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TeExas Roab M AP To STARTING A BUSINESS

The Texas Road Map to Starting a Business contains directions to get your business off the
ground and help strengthen our state economy along the way. This booklet covers eight steps to

starting a new business:
TABLE OF CONTENTS

CHAPTER 1 THE FEASIBILITY STUDY ..iiitiiiiiiiieeiieeiee ettt s s Pace 2
CHAPTER 2. THE BUSINESS PLAN ...ttt Pace 17
CHAPTER 3. CASH FLOW REQUIREMENTS ...coiicuitriiiiiee e ceitttreies s s s s s siibarsee s e s s e s sinsbaneeeeeas Pace 28
CHAPTER 4: LEGAL ISSUES ...ttt et s nne e Pace 32
CHAPTER 5. PERMITS .ttt sttt st se e e e e nneeenneennee s Pace 37
CHAPTER 6. EMPLOYEE AND CONTRACT LABOR ...uviiiiiiiiiesiiee et Pace 40
CHAPTER 7. FINANCING OPTIONS ....ciutiiiiiietieseiesieesiteestee et e saeesaeeesneesseeesseesnneesneesnseenseeas Pace 43
CHAPTER 8. TAX RESPONSIBILITIES ....veeiueeeuteaaieiasieesieeesteessseessessseeessessssesssessssesssessnsessseeas Pace 47

It is important that you follow the directions found on the first page. Start at the begin-
ning and work your way from chapter to chapter. Do not jump ahead or skip chapters. When
you finish, you will have completed the background work necessary for starting a business.

While every effort has been made to ensure the reliability of the information presented in
this publication, the publisher does not guarantee the accuracy of the data contained herein.
Errors brought to the attention of the publisher and verified to the satisfaction of the publisher
will be corrected in the future editions.
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Chapter 1: The Feasibility Study

The first step on your road to starting a business
is the feasibility study. This first step helps you, the
prospective business owner, determine the practi-
cality and viability of your business idea. After

information, you will be able to decide if your idea
is worthy of more time and money.

Overview—The Feasibility Study

completing the feasibility study, you will have an
indication of market opportunity and growth
potential. You want this information now, before
you risk valuable time and money.

The feasibility study can help you analyze the
possible risks and rewards of your conceptand
increase the probability of your success. During
this exercise you will gather information on current
economic conditions and the state of the industry
in which you want to start a business. You will
conduct a detailed analysis of your competitors and
potential customers. After you have gathered this

The feasibility study helps you examine your
ideas objectively from several viewpoints. The flow
chart below indicates the process you will follow.

Every feasibility study begins with an idea. This
idea can be for a product or service. Amarket
analysis, which thoroughly investigates the indus-
try, competition, economic environment and target
markets, will help you decide if the idea can
become a profitable business. This exercise also
helps you make an informed decision by identify-
ing the requirements for starting a particular

The Feasibility Process
ldea |— |MarketAnalysis |—| Requirements|——|Decision |—)| Go 2| BusinessPlan
Definition Industry Experience/Knowledge \ No
Competition
Objectives Market Time Re-evaluate
Legal
T Financing
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business, such as experience, time, and legal and
funding issues.

Afeasibility study can take weeks or even
months to complete, but the process puts you atan
advantage and increases your chances for success. If
you move forward and start your business, the
feasibility study will serve as the basis from which
to develop a comprehensive business plan. If you
decide to put your venture plans on hold, you can
apply the knowledge to other possible ventures, or
it could prompt you to adjust or re-evaluate your
original idea.

Your ldea: Defining Your Business

Your first step is to define your business idea and
the opportunity you envision. Include a descrip-
tion of the product or service you will provide,
your reasons for starting the venture and the type
of business you plan to establish (for example,
manufacturing, wholesaling, retailing, exporting/
importing or service). Consider these areas, when
writing a working definition of your business.

Customer Viewpoint: You must adopt your
customers’ viewpoint because if you fail to
satisfy your customers’ needs, your business will
fail. Briefly describe the products/services you
will sell and how customers will use them.

Ask potential customers, how they would
define your product or service. Their perspective
can give you important insight into how your
product or service will actually be used. Keep an
open mind. If someone uses your product/
service ina new way, it may be a benefit you can
add to your marketing strategy.

Product/Service: Specify the line of product or
service you will offer and look for secondary
opportunities. Forexample, are there services
you can provide in association with your prod-
uct, or are there products that result from the
service you will provide?

Customers: Describe your typical customerin
terms such as age, sex, income, education,

occupation, marital status and lifestyle. What
needs will your product or service satisfy? What
benefits will your customers gain from using
your product or service? What results will your
customers achieve from having purchased your
product or service?

Remember, customers buy based on
benefits and results, not product specifications—
for example, a specification of a life insurance
policy is that it is term or whole life. A benefitis
that it pays a sum of money upon your death,
but you purchase life insurance for the results—
peace of mind that your survivors will be taken
care of financially.

Competitive Edge: Define your product's or
service’s unique qualities. What stands out about
your product or service to entice buyers to buy
fromyou? Is it quality, price, convenience or
expertise that makes your product or service
preferred by consumers?

Personal and Business Objectives

Defining your short- and long-term business
and personal goals establishes the criteria for
judging the feasibility of your idea. Ultimately,
your decision to start a business should be based on
whether it can achieve your business and personal

goals.

Personal Goals: Listthe goals that satisfy your
personal needs. Why are you starting this
business? What motivates you? What do you
want to accomplish? Are you more interested in
alifestyle change than in monetary reward? A
person starting a part-time business may have
different personal goals than someone who views
the business venture as a primary income source.

Business Objectives: Where do youwantyour
business to be inthe nextfew years? What are
your financial objectives? State these goalsin
suchterms as annual sales volume, market share,
growth rate, personal income, etc.

Now review the two lists and describe in 25
words or less how your business will satisfy your



business and personal goals. This becomes your
mission statement. Do your personal and business
objectives match? Is there a good fit with your
businessidea? If not, you may need to re-evaluate
your venture. Otherwise, you're ready to start your
marketanalysis.

Market Analysis: Is Your Idea
a Market Opportunity?

