it him or herself but will probably have to identify themselves as a 

consultant to obtain the information. 

Once the data has been collected, an owner needs to: identify the 

characteristics, needs and desires of potential markets; decide whether to use 
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mass marketing (products sold to a broad spectrum of consumers), market 

segmentation (sell to one specific market), or multiple segmentation (sell to 

several market segments at the same time using different offerings for each); 

and develop a retail strategy based on these decisions (Berman, Evans 1986, 

44-45). For nearly all small businesses, market segmentation is the preferred 

choice. 

Market segments are defined by the type of customer the firm serves, 

its geographic coverage, the types of products or services it provides, its price 

structure, and the support it provides (SBA Focus on Survival, 28). 

Pricing philosophy. Before starting any business, a general price policy must 

be established - whether to operate as a prestige firm, as one known for low 

prices (discount store approach) or stay in line with the competition. Many 

entrepreneurs start out at cut-rate prices to capture a share of the market. The 

philosophy is that prices will be raised once they have gained this market; but 

this seldom happens or works. The firm remains as the low-price leader with 

minimum or no profit margin (Smith 1981, 68). 

There is not a set formula for entrepreneurs to use in their pricing 
decision, but there are guidelines that can be followed. 

1. Price = Product + Service + Image + Expenses + Profit. The 
prices set on goods and services should reflect not only the 
product or service itself but also an intangible image factor. 

2. Determine pricing objectives. Is the firm trying to buy a share 
of the market with low prices? Maximize profits? Remain 
competitive? Build up a new product line? What income 
group will be targeted? 

3. Establish price ranges. Determine what the costs will be and 
make sure to charge enough to cover these costs. A break¬ 
even analysis will help establish the low end of the price 
range. Fixed costs have to be covered with enough margin 
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left over to survive. At the high end, build the desired profit 
levels into the break-even equation and compare the prices as 
to what the market will bear. The basic break-even formula 
is: S=FC+VC. Where "S" is the break-even level of sales in 
dollars, "FC" is the fixed costs in dollars, and "VC" the 
variable costs in dollars. 

4. Choose a flexible pricing approach. There are four basic 
pricing approaches: full cost pricing (which reflects operating 
costs), flexible markups, gross margin pricing (which takes 
operating costs and marketing factors into account) and 
suggested or going rate (Business Planning Guide 1987, 21). 

Method of Sales. Most successful entrepreneurs are very comfortable in a sales 

role. The only way a business will grow is to increase sales and therefore 

profit. To nurture or expand the quality of good salesmanship, there are many 

good basic books on selling techniques and many workshops and seminars are 

offered on ways to handle people without driving them away. 

The objective of the sales process is to help satisfy buyer need, and this 

need can be extremely complex, involving wants and desires, utility, and ego 

satisfaction (Smith 1983, 127). 

Most books list four steps in the selling process. A helpful mnemonic 

to remember is the name of a famous opera by Verdi, AIDA. 

1. Attention. If your customer's mind is elsewhere, your 
approach will simply be lost. A little demonstration always 
helps. 

2. Interest. When you hear the phrase, "No, I’m just not 
interested" a couple of times, don't persist like the door-to- 
door vacuum cleaner salesman. Back down. You want 
satisfied, repeat customers. If you force the sale (and this is 
possible), you may be sacrificing future profits. 

3. Desire. For the sale to be right for everyone, the customer 
must want whatever it is that you're selling. If you spot his 
desire emerging, work on it until you achieve the final step. 
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4. Action. Believe it or not, this is where even good trained 
salespeople fall short. Remember another catch phrase. Ask 
For The Order (AFTO). One technique is the most direct of 
all, asking, "Shall I wrap it for you?" Another technique 
involves choice, asking "Would Tuesday or Thursday be 
more convenient?" A third, innocuous and helpful to you, 
is asking, "Will that be all?" Most sales clerks are taught to 
ask just that question of patrons. If you have already sold 
some item to a customer, a suggestion for something 
additional is not out of line. Ask specifically, "Would you 
like an after-dinner cordial?" or "Yes sir, two pounds of eight- 
penny nails. Do you have a good hammer?" (Smith 1983, 
128). 

Customer service. Developing a customer service policy is very important. 

Potential investors can get a general idea of the firm's business ethics and 

integrity by the support and service offered the customer. The customer 

service policy will also have a direct bearing on how long a firm stays in 

business. If the philosophy is that the customer is always right and the 

products and/or services are backed, a firm will establish regular customers 

that can depend on the firm. 

Advertising. It is a good idea to lay out an advertising plan for at least two 

years. An advertising agency can do most of this in a proposal. Many firms 

are reluctant to use an ad agency because of the expense. But, many agencies 

work with small businesses and are not the high-priced firm that some 

assume them to be. In fact, some agencies are willing to delay sending a bill 

for the first few months for beginning firms. Agencies are skilled in ways that 

most owners are not - they are creative and understand the media and the 

potential customer. Once an advertising plan is established, the owner 
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should let them go with it so they (the owner) can concentrate on other 

aspects of the business. 

There are several ways to establish a budget for advertising. Four ways 

are: funds that are left over, copying competition, percent of sales, and goal 

fulfillment (Redinbaugh, Neu 1980, pp. 231-235). Many small businesses use 

the first method which is, in most cases, the least effective. Copying 

competition and using a percent of sales maintain status quo but do not 

usually improve market share; whereas, goal fulfillment allows the firm and 

its ad agency to set specific goals. 

Sales Forecasts. This section is optional, since the pro forma financial 

statements will reflect future sales levels in dollars. 

Merchandise 

"Merchandising includes all the activities involved in the buying and 

selling of products by a retailer" (Berman, Evans 1986, 314). Because of the 

large investment a typical business must make in inventory, proper control 

of this asset has a prominent role in the profitability of a firm. Efficient 

management of this area can increase the firm's profits and profit margin 

(Grablowsky 1984,60). 

Buying plan. The buyer for any small business needs to determine what 

merchandise to buy and how much to buy. 

