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Chapter 2

Business plan

Tomasz Dorozynski, Wojciech Urbaniak

2.1. Notion

To an enterprise, a business plan is a planning tool which describes
future activities and the ways of delivering them, taking account of ex-
ternal and internal circumstances. It may also be defined as a document,
which:

a) sets out a work programme (plan) of an enterprise,
b) shows whether the plan is feasible and realistic,

c) demonstrates that its implementation may bring benefits to the en-
terprise.

It is clearly a future-oriented document. A business plan uses vari-
ous predictions connected with the business environment, such as fore-
casts, programmes or plans. First of all, it formulates assessments with
respect to the future performance of the enterprise in question, which
will be attained as a result of the implementation of the planned devel-
opment projects. The present situation is the starting point for consider-
ations relating to the future.

The business plan is a realistic document. Usually it is developed to
deliver concrete actions within an enterprise, not to meet formal require-
ments. The only exception is certain subsidies, for which a business plan
must already be submitted in the application procedure to demonstrate
that the project is feasible. The business plan should realistically assess
the feasibility of the planned goals and the practical ways of reaching
them. That is why it must be based on an analysis of the current economic
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situation and its authors have to provide evidence that the goals can be
attained in a given economic, legal and social environment.

The business plan demonstrates that the economic operator will
benefit from implementing the tasks outlined in it, i.e. that at a speci-
fied time in the future, the operator will arrive at a planned and desired
situation. As a rule, it means achieving adequately high profit under giv-
en circumstances. Sometimes, enterprises instigate actions to attain oth-
er objectives, such as environmental protection, improving employees’
skills or health and safety conditions at work.

A business plan is always in writing. Thus, considerations on how
to establish or develop a business may not be considered a business plan.
A professionally written business plan draws knowledge from economics,
especially microeconomics, finance, marketing, management and organ-
isation, and risk. Legal aspects make its vital complement. The authors
must have knowledge and practical information on the environment in
which the project will be delivered.

The owners of small firms often choose to write a business plan
themselves. The advantage of such an approach is that they have the vi-
sion of the project in question and the full set of data on how the busi-
ness operates. A lack of knowledge and experience in writing business
plans may be an issue, however, implying the need to involve someone
from outside (e.g. a consultant), who could give advice while prepar-
ing the document and assess its final version. Business plans for bigger
economic entities should be developed by a team, usually composed of
owners, managers, key employees as well as representatives of organisa-
tions in the business environment (consulting firms, development agen-
cies, entrepreneurship incubators and accelerators, industry and technol-
ogy parks, universities, etc.).

2.2. Characteristics

A professionally written business plan should have certain character-
istics to ensure the best efficacy and efficiency of the planned investment
project. Hence a business plan must be:

a) concrete —i.e. based on facts and credible data,
b) up to date,

¢) comprehensive and compact,
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d) honest and optimistic,
e) attractive to read,

f) flexible,

g) verifiable,

h) confidential.

A concrete business plan means it is based on facts and facts only,
with goals being their natural outcome. Intuition or assumptions are
not good foundations of a business plan. Facts in a business plan in-
clude a binding legal order, the economic situation at home and abroad,
the market structure and mechanisms, costs of production, the labour
market situation, and other factors. The goals in a business plan must
be concrete, meaning they must be expressed in numbers and achieved
within a clearly specified time limit. The document uses various figures
which may come from statistical institutions (e.g. the Central Statisti-
cal Office of Poland — GUS, Eurostat), producers’ associations and com-
panies, business intelligence companies, the results of purchased sur-
veys, own analyses, etc. The figures most often represent the prices of
sold products and purchased materials, the size and structure of sales,
and competitors’ performance. The figures should be approached with
a lot of criticism. You must find out the scope of the data concerning
things such as sales (do they include illegal markets?). In international
comparisons, you need to examine whether the calculation method is
the same in all analysed countries (e.g., how the unemployment rate is
estimated, as it may well be based on a different methodology in each
EU Member State).

An up to date business plan means it is based on data that are not
outdated, in particular on binding legal acts, data pertaining to the mar-
ket and the latest forecasts and up to date figures.

At first glance, expecting a business plan to be comprehensive and
compact at the same time might seem contradictory. Comprehensive-
ness (completeness) means the plan provides an exhaustive description
of the project and makes references to all the key areas of business op-
erations essential for the delivery. There is nothing like a partial business
plan, one that could omit some of these areas. Such a document would
be untrustworthy. A business plan that, e.g., disregards the market
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situation is completely useless. Compactness does not mean you should
not make a business plan as detailed as possible; primarily it should be
written to such an extent that it demonstrates that a project is feasible
and its implementation will bring the expected benefits. An in-depth ex-
ploration of other detailed aspects should be avoided. You may draft ap-
pendices with additional information, such as a detailed cost estimate for
construction and assembly works, or the list of products sold in the shop.
The length of a business plan depends on the complexity of the project
and the size of an enterprise, and it usually varies from several to several
dozen pages.

A business plan should also be both honest and optimistic. That
may raise some concerns as it sounds rather puerile. What can you do
with an honest document that reveals a pessimistic picture and demon-
strates that a project stands no chance of being successful? The answer
is simple: such a document is not a business plan, which is optimistic by
nature (its role is to show that plans are feasible and their accomplish-
ment will bring benefits). When you write it for yourself it must obviously
be honest. Doubts may arise over business plans used when applying for
external funding. People are sometimes tempted to present such a proj-
ect as more attractive than it really is. However, we need to note that
a loan, subsidy or borrowing is not a goal in itself, or at least it should
not be one. They are tools helpful in the successful implementation of
a project. If the plan is poor, the firm in question will not be successful
and it will face problems in paying the subsidy back. Nowadays, product
and outcome indicators are, as a rule, set too ambitiously in projects, and
enterprises are unable to meet them.