Begin your market analysis by examining trends
in your industry and collecting information about
the size of your market segment and target market.
Your research can help you identify and learn about
your primary customers and major competitors.
Analysis of the information you gather will reveal
marketing strategies for successfully selling your
product or service.

Your business will existin a world constantly
reshaped by changing social and cultural values,
economic conditions, political and legal restric-
tions, competitive strategies and advancesin
technology. You must keep alert to these trends and
determine how they influence your business.

Your research will also lend a more complete
understanding of established business practices,
competitive developments and industry perfor-
mance standards.

Here are some questions to consider as you
conduct your industry analysis.

What is your industry, type of business and
general product or service category?

Is your industry growing? Maturing? Declining?
Sable?

What are the current trends and outlook for
your industry?

Does your industry have any special characteris-
tics? Isitseasonal? Is it cyclical?

Who are the key players in the industry?

Where are you positioned in the distribution

channel? For example, are you a manufacturer
selling to awholesaler, to aretailer, or to the
enduser?

Who holds the power in the distribution chan-
nef?

Identify and evaluate how significant changes in
the following conditions could affect your business:

Social or lifestyle changes

Economicchanges

Political and/or legal changes

Technological changes

Population (demographic) changes

Any other change in the business environment

Conducting Your Research

You can gather your information from existing
data (secondary sources) or from new data (primary
research).

Toaccess secondary sources, startatyour local
library. Many public and private organizations
collect and publish data on population and indus-
tries, which is often available at public or college
libraries. For example, trade associations maintain
industry statistics and projections. Federal, state,
county and city governments also gather data. Just
about every regulated industry has an agency that
collects data on it. Don't forget that the Internet is
alsoagood source.

Another resource is real estate agents—they can
supply information for specific locations in terms
of competitors, suppliers, demographics, zoning
regulations, local economic outlook, rental space
and costs. Banking and financial offices can some-
times provide relevant financial data about your
industry. Additionally, local radio and television
stations can provide valuable information about the
average customer, purchasing patterns and use of
media.



Be inquisitive. Investigate any resource that
might offer pertinent information. You'd be sur-
prised at the information you can gather by talking
with former employees of competitors, consulting

firms, market research firms and labor unions. You
can also gain insight by inspecting public filings,
classified ads and buyers guides.

Secondary Research Sources

Libraries
Public
Colleges/Universities

Trade Associations
Industry information, statistics, projection
Trade publications
Trade shows

Chambers of Commerce and Area Economic
Development Organizations
Associations
Businesses
Resources

Federal Departments and Agencies
Small Business Administration
Service Corps of Retired Executives
Congressional offices
Regulatory agencies: FDA, OSHA, EPA, etc.

State Departments and Agencies
Texas Department of Economic Development
Congressional offices
State Comptroller’s office
State regulatory agencies: Texas Railroad
Commission, Texas Employment
Commission, Texas Education Agency, etc.

City and County Government
City, county and regional planning commissions
Regional information and communication

exchanges
County Clerk’s office

Banks and Financial Institutions
Realtors

Local and Regional Utility Commissions

Small Business Development Centers
Local radio and television stations and newspapers

Sources of Business and Marketing Information

Books on Howto Conduct Research

Competitor Inteligence—How to Get It, How to
Use It by Leonard M. Fuld. Deals with ways to
gather information on competition. Covers sec-
ondary sources, corporate intelligence, statistical
sources, trade and business magazines and data-
bases. Also includes a section on gaining access to
foreignintelligence from U.S. sources and provides
listings of many directories and source books.
Published by John Wiley & Sons, 1994

How You Can Buy a Business Without Overpaying
by Eugene Merfield and Gary Schine. Published by
Consultant Press, 1991

Your Texas Business by Richard Alderman and
Tom Oldham. Published by Gulf Publishing,
1993.

The Start-up Guide by David Bangs. Published
by Upstart Publishing, 1998

Starting and Operating a Businessin Texas by
Michael Jenkins and Donald Sexton. Published by
OasisPress, 1991

Demographic Know-How edited by Penelope
Wickham. Covers howtofind, analyze and use
demographic information. Details approximately
600 resources. Authorities in the market research
field discuss how demographic information can
impact a business’ bottom line. Published by
American Demographics, 1988.




Guides and Company Information

Business Information, by Michael Lavin

Business Information Sources, by Lorma Daniels

Directory of Corporate Affiliations

Directory of Industry Data Sources, by Harfax

Directory of U.S. Exporters

Dun & Bradstreet Billion Dollar Directory;
America’s Corporate Families

Dun & Bradstreet Business Information Reports

Dun & Bradstreet Million Dollar Directory

Dun & Bradstreet Principal International
Businesses

Encyclopedia of Business Information Sources,
edited by Paul Wasserman

Encyclopediaof Small Business Resources, by David
E. Gumpert and Jeffry A. Timmons

Financial Analyst's Handbook, by Sumner Levine

MacMillan Directory of Leading Private Compa-
nes

Moody’s Manuals, such as Moody's Industrial
Manual

Standard & Poor’s Corporation Records

Standard & Poor’s Register of Corporations,
Directors and Executives

Thomas Register of American Manufacturers

Value Line Investment Survey

Ward's Business Directory of U.S. Private and
Public Companies

World Almanac

Overviews and General Industry Information

Census Information, U.S. Department of
Commerce

County Business Patterns, U.S. Department of
Commerce

Current Industrial Reports, U.S. Department of
Commerce

Forbes Annual Report on American Industry

Industry Surveys, Standard & Poor’s Corp.