In determining what merchandise to carry, the buyer needs to decide if 

the store should carry top-of-the-line, affordable middle-of-the-line, or 

inexpensive goods. In making this decision, several factors need to be 

considered. What is the target market? Is the store catering to the rich, or 
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trying to reach the middle or lower class? What markets are the competition 

attracting? If all of the competition is meeting the needs of the lower and 

middle class, an economically healthy community might have a market that 

is not being reached - the upper class. Other factors include store image and 

location, turnover of stock, type of personnel needed, national versus private 

brands, services that must be offered, and perceived benefits of the product 

(Berman, Evans 1986, 287). 

Preventing excess stock in a small store serves two purposes. The first 

is the maintenance of a balanced assortment that meets the customer's needs. 

The second is the assurance that excess merchandise is not tying up working 

capital. Deciding how much merchandise to stock is not an easy task. 

Experience is probably the most useful quality in a buyer when 

determining the quantities and assortment to be ordered. Past sales are a 

useful tool in judging what products moved, but a new business does not 

have this information. Consulting with businessmen or women in the same 

business, looking at the inventory of a competing business, and utilizing the 

services of the SBA's corp of retired businessmen or women (SCORE) will 

help ease this task until the business has a history and can supply its own 

data. 

When buying, credit terms are available once the business is 

established. A supplier may offer "2/10, net 30" which means, if the invoice 

is paid within ten days, the supplier will allow a 2 percent discount on the 

bill. 

Inventory control. The type of merchandise a store handles will determine 

the kind of controls needed for inventory. For some, stock is controlled 

visually - no paperwork is needed. But the situation is more difficult for 
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those with parts inventory, as in a service operation, or an apparel store 

which keeps track of sizes and styles. In these instances, a good record 

keeping system is needed to serve customers properly and to prevent over or 

underbuying. 

Stock control keeps track of (1) what is on hand, (2) what is on order, 

(3) what has been sold, and (4) what needs to be ordered. The control records 

that an owner uses depends on the amount of details needed. Using the cost 

method of accounting, stock control can be achieved by counting stock or by 

counting sales. 

If a physical inventory system (counting stock) is the best method for a 

particular store, rotated unit control cards can be used. Rotated unit control 

cards are simply cards used to record information to keep track of an item. 

The information will include: what is on hand, what is ordered, what has 

been received, cost of the item, and what has been sold. 

The principle behind the rotated method is: old inventory + purchases 

- new inventory = sales (SBA Management Aid 3.005). The physical 

inventory system does not allow a retailer to calculate inventory shortages 

resulting from pilferage or unrecorded breakage. 

The perpetual method (counting sales) is calculated from the store's 

sales. This provides a running total of the value of all inventory on hand. 

Stores with large sales volume frequently use a computer service center to 

count sales and update stock records and many stores have this capability in- 

house. Even without computers, this method is manageable for stores with a 

small number of items by using key codes for each item when ringing up 

purchases on the cash register. Sales slips or the price ticket are other devices 

for recording the item sales. 
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The principle behind the perpetual method is: old inventory + 

purchases - sales = new inventory (SBA Management Aid 3.005). 

The perpetual method is better than physical inventory for two 

reasons. First, the end-of-month inventory values can be computed without 

a physical inventory. Secondly, a book inventory value is available for 

comparison with a physical inventory. This will determine if there are any 

shortages (Berman, Evans 1986, 324). 

Stock plan. Before buying, the retailer needs to determine the width and 

depth of assortment. A department store typically carries a wide and deep 

assortment (many product categories and a large assortment within each 

category). Small stores need to weigh the pros and cons of carrying many 

product categories with a limited assortment in each category (wide and 

shallow) against few product categories and a large assortment in each 

category (narrow and deep) or few product categories and a limited 

assortment in each category (narrow and shallow). See Table 2. 
i 
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Table 2 
Retail Assortment Strategies 

Advantages  Disadvantages  
Wide and Deep 
(many product categories and a large assortment within each category) 

Broad market 
Full stocking of products 
High level of traffic 
Customer loyalty 
No disappointed customers 

Wide and Shallow 
(Many product categories and a limits 

Broad market 
High level of traffic 
Emphasis on convenience customers 
Less costly than wide and deep 
One-stop shopping 

High inventory investment 
General image 
Many items have low turnover 
Obsolete merchandise 

assortment in each category) 

Limited variety 
Disappointed customers 
Weak image 
Many items have low turnover 
Reduced loyalty 

Narrow and Deep 
(few product categories and a large assortment in each category) 

Specialist image Limited variety 
Full stock in the product category(ies) Limited market 
Specialized personnel Limited traffic 
Customer loyalty 
No disappointed customers 
Less costly than wide and deep 

Narrow and Shallow 
(few product categories and a limited assortment in each category) 

Aimed at convenience customers Limited variety and traffic 
Least costly Disappointed customers 
High turnover of items Weak image 
 Reduced loyalty  
Source: Barry Berman and Joel Evans, Retail Management, A Strategic 

Approach, (New York: Macmillan Publishing Company, 1986), 295. 
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Once the assortment of the stock has been determined, a model stock 

plan needs to be established. This list will serve as a method to determine 

when merchandise needs to be replenished. The list should include styles, 

colors, sizes and quantities. The quantities listed are the amounts needed in 

order to maintain an "in stock" position for a certain period. 

To replenish stock, be sure delivery time is allowed for. For example, if 

shirts need to be reordered every six weeks and delivery from the vendor 

takes 2 weeks, there should be enough inventory on hand to cover 8 weeks (6 

weeks + 2 weeks). If an average of 10 shirts a week are sold, 80 shirts need to 

be "in stock." 

Financial Plan 

Proper management of the financial end of the business is central to its 

success. The primary goal is to find out what the market needs, satisfy those 

needs and make a profit. Proper control of the business is necessary to reach 

this goal. An accountant, business service firm or the owner (with the proper 

background) can set up a system of adequate accounting records for the 

business. The system should be simple enough that an employee can 

manage daily, weekly, monthly, quarterly, and yearly summaries. 