Business plans should not avoid showing the potential threats and
difficulties that may appear in the course of its delivery. They never auto-
matically discredit a project since any economic activity involves an ele-
ment of risk. Taking account of threats and difficulties is even required by
those who assess business plans, however, the two should be accompa-
nied by showing the ways of dealing with them. If no coping strategies
are presented, and difficulties are linked to fundamental aspects (e.g.,
planned sales or lack of stability in supplies of basic materials), it is not
worth getting a loan, since the project will produce losses.

When a business plan is written for its author (e.g., for a start-up) its
attractiveness to the reader is marginal. However, if you want the man-
agement, investor, creditor, or borrower to read it, or when you are
looking for partners, the document should be easy to read, stylistically
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correct, and well edited. Obviously, one must always remember that at-
tractiveness for the reader is an important quality of a business plan,
but the most important are its substantive merits. Stylistic correctness is
about clarity and unambiguous statements, especially pertinent to appli-
cation procedures. The language of a business plan should be reserved
and the description of a project should not be overly optimistic. When
editing the text to facilitate the reading of a business plan, care should
be taken to ensure its clear layout. To this end you may use technical so-
lutions available in the software: various font sizes, using bold and un-
derlined words, frames, etc. Text may also be written in different colours,
although that is not necessary. An executive summary, usually placed
at the beginning of a business plan, is an important part as it makes
the reading easier.

A business plan should be flexible. It means its implementation
should be possible even if not all assumptions with respect to the future
are met, e.g., when achieved prices are below the expected level. Plans’
resilience to changes in assumptions and implied risk remains an open
issue.

A business plan does not have to be written just for one particular
occasion. It is a document that should be verified if, in the course of
implementation, new factors emerge that influence its delivery.

Business plans often include confidential information concerning, in-
ter alia, the idea of the project, protection of intellectual property rights,
promotion, sources of supply or unit cost. This is the reason why the doc-
ument should be confidential and made available to a closed group of
people.

2.3. Using a business plan

A business plan may be written for internal or external purposes. It
is a document which supports business management and is a vital plan-
ning tool facilitating the implementation of a project. It delineates ac-
tions to be taken to achieve the goal. A business plan may be prepared
at different stages of an enterprise’s history:

a) before it has been established, to verify the rationale behind start-
ing a business and to attract financing for a start-up (granted once)
(Example 1);
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Example 1. Application form for start-up grant' — template
I.  Applicant data (e.g., her/his status on the labour market, participation in social
integration centre workshops, social integration clubs);
Il. Information concerning planned business activities, including:

a) general description of planned business project,

b) type of planned activities (Polish PKD),

c) business location where the activities will be performed,

d) any previous business history including the reasons why it was ceased,

e) required licenses, authorisations, permits,

f) completed courses, including those in the area of starting and running
a business,

g) documented skills and professional experience directly linked to the planned
business activity,

h) possible contracts, references, preliminary cooperation declarations signed
with suppliers, customers and subcontractors,

i) ways of securing the repayment of funds received to start up a business,
e.g. a warranty, endorsed bill of exchange (an aval), bank guarantee, col-
lateral, assets frozen in a bank account, notary act by means of which
the debtor subjects himself to the creditor’s recovery proceedings,

j) marketing analysis and market characteristics,

k) profitability and efficiency analysis of the project, including sales, costs,
and profit forecasts.

Ill. Financial analysis, including:

a) costs relating to starting a business and sources of its financing (own re-
sources, external resources), including:

— purchase of fixed assets, machinery and equipment,
— purchase of operating assets,

— purchase of means of transport,

— purchase of advertising services and materials,

— renting space for the business,

— costs of legal assistance, advice and consultancy,

b) detailed specification of expenses to be borne from the grant, how they will
be evidenced (VAT invoice, sales contract) and justification of outlays.

IV. Appendices including declarations concerning:

a) refraining from taking up employment within 12 months of the starting of
the business,

b) obligation to pursue business activities for the period of 12 months from its
start date and not to apply for its suspension within the same period,

c) being free from any financial obligations vis-a-vis target funds,

d) de minimis aid.

Based on the documents of the County Labour Office in Lodz, www.pup-lodz.pl.

' For grants financed by County Labour Offices under the Act on Employment Promo-
tion and Labour Market Institutions (Journal of Laws — Dz.U. of 2015, item 149, 357,
1066), the amount may not exceed the average statutory salary multiplied by six.
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b) when the business is up and running, to take decisions on the change
of production profile, modernisation, development or remedy proj-
ects, etc. (Example 2);

Example 2. Business plan template for investment projects under the Regional Oper-
ating Programme for Lodz Voivodeship 2007-2013
1. General Applicant-related data and information

1.1.
1.2.
1.3.

2. Marketing plan

2.1.
2.2.
2.3.
2.4.
2.5.
2.6.
2.7.

3. Project implementation

3.1.
3.2.
3.3.
3.4.
3.5.
3.6.
3.7.
3.8.
3.9.

3.10. Institutional capacity to deliver the project
4. Applicant economic and financial analysis

4.1.
4.2.
4.3.
4.4.
4.5.

