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1. Business Planning for Micro and Small Enterprises

1.1 Elements of a Business Plan for MSEs

The business plan is the most essential document involved when starting,
building and managing a successful business and it is an effective tool for
raising the necessary capital as well as capturing the interest of investors.
The business plan is the document that clearly and concisely defines the
goals and objectives of a business, outlining the methods for achieving
them. The business plan is also an excellent communication instrument for
investors and suppliers interested in understanding the operations and
goals of the business.

Many businesses fail due to the lack of planning and preparation. To help
plan for a successful business venture, guidelines in this publication would
help an operator better understand what information is needed in the busi-
ness plan. The more complete and accurate the information, the more
promptly institutions, banks, investors, and suppliers will be able to respond
to requests for assistance. Generally, the operator himself would be re-
sponsible for preparing the business plan.

The business plan describes what the business will do, how and where it
will be done, and how the business will be financed and managed. Its basic
components include the following chapters:

personal data;

work premises at the disposal of the operator;

yearly sales plan;

equipment owned and to be purchased;

yearly raw material requirements;

yearly operating expenses;

yearly production/service plan;

yearly profit and loss statements.

=== =Y

The business plan format outlined below presents all necessary chapters in
detail, including all necessary explanations.




Business Plan

1. Full name of the business Operator ...........ccccocvvvviriiiiein e
2. Address: Woreda / SUb-City........ccccvveeeiniieeeennee TOWN oo
Kebele......ccocoevinneenn. House no.............. Telephoneno. & & & & & & ..

Faxno. & & & & £ & & & .Email & £ £ & & & & & & & .

3. Type of the plan/Work/bBUSINESS.......c.oooiiiiiiiiiii e
4. Year of the plan: From..........c.cc.o...... 10 i
5. Work premises at the disposal of the operator ..........cccceeviviieeennnnen

(location, size, facilities)

6. Yearly sales plan:

Ser. | Product/service to be Unit of Qty. | Unit Total Remark
no. sold/marketed per year | measure price price

Total sales




7. Equipment currently owned by the operator:

Ser. | Type of equipment and| Unit of Qty. | Unit Total Remark
no. year of purchasing measure costs costs

Total

costs of equipment
8. Equipment to be purchased by the operator:
Ser. | Type of equipment Unit of Qty. | Unit Total Remark
no. measure costs | costs

Total

costs of equipment
9. Yearly raw material requirements:
Ser. | Type of raw material | Unit of Qty. | Unit Total Remark
no. measure price price

Total yearly raw material costs




10. Other yearly operating expenses:

(e.g. labour expenses, sales expenses, depreciation expenses, tax expenses)

Ser. | Types of expense Amount of ex- Remark

no pense in Birr

Total expense

11. Yearly production/service plan:

Ser. | Types of production/ Unit of Qty. | Unit Total Remark
no. service planned to be | measure costs | costs

produced / rendered

Total costs




12. Financial plan:

Capital requirements

Equity

Loan

Total

Investment capital:

8- Machinery + equipment

0. Furniture + fixture

0- Business premises

0. Any other initial and significant outlay

Working capital:

- Salary/wage

Raw material and/or supplies

Rent

Maintenance

Business promotion

Other cash out of the business to meet
short-term and recurrent expenditure

> OO O

Total

13. Yearly Profit and Loss Statement

Company

Profit and Loss Statement

Period: from............... 100,
Gross Sales

Less: Returns and allowances

= Net Sales

Less: - Costs of goods sold

- Direct material

- Direct labour

- Overhead

= Gross Profit

Less: - Administrative and selling expenses

- Salaries

- Telephone

- Water

- Electricity

- Rentals

- Others

= Operating Profit

Less: - Interest expense

= Net Profit before Tax

Less: - estimated Income Tax

= Net Profit after Tax

Date
Signature




1.3 Instructions to the Business Plan Format

In order to write the business plan, please download the Winword.doc for-
mat that can be found in the business plan web page

www.bds-ethiopia.net/business-plan.html

The table of the business plan has to be complemented with more lines, if
necessary.

Help to 1 and 2: In this section in addition to writing the name of the busi-
ness operator the essential thing is that the business owner has to have a
personal assessment which enables him to identify his entrepreneurial
talent, skills both technical and business and other personal factors which
contribute to the success of the business.