Some advantages for using an accountant or business service firm are: 

they act as management consultants to the business (this, in itself, can often 

justify the cost of their service), they provide an analysis of financial 

statements, they oftentimes have wide experience with other small 

businesses and have more knowledge about people and markets. Also, they 

can provide tax advice, and other general managerial tools. 
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Financing Proposal. This can be a very simple statement, such as: This plan 

is written to raise $100,000 in debt capital to be obtained at the current 

commercial rate in the form of a mortgage against the business. This 

mortgage will be paid off in fifteen years. 

Use of Proceeds. A balanced statement showing the source and uses of funds 

is adequate. 

Sources: 

Mortgage loan $20,000 

Term loan 10,000 

Equity capital 50,000 

Total $80,000 

Applications: 

1-year lease of property $20,000 

Equipment 3,500 

Renovations 11,000 

Inventory 30,000 

Working capital & reserve 15,500 

Total $80,000 

Break-Even Analysis. A break-even analysis provides a sales objective 

expressed in either dollars or units sold at which the business will be breaking 

even. Calculating the break-even point can be simple for a one-product 

business or very complex for a multi-line business. Some figures you will 

need for the calculation are estimates. 
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The basic break-even formula is: S=FC+VC 

S is the break-even level of sales in dollars, FC is the fixed costs in 

dollars, and VG the variable costs in dollars. 

Fixed costs remain constant no matter what the sales volume may be 

(rent, salaries, property tax) and are costs that must be met even if no sales are 

made. Variable costs are associated with sales (cost of goods sold, overtime 

pay, additional advertising expenses). 

When it is necessary to calculate a projected break-even and the total 

variable costs are unknown, a variation of the formula, S=FC/GM, is needed 

(GM = gross margin expressed as a percentage of sales). 

To determine how many units need to be sold to break even, fixed costs 

divided by the difference between price and variable costs will result in the 

break even point, BE= FC T (P-VC). 

Capital Equipment List. To help maintain control over depreciable assets, for 

insurance purposes, to insure against letting the reserve for replacement of 

capital equipment become too low, and to assist in the creation of a cost 

budget, a business plan should include a capital equipment list (Business 

Planning Guide 1987, 48). 

Capital equipment is that equipment that is necessary to provide a 

service, or to sell and store a product. Examples of capital equipment include: 

office furniture, business machines, store fixtures, refrigeration units, 

permanent fixtures, and machinery used to deliver services or the product. 

Pro Forma Income Statements, Balance Sheets and Cash Flow. These three 

statements are based on estimates of what a firm might expect. These are 
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planning documents and reflect the future profitability, position and financial 

structure of your business. 

The figures from the pro forma financial statements are used for ratio 

analysis. To evaluate them, they should be compared to industry averages 

available from industry associations or from other industry data (these are 

published by Dun & Bradstreet, and Robert Morris Associates, and are 

available at public libraries or through bankers and accountants). 

Management and Organization 

Organizational Structure. If the proposed business is large, it is a good idea to 

prepare an organization chart so the lender or investor can visualize the 

management and organization of the business. If the firm is small, a chart is 

not necessary. However, indicating who is responsible for what is a good 

idea. 

Resumes of Key Personnel and Compensation. Many entrepreneurs use the 

resume used for job hunting in this section. Since a resume is geared to 

finding a job rather than a person's expertise for running a business, a one 

page narrative should be used that stresses accomplishments that have to do 

with the role to be played in the new business. 

Some good questions that might be answered in the narrative 

are: 

1. What is your business background? 

2. What education (formal and informal) has a bearing on your 

managerial abilities? 

3. What is your age, special abilities and interests, reasons for 

going into business, etc.? 

40 



4. Are you physically up to the job? 

5. Why are you going to be successful in this venture? 

6. What is your personal financial status? 

7. What is your direct operational experience in this kind of 

business? 

8. What is your managerial experience in this kind of business? 

9. What other managerial experience have you had in different 

businesses, or in some other area (club, civic or religious 

organization)? 

Most investors will also ask for the planned compensation level 

including deferred earnings, stock, benefits and retirement. This should be 

included in this section. Many deals never get approved because bankers feel 

the principals are getting paid more than they should or the salary figures are 

so low that they are unrealistic to begin with. Be realistic - the payoff will 

hopefully come in the future when the business becomes successful. 

To determine what is needed to live on, fill out the Cost of Living 

Budget form in Appendix A. Your banker will also want to see this form to 

help justify salary requirements. 

Supporting Professional Services. Most businesses need an accountant, 

lawyer, banker and insurance agent. They can fill many gaps in experience 

and increase the chances of success. 

Appendices 

The appendix section is optional, but can be reserved for material that 

might help the reader gain a better understanding of the business. 
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The appendices may contain architect’s plans, letters of intent, menus, 

advertising layout, articles that have been published about the business or its 

owners, logos, government contracts, floor plans, photographs of the 

business, or auditor’s report. 

Determining the Feasibility and Accuracy of a Business Plan 

The feasibility and accuracy of a business plan can be determined by: 

1. third parties review, 

2. comparison of financial data with Robert Morris Associates data, 

3. workshops on business startups, 

4. the State Department of Commerce, or 

5. consultation with a business owner of a similar business. 
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CHAPTER 4 

FINDINGS 

Introduction 

This chapter depicts a model business plan for a women's retail 

specialty store - Rebecca Lauren. The information was obtained by following 

the procedures described in Chapter 3. Even though this business plan is for a 

fictional store, all of the research is based on factual information. The 

financial statements are based on Robert Morris Associates ratios and 

estimates, just as they would be if this were a business plan for an actual store. 

The financial information was also compared to an existing women's 

clothing store to determine how close the estimates were. 

The inventory plan was based on an actual women's clothing store, but 

manipulated to reflect a smaller inventory and to carry lines more 

appropriate for the Rebecca Lauren. 
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MODEL BUSINESS PLAN 
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UNIT 1 

INTRODUCTION 

Beautiful clothes fill a variety of needs for the working woman - they 

can provide a professional image, a feeling of confidence and power, be 

feminine and romantic, or a more carefree look for after work hours. 