Inside U.S. Business, by Philip Mattera

Moody’s Investors Industrial Review

Standard & Poor’s Industry Surveys

U.S. Industrial Outlook, U.S. Department of
Commerce

The Wall Street Transcript

Statistics and Financial and Operating Ratios.
Industry statistics are listed under the subject,
statistics, in library catalogs, and under Standard
Industrial Classification (SIC) code numbersin
publications (see the Standard Industrial Classifica-
tion Manual). Such information can also be ob-
tained from trade associations. There are also
guides to statistics, general collections of industry
statistics, and sources of composite financial and
operating ratios such as:
Almanac of Business and Industrial Financial
Ratios, published by Prentice-Hall
American Statistics Index
Analysts Handbook, Standard & Poor’s Corp.
Annual Statement Studies, Robert Morris
Associates
Predicasts Basebook
Competitive assessments of certain industries in
the United States by the U.S. International
Trade Administration
County Business Patterns, U.S. Bureau ofthe
Census
Economic Indicators
Encyclopediaof Business Information Sources,
edited by Paul Wasserman
Index to International Statistics
Industry Norms and Key Business Ratios, Dun &
Bradstreet Corp.
Market Share Reporter
Statistical Abstract of the United States, U.S.
Bureau ofthe Census
Statistical Reference Index
Statistical Service, Standard & Poor’s Corp.
Statistics Sources
Studies of mediaand markets
by Simmons Market Research Bureau Inc.
(New York, N.Y.)
Summary of Trade and Tariff Information, U.S.
International Trade Administration
U.S. Bureau of the Census publications on
certainindustries

Projections and Forecasts. Listed under the subject
in library catalogs and publications, such as:
Predicasts F&S Index




Market Data. An overall guide to sources of data
on consumer and industrial markets can be found
insuch publications as:

PredicastsBasebook

Data Sources for Business & Market Analysis,
ScarecrowPress

Findex (Cambridge Information Gap)

Consumer Expenditures Data
Editor & Publisher Market Guide
Survey of Buying Power, published by Sales
ManagementInc.
U.S. Census Reports (Business, Housing, etc.)

Market Studies of particular industries and prod-
ucts available from such companies as:

Arthur D. Little Inc. (Cambridge, Mass.)

Business Communications Co. (Stamford,
Conn.)

Frost & Sullivan Inc. (New York, N.Y.)

Morton Research Corp. (Merrick, N.Y.)

Predicasts (Cleveland, Ohio)

Simmons Market Research Bureau (New York,
N.Y.)

Theta Technology Corp. (Wethersfield, Conn.)

Data Services and Databases

CompusServe Information Service Co. (Colum-
bus, Ohio)
Dialog Information Service Inc. (Knight-Ridder
Inc.)
Dow Jones News/Retrieval Service (Dow Jones
& Co.)
Lexis, Nexis, Mesis (Reed Elsevier)
AOL (Vienna, VA)
Newsnet (Bryn Maw, PA)
Prodigy (Medford, MA)
Data Star (Night Ridder, Inc.)
Internet
Magazine and Newspaper Articles published by
trade associations, governmentagencies and
commercial publishers. Lists can be found by
consulting periodical indexes and directories, such

&

Applied Science and Technology Index
Business Periodicals Index

The Directory of Directories

Encyclopediaof Business Information Sources
Guideto Special Issues and Indexes of Periodicals
New York Times Index

Predicasts F&S Index

Public Affairs Information Service Bulletin
Standard Periodical Directory

The Wall Street Journal Index

Internet Resources

www.biztalk.com
wWwWw.businesstown.com
www.onlinesoho.com/soho _links.htm

www.businessownersideacafe.com/
starting_business/index/php

www.powerhomebiz.com/ivol18/scratch/htm
www.RhondaWorks.com

www.inc.com

www.entrepreneurmag.com
www.tded.state.tx.us

www.bcentral.com

WWW.morebusiness.com

Other Sources

Ayer Directory of Newspapers, Magazinesand
Trade Publications

Books and other material listed in library
catalogues under the industry name

Brokerage house reports

CIRR: Company & Industry Research Reports

Congressional Information Service

Encyclopedia of Trade Associations

Financial Studies of the Small Business




Library of Congress—suggested headings: small
business management, new business enter-
prise, entrepreneurship, entrepreneurs,
management, marketing strategy, business
ethics, and corporations.

NASA Industrial Applications Centers and
several universities, such as Southeastern
Oklahoma State University, the University of
New Mexico, the University of Southern
California, and the University of Pittsburgh
provide technically oriented reports, studies
and literature searches

National Trade and Professional Associations of
the United States and Canada and Labor
Unions

Small Business Sourcebook

The Source Book of Demographics and Buying
Power for Every Zip Code inthe U.S.A.

The Sourcebook of Zip Code Demographics

YellowPages

Biographical

Dun & Bradstreet Reference Book of Corpora-
tion Managements

Standard & Poor’s Register of Corporations,

Directors and Executives
Who's Whodirectories
Source: New Venture Creation, Entrepreneurshipin
the 1990s, by Jeffry A. Timmons with Leonard E.
Smollen and Alexander L.M. Dingee Jr. Published
by Irwin.




Generally, secondary research sources do not
provide all the information you need, and you will
have to collect new data. Primary sources range
from networking to formal surveys. They include
customer and supplier surveys, networking, focus
group discussions and interviews with customers,
competitors and suppliers. Talking to competitors,
suppliers, and customers also constitutes primary
research. Primary researchis particularly necessary
when trying to determine your target market and
in developing client profiles. Also, primary research
helps you learn about your customers’ buying
habits and opinions of your product or service.

You don'tneed a degree in market research to
succeed in collecting primary data. Consult these
recommended publications for information on
conducting primary research.

Practical Marketing Research by Jeffrey Pope.An
excellent introductory resource for conducting
primary research. Discusses various research
methods, writing a questionnaire and interview-
ing guidelines. Also includes a section on solving
specific marketing problems, including new
product research, advertising research, simulated
sales testing and product positioning research.

Published by AMA COM, a division of the
American Management Association, 1993.

Mail and Telephone Surveys—The Total Design
Method by Don A. Dillman.

Provides step-by-step instructions to conducting
and implementing mail and telephone sur-
veys. Alsoincludes a section on developing
effective cover letters and increasing response
rates. Published by John Wiley & Sons, 1978.

Your Competitors

The next step in your market analysis is to
identify your direct competition. Describe the
differences and similarities between your opera-
tions and theirs. Discuss their business concept.

What are their target markets? How do they reach
these markets? Describe their strengths and weak-
nesses, and rate their performance in critical
competitive categories. Is their business growing or
declining?