Help to 3: Write down the type of business/activity in which the operator is
engaged /would like to be engaged. In this section the following issues
have to be addressed : the licenses and permits needed, the business type
/ merchandizing, manufacturing or service/, the type of product or service,
factors which ensure the profitability of the business and the working days
have to be included. But for micro enterprises such kind of information have
to be indicative, detail analysis is not required.

Help to 4: Fill the starting and termination date of the planning period,
specifying the date, month and year. During the implementation of the
planning period there is a need by the business operator to revisit what is
indicated in the business plan and make adjustments accordingly. Prepara-
tion of business plan is an ongoing process.

Help to 5: The location of the business can play a decisive role in its suc-
cess or failure. Explain the work premises and other utilities at the opera-
tors disposal and describe the specific working premise problems, the
space needed for the business , the desirable features of the location and
its accessibility to the market. If there is anything in the location that is of
special interest for your business you can stress it, too.

Help to 6: The key issue in sales performance or marketing as a whole is
to know better the likes, dislikes and expectations of customers. The yearly
sales should be planned based on certain market surveys or past experi-
ence, if any is available. The market surveys will indicate the age, sex,
income/educational level and residence of customers . But focus has to be
given to those customers who are likely to purchase the product/service of
the enterprise. Planning the yearly sales enables to find out about the de-
sired production amount (it makes no sense to produce more than you can
sell) and the yearly income. Describe the months during which sales are
expected to be high, in order to make the necessary preparations ahead of
time and exploit the advantage. For defining the unit price per prod-
uct/service you should first know the unit costs (see production costs) as
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well as the prices of your direct competitors. In addition there is a need to
identify the strength and weaknesses of competitors in their product qual-
ity/quantity and identify how their product/services differ from yours, their
pricing and advertising techniques .So probably you will at first fill only col-
umns I-I1l, to define the possible production amount and after counting the
costs per unit you can define the price per unit.

Help to 7: Knowing the possible amount of products/services you can sell,
you are now able to plan your desired production capacity, hence the ma-
chinery you will need for this amount. If you have already some equipment,
then describe it here. Multiplying the quantity of the specific equipment by
its unit cost will give you the total cost of the equipment. Depreciation is the
theoretical price to the use of an asset. You need to know it to count later
the costs of your product/service. One of the various methods of defining
yearly depreciation, and the simplest one, is to divide the purchasing price
of the asset by the number of years of usage.

Help to 8: List down the equipment of production/service planned to be
bought by the operator. Multiplying the quantity of the specific equipment to
be bought by its unit price will give you the total costs of the equipment.
Based on the market survey the product issues that need to be considered
are: the productivity and precision of the equipment to produce quality
products, the ease to repair/install and the skill required, the space needed
for installation and the availability of spare parts.

Help to 9: Describe the yearly required raw material specifying the type of
raw material, the quantity needed, unit and total costs. Indicate the source
and continuous availability of raw material, whether it is self owned, ob-
tained from the local market or imported from abroad.

Help to 10: The general yearly operating expenses should be explained in
order to know production costs and determine the price of the product or
service. Unit costs are composed of material, labour, production over-
heads, administration and marketing costs, if the production of one product
is in place. For several products: divide the production costs by the number
of products.

Help to 11: If logically planned, then columns I-lll are the same as the
yearly planned sales plan chart (see 6). If you multiply the quantity of pro-
duction/service planned by its unit cost you will obtain the total cost of pro-
duction or service. To define the unit costs you have to add the fixed costs
per unit and variable costs per unit. Fixed costs are usually: administration
expenses (telephone, fax), stationery, rent, electricity, water, transport,
public services, maintenance, advertisement, depreciation, entrepreneur s
salary/ wages and salaries (not piece wage!). Variable costs usually in-
clude:



raw material, salary per produced piece (hint: for more details about count-
ing the unit costs refer to the booklet on "Accounting and Cost Calculation
published by the same editor).

Help to 12: The yearly working capital may be estimated on the basis of a
three-month calculation of costs. Working capital is mainly required to
cover costs related to raw material, salaries, simple hand tools of tempo-
rary nature and other operational as well as administrative expenses. In
addition, costs related to marketing activities such as sales promotion and
advertisement are also covered by the working capital.