REBECCA LAUREN will fill these needs of the working woman by providing 

them with the clothes and accessories for work and leisure. 

REBECCA LAUREN will carry moderately priced clothing of quality 

lines and lean toward classic, tailored clothes that will not go out of style. It 

will offer the extra services of free alterations, a personal shopping service, 

credit terms or layaway, and free parking. The store will be open from 10:00 

a.m. to 9:00 p.m., Monday through Friday, 10:00 a.m. to 6:00 p.m. on 

Saturdays and 12:00 noon to 6:00 p.m. on Sundays with extended hours 

during the holiday season. 

The business is somewhat seasonal, which will cause sales to fluctuate 

accordingly. When the business first opens, most of the customers will be 

working women from Helena and the surrounding area. The partnership 

plans to build a solid base of regular customers, but plans to market to tourists 

in the future. 

REBECCA LAUREN will be the only small, specialty store geared to the 

professional woman located in the Capital Hill Mall. Currently, the other 

small stores are geared to younger, trendy styles with the exception of one 

which caters to women over 65 years of age. The rest of the industry in 

Helena consists of four stores on Last Chance Gulch. 
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The first store on Last Chance Gulch is firmly established and carries 

some lines for the working woman, but its main focus is the mature woman. 

The second has been in Helena for several years, but has changed locations 

several times and with the last change of location cut its inventory and is 

now combined with a men's clothing store. The third recently moved to the 

downtown area and has changed its line from classic clothes to trendy. The 

last store is new - it has been open for 2 months and mainly carries clothes for 

the working women that want a casual look. 
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UNIT 2 

MARKETING RESEARCH 

REBECCA LAUREN's market and customers can be divided into three 

different groups. The first group is the people living in Helena. The city has 

a population of 32,000; and the Helena region has consistently had a growth 

in population (second highest among the regions in Montana in the 1970s). 

Growth in the number of jobs between 1969 and 1984 was 53.5 percent with 

state government as the major employer in the public sector. 

In 1985, Helena had the highest per capita income of the state at $12,300 

with a median household effective buying income of $19,000. Nearly 25 

percent of all adults in the market area are college graduates and the number 

of women in the workforce is significantly higher than other regions. The 

median age is 29.6 with 35 percent of the market's population in the 25-49 age 

group. 

The market REBECCA LAUREN will cater to falls in line with the 

above information - the professional working woman. 

The second market is the surrounding area - Wolf Creek, Townsend, 

Boulder, Clancy, Montana City, etc. The population of Lewis & Clark County 

is 43,800 with other surrounding counties comprising another 11,000. As the 

reputation of REBECCA LAUREN becomes better known, the draw from this 

market should increase. 

The third market are the tourists. Helena is the capital of Montana, is 

full of history and is located between the two national parks. Helena depends 
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heavily on tourism, but this market is very seasonal with the majority of 

tourists in the area during the summer months. 

The competition for the market that REBECCA LAUREN is trying to 

capture is limited to four stores all in downtown Helena. REBECCA 

LAUREN will locate in the Capitol Hill mall which is located one block off 

Interstate 15 between Eleventh and Prospect Avenue, two of the major east- 

west traffic corridors. In addition, the State Capitol with its 4,000 employees is 

only a five minute walk from the mall. The mall has several small shops for 

women, but they are catering to the younger crowd. The mall also has two 

main anchor department stores - J.C. Penneys and Hennessys. Penneys carries 

a lower-quality and lower-priced line of clothing and Hennessys carries a 

range of lines and clothes that appeal to women of all ages and incomes. 

REBECCA LAUREN will appeal to the customer who prefers the intimacy of 

the small shop with personalized service, a warm decor and atmosphere. 

REBECCA LAUREN will also attempt to attract the shoppers who prefer top- 

end merchandise and currently shop at quality department stores. 
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UNIT 3 

MARKETING PLAN 

REBECCA LAUREN's general marketing strategy is to provide high 

quality, classic clothes and good service. Data shows that consumers are 

willing to pay higher prices for good quality and service, and that if the 

customer is satisfied she will become a regular customer and her satisfaction 

will be an advertisement for other potential customers. 

Until a workable cost system based on direct costs and overhead and 

profit is established, the initial pricing policy will be a 50 percent markup. If 

an item costs $10 and you feel consumers will buy it for $20, the dollar 

markup is $10 and the percentage markup is 50% (percentage markup = dollar 

markup - retail price or 50% = $10 i $20). 

There appears to be a problem with women in Helena shopping for 

clothing out of town. This is probably due to the poor image most of the 

women's clothing stores in Helena have rather than the quality of goods. 

REBECCA LAUREN will have an ambiance that will be comfortable, warm 

and rich, but unpretentious. It will be designed after a conglomeration of 

stores in the Seattle and Salt Lake City area. These stores make the customers 

feel that she deserves to splurge on classic clothing. These "classic" clothes 

provides an impetus for shoppers to pay a higher price - the clothes are 

designed to stay in style, so the shopper knows that she can afford clothes that 

will be a part of her wardrobe season after season. 

The shop will also have a sitting area for men or women who are 

accompanying a shopper. This area will be separated from the main area of 

the store by an archway. This will provide the woman shopper with more 
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privacy and allow men to feel comfortable in a women's clothing store. This 

area can also be used for individual style shows when helping a man or 

woman shop. Tea and coffee will be available to customers in this area. 

Knowing the customers well enough so that the owner can buy clothes 

specifically for them at market is another service that is time saving and 

provides the customer an exclusive look. Working women do not have 

much spare time and would appreciate several outfits being bought with her 

in mind. 

The market will be reached by newspaper, direct mail and style shows 

at women's business luncheons and other events. The local TV station will 

be approached to ask if REBECCA LAUREN can provide the wardrobe for 

their anchorwoman to wear when giving the newscast. This service would 

be free of charge, but with the stipulation that a title line is run following the 

broadcast stating "that clothing was provided by REBECCA LAUREN". 