Learn all you can about your competition. You
can use many of the same secondary resources
listed on page 5 - 9. Review financial ratios for the
industry as discussed in Robert Morris Associates
Annual Statement Studies, pricing strategies and
revenues of similar businesses. Assume the role of a
potential customer and “shop” your competition. If
this is difficult for you, send a friend. Interview the
owner of a similar business in another city or trade
area. Talk to your competitors’ customers and
suppliers.

Compile a competitor profile using the informa-
tion you've gathered. Who are they? How long
have they been in business? Where are they lo-
cated? What s their product or service? What are
their prices? What is the quality level of their
product or service? When are they open?

You also want to investigate significant substi-
tutes for your product or service. Customers may
prefer to satisfy their needs in other ways with
other types of products.

Use the grid on the following page to help you
organize your data.

Your Competitive Strategy

Now that you've learned about your competi-
tion, compare how your operation differs from
theirs. Develop strategies for gaining your share of
the existing market by answering the following
guestions.

What market niche will you fill?

How will your product or service be different
and better than your competition?

How do you plan to compete? How will you
defend against your competitors’ strengths?



How are you going to price your product or
service compared to your competitors?

How will you gain market share?

How will you take advantage of your competi-
torsweaknesses?

Your Suppliers

Knowing your suppliers and how they can
deliver is critical to your competitive strategy. If
one or two suppliers dominate the market it may
affect your ability to negotiate favorable terms. Itis
important to know about unreliable suppliers or
those that face a financially precarious situation.

You can investigate your future suppliers by
calling the Better Business Bureau, performing a
credit check, collecting information sheets from
such companies as Dun & Bradstreet, or asking
other entrepreneurs who have used them howthey
would rate the supplier. By performing this due
diligence on your supplier, you will be able to
answer the following questions.

How big are they?

How long have they been in business?
Where are they located?

What are their hours?

What s the company’s reputation? Who are
their customers?

Do they work with small businesses? Are they
interested in working with you?

Your Market

To be successful, your business cannot be every-
thing to all consumers. You must identify those
markets that can most value your products or
services. Your market can be segmented based on
demographics, geographics, buying history, per-
sonal characteristics, or aimost anything that ties a
group together.
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Your first step is to define your trade area, the
geographic areathat your business will serve. Is
yours a neighborhood business that operatesina
local area with one or afew zip codes? Or do you
plan to service a city, county or several counties?
Do you require a statewide or national market?

Describe the current business conditions in your
trade area. Is your trade area in a growth pattern
with existing businesses expanding, new businesses
growing, and commercial and residential construc-
tion booming? Or is your trade area experiencing a
contraction with employees losing jobs and con-
struction equipmentidie?

Akey question is whether or not your product
or service is already available in your trade area.
This could signify a good market opportunity, or it
could be awarning flag that others have tried your
idea and found the area unsuitable for lack of
market demand, political reasons or legal issues.

Your next step is to define your target market,
the market segment that offers the most opportu-
nity for your product or service.

Atypical business makes 80 percent of its sales
to 20 percent of its customers. By identifying that
critical 20 percent, you can focus your efforts and
expenditures on the consumer group that will give
you the most return on your investment. In re-
searching this target market, you will learn about
your primary customers’ needs and how to satisfy
them. You should also study this group’s buying
habits to learn how to reach them with your
promotional message.

Customer profile. Describe your selected cus-
tomer market in terms of physical characteristics,
needs and lifestyle. Place a face on your typical
customer. What specific benefits does he or she
seek? What personal needs or results will your
product satisfy?

You also need to know about the individuals
who make buying decisions. The personwho buys
your product and the one who uses it may be
different. Agood example: Adults buy breakfast



Comparative Competitor Analysis

Product/ Quality Price
Service

Senice Location | Marketing Other
Program

Your
Business

Competitor
#1

Competitor
#2

Competitor
#3

cereal, but children eat it and thereby may control
the buying decision.

If you are selling a product or service to a
consumet, the following are typical questions to ask
in developing a customer profile.

Whois your primary customer? Male? Female?
Both? Business? GovernmentAgency? etc.

Why do they buy?
How dothey buy? Cash? Credit? Charge?

When do they buy? Daily? Weekly? Monthly?
Occasionally?

What customer services do they value most?
How much do they buy?
Why will they buy from you?

What s their income or revenue?
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Whatis their age range?
Where are they located?
What s their profession or industry?

Target Market Preferences. Most consumers
make purchasing decisions based on howthey
value convenience, service, quality, price or exper-
tise.

Most small businesses stand out because the
owner gives personal service. Customers value
someone who makes a courteous and personal
effort to provide special items or timely service.
Small businesses have anadvantage here because
often they can provide this more efficiently than
large companies.

It may be difficult for small businesses to com-
pete on price because larger, established competi-
tors usually have economies of scale and deeper
pockets. Large businesses cantypically outlastthe




new entrantin a price war. Itis also hard for a new
business to successfully offer products or services at
the highest price levels because this requires an
established reputation to qualify the “status” or
“value” of the offering. Most small business owners
find it easier to compete on a medium price level.
Look at your situation carefully and select the
preference that your potential clients consider the
mostimportant.

Market Demand. Determining market demand
is critical because if demand is lacking, you need to
reevaluate your businessidea. To estimate the total
demand for your product or service, consider the
current sales volume and growth potential for your
product or service. Knowing the answersto the
following questions will help you determine market
demand for your product or service.

How many competing firms are located in your
trade area and how much business do they
do?

What are their sizes?
Arethese businesses stable? Growing? Shrinking?

What are the population characteristics of your
designatedtrade area?

How many consumers are there?

Whatis their buying capacity?

What is their need for your product or service?
What percent of the market will you have?
Whatis your market's growth potential?

Your research may show that the market is too
small to support another business or it is shrinking
or growing faster than you thought. You may need
to readjust your strategies.

The Marketing Mix

information you've gathered and the marketing
mix framework.

Marketing Mix: The Four P’'s
Product
Price
Promotion
Place

From time to time, review your original business
definition. It may need refining based on the

These elements must be “right” for your business
to be successful. That is, you must offer the right
product or service at the right price using the right
promotional efforts at the right place and time.

Price. To pinpoint the right price, you need a
combination of experience, market knowledge and
good judgment. Study your competitors’ pricing
and estimate your costs. Can you price your
product or service competitively and still cover
ooss?