Once you have determined the purpose and amount of the total capital you
need, it would then be necessary to know the sources of that capital. You
may have more than one option to secure the type of capital you need for
your business. Nevertheless, it would be necessary to choose the one with
easy access and less cost. Do not forget or underestimate your own contri-
bution to your total capital needs. Part of the capital (termed as equity),
therefore, is your own fund coming from regular and purposive savings. In
most cases, this amount may not be sufficient to respond to your total capi-
tal requirement and you may need to solicit loans from other sources such
as commercial banks or micro finance institutions. If this is the case, it
should be necessary for you to determine the exact amount of the loan you
must borrow and its financial expenses in terms of interests and repay-
ment.

Help to 13: in order to determine the yearly gross profit, subtract all the
appropriate yearly expenses from the yearly sales revenue. If the yearly tax
expenses are subtracted from gross profit, the net profit will be obtained.

Instruction to the Profit and Lost Statement

The Profit and Loss (P+L) Statement is one of the financial analysis tools
employed by business enterprises to track the performance of their enter-
prises. The P+L statement is the difference between sales and expenses of
an enterprise over a given period of time, often one year. If this difference
is positive, it is termed profit, while if it is negative, it is then termed loss.

The P+L statement is important for business operators/managers in check-
ing the efficiency of their business strategies and taking proper actions. The
statement is also important for bankers to check business profitability be-
fore extending credit. The statement can only be drawn up based on cer-
tain source documents such as the cashbook, otherwise it would be very
difficult to apply, especially for micro enterprises. For the statement to be



applied in a given enterprise a certain level of accounting system is needed
to be in place. The P+L statement has the following components:

d- Gross sales: the total value of sales which is obtained by multiplying
the price of each product with the total units of output sold.

0- Returns and allowances: stands for the value of damaged goods
that are returned by customers to the business enterprise for which
the business replaces the damaged goods with new. It also con-
siders payments made as sales commissions, discounts, etc.,
which again are deducted from Gross Sales to result in Net Sales.

d- Costs of goods sold: stands for the costs involved with regard to di-
rect labour, direct material and factory overhead costs which are
deducted from Net Sales to arrive at Gross Profit

d- Direct material: stands for those material costs directly accrued in
the production process, such as raw material.

0- Direct labour: refers to costs of all labour inputs directly used in the
production of goods/services of a given enterprise. Often direct la-
bour costs are measured on unit rates and costs of daily labour.

0- Overhead costs: stands for those costs incurred, but which are not
directly related to the production process. E.g. depreciation of ma-
chinery or equipment, shade rent, etc.

d- Administrative and selling expenses: This includes costs incurred
for certain administrative purposes and for the distribution of prod-
ucts. These are deducted from Gross Profit to arrive at Operating
Profit. These expenses are for example, salaries of management
and support staff, expenses related to telephone, water and elec-
tricity bills as well as office rents and other similar expenses.

0- Interest expense: this is the amount of interest to be paid on the
amount of loan obtained, based on the current interest rate.

0- Estimated income tax: the amount of tax that has to be paid as per
the income tax proclamation.



2. Business Planning for Medium Enterprises

2.1 Elements of a Business Plan for Medium Enterprises

The business plan is the most essential document for starting, building and
managing a successful business and is an effective tool for raising the nec-
essary capital and capturing the interest of investors. The business plan is
the document that clearly and concisely defines the goals and objectives of
a business and outlines the methods for achieving them. The business plan
is also an excellent communication instrument for investors and suppliers
interested in understanding the operations and goals of the business.

Many businesses fail due to a lack of planning and preparation. To help
plan for a successful business venture, the below-prepared guidelines
should help an operator better understand what information is needed in
the business plan. The more complete and accurate the information, the
more promptly institutions, banks, investors, and suppliers will be able to
respond to requests for assistance. Therefore a business plan need to be
persuasive .Generally, the operator himself would be responsible for pre-
paring the business plan.