Based on the documents of the Marshal Office in Lodz, www.rpo.lodzkie.pl

Applicant data
Applicant’s business activity
Business profile

General product/service characteristics
Market

Competition

Distribution and promotion

Price

Sales forecast

Revenue

Project description

Project location

Description of planned investment

Project innovation

Material scope of the project, cost estimates and implementation timetable
Detailed cost estimation for eligible activities

Justification of costs to be incurred

Sources of funding eligible expenses within the project

Resources enabling project implementation

Simplified Balance Sheet (Appendix 1)

Profit and Loss Account (Appendix 2)

Cash Flow forecast (Appendix 3)

Financial indicators

Net Present Value (NPV2) and Internal Rate of Return (IRR3)

2 NPV = Ei where:
~ (1+71)"

r — discount rate,

CF, — net cash flow in t period,

t — subsequent periods (years) of the investment and project,

I, — initial investment outlays,

n — period (number of years) within which an investment project is carried out.

IRR — internal rate of return (discount) for which NPV = 0; (equation result NPV = 0
with reference to unknown t).

40
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c) for ownership transformations in an enterprise;

d) in relation to liquidation, to prepare the organisational side of
the process.

A business plan may be useful for external entities (mainly financial
institutions and potential investors) when:

1) an enterprise applies for loans, borrowings, grants, EU and similar
funds to finance a project;

2) an enterprise is looking for partners to collaborate with;

3) assisting internationalisation of business by, e.g., co-financing the par-
ticipation in fairs and missions abroad where usually an application
and a business plan make one integrated document (Example 3).

Example 3. Application form for subsidies co-financing participation in fairs and mis-
sions abroad — template
A.
B.

General data (scheme, priority, measure, type of financing);

Applicant’s (beneficiary’s) data, including: enterprise contact data, project
partners, type of business activity, products/services offered, revenue from
business, factors influencing demand for products/services offered, benefi-
ciary’s market position, R&D department in the enterprise, human and techni-
cal resources ensuring proper delivery of the project;

Project description, including: event place and time, project justification, de-
tailed description of the course of the project, goal, sustainability, promotion,
complementary links with other projects of the beneficiary, experience, prepar-
edness to implement the project;

Project performance indicators, including: measureable product and out-
come indicators, ways of monitoring the project and frequency of calculating
the indicators;

Subsidy, including: amount and type of State aid and information on potential
revenue generated by the project;

Project impact upon horizontal policies, such as: equal opportunities, com-
petition and public procurement, environmental and sustainable development,
IT society, and employment policies;

. Project financing, including: amount of subsidy, VAT tax eligibility, expens-

es covered by flexibility mechanism (cross-financing), sources of funding, how
the funding is secured, the use of advance payments system;

. Scheduling materials and finances;

Applicant economic and financial analysis, including: balance sheet, profit
and loss account, cash flows, financial indicators (current and fast liquidity,
stock rotation, receivables and liabilities, indebtedness, profitability of sales
and return on equity (ROE));

Based on the documents of Entrepreneurs’ Service Centre in Lodz, www.cop.lodzkie.pl
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Having a business plan is good irrespective of the size of an enter-
prise. We need to stress that:

1) writing a business plan is not a “miracle solution” that would auto-
matically make a project successful but it reduces the risk of failure,

2) writing a business plan makes the entrepreneur re-think her/his plan
once again, which will help them to better understand and imple-
ment it (or give up the project),

3) through the comprehensive approach typical of preparing a business
plan, you may catch mistakes and gaps in project idea. If they can be
rectified, the implementation of the project will be improved; if not,
by giving the project up you can avoid additional losses,

4) a well-prepared business plan may become a “pass” to various types
of financial assistance, even if initially the project was to be financed
exclusively from the entrepreneur’s own resources.

On top of that, for small (micro) economic operators, a good busi-
ness plan represents other advantages:

1) it offers them psychological support and reinforces the motivation to
deliver a project,

2) It teaches to think in longer-term periods since owners of such busi-
nesses often focus on short-term goals only.

2.4. Contents

As we have already stated, a business plan must be flexible. It also
means its contents must be adjusted to the nature of both the project
and the enterprise. A single universal layout of a business plan does not
exist. The literature offers business plans that differ in structure while fi-
nancial institutions have their own requirements vis-a-vis the layout and
form. That, however, does not imply substantive diversity. In accordance
with the definition, each business plan must be complete and discuss all
factors relevant for the feasibility of the project and benefits related to it.
That is why constituent elements are the same: a description of the busi-
ness, project and products, market and promotional activities, evalua-
tion of human resources, financial forecast of sales, initial outlays, costs,
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and profitability. With respect to the above, we may say the document is
standardised. The level of detail and sequence of elements are different
in different business plans depending on the situation, goals, and re-
qguirements of institutions who grant funding or other types of support.

A complete business plan should include the following components:

1) executive summary,
2) business description,
3) short description of the project,

4) products and services which will be manufactured (rendered) as a re-
sult of project implementation,

5) business location,

6) initial outlays,

7) financing initial outlays,

8) market analysis,

9) promotion activities,

10) human resources,

11) supplies of raw materials for production (services),
12) other operating costs of production,

13) project timetable,

14) financial forecast,

15) risk factors.
2.4.1. Executive summary

An executive summary (abstract) is usually placed at the beginning of
the business plan, but it is written after all elements have been finalized.
It facilitates the reading of the document and understanding the goal
of the project. An executive summary is especially important when you
want to attract the interest of bankers, potential investors, and evalua-
tors. Its task is to encourage them to read the entire document. Hence,
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a summary should be especially attractive and relatively short. It should
not exceed two pages (Skrzypek, Filar 2007, p. 59). To ensure text clarity
and transparency, it is advisable to write it in paragraphs. The summary
should give a concise picture of the project, demonstrate its feasibility
and identify potential effects.