Consider the following factors to determine the
best price for your product or service.

Are prices in your industry stable or do they
fluctuate?

Must your clients buy from you orisitjust as
easy to buy from your competitors?

How much are your potential customers willing
topay?

Remember, your customers ultimately determine
pricing. They will be willing to buy from you
within a specific price range. If your costs exceed
this price range, don'tassume that you can pass the
difference onto your customers.

Place. How will you distribute your product or
service? Will it be direct or through wholesalers or
other intermediaries? Where will your business be
located? What are the traffic counts at the location,
and is this important for your business?

For some businesses, location is all-important,
and the wrong location can undermine an other-
wise sound business. On the other hand some



businesses don't need afancy, expensive location if
customers buy from distributors or other outlets
and never see the office. If location is critical to
your business, invest the time and effort to find the
best location you can afford. Realtors know about
commercial property, but they may be unfamiliar
with your business needs, so don'trely on their
recommendations alone. Talk to other advisors.
Consider these questions: Where are your custom-
ers located? How will they get to your place of
business? What are the traffic and pedestrian
counts for the location?

Promotional Strategy. Your advertising and
promotional strategy affects both your ability to
selland your business or cost structure. You don't
need a full blown promotional plan now, but it
would be helpful to review the following questions.

How will you tell your customers about your
product or service?

Willyou need to educate your customers about
the benefits of your product or service?

Based on your target market's demographics and
buying habits, what are the best ways to reach
them?

What will gain your customers’interest and
hold their attention?

Which advertising media will maximize the
return per dollar spent?

How do your competitors promote their prod-
uctor service?

What are the pros and cons of their methods?

How much promotion can you afford and for
howlong?

Key Success Factors. Many businesses, although
founded on good ideas and sound objectives, fall
because they lack critical success factors necessary
to survive in their market segment. These factors
vary in each industry and market segment. What
does ittake to make itin your market? Some key

factors might be:
Quality  Capital Precise productor
Service Technology  service identification
Price Advertising  Precise market
Expertise  Suppliers identification
Location Distribution

Personal Skills Analysis

Your nexttask is to define the many resources
you may need to start your venture. These range
from particular technical skills or management
experience to legal requirements and start-up costs
to sources of funding.

Technical Skills. These skills are unique to each
type of business. For example, printers need to
know how to operate a printing press, and oil well
drillers need to understand geology. Do you have
the skills to produce the product or render the
service? Businesses are oftenfounded onan
entrepreneur’s technical strengths.

Experienceand Knowledge. Describe three
critical skills or knowledge areas necessarytorun
your business. How much experience do you have
inthis type of venture? Do you have the experience
and ability necessary to make good operating

eciSOnS?

Every successful business needs a complex mix of
management skills in many business areas, includ-
ing marketing, financial analysis, operations,
purchasing and personnel. Do you have the man-
agement skills to successfully lead abusiness
venture? Keep in mind that no one can be a perfect
manager, but most new businesses fail because of
poor management so it's important to be honest
with yourself. Consider your management
strengths and weaknesses, then decide if you need
to gain additional experience or knowledge or
should hire someone whose strengths balance your
weaknesses.

People make the difference inacompany’s
performance. Good employees can make amar-
ginal business better, and poor employees can



destroy an excellent business.

Time Commitment. Owning a business can be
awonderful opportunity to be your own boss, to
take charge of your financial future and to work
seven days-a-week for nearly 24-hours-a-day with
no one to hand you a paycheck at the end of the
week. Are you prepared for the personal demands
and sacrifices of running your own business? Use
the following questions to decide if this is a good
time to become a business owner.

Are you willing to work long hours and sacrifice
leisure time?

How much time will the business require? (Most
business owners work at least 60 hours a
week.)

How much time can you spend on your busi-
Ness?

How long before you make a profit?
How long before you draw a salary?

Do you have personal family circumstances that
would prevent you from totally focusing on
your business now?

In answering these questions, you might find
that you're not ready to start a business. Don'tbe
discouraged. Although the time may be wrong
now, you might be prepared in six months or a

year.

Legal Issues. Youmust consider numerous legal
issues when starting a business. You may need
licenses, permits or certifications. Do you have
what you need? If not, can you meet the require-
mentsto getthem?

You'll have to decide how to structure your
business (sole proprietorship, partnership, corpora-
tion, etc.). Additionally, you should secure protec-
tion for proprietary products or services, such as
patents, trademarks and copyrights. For detailed
information about legal issues, see Chapter 4 of
this workbook.
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Financing Needs

Your next task in the feasibility study is to
determine how much money you will need to start
and operate your business until itis profitable.
Begin by estimating your start-up costs and how
much money you need to operate your business for
ayear. Make alist of special equipment needed and
the costto buy or lease it. Also list one-time
start-up costs, including real estate purchase,
furniture, fixtures, equipment, starting inventory,
utility and lease deposits, equipment installation
charges and grand opening promotions. Don't
forgetto include your insurance expenses as well.
Insurance needs to be discussed with an insurance
professional with specific industry knowledge.

Insurance Options
Mandatory: Automobile

Essential:  Liability, fire, product liability, and
workers compensation
Desirable:  Crime, health, business interrup-

tion, key personnel, disability and
bonding

Consider the pros and cons of purchasing all or
part of an existing business. Sometimes, this
alternative can make some aspects of startinga
business easier or less expensive.

Sales/Revenues. Forecastyour estimated sales/
revenues for each month during the first year. You
must forecast sales, costs and profits using assump-
tions drawn from your market research. Putthese
assumptions in writing.

Break-Even Analysis. Use the following formula
to calculate the amount of sales and/or revenue
needed to cover your business' total fixed and
variable costs for the first year. The break-even
pointis where there is no profit and no loss.

Break Even= Fixed Costs
Selling Price - Variable Costs (per unit)
or

Revenue - Costs & Expenses =$0




Fixed costs are those costs that must be met
regardless of the sales level. They include such
items as rent or mortgage payments and mainte-
nance expenses; utilities and telephone; salaries,
benefits and payroll taxes; insurance payments;
licenses; legal and accounting fees; office supplies;
and depreciation and interest payments.