The business plan describes what the business will do, how and where it
will be done, and how the business will be capitalized and managed. Al-
though there are many types of business plan formats based on what it is
needed for, basic components include the following chapters:

0 Executive summary

0- Sales and Marketing

0- Production

0 Organisation and Management
0 Financial plan

The business plan outlined below presents all necessary chapters in detail,
followed by an instruction to each of the chapters.
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Business Plan Outline for Medium Enterprises

Executive Summary

A. Brief Description of the Project

B. Brief Profile of the Entrepreneur

C. Project's Contributions to the Economy

1. Sales and Marketing
1.1 Product description
1.2 Competitors'

1.3 Location

1.4 Market Area

1.5 Main Customers

1.6 Total Demand

1.7 Market Share

1.8 Selling Price

1.9 Sales Forecast

1.10 Promotional Measures
1.11 Marketing Strategy
1.12 Marketing Budget

2. Production

2.1 Production Process

2.2 Fixed Capital

2.3 Life of Fixed Capital

2.4 Maintenance and Repairs

2.5 Sources of Equipment

2.6 Planned Capacity

2.7 Future Capacity

2.8 Terms and Conditions of Purchase of Equipment
2.9 Factory Location and Layout
2.10 Raw Material Needed

2.11 Costs of Raw Material

2.12 Raw Material Availability
2.13 Labour

2.14 Costs of Labour

2.15 Labour Availability

2.16 Labour Productivity

2.17 Factory Overhead Expenses
2.18 Production Costs

11




3. Organisation and Management

3.1 Form of Business

3.2 Organisational Structure

3.3 Business Experience and Qualifications of the Entrepreneur
3.4 Pre-Operating Activities

3.5 Pre-Operating Expenses

3.6 Office Equipment

3.7 Administrative Expenses

4. Financial Plan

4.1 Project Costs

4.2 Financing Plan and Loan Requirement
4.3 Security for Loan

4.4 Profit and Loss Statement
4.5 Cash Flow Statement

4.6 Balance Sheet

4.7 Loan Repayment Schedule
4.8 Break-even Point (BEP)
4.9 Return on Investment (ROI)
4.10 Financial Analysis

Instruction to the Business Plan for Medium Enterprises

Cover page

The external appearance has its own contribution in communicating the
content of the business plan. The information included in the cover sheet
must be simple highlighting the name of the company with full address
(telephone, fax, e-mail and name of person to be directly contacted for
further question with the date of business plan preparation), company logo
if there is one with limited size and at the centre the word business plan
preceded by the company name should appear. The second page will be
for table of contents and it is highly preferable that it will be limited to one

page.
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Executive Summary

The Executive Summary, although appearing first in the order of presenta-
tion in the Business Plan, is actually the last to be prepared, that is, after
the four sections of the business plan (marketing, production, organisation
& management, and finance) have been completed. It should be short (not
more than two pages and single spaced), however, loaded with vital infor-
mation about the project.

1. What is the Nature of the Project?

Briefly describe the project Benefits of the product/service and the need
identified and why the need exists, trends and risks of the market and who
are the customers and the expected market share,competitive advantage
and key suppliers and technological change in the industry, location of
business and zoning laws, legal form and historical background of the
business, plan of operation and main financial indicators such as projected
and actual sales earnings and profit after tax.

2.  What are the Entrepreneur's Competencies and Qualifications?

Give a brief introduction of yourself as an entrepreneur, your background,
your past track record, business experience and training, especially men-
tion those skills, qualities, networks and contacts with persons/enterprises
needed by or related to the project, and how you plan to use this knowl-
edge and skills to successfully run the business.

3. What are the Project's Contributions to the local and national
Economy?

Describe the important socio-economic and developmental contributions of
the proposed project to the local and/or national economy. These contribu-
tions should be significant factors and priority concerns of the government,
banks and society in general. These contributions may include employment
generation, utilisation of local skills and materials, income generation, im-
port substitution, export earnings, etc.

Sales and Marketing

1.1 What is the Product?

Give a short description of the product, its size, colour, shape and the
range of products to be offered. Describe product features, uses and bene-
fits, whether it is a new or an existing product. The technology with the
required training and the raw materials used to make the product has to be
described in line with the market demand and potential competitors. The

13



terms and conditions, volume, quality and price of potential suppliers of raw
materials has to be stated. To ensure sustainability future products/services
to be offered has to be identified and described briefly.

1.2 How does it compare in Quality and Price to its Competitors?

In answering this question, determine what will make the product unique in
the market. Will it be of better quality as compared to what is currently
available, or will the price be significantly different to make it easier to sell?
What other features will make it different from your competitor s products?