Table 2.1. Substantive scope of an executive summary

No. Required data

1. |Brief description of the project for which the business plan has been written,
including its goal, products (services) that will be placed in the market, initial
outlays

Target market

Management of the enterprise including the team who will deliver the business
plan

4. |Factors of comparative advantage compared to other entities offering
the product (service)

5. |Financial forecasts

Source: Authors’ studies.
2.4.2. Business description

This part of the business plan presents basic data about the enter-
prise. Usually, the business description is divided into components relat-
ing to the historical and present situation (Pasieczny 2007, pp. 27-28).
The part also includes data that identify the enterprise (Skrzypek, Filar
2007, pp. 59-60).

Table 2.2. Basic data and information about the enterprise

No. Required data

1. | Enterprise data including: name, contact data, organisational and legal status,
owners

2. | History — date of establishment, products or services, major achievements,
financial standing within not longer than the last 3-5 years

3. | Present situation — description of assets, products and/or services, market
position, current financial standing

4. | Major strengths and weaknesses of the enterprise

Source: Authors’ studies.
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2.4.3. Short description of the project

An introductory part, which includes basic information about
the project:

1) identification of project idea,
2) reasons why the project will be delivered,

3) possible actions undertaken before the beginning of the project.

2.4.4. Products and services covered by the project

This section describes products (services) that will be manufactured
(rendered) as a result of the implementation of the project. The way they
are described depends on what kind of products or services you are deal-
ing with. When a product is common (e.g., clothes), you must focus
on characteristics that distinguish it from other products available on
the market. If it is a specialist product (e.g., a complex system to be in-
stalled in a machine or equipment), explaining what it is used for needs
to be stressed (Pasieczny 2007, p. 55).

Differences in description will also come up when we are dealing
with a standard or tailor-made (individualised) product. In the first case,
its characteristics are the same as those of products offered by competi-
tors (within a given standard, e.g. mineral raw materials). Tailor-made
products (e.g. passenger cars) represent qualities that differentiate them
from products offered by competitors and they need to be highlighted
in a business plan. This is particularly relevant for services which are ex-
tremely tailor-made. Identification of the stage in a product’s lifecycle
is vital for forecasting demand dynamics and developing a promotional
plan in accordance with marketing mix rules.

Table 2.3. Products and services

No. Required data

1 2

1. | Product (service) in accordance with statistical classification of GUS

2. |Product (service) — description, structure, parameters, technology, use
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Table 2.3. (cond.)

1 2

3. |Is a product (service) standard or tailor-made, how does it impact technical
progress; what will the varieties of the product (service) be; to what extent is
the assortment differentiated

4. | Characteristics that distinguish a product (service) from those already available
on the market

5. |Product (service) lifecycle stage

Source: Authors’ studies.

2.4.5. Business location

Business location is crucial as it may seriously influence sales op-
portunities, effective promotion or costs. When choosing a new busi-
ness location or a location for a branch of an already existing enter-
prise, account should be taken of the following factors: rent (leasing),
availability of the place, competition, access to markets, business-specific
factors (e.g., burden to local residents, environment) (Pasieczny 2007,
pp. 40-41). When it comes to services, location is vital when they are
rendered in the firm’s premises (e.g., hospitals, schools, retail trade).

2.4.6. Initial outlays

This section of a business plan is an extended project description.
You are expected to present briefly the production technology (how ser-
vices will be rendered), identify other available technologies and justify
the choice. Discussing stages of the production process (service) is rec-
ommended. In addition, here you can find information on additional pro-
duction (service) capacity that will be achieved as a result of the project.

Individual items of initial expenses need to be described by assign-
ing concrete values, features and purchase justification. In particular, you
must provide precise data for more valuable machinery, equipment and
devices. Usually we give the name and type of the equipment, manufac-
turer (brand), place and value of the planned purchase. If you are buying
second hand equipment, the date of production is required. If the pur-
chase is subject to the procedure laid down by the Public Procurement
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Law or similar, you may not specify the manufacturer, supplier, contract-
ing party, etc. upfront. The selection will be decided in a bidding proce-
dure which will decide who will be awarded the contract for supplies,
services, or construction works.

To deliver the project, you need not only fixed but also operating as-
sets. Hence, initial outlays also include the cash necessary to maintain
liquidity at the beginning stages. Cash may be needed, e.g., to pay for
materials used in production before any sales revenue has been earned.
It is convenient to list investment expenditure using the scheme from
Table 2.4.

Table 2.4. Initial outlays — structure

Value in PLN

No. Item (or other currency)

1. |Real estate purchase

2. |Construction, assembly and adaptation works

3. |[Machines, equipment, devices

4. |Intangible assets

5. | Other investment expenditure

6. |Total investment outlays

7. |Operating resources at the start

8. |Total initial outlays

Source: Authors’ studies.

2.4.7. Financing initial outlays

Initial outlays may be financed from different sources, which may
include: own resources, borrowings, loans, subsidies or EU funds. A busi-
ness plan should explain the structure of these sources. It may be done
in a table. For loans and borrowings, you need to specify the expected
terms on which they will be granted. You also must provide the time-
table for repaying instalments and interests.
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Table 2.5. Initial outlays — sources of funding. Timetable for repaying loans and
borrowings (in PLN)*

Before | 2016|2016 | 2016|2016
Item Q12016| Q1 Q2 Q3 Qa 2017 | 2018

Sources of funding

Own resources

Subsidies

EU funds

Loans and borrowings

Other sources of funding initial
outlays

Repayments of loans and
borrowings

Paying interests on loans and
borrowings

* For forecasts in this chapter we assumed that the business will start at the beginning of
2016 and the timeline for the forecast is 3 years.

Source: Authors’ studies.