Variable costs fluctuate with sales and include
such costs as sales commissions, advertising and
marketing expenses, and raw materials.

Using the figures you've gathered, calculate your
company’s break-even point and when it will be
reached.

Cash Flow Analysis. Aschedule showing re-
ceipts, disbursements and net cash for your com-
pany over a specified period of time could be
helpful at this point. A cash flow analysis estimates
by month how much cash your business will need
for expenses (when you pay your bills) and fore-
casts when cash will come into your business
(payments from customers ). Keep in mind, more
businesses fail because of poor cash flow than for
lack of sales. For detailed instructions on preparing
acashflow analysis see Chapter 3.

Financing Your Business. Finding fundingisa
challenge for every new business owner, but there
are several sourcesto consider.

Personal Savings: Most new businesses get90to
95 percent of their cash from personal savings
and family and friends.

Continued Employment. Some businesses starton
a part-time basis, permitting the owner to
continue working full-time for another company
until the new business becomes profitable.

Friends and Relatives. Many entrepreneurs look
to private sources such as friends and family
when starting a business. The money is often
loaned at low interest, which can be beneficial
when getting started.

Banks and Credit Unions. Most commercial

banks are cautious and consider start-up ven-
tures risky. Others usually require at least
one-third equity investment plus additional
collateral to cover the loan balance. If you have
the required equity, some banks may consider
offering you aloan guaranteed by the U.S. Small
Business Administration.

Venture Capital Firms. These firms are usually
notinterested in start-up situations. Howevet,
start-ups that have the market potential to grow
to $25 million to $50 million in five to seven
years have been known to receive venture capital
financing. Such arrangements will normally
require you to give up an ownership percentage
to the venture capital firm.

Private investors. Some individuals will investin
start-up businesses, especially if they are knowl-
edgeable about the industry.

Your Decision

It's now time for you to examine your completed
feasibility study to determine if this business
venture can be profitable. Review your mission
statement. Does your market analysis, competitive
analysis, personal skills analysis and financing
needs indicate that your idea could be profitable?
Willthese analysis factors allow you to achieve
your mission statement?

A" Go” Decision. If allthese analyses are posi-
tive, then start organizing your business. Turn to
Chapter 2 and begin by compiling your market
and industry information into a business plan.

A*“No” Decision. If one or more of your analy-
ses displays negative results, your idea is not fea-
sible at this time. Various conditions cause a
negative decision. For example, a market may not
existoris too small. Perhaps the costs are greater
than projected revenues. Itis also possible that
there is too much competition for your product or
service or that profitability may be difficult to
accomplish.

You might feel disappointed with a “no” decision



but it is much better to learn this now before you
spend additional money and time on an idea that
won't be profitable for you.

Timeto reevaluate. Your analysis might show
that your idea is not feasible, but only temporarily.
Perhaps you don't qualify for a needed license, but
you could get the permit with additional special-
ized training.

Be careful when you reevaluate. It's your money
atrisk. If the projected financial picture looks
bleak, the real one won't be any better. Successful
business people know when to walk away. Look for
other opportunities or modify your current idea.
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Chapter 2: The Business Plan

After you complete your feasibility study and
decide to proceed with your business opportunity,
your next step is to develop a sound business plan.
Before you start, however, keep in mind the follow-
ing general principles.

First, your goal in writing a business planis to
create an organized view of your businessideas—a
road map to follow. The length of your business
plan itselfis inconsequential. The key is quality,
not quantity. By formalizing your ideas on paper,
you often identify weaknesses to be considered and
anticipated. Most important, the business plan
guides you to your company’s future and lends
focus and direction to your ideas.

Second, although the final document can be
used to generate investment interest and financing,
the business planning process is primarily an
exercise to help you conceptualize your business
and setreasonable and achievable goals and objec-
tives. Theodore Roosevelt once said, “If you aim at
nothing, you'll hitit every time.” The business plan
helps you visualize your target and guides you in
hitting your mark.

Third, allocate time to think about the various
issues you should consider during the planning
process. Ask others to brainstorm with you, too. If
you have amanagement team, getthem involved.
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Keep in mind, a small business owner’s planning
responsibility is to maintain control over the
direction of the plan and, ultimately, the business.
Abusiness plan should reflect your vision of a
market opportunity and serve as a blueprint for the
future.

Fourth, consider these guidelines for brainstorm-
Ing sessions.

 Follow an agenda with time constraints, and
limit interruptions.

» Don'tgrasp the firstidea that comes to mind,
but generate a long list of possibilities.

» Don'tletanyone dominate the planning session.
Involve the entire management team and create
an environment for the free exchange of ideas.

e Conductthe sessionsin aninformal, relaxed
setting.

» Don'trely solely on past experiences for ideas.
Stretch your imagination.

» Don't be timid or self-conscious about your
ideas. Encourage spontaneity and withhold
judgment or criticism of ideas until later.



Fifth, don’t be discouraged if you meet unex-
pected obstacles. Infact, obstacles are the one thing
to count on. Putyourself and your business atan
advantage by anticipating and planning for diver-
sions. When outsiders like prospective bankers and
private investors read your plan, they consider your
aptitude as a small business owner. You will earn
credibility by candidly identifying obstacles and
your strategies for overcoming them.

Finally, your business plan is a dynamic docu-
ment that you should review regularly to determine
whether or not you are meeting your goals and
objectives. It should be adjusted as market condi-
tions change. The plan is not something you write
once and file away. Follow market conditions and
revise your business plan accordingly.

Content

The length of a business plan varies from com-
pany to company depending on the type of busi-
ness and market it serves. What is more important
than length is the clarity and substance of the ideas
setdown on the pages. Your business plan must
express various issues in a relatively straightforward
and logical manner. Use the following components
asaguide.

|. Table of Contents
II. Executive Summary
[1I. Introduction
IV. Environmental Analysis
V. Market Analysis
VI. Marketing Strategy
VII. Operations
VIII. Management Plan
IX. Financial Data

Remember, you are the business owner and the
plan must reflect your ideas and goals. By thor-

oughly stepping through the planning process, you
canidentify the strengths and weaknesses of your
operation. This should allow you to take advantage
of your strong points, while giving you the oppor-
tunity to gather resources to counterbalance your
weakareas.