1.3 Where will the Business be located?

Location of the business is essential to either reduce costs or to increase
the chances of customers stopping at the business to look at your products
or at least make inquiries. If the business is retail or service oriented, it
must be near to the market. If it is production oriented, it may be better to
be closer to its raw material sources or near necessary infrastructure facili-
ties (e.g., port), transport and utilities (e.g., power) centres. The important
factors to consider with regard to location are:

proximity to essential raw material sources;

proximity to markets and distribution channels;

availability of transport facilities;

availability of efficient and cheap skilled labour;

existence of related industries (forward/backward linkages);
infrastructure facilities (e.g., road, power, port, etc.);
communication facilities (e.g., post office, telephone, fax);
zoning regulations and growth features;

cost and conditions of acquiring the land.

Ox Ox Ox Ox Ox Ox Qx Ox Ox

A good location is one of the most crucial factors essential for market de-
velopment hence the choice of location should therefore be carefully con-
sidered. The location should also be differentiated in terms of marketing
outlets or factory locations.

1.4 What geographical Areas will be covered by the Project?

Determining the geographical coverage (that is, where to market the prod-
uct) depends very much on the nature of the product; how well it lend itself
to transport and distribution; the size of the market in different localities; the
presence of strong competitors in the areas under consideration; your will-
ingness to travel and, of course, on existing contacts or channels of distri-
bution you are familiar with. In general, it is easier to deal with a limited
market area, since travel time and distribution costs can be kept to a mini-
mum.

14



1.5 Within the Market Area, to whom will the Business sell
its Products?

Here we are talking about a specific target group or market segments
among the population, within the specified market area you have chosen,
to whom you will aim to sell your products. Identify these customers as
clearly as possible (e.g., their characteristics and profile in terms of age,
sex, income, buying practices, consumption pattern, etc.), in order to en-
sure that the product does indeed suit their taste, needs, wants, income,
lifestyle.

Will you sell to wholesalers, retailers, and if so, what are the conse-
quences? If you plan to have a retail outlet, the choice of location is critical.

1.6 Is it possible to estimate how much of the Product is
currently being sold?

This estimate should be possible to carry out in a number of ways. Basi-
cally, the approach is to move from the general to the particular. For exam-
ple, you can start by estimating consumption, usage or sales of the product
per head of the population in your market area.

Then, one by one eliminate certain segments (specific groups categorised
by age, income, location, sex, habits, etc.) of the population who may not
be your consumers, so that at the end a reasonable figure can be assumed
to be correct. If possible and available, it is also good to check certain sta-
tistics. If you cannot make use of any reliable statistics (secondary data), it
may be better to carry out a simple and low-cost sample survey, i.e., gather
firsthand or primary data. For example, if you know how many shops there
are which sell your or similar products, and if you question a few of them
regarding their sales, you can estimate the total sales of the product.

1.6.1 Market Survey Checklists

The following is a series of checklists which can guide you in your interview
with wholesalers, retailers, and consumers (people who use the product) or
customers (people who buy your product). The questions are intended to
be illustrative and you should learn how to begin your interview (by being
friendly with your interviewees so that they will open up and not feel suspi-
cious or threatened) and pose your questions diplomatically, politely and
clearly to attain the desired information and accurate answers.

If the questions are adequately answered, you can make a preliminary
estimate of the total demand in your market area and the share of the mar-
ket which you can realistically capture, given an effective marketing strat-
egy. If similar products are distributed mainly by wholesalers and retailers,
conducting such a survey is really the first step in establishing a relation-
ship with your customers and finding out their needs. There are two main
reasons for carrying out the survey:

15



a) Accurate collection of information, so that a reliable level of sales and
production can be forecasted,

b) Establishment of good relations with your own potential customers.

1.6.2. Wholesalers'/Importers' Checklist

Most consumer products such as biscuits, sugar, toothpaste, matches, etc.
find their way to the consumers by means of wholesalers who purchase the
goods in bulk from a factory or distributors and then sell them in smaller
quantities to grocery stores and retail shops (customers). Since there are
usually few wholesalers and many retailers, it is often best to start your
market survey by visiting the wholesalers. Once you have defined your
market area, try and locate all the wholesalers who supply your area and
ask the following questions:

1) How many wholesalers are there in your market area? What are their
names and where are their locations?