2.4.8. Market analysis

Having a good product or being able to offer a top quality service
gives no guarantee of successful sales. There must be people willing to
buy them, meaning they must be attractive in terms of characteristics
and price. Market analysis gives information about sales opportunities
for particular products/services.

Thus you need to estimate, even roughly, the size of the market,
identify the population of buyers and sales. Then, you continue with
market segmentation. When the offer is addressed to consumers, seg-
ments (niches) are usually identified based on domicile — the geographi-
cal criterion (town or countryside), the distance from the firm and de-
mographic criteria: sex and age. These may be complemented with other
criteria, such as education, profession, income, interests or lifestyle. En-
terprises which export their products base segmentation on countries
and regions of the world. Having selected the segment which will be

48 Practical Aspects in Doing International Business



Chapter 2. Business plan

your target market (while identifying the plan of market activities in
paragraph 2.4.9) you must provide in-depth characteristics. Brief charac-
teristics of individual segments are also attached.

Next, you must identify your competitors. List them first and divide
them into principal, secondary and potential, who might pose threat in
the future (Kowalczyk 2001, p. 100). Activities of principal competitors
require a thorough analysis to estimate their sales, the products (ser-
vices) that they offer, the quality, prices and terms of sales. The analysis
should also cover distribution channels, promotion, financial resources,
stock and business reputation. You need to highlight the strengths and
weaknesses of at least some principal competitors.

When analysing market development perspectives, attention is paid
mostly to future trends in demand size and structure, the potential evo-
lution of customer preferences (e.g. influenced by technological prog-
ress), the stability of legal regulations and competitors’ behaviour.

What methods should be applied in market analysis? Information
about the market and its prospective development can be obtained pri-
marily from secondary sources: websites, papers, and reports. Market
data are also available from specialist business intelligence companies.
This is how international market data are often received. When it comes to
primary research, large firms receive precise market data from their own
extensive direct studies and in-depth interviews. It is recommended that
small economic entities watch their competitors — their outlets and offer.

Table 2.6. Market analysis in a business plan

No. |Scope of market analysis Necessary data
1. |Size of the market estimated population of market participants and
sales
2. |Market segment capacity, general characteristics, customers’ needs

and expectations

3. |Target segment clients’ characteristics, sales, potential capacity of
the segment, customers’ needs and expectations,
factors decisive for purchase decisions

4. |Competitors’ List of competitors, estimated sales, operational
characteristics strategies, strengths and weaknesses

5. |Market development demand directions and trends
forecast

Source: Authors’ studies.
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2.4.9. Market activities plan

Market analysis allows for the selection of the segment (or niche)
that will become the enterprise’s target market for the project.

Then, the enterprise needs to identify the marketing objectives and
plan activities that will help to achieve them and use marketing instru-
ments in the areas of product, price, distribution, and promotion (the
marketing mix). Marketing objectives belong to the fields of sales and
meeting customer needs over shorter or longer periods. Short-term ob-
jectives may be related to, e.g., participating in trade events and estab-
lishing business contacts; long-term ones include, e.g., arriving at a tar-
get market share, extension of the distribution network, or creating an
appropriate image of the business and its products (services).

Achieving the planned level of sales is the primary marketing objec-
tive. It is identified based on the forecasting revenue from sales, one of
the key components of a business plan. How future sales are estimated
is decisive for variable costs and also, to some extent, overheads. Sales
are decisive for future profit. Drafting a sales forecast is not an easy task
and it is highly uncertain. Some estimation methods are available but
none can eliminate the uncertainty. Forecasting sales for a new business
may be based on previous trends in sales, experience, competitors’ sales
or orders (if a business has already received any). You may also calculate
the so-called free market share by deducting competitors’ sales from po-
tential demand (Pasieczny 2007, pp. 98-107).

A sales forecast is conditional, its trustworthiness depending on
the accuracy of adopted assumptions concerning sales prices, sales struc-
ture broken down by products (services), seasonality, market develop-
ment directions, adopted competition strategy and other factors. A sales
forecast can be conveniently presented in a table as shown in the ex-
ample below.

Among the product-related activities that assist in achieving market-
ing objectives, the following are worth our attention:

1) ensuring that the quality profile of products (services) is satisfactory
for clients from the target market,

2) equipping products with characteristics that will distinguish them
from competitors’ products (design, sizes, packaging, labels),

3) adoption and implementation of brand strategy,

4) ensuring appropriate service and warranty terms.
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While using marketing tools with respect to price, first you need to
learn the prices offered by competitors. The key issue to be addressed
here is the comparison of prices of the enterprise in question with those
of its competitors. Setting prices too low may yield very little profit and
make a business go bankrupt while too high prices may discourage cli-
ents. When pricing your products, take various factors into consideration:
costs, product quality, buyers’ taste and habits, effect of competition,
market situation, seasonality, price elasticity of demand and the enter-
prise’s goals.

To be able to sell its products, a business must find customers and
reach them via appropriate distribution channels. In the service industry,
direct channels are of specific relevance as they imply direct personal
contact between a service provider and the client. In production, the dis-
tribution channels may vary. Direct ones include door-to-door canvassing
and mail order sales. Indirect distribution channels are, inter alia, retail
and wholesale trade. Some of the factors to consider when selecting
a distribution channel are the type of products (services), customer ex-
pectations with respect to how products are sold, shaping the image of
a company and costs.

Other project success factors include proper planning and the ex-
ecution of promotion activities. Their goal is to inform potential buyers
about the firm’s offer. Promotion must be well thought over and tailored
to the specificity of the target market. It should be discussed in concrete
terms in the business plan (e.g., an ad in “Gazeta tédzka” newspaper,
the size of 30 cm? published every Friday in the first year of business).
The scope of promotion is usually dictated by costs. Hence, you need to
carefully forecast the cost of promotion.