With all this in mind, let’s get started.

Section I: Table of Contents

Atable of contents is essential if you intend to
use your business plan to seek financing. Each
investor or banker will read the text from the
perspective of their background and experience.
Number the pages of your business plan and
include a table of contents to make it easier for
readers to find what interests them. This will
increase the chance that they will read your plan.

Section II: Executive Summary

The Executive Summary should capture the
reader’s attention and entice them to read further.
It should be limited to two pages and summarize
the business plan’s key points. Although the Execu-
tive Summary appears at the front of your business
plan, it should be the last section you write. The
Executive Summary must reflect your complete
understanding of your businessidea. Youwon't
achieve this understanding until you've written the
document’s main body. If the reader questions a
broad statement made within this summary, the
detail of subsequent sections should provide the

necessary support.

Your summary should include, but not be
limited to, the following components.

 Description of your business idea and prod-
uct or service, explaining how it stands out
from the competition.

» Genericdiscussion of the target marketand
the competitive environment.

* Reviewofthe managementteam and key
personnel, emphasizing their credentials and
specific functions.



* Identification of capital requirements needed
and the general use of these funds.

» Summary of potential financial resullts.

Section llI: Introduction

The introduction should give a detailed descrip-
tion of your product or service. The information
you developed and refined during your feasibility
study will be useful as you write this section.

In the introduction bring up any distinctions or
unique qualities of your product or service, such as
amore convenient location or better service.
Additionally, outline any proprietary positions that
give you a competitive edge. These can be patents,
copyrights or trademarks. If your product has any
sensitive or critical characteristics—such asfire
resistant treatment—list these attributes. Your
readers will also be interested in learning about
features that can positively influence the results of
your marketing strategy. Be sure to also include
your experience, special expertise or knowledge of
the product or service.

Section IV: Environmental Analysis

The environmental analysis should include three
key components: 1) a discussion of current busi-
ness conditions in the area where you plan to do
business, 2) an industry analysis, and 3) an evalua-
tion of your competitors.

Economic Conditions—International, Na-
tional, Regional, Local. Youdon'thavetobe an
economist to run a business, but you should be
mindful of key economic indicators that can affect
your company’s ability to conduct business. Reces-
sion trends, high interest rates, declines in retail
sales and high unemployment are a few of the
factors to consider when starting a new business.

Examine the economy to spot events or trends
that could influence your business decisions.
Concentrate on local business conditions and
identify key opportunities and threats to your
company. For instance, a large skilled local labor
pool could provide you with high quality personnel

atreasonable wages. Onthe other hand, low
unemployment could make it difficult to attract
personnel. Anew business owner may have trouble
competing against larger, established firms that
have the financial resources to compensate their

employees.

Do not overlook international market trends
that might affect your industry. For example,
although you plan to sell your product or service
locally, you could encounter competition from
international sources. Be aware of these factors and
plan for them.

Several resources could help you identify and
follow these trends. The National Trade Data Bank
of the Bureau of Census lists all overseas imports
by commodity. Individual competitors can be
investigated by reviewing annual reports or check-
ing with such firms as Dun & Bradstreet.

Industry Analysis. By completing the feasibility
study in Chapter 1, you gained an in depth under-
standing of your industry and market. This section
of your business plan should focus on the results of
your investigative efforts. Your research and analy-
sis will provide you with the necessary tools to
make informed decisions on market opportunity,
to analyze industry trends and to understand their
influence on your business.

Competition. During your feasibility study, you
conducted a thorough examination of your compe-
tition. You learned about their strengths, weak-
nesses and performance in competitive categories.
You identified their target markets, market share
and strategies, and prepared a comparative com-
petitive appraisal using key characteristics. Recount
your findings in this section of your business plan.

Identify your key direct competitors and provide
a profile of each. The goal is to demonstrate that
you analyzed the competitive environmentand
have developed defensive strategies. Explain your
market niche, your competitive strategies and the
tactics you will use to capture market share.



Additionally, you must address your competi-
tors’ reaction to your entry into the market. You
also should consider how other entrants could
affectyour business.

Section V: Market Analysis

This section should provide a description of the
current market and future opportunities. Your
research during the feasibility study phase should
have provided you with the data to support your
business endeavor. Include-this information as well
as adiscussion of the following.

Geographical Trade Area. Discuss your primary
trade area. State whether you will operate locally or
plan to compete within your state, nationally or
internationally.

Customer Identification. This section should
describe your selected customer market. Who are
you targeting? Develop a customer profile that
illustrates their physical characteristics, needs and
lifestyle. What is their buying capacity, habits and
decisions for buying? What do they value? Discuss
the need for your product or service. In this section
you must prove that a market exists in your se-
lected geographic area and show the number of
people inthe area that match your customer
profile.

Competitive Position. Discuss your competitive
advantage. Why will customers buy from you?
What is unique about your product or service? List
atleastthree key advantages you have over your
competitors and describe how you plan to capital-
ize onthem. You must also recognize your weak-
nesses and how to compensate for them. Listthree
disadvantages and discuss the strategies to secure
your company’s competitive position.

Section VI: Marketing Strategy

The marketing plan is one of the mostimpor-
tant sections of the business plan. It outlines
strategies for selling your product or service. Your
goals and benchmarks for the operation should
reflect a realistic, credible guide supported by your
marketing analysis.
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Target Market. Review your market analysis
performed in Section V. Your target market will
consist of those individuals who will most likely
buy your product or service. Keep in mind—you
can't be all things to all people. This translates into
focus. Your marketing plan must focus on your
target market and the strategies you will use to
reach these potential customers.

These strategies should reflect the habits and
lifestyle of your customers.

Sales Organization. Outline your sales strategy.
Do you planto use a professional sales force? Will
you use internal sales, outside sales or both? Will
you sell through aretail operation, a wholesale
operation or through mail order catalogs?

Design your compensation scheme. Willyou
pay commissions, salary or a combination of both?
Or will you utilize bonuses or some other form of
incentive compensation?