Helena also has a progressive women's health club that attracts many 

professional women. In the future, the firm will co-sponsor workshops 

geared to providing the working woman with information on how to be her 

best. 

Sage Advertising will create all ads and a direct mail brochure. Sage 

will also handle the yearly advertising campaign. 
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UNIT 4 

OPERATION 

The ownership of this business will be a general partnership, selected 

mainly for its advantage of financial strength. 

Partnership Contract 

1. Name of partners: Lorene Thorson, Margaret Johnson 

2. Name of partnership: REBECCA LAUREN 

3. Type of business: Women's ready-to wear 

4. Location: Capital Hill Mall, Helena, Montana 

5. Length of agreement: one year 

6. Amount of capital for initial investment: 

Lorene Thorson: $15,000 

Margaret Johnson: $15,000 

7. Division of profits and losses: 50/50 

8. Limitations of withdrawals: No money will be withdrawn except in the 

event of poor health, in which case it is not to exceed $5,000. 

9. Compensation: 

Lorene Thorson: salary of $9,600 

Margaret Johnson: salary of $9,600 

10. New partners: New partners must invest a minimum of $15,000, and 

both present owners must accept the new partner. 

11. Procedure for selling out: All assets will be sold and will be divided 

according to investment. This is a sample outline of what the partnership 
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agreement would look like. Before any actual investment by either partner, a 

lawyer would draw up a formal agreement. 

The business is located in Capital Hill Mall and is the first store to the 

right when you enter through the main entrance. The store has 

approximately 600 square feet of which 450 will be used for display and 150 for 

office and alteration space. The front of the store will have one large curved 

window that will be used for displays and a divided door (like a stable door) 

where the bottom half will be closed and the top open to give the feeling of 

entering into a different atmosphere, yet open enough so that customers are 

enticed to enter. The store will be filled with antiques that will be useful 

(armoires, dressers) and some merely for looks (old books and antique 

musical instruments). 

Possible suppliers to Rebecca Lauren are as follows: 

Sportswear: 

Personal 

White Stag 

Pierre Lamonte 

Lord Isaccs (pants) 

Marcia Kim (sweaters) 

LuChais (sweaters) 

CEO (blouses) 

Main Street 

Hot Spices 

Thackery 

Sasson 

JBJ 
Dunloggi 
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Shirtmaker 

Thats Me 

Dresses: 

Jerell 

PBJ 

Studio E. 

ACT I 

Jennifer Gee 

Hal Hardin 

Missy H 

H.H. Petite 

Savian Knits (Winter/Pall) 

Use M. 

Dave troup 

Henry Lee 

Jewelry/Belts: 

Carolyn Tanner 

Vin Crowell 

Handbags: 

Annie 

Baron 

Scarves/Hats: 

Ronna Berger 

Phyliss Ann 

Coats: 

Penquin 

Geoffrey Beene 
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Before every new season there will be a major sale. These will be well 

advertised in advance by direct mail, radio and the newspaper. Preferred 

customers will be sent an invitation to shop the sale the evening before it is 

open to the public. 

The personnel that Rebecca Lauren will have to hire in the beginning 

are as follows: 

One half-time clerk 

One contracted employee for interior design and displays 

The half-time clerk will receive $4.00/hr. and a 25% discount on all 

items in the store. The contracted employee will receive $10.00/hour. 

Future expansion plans do not include moving to a larger space. A 

major reason for this store's success will be its quaintness. Plans do include 

opening a second store on Last Chance Gulch (downtown Helena) if research 

shows that this would be profitable. Long-term expansion plans include the 

possibility of franchising. 

The overall schedule of events is as follows: 

To stock inventory for a late summer opening, the owners will go to 

market in January to buy winter coats, in April to buy sportswear for early 

Fall, and in June to buy dresses. 

The store will open in August, with a grand opening event planned in 

late August. The rationale behind opening at this time is that school 

shopping and shopping for Fall wardrobes will begin in August and the firm 

needs to be established well before the holidays. The hours of operation will 

be from 10:00 a.m. to 9:00 p.m. on Monday through Friday. On Saturday the 

hours will be from 10:00 a.m. to 6:00 p.m. and on Sundays from 12:00 noon to 

56 



6:00 p.m. These hours are the general hours that the mall is open. Starting 

the first week of December, the store will stay open to 9:00 p.m. on Saturdays. 
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UNITS 

MERCHANDISE 

All inventory will be kept up-to-date on the computer using a 

perpetual inventory system. This will be accomplished by using the 

merchandise-tagging system. Vendor, style number, date of receipt, size and 

sale price will be entered into the owner's home computer weekly. Inventory 

control will determine which articles and sizes move rapidly, calculate the 

stock turnover, and assist in reordering. 

The firm will use the retail method of accounting for inventory 

valuation. The retail method is more of a bookkeeping burden than the cost 

method, but REBECCA LAUREN is a small store without separate 

departments, so this will reduce that disadvantage. 

As stated earlier, this firm is modeled after stores in Salt Lake City and 

Seattle. To meet the wants and needs of customers in this region, the lines of 

inventory have been modified. A sample inventory for a Fall opening might 

include: 

CATEGORY 

Manufacturer Item # Ordered Cost Due Date 

SPORTSWEAR 

Lord Isaccs Pants 15 $225 8115 

Sasson Skirts 8 162 7/15 

Marcia Kim Sweaters 15 480 8/15 

LuChais Sweaters 18 325 7/15 

Main Street * 28 420 7/15 

Hot Spices * 12 309 7/15 
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CATEGORY 
Manufacturer Item # Ordered Cost Due Date 
Personal *Forest green/ 

rust 30 $1150 7/15-8/I 
White Stag *Grey/pink 12 262 10/10-10/30 

*Blk/white 16 378 10/25-11/15 
*Blue velour 16 524 10/1-10/30 

Pierre Lamonte *Blk tops 22 524 10/30 

JBJ *Blk/white 15 750 11/1-11/30 
*Navy/coral 15 750 11/1-11/30 

Dunloggi Pants 20 280 11/15 
Shirtmaker Shirts 9 180 8/15 
Thackery * 23 575 9/15-10/1 