Table 2.8. Market activities programme

No. Activities
1. |Select target markets (from among the segments described in the previous
paragraph)
Adopt assumptions for sales forecast (preferably in paragraphs)
Sales forecast (sales objectives)
Other marketing objectives
Product-related policy
Pricing policy
Distribution channels
8. |Promotion activities

N A W

Source: Authors’ studies.
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2.4.10. Human resources

The quality of human capital (resources) plays a key role in the suc-
cess of a project, in particular, in services based on direct contact between
an economic operator and its customers. This section of the business
plan should introduce the management team and stress their capabilities
(competence) to run the business and manage the enterprise. Their char-
acteristics should provide data concerning education, previous business
career and professional achievements.

People who will be employed as a result of the project are character-
ised more generally by giving their number and desired skills. You also
assess the possibility of recruiting such people. The remuneration policy
needs to be identified together with a forecast of the cost of employ-
ment. This section outlines the organisational chart of an enterprise after
the completion of the project.

Table 2.9. Human resources in business plan

No. Required data

1. |Management team presentation (top)

Demand for people with adequate skills (employees)

Forecast of the gross cost of employment

Plw N

Organisational chart

Source: Authors’ studies.

2.4.11. Supplies of materials for production (services)

Materials for production may include raw materials, materials or
components. To start with, you need to divide them into basic and aux-
iliary and focus on the first group in the analysis. When materials for
production are generally available and offered by many operators, you
do not need to analyse suppliers. Otherwise, suppliers must be described
and you must demonstrate that they will be willing to maintain business
relations with the firm (preliminary contracts are an asset). The calcula-
tion of the costs of materials, raw materials and components are per-
formed based on unit consumption and sales revenue forecast.
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Table 2.10. Supplies of materials for production (services)

No. Required data
1. Types of materials for production
2. Availability of basic and auxiliary materials for production
3. Suppliers
4. Forecast of material costs

Source: Authors’ studies.

2.4.12. Other operating costs of production and their forecast

The above discussed business plan sections include cost forecasts of

granted loans and borrowings, promotion, materials for production, sal-
aries and costs related with them. This section presents the calculations
of the remaining operating costs. Care should be taken not to overlook
any cost element in the forecast. You should also allow for unexpected
costs, which are calculated as a percentage of overall costs. Table 2.11 is
an example of cost components in an enterprise.

Table 2.11. Major production cost components — forecast (in PLN)

2016 | 2016 | 2016 | 2016
Item Q1 Q2 Q3 Q4 2017 | 2018

1 2 3 4 5 6 7

Raw materials, materials,
components

Energy, water, gas

Gross employment costs

External services

Administrative costs

Cost of promotion

54
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Table 2.11. (cont.)

1 2 3 4 5 6 7

Other costs of sales

Major repairs, repairs

Insurance

Rent and lease costs

Transport

Fixed costs taxes (land tax, property
tax)

Depreciation

Interests

Other (please specify)

Total

Provision for unexpected costs (e.g.,
10% of “Total"”)

Total (final)

Source: Authors’ studies.

2.4.13. Project timetable

The timetable is a structured schedule of activities necessary to de-
liver a project. It helps to establish the sequence of individual operations,
identify how long they will take, and strengthen discipline in the imple-
mentation stage. The timetable lists planned dates of the beginning and
completion of the project and delivery dates of its major tasks. The time-
table must be continuous and the time assigned for individual tasks
should be realistic and adequate for their complexity. Some time must
be provided to acquire the necessary permits and administrative deci-
sions, to make settlements connected with subsidies and other projects
financed from public resources, and public procurement procedures.
Usually these stages cause delays in the implementation of investment
projects.
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2.4.14 Financial forecast

The financial forecast is the core of a business plan. It informs
the reader whether a project is profitable and will bring adequate ben-
efits. The financial forecast uses data included in various sections of
a business plan. Special attention is paid to data concerning initial out-
lays, production cost forecast and planned revenue from sales.

A business plan needs to make assumptions about prices used in
forecasts and take account of inflation. Two methods can be applied in
this case. Firstly, you may assume a specific rate of inflation for the peri-
od covered by the forecast (e.g., based on official government or nation-
al bank forecasts for a particular country). Having little credible inflation
estimates for periods covering several years are a major disadvantage of
this method. The second method consists in ignoring inflation and us-
ing current prices from the period when the forecast is made. This sim-
pler solution may, however, distort future estimates of income and based
profitability of initial outlays, and for these reasons it is applied, first and
foremost, in periods of low and stable inflation.

The business plan must specify the time horizon of the forecast. In-
stitutions which offer grants usually require that the entire repayment
period be covered. In other cases, several years, often three, is a typical
time limit. You also need to identify sub-periods for which you will pre-
pare the forecast. Sub-periods depend on the sector, the type of project,
the need to account for seasonal fluctuations, and other factors. Usually,
the first year of the forecast is divided into quarters or months. For sub-
sequent years, projections are most often made for annual periods.

The financial section of an extensive business plan includes the fore-
casts of the Profit and Loss Account, Balance Sheet, Cash Flow, and finan-
cial indicators. All of them use data from previous sections of the business
plan. Profitability thresholds, and the overall profitability of the invest-
ment project in question, are also analysed. Financial forecasts should be
presented with a comment.