Promotion. Discuss how you will generate
potential customers’ attention. What will capture
their interest? What benefits does the customer
gain from buying from you? What attractive
customer service or conveniences will you offer?
For example, you might offer free delivery, free
alterations or discounts on first purchases or certain
dollar amounts.

Marketing/Advertising.As part of your market-
ing efforts, you can implement various advertising
activities. Advertising consists of any activity that
attracts attention for your product, service or

company.

There are arange of advertising options to
consider. Some advertising has direct costs, suchas
printing or production costs, postage or the cost to
purchase space inamagazine. The most common
forms of advertising include:

» Directmail, such asflyers
» Brochures, handbills

» Adsinmagazines, newspapers, yellow pages,



trade publications or on radio and television.
» Trade shows, exhibitions
» Samplegiveaways

You should also consider other public relations
activities. These include:

 Publicity, such as press releases and articles
sentto newspapers, radio and television, trade
journals or magazines

* Networking

* Seminars,speeches, classes
» Civicinvolvement

» Contacts/referrals

Advertising activities can offer short- and long-
term benefits. Discuss your advertising approach
and strategies to achieve specific marketing objec-
tives. You want to confine your efforts to your
target market. Select media that will most likely
reach your target markets. These could be newspa-
pers, trade journals, television or radio. Setan
advertising budget based on how much you can
afford and how much income you expect the ads to
generate.

To decide which mediumto use, compare the
costto use a specific medium with the sales results
you expect it to generate. Keep your target market
in mind and how often that target market uses that
particular medium.

An advertising plan should be developed within
your budget constraints. For an existing business,
this amount can be a percentage of sales—for
example, five to 10 percent of sales. If you are a
start-up business, your advertising dollars will be a
combination of a percent of potential sales and
earmarked start-up capital.

You must commit to some form of advertising
when introducing a new product or attracting the
customer’s attention. To develop a position in the
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customer’s mind you should address customer
needs with consistency and frequency. Check
industry norms for averages and use the dataas a
foundation. You may have to do a great deal of
estimating in this part, and it's not unusual for you
to change your strategy often, especially inthe
beginning.

Keep in mind that the easiest and most recogniz-
able forms of advertising—television, newspaper
and radio—are the most expensive. Selectthese
media only if it's appropriate for your product/
service and your target market. If you are compet-
ing with existing successful companies, you must
make up in elbow grease what they can do with
money.

When preparing a marketing/advertising plan,
list the various activities you plan to use and
estimate their costs for the next 12 months. Again,
the cost of the plan must be reasonable compared
to the income it produces. For example, itis
seldom reasonable to spend $10,000 on an ad that
generates $5,000in sales.

When you're ready to implement your market-
ing/advertising plan, purchase a notebook or
organizer to hold a calendar. Chart your market-
ing/advertising schedule, listthe chosen medium
and note how, when and where you plan to adver-
tise. Include information about every ad you
intend to place, speeches you will give or network-
ing events you will attend. Keep daily statistics of
your sales by product line, the number of custom-
ers that walk through your doors and other relevant
information. Track customer response to ads and
promotional activities by asking them where they
learned about your company, product or service.
These accumulated facts will help you make
effective decisions for your future marketing/
advertising plans.

Pricing Strategy and Sales Terms.Asdiscussed
in the feasibility study, correct pricing is essential.
How do you plan to price your products or ser-
vices? Your strategy should reflect the cost to
produce your products or to provide your services as
well as your overall financial goals and objectives.



What industry markup, discounts or other
methods will you use? How will your price struc-
ture compare to the market? Why is it different?
Will you give trade credit or any other induce-
ments to attract new customers? Will you accept
customer creditcards?

Your business’ revenue equals the unit price
multiplied by the unit volume of products sold or
services provided (Revenue = Price x Volume).
Price, particularly the “right price,” is therefore an
essential component of your financial strategy.

To arrive at the “right price,” you need a combi-
nation of experience, market knowledge and good
judgment. As a starting point, calculate the costto
produce your product or service. Thisis your
minimum price. To calculate your maximum price,
add an amount to the minimum price that reflects
consumer demand and your competition’s pricing.
The “right price” falls between your minimum and
maximum price.

Prices for most products and services are market
driven. Thatis, the maximum price you can charge
is determined by what typical buyers might pay for
alike product or service at that time and place and
under similar circumstances. Prices are said to be
market driven because the market for products or
services is based on the amount potential custom-
ers are willing to pay, not necessarily the price that
you might like to set.

To determine the right price, you must consider
various characteristics related to your product/
service and your business and personal goals as
outlined during the feasibility study. These factors
canrelate to your target market position and way
of doing business, your competitors, your clients,
the current and forecast market, distribution
channels, regulations and state of the economy.

You should also consider how your answersto
the following questions could affect the price you
establish.

Does your firm lead pricing decisions or follow
competitors?

Are prices in your industry stable or erratic?

How do your sales policies and terms compare
toindustry practices? For example, do you
deliver?

How do the features and benefits of your prod-
ucts/services compare to those offered by your
competitors?

Canyou reduce unit costs as unit volume
increases, or are your costs fixed?

Do your clients have to buy from you or could
they just as easily buy from one of your
competitors?

Who needs your product or service? How many
potential customers? Who are they? Where
aretheylocated?

How much are these potential customers willing
topay?

Are these customers generally aware of the
“going prices” for products and services such
asyours?

Is there a distinctive aspect of your product or
service that willinduce customersto pay a
higher price?

Are these customers motivated by price, product
guality, service, a combination of each or by
price alone?

How do these customers view your firm com-
pared with your competitors? What might
cause themto shift their loyalties?

What size quantities or contracts do these
customers usually purchase? What are the
average annual purchases ofthese customers?

Do these customers commonly “shop” or
request bids to find the best price?

How do you sell your products or services?
What distribution channels do you use?



Do you incur different costs for different cus-
tomers because of their size, type or location?

Do you have a single product/service or do you
offer arange of complementary or allied
products or other inducements to attract

buyers?

How will your competition react to changesin
prices?

What is the general availability of similar prod-
ucts or services from your competitors?

Are there any unique factors in the market? For
example, mustyou provide delivery oris
creditexpected?

Your answers to these questions can help you
identify some of the internal and external forces
that could affect the prices you establish.