DRESSES 
Savian Knits 11 495 8/15-9/5 

Use M. 6 126 7/15 

Studio E 10 470 7/30 
H.H. Petite 10 381 7/30 

SHenry Lee 10 450 8/15 
Missy H. 7 305 8/15-9/15 
ACT I 10 630 7/15 

COATS 

Penquin 20 3000 8/15-10/1 
Geoffrey Beene 15 2625 8/15-9/30 

JEWELRY/BELTS 

Carolyn Tanner Belts 11 165 7/15-8/5 

Jewelry 6 90 7/15-8/5 
Vin Crowell Jewelry 12 226 8/15 

HANDBAGS 

Annie 4 160 7/31-8/15 

Baron 8 280 8/1-8/31 

SCARVES/HATS 
Ronna Berger Scarves 8 120 7/31-8/15 

Phyliss Ann Scarves 15 225 8/1-8/30 

Hats 5 100 8/1-8/30 

*Modular - separate coordinating skirts, pants, blouses, jackets, sweaters. 
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Buying will be done by the two partners. The normal schedule for 

market trips will be: 

January - summer wear and winter coats 

April - early Fall sportswear 

June - dresses 

August - holiday wear 

November - spring wear 

In the future, the owners hope to form a scaled-down version of a 

cooperative buying group (a group of independent retailers that get together 

and make a large single purchase from a supplier) to enable the store to carry 

a wider variety of stock and to obtain volume discounts. 
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UNITS 

FINANCIAL PLAN 

Sources and Uses of Capital 

Sources: 

Term loan $15,000 

Owner's equity 30,000 

Total 

Uses: 

Renovations 13,000 

Equipment 2£83 

Inventory 20,000 

Advertising agency 300 

Licenses 60 

Phone installation 90 

Cash reserve (beginning cash balance 

of 13,667 - accounts payable of 5,000) 8£67 

Total 

$45,000 

$45,000 
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Capital Equipment List 

Major Equipment  

Glass front display case 

Wardrobes (3) 

Acme Adjustable 4-arm rack 

Antique table 

Antique cart 

Antique dresser 

Acme wood hangars (100) 

Acme tortoise with brass 

hooks hangars (100) 

Acme skirt hangars (100) 

Wood triple mirror 

Wall mirrors (2) 

Jiffy Apparel Steamer 

Surface trac for trac lighting 

Cylinder lights for trac 

Antique floor lamps (2) 

Love seat 

Antique end table 

Cash register 

Total 

Model Price 

handmade $600 

handmade 350 

C-4S 87 

40 

50 

70 

724 75 

TB110 29 

TB213 47 

Omaha WFM 395 

Omaha 2050 70 

J-2 149 

Omaha JT-4 27 

Omaha T-317 104 

70 

350 

20 

523 NCR 350 

$2883 
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Pro_Forma Income, Balance, and Cash Floiv Statements 

RMA Annual Statement Studies gives a series of ratios that are 

beneficial to any entrepreneur in analyzing financial conditions. Because 

this is a new business, the financial statements will show estimates or 

projections of many of the figures that are needed for a majority of the ratios 

(sales, accounts receivable, etc.). However, these ratios will still be beneficial 

in comparing their ratios with those of the average business of its type and 

size. 

Current Ratio 

This ratio is a rough indication of a firm's ability to service its 
current obligations. Generally, the higher the current ratio, the 
greater the "cushion" between current obligations and a firm's 
ability to pay them (Morris 1983, 8). 

Total current assets 
Total current liabilities 

The RMA 1983 Annual Statement Studies (RMA)shows a current ratio 

for a women's ready-to-wear store with less than $1 million in assets as 3.4 - 

upper cjuartile, 2.3 - median, 1.5 - lower quartile. Rebecca Lauren's current 

ratio is 5.8. 

Quick Ratio 

Also known as the "acid test" ratio, it is a refinement of the 
current ratio and is a more conservative measure of liquidity. 
The ratio expresses the degree to which a company's current 
liabilities are covered by the most liquid current assets (Morris 
1983, 8). 

cash & equivalents = accounts & notes receivable 
total current liabilities 
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The RMA is 1.1 - upper quartile, .7 - median, .3 - lower quartile. Rebecca 

Lauren's quick ratio is .66. 

Sales/Receivables 

This ratio measures the number of times accounts and notes 
receivable turn over during the year (Morris 1983, 9). 

 net sales  

accounts & notes receivable (trade) 

RMA is 190.4 - upper quartile, 27.1 - median, 9.7 - lower quartile. 

Rebecca Lauren does not have any accounts or notes receivable at this time. 

Cost of Salesllnventorv 

This ratio measures the number of times inventory is turned 
over during the year. High inventory turnover can indicate 
better liquidity or superior merchandising. Conversely it can 
indicate a shortage of needed inventory for sales (Morris 1983, 
10). 

cost of sales 
inventory 

RMA is 4.5 - upper quartile, 3.2 - median, 2.2 - lower quartile. Rebecca 

Lauren's cost of sales/inventory ratio = 2.4 

Sales/Working Capital 

Working capital is a measure of the margin of protection for 
current creditors. It reflects the ability to finance current 
operations. Relating the level of sales arising from operations to 
the underlying working capital measures how efficiently 
working capital is employed. A low ratio may indicate an 
inefficient use of working capital while a very high ratio often 
signifies overtrading (Morris 1983, 10). 
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 net sales 
net working capital 

RMA is 4.2 - upper quartile, 6.3 - median, 10.4 - lower quartile. Rebecca 

Lauren’s ratio = 4.9. 

Fixed/Worth Leverage Ratio 

This ratio measures the extent to which owner’s equity (capital) 
has been invested in plant and equipment (fixed assets). A lower 
ratio indicates a proportionately smaller investment in fixed 
assets in relation to net worth, and a better ’’cushion" for 
creditors in case of liquidation. Similarly, a higher ratio would 
indicate the opposite situation. The presence of substantial 
leased fixed assets (not shown on the balance sheet) may 
deceptively lower this ratio (Morris 1983, 10). 