2) What market areas does each wholesaler cover?

3) How often does each of your products sell per year? Are your sales of
the product increasing every year? If yes, by how much?

4) Are seasonal fluctuations present?

Forexample: 1 2 3 4 5 6 7 8 10 11 12 months
High

Medium

Low

5) What about the extent of competition? Are they large in size, are their
product features the same, what are their quality standards? What are
their marketing practices?

6) What about product improvements, i.e. do they think the market needs
some new designs, more varieties, better features, new product specifi-
cations?

7) What are their selling prices of your products?
8) At what price do they buy them?

9) What is the length of credit extended to them by their suppliers (one
week, one month?), if any?

10) Assuming your product is of suitable quality and priced competitively,
how much of your product would they take as a sample order?

16



1.6.3. Retailers' Checklist

Retail shops are the last link between producers and consumers. Ulti-
mately, they make the final sale to the public. Their proximity to the buyers
makes them valuable sources of information on what people actually want
and buy.

For example, if a person buys ink that turns out to be of poor quality, then
the customer will complain to the shop where he purchased it, rather than
going to the factory. For this reason, retailers are in a strategic position to
identify gaps within the market, particularly between what the customer s
demand is and what his wholesalers can supply. A few creative retailers
may be able to give you new product ideas that could also be realised in
your factory.

The objectives of interviewing retailers are:

a) To cross-check data provided by wholesalers;

b) To learn about the needs, wants, tastes, buying habits, etc. of the con-
sumers;

c) To look for potential new products;

d) To learn how to position your product as against your competitor s
products;

e) To learn how to market your product more effectively;

f) To help identify promotional measures that will be useful in selling the
product (e.g. display boards, give-aways, samples, etc.);

g) To help formulate the marketing strategy of the business.

A few questions which may be asked from the retailer:

1) How much of the product does he sell in a year?

2) How many competitors does he have in his neighbourhood?

3) Does he experience any seasonal fluctuation in sales?

4) From what wholesaler or manufacturer does he buy the product?
5) Is he given any credit by his suppliers?

6) If heis given credit for the product, for how long is the credit given?
7) Does he sell on wholesale anywhere, if so, where?

8) What is his purchase price of the product?

9) What is his selling price of the product?

10) Does he have any ideas whether his customers would like some
changes or improvements of the product?

11) Does he buy the product by means of cash or on credit?
12) Does he sell on commission?

17



1.6.4. Customers' or Consumers' Checklist

Even if you have interviewed wholesalers and retailers, it is important to
discuss market acceptance with customers (who buy the product) and con-
sumers (who use the product). Their feedback is very useful, either to
cross-check previously collected opinions or to capture new ideas that nei-
ther of the other two groups of interviewees have touched on or reflected.

In particular, if your product is a capital good (e.g., machinery), it is neces-
sary to talk to consumers as they normally purchase directly from the fac-
tory. A few questions which can be asked from customers and consumers
are:

1) Why did you buy this product?

2) When (What month) did you buy it?

3) How often do you buy this product?

4) Will you need more of this product in future? How many units?

5) How much did you pay for it?

6) Are you satisfied with it?

7) Would you like to see any changes or improvements?

8) From where did you buy it (locality), from whom?

9) Why did you buy it from this particular supplier?

You must have a profile record of your interviewees (wholesalers, retailers,
consumers), including information such as age, occupation, income, buying

habits, sex, consumption patterns etc., as this information will be helpful in
analysing and describing your market.

1.7 What Share or Percent of this Market can be captured
by the Business?

This is always a difficult question to answer precisely, since much depends
on your ability as an entrepreneur to sell your product, your network, the
effectiveness of your marketing strategy and your aggressiveness in push-
ing the product combined with business common sense. It also depends on
the extent and strength of competition. However, certain guidelines can be
given. If you have done your market survey properly, you will know the
following information on your competitors:

a) whether there are few or many competitors;

b) whether they are large or small in size;

c) whether their product features are similar or different to one another;

d) whether their product features are similar or different to yours.

The following decision guide may help in processing this information to
make an estimate of your market share.
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