Special importance is attached to the Profit and Loss Account as it
gives a synthetic picture of how profit is created in a business. By com-
paring revenue from sales with costs, it shows the end financial results
of the planned project in individual periods. In other words, it demon-
strates the profitability of the project. The Profit and Loss Account may
take different forms. When projects are developed for small enterprises,
the financial forecast does not enter into more detail.
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Table 2.12. Profit and Loss Account forecast*

2016 | 2016 | 2016 | 2016
Item Q1 Q2 Q3 Q4 2017 | 2018

Revenue from sales

Cost of production

Gross profit (A-B)

O|ln|wm|>

Insurance: retirement,
pension, sickness, accident

E |Sickness insurance
(9% of base amount)

Tax base (C-D)

G |Income tax F¥18% — tax-free
amount — health insurance
premium (7.75% of base
amount)’

H |Net profit (C—-D—E-F)

Source: Authors’ studies.

2.4.15. Risk factor

Risk can be defined as a probable (potential) and undesirable event
that may prevent a business from accomplishing its goals (Ciechan-
-Kujawa 2007, p. 176). It implies the probability of occurrences that will
adversely affect business performance and its development perspectives.
Risk is a part of any business activity.

The business plan should list risk factors and ways of coping with
them. Risks can be divided into systematic and business-specific. System-
atic (external) risk cannot be controlled by the economic entity. It may
be connected with forces of nature, the economic situation, techno-
logical progress or competition. Business-specific (internal) risk emerges
in the area at least partly controlled by the business. Examples of such
risks include business management, access to materials for production,
the likelihood of losing liquidity or ineffective promotion. Specific risk
may be particularly intense in the first periods of business activity.

4 For an individual who runs a business and fully owns the revenue.
> Calculations for the lowest income tax rate.
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Risk factors are often presented when conducting SWOT analysis.
In accordance with its principles, based on data from the business plan,
you identify key factors essential for the success of a project and divide
them into internal, including strengths and weaknesses, and external,
i.e., opportunities and threats.

The analysis should not be limited to the listing of risk factors. You
need to explain how you will cope with them based on information in-
cluded in the business plan.

*kh*k

The business plan is one of the most important tools used in plan-
ning and developing business activity. As you have learnt from this Chap-
ter, entrepreneurs may benefit from having a business plan. It provides
a structure for business activities, helps to focus on specific goals and en-
sures a comprehensive approach to a project. On top of that, it facilitates
the selection of realistic product and outcome indicators, moderates risk
and helps to manage the investment project.

A business plan is also indispensable when you apply for external
funding. It may also be used as a base document in granting start-up
grants or subsidising investment projects in already existing businesses.
Business plans are used by financial market institutions, regional devel-
opment agencies and institutions entrusted with the management of EU
financed programmes.

Obviously, a business plan is not an ideal tool. It may have disad-
vantages or inflict negative consequences upon an entrepreneur. Firstly,
to prepare it you need the time and resources to cover additional costs.
In the case of big investment projects, the preparing of a business plan
may take some months and cost from over a few thousand to several
tens of thousands of zloty. Secondly, the procedure may unnecessarily
expand the team of people who get access to often innovative business
ideas (e.g., consultants, business advisors, experts, assessors, representa-
tives of institutions that operate subsidy schemes). Thirdly, business plan
assessment procedures applied by various subsidy schemes raise objec-
tions. Sometimes entrepreneurs adopt very demanding, unrealistic indi-
cators to improve the assessment of their projects. On the other hand,
criteria are unclear and ambiguous, often leading to subjective assess-
ments. Fourthly, quite often business plans are treated instrumentally
and are disregarded in everyday business operations.
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Summing up, knowing how to prepare a business plan may be useful
when you run a business. Current business development opportunities
through internationalisation, among others, have increased the impor-
tance of the instrument. That is why it is important for graduates of eco-
nomic courses to have knowledge and practical skills in this area.

Questions and assignments

1. What is a business plan?

2. What knowledge is necessary to write a business plan?

w

. What does it mean that a business plan should be comprehensive
and concise at the same time?

When is a business plan drafted?
What does it mean that a business plan is a standard document?

What are the main components of a business plan?

N o v s

How are purchases of machinery, equipment and devices described
in a business plan?

8. What methods are applied in market analyses conducted to write
a business plan for a small business?

9. How is a sales forecast compiled?
10. What data concerning the owner is given in a business plan?
11. Why are costs increased with a cost reserve?

12. List the components of a Profit and Loss Account.

Literature

Blackwell E. (2005), How to Prepare a Business Plan, One Press, \Warsaw.

Heatherington P. (2012), Write Your Own Business Plan, Constable and Robin-
son’, London.

Hermaniuk T. (2014), Biznesplan. Pytania i odpowiedzi, \Wydawnictwo Difin,
Warsaw.

Practical Aspects in Doing International Business 59



Tomasz Dorozynski, Wojciech Urbaniak

Kowalczyk L. (2001), Biznesplan czyli jak poznac kredytobiorce, Wydawnictwo
Twigger, Warsaw.

Opolski K., Wasniewski K. (2015), Biznes plan jak go budowac i analizowac,
CeDeWu, Warsaw.

Pabian A. (2000), Biznes plan. Poradnik przedsiebiorcy budowlanego, Centralny
Osrodek Informacji Budownictwa, Warsaw.

Pasieczny J. (2007), Biznesplan, Polskie Wydawnictwo Ekonomiczne, Warsaw.

Skrzypek J. (2012), Biznesplan. Model najlepszych praktyk, Wydawnictwo Po-
[text, Warsaw.

Skrzypek J. (2014), Biznesplan w 10 krokach, Wydawnictwo Poltext, Warsaw.

Skrzypek J., Filar E. (2007), Biznesplan, Wydawnictwo Poltext, Warsaw.

Tiffany P., Peterson S. (1999), Business plan, IDG Books.