Net Fixed Assets 
Tangible Net Worth 

RMA is .1 - upper quartile, .3 - median, .7 - lower quartile. Rebecca 

Lauren's fixed/worth leverage ratio = .36. 

DebtIWorth Ratio 

This ratio expresses the relationship between capital contributed 
by creditors and that contributed by owners. It expresses the 
degree of protection provided by the owners for the creditors. 
The higher the ratio, the greater the risk being assumed by 
creditors. A lower ratio generally indicates greater long-term 
financial safety. A firm with a low debt/worth ratio usually has 
greater flexibility to borrow in the future. A more highly 
leveraged company has a more limited debt capacity (Morris 
1983,11). 

Total Liabilities 
Tangible Net Worth 
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RMA is .6 - upper qmrtile, 1.2 - median, 2.5 - lower quartile. Rebecca 

Lauren's debt/worth ratio = .66. 

Ratio analysis permits comparison in terms of percentages rather than 

dollars. This makes comparisons with other companies more accurate and 

informative. 
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UNIT 7 

MANAGEMENT 

Lorene Thorson, Owner 

Margaret Johnson, Owner 

Lorene Mai Thorson 

Lorene Thorson was born in Wolf Point, Montana. After graduating 

from high school, she attended Concordia College in Moorhead, Minnesota. 

There she obtained a Bachelor of Arts with a double major in Business 

Administration and Business Education with the goal of sometime owning 

and managing a retail store. During high school and the summers of her 

college years, she worked in a clothing store and was responsible for opening 

and closing the store, selling and alterations. After college, she worked for 

First Bank System as a regional auditor and gained experience in supervising 

a team of five auditors and putting to use her education in accounting. After 

1 1/2 years as an auditor, Lorene went to work for United States Fidelity and 

Guaranty Company as a bond underwriter, furthering her education in 

financial analysis and accounting. From here, she went on to work toward a 

Masters of Science in Business Education at Montana State University. This 

will be completed in March of 1988 while Lorene continues to work fulltime 

for Governor Schwinden as office manager and scheduler in Helena, 

Montana. In February of 1987, she attended a buyers' market with the owner 

of the clothing store where she had been employed during her school years. 

This experience was helpful in getting an overall view of the buying process. 
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Lorene is healthy and energetic and believes that her skills in business 

will make REBECCA LAUREN a success. She will be responsible for the 

buying, accounting and sales in the business. She will hire an advertising 

agency to handle the advertising and will hire Jill Tressler, an interior 

designer, on contract basis to do the displays in the store. 

Lorene's salary will be $800/month for the first year to enable the 

business to pay off startup costs. Lorene's husband is an attorney and earns 

enough to support the family. In the second year, she will earn $1000/month, 

in the third $1200/month with any profits returned to the business. 

Margaret Johnson 

Margaret Johnson was born in Wolf Point, Montana, where she 

attended high school and went on to attend college at Concordia College, in 

Moorhead, Minnesota. After one year of college, Margaret taught school for a 

year in Wolf Point, Montana. After a year of teaching Margaret attended the 

University of Montana in Missoula, Montana. 

Margaret worked in the county assessors office for several years before 

becoming the mother of four and staying home to take care of her children. 

After her children were grown, Margaret took a job with the Department of 

State Lands in Helena, Montana as the payroll clerk. She has worked in that 

capacity for the last 8 years. 

Margaret is getting close to retirement, but wants to continue working 

full time. She is in good health and looking for a new challenge. Since she 

will be drawing state retirement, Margaret can afford to work for the same 

salary that Lorene has agreed to. 

Supporting professional services will include: John Thorson 

(attorney), Mary Craig (CPA), Ed Jasmin (banker), Jim Ahern (insurance 
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agent), Jill Tressler (interior design and display) and Lucille Sorenson (owner 

of a similar business in Wolf Point, Montana) who will act in an advisory 

capacity. 
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CHAPTER 5 

SUMMARY, CONCLUSIONS AND RECOMMENDATIONS 

Introduction 

The primary purpose of this study was to develop a format for a 

business plan which describes the basic elements of the proposed business 

(marketing, operations, finance, personnel, management) and projects future 

needs and events so that the entrepreneur can anticipate the future. It was 

also the intent of this study to provide helpful sources on where to find the 

data called for in a business plan. 

The research focused on articles on starting a new business, articles on 

the need for business plans in conjunction with starting a business, and 

existing business plans. The object of the research was to determine the 

strengths and weaknesses of different business plans and combine and modify 

the plans into one business plan that is easy to use and follow. 

Summary 

Research showed that: 

1. Most existing formats for business plans did not provide sources of 

where to find the information and statistics a business plan calls for. 

2. Most business plans did not include a section on merchandising. 

3. A single source does not provide a complete description on writing a 

business plan. The SBA, in particular, publishes many helpful management 
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aids, but in order for a prospective entrepreneur to write a good business plan, 

he or she would have to refer to numerous pamphlets. 

4. Most sources, including the SBA, do not provide details of a 

complete model business plan. 

5. When partial models are given to support a section of a business 

plan, the same model is not carried through the entire plan. This was 

particularly noticeable in the financial sections. For example, the model used 

for the beginning balance statement was not the same model used for the first 

year balance statement. This adds to the confusion of anyone using the 

models as an example. 

Conclusions 

The following conclusions are drawn from the research and review of 

literature. 

1. The weaknesses of current business plans serve as a deterrent for 

prospective entrepreneurs wanting to write a business plan. The lack of 

complete information in one source and the lack of cohesive literature makes 

the task of preparing a business plan overwhelming. 

2. Merchandising is a major aspect in starting a new business. The fact 

that most plans are deficient in this area leaves a major portion of the 

business undeveloped and exposed to risk. The purpose of a business plan is 

to touch on all areas of the business in an effort to map out the tasks to be 

completed in each of these areas. 