Tokarski A., Tokarski M., Wéjcik J. (2010), Biznesplan w praktyce, CeDeWu, War-
saw.

West A. (1994), Zaplanuj swoj biznes, Wydawnictwo Naukowe PWN, Warsaw.

Williams K. (2012), Biznesplan. Co trzeba wiedziec i zrobic, aby przygotowac
perfekcyjny plan, Polskie Wydawnictwo Ekonomiczne, Warsaw.

Appendices
Appendix 1. Simplified Balance Sheet
Appendix 2. Profit and Loss Account
Appendix 3. Cash Flow Forecast

60 Practical Aspects in Doing International Business



Chapter 2. Business plan

|d-azpoj odmmm ‘ZpoT ul 31440 S,|eysielA Y} 4O SUSWND0P dY} Uo paseq

(@ + J) S3ILMEVI1 TVL0L

s|endy Al

SaNI[Igel] WId)-1oys JBYI0 ‘G

sbuimolioq pue sueoq 'y

s921AI3s pue saljddns Jo4 “€

(S+1+€) San[Iqel] wi3-Hoys |||

Y10 ¢

mm:_>>ol_‘_on pue sueoq |

(zZ+1) samjiqer| widy-buot ||

Sa1}|1qel| 10§ SUOISIAOI4 |

S31LITIAVIT ¥Od SNOISIAOYd ANV S3LLNIavIT'd

(1ended) ALINDI D

(8 + V) S13SSV Tv10L

S}asse Jua4ind IsylQ ‘Al

(ysed Buipnpaur) SJUBWIISIAUI WIS}-3I0YS |||

S9|geAl®dal wia3l-1oys ||

Kiojuanu| |

AL+ 1+ 11+ 1) S1ISSY INFHEND '8

sjenJaoe E‘_mwumco_ 'SJUBI)SIAUL E‘_wu-mco_ EEICENERENET]

S}asse paxiy JAY10 ‘G

Hodsuely Jo Sues|\ ¢

juswdinba pue Asuiysew [ed1uyds] ‘¢

SsyuaWIysI|gelse pue ‘sasiwald ‘sbulp|ing 7

(9sea| pue| wua)-buo| buipnpui) pueq °|

2dAy Aq s1asse paxiq ||

syasse a|qibueju| |

+ 11+ 1) S13SSV @3axId v

Practical Aspects in Doing International Business



Tomasz Dorozynski, Wojciech Urbaniak

|d"a1zpoj odsmmm ‘ZpoT ul 31440 S,|eysiejA Y} 4O SJUSWND0P dY} Uo paseq

(1 - r~1) (ssoj) 3yoad 10N "7

yj01d wouy suondnpap Aiorepuew Jay3Q

Xe} awodu| °f

(H - D + 4) (ssoj) yjoid ssoin |

§)}S0) |eldueuly ‘H

3NUdA3I [edUBULY D

(3-@+D) (ssoj) yyouad Bunesado 4

s3s0d buneiado 18y3Q '3

anuanal bunesado LYo

saIpisqns

anuanai bunesado J18Y10°'q

(g - ) S3]es uo (ssoj) 3404d D

p[OS S[eLd}ew pue spoon

adAy Aq s1500 1BYIO

S}S0D PajeaJ Jjeys pue saliejes ‘sabepy

sabieyd pue saxe|

SODIAIDS [eUIDIXT

ABisus pue sjeusle|y

uonenaidaq

:s)s0d bunesadp g

spoob pue s|eria}ew o sajes 1N Il

S3DIAIBS pue $}PNposd Jo sajes 19N |

sales 1NV

Practical Aspects in Doing International Business

62



Chapter 2. Business plan

|d"a1zpoj odsmmm ‘ZpoT ut 31440 S,|eysiejA Y} 4O SUSWND0P dY) Uo paseq

(@ + 4) (yauow jo pusd) uonisod yse) 'H
(yyuow jo buluuibaq) uonsod ysed 4
(I + 11 + 1) mojy ysed 3au [eyol °d
(9+S+v+€+7+1) [BIOL Il

18Y10 9

s19umo Aq ui pred ysed 'g

|[eMEIPYHM ,SIBUMQ ‘{7

salpisqns "¢

yoeq pied sbuimouioq pue sueot 'z

PaAI®daJ SBUIMOIIO] pue Sueoq ‘|
suonesado |epueUly Ul MOJ) ysed )
(€+2+1) [eoL Il

19410 ‘€

paseydind syasse paxiq ‘7

p|os s}asse paxid ‘|
S]USWIISIAUI Ul MOJ} Yse) °g
(9+S+v+€+7+1) [BIOL |

syuawisnlpe JBY10 ‘9

sueo| pue sbuimouioq
1daoxa sanigel] wisl-1oys ul sabueyd

s3|qeAIadal ul sabuey)
Kioyuanur ui sabuey) -

uonealdaq
(sso|) ujoud 19N

S
1%
€
l
l
ol

saniAnae bunesado ul mojy yse

63

Practical Aspects in Doing International Business



Running a business on an international scale requires not only a substantial body of
knowledge but also the ability to apply it in practice. That is why our textbook, with
a vast collection of practical examples, discusses a wide variety of pertinent issues
connected with business operations in international markets, from international
market analysis, drafting business plans, concluding business transactions and the
insurance of goods through to customs clearance procedures and professional
etiquette. We also explain the specificity of doing business online.

The book is addressed primarily to students of courses in economics and management.
We hope it will also make interesting reading for entrepreneurs and people indirectly
involved in international business, who work in its immediate environment in banks,
chambers of commerce and consulting companies and those who have dealings with
public administration at different levels in foreign countries.
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