3. Many entrepreneurs do not complete a business plan before going 

into business. 
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4. It is important for the owner to remember that a business plan is not 

a static document. It requires continual evaluation and revision. 

Recommendations 

From the information obtained through a review of literature, the 

author makes the following recommendations. 

Because business failure is a high risk for anyone starting a new 

business, it is vital that the use of business plans be stressed as a way to reduce 

this risk. Prospective entrepreneurs should be made aware of this fact by 

education through business curriculums at colleges and universities, by state 

departments of commerce, by the SBA, and by Chambers of Commerce or 

community development organizations. 

In an effort to educate entrepreneurs, a workshop or class should be 

developed that actually takes the participants through all of the stages of 

preparing a business plan. This class could be offered by a number of 

institutions or organizations whose existence is dependent on the small 

businessman or woman. 

The SBA should develop cohesive written material on writing a 

business plan to replace the pamphlets that are currently available. The SBA 

is supposed to be an advocate for small business, yet the pamphlets and 

workshops offered by SBA do not offer enough depth to serve their purpose 

and really be useful. 

The State Department of Commerce, Business Development Division, 

should offer a six to eight week course on preparation of business plans. 

Currently, they provide a one-hour lecture on the need for business plans in 

conjunction with a one-day workshop on small business. Small business is a 
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vital component of the state’s economy; therefore, the state should be 

interested in keeping small business alive and well. 
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Appendix A 

Cost of Living Budget 

Regular Monthly Payments: 

House payment 

(principal, interest, taxes, insurance) or rent $. 

Car payments (including insurance) $_ 

Appliance, TV payments $_ 

Home improvement loan payments $. 

Personal loan, credit car payments $. 

Health plan payments $. 

Life insurance premiums $. 

Other insurance premiums $. 

Savings/investments $. 

Total $. 

Household Operating Expenses: 

Telephone $. 

Gas and electricity $. 

Water $. 

Other household expenses, repairs, maintenance $. 

Total $. 

Personal Expense: 

Clothing, cleaning, laundry $. 
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Prescription medications $_ 

Physicians, dentists $_ 

Education $_ 

Dues $. 

Gifts and contributions $. 

Travel $. 

Newspapers, magazines, books $. 

Auto upkeep and gas $. 

Spending money and allowances $. 

Miscellaneous $. 

Total $. 

Food expense: 

Food at home $. 

Food away from home $. 

Total $. 

Tax expense: 

Federal and state income taxes $. 

Other taxes not included above $. 

Total $. 

Budget Summary 

A. Income gross 

Monthly total $. 

Less expense: 

Regular monthly payments $. 
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Household operating expense $. 

Personal expense $_ 

Food expense $ 

Tax expense $ 

Monthly total $ 

B. Monthly total expenses $. 

Savings (A-B) $ 
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Appendix B 

SBA Worksheet 

Are you a self-starter? 

  I do things on my own. Nobody has to tell me to get going. 
  If someone gets me started, I keep going all right. 
  Easy does it. I don't put myself out until I have to. 

How do you feel about other people? 

  I like people. I can get along with just about anybody. 
  I have plenty of friends -1 don't need anyone else. 
  Most people irritate me. 

Can you lead others? 

  I can get most people to go along when I start something. 
  I can give the orders if someone tells me what we should do. 
  I let someone else get things moving. Then I go along if I feel like it. 

Can you take responsibility? 

  I like to take charge of things and see them through. 
  I'll take over if I have to, but I'd rather let someone else be 

responsible. 
  There's always some eager beaver around wanting to show how smart 

he is. I say let him. 

How good an organizer are you? 

  I like to have a plan before I start. I'm usually the one to get things 
lined up when the group wants to do something. 

  I do all right unless things get too confused. Then I quit. 
  You get all set and then something comes along and presents too many 

problems. So I just take things as they come. 

How good a worker are you? 

  I can keep going as long as I need to. I don't mind working hard for 
something I want. 

  I'll work hard for a while, but when I've had enough, that's it. 
  I can’t see that hard work gets you anywhere. 
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Can you make decisions? 

  I can make up my mind in a hurry if I have to. It usually turns out 
O.K., too. 

  I can if I have plenty of time. If I have to make up my mind fast, I 
think later I should have decided the other way. 

  I don't like to be the one who has to decide things. 

Can people trust what you say? 

  You bet they can. I don't say things I don't mean. 
  I try to be on the level most of the time, but sometimes I just say 

what's easiest. 
  Why bother if the other fellow doesn't know the difference. 

Can you stick with it? 

  If I make up my mind to do something. I don't let anything stop me. 
  I usually finish what I start - if it goes well. 
  If it doesn't go right away, I quit. Why beat your brains out? 

How good is your health? 

  I never run down? 
  I have enough energy for most things I want to do. 
  I run out of energy sooner than most of my friends seem to. 

Now count the checks you made. 
How many checks are there beside the first answer to each question?   
How many checks are there beside the second answer?   
How many check are there beside the third answer?   

If most of your checks are beside the first answers, you probably have what it 
takes to run a business. If not, you're likely to have more trouble than you 
can handle by yourself. Better find a partner who is strong on the points 
you're weak on. If many checks are beside the third answer, not even a good 
partner will be able to shore you up. 

SB A Management Aid number 2.016 
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Appendix C 

Sample of a Consultant’s Questionnaire 

Listed below are some qualities concerning some of the clothing stores in our 
town. Please rate each item for each store: a 1 is very good, a 2 is average or 
so-so, 3 is poor or marginal, 4 is "don’t know," and 5 is "never been there." 

Judy's Ciao Shelly TGIF 

Location 

Parking 

General appearance 

Sales courtesy 

Quality of merchandise 

Availability of mer¬ 
chandise 

Prices 

Credit policy 

Reputation 

Now, please rank the stores in order from best to worst. 

1. 

2. 

3. 

4. 
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Appendix C - continued 

Why did you place one store first?. 

Why did you place one store last?. 
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